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WHAT’S NEW IN THIS EDITION
STANDARDS RECENTLY ISSUED

Statement Title Issue Date Section

SSARS No. 18 Applicability of Statements on
Standards for Accounting and
Review Services

Feb. 2009 Integrated
into AR 100

ADDITIONAL CHANGES

In addition to this recently issued standard, other changes to this edition of
volume 2 of AICPA Professional Standards include the following:

Section Change

How to Use Volume 2 Addition of the section "Special Note About
Financial Accounting Standards Board
Accounting Standards CodificationTM."

AR 50 Amendments to reflect conforming changes due to
the issuance of Statement on Standards of
Accounting and Review Services (SSARS) No. 17,
Omnibus Statement on Standards for Accounting
and Review Services—2008.

AR 100 Amendments to reflect conforming changes due to
the issuance of Statement on Quality Control
Standards (SQCS) No. 7, A Firm's System of
Quality Control, and the contributions of the
Accounting and Review Services Committee.

AR 9100.136–.137 Addition of Interpretation No. 31, "Preparation of
Financial Statements for Use by an Entity's
Auditor," of AR section 100.

AR 100A, 9100A, 110A,
120A, 200A, 300A,
9300A, and 400A

Deletions due to the issuance of SSARS No. 17.

Various AR sections Revisions to various AR sections to reflect
conforming changes due to the issuance of
Financial Accounting Standards Board (FASB)
Accounting Standards CodificationTM (ASC).

ET 505.04 Revisions to reflect conforming changes due to the
issuance of recent authoritative literature.

Various ET sections Revisions to reflect conforming changes due to the
issuance of FASB ASC.

ET Guide for Complying
With Rules 102–505

Addition of ET Guide for Complying With Rules
102–505 to help members make decisions
unrelated to independence regarding
relationships or circumstances that are not
explicitly addressed by Ethics interpretations and
rulings.

VS 100 Revision to reflect conforming changes due to the
issuance of FASB ASC.
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Section Change
QC 20, 30, and 40 Deleted due to the issuance of SQCS No. 7.

PR 100 and 9100 Amendments due to various editorial changes.

PR 100A and 9100A Deletions due to the effective date of PR sections
100 and 9100.
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HOW TO USE VOLUME 2

Scope of Volume 2
This volume, which is a reprint of volume 2 of the looseleaf edition of AICPA

Professional Standards, includes the currently effective pronouncements on
professional standards issued by the the American Institute of Certified Public
Accountants (AICPA).

Special Note About Financial Accounting Standards Board
Accounting Standards CodificationTM

The accounting guidance in this publication has been conformed to re-
flect reference to Financial Accounting Standards Board (FASB) Ac-
counting Standards CodificationTM (ASC) as it existed on June 1, 2009
(through FASB ASC Update 2009-179). Although FASB ASC is not ef-
fective at this writing, it will be released as authoritative on July 1,
2009; therefore, this publication has been conformed to FASB ASC to
assist you during this transition.

On June 3, 2009, FASB voted to approve FASB ASC as the source of authori-
tative U.S. accounting and reporting standards for nongovernmental entities, in
addition to guidance issued by the Securities and Exchange Commission (SEC).
FASB ASC becomes authoritative upon its release on July 1, 2009, significantly
changing the way financial statement preparers, auditors, and academics per-
form accounting research.

Upon release, FASB ASC will supersede all existing, non-SEC accounting
and reporting standards for nongovernmental entities. When FASB ASC be-
comes effective, all other nongrandfathered, non-SEC accounting literature not
included in FASB ASC will become nonauthoritative.

FASB ASC will be effective for interim and annual periods ending after
September 15, 2009, which means that preparers must begin to use FASB ASC
for periods that begin on or about July 1, 2009.

FASB ASC is a major restructuring of accounting and reporting standards
designed to simplify user access to all authoritative U.S. generally accepted ac-
counting principles (GAAP) by providing the authoritative literature in a top-
ically organized structure. FASB ASC disassembled thousands of nongovern-
mental accounting pronouncements (including those of FASB, the Emerging
Issues Task Force, and the AICPA) and reassembled them under approximately
90 topics.

FASB ASC also includes relevant portions of authoritative content issued by
the SEC, select SEC staff interpretations, and administrative guidance issued
by the SEC; however, FASB ASC is not the official source of SEC guidance and
does not contain the entire population of SEC rules, regulations, interpretive
releases, and staff guidance.

FASB ASC is not intended to change U.S. GAAP or any requirements of
the SEC; rather, it is part of FASB's efforts to reduce the complexity of ac-
counting standards and also to facilitate international convergence. Moreover,
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FASB ASC does not include governmental accounting standards. The purposes
behind the codification project include the following:

• Reduce the amount of time and effort required to solve an accounting
research issue

• Mitigate the risk of noncompliance with standards through improved
usability of the literature

• Provide accurate information with real-time updates as new standards
are released

• Assist FASB with the research and convergence efforts required during
the standard-setting process

• Become the authoritative source of literature for the completed eXten-
sible Business Reporting Language (XBRL) taxonomy

• Clarify that guidance not contained in FASB ASC is not considered
authoritative

FASB ASC uses a topical structure in which guidance is organized into
areas, topics, subtopics, sections, and subsections. These terms are defined as
follows:

Areas. The broadest category in FASB ASC and represent a grouping
of topics.

Topics. The broadest categorization of related content and correlate
with the International Accounting Standards (IASs) and Inter-
national Financial Reporting Standards (IFRSs).

Subtopics. Represent subsets of a topic and are generally distin-
guished by type or scope.

Sections. Indicate the nature of the content such as recognition, meas-
urement, or disclosure. The sections' structure correlates with the
IASs and IFRSs.

Subsections. Allow further segregation and navigation of content.

Topics, subtopics, and sections are numerically referenced. This effectively
organizes the content without regard to the original standard setter or standard
from which the content was derived. An example of the numerical referencing
is FASB ASC 305-10-05, in which 305 is the Cash and Cash Equivalents topic,
10 represents the "Overall" subtopic, and 05 represents the "Overview and
Background" section.

FASB ASC features a notice to constituents, which explains the scope, struc-
ture, and usage of consistent terminology of FASB ASC. Users are encouraged
to read this notice.

By July 1, 2009, FASB is expected to issue a final standard to flatten the
GAAP hierarchy and replace FASB Statement No. 162, The Hierarchy of Gen-
erally Accepted Accounting Principles. The standard's effective date is expected
to be July 1, 2009 to coincide with the release of FASB ASC as authoritative.
The new standard will essentially reduce the GAAP hierarchy to two levels,
one that is authoritative (in FASB ASC) and one that is not (not in FASB ASC).

Exceptions include all rules and interpretive releases of the SEC under au-
thority of federal securities laws—which are sources of authoritative GAAP for
SEC registrants—and certain grandfathered guidance having an effective date
before March 15, 1992. The proposed standard is expected to create a new topic,
Generally Accepted Accounting Principles, in FASB ASC. One piece of the grand-
fathered guidance relates to AICPA software revenue recognition Technical
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Practice Aid Questions and Answers (TIS) sections 5100.38–.76, which were
elevated into the authoritative literature during development of FASB ASC.
Nonpublic entities would be required to apply this guidance prospectively for
revenue agreements entered into or materially modified in annual periods be-
ginning on or after December 15, 2009, and interim periods within those years.
This transition provision would only be applicable for nonpublic entities that
had not previously applied this guidance. Public entities should have already
been applying guidance in TIS sections 5100.38–.76. Readers can monitor the
status of the proposed statement at www.fasb.org/draft/index.shtml.

FASB ASC represents a major shift in the organization and presentation of
U.S. GAAP. For more information refer to the FASB ASC Web site at http://asc.
fasb.org/home and the FASB ASC project status page at www.fasb.org/project/
codification&retrieval_project.shtml. To read more about it, including recent
developments and updates, please also see the AICPA's dedicated FASB ASC
Web site at www.aicpa.org/Professional+Resources/Accounting+and+Auditing/
FASB+Accounting+Standards+Codification/.

How This Volume Is Arranged
The contents of this volume are arranged as follows:

Statements on Standards for Accounting and Review Services
and Related Accounting and Review Services Interpretations

Defining Professional Requirements in Statements on Standards for
Accounting and Review Services

Standards for Accounting and Review Services

Compilation and Review of Financial Statements

Compilation of Specified Elements, Accounts, or Items of a
Financial Statement

Compilation of Pro Forma Financial Information

Reporting on Comparative Financial Statements

Compilation Reports on Financial Statements Included in
Certain Prescribed Forms

Communications Between Predecessor and Successor Accountants

Reporting on Personal Financial Statements Included in Written
Personal Financial Plans

Code of Professional Conduct

Introduction

Principles of Professional Conduct

Rules: Applicability and Definitions

Independence, Integrity, and Objectivity

General Standards/Accounting Principles

Responsibilities to Clients

Responsibilities to Colleagues

Other Responsibilities and Practices
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Bylaws
Definitions

Name and Purpose

Admission to, and Retention of, Membership and Association

Organization and Procedure

Financial Management and Controls

Meetings of the Institute and the Council

Election of Council, Board of Directors, and Officers of the Institute

Termination of Membership and Disciplinary Sanctions

Amendments

General

Valuation Services

Statements on Standards for Valuation Services

Interpretations of Statements on Standards for Valuation Services

Consulting Services

Statement on Standards for Consulting Services

Quality Control

Statements on Quality Control Standards

Peer Review

Standards for Performing and Reporting on Peer Reviews

Interpretations of Standards for Performing and Reporting on Peer
Reviews

Tax Services

Statements on Standards for Tax Services

Interpretations of Statements on Standards for Tax Services

Personal Financial Planning

Statements on Responsibilities in Personal Financial Planning
Practice

Continuing Professional Education

Policies for the CPE Membership Requirement

Preamble

Standards for CPAs

Standards for CPE Program Sponsors

Glossary

How to Use Volume 2
The arrangement of material is indicated in the general table of contents

at the front of the volume. There is a detailed table of contents covering the
material within each major division.

ACCOUNTING AND REVIEW SERVICES

Statements on Standards for Accounting and Review Services and Account-
ing and Review Services Interpretations appear with the prefix AR in their
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section numbers. Accounting and Review Services Interpretations are num-
bered in the 9000 series with the last three digits indicating the section to which
the interpretation relates. Interpretations immediately follow their correspond-
ing section. For example, interpretations related to section 100 are numbered
9100, which directly follows section 100.

There are two appendixes related to Accounting and Review Services Stand-
ards as follows:

Appendix A indicates sections of the text cross-referenced to Statements
on Standards for Accounting and Review Services.

Appendix B is reserved.

Appendix C provides a schedule of changes in Statements on Standards
for Accounting and Review Services beginning with the issuance of State-
ment on Standards for Accounting and Review Services No. 1, Compilation
and Review of Financial Statements.

A topical index is provided for this division and is identified as AR Topical
Index.

CODE OF PROFESSIONAL CONDUCT

The Rules of Conduct, Interpretations of Rules of Conduct, and Ethics Rul-
ings related to the same subjects have been assembled within the major di-
visions of the Code of Professional Conduct part of the volume. For example,
Rule 101—Independence, ET section 101, is followed by the first Ethics Inter-
pretation under Rule 101, ET section 101-1, Interpretation of Rule 101. Ethics
Rulings for this section appear in ET section 191.

A topical index is provided for this division and is identified as ET Topical
Index.

BYLAWS

The Bylaws of the AICPA and the related Implementing Resolutions of
Council are assembled within the major divisions by section numbers. For ex-
ample, BL section 230, Requirements for Retention of Membership, is followed
by BL section 230R, Implementing Resolutions Under Section 2.3 Requirements
for Retention of Membership.

In BL section 900, General, the following sections are included:

AICPA Mission Statement

A Description of the Professional Practice of Certified Public Accountants

A topical index is provided for this division and is identified as BL Topical
Index.

VALUATION SERVICES

Statements on Standards for Valuation Services and Valuation Services
Interpretations appear with the prefix VS in their section numbers.

CONSULTING SERVICES

Statement on Standards for Consulting Services appears with the prefix CS
in its section number.

A topical index is provided for this division and is identified as CS Topical
Index.
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QUALITY CONTROL

Statements on Quality Control Standards appear with the prefix QC in their
section numbers.

PEER REVIEW

Standards for Performing and Reporting on Peer Reviews and Peer Review
Interpretations appear with the prefix PR in their section numbers.

TAX SERVICES

Statements on Standards for Tax Services and Tax Services Interpretations
appear with the prefix TS in their section numbers.

A topical index is provided for this division and is identified as TS Topical
Index.

PERSONAL FINANCIAL PLANNING

Statements on Responsibilities in Personal Financial Planning Practice ap-
pear with the prefix PFP in their section numbers.

A topical index is provided for this division and is identified as PFP Topical
Index.

CONTINUING PROFESSIONAL EDUCATION

Policies for the CPE Membership Requirement and Statement on Standards
for Continuing Professional Education (CPE) Programs appear with the prefix
CPE in their section numbers.

A topical index is provided for this division and is identified as CPE Topical
Index.

Topical Index
The topical indexes use the key word method to facilitate reference to the

pronouncements. The indexes are arranged alphabetically by topic and refer
the reader to major divisions, sections, and paragraph numbers.

Indexes are cited in this volume as follows:

Citation

Accounting and Review Services AR
Code of Professional Conduct ET
Bylaws BL
Valuation Services VS
Consulting Services CS
Tax Services TS
Personal Financial Planning PFP
Continuing Professional Education CPE
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AR Section

STATEMENTS ON STANDARDS FOR
ACCOUNTING AND REVIEW SERVICES

Statements on Standards for Accounting and Review Services
(SSARS) are issued by the AICPA Accounting and Review Services
Committee (ARSC), the senior technical committee of the Institute
designated to issue pronouncements in connection with the unaudited
financial statements or other unaudited financial information of a non-
public entity. Council has designated ARSC as a body to establish tech-
nical standards under Rule 202 of the Institute's Code of Professional
Conduct.

Interpretations are issued to provide guidance on the application
of SSARS. Interpretations are issued after all members of ARSC have
been provided an opportunity to consider and comment on whether the
proposed Interpretation is consistent with SSARS. An Interpretation
is not as authoritative as a SSARS, but members should be aware that
they may have to justify a departure from an Interpretation if the qual-
ity of their work is questioned.

TABLE OF CONTENTS
Section Paragraph

20 Defining Professional Requirements in Statements on Standards
for Accounting and Review Services .01-.08
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Professional Requirements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .02-.04
Explanatory Material . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .05-.07
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50 Standards for Accounting and Review Services .01-.10
Interpretative Publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .05-.06
Other Compilation and Review Publications . . . . . . . . . . . . . . . . . .07-.08
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Effective Date . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .10
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AR Section 20

Defining Professional Requirements in
Statements on Standards for Accounting and
Review Services

Issue date, unless
otherwise indicated:

December, 2007

Source: SSARS No. 16

Introduction
.01 This section sets forth the meaning of certain terms used in Statements

on Standards for Accounting and Review Services (SSARSs) issued by the Ac-
counting and Review Services Committee (ARSC) in describing the professional
requirements imposed on accountants performing a compilation or review.

Professional Requirements
.02 SSARSs contain professional requirements, together with related guid-

ance, in the form of explanatory material. Accountants performing a compila-
tion or review have a responsibility to consider the entire text of a SSARS in
carrying out their work on an engagement and in understanding and applying
the professional requirements of the relevant SSARSs.

.03 Not every paragraph of a SSARS carries a professional requirement
that the accountant is expected to fulfill. Rather, the professional requirements
are communicated by the language and the meaning of the words used in the
SSARSs.

.04 SSARSs use two categories of professional requirements identified by
specific terms to describe the degree of responsibility they impose on accoun-
tants. They are as follows:

• Unconditional requirements. The accountant is required to comply
with an unconditional requirement in all cases in which the circum-
stances exist to which the unconditional requirement applies. SSARSs
use the words must or is required to indicate an unconditional require-
ment.

• Presumptively mandatory requirements. The accountant is also re-
quired to comply with a presumptively mandatory requirement in all
cases in which the circumstances exist to which the presumptively
mandatory requirement applies; however, in rare circumstances, the
accountant may depart from a presumptively mandatory requirement
provided that the accountant documents his or her justification for the
departure and how the alternative procedures performed in the cir-
cumstances were sufficient to achieve the objectives of the presump-
tively mandatory requirement. SSARSs use the word should to indi-
cate a presumptively mandatory requirement.

If a SSARS provides that a procedure or action is one that the accountant
"should consider," the consideration of the procedure or action is presumptively
required, whereas carrying out the procedure or action is not. The professional

AR §20.04
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requirements of a SSARS are to be understood and applied in the context of the
explanatory material that provides guidance for their application.

Explanatory Material
.05 Explanatory material is defined as the text within a SSARS (excluding

any related appendixes or interpretations1) that may do the following:

• Provide further explanation and guidance on the professional require-
ments

• Identify and describe other procedures or actions relating to the activ-
ities of the accountant

.06 Explanatory material that provides further explanation and guidance
on the professional requirements is intended to be descriptive rather than im-
perative. That is, it explains the objective of the professional requirements
(where not otherwise self-evident); it explains why the accountant might con-
sider or employ particular procedures, depending on the circumstances; and
it provides additional information for the accountant to consider in exercising
professional judgment in performing the engagement.

.07 Explanatory material that identifies and describes other procedures
or actions relating to the activities of the accountant is not intended to im-
pose a professional requirement for the accountant to perform the suggested
procedures or actions. Rather, these procedures or actions require the accoun-
tant's attention and understanding; how and whether the accountant carries
out such procedures or actions in the engagement depends on the exercise of
professional judgment in the circumstances consistent with the objective of the
standard. The words may, might, and could are used to describe these actions
and procedures.

Application
.08 The provisions of this section are effective upon issuance.2

1 Compilation and review interpretations of the Statements on Standards for Accounting and
Review Services (SSARSs) and appendixes represent interpretive publications, which differ from ex-
planatory material. Explanatory material is always contained within the standards sections of the
SSARS and is meant to be descriptive in nature. Interpretive publications, as defined in paragraphs
.05–.06 of AR section 50 reside outside of the standards section of a SSARS and are recommenda-
tions on the application of the SSARS in specific circumstances, including engagements for entities
in specialized industries. Interpretive publications are issued after all members of the Accounting
and Review Services Committee (ARSC) have been provided an opportunity to consider and com-
ment on whether the proposed interpretative publication is consistent with the SSARSs. Interpre-
tative publications consist of compilation and review interpretations of the SSARSs, appendixes to
the SSARSs, compilation and review guidance included in AICPA Audit and Accounting Guides, and
AICPA Statements of Position to the extent that those statements are applicable to compilation and
review engagements.

2 The specific terms used to define professional requirements in this section are not intended to
apply to interpretive publications issued under the authority of the ARSC, since interpretive publi-
cations are not SSARSs. (See footnote 1.) It is the ARSC's intention to make conforming changes to
the interpretive publications to remove any language that would imply a professional requirement
where none exists. It is the ARSC's intention that such language would only be used in the standards
sections of the SSARSs.

AR §20.05
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AR Section 50

Standards for Accounting and
Review Services

Issue date, unless
otherwise indicated:

May, 2004

Source: SSARS No. 11

.01 An accountant must perform a compilation or review of a nonissuer
in accordance with Statements on Standards for Accounting and Review Ser-
vices (SSARS) issued by the American Institute of Certified Public Accountants.
SSARS provide a measure of quality and the objectives to be achieved in both a
compilation and review. [Paragraph amended by the issuance of SSARS No. 17,
December 2008.]

.02 The SSARS are issued by the AICPA Accounting and Review Services
Committee (ARSC) and provide performance and reporting standards for com-
pilations and reviews.

.03 Rule 202, Compliance With Standards, of the AICPA Code of Pro-
fessional Conduct [ET section 202.01], requires an AICPA member who per-
forms compilations or reviews to comply with standards promulgated by the
ARSC. The ARSC develops and issues standards in the form of Statements on
Standards for Accounting and Review Services through a due process that in-
cludes deliberations in meetings open to the public, public exposure of proposed
SSARS, and a formal vote. The SSARS are codified.

.04 The accountant should have sufficient knowledge of the SSARS to
identify those that are applicable to his or her engagement. The nature of
the SSARS requires an accountant to exercise professional judgment in ap-
plying them. The accountant should be prepared to justify departures from the
SSARS.

Interpretative Publications
.05 Interpretative publications consist of compilation and review Interpre-

tations of the SSARS, appendixes to the SSARS, compilation and review guid-
ance included in AICPA Audit and Accounting Guides, and AICPA Statements
of Position to the extent that those Statements are applicable to compilation
and review engagements. Interpretative publications are not standards for ac-
counting and review services. Interpretative publications are recommendations
on the application of the SSARS in specific circumstances, including engage-
ments for entities in specialized industries. An interpretative publication is
issued after all ARSC members have been provided an opportunity to consider
and comment on whether the proposed interpretative publication is consistent
with the SSARS.

.06 The accountant should be aware of and consider interpretative publi-
cations applicable to his or her compilation or review. If the accountant does
not apply the guidance included in an applicable interpretative publication,
the accountant should be prepared to explain how he or she complied with the
SSARS provisions addressed by such guidance.

AR §50.06
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Other Compilation and Review Publications
.07 Other compilation and review publications include AICPA account-

ing and review publications not referred to above; AICPA's annual Compilation
and Review Alert; compilation and review articles in the Journal of Accountancy
and other professional journals; compilation and review articles in the AICPA
The CPA Letter; continuing professional education programs and other instruc-
tion materials, textbooks, guide books, compilation and review programs, and
checklists; and other compilation and review publications from state CPA so-
cieties, other organizations, and individuals.1 Other compilation and review
publications have no authoritative status; however, they may help the accoun-
tant understand and apply the SSARS.

.08 If an accountant applies the guidance included in an other compilation
and review publication, he or she should be satisfied that, in his or her judgment,
it is both relevant to the circumstances of the engagement, and appropriate. In
determining whether an other compilation and review publication is appropri-
ate, the accountant may wish to consider the degree to which the publication is
recognized as being helpful in understanding and applying the SSARS and the
degree to which the issuer or author is recognized as an authority in compilation
and review matters. Other compilation and review publications published by
the AICPA that have been reviewed by the AICPA Audit and Attest Standards
staff are presumed to be appropriate.

Predecessor’s Compilation or Review Report
.09 SSARS currently provide guidance to be followed when the financial

statements of a prior period have been compiled or reviewed by a predecessor
accountant whose report is not presented and the successor accountant has
not compiled or reviewed those financial statements. This Statement amends
footnote 9 in SSARS No. 2, Reporting on Comparative Financial Statements
[section 200.17], to state that a successor accountant may name the predecessor
accountant if the predecessor accountant's practice was acquired by, or merged
with, that of the successor accountant. New language is shown in boldface
italics.

9 The successor accountant should not name the predecessor accountant
in his or her report; however, the successor accountant may name the
predecessor accountant if the predecessor accountant’s practice was
acquired by, or merged with, that of the successor accountant.

Effective Date
.10 This section is effective upon issuance.

1 The accountant is not expected to be aware of the full body of other compilation and review
publications.

AR §50.07
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AR Section 100

Compilation and Review of
Financial Statements *

Issue date, unless
otherwise indicated:

December, 1978

Source: SSARS No. 1; SSARS No. 2; SSARS No. 3;
SSARS No. 5; SSARS No. 7; SSARS No. 8; SSARS No. 9;

SSARS No. 10; SSARS No. 12; SSARS No. 15; SSARS No. 17; SSARS No. 18

.01 This section sets forth the performance and communication require-
ments when an accountant submits unaudited financial statements of a non-
issuer to his or her client or third parties. The accountant should not submit
unaudited financial statements of a nonissuer to his or her client or a third
party unless, as a minimum, he or she complies with the provisions of this
section applicable to a compilation engagement.

a. Compilation of financial statements.1 If the accountant performs a
compilation, a communication to management is required. The type
of communication depends on the following.

1. If the accountant is engaged to report on compiled financial state-
ments or submits financial statements to a client that are or rea-
sonably might be expected to be used by a third party, see para-
graphs .13–.23 for reporting requirements.

2. If the accountant submits financial statements to a client that
are not reasonably expected to be used by a third party, see para-
graphs .24–.27 for required communications to management.

In deciding whether the financial statements are or reasonably might
be expected to be used by a third party, the accountant may rely on
management's representation without further inquiry, unless infor-
mation comes to his or her attention that contradicts management's
representation.

In each of the previous circumstances, the performance requirements
in paragraphs .05 and .09–.12 apply.

* This section has been revised to reflect the amendments and conforming changes necessary due
to the issuance of Statement on Standards for Accounting and Review Services No. 8, effective for
financial statements submitted after December 31, 2000. The amendments provide communication
and performance requirements for unaudited financial statements submitted to a client that are not
expected to be used by a third party. Specifically, the amendments are to the replacement of paragraphs
.01–.22 with new paragraphs .01–.27 (subsequent paragraphs and footnotes have been renumbered
accordingly), the addition of a new Appendix A [paragraph .97] and D [paragraph .100], and the
deletion of former Appendix E [paragraph .101]. In addition, conforming changes to terminology and
cross references have been made throughout this section.

1 See Appendix A [paragraph .97], "Compilation of Financial Statements," for a flowchart regard-
ing the requirements of Statements on Standards for Accounting and Review Services (SSARSs) for a
compilation engagement. [As amended, effective for compilations and reviews of financial statements
for periods ending after December 15, 2008, by SSARS No. 17.]

AR §100.01
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b. Review of financial statements.[2] If the accountant performs a review,
see paragraphs .05 and .28–.53 for performance and reporting require-
ments.

[As amended, effective for compilations and reviews of financial statements for
periods ending on or after December 15, 2007, by SSARS No. 15. As amended,
effective for compilations and reviews of financial statements for periods ending
on or after December 15, 2008, by SSARS No. 17.]

Note
Statements on Standards for Accounting and Review Services (SSARS) No.
18 amends paragraph .01 so that SSARSs do not apply when the provisions of
AU section 722, Interim Financial Information (AICPA, Professional Stan-
dards, vol. 1), apply. The following reflects the changes that will be made
to paragraph .01, effective for compilations and reviews of financial state-
ments (which includes condensed interim financial statements) for periods
beginning after December 15, 2009. Early application is permitted.

.01 This section establishes standards and provides guidance on compila-
tions and reviews of financial statements. The accountant should not submit
unaudited financial statements of a nonissuer to his or her client or a third
party unless, as a minimum, he or she complies with the provisions of this
section applicable to a compilation engagement.

a. Compilation of financial statements.1 If the accountant performs a
compilation, a communication to management is required. The type
of communication depends on the following.

i. If the accountant is engaged to report on compiled financial
statements or submits financial statements to a client that are
or reasonably might be expected to be used by a third party, see
paragraphs .13–.23 and .54–.76 for reporting requirements.

ii. If the accountant submits financial statements to a client that
are not reasonably expected to be used by a third party, see
paragraphs .24–.27 for required communications to manage-
ment.

In deciding whether the financial statements are or reasonably
might be expected to be used by a third party, the accountant
may rely on management's representation without further in-
quiry, unless information comes to his or her attention that
contradicts management's representation.

In each of the previous circumstances, the performance re-
quirements in paragraphs .05 and .08–.11 apply.

b. Review of financial statements.[2] If the accountant performs a re-
view, see paragraphs .05 and .28–.76 for performance and reporting
requirements. Statements on Standards for Accounting and Review
Services are not applicable to reviews of interim financial informa-
tion if

i. the entity's latest annual financial statements have been au-
dited by the accountant or a predecessor;

ii. the accountant has been engaged to audit the entity's current
year financial statements, or the accountant audited the en-
tity's latest annual financial statements and expects to be en-
gaged to audit the current year financial statements; and

[2] [Footnote deleted by the issuance of SSARS No. 15, July 2007.]

AR §100.01
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iii. the client prepares its interim financial information in accor-
dance with the same financial reporting framework as that
used to prepare the annual financial statements.

Accountants engaged to perform reviews of interim financial information
when the previously mentioned conditions in i–iii are met should perform
such reviews in accordance with AU section 722, Interim Financial Infor-
mation (AICPA, Professional Standards, vol. 1).

[As amended, effective for compilations and reviews of financial statements
for periods ending on or after December 15, 2007, by SSARS No. 15. As
amended, effective for compilations and reviews of financial statements for
periods ending on or after December 15, 2008, by SSARS No. 17. As amended,
effective for compilations and reviews of financial statements for periods
ending on or after December 15, 2009, by SSARS No. 18.]

________________________________

[1] See appendix A [paragraph .97], "Compilation of Financial Statements,"
for a flowchart regarding the requirements of Statements on Standards for
Accounting and Review Services (SSARSs) for a compilation engagement.
[As amended, effective for compilations and reviews of financial statements
for periods ending after December 15, 2008, by SSARS No. 17.]
[2] [Footnote deleted by the issuance of SSARS No. 15, July 2007.]

.02 If the accountant performs more than one service (for example, a compi-
lation and an audit), the accountant should issue the report that is appropriate
for the highest level of service rendered.3

.03 An accountant should not consent to the use of his or her name in
a document or written communication containing unaudited financial state-
ments of a nonissuer unless (a) the accountant has compiled or reviewed the
financial statements in compliance with the provisions of this section or (b) the
financial statements are accompanied by an indication that the accountant has
not compiled or reviewed the financial statements and that the accountant as-
sumes no responsibility for them. For example, the indication may be worded as
follows:

The accompanying balance sheet of X Company as of December 31, 20X1, the
related statements of income, and cash flows for the year then ended were not
audited, reviewed, or compiled by us and, accordingly, we do not express an
opinion or any other form of assurance on them.

If an accountant becomes aware that his or her name has been used improperly
in any client-prepared document containing unaudited financial statements,
the accountant should advise the client that the use of his or her name is
inappropriate and should consider what other actions might be appropriate,
including consultation with his or her attorney. [As amended, effective Novem-
ber 2002, by SSARS No. 9. As amended, effective for compilations and reviews
of financial statements for periods ending on or after December 15, 2008, by
SSARS No. 17.]

3 AR section 300, Compilation Reports on Financial Statements Included in Certain Prescribed
Forms, permits an accountant who has reviewed the financial statements of a nonissuer to issue a
compilation report on financial statements for the same period that are included in a prescribed form
that calls for departure from generally accepted accounting principles (GAAP). [Footnote amended by
the issuance of SSARS No. 17, December 2008.]

AR §100.03
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Definitions
.04 Certain terms are defined for purposes of this section as follows.

Submission of financial statements. Presenting to a client or third parties finan-
cial statements that the accountant has prepared either manually or through
the use of computer software.

Those charged with governance. The person(s) with responsibility for overseeing
the strategic direction of the entity and obligations related to the accountability
of the entity. This includes overseeing the financial reporting process. In some
cases, those charged with governance are responsible for approving the entity's
financial statements (in other cases, management has this responsibility). In
some entities, governance is a collective responsibility that may be carried out
by a board of directors, a committee of the board of directors, a committee of
management, partners, equivalent persons, or some combination thereof. Those
charged with governance are specifically excluded from management, unless
they perform management functions as defined in the following.

Management. The person(s) responsible for achieving the objectives of the entity
and who have the authority to establish policies and make decisions by which
those objectives are to be pursued. Management is responsible for the finan-
cial statements, including designing, implementing, and maintaining effective
internal control over financial reporting.

Third party. All persons, including those charged with governance, except for
those members of management as defined previously.4

Generally accepted accounting principles (GAAP). See Appendix J, [paragraph
.106], "Sources of Generally Accepted Accounting Principles," for the hierarchy
of GAAP.

Other comprehensive basis of accounting (OCBOA). A definite set of criteria,
other than GAAP, having substantial support underlying the preparation of
financial statements prepared pursuant to that basis. Examples of an OCBOA
are:

(a) A basis of accounting that the reporting entity uses to comply with the
requirements or financial reporting provisions of a governmental reg-
ulatory agency to whose jurisdiction the entity is subject (for example,
a basis of accounting insurance companies use pursuant to the rules
of a state insurance commission).

(b) A basis of accounting that the reporting entity uses or expects to use
to file its income tax return for the period covered by the financial
statements.

(c) The cash basis of accounting and modifications of the cash basis having
substantial support (for example, recording depreciation on fixed as-
sets). Ordinarily a modification would have substantial support if the
method is equivalent to the accrual basis of accounting for that item
and if the method is not illogical. If modifications to the cash basis of
accounting do not have substantial support, the accountant should ap-
propriately modify his or her report in accordance with the guidance
in paragraphs .56–.58. If the modifications are so extensive that the
modified "cash basis" statements are, in the accountant's judgment,
equivalent to financial statements on the accrual basis, the statements

4 The accountant may wish to specify those members of management. See Appendix D [para-
graph .100], "Compilation of Financial Statements Not Intended for Third-Party Use—Illustrative
Engagement Letter." [As amended, effective November 2002, by SSARS No. 9.]

AR §100.04
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should be considered GAAP basis. The accountant may use the stan-
dard form of report modified as appropriate because of the departures
from generally accepted accounting principles.

Financial statement. A presentation of financial data, including accompanying
notes, derived from accounting records and intended to communicate an entity's
economic resources or obligations at a point in time, or the changes therein for
a period of time, in accordance with generally accepted accounting principles
(GAAP)[5] or an OCBOA.[6] Reference in the SSARSs to GAAP include, where
applicable, an OCBOA. Financial forecasts, projections and similar presenta-
tions,7 and financial presentations included in tax returns are not financial
statements for purposes of this section. The following financial presentations
are examples of financial statements and are not meant to be all-inclusive:[8]

Appropriate GAAP financial statement titles:

• Balance sheet

• Statement of income

• Statement of comprehensive income

• Statement of retained earnings

• Statement of cash flows

• Statement of changes in owners' equity

• Statement of assets and liabilities (with or without owners' equity ac-
counts)

• Statement of revenue and expenses

• Statement of financial position (condition)

• Statement of activities

• Summary of operations

• Statement of operations by product lines

Appropriate OCBOA financial statement titles:

• Balance sheet—cash basis

• Statement of assets and liabilities arising from cash transactions

• Statement of assets, liabilities, and stockholders' equity—income tax
basis

• Statement of revenue collected and expenses paid

• Statement of revenue and expenses—income tax basis

• Statement of income—statutory basis

• Statement of operations—income tax basis

A financial statement may be, for example, that of a corporation, a consolidated
group of corporations, a combined group of affiliated entities, a not-for-profit
organization, a governmental entity, an estate or trust, a partnership, a pro-
prietorship, a limited liability partnership (LLP), a limited liability company
(LLC), a segment of any of these, or an individual. The method of preparation
(for example, manual or computer preparation) is not relevant to the definition
of a financial statement.

[5] [Footnote deleted by the issuance of SSARS No. 15, July 2007.]
[6] [Footnote deleted by the issuance of SSARS No. 17, February 2008.]
7 Statement on Standards for Attestation Engagements No. 10, Chapter 3, Financial Forecasts

and Projections [AT section 301], as well as the AICPA Guide for Prospective Financial Information,
provide guidance on preparing and reporting on financial forecasts, projections, and similar presen-
tations. [Footnote revised, January 2001, to reflect conforming changes necessary due to the issuance
of Statement on Standards for Attestation Engagements No. 10.]

[8] [Footnote deleted by the issuance of SSARS No. 15, July 2007.]

AR §100.04
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Issuer. An issuer is defined in section 3 of the Securities Exchange Act of 1934
[15 U.S.C. 78c], the securities of which are registered under section 12 of that
Act (15 U.S.C. 78l), or that is required to file reports under section 15(d) (15
U.S.C. 78o(d)), or that files or has filed a registration statement that has not yet
become effective under the Securities Act of 1933 (15 U.S.C. 77a et seq.), and
that it has not withdrawn.

Nonissuer. All entities except for those defined as issuers.

Compilation of financial statements. A service, the objective of which is to
present in the form of financial statements, information that is the represen-
tation of management (owners) without undertaking to express any assurance
on the financial statements.[9]

Review of financial statements. A service, the objective of which is to express
limited assurance that there are no material modifications that should be made
to the financial statements in order for the statements to be in conformity
with GAAP.

[As amended, effective November 2002, by SSARS No. 9. As amended, effec-
tive for compilations and reviews of financial statements for periods ending
on or after December 15, 2007, by SSARS No. 15. As amended, effective for
compilations and reviews of financial statements for periods ending on or after
December 15, 2008, by SSARS No. 17.]

Understanding With the Entity
.05 The accountant should establish an understanding with the entity,

preferably in writing, regarding the services to be performed. However, if the
engagement is to compile financial statements not expected to be used by a
third party, a written communication is required. (See paragraphs .24 and .25.)
The understanding should include a description of the nature and limitations
of the services to be performed and a description of the report, if a report is to
be issued. The understanding should also provide:

a. That the engagement cannot be relied upon to disclose errors, fraud,10

or illegal acts11 and

b. That the accountant will inform the appropriate level of manage-
ment[12] of any material errors and of any evidence or information that
comes to the accountant's attention during the performance of compi-
lation or review procedures13 that fraud or an illegal act may have
occurred.14 The accountant need not report any matters regarding

[9] [Footnote deleted by the issuance of SSARS No. 17, February 2008.]
10 For purposes of this section, fraud is an intentional act that results in a misstatement in

compiled or reviewed financial statements. [Footnote added, effective for compilations and reviews of
financial statements for periods ending after December 15, 2005, by SSARS No. 12.]

11 For purposes of this section, illegal acts are violations of laws or government regulations,
excluding fraud. [Footnote added, effective for compilations and reviews of financial statements for
periods ending after December 15, 2005, by SSARS No. 12.]

[12] [Footnote renumbered and deleted by the issuance of SSARS No. 12, July 2005.]
13 Compilation performance requirements are contained in paragraphs .08–.12. Review perfor-

mance requirements are contained in paragraphs .29–.45. [Footnote added, effective for compilations
and reviews of financial statements for periods ending after December 15, 2005, by SSARS No. 12.]

14 Whether an act is, in fact, fraudulent or illegal is a determination that is normally beyond the
accountant's professional competence. An accountant, in reporting on financial statements, presents
himself or herself as one who is proficient in accounting and compilation or review services. The
accountant's training, experience, and understanding of the client and its industry may provide a
basis for recognition that some client acts coming to his or her attention may be fraudulent or illegal.

(continued)
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illegal acts that may have occurred that are clearly inconsequential
and may reach agreement in advance with the entity on the nature of
any such matters to be communicated.

Examples of engagement letters are presented in Appendixes C [paragraph .99],
D [paragraph .100], and E [paragraph .101]. [As amended, effective for compi-
lations and reviews of financial statements for periods ending after December
15, 2005, by SSARS No. 12.]

Compilation of Financial Statements
Objective of a Compilation Engagement

.06 The objective of a compilation engagement is to present in the form
of financial statements, information that is the representation of management
(owners) without undertaking to express any assurance on the financial state-
ments. [Paragraph and preceding section header added, effective for compila-
tions and reviews of financial statements for periods ending after December 15,
2008, by SSARS No. 17.]

.07 Paragraphs .08–.11 are applicable to a compilation of financial state-
ments, whenever the accountant—

• Is engaged to report on compiled financial statements.

• Submits financial statements to a client that are or reasonably might
be expected to be used by a third party.

• Submits financial statements to a client that are not expected to be
used by a third party.

[Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

Compilation Performance Requirements
.08 The accountant should possess a level of knowledge of the accounting

principles and practices of the industry in which the entity operates that will
enable him or her to compile financial statements that are appropriate in form
for an entity operating in that industry.15 This standard does not prevent an ac-
countant from accepting a compilation engagement for an entity in an industry
with which the accountant has no previous experience. It does, however, place
upon the accountant a responsibility to obtain the required level of knowledge.
The accountant may do so, for example, by consulting AICPA guides, industry
publications, financial statements of other entities in the industry, textbooks
and periodicals, or individuals knowledgeable about the industry. [Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

.09 To compile financial statements, the accountant should possess a gen-
eral understanding of the nature of the entity's business transactions, the form
of its accounting records, the stated qualifications of its accounting personnel,
the accounting basis on which the financial statements are to be presented, and
the form and content of the financial statements. The accountant ordinarily

(footnote continued)

However, the determination as to whether a particular act is fraudulent or illegal would generally
be based on the advice of an informed expert qualified to practice law or may have to await final
determination by a court of law. [Footnote added, effective for compilations and reviews of financial
statements for periods ending after December 15, 2005, by SSARS No. 12.]

15 For purposes of this section, the term industry includes governmental and not-for-profit activ-
ities. [Footnote renumbered by the issuance of SSARS No. 12, July 2005.]
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obtains knowledge of these matters through experience with the entity or in-
quiry of the entity's personnel. On the basis of that understanding, the accoun-
tant should consider whether it will be necessary to perform other accounting
services, such as assist in adjusting the books of account or consult on account-
ing matters, when he or she compiles financial statements. [Paragraph renum-
bered by the issuance of SSARS No. 17, February 2008.]

.10 The accountant is not required to make inquiries or perform other
procedures to verify, corroborate, or review information supplied by the entity.
However, the accountant may have made inquiries or performed other pro-
cedures. The results of such inquiries or procedures, knowledge gained from
prior engagements, or the financial statements on their face may cause the
accountant to become aware that information supplied by the entity is incor-
rect, incomplete, or otherwise unsatisfactory. If any evidence or information
comes to the accountant's attention regarding fraud or an illegal act that may
have occurred, the accountant should request that management consider the
effect of the matter on the financial statements. Additionally, the accountant
should consider the effect of the matter on his or her compilation report. In
circumstances where the accountant believes that the financial statements are
materially misstated, the accountant should obtain additional or revised infor-
mation. If the entity refuses to provide additional or revised information, the
accountant should withdraw from the engagement. (However, see paragraphs
.19–.22 for guidance when management elects to omit substantially all the dis-
closures required by GAAP and see paragraphs .56–.58 for the accountant's
reporting responsibilities when he or she is aware of other departures from
GAAP.) [As amended, effective November 2002, by SSARS No. 9. As amended,
effective for compilations and reviews of financial statements for periods end-
ing after December 15, 2005, by SSARS No. 12. Paragraph renumbered by the
issuance of SSARS No. 17, February 2008.]

.11 Before submission, the accountant should read the financial state-
ments and consider whether such financial statements appear to be appro-
priate in form and free from obvious material errors. In this context, the term
error refers to mistakes in the compilation of financial statements, including
arithmetical or clerical mistakes, and mistakes in the application of account-
ing principles, including inadequate disclosure. [Paragraph renumbered by the
issuance of SSARS No. 17, February 2008.]

Limitations of a Compilation Engagement
.12 A compilation differs significantly from a review or an audit of finan-

cial statements. A compilation does not contemplate performing inquiry, ana-
lytical procedures, or other procedures performed in a review. Additionally, a
compilation does not contemplate obtaining an understanding of the entity's
internal control; assessing fraud risk; tests of accounting records by obtaining
sufficient appropriate audit evidence through inspection, observation, confir-
mation, the examination of source documents (for example, cancelled checks or
bank images); or other procedures ordinarily performed in an audit. Therefore,
a compilation does not provide a basis for expressing any level of assurance
on the financial statements being compiled. [Paragraph and preceding section
header added, effective for compilations and reviews of financial statements for
periods ending after December 15, 2008, by SSARS No. 17.]

Reporting on the Financial Statements
.13 When the accountant is engaged to report on compiled financial state-

ments or submits financial statements that are reasonably expected to be used
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by a third party, the financial statements should be accompanied by a report.
The basic elements of the report are as follows:

a. A statement that a compilation has been performed in accordance with
Statements on Standards for Accounting and Review Services issued
by the American Institute of Certified Public Accountants

b. A statement that a compilation is limited to presenting in the form
of financial statements information that is the representation of man-
agement (owners)

c. A statement that the financial statements have not been audited or
reviewed and, accordingly, the accountant does not express an opinion
or any other form of assurance on them

d. A signature of the accounting firm or the accountant as appropriate
(For example, the signature could be manual, stamped, electronic, or
typed.)

e. The date of the compilation report (The date of completion of the com-
pilation should be used as the date of the accountant's report.)

Any other procedures that the accountant might have performed before or dur-
ing the compilation engagement should not be described in the report. [As
amended, effective November 2002, by SSARS No. 9. Paragraph renumbered
by the issuance of SSARS No. 17, February 2008.]

[.14] [Paragraph deleted by the issuance of SSARS No. 9, November 2002.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.15 Each page of the financial statements compiled by the accountant
should include a reference, such as "See Accountant's Compilation Report."
[Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.16 The following form of standard report is appropriate for a compila-
tion of financial statements prepared in accordance with generally accepted
accounting principles:16

I (we) have compiled the accompanying balance sheet of XYZ Company as of
December 31, 20X1, and the related statements of income, retained earnings,17

and cash flows for the year then ended, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

[As amended, effective for compilations and reviews of financial statements for
periods ending on or after December 15, 2007, by SSARS No. 15. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

16 If the statement of comprehensive income is included, the first paragraph of the report should
also refer to this statement. [Footnote added, effective November 2002, by SSARS No. 9. Footnote
renumbered by the issuance of SSARS No. 12, July 2005.]

17 Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 505-
10-50 requires the disclosure of a change in capital. This can be accomplished by the preparation of a
separate statement, in the notes to the financial statements, or as part of another basic statement. If
the accountant does not include a statement of retained earnings as a separate statement, reference
in the compilation report is not needed. [Footnote added, effective November 2002, by SSARS No. 9.
Footnote renumbered by the issuance of SSARS No. 12, July 2005. Footnote revised, June 2009, to
reflect conforming changes necessary due to the issuance of FASB ASC.]
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.17 The following form of standard report is appropriate for a compilation
of financial statements prepared in accordance with an other comprehensive
basis of accounting. For illustrative purposes, the example is of a compilation
of full disclosure cash basis financial statements:

I (we) have compiled the accompanying statement of assets and liabilities aris-
ing from cash transactions of XYZ Company as of December 31, 20X1, and
the related statement of revenue collected and expenses paid for the year then
ended, in accordance with Statements on Standards for Accounting and Review
Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

[Paragraph added, effective for compilations and reviews of financial state-
ments for periods ending on or after December 15, 2007, by SSARS No. 15.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.18 An accountant may be asked to issue a compilation report on one
financial statement, such as a balance sheet, and not on other related finan-
cial statements, such as the statements of income, retained earnings, and cash
flows. This section does not preclude the accountant from doing so. Also, an ac-
countant may be asked to compile financial statements included in a prescribed
form that calls for departure from GAAP. AR section 300, Compilation Reports
on Financial Statements Included in Certain Prescribed Forms, provides addi-
tional guidance, including an alternative form of standard report, applicable
to such compilation engagements. [Paragraph renumbered by the issuance of
SSARS No. 15, July 2007. Paragraph renumbered by the issuance of SSARS
No. 17, February 2008.]

Reporting on Financial Statements That Omit Substantially
All Disclosures

.19 An entity may request an accountant to compile financial statements
that omit substantially all the disclosures required by GAAP, including disclo-
sures that might appear in the body of the financial statements.18 (As previously
noted, reference to GAAP in this section includes, where applicable, OCBOA.)
The accountant may compile such financial statements provided the omission
of substantially all disclosures is clearly indicated in the report and is not,
to his or her knowledge, undertaken with the intention of misleading those
who might reasonably be expected to use such financial statements. When the
entity wishes to include disclosures about only a few matters in the form of
notes to such financial statements, such disclosures should be labeled "Selected
Information—Substantially All Disclosures Required by Generally Accepted
Accounting Principles Are Not Included." [Paragraph renumbered by the is-
suance of SSARS No. 15, July 2007. Paragraph renumbered by the issuance of
SSARS No. 17, February 2008.]

.20 Notwithstanding the preceding, if financial statements compiled in
conformity with a comprehensive basis of accounting other than GAAP do not
include disclosure of the basis of accounting used, the basis should be disclosed

18 See paragraphs .56–.58 for the accountant's responsibilities when he or she is aware of other
departures from GAAP. However, see AR section 300 for guidance when such financial statements
are included in a prescribed form and the prescribed form or related instructions do not request
the disclosures required by GAAP. [Footnote renumbered and amended, effective November 2002, by
SSARS No. 9. Footnote subsequently renumbered by the issuance of SSARS No. 12, July 2005.]
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in the accountant's report. [Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.21 When financial statements that the accountant has compiled omit sub-
stantially all disclosures but are otherwise in conformity with generally ac-
cepted accounting principles,19 the following form of standard report is appro-
priate:

I (we) have compiled the accompanying balance sheet of XYZ Company as of
December 31, 20XX, and the related statements of income, retained earnings,
and cash flows for the year then ended, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all the disclosures (and the state-
ment of cash flows) required by generally accepted accounting principles. If the
omitted disclosures and statement were included in the financial statements,
they might influence the user's conclusions about the company's financial po-
sition, results of operations, and cash flows. Accordingly, these financial state-
ments are not designed for those who are not informed about such matters.

[Paragraph renumbered and amended, effective for compilations and reviews
of financial statements for periods ending on or after December 15, 2007, by
SSARS No. 15. Paragraph renumbered by the issuance of SSARS No. 17, Febru-
ary 2008.]

.22 When financial statements that the accountant has compiled omit sub-
stantially all disclosures with no reference to basis but are otherwise in con-
formity with an other comprehensive basis of accounting, the following form of
standard report is appropriate. For illustrative purposes, the example is of a
compilation of income tax basis financial statements.

I (we) have compiled the accompanying statement of assets, liabilities, and
equity – income tax basis of XYZ Company as of December 31, 20XX, and the
related statements of revenue and expense – income tax basis for the year then
ended, in accordance with Statements on Standards for Accounting and Review
Services issued by the American Institute of Certified Public Accountants. The
financial statements have been prepared on the accounting basis used by the
company for Federal income tax purposes, which is a comprehensive basis of
accounting other than generally accepted accounting principles.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all the disclosures ordinarily
included in financial statements prepared on the income tax basis of account-
ing. If the omitted disclosures were included in the financial statements, they
might influence the user's conclusions about the company's assets, liabilities,
equity, revenue, and expenses. Accordingly, these financial statements are not
designed for those who are not informed about such matters.

19 If the statement of cash flows is omitted, the first and third paragraphs of the report should be
modified accordingly. [Footnote renumbered by the issuance of SSARS No. 9, November 2002. Footnote
subsequently renumbered by the issuance of SSARS No. 12, July 2005.]
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[Paragraph added, effective for compilations and reviews of financial state-
ments for periods ending on or after December 15, 2007, by SSARS No. 15.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

Reporting When the Accountant Is Not Independent
.23 An accountant is not precluded from issuing a report with respect to

a compilation of financial statements for an entity with respect to which the
accountant is not independent.20 If the accountant is not independent, he or
she should specifically disclose the lack of independence. However, the reason
for the lack of independence should not be described. When the accountant is
not independent, the following should be included as the last paragraph of the
report:

I am (we are) not independent with respect to XYZ Company.

[Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

Accountant’s Communications With the Client When the
Compiled Financial Statements Are Not Expected to Be
Used by a Third Party

.24 When an accountant submits unaudited financial statements to his or
her client that are not expected to be used by a third party, he or she should
either

• issue a compilation report in accordance with the reporting require-
ments discussed in paragraphs .13–.23 or

• document an understanding with the entity through the use of an en-
gagement letter, preferably signed by management, regarding the ser-
vices to be performed and the limitations on the use of those financial
statements. (Appendix D [paragraph .100] contains "Compilation of
Financial Statements Not Intended for Third-Party Use—Illustrative
Engagement Letter.")

[Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

.25 The documentation of the understanding should include the following
descriptions or statements:

• The nature and limitations of the services to be performed.

• A compilation is limited to presenting in the form of financial state-
ments information that is the representation of management.

• The financial statements will not be audited or reviewed.

• No opinion or any other form of assurance on the financial statements
will be provided.

• Management has knowledge about the nature of the procedures ap-
plied and the basis of accounting and assumptions used in the prepa-
ration of the financial statements.

20 In making a judgment about whether he or she is independent, the accountant should be guided
by the AICPA Code of Professional Conduct. [Footnote renumbered by the issuance of SSARS No. 9,
November 2002. Footnote subsequently renumbered by the issuance of SSARS No. 12, July 2005.]
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• Acknowledgment of management's representation and agreement that
the financial statements are not to be used by third parties.

• The engagement cannot be relied upon to disclose errors, fraud, or
illegal acts.

The documentation of the understanding should also address the following ad-
ditional matters if applicable:

• Material departures from GAAP or OCBOA may exist and the effects
of those departures, if any, on the financial statements may not be
disclosed.

• Substantially all disclosures (and statement of cash flows, if applicable)
required by GAAP or OCBOA may be omitted.

• Lack of independence.

• Refer to supplementary information.

Such an understanding reduces the risk that the accountant or the client may
misinterpret the needs or expectations of the other party. If the accountant
believes an understanding with the client has not been established, he or she
should decline to accept or perform the engagement. [Paragraph renumbered
by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by the
issuance of SSARS No. 17, February 2008.]

.26 The accountant should include a reference on each page of the finan-
cial statements restricting their use such as "Restricted for Management's Use
Only," or "Solely for the information and use by the management of [name
of entity] and not intended to be and should not be used by any other party."
[Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

.27 If the accountant becomes aware that the financial statements have
been distributed to third parties, the accountant should discuss the situation
with the client and request that the client have the statements returned. If the
client does not comply with this request within a reasonable period of time,
the accountant should notify known third parties that the financial statements
are not intended for third-party use, preferably in consultation with his or her
attorney. [Paragraph renumbered by the issuance of SSARS No. 15, July 2007.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

Review of Financial Statements

Objective of a Review Engagement
.28 The objective of a review engagement is to express limited assurance

that there are no material modifications that should be made to the finan-
cial statements in order for the statements to be in conformity with GAAP.
[Paragraph and preceding section header added, effective for compilations and
reviews of financial statements for periods ending after December 15, 2008, by
SSARS No. 17.]

Review Performance Requirements
.29 In order to obtain a reasonable basis for the expression of limited as-

surance, the accountant must

• apply analytical procedures to the financial statements, as discussed
in paragraphs .36–.37.
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• make inquiries of management and, when deemed appropriate, other
company personnel, as discussed in paragraph .38.

• obtain representations from management for all financial statements
and periods covered by the accountant's review report, as discussed in
paragraphs .39–.42.

[As amended, effective November 2002, by SSARS No. 9. As amended, effective
for reviews of financial statements for periods ending on or after December 15,
2004, by SSARS No. 10. Paragraph renumbered by the issuance of SSARS No.
15, July 2007. Paragraph renumbered and amended, effective for compilations
and reviews of financial statements for periods ending after December 15, 2008,
by SSARS No. 17.]

.30 The analytical and other procedures performed and the specific in-
quiries made should be tailored to the engagement based on the accountant's
knowledge of the entity's business. For example, if the accountant becomes
aware of a significant change in the entity's operations, the accountant may con-
sider making additional inquiries, employing additional analytical procedures,
or both. [Paragraph added, effective for compilations and reviews of financial
statements for periods ending after December 15, 2008, by SSARS No. 17.]

.31 During the performance of the review procedures, the accountant may
become aware that information coming to his or her attention is incorrect, in-
complete, or otherwise unsatisfactory or that fraud or an illegal act may have
occurred. The accountant should request that management consider the ef-
fect of these matters on the financial statements. Additionally, the accountant
should consider the effect of these matters on his or her review report. In circum-
stances where the accountant believes the financial statements are materially
misstated, the accountant should perform additional procedures deemed nec-
essary to achieve limited assurance that there are no material modifications
that should be made to the financial statements in order for the statements
to be in conformity with generally accepted accounting principles. (See para-
graph .51 for guidance when an accountant is unable to complete a review
and paragraphs .56–.58 for the accountant's responsibilities when he or she
is aware of departures from generally accepted accounting principles.) [Para-
graph renumbered and amended, effective November 2002, by SSARS No. 9.
Paragraph subsequently renumbered and amended, effective for reviews of fi-
nancial statements for periods ending on or after December 15, 2004, by SSARS
No. 10. As amended, effective for compilations and reviews of financial state-
ments for periods ending after December 15, 2005, by SSARS No. 12. Para-
graph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered and amended, effective for compilations and reviews of financial
statements for periods ending after December 15, 2008, by SSARS No. 17.]

Limitations of a Review Engagement
.32 A review differs significantly from an audit of financial statements in

which the auditor provides reasonable assurance that the financial statements,
taken as a whole, are free of material misstatement. A review does not con-
template obtaining an understanding of the entity's internal control; assessing
fraud risk; tests of accounting records by obtaining sufficient appropriate au-
dit evidence through inspection, observation, confirmation, or the examination
of source documents (for example, cancelled checks or bank images); or other
procedures ordinarily performed in an audit. Accordingly, a review does not pro-
vide assurance that the accountant will become aware of all significant matters
that would be disclosed in an audit. Therefore, a review provides only limited
assurance that there are no material modifications that should be made to the
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financial statements in order for the statements to be in conformity with GAAP.
[Paragraph and preceding section header added, effective for compilations and
reviews of financial statements for periods ending after December 15, 2008, by
SSARS No. 17.]

Knowledge of Accounting Principles and Practices
of the Industry

.33 The accountant should possess a level of knowledge of the accounting
principles and practices of the industry in which the entity operates and an
understanding of the entity's business 21 that will provide, through the perfor-
mance of inquiry and analytical procedures, a reasonable basis for expressing
limited assurance that there are no material modifications that should be made
to the financial statements in order for the statements to be in conformity with
generally accepted accounting principles. (As previously noted, reference to
generally accepted accounting principles in this section includes, where appli-
cable, an other comprehensive basis of accounting.) [Paragraph renumbered
and amended, effective for reviews of financial statements for periods ending
on or after December 15, 2004, by SSARS No. 10. Paragraph renumbered by the
issuance of SSARS No. 15, July 2007. Paragraph renumbered by the issuance
of SSARS No. 17, February 2008.]

.34 The requirement that the accountant possess a level of knowledge of
the accounting principles and practices of the industry in which the entity op-
erates does not prevent an accountant from accepting a review engagement for
an entity in an industry with which the accountant has no previous experi-
ence. It does, however, place upon the accountant a responsibility to obtain the
required level of knowledge. He may do so, for example, by consulting AICPA
guides, industry publications, financial statements of other entities in the in-
dustry, textbooks and periodicals, or individuals knowledgeable about the in-
dustry. [Paragraph renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

.35 The accountant's understanding of the entity's business should include
a general understanding of the entity's organization, its operating characteris-
tics, and the nature of its assets, liabilities, revenues, and expenses. This would
ordinarily involve a general knowledge of the entity's production, distribution,
and compensation methods, types of products and services, operating locations,
and material transactions with related parties. An accountant's understanding
of an entity's business is ordinarily obtained through experience with the entity
or its industry and inquiry of the entity's personnel. [Paragraph renumbered
by SSARS No. 10, May 2004. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

Analytical Procedures
.36 In a review engagement, the accountant must apply analytical proce-

dures to the financial statements. The purpose of analytical procedures is to
identify and provide a basis for inquiry about the relationships and individual

21 For purposes of this section, the term business includes not-for-profit entities. [Footnote renum-
bered by the issuance of SSARS No. 9, November 2002. Footnote subsequently renumbered by the
issuance of SSARS No. 12, July 2005.]
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items that appear to be unusual and that may indicate a material misstate-
ment. Analytical procedures include:

• Developing expectations by identifying and using plausible relation-
ships that are reasonably expected to exist based on the accountant's
understanding of the entity and the industry in which the entity oper-
ates.

• Comparing recorded amounts, or ratios developed from recorded
amounts, to expectations developed by the accountant.

See Appendix I [paragraph .105] for examples of analytical procedures an ac-
countant may consider performing when conducting a review of financial state-
ments. [Paragraph added, effective for reviews of financial statements for peri-
ods ending on or after December 15, 2004, by SSARS No. 10. Paragraph renum-
bered by the issuance of SSARS No. 15, July 2007. Paragraph renumbered and
amended, effective for compilations and reviews of financial statements for pe-
riods ending after December 15, 2008, by SSARS No. 17.]

.37 Expectations developed by the accountant in performing analytical
procedures in connection with a review of financial statements ordinarily are
less encompassing than those developed in an audit. Also, in a review the ac-
countant ordinarily is not required to corroborate management's responses with
other evidence. However, the accountant should consider the reasonableness
and consistency of management's responses in light of the results of other re-
view procedures and the accountant's knowledge of the entity's business and
the industry in which it operates. [Paragraph added, effective for reviews of fi-
nancial statements for periods ending on or after December 15, 2004, by SSARS
No. 10. Paragraph renumbered by the issuance of SSARS No. 15, July 2007.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

Inquiries and Other Review Procedures
.38 The following are inquiries the accountant should consider making

and other review procedures the accountant should consider performing when
conducting a review of financial statements:

a. Inquiries to members of management who have responsibility for fi-
nancial and accounting matters concerning (see Appendix B [para-
graph .98]):

1. Whether the financial statements have been prepared in confor-
mity with generally accepted accounting principles consistently
applied.

2. The entity's accounting principles and practices and the methods
followed in applying them and procedures for recording, classify-
ing, and summarizing transactions, and accumulating informa-
tion for disclosure in the financial statements.

3. Unusual or complex situations that may have an effect on the
financial statements.

4. Significant transactions occurring or recognized near the end of
the reporting period.

5. The status of uncorrected misstatements identified during the
previous engagement.

6. Questions that have arisen in the course of applying the review
procedures.

7. Events subsequent to the date of the financial statements that
could have a material effect on the financial statements.
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8. Their knowledge of any fraud or suspected fraud affecting the en-
tity involving management or others where the fraud could have a
material effect on the financial statements, for example, commu-
nications received from employees, former employees, or others.

9. Significant journal entries and other adjustments.

10. Communications from regulatory agencies.

b. Inquiries concerning actions taken at meetings of stockholders, board of
directors, committees of the board of directors, or comparable meetings
that may affect the financial statements.

c. Reading the financial statements to consider, on the basis of information
coming to the accountant's attention, whether the financial statements
appear to conform with generally accepted accounting principles.

d. Obtaining reports from other accountants, if any, who have been en-
gaged to audit or review the financial statements of significant compo-
nents of the reporting entity, its subsidiaries, and other investees.22

[Paragraph renumbered and amended, effective for reviews of financial state-
ments for periods ending on or after December 15, 2004, by SSARS No. 10.
Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

Management Representations
.39 Written representations are required from management for all finan-

cial statements and periods covered by the accountant's review report. For ex-
ample, if comparative financial statements are reported on, the representations
obtained at the completion of the most recent review should address all periods
being reported on. The specific written representations obtained by the accoun-
tant will depend on the circumstances of the engagement and the nature and
basis of presentation of the financial statements. In connection with a review of
financial statements presented in accordance with generally accepted account-
ing principles, specific representations should relate to the following matters:23

a. Management's acknowledgment of its responsibility for the fair presen-
tation in the financial statements of financial position, results of opera-
tions, and cash flows in conformity with generally accepted accounting
principles

b. Management's belief that the financial statements are fairly presented
in conformity with generally accepted accounting principles

c. Management's acknowledgement of its responsibility to prevent and
detect fraud

22 The financial statements of the reporting entity ordinarily include an accounting for all signifi-
cant components, such as unconsolidated subsidiaries and investees. If other accountants are engaged
to audit or review the financial statements of such components, the accountant will require reports
from the other accountants as a basis, in part, for the accountant's review report with respect to the
review of the financial statements of the reporting entity. The accountant may decide to make refer-
ence to the work of other accountants in the accountant's review report on the financial statements.
If such reference is made, the report should indicate the magnitude of the portion of the financial
statements audited or reviewed by the other accountants. [Footnote renumbered by the issuance of
SSARS No. 9, November 2002. As amended, effective for reviews of financial statements for periods
ending on or after December 15, 2004, by SSARS No. 10. Footnote subsequently renumbered by the
issuance of SSARS No. 12, July 2005.]

23 Specific representations also are applicable to financial statements presented in conformity
with a comprehensive basis of accounting other than generally accepted accounting principles. The
specific representations to be obtained should be based on the nature and basis of presentation of the
financial statements being reviewed. [Footnote added, effective for review reports dated January 1,
2003, or after, by SSARS No. 9. Footnote renumbered by the issuance of SSARS No. 12, July 2005.]

AR §100.39



P1: JsY

ACPA096-p3301-3433 ACPA096-Vol-II-PS.cls July 16, 2009 17:21

1426 Statements on Standards for Accounting and Review Services

d. Knowledge of any fraud or suspected fraud affecting the entity involving
management or others where the fraud could have a material effect on
the financial statements, including any communications received from
employees, former employees, or others

e. Management's full and truthful response to all inquiries

f. Completeness of information

g. Information concerning subsequent events

The representation letter ordinarily should be tailored to include additional
appropriate representation from management relating to matters specific to the
entity's business or industry. An illustrative representation letter is presented
in Appendix F [paragraph .102]. [Paragraph added, effective for review reports
dated January 1, 2003, or after, by SSARS No. 9. Paragraph renumbered and
amended, effective for reviews of financial statements for periods ending on
or after December 15, 2004, by SSARS No. 10. Paragraph renumbered by the
issuance of SSARS No. 15, July 2007. Preceding section header amended and
paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.40 There are circumstances in which an accountant should consider ob-
taining an updating representation letter from management (for example, the
accountant obtains a management representation letter after completion of in-
quiry and analytical review procedures but does not issue his or her review re-
port for a significant period of time thereafter, or a material subsequent event
occurs after the completion of inquiry and analytical review procedures, in-
cluding obtaining the original management representation letter, but before
the issuance of the report on the reviewed financial statements). In addition,
if a predecessor accountant is requested by a former client to reissue his or
her report on the financial statements of a prior period, and those financial
statements are to be presented on a comparative basis with reviewed financial
statements of a subsequent period, the predecessor accountant should obtain an
updating representation letter from the management of the former client.24 The
updating management representation letter should state (a) whether any in-
formation has come to management's attention that would cause management
to believe that any of the previous representations should be modified and (b)
whether any events have occurred subsequent to the balance-sheet date of the
latest financial statements reported on by the accountant that would require
adjustment to or disclosure in those financial statements.25 [Paragraph added,
effective for reviews of financial statements for periods ending after December
15, 2005, by SSARS No. 12. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.41 In a review engagement, the accountant must obtain representations
from management for all financial statements and periods covered by the ac-
countant's review report. Because the accountant is concerned with events oc-
curring through the date of the report that may require adjustment to or dis-
closure in the financial statements, management's representations set forth in
the management representation letter should be made as of the date of the
accountant's review report. The accountant need not be in physical receipt of

24 See AR section 200, Reporting on Comparative Financial Statements [AR section 200.20–.24].
[Footnote added, effective for reviews of financial statements for periods ending after December 15,
2005, by SSARS No. 12.]

25 An illustrative updating management representation letter is contained in Appendix G, "Re-
view of Financial Statements—Illustrative Updating Management Representation Letter" [paragraph
.103]. [Footnote added, effective for reviews of financial statements for periods ending after December
15, 2005, by SSARS No. 12.]
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the management representation letter as of the date of the accountant's re-
view report provided that management has acknowledged that they will sign
the representation letter without modification, and it is received prior to the
date the report is released. The management representation letter should be
addressed to the accountant. The letter should be signed by those members of
management whom the accountant believes are responsible for and knowledge-
able, directly or through others in the organization, about the matters covered
in the representation letter. Normally, the chief executive officer and chief fi-
nancial officer or others with equivalent positions in the entity should sign the
representation letter. If the current management was not present during all
periods covered by the accountant's report, the accountant should nevertheless
obtain written representations from current management on all such periods.
[Paragraph renumbered and amended, effective for review reports dated Jan-
uary 1, 2003, or after, by SSARS No. 9. Paragraph subsequently renumbered by
the issuance of SSARS No. 10, May 2004. Paragraph subsequently renumbered
by the issuance of SSARS No. 12, July 2005. Paragraph renumbered by the
issuance of SSARS No. 15, July 2007. Paragraph renumbered and amended, ef-
fective for compilations and reviews of financial statements for periods ending
after December 15, 2008, by SSARS No. 17.]

.42 Knowledge acquired in the performance of audits of the entity's finan-
cial statements, compilation of the financial statements, or other accounting
services may result in modification of the review procedures described in para-
graphs .36–.38. However, such modification would not reduce the degree of
responsibility the accountant assumes with respect to the reviewed financial
statements. [Paragraph renumbered by the issuance of SSARS No. 9, November
2002. Paragraph subsequently renumbered and amended, effective for reviews
of financial statements for periods ending on or after December 15, 2004, by
SSARS No. 10. Paragraph subsequently renumbered by the issuance of SSARS
No. 12, July 2005. Paragraph renumbered by the issuance of SSARS No. 15,
July 2007. Paragraph renumbered by the issuance of SSARS No. 17, February
2008.]

Documentation in a Review Engagement
.43 The accountant should prepare documentation in connection with a re-

view of financial statements, the form and content of which should be designed
to meet the circumstances of the particular engagement. Documentation is
the principal record of the review procedures performed and the conclusions
reached by the accountant in performing the review. However, an accountant
would not be precluded from supporting his or her review report by other means
in addition to the review documentation. Such other means might include writ-
ten documentation contained in other engagement (for example compilation)
files or quality control files (for example consultation files) and in limited situa-
tions, oral explanations. Oral explanations should be limited to those situations
where the accountant finds it necessary to supplement or clarify information
contained in the documentation. Oral explanations should not be the principal
support for the work performed or the conclusions reached. [Paragraph added,
effective for reviews of financial statements for periods ending on or after De-
cember 15, 2004, by SSARS No. 10. Paragraph renumbered by the issuance of
SSARS No. 12, July 2005. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.44 Because of the different circumstances in individual engagements, it
is not possible to specify the form or content of the documentation the accoun-
tant should prepare. However, the documentation should include any findings
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or issues that in the accountant's judgment are significant, for example, the
results of review procedures that indicate the financial statements could be
materially misstated, including actions taken to address such findings, and
the basis for the final conclusions reached. [Paragraph renumbered by the is-
suance of SSARS No. 9, November 2002. Paragraph subsequently renumbered
and amended, effective for reviews of financial statements for periods ending
on or after December 15, 2004, by SSARS No. 10. Paragraph subsequently
renumbered by the issuance of SSARS No. 12, July 2005. Paragraph renum-
bered by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by
the issuance of SSARS No. 17, February 2008.]

.45 The documentation of the inquiry and analytical procedures should
include the following:

a. The matters covered in the accountant's inquiry procedures.

b. The analytical procedures performed.

c. The expectations as discussed in paragraph .36, where significant expec-
tations are not otherwise readily determinable from the documentation
of the work performed, and factors considered in the development of
those expectations.

d. Results of the comparison of the expectations to the recorded amounts
or ratios developed from recorded amounts.

e. Any additional procedures performed in response to significant unex-
pected differences arising from the analytical procedure and the results
of such additional procedures.

f. Unusual matters that the accountant considered during the perfor-
mance of the review procedures, including their disposition.

g. Communications, whether oral or written, to the appropriate level of
management regarding fraud or illegal acts that come to the accoun-
tant's attention.

h. The representation letter.

[Paragraph added, effective for reviews of financial statements for periods end-
ing on or after December 15, 2004, by SSARS No. 10. Paragraph renumbered
and amended, effective for compilations and reviews of financial statements for
periods ending after December 15, 2005, by SSARS No. 12. Paragraph renum-
bered by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by
the issuance of SSARS No. 17, February 2008.]

Reporting on the Financial Statements
.46 Financial statements reviewed by an accountant should be accompa-

nied by a report. The basic elements of the report are as follows:

a. A statement that a review has been performed in accordance with State-
ments on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants

b. A statement that all information included in the financial statements
is the representation of the management (owners) of the entity

c. A statement that a review consists principally of inquiries of company
personnel and analytical procedures applied to financial data

d. A statement that a review is substantially less in scope than an audit,
the objective of which is the expression of an opinion regarding the
financial statements taken as a whole and, accordingly, no such opinion
is expressed
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e. A statement that the accountant is not aware of any material modifica-
tions that should be made to the financial statements in order for them
to be in conformity with generally accepted accounting principles, other
than those modifications, if any, indicated in the report

f. A signature of the accounting firm or the accountant as appropriate (For
example, the signature could be manual, stamped, electronic, or typed.)

g. The date of the review report (The date of the completion of the accoun-
tant's review procedures should be used as the date of the accountant's
report.)

Any other procedures that the accountant might have performed before or dur-
ing the review engagement, including those performed in connection with a
compilation of the financial statements, should not be described in the report.
[Paragraph renumbered and amended, effective November 2002, by SSARS
No. 9. Paragraph subsequently renumbered by the issuance of SSARS No. 10,
May 2004. Paragraph subsequently renumbered by the issuance of SSARS No.
12, July 2005. Paragraph renumbered by the issuance of SSARS No. 15, July
2007. Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

[.47] [Paragraph renumbered and deleted by the issuance of SSARS
No. 9, November 2002. Paragraph subsequently renumbered by the issuance of
SSARS No. 10, May 2004. Paragraph subsequently renumbered by the issuance
of SSARS No. 12, July 2005. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.48 Each page of the financial statements reviewed by the accountant
should include a reference such as "See Accountant's Review Report." [Para-
graph renumbered by the issuance of SSARS No. 9, November 2002. Paragraph
subsequently renumbered by the issuance of SSARS No. 10, May 2004. Para-
graph subsequently renumbered by the issuance of SSARS No. 12, July 2005.
Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

.49 The following form of standard report is appropriate for a review of fi-
nancial statements prepared in accordance with generally accepted accounting
principles.26

I (we) have reviewed the accompanying balance sheet of XYZ Company as of
December 31, 20X1, and the related statements of income, retained earnings,27

and cash flows for the year then ended, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants. All information included in these financial state-
ments is the representation of the management (owners) of XYZ Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an

26 See paragraphs .56–.58 for the accountant's responsibilities with respect to departures from
generally accepted accounting principles.

If the statement of comprehensive income is included, the first paragraph of the report should
also refer to this statement. [Footnote renumbered and amended, effective November 2002, by the
issuance of SSARS No. 9. Footnote subsequently renumbered by the issuance of SSARS No. 12, July
2005.]

27 FASB ASC 505-10-50 requires the disclosure of a change in capital. This can be accomplished
by the preparation of a separate statement, in the notes to the financial statements, or as part of
another basic statement. If the accountant does not include a statement of retained earnings as a
separate statement, reference in the review report is not needed. [Footnote added, effective November
2002, by the issuance of SSARS No. 9. Footnote renumbered by the issuance of SSARS No. 12, July
2005. Footnote revised, June 2009, to reflect conforming changes necessary due to the issuance of
FASB ASC.]
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audit in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with generally accepted accounting principles.

[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph subsequently renumbered by the issuance of SSARS No. 12, July
2005. Paragraph renumbered and amended, effective for compilations and re-
views of financial statements for periods ending on or after December 15, 2007,
by the issuance of SSARS No. 15. Paragraph renumbered by the issuance of
SSARS No. 17, February 2008.]

.50 The following form of standard report is appropriate for a review of
financial statements prepared in accordance with an other comprehensive basis
of accounting. For illustrative purposes, the example is of a review of financial
statements prepared in accordance with the income tax basis of accounting:

I (we) have reviewed the accompanying statement of assets, liabilities, and
equity – income tax basis of XYZ Company as of December 31, 20X1, and the
related statement of revenue and expenses – income tax basis for the year then
ended, in accordance with Statements on Standards for Accounting and Review
Services issued by the American Institute of Certified Public Accountants. All
information included in these financial statements is the representation of the
management (owners) of XYZ Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an
audit in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with the income tax basis of accounting, as described in
Note X.

[Paragraph added, effective for compilations and reviews of financial state-
ments for periods ending on or after December 15, 2007, by SSARS No. 15.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.51 When an accountant is unable to perform the inquiry and analytical
procedures he or she considers necessary to achieve the limited assurance con-
templated by a review, or the client does not provide the accountant with a
representation letter, the review will be incomplete. A review that is incom-
plete is not an adequate basis for issuing a review report. In such a situation,
the accountant should consider the matters discussed in paragraphs .86–.91
in deciding whether it is appropriate to issue a compilation report on the fi-
nancial statements. [Paragraph renumbered and amended, effective November
2002, by SSARS No. 9. Paragraph subsequently renumbered by the issuance of
SSARS No. 10, May 2004. Paragraph subsequently renumbered by the issuance
of SSARS No. 12, July 2005. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.52 An accountant may be asked to issue a review report on one financial
statement, such as a balance sheet, and not on other related financial state-
ments, such as the statements of income, retained earnings, and cash flows.
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He may do so if the scope of his inquiry and analytical procedures has not been
restricted. [Paragraph renumbered by the issuance of SSARS No. 9, November
2002. Paragraph subsequently renumbered by the issuance of SSARS No. 10,
May 2004. Paragraph subsequently renumbered by the issuance of SSARS No.
12, July 2005. Paragraph renumbered by the issuance of SSARS No. 15, July
2007. Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.53 An accountant is precluded from issuing a review report on the finan-
cial statements of an entity with respect to which he is not independent.28 If
the accountant is not independent, he may issue a compilation report provided
he complies with the compilation standards. [Paragraph renumbered by the is-
suance of SSARS No. 9, November 2002. Paragraph subsequently renumbered
by the issuance of SSARS No. 10, May 2004. Paragraph subsequently renum-
bered by the issuance of SSARS No. 12, July 2005. Paragraph renumbered
by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by the
issuance of SSARS No. 17, February 2008.]

Emphasis of a Matter
.54 An accountant may emphasize, in any report on financial statements,

a matter disclosed in the financial statements. Such explanatory information
should be presented in a separate paragraph of the accountant's report. Empha-
sis paragraphs are never required; they may be added solely at the accountant's
discretion.

Examples of matters the accountant may wish to emphasize are:

• Uncertainties.

• That the entity is a component of a larger business enterprise.

• That the entity has had significant transactions with related parties.

• Unusually important subsequent events.

• Accounting matters, other than those involving a change or changes
in accounting principles, affecting the comparability of the financial
statements with those of the preceding period.

[Paragraph and preceding section head added, effective for compilations and
reviews of financial statements for periods ending on or after December 15,
2007, by SSARS No. 15. Paragraph renumbered by the issuance of SSARS
No. 17, February 2008.]

.55 Because an emphasis of matter paragraph should not be used in lieu of
management disclosures, an accountant should not include an emphasis para-
graph in a compilation report on financial statements that omit substantially
all disclosures unless the matter is disclosed in the financial statements.29 The
accountant should refer to paragraph .19 if he or she believes that a disclosure
is necessary to keep the financial statements from being misleading. [Para-
graph added, effective for compilations and reviews of financial statements for
periods ending on or after December 15, 2007, by SSARS No. 15. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

28 See footnote 20. [Footnote renumbered by the issuance of SSARS No. 9, November 2002. Foot-
note subsequently renumbered by the issuance of SSARS No. 12, July 2005.]

29 For example, the accountant may include an emphasis paragraph on a matter when manage-
ment has presented selected information, even though substantially all disclosures have been omitted,
as long as the matter discussed in the emphasis paragraph is disclosed in the selected information.
[Footnote added, effective for compilations and reviews of financial statements for periods ending on
or after December 15, 2007, by SSARS No. 15.]
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Departures From Generally Accepted
Accounting Principles

.56 An accountant who is engaged to compile or review financial state-
ments may become aware of a departure from generally accepted accounting
principles (which include adequate disclosure) that is material to the financial
statements. (As noted previously, reference in this section to generally accepted
accounting principles includes, where applicable, an OCBOA.) Paragraphs .19–
.22 provide guidance to the accountant when the departure relates to the omis-
sion of substantially all disclosures in the financial statements he or she has
compiled. AR section 300 provides guidance when the departure is called for
by a prescribed form or related instructions. In all other circumstances, if the
financial statements are not revised, the accountant should consider whether
modification of the standard report is adequate to disclose the departure. [Para-
graph renumbered by the issuance of SSARS No. 9, November 2002. Paragraph
subsequently renumbered by the issuance of SSARS No. 10, May 2004. Para-
graph subsequently renumbered by the issuance of SSARS No. 12, July 2005.
Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

.57 If the accountant concludes that modification of the standard report
is appropriate,30 the departure should be disclosed in a separate paragraph of
the report, including disclosure of the effects of the departure on the financial
statements if such effects have been determined by management or are known
as the result of the accountant's procedures. The accountant is not required to
determine the effects of a departure if management has not done so, provided
the accountant states in the report that such determination has not been made.
Examples of compilation and review reports that disclose departures from gen-
erally accepted accounting principles follow.

Compilation Report

I (we) have compiled the accompanying balance sheet of XYZ Company as of
December 31, 20XX, and the related statements of income, retained earnings,
and cash flows for the year then ended, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly, do
not express an opinion or any other form of assurance on them. However, I (we)
did become aware of a departure (certain departures) from generally accepted
accounting principles that is (are) described in the following paragraph(s).

(Separate paragraph)

As disclosed in note X to the financial statements, generally accepted account-
ing principles require that land be stated at cost. Management has informed
me (us) that the company has stated its land at appraised value and that, if

30 Normally, neither an uncertainty, including an uncertainty about an entity's ability to con-
tinue as a going concern, nor an inconsistency in the application of accounting principles would cause
the accountant to modify the standard report provided the financial statements appropriately dis-
close such matters. [Footnote renumbered by the issuance of SSARS No. 9, November 2002. Footnote
subsequently renumbered by the issuance of SSARS No. 12, July 2005. Footnote renumbered and
amended, effective for compilations and reviews of financial statements for periods ending on or after
December 15, 2007, by SSARS No. 15.]
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generally accepted accounting principles had been followed, the land account
and stockholders' equity would have been decreased by $500,000.

or

A statement of cash flows for the year ended December 31, 20XX, has not been
presented. Generally accepted accounting principles require that such a state-
ment be presented when financial statements purport to present financial po-
sition and results of operations.31

Review Report

I (we) have reviewed the accompanying balance sheet of XYZ Company as of
December 31, 20XX, and the related statements of income, retained earnings,
and cash flows for the year then ended, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants. All information included in these financial state-
ments is the representation of the management (owners) of XYZ Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an
audit in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, with the exception of the matter(s) described in the
following paragraph(s), I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with generally accepted accounting principles.

(Separate paragraph)

As disclosed in note X to the financial statements, generally accepted accounting
principles require that inventory cost consist of material, labor, and overhead.
Management has informed me (us) that the inventory of finished goods and
work in process is stated in the accompanying financial statements at mate-
rial and labor cost only, and that the effects of this departure from generally
accepted accounting principles on financial position, results of operations, and
cash flows have not been determined.

or

As disclosed in note X to the financial statements, the company has adopted
(description of newly adopted method), whereas it previously used (description
of previous method). Although the (description of newly adopted method) is in
conformity with generally accepted accounting principles, the company does
not appear to have reasonable justification for making a change as required
by Financial Accounting Standards Board Accounting Standards Codification
250, Accounting Changes and Error Corrections.

[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph subsequently renumbered by the issuance of SSARS No. 12, July
2005. Revised, December 2006, to reflect conforming changes necessary due to
the issuance of FASB Statement No. 154. Paragraph renumbered and amended,
effective for compilations and reviews of financial statements for periods end-
ing on or after December 15, 2007, by the issuance of SSARS No. 15. Paragraph

31 If a statement of cash flows is not presented, the first paragraph of the compilation or review
report should be modified accordingly. [Footnote renumbered by the issuance of SSARS No. 9, Novem-
ber 2002. Footnote subsequently renumbered by the issuance of SSARS No. 12, July 2005. Footnote
renumbered by the issuance of SSARS No. 15, July 2007.]
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renumbered by the issuance of SSARS No. 17, February 2008. Paragraph re-
vised, June 2009, to reflect conforming changes necessary due to the issuance
of FASB ASC.]

.58 If the accountant believes that modification of the standard report is
not adequate to indicate the deficiencies in the financial statements taken as a
whole, the accountant should withdraw from the compilation or review engage-
ment and provide no further services with respect to those financial statements.
The accountant may wish to consult with his legal counsel in those circum-
stances. [Paragraph renumbered by the issuance of SSARS No. 9, November
2002. Paragraph subsequently renumbered by the issuance of SSARS No. 10,
May 2004. Paragraph subsequently renumbered by the issuance of SSARS No.
12, July 2005. Paragraph renumbered and amended, effective for compilations
and reviews of financial statements for periods ending on or after December 15,
2007, by the issuance of SSARS No. 15. Paragraph renumbered by the issuance
of SSARS No. 17, February 2008.]

Restricting the Use of an Accountant’s Compilation
or Review Report
General-Use and Restricted-Use Reports

.59 The term general use applies to accountant's reports that are not re-
stricted to specified parties. Accountant's reports on financial statements pre-
pared in conformity with generally accepted accounting principles or a compre-
hensive basis of accounting other than generally accepted accounting principles
ordinarily are not restricted regarding use.32 [Paragraph added, effective July
2005, by SSARS No. 12. Paragraph renumbered by the issuance of SSARS No.
15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17, Febru-
ary 2008.]

.60 The term restricted use applies to accountant's reports intended only
for one or more specified third parties. The need for restriction on the use of a
report may result from a number of circumstances, including, but not limited to,
the purpose of the report and the potential for the report to be misunderstood
when taken out of the context in which it was intended to be used. [Paragraph
added, effective July 2005, by SSARS No. 12. Paragraph renumbered by the
issuance of SSARS No. 15, July 2007. Paragraph renumbered by the issuance
of SSARS No. 17, February 2008.]

.61 An accountant should restrict the use of a report when the subject
matter of the accountant's report or the presentation being reported on is based
on measurement or disclosure criteria contained in contractual agreements33

or regulatory provisions that are not in conformity with generally accepted
accounting principles or a comprehensive basis of accounting other than gen-
erally accepted accounting principles.34 [Paragraph added, effective July 2005,

32 Nothing in this section precludes an accountant from restricting the use of any report. [Footnote
added, effective July 2005, by SSARS No. 12. Footnote renumbered by the issuance of SSARS No. 15,
July 2007.]

33 A contractual agreement as discussed in this section is an agreement between the client and
one or more third parties other than the accountant. [Footnote added, effective July 2005, by SSARS
No. 12. Footnote renumbered by the issuance of SSARS No. 15, July 2007.]

34 When the contractual agreement or regulatory provision specifies the use of a prescribed form
for which the accountant has been engaged to compile the financial statements, the accountant should
reference AR section 300 for an alternative form of standard compilation report when the prescribed
form calls for a departure from generally accepted accounting principles or a comprehensive basis of

(continued)
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by SSARS No. 12. Paragraph renumbered by the issuance of SSARS No. 15,
July 2007. Paragraph renumbered by the issuance of SSARS No. 17, February
2008.]

Reporting on Subject Matter or Presentations Based on
Measurement or Disclosure Criteria Contained in Contractual
Agreements or Regulatory Provisions

.62 When reports are issued on subject matter or presentations based on
measurement or disclosure criteria contained in contractual agreements or reg-
ulatory provisions that are not in conformity with generally accepted account-
ing principles or a comprehensive basis of accounting other than generally ac-
cepted accounting principles, the accountant should restrict the report because
the basis, assumptions, or purpose of such presentations (contained in such
agreements or regulatory provisions) are developed for and directed only to
the parties to the agreement or regulatory agency responsible for the provi-
sions and because the report, the subject matter, or the presentation may be
misunderstood by those who are not adequately informed of the basis, assump-
tions, or purpose of the presentation. [Paragraph added, effective July 2005,
by SSARS No. 12. Paragraph renumbered by the issuance of SSARS No. 15,
July 2007. Paragraph renumbered by the issuance of SSARS No. 17, February
2008.]

Combined Reports Covering Both Restricted-Use and
General-Use Subject Matter or Presentations

.63 If an accountant issues a single combined report covering both (a) sub-
ject matter or presentations that require a restriction on use to specified parties
and (b) subject matter or presentations that ordinarily do not require such a
restriction, the use of such a single combined report should be restricted to
the specified parties. [Paragraph added, effective July 2005, by SSARS No. 12.
Paragraph renumbered by the issuance of SSARS No. 15, July 2007. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]

Inclusion of a Separate Restricted-Use Report in the Same
Document With a General-Use Report

.64 Where required by law or regulation, a separate restricted-use re-
port may be included in a document that also contains a general-use report.
The inclusion of a separate restricted-use report in a document that contains
a general-use report does not affect the intended use of either report. The
restricted-use report remains restricted as to use, and the general-use report
continues for general use. [Paragraph added, effective July 2005, by SSARS
No. 12. Paragraph renumbered by the issuance of SSARS No. 15, July 2007.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

Adding Other Specified Parties
.65 Subsequent to the completion of an engagement resulting in a

restricted-use report, or in the course of such an engagement, an accountant
may be asked to consider adding other parties as specified parties. [Paragraph

(footnote continued)

accounting other than generally accepted accounting principles. [Footnote added, effective July 2005,
by SSARS No. 12. Footnote renumbered by the issuance of SSARS No. 15, July 2007.]
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added, effective July 2005, by SSARS No. 12. Paragraph renumbered by the
issuance of SSARS No. 15, July 2007. Paragraph renumbered by the issuance
of SSARS No. 17, February 2008.]

.66 If an accountant is reporting on subject matter or a presentation based
on measurement or disclosure criteria contained in contractual agreements
or regulatory provisions, as described in paragraph .62, the accountant may
agree to add other parties as specified parties based on the accountant's con-
sideration of factors such as the identity of the other parties, their knowledge
of the basis of the measurement or disclosure criteria, and the intended use of
the report. If the accountant agrees to add other parties as specified parties, the
accountant should obtain affirmative acknowledgment, preferably in writing,
from the other parties of their understanding of the nature of the engagement,
the measurement or disclosure criteria used in the engagement, and the related
report. If the other parties are added after the accountant has issued his or her
report, the report may be reissued or the accountant may provide other written
acknowledgment that the other parties have been added as specified parties. If
the report is reissued, the report date should not be changed. If the accountant
provides written acknowledgment that the other parties have been added as
specified parties, such written acknowledgment ordinarily should state that no
procedures have been performed subsequent to the date of the report. [Para-
graph added, effective July 2005, by SSARS No. 12. Paragraph renumbered
by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by the
issuance of SSARS No. 17, February 2008.]

Limiting the Distribution of Reports
.67 Because of the reasons presented in paragraph .60, an accountant

should consider informing his or her client that restricted-use reports are not
intended for distribution to nonspecified parties, regardless of whether they
are included in a document containing a separate general-use report.35 This
section does not preclude an accountant, in connection with establishing the
terms of the engagement, from reaching an understanding with the client that
the intended use of the report will be restricted, and from obtaining the client's
agreement that the client and the specified parties will not distribute the report
to parties other than those identified in the report. However, an accountant is
not responsible for controlling a client's distribution of restricted-use reports.
Accordingly, a restricted-use report should alert readers to the restriction on the
use of the report by indicating that the report is not intended to be and should
not be used by anyone other than the specified parties. [Paragraph added, ef-
fective July 2005, by SSARS No. 12. Paragraph renumbered by the issuance of
SSARS No. 15, July 2007. Paragraph renumbered by the issuance of SSARS
No. 17, February 2008.]

Report Language—Restricted Use
.68 An accountant's report that is restricted as to use should contain a sep-

arate paragraph at the end of the report that includes the following elements:

a. A statement indicating that the report is intended solely for the infor-
mation and use of the specified parties

35 In some cases, restricted-use reports filed with regulatory agencies are required by law or
regulation to be made available to the public as a matter of public record. Also, a regulatory agency
as part of its oversight responsibility for an entity may require access to restricted-use reports in
which they are not named as a specified party. [Footnote added, effective July 2005, by SSARS No. 12.
Footnote renumbered by the issuance of SSARS No. 15, July 2007.]
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b. An identification of the specified parties to whom use is restricted

c. A statement that the report is not intended to be and should not be used
by anyone other than the specified parties

An example of such a paragraph is the following:

This report is intended solely for the information and use of [the specified par-
ties]36 and is not intended to be and should not be used by anyone other than
these specified parties.

[Paragraph added, effective July 2005, by SSARS No. 12. Paragraph renum-
bered by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by
the issuance of SSARS No. 17, February 2008.]

An Entity’s Ability to Continue as a Going Concern
.69 During the performance of compilation or review procedures, evidence

or information may come to the accountant's attention indicating that there may
be an uncertainty about the entity's ability to continue as a going concern for a
reasonable period of time, not to exceed one year beyond the date of the financial
statements being compiled or reviewed (hereinafter referred to as a reasonable
period of time). In those circumstances, the accountant should request that
management consider the possible effects of the going concern uncertainty on
the financial statements, including the need for related disclosure. [Paragraph
and preceding header added, effective for compilations and reviews of financial
statements for periods ending after December 15, 2008, by SSARS No. 17.]

.70 After management communicates to the accountant the results of its
consideration of the possible effects on the financial statements, the accountant
should consider the reasonableness of management's conclusions including the
adequacy of the related disclosures, if applicable. [Paragraph added, effective
for compilations and reviews of financial statements for periods ending after
December 15, 2008, by SSARS No. 17.]

.71 If the accountant determines that management's conclusions are un-
reasonable or the disclosure of the uncertainty regarding the entity's ability to
continue as a going concern is not adequate, he or she should follow the guid-
ance in paragraphs .56–.58 with respect to departures from generally accepted
accounting principles. [Paragraph added, effective for compilations and reviews
of financial statements for periods ending after December 15, 2008, by SSARS
No. 17.]

.72 The accountant may emphasize an uncertainty about an entity's ability
to continue as a going concern provided the uncertainty is disclosed in the
financial statements. In such circumstances, the accountant should follow the
guidance in paragraphs .54–.55. [Paragraph added, effective for compilations
and reviews of financial statements for periods ending after December 15, 2008,
by SSARS No. 17.]

Subsequent Events
.73 Events or transactions sometimes occur subsequent to the balance

sheet date, but prior to management's issuance of financial statements that
have a material effect on the financial statements, and therefore require ad-
justment to or disclosure in the statements. These occurrences hereinafter are

36 The report may list the specified parties or refer the reader to the specified parties listed
elsewhere in the report. [Footnote added, effective July 2005, by SSARS No. 12. Footnote renumbered
by the issuance of SSARS No. 15, July 2007.]
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referred to as "subsequent events." [Paragraph and preceding header added, ef-
fective for compilations and reviews of financial statements for periods ending
after December 15, 2008, by SSARS No. 17.]

.74 Evidence or information that a subsequent event that has a material
effect on the compiled or reviewed financial statements has occurred may come
to the accountant's attention in the following ways:

(a) During the performance of compilation or review procedures

(b) Subsequent to the date of the accountant's compilation or review
report but prior to the release of the report 37

In either case, the accountant should request that management consider the
possible effects on the financial statements including the adequacy of any re-
lated disclosure, if applicable. [Paragraph added, effective for compilations and
reviews of financial statements for periods ending after December 15, 2008, by
SSARS No. 17.]

.75 If the accountant determines that the subsequent event is not ade-
quately accounted for in the financial statements or disclosed in the notes,
he or she should follow the guidance in paragraphs .56–.58, Departures From
Generally Accepted Accounting Principles. [Paragraph added, effective for com-
pilations and reviews of financial statements for periods ending after December
15, 2008, by SSARS No. 17.]

.76 Occasionally, a subsequent event has such a material impact on the
entity that the accountant may wish to include in his or her compilation or
review report an explanatory paragraph directing the reader's attention to the
event and its effects. Such an emphasis of matter paragraph may be added, at
the accountant's discretion, provided that the matter is disclosed in the financial
statements. See paragraphs .54–.55 for additional guidance with respect to
emphasis of matter paragraphs. [Paragraph added, effective for compilations
and reviews of financial statements for periods ending after December 15, 2008,
by SSARS No. 17.]

Subsequent Discovery of Facts Existing
at Date of Report

.77 Subsequent to the date of the report on the financial statements that
the accountant has compiled or reviewed, he or she may become aware that facts
may have existed at that date which might have caused him or her to believe
that information supplied by the entity was incorrect, incomplete, or otherwise
unsatisfactory had the accountant then been aware of such facts.38 Because of
the variety of conditions that might be encountered, some of the procedures
contained in this section are necessarily set out only in general terms; the
specific actions to be taken in a particular case may vary with the circumstances.
The accountant would be well advised to consult with his or her legal counsel
and insurance provider when he or she encounters the circumstances to which
this section may apply because of legal implications that may be involved in

37 For purposes of this section, with respect to compiled financial statements in which the ac-
countant does not report, the submission of the compiled financial statements is the equivalent of
the accountant's compilation or review report date. [Footnote added, effective for compilations and
reviews of financial statements for periods ending after December 15, 2008, by SSARS No. 17.]

38 For purposes of this section, with respect to compiled financial statements in which the ac-
countant does not report, the submission of the compiled financial statements is the equivalent of
the accountant's compilation or review report date. [Footnote added, effective for compilations and
reviews of financial statements for periods ending on or after December 15, 2007, by SSARS No. 15.
Footnote renumbered by the issuance of SSARS No. 17, February 2008.]
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actions contemplated herein. [Paragraph renumbered by the issuance of SSARS
No. 9, November 2002. Paragraph subsequently renumbered by the issuance of
SSARS No. 10, May 2004. Paragraph subsequently renumbered by the issuance
of SSARS No. 12, July 2005. Paragraph renumbered and amended, effective for
compilations and reviews of financial statements for periods ending on or after
December 15, 2007, by SSARS No. 15. Paragraph renumbered by the issuance
of SSARS No. 17, February 2008.]

.78 After the date of the accountant's compilation or review report, the ac-
countant has no obligation to perform other compilation or review procedures
with respect to the financial statements, unless new information comes to his
or her attention. However, when the accountant becomes aware of information
that relates to financial statements previously reported on by him or her, but
that was not known to the accountant at the date of the report, and that is of
such a nature and from such a source that the accountant would have investi-
gated it had it come to his or her attention during the course of the compilation
or review, the accountant should, as soon as practicable, undertake to deter-
mine whether the information is reliable and whether the facts existed at the
date of the report. In this connection, the accountant should discuss the matter
with his or her client at whatever management levels the accountant deems ap-
propriate, including the board of directors, and request cooperation in whatever
investigation may be necessary. If the nature and effect of the matter are such
that (a) the accountant's report or the financial statements would have been af-
fected if the information had been known to the accountant at the accountant's
compilation or review report date and had not been reflected in the financial
statements and (b) the accountant believes that there are persons currently
using or likely to use the financial statements who would attach importance to
the information, the accountant should:

• In a compilation engagement, obtain additional or revised information.

• In a review engagement, perform the additional procedures deemed
necessary to achieve limited assurance that there are no material mod-
ifications that should be made to the financial statements in order for
the statements to be in conformity with generally accepted accounting
principles.

With respect to (b), consideration should be given, among other things, to the
time elapsed since the financial statements were issued. [Paragraph added,
effective for compilations and reviews of financial statements for periods ending
on or after December 15, 2007, by SSARS No. 15. Paragraph renumbered by
the issuance of SSARS No. 17, February 2008.]

.79 When the accountant has concluded, after considering (a) and (b) in
paragraph .78 as appropriate, that action should be taken to prevent further
use of the accountant's report or the financial statements, the accountant should
advise his or her client to make appropriate disclosure of the newly discovered
facts and their impact on the financial statements to persons who are known
to be currently using or who are likely to use the financial statements. When
the client undertakes to make appropriate disclosure, the method used and the
disclosure made will depend on the circumstances.

a. If the effect on the accountant's report or the financial statements of the
subsequently discovered information can promptly be determined, dis-
closure should consist of issuing, as soon as practicable, revised financial
statements and, where applicable, the accountant's report. The reasons
for the revision usually should be described in a note to the financial
statements and, where applicable, referred to in the accountant's report.
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Generally, only the most recently-issued compiled or reviewed financial
statements would need to be revised, even though the revision resulted
from events that had occurred in prior years.39

b. When issuance of financial statements for a subsequent period is im-
minent, so that disclosure is not delayed, appropriate disclosure of the
revision can be made in such statements instead of reissuing the earlier
statements pursuant to subparagraph (a).40

c. When the effect on the financial statements of the subsequently dis-
covered information cannot be promptly determined, the issuance of
revised financial statements would necessarily be delayed. In this cir-
cumstance, when it appears that the information will require a revision
of the statements, appropriate disclosure would consist of notification
by the client to persons who are known to be using or who are likely
to use the financial statements that they should not be used, and that
revised financial statements will be issued and, where applicable, the
accountant's report will be issued as soon as practicable.

[Paragraph added, effective for compilations and reviews of financial state-
ments for periods ending on or after December 15, 2007, by SSARS No. 15.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.80 The accountant should take whatever steps he or she deems necessary
to satisfy himself or herself that the client has made the disclosures specified in
paragraph .79. [Paragraph added, effective for compilations and reviews of fi-
nancial statements for periods ending on or after December 15, 2007, by SSARS
No. 15. Paragraph renumbered by the issuance of SSARS No. 17, February
2008.]

.81 If the client refuses to make the disclosures specified in paragraph .79,
the accountant should notify the appropriate personnel at the highest levels
within the entity, such as the manager (owner) or the board of directors, of
such refusal and of the fact that, in the absence of disclosure by the client, the
accountant will take steps as outlined in the following to prevent further use of
the financial statements and, if applicable, the accountant's report. The steps
that can appropriately be taken will depend upon the degree of certainty of the
accountant's knowledge that there are persons who are currently using or who
will use the financial statements and, if applicable, the accountant's report,
and who would attach importance to the information, and the accountant's
ability as a practical matter to communicate with them. Unless the accountant's
attorney recommends a different course of action, the accountant should take
the following steps to the extent applicable:

a. Notification to the client that the accountant's report must no longer be
associated with the financial statements.

b. Notification to the regulatory agencies having jurisdiction over the
client that the accountant's report should no longer be used.

39 See FASB ASC 250-10-45 and FASB ASC 250-10-50 regarding disclosure of adjustments appli-
cable to prior periods. [Footnote added, effective for compilations and reviews of financial statements
for periods ending on or after December 15, 2007, by SSARS No. 15. Footnote renumbered by the
issuance of SSARS No. 17, February 2008. Footnote revised, June 2009, to reflect conforming changes
necessary due to the issuance of FASB ASC.]

40 See FASB ASC 250-10-45 and FASB ASC 250-10-50 regarding disclosure of adjustments appli-
cable to prior periods. [Footnote added, effective for compilations and reviews of financial statements
for periods ending on or after December 15, 2007, by SSARS No. 15. Footnote renumbered by the
issuance of SSARS No. 17, February 2008. Footnote revised, June 2009, to reflect conforming changes
necessary due to the issuance of FASB ASC.]
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c. Notification to each person known to the accountant to be using the fi-
nancial statements that the financial statements and the accountant's
report should no longer be used. In many instances, it will not be prac-
ticable for the accountant to give appropriate individual notification to
stakeholders whose identities ordinarily are unknown to him or her;
notification to a regulatory agency having jurisdiction over the client
will usually be the only practicable way for the accountant to provide
appropriate disclosure. Such notification should be accompanied by a
request that the agency take whatever steps it may deem appropriate
to accomplish the necessary disclosure.

Although a compilation report does not express any form of assurance on the
financial statements, it would seldom be appropriate for an accountant to con-
clude, simply because his or her responsibilities were limited to a compilation
service, that notification of third party users in the absence of notification by
the client is not required when the accountant knows that the financial state-
ments should be revised. [Paragraph added, effective for compilations and re-
views of financial statements for periods ending on or after December 15, 2007,
by SSARS No. 15. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.82 The following guidelines should govern the content of any disclosure
made by the accountant in accordance with paragraph .81 to persons other than
his or her client:

a. The disclosure should include a description of the nature of the subse-
quently acquired information and its effect on the financial statements.

b. The information disclosed should be as precise and factual as possi-
ble and should not go beyond that which is reasonably necessary to
accomplish the purpose mentioned in the preceding subparagraph (a).
Comments concerning the conduct or motives of any person should be
avoided.

If the client has not cooperated, the accountant's disclosure need not detail the
specific information but can merely indicate that information has come to his or
her attention which the client has not cooperated in attempting to substantiate
and that, if the information is true, the accountant believes that the compilation
or review report must no longer be used or associated with the financial state-
ments. No such disclosure should be made unless the accountant believes that
the financial statements are likely to be misleading and that the accountant's
compilation or review report should not be used. [Paragraph added, effective for
compilations and reviews of financial statements for periods ending on or after
December 15, 2007, by SSARS No. 15. Paragraph renumbered by the issuance
of SSARS No. 17, February 2008.]

Supplementary Information
.83 When the basic financial statements are accompanied by information

presented for supplementary analysis purposes, the accountant should clearly
indicate the degree of responsibility, if any, he or she is taking with respect to
such information.

• When the accountant has reviewed the basic financial statements, an
explanation should be included in the review report, or in a separate
report on the other data. The report should state that the review has
been made for the purpose of expressing limited assurance that there
are no material modifications that should be made to the financial
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statements in order for them to be in conformity with generally ac-
cepted accounting principles, and either

a. The other data accompanying the financial statements are pre-
sented only for supplementary analysis purposes and have been
subjected to the inquiry and analytical procedures applied in the
review of the basic financial statements, and the accountant did
not become aware of any material modifications that should be
made to such data, or

b. The other data accompanying the financial statements are pre-
sented only for supplementary analysis purposes and have not
been subjected to the inquiry and analytical procedures applied
in the review of the basic financial statements, but were com-
piled from information that is the representation of management,
without audit or review, and the accountant does not express an
opinion or any other form of assurance on such data.

When the accountant has compiled both the basic financial statements and
other data presented only for supplementary analysis purposes, the compila-
tion report should refer to the other data or the accountant can issue a separate
report on the other data. If a separate report is issued, the report should state
that the other data accompanying the financial statements are presented only
for supplementary analysis purposes and that the information has been com-
piled from information that is the representation of management, without audit
or review, and the accountant does not express an opinion or any other form of
assurance on such data.

[Paragraph renumbered and amended, effective November 2002, by SSARS
No. 9. Paragraph subsequently renumbered by the issuance of SSARS No. 10,
May 2004. Paragraph subsequently renumbered by the issuance of SSARS No.
12, July 2005. Paragraph renumbered by the issuance of SSARS No. 15, July
2007. Paragraph renumbered and amended, effective for compilations and re-
views of financial statements for periods ending after December 15, 2008, by
SSARS No. 17.]

Communicating to Management and Others
.84 When evidence or information comes to the accountant's attention dur-

ing the performance of compilation or review procedures that fraud or an illegal
act may have occurred,41 that matter should be brought to the attention of the
appropriate level of management. The accountant need not report matters re-
garding illegal acts that are clearly inconsequential and may reach agreement
in advance with the entity on the nature of such items to be communicated.
When matters regarding fraud or an illegal act involve senior management,
the accountant should report the matter to an individual or group at a higher
level within the entity, such as the manager (owner) or the board of directors.
The communication may be oral or written. If the communication is oral, the
accountant should document it. When matters regarding fraud or an illegal
act involve an owner of the business, the accountant should consider resigning

41 See Interpretation No. 6, "Withdrawal From Compilation or Review Engagement," of AR sec-
tion 100 [AR section 9100.20–.24] for guidance on the circumstances under which the accountant
would ordinarily conclude that it is necessary to withdraw from a compilation or review engagement.
[Footnote added, effective for compilations and reviews of financial statements for periods ending after
December 15, 2005, by SSARS No. 12. Footnote renumbered by the issuance of SSARS No. 15, July
2007. Footnote renumbered by the issuance of SSARS No. 17, February 2008.]
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from the engagement.[42] Additionally, the accountant should consider consult-
ing with his or her legal counsel and insurance provider whenever any evidence
or information comes to his or her attention during the performance of compila-
tion or review procedures that fraud or an illegal act may have occurred, unless
such illegal act is clearly inconsequential. [Paragraph added, effective for com-
pilations and reviews of financial statements for periods ending after December
15, 2005, by SSARS No. 12. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.85 The disclosure of any evidence or information that comes to the accoun-
tant's attention during the performance of compilation or review procedures
that fraud or an illegal act may have occurred to parties other than the client's
senior management (or the client's board of directors, if applicable) ordinarily
is not part of the accountant's responsibility and ordinarily would be precluded
by the accountant's ethical or legal obligations of confidentiality. The accoun-
tant should recognize, however, that in the following circumstances a duty to
disclose to parties outside of the entity may exist:

a. To comply with certain legal and regulatory requirements

b. To a successor accountant when the successor decides to communicate
with the predecessor accountant in accordance with AR section 400,
Communications Between Predecessor and Successor Accountants, re-
garding acceptance of an engagement to compile or review the financial
statements of a nonissuer

c. In response to a subpoena

Because potential conflicts between the accountant's ethical and legal obli-
gations for confidentiality of client matters may be complex, the accountant
may wish to consult with legal counsel before discussing matters covered by
paragraph .84 with parties outside the client. [Paragraph added, effective for
compilations and reviews of financial statements for periods ending after De-
cember 15, 2005, by SSARS No. 12. Paragraph renumbered by the issuance of
SSARS No. 15, July 2007. Paragraph renumbered and amended, effective for
compilations and reviews of financial statements for periods ending on or after
December 15, 2008, by SSARS No. 17.]

Change in Engagement From Audit to Review or
Compilation (or From Review to Compilation)

.86 An accountant who has been engaged to audit the financial statements
of a nonissuer in accordance with generally accepted auditing standards (or an
accountant who has been engaged to review the financial statements of a non-
issuer in accordance with SSARSs) may, before the completion of the audit
(review), be requested to change the engagement to a review or compilation
(compilation) of financial statements. A request to change the engagement may
result from a change in circumstances affecting the entity's requirement for an
audit (review), a misunderstanding as to the nature of an audit, review, or com-
pilation, or a restriction on the scope of the audit (review), whether imposed by
the client or caused by circumstances. [Paragraph renumbered by the issuance
of SSARS No. 9, November 2002. Paragraph subsequently renumbered by the
issuance of SSARS No. 10, May 2004. Paragraph subsequently renumbered
by the issuance of SSARS No. 12, July 2005. Paragraph renumbered by the

[42] [Footnote renumbered and deleted by the issuance of SSARS No. 15, July 2007. Footnote
renumbered by the issuance of SSARS No. 17, February 2008.]
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issuance of SSARS No. 15, July 2007. Paragraph renumbered and amended, ef-
fective for compilations and reviews of financial statements for periods ending
on or after December 15, 2008, by SSARS No. 17.]

.87 Before an accountant who was engaged to perform an audit in accor-
dance with generally accepted auditing standards (or a review in accordance
with SSARSs) agrees to change the engagement to a review or compilation
(compilation), at least the following should be considered:

a. The reason given for the client's request, particularly the implications
of a restriction on the scope of the audit (review), whether imposed by
the client or by circumstances.

b. The additional audit (review) effort required to complete the audit (re-
view).

c. The estimated additional cost to complete the audit (review).

[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph subsequently renumbered by the issuance of SSARS No. 12, July
2005. Paragraph renumbered by the issuance of SSARS No. 15, July 2007.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.88 A change in circumstances that affects the entity's requirement for an
audit (review), or a misunderstanding concerning the nature of an audit, review
or compilation would ordinarily be considered a reasonable basis for requesting
a change in the engagement. [Paragraph renumbered by the issuance of SSARS
No. 9, November 2002. Paragraph subsequently renumbered by the issuance of
SSARS No. 10, May 2004. Paragraph subsequently renumbered by the issuance
of SSARS No. 12, July 2005. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.89 In considering the implications of a restriction on the scope of the au-
dit (review), the accountant should evaluate the possibility that information
affected by the scope restriction may be incorrect, incomplete, or otherwise un-
satisfactory. Nevertheless, when the accountant has been engaged to audit an
entity's financial statements and has been prohibited by the client from corre-
sponding with the entity's legal counsel, the accountant ordinarily would be pre-
cluded from issuing a review or compilation report on the financial statements.
If in an audit or a review engagement a client does not provide the accountant
with a signed representation letter, the accountant would be precluded from
issuing a review report on the financial statements and would ordinarily be
precluded from issuing a compilation report on the financial statements. [Para-
graph renumbered by the issuance of SSARS No. 9, November 2002. Paragraph
subsequently renumbered by the issuance of SSARS No. 10, May 2004. Para-
graph subsequently renumbered by the issuance of SSARS No. 12, July 2005.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]

.90 In all circumstances, if the auditing (review) procedures are substan-
tially complete or the cost to complete such procedures is relatively insignifi-
cant, the accountant should consider the propriety of accepting a change in the
engagement. [Paragraph renumbered by the issuance of SSARS No. 9, Novem-
ber 2002. Paragraph subsequently renumbered by the issuance of SSARS No.
10, May 2004. Paragraph subsequently renumbered by the issuance of SSARS
No. 12, July 2005. Paragraph renumbered by the issuance of SSARS No. 15,
July 2007. Paragraph renumbered by the issuance of SSARS No. 17, February
2008.]
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.91 If the accountant concludes, based upon his or her professional judg-
ment, that there is reasonable justification to change the engagement and if he
or she complies with the standards applicable to the changed engagement, the
accountant should issue an appropriate review or compilation report. The report
should not include reference to (a) the original engagement, (b) any auditing or
review procedures that may have been performed, or (c) scope limitations that
resulted in the changed engagement. [Paragraph renumbered by the issuance
of SSARS No. 9, November 2002. Paragraph subsequently renumbered by the
issuance of SSARS No. 10, May 2004. Paragraph subsequently renumbered by
the issuance of SSARS No. 12, July 2005. Paragraph renumbered by the is-
suance of SSARS No. 15, July 2007. Paragraph renumbered by the issuance of
SSARS No. 17, February 2008.]

Comparative Financial Statements
[.92][43] [Paragraph deleted by the issuance of SSARS No. 2, November

1979. Paragraph renumbered by the issuance of SSARS No. 8, October 2000.
Paragraph subsequently renumbered by the issuance of SSARS No. 9, Novem-
ber 2002. Paragraph subsequently renumbered by the issuance of SSARS No.
10, May 2004. Paragraph subsequently renumbered by the issuance of SSARS
No. 12, July 2005. Paragraph renumbered by the issuance of SSARS No. 15,
July 2007. Paragraph renumbered by the issuance of SSARS No. 17, February
2008.]

Relationship of Statements on Standards for Accounting
and Review Services to Quality Control Standards

.93 An accountant is responsible for compliance with Statements on Stan-
dards for Accounting and Review Services (SSARSs) in a review or compilation
engagement. Rule 202 [ET section 202.01] of the Code of Professional Conduct
of the American Institute of Certified Public Accountants requires members to
comply with such standards when associated with reviewed or compiled finan-
cial statements. [Paragraph added, effective for review reports dated January
1, 2003, or after, by SSARS No. 9. Paragraph renumbered by the issuance of
SSARS No. 10, May 2004. Paragraph subsequently renumbered by the issuance
of SSARS No. 12, July 2005. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]

.94 An accountant has the responsibility to adopt a system of quality con-
trol in conducting an accounting practice.44 Thus, a firm should establish qual-
ity control policies and procedures to provide it with reasonable assurance that
its personnel comply with SSARS in its review and compilation engagements.

[43] [Footnote deleted. Footnote renumbered by the issuance of SSARS No. 9, November 2002.
Footnote subsequently renumbered by the issuance of SSARS No. 12, July 2005. Footnote renumbered
by the issuance of SSARS No. 15, July 2007. Footnote renumbered by the issuance of SSARS No. 17,
February 2008.]

44 The elements of a system of quality control are identified in Statement on Quality Control
Standards (SQCS) No. 7, A Firm's System of Quality Control [QC section 10]. A system of quality
control consists of policies designed to provide the firm with reasonable assurance that the firm and its
personnel comply with professional standards and applicable legal and regulatory requirements and
that reports issued by the firm are appropriate in the circumstances, and the procedures necessary to
implement and monitor compliance with those policies. [Footnote added, effective November 2002, by
SSARS No. 9. Footnote renumbered by the issuance of SSARS No. 12, July 2005. Footnote renumbered
by the issuance of SSARS No. 15, July 2007. Footnote renumbered by the issuance of SSARS No. 17,
February 2008. Footnote amended due to the issuance of SQCS No. 7, December 2008.]
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The nature and extent of a firm's quality control policies and procedures depend
on factors such as its size, the degree of operating autonomy allowed its per-
sonnel and its practice offices, the nature of its practice, its organization, and
appropriate cost-benefit considerations. [Paragraph added, effective for review
reports dated January 1, 2003, or after, by SSARS No. 9. Paragraph renum-
bered by the issuance of SSARS No. 10, May 2004. Paragraph subsequently
renumbered by the issuance of SSARS No. 12, July 2005. Paragraph renum-
bered by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by
the issuance of SSARS No. 17, February 2008.]

.95 SSARSs relate to the conduct on individual review and compilation
engagements; Statements on Quality Control Standards (SQCSs) relate to the
conduct of a firm's accounting practice. Thus, SSARSs and SQCSs are related,
and the quality control policies and procedures that a firm adopts may affect
both the conduct of an individual engagement and the firm's accounting prac-
tice as a whole. However, deficiencies in or instances of noncompliance with a
firm's quality control policies and procedures do not, in and of themselves, indi-
cate that a particular review or compilation engagement was not performed in
accordance with SSARSs. [Paragraph added, effective for review reports dated
January 1, 2003, or after, by SSARS No. 9. Paragraph renumbered by the is-
suance of SSARS No. 10, May 2004. Paragraph subsequently renumbered by
the issuance of SSARS No. 12, July 2005. Paragraph renumbered by the is-
suance of SSARS No. 15, July 2007. Paragraph renumbered by the issuance of
SSARS No. 17, February 2008.]

Effective Date
.96 This section is effective for compilations and reviews of financial state-

ments for periods ending on or after July 1, 1979. Paragraphs .01–.27 and Ap-
pendix A [paragraph .97] and Appendix D [paragraph .100] are effective for
financial statements submitted after December 31, 2000. [Paragraph renum-
bered by the issuance of SSARS No. 9, November 2002. Paragraph subsequently
renumbered by the issuance of SSARS No. 10, May 2004. Paragraph subse-
quently renumbered by the issuance of SSARS No. 12, July 2005. Paragraph
renumbered by the issuance of SSARS No. 15, July 2007. Paragraph renum-
bered by the issuance of SSARS No. 17, February 2008.]
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.97

Appendix A

Compilation of Financial Statements

[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph subsequently renumbered by the issuance of SSARS No. 12, July
2005. Paragraph renumbered by the issuance of SSARS No. 15, July 2007.
Paragraph renumbered by the issuance of SSARS No. 17, February 2008.]
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.98

Appendix B

Review of Financial Statements—Illustrative Inquiries

The inquiries to be made in a review of financial statements are a matter of the
accountant's professional judgment. In determining the appropriate inquiries,
an accountant may consider (a) the nature and materiality of the items reflected
in the financial statements, (b) the likelihood of a misstatement in the financial
statements, (c) knowledge obtained during current and previous engagements,
(d) the stated qualifications of the entity's accounting personnel, (e) the extent
to which a particular item is affected by management's judgment, and (f) inade-
quacies in the entity's underlying financial data. The inquiries should generally
be made of members of management with financial reporting and accounting
responsibilities.

The following list of inquiries is for illustrative purposes only. These inquiries
will not necessarily be applicable in every review engagement, nor are these
inquiries meant to be all-inclusive. These illustrative inquiries are not intended
to serve as a program or checklist to be utilized in performing a review engage-
ment; rather, they address general areas where inquiries might be made in a
review engagement. Also, the accountant may feel it necessary to make several
inquiries in an effort to answer questions related to the issues addressed in
these illustrative inquiries.

1. General

a. Have there been any changes in the entity's business activities?

b. Are there any unusual or complex situations that may have an effect
on the financial statements (for example, business combinations,
restructuring plans, or litigation)?

c. What procedures are in place related to recording, classifying, and
summarizing transactions and accumulating information related to
financial statement disclosures?

d. Have the financial statements been prepared in conformity with
generally accepted accounting principles or, if appropriate, a com-
prehensive basis of accounting other than generally accepted ac-
counting principles? Have there been any changes in accounting
principles and methods of applying those principles? Have volun-
tary changes in accounting principles been reflected in the financial
statements through retrospective application of the new principle
in comparative financial statements?

e. Have there been any instances of fraud or illegal acts within the
entity?

f. Have there been any allegations or suspicions that fraud or illegal
acts might have occurred or might be occurring within the entity?
If so, where and how?

g. Are any entities, other than the reporting entity, commonly con-
trolled by the owners? If so, has an evaluation been performed to
determine whether those other entities should be consolidated into
the financial statements of the reporting entity?
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h. Are there any entities other than the reporting entity in which the
owners have significant investments (for example, variable inter-
est entities)? If so, has an evaluation been performed to determine
whether the reporting entity is the primary beneficiary related to
the activities of these other entities?

i. Is the reporting entity a general partner in a limited partnership
arrangement? If so, has an evaluation been performed to determine
whether the limited partnership should be consolidated into the
financial statements of the reporting entity?

j. Is the reporting entity a controlling partner in a general partnership
arrangement? If so, has an evaluation been performed to determine
whether the partnership should be consolidated into the financial
statements of the controlling partner?

k. Have any significant transactions occurred or been recognized near
the end of the reporting period?

2. Cash and Cash Equivalents

a. Is the entity's policy regarding the composition of cash and cash
equivalents in accordance with Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC) 230, State-
ment of Cash Flows? Has the policy been applied on a consistent
basis? Have there been any changes to withdrawal restrictions re-
lated to short term investments that could affect the description and
classification of cash equivalents?

b. Are all cash and cash equivalents1 accounts reconciled on a timely
basis?

c. Have old or unusual reconciling items between bank balances and
book balances been reviewed and adjustments made where neces-
sary?

d. Has there been a proper cutoff of cash receipts and disbursements?

e. Has a reconciliation of intercompany transfers been prepared?

f. Have checks written but not mailed as of the financial statement
date been properly reclassified into the liability section of the bal-
ance sheet?

g. Have material bank overdrafts been properly reclassified into the
liability section of the balance sheet?

h. Are there compensating balances or other restrictions on the avail-
ability of cash and cash equivalents balances? If so, has considera-
tion been given to reclassifying these amounts as noncurrent assets?

i. Have cash funds been counted and reconciled with control accounts?

3. Receivables

a. Has an adequate allowance for doubtful accounts been properly re-
flected in the financial statements?

b. Have uncollectible receivables been written off through a charge
against the allowance account or earnings? Are there any customer
bankruptcy or liquidity issues that would have a material affect on
the financial statements?

1 Cash and cash equivalents include all cash and highly liquid investments that are both (a)
readily convertible to cash and (b) so near to maturity that they present insignificant risk of changes
in value because of changes in interest rates, in accordance with the Financial Accounting Standards
Board Accounting Standards Codification glossary. [Footnote added, effective for reviews of financial
statements for periods ending on or after December 15, 2004, by SSARS No. 10. Footnote revised,
June 2009, to reflect conforming changes necessary due to the issuance of FASB ASC.]
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c. Has interest earned on receivables been properly reflected in the
financial statements?

d. Has there been a proper cutoff of sales transactions?

e. Have there been any changes in major contracts with customers
that may impact the classification or valuation of receivables?

f. Are there receivables from employees or other related parties? Have
receivables from owners been evaluated to determine if they should
be reflected in the equity section (rather than the asset section) of
the balance sheet?

g. Are any receivables pledged, discounted, or factored? Are recourse
provisions properly reflected in the financial statements?

h. Have receivables been properly classified between current and non-
current?

i. Have there been significant numbers of sales returns or credit mem-
oranda issued subsequent to the balance sheet date?

j. Is the accounts receivable subsidiary ledger reconciled to the general
ledger account balance on a regular basis?

4. Inventory

a. Are physical inventory counts performed on a regular basis, includ-
ing at the end of the reporting period? Are the count procedures ade-
quate to ensure an appropriate count? If not, how have amounts re-
lated to inventories been determined for purposes of financial state-
ment presentation? If so, what procedures were used to take the
latest physical inventory and what date was that inventory taken?

b. Have general ledger control accounts been adjusted to agree with the
physical inventory count? If so, were the adjustments significant?

c. If the physical inventory counts were taken at a date other than
the balance sheet date, what procedures were used to determine
changes in inventory between the date of the physical inventory
counts and the balance sheet date?

d. Were consignments in or out considered in taking physical invento-
ries?

e. What is the basis of valuing inventory for purposes of financial state-
ment presentation?

f. Does inventory cost include material, labor, and overhead where
applicable?

g. Has inventory been reviewed for obsolescence or cost in excess of net
realizable value? If so, how are these costs reflected in the financial
statements?

h. Have proper cutoffs of purchases, goods in transit, and returned
goods been made?

i. Are there any inventory encumbrances?

j. Is scrap inventoried and controlled?

k. Have abnormal costs related to inventory been expensed as in-
curred?

5. Prepaid Expenses

a. What is the nature of the amounts included in prepaid expenses?

b. How are these amounts being amortized?
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6. Investments

a. What is the basis of accounting for investments reported in the
financial statements (for example, securities, joint ventures, or
closely-held businesses)?

b. Are derivative instruments properly measured and disclosed in
the financial statements? If those derivatives are utilized in hedge
transactions, have the documentation or assessment requirements
related to hedge accounting been met?

c. Are investments in marketable debt and equity securities properly
classified as trading, available-for-sale, and held-to-maturity?

d. How were fair values of the reported investments determined? Have
unrealized gains and losses been properly reported in the financial
statements?

e. If the fair values of marketable debt and equity securities are less
than cost, have the declines in value been evaluated to determine
whether the declines are other-than-temporary?

f. For any debt securities classified as held-to-maturity, does manage-
ment have the positive ability and intent to hold the securities until
they mature? If so, have those debt securities been properly mea-
sured?

g. Have gains and losses related to disposal of investments been prop-
erly reflected in the financial statements?

h. How was investment income determined? Is investment income
properly reflected in the financial statements?

i. Has appropriate consideration been given to the classification of
investments between current and noncurrent?

j. For investments made by the reporting entity, have consolidation,
equity, or cost method accounting requirements been considered?

k. Are any investments encumbered?

7. Property and Equipment

a. Are property and equipment items properly stated at depreciated
cost or other proper value?

b. When was the last time a physical inventory of property and equip-
ment was taken?

c. Are all items reflected in property and equipment held for use? If
not, have items that are held for sale been properly reclassified from
property and equipment?

d. Have gains or losses on disposal of property and equipment been
properly reflected in the financial statements?

e. What are the criteria for capitalization of property and equipment?
Have the criteria been consistently and appropriately applied?

f. Are repairs and maintenance costs properly reflected as an expense
in the income statement?

g. What depreciation methods and rates are utilized in the financial
statements? Are these methods and rates appropriate and applied
on a consistent basis?

h. Are there any unrecorded additions, retirements, abandonments,
sales, or trade-ins?
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i. Does the entity have any material lease agreements? If so, have
those agreements been properly evaluated for financial statement
presentation purposes?

j. Are there any asset retirement obligations associated with tangible
long-lived assets? If so, has the recorded amount of the related asset
been increased because of the obligation and is the liability properly
reflected in the liability section of the balance sheet?

k. Has the entity constructed any of its property and equipment items?
If so, have all components of cost been reflected in measuring these
items for purposes of financial statement presentation, including,
but not limited to, capitalized interest?

l. Has there been any significant impairment in value of property and
equipment items? If so, has any impairment loss been properly re-
flected in the financial statements?

m. Are any property and equipment items mortgaged or otherwise en-
cumbered? If so, are these mortgages and encumbrances properly
reflected in the financial statements?

8. Intangibles and Other Assets

a. What is the nature of the amounts included in other assets?

b. Do these assets represent costs that will benefit future periods?
What is the amortization policy related to these assets? Is this policy
appropriate?

c. Have other assets been properly classified between current and non-
current?

d. Are intangible assets with finite lives being appropriately amor-
tized?

e. Are the costs associated with computer software properly reflected
as intangible assets (rather than property and equipment) in the
financial statements?

f. Are the costs associated with goodwill (and other intangible assets
with indefinite lives) properly reflected as intangible assets in the
financial statements? Has amortization ceased related to these as-
sets?

g. Has there been any significant impairment in value of these assets?
If so, has any impairment loss been properly reflected in the financial
statements?

h. Are any of these assets mortgaged or otherwise encumbered?

9. Accounts and Short-Term Notes Payable and Accrued Liabilities

a. Have significant payables been reflected in the financial statements?

b. Are loans from financial institutions and other short-term liabilities
properly classified in the financial statements?

c. Have there been any changes in major contracts with suppliers that
may impact the classification or valuation of payables?

d. Have significant accruals (for example, payroll, interest, provi-
sions for pension and profit-sharing plans, or other postretirement
benefit obligations) been properly reflected in the financial state-
ments?

e. Has a liability for employees' compensation for future absences been
properly accrued and disclosed in the financial statements?
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f. Are any liabilities collateralized or subordinated? If so, are those
liabilities disclosed in the financial statements?

g. Are there any payables to employees and related parties?

10. Long-Term Liabilities

a. Are the terms and other provisions of long-term liability agreements
properly disclosed in the financial statements?

b. Have liabilities been properly classified between current and non-
current?

c. Has interest expense been properly accrued and reflected in the
financial statements?

d. Is the company in compliance with loan covenants and agreements?
If not, is the noncompliance properly disclosed in the financial state-
ments?

e. Are any long-term liabilities collateralized or subordinated? If so,
are these facts disclosed in the financial statements?

f. Are there any obligations that, by their terms, are due on demand
within one year from the balance sheet date? If so, have these obli-
gations been properly reclassified into the current liability section
of the balance sheet?

11. Income and Other Taxes

a. Do the financial statements reflect an appropriate provision for cur-
rent and prior-year income taxes payable?

b. Have any assessments or reassessments been received? Are there
tax authority examinations in process?

c. Are there any temporary differences between book and tax
amounts? If so, have deferred taxes on these differences been prop-
erly reflected in the financial statements?

d. Do the financial statements reflect an appropriate provision for
taxes other than income taxes (for example, franchise, sales)?

e. Have all required tax payments been made on a timely basis?

f. Has the entity assessed uncertain tax positions and related disclo-
sures in accordance with FASB ASC 740, Income Taxes?

12. Other Liabilities, Contingencies, and Commitments

a. What is the nature of the amounts included in other liabilities?

b. Have other liabilities been properly classified between current and
noncurrent?

c. Are there any guarantees, whether written or verbal, whereby the
entity must stand ready to perform or is contingently liable related
to the guarantee? If so, are these guarantees properly reflected in
the financial statements?

d. Are there any contingent liabilities (for example, discounted notes,
drafts, endorsements, warranties, litigation, and unsettled asserted
claims)? Are there any potential unasserted claims? Are these con-
tingent liabilities, claims, and assessments properly measured and
disclosed in the financial statements?

e. Are there any material contractual obligations for construction or
purchase of property and equipment or any commitments or options
to purchase or sell company securities? If so, are these facts clearly
disclosed in the financial statements?
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f. Is the entity responsible for any environmental remediation liabil-
ity? If so, is this liability properly measured and disclosed in the
financial statements?

g. Does the entity have any agreement to repurchase items that previ-
ously were sold? If so, have the repurchase agreements been taken
into account in determining the appropriate measurements and dis-
closures in the financial statements?

h. Does the entity have any sales commitments at prices expected to
result in a loss at the consummation of the sale? If so, are these
commitments properly reflected in the financial statements?

i. Are there any violations, or possible violations, of laws or regulations
the effects of which should be considered for financial statement
accrual or disclosure?

13. Equity

a. What is the nature of any changes in equity accounts during each
reporting period?

b. What classes of stock (other ownership interests) have been autho-
rized?

c. What is the par or stated value of the various classes of stock (other
ownership interests)?

d. Do amounts of outstanding shares of stock (other ownership inter-
ests) agree with subsidiary records?

e. Have pertinent rights and privileges of ownership interests been
properly disclosed in the financial statements?

f. Does the entity have any mandatorily redeemable ownership inter-
ests? If so, have these ownership interests been evaluated so that a
proper determination has been made related to whether these own-
ership interests should be measured and reclassified to the liability
section of the balance sheet? Are redemption features associated
with ownership interests clearly disclosed in the financial state-
ments?

g. Have dividend (distribution) and liquidation preferences related to
ownership interests been properly disclosed in the financial state-
ments?

h. Do disclosures related to ownership interests include any applica-
ble call provisions (prices and dates), conversion provisions (prices
and rates), unusual voting rights, significant terms of contracts to
issue additional ownership interests, or any other unusual features
associated with the ownership interests?

i. Are syndication fees properly reflected in the financial statements
as a reduction of equity (rather than an asset)?

j. Have any stock options or other stock compensation awards been
granted to employees or others? If so, are these options or awards
properly measured and disclosed in the financial statements?

k. Has the entity made any acquisitions of its own stock? If so, are
the amounts associated with these reacquired shares properly re-
flected in the financial statements as a reduction in equity? Is the
presentation in accordance with applicable state laws?

l. Are there any restrictions or appropriations on retained earnings or
other capital accounts? If so, are these restrictions or appropriations
properly reflected in the financial statements?
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14. Revenue and Expenses

a. What is the entity's revenue recognition policy? Is the policy appro-
priate? Has the policy been consistently applied and appropriately
disclosed?

b. Are revenues from sales of products and rendering of services recog-
nized in the appropriate reporting period (that is, when the products
have been delivered and when the services have been performed)?

c. Were any sales recorded under a "bill and hold" arrangement? If
yes, have the criteria been met to record the transaction as a sale?

d. Are purchases and expenses recognized in the appropriate reporting
period (that is, matched against revenue) and properly classified in
the financial statements?

e. Do the financial statements include discontinued operations, items
that might be considered extraordinary, or both? If so, are amounts
associated with discontinued operations, extraordinary items, or
both properly displayed in the income statement?

f. Does the entity have any gains or losses that would necessitate
the display of comprehensive income (for example, gains/losses on
available-for-sale securities or cash flow hedge derivatives)? If so,
have these items been properly displayed within comprehensive in-
come (rather than included in the determination of net income)?

15. Other

a. Have events occurred subsequent to the balance sheet date that
would require adjustment to, or disclosure in, the financial state-
ments?

b. Has the entity considered whether declines in market values sub-
sequent to the balance sheet date may be permanent and/or caused
the entity to no longer be in compliance with its loan covenants?

c. Have actions taken at stockholders, directors, committees of direc-
tors, or comparable meetings that affect the financial statements
been reflected in the financial statements?

d. Are significant estimates and material concentrations (for example,
customers or suppliers) properly disclosed in the financial state-
ments?

e. Are there plans or intentions that may materially affect the carrying
amounts or classification of assets and liabilities reflected in the
financial statements?

f. Have there been any material transactions between or among re-
lated parties (for example, sales, purchases, loans, or leasing ar-
rangements)? If so, are these transactions properly disclosed in the
financial statements?

g. Are there uncertainties that could have a material impact on the
financial statements? Is there any change in the status of previously
disclosed material uncertainties? Are all uncertainties, including
going concern matters, that could have a material impact on the
financial statements properly disclosed in the financial statements?

h. Are barter or other nonmonetary transactions properly recorded
and disclosed? Have nonmonetary asset exchanges involving com-
mercial substance been reflected in the financial statements at fair
value? Have nonmonetary asset exchanges not involving commer-
cial substance been reflected in the financial statements at carrying
value?
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[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered and amended, effective for reviews of finan-
cial statements for periods ending on or after December 15, 2004, by SSARS
No. 10. Paragraph subsequently renumbered by the issuance of SSARS No. 12,
July 2005. Revised, September 2005, to reflect conforming changes necessary
due to the issuance of recent authoritative literature. Paragraph renumbered
by the issuance of SSARS No. 15, July 2007. Paragraph renumbered by the
issuance of SSARS No. 17, February 2008. Paragraph revised, December 2008.
Paragraph revised, June 2009, to reflect conforming changes necessary due to
the issuance of FASB ASC.]
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Appendix C

Compilation of Financial Statements—Illustrative
Engagement Letter

[Appropriate Salutation]

This letter is to confirm our understanding of the terms and objectives of
our engagement and the nature and limitations of the services we will provide.

We will perform the following services:

We will compile, from information you provide, the annual [and interim, if
applicable] balance sheet and related statements of income, retained earnings,
and cash flows of XYZ Company for the year 20XX.

We will compile the financial statements and issue an accountant's report
thereon in accordance with Statements on Standards for Accounting and Re-
view Services issued by the American Institute of Certified Public Accountants.
The objective of a compilation is to present in the form of financial statements,
information that is the representation of management (owners) without under-
taking to express any assurance on the financial statements.

A compilation differs significantly from a review or an audit of financial
statements. A compilation does not contemplate performing inquiry, analytical
procedures, or other procedures performed in a review. Additionally, a compila-
tion does not contemplate obtaining an understanding of the entity's internal
control; assessing fraud risk; tests of accounting records by obtaining sufficient
appropriate audit evidence through inspection, observation, confirmation, the
examination of source documents (for example, cancelled checks or bank im-
ages); or other procedures ordinarily performed in an audit. Therefore, a com-
pilation does not provide a basis for expressing any level of assurance on the
financial statements being compiled.

Our engagement cannot be relied upon to disclose errors, fraud, or illegal
acts that may exist. However, we will inform the appropriate level of manage-
ment of any material errors, and of any evidence or information that comes
to our attention during the performance of our compilation procedures, that
fraud may have occurred. In addition, we will report to you any evidence or
information that comes to our attention during the performance of our compi-
lation procedures regarding illegal acts that may have occurred, unless they
are clearly inconsequential.

As part of our engagement, we will also (list any nonattest services to be
performed, if applicable, such as income tax preparation and bookkeeping ser-
vices).

You are responsible for:

a. Making all management decisions and performing all management
functions;

b. Designating an individual who possesses suitable skill, knowledge,
and/or experience, preferably within senior management, to oversee
the services;

c. Evaluating the adequacy and results of the services performed;
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d. Accepting responsibility for the results of the services; and

e. Establishing and maintaining internal control, including monitoring
ongoing activities.

If, for any reason, we are unable to complete the compilation of your financial
statements, we will not issue a report on such statements as a result of this
engagement.

Our fees for these services . . . .

We will be pleased to discuss this letter with you at any time.

If the foregoing is in accordance with your understanding, please sign the
copy of this letter in the space provided and return it to us.*

Sincerely yours,

__________________________________

[Signature of accountant]

Acknowledged:

XYZ Company

_______________________

President

_______________________

Date

[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph subsequently renumbered by the issuance of SSARS No. 12, July
2005. Revised, September 2005, to reflect conforming changes necessary due
to the issuance of SSARS No. 12. Paragraph renumbered by the issuance of
SSARS No. 15, July 2007. Paragraph renumbered and amended, effective for
compilations and reviews of financial statements for periods ending on or after
December 15, 2008, by SSARS No. 17.]

* Some accountants prefer not to obtain an acknowledgment, in which case their letter would
omit the paragraph beginning, "If the foregoing. . . " and the spaces for the acknowledgment. The first
paragraph of their letter might begin as follows: "This letter sets forth our understanding of the terms
and objectives of our engagement. . . "
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Appendix D

Compilation of Financial Statements Not Intended for
Third Party Use—Illustrative Engagement Letter

[Appropriate Salutation]

This letter is to confirm our understanding of the terms and objectives of
our engagement and the nature and limitations of the services we will provide.

We will perform the following services:

We will compile, from information you provide, the [monthly, quarterly, or
other frequency] financial statements of XYZ Company for the year 20XX.

We will compile the financial statements in accordance with Statements on
Standards for Accounting and Review Services issued by the American Institute
of Certified Public Accountants. The objective of a compilation engagement is
to present in the form of financial statements, information that is the represen-
tation of management (owners) without undertaking to express any assurance
on the financial statements.

A compilation differs significantly from a review or an audit of financial
statements. A compilation does not contemplate performing inquiry, analytical
procedures, or other procedures performed in a review. Additionally, a compila-
tion does not contemplate obtaining an understanding of the entity's internal
control; assessing fraud risk; tests of accounting records by obtaining sufficient
appropriate audit evidence through inspection, observation, confirmation, the
examination of source documents (for example, cancelled checks or bank im-
ages); or other procedures ordinarily performed in an audit. Therefore, a com-
pilation does not provide a basis for expressing any level of assurance on the
financial statements being compiled.

The financial statements will not be accompanied by a report. Based upon
our discussions with you, these statements are for management's use only and
are not intended for third-party use.

Material departures from generally accepted accounting principles (GAAP)
may exist and the effects of those departures, if any, on the financial state-
ments may not be disclosed. In addition substantially all disclosures required
by GAAP may be omitted. (The accountant may wish to identify known depar-
tures.) Notwithstanding these limitations, you represent that you have knowl-
edge about the nature of the procedures applied and the basis of accounting
and assumptions used in the preparation of the financial statements that al-
lows you to place the financial information in the proper context. Further, you
represent and agree that the use of the financial statements will be limited to
members of management with similar knowledge.

The financial statements are intended solely for the information and use of
[include list of specified members of management] and are not intended to be
and should not be used by any other party—[optional].

Our engagement cannot be relied upon to disclose errors, fraud, or illegal
acts that may exist. However, we will inform the appropriate level of manage-
ment of any material errors and of any evidence or information that comes
to our attention during the performance of our compilation procedures, that
fraud may have occurred. In addition, we will report to you any evidence or
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information that comes to our attention during the performance of our compi-
lation procedures, regarding illegal acts that may have occurred unless they
are clearly inconsequential.

We are not independent with respect to [name of entity] [if applicable].

As part of our engagement, we will also (list any nonattest services to be
provided, if applicable, such as income tax preparation and bookkeeping ser-
vices).

You are responsible for:

a. Making all management decisions and performing all management
functions;

b. Designating an individual who possesses suitable skill, knowledge,
and/or experience, preferably within senior management, to oversee
the services;

c. Evaluating the adequacy and results of the services performed;

d. Accepting responsibility for the results of the services; and

e. Establishing and maintaining internal control, including monitoring
ongoing activities.

The other data accompanying the financial statements are presented only for
supplementary analysis purposes and will be compiled from information that
is the representation of management, without audit or review, and we do not
express an opinion or any other form of assurance on such data—[if applicable].

Our fees for these services . . .

Should you require financial statements for third-party use, we would be
pleased to discuss with you the requested level of service. Such engagement
would be considered separate and not deemed to be part of the services described
in this engagement letter.

We will be pleased to discuss this letter with you at any time.

If the foregoing is in accordance with your understanding, please sign the
copy of this letter in the space provided and return it to us.*

Sincerely yours,

__________________________________

[Signature of accountant]

Accepted and agreed to:

XYZ Company

_______________________

Title

_______________________

Date

[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph subsequently renumbered by the issuance of SSARS No. 12, July

* Some accountants prefer not to obtain an acknowledgment, in which case their letter would
omit the paragraph beginning, "If the foregoing. . . " and the spaces for the acknowledgment. The first
paragraph of their letter might begin as follows: "This letter sets forth our understanding of the terms
and objectives of our engagement. . . "
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2005. Revised, September 2005, to reflect conforming changes necessary due
to the issuance of SSARS No. 12. Paragraph renumbered by the issuance of
SSARS No. 15, July 2007. Paragraph renumbered and amended, effective for
compilations and reviews of financial statements for periods ending on or after
December 15, 2008, by SSARS No. 17.]
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Appendix E

Review of Financial Statements—Illustrative Engagement
Letter

[Appropriate Salutation]

This letter is to confirm our understanding of the terms and objectives of
our engagement and the nature and limitations of the services we will provide.

We will perform the following services:

We will review the financial statements of XYZ Company as of December 31,
20XX, and issue an accountant's report thereon in accordance with Statements
on Standards for Accounting and Review Services issued by the American In-
stitute of Certified Public Accountants. The objective of a review engagement
is to express limited assurance that there are no material modifications that
should be made to the financial statements in order for the statements to be in
accordance with generally accepted accounting principles.

A review differs significantly from an audit of financial statements, in which
the auditor provides reasonable assurance that the financial statements, taken
as a whole, are free of material misstatement. A review does not contemplate ob-
taining an understanding of the entity's internal control; assessing fraud risk;
tests of accounting records by obtaining sufficient appropriate audit evidence
through inspection, observation, confirmation, or the examination of source
documents (for example, cancelled checks or bank images); and other proce-
dures ordinarily performed in an audit. Accordingly, a review does not provide
assurance that we will become aware of all significant matters that would be
disclosed in an audit. Therefore, a review provides only limited assurance that
there are no material modifications that should be made to the financial state-
ments in order for the statements to be in conformity with generally accepted
accounting principles.

Our engagement cannot be relied upon to disclose errors, fraud, or illegal
acts that may exist. However, we will inform the appropriate level of manage-
ment of any material errors, and of any evidence or information that comes to
our attention during the performance of our review procedures, that fraud may
have occurred. In addition, we will report to you any evidence or information
that comes to our attention during the performance of our review procedures
regarding illegal acts that may have occurred, unless they are clearly inconse-
quential.

As part of our engagement, we will also (list any nonattest services to be
provided, if applicable, such as income tax preparation and bookkeeping ser-
vices).

You are responsible for:

a. Making all management decisions and performing all management
functions;

b. Designating an individual who possesses suitable skill, knowledge,
and/or experience, preferably within senior management, to oversee
the services;

c. Evaluating the adequacy and results of the services performed;
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d. Accepting responsibility for the results of the services; and

e. Establishing and maintaining internal control, including monitoring
ongoing activities.

As part of our review procedures, we will require certain written representa-
tions from management about the financial statements and matters related
thereto.

If, for any reason, we are unable to complete our review of your financial
statements, we will not issue a report on such statements as a result of this
engagement.

Our fees for these services. . . .

We will be pleased to discuss this letter with you at any time.

If the foregoing is in accordance with your understanding, please sign the
copy of this letter in the space provided and return it to us.

Sincerely yours,

__________________________________

[Signature of accountant]

Acknowledged:

XYZ Company

__________________________________

President

__________________________________

Date

[Paragraph renumbered by the issuance of SSARS No. 9, November 2002. Para-
graph subsequently renumbered by the issuance of SSARS No. 10, May 2004.
Paragraph subsequently renumbered by the issuance of SSARS No. 12, July
2005. Revised, September 2005, to reflect conforming changes necessary due
to the issuance of SSARS No. 12. Paragraph renumbered by the issuance of
SSARS No. 15, July 2007. Paragraph renumbered and amended, effective for
compilations and reviews of financial statements for periods ending on or after
December 15, 2008, by SSARS No. 17.]
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Appendix F

Review of Financial Statements—Illustrative
Representation Letter

A review of financial statements consists principally of inquiries of company
personnel and analytical procedures applied to financial data. As part of a re-
view of financial statements, the accountant is required to obtain a written rep-
resentation from his or her client to confirm the oral representations made to
the accountant. The introductory paragraph should specify the financial state-
ments and periods covered by the accountant's review report.

If matters exist that should be disclosed to the accountant, they should be
indicated by listing them following the representation. For example, if an event
subsequent to the date of the balance sheet has been disclosed in the financial
statements, the subsequent events paragraph could be modified as follows: "To
the best of our knowledge and belief, except as discussed in Note X to the
financial statements, no events have occurred. . . ."Similarly, in appropriate
circumstances, item 4 could be modified as follows: "The company has no plans
or intentions that may materially affect the carrying value or classification of
assets and liabilities, except for our plans to dispose of Segment A, as disclosed
in Note X to the financial statements, which are discussed in the minutes of the
December 7, 20X1, meeting of the board of directors."

The following representation letter is included for illustrative purposes only.
The accountant may decide, based on the circumstances of the review engage-
ment or the industry in which the entity operates, that other matters should be
specifically included in the letter or that some of the representations included
in the illustrative letter are not necessary.

(Date1)
(To the Accountant)

We are providing this letter in connection with your review of the (identification
of financial statements) of (name of entity) as of (dates, for example, December
31, 20X1 and December 31, 20X2) and for the (periods of review, for example, for
the years then ended) for the purpose of expressing limited assurance that there
are no material modifications that should be made to the statements in order
for them to be in conformity with generally accepted accounting principles. We
confirm that we are responsible for the fair presentation in the financial state-
ments of financial position, results of operations, and cash flows in conformity
with generally accepted accounting principles.

Certain representations in this letter are described as being limited to matters
that are material. Items are considered material, regardless of size, if they
involve an omission or misstatement of accounting information that, in the

1 This date should be the date that the client presents and signs the letter. In no event should
the letter be presented and signed prior to the date of the accountant's review report. [Footnote
added, August 2004, to reflect conforming changes necessary due to the issuance of SSARS No. 10.
As amended, effective for compilations and reviews of financial statements for periods ending after
December 15, 2008, by SSARS No. 17.]
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light of surrounding circumstances, makes it probable that the judgment of a
reasonable person using the information would be changed or influenced by the
omission or misstatement.2

We confirm, to the best of our knowledge and belief, [as of (the date of the
accountant's review report)] the following representations made to you during
your review.

1. The financial statements referred to previously are fairly presented in
conformity with generally accepted accounting principles.

2. We have made available to you all:

a. Financial records and related data.

b. Minutes of the meetings of stockholders, directors, and commit-
tees of directors, or summaries of actions of recent meetings for
which minutes have not yet been prepared.

3. There are no material transactions that have not been properly
recorded in the accounting records underlying the financial state-
ments.

4. We acknowledge our responsibility to prevent and detect fraud.

5. We have no knowledge of any fraud or suspected fraud affecting the
entity involving management or others where the fraud could have a
material effect on the financial statements, including any communica-
tions received from employees, former employees or others.

6. We have no plans or intentions that may materially affect the carrying
amounts or classification of assets and liabilities.

7. There are no material losses (such as from obsolete inventory or pur-
chase or sales commitments) that have not been properly accrued or
disclosed in the financial statements.

8. There are no:

a. Violations or possible violations of laws or regulations, whose ef-
fects should be considered for disclosure in the financial state-
ments or as a basis for recording a loss contingency

b. Unasserted claims or assessments that our lawyer has advised
us are probable of assertion that must be disclosed in accordance
with Financial Accounting Standards Board (FASB) Accounting
Standards Codification (ASC) 450, Contingencies.3

c. Other material liabilities or gain or loss contingencies that are
required to be accrued or disclosed by FASB ASC 450

2 The qualitative discussion of materiality used in this letter is adapted from Financial Accounting
Standards Board Statement of Financial Accounting Concepts No. 2, Qualitative Characteristics of
Accounting Information. [Footnote renumbered, August 2004, to reflect conforming changes necessary
due to the issuance of SSARS No. 10.]

3 If management has not consulted a lawyer regarding litigation, claims, and assessments, the
representation might be worded as follows:

We are not aware of any pending or threatened litigation, claims, or assessments or unasserted claims
or assessments that are required to be accrued or disclosed in the financial statements in accordance
with Financial Accounting Standards Board Accounting Standards Codification 450, Contingencies,
and we have not consulted a lawyer concerning litigation, claims, or assessments.

[Footnote renumbered, August 2004, to reflect conforming changes necessary due to the issuance
of SSARS No. 10. Footnote revised, June 2009, to reflect conforming changes necessary due to the
issuance of FASB ASC.]
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9. The company has satisfactory title to all owned assets, and there are no
liens or encumbrances on such assets, nor has any asset been pledged
as collateral, except as disclosed to you and reported in the financial
statements.

10. We have complied with all aspects of contractual agreements that
would have a material effect on the financial statements in the event
of noncompliance.

11. The following have been properly recorded or disclosed in the financial
statements:

a. Related party transactions, including sales, purchases, loans,
transfers, leasing arrangements, and guarantees, and amounts
receivable from or payable to related parties.

b. Guarantees, whether written or oral, under which the company
is contingently liable.

c. Significant estimates and material concentrations known to man-
agement that are required to be disclosed in accordance with
FASB ASC 275, Risks and Uncertainties. [Significant estimates
are estimates at the balance sheet date that could change ma-
terially with the next year. Concentrations refer to volumes of
business, revenues, available sources of supply, or markets or ge-
ographic areas for which events could occur that would signifi-
cantly disrupt normal finances within the next year.]

[Add additional representations that are unique to the entity's business or in-
dustry. See the following for additional illustrative representations.]

12. We are in agreement with the adjusting journal entries you have rec-
ommended, and they have been posted to the company's accounts. (if
applicable)

13. To the best of our knowledge and belief, no events have occurred sub-
sequent to the balance-sheet date and through the date of this letter
that would require adjustment to or disclosure in the aforementioned
financial statements.4

14. We have responded fully and truthfully to all inquiries made to us by
you during your review.

_________________________________________________
(Name of Owner or Chief Executive
Officer and Title)

_________________________________________________
(Name of Chief Financial Officer
and Title, where applicable)

Representation letters ordinarily should be tailored to include additional ap-
propriate representations from management relating to matters specific to the
entity's business or industry. The following is a list of additional representa-
tions that may be appropriate in certain situations. This list is not intended to
be all-inclusive. The accountant should consider the effects of pronouncements
issued subsequent to the issuance of this section.

4 If the accountant "dual dates" his or her report, the accountant should consider whether ob-
taining additional representations relating to the subsequent event is appropriate. [Footnote added,
August 2004, to reflect conforming changes necessary due to the issuance of SSARS No. 10.]
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General

Condition Illustrative Examples

The impact of a
new accounting
principle is not
known.

We have not completed the process of evaluating the
impact that will result from adopting the guidance in
Financial Accounting Standards Board (FASB)
Accounting Standards CodificationTM (ASC) Update
20YY-XX, as discussed in note [X]. The company is
therefore unable to disclose the impact that adopting
the guidance in FASB ASC Update 20YY-XX will
have on its financial position and the results of
operations when such statement is adopted.

There is
justification for a
change in
accounting
principles.

We believe that [describe the newly adopted
accounting principle] is preferable to [describe the
former accounting principle] because [describe
management's justification for the change in
accounting principles].

Financial
circumstances are
strained, with
disclosure of
management's
intentions and the
entity's ability to
continue as a going
concern.

Note [X] to the financial statements discloses all of
the matters of which we are aware that are relevant
to the company's ability to continue as a going
concern, including significant conditions and events,
and management's plans.

The possibility
exists that the
value of specific
significant
long-lived assets or
certain identifiable
intangibles may be
impaired.

We have reviewed long-lived assets and certain
identifiable intangibles to be held and used for
impairment whenever events or changes in
circumstances have indicated that the carrying
amount of its assets might not be recoverable and
have appropriately recorded the adjustment.

The entity has a
variable interest in
another entity.

Variable interest entities (VIEs) and potential VIEs
and transactions with VIEs and potential VIEs have
been properly recorded and disclosed in the financial
statements in accordance with GAAP.

We have considered both implicit and explicit
variable interests in (a) determining whether
potential VIEs should be considered VIEs, (b)
calculating expected losses and residual returns, and
(c) determining which party, if any, is the primary
beneficiary.

We have provided you with lists of all identified
variable interests in (a) VIEs, (b) potential VIEs that
we considered but judged not to be VIEs, and (c)
entities that were afforded the scope exceptions of
FASB ASC 810, Consolidation.

(continued)
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General

Condition Illustrative Examples

We have advised you of all transactions with
identified VIEs, potential VIEs, or entities afforded
the scope exceptions of FASB ASC 810.

We have made available all relevant information
about financial interests and contractual
arrangements with related parties, de facto agents,
and other entities, including but not limited to their
governing documents, equity and debt instruments,
contracts, leases, guarantee arrangements, and
other financial contracts and arrangements.

The information we provided about financial
interests and contractual arrangements with related
parties, de facto agents, and other entities includes
information about all transactions, unwritten
understandings, agreement modifications, and
written and oral side agreements.

Our computations of expected losses and expected
residual returns of entities that are VIEs and
potential VIEs are based on the best information
available and include all reasonably possible
outcomes.

Regarding entities in which the Company has
variable interests (implicit and explicit), we have
provided all information about events and changes
in circumstances that could potentially cause
reconsideration about whether the entities are VIEs
or whether the Company is the primary beneficiary
or has a significant variable interest in the entity.

We have made and continue to make exhaustive
efforts to obtain information about entities in which
the Company has an implicit or explicit interest but
that were excluded from complete analysis under
FASB ASC 810 due to lack of essential information
to determine one or more of the following: whether
the entity is a VIE, whether the Company is the
primary beneficiary, or what accounting is required
to consolidate the entity.

The work of a
specialist has been
used by the entity.

We agree with the findings of specialists in
evaluating the [describe assertion] and have
adequately considered the qualifications of the
specialist in determining the amounts and
disclosures used in the financial statements and
underlying accounting records. We did not give or
cause any instructions to be given to specialists with
respect to the values or amounts derived in an
attempt to bias their work, and we are not otherwise
aware of any matters that have had an impact on the
independence or objectivity of the specialists.
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Assets

Condition Illustrative Examples

Cash
Disclosure is required of
compensating balances
or other arrangements
involving restrictions
on cash balances, line of
credit, or similar
arrangements.

Arrangements with financial institutions
involving compensating balances or other
arrangements involving restrictions on cash
balances, lines of credit, or similar
arrangements have been properly disclosed.

Financial Instruments
Management intends to
and has the ability to
hold to maturity debt
securities classified as
held-to-maturity.

Debt securities that have been classified as
held-to-maturity have been so classified due to
the company's intent to hold such securities to
maturity and the company's ability to do so. All
other debt securities have been classified as
available-for-sale or trading.

Management considers
the decline in value of
debt or equity securities
to be temporary.

We consider the decline in value of debt or
equity securities classified as either
available-for-sale or held-to-maturity to be
temporary.

Management has
determined the fair
value of significant
financial instruments
that do not have readily
determinable market
values.

The methods and significant assumptions used
to determine fair values of financial
instruments are as follows: [describe methods
and significant assumptions used to determine
fair values of financial instruments]. The
methods and significant assumptions used
result in a measure of fair value appropriate for
financial statement measurement and
disclosure purposes.

There are financial
instruments with
off-balance-sheet risk
and financial
instruments with
concentrations of credit
risk.

The following information about financial
instruments with off-balance-sheet risk and
financial instruments with concentrations of
credit risk has been properly disclosed in the
financial statements:

1. The extent, nature, and terms of financial in-
struments with off-balance-sheet risk.

2. The amount of credit risk of financial instru-
ments with off-balance-sheet risk and infor-
mation about the collateral supporting such
financial instruments.

3. Significant concentrations of credit risk aris-
ing from all financial instruments and infor-
mation about the collateral supporting such
financial instruments.

(continued )
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Assets

Condition Illustrative Examples

Receivables
Receivables have been
recorded in the
financial statements.

Receivables recorded in the financial statements
represent valid claims against debtors for sales
or other charges arising on or before the
balance-sheet date and have been appropriately
reduced to their estimated net realizable value.

Inventories
Excess or obsolete
inventories exist.

Provision has been made to reduce excess or
obsolete inventories to their estimated net
realizable value.

Investments
There are unusual
considerations involved
in determining the
application of equity
accounting.

[For investments in common stock that are either
nonmarketable or of which the entity has a 20
percent or greater ownership interest, select the
appropriate representation from the following:]

• The equity method is used to account for
the company's investment in the common
stock of [investee] because the company has
the ability to exercise significant influence
over the investee's operating and financial
policies.

• The cost method is used to account for the
company's investment in the common stock
of [investee] because the company does not
have the ability to exercise significant
influence over the investee's operating and
financial policies.

Deferred Charges
Material expenditures
have been deferred.

We believe that all material expenditures that
have been deferred to future periods will be
recoverable.

Deferred Tax Assets
A deferred tax asset
exists at the
balance-sheet date.

The valuation allowance has been determined
pursuant to the provisions of FASB ASC 740,
Income Taxes, including the company's
estimation of future taxable income, if
necessary, and is adequate to reduce the total
deferred tax asset to an amount that will more
likely than not be realized. [Complete with
appropriate wording detailing how the entity
determined the valuation allowance against the
deferred tax asset.]
or
A valuation allowance against deferred tax
assets at the balance-sheet date is not
considered necessary because it is more likely
than not the deferred tax asset will be fully
realized.
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Liabilities

Condition Illustrative Examples

Debt
Short-term debt could
be refinanced on a
long-term basis and
management intends to
do so.

The company has excluded short-term
obligations totaling $[amount] from current
liabilities because it intends to refinance the
obligations on a long-term basis. [Complete with
appropriate wording detailing how amounts
will be refinanced as follows:]

• The Company has issued a long-term
obligation [debt security] after the date of
the balance sheet but prior to the issuance
of the financial statements for the purpose
of refinancing the short-term obligations on
a long-term basis.

• The Company has the ability to
consummate the refinancing by using the
financing agreement referred to in Note [X]
to the financial statements.

Tax-exempt bonds have
been issued.

Tax-exempt bonds issued have retained their
tax-exempt status.

Taxes
Management intends to
reinvest undistributed
earnings of a foreign
subsidiary.

We intend to reinvest the undistributed
earnings of [name of foreign subsidiary].

Contingencies
Estimates and
disclosures have been
made of environmental
remediation liabilities
and related loss
contingencies.

Provision has been made for any material loss
that is probable from environmental
remediation liabilities associated with [name of
site]. We believe that such estimate is
reasonable based on available information and
that the liabilities and related loss
contingencies and the expected outcome of
uncertainties have been adequately described in
the company's financial statements.

Agreements may exist
to repurchase assets
previously sold.

Agreements to repurchase assets previously
sold have been properly disclosed.

Pension and
Postretirement Benefits
An actuary has been
used to measure
pension liabilities and
costs.

We believe that the actuarial assumptions and
methods used to measure pension liabilities and
costs for financial accounting purposes are
appropriate in the circumstances.

(continued )
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Liabilities

Condition Illustrative Examples

There is involvement
with a multiemployer
plan.

We are unable to determine the possibility of a
withdrawal liability in a multiemployer benefit
plan.
or
We have determined that there is the possibility
of a withdrawal liability in a multiemployer
plan in the amount of $[XX].

Postretirement benefits
have been eliminated.

We do not intend to compensate for the
elimination of postretirement benefits by
granting an increase in pension benefits.
or
We plan to compensate for the elimination of
postretirement benefits by granting an increase
in pension benefits in the amount of $[XX].

Employee layoffs that
would otherwise lead to
a curtailment of a
benefit plan are
intended to be
temporary.

Current employee layoffs are intended to be
temporary.

Management intends to
either continue to make
or not make frequent
amendments to its
pension or other
postretirement benefit
plans, which may affect
the amortization period
of prior service cost, or
has expressed a
substantive
commitment to increase
benefit obligations.

We plan to continue to make frequent
amendments to its pension or other
postretirement benefit plans, which may affect
the amortization period of prior service cost.
or
We do not plan to make frequent amendments
to its pension or other postretirement benefit
plans.

Equity

Condition Illustrative Example

There are capital stock
repurchase options or
agreements or capital
stock reserved for
options, warrants,
conversions, or other
requirements.

Capital stock repurchase options or agreements
or capital stock reserved for options, warrants,
conversions, or other requirements have been
properly disclosed.
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Income Statement

Condition Illustrative Examples

There may be a loss
from sales
commitments.

Provisions have been made for losses to be
sustained in the fulfillment of or from inability
to fulfill any sales commitments.

There may be losses
from purchase
commitments.

Provisions have been made for losses to be
sustained as a result of purchase commitments
for inventory quantities in excess of normal
requirements or at prices in excess of prevailing
market prices.

Nature of the product
or industry indicates
the possibility of
undisclosed sales terms.

We have fully disclosed to you all sales terms,
including all rights of return or price
adjustments and all warranty provisions.

[Paragraph renumbered and amended, effective November 2002, by SSARS
No. 9. Paragraph subsequently renumbered by the issuance of SSARS No. 10,
May 2004. Paragraph subsequently renumbered by the issuance of SSARS
No. 12, July 2005. Paragraph renumbered and amended, effective for com-
pilations and reviews of financial statements for periods ending on or after
December 15, 2007, by the issuance of SSARS No. 15. Paragraph renumbered
and amended, effective for compilations and reviews of financial statements for
periods ending after December 15, 2008, by SSARS No. 17. Paragraph revised,
June 2009, to reflect conforming changes necessary due to the issuance of FASB
ASC.]
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.103

Appendix G

Review of Financial Statements—Illustrative Updating
Management Representation Letter

The following letter is presented for illustrative purposes only. It may be used
in the circumstances described in paragraph .40 of this section. Management
need not repeat all of the representations made in the previous representation
letter.

If matters exist that should be disclosed to the accountant, they should be
indicated by listing them following the representation. For example, if an event
subsequent to the date of the accountant's review report is disclosed in the
financial statements, the final paragraph could be modified as follows: "To the
best of our knowledge and belief, except as discussed in Note X to the financial
statements, no events have occurred. . . "

[Date]1

To [Accountant]
In connection with your review(s) of the [identification of financial statements]
of [name of entity] as of [dates] and for the [periods of review] for the purpose
of expressing limited assurance that there are no material modifications that
should be made to the statements for them to be in conformity with generally
accepted accounting principles, you were previously provided with a represen-
tation letter under date of [date of previous representation letter]. No informa-
tion has come to our attention that would cause us to believe that any of those
previous representations should be modified.

To the best of our knowledge and belief, no events have occurred subsequent to
[date of latest balance sheet reported on by the accountant or date of previous
representation letter] and through the date of this letter that would require
adjustment to or disclosure in the aforementioned financial statements.

________________________________

[Name of Owner or Chief Executive Officer
and Title]

________________________________

[Name of Chief Financial Officer
and Title, where applicable]

[Paragraph added, effective for reviews of financial statements for periods end-
ing after December 15, 2005, by SSARS No. 12. Paragraph renumbered by the
issuance of SSARS No. 15, July 2007. Paragraph renumbered by the issuance
of SSARS No. 17, February 2008.]

1 The accountant has two methods available for dating the report when a subsequent event
requiring disclosure occurs after the completion of the review but before issuance of the report on the
related financial statements. The accountant may use "dual dating," for example, "February 16, 20XX,
except for Note Y, as to which the date is March 1, 20XX," or may date the report as of the later date.
[Footnote added, effective for reviews of financial statements for periods ending after December 15,
2005, by SSARS No. 12.]
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[.104]

Appendix H

Rule 201 of the AICPA Code of Professional Conduct
[ET section 201.01]

[Paragraph renumbered and deleted by the issuance of SSARS No. 8, Octo-
ber 2000. Paragraph subsequently renumbered by the issuance of SSARS No.
9, November 2002. Paragraph subsequently renumbered by the issuance of
SSARS No. 10, May 2004. Paragraph subsequently renumbered by the issuance
of SSARS No. 12, July 2005. Paragraph renumbered by the issuance of SSARS
No. 15, July 2007. Paragraph renumbered by the issuance of SSARS No. 17,
February 2008.]
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.105

Appendix I

Analytical Procedures the Accountant May Consider
Performing When Conducting a Review of Financial
Statements

Analytical procedures are designed to identify relationships and individual
items that appear to be unusual and that may reflect a material misstatement
of the financial statements. The analytical procedures performed in a review of
financial statements are a matter of the accountant's professional judgment. In
determining the appropriate analytical procedures, an accountant may consider
(a) the nature and materiality of the items reflected in the financial statements,
(b) the likelihood of a misstatement in the financial statements, (c) knowledge
obtained during current and previous engagements, (d) the stated qualifica-
tions of the entity's accounting personnel, (e) the extent to which a particular
item is affected by management's judgment, and (f) inadequacies in the entity's
underlying financial data.

The following list of analytical procedures is for illustrative purposes only. These
analytical procedures will not necessarily be applicable in every review en-
gagement, nor are these analytical procedures meant to be all-inclusive. These
illustrative analytical procedures are not intended to serve as a program or
checklist to be utilized in performing a review engagement. Examples of analyt-
ical procedures an accountant may consider performing in a review of financial
statements include:

• Comparing financial statements with statements for comparable prior
period(s).

• Comparing current financial information with anticipated results,
such as budgets or forecasts (for example, comparing tax balances and
the relationship between the provision for income taxes and pretax in-
come in the current financial information with corresponding informa-
tion in (a) budgets, using expected rates, and (b) financial information
for prior periods).1

• Comparing current financial information with relevant nonfinancial
information.

• Comparing ratios and indicators for the current period with expec-
tations based on prior periods, for example, performing gross profit
analysis by product line and operating segment using elements of the
current financial information and comparing the results with corre-
sponding information for prior periods. Examples of key ratios and
indicators are the current ratio, receivables turnover or days' sales
outstanding, inventory turnover, depreciation to average fixed assets,
debt to equity, gross profit percentage, net income percentage, and
plant operating rates.

1 The accountant should exercise caution when comparing and evaluating current financial infor-
mation with budgets, forecasts, or other anticipated results because of the inherent lack of precision in
estimating the future and the susceptibility of such information to manipulation and misstatement by
management to reflect desired results. [Footnote added, effective for reviews of financial statements
for periods ending on or after December 15, 2004, by SSARS No. 10.]
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• Comparing ratios and indicators for the current period with those of
entities in the same industry.

• Comparing relationships among elements in the current financial in-
formation with corresponding relationships in the financial informa-
tion of prior periods, for example, expense by type as a percentage of
sales, assets by type as a percentage of total assets, and percentage of
change in sales to percentage of change in receivables.

Analytical procedures may include such statistical techniques as trend analy-
sis or regression analysis and may be performed manually or with the use of
computer-assisted techniques.

[Paragraph added, effective for reviews of financial statements for periods end-
ing on or after December 15, 2004, by SSARS No. 10. Paragraph renumbered by
the issuance of SSARS No. 12, July 2005. Paragraph renumbered and amended,
effective for compilations and reviews of financial statements for periods end-
ing on or after December 15, 2007, by the issuance of SSARS No. 15. Paragraph
renumbered by the issuance of SSARS No. 17, February 2008.]
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.106

Appendix J∗

Sources of Generally Accepted Accounting Principles
Accountants agree on the existence of a body of generally accepted accounting
principles, and they are knowledgeable about these principles and in the deter-
mination of their general acceptance. Nevertheless, the determination that a
particular accounting principle is generally accepted may be difficult because
no single reference source exists for all such principles. The sources of generally
accepted accounting principles are:

a. Accounting principles promulgated by a body designated by the
AICPA Council to establish such principles, pursuant to Rule 203
[ET section 203.01] of the AICPA Code of Professional Conduct.
Rule 203 [ET section 203.01] provides that an accountant should
state affirmatively that the financial statements or other finan-
cial data of any entity are presented in conformity with gener-
ally accepted accounting principles or state that he or she is not
aware of any material modifications that should be made to such
statements or data in order for them to be in conformity with
generally accepted accounting principles unless, due to unusual
circumstances, adherence to the pronouncements would make the
statements misleading. Rule 203 [ET section 203.01] implies that
application of officially established accounting principles almost
always results in the fair presentation of financial position, re-
sults of operations, and cash flows, in conformity with generally
accepted accounting principles. Nevertheless, Rule 203 [ET sec-
tion 203.01] provides for the possibility that literal application of
such a pronouncement might, in unusual circumstances, result in
misleading financial statements.

b. Pronouncements of bodies, composed of expert accountants, that
deliberate accounting issues in public forums for the purpose of

∗ The AICPA Accounting and Review Services Committee expects to withdraw this section in
the second half of 2009 subsequent to the anticipated issuance by the Federal Accounting Standards
Advisory Board of a Statement of Federal Financial Accounting Standards that will incorporate its
hierarchy of generally accepted accounting principles (GAAP hierarchy) into its authoritative litera-
ture. The GAAP hierarchy consists of the sources of accounting principles used in the preparation of
financial statements of federal reporting entities that are presented in conformity with U.S. GAAP,
and the framework for selecting those principles.

In May 2008, the Financial Accounting Standards Board (FASB) issued FASB Statement No.
162, The Hierarchy of Generally Accepted Accounting Principles, to incorporate its GAAP hierarchy
into its authoritative literature. The GAAP hierarchy consists of the sources of accounting principles
used in the preparation of financial statements of nongovernmental entities that are presented in
conformity with U.S. GAAP, and the framework for selecting those principles.

In July 2009, FASB approved an online Accounting Standards CodificationTM (ASC), effectively
superseding FASB Statement No. 162 because all of the FASB ASC content carries the same level
of authority. FASB ASC is now the single authoritative source for nongovernmental U.S. GAAP and
supersedes existing sources of nongovernmental U.S. GAAP—except for guidance issued by the Secu-
rities and Exchange Commission.

In March 2009, the Governmental Accounting Standards Board (GASB) issued GASB Statement
No. 55, The Hierarchy of Generally Accepted Accounting Principles for State and Local Governments,
to incorporate its GAAP hierarchy into its authoritative literature. The GAAP hierarchy consists of
the sources of accounting principles used in the preparation of financial statements of state and local
governmental entities that are presented in conformity with U.S. GAAP, and the framework for se-
lecting those principles. GASB Statement No. 55 is effective upon issuance.

As a result of these developments, this appendix has not been conformed to reflect FASB ASC.
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establishing accounting principles or describing existing account-
ing practices that are generally accepted, provided those pro-
nouncements have been exposed for public comment and have
been cleared by a body referred to in category (a).1

c. Pronouncements of bodies, organized by a body referred to in cat-
egory (a) and composed of expert accountants, that deliberate ac-
counting issues in public forums for the purpose of interpreting or
establishing accounting principles or describing existing account-
ing practices that are generally accepted, or pronouncements re-
ferred to in category (b) that have been cleared by a body referred
to in category (a) but have not been exposed for public comment.

d. Practices or pronouncements that are widely recognized as being
generally accepted because they represent prevalent practice in
a particular industry or the knowledgeable application to specific
circumstances of pronouncements that are generally accepted.

Generally accepted accounting principles recognize the importance of report-
ing transactions and events in accordance with their substance. The accountant
should consider whether the substance of transactions or events differs mate-
rially from their form.

If the accounting treatment of a transaction or event is not specified by a pro-
nouncement covered by Rule 203 [ET section 203.01], the accountant should
consider whether the accounting treatment is specified by another source of
established accounting principles. If an established accounting principle from
one or more sources in category (b), (c), or (d) is relevant to the circumstances,
the accountant should be prepared to justify a conclusion that another treat-
ment is generally accepted. If there is a conflict between accounting principles
relevant to the circumstances from one or more sources in category (b), (c), or
(d), the accountant should follow the treatment specified by the source in the
higher category, for example, follow category (b) treatment over category (c),
or be prepared to justify a conclusion that a treatment specified by a source
in the lower category better presents the substance of the transaction in the
circumstances.

The accountant should be aware that the accounting requirements adopted
by regulatory agencies for reports filed with them may differ from generally
accepted accounting principles in certain respects.

Because of developments such as new legislation or the evolution of a new
type of business transaction, there sometimes are no established accounting
principles for reporting a specific transaction or event. In those instances, it
might be possible to report the event or transaction on the basis of its substance
by selecting an accounting principle that appears appropriate when applied in
a manner similar to the application of an established principle to an analogous
transaction or event.

Application to Nongovernmental Entities

For financial statements of entities other than governmental entities:

a. Category (a), officially established accounting principles, consists
of Financial Accounting Standards Board (FASB) Statements of

1 For purposes of this section, the word cleared means that a body referred to in subparagraph
(a) has indicated that it does not object to the issuance of the proposed pronouncement.

AR §100.106



P1: JsY

ACPA096-p3301-3433 ACPA096-Vol-II-PS.cls July 16, 2009 17:21

1480 Statements on Standards for Accounting and Review Services

Financial Accounting Standards and Interpretations, Account-
ing Principles Board (APB) Opinions, and AICPA Accounting Re-
search Bulletins.

b. Category (b) consists of FASB technical bulletins and, if cleared2

by the FASB, AICPA Industry Audit and Accounting Guides, and
AICPA Statements of Position.

c. Category (c) consists of AICPA Accounting Standards Executive
Committee (AcSEC) practice bulletins that have been cleared3 by
the FASB and consensus positions of the FASB Emerging Issues
Task Force.

d. Category (d) includes AICPA accounting interpretations and im-
plementation guides ("Qs and As") published by the FASB staff,
and practices that are widely recognized and prevalent either gen-
erally or in the industry.

In the absence of a pronouncement covered by Rule 203 [ET section 203.01] or
another source of established accounting principles, the accountant performing
the compilation or review of financial statements of entities other than govern-
mental entities may consider other accounting literature, depending on its rel-
evance in the circumstances. Other accounting literature includes, for example,
FASB Statements of Financial Accounting Concepts; AICPA Issues Papers; In-
ternational Accounting Standards of the International Accounting Standards
Committee; Governmental Accounting Standards Board (GASB) statements,
interpretations, and technical bulletins; Federal Accounting Standards Advi-
sory Board (FASAB) statements, interpretations, and technical bulletins; pro-
nouncements of other professional associations or regulatory agencies; Tech-
nical Information Service Inquiries and Replies included in AICPA Technical
Practice Aids; and accounting textbooks, handbooks, and articles. The appro-
priateness of other accounting literature depends on its relevance to particular
circumstances, the specificity of the guidance, and the general recognition of the
issuer or author as an authority. For example, FASB Statements of Financial
Accounting Concepts would normally be more influential than other sources in
this category.

Application to State and Local Governmental Entities

For financial statements of state and local governmental entities:4

a. Category (a), officially established accounting principles, consists
of GASB Statements and Interpretations, as well as AICPA and
FASB pronouncements specifically made applicable to state and
local governmental entities by GASB Statements or Interpreta-
tions. GASB Statements and Interpretations are periodically in-
corporated in the Codification of Governmental Accounting and
Financial Reporting Standards.

b. Category (b) consists of GASB technical bulletins and, if specifi-
cally made applicable to state and local governmental entities by

2 The accountant should assume that such pronouncements have been cleared by the FASB
unless the pronouncement indicates otherwise.

3 The accountant should assume that such pronouncements have been cleared by the FASB
unless the pronouncement indicates otherwise.

4 State and local governmental entities include public benefit corporations and authorities; public
employee retirement systems; and governmental utilities, hospitals and other health care providers,
and colleges and universities.
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the AICPA and cleared5 by the GASB, AICPA Industry Audit and
Accounting Guides, and AICPA Statements of Position.

c. Category (c) consists of AICPA AcSEC practice bulletins if specifi-
cally made applicable to state and local governmental entities and
cleared6 by the GASB, as well as consensus positions of a group of
accountants organized by the GASB that attempts to reach con-
sensus positions on accounting issues applicable to state and local
governmental entities.7

d. Category (d) includes implementation guides ("Qs and As") pub-
lished by the GASB staff, as well as practices that are widely
recognized and prevalent in state and local government.

In the absence of a pronouncement covered by Rule 203 [ET section 203.01]
or another source of established accounting principles, the accountant of com-
piled or reviewed financial statements of state and local governmental entities
may consider other accounting literature, depending on its relevance in the
circumstances. Other accounting literature includes, for example, GASB con-
cepts statements; the pronouncements referred to in categories (a) through (d)
when not specifically made applicable to state and local governmental enti-
ties either by the GASB or by the organization issuing them; FASB concepts
statements; FASAB statements, interpretations, technical bulletins, and con-
cepts statements; AICPA Issues Papers; International Accounting Standards of
the International Accounting Standards Committee; pronouncements of other
professional associations or regulatory agencies; Technical Information Service
Inquiries and Replies included in AICPA Technical Practice Aids; and account-
ing textbooks, handbooks, and articles. The appropriateness of other accounting
literature depends on its relevance to particular circumstances, the specificity
of the guidance, and the general recognition of the issuer or author as an author-
ity. For example, GASB concepts statements would normally be more influential
than other sources in this category.

Application to Federal Governmental Entities

For financial statements of federal governmental entities:8

a. Category (a), officially established accounting principles, consists
of FASAB statements and interpretations, as well as AICPA and
FASB pronouncements specifically made applicable to federal
governmental entities by FASAB statements or interpretations.
FASAB statements and interpretations will be periodically incor-
porated in a publication by the FASAB.

b. Category (b) consists of FASAB technical bulletins and, if specif-
ically made applicable to federal governmental entities by the
AICPA and cleared by the FASAB, AICPA Industry Audit and
Accounting Guides and AICPA Statements of Position.9

5 The accountant should assume that such pronouncements specifically made applicable to state
and local governments have been cleared by the GASB unless the pronouncement indicates otherwise.

6 The accountant should assume that such pronouncements specifically made applicable to state
and local governments have been cleared by the GASB unless the pronouncement indicates otherwise.

7 As of the date of this appendix, the GASB had not organized such a group.
8 Federal Accounting Standards Advisory Board (FASAB) Concepts Statement No. 2, Entity and

Display, defines federal governmental entities.
9 The accountant should assume that such pronouncements specifically made applicable to fed-

eral governmental entities have been cleared by the FASAB unless the pronouncement indicates
otherwise.
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c. Category (c) consists of AICPA AcSEC practice bulletins if specif-
ically made applicable to federal governmental entities and
cleared by the FASAB, as well as Technical Releases of the Ac-
counting and Auditing Policy Committee of the FASAB.

d. Category (d) includes implementation guides published by the
FASAB staff, as well as practices that are widely recognized and
prevalent in the federal government.

In the absence of a pronouncement covered by Rule 203 [ET section 203.01] or
another source of established accounting principles, the accountant of compiled
or reviewed financial statements of a federal governmental entity may consider
other accounting literature, depending on its relevance in the circumstances.
Other accounting literature includes, for example, FASAB concepts statements;
the pronouncements referred to in categories (a) through (d) when not specif-
ically made applicable to federal governmental entities by the FASAB; FASB
concepts statements; GASB statements, interpretations, technical bulletins,
and concepts statements; AICPA Issues Papers; International Accounting Stan-
dards of the International Accounting Standards Committee; pronouncements
of other professional associations or regulatory agencies; Technical Information
Service Inquiries and Replies included in AICPA Technical Practice Aids; and
accounting textbooks, handbooks, and articles. The appropriateness of other
accounting literature depends on its relevance to particular circumstances, the
specificity of the guidance, and the general recognition of the issuer or author
as an authority. For example, FASAB concepts statements would normally be
more influential than other sources in this category. [Paragraph added, effec-
tive for compilations and reviews of financial statements for periods ending on
or after December 15, 2007, by the issuance of SSARS No. 15.]
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AR Section 9100

Compilation and Review of Financial
Statements: Accounting and Review Services
Interpretations of Section 100

1. Omission of Disclosures in Reviewed Financial Statements
.01 Question—Paragraphs 19.–22. of Statement on Standards for Account-

ing and Review Services (SSARS) No. 1, Compilation and Review of Financial
Statements (sec. 100 par. .19–.22), provides guidance to the accountant when a
departure from GAAP relates to the omission of substantially all disclosures in
the financial statements that he has compiled. Paragraph 56 of SSARS No. 1
(sec. 100 par. .56) states that, in all other circumstances, an accountant should
consider whether modification of his standard report is adequate to disclose
a departure from generally accepted accounting principles (GAAP). When a
departure from GAAP relates to the omission of substantially all disclosures
in financial statements that the accountant has reviewed, is disclosure of such
omission in a separate paragraph of the accountant's report similar to the exam-
ple in paragraph 22. of SSARS No. 1 (sec. 100 par. .22) an adequate modification
of his report?

.02 Interpretation—No. The guidance in paragraphs 19.–22. of SSARS
No. 1 (sec. 100 par. .19–.22) only applies when financial statements that the
accountant has compiled omit substantially all of the disclosures required by
GAAP or an other comprehensive basis of accounting. Because of the reporting
requirements of SSARS No. 1 [sec. 100], an accountant ordinarily would not
accept an engagement to review financial statements that omit substantially
all of the disclosures required by GAAP. When an accountant who undertakes
to review financial statements subsequently finds that his client declines to in-
clude substantially all required disclosures, his review report should include the
disclosures omitted from the statements. However, if the information required
to be disclosed has not been determined by management or is not known as the
result of the accountant's procedures, the accountant is not required to deter-
mine the specific information that should be disclosed. In that circumstance,
the accountant's report should specifically identify the nature of the omitted
disclosures.

[Issue Date: December 1979; Revised: November 2002; Revised: May 2004;
Revised: July 2005.]

[2.] Financial Statements Included in SEC Filings
[.03–.05] [Withdrawn, December 2008, by the Accounting and Review Ser-

vices Committee.]

3. Reporting on the Highest Level of Service
.06 Question—Paragraphs 4. and 9. of SSARS No. 1 (sec. 100 par. .04 and

par. .09) recognize that an accountant may consider it necessary to perform
other accounting services to enable him to compile financial statements. Para-
graph 2 of SSARS No. 1 (sec 100 par. .02) provides that when an accountant
performs more than one service with respect to the financial statements of an
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entity he should issue the report that is appropriate for the highest level of ser-
vice rendered. Does paragraph 2. of SSARS No. 1 (sec. 100 par. .02) require the
accountant to evaluate the extent of other accounting services he has performed
in a compilation engagement to report on financial statements and to decide
whether a review report should be issued instead of a compilation report?

.07 Interpretation—No. SSARS No. 1 (sec. 100) requires the accountant to
issue a report whenever he completes and reports on a compilation or performs
a review of the financial statements of a nonissuer. The statement that the
accountant should issue a report that is appropriate for the highest level of
service rendered is intended to make clear that if, for example, the accountant
has both reported on compiled financial statements and reviewed the financial
statements that he was engaged to review, he would need to issue only a review
report.

.08 SSARS No. 1 (sec. 100) imposes no requirement for the accountant to
"upgrade" his report because he has performed other accounting services. How-
ever, the accountant may wish to evaluate whether, as a result of performing
such services, he is in a position to issue a review report when he was engaged
only to report on a compilation. In such circumstances, he may wish to discuss
the matter with his client and they may decide to revise their understanding
regarding the nature of the services to be rendered.

.09 Question—An entity may wish to engage an accountant to report on
compiled financial statements each month and also to review the financial state-
ments of the entity for a quarterly or an annual period. May an accountant issue
a compilation report on the monthly financial statements and a review report
on quarterly or annual financial statements for a period ending on the same
date as one of the monthly financial statements?

.10 Interpretation—Yes. An accountant may accept an engagement to re-
port on compiled financial statements for an interim period and an engagement
to review the financial statements for another period that ends on the same
date, provided he complies with the applicable standards for each engagement.

.11 Question—An accountant who has been engaged to report on a compi-
lation or review of the financial statements of an entity may also be requested to
perform a higher level of service with respect to the same financial statements.
Is the acceptance of such an engagement appropriate?

.12 Interpretation—Yes. SSARS No. 1 (sec. 100) does not prohibit the ac-
countant from accepting an engagement to perform a higher level of service
with respect to financial statements that have been previously compiled or re-
viewed.

[Issue Date: December 1979; Revised: October 2000;
Revised: February 2008.]

[4.] Discovery of Information After the Date of the Accountant’s Report
[.13–.15] [Rescinded, July 2007, by Statement on Standards for Account-

ing and Review Services No. 15.]

5. Planning and Supervision
.16 Question—Rule 201C, General Standards [ET sec. 201 par. .01C)

states: "Adequately plan and supervise the performance of professional ser-
vices." Although SAS No. 22, Planning and Supervision (AU sec. 311), deals
with these matters in the context of an audit in accordance with generally ac-
cepted auditing standards, SSARS No. 1 (sec. 100) does not provide specific
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guidance for the planning and supervision of a compilation or review engage-
ment. In the absence of specific guidance on planning and supervision in SSARS
No. 1 (sec. 100), is an accountant required to follow the guidance provided in
SAS No. 22 (AU sec. 311) in the context of a compilation or review engagement
for a nonissuer?

.17 Interpretation—No. SASs do not govern engagements to compile or re-
view financial statements of a nonissuer. However, an accountant may wish to
consider SAS No. 22 [AU sec. 311] or other reference sources, such as textbooks
and articles, when he needs additional information on planning and supervi-
sion. [As amended, effective for compilations and reviews of financial state-
ments for periods ending after December 15, 2008, by SSARS No. 17.]

[Issue Date: August 1981; Revised: November 2002; Revised: February 2008.]

6. Withdrawal From Compilation or Review Engagement
.18 Question—Paragraph 58 of SSARS No. 1 [sec. 100 par. .58] states: "If

the accountant believes that modification of his standard report is not ade-
quate to indicate the deficiencies in the financial statements taken as a whole,
he should withdraw from the compilation or review engagement and provide
no further services with respect to those financial statements." Under what
circumstances would the accountant ordinarily conclude that it is necessary to
withdraw from a compilation or review engagement?

.19 Interpretation—Modification of the accountant's standard report as de-
scribed in paragraph 57. of SSARS No. 1 [sec. 100 par. .57] ordinarily should
be adequate to indicate the deficiencies in the financial statements taken as a
whole. However, in some circumstances, likely to be rare and unusual, the na-
ture, extent, and probable effect of the departures from GAAP or an other com-
prehensive basis of accounting might cause the accountant to question whether
the departures were undertaken with the intention of misleading those who
might reasonably be expected to use such financial statements. In those cir-
cumstances, withdrawal from the compilation or review engagement might be
necessary; however, the accountant ordinarily would not make a decision to
withdraw when the client agreed that the effects of the departures should be
determined and disclosed in the accountant's report.

.20 As an illustration, the client may have entered into a number of leas-
ing arrangements that might be required to be capitalized under Financial Ac-
counting Standards Board (FASB) Accounting Standards Codification (ASC)
840, Leases. The client may not wish to capitalize such leases and may not have
determined the effect of this departure from GAAP. However, the client may be
willing to disclose in the financial statements information such as the nature of
the leased property, the payments required under the leases, and other impor-
tant terms of the leases. In those circumstances, the accountant is not likely to
conclude that the departure was undertaken with the intention of misleading
users, even though the effect of the departure is not quantified in the financial
statements or the accountant's report.

.21 On the other hand, the client may have failed, for example, to make
provision for doubtful accounts and probable sales returns in the face of sig-
nificant adverse business and economic conditions and may be unwilling to
acknowledge that an adjustment should be considered. This might cause the
accountant to question whether other information provided by the client is in-
correct, incomplete, or otherwise unsatisfactory. Also, the accountant's general
knowledge of the entity's business and related matters might lead him to con-
clude that this position indicates an intention of misleading users, particularly
if the effects of the departure are not determined.
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.22 The accountant would also withdraw from the compilation or review
engagement when the financial statements, including disclosures, are not re-
vised and the client refuses to accept the modified standard report that the
accountant believes is appropriate.

[Issue Date: August 1981; Revised: November 2002; Revised: May 2004;
Revised: July 2005; Revised: June 2009.]

7. Reporting When There Are Significant Departures From GAAP
.23 Question—When the financial statements include significant depar-

tures from GAAP or an other comprehensive basis of accounting, may the ac-
countant modify his standard report under paragraph 57. of SSARS No. 1 [sec.
100 par. .57] to include a statement that the financial statements are not in
conformity with GAAP or an other comprehensive basis of accounting?

.24 Interpretation—No. Including such a statement in the accountant's
compilation or review report would be tantamount to expressing an adverse
opinion on the financial statements taken as a whole. Such an opinion can be
expressed only in the context of an audit engagement. Furthermore, such a
statement in a review report would confuse users because it would contradict
the expression of limited assurance required by paragraph 46.(e) of SSARS No.
1 [sec. 100 par. .46e].

.25 However, footnote 30 to paragraph 57. of SSARS No. 1 [sec. 100 par.
.57, footnote 30] indicates that the accountant is not precluded from empha-
sizing in a separate paragraph of his report a matter regarding the financial
statements. The accountant may wish, therefore, to emphasize the limitations
of the financial statements in a separate paragraph of his compilation or re-
view report, depending on his assessment of the possible dollar magnitude of
the effects of the departures, the significance of the affected items to the entity,
the pervasiveness and overall impact of the misstatements, and whether disclo-
sure has been made of the effects of the departures. Such separate paragraph,
which would follow the other modifications of his report (see illustrations in
paragraph 57. of SSARS No. 1 [sec. 100 par. .57]), might read as follows:

Because the significance and pervasiveness of the matters previously discussed
makes it difficult to assess their impact on the financial statements taken as
a whole, users of these financial statements should recognize that they might
reach different conclusions about the company's financial position, results of
operations, and cash flows if they had access to revised financial statements
prepared in conformity with GAAP.

.26 Inclusion of such a separate paragraph in the accountant's compilation
or review report is not a substitute for disclosure of the specific departures or
the effects of such departures when they have been determined by management
or are known as a result of the accountant's procedures. In this connection,
see the interpretation entitled "Omission of Disclosures in Reviewed Financial
Statements" (paragraphs .01–.02).

[Issue Date: August 1981; Revised: November 2002;
Revised: May 2004; Revised: July 2005.]

[8.] Reports on Specified Elements, Accounts, or Items of a Financial
Statement

[.27–.28] [Rescinded, July 2005, by Statement on Standards for Account-
ing and Review Services No. 13.]
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9. Reporting When Management Has Elected to Omit Substantially
All Disclosures

.29 Question—Paragraph 21. of SSARS No. 1 [sec. 100 par. .21] illustrates a
form of standard report appropriate when compiled financial statements omit
substantially all disclosures. The third paragraph of that illustrative report
begins with this sentence: "Management has elected to omit substantially all
of the disclosures . . . required by GAAP." Paragraph 19. of SSARS No. 1 [sec.
100 par. .19] requires the accountant to disclose in his report the fact that
compiled financial statements omit substantially all disclosures but does not
state that there is a need to indicate that "management has elected" to omit
such disclosures. May the accountant modify the wording of his report, for
example, to state that "Management has not included substantially all of the
disclosures . . . " or "The Company has not included substantially all of the
disclosures . . . "?

.30 Interpretation—Use of the language in the third paragraph of the stan-
dard report in paragraph 21. of SSARS No. 1 [sec. 100 par. .21] is encouraged;
it was designed to impress upon management and the users of financial state-
ments that omission of substantially all disclosures is the entity's decision,
not the accountant's. However, provided the report clearly indicates this, the
wording "Management has elected to omit" may be modified. Language such as
"These financial statements do not include substantially all of the disclosures
. . ." should not be used because some might infer that the decision to omit
disclosures was the accountant's.

[Issue Date: May 1982.]

10. Reporting on Tax Returns
.31 Question—May an accountant comply with a request from a nonissuer

to issue a compilation or review report on financial information contained in
a tax return, as in Form 1040, U.S. Individual Income Tax Return, or Form
1120, U.S. Corporation Income Tax Return, or in an information return, as in
Form 990, Return of Organization Exempt from Income Tax, Form 1065, U.S.
Partnership Return of Income, or Form 5500, Return of Employee Benefit Plan?

.32 Interpretation—SSARS No. 1 [sec. 100] imposes no requirement on an
accountant to report on financial information contained in a tax return. The
fact that a return is subsequently used for a purpose other than submission to
taxing authorities does not affect that exception. However, an accountant may
decide to accept an engagement to issue a compilation or review report on such
a return. In that case, he must comply with the applicable performance and
reporting standards.

[Issue Date: November 1982; Revised: February 2008.]

[11.] Reporting on Uncertainties
[.33–.40] [Rescinded, February 2007, by the issuance of Interpretation

No. 29.]

[12.] Reporting on a Comprehensive Basis of Accounting Other Than
GAAP

[.41–.45] [Rescinded, July 2007, by Statement on Standards for Account-
ing and Review Services No. 15.][1]

[1] [Footnote deleted by SSARS No. 15, July 2007.]
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13. Additional Procedures
.46 Question—Certain procedures, such as confirmation of receivables and

observation of inventories, are customarily performed in an audit but not in
compilation or review engagements. If an accountant performs such "audit-
ing procedures" in connection with a compilation or review engagement, is he
required to change the engagement to an audit?

.47 Interpretation—No. Paragraph 10. of SSARS No. 1 [sec. 100 par. .10]
states that in a compilation engagement there is no requirement "to verify, cor-
roborate, or review information," but it does not preclude the accountant from
making inquiries or performing additional procedures. Similarly, paragraph
31. of SSARS No. 1 [sec. 100 par. .31] states that a review engagement "does
not contemplate obtaining an understanding of internal control or assessing
control risk, tests of accounting records and of responses to inquiries by obtain-
ing corroborating evidential matter, and certain other procedures ordinarily
performed during an audit." However, it also indicates that there may be cir-
cumstances when the accountant "should perform the additional procedures
he deems necessary. . . . " These citations make it clear that the standards for
performing compilations or reviews of financial statements do not preclude the
accountant from performing procedures that he deems necessary or that his
client requests.

.48 Paragraph 5. of SSARS No. 1 [sec. 100 par. .05] does require the ac-
countant to establish an understanding with the entity regarding the services
to be performed, including "a description of the report the accountant expects
to render," and this understanding establishes the terms and objectives of the
engagement. When the accountant, in connection with a compilation or review
engagement, plans to perform procedures that are customarily applied during
an audit, he may wish to place additional importance on whether his under-
standing with the client should be in writing.2

.49 The wording of confirmation requests or other communications related
to additional procedures performed in the course of a compilation or review
engagement should not use phrases such as "as part of an audit of the financial
statements" (emphasis supplied).

[Issue Date: March 1983; Revised: October 2000;
Revised: November 2002; Revised: May 2004.]

[14.] Reporting on Financial Statements When the Scope of the
Accountant’s Procedures Has Been Restricted

[.50–.53] [Withdrawn, April 1990, by the Accounting and Review Services
Committee.]

15. Differentiating a Financial Statement Presentation
From a Trial Balance

.54 Question—Paragraph 1. of SSARS No. 1 [sec. 100 par. .01] states that
the accountant should not submit unaudited financial statements of a non-
issuer to his or her client or a third party unless, as a minimum, he or she com-
plies with the provisions of SSARS No. 1 [sec. 100] applicable to a compilation
engagement.

2 If the engagement is to compile financial statements not expected to be used by a third party, a
written communication is required.
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.55 What attributes should an accountant consider when differentiating a
financial statement from a trial balance to determine if SSARSs apply to the
accounting services performed?

.56 Interpretation—The accountant should consider, among other matters,
the following attributes when (1) determining whether a financial presentation
is a financial statement or a trial balance and (2) modifying the presentation
to eliminate features in the presentation that blur the distinction between a
financial statement and a trial balance.

• Generally, a financial statement features the combination of similar
general ledger accounts to create classifications or account groupings
with corresponding subtotals and totals of dollar amounts. Some exam-
ples of these classifications or account groupings are "current assets,"
"long-term debt," and "revenues." In addition, contra accounts are gen-
erally netted against the related primary accounts in financial state-
ment presentations (that is, "Accounts Receivable Net of Allowance
for Bad Debts"). In contrast, a trial balance consists of a listing of all
of the general ledger accounts and their corresponding debit or credit
balances.

• Financial statements generally contain titles that identify the presen-
tation as one intended to present financial position, results of opera-
tions, or cash flows. Typical titles for financial statements include:

a. Balance Sheet

b. Statement of Income or Statement of Operations

c. Statement of Comprehensive Income

d. Statement of Retained Earnings

e. Statement of Cash Flows

f. Statement of Changes in Owners' Equity

g. Statement of Assets and Liabilities (with or without owners' eq-
uity accounts)

h. Statement of Revenue and Expenses

i. Statement of Financial Position

j. Statement of Activities

k. Summary of Operations

l. Statement of Operations by Product Lines

m. Statement of Cash Receipts and Disbursements

Examples of typical titles for trial balance presentations are:

a. Trial Balance

b. Working Trial Balance

c. Adjusted Trial Balance

d. Listing of General Ledger Accounts

• The balance sheet in a set of financial statements segregates asset, li-
ability, and owners' equity accounts and presents these three elements
based on the following basic example equation:

Assets = Liabilities + Owners' Equity

The elements of the income statement and their relationship to net income are
presented based on the following basic example equation:

Revenues - Expenses + Gains - Losses = Net Income
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In a trial balance, no attempt is made to establish a mathematical relationship
among the elements except that total debits equal total credits.

• The income statement in a set of financial statements generally con-
tains a caption such as "Net Income" or "Net Revenues over Expenses"
that identifies the net results of operations. Trial balance presenta-
tions generally do not contain similar captions.

• The balance sheet in a set of financial statements usually presents
assets in the order of their liquidity and liabilities in the order of their
maturity. In a trial balance, the accounts are generally listed in account
number order as they appear in the general ledger.

• In a set of financial statements, the income statement articulates with
the balance sheet because the net results of operations are added to or
subtracted from opening retained earnings. In a trial balance, the net
results of operations are generally not closed out to retained earnings.

.57 The accountant should use judgment when considering these at-
tributes to determine whether the financial presentation constitutes a financial
statement or a trial balance. When making this determination, the accountant
should consider the preponderance of the attributes of the financial presen-
tation. For example, a trial balance that contains one or two attributes of a
financial statement may, in the accountant's judgment, still constitute a trial
balance. When the presentation is deemed to be a financial statement and the
accountant does not modify the presentation to conform with the attributes of
a trial balance, the accountant, at a minimum, should compile the financial
statements in accordance with SSARS No. 1 [sec. 100].

[Issue Date: September 1990; Revised: October 2000;
Revised: February 2008.]

[16.] Determining if the Accountant Has ”Submitted” Financial
Statements Even When Not Engaged to Compile or Review Financial
Statements

[.58–.60] [Withdrawn, November 1992, by SSARS No. 7.][3]

17. Submitting Draft Financial Statements
.61 Question—Accountants frequently submit draft financial statements

(1) because information needed to complete a compilation or review of the fi-
nancial statements will not be available until a later date or (2) to provide the
client with the opportunity to read and analyze the financial statements prior
to their final issuance. Is it permissible for the accountant to submit draft fi-
nancial statements without intending to comply with the reporting provisions
of SSARS No. 1 [sec. 100]?

.62 Interpretation—Except in those instances where the financial state-
ments are not expected to be used by a third party, as permitted under para-
graphs 24–27 of SSARS No. 1 [sec. 100 par. .24–.27], an accountant should not
submit draft financial statements without intending to submit those financial
statements in final form accompanied by an appropriate compilation or review
report prescribed by SSARS No. 1 [sec. 100]. However, as long as the accountant
intends to submit the financial statements in final form and labels each page
of draft financial statements with words such as "Draft," "Preliminary Draft,"
"Draft—Subject to Changes," or "Working Draft," the accountant is not required

[3] [Footnote deleted by the issuance of SSARS No. 7, November 1992.]
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to comply with the reporting provisions of SSARS No. 1 [sec. 100] with respect
to those draft financial statements. In the rare circumstance where the accoun-
tant intended to but never submitted final financial statements, the accountant
may want to document the reasons why he or she was unable to submit those
financial statements.

[Issue Date: September 1990; Revised: October 2000.]

[18.] Special-Purpose Financial Presentations to Comply With
Contractual Agreements or Regulatory Provisions

[.63–.72] [Rescinded, September 2005, by the Accounting and Review Ser-
vices Committee.][4-9]

19. Reporting When Financial Statements Contain a Departure From
Promulgated Accounting Principles That Prevents the Financial Statements
From Being Misleading

.73 Question—Rule 203, Accounting Principles (ET sec. 203 par. .01), of the
AICPA Code of Professional Conduct states:

A member shall not (1) express an opinion or state affirmatively that the finan-
cial statements or other financial data of any entity are presented in conformity
with GAAP or (2) state that he or she is not aware of any material modifica-
tions that should be made to such statements or data in order for them to be in
conformity with GAAP, if such statements or data contain any departure from
an accounting principle promulgated by bodies designated by Council to estab-
lish such principles that has a material effect on the statements or data taken
as a whole. If, however, the statements or data contain such a departure and
the member can demonstrate that due to unusual circumstances the financial
statements or data would otherwise have been misleading, the member can
comply with the rule by describing the departure, its approximate effects, if
practicable, and the reasons why compliance with the principle would result in
a misleading statement.

Paragraphs 56–58 of SSARS No. 1 [sec. 100 par. .56–.58] do not address the
Rule 203 [ET sec. 203 par. .01] circumstances. When the circumstances contem-
plated by Rule 203 [ET sec. 203 par. .01] are present, how should the accountant
report on the information described in the rule?

.74 Interpretation—When the circumstances contemplated by Rule 203
[ET sec. 203 par. .01] are present in a review engagement, the accountant's
review report should include, in a separate paragraph or paragraphs, the infor-
mation required by Rule 203 [ET sec. 203 par. .01]. In such a case, the accoun-
tant would not modify the standard review report, except for the addition of the
separate paragraph(s) that contains the information required by Rule 203 [ET
sec. 203 par. .01], unless there are other reasons to do so that are not associated
with the departure from a promulgated principle.

.75 Rule 203 [ET sec. 203.01] does not apply to engagements to report
on a compilation. Accordingly, when the accountant is reporting on a compi-
lation engagement and is confronted with the circumstances contemplated by
Rule 203 [ET sec. 203.01], the guidance in paragraphs 56–58 of SSARS No. 1
[sec. 100.56–.58] pertaining to departures from GAAP should be followed.

[Issue Date: February 1991; Revised: October 2000;
Revised: November 2002; Revised: May 2004; Revised: July 2005.]

[4-9] [Footnotes deleted, September 2005.]
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20. Applicability of Statements on Standards for Accounting and Review
Services to Litigation Services

.76 Question—When are litigation services excluded from the applicability
of SSARS?

.77 Interpretation—SSARS do not apply to financial statements submitted
in conjunction with litigation services that involve pending or potential formal
legal or regulatory proceedings before a "trier of fact"10 in connection with the
resolution of a dispute between two or more parties when the:

(a) Service consists of being an expert witness.

(b) Service consists of being a "trier of fact" or acting on behalf of one.

(c) Accountant's work under the rules of the proceedings is subject to de-
tailed analysis and challenge by each party to the dispute.

(d) Accountant is engaged by an attorney to do work that will be protected
by the attorney's work product privilege and such work is not intended
to be used for other purposes.

When performing such litigation services the accountant should comply with
Rule 201 [ET sec. 201 par. .01].

.78 Question—When do SSARSs apply to litigation service engagements?

.79 Interpretation—SSARSs apply to litigation service engagements when
the accountant:

a. Submits unaudited financial statements of a nonissuer that are the
representation of management (owners) to others who under the rules
of the proceedings do not have the opportunity to analyze and challenge
the accountant's work, or

b. Is specifically engaged to submit, in accordance with SSARSs, financial
statements that are the representation of management (owners).

[Issue Date: May 1991; Revised: October 2000; Revised: February 2008.]

21. Applicability of SSARS No. 1 When Performing Controllership or
Other Management Services

.80 Question—An accountant is in the practice of public accounting and
provides an entity with controllership or other management services that entail
the submission of financial statements. Is the accountant required to follow the
requirements of SSARS No. 1 [sec. 100]?

.81 Interpretation—If the accountant is in the practice of public accounting
as defined by the AICPA's Code of Conduct (ET sec. 92 par. .25) and is not a
stockholder, partner, director, officer, or employee of the entity, the accountant is
required to follow the performance and communication requirements of SSARS
No. 1 [sec. 100], including any requirement to disclose a lack of independence.11

.82 If the accountant is in the practice of public accounting and is also a
stockholder, partner, director, officer, or employee of the entity, the accountant
may either (1) comply with the requirements of SSARS No. 1 [sec. 100], or (2)

10 A "trier of fact" in this section means a court, regulatory body, or government authority; their
agents; a grand jury; or an arbitrator or mediator of the dispute. [Footnote renumbered by the revision
to Interpretation No. 18, January 2004.]

11 If the compilation is not intended for third party use, SSARS No. 1 as amended by SSARS
No. 8 [sec. 100].may be appropriate. [Footnote renumbered by the revision to Interpretation No. 18,
January 2004.]
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communicate, preferably in writing, the accountant's relationship to the entity
(for example, stockholder, partner, director, officer, or employee).12

.83 The following is an example of the type of communication that may be
used by the accountant:

The accompanying balance sheet of Company X as of December 31, 20XX, and
the related statements of income and cash flows for the year then ended have
been prepared by [name of accountant], CPA. I have prepared such financial
statements in my capacity [describe capacity, for example, as a director] of Com-
pany X.

.84 If an accountant is not in the practice of public accounting, the issuance
of a report under SSARS would be inappropriate; however, the previously men-
tioned communication may be used.

[Issue Date: July 2002.]

22. Use of ”Selected Information—Substantially All Disclosures Required
by Generally Accepted Accounting Principles Are Not Included”

.85 Question—Can an accountant label notes to the financial statements
"Selected Information—Substantially All Disclosures Required by Generally
Accepted Accounting Principles Are Not Included" when the client includes
more than a few required disclosures?

.86 Interpretation—No. As discussed in paragraph 19. of SSARS No. 1 [sec.
100 par. .19], when the entity wishes to include disclosures about only a few
matters in the form of notes to the financial statements, such disclosures should
be labeled "Selected Information—Substantially All Disclosures Required by
Generally Accepted Accounting Principles Are Not Included."

.87 When the financial statements include more than a few disclosures,
this guidance is not appropriate. The omission of one or more notes, when sub-
stantially all other disclosures are presented, should be treated in a compilation
or review report like any other departure from GAAP, and the nature of the de-
parture and its effects, if known, should be disclosed.

.88 The label "Selected Information—Substantially All Disclosures Re-
quired by Generally Accepted Accounting Principles Are Not Included" should
not be used in situations where substantially all disclosures are included. The
label "Selected Information—Substantially All Disclosures Required by Gen-
erally Accepted Accounting Principles Are Not Included" is not intended to be
used for the omission of (intentionally or unintentionally) one or more disclo-
sures and the accountant should use his or her judgment in determining the
appropriateness of the label.

[Issue Date: December 2002.]

23. Applicability of Statements on Standards for Accounting and Review
Services When an Accountant Engaged to Perform a Business Valuation
Derives Information From an Entity’s Tax Return

.89 Question—When an accountant is engaged to perform a business val-
uation of an entity, it may be necessary for the accountant to derive financial
information to be used in that business valuation from the client's tax return.

12 The accountant should refer to Ruling No. 10, "Submission of Financial Statement by a Member
in Public Practice," of ET section 291, Ethics Rulings on General and Technical Standards [ET sec.
291 par. .019–.020], for additional guidance. [Footnote renumbered by the revision to Interpretation
No. 18, January 2004.]
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This is particularly true if the entity does not have audited, reviewed, or com-
piled financial statements. If an accountant derives financial information from
an entity's tax return, and such information is presented as part of the business
valuation report, do SSARSs apply?

.90 Interpretation—No. As discussed in paragraph 4. of SSARS No. 1 [sec.
100 par. .04], under the definition of a financial statement, "Financial forecasts,
projections and similar presentations, and financial presentations included in
tax returns are not financial statements for purposes of this Statement." There-
fore, even if the accountant has prepared the tax return, he or she has not
prepared financial statements in accordance with SSARSs and the financial
information derived from the tax return and presented as part of a business
valuation is not deemed to be submission of financial statements as contem-
plated by SSARS No. 1 [sec. 100].

.91 When an accountant, in the course of performing a business valua-
tion engagement, derives financial information from the client's tax return, or
another accountant's audited, reviewed, or compiled financial statements, or
client-prepared financial statements, the accountant should refer to the source
of the financial information and include an indication in the business valuation
report that the accountant has not audited, reviewed, or compiled the financial
information and that the accountant assumes no responsibility for the infor-
mation. (See paragraph 3. of SSARS No. 1 [sec. 100 par. .03].) The following is
an example of wording that may be included in the business valuation report
which incorporates the requirements of paragraph 3. of SSARS No. 1 [sec. 100
par. .03]:

In preparing our business valuation report, we have relied upon historical fi-
nancial information provided to us by management and derived from [refer to
the appropriate source of the information, such as tax return, audit report issued
by another auditor, and so on]. This financial information has not been audited,
reviewed, or compiled by us and accordingly we do not express an opinion or
any form of assurance on this financial information.

.92 However, if the accountant submits financial statements in the course
of performing a business valuation as defined in paragraph 4. of SSARS No. 1
[sec. 100 par. .04], then, at a minimum, the accountant should comply with the
provisions of SSARSs applicable to a compilation engagement.

[Issue Date: August 2003.]

24. Reference to the Country of Origin in a Review or Compilation Report
.93 Question—When issuing a compilation or review report, may the ac-

countant reference the country of origin of the accounting principles used to
prepare the financial statements?

.94 Interpretation—Yes. Although SSARSs do not require the reference to
the country of origin, there is no prohibition to referencing the country of origin
in either a compilation or review report.

Because a compilation report does not reference the accounting criteria, the
accountant may include a reference to the country of origin in an emphasis of
matter paragraph such as the following:

As disclosed in note X, the accompanying financial statements were prepared in
accordance with accounting principles generally accepted in the United States
of America.

The accountant may modify the third paragraph of the standard review
report to read as follows:
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Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with accounting principles generally accepted in the United
States of America.

[Issue Date: September 2003; Revised: May 2008]

25. Omission of the Display of Comprehensive Income in a Compilation
.95 Question—When an element of comprehensive income is present, can

the display of comprehensive income be omitted when issuing a compilation
report with substantially all disclosures omitted?

.96 Interpretation—Yes. FASB ASC 220, Comprehensive Income, requires
the display of comprehensive income when a full set of financial statements
is presented in conformity with GAAP. However, the display of comprehensive
income may be omitted by identifying the omission in the compilation report or
engagement letter (SSARS No. 8, Amendment to Statement on Standards for
Accounting and Review Services No. 1, Compilation and Review of Financial
Statements [sec. 100]). The following is suggested modified wording (shown in
italic) to the standard compilation report found in paragraph 21. of SSARS
No. 1 [sec. 100 par. .21]:

Management has elected to omit substantially all the disclosures, the statement
of cash flows, and the display of comprehensive income required by GAAP. If the
omitted disclosures, the statement of cash flows, and the display of comprehen-
sive income were included in the financial statements, they might influence the
user's conclusions about the company's financial position, results of operations,
and cash flows. Accordingly, these financial statements are not designed for
those who are not informed about such matters.

.97 In addition, if the accountant issues a compilation report on financial
statements that omit substantially all disclosures and the display of compre-
hensive income but include the statement of cash flows, the following is sug-
gested modified wording (shown in italic) to the compilation report found in
paragraph 21. of SSARS No. 1 [sec. 100 par. .21]:

Management has elected to omit substantially all the disclosures and the dis-
play of comprehensive income required by GAAP. If the omitted disclosures and
the display of comprehensive income were included in the financial statements,
they might influence the user's conclusions about the company's financial po-
sition, results of operations, and cash flows. Accordingly, these financial state-
ments are not designed for those who are not informed about such matters.

.98 If the accountant compiles financial statements that include all disclo-
sures but omit the display of comprehensive income, the omission should be
treated as a departure from GAAP.

.99 Additionally, if an element of comprehensive income has not been com-
puted, for example, unrealized gains and losses arising from investments in
marketable securities classified as "available for sale" then the accountant
should consider a departure from GAAP and follow the guidance in paragraphs
56.–58. of SSARS No. 1 [sec. 100 par. .56–.58].

[Issue Date: September 2003; Revised: May 2004; Revised: July 2005;
Revised: June 2009.]

[26.] Communicating Possible Fraud and Illegal Acts
to Management and Others

[.100–.103][13-14] [Rescinded, July 2005, by SSARS No. 12.]

[13-14] [Footnotes deleted by the issuance of SSARS No. 12, July 2005.]
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27. Applicability of Statements on Standards for Accounting and Review
Services to Reviews of Nonissuers Who Are Owned by or Controlled by
an Issuer

.104 Question—A subsidiary of an issuer15 has requested that its financial
statements be reviewed for the purpose of providing those subsidiary financial
statements and the accountant's review report to a local bank as a condition of a
new borrowing arrangement. Because the entity is a subsidiary of a public com-
pany, its auditors have applied auditing and review procedures in accordance
with the professional standards of the Public Company Accounting Oversight
Board (PCAOB) at the subsidiary level.

What authoritative standards should an accountant follow when engaged
to review the separate financial statements of a subsidiary, which itself is not
an issuer?

.105 Interpretation—SSARS No. 1 [sec. 100 par. .04] defines an issuer as:

Any entity other than (a) one whose securities trade in a public market either
on a stock exchange (domestic or foreign) or in the over-the-counter market,
including securities quoted only locally or regionally; (b) one that makes a filing
with a regulatory agency in preparation for the sale of any class of its securities
in a public market; or (c) a subsidiary, corporate joint venture, or other entity
controlled by an entity covered by (a) or (b).

.106 The condition set forth in (c) is intended to be read in the context of
when the review of the subsidiary, corporate joint venture, or other entity is
being performed for the purpose of the controlling entity (the issuer) meeting
its reporting obligations as a result of conditions (a) or (b).

.107 For example, if a subsidiary is being reviewed at an interim period
as part of an entity's filing of its consolidated interim financial statements
with the SEC, then the review should be performed in accordance with PCAOB
standards and SSARSs are not applicable because the review is in the con-
text of the issuer meeting its reporting obligations as a result of conditions
(a) or (b).

.108 However, in the situation where an accountant is engaged to review
the financial statements of a subsidiary, corporate joint venture, or other en-
tity that is not itself an issuer and the review report and reviewed financial
statements are not being filed with the SEC, or another regulatory agency
that requires the accountant to prepare the review report in accordance with
PCAOB standards, the accountant should perform the review in accordance
with SSARSs since the review engagement is not being performed in the con-
text of the issuer meeting its reporting obligations as a result of conditions
(a) or (b).

[Issue Date: August 2005.]

28. Special-Purpose Financial Statements to Comply With Contractual
Agreements or Regulatory Provisions

.109 Question—An accountant may be asked to compile or review special-
purpose financial statements prepared to comply with a contractual agreement
or regulatory provision that specifies a special basis of presentation. In most

15 An "issuer" as defined in Section 2 of The Sarbanes-Oxley Act of 2002 means "an issuer (as
defined in Section 3 of the Securities and Exchange Act of 1934), the securities of which are registered
under Section 12 of that act, or that is required to file reports under Section 15(d), or that files or has
filed a registration statement that has not yet become effective under the Securities Act of 1933, and
that it has not withdrawn."
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circumstances, these financial statements are intended solely for the use of
the parties to the agreement, regulatory bodies, or other specified parties. How
should the accountant modify the standard compilation or review report when
reporting on these special-purpose financial statements?

.110 Interpretation—An accountant who is asked to compile or review
special-purpose financial statements prepared to comply with a contrac-
tual agreement16 or a regulatory provision that specifies a special basis of
presentation17 may issue a compilation or review report on those financial state-
ments in accordance with SSARS 1, as amended [sec. 100] as described in this
interpretation. This interpretation describes reporting on:

a. Special-purpose financial statements prepared in compliance with a
contractual agreement or regulatory provision that does not constitute
a complete presentation of the entity's assets, liabilities, revenues and
expenses, but is otherwise prepared in conformity with GAAP or an
other comprehensive basis of accounting.

or

b. A special-purpose financial presentation (may be a complete set of fi-
nancial statements or a single financial statement) prepared on a basis
of accounting prescribed in an agreement that does not result in a pre-
sentation in conformity with GAAP or an other comprehensive basis
of accounting.

Financial Statements Prepared on a Basis of Accounting Prescribed in a
Contractual Agreement or Regulatory Provision That Results in an
Incomplete Presentation but One That Is Otherwise in Conformity With
GAAP or an Other Comprehensive Basis of Accounting

.111 An entity may engage an accountant to compile or review a special-
purpose financial statement prepared in compliance with a contractual agree-
ment or regulatory provision that does not constitute a complete presentation
of the entity's assets, liabilities, revenues, or expenses, but is otherwise pre-
pared in conformity with GAAP or Other Comprehensive Basis of Accounting
(OCBOA). For example, a governmental agency may require a statement of
gross income and certain expenses of an entity's real estate operation in which
income and expenses are measured in conformity with GAAP, but expenses
are defined to exclude certain items such as interest, depreciation, and income
taxes. Such a statement may also present the excess of gross income over de-
fined expenses. Also, a buy-sell agreement may specify a statement of gross
assets and liabilities of the entity measured in conformity with GAAP, but lim-
ited to the assets to be sold and liabilities to be transferred pursuant to the
agreement.

.112 When the accountant submits compiled or reviewed special-purpose
financial statements prepared on a basis of accounting prescribed in a contrac-
tual agreement or regulatory provision that results in an incomplete presenta-
tion but one that is otherwise prepared in conformity with GAAP or OCBOA,

16 A contractual agreement as discussed in this interpretation is an agreement between the client
and one or more third parties other than the accountant.

17 When the contractual agreement or regulatory provision specifies the use of a prescribed form
for which the accountant has been engaged to compile the financial statements identified therein,
the accountant should reference SSARS 3, Compilation Reports on Financial Statements Included in
Certain Prescribed Forms [sec. 300], for an alternative form of standard compilation report when the
prescribed form calls for a departure from GAAP or an other comprehensive basis of accounting.
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the accountant's report should be modified to include an explanatory paragraph
with the following information:

• An explanation of what the financial statement is intended to present
and a reference to the note to the special-purpose financial statement
that describes the basis of presentation.

• If the basis of presentation is in conformity with GAAP or OCBOA,
a statement that the presentation is not intended to be a com-
plete presentation of the entity's assets, liabilities, revenues, and ex-
penses.

• A separate paragraph at the end of the report stating that the report
is intended solely for the information and use of those within the en-
tity, the parties to the contract or agreement, the regulatory agency
with which the report is being filed, or those with whom the entity is
negotiating directly, and is not intended to be and should not be used
by anyone other than these specified parties.

.113 The following is an illustrative example of a compilation report on
special-purpose financial statements:

I (we) have compiled the accompanying statement of net assets sold of XYZ
Company as of December 31, 20X1, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying statement and, accordingly, do not ex-
press an opinion or any other form of assurance on it.

The accompanying statement was prepared for the purpose of presenting the
net assets of XYZ Company sold to ABC Company pursuant to the purchase
agreement described in Note A, and is not intended to be a complete presenta-
tion of XYZ Company's assets and liabilities.

This report is intended solely for the information and use of [the specified par-
ties]18 and is not intended to be and should not be used by anyone other than
these specified parties.

.114 The following is an illustrative example of a review report on special-
purpose financial statements:

I (we) have reviewed the accompanying statement of gross income and direct
operating expenses of XYZ Company for the year ended December 31, 20X1, in
accordance with Statements on Standards for Accounting and Review Services
issued by the American Institute of Certified Public Accountants. All informa-
tion included in this statement is the representation of management (owners)
of XYZ Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an
audit in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

18 The report may list the specified parties or refer the reader to the specified parties listed
elsewhere in the report.
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The accompanying statement was prepared for the purpose of presenting gross
income and direct operating expenses of XYZ Company pursuant to the reg-
ulatory provision described in Note A, and is not intended to be a complete
presentation of XYZ Company's income and expenses.

Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying statement of gross income and direct
operating expenses in order for it to be in conformity with GAAP.

This report is intended solely for the information and use of [the specified par-
ties]19 and is not intended to be and should not be used by anyone other than
these specified parties.

Financial Statements Prepared on a Basis of Accounting Prescribed in an
Agreement That Results in a Presentation That Is Not in Conformity With
GAAP or an OCBOA

.115 An entity may engage an accountant to compile or review a special-
purpose financial statement prepared in conformity with a basis of accounting
that departs from GAAP or an OCBOA. A loan agreement, for example, may
require the borrower to prepare consolidated financial statements in which
assets, such as inventory, are presented on a basis that is not in conformity
with GAAP or an OCBOA. Also, an acquisition agreement may require the
financial statements of the entity being acquired (or a segment of it) to be
prepared in conformity with GAAP except for certain assets, such as receiv-
ables, inventories, and properties for which a valuation basis is specified in the
agreement.

.116 Financial statements prepared under a basis of accounting as dis-
cussed in the preceding are not considered to be prepared in conformity with
an OCBOA because the criteria used to prepare such financial statements do
not meet the requirement of being "criteria having substantial support," even
though the criteria are definite.

.117 When the accountant submits compiled or reviewed special-purpose
financial statements prepared on a basis of accounting prescribed in an agree-
ment that results in a presentation that is not in conformity with GAAP or
OCBOA, the accountant's report should be modified to include an explanatory
paragraph with the following information:

• An explanation of what the presentation is intended to present and a
reference to the note to the special-purpose financial statements that
describes the basis of presentation.

• A statement that the financial statement is not intended to be a pre-
sentation in conformity with GAAP or an OCBOA.

• A description and the source of significant interpretations, if any, made
by the Company's management relating to the provisions of a relevant
agreement.

• A separate paragraph at the end of the report stating that the report is
intended solely for the information and use of those within the entity,
the parties to the contract or agreement, the regulatory agency with
which the report is being filed, or those with whom the entity is nego-
tiating directly, and is not intended to be and should not be used by

19 The report may list the specified parties or refer the reader to the specified parties listed
elsewhere in the report.
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anyone other than these specified parties. For example, if the financial
statements have been prepared for the specified purpose of obtaining
bank financing, the report's use should be restricted to the various
banks with whom the entity is negotiating the proposed financing.

.118 The following is an illustrative example of a compilation report on
special-purpose financial statements:

I (we) have compiled the special-purpose statement of assets and liabilities
of XYZ Company as of December 31, 20X1, and the related special-purpose
statements of revenue and expenses and of cash flows for the year then ended in
accordance with Statements on Standards for Accounting and Review Services
issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying statement and, accordingly, do not ex-
press an opinion or any other form of assurance on it.

The accompanying special-purpose financial statements were prepared for the
purpose of complying with the acquisition agreement between ABC Company
and XYZ Company as discussed in Note A, and are not intended to be a presen-
tation in conformity with GAAP.

This report is intended solely for the information and use of [the specified par-
ties]20 and is not intended to be and should not be used by anyone other than
these specified parties.

.119 The following is an illustrative example of a review report on special-
purpose financial statements:

I (we) have reviewed the accompanying special-purpose statement of assets and
liabilities of XYZ Company as of December 31, 20X1 and the related special-
purpose statements of revenue and expenses and of cash flows for the year then
ended in accordance with Statements on Standards for Accounting and Review
Services issued by the American Institute of Certified Public Accountants. All
information included in these financial statements is the representation of man-
agement (owners) of XYZ Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an
audit in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

The accompanying special-purpose financial statements were prepared for the
purpose of complying with Section 4 of a loan agreement between DEF Bank and
the Company as discussed in Note A, and are not intended to be a presentation
in conformity with GAAP.

Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying special-purpose financial statements
in order for them to be in conformity with the basis of accounting described in
Note A.

20 The report may list the specified parties or refer the reader to the specified parties listed
elsewhere in the report.
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This report is intended solely for the information and use of the [specified par-
ties]21 and should not be used by used by anyone other than these specified
parties.

[Issue Date: December 2006.]

29. Reporting on an Uncertainty, Including an Uncertainty About an
Entity’s Ability to Continue as a Going Concern

.120 Question—How should an accountant modify the standard compila-
tion or review report when, during the performance of compilation or review
procedures, evidence or information comes to the accountant's attention that
there may be an uncertainty about the entity's ability to continue as a going
concern for a reasonable period of time, not to exceed one year beyond the date
of the financial statements being compiled or reviewed?

.121 Interpretation—As stated in footnote 30 in paragraph .57 of section
100, "Normally, neither an uncertainty, including an uncertainty about an en-
tity's ability to continue as a going concern, nor an inconsistency in the applica-
tion of accounting principles would cause the accountant to modify the standard
report provided the financial statements appropriately disclose such matters."
Disclosure requirements with respect to uncertainties are included in FASB
ASC 275, Risks and Uncertainties, FASB ASC 450, Contingencies, and other
authoritative accounting literature. However, the accounting literature does
not provide specific guidance on disclosure of uncertainties caused by concern
about an entity's ability to continue as a going concern.

.122 Continuation of an entity as a going concern is assumed in finan-
cial reporting in the absence of significant information to the contrary. The
accountant should follow the guidance in paragraphs .69–.72 of section 100
with respect to his or her consideration of the entity's ability to continue as a
going concern during the performance of compilation or review procedures.

.123 If the accountant concludes that management's disclosure of the un-
certainty regarding the entity's ability to continue as a going concern is ade-
quate but further decides to include an emphasis of a matter paragraph with
respect to the uncertainty in the accountant's compilation or review report, he
or she may use the following language:

As discussed in Note X, certain conditions indicate that the Company may be
unable to continue as a going concern. The accompanying financial statements
do not include any adjustments that might be necessary should the Company
be unable to continue as a going concern.

.124 Question—If the accountant, while performing a compilation or re-
view, becomes aware of a material uncertainty other than a going concern uncer-
tainty (for example, an uncertainty regarding pending or threatened litigation),
what should the accountant consider in deciding whether a report modification
is necessary?

.125 Interpretation—As stated in footnote 30 in paragraph .57 of section
100, "Normally, neither an uncertainty, including an uncertainty about an en-
tity's ability to continue as a going concern, nor an inconsistency in the applica-
tion of accounting principles would cause the accountant to modify the standard
report provided the financial statements appropriately disclose such matters."
Disclosure requirements with respect to uncertainties are included in FASB
ASC 275, 450, and other authoritative accounting literature.

21 The report may list the specified parties or refer the reader to the specified parties listed
elsewhere in the report.
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.126 If the accountant determines that the disclosure of the uncertainty
is not in accordance with GAAP, he or she should follow the guidance in para-
graphs .46–.48 of section 100.

.127 If the accountant concludes that management's disclosure of the un-
certainty is in accordance with GAAP but further decides to include an empha-
sis of a matter paragraph with respect to the uncertainty in the accountant's
compilation or review report, he or she may use the following language:

As discussed in Note X, the Company is currently named in a legal action.
The Company has determined that it is not possible to predict the eventual
outcome of the legal action but has determined that the resolution of the action
will not result in an adverse judgment that would materially affect the financial
statements. Accordingly, the accompanying financial statements do not include
any adjustments related to the legal action under FASB ASC 450.

.128 Question—Paragraph .19 of section 100 allows the accountant, when
he or she is requested to do so, to compile financial statements that omit sub-
stantially all of the disclosures required by GAAP, provided the report clearly
indicates the omission and the client's decision to omit the disclosures was not,
to the accountant's knowledge, undertaken with the intention of misleading
users of the statements. Should disclosure of an uncertainty be considered so
significant that it also could never be omitted?

.129 Interpretation—No. The user is adequately warned of the limitations
of the financial statements by the report language suggested in paragraph .22
of section 100.

[Issue date: February 2007; Revised: February 2008; Amended: December
2008; Revised: June 2009]

30. Considerations Related to Financial Statements Prepared in
Accordance With International Financial Reporting Standards and
Compilations and Reviews Performed in Accordance With International
Standards

.130 Question—Section 100 provides guidance regarding accountant's re-
ports issued in connection with compilations and reviews of historical financial
statements prepared in accordance with either GAAP or an other comprehen-
sive basis of accounting. May an accountant apply the reporting guidance in
section 100 when engaged to report on financial statements presented in accor-
dance with International Financial Reporting Standards (IFRSs) as issued by
the International Accounting Standards Board (IASB)?

.131 Interpretation—Yes. The IASB has been designated by the Council of
the AICPA as the body to establish international financial reporting standards
for both private and public entities pursuant to Rule 202, Compliance With
Standards, and Rule 203, Accounting Principles, of the AICPA Code of Profes-
sional Conduct (ET sec. 202 par. .01 and ET sec. 203 par. .01) as of May 18,
2008. Accordingly, an accountant may apply the reporting guidance in section
100 when reporting on financial statements presented in accordance with IFRS
as issued by the IASB.

When the accountant compiles financial statements prepared in accordance
with IFRS as issued by the IASB, the accountant may wish to add an emphasis
of matter paragraph such as the following:

As disclosed in note X, the accompanying financial statements were prepared
in accordance with International Financial Reporting Standards as issued by
the International Accounting Standards Board.
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When the accountant compiles financial statements that omit substantially
all disclosures but are otherwise in conformity with IFRS as issued by the IASB,
the accountant may wish to modify the third paragraph of the standard report
as follows:

Management has elected to omit substantially all disclosures (and the state-
ment of cash flows) required by International Financial Reporting Standards
as issued by the International Accounting Standards Board. If the omitted dis-
closures and statement were included in the financial statements, they might
influence the user's conclusions about the company's financial position, results
of operations, and cash flows. Accordingly, these financial statements are not
designed for those who are not informed about such matters.

When the accountant reviews financial statements prepared in accordance
with IFRS as issued by the IASB, an example of the third paragraph of the
accountant's review report follows:

Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with International Financial Reporting Standards as issued
by the International Accounting Standards Board.

.132 An entity may prepare financial statements in conformity with a ju-
risdictional variation of IFRS such that the entity's financial statements do
not contain an explicit and unreserved statement of compliance with IFRS as
issued by the IASB. Because the council of the AICPA has not designated bod-
ies other than the IASB to establish IFRS, paragraphs .56–.58 of section 100
apply.

.133 If financial statements are presented in conformity with both IFRS
as issued by the IASB and a jurisdictional variation of IFRS (for example,
financial statements prepared in conformity with IFRS as issued by the IASB
and with IFRS as endorsed by the European Union), an accountant may follow
the guidance as described previously.

.134 Question—May a U.S. accountant perform a compilation or review of
historical financial statements of a U.S. entity22 in accordance with Interna-
tional Standard on Related Service (ISRS) 4410, Engagements to Compile Fi-
nancial Statements, or International Standard on Review Engagements (ISRE)
2400, Engagements to Review Financial Statements, respectively? The finan-
cial statements may have been prepared in accordance with IFRS or accounting
principles generally accepted in the United States of America.

.135 Interpretation—Yes. An accountant performing a compilation or re-
view of historical financial statements of a U.S. entity is required to follow the
compilation and review standards as promulgated by the AICPA's Account-
ing and Review Services Committee. However, those standards do not prohibit
an accountant from indicating that the compilation or review also was con-
ducted in accordance with another set of compilation or review standards. In
an engagement to compile the historical financial statements in accordance
with ISRS 4410, the accountant may perform the compilation in accordance
with section 100 as well as ISRS 4410. Such a compilation report may read
as follows:

I (we) have compiled the accompanying balance sheet of XYZ Company as of De-
cember 31, 20X1, and the related statements of income, retained earnings, and
cash flows for the year then ended, in accordance with Statements on Standards

22 A U.S. entity is an entity that is either organized or domiciled in the United States of America.
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for Accounting and Review Services issued by the American Institute of Certi-
fied Public Accountants and in accordance with the International Standard on
Related Services applicable to compilation engagements.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

In an engagement to review the historical financial statements in accor-
dance with ISRE 2400, the accountant may perform the review in accor-
dance with section 100 as well as ISRE 2400. Such a review report may read
as follows:

I (we) have reviewed the accompanying balance sheet of XYZ Company as of
December 31, 20X1, and the related statements of income, retained earnings,
and cash flows for the year then ended, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants and in accordance with International Standard
on Review Engagement 2400. All information included in these financial state-
ments is the representation of management (owners) of XYZ Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an
audit in accordance with auditing standards generally accepted in the United
States of America or in accordance with International Standards on Audit-
ing, the objective of which is the expression of an opinion regarding the fi-
nancial statements taken as a whole. Accordingly, I (we) do not express such
an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with accounting principles generally accepted in the United
States of America (or International Financial Reporting Standards as issued
by the International Accounting Standards Board).

[Issue Date: May 2008.]

31. Preparation of Financial Statements for Use by an Entity’s Auditors
.136 Question—Paragraph .24 of section 100 states in part:

"When an accountant submits unaudited financial statements to his or her
client that are not expected to be used by a third party, he or she should either

• issue a compilation report in accordance with the reporting require-
ments discussed in paragraphs .11–.21 or

• document an understanding with the entity through the use of an en-
gagement letter, preferably signed by management, regarding the ser-
vices to be performed and the limitations on the use of those financial
statements."

In the situation where a client engages an accountant, other than its auditor,
to prepare unaudited financial statements on behalf of management and where
those financial statements are provided by management to its outside auditor
for the purposes of the annual audit, is the client's outside auditor deemed to
be a third party using the financial statements?

.137 Interpretation—No. Although the client's outside auditor is a third
party, the auditor is not deemed to be using the financial statements. The
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auditor's role is to apply auditing procedures to those statements in order to ob-
tain sufficient appropriate audit evidence to support his or her opinion on those
statements. Accordingly, the requirements in section 100 paragraphs .24–.27
are applicable.

[Issue Date: December 2008.]
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AR Section 110

Compilation of Specified Elements, Accounts,
or Items of a Financial Statement

Issue date, unless otherwise indicated: July, 2005

Source: SSARS No. 13, SSARS No. 17

.01 Statements on Standards for Accounting and Review Services (SSARS)
currently provide guidance concerning the standards and procedures applicable
when an accountant submits unaudited financial statements to his or her client
or third parties. By definition, presentations of specified elements, accounts, or
items of a financial statement are not financial statements. This Statement
expands SSARS to apply when an accountant is engaged to compile or issues
a compilation report on one or more specified elements, accounts, or items of a
financial statement.

.02 A compilation of one or more specified elements, accounts, or items of
a financial statement is limited to presenting financial information that is the
representation of management (owners) without undertaking to express any
assurance on that information. (The accountant might consider it necessary to
perform other accounting services to compile the financial information.)

.03 Examples of specified elements, accounts, or items of a financial state-
ment that an accountant may compile include schedules of rentals, royalties,
profit participation, or provision for income taxes.

Conditions for Compiling Specified Elements, Accounts,
or Items of a Financial Statement

.04 Nothing in this Statement is intended to preclude an accountant from
preparing or assisting in the preparation of one or more specified elements,
accounts, or items of a financial statement and submitting such specified el-
ements, accounts, or items of a financial statement to the client without the
issuance of a compilation report, unless the accountant has been engaged to
compile such specified elements, accounts, or items of a financial statement.
If an accountant prepares or assists a client in preparing a schedule of one
or more specified elements, accounts, or items of a financial statement,1 the
accountant should consider how such a presentation of specified elements, ac-
counts, or items will be used. The accountant should consider the potential of
being associated with the schedule and the likelihood that the user may inap-
propriately infer, through that association, an unintended level of assurance. If
the accountant believes that he or she will be associated with the information,
the accountant should consider issuing a compilation report so a user will not
infer a level of assurance that does not exist.

1 If the specified element, account, or item of a financial statement is included as accompanying
information to the basic financial statements, the accountant should refer to Statement on Standards
for Accounting and Review Services (SSARS) No. 1, Compilation and Review of Financial Statements
[section 100.70], as amended.
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.05 An engagement to compile one or more specified elements, accounts,
or items of a financial statement may be undertaken as a separate engagement
or in conjunction with a compilation of financial statements.

Understanding With the Entity
.06 When an accountant is engaged to compile one or more specified ele-

ments, accounts, or items of a financial statement, the accountant should es-
tablish an understanding with the entity, preferably in writing, regarding the
services to be performed. The understanding should include a description of the
nature and limitations of the services to be performed and a description of the
report. The understanding should also provide:

a. That the engagement cannot be relied upon to disclose errors,
fraud,2 or illegal acts,3 and

b. That the accountant will inform the appropriate level of manage-
ment of any material errors and of any evidence or information
that comes to the accountant's attention during the engagement
to compile one or more specified elements, accounts, or items of
a financial statement4 that fraud or an illegal act may have oc-
curred.5 The accountant need not report any matters regarding
illegal acts that may have occurred that are clearly inconsequen-
tial and may reach agreement in advance with the entity on the
nature of any such matters to be communicated.

.07 When the accountant is engaged to compile one or more specified ele-
ments, accounts, or items of a financial statement and evidence or information
comes to his or her attention during the engagement that fraud or an illegal
act may have occurred, the accountant must adhere to the communication re-
quirements contained in SSARS No. 1, Compilation and Review of Financial
Statements [section 100.84–.85], as amended.

Performance Requirements
.08 When the accountant is engaged to compile or issues a compilation

report on one or more specified elements, accounts, or items of a financial state-
ment, he or she must adhere to the compilation performance requirements
contained in SSARS No. 1 [section 100.08–.11], as amended.

.09 Before issuance of a compilation report on one or more specified ele-
ments, accounts, or items of a financial statement, the accountant should read
such compiled specified elements, accounts, or items of a financial statement
and consider whether the information appears to be appropriate in form and

2 For purposes of this Statement, fraud is an intentional act that results in a misstatement in
compiled specified elements, accounts, or items of a financial statement.

3 For purposes of this Statement, illegal acts are violations of laws or government regulations,
excluding fraud.

4 Performance requirements with respect to an engagement to compile one or more specified
elements, accounts, or items of a financial statement are contained in paragraphs .08 and .09.

5 Whether the act is, in fact, fraudulent or illegal is a determination that is normally beyond the
accountant's professional competence. An accountant, in reporting on one or more specified elements,
accounts, or items of a financial statement, presents himself or herself as one who is proficient in
accounting and compilation services. The accountant's training, experience, and understanding of the
client and its industry may provide a basis for recognition that some client acts coming to his or her
attention may be fraudulent or illegal. However, the determination as to whether a particular act is
fraudulent or illegal would generally be based on the advice of an informed expert qualified to practice
law or may have to await final determination by a court of law.
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free of obvious material errors. In this context, the term error refers to mistakes
in the compilation of the specified elements, accounts, or items of a financial
statement, including arithmetical or clerical mistakes, and mistakes in the ap-
plication of accounting principles, including disclosures, if presented.

Reporting Requirements
.10 When the accountant is engaged to compile or issues a compilation

report on one or more specified elements, accounts, or items of a financial state-
ment, the basic elements of the report are as follows:

a. A statement that the specified element(s), account(s), or item(s)
identified in the report were compiled. If the compilation was
performed in conjunction with a compilation of the company's fi-
nancial statements, the paragraph should so state and indicate
the date of the accountant's compilation report on those financial
statements. Furthermore, any departure from the standard re-
port on those statements should also be disclosed if considered rel-
evant to the presentation of the specified element(s), account(s),
or item(s).

b. A statement that the compilation was performed in accordance
with Statements on Standards for Accounting and Review Ser-
vices issued by the American Institute of Certified Public Accoun-
tants.

c. A description of the basis on which the specified element(s), ac-
count(s), or item(s) are presented if that basis is not generally
accepted accounting principles and a statement that that basis of
presentation is a comprehensive basis of accounting other than
generally accepted accounting principles.

d. A statement that a compilation is limited to presenting financial
information that is the representation of management (owners).

e. A statement that the specified element(s), account(s), or item(s)
have not been audited or reviewed and, accordingly, the accoun-
tant does not express an opinion or any other form of assurance
on it (them).

f. A signature of the accounting firm or the accountant as appro-
priate. (The signature could be manual, stamped, electronic, or
typed.)

g. The date of the compilation report. (The date of completion of the
compilation should be used as the date of the accountant's report.)

Any other procedures that the accountant might have performed before or dur-
ing the compilation engagement should not be described in the report.

.11 Each page of the compiled specified elements, accounts, or items of
a financial statement should include a reference, such as "See Accountant's
Compilation Report."

.12 Following are illustrations of accountant's compilation reports on spec-
ified elements, accounts, or items of a financial statement.

Report Related to Accounts Receivable

I (we) have compiled the accompanying schedule of accounts receivable of XYZ
Company as of December 31, 20XX, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.
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A compilation is limited to presenting financial information that is the repre-
sentation of management (owners). I (we) have not audited or reviewed the
accompanying schedule of accounts receivable and, accordingly, do not express
an opinion or any other form of assurance on it.

Report Related to the Schedule of Depreciation—Income Tax Basis

I (we) have compiled the accompanying schedule of depreciation—income tax
basis of XYZ Company as of December 31, 20XX, in accordance with Statements
on Standards for Accounting and Review Services issued by the American Insti-
tute of Certified Public Accountants. The schedule of depreciation—income tax
basis has been prepared on the accounting basis used by the Company for fed-
eral income tax purposes, which is a comprehensive basis of accounting other
than generally accepted accounting principles.

A compilation is limited to presenting financial information that is the repre-
sentation of management (owners). I (we) have not audited or reviewed the
accompanying schedule of depreciation—income tax basis and, accordingly, do
not express an opinion or any other form of assurance on it.

.13 An accountant is not precluded from issuing a compilation report on
one or more specified elements, accounts, or items of a financial statement
for an entity with respect to which the accountant is not independent.6 If the
accountant is not independent, he or she should specifically disclose the lack
of independence. However, the reason for the lack of independence should not
be described. When the accountant is not independent, the following should be
included as the last paragraph of the report:

I am (we are) not independent with respect to XYZ Company.

.14 This Statement is effective for engagements entered into after Decem-
ber 15, 2005. Early application is permitted.

6 In making a judgment about whether he or she is independent, the accountant should be guided
by the AICPA Code of Professional Conduct.
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.15

Appendix

Compilation of Specified Elements, Accounts, or Items of a
Financial Statement—Illustrative Engagement Letter

[Appropriate Salutation]

This letter is to confirm our understanding of the terms and objectives of our
engagement and the nature and limitations of the services we will provide.

We will perform the following services:

We will compile, from information you provide, [identify specified element, ac-
count, or item of the financial statement, e.g. schedule of accounts receivable or
schedule of depreciation – income tax basis] of XYZ Company as of December
31, 20XX.

We will compile the [identify specified element, account, or item of the financial
statement] and issue an accountant's report thereon in accordance with State-
ments on Standards for Accounting and Review Services issued by the Amer-
ican Institute of Certified Public Accountants. The objective of a compilation
is to present financial information that is the representation of management
(owners) without undertaking to express any assurance on the information.

A compilation differs significantly from a review or an audit of financial in-
formation. A compilation does not contemplate performing inquiry, analytical
procedures, or other procedures performed in a review. Additionally, a compila-
tion does not contemplate obtaining an understanding of the entity's internal
control; assessing fraud risk; tests of accounting records by obtaining sufficient
appropriate audit evidence through inspection, observation, confirmation, the
examination of source documents (for example, cancelled checks or bank im-
ages); or other procedures ordinarily performed in an audit. Therefore, a com-
pilation does not provide a basis for expressing any level of assurance on the
financial information being compiled.

Our engagement cannot be relied upon to disclose errors, fraud, or illegal acts
that may exist. However, we will inform the appropriate level of management
of any material errors, and of any evidence or information that comes to our at-
tention during the performance of our compilation procedures, that fraud may
have occurred. In addition, we will report to you any evidence or information
that comes to our attention during the performance of our compilation proce-
dures regarding illegal acts that may have occurred, unless they are clearly
inconsequential.

As part of our engagement, we will also [list any nonattest services to be per-
formed, if applicable, such as income tax preparation and bookkeeping services].

You are responsible for:

a. Making all management decisions and performing all management
functions;

b. Designating an individual who possesses suitable skill, knowledge,
and/or experience, preferably within senior management, to oversee
the services;

c. Evaluating the adequacy and results of the services performed;
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d. Accepting responsibility for the results of the services; and

e. Establishing and maintaining internal controls, including monitoring
ongoing activities.

If, for any reason, we are unable to complete the compilation of your [identify
specified element, account, or item of the financial statement], we will not issue
a report on such schedule as a result of this engagement.

Our fees for these services . . . .

We will be pleased to discuss this letter with you at any time.

If the foregoing is in accordance with your understanding, please sign the copy
of this letter in the space provided and return it to us. *

Sincerely yours,

________________________

[Signature of accountant]
Acknowledged:

XYZ Company

_______________________

President

_______________________

Date

[As amended, effective for compilations and reviews of financial statements for
periods ending on or after December 15, 2008, by Statement on Standards for
Accounting and Review Services No. 17.]

* Some accountants prefer not to obtain an acknowledgment, in which case their letter would
omit the paragraph beginning, "If the foregoing..." and the spaces for the acknowledgment. The first
paragraph of their letter might begin as follows: "This letter sets forth our understanding of the terms
and objectives of our engagement..."
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AR Section 120

Compilation of Pro Forma Financial
Information

Issue date, unless otherwise indicated: July, 2005

Source: SSARS No. 14, SSARS No. 17

.01 Statements on Standards for Accounting and Review Services (SSARS)
currently provide guidance concerning the standards and procedures applicable
when an accountant submits unaudited financial statements to his or her client
or third parties. By definition, presentations of pro forma financial information
are not financial statements. This Statement expands SSARS to apply when an
accountant is engaged to compile or issues a compilation report on pro forma
financial information.

.02 A compilation of pro forma financial information is limited to present-
ing financial information that is the representation of management (owners)
without undertaking to express any assurance on that information. (The ac-
countant might consider it necessary to perform other accounting services to
compile the financial information.)

.03 The objective of pro forma financial information is to show what the
significant effects on historical financial information might have been had a
consummated or proposed transaction (or event) occurred at an earlier date. Pro
forma financial information is commonly used to show the effects of transactions
such as the following:

• Business combination

• Change in capitalization

• Disposition of a significant portion of the business

• Change in the form of business organization or status as an au-
tonomous entity

• Proposed sale of securities and the application of the proceeds

.04 This objective is achieved primarily by applying pro forma adjustments
to historical financial information. Pro forma adjustments should be based on
management's assumptions and give effect to all significant effects directly
attributable to the transaction (or event).

.05 Pro forma financial information should be labeled as such to distin-
guish it from historical financial information. This presentation should describe
the transaction (or event) that is reflected in the pro forma financial informa-
tion, the source of the historical financial information on which it is based,
the significant assumptions used in developing the pro forma adjustments, and
any significant uncertainties about those assumptions. The presentation should
also indicate that the pro forma financial information should be read in con-
junction with the related historical financial information and that the pro forma
financial information is not necessarily indicative of the results (such as finan-
cial position and results of operations, as applicable) that would have been
attained had the transaction (or event) actually taken place earlier.
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Conditions for Compiling Pro Forma Financial
Information

.06 Nothing in this Statement is intended to preclude an accountant from
preparing or assisting in the preparation of pro forma financial information
and submitting such pro forma financial information to the client without the
issuance of a compilation report, unless the accountant has been engaged to
compile such pro forma financial information. If an accountant prepares or
assists a client in preparing pro forma financial information,1 the accountant
should consider how such a presentation of pro forma financial information will
be used. The accountant should consider the potential of being associated with
pro forma financial information and the likelihood that the user may inappro-
priately infer, through that association, an unintended level of assurance. If the
accountant believes that he or she will be associated with the information, the
accountant should consider issuing a compilation report so a user will not infer
a level of assurance that does not exist.

.07 An engagement to compile pro forma financial information may be un-
dertaken as a separate engagement or in conjunction with a compilation of
financial statements. The accountant may agree to compile pro forma financial
information if the document that contains the pro forma financial information
includes (or incorporates by reference) complete historical financial statements
of the entity for the most recent year (or for the preceding year if financial state-
ments for the most recent year are not yet available) and, if pro forma financial
information is presented for an interim period, the document also includes (or
incorporates by reference) historical interim financial information for that pe-
riod (which may be presented in condensed form). In the case of a business
combination, the document should include (or incorporate by reference) the ap-
propriate historical financial information for the significant constituent parts
of the combined entity.

.08 Additionally, the historical financial statements of the entity (or, in
the case of a business combination, of each significant constituent part of the
combined entity) on which the pro forma financial information is based must
have been compiled, reviewed, or audited. The accountant's compilation or re-
view report or the auditor's report on the historical financial statements should
be included (or incorporated by reference) in the document containing the pro
forma financial information.

Understanding With the Entity
.09 When an accountant is engaged to compile pro forma financial informa-

tion, the accountant should establish an understanding with the entity, prefer-
ably in writing, regarding the services to be performed. The understanding
should include a description of the nature and limitations of the services to
be performed and a description of the report. The understanding should also
provide:

1 If the pro forma financial information is included as accompanying information to the basic
financial statements, the accountant should refer to Statement on Standards for Accounting and
Review Services (SSARS) No. 1, Compilation and Review of Financial Statements [section 100.83], as
amended.
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a. That the engagement cannot be relied upon to disclose errors,
fraud,2 or illegal acts3 and

b. That the accountant will inform the appropriate level of manage-
ment of any material errors and of any evidence or information
that comes to the accountant's attention during the engagement
to compile pro forma financial information4 that fraud or an il-
legal act may have occurred.5 The accountant need not report
any matters regarding illegal acts that may have occurred that
are clearly inconsequential and may reach agreement in advance
with the entity on the nature of any such matters to be commu-
nicated.

.10 When the accountant is engaged to compile pro forma financial infor-
mation and evidence or information comes to his or her attention during the
engagement that fraud or an illegal act may have occurred, the accountant must
adhere to the communication requirements contained in SSARS No. 1, Compi-
lation and Review of Financial Statements [section 100.84–.85], as amended.

Performance Requirements
.11 When the accountant is engaged to compile or issues a compilation re-

port on pro forma financial information, he or she must adhere to the compila-
tion performance requirements contained in SSARS No. 1 [section 100.08–.11],
as amended.

.12 Before issuance of a compilation report on pro forma financial informa-
tion, the accountant should read such compiled pro forma financial information,
including the summary of significant assumptions,6 and consider whether the
information appears to be appropriate in form and free of obvious material er-
rors. In this context, the term error refers to mistakes in the compilation of the
pro forma financial information, including arithmetical or clerical mistakes,
and mistakes in the application of accounting principles, including disclosures,
if presented.

Reporting Requirements
.13 When the accountant is engaged to compile or issues a compilation

report on pro forma financial information, the basic elements of the report are
as follows:

2 For purposes of this Statement, fraud is an intentional act that results in a misstatement in
compiled pro forma financial information.

3 For purposes of this Statement, illegal acts are violations of laws or government regulations,
excluding fraud.

4 Performance requirements with respect to an engagement to compile pro forma financial infor-
mation are contained in paragraphs .11 and .12.

5 Whether the act is, in fact, fraudulent or illegal is a determination that is normally beyond
the accountant's professional competence. An accountant, in reporting on pro forma financial infor-
mation, presents himself or herself as one who is proficient in accounting and compilation services.
The accountant's training, experience, and understanding of the client and its industry may provide a
basis for recognition that some client acts coming to his or her attention may be fraudulent or illegal.
However, the determination as to whether a particular act is fraudulent or illegal would generally
be based on the advice of an informed expert qualified to practice law or may have to await final
determination by a court of law.

6 The accountant may not report on compiled pro forma financial information if the summary of
significant assumptions is not presented. Nothing in this Statement should be interpreted to preclude
the accountant from reporting on compiled pro forma financial information when management elects
to omit substantially all disclosures. In that situation, the accountant should follow the guidance in
SSARS No. 1 [section 100.19–.21], as amended.
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a. An identification of the pro forma financial information.

b. A statement that the compilation was performed in accordance
with Statements on Standards for Accounting and Review Ser-
vices issued by the American Institute of Certified Public Accoun-
tants.

c. A reference to the financial statements from which the histori-
cal financial information is derived and a statement on whether
such financial statements were compiled, reviewed, or audited.
(The report on pro forma financial information should refer to any
modifications in the accountant's or auditor's report on historical
financial statements.)

d. A statement that the pro forma financial information was com-
piled. If the compilation was performed in conjunction with a
compilation of the company's financial statements, the paragraph
should so state and indicate the date of the accountant's compila-
tion report on those financial statements. Furthermore, any de-
parture from the standard report on those statements should also
be disclosed if considered relevant to the presentation of the pro
forma financial information.

e. A description of the basis on which the pro forma financial infor-
mation is presented if that basis is not generally accepted account-
ing principles and a statement that that basis of presentation is a
comprehensive basis of accounting other than generally accepted
accounting principles.

f. A statement that a compilation is limited to presenting pro forma
financial information that is the representation of management
(owners).

g. A statement that the pro forma financial information has not been
audited or reviewed and, accordingly, the accountant does not ex-
press an opinion or any other form of assurance on it.

h. A separate paragraph explaining the objective of pro forma finan-
cial information and its limitations.

i. A signature of the accounting firm or the accountant as appro-
priate. (The signature could be manual, stamped, electronic, or
typed.)

j. The date of the compilation report. (The date of completion of the
compilation should be used as the date of the accountant's report.)

Any other procedures that the accountant might have performed before or dur-
ing the compilation engagement should not be described in the report.

.14 Each page of the compiled pro forma financial information should in-
clude a reference, such as "See Accountant's Compilation Report."

.15 The following is an illustration of an accountant's compilation report
on pro forma financial information.

I (we) have compiled the accompanying pro forma financial information as of
and for the year ended December 31, 20XX, reflecting the business combination
of the Company and ABC Company in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants. The historical condensed financial statements are
derived from the historical unaudited financial statements of XYZ Company,
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which were compiled by me (us), and of ABC Company, which were compiled
by another (other) accountant(s). 7

A compilation is limited to presenting pro forma financial information that is the
representation of management (owners). I (we) have not audited or reviewed the
accompanying pro forma financial information and, accordingly, do not express
an opinion or any other form of assurance on it.

The objective of this pro forma financial information is to show what the sig-
nificant effects on the historical financial information might have been had the
transaction (or event) occurred at an earlier date. However, the pro forma fi-
nancial information is not necessarily indicative of the results of operations
or related effects on financial position that would have been attained had the
above-mentioned transaction (or event) actually occurred earlier.

[If the presentation does not include all applicable disclosures, the following
paragraph should be added.]8

Management has elected to omit all of the disclosures ordinarily included in
pro forma financial information. The omitted disclosures might have added
significant information regarding the company's pro forma financial position
and results of operations. Accordingly, this pro forma financial information is
not designed for those who are not informed about such matters.

.16 An accountant is not precluded from issuing a compilation report on pro
forma financial information for an entity with respect to which the accountant
is not independent.9 If the accountant is not independent, he or she should
specifically disclose the lack of independence. However, the reason for the lack of
independence should not be described. When the accountant is not independent,
the following should be included as the last paragraph of the report:

I am (we are) not independent with respect to XYZ Company.

.17 This Statement is effective for engagements entered into after Decem-
ber 15, 2005. Early application is permitted.

7 Where one set of historical financial statements is audited or reviewed and the other is audited,
reviewed, or compiled, wording similar to the following would be appropriate:

The historical condensed financial statements are derived from the historical financial statements
of XYZ Company, which were compiled by me (us), and of ABC Company, which were reviewed by
another (other) accountant(s), appearing elsewhere herein (or incorporated by reference).

If either accountant's review report or auditor's report includes an explanatory paragraph or is mod-
ified, that fact should be referred to within this report.

8 The accountant may not report on compiled pro forma financial information if the summary of
significant assumptions is not presented.

9 In making a judgment about whether he or she is independent, the accountant should be guided
by the AICPA Code of Professional Conduct.
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.18

Appendix

Compilation of Pro Forma Financial
Information—Illustrative Engagement Letter

[Appropriate Salutation]

This letter is to confirm our understanding of the terms and objectives of our
engagement and the nature and limitations of the services we will provide.

We will perform the following services:

We will compile, from information you provide, the pro forma financial infor-
mation of XYZ Company as of December 31, 20XX.

We will compile the pro forma financial information and issue an accountant's
report thereon in accordance with Statements on Standards for Accounting and
Review Services issued by the American Institute of Certified Public Accoun-
tants. The objective of a compilation is to present financial information that
is the representation of management (owners) without undertaking to express
any assurance on the information.

A compilation differs significantly from a review or an audit of financial in-
formation. A compilation does not contemplate performing inquiry, analytical
procedures, or other procedures performed in a review. Additionally, a compila-
tion does not contemplate obtaining an understanding of the entity's internal
control; assessing fraud risk; tests of accounting records by obtaining sufficient
appropriate audit evidence through inspection, observation, confirmation, the
examination of source documents (for example, cancelled checks or bank im-
ages); or other procedures ordinarily performed in an audit. Therefore, a com-
pilation does not provide a basis for expressing any level of assurance on the
financial information being compiled.

Our engagement cannot be relied upon to disclose errors, fraud, or illegal acts
that may exist. However, we will inform the appropriate level of management
of any material errors, and of any evidence or information that comes to our at-
tention during the performance of our compilation procedures, that fraud may
have occurred. In addition, we will report to you any evidence or information
that comes to our attention during the performance of our compilation proce-
dures regarding illegal acts that may have occurred, unless they are clearly
inconsequential.

As part of our engagement, we will also [list any nonattest services to be per-
formed, if applicable, such as income tax preparation and bookkeeping services].

You are responsible for:

a. Making all management decisions and performing all manage-
ment functions;

b. Designating an individual who possesses suitable skill, knowl-
edge, and/or experience, preferably within senior management,
to oversee the services;

c. Evaluating the adequacy and results of the services performed;

d. Accepting responsibility for the results of the services; and

e. Establishing and maintaining internal controls, including moni-
toring ongoing activities.
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If, for any reason, we are unable to complete the compilation of your pro forma
financial information, we will not issue a report on such schedule as a result of
this engagement.

Our fees for these services . . . .

We will be pleased to discuss this letter with you at any time.

If the foregoing is in accordance with your understanding, please sign the copy
of this letter in the space provided and return it to us.*

Sincerely yours,

________________________

[Signature of accountant]
Acknowledged:

XYZ Company

_______________________

President

_______________________

Date

[As amended, effective for compilations and reviews of financial statements for
periods ending on or after December 15, 2008, by Statement on Standards for
Accounting and Review Services No. 17.]

* Some accountants prefer not to obtain an acknowledgment, in which case their letter would
omit the paragraph beginning, "If the foregoing..." and the spaces for the acknowledgment. The first
paragraph of their letter might begin as follows: "This letter sets forth our understanding of the terms
and objectives of our engagement..."
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AR Section 200

Reporting on Comparative Financial
Statements

Issue date, unless
otherwise indicated:

October, 1979

Source: SSARS No. 2;
SSARS No. 3; SSARS No. 4;
SSARS No. 5; SSARS No. 7;

SSARS No. 11; SSARS No. 12;
SSARS No. 15; SSARS No. 17

.01 This Section establishes standards for reporting on comparative finan-
cial statements1 of a nonissuer when financial statements of one or more periods
presented have been compiled and reported on or reviewed in accordance with
SSARS No. 1 [AR section 100].2 [Revised, October 2000, to reflect conforming
changes necessary due to the issuance of Statement on Standards for Account-
ing and Review Services No. 8. As amended, effective for compilations and
reviews of financial statements for periods ending after December 15, 2008, by
Statement on Standards for Accounting and Review Services No. 17.]

.02 When comparative financial statements are presented, the accountant
should issue an appropriate report(s) covering each period presented in accor-
dance with the provisions of this Section.[3]

.03 Client-prepared financial statements of some periods that have not
been audited, reviewed, or compiled may be presented on separate pages of a
document that also contains financial statements of other periods on which the
accountant has reported if they are accompanied by an indication by the client
that the accountant has not audited, reviewed, or compiled those financial state-
ments and that the accountant assumes no responsibility for them. Whenever
the accountant becomes aware that financial statements of other periods that
have not been audited, reviewed, or compiled have been presented in columnar
form in a document with financial statements on which he has reported and
that his name has been used or his report included in the document, he should
advise his client that the use of his name or report is inappropriate and should
consider what other actions might be appropriate, including consultation with
his attorney.

1 This Section supersedes Statement on Standards for Accounting and Review Services No. 1,
as amended, paragraph 79 [section 100[.92]]. [Footnote revised, May 2004, to reflect the conforming
changes necessary due to the issuance of Statement on Standards for Accounting and Review Services
No. 10.]

2 The terms nonissuer, financial statements, compilation, and review are defined in paragraph 4 of
AR section 100. [As amended, effective for compilations and reviews of financial statements for periods
ending after December 15, 2008, by Statement on Standards for Accounting and Review Services No.
17.]

[3] [Footnote deleted to reflect the conforming changes necessary due to the issuance of Statement
on Standards for Accounting and Review Services No. 8.]
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.04 An accountant may modify his report with respect to one or more fi-
nancial statements for one or more periods while issuing an unmodified report
on the other financial statements presented.

.05 Compiled financial statements that omit substantially all of the disclo-
sures required by generally accepted accounting principles4 are not comparable
to financial statements that include such disclosures. Accordingly, the accoun-
tant should not issue a report on comparative financial statements when state-
ments for one or more, but not all, of the periods presented omit substantially
all of the disclosures required by generally accepted accounting principles. (See
paragraphs .30 and .31 for guidance on reporting on financial statements that
previously did not omit substantially all of the disclosures required by generally
accepted accounting principles.) [As amended by the issuance of Statement on
Standards for Accounting and Review Services No. 15, July 2007.]

.06 Each page of the comparative financial statements compiled or re-
viewed by the accountant should include a reference such as "See Accountant's
Report."

Definitions
.07 The following definitions apply for purposes of this Section:

Comparative financial statements. Financial statements of two or more periods
presented in columnar form.

Continuing accountant. An accountant who has been engaged to audit, review,
or compile and report on the financial statements of the current period and one
or more consecutive periods immediately prior to the current period.

Updated report. A report issued by a continuing accountant that takes into
consideration information that he becomes aware of during his current en-
gagement and that re-expresses his previous conclusions or, depending on the
circumstances, expresses different conclusions on the financial statements of a
prior period as of the date of his current report.5

Reissued report. A report issued subsequent to the date of the original report
that bears the same date as the original report. A reissued report may need to
be revised for the effects of specific events; in these circumstances, the report
should be dual-dated with the original date and a separate date that applies to
the effects of such events.

Continuing Accountant’s Standard Report
.08 A continuing accountant who performs the same or a higher level of

service with respect to the financial statements of the current period should
update his report on the financial statements of a prior period presented with
those of the current period.6 A continuing accountant who performs a lower

4 For purposes of this Section, reference to generally accepted accounting principles includes,
where applicable, an other comprehensive basis of accounting as defined in AR section 100.04. [Foot-
note amended, effective for compilations and reviews of financial statements for periods ending on
or after December 15, 2007, by the issuance of Statement on Standards for Accounting and Review
Services No. 15.]

5 See paragraphs .13 and .45 of AR section 100, as amended. [Footnote revised, November 2002,
to reflect conforming changes necessary due to the issuance of Statement on Standards for Accounting
and Review Services No. 9. Footnote revised, May 2004, to reflect the conforming changes necessary
due to the issuance of Statement on Standards for Accounting and Review Services No. 10.]

6 For purposes of this Section, a review is a higher level of service and a compilation is a lower
level of service. When one of the periods is audited, see paragraphs .28 and .29.
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level of service with respect to the financial statements of the current period
should either (a) include as a separate paragraph of his report a description of
the responsibility assumed for the financial statements of the prior period (see
paragraphs .11 and .12) or (b) reissue his report on the financial statements of
the prior period.

.09 Examples of a continuing accountant's standard report on comparative
financial statements when the same level of service has been performed for both
periods are presented below:

Compilation Each Period

I (we) have compiled the accompanying balance sheets of XYZ Company as of
December 31, 20X2 and 20X1, and the related statements of income, retained
earnings, and cash flows for the years then ended, in accordance with State-
ments on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

February 1, 20X3

Review Each Period

I (we) have reviewed the accompanying balance sheets of XYZ Company as of
December 31, 20X2 and 20X1, and the related statements of income, retained
earnings, and cash flows for the years then ended, in accordance with State-
ments on Standards for Accounting and Review Services issued by the Ameri-
can Institute of Certified Public Accountants. All information included in these
financial statements is the representation of the management (owners) of XYZ
Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an
audit in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) reviews, I am (we are) not aware of any material modifications
that should be made to the accompanying financial statements in order for them
to be in conformity with generally accepted accounting principles.

March 1, 20X3

[As amended, effective for periods ending after December 15, 1993, by State-
ment on Standards for Accounting and Review Services No. 7.]

.10 An example of a continuing accountant's standard report on compara-
tive financial statements for two periods when the financial statements of the
current period have been reviewed and those of the prior period have been
compiled is presented below:

I (we) have reviewed the accompanying balance sheet of XYZ Company as of
December 31, 20X2, and the related statements of income, retained earnings,
and cash flows for the year then ended, in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants. All information included in these financial state-
ments is the representation of the management (owners) of XYZ Company.

A review consists principally of inquiries of company personnel and analytical
procedures applied to financial data. It is substantially less in scope than an
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audit in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the 20X2 financial statements in order for them to be
in conformity with generally accepted accounting principles.

The accompanying 20X1 financial statements of XYZ Company were compiled
by me (us). A compilation is limited to presenting in the form of financial state-
ments information that is the representation of management (owners). I (we)
have not audited or reviewed the 20X1 financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

March 1, 20X3

[As amended, effective for periods ending after December 15, 1993, by State-
ment on Standards for Accounting and Review Services No. 7.]

.11 A continuing accountant who performs a compilation of the current-
period financial statements and has previously reviewed one or more prior-
period financial statements should report as indicated in either (a) or (b) below:

a. Issue a compilation report on the current-period financial statements
that includes a description of the responsibility assumed for the fi-
nancial statements of the prior period. The description should include
the original date of the accountant's report and should also state that
he has not performed any procedures in connection with that review
engagement after that date.

b. Combine his compilation report on the financial statements of the cur-
rent period with his reissued review report on the financial statements
of the prior period or present them separately. The combined report
should state that the accountant has not performed any procedures in
connection with that review engagement after the date of his review
report.

.12 An example of a paragraph that may be added to a compilation re-
port on the current-period financial statements describing the responsibilities
assumed when prior-period financial statements were reviewed is presented
below:

The accompanying 20X1 financial statements of XYZ Company were previously
reviewed by me (us) and my (our) report dated March 1, 20X2, stated that I
was (we were) not aware of any material modifications that should be made to
those statements in order for them to be in conformity with generally accepted
accounting principles. I (we) have not performed any procedures in connection
with that review engagement after the date of my (our) report on the 20X1
financial statements.

Continuing Accountant’s Changed Reference to a
Departure From Generally Accepted Accounting
Principles

.13 During his current engagement, the accountant should be aware that
circumstances or events may affect the prior-period financial statements pre-
sented, including the adequacy of informative disclosures. The accountant
should consider the effects on his report on the prior-period financial state-
ments of circumstances or events coming to his attention.
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.14 When the accountant's report on the financial statements of the prior
period contains a changed reference to a departure from generally accepted
accounting principles,7 his report should include a separate explanatory para-
graph indicating—

a. The date of the accountant's previous report.

b. The circumstances or events that caused the reference to be changed.

c. When applicable, that the financial statements of the prior period have
been changed.

.15 The following is an example of an explanatory paragraph appropriate
when an accountant's report contains a changed reference to a departure from
generally accepted accounting principles:

In my (our) previous (compilation) (review) report dated March 1, 20X2, on
the 20X1 financial statements, I (we) referred to a departure from generally
accepted accounting principles because the company carried its land at ap-
praised values. However, as disclosed in note X, the company has restated its
20X1 financial statements to reflect its land at cost in accordance with generally
accepted accounting principles.

Predecessor’s Compilation or Review Report
.16 A predecessor may reissue his report at the client's request if he is able

to make satisfactory arrangements with his former client and if he complies
with the provisions of paragraphs .20 to .24. However, a predecessor is not
required to reissue his compilation or review report on the financial statements
of a prior period. If he does not reissue his compilation or review report on
the financial statements of a prior period, a successor should either (a) make
reference to the report of the predecessor in accordance with the provisions
of paragraphs .17 to .19 or (b) perform a compilation, review, or audit of the
financial statements of the prior period and report on them accordingly.[8]

Predecessor’s Compilation or Review Report Not Presented
.17 When the financial statements of a prior period have been compiled

or reviewed by a predecessor whose report is not presented and the successor
has not compiled or reviewed those financial statements, the successor should
make reference in an additional paragraph(s) of his report on the current-period
financial statements to the predecessor's report on the prior-period financial
statements. This reference should include the following matters:

a. A statement that the financial statements of the prior period were
compiled or reviewed by another accountant (other accountants).9

b. The date of his (their) report.

c. A description of the standard form of disclaimer or limited assurance,
as applicable, included in the report.

7 A changed reference includes the removal of a prior reference or the inclusion of a new reference.
[8] [Footnote deleted by the issuance of Statement on Standards for Accounting and Review Ser-

vices No. 4, December 1981.]
9 The successor accountant should not name the predecessor accountant in his or her report; how-

ever, the successor accountant may name the predecessor accountant if the predecessor accountant's
practice was acquired by, or merged with, that of the successor accountant. [As amended, effective
May 2004, by Statement on Standards for Accounting and Review Services No. 11.]
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d. A description or a quotation of any modifications of the standard report
and of any paragraphs emphasizing a matter regarding the financial
statements.

.18 When the predecessor reviewed the financial statements of the prior
period, an example of the last paragraph of the successor's report is as follows:

The 20X1 financial statements of XYZ Company were reviewed by other ac-
countants whose report dated March 1, 20X2, stated that they were not aware
of any material modifications that should be made to those statements in order
for them to be in conformity with generally accepted accounting principles.

.19 When the predecessor compiled the financial statements of the prior
period, an example of the last paragraph of the successor's report is as follows:

The 20X1 financial statements of XYZ Company were compiled by other accoun-
tants whose report dated February 1, 20X2, stated that they did not express an
opinion or any other form of assurance on those statements.

Predecessor’s Compilation or Review Report Reissued
.20 Before reissuing a compilation or review report on the financial state-

ments of a prior period, a predecessor should consider whether his report is still
appropriate. In making this determination, the predecessor should consider
(a) the current form and manner of presentation of the prior-period financial
statements, (b) subsequent events not previously known, and (c) changes in the
financial statements that require the addition or deletion of modifications to
the standard report.

.21 A predecessor should perform the following procedures before reissuing
his compilation or review report on the financial statements of a prior period:

a. Read the financial statements of the current period and the successor's
report.

b. Compare the prior-period financial statements with those previously
issued and with those of the current period.

c. Obtain a letter from the successor that indicates whether he is aware
of any matter that, in his opinion, might have a material effect on the
financial statements, including disclosures, reported on by the prede-
cessor. The predecessor should not refer in his reissued report to this
letter or to the report of the successor.

.22 If a predecessor becomes aware of information, including information
about events or transactions occurring subsequent to the date of his previous
report, that he believes may affect the prior-period financial statements or his
report on them, he should (a) make inquiries or perform analytical procedures
similar to those he would have performed if he had been aware of such infor-
mation at the date of his report on the prior-period financial statements and
(b) perform any other procedures he considers necessary in the circumstances.
For example, the predecessor may wish to discuss this information with the
successor or to review the working papers of the successor as they relate to
the matters affecting the prior-period financial statements. If the predecessor
decides, based on the information obtained, that his report on the prior-period
financial statements should be revised, he should follow the guidance in para-
graphs .14, .15, .23, and .24.

.23 A predecessor's knowledge of the current affairs of his former client
is obviously limited in the absence of a continuing relationship. Consequently,
when reissuing his report on the prior-period financial statements, a predeces-
sor should use the date of his previous report to avoid any implication that
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he has performed procedures after that date other than those described in
paragraphs .20 to .22. If the predecessor revises his report or if the financial
statements are restated, he should dual-date his report (for example, "March
1, 20X1, except for note X, as to which the date is March 15, 20X2"). The prede-
cessor's responsibility for events occurring subsequent to the completion of his
engagement is limited to the specific event referred to in the note or otherwise
disclosed. He should also obtain a written statement from the former client set-
ting forth the information currently acquired and its effect on the prior-period
financial statements and, if applicable, expressing an understanding of its effect
on the predecessor's reissued report.

.24 If a predecessor is unable to complete the procedures described in para-
graphs .20 to .23, he should not reissue his report and may wish to consult with
his attorney regarding the appropriate course of action.

Restated Prior-Period Financial Statements
.25 When prior-period financial statements have been restated,10 the pre-

decessor accountant would normally reissue his or her report following the
guidance in paragraph .22. If the predecessor decides not to reissue his or her
report, the successor accountant may be engaged to report on the financial
statements for the prior year. If the predecessor accountant does not reissue
his or her report and the successor accountant is not engaged to report on the
prior year financial statements, the successor accountant should indicate in
the introductory paragraph of his or her compilation or review report that a
predecessor accountant reported on the financial statements of the prior period
before restatement. In addition, if the successor accountant is engaged to com-
pile or review the restatement adjustment(s), he or she may also indicate in the
accountant's report that he or she compiled or reviewed the adjustment(s) that
was (were) applied to restate prior-year financial statements. [As amended,
effective for compilations and reviews of financial statements for periods end-
ing after December 15, 2005, by Statement on Standards for Accounting and
Review Services No. 12.]

.26 The following is an example of a successor accountant's compilation
report when the predecessor accountant's report is not presented and the suc-
cessor accountant is engaged to compile the restatement adjustment(s):

I (we) have compiled the accompanying balance sheet of XYZ Company as of
December 31, 20X2, and the related statements of income, retained earnings,
and cash flows for the year then ended in accordance with Statements on Stan-
dards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants. I (we) also compiled the adjustment(s) described
in Note X that was (were) applied to restate the 20X1 financial statements. The
20X1 financial statements of XYZ Company, before the adjustment(s) described
in Note X11 that was (were) applied to restate the 20X1 financial statements,

10 See AR section 400.10–.11, Communications Between Predecessor and Successor Accountants
for guidance regarding communication to the predecessor accountant with respect to information that
leads the successor accountant to believe that the financial statements reported on by the predecessor
accountant may require revision. [Footnote added, effective for compilations and reviews of financial
statements for periods ending after December 15, 2005, by Statement on Standards for Accounting
and Review Services No. 12.]

11 In the situation where management elects to omit substantially all disclosures, the accoun-
tant should follow the guidance in AR section 100, Compilation and Review of Financial Statements
[section 100.19–.22], as amended. [Footnote added, effective for compilations and reviews of financial
statements for periods ending after December 15, 2005, by Statement on Standards for Accounting
and Review Services No. 12.]
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were compiled by other accountants whose report dated March 31, 20X2, did
not express an opinion or any other form of assurance on those financial state-
ments.

[Same second paragraph as the standard report]

[As amended, effective for compilations and reviews of financial statements
for periods ending after December 15, 2005, by Statement on Standards for
Accounting and Review Services No. 12.]

.27 The following is an example of a successor accountant's review report
when the predecessor accountant's report is not presented and the successor
accountant is engaged to review the restatement adjustment(s):12

I (we) have reviewed the accompanying balance sheet of XYZ Company as of De-
cember 31, 20X2, and the related statements of income, retained earnings, and
cash flows for the year then ended in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certi-
fied Public Accountants. All information included in these financial statements
is the representation of the management (owners) of XYZ Company. The 20X1
financial statements of XYZ before the adjustment(s) described in Note X that
was (were) applied to restate the 20X1 financial statements were reviewed by
other accountants whose report dated March 31, 20X2, stated that they were
not aware of any material modifications that should be made to those finan-
cial statements in order for them to be in conformity with generally accepted
accounting principles.

[Same second and third paragraphs as the standard report]

I (we) also reviewed the adjustment(s) as described in Note X that was (were)
applied to restate the 20X1 financial statements. Based on my (our) review,
nothing came to my (our) attention to indicate that the adjustment(s) is (are)
not appropriate and properly applied.

[Paragraph added, effective for compilations and reviews of financial state-
ments for periods ending after December 15, 2005, by Statement on Standards
for Accounting and Review Services No. 12.]

Reporting When One Period Is Audited
.28 Notwithstanding the provisions of paragraph .08, the accountant

should follow the guidance in statements on auditing standards, which provide
guidance on reporting on comparative financial statements when the current-
period financial statements have been audited and those for one or more prior
periods have been compiled or reviewed. [Paragraph renumbered by the is-
suance of Statement on Standards for Accounting and Review Services No. 12,
July 2005.]

.29 When the current-period financial statements of a nonissuer have been
compiled or reviewed and those of the prior period have been audited, the
accountant should issue an appropriate compilation or review report on the
current-period financial statements and either (a) the report on the prior pe-
riod should be reissued or (b) the report on the current period should include as
a separate paragraph an appropriate description of the responsibility assumed

12 The accountant should follow the performance requirements in AR section 100.29–.43, as
amended. [Footnote added, effective for compilations and reviews of financial statements for peri-
ods ending after December 15, 2005, by Statement on Standards for Accounting and Review Services
No. 12.]
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for the financial statements of the prior period. In the latter case, the sepa-
rate paragraph should indicate (a) that the financial statements of the prior
period were audited previously, (b) the date of the previous report, (c) the type
of opinion expressed previously, (d) if the opinion was other than unqualified,
the substantive reasons therefor, and (e) that no auditing procedures were per-
formed after the date of the previous report. An example of such a separate
paragraph is the following:

The financial statements for the year ended December 31, 20X1, were audited
by us (other accountants) and we (they) expressed an unqualified opinion on
them in our (their) report dated March 1, 20X2, but we (they) have not per-
formed any auditing procedures since that date.

[Paragraph renumbered by the issuance of Statement on Standards for Ac-
counting and Review Services No. 12, July 2005. As amended, effective for com-
pilations and reviews of financial statements for periods ending after December
15, 2008, by Statement on Standards for Accounting and Review Services No.
17.]

Reporting on Financial Statements That Previously Did
Not Omit Substantially All Disclosures

.30 An accountant who has compiled, reviewed, or audited financial state-
ments that did not omit substantially all of the disclosures required by generally
accepted accounting principles may subsequently be requested to compile state-
ments for the same period that do omit substantially all of those disclosures
when they are to be presented in comparative financial statements. Notwith-
standing the provisions of AR section 100, paragraph 2, in these circumstances
the accountant may report on comparative compiled financial statements that
omit such disclosures if he includes in his report an additional paragraph indi-
cating the nature of the previous service rendered with respect to those financial
statements and the date of his previous report. [Paragraph renumbered by the
issuance of Statement on Standards for Accounting and Review Services No.
12, July 2005.]

.31 An example of a report appropriate when prior-period financial state-
ments that omit substantially all disclosures have been compiled from previ-
ously reviewed financial statements for the same period is presented below:

I (we) have compiled the accompanying balance sheet of XYZ Company as of
December 31, 20X2 and 20X1, and the related statements of income, retained
earnings, and cash flows for the year then ended, in accordance with Statements
on Standards for Accounting and Review Services issued by the American In-
stitute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements in-
formation that is the representation of management (owners). I (we) have not
audited or reviewed the accompanying financial statements and, accordingly,
do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all of the disclosures required
by generally accepted accounting principles. If the omitted disclosures were
included in the financial statements, they might influence the user's conclusions
about the company's financial position, results of operations, and cash flows.
Accordingly, these financial statements are not designed for those who are not
informed about such matters.
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The accompanying 20X1 financial statements were compiled by me (us) from
financial statements that did not omit substantially all of the disclosures re-
quired by generally accepted accounting principles and that I (we) previously
reviewed as indicated in my (our) report dated March 1, 20X2.

February 1, 20X3

[As amended, effective for periods ending after December 15, 1993, by State-
ment on Standards for Accounting and Review Services No. 7. Paragraph
renumbered by the issuance of Statement on Standards for Accounting and
Review Services No. 12, July 2005.]

Change of Status—Issuer/Nonissuer
.32 When reporting on comparative financial statements for either interim

or annual periods, the current status of the entity should govern whether the
accountant is guided by statements on auditing standards or statements on
standards for accounting and review services. A previously issued report that
is not appropriate for the current status of the entity should not be reissued or
referred to in the report on the financial statements of the current period. [Para-
graph renumbered by the issuance of Statement on Standards for Accounting
and Review Services No. 12, July 2005. Section head amended, effective for com-
pilations and reviews of financial statements for periods ending after Decem-
ber 15, 2008, by Statement on Standards for Accounting and Review Services
No. 17.]

.33 For example, if the entity is an issuer in the current period and was
a nonissuer in the prior period, a compilation or review report previously is-
sued on the financial statements of the prior period should not be reissued or
referred to in the report on the financial statements of the current and one or
more prior periods.13 If an entity is a nonissuer in the current period and was
an issuer in the prior period, the annual financial statements of the prior pe-
riod may have been audited.14 In these circumstances, the accountant should
refer to paragraph .29 for guidance on the appropriate method of reporting on
the comparative financial statements. [Paragraph renumbered by the issuance
of Statement on Standards for Accounting and Review Services No. 12, July
2005. As amended, effective for compilations and reviews of financial state-
ments for periods ending after December 15, 2008, by Statement on Standards
for Accounting and Review Services No. 17.]

Transition
[.34–.36] [Paragraphs deleted to reflect conforming changes necessary due

to the issuance of Statement on Standards for Accounting and Review Services

13 In these circumstances, the accountant should refer to auditing standards promulgated by the
Public Company Accounting Oversight Board for guidance on the appropriate method of reporting on
the comparative financial statements. [Footnote renumbered by the issuance of Statement on Stan-
dards for Accounting and Review Services No. 12, July 2005. As amended, effective for compilations
and reviews of financial statements for periods ending after December 15, 2008, by Statement on
Standards for Accounting and Review Services No. 17.]

14 If an unaudited disclaimer of opinion was previously issued on the financial statements of the
prior period, it should not be reissued or referred to in the report on the financial statements of the
current period. In these circumstances, the accountant should comply with the compilation or review
standards in AR section 100 (or perform an audit) and report accordingly on the financial statements
of the prior period. [Footnote renumbered by the issuance of Statement on Standards for Accounting
and Review Services No. 12, July 2005. As amended, effective for compilations and reviews of financial
statements for periods ending after December 15, 2008, by Statement on Standards for Accounting
and Review Services No. 17.]
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No. 8. Paragraphs renumbered by the issuance of Statement on Standards for
Accounting and Review Services No. 12, July 2005.]

Effective Date
.37 This Section will be effective for reports on comparative financial state-

ments for periods ending on or after November 30, 1979. However, earlier ap-
plication is encouraged for periods ending on or after July 1, 1979. [Paragraph
renumbered by the issuance of Statement on Standards for Accounting and
Review Services No. 12, July 2005.]
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AR Section 9200

Reporting on Comparative Financial
Statements: Accounting and Review Services
Interpretations of Section 200

1. Reporting on Financial Statements That Previously Did Not Omit
Substantially All Disclosures

.01 Question—Paragraph 30 of SSARS No. 2 [section 200.30], Reporting
on Comparative Financial Statements, states that an accountant who has com-
piled, reviewed, or audited financial statements that do not omit substantially
all of the disclosures required by generally accepted accounting principles may
subsequently compile financial statements for the same period that do omit
substantially all of those disclosures when they are to be presented in compar-
ative financial statements. In these circumstances, SSARS No. 2 [section 200]
requires the accountant's compilation report to include an additional paragraph
indicating (a) the nature of the service rendered with respect to the financial
statements that previously did not omit substantially all disclosures and (b)
the date of his previous report.

.02 When the accountant has previously audited such financial state-
ments, he may have issued a qualified opinion (see paragraphs 38 and 39 of
SAS No. 58 [AU section 508.38–.39], Reports on Audited Financial Statements)
or an adverse opinion (see paragraphs 67 to 69 of SAS No. 58) [AU section
508.67–.69], or he may have disclaimed an opinion (see paragraphs 70 to 72
of SAS No. 58 [AU section 508.70–.72]). What effect, if any, should this have
on the accountant's report on the comparative compiled financial statements?
Also, when the accountant has previously compiled or reviewed such financial
statements, what effect should a modification to his compilation or review re-
port (see paragraphs 51 to 53 of SSARS No. 1 [section 100.51–.53]) have on the
accountant's report on the comparative compiled financial statements?

.03 Interpretation—If financial statements that omit substantially all dis-
closures are compiled from financial statements that the accountant has pre-
viously audited, his report on the comparative compiled financial statements
should indicate whether he expressed a qualified or adverse opinion, or dis-
claimed an opinion, on the audited financial statements, and the substantive
reasons therefor. Similarly, if the accountant issued a modified compilation or
review report or a report containing any paragraphs emphasizing a matter
regarding the financial statements (see paragraphs 51 to 53 of SSARS No. 1
[section 100.51–.53]) on financial statements that previously did not omit sub-
stantially all disclosures, the accountant's reference to that report in his report
on the comparative compiled financial statements should include a description
or a quotation of any modifications of the standard report and of any paragraphs
emphasizing a matter regarding the financial statements.

.04 Statements on standards for accounting and review services do not re-
quire an accountant to modify the standard compilation or review report for an
uncertainty or an inconsistency in the application of generally accepted account-
ing principles. When the accountant's report on comparative compiled financial
statements that omit substantially all of the disclosures required by generally
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accepted accounting principles includes a reference to a previous audit report
that includes an explanatory paragraph describing an uncertainty, users may
assume, in the absence of an indication to the contrary, that the uncertainty
has been resolved. Thus, in such circumstances, the accountant should consider
the desirability of emphasizing the uncertainty in a separate paragraph of that
portion of his report that relates to the financial statements for the current
period.

[Issue Date: November, 1980; Revised: November, 2002;
Revised: May, 2004; Revised: July, 2005.]

AR §9200.04



P1: JsY

ACPA096-p3551-3752 ACPA096-Vol-II-PS.cls July 16, 2009 17:26

Compilation Reports in Certain Prescribed Forms 1535

AR Section 300

Compilation Reports on Financial Statements
Included in Certain Prescribed Forms

Issue date, unless
otherwise indicated:

December, 1981

Source: SSARS No. 3; SSARS No. 5;
SSARS No. 7; SSARS No. 15; SSARS No. 17

.01 The requirements of AR section 100 and AR section 200 are applica-
ble when the unaudited financial statements of a nonissuer are included in a
prescribed form. This Section amends AR section 100 and AR section 200 to
provide for an alternative form of standard compilation report when the pre-
scribed form or related instructions call for departure from generally accepted
accounting principles by specifying a measurement principle not in conformity
with generally accepted accounting principles or by failing to request the dis-
closures required by generally accepted accounting principles.1 This section
also provides additional guidance applicable to reports on financial statements
included in a prescribed form.[2] [As amended, effective for compilations and
reviews of financial statements for periods ending after December 15, 2008, by
Statement on Standards for Accounting and Review Services No. 17.]

.02 For purposes of this section, a prescribed form is any standard
preprinted form designed or adopted by the body to which it is to be submitted,
for example, forms used by industry trade associations, credit agencies, banks,
and governmental and regulatory bodies other than those concerned with the
sale or trading of securities. A form designed or adopted by the entity whose fi-
nancial statements are to be compiled is not considered to be a prescribed form.
The terms financial statement, issuer and nonissuer are defined in paragraph
.04of AR section 100. [As amended, effective for compilations and reviews of
financial statements for periods ending after December 15, 2008, by Statement
on Standards for Accounting and Review Services No. 17.]

.03 There is a presumption that the information required by a prescribed
form is sufficient to meet the needs of the body that designed or adopted the
form and that there is no need for that body to be advised of departures from
generally accepted accounting principles required by the prescribed form or
related instructions. Therefore, in the absence of a requirement or a request for
a review report on the financial statements included in a prescribed form, the
following form of standard compilation report may be used when the unaudited

1 For purposes of this section, reference to generally accepted accounting principles includes,
where applicable, an other comprehensive basis of accounting as defined in AR section 100.04. Dis-
closure of the basis of accounting should be made when an other comprehensive basis of accounting
is used. [Footnote amended, effective for compilations and reviews of financial statements for periods
ending on or after December 15, 2007, by the issuance of Statements on Standards for Accounting
and Review Services No. 15.]

[2] [Deleted to reflect the incorporation of material into relevant sections of the Statements on
Standards for Accounting and Review Services.]
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financial statements of a nonissuer are included in a prescribed form that calls
for departure from generally accepted accounting principles:

I (we) have compiled the (identification of financial statements, including period
covered and name of entity) included in the accompanying prescribed form in
accordance with Statements on Standards for Accounting and Review Services
issued by the American Institute of Certified Public Accountants.

My (our) compilation was limited to presenting in the form prescribed by (name
of body) information that is the representation of management (owners). I (we)
have not audited or reviewed the financial statements referred to above and,
accordingly, do not express an opinion or any other form of assurance on them.

These financial statements (including related disclosures) are presented in ac-
cordance with the requirements of (name of body), which differ from generally
accepted accounting principles. Accordingly, these financial statements are not
designed for those who are not informed about such differences.

[As amended, effective for periods ending after December 15, 1993, by State-
ment on Standards for Accounting and Review Services No. 7. As amended,
effective for compilations and reviews of financial statements for periods end-
ing after December 15, 2008, by Statement on Standards for Accounting and
Review Services No. 17.]

.04 If the accountant becomes aware of a departure from generally ac-
cepted accounting principles other than departures that may be called for by
the prescribed form or related instructions (see paragraph .01), he should follow
the guidance in AR section 100.56–.58, as amended, regarding such departures.
(The sentence introducing the separate paragraph of his report disclosing the
departure might read as follows: "However, I did become aware of a departure
from generally accepted accounting principles that is not called for by the pre-
scribed form or related instructions, as described in the following paragraph.")
If the accountant becomes aware of a departure from the requirements of the
prescribed form or related instructions, he should consider that departure as
the equivalent of a departure from generally accepted accounting principles in
determining its effect on his report. [Revised, November 2002, to reflect con-
forming changes necessary due to the issuance of Statement on Standards for
Accounting and Review Services No. 9. Revised, May 2004, to reflect conform-
ing changes necessary due to the issuance of Statement on Standards for Ac-
counting and Review Services No. 10. Revised, July 2005, to reflect conforming
changes necessary due to the issuance of Statement on Standards for Account-
ing and Review Services No. 12.]

.05 The accountant should not sign a preprinted report form that does
not conform with the guidance in this Section or AR section 100, as amended,
whichever is applicable. In such circumstances, the accountant should append
an appropriate report to the prescribed form.

AR §300.04
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AR Section 9300

Compilation Reports on Financial Statements
Included in Certain Prescribed Forms:
Accounting and Review Services
Interpretations of Section 300

1. Omission of Disclosures in Financial Statements Included in Certain
Prescribed Forms

.01 Question—The accountant may have reviewed financial statements in-
cluding disclosures required by generally accepted accounting principles and
be asked to compile financial statements included in a prescribed form which
does not request such disclosures. If the measurement principles to be used do
not cause the compiled financial statements in the prescribed form to be mate-
rially different from the reviewed statements, can the accountant's compilation
report on the prescribed form refer to the accountant's report on the reviewed
financial statements?

.02 Interpretation—Yes. The footnote to paragraph 2 of SSARS No. 1 [sec-
tion 100.02] (as amended) permits an accountant who has reviewed the financial
statements of a nonissuer to issue a compilation report on financial statements
for the same period that are included in a prescribed form that calls for a de-
parture from generally accepted accounting principles. When the difference
between the previously reviewed financial statements and the financial state-
ments included in the prescribed form is limited to the omission of disclosures
not requested by the form, the accountant may wish to refer to his review report
in his report on the compiled financial statements included in the prescribed
form. This might be accomplished by adding a sentence such as the following to
the second paragraph of the report illustrated in paragraph 3 of SSARS No. 3
[section 300.03] or as a separate paragraph: "These financial statements were
compiled by me (us) from financial statements for the same period which I (we)
previously reviewed, as indicated in my (our) report dated_______."* The refer-
ence to a previous review report should include a description or a quotation of
any modifications of the standard review report previously issued and of any
paragraphs emphasizing a matter regarding the financial statements.

.03 If the measurement principles used in the compiled financial state-
ments in the prescribed form cause such financial statements to be materially
different from the previously reviewed financial statements, no reference should
be made to the review engagement.

[Issue Date: May, 1982. Revised: February, 2008.]

* The report included in paragraph 3 of SSARS No. 3 [section 300.03] is an alternate form of
report. If the accountant elects to use the standard compilation report included in SSARS No. 1,
paragraph 18 [section 100.20] this sentence may be added to that report.
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AR Section 400

Communications Between Predecessor and
Successor Accountants

Issue date, unless
otherwise indicated:

December, 1981

Source: SSARS No. 4; SSARS No. 7;
SSARS No. 9; SSARS No. 15; SSARS No. 17

.01 This Section provides guidance on communications between a prede-
cessor and successor accountant when the successor accountant decides to com-
municate with the predecessor accountant regarding acceptance of an engage-
ment to compile or review the financial statements of a nonissuer.[1] This Section
also provides guidance on inquiries a successor accountant may wish to make
of a predecessor, and the predecessor's responses, to facilitate the conduct of
the successor's compilation or review engagement. It also requires a successor
accountant who becomes aware of information that leads him or her to believe
the financial statements reported on by the predecessor accountant may re-
quire revision to request that the client communicate this information to the
predecessor accountant. [As amended, effective for periods ending after Decem-
ber 15, 1993, by Statement on Standards for Accounting and Review Services
No. 7. As amended, effective November 2002, by Statement on Standards for
Accounting and Review Services No. 9.]

.02 The following definitions apply for purposes of this Section:

Successor accountant. An accountant who has been invited to make a proposal
for an engagement to compile or review financial statements and is consid-
ering accepting the engagement or an accountant who has accepted such an
engagement.

Predecessor accountant. An accountant who (a) has reported on the most recent
compiled or reviewed financial statements or was engaged to perform but did
not complete a compilation or review of the financial statements, and (b) has
resigned, declined to stand for reappointment, or been notified that his or her
services have been or may be terminated.

[As amended, effective November 2002, by Statement on Standards for Ac-
counting and Review Services No. 9.]

Inquiries Regarding Acceptance of an Engagement
.03 A successor accountant is not required to communicate with a prede-

cessor accountant in connection with acceptance of a compilation or review en-
gagement, but he or she may believe it is beneficial to obtain information that
will assist in determining whether to accept the engagement. The successor

[1] [Footnote deleted by the issuance of Statement on Standards for Accounting and Review Ser-
vices No. 9, November 2002.]
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accountant may consider making inquiries of the predecessor accountant when
circumstances such as the following exist:[2]

a. The information obtained about the prospective client and its manage-
ment and principals is limited or appears to require special attention.

b. The change in accountants takes place substantially after the end of
the accounting period for which statements are to be compiled or re-
viewed.

c. There have been frequent changes in accountants.

The successor accountant should bear in mind that the predecessor accountant
and the client may have disagreed about accounting principles, procedures
applied by the predecessor accountant, or similarly significant matters. [As
amended, effective November 2002, by Statement on Standards for Accounting
and Review Services No. 9.]

.04 The successor accountant should request permission from the prospec-
tive client to make any inquiries of the predecessor accountant. Except as per-
mitted by the AICPA Code of Professional Conduct, an accountant is precluded
from disclosing any confidential information obtained in the course of an en-
gagement unless the client specifically consents. Accordingly, if the successor
accountant decides to communicate with the predecessor, the successor accoun-
tant should request the client to (a) permit the successor accountant to make
inquiries of the predecessor accountant and (b) authorize the predecessor ac-
countant to respond fully to those inquiries.3 If the prospective client refuses
to permit the predecessor accountant to respond or limits the response, the
successor accountant should inquire about the reasons and consider the impli-
cations of that refusal in connection with acceptance of the engagement. [As
amended, effective November 2002, by Statement on Standards for Accounting
and Review Services No. 9.]

.05 When the successor accountant decides to communicate with the pre-
decessor accountant, the inquiries may be oral or written. The inquiries should
be specific and reasonable regarding matters that will assist the successor ac-
countant in determining whether to accept the engagement. Matters subject
to inquiry would include (a) information that might bear on the integrity of
management (owners), (b) disagreements with management (owners) about ac-
counting principles or the necessity for the performance of certain procedures
or similarly significant matters, (c) the cooperation of management (owners) in
providing additional or revised information, if necessary, (d) the predecessor's
knowledge of any fraud or illegal acts perpetrated within the client, and (e) the
predecessor's understanding of the reason for the change of accountants. [As
amended, effective November 2002, by Statement on Standards for Accounting
and Review Services No. 9.]

.06 The predecessor accountant should respond promptly and fully to the
inquiries, on the basis of known facts. However, if the predecessor accountant
decides, due to unusual circumstances4 such as impending, threatened, or po-
tential litigation; disciplinary proceedings; or other unusual circumstances, not

[2] [Footnote deleted by the issuance of Statement on Standards for Accounting and Review Ser-
vices No. 7, November 1992.]

3 The successor accountant is not precluded from making these inquiries before making a proposal
for the engagement.

4 Unpaid fees, as discussed in paragraph .08, are not considered to be an unusual circumstance
for purposes of this paragraph; however, see paragraph .08.
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to respond fully to the inquiries, the predecessor accountant should indicate
that the response is limited. The successor accountant should consider the rea-
sons and consider the implications of such a response in connection with accep-
tance of the engagement. [As amended, effective November 2002, by Statement
on Standards for Accounting and Review Services No. 9.]

Other Inquiries
[.07] [Paragraph deleted by the issuance of Statement on Standards for

Accounting and Review Services No. 9, November 2002.]

.08 The successor accountant also may wish to review the predecessor's
working papers.5 In these circumstances, the successor accountant should re-
quest the client to authorize the predecessor accountant to allow access. It
is customary in such circumstances for the predecessor accountant to make
himself or herself available to the successor accountant for consultation and
to make available for review certain working papers. The predecessor accoun-
tant should determine which working papers are to be made available for re-
view and which may be copied. Ordinarily, the predecessor accountant should
provide the successor accountant access to working papers relating to mat-
ters of continuing accounting significance and those relating to contingen-
cies. Valid business reasons (including but not limited to unpaid fees), how-
ever, may lead the predecessor to decide not to allow access to the working
papers.6 The predecessor accountant may decide to reach an understanding
with the successor accountant about the use of the working papers.7 Further,
when more than one accountant is considering acceptance of an engagement,
the predecessor accountant should not be expected to make himself or herself
or his or her working papers available until the client has designated one of
those accountants as the successor accountant. [As amended, effective Novem-
ber 2002, by Statement on Standards for Accounting and Review Services
No. 9.]

Successor Accountant’s Use of Communications
.09 The successor accountant should not make reference to the report or

work of a predecessor accountant in his or her own report, except as specifically
permitted by AR section 200 with respect to the financial statements of a prior
period. [As amended, effective November 2002, by Statement on Standards
for Accounting and Review Services No. 9. As amended, effective for compila-
tions and reviews of financial statements for periods ending on or after Decem-
ber 15, 2007, by Statement on Standards for Accounting and Review Services
No. 15.]

5 Statement on Standards for Accounting and Review Services do not specify the form or content
of the working papers that an accountant should prepare in connection with a review engagement and
are silent regarding the working papers, if any, that would be prepared in a compilation engagement.
Accordingly, a successor accountant ordinarily would inquire about the nature of the working papers
prepared by the predecessor before deciding that access would be helpful.

6 See Ethics Interpretation 501-1 [ET section 501.02] for guidance on what constitutes an ac-
countant's working papers. [Footnote added April 30, 1982, by the Accounting and Review Services
Committee.]

7 Before permitting access to the working papers, the predecessor accountant may wish to obtain
a written communication from the successor accountant regarding the use of the working papers.
The Appendix [paragraph .12] contains an illustrative successor accountant acknowledgment letter.
[Footnote added, effective November 2002, by Statement on Standards for Accounting and Review
Services No. 9.]
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Financial Statements Reported on by
Predecessor Accountant

.10 If, during the engagement, the successor accountant becomes aware
of information that leads him or her to believe that financial statements re-
ported on by the predecessor accountant may require revision, the successor
accountant should request the client to communicate this information to the
predecessor accountant. AR section 100.77 provides guidance to the predeces-
sor accountant in determining an appropriate course of action. [As amended,
effective November 2002, by Statement on Standards for Accounting and Re-
view Services No. 9. Revised, May 2004, to reflect conforming changes necessary
due to the issuance of Statement on Standards for Accounting and Review Ser-
vices No. 10. Revised, July 2005, to reflect conforming changes necessary due
to the issuance of Statement on Standards for Accounting and Review Services
No. 12.]

.11 If the client refuses to communicate with the predecessor accountant
or if the successor accountant is not satisfied with the predecessor accountant's
course of action, the successor accountant should evaluate (a) possible implica-
tions for the current engagement and (b) whether to resign from the engage-
ment. Furthermore, the successor accountant may decide to consult with legal
counsel in determining an appropriate course of further action. [Paragraph
added, effective November 2002, by Statement on Standards for Accounting
and Review Services No. 9.]

AR §400.10
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.12

Appendix

Illustrative Successor Accountant Acknowledgment Letter
Paragraph .08, footnote 7, states, "Before permitting access to the working

papers, the predecessor accountant may wish to obtain a written communica-
tion from the successor accountant regarding the use of the working papers."
The following letter is presented for illustrative purposes only and is not re-
quired by professional standards.

[Date]

[Successor Accountant]

[Address]

We have previously [reviewed or compiled], in accordance with Statements on
Standards for Accounting and Review Services the December 31, 20X1, finan-
cial statements of ABC Enterprises (ABC). In connection with your [review or
compilation] of ABC's 20X2 financial statements, you have requested access to
our working papers prepared in connection with that engagement. ABC has
authorized our firm to allow you to review those working papers.

Our [review or compilation], and the working papers prepared in connection
therewith, of ABC's financial statements were not planned or conducted in con-
templation of your [review or compilation]. Therefore, items of possible interest
to you may not have been specifically addressed. Our use of professional judg-
ment for the purpose of this engagement means that matters may have existed
that would have been assessed differently by you. We make no representation
about the sufficiency or appropriateness of the information in our working pa-
pers for your purposes.

We understand that the purpose of your review is to obtain information about
ABC and our 20X1 [compilation or review] procedures to assist you in planning
your 20X2 [compilation or review] of the financial statements of ABC. For that
purpose only, we will provide you access to our working papers that relate to
that objective.

Upon request, we will provide copies of those working papers that provide fac-
tual information about ABC. You agree to subject any such copies or information
otherwise derived from our working papers to your normal policy for retention
of working papers and protection of confidential client information. Further-
more, in the event of a third-party request for access to your working papers
prepared in connection with your (reviews or compilations) of ABC, you agree to
obtain our permission before voluntarily allowing any such access to our work-
ing papers or information otherwise derived from our working papers, and to
obtain on our behalf any releases that you obtain from such third party. You
agree to advise us promptly and provide us a copy of any subpoena, summons,
or other court order for access to your working papers that include copies of our
working papers or information otherwise derived therefrom.

Please confirm your agreement with the foregoing by signing and dating a copy
of this letter and returning it to us.

Very truly yours,

[Predecessor Accountant]

By: ___________________________

Accepted:

[Successor Accountant]

By: ___________________________Date: __________________
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Even with the client's consent, access to the predecessor accountant's working
papers may still be limited. Experience has shown that the predecessor ac-
countant may be willing to grant broader access if given additional assurance
concerning the use of the working papers. Accordingly, the successor accoun-
tant might consider agreeing to the following limitations on the review of the
predecessor accountant's working papers in order to obtain broader access:

• The successor accountant will not comment, orally or in writing, to
anyone as a result of the review about whether the predecessor ac-
countant's engagement was performed in accordance with Statements
on Standards for Accounting and Review Services.

• The successor accountant will not provide expert testimony or litiga-
tion services or otherwise accept an engagement to comment on issues
relating to the quality of the predecessor accountant's engagement.

The following paragraph illustrates the above:

Because your review of our working papers is undertaken solely for the purpose
described above and may not entail a review of all our working papers, you agree
that (1) the information obtained from the review will not be used by you for
any other purpose, (2) you will not comment, orally or in writing, to anyone as
a result of that review about whether our engagement was performed in accor-
dance with Statements on Standards for Accounting and Review Services, (3)
you will not provide expert testimony or litigation services or otherwise accept
an engagement to comment on issues relating to the quality of our engagement.

[Paragraph added, effective November 2002, by Statement on Standards for
Accounting and Review Services No. 9. Revised, September 2005, to reflect
conforming changes necessary due to the Accounting and Review Services Com-
mittee.]
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AR Section 9400

Communications Between Predecessor
and Successor Accountants: Accounting
and Review Services Interpretations of
Section 400

1. Reports on the Application of Accounting Principles
.01 Question—SSARS No. 4, Communications Between Predecessor and

Successor Accountants [section 400], provides guidance on communication be-
tween a successor accountant and a predecessor accountant. The guidance pro-
vided concerns only the situation in which one accountant succeeds another in
a compilation or review engagement.

.02 In other situations, an accountant in public practice may be requested
by an entity that has not engaged that accountant to report on its financial state-
ments to provide advice about the application of accounting principles or about
the type of report to be issued on its financial statements (compilation, review,
or audit report). Such requests are often made to obtain a second opinion about
these matters from another accountant. What guidance should be followed by
the accountant who is requested to provide advice on these matters?

.03 Interpretation—SAS No. 50, Reports on the Application of Accounting
Principles [AU section 625], as amended, applies to any accountant in public
practice asked to provide written advice on the application of accounting prin-
ciples to specified transactions involving facts and circumstances of a specific
entity, or the type of opinion that may be rendered on a specific entity's financial
statements.

.04 SAS No. 50 [AU section 625] also applies to oral advice that the report-
ing accountant concludes is intended to be used by a principal to the transaction
as an important factor considered in reaching a decision on the application of
accounting principles to a specific transaction, or the type of opinion that may
be rendered on a specific entity's financial statements.

.05 Paragraph 9 of SAS No. 50 [AU section 625.09] states that the reporting
accountant who is requested to provide such written or oral advice by an entity
should consult with that entity's accountant, if any, to ascertain all the available
facts relevant to forming a professional judgment. The reporting accountant
should follow the performance and reporting guidance in SAS No. 50 [AU section
625] for such engagements.

[Issue Date: August, 1987; Revised: November, 2002.]
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AR Section 500

Reporting on Compiled Financial Statements

Deleted by the issuance of Statement on Standards for Accounting and
Review Services 7, November 1992.
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AR Section 600

Reporting on Personal Financial Statements
Included in Written Personal Financial Plans

Issue date, unless
otherwise indicated:

September, 1986

Source: SSARS No. 6

.01 This statement provides an exemption from Statement on Standards
for Accounting and Review Services (SSARS) No. 1 [section 100], as amended,
for personal financial statements that are included in written personal finan-
cial plans prepared by an accountant, and specifies the form of written report
required under the exemption.1 However, this statement does not preclude an
accountant from complying with SSARS No. 1 [section 100] in such engage-
ments.

.02 Because the purpose of such financial statements is solely to assist in
developing the client's personal financial plan, they frequently omit disclosures
required by generally accepted accounting principles (GAAP) and contain de-
partures from GAAP or from an established comprehensive basis of accounting
other than GAAP.

.03 An accountant may submit a written personal financial plan containing
unaudited personal financial statements to a client without complying with
the requirements of SSARS No. 1 [section 100], as amended, when all of the
following conditions exist:

a. The accountant establishes an understanding with the client, prefer-
ably in writing, that the financial statements—

(i) Will be used solely to assist the client and the client's advisers
to develop the client's personal financial goals and objectives.

(ii) Will not be used to obtain credit or for any purposes other than
developing these goals and objectives.

b. Nothing comes to the accountant's attention during the engagement
that would cause the accountant to believe that the financial state-
ments will be used to obtain credit or for any purposes other than
developing the client's financial goals and objectives.

.04 An accountant using the exemption provided by this statement should
issue a written report stating that the unaudited financial statements—

a. Are designed solely to help develop the financial plan.

b. May be incomplete or contain other departures from GAAP and should
not be used to obtain credit or for any purposes other than developing
the personal financial plan.

c. Have not been audited, reviewed, or compiled.

1 For purposes of this statement, personal financial statements are those financial statements
of an individual that meet the definition of financial statements in paragraph 4 of SSARS No. 1
[section 100.04], Compilation and Review of Financial Statements.
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.05 The following is an illustration of an appropriate report when an ac-
countant uses the exemption provided by this statement.

The accompanying Statement of Financial Condition of X, as of December 31,
20XX, was prepared solely to help you develop your personal financial plan.
Accordingly, it may be incomplete or contain other departures from generally
accepted accounting principles and should not be used to obtain credit or for
any purposes other than developing your financial plan. We have not audited,
reviewed, or compiled the statement.

.06 Each of the personal financial statements should include a reference
to the accountant's report.

Effective Date
.07 This statement is effective on September 30, 1986.

AR §600.05



P1: JsY

ACPA096-p3551-3752 ACPA096-Vol-II-PS.cls July 16, 2009 17:26

Reporting on Personal Financial Statements 1551

AR Section 9600

Reporting on Personal Financial Statements
Included in Written Personal Financial Plans:
Accounting and Review Services
Interpretation of Section 600

1. Submitting a Personal Financial Plan to a Client’s Advisers
.01 Question—Paragraph 3 of Statements on Standards for Accounting

and Review Services (SSARS) No. 6, Reporting on Personal Financial State-
ments Included in Written Personal Financial Plans [section 600.03], states
that an accountant may submit a written personal financial plan containing
unaudited personal financial statements to a client without complying with the
requirements of SSARS No. 1, Compilation and Review of Financial Statements
[section 100] when, among other conditions, the accountant establishes an un-
derstanding with the client that the financial statements will be used solely
to assist the client and the client's advisers to develop the client's personal
financial goals and objectives. Does developing the client's personal financial
goals and objectives encompass implementing the personal financial plan by
the client or the client's advisers?

.02 Interpretation—Yes. Developing a client's personal financial goals and
objectives includes implementing the personal financial plan by the client or
the client's advisers because implementing the plan may be considered the cul-
mination of the process of developing personal financial goals and objectives.
Therefore, an accountant may submit a written personal financial plan con-
taining unaudited personal financial statements to a client, to be used by the
client or the client's advisers to implement the personal financial plan, without
complying with the requirements of SSARS No. 1 [section 100], provided the
conditions in paragraph 3 of SSARS No. 6 [section 600.03] exist.

.03 Examples of implementation of a personal financial plan by the client's
advisers include use of the plan by:

• an insurance broker who will identify specific insurance products.

• an investment adviser who will provide specific recommendations
about the investment portfolio.

• an attorney who will draft a will or trust documents.

[Issue Date: May 1991.]
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AR Exhibit A

Analytical Procedures in a Review
Engagement

Notice to Readers

The purpose of the documentation guidance contained in this exhibit is to illus-
trate how an accountant might document expectations in a review engagement.
The examples are presented for illustrative purposes only and should not be
considered to represent either minimum or maximum documentation require-
ments.

This exhibit is an other compilation and review publication as defined in AR
section 50, Standards for Accounting and Review Services. Other compilation
and review publications have no authoritative status; however, they may help
the accountant understand and apply Statements on Standards for Accounting
and Review Services (SSARS). If an accountant applies the guidance included
in an other compilation and review publication, the accountant should be sat-
isfied that, in his or her judgment, it is both appropriate and relevant to the
circumstances of the subject engagement. This publication was reviewed by the
AICPA Audit and Attest Standards staff and published by the AICPA and is
presumed to be appropriate.

Expectations

Forming an expectation is an integral phase of the analytical procedure pro-
cess. Expectations are the accountant's predictions of recorded amounts or ra-
tios developed from recorded amounts. In performing analytical procedures,
the accountant develops the expectation in such a way that a material differ-
ence between the expectation and the recorded amount or ratio is indicative
of a possible misstatement and, therefore, the accountant should obtain expla-
nations for the difference (for example, an unusual event occurred). Expecta-
tions are developed by identifying plausible relationships (for example, store
square footage and retail sales) that are reasonably expected to exist based
on the accountant's understanding of the client and the industry in which the
client operates. The accountant selects from a variety of data sources to form
expectations. For example, the accountant may use prior-period information
(adjusted for expected changes), management's budgets or forecasts, industry
data, or nonfinancial data. Additionally, information that is developed when
an accountant compiles interim financial statements can be utilized by the
accountant in developing expectations associated with the review of financial
statements.

An accountant cannot, under any circumstances, perform effective analytical
procedures without first developing expectations related to the results of those
analytical procedures. Expectations developed by the accountant in perform-
ing analytical procedures in connection with a review of financial statements
ordinarily are less encompassing than those developed in an audit.
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Pursuant to paragraph .45 of AR section 100, Compilation and Review of Finan-
cial Statements, the accountant should document expectations and factors con-
sidered in the development of those expectations where significant expectations
are not otherwise readily determinable from the documentation of the work per-
formed.

The following are examples of how an accountant can document expectations.
These examples are not intended to be all inclusive.

Example 1—Expected Increase in Revenue
An accountant is engaged to review the financial statements of a company that
manufactures components that are utilized by other companies in customiz-
ing vehicles for use by the United States military. Because of various conflicts
occurring in the world and the United States' role in those conflicts, the ac-
countant reasonably expects sales to increase. Using his or her knowledge of
the client, the client's business, and the industry in which the client operates,
the accountant expects a 10 percent to 15 percent increase in sales. Further, the
accountant concludes that receivables should increase and that loans payable
and interest expense would also increase because the client would need to bor-
row money to fund the additional production.

Sample documentation
Teemickmag Military Supply Company
Analytical Procedures
For the year ended December 31, 20XX

Expectations
The following are factors that should affect the relationship between current
and prior year amounts:

• Increase in military spending by the government due to world events
should result in an increase in sales. Expected increase is between 10
percent and 15 percent. The accountant expects a similar increase in
accounts receivable.

• Because of an increase in production of military vehicles, the company
had to borrow additional funds. Therefore, expected increase in loans
payable and interest expense is between 10 percent and 15 percent.

• No significant change in either days sales in inventory or inventory
turnover is expected. Although a build-up in inventory is expected,
that build-up is not expected to correspond with the increase in sales
because the vehicles are expected to be sold near the date of comple-
tion. Any change greater than 5 percent will be subjected to additional
inquiries.

Balance sheets and income statements are available for the current year and
the two years prior to the current year.

Trend analysis
Current Year Prior Year Change % Change

Sales $2,500,000 $2,175,000 $325,000 14.94%
Cost of goods sold 1,780,000 1,566,000 214,000 13.67%
Gross margin 720,000 609,000
Gross margin as a

% of sales
28.80% 28.00%

Selling expenses 230,000 184,000 46,000 25.00%
Interest expense 48,000 42,000 6,000 14.29%
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Balance sheet ratio analysis

Current Year Prior Year Two Years Prior
Accounts receivable, net $1,100,000 $843,000 $703,000
Inventory 1,000,000 832,000 694,000
Loans payable 498,000 437,000 418,000

Days sales in receivables

Days sales in receivables = Accounts receivable, net at end of period / (Net
sales/365)

Current year days sales in receivables = $1,100,000 / ($2,500,000 / 365) = 161
days

Prior year days sales in receivables = $843,000 / ($2,175,000 / 365) = 141 days

The increase of 20 days sales in receivables (161 days – 141 days) represents
a 14 percent increase. Because this increase is within the expected range, no
further inquiry is necessary.

Days sales in inventory

Days sales in inventory = Inventory at the end of period / (Total cost of goods
sold / 365)

Current year days sales in inventory = $1,000,000 / ($1,780,000 / 365) = 205
days

Prior year days sales in inventory = $832,000 / ($1,566,000 / 365) = 194 days

The increase of 11 days sales in inventory (205 days – 194 days) represents a
6 percent increase. Because this increase is greater than expected, the accoun-
tant should inquire of the client and document the reason for the unexpected
increase.

Inventory turnover

Inventory turnover = Cost of goods sold / Average inventory

Current year inventory turnover = $1,780,000 / ([$1,100,000 + 832,000] / 2) =
1.84 times

Prior year inventory turnover = $ 1,566,000 / ([$832,000 + 694,000] / 2) = 2.05
times

The inventory turnover decreased 10 percent; therefore, because this decrease is
greater than expected, the accountant should inquire of the client and document
the reason for the unexpected decrease.

The preceding documentation would be adequate. Further, after performing
the trend analysis, the accountant concludes that sales, costs of goods sold, and
interest expense are all "reasonable" given the expectations associated with
these amounts. In addition, with respect to balance sheet accounts, the increase
in loans payable is also reasonable (14 percent increase) when considered with
the corresponding increase in interest expense and the expectation associated
with the loan payable account; however, because selling expenses increased by
25 percent, the accountant should inquire of the client and document the reason
for that unexpected increase (actual increase does not correspond to expected
increase).
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Example 2—Expected Decrease in Revenue
An accountant is engaged to review the financial statements of a client that
either owns or manages, or both owns and manages, a shopping mall. Due to
a poor economy, the mall lost tenants during the year; as such, the accoun-
tant reasonably expects revenue to decrease. Using his or her knowledge of
the client, the client's business, and the industry in which the client operates,
the accountant expects a 5 percent to 10 percent decrease in revenue during
the year. Further, the accountant expects that general and administrative ex-
penses should increase due to an increase in leasing and sales expenses and
that management fees should decrease due to a decrease in tenants in the
building.

Sample documentation
Pearl River Mall
Analytical Procedures
For the year ended December 31, 20XX

Expectations
The following are factors that should affect the relationship between current
and prior year amounts:

• Loss of tenants due to poor economy should result in a decrease in
revenue. Expected decrease is between 5 percent and 10 percent.

• Because of the increased number of vacancies, general and adminis-
trative expenses are expected to increase because of an increase in
leasing and sales expenses. Expected increase is between 5 percent
and 10 percent (corresponds with the decrease in revenue).

• Because of the decrease in the number of tenants in the building, man-
agement fees are expected to decrease between 5 percent and 10 per-
cent (corresponds with decrease in revenue).

Balance sheets and income statements are available for the current year and
the two years prior to the current year.

Trend analysis

Current
Year Prior Year Change % Change

Tenant revenue $7,223,000 $8,603,000 $(1,380,000) (16.04)%
Costs and expenses:

Management fees 339,000 387,000 (48,000) (12.40)%
General and

administrative
583,000 511,000 72,000 14.09 %

Similar balance sheet analytics should be performed as those performed in
Example 1 above.

The preceding documentation would be adequate; however, the results of
the analytical procedures do not agree with the documented expectations
associated with those procedures. Therefore, the accountant should inquire
and document why the decrease in tenant revenue, the decrease in manage-
ment fees, and the increase in general and administrative expenses exceeded
expectations.
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Example 3—No significant change in revenue or
expenses expected
An accountant is engaged to review the financial statements of a small, pri-
vately held client in the candy store business. The accountant has performed
a review of the financial statements of the candy store for each of the past five
years with no significant change in revenue or expenses in any of those years.
The accountant expects that trend to continue.

Sample documentation
Mom and Pop Candy Store
Analytical Procedures
For the year ended December 31, 20XX

Expectations

• Based on discussions with the owner and manager, no significant
changes from prior year amounts are expected.

• All increases and decreases greater than 5 percent will be subjected to
additional inquiries.

Trend analysis

Current Year Prior Year Change % Change
Sales $44,000 $39,000 $5,000 12.82%
Cost of goods sold 32,500 31,000 1,500 4.84%
Gross margin 11,500 8,000
Gross margin as a

% of sales
26.14% 20.51%

Operating
expenses

5,200 4,500 700 15.56%

Net income 6,300 3,500

Similar balance sheet analytics should be performed as those performed in
Example 1 above.

The preceding documentation would be adequate; however, the results of the
analytical procedures do not agree with the documented expectations associated
with those procedures. Therefore, the accountant may deem it appropriate to
inquire and document why sales increased by an amount greater than expected.
In addition, the accountant should inquire as to why there was not a comparable
increase in cost of goods sold. Also, the accountant should discuss with the
owner and manager why there is a greater than expected increase in operating
expenses and document the results of the discussion.

Example 4—Expected Changes in Construction
Contracts
An accountant is engaged to review the financial statements of a general con-
struction contractor primarily engaged in the construction of commercial office
buildings. The accountant has performed the review of this company's finan-
cial statements for several years and expects that the current project in process
should yield a 5 percent gross profit margin consistent with similar projects in
the past and in accordance with the initial project estimate.
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Sample documentation
ABC Construction Contractors
Analytical Procedures
For the year ended December 31, 20XX

Expectations

• Based upon discussions with the project manager, it is believed that
the gross margin will be consistent with the 5 percent margin achieved
in the past and in accordance with the initial project estimate.

• Any deviation in the margin greater than 1 percent will be subjected
to additional inquiries.

Trend analysis

Building Contract Current Year Prior Year $ Change % Change
Contract value $5.0 million $5.0 million
Estimated costs at

completion
4.9 million 4.75 million $150,000 3.15%

Planned profit 100,000 250,000 150,000 60.00%
Costs incurred 2.5 Million 1.0 million
Profit recognized

contract to date
50,000 50,000
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AR Exhibit B

Going Concern Considerations

Notice to Readers
The purpose of this nonauthoritative exhibit is to help practitioners better un-
derstand the accounting concepts of going concern in performing a compilation
or review engagement. This exhibit has been prepared and reviewed by AICPA
staff; however, it has not been approved, disapproved, or otherwise acted upon
by the Accounting and Review Service Committee or any senior technical com-
mittee of the AICPA.

Going Concern Consideration
Continuation of an entity as a going concern is assumed in financial reporting in
the absence of significant information to the contrary. Ordinarily, information
that indicates an uncertainty about the entity's ability to continue as a going
concern for a reasonable period of time, typically not to exceed one year beyond
the date of the financial statements, relates to the entity's inability to continue
to meet its obligations as they become due without substantial disposition of
assets outside the ordinary course of business, restructuring of debt, externally
forced revisions of its operations, or similar actions.

Certain conditions or events, when considered in the aggregate, may indicate
there could be substantial doubt about the entity's ability to continue as a going
concern for a reasonable period of time. The significance of such conditions and
events will depend on the circumstances, and some may have significance only
when viewed in conjunction with others. The following are examples of such
conditions and events:

• Negative trends. For example, recurring operating losses, working cap-
ital deficiencies, negative cash flows from operating activities, adverse
key financial ratios.

• Other indications of possible financial difficulties. For example, default
on loan or similar agreements, arrearages in dividends, denial of usual
trade credit from suppliers, restructuring of debt, noncompliance with
statutory capital requirements, need to seek new sources or methods
of financing or to dispose of substantial assets.

• Internal matters. For example, work stoppages or other labor diffi-
culties, substantial dependence on the success of a particular project,
uneconomic long-term commitments, need to significantly revise oper-
ations.

• External matters that have occurred. For example, legal proceedings,
legislation, or similar matters that might jeopardize an entity's ability
to operate; loss of a key franchise, license, or patent; loss of a principal
customer or supplier; uninsured or underinsured catastrophe such as
a drought, earthquake, or flood.
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After identifying adverse conditions and events, management's plans for deal-
ing with the conditions or events may include the following:

• Plans to dispose of assets

— Restrictions on disposal of assets, such as covenants limiting
such transactions in loan or similar agreements or encumbrances
against assets

— Apparent marketability of assets that management plans to sell

— Possible direct or indirect effects of disposal of assets

• Plans to borrow money or restructure debt

— Availability of debt financing, including existing or committed
credit arrangements, such as lines of credit or arrangements for
factoring receivables or sale-leaseback of assets

— Existing or committed arrangements to restructure or subordinate
debt or to guarantee loans to the entity

— Possible effects on management's borrowing plans of existing re-
strictions on additional borrowing or the sufficiency of available
collateral

• Plans to reduce or delay expenditures

— Apparent feasibility of plans to reduce overhead or administrative
expenditures, to postpone maintenance or research and develop-
ment projects, or to lease rather than purchase assets

— Possible direct or indirect effects of reduced or delayed expenditures

• Plans to increase ownership equity

— Apparent feasibility of plans to increase ownership equity, includ-
ing existing or committed arrangements to raise additional capital

— Existing or committed arrangements to reduce current dividend
requirements or to accelerate cash distributions from affiliates or
other investors

Financial Statement Effects

When management concludes there is substantial doubt about the entity's abil-
ity to continue as a going concern for a reasonable period of time, management
should consider disclosing the following:

• Pertinent conditions and events giving rise to the assessment of the
uncertainty about the entity's ability to continue as a going concern
for a reasonable period of time

• The possible effects of such conditions and events

• Management's evaluation of the significance of those conditions and
events and any mitigating factors

• Possible discontinuance of operations

• Management's plans (including relevant prospective financial infor-
mation)

• Information about the recoverability or classification of recorded asset
amounts or the amounts or classification of liabilities
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When management concludes that substantial doubt about the entity's ability
to continue as a going concern for a reasonable period of time is alleviated,
management should consider the need for disclosure of the principal conditions
and events that initially caused it to believe there was an uncertainty. The
consideration of disclosure may include the possible effects of such conditions
and events, and any mitigating factors, including management's plans.
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AR Exhibit C

Subsequent Events Considerations

Notice to Readers
The purpose of this nonauthoritative exhibit is to help practitioners better un-
derstand the accounting concepts of subsequent events in performing a com-
pilation or review engagement. This exhibit has been prepared and reviewed
by AICPA staff; however, it has not been approved, disapproved, or otherwise
acted upon by the Accounting and Review Service Committee or any senior
technical committee of the AICPA.

Subsequent Events Considerations
Events or transactions sometimes occur subsequent to the balance sheet date,
but prior to management's issuance of the financial statements1 that have a
material effect on the financial statements and, therefore, require adjustment
to or disclosure in the statements. These occurrences hereinafter are referred
to as subsequent events.

Two types of subsequent events require consideration by management. The first
type consists of those events that provide additional evidence with respect to
conditions that existed at the date of the balance sheet and affect the estimates
inherent in the process of preparing financial statements. All information that
becomes available prior to the issuance of the financial statements should be
used by management in its evaluation of the conditions on which the estimates
were based. The financial statements should be adjusted for any changes in
estimates resulting from the use of such evidence.

Identifying events that require adjustment of the financial statements under
the criteria stated above calls for the exercise of judgment and knowledge of the
facts and circumstances. For example, a loss on an uncollectible trade account
receivable as a result of a customer's deteriorating financial condition leading
to bankruptcy subsequent to the balance sheet date would be indicative of con-
ditions existing at the balance sheet date, thereby calling for adjustment of the
financial statements before their issuance. On the other hand, a similar loss
resulting from a customer's major casualty such as a fire or flood subsequent
to the balance sheet date would not be indicative of conditions existing at the
balance sheet date, and adjustment of the financial statements would not be ap-
propriate. The settlement of litigation for an amount different from the liability
recorded in the accounts would require adjustment of the financial statements
if the events, such as personal injury or patent infringement that gave rise to
the litigation, had taken place prior to the balance sheet date.

The second type consists of those events that provide evidence with respect to
conditions that did not exist at the date of the balance sheet being reported
on but arose subsequent to that date. These events should not result in adjust-
ment of the financial statements. Some of these events, however, may be of such

1 For purposes of this guidance, the term issuance of financial statements is intended to mean the
date that the completed and finalized financial statements are used for decision making purposes,
either internally or externally.
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a nature that disclosure of them is required to keep the financial statements
from being misleading. Occasionally such an event may be so significant that
disclosure can best be made by supplementing the historical financial state-
ments with pro forma financial data, giving effect to the event as if it had
occurred on the date of the balance sheet. It may be desirable to present pro
forma statements, usually a balance sheet only, in columnar form on the face
of the historical statements.

Examples of events of the second type that require disclosure to the financial
statements (but should not result in adjustment) are as follows:

1. Sale of a bond or capital stock issue

2. Purchase of a business

3. Settlement of litigation when the event giving rise to the claim took
place subsequent to the balance sheet date

4. Loss of plant or inventories as a result of fire or flood

5. Losses on receivables resulting from conditions (such as a customer's
major casualty) arising subsequent to the balance sheet date

Subsequent events affecting the realization of assets, such as receivables and
inventories or the settlement of estimated liabilities, ordinarily will require
adjustment of the financial statements because such events typically represent
the culmination of conditions that existed over a relatively long period of time.
Subsequent events such as changes in the quoted market prices of securities
ordinarily should not result in adjustment of the financial statements because
such changes typically reflect a concurrent evaluation of new conditions.

When financial statements are reissued, for example, in reports filed with reg-
ulatory agencies, events that require disclosure in the reissued financial state-
ments to keep them from being misleading may have occurred subsequent to
the original issuance of the financial statements. Events occurring between the
time of original issuance and reissuance of financial statements should not re-
sult in adjustment of the financial statements unless the adjustment meets the
criteria for the correction of an error or the criteria for prior period adjustments
set forth in Financial Accounting Standards Board Accounting Standards Cod-
ification 250, Accounting Changes and Error Corrections. Similarly, financial
statements reissued in comparative form with financial statements of subse-
quent periods should not be adjusted for events occurring subsequent to the
original issuance unless the adjustment meets the criteria stated above.

[Revised, June 2009, to reflect conforming changes necessary due to the
issuance of FASB ASC.]
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AR Appendix A

Cross-References to Statements on Standards
for Accounting and Review Services

No. Date Issued Title Section
1 Dec. 1978 Compilation and Review of Financial

Statements
100

2 Oct. 1979 Reporting on Comparative Financial
Statements

200

Amends section 100.04; Supersedes section
100[.92].

3 Dec. 1981 Compilation Reports on Financial
Statements Included in Certain
Prescribed Forms

300

Amends sections 100.02, .18, .19, .55, and
200.02.

4 Dec. 1981 Communications Between Predecessor
and Successor Accountants

400

Amends section 200.16.

5 July 1982 Reporting on Compiled Financial
Statements

500

Deleted by SSARS No. 7, November 1992,
because the provisions of SSARS No. 5 have
been incorporated into sections 100, 200, and
300.

6 Sept. 1986 Reporting on Personal Financial
Statements Included in Written
Personal Financial Plans

600

7 Nov. 1992 Omnibus Statement on Standards for
Accounting and Review Services—1992
Not published as a stand-alone section;
Integrated to amend sections 100, 200, 300,
and 400; Deletes SSARS No. 5.

8 Oct. 2000 Amendment to Statement on Standards
for Accounting and Review Services No.
1,Compilation and Review of Financial
Statements
Not published as a stand-alone section;
Amends former section 100.01–.27
(subsequent paragraphs and footnotes have
been renumbered accordingly); adds a new
appendix A [paragraph .97] and D
[paragraph .100]; deletes former appendix E
[paragraph [.101]].

(continued)
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No. Date Issued Title Section
9 Nov. 2002 Omnibus Statement on Standards for

Accounting and Review Services—2002
Not published as a stand-alone section;
Amends section 100.03, .04, .10, and .13;
deletes section 100.14; section 100.29; and
section 100.31; adds section 100.39; amends
.40 and .46; deletes section 100.47; amends
section 100.51 and .83, adds section
100.93–.95 (subsequent paragraphs and
footnotes have been renumbered
accordingly); amends section 400.01–.06;
deletes section 400.07; amends section
400.08–.10; and adds section 400.11 and .12.

10 May 2004 Performance of Review Engagements
Not published as a stand-alone section;
Amends section 100.29; amends and
transfers section 100.39 to section 100.31;
amends section 100.33; adds section 100.36
and .37; amends section 100.38, .39, .41; adds
section 100.42; amends section 100.43; adds
section 100.44 (subsequent paragraphs have
been renumbered accordingly); amends
section 100.98; adds a new appendix H
[paragraph .104].

11 May 2004 Standards for Accounting and Review
Services

50

Amends section 200.17.

12 July 2005 Omnibus Statement on Standards for
Accounting and Review Services—2005

Not published as a stand-alone section;
Amends section 100.05, .10, and .31; adds
section 100.40; amends section 100.45; adds
section 100.59–.68, .84, and .85 (subsequent
paragraphs and footnotes have been
renumbered accordingly); adds a new
appendix G [paragraph .103] (subsequent
paragraphs have been renumbered
accordingly); rescinds Accounting and
Review Interpretation No. 26 of SSARS No. 1
at section 9100.100–.103; amends section
200.25 and .26; adds section 200.27
(subsequent paragraphs and footnotes have
been renumbered accordingly).

13 July 2005 Compilation of Specified Elements,
Accounts, or Items of a Financial
Statement

110

Rescinds Accounting and Review
Interpretation No. 8 of SSARS No. 1 at
section 9100.27–.28.
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No. Date Issued Title Section

14 July 2005 Compilation of Pro Forma Financial
Information

120

15 July 2007 Elimination of Certain References to
Statements on Auditing Standards and
Incorporation of Appropriate Guidance
Into Statements on Standards for
Accounting and Review Services
Not published as a stand-alone section;
Amends section 100.01, .04, and .16; adds
section 100.17; amends section 100.20; adds
section 100.22; amends section 100.47, adds
section 100.50, amends section 100.51–.53,
adds section 100.54–.55; amends section
100.64, adds section 100.78–.82; amends
section 100.92, and .95 (subsequent
paragraphs and footnotes have been
renumbered accordingly); rescinds
Accounting and Review Interpretations No. 4
of SSARS No. 1 at section 9100.13–.15 and
No. 12 at section 9100.41–.45; amends
section 200.05; section 300.01; and section
400.09.

16 December
2007

Defining Professional Requirements in
Statements on Standards for
Accounting and Review Services

20

17 February
2008

Omnibus Statement on Standards for
Accounting and Review Services—2008

Not published as a stand-alone section;
Amends section 100.01, .03; and .04; adds
section 100.06; .12; and .28; amends section
100.29; adds section 100.30; amends section
100.31; adds section 100.32; amends section
100.36 and .41; adds section 100.69; .70; .71;
.72; .73; .74; .75; and .76; amends section
100.83; .85; .86; .99; .100; .101; .102
(subsequent paragraphs and footnotes have
been renumbered accordingly); amends
section 110.15; amends section 120.18;
amends section 200.01; .29; and .33; amends
section 300.01; .02; and .03; amends section
400.01.

18 February
2009

Applicability of Statements on
Standards for Accounting and Review
Services

Amends section 100.01.
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[Reserved.]
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AR Appendix C

Schedule of Changes in Statements
on Standards for Accounting and
Review Services

Section Par. Changes Date of Change
20 SSARS No. 16 added December 2007

50 Added by SSARS No. 11 May 2004

50 .01 Amended by SSARS No. 17 December 2008

100 .01 Amended by SSARS No. 8 October 2000

100 .01 Amended by SSARS No. 15 July 2007

100 .01 Amended by SSARS No. 17 February 2008

100 .01 Amended by SSARS No. 18 February 2009

100 .02 Amended by SSARS No. 3 December 1981

100 .02 Amended by SSARS No. 8 October 2000

100 .02 Amended by SSARS No. 17 December 2008

100 .03 Amended by SSARS No. 8 October 2000

100 .03 Amended by SSARS No. 9 November 2002

100 .03 Amended by SSARS No. 17 February 2008

100 .04 Amended by SSARS No. 2 October 1979

100 .04 Amended by SSARS No. 8 October 2000

100 .04 Amended by SSARS No. 9 November 2002

100 .04 Amended by SSARS No. 15 July 2007

100 .04 Amended by SSARS No. 17 February 2008

100 .05 Amended by SSARS No. 8 October 2000

100 .05 Amended by SSARS No. 12 July 2005

100 .06 New paragraph added by
issuance of SSARS No. 17;
subsequent paragraphs
renumbered

February 2008

100 .07 Amended by SSARS No. 8 October 2000

100 .08 Amended by SSARS No. 8 October 2000

100 .09 Amended by SSARS No. 8 October 2000

100 .10 Amended by SSARS No. 8 October 2000

100 .10 Amended by SSARS No. 9 November 2002

100 .10 Amended by SSARS No. 12 July 2005

100 .11 Amended by SSARS No. 8 October 2000

100 .12 New paragraph added by
issuance of SSARS No. 17;
subsequent paragraphs
renumbered

February 2008

100 .13 Amended by SSARS No. 8 October 2000

100 .13 Amended by SSARS No. 9 November 2002

(continued)
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Section Par. Changes Date of Change
100 .14 Amended by SSARS No. 8 October 2000

100 .14 Deleted by SSARS No. 9 November 2002

100 .15–.16 Amended by SSARS No. 8 October 2000

100 .16 Amended by SSARS No. 15 July 2007

100 .17 New paragraph added by
issuance of SSARS No. 15;
subsequent paragraphs
renumbered

July 2007

100 .18–.19 Amended by SSARS No. 3 December 1981

100 .20–.21 Amended by SSARS No. 8 October 2000

100 .21 Amended by SSARS No. 15 July 2007

100 .22 New paragraph added by
issuance of SSARS No. 15;
subsequent paragraphs
renumbered

July 2007

100 .23–.27 Amended by SSARS No. 8 October 2000

100 .28 New paragraph added by
issuance of SSARS No. 17;
subsequent paragraphs
renumbered

February 2008

100 .29 Amended by SSARS No. 9 November 2002

100 .29 Amended by SSARS No. 10 May 2004

100 .29 Amended by SSARS No. 17 February 2008

100 .30 New paragraph added by
issuance of SSARS No. 17;
subsequent paragraphs
renumbered

February 2008

100 .31 Amended by SSARS No. 9 November 2002

100 .31 Amended and transferred,
from former 100.32, by
SSARS No. 10; subsequent
paragraphs renumbered

May 2004

100 .31 Amended by SSARS No. 12 July 2005

100 .31 Amended by SSARS No. 17 February 2008

100 .32 New paragraphs added by
issuance of SSARS No. 17;
subsequent paragraphs
renumbered

February 2008

100 .33 Amended by SSARS No. 10 May 2004

100 .36 New paragraphs added by
issuance of SSARS No. 10;
subsequent paragraphs
renumbered

May 2004

100 .36 Amended by SSARS No. 17 February 2008

100 .37–.38 New paragraphs added by
issuance of SSARS No. 10;
subsequent paragraphs
renumbered

May 2004
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Section Par. Changes Date of Change
100 .38 Amended by SSARS No. 10 May 2004

100 .39 New paragraph added by
issuance of SSARS No. 9;
subsequent paragraphs
renumbered

November 2002

100 .39 Amended by SSARS No. 10 May 2004

100 .40 New paragraph added by
issuance of SSARS No. 12;
subsequent paragraphs
renumbered

July 2005

100 .41 Amended by SSARS No. 9 November 2002

100 .41 Amended by SSARS No. 17 February 2008

100 .42 Amended by SSARS No. 10 May 2004

100 .43 New paragraph added by
issuance of SSARS No. 10;
subsequent paragraphs
renumbered

May 2004

100 .44 Amended by SSARS No. 10 May 2004

100 .45 New paragraph added by
issuance of SSARS No. 10;
subsequent paragraphs
renumbered

May 2004

100 .45 Amended by SSARS No. 12 July 2005

100 .46 Amended by SSARS No. 9 November 2002

100 .47 Deleted by SSARS No. 9 November 2002

100 .49 Amended by SSARS No. 15 July 2007

100 .50 New paragraph added by
issuance of SSARS No. 15;
subsequent paragraphs
renumbered

July 2007

100 .51 Amended by SSARS No. 9 November 2002

100 .53 Amended by SSARS No. 3 December 1981

100 .54–.55 New paragraph added by
issuance of SSARS No. 15;
subsequent paragraphs
renumbered

July 2007

100 .56 Amended by SSARS No. 5 July 1982

100 .56 Amended by SSARS No. 3 December 1981

100 .56–.58 Amended by SSARS No. 15 July 2007

100 .59–.68 New paragraphs added by
SSARS No. 12; subsequent
paragraphs renumbered

July 2005

100 .69–.76 New paragraphs added by
SSARS No. 12; subsequent
paragraphs renumbered

February 2008

100 .77 Amended by SSARS No. 9 November 2002

(continued)
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Section Par. Changes Date of Change
100 .77 Amended by SSARS No. 15 July 2007

100 .78–.82 New paragraphs added by
issuance of SSARS No. 15;
subsequent paragraphs
renumbered

July 2007

100 .83 Amended by SSARS No. 17 February 2008

100 .84–.85 New paragraphs added by
SSARS No. 12; subsequent
paragraphs renumbered

July 2005

100 .85–.86 Amended by SSARS No. 17 February 2008

100 .92 Superseded by SSARS No. 2 October 1979

100 .93–.95 New paragraphs added by
issuance of SSARS No. 9;
subsequent paragraphs
renumbered

November 2002

100 .94 Amended by SQCS 7 December 2008

100 .97 New paragraph added by
issuance of SSARS No. 8;
subsequent paragraphs
renumbered

October 2000

100 .98 Amended by SSARS No. 10 May 2004

100 .98 Revised December 2008

100 .99 Amended by SSARS No. 5 July 1982

100 .99 Amended by SSARS No. 17 February 2008

100 .100 New paragraph added by
issuance of SSARS No. 8;
subsequent paragraphs
renumbered

October 2000

100 .100–
.101

Amended by SSARS No. 17 February 2008

100 .102 Amended by SSARS No. 15 July 2007

100 .102 Amended by SSARS No. 17 February 2008

100 .103 New paragraphs added by
SSARS No. 12; subsequent
paragraphs renumbered

July 2005

100 .104 Deleted by SSARS No. 8 October 2000

100 .105 New paragraph added by
issuance of SSARS No. 10;
subsequent paragraphs
renumbered

May 2004

100 .105 Amended by SSARS No. 15 July 2007

100 .106 New paragraph added by
issuance of SSARS No. 15

July 2007

110 SSARS No. 13 added July 2005

110 .15 Amended by SSARS No. 17 May 2008

120 SSARS No. 14 added July 2005

120 .18 Amended by SSARS No. 17 May 2008

200 .01 Revised by SSARS No. 8 October 2000
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Section Par. Changes Date of Change
200 .01 Amended by SSARS No. 17 February 2008

200 .02 Amended by SSARS No. 3 December 1981

200 .02 Revised by SSARS No. 8 October 2000

200 .05 Amended by SSARS No. 15 July 2007

200 .09 Amended by SSARS No. 5 July 1982

200 .09 Amended by SSARS No. 7 November 1992

200 .10 Amended by SSARS No. 7 November 1992

200 .16 Amended by SSARS No. 4 December 1981

200 .25–.26 Amended by SSARS No. 12 July 2005

200 .27 New paragraph added by
SSARS No. 12; subsequent
paragraphs renumbered

July 2005

200 .29 Amended by SSARS No. 17 February 2008

200 .30 Amended by SSARS No. 5 July 1982

200 .30 Amended by SSARS No. 7 November 1992

200 .33 Deleted by SSARS No. 8 October 2000

200 .33 Amended by SSARS No. 17 February 2008

200 .34–.35 Deleted by SSARS No. 8 October 2000

300 .01 Amended by SSARS No. 15 July 2007

300 .01–.02 Amended by SSARS No. 17 February 2008

300 .03 Amended by SSARS No. 5 July 1982

300 .03 Amended by SSARS No. 7 November 1992

300 .03 Amended by SSARS No. 17 February 2008

400 .01 Amended by SSARS No. 7 November 1992

400 .01 Amended by SSARS No. 9 November 2002

400 .01 Amended by SSARS No. 17 February 2008

400 .02 Amended by SSARS No. 9 November 2002

400 .03 Amended by SSARS No. 7 November 1992

400 .03–.06 Amended by SSARS No. 9 November 2002

400 .07 Deleted by SSARS No. 9 November 2002

400 .08–.09 Amended by SSARS No. 9 November 2002

400 .09 Amended by SSARS No. 15 July 2007

400 .10 Amended by SSARS No. 9 November 2002

400 .11–.12 New paragraphs added by
issuance of SSARS No. 9

November 2002

500 . . . Deleted by SSARS No. 7 November 1992
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AR TOPICAL INDEX
References are to AR section and paragraph numbers.

A
ACCOUNTANT, INDEPENDENT
. Association With Financial

Statements . . . . . . . . . . . . . . . . . . . . . . . . . 200.03
. Business Valuation . . . . . . . . . . . . . . . 9100.89-.92
. Change in Engagement . . . . . . . . . . . 100.86-.91;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.06-.12
. Consultation With Attorney . . . . 100.03; 100.77
. Continuing—See Continuing Independent

Accountant
. Differentiating Between Financial

Statement Presentation and Trial
Balance . . . . . . . . . . . . . . . . . . . . . . . 9100.54-.57

. Draft Financial Statements . . . . . . . 9100.61-.62

. Financial Information Derived for
Business Valuation . . . . . . . . . . . . . 9100.89-.92

. Knowledge of Accounting
Practices . . . . . . . . . . . 100.07-.09; 100.33-.35

. Lack of Independence . . . . . . . . 100.23; 100.55

. Litigation Services . . . . . . . . . . . . . . . 9100.76-.79

. Planning . . . . . . . . . . . . . . . . . . . . . . . . 9100.16-.17

. Predecessor—See Predecessor Independent
Accountant

. Reference to Country of Origin . . . 9100.93-.94

. Reporting Obligation. . . . . . . . . . . . . .200.08-.12;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.29

. Reporting on Personal Financial
Statements . . . . . . . . . . . . . . . . . . . . . 600.01-.07

. Submission of Financial Statements
to Client . . . . . . . . . . . . . . 100.07; 9100.61-.62

. Subsequent Discovery of Facts . . . . . . . . 100.77

. Successor—See Successor Independent
Accountant

. Supervision . . . . . . . . . . . . . . . . . . . . . 9100.16-.17

. Tax Returns, Reporting . . . . . . . . . . . 9100.31-.32

. Understanding With Entity . . . . . . . . . . . . 100.05;
. . . . . . . . . . . . . 100.22-.23; 600.03; 9100.08;
. . . . . . . . . . . . . . . . . . . . . 9100.48; 9600.01-.03

. Use of “Selected Information”
Label . . . . . . . . . . . . . . . . . . . . . . . . . .9100.85-.88

. Withdrawal From Engagement . . . . . . . . 100.64;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.18-.22

ACCOUNTING
. Changes—See Changes, Accounting
. Principles—See Generally Accepted Accounting

Principles

ACCOUNTING SERVICES
. Applicability to Litigation

Services. . . . . . . . . . . . . . . . . . . . . . .9100.76-.79
. Compilation v. Review Reports. . . .9100.06-.12
. Controllership Services—See Controllership

Services

ACCOUNTING SERVICES—continued
. Examples . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.02
. Management Services—See Management

Services

ACCOUNTS RECEIVABLE—See Receivables

ADVERSE OPINIONS
. Applicability . . . . . . . . . . . . . . . . . . . . . . . . . 9100.24
. Prior Period Financial

Statements . . . . . . . . . . . . . . . . . . . . 9200.02-.03

AMERICAN INSTITUTE OF CPAs
. Standards for Accounting and

Review Services. . . . . . . . . . . . . . . . .100.01-.03

ANALYTICAL PROCEDURES
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.36
. Predecessor Accountant’s

Procedures . . . . . . . . . . . . . . . . . . . . . . . . . 200.22
. Review Procedures. . . . . . . . . . . . . . . .100.29-.55
. Unusual Items. . . . . . . . . . . . . . . .100.36; 100.38

ATTORNEYS—See Lawyers

AUDIT ENGAGEMENTS
. Adverse Opinion . . . . . . . . . . . . . . . . . . . . .9100.24
. Change in Engagement. . . . . . . . . . . .100.86-.91
. Change in Status of Entity . . . . . . . . . 200.32-.33
. Compared to Reviews . . . . . . . . 100.46; 100.52
. Prior Period Compiled. . . . . . . . . . . . . . . . .200.28
. Prior Period Reviewed . . . . . . . . . . . . . . . . 200.28
. Subsequent Period Compiled . . . . . . . . . 200.29;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9200.01-.04
. Subsequent Period Reviewed . . . . . . . . . . 200.29

AUDITING STANDARDS—See Generally
Accepted Auditing Standards

AUDITORS’ OPINIONS—See Opinions,
Auditors’

AUTHORITIES, REGULATORY—See Regulatory
Agencies

AUTHORIZATION
. Client’s Permission to Predecessor

Accountant . . . . . . . . . . . . . . . . .400.04; 400.08
. Successor Accountant Acknowledgment

Letter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.12

B
BUSINESS VALUATION
. Reporting . . . . . . . . . . . . . . . . . . . . . . . 9100.89-.92
. SSARS Applicability When Financial

Information Is Derived From Entity’s
Tax Return . . . . . . . . . . . . . . . . . . . . . 9100.89-.92

AICPA Professional Standards BUS
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References are to AR section and paragraph numbers

C
CASH FLOWS—See Statements of Cash Flows

CHANGE OF ACCOUNTANTS
. Predecessor—See Predecessor Independent

Accountant
. Successor—See Successor Independent

Accountant

CLIENTS
. Accountant’s Labeling of Financial

Statement Notes. . . . . . . . . . . . . . .9100.85-.88
. Accountant’s Submission of Financial

Statements to Client . . . . . . . . . . . . . . . . 100.06
. Accountant’s Submission of Written Personal

Financial Plan With Unaudited Statements
to a Client . . . . . . . . . . . . . . . . . . . . . 9600.01-.03

. Audit Procedures . . . . . . . . . . . . . . . . . . . . 9100.47

. Authorization to Predecessor
Accountant . . . . . . . . . . . . . . . . .400.04; 400.08

. Change in Engagement. . . . . . . . . . . .100.86-.91

. Change of Accountants . . . . . . . . . . . . . . .200.16;
. . . . . . . . . . . . . . . . . . . . . . . .200.20-.27; 400.03

. Departures From GAAP . . . . . . . . . . 9100.19-.26

. Improper Use of Accountant’s
Name. . . . . . . . . . . . . . . . . . . . . .100.03; 200.03

. Reliability of Information . . . . . . . . . . . . . . . 100.83

. Subsequent Discovery of Facts . . . . 400.10-.11

. Understanding With Accountant . . . . . . . 100.05;
. . . . . . . . . . . . . . . . . . . . . . . . . 600.03; 9100.08;
. . . . . . . . . . . . . . . . . . . . . 9100.48; 9600.01-.03

CODE OF PROFESSIONAL CONDUCT—See
Conduct, Code of Professional

COMMUNICATION
. Audit Procedures . . . . . . . . . . . . . . . . . . . . 9100.49
. Between Predecessor and Successor

Accountant . . . . . . . . . . . . . . . . . . . . . 400.01-.12
. Change of Accountants. . . . . . . . . . . .400.01-.12
. Disclaimer on Compilation Reports, Example

Wording . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.03
. Financial Statements Reported on By

Predecessor Accountant . . . . . . . . .400.10-.11
. Principal and Reporting Accountant . . . 9400.05
. Successor Accountant Acknowledgment

Letter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.12
. Successor Accountant’s Use of . . . . . . . . 400.09
. When Compiled Financial Statements Are

Not Expected to Be Used by a Third
Party . . . . . . . . . . . 100.24-.27; 9100.136-.137

. Written Representations Required From
Management . . . . . . . . . . . . . . . . . . . . 100.39-.42

COMPARABILITY
. Compiled Financial Statements . . . . . . . . 200.05

COMPARATIVE FINANCIAL STATEMENTS
. Change in Status of Entity . . . . . . . . . 200.32-.33
. Compilation Each Period. . . . . . . . . . . . . .200.09;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9200.01-.04
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .200.07
. Departures From GAAP. . . . . . . . . . . .200.13-.15

COMPARATIVE FINANCIAL
STATEMENTS—continued

. Omission of Disclosures . . . . . . . . . . . . . . 200.05;
. . . . . . . . . . . . . . . . . . 200.30-.31; 9200.01-.04

. One Period Audited . . . . . . . . . . . . . . . 200.28-.29

. Prescribed Forms . . . . . . . . . . . . 200.02; 300.01

. Reference to Accountant’s Report . . . . . 200.06;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9200.03-.04

. Review Each Period . . . . . . . . . . . . . . . . . . .200.09

. Uncertainties . . . . . . . . . . . . . . . . . . . . . . . .9200.04

COMPILATION ENGAGEMENT
. Audit Procedures. . . . . . . .100.09; 9100.46-.49
. Change From Audit Engagement . . . 100.86-.91
. Change to Review Engagement . . . 100.86-.91;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.06-.12
. Communication Between

Accountants . . . . . . . . . . . . . . . . . . . . 400.01-.12
. Communication of Possible Fraud and

Illegal Acts . . . . . . . . . . . . . . . . . . . . . . 100.84-.85
. Compilation Each Period . . . . . . . . . 9200.01-.04
. Compliance With Quality Control

Standards . . . . . . . . . . . . . . . . . . . . . . 100.93-.95
. Date on Report . . . . . . . . . . . . . . . . . . . . . . . 100.13
. Disclaimer on Compilation Reports. . . . .100.03
. Fraud . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.05
. Illegal Acts . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.05
. Illustrative Engagement Letter . . . . 100.99-.100
. Knowledge of Accounting

Practices . . . . . . . . . . . . . . . . . . . . . . . 100.08-.09
. Limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.12
. Objectives. . . . . . . . . . . . . . . . . . . . . . . . . . . .100.06
. Planning . . . . . . . . . . . . . . . . . . . . . . . . 9100.16-.17
. Prescribed Forms . . . . . . . . . . . 100.18; 300.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.03
. Prior Period Audited . . . . . 200.29; 9200.01-.04
. Pro Forma Financial Information—See

Compilation of Pro Forma Financial
Information

. Reports—See Compilation Reports

. Reports on Application of Accounting
Principles. . . . . . . . . . . . . . . . . . . . . .9400.01-.05

. Reviews of Nonissuers Owned or Controlled
by Issuer. . . . . . . . . . . . . . . . . . . .9100.104-.108

. Rule 201, Compliance With. . . . . . .9100.16-.17

. Signature of Firm or Accountant
on Report . . . . . . . . . . . . . . . . . . . . . . . . . . 100.13

. Specified Elements, Accounts, or Items
of a Financial Statement—See Compilation
of Specified Elements, Accounts, or Items
of a Financial Statement

. Subsequent Discovery of Facts . . . . . . . 100.77;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.10-.11

. Subsequent Events . . . . . . . . . . . . . . . 200.13-.15;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.20-.23

. Subsequent Period Audited . . . . . . . . . . . .200.28

. Successor Accountant Acknowledgment
Letter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.12

. Supervision . . . . . . . . . . . . . . . . . . . . . 9100.16-.17

. Supplementary Information . . . . . . . . . . . . 100.83

. Supplementary Information, Separate
Report on . . . . . . . . . . . . . . . . . . . . . . . . . . 100.83

CAS Copyright © 2009, American Institute of Certified Public Accountants, Inc.
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COMPILATION ENGAGEMENT—continued
. Tax Returns, Reporting . . . . . . . . . . . 9100.31-.32
. Uncertainties . . . . . . . . . . . . . . . . . 9100.120-.129
. Understanding With Entity . . . . . . . . . . . . 100.05;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.48
. Withdrawal From Engagement . . . . . . . . 100.57;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.18-.22
. Written Representations Required

From Management . . . . . . . . . . . . . . 100.39-.42

COMPILATION OF FINANCIAL STATEMENTS
. Change of Accountants . . . . . . . . . . . . . . . 400.02
. Communication of Possible Fraud

and Illegal Acts . . . . . . . . . . . . . . . . . .100.84-.85
. Comparative Financial

Statements. . . . . . . .200.01-.37; 9200.01-.04
. Compared to Audits and Reviews . . . . . 100.99;

. . . . . . . . . . . . . . . . . . . . . . . . .100.100; 100.101
. Compliance With Contractual Agreement

or Regulatory Provision . . . . . . 9100.109-.119
. Compliance With Quality Control

Standards . . . . . . . . . . . . . . . . . . . . . . 100.93-.95
. Date on Report . . . . . . . . . . . . . . . . . . . . . . . 100.13
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.04
. Departures From GAAP . . . . . . . . . . . 100.18-.19;

. . . . . . . . . 300.01; 300.03-.04; 9100.19-.20;
. . . . . . . . . . . . . . . . .9100.23-.26; 9100.95-.99;
. . . . . . . . . . . . . . .9100.109-.118; 9300.01-.03

. Draft Financial Statements . . . . . . . 9100.61-.62

. Errors. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.11

. Going Concern. . . . . . . . . . . . . . . . . . . .100.69-.72

. Illustrative Engagement Letter . . . . 100.99-.100

. Incomplete Presentation . . . . . . . 9100.109-.118

. Omission of Disclosures—See Disclosure

. Performance Requirements . . . . . . . .100.08-.11

. Planning . . . . . . . . . . . . . . . . . . . . . . . . 9100.16-.17

. Prescribed Forms. . . . . . . .100.02; 100.18-.19;
. . . . . . . . . . . . . . . . . . 300.01-.05; 9300.01-.03

. Pro Forma Financial Information—See
Compilation of Pro Forma Financial
Information

. Reporting—See Compilation Reports

. Reviews of Nonissuers Owned or
Controlled by Issuer . . . . . . . . . 9100.104-.108

. Signature of Firm or Accountant
on Report . . . . . . . . . . . . . . . . . . . . . . . . . . 100.13

. Specified Elements, Accounts, or Items
of a Financial Statement—See Compilation of
Specified Elements, Accounts, or Items of a
Financial Statement

. Standards and Procedures . . . . . . . . 100.07-.27

. Submission of Financial Statements . . . 100.07;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.89-.92

. Subsequent Discovery of Facts . . . . . . . 100.77;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.10-.11

. Subsequent Events . . . . . . . . . . . . . . . 100.73-.76

. Successor Accountant Acknowledgment
Letter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.12

. Supervision . . . . . . . . . . . . . . . . . . . . . 9100.16-.17

. Supplementary Information . . . . . . . . . . . . 100.83

COMPILATION OF FINANCIAL
STATEMENTS—continued

. When Not Expected to Be Used by a
Third Party . . . . . . . . . . . . . . . . . . . . . 100.24-.27;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.136-.137

. Written Representations Required From
Management . . . . . . . . . . . . . . . . . . . . 100.39-.41

COMPILATION OF PRO FORMA FINANCIAL
INFORMATION

. Conditions for Compiling . . . . . . . . . . 120.06-.08

. Distinguished From Historical Financial
Information . . . . . . . . . . . . . . . . . . . . . . . . . 120.05

. Engagement Letter . . . . . . . . . . . . . . . . . . . 120.18

. Illustrations—See Illustrations

. Limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . 120.02

. Objectives . . . . . . . . . . . . . . . . . . . . . . . . 120.03-.04

. Performance Requirements . . . . . . . .120.11-.12

. Reporting Requirements . . . . . . . . . . . 120.13-.16

. Understanding With the Entity . . . . . .120.09-.10

COMPILATION OF SPECIFIED ELEMENTS,
ACCOUNTS, OR ITEMS OF A FINANCIAL
STATEMENT

. Components . . . . . . . . . . . . . . . . . . . . . . . . 9100.56

. Conditions for Compiling . . . . . . . . . . 110.04-.05

. Engagement Letter . . . . . . . . . . . . . . . . . . . 110.15

. Examples . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110.03

. Illustrations—See Illustrations

. Included as Accompanying Information
to Basic Financial Statements . . . . . . . .110.04

. Limitations . . . . . . . . . . . . . . . . . . . . . . . . . . . 110.02

. Performance Requirements . . . . . . . .110.08-.09

. Reporting Requirements . . . . . . . . . . . 110.10-.13

. Understanding With the Entity . . . . . .110.06-.07

COMPILATION REPORTS
. Accountant’s Responsibility . . . . . . . 100.01-.03;

. . . . . . . . . . . . . . . . . . . . . . . 100.07-.11; 200.03;
. . . . . . . . . . . . . . . . . . 200.11-.12; 9100.29-.30

. Change to Review Report . . . . . . . . . 100.86-.91;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.06-.12

. Combined Reports . . . . . . . . . . . . . . . . . . . .100.63

. Compilation Each Period. . . . . . . . . . . . . .200.09;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9200.01-.04

. Compliance With Quality Control
Standards . . . . . . . . . . . . . . . . . . . . . . 100.93-.95

. Date of Report . . . . . . . . . . . . . . . 100.13; 100.46

. Departure From Rule 203 of Code
of Conduct . . . . . . . . . . . . . . . . . . . . . . . . 9100.75

. Departures From GAAP . . . . . . . . . . . . . . . 100.02;
. . . . . . . . . . . . . . . . . . . 100.19-.22; 100.56-.58;
. . . . . . . . . . . . . . . . . . . . . . . 200.05; 200.13-.15;
. . . . . . . . . . . . . . . . . . . . . . . 200.30-.31; 300.01;
. . . . . . . . . . . . . . . . . . 300.03-.05; 9100.18-.26;
. . . . . . . . . . . . . . . . .9100.29-.30; 9100.95-.99;
. . . . . . . . . . . . . . . . . . . . . 9200.04; 9300.01-.03

. Disclaimer of Opinion . . . . 100.03; 100.14-.25;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.31

. Emphasis of a Matter Paragraph . . . 9100.123;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.127

. Form and Content . . . .100.13-.18; 110.10-.11;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 120.13-.14

AICPA Professional Standards COM
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COMPILATION REPORTS—continued
. General Use and Restricted Use . . . 100.59-.61
. Illustrations . . . . . . . . . . . . . . . . . 100.16; 100.21;

. . . . . . . . . . . . . . . . . . 100.99-.100; 110.12-.13;
. . . . . . . . . . . . . . 110.15; 120.15-.16; 120.18;
. . . . . . . . . . . . . . . . . . . . . . . 200.09-.12; 200.15;
. . . . . . . . . . .200.19; 200.29-.31; 300.03-.04;
. . . . . . . 9100.25; 9100.29-.30; 9300.01-.02

. Lack of Independence . . . . . . . 100.23; 100.55;
. . . . . . . . . . . . . . . . . . . . . . . . . . . 110.13; 120.16

. Language, Restricted Use . . . . . . . . . . . . . 100.68

. Limited Distribution . . . . . . . . . . . . . . . . . . . 100.67

. Modification . . . . . . . . . . . . 100.57; 9100.18-.26;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.109-.129

. Omission of Disclosures . . . . . . . . . . 100.19-.22;
. . . . . . . . . 200.05; 200.30-.31; 9100.01-.02;
. . . . . . . . . . . . . . . . .9100.29-.30; 9100.85-.88;
. . . . . . . . . . . . . . . . . 9100.95-.99; 9200.01-.04

. Omission of Display of Comprehensive
Income . . . . . . . . . . . . . . . . . . . . . . . . 9100.95-.99

. Predecessor Independent
Accountant . . . . . . . . . . . . . . . . . . . . . 200.16-.27

. Prescribed Forms . . . . . . . . . . . 100.02; 100.05;
. . . . . . . . . . . . . . . . . . . 100.52-.57; 300.01-.05;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.03

. Prior Period Audited . . . . . 200.29; 9200.01-.04

. Prior Period Reviewed . . . . . . . . . . . . 200.11-.12;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9200.01-.04

. Pro Forma Financial Information. . . .120.13-.16

. Reference to Country of Origin . . . 9100.93-.94

. Restricted Use. . . . . . . . . . . . . . . . . . . .100.59-.68

. Scope Limitation. . . . . . . . . . . . . . . . . . . . . .100.52

. Signature of Firm or Accountant . . . . . . . 100.13

. Single Financial Statement . . . . . . . . . . . . 100.18

. Specified Elements, Accounts, or
Items of a Financial Statement . . . 110.10-.13

. Specified Parties. . . . . . . . . . . . . . . . . .100.65-.66

. Standards and Procedures . . . . . . . . 100.19-.27

. Statement of Comprehensive
Income . . . . . . . . . . . . . . . . . . . . 100.16; 100.49

. Subject Matter Based on Measurement
or Disclosure Criteria Contained in
Contractual Agreements, Regulatory
Provisions . . . . . . . . . . . . . . . . . . . . . . . . . . 100.62

. Subsequent Discovery of Facts . . . . . . . . 100.77

. Subsequent Period Audited . . . . . . . . . . . .200.28

. Subsequent Period Reviewed . . . . . . . . . 200.10;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.06-.12

. Successor Independent
Accountant . . . . . . . . . . . . . . . . . . . . . 200.16-.27

. Supplementary Information . . . . . . . . . . . . 100.83

. Tax Returns . . . . . . . . . . . . . . . . . . . . . 9100.31-.32

. Uncertainties . . . . . . . . . . . . . . . . . 9100.120-.129

COMPONENTS OF A BUSINESS
. Reports of Other Accountants . . . . . . . . . 100.38

COMPREHENSIVE BASIS OF ACCOUNTING
. Compilation of Financial

Statements . . . . . . . . . . . . . . . . . . . . 9100.18-.26
. Disclosure of Basis . . . . . . . . . . .100.20; 300.01
. Financial Statements Defined . . . . . . . . . . 100.04

COMPREHENSIVE BASIS OF
ACCOUNTING—continued

. Omission of Disclosures . . . . . . . . . . 100.19-.21;
. . . . . . . . .200.05; 9100.01-.02; 9100.29-.30

. Review of Financial Statements . . . . . . . 100.35;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.18-.26

COMPREHENSIVE INCOME
. Omission of Display in a Compilation

Report . . . . . . . . . . . . . . . . . . . . . . . . 9100.95-.99

CONDUCT, CODE OF PROFESSIONAL
. Disclosure of Confidential

Information . . . . . . . . . . . . . . . . . . . . . . . . . 400.04
. Interpretation 501-1 . . . . . . . . . . . . . . . . . . 400.08
. Litigation Services . . . . . . . . . . . . . . . 9100.76-.77
. Rule 201 . . . . . . . . . . . . . . . . . . . . . . . . 9100.16-.17
. Rule 202 . . . . . . . . . . . . . . . . . . . . . . . 20.08; 50.03
. Rule 203 . . . . . . . . . . . . . . . . . . . . . . . . 9100.73-.75
. Working Papers . . . . . . . . . . . . . . . . . . . . . . 400.08

CONFIDENTIAL CLIENT INFORMATION
. Disclosure of Information . . . . . . . . . . . . . .400.04

CONFIRMATIONS
. Receivables . . . . . . . . . . . . . . . . . . . . . 9100.46-.49

CONTINGENCIES
. Communication With Predecessor

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 400.08

CONTINUING INDEPENDENT ACCOUNTANT
. Changed Reference in Report . . . . . .200.13-.15
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .200.07
. Standard Reports . . . . . . . . . . . . . . . . . 200.08-.12

CORPORATE JOINT VENTURES—See Jointly
Owned Companies

CORRECTION OF ERROR
. Restatement of Prior Period . . . . . . . 200.25-.27

COUNTRY OF ORIGIN
. Reference in Compilation or Review

Report . . . . . . . . . . . . . . . . . . . . . . . . 9100.93-.94

D
DATE OF REPORT
. Completion of Accountant’s Review

Procedures . . . . . . . . . . . . . . . . . . . . . . . . . 100.46
. Completion of Compilation . . . . . . . . . . . . 100.13
. Compilation Report . . . . . . . . . . .100.13; 100.46
. Review Report . . . . . . . . . . . . . . . . . . . . . . . . 100.46
. Subsequent Discovery of Facts . . . . . . . . 100.77
. Subsequent Period Compiled. . . . . . . . .9200.01

DEFINITIONS—See Terminology

DEPARTURES FROM ESTABLISHED
PRINCIPLES

. Compilation of Financial
Statements. . . . . . . . . . . . . . . . . . . . .100.18-.19;
. . . . . . . . . . . . . . . . . . . . . . . 100.56-.58; 200.05;
. . . . . . . . . . .200.13-.15; 300.01; 300.03-.04;
. . . . . . .9100.18-.26; 9100.75; 9100.95-.99;
. . . . . 9100.108-.119; 9200.04; 9300.01-.03

. Illustrations . . . . . . . . . . . 9100.20-.21; 9100.25;
. . . . . . . . . . . . . . .9100.118-.119; 9300.01-.02

COM Copyright © 2009, American Institute of Certified Public Accountants, Inc.
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DEPARTURES FROM ESTABLISHED
PRINCIPLES—continued

. Omission of Disclosures . . . . . . . . . . 100.19-.22;
. . . . . . . . . . . . . . 200.30-.31; 300.01; 600.02;
. . . . . . . . . . . . . . . . .9100.01-.02; 9100.29-.30;
. . . . . . . . . . . . . . . . .9100.85-.88; 9100.95-.99;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.03

. Omission of Display of Comprehensive
Income . . . . . . . . . . . . . . . . . . . . . . . . 9100.95-.99

. Personal Financial Statements . . . . . . . . . 600.02

. Prescribed Forms . . . . . . . . . . . 100.02; 100.05;
. . . . . . . . . . . . . . . . . . . . . . . . . . .100.55; 300.01;
. . . . . . . . . . . . . . . . . . 300.03-.05; 9300.01-.03

. Review of Financial Statements. . . .100.29-.55;
. . . . . . . . . . . . . . . . . . 200.13-.15; 9100.01-.02;
. . . . . . . . . . . . . . . . .9100.18-.26; 9100.73-.74;
. . . . . . . . . . . . . . . . . .9100.108-.119; 9200.04;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.03

. Unaudited Financial Statements . . . . . . . 300.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300.03

DISCLAIMER OF OPINION
. Associated Accountant . . . . . . . . . . . . . . . .100.03
. Compilation and Review

Engagements . . . . . . . . . . . . . . . . . . . . . . .100.03
. Compilation Reports . . . . . . . . . . . . . . . . . . 200.31
. Prior Period Financial Statements . . . . . 200.02;

. . . . . . . . . . . . . .200.17; 200.33; 9200.02-.03
. Unaudited Information, Example

Wording . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.03

DISCLOSURE
. Controllership Services, When

Performing . . . . . . . . . . . . . . . . . . . . 9100.80-.84
. Departures From GAAP . . . . . . . . . . . . . . . 300.01;

. . . . . . . . . . . . . . . . . 9100.18-.26; 9300.01-.03
. Errors. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.11
. Illegal Acts . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.05
. Inadequate . . . . . . . . . . . . . . . 100.10-.11; 200.13
. Management Services, When

Performing . . . . . . . . . . . . . . . . . . . . 9100.80-.84
. Omission of Disclosures . . . . . . . . . . 100.19-.22;

. . . . . . . . . . . . . . 200.05; 200.30-.31; 300.01;
. . . . . . . . 600.02; 9100.01-.02; 9100.29-.30;
. . . . . . . . . . . . . . . . .9100.85-.88; 9100.95-.99;
. . . . . . . . . . . . . . 9100.128-.129; 9200.01-.04;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.03

. Omission of Display of Comprehensive
Income . . . . . . . . . . . . . . . . . . . . . . . . 9100.95-.99

. Prescribed Forms . . . . . . . . . . . 100.19; 300.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.03

. Privileged Communication . . . . . . . . . . . . . 400.04

. Subsequent Events . . . . . . . . . . . . . . . . . . . 200.23

. Uncertainties. . . . . . . . . . . . . . . . .9100.122-.123;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.125-.129

. Use of “Selected Information”
Label . . . . . . . . . . . . . . . . . . . . . . . . . .9100.85-.88

DISCOVERY
. Financial Statements of

Predecessor . . . . . . . . . . . . . . . . . . . . 400.10-.11
. Subsequent Discovery of Facts . . . . . . . 100.77;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.10-.11

DOCUMENTATION
. Review Engagement . . . . . . . . . . . . . . 100.43-.45

E
ELEMENTS OF FINANCIAL STATEMENTS—See

Compilation of Specified Elements,
Accounts, or Items of a Financial
Statement

EMPHASIS OF A MATTER
. Departures From GAAP . . . . . . . . . . . . . . 9100.26
. Prior Period Financial Statements . . . . . 200.17;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9200.03
. Uncertainties . . . . . . . . . . . 9100.123; 9100.127

ENGAGEMENT
. Audit—See Audit Engagement
. Compilation—See Compilation Engagement
. Review—See Review Engagement

ENGAGEMENT LETTERS
. Compilation of Financial

Statements . . . . . . 100.99-.100; 9100.95-.99
. Compilation of Pro Forma Financial

Information . . . . . . . . . . . . . . . . . . . . . . . . . 120.18
. Compilation of Specified Elements, Accounts, or

Items of a Financial Statement . . . . . . . 110.15
. Review of Financial Statements. . . . . . .100.101

EVENTS
. Subsequent—See Subsequent Events

EVIDENTIAL MATTER
. Documentation, Oral and Written . . . 100.43-.45;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.47

EXAMPLES—See Illustrations

F
FAIR PRESENTATION
. Written Representations Required From

Management . . . . . . . . . . . . . . . . . . . . 100.39-.42

FINANCIAL INFORMATION—See Financial
Statements

FINANCIAL STATEMENTS
. Accountant’s Responsibility . . . . . . . . . . . .200.03
. Accountant’s Review . . . . . . . . . . . . . . . 9100.131
. Comparative—See Comparative Financial

Statements
. Compilation—See Compilation of Financial

Statements
. Conformity With GAAP . . . . . . . . . . . . . . . . 100.38
. Controllership Services That Entail

Submission of . . . . . . . . . . . . . . . . . 9100.80-.84
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.04
. Differentiating From Trial

Balance . . . . . . . . . . . . . . . . . . . . . . . 9100.54-.57
. Disclosures—See Disclosure
. Draft . . . . . . . . . . . . . . . . . . . . . . . . . . . .9100.61-.62
. Elements—See Compilation of Specified

Elements, Accounts, or Items of a
Financial Statement

. Emphasis of Matter . . . . . . . . . . . . . . . . 9100.131
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FINANCIAL STATEMENTS—continued
. Examples . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.04
. Financial Information . . . . . . . . . . . . . 9100.31-.32
. Incomplete Presentation . . . . . . . 9100.109-.118
. International Financial Reporting

Standards . . . . . . . . . . . . . . . . . . 9100.130-.133
. International Standard on Related

Service 4410 . . . . . . . . . . . . . . . 9100.134-.135
. International Standard on Review

Engagements 2400 . . . . . . . . . 9100.134-.135
. Investees . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.38
. Litigation Services and Service

Engagements . . . . . . . . . . . . . . . . . .9100.76-.79
. Management Services That Entail Submission

of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.80-.84
. Misleading—See Misleading Financial

Statements
. Omitted Disclosure . . . . . . . . . . . . . . . . .9100.131
. Personal—See Personal Financial Statements
. Pro Forma—See Compilation of Pro Forma

Financial Information
. Restatement of Prior Period . . . . . . . 200.25-.27
. Review—See Review of Financial Statements
. Submission to Client . . . . . . . . . 100.04; 100.07;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.89-.92
. Subsequent Discovery of Facts . . . . . . . 100.77;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.10-.11
. Subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . 100.38
. Unaudited—See Unaudited Financial Statements
. Uncertainties—See Uncertainties
. U.S. Entity . . . . . . . . . . . . . . . . . . . . 9100.134-.135

FOOTNOTES—See Notes to Financial
Statements

FRAUD
. Communication to Management and

Others . . . . . . . . . . . . . . . . . . . . . . . . . .100.84-.85
. Definitions. . . . . . . . . . . . . . . . . . . . . . . . . . . .100.05
. Illustrative Engagement Letter . . . . 100.99-.101
. Understanding With the Entity . . . . . . . . . 100.05;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.25

FUNDS STATEMENT—See Statements
of Cash Flows

G
GENERAL STANDARDS, AUDIT
. Rule 201, Rules of Conduct . . . . . . 9100.16-.17
. Rule 203, Rules of Conduct . . . . . . 9100.73-.75

GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES

. Analytical Procedures . . . . . . . . . . . . . 100.36-.37

. Basis of Accounting. . . . . . . . . . . . . . . . . . .100.04

. Departures—See Departures From Established
Principles

. Disagreement With Management. . . . . . .400.05

. Omission of Disclosures . . . . . . . . . . 100.19-.22;
. . . . . . . . . . . . . . 200.05; 200.13; 200.30-.31;
. . . . . . . . 300.01; 9100.01-.02; 9100.29-.30;
. . . . . . . . . . 9100.95-.99; 9200.01; 9200.04;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.02

GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES—continued

. Omission of Display of Comprehensive
Income . . . . . . . . . . . . . . . . . . . . . . . . 9100.95-.99

. Reference to Country of Origin . . . 9100.93-.94

. Reports on Application . . . . . . . . . . . 9400.01-.05

. Review of Financial Statements . . . . 100.29-.55

. Written Representations Required
From Management . . . . . . . . . . . . . . 100.39-.42

GENERALLY ACCEPTED AUDITING
STANDARDS

. Change of Auditors . . . . . . . . . . . . . . . . . . . 400.03

. Objective of Audit . . . . . . . . . . . . . . . . . . . . .100.49

. Planning . . . . . . . . . . . . . . . . . . . . . . . . 9100.16-.17

. Supervision . . . . . . . . . . . . . . . . . . . . . 9100.16-.17

GOING CONCERN
. Disclosure . . . . . . . . . . . . . . . . . . . . 9100.122-.123
. Emphasis of a Matter Paragraph . . . . 9100.123
. Uncertainties . . . . . . . . . . . . . . . . . 9100.120-.129

I
ILLEGAL ACTS
. Communication to Management and

Others . . . . . . . . . . . . . . . . . . . . . . . . . .100.84-.85
. Definitions. . . . . . . . . . . . . . . . . . . . . . . . . . . .100.05
. Understanding Concerning

Engagement . . . . . . . . . . . . . . . . . . . . . . . . 100.05

ILLUSTRATIONS
. Business Valuation Reporting . . . . . 9100.89-.92
. Compilation Engagement

Letter . . . . . . . . 100.99-.100; 110.15; 120.18
. Compilation of Financial Statements . . . 100.97
. Compilation of Pro Forma Financial

Information . . . . . . . . . . . . . 120.15-.16; 120.18
. Compilation of Specified Elements,

Accounts, or Items of a Financial
Statement . . . . . . . . . . . . . . 110.12-.13; 110.15

. Compilation Report . . . . . . . . . . 100.16; 100.21;
. . . . . . . . . . . . . . . . . . . . . .100.57; 100.99-.100;
. . . . . . . . . . . . . . . . . . . . . . . 200.09-.12; 200.15;
. . . . . . . . . . . . . . . . . . 200.19; 200.26; 200.29;
. . . . . . . . . 200.31; 300.03-.04; 9100.25-.26;
. . . . . . . . 9100.29-.30; 9100.113; 9100.118;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.02

. Controllership Services, Required
Communication When Performing . . .9100.83

. Departures From GAAP . . . . . . . . . . . . . . . 100.57;
. . . . . . . . . 200.15; 300.03-.04; 9100.20-.21;
. . . . . . . . . . . . . . . . . . . . 9100.26; 9300.01-.02

. Disclaimer on Compilation Reports. . . . .100.03

. Emphasis of a Matter Paragraph . . . 9100.123;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.127

. Implementation of a Personal Financial Plan
by Client’s Advisers . . . . . . . . . . . . . . . . 9600.03

. Inquiries for Review Engagement . . . . . . 100.98

. Management Services, Required
Communication When Performing . . .9100.83

. Omission of Disclosures . . . . . 100.21; 200.31;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.01-.02

FIN Copyright © 2009, American Institute of Certified Public Accountants, Inc.
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ILLUSTRATIONS—continued
. Prior Period Audited . . . . . . . . . . . . . . . . . . 200.29
. Pro Forma Financial Information. . . .120.15-.16
. Report on Personal Financial

Statements . . . . . . . . . . . . . . . . . . . . . . . . . 600.05
. Representation Letters . . . . . . . . . 100.102-.103
. Review Engagement Letter. . . . . . . . . . .100.101
. Review Reports . . . .100.49; 100.57; 100.101;

. . . . . . . . . . . . . . 200.09-.12; 200.15; 200.18;
. . . . . . . . . . . . . . . . . 200.27; 200.29; 9100.25;
. . . . . . . . . . . . . . . . . . . . . . 9100.114; 9100.119

. Specified Elements, Accounts, or Items
of a Financial Statement . . . . . . . . . 110.12-.13

. Successor Accountant Acknowledgment
Letter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.12

. Successor Accountant’s Report . . . 200.18-.19;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.26-.27

INCOME TAX RETURNS—See Tax Returns

INDEPENDENCE
. Accountant Not Independent . . . . . . . . . . 100.23;

. . . . . . . . . . . . . . . . . . . 100.50; 110.13; 120.15
. Lack of Independence, Disclosure

of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .9100.81

INDUSTRY PRACTICES
. Knowledge Requirements . . . . . . . . . 100.08-.09;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.33-.35

INFORMATION
. Reliability. . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.83
. Subsequent Discovery of Facts . . . . . . . . 100.77

INQUIRIES
. Acceptance of an Engagement . . . . 400.03-.06
. Compilation Procedures . . . . . . . . . . 100.10-.14;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.47
. Illustrative Inquiries . . . . . . . . . . . . . . . . . . . 100.98
. Predecessor Accountant’s

Procedures . . . . . . . . . . . . . . . . . . . . . . . . . 200.22
. Review of Working Papers . . . . . . . . . . . . .400.08
. Review Procedures . . . . . . . . . . 100.35; 100.38;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.46
. Successor Accountant’s Procedures . . . 400.04

INSTITUTE—See American Institute of CPAs

INTERNAL CONTROL
. Review of Financial Statements. . . . . . .9100.47

INTERNATIONAL ACCOUNTING
STANDARDS BOARD

. Designation by Council . . . . . . . . . . . . . 9100.131

. International Financial Reporting
Standards . . . . . . . . . . . . . . . . . . 9100.130-.133

INTERNATIONAL FINANCIAL REPORTING
STANDARDS

. Accountant’s Review . . . . . . . . . . . . . . . 9100.131

. Financial Statements . . . . . . . . . . 9100.130-.135

. Jurisdictional Variation . . . . . . . . . . . . . .9100.131

INTERPRETATIVE PUBLICATIONS
. Definition and Examples . . . . . 20.05; 50.05-.06

INVENTORIES
. Observation . . . . . . . . . . . . . . . . . . . . . 9100.46-.49

INVESTEES
. Controlled By Publicly Traded

Enterprise. . . . . . . . . . . . . . . . . .100.04; 200.01
. Financial Statements . . . . . . . . . . . . . . . . . .100.38

IRREGULARITIES—See Fraud

J
JOINTLY OWNED COMPANIES
. Controlled by Publicly Traded

Enterprise. . . . . . . . . . . . . . . . . .100.04; 200.01

JUDGMENT
. Incomplete Review . . . . . . . . . . . . . . . . . . . .100.51
. Independence of Accountant . . . . . . . . . . 100.23
. Reports on Application of Accounting

Principles . . . . . . . . . . . . . . . . . . . . . . . . . 9400.05
. Subsequent Discovery of Facts . . . . . . . . 100.77
. Use of “Selected Information—Substantially

All Disclosures Required by Generally
Accepted Accounting Principles Are Not
Included” in Notes to Financial
Statements . . . . . . . . . . . . . . . . . . . . 9100.85-.88

K
KNOWLEDGE
. Industry Accounting Practices . . . . . 100.08-.09;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.33-.35

L
LAWSUITS—See Litigation

LAWYERS
. Accountant’s Withdrawal From

Engagement . . . . . . . . . . . . . . . . . . . . . . . . 100.58
. Client’s Improper Use of

Statements . . . . . . . . . . . . . . . . 100.03; 200.03
. Predecessor Independent

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 200.24
. Subsequent Discovery of Facts . . . . . . . 100.58;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 100.77; 400.11

LETTERS OF REPRESENTATION—See
Representation Letters

LIMITED ASSURANCE
. Review of Financial Statements. . . .100.31-.33;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.24

LITIGATION
. Applicability of SSARS to Litigation

Services. . . . . . . . . . . . . . . . . . . . . . .9100.76-.79
. Inquiries From Successor

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 400.06
. Responses From Predecessor

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 400.06

M
MANAGEMENT
. Change of Accountants . . . . . . . . . . . . . . . 400.03
. Communication of Possible Fraud

and Illegal Acts . . . . . . . . . . . . . . . . . .100.84-.85

AICPA Professional Standards MAN
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MANAGEMENT—continued
. Controllership Services, Provision

of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.80-.84
. Disagreement With Predecessor

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 400.05
. Integrity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .400.05
. Management Services, Provision

of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9100.80-.84
. Omission of Disclosures . . . . . 100.10; 200.31;

. . . . . . . . . . . 9100.02; 9100.26; 9100.29-.30
. Representation Letters . . . . . . . . . . . 100.39-.42;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.102-.103
. Responsibility for Financial

Statements . . . . . . . 100.13; 100.16; 100.21;
. . . . . . . . . . . . . . . . . . . 100.39-.42; 100.46-.49;
. . . . . . . . . . . . . . . . . . 100.41-.44; 9100.29-.30

. Written Representations Required From
Management . . . . . . . . . . . . . . . . . . . . 100.39-.42

MEASUREMENT
. Prescribed Forms . . . . . . . 300.01; 9300.01-.03

MISLEADING FINANCIAL STATEMENTS
. Departures From GAAP . . . . . . . . . . 9100.18-.22

MISTAKES—See Fraud

N
NONISSUERS
. Applicability to Reviews of Interim Financial

Information . . . . . . . . . . . . . . . . . . . . . . . . . 100.01
. Change in Engagement. . . . . . . . . . . .100.86-.91
. Change of Status of Entity . . . . . . . . . 200.32-.33
. Comparative Financial

Statements . . . . . . . . . . . . . . . . . . . . . 200.01-.37
. Compilation of Financial Statements . . .100.01;

. . . . . . . . . . . . . . . . . . . . . .400.01; 9100.16-.17;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9300.01-.03
. Definition . . . . . . . . . . . . . . . . . . . . 100.04; 200.01
. Prescribed Forms . . . 300.01-.05; 9300.01-.03
. Review of Financial Statements . . . . . . . 100.01;

. . . . . . . . .400.01; 9100.16-.17; 9300.01-.03
. Tax Returns, Reporting . . . . . . . . . . . 9100.31-.32
. Unaudited Financial Statements . . . . . . . 100.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.03

NOTES TO FINANCIAL STATEMENTS
. Labeling When Client Includes More Than a Few

Required Disclosures . . . . . . . . . . . 9100.85-.88
. Omission of . . . . . . . . . . . . . . . . . . . . . 9100.85-.88

O
OPINIONS, AUDITORS’
. Disclaimer on Compilation Reports . . . . 100.03;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.13-.21
. Disclaimer on Review Reports . . . . . 100.46-.49
. Prior Period Audited . . . . . . . . . . . . . . . . . . 200.29
. Supplementary Information . . . . . . . . . . . . 100.83

OTHER COMPILATION AND REVIEW
PUBLICATIONS

. Definition and Examples . . . . . 20.05; 50.07-.08

P
PERSONAL FINANCIAL STATEMENTS
. Departures From GAAP . . . . . . . . . . . . . . . 600.02
. Omission of Disclosures—See Disclosure
. Reports . . . . . . . . . . . . . . . . . . . . . . . . . . 600.04-.06
. Unaudited Statements for a Written

Plan. . . . . . . . . . . . . . .600.03-.06; 9600.01-.03
. Understanding With Client . . . . . . . . . . . . 600.03;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9600.01-.03

PLANNING
. General Standards . . . . . . . . . . . . . . . 9100.16-.17

PREDECESSOR INDEPENDENT
ACCOUNTANT

. Availability of Working Papers. . . . . . . . . .400.08

. Communication With Successor
Accountant. . . . . . . . . . . .400.01-.12; 9400.01

. Compilation Engagements . . . . . . . . . 400.01-.12

. Compilation Report Not
Presented . . . . . . . . . . . . . . . . . . . . . . 200.16-.19

. Compilation Report Reissued . . . . . . . . . 200.16;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.20-.24

. Consultation With Successor . . . . . . . . . . 400.08

. Contingencies . . . . . . . . . . . . . . . . . . . . . . . . 400.08

. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .400.02

. Disagreement With Client. . . . . . . . . . . . . .400.05

. Fees . . . . . . . . . . . . . . . . . . . . . . . . 400.06; 400.08

. Inquiries . . . . . . . . . . . . . . . . . . . . . . . . . . 400.03-.08

. Legal Advice on Reissuance
of Report . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.24

. Procedures for Reissuing Report . . . . . . 200.16;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.20-.24

. Referenced in Successor’s Report . . . . . . 50.09

. Representation Letters . . . . . . . . . . . . . . . . 200.23

. Responses to Successor
Accountant . . . . . . . . . . . . . . . . .400.01; 400.06

. Restated Prior Period
Statements . . . . . . . . . . . . . . . . . . . . . 200.25-.27

. Review Engagements . . . . . . . . . . . . . 400.01-.12

. Review Report Not Presented . . . . . .200.16-.19

. Review Report Reissued . . . . . . . . . . . 200.20-.24

. Subsequent Discovery of Facts . . . . 400.10-.11

. Working Papers . . . . . . . . . . . . . . . . . . . . . . 400.08

PRESCRIBED REPORT FORMS—See
Special Reports

PRINCIPLES, ACCOUNTING—See Generally
Accepted Accounting Principles

PRIVILEGED COMMUNICATION—See
Confidential Client Information

PUBLICLY TRADED COMPANIES
. Change of Status of Entity . . . . . . . . . 200.32-.33

Q
QUALIFIED OPINION
. Prior Period Financial

Statements . . . . . . . . . . . . . . . . . . . . 9200.02-.04

MAN Copyright © 2009, American Institute of Certified Public Accountants, Inc.
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QUALITY CONTROL
. Compliance With Quality Control

Standards . . . . . . . . . . . . . . . . . . . . . . 100.93-.95
. Engagement Performed in Accordance

With Applicable Professional
Standards . . . . . . . . . . . . . . . . . . . . . . 100.93-.95

. Relationship With SSARS . . . . . . . . . . 100.93-.95

. System of Quality Control—See System of
Quality Control

R
RECEIVABLES
. Confirmations . . . . . . . . . . . . . . . . . . . 9100.46-.49

REGULATORY AGENCIES
. Filing for Sale of Securities . . . 100.04; 200.01
. Prescribed Forms. . . . . . . . . . . . . . . . . . . . .300.02
. Taxing Authorities . . . . . . . . . . . . . . . .9100.31-.32

RELIABILITY
. Assertions By Management . . . . . . . . . . . 100.77

REPORTS
. Accountant’s Reporting Obligation . . . . . 200.08
. Change of Status of Entity . . . . . . . . . 200.32-.33
. Compilation—See Compilation Reports
. Date of Reissued Report . . . . . . . . . . . . . . 200.23
. Other Accountants . . . . . . . . . . . . . . . . . . . . 100.38
. Personal Financial Statements . . . . . 600.04-.06
. Reissued . . . . . . . . . . . . . . . . 200.07-.08; 200.11;

. . . . . . . . . . . . . . . . . . . . . . . .200.20-.24; 200.29
. Review—See Review Reports
. Tax Returns . . . . . . . . . . . . . . . . . . . . . 9100.31-.32
. Understanding With Entity . . . 100.05; 9100.48
. Updated . . . . . . . . . . . . . . . . . 200.07-.08; 200.15

REPRESENTATION LETTERS
. Illustrations . . . . . . . . . . . . . . . . . . . . 100.102-.103
. Information for Predecessor

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 200.23
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. Nonissuers Owned or Controlled

by Issuer. . . . . . . . . . . . . . . . . . . .9100.104-.108
. Objectives. . . . . . . . . . . . . . . . . . . . . . . . . . . .100.28
. Planning . . . . . . . . . . . . . . . . . . . . . . . . 9100.16-.17
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. Subsequent Discovery of Facts . . . . . . . 100.77;
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CODE OF PROFESSIONAL
CONDUCT

As Adopted January 12, 1988, unless otherwise indicated.

INTRODUCTION

Composition, Applicability, and Compliance

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

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

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

Other Guidance
Interpretations of Rules of Conduct consist of interpretations which have

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

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

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

A member should also consult, if applicable, the ethical standards of his
state CPA society, state board of accountancy, the Securities and Exchange Com-
mission, and any other governmental agency which may regulate his client's
business or use his report to evaluate the client's compliance with applicable
laws and related regulations.

Introduction
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ET Section 51

Preamble

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

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

ET §51.02
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ET Section 52

Article I—Responsibilities

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

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

ET §52.01
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ET Section 53

Article II—The Public Interest

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

demonstrate commitment to professionalism.

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

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

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

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

ET §53.04
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ET Section 54

Article III—Integrity

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

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

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

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

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

ET §54.04
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ET Section 55

Article IV—Objectivity and Independence

A member should maintain objectivity and be free of conflicts of
interest in discharging professional responsibilities. A member

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

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

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

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

.04 Although members not in public practice cannot maintain the appear-
ance of independence, they nevertheless have the responsibility to maintain
objectivity in rendering professional services. Members employed by others to
prepare financial statements or to perform auditing, tax, or consulting services
are charged with the same responsibility for objectivity as members in pub-
lic practice and must be scrupulous in their application of generally accepted
accounting principles and candid in all their dealings with members in public
practice.

ET §55.04
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ET Section 56

Article V—Due Care

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

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

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

.03 Competence represents the attainment and maintenance of a level of
understanding and knowledge that enables a member to render services with
facility and acumen. It also establishes the limitations of a member's capabili-
ties by dictating that consultation or referral may be required when a profes-
sional engagement exceeds the personal competence of a member or a member's
firm. Each member is responsible for assessing his or her own competence—of
evaluating whether education, experience, and judgment are adequate for the
responsibility to be assumed.

.04 Members should be diligent in discharging responsibilities to clients,
employers, and the public. Diligence imposes the responsibility to render ser-
vices promptly and carefully, to be thorough, and to observe applicable technical
and ethical standards.

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

ET §56.05
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Article VI—Scope and Nature of Services

A member in public practice should observe the Principles
of the Code of Professional Conduct in determining the

scope and nature of services to be provided.

.01 The public interest aspect of certified public accountants' services re-
quires that such services be consistent with acceptable professional behavior
for certified public accountants. Integrity requires that service and the public
trust not be subordinated to personal gain and advantage. Objectivity and inde-
pendence require that members be free from conflicts of interest in discharging
professional responsibilities. Due care requires that services be provided with
competence and diligence.

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

.03 In order to accomplish this, members should

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

• Determine, in their individual judgments, whether the scope and na-
ture of other services provided to an audit client would create a conflict
of interest in the performance of the audit function for that client.

• Assess, in their individual judgments, whether an activity is consistent
with their role as professionals.

[Revised May 15, 2000.]

ET §57.03
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ET Section 91

Applicability

As adopted
January 12, 1988,

unless otherwise
indicated

.01 The bylaws of the American Institute of Certified Public Accountants
require that members adhere to the Rules of the Code of Professional Conduct.
Members must be prepared to justify departures from these Rules.

.02 Interpretation Addressing the Applicability of the AICPA Code of Pro-
fessional Conduct. For purposes of the applicability section of the Code, a "mem-
ber" is a member, associated member, or international associate of the American
Institute of CPAs [ET section 92.20].

1. The Rules of Conduct that follow apply to all professional services per-
formed except (a) where the wording of the rule indicates otherwise
and (b) that a member who is practicing outside the United States will
not be subject to discipline for departing from any of the rules stated
herein as long as the member's conduct is in accord with the rules of the
organized accounting profession in the country in which he or she is
practicing. However, where a member's name is associated with finan-
cial statements under circumstances that would entitle the reader to
assume that United States practices were followed, the member must
comply with the requirements of rules 202 [ET section 202.01] and 203
[ET section 203.01].

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

3. A member (as defined in ET section 92.20) or a covered member (as
defined in ET section 92.06) may be considered to have his or her
independence impaired, with respect to a client, as the result of the
actions or relationships of certain persons or entities, as described
in rule 101 [ET section 101.01] and its interpretations and rulings,
whom the member or covered member does not have the authority or
capacity to control. Therefore, nothing in this section should lead one to
conclude that the member's or covered member's independence is not
impaired solely because of his or her inability to control the actions or
relationships of such persons or entities.

[Paragraph added, August, 1989, effective November 30, 1989. Revised Decem-
ber, 1998. Revised, July 2002, to reflect conforming changes necessary due to
the revision of interpretation 101-1.]

ET §91.02
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ET Section 92

Definitions
As adopted,

January 12, 1988,
unless otherwise

indicated

[Pursuant to its authority under the bylaws (BL § 3.6.2.2) to
interpret the Code of Professional Conduct, the Professional Ethics
Executive Committee has issued the following definitions of terms

appearing in the code effective November 30, 1989.]

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

[Revised November 2001.]

.02 Attest engagement team. The attest engagement team consists of
individuals participating in the attest engagement, including those who per-
form concurring and second partner reviews. The attest engagement team in-
cludes all employees and contractors retained by the firm who participate in the
attest engagement, irrespective of their functional classification (for example,
audit, tax, or management consulting services). The attest engagement team
excludes specialists as discussed in SAS No. 73, Using the Work of a Specialist
[AU section 336], and individuals who perform only routine clerical functions,
such as word processing and photocopying.

[Revised November 2001.]

.03 Client. A client is any person or entity, other than the member's em-
ployer, that engages a member or a member's firm to perform professional ser-
vices or a person or entity with respect to which professional services are per-
formed. For purposes of this paragraph, the term "employer" does not include—

a. Entities engaged in the practice of public accounting; or

b. Federal, state, and local governments or component units thereof pro-
vided the member performing professional services with respect to
those entities—

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

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

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

[Revised December 1998.]

ET §92.03
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.04 Close relative. A close relative is a parent, sibling, or nondependent
child.

[Revised November 2001.]

.05 Council. The Council of the American Institute of Certified Public
Accountants.

.06 Covered member. A covered member is—

a. An individual on the attest engagement team;

b. An individual in a position to influence the attest engagement;

c. A partner or manager who provides nonattest services to the attest
client beginning once he or she provides ten hours of nonattest services
to the client within any fiscal year and ending on the later of the date
(i) the firm signs the report on the financial statements for the fiscal
year during which those services were provided or (ii) he or she no
longer expects to provide ten or more hours of nonattest services to
the attest client on a recurring basis;

d. A partner in the office in which the lead attest engagement partner
primarily practices in connection with the attest engagement;

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

f. An entity whose operating, financial, or accounting policies can be con-
trolled (as defined by generally accepted accounting principles [GAAP]
for consolidation purposes) by any of the individuals or entities de-
scribed in (a) through (e) or by two or more such individuals or entities
if they act together.

[Revised November 2001.]

[.07] Enterprise. [Revised November 2001.]

.08 Financial institution. A financial institution is considered to be an
entity that, as part of its normal business operations, makes loans or extends
credit to the general public. In addition, for automobile leases addressed un-
der interpretation 101-5, Loans From Financial Institution Clients [ET section
101.07], an entity would be considered a financial institution if it leases auto-
mobiles to the general public.

[Revised November 2002 and September 2003.]

.09 Financial statements. A presentation of financial data, including
accompanying notes, if any, intended to communicate an entity's economic re-
sources and/or obligations at a point in time or the changes therein for a pe-
riod of time, in accordance with generally accepted accounting principles or a
comprehensive basis of accounting other than generally accepted accounting
principles.

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

.10 Firm. A firm is a form of organization permitted by law or regulation
whose characteristics conform to resolutions of the Council of the American
Institute of Certified Public Accountants that is engaged in the practice of public
accounting. Except for purposes of applying Rule 101: Independence [ET section
101.01], the firm includes the individual partners thereof.

[Revised November 2001.]

ET §92.04
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.11 Holding out. In general, any action initiated by a member that in-
forms others of his or her status as a CPA or AICPA-accredited specialist consti-
tutes holding out as a CPA. This would include, for example, any oral or written
representation to another regarding CPA status, use of the CPA designation on
business cards or letterhead, the display of a certificate evidencing a member's
CPA designation, or listing as a CPA in local telephone directories.

.12 Immediate family. Immediate family is a spouse, spousal equivalent,
or dependent (whether or not related).

[Revised November 2001.]

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

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

b. Directly supervises or manages the attest engagement partner, includ-
ing all successively senior levels above that individual through the
firm's chief executive;

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

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

[Revised November 2001.]

.14 Institute. The American Institute of Certified Public Accountants.

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

.16 Joint closely held investment. A joint closely held investment is an
investment in an entity or property by the member and the client (or the client's
officers or directors, or any owner who has the ability to exercise significant
influence over the client) that enables them to control (as defined by GAAP for
consolidation purposes) the entity or property.

[Revised November 2001.]

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

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

b. Has primary responsibility for the preparation of the financial state-
ments; or

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

ET §92.17
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For purposes of attest engagements not involving a client's financial statements,
a key position is one in which an individual is primarily responsible for, or
able to influence, the subject matter of the attest engagement, as described
above.

[Revised November 2001.]

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

[Revised November 2001.]

.19 Manager. A manager is a professional employee of the firm who has
either of the following responsibilities:

a. Continuing responsibility for the overall planning and supervision of
engagements for specified clients.

b. Authority to determine that an engagement is complete subject to final
partner approval if required.

[Revised November 2001.]

.20 Member. A member, associate member, or international associate of
the American Institute of Certified Public Accountants.

.21 Normal Lending Procedures, Terms, and Requirements. "Nor-
mal lending procedures, terms, and requirements" relating to a covered mem-
ber's loan from a financial institution are defined as lending procedures, terms,
and requirements that are reasonably comparable with those relating to loans
of a similar character committed to other borrowers during the period in which
the loan to the covered member is committed. Accordingly, in making such
comparison and in evaluating whether a loan was made under "normal lending
procedures, terms, and requirements," the covered member should consider all
the circumstances under which the loan was granted, including

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

2. Repayment terms.

3. Interest rate, including "points."

4. Closing costs.

5. General availability of such loans to the public.

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

[Revised November 2002.]

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

[Revised November 2001.]

ET §92.18



P1: JsY

ACPA096-p4269-4385 ACPA096-Vol-II-PS.cls July 16, 2009 17:52

Definitions 1619

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

[Revised November 2001.]

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

[Revised November 2001.]

.25 Practice of public accounting. The practice of public accounting
consists of the performance for a client, by a member or a member's firm, while
holding out as CPA(s), of the professional services of accounting, tax, personal fi-
nancial planning, litigation support services, and those professional services for
which standards are promulgated by bodies designated by Council. Such stan-
dards include Financial Accounting Standards Board (FASB) Accounting Stan-
dards CodificationTM (ASC), Statements on Auditing Standards, Statements on
Standards for Accounting and Review Services, Statements on Standards for
Consulting Services, Statements of Governmental Accounting Standards, In-
ternational Financial Reporting Standards and International Accounting Stan-
dards, Statements on Standards for Attestation Engagements, and Statements
on Standards for Valuation Services.

However, a member or a member's firm, while holding out as CPA(s), is not con-
sidered to be in the practice of public accounting if the member or the member's
firm does not perform, for any client, any of the professional services described
in the preceding paragraph.

[Revised June 2009.]

.26 Professional services. Professional services include all services per-
formed by a member while holding out as a CPA.

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

[Revised November 2001 and June 2009.]

ET §92.27
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ET Section 100.01

Conceptual Framework for AICPA
Independence Standards

Introduction
.01 This conceptual framework describes the risk-based approach to ana-

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

.02 Professional standards of the AICPA require independence for all at-
test engagements. The PEEC bases its independence interpretations and rul-
ings under ET section 100 of the AICPA's Code of Professional Conduct on the
concepts in this framework. However, in certain circumstances the PEEC has
determined that it is appropriate to prohibit or restrict certain relationships
notwithstanding the fact that the risk may be at an acceptable level. For exam-
ple, the PEEC has determined that a covered member should not own even an
immaterial direct financial interest in an attest client.

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

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

.05 The risk-based approach involves the following steps.

ET §100.01.05
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a. Identifying and evaluating threats to independence—Identify and
evaluate threats, both individually and in the aggregate, because
threats can have a cumulative effect on a member's independence.
Where threats are identified but, due to the types of threats and their
potential effects, such threats are considered to be at an acceptable
level (that is, it is not reasonable to expect that the threats would com-
promise professional judgment), the consideration of safeguards is not
required. If identified threats are not considered to be at an acceptable
level, safeguards should be considered as described in paragraph .05b.

b. Determining whether safeguards already eliminate or sufficiently mit-
igate identified threats and whether threats that have not yet been
mitigated can be eliminated or sufficiently mitigated by safeguards—
Different safeguards can mitigate or eliminate different types of
threats, and one safeguard can mitigate or eliminate several types
of threats simultaneously. When threats are sufficiently mitigated by
safeguards, the threats' potential to compromise professional judg-
ment is reduced to an acceptable level. A threat has been sufficiently
mitigated by safeguards if, after application of the safeguards, it is not
reasonable to expect that the threat would compromise professional
judgment.1

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

Definitions
.06 Independence is defined as:

a. Independence of mind—The state of mind that permits the perfor-
mance of an attest service without being affected by influences that
compromise professional judgment, thereby allowing an individual to
act with integrity and exercise objectivity and professional skepticism.

b. Independence in appearance—The avoidance of circumstances that
would cause a reasonable and informed third party, having knowledge
of all relevant information, including safeguards2 applied, to reason-
ably conclude that the integrity, objectivity, or professional skepticism
of a firm or a member of the attest engagement team had been com-
promised.

.07 This definition reflects the longstanding professional requirement that
members who provide services to entities for which independence is required
be independent both in fact and in appearance.3 The state of mind of a member
who is independent "in fact" assists the member in performing an attest en-
gagement in an objective manner. Accordingly, independence of mind reflects
the longstanding requirement that members be independent in fact.

.08 This definition is used as part of the risk-based approach to analyze
independence. Because the risk-based approach requires judgment, the defini-
tion should not be interpreted as an absolute. For example, the phrase "without

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

2 The term safeguards is defined in paragraph .20.
3 ET section 55, Article IV—Objectivity and Independence, states, "A member in public practice

should be independent in fact and appearance when providing auditing and other attestation services."
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being affected by influences that compromise professional judgment" is not in-
tended to convey that the member must be free of any and all influences that
might compromise objective judgment. Instead, a determination must be made
about whether such influences, if present, create an unacceptable risk that a
member would not act with integrity and exercise objectivity and professional
skepticism in the conduct of a particular engagement, or would be perceived
as not being able to do so by a reasonable and informed third party that has
knowledge of all relevant information.

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

.10 Threats—Threats to independence are circumstances that could im-
pair independence. Whether independence is impaired depends on the nature
of the threat, whether it would be reasonable to expect that the threat would
compromise the member's professional judgment and, if so, the specific safe-
guards applied to reduce or eliminate the threat, and the effectiveness of those
safeguards as described in paragraph .21.

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

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

.13 Self-review threat—Members reviewing as part of an attest engage-
ment evidence that results from their own, or their firm's, nonattest work such
as, preparing source documents used to generate the client's financial state-
ments

.14 Advocacy threat—Actions promoting an attest client's interests or po-
sition.4

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

b. Representing a client in U.S. tax court

.15 Adverse interest threat—Actions or interests between the member and
the client that are in opposition, such as, commencing, or the expressed in-
tention to commence, litigation by either the client or the member against the
other.

.16 Familiarity threat—Members having a close or longstanding relation-
ship with an attest client or knowing individuals or entities (including by rep-
utation) who performed nonattest services for the client.

a. A member of the attest engagement team whose spouse is in a key
position at the client, such as the client's chief executive officer

4 This threat does not arise from testifying as a fact witness or defending the results of a profes-
sional service that the member performed for the client.
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b. A partner of the firm who has provided the client with attest services
for a prolonged period

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

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

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

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

a. A threat to replace the member or the member's firm over a disagree-
ment with client management on the application of an accounting prin-
ciple

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

c. A gift from the client to the member that is other than clearly insignif-
icant to the member

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

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

b. Having a loan from the client, from an officer or director of the client,
or from an individual who owns 10 percent or more of the client's out-
standing equity securities

c. Excessive reliance on revenue from a single attest client

d. Having a material joint venture or other material joint business ar-
rangement with the client

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

a. Serving as an officer or director of the client

b. Establishing and maintaining internal controls for the client

c. Hiring, supervising, or terminating the client's employees

.20 Safeguards—Controls that mitigate or eliminate threats to indepen-
dence. Safeguards range from partial to complete prohibitions of the threat-
ening circumstance to procedures that counteract the potential influence of a
threat. The nature and extent of the safeguards to be applied depend on many
factors, including the size of the firm and whether the client is a public interest
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entity.5 To be effective, safeguards should eliminate the threat or reduce to an
acceptable level the threat's potential to impair independence.

.21 The effectiveness of a safeguard depends on many factors, including
those listed here:

a. The facts and circumstances specific to a particular situation

b. The proper identification of threats

c. Whether the safeguard is suitably designed to meet its objectives

d. The party or parties that will be subject to the safeguard

e. How the safeguard is applied

f. The consistency with which the safeguard is applied

g. Who applies the safeguard

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

a. Safeguards created by the profession, legislation, or regulation

b. Safeguards implemented by the attest client

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

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

.24 Examples of safeguards created by the profession, legislation, or regu-
lation

a. Education and training requirements on independence and ethics
rules for new professionals

b. Continuing education requirements on independence and ethics

c. Professional standards and monitoring and disciplinary processes

d. External review of a firm's quality control system

e. Legislation governing the independence requirements of the firm

f. Competency and experience requirements for professional licensure

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

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

5 Solely for the purpose of this conceptual framework, the following entities are considered to be
public interest entities: (1) entities subject to Securities and Exchange Commission reporting require-
ments; (2) employee benefit and health and welfare plans subject to Employee Retirement Income
Security Act audit requirements; (3) governmental retirement plans; (4) entities or programs (includ-
ing for-profit entities) subject to Single Audit Act OMB Circular A-133 requirements and entities
or programs subject to similar program oversight; and (5) financial institutions, credit unions, and
insurance companies. These entities are public interest entities because their audited financial state-
ments are directly relied upon by significant numbers of stakeholders to make investment, credit,
or similar decisions (for example, in the case of a publicly held company) or indirectly relied upon
through regulatory oversight (for example, in the case of pension plans, banks, and insurance compa-
nies) and, therefore, the potential extent of harm to the public from an audit failure involving one of
these entities would generally be significant.
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b. A tone at the top that emphasizes the attest client's commitment to
fair financial reporting

c. Policies and procedures that are designed to achieve fair financial re-
porting

d. A governance structure, such as an active audit committee, that is
designed to ensure appropriate decision making, oversight, and com-
munications regarding a firm's services

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

.26 Examples of safeguards implemented by the firm

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

b. Policies and procedures that are designed to implement and monitor
quality control in attest engagements

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

d. Internal policies and procedures that are designed to monitor compli-
ance with the firm's independence policies and procedures

e. Policies and procedures that are designed to identify interests or rela-
tionships between the firm or its partners and professional staff and
attest clients

f. The use of different partners and engagement teams that have sepa-
rate reporting lines in the delivery of permitted nonattest services to
an attest client, particularly when the separation between reporting
lines is significant

g. Training on and timely communication of a firm's policies and pro-
cedures, and any changes to them, for all partners and professional
staff

h. Policies and procedures that are designed to monitor the firm or part-
ner's reliance on revenue from a single client and, if necessary, cause
action to be taken to address excessive reliance

i. Designating someone from senior management as the person who is
responsible for overseeing the adequate functioning of the firm's qual-
ity control system

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

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

l. Policies and procedures that are designed to empower staff to com-
municate to senior members of the firm any engagement issues that
concern them without fear of retribution

m. Policies and procedures relating to independence communications with
audit committees or others charged with client governance

n. Discussing independence issues with the audit committee or others
responsible for the client's governance
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o. Disclosures to the audit committee (or others responsible for the
client's governance) regarding the nature of the services that are or
will be provided and the extent of the fees charged or to be charged

p. The involvement of another professional accountant who (1) reviews
the work that is done for an attest client or (2) otherwise advises the
attest engagement team (This individual could be someone from out-
side the firm or someone from within the firm who is not otherwise
associated with the attest engagement.)

q. Consultation on engagement issues with an interested third party,
such as a committee of independent directors, a professional regulatory
body, or another professional accountant

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

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

t. The involvement of another firm to perform part of the attest engage-
ment

u. The involvement of another firm to reperform a nonattest service to
the extent necessary to enable it to take responsibility for that service

v. The removal of an individual from an attest engagement team when
that individual's financial interests or relationships pose a threat to
independence

w. A consultation function that is staffed with experts in accounting, au-
diting, independence, and reporting matters who can help attest en-
gagement teams (1) assess issues when guidance is unclear, or when
the issues are highly technical or require a great deal of judgment and
(2) resist undue pressure from a client when the engagement team
disagrees with the client about such issues

x. Client acceptance and continuation policies that are designed to pre-
vent association with clients that pose an unacceptable threat to the
member's independence

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

[Issued April 2006, effective April 30, 2007, with earlier application encouraged,
by the Professional Ethics Executive Committee.]
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ET Section 101

Independence

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

[As adopted January 12, 1988.]

Interpretations under Rule 101—Independence
In performing an attest engagement, a member should consult the rules of his

or her state board of accountancy, his or her state CPA society, the Public
Company Accounting Oversight Board and the U.S. Securities and Exchange
Commission (SEC) if the member's report will be filed with the SEC, the U.S.
Department of Labor (DOL) if the member's report will be filed with the DOL,

the Government Accountability Office (GAO) if law, regulation, agreement,
policy or contract requires the member's report to be filed under GAO
regulations, and any organization that issues or enforces standards of

independence that would apply to the member's engagement. Such
organizations may have independence requirements or rulings that differ from

(e.g., may be more restrictive than) those of the AICPA.

.02 101-1—Interpretation of Rule 101 Independence shall be consid-
ered to be impaired if:

A. During the period of the professional engagement * a cov-
ered member

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

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

(i) The covered member (individually or with others) had the
authority to make investment decisions for the trust or es-
tate; or

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

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

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

4. Except as specifically permitted in interpretation 101-5 [ET sec-
tion 101.07], had any loan to or from the client, any officer or di-
rector of the client, or any individual owning 10 percent or more
of the client's outstanding equity securities or other ownership
interests.

* Terms shown in boldface type upon first usage in this interpretation are defined in ET section
92, Definitions. [Footnote added, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]
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B. During the period of the professional engagement, a partner or
professional employee of the firm, his or her immediate family,
or any group of such persons acting together owned more than
5 percent of a client's outstanding equity securities or other own-
ership interests.

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

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

2. Promoter, underwriter, or voting trustee; or

3. Trustee for any pension or profit-sharing trust of the client.

Transition Period for Certain Business and Employment Relationships

A business or employment relationship with a client that impairs indepen-
dence under interpretation 101-1.C [ET section 101.02], and that existed as
of November 2001, will not be deemed to impair independence provided such
relationship was permitted under rule 101 [ET section 101.01], and its inter-
pretations and rulings as of November 2001, and the individual severed that
relationship on or before May 31, 2002.

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

An individual who was formerly (i) employed by a client or (ii) associated
with a client as a(n) officer, director, promoter, underwriter, voting trustee, or
trustee for a pension or profit-sharing trust of the client would impair his or
her firm's independence if the individual—

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

2. Was otherwise a covered member with respect to the client unless the
individual first dissociates from the client by—

(a.) Terminating any relationships with the client described in inter-
pretation 101-1.C [ET section 101.02];

(b.) Disposing of any direct or material indirect financial interest in
the client;

(c.) Collecting or repaying any loans to or from the client, except for
loans specifically permitted or grandfathered under interpreta-
tion 101-5 [ET section 101.07];

(d.) Ceasing to participate1 in all employee benefit plans sponsored
by the client, unless the client is legally required to allow the
individual to participate in the plan (for example, COBRA) and
the individual pays 100 percent of the cost of participation on a
current basis; and

1 See Ethics Ruling No. 107, "Participation in Health and Welfare Plan of Client" [ET section
191.214–.215], for instances in which participation was the result of permitted employment of the
individual's spouse or spousal equivalent.
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(e.) Liquidating or transferring all vested benefits in the client's de-
fined benefit plans, defined contribution plans, deferred compen-
sation plans, and other similar arrangements at the earliest date
permitted under the plan. However, liquidation or transfer is not
required if a penalty2 significant to the benefits is imposed upon
liquidation or transfer.

Application of the Independence Rules to a Covered Member’s Imme-
diate Family

Except as stated in the following paragraph, a covered member's immediate
family is subject to rule 101 [ET section 101.01], and its interpretations and
rulings.

The exceptions are that independence would not be considered to be impaired
solely as a result of the following:

1. An individual in a covered member's immediate family was employed
by the client in a position other than a key position.

2. In connection with his or her employment, an individual in the imme-
diate family of one of the following covered members participated in a
retirement, savings, compensation, or similar plan that is a client, is
sponsored by a client, or that invests in a client (provided such plan is
normally offered to all employees in similar positions):

a. A partner or manager who provides ten or more hours of non-
attest services to the client; or

b. Any partner in the office in which the lead attest engagement
partner primarily practices in connection with the attest engage-
ment.

For purposes of determining materiality under rule 101 [ET section 101.01]
the financial interests of the covered member and his or her immediate family
should be aggregated.

Application of the Independence Rules to Close Relatives
Independence would be considered to be impaired if—

1. An individual participating on the attest engagement team has a close
relative who had

a. A key position with the client, or

b. A financial interest in the client that

(i) Was material to the close relative and of which the individual
has knowledge; or

(ii) Enabled the close relative to exercise significant influence
over the client.

2. An individual in a position to influence the attest engagement or any
partner in the office in which the lead attest engagement partner pri-
marily practices in connection with the attest engagement has a close
relative who had
a. A key position with the client; or

b. A financial interest in the client that

(i) Was material to the close relative and of which the individual
or partner has knowledge; and

(ii) Enabled the close relative to exercise significant influence
over the client.

2 A penalty includes an early withdrawal penalty levied under the tax law but excludes other
income taxes that would be owed or market losses that may be incurred as a result of the liquidation
or transfer.
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Grandfathered Employment Relationships
Employment relationships of a covered member's immediate family and close

relatives with an existing attest client that impair independence under this
interpretation and that existed as of November 2001, will not be deemed to
impair independence provided such relationships were permitted under preex-
isting requirements of rule 101 [ET section 101.01], and its interpretations and
rulings.

Other Considerations §

It is impossible to enumerate all circumstances in which the appearance of
independence might be questioned. In the absence of an independence inter-
pretation or ruling under rule 101 [ET section 101.01] that addresses a particu-
lar circumstance, a member should evaluate whether that circumstance would
lead a reasonable person aware of all the relevant facts to conclude that there
is an unacceptable threat to the member's and the firm's independence. When
making that evaluation, members should refer to the risk-based approach de-
scribed in the Conceptual Framework for AICPA Independence Standards [see
ET section 100.01]. If the threats to independence are not at an acceptable
level, safeguards should be applied to eliminate the threats or reduce them
to an acceptable level. In cases where threats to independence are not at an
acceptable level, thereby requiring the application of safeguards, the threats
identified and the safeguards applied to eliminate the threats or reduce them
to an acceptable level should be documented.3

[Paragraph added by adoption of the Code of Professional Conduct on January
12, 1988. Revised, effective June 30, 1990, by the Professional Ethics Executive
Committee. Revised, November 1991, effective January 1, 1992, with earlier ap-
plication encouraged, by the Professional Ethics Executive Committee. Revised,
effective February 28, 1998, by the Professional Ethics Executive Committee.
Revised, November 2001, effective May 31, 2002, with earlier application en-
couraged, by the Professional Ethics Executive Committee. Revised, effective
July 31, 2002, by the Professional Ethics Executive Committee. Revised, effec-
tive March 31, 2003, by the Professional Ethics Executive Committee. Revised,
effective April 30, 2003, by the Professional Ethics Executive Committee. Re-
vised, April 2006, effective April 30, 2007, with earlier application encouraged,
by the Professional Ethics Executive Committee.]

[.03] [101-1] [Formerly paragraph .02 renumbered by adoption of the
Code of Professional Conduct on January 12, 1988. Formerly interpretation
101-1, renumbered as 101-4 and moved to paragraph .06, April 1992.]

.04 101-2—Employment or association with attest clients. A firm's
independence will be considered to be impaired with respect to a client if a part-
ner or professional employee leaves the firm and is subsequently employed by or
associated with that client in a key position unless all the following conditions
are met:

§ In April 2006, the Professional Ethics Executive Committee (PEEC) of the AICPA issued the
Conceptual Framework for AICPA Independence Standards (Conceptual Framework) [ET section
100.01], which describes the risk-based approach to analyzing independence matters that is used by
PEEC when it develops independence standards. Consequently, this interpretation has been revised
in the "Other Considerations" section to reflect the issuance of the Conceptual Framework. Because
the Conceptual Framework [ET section 100.01] is effective April 30, 2007, with earlier application
encouraged, the revisions made in the "Other Considerations" section of this interpretation are also
effective April 30, 2007, with earlier application encouraged.

3 A failure to prepare the required documentation would be considered a violation of Rule 202,
Compliance With Standards [ET section 202.01], of the AICPA Code of Professional Conduct. Inde-
pendence would not be considered to be impaired provided the member can demonstrate that he or
she did apply safeguards to eliminate unacceptable threats or reduce them to an acceptable level.
[Footnote added, effective April 30, 2006, by the Professional Ethics Executive Committee.]
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1. Amounts due to the former partner or professional employee for his or
her previous interest in the firm and for unfunded, vested retirement
benefits are not material to the firm, and the underlying formula used
to calculate the payments remains fixed during the payout period. Re-
tirement benefits may also be adjusted for inflation and interest may
be paid on amounts due.

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

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

• The individual provides consultation to the firm.

• The firm provides the individual with an office and related ameni-
ties (for example, secretarial and telephone services).

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

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

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

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

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

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

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

Considering Employment or Association With the Client

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

The appropriate person should consider what additional procedures may be
necessary to provide reasonable assurance that any work performed for the
client by that person was performed with objectivity and integrity as required
under rule 102 [ET section 102.01]. Additional procedures, such as reperfor-
mance of work already done, will depend on the nature of the engagement and
the individual involved.

[Replaces previous interpretation 101-2, Retired Partners and Firm Indepen-
dence, August, 1989, effective August 31, 1989. Revised, effective December
31, 1998, by the Professional Ethics Executive Committee. Revised, July 2002,
to reflect conforming changes necessary due to the revision of interpretation
101-1. Revised, effective April 30, 2003, by the Professional Ethics Executive
Committee.]

.05 101-3—Performance of nonattest services. Before a member or
his or her firm ("member") performs nonattest services (for example, tax or con-
sulting services) for an attest client, 5 the member should determine that the
requirements described in this interpretation have been met. In cases where
the requirements have not been met during the period of the professional en-
gagement or the period covered by the financial statements, the member's in-
dependence would be impaired.

Engagements Subject to Independence Rules of Certain
Regulatory Bodies

This interpretation requires compliance with independence regulations of
authoritative regulatory bodies (such as the Securities and Exchange Commis-
sion [SEC], the General Accounting Office [GAO], the Department of Labor
[DOL], and state boards of accountancy) where a member performs nonattest
services for an attest client and is required to be independent of the client under

4 An inadvertent and isolated failure to meet conditions 4, 5, and 6 would not impair independence
provided that the required procedures are performed promptly upon discovery of the failure to do so,
and all other provisions of the interpretation are met. [Footnote added, effective April 30, 2003, by
the Professional Ethics Executive Committee. Footnote renumbered by the revision of interpretation
101-1, April 2006.]

5 A member who performs a compilation engagement for a client should modify the compilation
report to indicate a lack of independence if the member does not meet all of the conditions set out
in this interpretation when providing a nonattest service to that client (see Statement on Standards
for Accounting and Review Services No. 1, Compilation and Review of Financial Statements [AR
section 100.19]). [Footnote added, effective December 31, 2003, by the Professional Ethics Executive
Committee. Footnote renumbered by the revision of interpretation 101-1, April 2006.]
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the regulations of the applicable regulatory body. Accordingly, failure to comply
with the nonattest services provisions contained in the independence rules of
the applicable regulatory body that are more restrictive than the provisions of
this interpretation would constitute a violation of this interpretation.

General Requirements for Performing Nonattest Services

1. The member should not perform management functions or make man-
agement decisions for the attest client. However, the member may
provide advice, research materials, and recommendations to assist the
client's management in performing its functions and making decisions.

2. The client must agree to perform the following functions in connection
with the engagement to perform nonattest services:

a. Make all management decisions and perform all management
functions;

b. Designate an individual who possesses suitable skill, knowledge,
and/or experience, preferably within senior management, to over-
see the services;

c. Evaluate the adequacy and results of the services performed; and

d. Accept responsibility for the results of the services.

The member should be satisfied that the client will be able to meet
all of these criteria and make an informed judgment on the results of
the member's nonattest services. In assessing whether the designated
individual possesses suitable skill, knowledge, and/or experience, the
member should be satisfied that such individual understands the ser-
vices to be performed sufficiently to oversee them. However, the indi-
vidual is not required to possess the expertise to perform or re-perform
the services.

In cases where the client is unable or unwilling to assume these re-
sponsibilities (for example, the client does not have an individual with
suitable skill, knowledge, and/or experience to oversee the nonattest
services provided, or is unwilling to perform such functions due to
lack of time or desire), the member's provision of these services would
impair independence.

3. Before performing nonattest services, the member should establish
and document in writing 6 his or her understanding with the client
(board of directors, audit committee, or management, as appropriate
in the circumstances) regarding the following:

a. Objectives of the engagement

b. Services to be performed

c. Client's acceptance of its responsibilities

d. Member's responsibilities

e. Any limitations of the engagement

The documentation requirement does not apply to:

a. Nonattest services performed prior to January 1, 2005.

6 A failure to prepare the required documentation would not impair independence, but would
be considered a violation of Rule 202, Compliance With Standards [Rule 202.01], provided that the
member did establish the understanding with the client. [Footnote added, effective December 31, 2003,
by the Professional Ethics Executive Committee. Footnote revised, January 2005, by the Professional
Ethics Executive Committee. Footnote renumbered by the revision of interpretation 101-1, April 2006.]
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b. Nonattest services performed prior to the client becoming an at-
test client.7

General requirements 2 and 3 above do not apply to certain routine activi-
ties performed by the member such as providing advice and responding to the
client's questions as part of the normal client-member relationship.

General Activities

The following are some general activities that would impair a member's
independence:

• Authorizing, executing or consummating a transaction, or otherwise
exercising authority on behalf of a client or having the authority to do
so

• Preparing source documents,8 in electronic or other form, evidencing
the occurrence of a transaction

• Having custody of client assets

• Supervising client employees in the performance of their normal re-
curring activities

• Determining which recommendations of the member should be imple-
mented

• Reporting to the board of directors on behalf of management

• Serving as a client's stock transfer or escrow agent, registrar, general
counsel or its equivalent

• Establishing or maintaining internal controls, including performing
ongoing monitoring activities 9 for a client

Specific Examples of Nonattest Services

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

7 However, upon the acceptance of an attest engagement, the member should prepare written
documentation demonstrating his or her compliance with the other general requirements during the
period covered by the financial statements, including the requirement to establish an understanding
with the client. [Footnote added, effective October 31, 2004, by the Professional Ethics Executive
Committee. Footnote renumbered by the revision of interpretation 101-1, April 2006.]

8 Source documents are the documents upon which evidence of an accounting transaction are
initially recorded. Source documents are often followed by the creation of many additional records
and reports, which do not, however, qualify as initial recordings. Examples of source documents are
purchase orders, payroll time cards, and customer orders. [Footnote renumbered by the revision of
interpretation 101-2, April 2003. Footnote subsequently renumbered and revised, September 2003,
by the Professional Ethics Executive Committee. Footnote subsequently renumbered by the Profes-
sional Ethics Executive Committee, July 2004. Footnote subsequently renumbered by the revision of
interpretation 101-1, April 2006.]

9 Monitoring can be accomplished through ongoing activities, separate evaluations, or a combi-
nation of both. Ongoing monitoring activities are the procedures designed to assess the quality of
internal control performance over time, and is built into the normal recurring activities of an entity;
these activities include regular management and supervisory activities. Separate evaluations focus
on the continued effectiveness of a client's internal control. A member's independence would not be
impaired by the performance of separate evaluations of the effectiveness of a client's internal control,
including separate evaluations of the client's ongoing monitoring activities. [Footnote added, effective
July 31, 2007, by the Professional Ethics Executive Committee.]
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Impact on Independence of Performance of Nonattest Services

Type of
Nonattest Service

Independence Would
Not Be Impaired

Independence Would Be
Impaired

Bookkeeping
• Record transactions for which man-

agement has determined or ap-

proved the appropriate account clas-

sification, or post coded transactions

to a client's general ledger.

• Prepare financial statements based

on information in the trial balance.

• Post client-approved entries to a

client's trial balance.

• Propose standard, adjusting, or

correcting journal entries or other

changes affecting the financial

statements to the client provided

the client reviews the entries and

the member is satisfied that man-

agement understands the nature of

the proposed entries and the impact

the entries have on the financial

statements.

• Determine or change jour-

nal entries, account codings

or classification for trans-

actions, or other account-

ing records without obtaining

client approval.

• Authorize or approve trans-

actions.

• Prepare source documents.

• Make changes to source doc-

uments without client ap-

proval.

Non tax disburse-

ment
• Using payroll time records provided

and approved by the client, generate

unsigned checks, or process client's

payroll.

• Transmit client-approved payroll or

other disbursement information to

a financial institution provided the

client has authorized the member

to make the transmission and has

made arrangements for the finan-

cial institution to limit the corre-

sponding individual payments as to

amount and payee. In addition, once

transmitted, the client must autho-

rize the financial institution to pro-

cess the information.[10]

• Accept responsibility to au-

thorize payment of client

funds, electronically or oth-

erwise, except as specifically

provided for with respect to

electronic payroll tax pay-

ments.

• Accept responsibility to sign

or cosign client checks, even if

only in emergency situations.

• Maintain a client's bank ac-

count or otherwise have cus-

tody of a client's funds or

make credit or banking deci-

sions for the client.

• Approve vendor invoices for

payment

(continued)

[10] [Footnote renumbered by the revision of interpretation 101-2, April 2003. Footnote subse-
quently renumbered by the Professional Ethics Executive Committee, September, 2003. Footnote
subsequently renumbered by the Professional Ethics Executive Committee, July 2004. Footnote sub-
sequently renumbered by the revision of interpretation 101-1, April 2006. Footnote deleted by the
Professional Ethics Executive Committee, February 2007. Footnote subsequently renumbered by the
Professional Ethics Executive Committee, July 2007.]
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Type of
Nonattest Service

Independence Would
Not Be Impaired

Independence Would
Be Impaired

Benefit plan admin-

istration11
• Communicate summary plan data

to plan trustee.

• Advise client management regard-

ing the application or impact of pro-

visions of the plan document.

• Process transactions (e.g., in-

vestment/benefit elections or

increase/decrease contributions to

the plan; data entry; participant

confirmations; and processing of

distributions and loans) initiated

by plan participants through the

member's electronic medium, such

as an interactive voice response

system or Internet connection or

other media.

• Prepare account valuations for plan

participants using data collected

through the member's electronic or

other media.

• Prepare and transmit participant

statements to plan participants

based on data collected through

the member's electronic or other

medium.

• Make policy decisions on be-

half of client management.

• When dealing with plan par-

ticipants, interpret the plan

document on behalf of man-

agement without first ob-

taining management's con-

currence.

• Make disbursements on be-

half of the plan.

• Have custody of assets of a

plan.

• Serve a plan as a fiduciary as

defined by ERISA.

Investment—

advisory or manage-

ment
• Recommend the allocation of funds

that a client should invest in var-

ious asset classes, depending upon

the client's desired rate of return,

risk tolerance, etc.

• Perform recordkeeping and report-

ing of client's portfolio balances

including providing a comparative

analysis of the client's investments

to third-party benchmarks.

• Review the manner in which a

client's portfolio is being managed

by investment account managers,

including determining whether the

managers are (1) following the

guidelines of the client's investment

policy statement; (2) meeting the

client's investment objectives; and

(3) conforming to the client's stated

investment styles.

• Transmit a client's investment se-

lection to a broker-dealer or equiv-

alent provided the client has autho-

rized the broker-dealer or equiva-

lent to execute the transaction.

• Make investment decisions

on behalf of client manage-

ment or otherwise have dis-

cretionary authority over a

client's investments.

• Execute a transaction to buy

or sell a client's investment.

• Have custody of client as-

sets, such as taking tempo-

rary possession of securities

purchased by a client.

11 When auditing plans subject to the Employee Retirement Income Security Act (ERISA), De-
partment of Labor (DOL) regulations, which may be more restrictive, must be followed. [Footnote
renumbered by the revision of interpretation 101-2, April 2003. Footnote subsequently renumbered
by the Professional Ethics Executive Committee, September 2003. Footnote subsequently renumbered
by the Professional Ethics Executive Committee, July 2004. Footnote subsequently renumbered by the
revision of interpretation 101-1, April 2006. Footnote subsequently renumbered by the Professional
Ethics Executive Committee, July 2007.]
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Type of
Nonattest Service

Independence Would
Not Be Impaired

Independence Would
Be Impaired

Corporate finance—

consulting or advisory
• Assist in developing corporate

strategies.

• Assist in identifying or introduc-

ing the client to possible sources

of capital that meet the client's

specifications or criteria.

• Assist in analyzing the effects of

proposed transactions including

providing advice to a client during

negotiations with potential buy-

ers, sellers, or capital sources.

• Assist in drafting an offering doc-

ument or memorandum.

• Participate in transaction negoti-

ations in an advisory capacity.

• Be named as a financial adviser in

a client's private placement mem-

oranda or offering documents.

• Commit the client to the terms

of a transaction or consum-

mate a transaction on behalf of

the client.

• Act as a promoter, under-

writer, broker-dealer, or guar-

antor of client securities, or

distributor of private place-

ment memoranda or offering

documents.

• Maintain custody of client se-

curities.

Executive or em-

ployee search
• Recommend a position descrip-

tion or candidate specifications.

• Solicit and perform screening of

candidates and recommend qual-

ified candidates to a client based

on the client-approved criteria

(e.g., required skills and experi-

ence).

• Participate in employee hiring or

compensation discussions in an

advisory capacity.

• Commit the client to employee

compensation or benefit ar-

rangements.

• Hire or terminate client em-

ployees.

Business risk consult-

ing
• Provide assistance in assessing

the client's business risks and

control processes.

• Recommend a plan for making

improvements to a client's con-

trol processes and assist in imple-

menting these improvements.

• Make or approve business risk

decisions.

• Present business risk consid-

erations to the board or others

on behalf of management.

Information

systems—design,

installation or inte-

gration

• Install or integrate a client's fi-

nancial information system that

was not designed or developed by

the member (e.g., an off-the-shelf

accounting package).

• Assist in setting up the client's

chart of accounts and financial

statement format with respect to

the client's financial information

system.

• Design, develop, install, or inte-

grate a client's information sys-

tem that is unrelated to the

client's financial statements or ac-

counting records.

• Provide training and instruction

to client employees on an infor-

mation and control system.

• Design or develop a client's fi-

nancial information system.

• Make other than insignificant

modifications to source code

underlying a client's existing

financial information system.

• Supervise client personnel in

the daily operation of a client's

information system.

• Operate a client's local area

network (LAN) system.
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Tax Compliance Services

Tax compliance services addressed by this interpretation are preparation of
a tax return,12 transmittal of a tax return and transmittal of any related tax
payment to the taxing authority, signing and filing a tax return, and autho-
rized representation of clients in administrative proceedings before a taxing
authority.

Preparing a tax return and transmitting the tax return and related tax
payment to a taxing authority, in paper or electronic form, would not impair a
member's independence provided the member does not have custody or control13

over the client's funds and the individual designated by the client to oversee
the tax services:

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

• If required for filing, signs the tax return prior to the member trans-
mitting the return to the taxing authority.

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

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

b. An individual in client management who is authorized to sign and file
the client's tax return provides the member with a signed statement
that clearly identifies the return being filed and represents that:

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

2. Such individual has reviewed the tax return, including accompa-
nying schedules and statements, and it is true, correct and com-
plete to the best of his or her knowledge and belief; and

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

Authorized representation of a client in administrative proceedings before
a taxing authority would not impair a member's independence provided the
member obtains client agreement prior to committing the client to a specific
resolution with the taxing authority. However, representing a client in a court 14

to resolve a tax dispute would impair a member's independence.

12 For purposes of this interpretation, a tax return includes informational tax forms (for example,
estimated tax vouchers, extension forms, and Forms 990, 5500, 1099, and W-2) filed with a taxing au-
thority or other regulatory agencies. [Footnote added, effective February 28, 2007, by the Professional
Ethics Executive Committee. Footnote renumbered by the Professional Ethics Executive Committee,
July 2007.]

13 Making electronic tax payments under a taxing authority's specified criteria or remitting a
check payable to the taxing authority and signed by the client would not be considered having custody
or control over a client's funds. [Footnote added, effective February 28, 2007, by the Professional
Ethics Executive Committee. Footnote renumbered by the Professional Ethics Executive Committee,
July 2007.]

14 The term court encompasses a tax, district, or federal court of claims, and the equivalent state,
local, or foreign forums. [Footnote added, effective July 31, 2007, by the Professional Ethics Executive
Committee.]
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Transition

Independence would not be impaired as a result of the more restrictive re-
quirements of the tax compliance services provisions provided such services
are pursuant to engagements commenced prior to February 28, 2007, and com-
pleted prior to January 1, 2008, and the member complied with all applicable
independence interpretations and rulings in effect on February 28, 2007.

Appraisal, Valuation, and Actuarial Services

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

Valuations performed in connection with, for example, employee stock own-
ership plans, business combinations, or appraisals of assets or liabilities gen-
erally involve a significant degree of subjectivity. Accordingly, if these services
produce results that are material to the financial statements, independence
would be impaired.

An actuarial valuation of a client's pension or postemployment benefit lia-
bilities generally produces reasonably consistent results because the valuation
does not require a significant degree of subjectivity. Therefore, such services
would not impair independence. In addition, appraisal, valuation, and actuar-
ial services performed for nonfinancial statement purposes would not impair
independence.15 However, in performing such services, all other requirements
of this interpretation should be met, including that all significant assumptions
and matters of judgment are determined or approved by the client and the client
is in a position to have an informed judgment on, and accepts responsibility for,
the results of the service.

Forensic Accounting Services

For purposes of this interpretation, forensic accounting services16 are nonat-
test services that involve the application of special skills in accounting, auditing,
finance, quantitative methods and certain areas of the law, and research, and
investigative skills to collect, analyze, and evaluate evidential matter and to
interpret and communicate findings and consist of:

• Litigation services; and

• Investigative services.

Litigation services recognize the role of the member as an expert or con-
sultant and consist of providing assistance for actual or potential legal or reg-
ulatory proceedings before a trier of fact in connection with the resolution of
disputes between parties. Litigation services consist of the following services:

15 Examples of such services may include appraisal, valuation, and actuarial services performed
for tax planning or tax compliance, estate and gift taxation, and divorce proceedings. [Footnote added,
effective December 31, 2003, by the Professional Ethics Executive Committee. Footnote renumbered
by the Professional Ethics Executive Committee, July 2004. Footnote subsequently renumbered by the
revision of interpretation 101-1, April 2006. Footnote subsequently renumbered by the Professional
Ethics Executive Committee, February and July 2007.]

16 The definitions of the specific services identified in this interpretation are solely for purposes
of this interpretation and are not intended to be used for any other purpose. [Footnote added, effective
February 28, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the
Professional Ethics Executive Committee, July 2007.]
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a. Expert witness services 17 are those litigation services where a member
is engaged to render an opinion before a trier of fact as to the matter(s)
in dispute based on the member's expertise, rather than his or her
direct knowledge of the disputed facts or events.

Expert witness services create the appearance that a member is advocating
or promoting a client's position.18 Accordingly, if a member conditionally or
unconditionally agrees to provide expert witness testimony for a client, 19 in-
dependence would be considered to be impaired.

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

While testifying as a fact witness,20 a member may be questioned by the trier
of fact or counsel as to his or her opinions pertaining to matters within the
member's area of expertise. Answering such questions would not impair the
member's independence.

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

The performance of litigation consulting services would not impair indepen-
dence provided the member complies with the general requirements set forth
under this interpretation.21 However, if the member subsequently agrees to
serve as an expert witness, independence would be considered to be impaired.

17 In determining whether the member's services are considered to be expert witness services
or fact witness testimony, members should refer to the Federal Rules of Evidence, Article VII, Opin-
ions and Expert Testimony (Rules 701, 702, and 703), and other applicable laws, regulations, and
rules. [Footnote added, effective February 28, 2007, by the Professional Ethics Executive Committee.
Footnote renumbered by the Professional Ethics Executive Committee, July 2007.]

18 See advocacy threat as defined in the Conceptual Framework for AICPA Independence Stan-
dards (ET section 100.01). However, even though there is an appearance of advocacy, when providing
expert witness services, a member must comply with Rule 102, Integrity and Objectivity, which re-
quires that a member maintain objectivity and integrity and not subordinate his or her judgment to
others. [Footnote added, effective February 28, 2007, by the Professional Ethics Executive Committee.
Footnote renumbered by the Professional Ethics Executive Committee, July 2007.]

19 The client in this case refers to the party to the litigation on whose behalf the member is
providing testimony and not to the law firm that engaged the member on the client's behalf. If the
law firm that engaged the member on behalf of the client is also an attest client of the member, the
member should consider the applicability of Interpretation 101-12, "Independence and Cooperative
Arrangements with Clients." [Footnote added, effective July 31, 2007, by the Professional Ethics
Executive Committee.]

20 A fact witness is also referred to as a percipient witness or a sensory witness. Fact witness
testimony is based on the member's direct knowledge of the facts or events in dispute. A fact witness
may have obtained his or her direct knowledge of the facts or events in dispute from the performance
of prior professional services for the client. As a fact witness, the member's role is to provide factual
testimony to the trier of fact. [Footnote added, effective February 28, 2007, by the Professional Ethics
Executive Committee. Footnote renumbered by the Professional Ethics Executive Committee, July
2007.]

21 For purposes of complying with general requirement 2, the client may designate its attorney
to oversee the litigation consulting services. [Footnote added, effective February 28, 2007, by the
Professional Ethics Executive Committee. Footnote renumbered by the Professional Ethics Executive
Committee, July 2007.]
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c. Other services are those litigation services where a member serves
as a trier of fact, special master, court-appointed expert, or arbitrator
(including serving on an arbitration panel), in a matter involving a
client. These other services create the appearance that the member is
not independent. Accordingly, if a member serves in such a role, inde-
pendence would be considered to be impaired. However, independence
would not be considered impaired if a member serves as a mediator
or any similar role in a matter involving a client provided the mem-
ber is not making any decisions on behalf of the parties, but rather is
acting as a facilitator by assisting the parties in reaching their own
agreement.22

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

Transition

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

Internal Audit Assistance Services

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

Assisting the client in performing financial and operational23 internal au-
dit activities would impair independence unless the member takes appropriate
steps to ensure that the client understands its responsibility for[24] directing the
internal audit function, including the management thereof. Accordingly, any
outsourcing of the internal audit function to the member whereby the mem-
ber in effect manages the internal audit activities of the client would impair
independence.

In addition to the general requirements of this interpretation, the member
should ensure that client management:

22 However, the member should consider the requirements of Interpretation 102-2, "Conflicts
of Interests" [ET section 102.03]. [Footnote added, effective February 28, 2007, by the Professional
Ethics Executive Committee. Footnote renumbered by the Professional Ethics Executive Committee,
July 2007.]

23 For example, a member may assess whether performance is in compliance with management's
policies and procedures, to identify opportunities for improvement, and to develop recommendations
for improvement or further action for management consideration and decision making. [Footnote
added, effective December 31, 2003, by the Professional Ethics Executive Committee. Footnote renum-
bered by the Professional Ethics Executive Committee, July 2004. Footnote subsequently renumbered
by the revision of interpretation 101-1, April 2006. Footnote subsequently renumbered by the Profes-
sional Ethics Executive Committee, February and July 2007.]

[24] [Footnote added, effective December 31, 2003, by the Professional Ethics Executive Com-
mittee. Footnote renumbered by the Professional Ethics Executive Committee, July 2004. Footnote
subsequently renumbered by the revision of interpretation 101-1, April 2006. Footnote subsequently
renumbered by the Professional Ethics Executive Committee, July 2007. Footnote deleted and subse-
quently renumbered by the Professional Ethics Executive Committee, July 2007.]
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• Designates an[25] individual or individuals, who possess suitable skill,
knowledge, and/or experience, preferably within senior management,
to be responsible for the internal audit function;

• Determines the scope, risk, and frequency of internal audit activities,
including those to be performed by the member providing internal
audit assistance services;

• Evaluates the findings and results arising from the internal audit ac-
tivities, including those performed by the member providing internal
audit assistance services; and

• Evaluates the adequacy of the audit procedures performed and the
findings resulting from the performance of those procedures by, among
other things, obtaining reports from the member.

The member should also be satisfied that the client's board of directors, au-
dit committee, or other governing body is informed about the member's and
management's respective roles and responsibilities in connection with the en-
gagement. Such information should provide the client's governing body a basis
for developing guidelines for management and the member to follow in carrying
out these responsibilities and monitoring how well the respective responsibili-
ties have been met.

The member is responsible for performing the internal audit procedures in
accordance with the terms of the engagement and reporting thereon. The per-
formance of such procedures should be directed, reviewed, and supervised by
the member. The report should include information that allows the individual
responsible for the internal audit function to evaluate the adequacy of the au-
dit procedures performed and the findings resulting from the performance of
those procedures. This report may include recommendations for improvements
in systems, processes, and procedures. The member may assist the individual
responsible for the internal audit function in performing preliminary audit risk
assessments, preparing audit plans, and recommending audit priorities. How-
ever, the member should not undertake any responsibilities that are required,
as described above, to be performed by the individual responsible for the inter-
nal audit function.

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

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

• Determining which, if any, recommendations for improving the inter-
nal control system should be implemented

• Reporting to the board of directors or audit committee on behalf of
management or the individual responsible for the internal audit func-
tion

[25] [Footnote deleted by the Professional Ethics Executive Committee, January 2005. Footnote
renumbered by the revision of interpretation 101-1, April 2006. Footnote subsequently renumbered
by the Professional Ethics Executive Committee, February and July 2007.]
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• Approving or being responsible for the overall internal audit work
plan including the determination of the internal audit risk and scope,
project priorities, and frequency of performance of audit procedures

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

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

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

Transition

Independence would not be impaired as a result of the more restrictive re-
quirements of interpretation 101-3, provided the provision of any such nonattest
services are pursuant to arrangements in existence on December 31, 2003, and
are completed by December 31, 2004, and the member was in compliance with
the preexisting requirements of this interpretation.

[Formerly paragraph .04, renumbered by adoption of the Code of Professional
Conduct on January 12, 1988. Revised, effective June 30, 1990, by the Pro-
fessional Ethics Executive Committee. Revised, effective May 31, 1999, by the
Professional Ethics Executive Committee. Revised, effective April 30, 2000, by
the Professional Ethics Executive Committee. Revised, July 2002, to reflect
conforming changes necessary due to the revision of interpretation 101-1. Re-
vised, effective December 31, 2003 (except for the documentation requirement,
which takes effect for any new engagements that begin after December 31,
2004), with earlier application permitted, by the Professional Ethics Executive
Committee. Revised, effective October 31, 2004, by the Professional Ethics Ex-
ecutive Committee. Revised, effective January 27, 2005, by the Professional
Ethics Executive Committee. Revised, effective February 28, 2007, by the Pro-
fessional Ethics Executive Committee. Revised, effective July 31, 2007, by the
Professional Ethics Executive Committee.]

.06 101-4—Honorary directorships and trusteeships of not-for-
profit organization. Partners or professional employees of a firm (individ-
ual) may be asked to lend the prestige of their names to not-for-profit organiza-
tions that limit their activities to those of a charitable, religious, civic, or similar
nature by being named as a director or a trustee. An individual who permits
his or her name to be used in this manner would not be considered to impair
independence under rule 101 [ET section 101.01] provided his or her position
is clearly honorary, and he or she cannot vote or otherwise participate in board
or management functions. If the individual is named in letterheads and exter-
nally circulated materials, he or she must be identified as an honorary director
or honorary trustee. [Formerly paragraph .05, renumbered by adoption of the
Code of Professional Conduct on January 12, 1988. Formerly interpretation
101-1. Revised, effective June 30, 1990, by the Professional Ethics Executive

ET §101.06



P1: JsY

ACPA096-p4391-4472 ACPA096-Vol-II-PS.cls July 16, 2009 20:2

1652 Independence, Integrity, and Objectivity

Committee. Renumbered as interpretation 101-4 and moved from paragraph
.03, April, 1992. Revised, July 2002, to reflect conforming changes necessary
due to the revision of interpretation 101-1.]

.07 101-5—Loans from financial institution clients and related
terminology. Interpretation 101-1.A.4 [ET section 101.02] provides that,
except as permitted in this interpretation, independence shall be considered
to be impaired if a covered member† has any loan to or from a client, any
officer or director of the client, or any individual owning ten percent or more
of the client's outstanding equity securities or other ownership interests. This
interpretation describes the conditions a covered member (or his or her imme-
diate family) must meet in order to apply an exception for a "Grandfathered
Loan" or "Other Permitted Loan."

Grandfathered Loans
Unsecured loans that are not material to the covered member's net worth, home
mortgages,26 and other secured loans26 are grandfathered if:

(1) they were obtained from a financial institution under that institu-
tion's normal lending procedures, terms, and requirements,

(2) after becoming a covered member they are kept current as to all terms
at all times and those terms do not change in any manner not provided
for in the original loan agreement,27 and

(3) they were:

(a) obtained from the financial institution prior to its becoming a
client requiring independence; or

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

(c) obtained prior to February 5, 2001 and met the requirements of
previous provisions of Interpretation 101-5 [ET section 101.07]
covering grandfathered loans; or

(d) obtained between February 5, 2001 and May 31, 2002, and the
covered member was in compliance with the applicable indepen-
dence requirements of the SEC during that period; or

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

† Terms shown in boldface type upon first usage in this interpretation are defined in ET section
92, Definitions.

26 The value of the collateral securing a home mortgage or other secured loan should equal or
exceed the remaining balance of the grandfathered loan during the term of the loan. If the value of the
collateral is less than the remaining balance of the grandfathered loan, the portion of the loan that
exceeds the value of the collateral must not be material to the covered member's net worth. [Footnote
added, July 2002, to reflect conforming changes necessary due to the revision of interpretation 101-
1. Footnote renumbered by the revision of interpretation 101-2, April 2003. Footnote subsequently
renumbered by the revision of interpretation 101-3, September 2003. Footnote subsequently renum-
bered by the revision of interpretation 101-3, July 2004. Footnote subsequently renumbered by the
revision of interpretation 101-1, April 2006. Footnote subsequently renumbered by the revision of
interpretation 101-3, February 2007 and July 2007.]

27 Changes in the terms of the loan include, but are not limited to, a new or extended maturity date,
a new interest rate or formula, revised collateral, or revised or waived covenants. [Footnote added,
July 2002, to reflect conforming changes necessary due to the revision of interpretation 101-1. Footnote
renumbered by the revision of interpretation 101-2, April 2003. Footnote subsequently renumbered
by the revision of interpretation 101-3, September 2003. Footnote subsequently renumbered by the
revision of interpretation 101-3, July 2004. Footnote subsequently renumbered by the revision of
interpretation 101-1, April 2006. Footnote subsequently renumbered by the revision of interpretation
101-3, February 2007 and July 2007.]
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In determining when a loan was obtained, the date a loan commitment or
line of credit is granted must be used, rather than the date a transaction closes
or funds are obtained.

For purposes of applying the grandfathered loans provision when the cov-
ered member is a partner in a partnership:

• a loan to a limited partnership (or similar type of entity) or a general
partnership would be ascribed to each covered member who is a part-
ner in the partnership on the basis of their legal liability as a limited
or general partner if:

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

— the covered member, either individually or together with one or
more covered members, can control the general partnership.

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

Other Permitted Loans
This interpretation permits only the following new loans and leases to be

obtained from a financial institution client for which independence is required.
These loans and leases must be obtained under the institution's normal lending
procedures, terms, and requirements and must, at all times, be kept current as
to all terms.

1. Automobile loans and leases collateralized by the automobile.

2. Loans fully collateralized by the cash surrender value of an insurance
policy.

3. Loans fully collateralized by cash deposits at the same financial insti-
tution (e.g., "passbook loans").

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

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

[Revised, November 30, 1987, by the Professional Ethics Executive Committee.
Formerly paragraph .06, renumbered by adoption of the Code of Professional
Conduct on January 12, 1988. References revised to reflect issuance of AICPA
Code of Professional Conduct on January 12, 1988. Revised, effective June
30, 1990, by the Professional Ethics Executive Committee. Revised, Novem-
ber 1991, effective January 1, 1992 with earlier application encouraged, by
the Professional Ethics Executive Committee. Revised, effective February 28,
1998 by the Professional Ethics Executive Committee. Revised, July 2002, to
reflect conforming changes necessary due to the revision of interpretation 101-
1. Revised, November 2002, by the Professional Ethics Executive Committee.
Revised, September 2003, by the Professional Ethics Executive Committee.]

.08 101-6—The effect of actual or threatened litigation on
independence. In some circumstances, independence may be considered to
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be impaired as a result of litigation or the expressed intention to commence
litigation as discussed below.

Litigation between client and member

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

For the reasons outlined above, independence may be impaired whenever
the covered member and the covered member's client or its management are
in threatened or actual positions of material adverse interests by reason of
threatened or actual litigation. Because of the complexity and diversity of the
situations of adverse interests which may arise, however, it is difficult to pre-
scribe precise points at which independence may be impaired. The following
criteria are offered as guidelines:

1. The commencement of litigation by the present management alleging
deficiencies in audit work for the client would be considered to impair
independence.

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

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

4. Litigation not related to performance of an attest engagement for the
client (whether threatened or actual) for an amount not material to the
covered member's firm28 or to the client company28 would not generally
be considered to affect the relationship in such a way as to impair
independence. Such claims may arise, for example, out of disputes as
to billings for services, results of tax or management services advice
or similar matters.

Litigation by security holders

A covered member may also become involved in litigation ("primary lit-
igation") in which the covered member and the client or its management are
defendants. Such litigation may arise, for example, when one or more stockhold-
ers bring a stockholders' derivative action or a so-called "class action" against
the client or its management, its officers, directors, underwriters and covered

28 Because of the complexities of litigation and the circumstances under which it may arise, it
is not possible to prescribe meaningful criteria for measuring materiality; accordingly, the covered
member should consider the nature of the controversy underlying the litigation and all other relevant
factors in reaching a judgment. [Footnote renumbered and revised, July 2002, to reflect conforming
changes necessary due to the revision of interpretation 101-1. Footnote subsequently renumbered by
the revision of interpretation 101-2, April 2003. Footnote subsequently renumbered by the revision of
interpretation 101-3, September 2003. Footnote subsequently renumbered by the revision of interpre-
tation 101-3, July 2004. Footnote subsequently renumbered by the revision of interpretation 101-1,
April 2006. Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007
and July 2007.]
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members under the securities laws. Such primary litigation in itself would
not alter fundamental relationships between the client or its management and
the covered member and therefore would not be deemed to have an adverse
impact on independence. These situations should be examined carefully, how-
ever, since the potential for adverse interests may exist if cross-claims are filed
against the covered member alleging that the covered member is responsible for
any deficiencies or if the covered member alleges fraud or deceit by the present
management as a defense. In assessing the extent to which independence may
be impaired under these conditions, the covered member should consider the
following additional guidelines:

1. The existence of cross-claims filed by the client, its management, or any
of its directors to protect a right to legal redress in the event of a future
adverse decision in the primary litigation (or, in lieu of cross-claims,
agreements to extend the statute of limitations) would not normally
affect the relationship between client management and the covered
member in such a way as to impair independence, unless there exists
a significant risk that the cross-claim will result in a settlement or
judgment in an amount material to the covered member's firm29 or to
the client.

2. The assertion of cross-claims against the covered member by under-
writers would not generally impair independence if no such claims are
asserted by the client or the present management.

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

Other third-party litigation

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

If the real party in interest in the litigation (e.g., the insurance company)
is also a client of the covered member ("the plaintiff client"), independence
with respect to the plaintiff client may be impaired if the litigation involves
a significant risk of a settlement or judgment in an amount which would be
material to the covered member's firm30 or to the plaintiff client.

29 See footnote 28. [Footnote renumbered, July 2002, to reflect conforming changes necessary due
to the revision of interpretation 101-1. Footnote subsequently renumbered by the revision of interpre-
tation 101-2, April 2003. Footnote subsequently renumbered by the revision of interpretation 101-3,
September 2003. Footnote subsequently renumbered by the revision of interpretation 101-3, July
2004. Footnote subsequently renumbered by the revision of interpretation 101-1, April 2006. Foot-
note subsequently renumbered by the revision of interpretation 101-3, February 2007 and July 2007.]

30 See footnote 28. [Footnote renumbered, July 2002, to reflect conforming changes necessary
due to the revision of interpretation 101-1. Footnote subsequently renumbered by the revision of

(continued)
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Effects of impairment of independence
If the covered member believes that the circumstances would lead a rea-

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

Termination of impairment
The conditions giving rise to a lack of independence are generally eliminated

when a final resolution is reached and the matters at issue no longer affect
the relationship between the covered member and client. The covered member
should carefully review the conditions of such resolution to determine that all
impairments to the covered member's objectivity have been removed.

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

[.09] [101-7]—[Deleted] [Formerly paragraph .08, renumbered by adop-
tion of the Code of Professional Conduct on January 12, 1988.]

.10 101-8—Effect on independence of financial interests in non-
clients having investor or investee relationships with a covered mem-
ber’s client.

Introduction

Financial interests in nonclients that are related in various ways to a client
may impair independence. Situations in which the nonclient investor is a part-
nership are covered in other rulings [ET section 191.138–.139, .158–.159, and
.162–.163].

Terminology

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

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

2. Significant Influence. The term significant influence is as defined in
Financial Accounting Standards Board Accounting Standards Codifi-
cation 323-10-15.

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

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

(footnote continued)

interpretation 101-2, April 2003. Footnote subsequently renumbered by the revision of interpretation
101-3, September 2003. Footnote subsequently renumbered by the revision of interpretation 101-3,
July 2004. Footnote subsequently renumbered by the revision of interpretation 101-1, April 2006.
Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007 and July
2007.]
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Interpretation

Where a nonclient investee is material to a client investor, any direct or ma-
terial indirect financial interest of a covered member in the nonclient investee
would be considered to impair independence with respect to the client investor.
If the nonclient investee is immaterial to the client investor, a covered member's
material investment in the nonclient investee would cause an impairment of
independence.

Where a client investee is material to nonclient investor, any direct or ma-
terial indirect financial interest of a covered member in the nonclient investor
would be considered to impair independence with respect to the client investee.
If the client investee is immaterial to the nonclient investor, and if a covered
member's financial interest in the nonclient investor allows the covered mem-
ber to exercise significant influence over the actions of the nonclient investor,
independence would be considered to be impaired.
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Other relationships, such as those involving brother-sister common control
or client-nonclient joint ventures, may affect the appearance of independence.
The covered member should make a reasonable inquiry to determine whether
such relationships exist, and if they do, careful consideration should be given
to whether the financial interests in question would lead a reasonable observer
to conclude that the specified relationships pose an unacceptable threat to in-
dependence.

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

If a covered member does not and could not reasonably be expected to have
knowledge of the financial interests or relationship described in this interpre-
tation, independence would not be considered to be impaired under this inter-
pretation.

[Revised, December 31, 1983, by the Professional Ethics Executive Committee.
Formerly paragraph .09 renumbered by adoption of the Code of Professional
Conduct on January 12, 1988. References changed to reflect the issuance of the
AICPA Code of Professional Conduct on January 12, 1988. Replaces previous in-
terpretation 101-8, Effect on Independence of Financial Interests in Nonclients
Having Investor or Investee Relationships With a Member's Client, April 1991,
effective April 30, 1991. Revised, December 31, 1991, by the Professional Ethics
Executive Committee. Revised, July 2002, to reflect conforming changes neces-
sary due to the revision of interpretation 101-1. Revised, June 2009, to reflect
conforming changes necessary due to the issuance of FASB ASC.]

[.11] [101-9]—[Deleted]

.12 101-10—The effect on independence of relationships with enti-
ties included in the governmental financial statements.31 For purposes
of this Interpretation, a financial reporting entity's basic financial statements,
issued in conformity with generally accepted accounting principles, include the
government-wide financial statements (consisting of the entity's governmental
activities, business-type activities, and discretely presented component units),
the fund financial statements (consisting of major funds, nonmajor governmen-
tal and enterprise funds, internal service funds, blended component units, and
fiduciary funds) and other entities disclosed in the notes to the basic financial
statements. Entities that should be disclosed in the notes to the basic financial
statements include, but are not limited to, related organizations, joint ventures,

31 Except for a financial reporting entity's basic financial statements, which is defined within
the text of this Interpretation, certain terminology used throughout the Interpretation is specifically
defined by the Governmental Accounting Standards Board. [Footnote renumbered, July 2002, to reflect
conforming changes necessary due to the revision of interpretation 101-1. Footnote subsequently
renumbered by the revision of interpretation 101-2, April 2003. Footnote subsequently renumbered
by the revision of interpretation 101-3, September 2003. Footnote subsequently renumbered by the
revision of interpretation 101-3, July 2004. Footnote subsequently renumbered by the revision of
interpretation 101-1, April 2006. Footnote subsequently renumbered by the revision of interpretation
101-3, February 2007 and July 2007.]
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jointly governed organizations, and component units of another government
with characteristics of a joint venture or jointly governed organization.

Auditor of Financial Reporting Entity
A covered member issuing a report on the basic financial statements of the

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

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

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

A covered member who is auditing the financial statements of a major fund,
nonmajor fund, internal service fund, fiduciary fund, or component unit of the
financial reporting entity or an entity that should be disclosed in the notes to the
basic financial statements of the financial reporting entity, but is not auditing
the primary government, should be independent with respect to those financial
statements that the covered member is reporting upon. The covered member
is not required to be independent of the primary government or other funds
or component units of the reporting entity or entities that should be disclosed
in the notes to the basic financial statements. However, the covered member
and his or her immediate family should not hold a key position within the pri-
mary government. For purposes of this Interpretation, a covered member and
immediate family member would not be considered employed by the primary
government if the exceptions provided for in ET section 92.03 are met.[32-33]

[Formerly paragraph .11, renumbered by adoption of the Code of Professional
Conduct on January 12, 1988. References changed to reflect the issuance of the
AICPA Code of Professional Conduct on January 12, 1988. Replaces previous
interpretation 101-10, The Effect on Independence of Relationships Proscribed
by Rule 101 and its Interpretations With Nonclient Entities Included With a
Member's Client in the Financial Statements of a Governmental Reporting En-
tity, April 1991, effective April 30, 1991. Replaces previous interpretation 101-
10, The Effect on Independence of Relationships With Entities Included in the
Governmental Financial Statements, January 1996, effective January 31, 1996.
Revised, July 2002, to reflect conforming changes necessary due to the revision

[32-33] [Footnotes deleted by the Professional Ethics Executive Committee, March 2003. Footnotes
renumbered by the revision of interpretation 101-2, April 2003. Footnotes subsequently renumbered
by the revision of interpretation 101-3, September 2003. Footnotes subsequently renumbered by the
revision of interpretation 101-3, July 2004. Footnotes subsequently renumbered by the revision of
interpretation 101-1, April 2006. Footnotes subsequently renumbered by the revision of interpretation
101-3, February and July 2007.]
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of interpretation 101-1. Revised, effective March 31, 2003, by the Professional
Ethics Executive Committee.]

.13 101-11—Modified application of rule 101 for certain engage-
ments to issue restricted-use reports under the Statements on Stan-
dards for Attestation Engagements.

Rule 101: Independence [ET section 101.01], and its interpretations and
rulings apply to all attest engagements. However, for purposes of performing
engagements to issue reports under the Statements on Standards for Attes-
tation Engagements (SSAEs) that are restricted to identified parties, only the
following covered members, and their immediate families, are required to be
independent with respect to the responsible party34 in accordance with rule 101
[ET section 101.01]:

• Individuals participating on the attest engagement team;

• Individuals who directly supervise or manage the attest engagement
partner; and

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

In addition, independence would be considered to be impaired if the firm had
a financial relationship covered by interpretation 101-1.A [ET section 101.02]
with the responsible party that was material to the firm.

In cases where the firm provides non-attest services to the responsible party
that are proscribed under interpretation 101-3 [ET section 101.05] and that do
not directly relate to the subject matter of the attest engagement, independence
would not be considered to be impaired.

In circumstances where the individual or entity that engages the firm is
not the responsible party or associated with the responsible party, individuals
on the attest engagement team need not be independent of the individual or
entity, but should consider their responsibilities under interpretation 102-2
[ET section 102.03] with regard to any relationships that may exist with the
individual or entity that engages them to perform these services.

This interpretation does not apply to an engagement performed under the
Statements on Auditing Standards or Statements on Standards for Accounting
and Review Services, or to an examination or review engagement performed
under the Statements on Standards for Attestation Engagements.

[Replaces previous interpretation 101-11, Independence and Attest Engage-
ments, January 1996, effective January 31, 1996. Revised, effective November
30, 2001, by the Professional Ethics Executive Committee.]

.14 101-12—Independence and cooperative arrangements with
clients. Independence will be considered to be impaired if, during the period
of a professional engagement, a member or his or her firm had any cooperative
arrangement with the client that was material to the member's firm or to the
client.

34 As defined in the SSAEs. [Footnote renumbered, July 2002, to reflect conforming changes nec-
essary due to the revision of interpretation 101-1. Footnote subsequently renumbered by the revision
of interpretation 101-2, April 2003. Footnote subsequently renumbered by the revision of interpre-
tation 101-3, September 2003. Footnote subsequently renumbered by the revision of interpretation
101-3, July 2004. Footnote subsequently renumbered by the revision of interpretation 101-1, April
2006. Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007 and
July 2007.]
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Cooperative Arrangement—A cooperative arrangement exists when a member's
firm and a client jointly participate in a business activity. The following are
examples, which are not all inclusive, of cooperative arrangements:

1. Prime/subcontractor arrangements to provide services or products to
a third party

2. Joint ventures to develop or market products or services

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

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

Nevertheless, joint participation with a client in a business activity does not or-
dinarily constitute a cooperative arrangement when all the following conditions
are present:

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

b. The firm assumes no responsibility for the activities or results of the
client, and vice versa.

c. Neither party has the authority to act as the representative or agent
of the other party.

In addition, the member's firm should consider the requirements of rule 302
[ET section 302.01] and rule 503 [ET section 503.01].

[Effective November 30, 1993. Revised, July 2002, to reflect conforming changes
necessary due to the revision of interpretation 101-1.]

[.15] [101-13]—[Deleted]

.16 101-14—The effect of alternative practice structures on the ap-
plicability of independence rules. Because of changes in the manner in
which members‡ are structuring their practices, the AICPA's professional
ethics executive committee (PEEC) studied various alternatives to "traditional
structures" to determine whether additional independence requirements are
necessary to ensure the protection of the public interest.

In many "nontraditional structures," a substantial (the nonattest) portion
of a member's practice is conducted under public or private ownership, and
the attest portion of the practice is conducted through a separate firm owned
and controlled by the member. All such structures must comply with applicable
laws, regulations, and Rule 505, Form of Organization and Name [ET section
505.01]. In complying with laws, regulations, and rule 505 [ET section 505.01],
many elements of quality control are required to ensure that the public interest
is adequately protected. For example, all services performed by members and
persons over whom they have control must comply with standards promulgated
by AICPA Council-designated bodies, and, for all other firms providing attest
services, enrollment is required in an AICPA-approved practice-monitoring pro-
gram. Finally, and importantly, the members are responsible, financially and
otherwise, for all the attest work performed. Considering the extent of such
measures, PEEC believes that the additional independence rules set forth in
this interpretation are sufficient to ensure that attest services can be performed

‡ Terms shown in boldface type upon first usage in this interpretation are defined in ET section
92, Definitions. [Footnote added, November 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]
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with objectivity and, therefore, the additional rules satisfactorily protect the
public interest.

Rule 505 [ET section 505.01] and the following independence rules for an
alternative practice structure (APS) are intended to be conceptual and appli-
cable to all structures where the "traditional firm" engaged in attest services is
closely aligned with another organization, public or private, that performs other
professional services. The following paragraph and the chart below provide an
example of a structure in use at the time this interpretation was developed.
Many of the references in this interpretation are to the example. PEEC intends
that the concepts expressed herein be applied, in spirit and in substance, to
variations of the example structure as they develop.

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

APS Independence Rules for Covered Members
The term covered member in an APS includes both employed and leased

individuals. The firm in such definition would be Newfirm in the example APS.
All covered members, including the firm, are subject to rule 101 [ET section
101.01] and its interpretations and rulings in their entirety. For example, no
covered member may have, among other things, a direct financial interest in or
a loan to or from an attest client of Newfirm.

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

APS Independence Rules for Persons and Entities Other Than Covered
Members

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

1. Direct Superiors. Direct Superiors are defined to include those persons
so closely associated with a partner or manager who is a covered member, that
such persons can directly control the activities of such partner or manager.
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For this purpose, a person who can directly control is the immediate superior
of the partner or manager who has the power to direct the activities of that
person so as to be able to directly or indirectly (e.g. through another entity over
which the Direct Superior can exercise significant influence35) derive a benefit
from that person's activities. Examples would be the person who has day-to-day
responsibility for the activities of the partner or manager and is in a position
to recommend promotions and compensation levels. This group of persons is, in
the view of PEEC, so closely aligned through direct reporting relationships with
such persons that their interests would seem to be inseparable. Consequently,
persons considered Direct Superiors, and entities within the APS over which such
persons can exercise significant influence36 are subject to rule 101 [ET section
101.01] and its interpretations and rulings in their entirety.

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

PEEC carefully considered the risk that an Indirect Superior, through a
Direct Superior, might attempt to influence the decisions made during the en-
gagement for a Newfirm attest client. PEEC believes that this risk is reduced to
a sufficiently low level by prohibiting certain relationships between Indirect Su-
periors and Newfirm attest clients and by applying a materiality concept with
respect to financial relationships. If the financial relationship is not material
to the Indirect Superior, PEEC believes that he or she would not be sufficiently

35 For purposes of this Interpretation, significant influence means having the ability to exercise
significant influence over the financial, operating or accounting policies of the entity, for example by
(1) being connected with the entity as a promoter, underwriter, voting trustee, general partner or
director, (2) being in a policy-making position such as chief executive officer, chief operating officer,
chief financial officer or chief accounting officer, or (3) meeting the criteria in Financial Accounting
Standards Board (FASB) Accounting Standards Codification (ASC) 323-10-15 to determine the ability
of an investor to exercise such influence with respect to an entity. The foregoing examples are not
necessarily all-inclusive. [Footnote added, November 2002, to reflect conforming changes necessary
due to the revision of interpretation 101-1. Footnote renumbered by the revision of interpretation 101-
2, April 2003. Footnote subsequently renumbered by the revision of interpretation 101-3, September
2003. Footnote subsequently renumbered by the revision of interpretation 101-3, July 2004. Footnote
subsequently renumbered by the revision of interpretation 101-1, April 2006. Footnote subsequently
renumbered by the revision of interpretation 101-3, February 2007 and July 2007. Footnote revised,
June 2009, to reflect conforming changes necessary due to the issuance of FASB ASC.]

36 For purposes of this Interpretation, significant influence means having the ability to exercise
significant influence over the financial, operating or accounting policies of the entity, for example by
(1) being connected with the entity as a promoter, underwriter, voting trustee, general partner or
director, (2) being in a policy-making position such as chief executive officer, chief operating officer,
chief financial officer or chief accounting officer, or (3) meeting the criteria in FASB ASC 323-10-15 to
determine the ability of an investor to exercise such influence with respect to an entity. The foregoing
examples are not necessarily all-inclusive. [Footnote added, November 2002, to reflect conforming
changes necessary due to the revision of interpretation 101-1. Footnote renumbered by the revision of
interpretation 101-2, April 2003. Footnote subsequently renumbered by the revision of interpretation
101-3, September 2003. Footnote subsequently renumbered by the revision of interpretation 101-3,
July 2004. Footnote subsequently renumbered by the revision of interpretation 101-1, April 2006.
Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007 and July
2007. Footnote revised, June 2009, to reflect conforming changes necessary due to the issuance of
FASB ASC.]
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financially motivated to attempt such influence particularly with sufficient ef-
fort to overcome the presumed integrity, objectivity and strength of character
of individuals involved in the engagement.

Similar standards also are appropriate for Other PublicCo Entities. These
entities are defined to include PublicCo and all entities consolidated in the Pub-
licCo financial statements that are not subject to rule 101 [ET section 101.01]
and its interpretations and rulings in their entirety.

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

A. Indirect Superiors and Other PublicCo Entities may not have a rela-
tionship contemplated by interpretation 101-1.A [ET section 101.02]
(e.g., investments, loans, etc.) with an attest client of Newfirm that is
material. In making the test for materiality for financial relationships
of an Indirect Superior, all the financial relationships with an attest
client held by such person should be aggregated and, to determine ma-
teriality, assessed in relation to the person's net worth. In making the
materiality test for financial relationships of Other PublicCo Entities,
all the financial relationships with an attest client held by such enti-
ties should be aggregated and, to determine materiality, assessed in
relation to the consolidated financial statements of PublicCo. In addi-
tion, any Other PublicCo Entity over which an Indirect Superior has
direct responsibility cannot have a financial relationship with an at-
test client that is material in relation to the Other PublicCo Entity's
financial statements.

B. Further, financial relationships of Indirect Superiors or Other Pub-
licCo Entities should not allow such persons or entities to exercise
significant influence37 over the attest client. In making the test for
significant influence, financial relationships of all Indirect Superiors
and Other PublicCo Entities should be aggregated.

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

D. Except as noted in C above, Indirect Superiors and Other PublicCo
Entities may provide services to an attest client of Newfirm that would
impair independence if performed by Newfirm. For example, trustee
and asset custodial services in the ordinary course of business by a
bank subsidiary of PublicCo would be acceptable as long as the bank
was not subject to rule 101 [ET section 101.01] and its interpretations
and rulings in their entirety.

Other Matters
1. An example, using the chart below, of the application of the concept of

Direct and Indirect Superiors would be as follows: The chief executive of the

37 For purposes of this Interpretation, significant influence means having the ability to exercise
significant influence over the financial, operating or accounting policies of the entity, for example by
(1) being connected with the entity as a promoter, underwriter, voting trustee, general partner or
director, (2) being in a policy-making position such as chief executive officer, chief operating officer,
chief financial officer or chief accounting officer, or (3) meeting the criteria in FASB ASC 323-10-15 to
determine the ability of an investor to exercise such influence with respect to an entity. The foregoing
examples are not necessarily all-inclusive. [Footnote added, November 2002, to reflect conforming
changes necessary due to the revision of interpretation 101-1. Footnote renumbered by the revision of
interpretation 101-2, April 2003. Footnote subsequently renumbered by the revision of interpretation
101-3, September 2003. Footnote subsequently renumbered by the revision of interpretation 101-3,
July 2004. Footnote subsequently renumbered by the revision of interpretation 101-1, April 2006.
Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007 and July
2007. Footnote revised, June 2009, to reflect conforming changes necessary due to the issuance of
FASB ASC.]

ET §101.16



P1: JsY

ACPA096-p4391-4472 ACPA096-Vol-II-PS.cls July 16, 2009 20:2

Independence 1665

local office of the Professional Services Subsidiary (PSS), where the partners of
Newfirm are employed, would be a Direct Superior. The chief executive of PSS
itself would be an Indirect Superior, and there may be Indirect Superiors in
between such as a regional chief executive of all PSS offices within a geographic
area.

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

3. PEEC has concluded that independence would be considered to be im-
paired with respect to an attest client of Newfirm if such attest client holds an
investment in PublicCo that is material to the attest client or allows the attest
client to exercise significant influence38 over PublicCo.

4. When making referrals of services between Newfirm and any of the enti-
ties within PublicCo, a member should consider the provisions of Interpretation
102-2, Conflicts of Interest [ET section 102.03].

Alternative Practice Structure (APS) Model

[Effective February 28, 1999; Revised, November 2002, to reflect conforming
changes necessary due to the revision of interpretation 101-1.]

38 For purposes of this Interpretation, significant influence means having the ability to exercise
significant influence over the financial, operating or accounting policies of the entity, for example by
(1) being connected with the entity as a promoter, underwriter, voting trustee, general partner or
director, (2) being in a policy-making position such as chief executive officer, chief operating officer,
chief financial officer or chief accounting officer, or (3) meeting the criteria in FASB ASC 323-10-15 to
determine the ability of an investor to exercise such influence with respect to an entity. The foregoing
examples are not necessarily all-inclusive. [Footnote added, November 2002, to reflect conforming
changes necessary due to the revision of interpretation 101-1. Footnote renumbered by the revision of
interpretation 101-2, April 2003. Footnote subsequently renumbered by the revision of interpretation
101-3, September 2003. Footnote subsequently renumbered by the revision of interpretation 101-3,
July 2004. Footnote subsequently renumbered by the revision of interpretation 101-1, April 2006.
Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007 and July
2007. Footnote revised, June 2009, to reflect conforming changes necessary due to the issuance of
FASB ASC.]
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.17 101-15—Financial relationships.
Financial Interests

Interpretation 101-1 [ET section 101.02A.1] states that independence
shall be considered to be impaired if, during the period of the professional
engagement, a covered member had or was committed to acquire any direct
or material indirect financial interest in the client. When reviewing this in-
terpretation, the covered member should also refer to Interpretation 101-1 [ET
section 101.02] for the application of rule 101 and its interpretations and rulings
to the covered member's immediate family and close relatives.

This interpretation provides definitions of direct and indirect financial in-
terests and further guidance on whether various types of financial interests
should be considered to be direct or indirect financial interests and provides
certain limited exceptions under which a covered member could hold a direct or
material indirect financial interest in an attest client without being considered
to have impaired his or her independence.

Definitions
A financial interest is an ownership interest in an equity or a debt security

issued by an entity, including rights and obligations to acquire such an interest
and derivatives directly related to such interest.

A direct financial interest is a financial interest:

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

2. Under the control39 of an individual or entity (including those managed
on a discretionary basis by others); or

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

a. Controls the intermediary; or

b. Has the authority to supervise or participate in the intermediary's
investment decisions.

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

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

Unsolicited Financial Interests
Independence would not be considered to be impaired if an unsolicited fi-

nancial interest in a client is received, such as through gift or inheritance, and
the financial interest is disposed of as soon as practicable, but no later than
30 days after the covered member has knowledge of and the right to dispose of
the financial interest. In addition, when the covered member becomes aware

39 When used herein, the term control includes situations where the covered member, individually
or acting together with his or her firm or with other partners or professional employees of his or her
firm, has the ability to exercise such control. [Footnote renumbered by the revision of interpretation
101-1, April 2006. Footnote subsequently renumbered by the revision of interpretation 101-3, February
2007 and July 2007.]
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that he or she will receive or has received a material direct or material indi-
rect financial interest in a client requiring independence but does not have the
right to dispose of the financial interest, independence would be considered to
be impaired unless the covered member does not participate on the attest en-
gagement team and disposes of the financial interest as soon as practicable but
no later than 30 days after the right to dispose exists.

Mutual Funds
The ownership of shares in a mutual fund is considered to be a direct finan-

cial interest in the mutual fund. The underlying investments of a mutual fund
are considered to be indirect financial interests.

If the mutual fund is diversified,40 a covered member's ownership of 5 per-
cent or less of the outstanding shares of the mutual fund would not be con-
sidered to constitute a material indirect financial interest in the underlying
investments.

If a covered member owns more than 5 percent of the outstanding shares
of a diversified mutual fund, or if the mutual fund is not diversified, the cov-
ered member should evaluate the underlying investments of the mutual fund
to determine whether the covered member holds a material indirect financial
interest in any of the underlying investments.

For example, if a nondiversified mutual fund owns shares in attest client
Company A, and

• The mutual fund's net assets are $10,000,000;

• The covered member owns 1 percent of the outstanding shares of the
mutual fund, having a value of $100,000; and

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

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

Retirement, Savings, Compensation, or Similar Plans
A covered member who participates in a retirement, savings, compensation,

or similar plan is considered to have a direct financial interest in the plan.41

Investments held by a retirement, savings, compensation, or similar plan
sponsored by a covered member's firm would be considered direct financial
interests of the firm.

If a covered member controls a retirement, savings, compensation, or similar
plan or has the ability to supervise or participate in the plan's investment
decisions, the investments held by the plan would be considered direct financial

40 To determine if the mutual fund is diversified, the covered member should refer to (1) the mutual
fund's prospectus to see if the prospectus discloses that the fund is not diversified or (2) Section 5(b)(1)
of the Investment Company Act of 1940. [Footnote renumbered by the revision of interpretation 101-1,
April 2006. Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007
and July 2007.]

41 A covered member who is an employee of a governmental organization that is required by law
or regulation to audit a retirement plan sponsored by a governmental unit will be permitted to be
a participant in the plan, provided the plan is offered to all employees in equivalent employment
positions, and the covered member (1) is not associated with the plan in any capacity prohibited by
interpretation 101-1.C; (2) has no influence or control over the investment strategy, benefits, or other
management activities associated with the plan; and (3) is required to participate in the plan as a
condition of employment. [Footnote renumbered by the revision of interpretation 101-1, April 2006.
Footnote subsequently renumbered by the revision of interpretation 101-3, February 2007 and July
2007.]
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interests of the covered member. Otherwise, the underlying plan investments
would be considered indirect financial interests of the covered member.

Investments held in a defined benefit plan would not be considered financial
interests of the covered member unless the covered member is a trustee of
the plan or otherwise has the ability to supervise or participate in the plan's
investment decisions because the benefits are not dependent upon investment
performance.

The following examples illustrate these concepts:

1. If a covered member is a trustee of a retirement, savings, compensa-
tion, or similar plan or otherwise has the authority to supervise or
participate in the plan's investment decisions, the underlying invest-
ments would be considered to be direct financial interests of the covered
member.

2. If investments in a defined contribution plan are participant directed,
whereby a covered member selects his or her underlying plan invest-
ments or selects from investment alternatives offered by the plan, the
covered member would be considered to have a direct financial interest
in those investments.

3. If investments in a defined contribution plan are not participant di-
rected and the covered member has no authority to supervise or par-
ticipate in the plan's investment decisions, the covered member would
be considered to have an indirect financial interest in the underlying
plan investments.

Also refer to ethics ruling No. 107, "Participation in Health and Welfare
Plan Sponsored by Client" [ET section 191.214–.215], and Interpreta-
tion 101-1, Interpretation of Rule 101 [ET section 101.02], subsections
"Application of the Independence Rules to Covered Members Formerly
Employed by a Client or Otherwise Associated With a Client," "Ap-
plication of the Independence Rules to a Covered Member's Immediate
Family," and "Application of the Independence Rules to Close Relatives."

Section 529 Plans42

Section 529 plans are sponsored by states or higher education institutions,
and may be prepaid tuition plans or savings plans. Both types of plans are
established by an account owner for the benefit of a single beneficiary. The
account owner may change the beneficiary at any time to another individual
who is related to the previous beneficiary.

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

42 However, a covered member who is an employee of a governmental organization that is required
by law or regulation to audit a Section 529 plan sponsored by a governmental unit will be permitted
to be an account owner in the plan for a period not to exceed one year from the effective date of this
Interpretation. [Footnote renumbered by the revision of interpretation 101-1, April 2006. Footnote
subsequently renumbered by the revision of interpretation 101-3, February 2007 and July 2007.]
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A covered member who is the account owner of a Section 529 savings plan
is considered to have a direct financial interest in both the plan and the in-
vestments of the plan because he or she decides in which sponsor's Section
529 savings plan to invest and prior to making the investment has access to
information about the plan's investments.

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

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

Before becoming engaged to perform an attest engagement for a govern-
ment or governmental entity that sponsors a Section 529 plan, covered
members that are account owners of a Section 529 plan should consider
the guidance in Interpretation 101-10, The Effect on Independence of
Relationships With Entities Included in the Governmental Financial
Statements [ET section 101.12].

Trust Investments

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

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

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

See Interpretation 101-1 [ET section 101.02A.2] and ethics ruling No.
11 [ET section 191.021–.022] for additional guidance on trustee rela-
tionships.

Partnerships

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

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

The financial interests held by a limited partnership are considered to be
indirect financial interests of a covered member who is a limited partner as
long as the covered member does not control the partnership or supervise or
participate in the partnership's investment decisions. However, if the covered
member has the ability to replace the general partner or has the authority to
supervise or participate in the partnership's investment decisions, the financial
interests of the partnership would be considered to be direct financial interests
of the covered member.

See Interpretation 101-1 [ET section 101.02A.3] for additional guidance
on joint closely held investments and Interpretation 101-8 [ET section
101.10] for additional guidance on financial interests in nonclients hav-
ing investor or investee relationships with a covered member.

Limited Liability Companies

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

In an LLC, members who are managers control the LLC and have the author-
ity to supervise or participate in the LLC's investment decisions. Accordingly,
if a covered member is a manager of the LLC, the financial interests of the LLC
are considered to be direct financial interests of the covered member. If a cov-
ered member is a member but not a manager of the LLC, the covered member
should look to the operating agreement of the LLC to determine whether he or
she can control the LLC or has the authority to supervise or participate in the
investment decisions of the LLC. If the covered member does not control the
LLC, or have the authority to supervise or participate in the LLC's investment
decisions, the financial interests held by the LLC would be considered to be
indirect financial interests of the covered member.

Insurance Products

An insurance policy obtained from a stock or mutual insurance company
that does not offer the policy holder an investment option is not considered
to be a financial interest. Accordingly, if a covered member owns an insur-
ance policy issued by an attest client, independence is not considered to be
impaired, provided the policy does not offer the policy holder an investment
option and the policy was purchased under the insurance company's normal
terms, procedures, and requirements. If a mutual insurance company begins the
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demutualization process, covered members who hold an insurance policy from
the company should refer to the guidance contained in the "Unsolicited Finan-
cial Interests" section of this Interpretation.

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

See Interpretation 101-1 [ET section 101.02A.3] for additional guidance
on joint closely held investments and Interpretation 101-8 [ET section
101.10] for additional guidance on financial interests in nonclients hav-
ing investor or investee relationships with a covered member.

[Effective December 31, 2005.]
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ET Section 102

Integrity and Objectivity

.01 Rule 102—Integrity and objectivity In the performance of any pro-
fessional service, a member shall maintain objectivity and integrity, shall be
free of conflicts of interest, and shall not knowingly misrepresent facts or sub-
ordinate his or her judgment to others.

[As adopted January 12, 1988.]

Interpretations under Rule 102—Integrity and Objectivity
.02 102-1—Knowing misrepresentations in the preparation of fina-

ncial statements or records A member shall be considered to have know-
ingly misrepresented facts in violation of rule 102 [ET section 102.01] when he
or she knowingly—

a. Makes, or permits or directs another to make, materially false and
misleading entries in an entity's financial statements or records; or

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

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

[Revised, effective May 31, 1999, by the Professional Ethics Executive
Committee.]

.03 102-2—Conflicts of interest A conflict of interest may occur if a mem-
ber performs a professional service for a client or employer and the member or
his or her firm has a relationship with another person, entity, product, or ser-
vice that could, in the member's professional judgment, be viewed by the client,
employer, or other appropriate parties as impairing the member's objectivity.
If the member believes that the professional service can be performed with
objectivity, and the relationship is disclosed to and consent is obtained from
such client, employer, or other appropriate parties, the rule shall not operate
to prohibit the performance of the professional service. When making the dis-
closure, the member should consider Rule 301, Confidential Client Information
[ET section 301.01].

Certain professional engagements, such as audits, reviews, and other attest
services, require independence. Independence impairments under rule 101 [ET
section 101.01], its interpretations, and rulings cannot be eliminated by such
disclosure and consent.

The following are examples, not all-inclusive, of situations that should cause
a member to consider whether or not the client, employer, or other appropriate
parties could view the relationship as impairing the member's objectivity:

• A member has been asked to perform litigation services for the plaintiff
in connection with a lawsuit filed against a client of the member's firm.
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• A member has provided tax or personal financial planning (PFP) ser-
vices for a married couple who are undergoing a divorce, and the mem-
ber has been asked to provide the services for both parties during the
divorce proceedings.

• In connection with a PFP engagement, a member plans to suggest
that the client invest in a business in which he or she has a financial
interest.

• A member provides tax or PFP services for several members of a family
who may have opposing interests.

• A member has a significant financial interest, is a member of man-
agement, or is in a position of influence in a company that is a major
competitor of a client for which the member performs management
consulting services.

• A member serves on a city's board of tax appeals, which considers
matters involving several of the member's tax clients.

• A member has been approached to provide services in connection with
the purchase of real estate from a client of the member's firm.

• A member refers a PFP or tax client to an insurance broker or other
service provider, which refers clients to the member under an exclusive
arrangement to do so.

• A member recommends or refers a client to a service bureau in which
the member or partner(s) in the member's firm hold material financial
interest(s).

The above examples are not intended to be all-inclusive.

[Replaces previous interpretation 102-2, Conflicts of Interest, August 1995, ef-
fective August 31, 1995.]

.04 102-3—Obligations of a member to his or her employer’s exter-
nal accountant Under rule 102 [ET section 102.01], a member must maintain
objectivity and integrity in the performance of a professional service. In dealing
with his or her employer's external accountant, a member must be candid and
not knowingly misrepresent facts or knowingly fail to disclose material facts.
This would include, for example, responding to specific inquiries for which his
or her employer's external accountant requests written representation.

[Effective November 30, 1993.]

.05 102-4—Subordination of judgment by a member Rule 102 [ET
section 102.01] prohibits a member from knowingly misrepresenting facts or
subordinating his or her judgment when performing professional services. Un-
der this rule, if a member and his or her supervisor have a disagreement or
dispute relating to the preparation of financial statements or the recording of
transactions, the member should take the following steps to ensure that the
situation does not constitute a subordination of judgment:1

1 A member in the practice of public accounting should refer to the Statements on Auditing
Standards. For example, see SAS No. 22, Planning and Supervision [AU section 311], which discusses
what the auditor should do when there are differences of opinion concerning accounting and auditing
standards.
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1. The member should consider whether (a) the entry or the failure to
record a transaction in the records, or (b) the financial statement
presentation or the nature or omission of disclosure in the finan-
cial statements, as proposed by the supervisor, represents the use of
an acceptable alternative and does not materially misrepresent the
facts. If, after appropriate research or consultation, the member con-
cludes that the matter has authoritative support and/or does not re-
sult in a material misrepresentation, the member need do nothing
further.

2. If the member concludes that the financial statements or records could
be materially misstated, the member should make his or her concerns
known to the appropriate higher level(s) of management within the
organization (for example, the supervisor's immediate superior, senior
management, the audit committee or equivalent, the board of directors,
the company's owners). The member should consider documenting his
or her understanding of the facts, the accounting principles involved,
the application of those principles to the facts, and the parties with
whom these matters were discussed.

3. If, after discussing his or her concerns with the appropriate person(s)
in the organization, the member concludes that appropriate action was
not taken, he or she should consider his or her continuing relationship
with the employer. The member also should consider any responsibility
that may exist to communicate to third parties, such as regulatory
authorities or the employer's (former employer's) external accountant.
In this connection, the member may wish to consult with his or her
legal counsel.

4. The member should at all times be cognizant of his or her obligations
under interpretation 102-3 [ET section 102.04].

[Effective November 30, 1993.]

.06 102-5—Applicability of rule 102 to members performing educa-
tional services Educational services (for example, teaching full- or part-time
at a university, teaching a continuing professional education course, or engag-
ing in research and scholarship) are professional services as defined in ET
section 92.11, and are therefore subject to rule 102 [ET section 102.01]. Rule
102 [ET section 102.01] provides that the member shall maintain objectivity
and integrity, shall be free of conflicts of interest, and shall not knowingly mis-
represent facts or subordinate his or her judgment to others.

[Effective March 31, 1995.]

.07 102-6—Professional services involving client advocacy A mem-
ber or a member's firm may be requested by a client—

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

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

Services provided or actions taken pursuant to such types of client requests
are professional services [ET section 92.11] governed by the Code of Profes-
sional Conduct and shall be performed in compliance with Rule 201, General
Standards [ET section 201.01], Rule 202, Compliance With Standards [ET sec-
tion 202.01], and Rule 203, Accounting Principles [ET section 203.01], and
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interpretations thereof, as applicable. Furthermore, in the performance of any
professional service, a member shall comply with rule 102 [ET section 102.01],
which requires maintaining objectivity and integrity and prohibits subordina-
tion of judgment to others. When performing professional services requiring
independence, a member shall also comply with rule 101 [ET section 101.01] of
the Code of Professional Conduct.

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

[Effective August 31, 1995.]
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ET Section 191

Ethics Rulings on Independence, Integrity,
and Objectivity

[1.] Acceptance of a Gift
[.001–.002] [Deleted January 2006]

2. Association Membership
.003 Question—Would independence be considered to be impaired if a

member joined a trade association that is a client of the firm?

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

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

[3.] Member as Signer or Cosigner of Checks
[.005–.006] [Deleted May 1999]

[4.] Payroll Preparation Services
[.007–.008] [Deleted May 1999]

[5.] Member as Bookkeeper
[.009–.010] [Deleted June 1991]

[6.] Member’s Spouse as Accountant of Client
[.011–.012] [Deleted November 2001]

[7.] Member Providing Contract Services
[.013–.014] [Deleted May 1999]

8. Member Providing Advisory Services
.015 Question—A member provides extensive advisory services for a

client. In that connection, the member attends board meetings, interprets finan-
cial statements, forecasts and other analyses, counsels on potential expansion
plans and on banking relationships. Would independence be considered to be
impaired under these circumstances?

.016 Answer—Independence would not be considered to be impaired be-
cause the member's role is advisory in nature.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]
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9. Member as Representative of Creditor’s Committee
.017 Question—A member performs the following functions for a creditors'

committee in control of a debtor corporation which will continue to operate
under its existing management subject to extension agreements:

• Signs or co-signs checks issued by the debtor corporation.

• Signs or co-signs purchase orders in excess of established minimum
amounts.

• Exercises general supervision to insure compliance with budgetary
controls and pricing formulas established by management, with the
consent of the creditors, as part of an overall program aimed at the
liquidation of deferred indebtedness.

Would independence be considered to be impaired with respect to the debtor
corporation?

.018 Answer—Independence would be considered to be impaired if any
partner or professional employee of the firm performed any of the functions
described, since these are considered to be management functions.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

10. Member as Legislator
.019 Question—A member is an elected legislator in a local government (a

city). The city manager, who is responsible for all administrative functions, is
also an elected official. Would independence be considered to be impaired with
respect to the city?

.020 Answer—Independence would be considered to be impaired if any
partner or professional employee of the firm served as an elected legislator for
a city at the same time his or her firm was engaged to perform the city's attest
engagement, even though the city manager is an elected official rather than an
appointee of the legislature.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

11. Member Designated to Serve as Executor or Trustee
.021 Question—A member has been designated to serve as an executor or

trustee of the estate of an individual who owns the majority of a client's stock.
Would independence be considered to be impaired with respect to the client?

.022 Answer—The mere designation of a covered member as executor or
trustee would not be considered to impair independence, however, if a covered
member actually served in such capacity, independence would be considered to
be impaired.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]
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12. Member as Trustee of Charitable Foundation
.023 Question—A charitable foundation is the sole beneficiary of the estate

of the foundation's deceased organizer. If a member becomes a trustee of the
foundation, would independence be considered to be impaired with respect to
(1) the foundation or (2) the estate?

.024 Answer—If a covered member served as trustee of the foundation,
independence would be considered to be impaired with respect to both the foun-
dation and the estate.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

[13.] Member as Bank Stockholder
[.025–.026] [Deleted November 1993]

14. Member on Board of Federated Fund-Raising Organization
.027 Question—A member serves as a director or officer of a United Way

or similar federated fund-raising organization (the organization). Certain local
charities receive funds from the organization. Would independence be consid-
ered to be impaired with respect to such charities?

.028 Answer—Independence would be considered to be impaired if any
partner or professional employee of the firm served as a director or officer of
the organization and the organization exercised managerial control over the
local charities. (See ethics ruling No. 93 [ET section 191.186–.187] under rule
101 [ET section 101.01] for additional guidance.)

[Replaces previous ruling No. 14, Member on Board of Directors of United Fund,
April 1991. Revised, July 2002, to reflect conforming changes necessary due to
the revision of interpretation 101-1.]

[15.] Retired Partner as Director
[.029–.030] [Deleted June 1991]

16. Member on Board of Directors of Nonprofit Social Club
.031 Question—Would independence be considered to be impaired if a

member served on the board of directors of a nonprofit social club?

.032 Answer—Independence would be considered to be impaired if any
partner or professional employee of the firm served on the board of directors
since the board has ultimate responsibility for the club's affairs.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

17. Member of Social Club
.033 Question—Would independence be considered to be impaired if a

member belongs to a social club (for example, country club, tennis club) that
requires him or her to acquire a pro rata share of the club's equity or debt
securities?
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.034 Answer—As long as membership in a club is essentially a social mat-
ter, a covered member's association with the club would not impair indepen-
dence because such equity or debt ownership would not be considered to be a
direct financial interest within the meaning of rule 101 [ET section 101.01].
Also see interpretation 101-1.C [ET section 101.02].

[Replaces previous ruling No. 17, Member as Stockholder in Country Club,
February 1991. Revised, July 2002, to reflect conforming changes necessary
due to the revision of interpretation 101-1.]

[18.] Member as City Council Chairman
[.035–.036] [Deleted June 1991]

19. Member on Deferred Compensation Committee
.037 Question—Would independence be considered to be impaired if a

member served on a committee that administers a client's deferred compensa-
tion program?

.038 Answer—Independence would be considered to be impaired if any
partner or professional employee of the firm served on the committee since
such service constitutes participation in the client's management functions. The
partner or professional employee could however render consulting assistance
without joining the committee.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

20. Member Serving on Governmental Advisory Unit
.039 Question—A member serves on a citizens' committee which is study-

ing possible changes in the form of a county government that the firm audits.
The member also serves on a committee appointed to study the financial status
of a state. Would independence be considered to be impaired with respect to a
county in that state?

.040 Answer—Independence would not be considered to be impaired with
respect to the county through the member's service on either committee.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

21. Member as Director and Auditor of an Entity’s Profit Sharing and
Retirement Trust

.041 Question—A member serves in the dual capacity of director of an
entity and auditor of the financial statements of that entity's profit sharing and
retirement trust (the trust). Would independence be considered to be impaired
with respect to the trust?

.042 Answer—Service as director of an entity constitutes participation in
management functions that affect the entity's trust. Accordingly, independence
would be considered to be impaired if any partner or professional of the firm
served in such capacity.
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[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

[22.] Family Relationship, Brother
[.043–.044] [Deleted June 1991]

[23.] Family Relationship, Uncle by Marriage
[.045–.046] [Deleted June 1991]

[24.] Family Relationship, Father
[.047–.048] [Deleted June 1991]

[25.] Family Relationship, Son
[.049–.050] [Deleted June 1991]

[26.] Family Relationship, Son
[.051–.052] [Deleted June 1991]

[27.] Family Relationship, Spouse as Trustee
[.053–.054] [Deleted June 1991]

[28.] Cash Account With Brokerage Client
[.055–.056] [Superseded by ethics ruling No. 59.]

29. Member as Bondholder
.057 Question—Would independence be considered to be impaired if a

member owned an immaterial amount of a municipal authority's outstanding
bonds?

.058 Answer—Ownership of a client's bonds constitute a loan to that client.
Accordingly, if a covered member owned such bonds, independence would be
considered to be impaired.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

[30.] Financial Interest by Employee
[.059–060] [Deleted July 1979]

31. Performance of Services for Common Interest Realty Associations
(CIRAs), Including Cooperatives, Condominium Associations, Planned Unit
Developments, Homeowners Associations, and Timeshare Developments

.061 Question—A member belongs to a common interest realty association
(CIRA) as the result of the ownership or lease of real estate. Would independence
be considered to be impaired with respect to the CIRA?
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.062 Answer—Independence would be considered to be impaired if a cov-
ered member was a member of a CIRA unless all of the following conditions are
met:

a. The CIRA performs functions similar to local governments, such as
public safety, road maintenance, and utilities.

b. The covered member's annual assessment is not material to either the
covered member or the CIRA's operating budgeted assessments.

c. The liquidation of the CIRA or the sale of common assets would not
result in a distribution to the covered member.

d. The CIRA's creditors would not have recourse to the covered member's
assets if the CIRA became insolvent.

Also see interpretation 101-1.C [ET section 101.02] for additional restrictions
related to associations with a client.

If the member has a relationship with a real estate developer or management
company that is associated with the CIRA, see interpretation 102-2 [ET section
102.03] for guidance.

[Revised, effective May 31, 1998, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

[32.] Mortgage Loan to Member’s Corporation
[.063–.064] [Deleted December 1991]

[33.] Member as Participant in Employee Benefit Plan
[.065–.066] [Deleted May 1998]

[34.] Member as Auditor of Common Trust Funds
[.067–.068] [Deleted February 1991]

[35.] Stockholder in Mutual Funds
[.069–.070] [Deleted December 2005]

[36.] Participant in Investment Club
[.071–.072] [Deleted December 2005]

[37.] Retired Partners as Co-Trustee
[.073–.074] [Deleted November 1980]

38. Member as Co-Fiduciary With Client Bank
.075 Question—A member serves with a client bank in a co-fiduciary ca-

pacity with respect to an estate or trust. Would independence be considered to
be impaired with respect to the bank or the bank's trust department?

.076 Answer—Independence would not be considered to be impaired pro-
vided the assets in the estate or trust were not material to the total assets of
the bank and/or the bank's trust department.
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[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

[39.] Member as Officially Appointed Stock Transfer Agent or Registrar
[.077–.078] [Deleted May 1999]

[40.] Controller Entering Public Practice
[.079–.080] [Deleted June 1979]

41. Financial Services Company Client Has Custody of a Member’s Assets
.081 Question—A financial services company client (for example, insur-

ance company, investment adviser, broker-dealer, bank, or other depository in-
stitution) has custody of a member's assets (other than depository accounts),
including retirement plan assets. Would independence be considered to be im-
paired?

.082 Answer—If a covered member's assets were held by a financial ser-
vices company client, independence would not be considered to be impaired
provided the services were rendered under the company's normal terms, pro-
cedures, and requirements and any of the covered member's assets subject to
the risk of loss were immaterial to the covered member's net worth. Risk of
loss may include losses arising from the bankruptcy of or defalcation by the
client but would exclude losses due to a market decline in the value of the as-
sets. When considering the materiality of assets subject to the risk of loss, the
covered member should consider the following:

• Protection provided by state or federal regulators (for example, state
insurance funds)

• Private insurance or other forms of protection (for example, the Securi-
ties Investor Protection Corporation) obtained by the financial services
company to protect the assets

• Protection from creditors (for example, assets held in a pooled separate
account)

For guidance dealing with depository accounts, see ethics ruling No. 70 [ET
section 191.140 and .141].

[Replaces previous ruling No. 41, Member as Auditor of Mutual Insurance Com-
pany, November, 1990. Revised, July 2002, to reflect conforming changes nec-
essary due to the revision of interpretation 101-1. Revised, effective March 31,
2003, by the Professional Ethics Executive Committee.]

[42.] Member as Life Insurance Policy Holder
[.083–.084] [Deleted April 1991]

[43.] Member’s Employee as Treasurer of a Client
[.085–.086] [Deleted June 1991]

[44.] Past Due Billings
[.087–.088] [Superseded by ethics ruling No. 52.]
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[45.] Past Due Fees: Client in Bankruptcy
[.089–.090] [Deleted November 1990]

[46.] Member as General Counsel
[.091–.092] [Superseded by ethics ruling No. 51.]

[47.] Member as Auditor of Mutual Fund and Shareholder of Investment
Advisor/Manager

[.093–.094] [Deleted February 1991]

48. Faculty Member as Auditor of a Student Fund
.095 Question—A full or part-time faculty member employed by a univer-

sity is asked to audit the financial statements of the Student Senate Fund. The
university:

1. Acts as a collection agent for student fees and remits them to the
Student Senate.

2. Requires that a university administrator approve and sign Stu-
dent Senate checks.

Would independence be considered to be impaired under these circumstances?

.096 Answer—Independence would be considered to be impaired with re-
spect to the Student Senate Fund if any partner or professional employee (in-
dividual) performed the functions described since the individual would be au-
diting several of the management functions performed by the university, the
individual's employer.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

[49.] Investor and Investee Companies
[.097–.098] [Superseded by interpretation 101-8.]

[50.] Family Relationship, Brother-in-Law
[.099–.100] [Deleted June 1983]

[51.] Member Providing Legal Services
[.101–.102] [Deleted May 1999]

52. Unpaid Fees
.103 Question—A client of the member's firm has not paid fees for previ-

ously rendered professional services. Would independence be considered to be
impaired for the current year?

.104 Answer—Independence is considered to be impaired if, when the re-
port on the client's current year is issued, billed or unbilled fees, or a note
receivable arising from such fees, remain unpaid for any professional services
provided more than one year prior to the date of the report.
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This ruling does not apply to fees outstanding from a client in bankruptcy.

[Replaces previous ruling No. 52, Past Due Fees, November 1990. Revised, ef-
fective November 30, 1997, by the Professional Ethics Executive Committee.
Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

[53.] Member as Auditor of Employee Benefit Plan and Sponsoring
Company

[.105–.106] [Deleted June 1991]

[54.] Member Providing Appraisal, Valuation, or Actuarial Services
[.107–.108] [Deleted May 1999]

[55.] Independence During Systems Implementation
[.109–.110] [Deleted May 1999]

[56.] Executive Search
[.111–.112] [Deleted May 1999]

[57.] MAS Engagement to Evaluate Service Bureaus
[.113–.114] [Deleted August 1995]

[58.] Member as Lessor
[.115–.116] [Deleted May 1998]

[59.] Account With Brokerage Client
[.117–.118] [Deleted November 1987]

60. Employee Benefit Plans—Member’s Relationships Withbreak;
Participating Employer

.119 Question—A member has been asked to audit the financial state-
ments of an employee benefit plan ("the plan") that may have one or more
participating employer(s). Would independence be considered to be impaired
with respect to the plan if the member had financial or other relationships with
a participating employer(s)?

.120 Answer—Independence would be considered to be impaired with re-
spect to the plan if any partner or professional employee of the firm had signif-
icant influence over such employer, was in a key position with the employer, or
was associated with the employer as a promoter, underwriter, or voting trustee.

When auditing plans subject to the Employee Retirement Income Security
Act of 1974 (ERISA), Department of Labor (DOL) regulations must be followed.1

[Replaces previous ruling No. 60, Employee Benefit Plans—Member's Rela-
tionships With Participating Employer(s), November 1993. Revised, effective
November 30, 2001, by the Professional Ethics Executive Committee. Revised,
July 2002, to reflect conforming changes necessary due to the revision of inter-
pretation 101-1.]

1 Currently, DOL regulations are more restrictive than the position taken in this ruling.
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[61.] Participation of Member’s Spouse in Client’s Stock Ownership Plans
(Including an ESOP)

[.121–.122] [Deleted May 1998]

[62.] Member and Client Are Limited Partners in a Limited Partnership
[.123–.124] [Deleted April 1991]

[63.] Review of Prospective Financial Information—Member’s
Independence of Promotors

[.125–.127] [Deleted August 1992]

64. Member Serves on Board of Organization for Which Client Raises
Funds

.128 Question—A member serves on the board of directors of an organi-
zation. A fund-raising foundation functions solely to raise funds for that orga-
nization. Would independence be considered to be impaired with respect to the
fund-raising foundation?

.129 Answer—Independence would be considered to be impaired with re-
spect to the fund-raising foundation if any partner or professional employee of
the firm served on the organization's board of directors. However, if the director-
ship were clearly honorary (in accordance with ET section 101.06, Honorary di-
rectorships and trusteeships of not-for-profit organization), independence would
not be considered to be impaired.

[Revised, effective June 30, 1990, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]

65. Use of the CPA Designation by Member Not in Public Practice
.130 Question—A member who is not in public practice wishes to use

his or her CPA designation in connection with financial statements and corre-
spondence of the member's employer. The member also wants to use the CPA
designation along with employment title on business cards. Is it permissible
for the member to use the CPA designation in these manners?

.131 Answer—Yes. However, if the member uses the CPA designation in
a manner to imply that he or she is independent of the employer, the member
would be knowingly misrepresenting facts in violation of rule 102 [ET section
102.01]. Therefore, it is advisable that in any transmittal within which the
member uses his or her CPA designation, he or she clearly indicate the employ-
ment title. In addition, if the member states affirmatively in any transmittal
that a financial statement is presented in conformity with generally accepted
accounting principles, the member is subject to rule 203 [ET section 203.01].

[Replaces previous ruling No. 65, Use of the CPA Designation by Member Not
in Public Practice, February 1996, effective February 29, 1996.]

[66.] Member’s Retirement or Savings Plan Has Financial Interest
in Client

[.132–.133] [Deleted December 2005]
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67. Servicing of Loan
.134 Question—Would the mere servicing of a loan by a client financial

institution impair independence with respect to the client?

.135 Answer—No.

[Replaces previous ruling No. 67, Servicing of Loan, November 1993. Revised,
July 2002, to reflect conforming changes necessary due to the revision of inter-
pretation 101-1.]

[68.] Blind Trust
[.136–.137] [Deleted December 2005]

69. Investment With a General Partner
.138 Question—A private, closely held entity is the general partner and

controls (as defined in Generally Accepted Accounting Principles) limited part-
nership A. The member has a material financial interest in limited partnership
A. The member's firm has been asked to perform an attest engagement for a
new limited partnership (B), which has the same general partner as limited
partnership A. Would independence be considered to be impaired with respect
to limited partnership B?

.139 Answer—Because the general partner has control over limited part-
nership A, the covered member would be considered to have a joint closely held
investment with the general partner, who has significant influence over limited
partnership B, the proposed client. Accordingly, independence would be consid-
ered to be impaired with respect to limited partnership B if the covered member
had a material investment in limited partnership A.

[Replaces previous ruling No. 69, Joint Investment With a Promoter and/or
General Partner, April 1991, effective April 30, 1991. Revised, July 2002, to
reflect conforming changes necessary due to the revision of interpretation
101-1.]

70. Member’s Depository Relationship With Client Financial Institution
.140 Question—A member maintains checking or savings accounts, cer-

tificates of deposit, or money market accounts at a client financial institution.
Would these depository relationships impair independence?

.141 Answer—If an individual is a covered member, independence would
not be considered to be impaired provided that—

• The checking accounts, savings accounts, certificates of deposit, or
money market accounts were fully insured by the appropriate state
or federal government deposit insurance agencies or by any other in-
surer; or

• The uninsured amounts, in the aggregate, were not material to the net
worth of the covered member. (When insured amounts were considered
material, independence would not be considered impaired provided the
uninsured balance was reduced to an immaterial amount no later than
30 days from the date the uninsured amount becomes material.)

A firm's depository relationship would not impair its independence provided
that the likelihood of the financial institution experiencing financial difficulties
was considered to be remote.
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[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1. Revised, effective March 31, 2003, by the Professional
Ethics Executive Committee.]

71. Use of Nonindependent CPA Firm on an Engagement
.142 Question—Firm A is not independent with respect to a client. Part-

ners or professional employees of Firm A are participating on Firm B's attest
engagement team for that client. Would Firm B's independence be considered
to be impaired?

.143 Answer—Yes. The use by Firm B of partners or professional employ-
ees from Firm A as part of the attest engagement team would impair Firm B's
independence with respect to that engagement.

However, use of the work of such individuals in a manner similar to internal
auditors is permissible provided that there is compliance with the Statements
on Auditing Standards. Applicable literature contained in the Statements on
Auditing Standards should be consulted.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

72. Member on Advisory Board of Client
.144 Question—Would service on a client's advisory board impair inde-

pendence?

.145 Answer—Independence would be considered to be impaired if any
partner or professional employee of the firm served on the advisory board unless
all the following criteria are met: (1) the responsibilities of the advisory board
are in fact advisory in nature; (2) the advisory board has no authority to make
nor does it appear to make management decisions on behalf of the client; and (3)
the advisory board and those having authority to make management decisions
(including the board of directors or its equivalent) are distinct groups with
minimal, if any, common membership.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

[73.] Meaning of the Period of a Professional Engagement
[.146–.147] [Deleted February 1998]

74. Audits, Reviews, or Compilations and a Lack of Independence
.148 Question—If a member or his or her firm is not independent with

respect to a client, is it permissible to issue an audit, review, or compilation
report for that client?

.149 Answer—A member or his or her firm may not issue an audit or
review report if not independent of the client. A compilation report may be
issued provided that the report specifically discloses the lack of independence
without giving reasons for the impairment.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

75. Membership in Client Credit Union
.150 Question—Does membership in a client credit union impair indepen-

dence?
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.151 Answer—A covered member's association with a client credit union
would not impair independence provided all of the following criteria are met:

1. The covered member individually qualifies to join the credit union
(other than by virtue of the professional services provided to the
client).

2. Any loans from the credit union to the covered member meet
the conditions specified in interpretation 101-1.A.4 [ET section
101.02] and are made under normal lending procedures, terms,
and requirements (see interpretation 101-5 [ET section 101.07]).

3. Any deposits with the credit union meet the conditions specified
in ruling No. 70 [ET section 191.140–.141] under rule 101 [ET
section 101.01].

Partners and professional employees may be subject to additional restric-
tions as described in interpretation 101-1.B [ET section 101.02].

[Effective February 28, 1992, earlier application is encouraged. Revised, July
2002, to reflect conforming changes necessary due to the revision of interpreta-
tion 101-1.]

[76.] Guarantee of Loan
[.152–.153] [Deleted December 1991]

[77.] Individual Considering or Accepting Employment With the Client
[.154–.155] [Deleted April 2003]

[78.] Service on Governmental Board
[.156–.157] [Deleted August 1995]

[79.] Member’s Investment in a Partnership That Invests in Client
[.158–.159] [Deleted December 2005]

[80.] The Meaning of a Joint Closely Held Business Investment
[.160–.161] [Deleted November 2001]

81. Member’s Investment in a Limited Partnership
.162 Question—A member is a limited partner in a limited partnership

(LP), including a master limited partnership. A client is a general partner in
the same LP. Is independence considered to be impaired with respect to (1) the
LP, (2) the client, and (3) any subsidiaries of the LP?

.163 Answer— 1. A covered member's limited partnership interest in the
LP is a direct financial interest in the LP that would impair independence under
interpretation 101-1.A.1 [ET section 101.02].

2. The LP is an investee of the client because the client is a general
partner in the LP. Therefore, under interpretation 101-8 [ET section
101.10], if the investment in the LP were material to the client, a cov-
ered member's financial interest in the LP would impair independence.
However, if the client's financial interest in the LP were not material
to the client, a covered member's immaterial financial interest in the
LP would not impair independence.
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3. If the covered member is a limited partner in the LP, the covered
member is considered to have an indirect financial interest in all sub-
sidiaries of the LP. If the indirect financial interest in the subsidiaries
were material to the covered member, independence would be consid-
ered to be impaired with respect to those subsidiaries under interpre-
tation 101-1.A.1 [ET section 101.02].

If the covered member or client general partner, individually or together can
control the LP, the LP would be considered a joint closely held investment under
ET section 92.16.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

82. Campaign Treasurer
.164 Question—A member serves as the campaign treasurer of a mayoral

candidate. Would independence be considered to be impaired with respect to (1)
the political party with which the candidate is associated, (2) the municipality
of which the candidate may become mayor, or (3) the campaign organization?

.165 Answer—Independence would not be considered to be impaired with
respect to the political party or municipality. However, if any partner or profes-
sional employee of the firm served as campaign treasurer, independence would
be considered to be impaired with respect to the campaign organization.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

[83.] Member on Board of Component Unit and Auditor of Oversight Entity
[.166–.167] [Deleted January 1996]

[84.] Member on Board of Material Component Unit and Auditor of
Another Material Component Unit

[.168–.169] [Deleted January 1996]

85. Bank Director
.170 Question—May a member in public practice serve as a director of a

bank?

.171 Answer—Yes; however, before accepting a bank directorship, the
member should carefully consider the implications of such service if the member
has clients that are customers of the bank.

These implications fall into two categories:

a. Confidential Client Information—Rule 301 [ET section 301.01] pro-
vides that a member in public practice shall not disclose any confiden-
tial client information without the specific consent of the client. This
ethical requirement applies even though failure to disclose informa-
tion may constitute a breach of the member's fiduciary responsibility
as a director.

b. Conflicts of Interest—Interpretation 102-2 [ET section 102.03] pro-
vides that a conflict of interest may occur if a member performs a
professional service (including service as a director) and the member
or his or her firm has a relationship with another entity that could, in
the member's professional judgment, be viewed by appropriate parties
as impairing the member's objectivity. If the member believes that the
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professional service can be performed with objectivity and the rela-
tionship is disclosed to and consent is obtained from all appropriate
parties, performance of the service shall not be prohibited.

In view of the above factors, it is generally not desirable for a member in
public practice to accept a position as bank director where the member's clients
are likely to engage in significant transactions with the bank. If a member is
engaged in public practice, the member should avoid the high probability of a
conflict of interest and the appearance that the member's fiduciary obligations
and responsibilities to the bank may conflict with or interfere with the member's
ability to serve the client's interest objectively and in complete confidence.

The general knowledge and experience of CPAs in public practice may be very
helpful to a bank in formulating policy matters and making business decisions;
however, in most instances, it would be more appropriate for the member as
part of the member's public practice to serve as a consultant to the bank's board.
Under such an arrangement, the member could limit activities to those which
did not involve conflicts of interest or confidentiality problems.

[86.] Partially Secured Loans
[.172–.173] [Deleted February 1998]

[87.] Loan Commitment or Line of Credit
[.174–.175] [Deleted February 1998]

[88.] Loans to Partnership in Which Members Are Limited Partners
[.176–.177] [Deleted February 1998]

[89.] Loan to Partnership in Which Members Are General Partners
[.178–.179] [Deleted February 1998]

[90.] Credit Card Balances and Cash Advances
[.180–.181] [Deleted February 1998]

91. Member Leasing Property to or From a Client
.182 Question—Would independence be considered to be impaired if a

member leased property to or from a client?

.183 Answer—Independence would not be considered to be impaired if
the lease meets the criteria of an operating lease (as described in Generally
Accepted Accounting Principles), the terms and conditions set forth in the
lease agreement are comparable with other leases of a similar nature, and
all amounts are paid in accordance with the terms of the lease.

Independence would be considered to be impaired if a covered member had
a lease that meets the criteria of a capital lease (as described in Generally
Accepted Accounting Principles) unless the lease is in compliance with inter-
pretations 101-1.A.4 [ET section 101.02] and 101-5 [ET section 101.07], because
the lease would be considered to be a loan to or from the client.

[Revised, effective May 31, 1998, by the Professional Ethics Executive Com-
mittee. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1.]
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92. Joint Interest in Vacation Home
.184 Question—A member has a joint interest in a vacation home with

a client (or one of the client's officers or directors, or any owner who has the
ability to exercise significant influence over the client). Would the vacation home
constitute a "joint closely held investment" as defined in ET section 92.16?

.185 Answer—Yes. The vacation home, even if solely intended for the per-
sonal use of the owners, would be considered a joint closely held investment as
defined in ET section 92.16 if it meets the criteria described in the aforemen-
tioned definition.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

93. Service on Board of Directors of Federated Fund-Raising Organization
.186 Question—A member serves as a director or officer of a local United

Way or similar organization that operates as a federated fund-raising organiza-
tion from which local charities receive funds. Some of those charities are clients
of the member's firm. Does the member have a conflict of interest under rule
102 [ET section 102.01]?

.187 Answer—Interpretation 102-2 [ET section 102.03] provides that a
conflict of interest may occur if a member performs a professional service for a
client and the member or his or her firm has a relationship with another entity
that could, in the member's professional judgment, be viewed by the client or
other appropriate parties as impairing the member's objectivity. If the member
believes that the professional service can be performed with objectivity and the
relationship is disclosed to and consent is obtained from the appropriate parties,
performance of the service shall not be prohibited. (If the service being provided
is an attest engagement, consult ethics ruling No. 14 [ET section 191.027-.028]
under rule 101 [ET section 101.01]).

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

94. Indemnification Clause in Engagement Letters
.188 Question—A member or his or her firm proposes to include in engage-

ment letters a clause that provides that the client would release, indemnify, de-
fend, and hold the member (and his or her partners, heirs, executors, personal
representatives, successors, and assigns) harmless from any liability and costs
resulting from knowing misrepresentations by management. Would inclusion
of such an indemnification clause in engagement letters impair independence?

.189 Answer—No.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

95. Agreement With Attest Client to Use ADR Techniques
.190 Question—Alternative dispute resolution (ADR) techniques are used

to resolve disputes (in lieu of litigation) relating to past services, but are not used
as a substitute for the exercise of professional judgment for current services.
Would a predispute agreement to use ADR techniques between a member or
his or her firm and a client cause independence to be impaired?

.191 Answer—No. Such an agreement would not cause independence to
be impaired since the member (or the firm) and the client would not be in
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threatened or actual positions of material adverse interests by reason of threat-
ened or actual litigation.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

96. Commencement of ADR Proceeding
.192 Question—Would the commencement of an alternative dispute reso-

lution (ADR) proceeding impair independence?

.193 Answer—Except as stated in the next sentence, independence would
not be considered to be impaired because many of the ADR techniques designed
to facilitate negotiation and the actual conduct of those negotiations do not place
the member or his or her firm and the client in threatened or actual positions
of material adverse interests. Nevertheless, if a covered member and the client
are in a position of material adverse interests because the ADR proceedings are
sufficiently similar to litigation, ethics interpretation 101-6 [ET section 101.08]
should be applied. Such a position would exist if binding arbitration were used.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

[97.] Performance of Certain Extended Audit Services
[.194–.195] [Deleted August 1996]

98. Member’s Loan From a Nonclient Subsidiary or Parent of an Attest
Client

.196 Question—A member has obtained a loan from a nonclient. The mem-
ber's firm performs an attest engagement for the parent or a subsidiary of the
nonclient. Does the loan from the nonclient subsidiary or parent impair inde-
pendence?

.197 Answer—A covered member's loan that is not a "grandfathered" or
"permitted" loan under interpretation 101-5 [ET section 101.07] from a non-
client subsidiary would impair independence with respect to the client parent.
However, a loan from a nonclient parent would not impair independence with
respect to the client subsidiary as long as the subsidiary is not material to its
parent.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

99. Member Providing Services for Company Executives
.198 Question—A member has been approached by a company, for which

he or she may or may not perform other professional services, to provide per-
sonal financial planning or tax services for its executives. The executives are
aware of the company's relationship with the member, if any, and have also
consented to the arrangement. The performance of the services could result in
the member recommending to the executives actions that may be adverse to the
company. What rules of conduct should the member consider before accepting
and during the performance of the engagement?

.199 Answer—Before accepting and during the performance of the en-
gagement, the member should consider the applicability of Rule 102, Integrity
and Objectivity [ET section 102.01]. If the member believes that he or she can
perform the personal financial planning or tax services with objectivity, the
member would not be prohibited from accepting the engagement. The member
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should also consider informing the company and the executives of possible re-
sults of the engagement. During the performance of the services, the member
should consider his or her professional responsibility to the clients (that is, the
company and the executives) under Rule 301, Confidential Client Information
[ET section 301.01].

100. Actions Permitted When Independence Is Impaired
.200 Question—If a member or a member's firm (member) was indepen-

dent when its report was initially issued, may the member re-sign the report
or consent to its use at a later date when his or her independence is considered
to be impaired?

.201 Answer—Yes. A member may re-sign the report or consent to its use
at a later date when his or her independence is considered to be impaired, pro-
vided that no "post-audit work" is performed by the member during the period
of impairment. The term "post-audit work," in this context, does not include
inquiries of successor auditors, reading of subsequent financial statements, or
such procedures as may be necessary to assess the effect of subsequently dis-
covered facts on the financial statements covered by the member's previously
issued report.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

[101.] Client Advocacy and Expert Witness Services
[.202–.203] [Deleted July 2007]

102. Indemnification of a Client
.204 Question—As a condition to retaining a member or his or her firm to

perform an attest engagement, a client or prospective client requests that the
member (or the firm) enter into an agreement providing, among other things,
that the member (or the firm) indemnify the client for damages, losses, or costs
arising from lawsuits, claims, or settlements that relate, directly or indirectly,
to client acts. Would entering into such an agreement impair independence?

.205 Answer—Yes. Such an agreement would impair independence un-
der interpretation 101-1.A [ET section 101.02] and interpretation 101-1.C [ET
section 101.02].

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

103. Attest Report on Internal Controls
.206 Question—If a member or his or her firm provides extended audit ser-

vices for a client in compliance with interpretation 101-3 [ET section 101.05],
would the firm be considered to be independent in the performance of an attes-
tation engagement to report on the client's assertion regarding the effectiveness
of its internal control over financial reporting?

.207 Answer—Independence would not be considered to be impaired with
respect to the issuance of such a report if both of the following conditions are
met:

1. Management has assumed responsibility to establish and maintain
internal control.
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2. Management does not rely on the firm's work as the primary basis for
its assertion and accordingly has (a) evaluated the results of its ongoing
monitoring procedures built into the normal recurring activities of the
entity (including regular management and supervisory activities) and
(b) evaluated the findings and results of the firm's work and other
separate evaluations of controls, if any.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

[104.] Operational Auditing Services
[.208–.209] [Deleted September 2003]

[105.] Frequency of Performance of Extended Audit Procedures
[.210–.211] [Deleted September 2003]

106. Member Has Significant Influence Over an Entity That Has Significant
Influence Over a Client

.212 Question—Would independence be considered to be impaired if a
member or his or her firm had significant influence, as defined in ET section
92.27, over an entity that has significant influence over a client?

.213 Answer—Independence would be considered to be impaired if any
partner or professional of the firm had significant influence over an entity that
has significant influence over a client. By having such influence over the non-
client entity, the partner or professional employee would also be considered to
have significant influence over the client.

See interpretation 101-8 [ET section 101.10] for further guidance.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

107. Participation in Health and Welfare Plan Sponsored by Client
.214 Question—A member participates in or receives benefits from a

health and welfare plan (the "plan") sponsored by a client. Would independence
be considered to be impaired with respect to the client sponsor or the plan?

.215 Answer—A covered member's participation in a plan sponsored by
a client would impair independence with respect to the client sponsor and the
plan. However, if the covered member's participation in the plan, or benefits
received thereunder, arises as a result of the permitted employment of the cov-
ered member's immediate family in accordance with interpretation 101-1 [ET
section 101.02], independence would not be considered to be impaired provided
that the plan is normally offered to all employees in equivalent employment
positions.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1. Revised, November 2002, by the Professional Ethics
Executive Committee.]

[108.] Participation of Member, Spouse or Dependent in Retirement,
Savings, or Similar Plan Sponsored by, or That Invests in, Client

[.216–.217] [Deleted November 2001]
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[109.] Member’s Investment in Financial Services Products That Invest
in Clients

[.218–.219] [Deleted December 2005]

110. Member Is Connected With an Entity That Has a Loan to or From
a Client

.220 Question—A member is associated with an entity as an officer, di-
rector, or a shareholder who is able to exercise significant influence over an
entity. That entity has a loan to or from a client of the member's firm. Would
independence be considered to be impaired with respect to the client?

.221 Answer—If a covered member has control over the entity (as defined in
Generally Accepted Accounting Principles) the existence of a loan to or from the
client would impair independence unless the loan from the client is specifically
permitted under interpretation 101-5 [ET section 101.07].

If any partner or professional employee of the firm is connected with the
entity as an officer, director, or shareholder who is able to exercise significant
influence over the entity, but is unable to control the entity, he or she should
consider interpretation 102-2 [ET section 102.03]. Interpretation 102-2 provides
that a conflict of interest may occur if a member performs a professional service
for a client and the member or his or her firm has a relationship with another
entity that could, in the member's professional judgment, be viewed by the
client or other appropriate parties as impairing the member's objectivity. If the
member believes that the professional service can be performed with objectivity,
and the relationship is disclosed to and consent is obtained from such client and
other appropriate parties, the rule shall not operate to prohibit the performance
of the professional service.

When making the decision as to whether to perform a professional service
and in making disclosure to the appropriate parties, the member should con-
sider Rule 301, Confidential Client Information [ET section 301.01].

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

111. Employee Benefit Plan Sponsored by Client
.222 Question—A member or his or her firm provides asset management

or investment services that may include having custody of assets, performing
management functions, or making management decisions for an employee ben-
efit plan (the plan) sponsored by a client. Would independence be considered to
be impaired with respect to the plan and the client sponsor?

.223 Answer—The performance of investment management or custodial
services for a plan would be considered to impair independence with respect to
the plan. Independence would also be considered to be impaired with respect
to the client sponsor of a defined benefit plan if the assets under management
or in the custody of the member are material to the plan or the client sponsor.

ET §191[.218]



P1: JsY

ACPA096-p4391-4472 ACPA096-Vol-II-PS.cls July 16, 2009 20:2

Ethics Rulings on Independence, Integrity, and Objectivity 1697

Independence would not be considered to be impaired with respect to the client
sponsor of a defined contribution plan provided the member does not make any
management decisions or perform management functions on behalf of the client
sponsor or have custody of the sponsor's assets.

[Revised, July 2002, to reflect conforming changes necessary due to the revision
of interpretation 101-1.]

112. Use of a Third-Party Service Provider to Assist a Member in
Providing Professional Services

.224 Question—A member in public practice uses an entity that the mem-
ber, individually or collectively with his or her firm or with members of his or her
firm, does not control (as defined by accounting principles generally accepted in
the United States) or an individual not employed by the member (a third-party
service provider) to assist the member in providing professional services (for
example, bookkeeping, tax return preparation, consulting, or attest services,
including related clerical and data entry functions) to clients. Does Rule 102,
Integrity and Objectivity [ET section 102.01], require the member to disclose
the use of the third-party service provider to the client?

.225 Answer—Yes. The concept of integrity set forth in Rule 102, Integrity
and Objectivity [ET section 102.01] and Article III, Integrity [ET section 54] re-
quires a member to be honest and candid. Clients might not have an expectation
that a member would use a third-party service provider to assist the member in
providing the professional services. Accordingly, before disclosing confidential
client information to a third-party service provider, a member should inform
the client, preferably in writing, that the member may use a third-party service
provider. This disclosure does not relieve the member from his or her obligations
under ethics ruling No. 1 [ET section 391.001–.002] under Rule 301, Confiden-
tial Client Information [ET section 301.01]. If the client objects to the member's
use of a third-party service provider, the member should provide the profes-
sional services without using the third-party service provider or the member
should decline the engagement.

A member is not required to inform the client when he or she uses a third-
party service provider to provide administrative support services (for example,
record storage, software application hosting, or authorized e-file tax transmittal
services) to the member.

See ethics ruling No. 12 [ET section 291.023–.024] under Rule 201, Gen-
eral Standards [ET section 201.01], and Rule 202, Compliance With Standards
[ET section 202.01]; and ethics ruling No. 1 [ET section 391.001–.002] under
Rule 301, Confidential Client Information [ET section 301.01], for additional
responsibilities of the member when using a third-party service provider.

113. Acceptance or Offering of Gifts or Entertainment
.226 Question—Would objectivity or integrity be considered to be impaired

if a member offers or accepts gifts or entertainment to or from a client (or an
individual in a key position with a client or an individual owning 10 percent or
more of the client's outstanding equity securities or other ownership interests),
or a customer or vendor of the member's employer (or a representative of the
customer or vendor)?

.227 Answer—Objectivity would be considered to be impaired unless the
gift or entertainment is reasonable in the circumstances.

ET §191.227
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The member should exercise judgment in determining whether gifts or enter-
tainment would be considered reasonable in the circumstances. Relevant facts
and circumstances would include, but are not limited to:

• The nature of the gift or entertainment

• The occasion giving rise to the gift or entertainment

• The cost or value of the gift or entertainment

• The nature, frequency, and value of other gifts and entertainment of-
fered or accepted

• Whether the entertainment was associated with the active conduct of
business either directly before, during, or after the entertainment

• Whether other clients, customers, or vendors also participated in the
entertainment

• The individuals from the client, customer, or vendor and the member's
firm or employer who participated in the entertainment

In addition, a member would be presumed to lack integrity if he or she
accepted or offered gifts or entertainment that he or she knew or was reckless
in not knowing would violate the member, client, customer, or vendor's policies
or applicable laws and regulations.

See ethics ruling No. 114, "Acceptance or Offering of Gifts and Entertainment
to or From an Attest Client" [ET section 191.228–.229], under rule 101 [ET
section 101.01], for guidance applicable to the offer or acceptance of gifts or
entertainment to or from an attest client.

114. Acceptance or Offering of Gifts and Entertainment to or From an
Attest Client

.228 Question—Would independence be considered to be impaired if a
member or the member's firm offers or accepts gifts or entertainment to or
from an attest client, an individual in a key position with an attest client, or an
individual owning 10 percent or more of the attest client's outstanding equity
securities or other ownership interests (collectively, an attest client)?

.229 Answer—Independence would be considered to be impaired if the
member's firm or a member on the attest engagement team or in a position
to influence the attest engagement accepts a gift from an attest client, unless
the value is clearly insignificant to the recipient. Independence would not be
considered to be impaired if a covered member accepts entertainment from an
attest client, provided the entertainment is reasonable in the circumstances.

Independence would not be considered to be impaired if a covered member
offers gifts or entertainment to an attest client, provided the gift or entertain-
ment is reasonable in the circumstances.

See ethics ruling No. 113, "Acceptance or Offering of Gifts or Entertainment"
[ET section 191.226–.227], under rule 102 [ET section 102.01], for criteria a
member should consider in determining whether the gifts or entertainment
would be considered reasonable in the circumstances.

ET §191.228
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ET Section 201

General Standards

.01 Rule 201—General standards A member shall comply with the fol-
lowing standards and with any interpretations thereof by bodies designated by
Council.

A. Professional Competence. Undertake only those professional services
that the member or the member's firm can reasonably expect to be
completed with professional competence.

B. Due Professional Care. Exercise due professional care in the perfor-
mance of professional services.

C. Planning and Supervision. Adequately plan and supervise the perfor-
mance of professional services.

D. Sufficient Relevant Data. Obtain sufficient relevant data to afford a
reasonable basis for conclusions or recommendations in relation to any
professional services performed.

[As adopted January 12, 1988.]
(See Appendix A.)

Interpretations under Rule 201—General Standards
.02 201-1—Competence A member's agreement to perform professional

services implies that the member has the necessary competence to complete
those professional services according to professional standards, applying his or
her knowledge and skill with reasonable care and diligence, but the member
does not assume a responsibility for infallibility of knowledge or judgment.

Competence to perform professional services involves both the technical
qualifications of the member and the member's staff and the ability to super-
vise and evaluate the quality of the work performed. Competence relates both
to knowledge of the profession's standards, techniques and the technical subject
matter involved, and to the capability to exercise sound judgment in applying
such knowledge in the performance of professional services.

The member may have the knowledge required to complete the services in ac-
cordance with professional standards prior to performance. In some cases, how-
ever, additional research or consultation with others may be necessary during
the performance of the professional services. This does not ordinarily repre-
sent a lack of competence, but rather is a normal part of the performance of
professional services.

However, if a member is unable to gain sufficient competence through these
means, the member should suggest, in fairness to the client and the public, the
engagement of someone competent to perform the needed professional service,
either independently or as an associate.

[.03] [201-2]—[Deleted]
[.04] [201-3]—[Deleted]
[.05] [201-4]—[Deleted]

ET §201[.05]



P1: JsY

ACPA096-p4551-5132 ACPA096-Vol-II-PS.cls July 16, 2009 20:10

1702



P1: JsY

ACPA096-p4551-5132 ACPA096-Vol-II-PS.cls July 17, 2009 11:24

Compliance With Standards 1703

ET Section 202

Compliance With Standards

.01 Rule 202—Compliance with standards A member who performs
auditing, review, compilation, management consulting, tax, or other profes-
sional services shall comply with standards promulgated by bodies designated
by Council.

[As adopted January 12, 1988.]
(See Appendix A.)

Interpretation under Rule 202—Compliance With Standards
[.02] [202-1]—[Deleted]

ET §202[.02]
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ET Section 203

Accounting Principles

.01 Rule 203—Accounting principles A member shall not (1) express
an opinion or state affirmatively that the financial statements or other finan-
cial data of any entity are presented in conformity with generally accepted
accounting principles or (2) state that he or she is not aware of any material
modifications that should be made to such statements or data in order for them
to be in conformity with generally accepted accounting principles, if such state-
ments or data contain any departure from an accounting principle promulgated
by bodies designated by Council to establish such principles that has a material
effect on the statements or data taken as a whole. If, however, the statements
or data contain such a departure and the member can demonstrate that due to
unusual circumstances the financial statements or data would otherwise have
been misleading, the member can comply with the rule by describing the de-
parture, its approximate effects, if practicable, and the reasons why compliance
with the principle would result in a misleading statement.

[As adopted January 12, 1988.]

(See Appendix A.)

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

Rule 203 [ET section 203.01] was adopted to require compliance with account-
ing principles promulgated by the body designated by Council to establish such
principles. There is a strong presumption that adherence to officially estab-
lished 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 antici-
pate all of the circumstances to which such principles might be applied. This
rule therefore recognizes that upon occasion there may be unusual circum-
stances where the literal application of pronouncements on accounting princi-
ples 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 [ET section 203.01] is a matter of professional judgment involving the abil-
ity 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 principle are new leg-
islation or the evolution of a new form of business transaction. An unusual
degree of materiality or the existence of conflicting industry practices are ex-
amples of circumstances which would not ordinarily be regarded as unusual in
the context of rule 203 [ET section 203.01].

.03 203-2—Status of FASB, GASB and FASAB interpretations
Council is authorized under rule 203 [ET section 203.01] to designate bodies
to establish accounting principles. Council has designated the Financial Ac-
counting Standards Board (FASB) as such a body and has resolved that FASB

ET §203.03
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Accounting Standards CodificationTM (ASC) constitutes accounting principles
as contemplated in rule 203 [ET section 203.01]. Council has also designated
the Governmental Accounting Standards Board (GASB), with respect to State-
ments of Governmental Accounting Standards issued in July 1984 and there-
after, as the body to establish financial accounting principles for state and local
governmental entities pursuant to rule 203 [ET section 203.01]. Council has also
designated the Federal Accounting Standards Advisory Board (FASAB), with
respect to Statements of Federal Accounting Standards adopted and issued in
March 1993 and subsequently, as the body to establish accounting principles
for federal government entities pursuant to rule 203 [ET section 203.01].

In determining the existence of a departure from an accounting principle as
established in FASB ASC and encompassed by rule 203 [ET section 203.01],
or the existence of a departure from an accounting principle established by a
Statement of Governmental Accounting Standards or a Statement of Federal
Accounting Standards encompassed by rule 203 [ET section 203.01], the divi-
sion of professional ethics will construe such codification or statements, in the
light of any interpretations thereof issued by FASB, GASB, or FASAB.

[As amended April 30, 2000. Revised June 2009.]

[.04] [203-3]—[Deleted]
.05 203-4—Responsibility of employees for the preparation of finan-

cial statements in conformity with GAAP Rule 203 [ET section 203.01]
provides, in part, that a member shall not state affirmatively that financial
statements or other financial data of an entity are presented in conformity
with generally accepted accounting principles (GAAP) if such statements or
data contain any departure from an accounting principle promulgated by a
body designated by Council to establish such principles that has a material
effect on the statements or data taken as a whole.

Rule 203 [ET section 203.01] applies to all members with respect to any
affirmation that financial statements or other financial data are presented in
conformity with GAAP. Representation regarding GAAP conformity included
in a letter or other communication from a client entity to its auditor or others
related to that entity's financial statements is subject to rule 203 [ET section
203.01] and may be considered an affirmative statement within the meaning of
the rule with respect to members who signed the letter or other communication;
for example, signing reports to regulatory authorities, creditors and auditors.

[Effective November 30, 1993.]

ET §203[.04]
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ET Section 291

Ethics Rulings on General and
Technical Standards

[1.] Association of Name With Unaudited Statements When Member Is
Not Independent

[.001–.002] [Deleted September 1995]

[2.] Opinion by Member Not in Public Practice
[.003–.004] [Deleted December 1986]

[3.] Controller, Preparation of Financial Statements
[.005–.006] [Deleted May 1995]

[4.] Two-Year Opinion—Prior Year Previously Unaudited
[.007–.008] [Deleted May 1995]

[5.] Interim Financial Statements
[.009–.010] [Deleted October 1995]

[6.] Letterhead
[.011–.012] [Deleted September 1995]

[7.] Non-CPA Partner
[.013–.014] [Transferred to section 591.379-.380 as ethics ruling No. 190

under section 591, April 1995.]

8. Subcontractor Selection for Management Consulting Service
Engagements

.015 Question—A member has been engaged to design and program a
computer system. The engagement is well within the member's competence.
The member plans to retain a contract programming organization as a subcon-
tractor to provide additional qualified manpower. What procedures should the
member consider in making the selection of a subcontractor?

.016 Answer—When selecting subcontractors the member has a respon-
sibility to ensure that the subcontractors have the professional qualifications,
technical skills and other resources required. Factors that can be helpful in
evaluating a prospective subcontractor include business, financial and per-
sonal references from banks, from other CPAs, and from other customers of
the subcontractor; the subcontractor's professional reputation and recognition;
published materials (articles and books authored); and the member's personal
evaluation of the subcontractor.

ET §291.016
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9. Supervision of Technical Specialist on Management Consulting
Services Engagements

.017 Question—A member would like to add to the member's staff a sys-
tems analyst who specializes in developing computer systems. Must the mem-
ber be able to perform all of the services that the specialist can perform in order
to be able to supervise the specialist?

.018 Answer—The member must be qualified to supervise and evaluate
the work of specialists in the member's employ. Although supervision does not
require that the member be qualified to perform each of the specialist's tasks,
the member should be able to define the tasks and evaluate the end product.

10. Submission of Financial Statements by a Member in Public Practice
.019 Question—A member in public practice is also a stockholder, partner,

director, officer, or employee of an entity and in this capacity submits the entity's
financial statements to third parties. What are the ethical considerations?

.020 Answer—If the member submits the financial statements in his or
her capacity as a stockholder, partner, director, officer, or employee to a third
party, the member should clearly communicate, preferably in writing, the re-
lationship of the member to the entity and should not imply that the member
is independent of the entity [ET section 191.130-.131]. In addition, if the com-
munication states affirmatively that the financial statements are presented in
conformity with generally accepted accounting principles, the member is sub-
ject to rule 203 [ET section 203.01] of the Code of Professional Conduct.

If the member prepares financial statements as a member in public practice
and/or submits them using the member's public practitioner's letterhead or
other identification, the member should comply with applicable standards, in-
cluding any requirement to disclose a lack of independence.

[Revised, effective July 31, 2002, by the Professional Ethics Executive Commit-
tee.]

11. Applicability of Rule 203 to Members Performing Litigation
Support Services

.021 Question—Does Rule 203, Accounting Principles [ET section 203.01],
apply to members performing litigation support services?

.022 Answer—Yes.

12. Applicability of General and Technical Standards When Using a
Third-Party Service Provider

.023 Question—What responsibility does a member in public practice have
for complying with the general and technical standards under Rule 201, Gen-
eral Standards [ET section 201.01], and Rule 202, Compliance With Standards
[ET section 202.01], when using an entity that the member, individually or
collectively with his or her firm or with members of his or her firm, does not
control (as defined by generally accepted accounting principles) or an individ-
ual not employed by the member (a third-party service provider) to assist the
member in providing professional services (for example, bookkeeping, tax re-
turn preparation, consulting, or attest services, including related clerical and
data entry functions) to clients?

.024 Answer—Using a third-party service provider to assist the member
in providing professional services to clients does not in any way relieve the
member from his or her responsibilities to comply with the requirements of
Rules 201 [ET section 201.01] and 202 [ET section 202.01]. Accordingly, the

ET §291.017
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member remains responsible for the adequate oversight of all services per-
formed by the third-party service provider and for ensuring that all professional
services are performed with professional competence and due professional care.
In addition, the member must adequately plan and supervise the professional
services provided by the third-party service provider, obtain sufficient relevant
data to support his or her work product and comply with all technical standards
applicable to the professional services.

This ruling does not extend the member's responsibility for planning and su-
pervising the work of a third-party service provider beyond the requirements of
applicable professional standards, which may vary depending upon the nature
of the member's engagement.

See ethics ruling No. 112 [ET section 191.224–.225] under Rule 102
[ET section 102.01], Integrity and Objectivity, and ethics ruling No. 1 [ET sec-
tion 391.001–.002] under Rule 301, Confidential Client Information [ET section
301.01], for additional responsibilities of the member when using a third-party
service provider.

ET §291.024
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ET Section 300
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ET Section 301

Confidential Client Information

.01 Rule 301—Confidential client information A member in public
practice shall not disclose any confidential client information without the spe-
cific consent of the client.

This rule shall not be construed (1) to relieve a member of his or her pro-
fessional obligations under rules 202 [ET section 202.01] and 203 [ET section
203.01], (2) to affect in any way the member's obligation to comply with a validly
issued and enforceable subpoena or summons, or to prohibit a member's com-
pliance with applicable laws and government regulations, (3) to prohibit review
of a member's professional practice under AICPA or state CPA society or Board
of Accountancy authorization, or (4) to preclude a member from initiating a
complaint with, or responding to any inquiry made by, the professional ethics
division or trial board of the Institute or a duly constituted investigative or
disciplinary body of a state CPA society or Board of Accountancy.

Members of any of the bodies identified in (4) above and members involved
with professional practice reviews identified in (3) above shall not use to their
own advantage or disclose any member's confidential client information that
comes to their attention in carrying out those activities. This prohibition shall
not restrict members' exchange of information in connection with the inves-
tigative or disciplinary proceedings described in (4) above or the professional
practice reviews described in (3) above.

[As amended January 14, 1992.]

Interpretations under Rule 301—Confidential Client Information
[.02] [301-1]—[Deleted]
[.03] [301-2]—[Deleted]
.04 301-3—Confidential information and the purchase, sale, or

merger of a practice Rule 301 [ET section 301.01] prohibits a member in
public practice from disclosing any confidential client information without the
specific consent of the client. The rule provides that it shall not be construed to
prohibit the review of a member's professional practice under AICPA or state
CPA society authorization.

For purposes of rule 301 [ET section 301.01], a review of a member's profes-
sional practice is hereby authorized to include a review in conjunction with a
prospective purchase, sale, or merger of all or part of a member's practice. The
member must take appropriate precautions (for example, through a written
confidentiality agreement) so that the prospective purchaser does not disclose
any information obtained in the course of the review, since such information is
deemed to be confidential client information.

Members reviewing a practice in connection with a prospective purchase or
merger shall not use to their advantage nor disclose any member's confidential
client information that comes to their attention.

[Effective February 28, 1990.]

ET §301.04
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ET Section 302

Contingent Fees

.01 Rule 302—Contingent fees A member in public practice shall not

(1) Perform for a contingent fee any professional services for, or receive
such a fee from a client for whom the member or the member's firm
performs,

(a) an audit or review of a financial statement; or

(b) a compilation of a financial statement when the member expects,
or reasonably might expect, that a third party will use the fi-
nancial statement and the member's compilation report does not
disclose a lack of independence; or

(c) an examination of prospective financial information;

or

(2) Prepare an original or amended tax return or claim for a tax refund
for a contingent fee for any client.

The prohibition in (1) above applies during the period in which the member
or the member's firm is engaged to perform any of the services listed above and
the period covered by any historical financial statements involved in any such
listed services.

Except as stated in the next sentence, a contingent fee is a fee established
for the performance of any service pursuant to an arrangement in which no
fee will be charged unless a specified finding or result is attained, or in which
the amount of the fee is otherwise dependent upon the finding or result of such
service. Solely for purposes of this rule, fees are not regarded as being contingent
if fixed by courts or other public authorities, or, in tax matters, if determined
based on the results of judicial proceedings or the findings of governmental
agencies.

A member's fees may vary depending, for example, on the complexity of
services rendered.

[As adopted May 20, 1991.]

Interpretation under Rule 302—Contingent Fees
.02 302-1—Contingent fees in tax matters This interpretation de-

fines certain terms in rule 302 [ET section 302.01] and provides examples of
the application of the rule.

Definition of Terms
(a) Preparation of an original or amended tax return or claim for tax re-

fund includes giving advice on events which have occurred at the time
the advice is given if such advice is directly relevant to determining the
existence, character, or amount of a schedule, entry, or other portion
of a return or claim for refund.

ET §302.02
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(b) A fee is considered determined based on the findings of governmen-
tal agencies if the member can demonstrate a reasonable expectation,
at the time of a fee arrangement, of substantive consideration by an
agency with respect to the member's client. Such an expectation is
deemed not reasonable in the case of preparation of original tax re-
turns.

Examples

The following are examples, not all-inclusive, of circumstances where a con-
tingent fee would be permitted:

1. Representing a client in an examination by a revenue agent of the
client's federal or state income tax return.

2. Filing an amended federal or state income tax return claiming a tax
refund based on a tax issue that is either the subject of a test case
(involving a different taxpayer) or with respect to which the taxing
authority is developing a position.

3. Filing an amended federal or state income tax return (or refund claim)
claiming a tax refund in an amount greater than the threshold for re-
view by the Joint Committee on Internal Revenue Taxation ($1 million
at March 1991) or state taxing authority.

4. Requesting a refund of either overpayments of interest or penalties
charged to a client's account or deposits of taxes improperly accounted
for by the federal or state taxing authority in circumstances where the
taxing authority has established procedures for the substantive review
of such refund requests.

5. Requesting, by means of "protest" or similar document, consideration
by the state or local taxing authority of a reduction in the "assessed
value" of property under an established taxing authority review pro-
cess for hearing all taxpayer arguments relating to assessed value.

6. Representing a client in connection with obtaining a private letter
ruling or influencing the drafting of a regulation or statute.

The following is an example of a circumstance where a contingent fee would
not be permitted:

1. Preparing an amended federal or state income tax return for a client
claiming a refund of taxes because a deduction was inadvertently
omitted from the return originally filed. There is no question as to
the propriety of the deduction; rather the claim is filed to correct an
omission.

ET §302.02
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ET Section 391

Ethics Rulings on Responsibilities to Clients

1. Use of a Third-Party Service Provider to Provide Professional
Services to Clients or Administrative Support Services to the Member

.001 Question—A member in public practice uses an entity that the mem-
ber, individually or collectively with his or her firm or with members of his or
her firm, does not control (as defined by generally accepted accounting prin-
ciples) or an individual not employed by the member (a "third-party service
provider") to assist the member in providing professional services (for example,
bookkeeping, tax return preparation, consulting, or attest services, including
related clerical and data entry functions) to clients or for providing adminis-
trative support services to the member (for example, record storage, software
application hosting, or authorized e-file tax transmittal services). Does Rule
301, Confidential Client Information [ET section 301.01], require the member
to obtain the client's consent before disclosing confidential client information
to the third-party service provider?

.002 Answer—No. Rule 301 [ET section 301.01] is not intended to prohibit
a member in public practice from disclosing confidential client information to a
third-party service provider used by the member for purposes of providing pro-
fessional services to clients or for administrative support purposes. However,
before using such a service provider, the member should enter into a contrac-
tual agreement with the third-party service provider to maintain the confi-
dentiality of the information and be reasonably assured that the third-party
service provider has appropriate procedures in place to prevent the unautho-
rized release of confidential information to others. The nature and extent of
procedures necessary to obtain reasonable assurance depends on the facts and
circumstances, including the extent of publicly available information on the
third-party service provider's controls and procedures to safeguard confiden-
tial client information.

In the event the member does not enter into a confidentiality agreement with
a third-party service provider, specific client consent should be obtained before
the member discloses confidential client information to the third-party service
provider.

See ethics ruling No. 112 [ET section 191.224–.225] under Rule 102, Integrity
and Objectivity [ET section 102.01], and ethics ruling No. 12 [ET section
291.023–.024] under Rule 201, General Standards [ET section 201.01], and
Rule 202, Compliance With Standards [ET section 202.01], for additional re-
sponsibilities of the member when using a third-party service provider.

[Revised, effective July 1, 2005, except for professional services performed pur-
suant to agreements in existence on June 30, 2005 that are completed by
December 31, 2005, by the Professional Ethics Executive Committee.]

2. Distribution of Client Information to Trade Associations
.003 Question—A member's firm is requested by a trade association to

supply profit and loss percentages taken from the reports of the accountants'
clients. The association would distribute them to its members. May the firm
comply with the request?

ET §391.003
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.004 Answer—Rule 301 [ET section 301.01] would not be violated if the
firm has the clients' permission to distribute the figures.

3. Information to Successor Accountant About Tax Return Irregularities
.005 Question—A member withdrew from an engagement on discovering

irregularities in his client's tax return. May he reveal to the successor accoun-
tant why the relationship was terminated?

.006 Answer—Rule 301 [ET section 301.01] is not intended to help an un-
scrupulous client cover up illegal acts or otherwise hide information by changing
CPAs. If the member is contacted by the successor he should, at a minimum,
suggest that the successor ask the client to permit the member to discuss all
matters freely with the successor. The successor is then on notice of some con-
flict. Because of the serious legal implications, the member should seek legal
advice as to his status and obligations in the matter.

[4.] Prior Client Relationship
[.007–.008] [Deleted August 1989]

[5.] Records Retention Agency
[.009–.010] [Deleted October 2004]

6. Revealing Client Information to Competitors
.011 Question—A municipality in a particular state enforces a personal

property tax on business inventories, fixtures and equipment, and machinery
by retaining a firm of CPAs to examine the books and records of the businesses
to be sure the proper amount has been declared. In the course of its engage-
ment, the CPA firm will examine sales, purchases, gross profit percentages,
and inventories as well as fixed asset accounts. A member serving one of the
companies involved objects to these procedures on the ground that information
gathered from the books and records of his client could be inadvertently con-
veyed to competitors by employees of the CPA firm doing the audit. Is such an
engagement ethically proper?

.012 Answer—It would be proper for a member's firm to perform such
services. It should be emphasized to everyone concerned that rule 301 [ET
section 301.01] prohibits members from revealing to others any confidential
information obtained in their professional capacity.

7. Revealing Names of Clients
.013 Question—May a member in public practice disclose the name of

a client for whom the member or the member's firm performed professional
services?

.014 Answer—It is permissible under rule 301 [ET section 301.01] for a
member to disclose the name of a client, whether publicly or privately owned,
without the client's specific consent unless the disclosure of the client's name
constitutes the release of confidential information. For example, if a member's
practice is limited to bankruptcy matters, the disclosure of a client's name would
suggest that the client may be experiencing financial difficulties, which could
be confidential client information.

[Replaced previous ruling No. 7, Revealing Names of Employer's Clients, effec-
tive August 31, 1989.]

[8.] Fee as Percentage of Bond Issue
[.015–.016] [Deleted June 1991]

ET §391.004
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[9.] Finder’s Fee
[.017–.018] [Deleted June 1991]

[10.] Fee as Expert Witness
[.019–.020] [Deleted June 1991]

[11.] Fee Contingent on Mortgage Commitment
[.021–.022] [Deleted June 1991]

[12.] Fee as Percentage of Tax Savings
[.023–.024] [Deleted June 1991]

[13.] Contingent Fees to Fire Adjuster
[.025–.026] [Deleted June 1991]

14. Use of Confidential Information on Management Consulting
Service Engagements

.027 Question—In the course of performing a feasibility study a nonclient
outside source has provided pertinent information to the member's firm with
the understanding that the source and the details of the information will not be
disclosed. The information, which the firm believes is pertinent, directly affects
its conclusions and recommendations. How may this information be utilized in
connection with the feasibility study engagement and related conclusions and
recommendations?

.028 Answer—Rule of conduct 301 [ET section 301.01] regarding confiden-
tial client information is not directly applicable to the circumstances described;
however, Rule of conduct 501, Acts Discreditable [ET section 501.01], is appli-
cable to situations involving confidential relationships with non-clients. For an
engagement in which it appears likely that the development of pertinent infor-
mation will have to come from outside non-client sources, and such information
must remain confidential, the terms of the engagement with the client should
specify that the confidences of outside non-client sources will not be divulged
by the member's firm even when they might affect the outcome of the engage-
ment. If the use of confidential outside sources is necessary and the terms of the
engagement are silent regarding disclosure of source and details, the member
should promptly seek the approval of the client to present his recommenda-
tions without making disclosures that include confidential information. If the
client does not agree to this, the member should withdraw rather than breach
a confidence or improperly limit the inclusion of information in his final recom-
mendation.

15. Earlier Similar Management Consulting Service Study With
Negative Outcome

.029 Question—A prospective client has asked a member's firm to study
the desirability of his using a newly developed electronic ticketing system for
his business. A recent study made for another client leads the member's firm
to believe that the system would not be desirable for him. Must the firm state
its reservations at the risk of disclosing information acquired while performing
an assignment for a client competitor?

.030 Answer—Rule of conduct 301 [ET section 301.01] provides that a
member shall not disclose any confidential information obtained in the course
of a professional engagement except with the consent of the client. Knowledge
and expertise which results in a special competence in a particular field can be

ET §391.030
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provided to a client without violating the confidence of another client. Reserva-
tions that the firm may have concerning the electronic ticketing system should
be communicated to the prospective client provided the details of the other
client's engagement are not disclosed. If, however, circumstances are such that
the prospective client would clearly know the origin of the information on which
the member's reservations are based, and such information is sensitive, the en-
gagement should not be accepted without clearance with the first client.

16. Disclosure of Confidential Client Information
.031 Question—A member has prepared a married couple's joint tax re-

turns for several years. The member was engaged by and has dealt exclusively
with spouse A. Divorce proceedings are now under way and spouse B has ap-
proached the member with requests for confidential information relating to
prior tax returns. Spouse A has directed the member not to comply with spouse
B's requests. Would release of this information by the member to spouse B
constitute a violation of rule 301 [ET section 301.01]?

.032 Answer—As defined by the Code of Professional Conduct, spouse
B would be considered to be a client with respect to the prior tax returns in
question. Therefore, release of the requested information to spouse B would
not be prohibited by rule 301 [ET section 301.01]. The member should consider,
however, reviewing the legal implications of such a disclosure with an attorney.

17. Definition of the Receipt of a Contingent Fee or a Commission
.033 Question—Rules 302 [ET section 302.01] and 503 [ET section 503.01]

prohibit, among other acts, the receipt of contingent fees for the performance of
certain services and the receipt of a commission for the referral of products or
services under certain circumstances. When is a contingent fee or commission
deemed to be received?

.034 Answer—A contingent fee or a commission is deemed to be received
when the performance of the related services is complete and the fee or the com-
mission is determined. For example, if in one year a member sells a life insur-
ance policy to a client and the member's commission payments are determined
to be a fixed percentage of future years' renewal premiums, the commission is
deemed to be received in the year the policy is sold.

18. Bank Director
.035 Question—May a member in public practice serve as a director of a

bank?

.036 Answer—Yes; however, before accepting a bank directorship, the
member should carefully consider the implications of such service if the member
has clients that are customers of the bank.

These implications fall into two categories:

a. Confidential Client Information—Rule 301 [ET section 301.01] pro-
vides that a member in public practice shall not disclose any confiden-
tial client information without the specific consent of the client. This
ethical requirement applies even though failure to disclose informa-
tion may constitute a breach of the member's fiduciary responsibility
as a director.

b. Conflicts of Interest—Interpretation 102-2 [ET section 102.03] pro-
vides that a conflict of interest may occur if a member performs

ET §391.031
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a professional service (including service as a director) and the mem-
ber or his or her firm has a relationship with another entity that
could, in the member's professional judgment, be viewed by appro-
priate parties as impairing the member's objectivity. If the member
believes that the professional service can be performed with objec-
tivity and the relationship is disclosed to and consent is obtained
from all appropriate parties, performance of the service shall not be
prohibited.

In view of the above factors, it is generally not desirable for a member in
public practice to accept a position as bank director where the member's clients
are likely to engage in significant transactions with the bank. If a member is
engaged in public practice, the member should avoid the high probability of a
conflict of interest and the appearance that the member's fiduciary obligations
and responsibilities to the bank may conflict with or interfere with the member's
ability to serve the client's interest objectively and in complete confidence.

The general knowledge and experience of CPAs in public practice may be very
helpful to a bank in formulating policy matters and making business decisions;
however, in most instances, it would be more appropriate for the member as
part of the member's public practice to serve as a consultant to the bank's board.
Under such an arrangement, the member could limit activities to those which
did not involve conflicts of interest or confidentiality problems.

19. Receipt of Contingent Fees or Commissions by Member’s Spouse
.037 Question—May a member's spouse provide services to the member's

attest client for a contingent fee or refer products or services for a commission
to or from the member's attest client without causing the member to be in
violation of rule 302 [ET section 302.01] or rule 503 [ET section 503.01]?

.038 Answer—Yes, if the activities of the member's spouse are separate
from the member's practice and the member is not significantly involved in
those activities. The member, however, should consider whether a conflict of in-
terest may exist as described in rule 102 [ET section 102.01] and interpretation
102-2 [ET section 102.03].

20. Disclosure of Confidential Client Information to Professional
Liability Insurance Carrier

.039 Question—A member has learned of a potential claim that may be
filed against the member. The member's professional liability insurance policy
requires that the carrier be promptly notified of actual or potential claims. If the
member notifies the carrier and complies with its request for documents that
would constitute confidential client information without the client's permission,
would the member be in violation of rule 301 [ET section 301.01]?

.040 Answer—No. Rule 301 [ET section 301.01] is not intended to prohibit
a member from releasing confidential client information to the member's liabil-
ity insurance carrier solely to assist the defense against an actual or potential
claim against the member.

21. Member Providing Services for Company Executives
.041 Question—A member has been approached by a company, for which

he or she may or may not perform other professional services, to provide per-
sonal financial planning or tax services for its executives. The executives are
aware of the company's relationship with the member, if any, and have also
consented to the arrangement. The performance of the services could result in

ET §391.041
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the member recommending to the executives actions that may be adverse to the
company. What rules of conduct should the member consider before accepting
and during the performance of the engagement?

.042 Answer—Before accepting and during the performance of the en-
gagement, the member should consider the applicability of Rule 102, Integrity
and Objectivity [ET section 102.01]. If the member believes that he or she can
perform the personal financial planning or tax services with objectivity, the
member would not be prohibited from accepting the engagement. The member
should also consider informing the company and the executives of possible re-
sults of the engagement. During the performance of the services, the member
should consider his or her professional responsibility to the clients (that is, the
company and the executives) under Rule 301, Confidential Client Information
[ET section 301.01].

[22.] Member Removing Client Files From an Accounting Firm
[.043–.044] [Deleted December 1998]

23. Disclosure of Confidential Client Information in Legal or
Alternative Dispute Resolution Proceedings

.045 Question—A member discloses confidential client information to the
member's attorney or a court or in documents or proceedings in connection with
an actual or threatened lawsuit or alternative dispute resolution proceedings
relating to that client. Would the member be in violation of the rule 301 [ET
section 301.01] of the Code of Professional Conduct?

.046 Answer—No. Rule 301 [ET section 301.01] is not included to prohibit a
member from disclosing the information necessary to initiate, pursue or defend
himself or herself in such proceedings.

This ruling is not intended to prohibit a member's compliance with appli-
cable federal or state laws or regulations.

24. Investment Advisory Services
.047 Question —A member or member's firm ("member") provides invest-

ment advisory services for an attest client for a fee based on a percentage of the
client's investment portfolio. Would the member be considered to be in violation
of rule 302, Contingent Fees [ET section 302.01]?

.048 Answer—Yes. However, the fee would not be contingent upon portfolio
performance and, therefore, would not be in violation of rule 302 [ET section
302.01] if all of the following conditions are met:

1. The fee is determined as a specified percentage of the client's
investment portfolio.

2. The dollar amount of the portfolio on which the fee is based is
determined at the beginning of each quarterly period (or longer
period of time as may be agreed upon) and is adjusted only for
additions or withdrawals made by the client during the period.

3. The fee arrangement is not renewed with the client more fre-
quently than on a quarterly basis.

When performing such services, the member should also consider Rule 101,
Independence [ET section 101.01], especially interpretation 101-3 [ET section
101.05].

ET §391.042
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25. Commission and Contingent Fee Arrangements
With Nonattest Client

.049 Question—A member or member's firm (member) provides for a con-
tingent fee investment advisory services, or refers for a commission products or
services of a nonclient or a nonattest client, to the owners, officers, or employees
of an attest client or to a nonattest client employee benefit plan sponsored by
an attest client. Would the member be considered to be in violation of either
rule 302 [ET section 302.01] or rule 503 [ET section 503.01]?

.050 Answer—No. The member would not be in violation of either rule
302 [ET section 302.01] or rule 503 [ET section 503.01] provided that, with re-
spect to rule 503 [ET section 503.01], the member discloses the commission to
the owners, officers, or employees or to the employee benefit plan. The member
should also consider the applicability of interpretation 102-2, Conflicts of In-
terest [ET section 102.03], and his or her professional responsibility to clients
under Rule 301, Confidential Client Information [ET section 301.01].

ET §391.050
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ET Section 400

RESPONSIBILITIES TO COLLEAGUES

[Reserved.]
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ET Section 500

OTHER RESPONSIBILITIES AND PRACTICES
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ET Section 501

Acts Discreditable

.01 Rule 501—Acts discreditable A member shall not commit an act
discreditable to the profession.

[As adopted January 12, 1988.]

Interpretations under Rule 501—Acts Discreditable
.02 501-1—Response to requests by clients and former clients

for records

Terminology
The following terms are defined below solely for use with this interpretation:

• Client provided records are accounting or other records belonging to
the client that were provided to the member by or on behalf of the
client.

• Client records prepared by the member are accounting or other records
(for example, tax returns, general ledgers, subsidiary journals, and
supporting schedules such as detailed employee payroll records and
depreciation schedules) that the member was engaged to prepare for
the client.

• Supporting records are information not reflected in the client's books
and records that are otherwise not available to the client with the re-
sult that the client's financial information is incomplete. For example,
supporting records include adjusting, closing, combining, or consolidat-
ing journal entries (including computations supporting such entries)
that are produced by the member during an engagement (for example,
an audit).

• Member's working papers include, but are not limited to, audit pro-
grams, analytical review schedules, and statistical sampling results,
analyses, and schedules prepared by the client at the request of the
member.

Interpretation
When a client or former client (client) makes a request for client-provided
records, client records prepared by the member, or supporting records that are
in the custody or control of the member or the member's firm (member) that
have not previously been provided to the client, the member should respond to
the client's request as follows:1

• Client provided records in the member's custody or control should be
returned to the client.

• Client records prepared by the member should be provided to the client,
except that client records prepared by the member may be withheld if

1 The member is under no obligation to retain records for periods that exceed applicable profes-
sional standards, state and federal statutes and regulations, and contractual agreements relating to
the service performed.

ET §501.02
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the preparation of such records is not complete or there are fees due
the member for the engagement to prepare those records.

• Supporting records relating to a completed and issued work product
should be provided to the client, except that such supporting records
may be withheld if there are fees due to the member for the specific
work product.

Once the member has complied with these requirements, he or she is under no
ethical obligation to comply with any subsequent requests to again provide such
records or copies of such records. However, if subsequent to complying with a
request, a client experiences a loss of records due to a natural disaster or an act
of war, the member should comply with an additional request to provide such
records.

Member's working papers are the member's property and need not be provided
to the client under provisions of this interpretation; however, such requirements
may be imposed by state and federal statutes and regulations, and contractual
agreements.

In connection with any request for client-provided records, client records pre-
pared by the member, or supporting records, the member may:

• Charge the client a reasonable fee for the time and expense incurred to
retrieve and copy such records and require that such fee be paid prior
to the time such records are provided to the client;

• Provide the requested records in any format usable by the client2; and

• Make and retain copies of any records returned or provided to the
client.

Where a member is required to return or provide records to the client, the mem-
ber should comply with the client's request as soon as practicable but, absent
extenuating circumstances, no later than 45 days after the request is made.
The fact that the statutes of the state in which the member practices grants
the member a lien on certain records in his or her custody or control does not
relieve the member of his or her obligation to comply with this interpretation.
In addition, certain states have laws and regulations that impose obligations
on the member greater than the provisions of this interpretation and should be
complied with.

[Revised, effective April 30, 2000, by the Professional Ethics Executive Com-
mittee. Revised, effective April 30, 2006, by the Professional Ethics Executive
Committee.]

.03 501-2—Discrimination and harassment in employment prac-
tices Whenever a member is finally determined by a court of competent ju-
risdiction to have violated any of the antidiscrimination laws of the United
States or any state or municipality thereof, including those related to sexual
and other forms of harassment, or has waived or lost his/her right of appeal
after a hearing by an administrative agency, the member will be presumed to
have committed an act discreditable to the profession in violation of rule 501
[ET section 501.01].

[Revised, effective November 30, 1997, by the Professional Ethics Executive
Committee.]

2 The member is not required to convert records that are not in electronic format to electronic
format. However if the client requests records in a specific format and the member was engaged to
prepare the records in that format, the client's request should be honored.

ET §501.03
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.04 501-3—Failure to follow standards and/or procedures or other
requirements in governmental audits Engagements for audits of govern-
ment grants, government units or other recipients of government monies typ-
ically require that such audits be in compliance with government audit stan-
dards, guides, procedures, statutes, rules, and regulations, in addition to gener-
ally accepted auditing standards. If a member has accepted such an engagement
and undertakes an obligation to follow specified government audit standards,
guides, procedures, statutes, rules and regulations, in addition to generally ac-
cepted auditing standards, he is obligated to follow such requirements. Failure
to do so is an act discreditable to the profession in violation of rule 501 [ET
section 501.01], unless the member discloses in his report the fact that such
requirements were not followed and the reasons therefor.

.05 501-4—Negligence in the preparation of financial statements or
records A member shall be considered to have committed an act discreditable
to the profession in violation of rule 501 [ET section 501.01] when, by virtue of
his or her negligence, such member—

a. Makes, or permits or directs another to make, materially false and
misleading entries in the financial statements or records of an entity;
or

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

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

[Revised, effective May 31, 1999, by the Professional Ethics Executive
Committee.]

.06 501-5—Failure to follow requirements of governmental bodies,
commissions, or other regulatory agencies Many governmental bodies,
commissions or other regulatory agencies have established requirements such
as audit standards, guides, rules, and regulations that members are required
to follow in the preparation of financial statements or related information, or in
performing attest or similar services for entities subject to their jurisdiction. For
example, the Securities and Exchange Commission, Federal Communications
Commission, state insurance commissions, and other regulatory agencies, such
as the Public Company Accounting Oversight Board, have established such
requirements.

If a member prepares financial statements or related information (for exam-
ple, management's discussion and analysis) for purposes of reporting to such
bodies, commissions, or regulatory agencies, the member should follow the re-
quirements of such organizations in addition to generally accepted accounting
principles. If a member agrees to perform an attest or similar service for the
purpose of reporting to such bodies, commissions, or regulatory agencies, the
member should follow such requirements, in addition to generally accepted au-
diting standards (where applicable). A material departure from such require-
ments is an act discreditable to the profession, unless the member discloses in
the financial statements or his or her report, as applicable, that such require-
ments were not followed and the reasons therefore.

[Effective August 31, 1989. Revised, effective October 31, 2000, by the Profes-
sional Ethics Executive Committee. Revised, effective April 30, 2004, by the
Professional Ethics Executive Committee.]

.07 501-6—Solicitation or disclosure of CPA examination questions
and answers A member who solicits or knowingly discloses the May 1996

ET §501.07
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or later Uniform CPA Examination question(s) and/or answer(s) without the
written authorization of the AICPA shall be considered to have committed an
act discreditable to the profession in violation of rule 501 [ET section 501.01].

[Effective January 31, 1996. Revised May 1996, by the Professional Ethics Ex-
ecutive Committee.]

.08 501-7—Failure to file tax return or pay tax liability A member
who fails to comply with applicable federal, state, or local laws or regulations
regarding the timely filing of his or her personal tax returns or tax returns of the
member's firm, or the timely remittance of all payroll and other taxes collected
on behalf of others, may be considered to have committed an act discreditable
to the profession in violation of rule 501 [ET section 501.01].

[Effective May 31, 1999.]

.09 501-8—Failure to follow requirements of governmental bodies,
commissions, or other regulatory agencies on indemnification and lim-
itation of liability provisions in connection with audit and other at-
test services Certain governmental bodies, commissions, or other regulatory
agencies (collectively, regulators) have established requirements through laws,
regulations, or published interpretations that prohibit entities subject to their
regulation (regulated entity) from including certain types of indemnification and
limitation of liability provisions in agreements for the performance of audit or
other attest services that are required by such regulators or that provide that
the existence of such provisions causes a member to be disqualified from pro-
viding such services to these entities. For example, federal banking regulators,
state insurance commissions, and the Securities and Exchange Commission
have established such requirements.

If a member enters into, or directs or knowingly permits another individual
to enter into, a contract for the performance of audit or other attest services
that are subject to the requirements of these regulators, the member should
not include, or knowingly permit or direct another individual to include, an in-
demnification or limitation of liability provision that would cause the regulated
entity or a member to be in violation of such requirements or that would cause a
member to be disqualified from providing such services to the regulated entity.
A member who enters into, or directs or knowingly permits another individual
to enter into, such an agreement for the performance of audit or other attest
services that would cause the regulated entity or a member to be in violation
of such requirements, or that would cause a member to be disqualified from
providing such services to the regulated entity, would be considered to have
committed an act discreditable to the profession.

Members should also consult Ethics Ruling No. 94, "Indemnification Clause
in Engagement Letters," of ET section 191, Ethics Rulings on Independence,
Integrity, and Objectivity (ET sec. 191 par. .188–.189) and Ethics Ruling No.
102, "Indemnification of a Client," of ET section 191, (ET sec. 191 par. .204–.205)
under Rule 101, Independence for guidance related to use of indemnification
clauses in engagement letters and the impact on a member's independence.

[Effective July 31, 2008.]

ET §501.08
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ET Section 502

Advertising and Other Forms of Solicitation

.01 Rule 502—Advertising and other forms of solicitation A member
in public practice shall not seek to obtain clients by advertising or other forms
of solicitation in a manner that is false, misleading, or deceptive. Solicitation
by the use of coercion, over-reaching, or harassing conduct is prohibited.

[As adopted January 12, 1988.]

Interpretations under Rule 502—Advertising and Other Forms
of Solicitation

[.02] [502-1]—[Deleted]
.03 502-2—False, misleading or deceptive acts in advertising or

solicitation Advertising or other forms of solicitation that are false, mis-
leading, or deceptive are not in the public interest and are prohibited. Such
activities include those that—

1. Create false or unjustified expectations of favorable results.

2. Imply the ability to influence any court, tribunal, regulatory agency,
or similar body or official.

3. Contain a representation that specific professional services in current
or future periods will be performed for a stated fee, estimated fee or fee
range when it was likely at the time of the representation that such
fees would be substantially increased and the prospective client was
not advised of that likelihood.

4. Contain any other representations that would be likely to cause a rea-
sonable person to misunderstand or be deceived.

[Revised, November 30, 1990, by the Professional Ethics Executive Committee.]

[.04] [502-3]—[Deleted]

[.05] [502-4]—[Deleted]

.06 502-5—Engagements obtained through efforts of third parties
Members are often asked to render professional services to clients or customers
of third parties. Such third parties may have obtained such clients or customers
as the result of their advertising and solicitation efforts.

Members are permitted to enter into such engagements. The member has the
responsibility to ascertain that all promotional efforts are within the bounds
of the Rules of Conduct. Such action is required because the members will
receive the benefits of such efforts by third parties, and members must not do
through others what they are prohibited from doing themselves by the Rules of
Conduct.

ET §502.06
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ET Section 503

Commissions and Referral Fees

.01 Rule 503—Commissions and referral fees

A. Prohibited commissions
A member in public practice shall not for a commission recommend or refer

to a client any product or service, or for a commission recommend or refer any
product or service to be supplied by a client, or receive a commission, when the
member or the member's firm also performs for that client

(a) an audit or review of a financial statement; or
(b) a compilation of a financial statement when the member expects,

or reasonably might expect, that a third party will use the fi-
nancial statement and the member's compilation report does not
disclose a lack of independence; or

(c) an examination of prospective financial information.
This prohibition applies during the period in which the member is engaged to

perform any of the services listed above and the period covered by any historical
financial statements involved in such listed services.

B. Disclosure of permitted commissions
A member in public practice who is not prohibited by this rule from per-

forming services for or receiving a commission and who is paid or expects to be
paid a commission shall disclose that fact to any person or entity to whom the
member recommends or refers a product or service to which the commission
relates.

C. Referral fees
Any member who accepts a referral fee for recommending or referring any

service of a CPA to any person or entity or who pays a referral fee to obtain a
client shall disclose such acceptance or payment to the client.
[As adopted May 23, 1990, effective August 9, 1990.]

Interpretation under Rule 503—Commissions and Referral Fees
[.02] [503-1]—[Deleted]

ET §503[.02]
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ET Section 505

Form of Organization and Name

.01 Rule 505—Form of organization and name A member may prac-
tice public accounting only in a form of organization permitted by law or regu-
lation whose characteristics conform to resolutions of Council.

A member shall not practice public accounting under a firm name that is
misleading. Names of one or more past owners may be included in the firm
name of a successor organization.

A firm may not designate itself as "Members of the American Institute of
Certified Public Accountants" unless all of its CPA owners are members of the
Institute.

[As amended January 14, 1992 and October 28, 1997. Revised May 15, 2000.]

(See Appendix B.)

Interpretations under Rule 505—Form of Organization and Name

[.02] [505-1]—[Deleted]

.03 505-2—Application of rules of conduct to members who own
a separate business A member in the practice of public accounting may
own an interest in a separate business that performs for clients any of the
professional services of accounting, tax, personal financial planning, litigation
support services, and those services for which standards are promulgated by
bodies designated by Council (see ET section 92.25). If the member, individually
or collectively with his or her firm or with members of his or her firm controls
the separate business (as defined by generally accepted accounting principles
[GAAP]), the entity and all its owners (including the member) and employees
must comply with all of the provisions of the Code of Professional Conduct.
For example, in applying Rule 503, Commissions and Referral Fees [ET sec-
tion 503.01], if one or more members individually or collectively can control
the separate business, such business would be subject to rule 503 [ET section
503.01], its interpretations and rulings. With respect to an attest client, rule
101 [ET section 101.01] and all its interpretations and rulings would apply to
the separate business, its owners and employees.

If the member, individually or collectively with his or her firm or with members
of his or her firm, does not control the separate business, the provisions of the
Code would apply to the member for his or her actions but not apply to the
entity, its other owners and employees. For example, the entity could enter into
a contingent fee arrangement with an attest client of the member or accept
commissions for the referral of products or services to such attest client.

[Replaces previous interpretation 505-2, with the same title, March 1993, effec-
tive March 31, 1993. Revised, effective December 31, 1998, by the Professional
Ethics Executive Committee. Revised, July 2002, to reflect conforming changes
necessary due to the revision of interpretation 101-1. Revised, effective April
30, 2003, by the Professional Ethics Executive Committee.]

.04 505-3—Application of rule 505 to alternative practice
structures Rule 505, Form of Organization and Name [ET section 505.01],
states, "A member may practice public accounting only in a form of organiza-
tion permitted by law or regulation whose characteristics conform resolutions of

ET §505.04
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Council." The Council Resolution (the Resolution) requires, among other things,
that a majority of the financial interests in a firm engaged in attest services
(as defined therein) be owned by CPAs. In the context of alternative practice
structures (APS) in which (1) the majority of the financial interests in the attest
firm is owned by CPAs and (2) all or substantially all of the revenues are paid
to another entity in return for services and the lease of employees, equipment,
and office space, questions have arisen as to the applicability of rule 505 [ET
section 505.01].

The overriding focus of the Resolution is that CPAs remain responsible, fi-
nancially and otherwise, for the attest work performed to protect the public
interest. The Resolution contains many requirements that were developed to
ensure that responsibility. In addition to the provisions of the Resolution, other
requirements of the Code of Professional Conduct and bylaws ensure that re-
sponsibility:

a. Compliance with all aspects of applicable state law or regulation

b. Enrollment in an AICPA-approved practice monitoring program

c. Compliance with the independence rules prescribed by Rule 101, In-
dependence [ET section 101.01]

d. Compliance with applicable standards promulgated by Council-
designated bodies (Rule 202, Compliance With Standards [ET section
202.01]) and all other provisions of the Code, including ET section 91,
Applicability

Taken in the context of all the above-mentioned safeguards of the public inter-
est, if the CPAs who own the attest firm remain financially responsible, under
applicable law or regulation, the member is considered to be in compliance with
the financial interests provision of the Resolution.

[Effective December 31, 1998. Revised, July 2002, to reflect conforming changes
necessary due to the revision of interpretation 101-1. Revised, June 2009.]

ET §505.04
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ET Section 591

Ethics Rulings on Other Responsibilities
and Practices

[1.] Retention of Records
[.001–.002] [Superseded by interpretation 501-1.]

2. Fees: Collection of Notes Issued in Payment
.003 Question—A member's firm made arrangements with a bank to col-

lect notes issued by a client in payment of fees due, and so advised the delin-
quent client. Is this procedure ethical?

.004 Answer—The procedure followed does not violate any provision of
the Code.

3. Employment by Non-CPA Firm
.005 Question—A member is considering employment with a public ac-

counting firm made up of one or more non-CPA practitioners. If he is employed
by such a firm, what are his responsibilities under the Rules of Conduct?

.006 Answer—A member so employed must comply with all the Rules of
Conduct. If he becomes a partner in such a firm, he will then in addition be held
responsible for compliance with the Rules of Conduct by all persons associated
with him.

[4.] Association Employee
[.007–.008] [Deleted March 1978]

[5.] Association as an Agent
[.009–.010] [Deleted March 1978]

[6.] Associations, Speaking Engagements
[.011–.012] [Deleted March 1978]

[7.] Trading Pool
[.013–.014] [Deleted March 1978]

[8.] Change of Control of Client Company
[.015–.016] [Deleted September 1981]

[9.] Charity Solicitation by Phone
[.017–.018] [Deleted March 1978]

ET §591[.018]
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[10.] Church Bulletin
[.019–.020] [Deleted March 1978]

[11.] Attorney, Clients
[.021–.022] [Deleted March 1978]

[12.] Confirmation Requests
[.023–.024] [Deleted March 1978]

[13.] Confirmation Stickers
[.025–.026] [Deleted March 1978]

[14.] Estate Planning
[.027–.028] [Deleted March 1978]

[15.] Golf Outing
[.029–.030] [Deleted March 1978]

[16.] Letter on Behalf of Client
[.031–.032] [Deleted March 1978]

[17.] Letterhead for Estate Practice
[.033–.034] [Deleted March 1978]

[18.] Letterhead for Promotional Material
[.035–.036] [Deleted March 1978]

[19.] Mailings to Accountants
[.037–.038] [Deleted March 1978]

[20.] Trade Association Analysis
[.039–.040] [Deleted September 1981]

[21.] Trade Association Survey
[.041–.042] [Deleted September 1981]

[22.] Management Consultant
[.043–.044] [Deleted March 1978]

[23.] Tax Work Obtained Through Bookkeeper
[.045–.046] [Deleted March 1978]

[24.] Advertising on Tax Broadcast
[.047–.048] [Deleted March 1978]

[25.] Alumni Magazine Announcement
[.049–.050] [Deleted March 1978]

[26.] Brochure Showing Use of Equipment
[.051–.052] [Deleted March 1978]

ET §591[.019]
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[27.] Client Publishing Article on Member’s Software Program
[.053–.054] [Deleted March 1978]

[28.] Business Card on Newsletter
[.055–.056] [Deleted March 1978]

[29.] Computer Print-Out
[.057–.058] [Deleted March 1978]

[30.] Charitable Contribution
[.059–.060] [Deleted March 1978]

[31.] Congratulatory Message
[.061–.062] [Deleted March 1978]

[32.] Copyright for Wheel Computer and Tax Withholding Tables
[.063–.064] [Deleted March 1978]

33. Course Instructor
.065 Question—What responsibility does a member have for the informa-

tion included in advertising material used to promote a course which he has
been asked to conduct?

.066 Answer—It is of value to prospective students to know the instructor's
background—such as degrees he holds, professional society affiliations, and
the name of his firm. The member has the responsibility to ascertain that all
promotional efforts are within the bounds of rule 502 [ET section 502.01].

[34.] Course Promotional Circular
[.067–.068] [Deleted March 1978]

[35.] CPA-Author Credits
[.069–.070] [Deleted March 1978]

[36.] CPA-Author of Book Review
[.071–.072] [Deleted March 1978]

[37.] CPA-Authored Articles
[.073–.074] [Deleted March 1978]

38. CPA Title, Controller of Bank
.075 Question—A member not in public practice is controller of a bank.

May the member permit the bank to use his CPA title on bank stationery and
in paid advertisements listing the officers and directors of the bank?

.076 Answer—The use of the CPA title on bank stationery by a member
not in public practice is proper. It would also be proper for the CPA title of the
member to appear in paid advertisements of the bank that list the officers and
directors.

[39.] CPA Title Imprinted on Checks
[.077–.078] [Deleted March 1978]
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[40.] CPA Title in Campaign for School Board Membership
[.079–.080] [Deleted March 1978]

[41.] CPA Title in Lecture Ad
[.081–.082] [Deleted March 1978]

[42.] CPA Title in Political Endorsement
[.083–.084] [Deleted March 1978]

[43.] CPA Designation in Speaker’s Qualifications
[.085–.086] [Deleted March 1978]

[44.] CPA Designation of Speaker Named in Tax Forum Ad
[.087–.088] [Deleted March 1978]

[45.] CPA Title on Agency Letterhead
[.089–.090] [Superseded August 1975]

[46.] CPA Title on Employment Agency Letterhead
[.091–.092] [Deleted March 1978]

[47.] Low-Income Taxpayers
[.093–.094] [Deleted March 1978]

[48.] CPA Title on Public Official’s Match Folder
[.095–.096] [Deleted March 1978]

[49.] CPA Designation on Research Reports
[.097–.098] [Deleted March 1978]

[50.] Data Processing Program Ad in Technical Publications
[.099–.100] [Deleted March 1978]

[51.] Directories in Elevator
[.101–.102] [Deleted March 1978]

[52.] Directory, Alphabetical
[.103–.104] [Deleted March 1978]

[53.] Directory, Chamber of Commerce Buyer’s Guide
[.105–.106] [Deleted March 1978]

[54.] Directory, Trade Association
[.107–.108] [Deleted March 1978]

[55.] Directory Listing, Bank Auditors
[.109–.110] [Deleted March 1978]

[56.] Directory Listing, Change in Telephone Number Announcements
[.111–.112] [Deleted March 1978]
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[57.] Directory Listing, Fraternity
[.113–.114] [Deleted March 1978]

[58.] Directory Listing, ”Lawyer-CPA-Tax Attorney”
[.115–.116] [Deleted March 1978]

[59.] Directory Listing, Membership Designation
[.117–.118] [Deleted March 1978]

[60.] Directory Listing, Multiple
[.119–.120] [Deleted March 1978]

[61.] Directory Listings
[.121–.122] [Deleted March 1978]

[62.] Directory Listing, Partners’ Names
[.123–.124] [Deleted March 1978]

[63.] Directory Listing, White Pages
[.125–.126] [Superseded February 1976]

[64.] Directory, Trade Association
[.127–.128] [Deleted March 1978]

[65.] Distribution of Firm Bulletin to Publisher
[.129–.130] [Deleted March 1978]

[66.] Distribution of Firm Literature
[.131–.132] [Deleted March 1978]

[67.] Firm Publications: Annual Financial Report
[.133–.134] [Deleted March 1978]

[68.] Employment Ads: ”Situations Wanted”
[.135–.136] [Deleted March 1978]

[69.] Firm Name in Staff Training Manual
[.137–.138] [Deleted March 1978]

[70.] CPA Title on License Plates
[.139–.140] [Deleted March 1978]

[71.] Firm Name on Bowling Shirts
[.141–.142] [Deleted March 1978]

[72.] Firm Name on Desk Calendars
[.143–.144] [Deleted March 1978]

[73.] Firm Name on EDP Publication
[.145–.146] [Deleted March 1978]
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[74.] Firm Name on Tax Booklet
[.147–.148] [Deleted September 1981]

[75.] Greeting Cards to Clients
[.149–.150] [Deleted March 1978]

[76.] Letterhead
[.151–.152] [Deleted March 1978]

[77.] Letterhead: Academic Degrees
[.153–.154] [Deleted March 1978]

78. Letterhead: Lawyer-CPA
.155 Question—May a member who is also admitted to the Bar represent

himself on his letterhead as both an attorney and a CPA, or should he use
separate letterheads in the conduct of the two practices?

.156 Answer—The Code does not prohibit the simultaneous practice of
accounting and law by a member licensed in both professions. Either a single
or separate letterheads may be used, provided the information with respect to
the CPA designation complies with rule 502 [ET section 502.01]. However, the
member should also consult the rules of the applicable Bar Association.

[79.] Letterhead: Tax Specialization
[.157–.158] [Deleted March 1978]

[80.] Management Letter
[.159–.160] [Deleted March 1978]

[81.] Medicare Booklet
[.161–.162] [Deleted March 1978]

[82.] Newsletter
[.163–.164] [Deleted November 1997]

[83.] Nonpractitioner in Sales Brochure
[.165–.166] [Deleted March 1978]

[84.] Paid for by Others, Member’s Testimonial Letter
[.167–.168] [Deleted March 1978]

[85.] Paid for by Others, Member’s Testimonial Letter
[.169–.170] [Deleted March 1978]
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[86.] Paid for by Others, Name in Client Ad
[.171–.172] [Deleted August 1989]

[87.] Paid for by Others, Radio Program Dedication
[.173–.174] [Deleted March 1978]

[88.] Political Endorsement
[.175–.176] [Deleted March 1978]

[89.] Postage Meter Machines
[.177–.178] [Deleted March 1978]

[90.] Open House
[.179–.180] [Deleted March 1978]

[91.] Press Release on Change in Staff
[.181–.182] [Superseded March 1975]

[92.] Press Release on Change in Staff
[.183–.184] [Superseded March 1975]

[93.] Press Release on Society Chapter Meeting
[.185–.186] [Deleted March 1978]

[94.] Professorship Named After CPA
[.187–.188] [Deleted March 1978]

[95.] Qualifications as Attachment to Report
[.189–.190] [Deleted March 1978]

[96.] Resume for Lender’s Information
[.191–.192] [Deleted March 1978]

[97.] Seminar Announcement
[.193–.194] [Deleted March 1978]

[98.] Signs on Office Premises
[.195–.196] [Deleted March 1978]

[99.] Signs on Office Premises
[.197–.198] [Deleted March 1978]

[100.] Specialization on Business Card
[.199–.200] [Deleted March 1978]

[101.] Specialization, Acquisitions & Mergers
[.201–.202] [Deleted June 1982]

ET §591[.202]



P1: JsY

ACPA096-p4551-5132 ACPA096-Vol-II-PS.cls July 17, 2009 11:24

1752 Other Responsibilities and Practices

[102.] Specialization: ”Tax Accountant” Designation by
Nonpractitioner

[.203–.204] [Deleted March 1978]

[103.] Recruiting Ad in Employment Guide or Career Opportunity
Guide

[.205–.206] [Deleted March 1978]

[104.] Staff Recruiting in University Publication
[.207–.208] [Deleted March 1978]

[105.] Announcement Card: Elected to Vice Presidency
[.209–.210] [Deleted March 1978]

[106.] Information Under Telephone Directory Heading
[.211–.212] [Deleted March 1978]

[107.] Member as Consultant for Client’s Customers
[.213–.214] [Deleted March 1978]

108. Member Interviewed by the Press
.215 Question—What ethical standards should a member observe when

he is interviewed by the press?

.216 Answer—When interviewed by a writer or reporter, the member
should observe the limitations imposed on him by the Rules of Conduct. The
member may not provide the press with any information for publication that
he could not publish himself.

[109.] Compensation From Nonpractitioners
[.217–.218] [Deleted June 1991]

[110.] Computer Service Franchise
[.219–.220] [Deleted June 1991]

[111.] Purchase of Bookkeeping Practice
[.221–.222] [Deleted June 1991]

[112.] Referral
[.223–.224] [Deleted June 1991]

[113.] Member’s Spouse as Insurance Agent
[.225–.226] [Deleted June 1991]

[114.] Member’s Firm Paying Employee Bonuses
[.227–.228] [Deleted June 1991]

[115.] Actuary
[.229–.230] [Deleted December 1992]

[116.] Bank Director
[.231–.232] [Superseded June 1976]
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117. Consumer Credit Company Director
.233 Question—A consumer credit company purchases installment sales

contracts from retailers and receives payments from consumers. May a prac-
ticing CPA serve as a director or officer of such a corporation?

.234 Answer—Yes, as long as he does not audit the corporation and does
not participate in matters which might involve a conflict of interest.

[118.] Employment Agency
[.235–.236] [Deleted March 1978]

[119.] Finance Company
[.237–.238] [Deleted March 1978]

[120.] Insurance Broker
[.239–.240] [Deleted March 1978]

[121.] Insurance Salesman
[.241–.242] [Deleted March 1978]

[122.] Investment Advisor
[.243–.244] [Deleted March 1978]

[123.] Loan Broker
[.245–.246] [Deleted March 1978]

[124.] Mutual Fund Salesman
[.247–.248] [Deleted March 1978]

[125.] Private Investor in Business and Real Estate
[.249–.250] [Deleted March 1978]

[126.] Real Estate Broker
[.251–.252] [Deleted March 1978]

[127.] State Controller
[.253–.254] [Deleted August 1989]

[128.] State Secretary of Revenue
[.255–.256] [Deleted March 1978]

[129.] Travel Agency
[.257–.258] [Deleted March 1978]

[130.] Collection Agent
[.259–.260] [Deleted March 1978]

[131.] Bookkeeping Service as Feeder
[.261–.262] [Deleted March 1978]
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[132.] Tax Practice: Conflict of Interest
[.263–.264] [Deleted August 1989]

[133.] Member Employed by Incorporated Law Firm
[.265–.266] [Deleted March 1978]

134. Association of Accountants Not Partners
.267 Question—Two members who are not partners share an office, have

the same employees, have a joint bank account, and work together on each
other's engagements. Would it be proper to have a joint letterhead showing
both names, "Certified Public Accountants," and their addresses?

.268 Answer—In these circumstances the public would assume that a
partnership existed. If any reports were to be issued under the joint heading,
rule 505 [ET section 505.01] would be violated.

Members should not use a letterhead showing the names of two accountants
when a partnership does not exist.

135. Association of Firms Not Partners
.269 Question—Three CPA firms wish to form an association—not a

partnership—to be known as "Smith, Jones & Associates." Is there any im-
propriety in this?

.270 Answer—The use of such a title is not permitted since it might mis-
lead the public into thinking a true partnership exists. Instead, each firm is
advised to use its own name on its letterhead, indicating the other two as cor-
respondents.

136. Audit with Former Partner
.271 Question—A member's firm consisting of one certified and one non-

certified partner has been dissolved. One account was retained which the two
practitioners plan to continue to service together. Should the audit report be
submitted on partnership stationery?

.272 Answer—It would appear proper for the audit to be carried out jointly
by the two former partners. The opinion should be presented on plain paper and
signed somewhat as follows:

John Doe, Certified Public Accountant

Richard Roe, Accountant

Such a signature would leave no doubt as to whether a partnership existed,
and the client and others would have the assurance that both accountants
participated in the audit.

137. Nonproprietary Partners
.273 Question—A member's firm wishes to institute the designation "non-

proprietary partner" to describe certain high-ranking staff who were former
partners of merged firms who did not qualify for partnership in the merging
firm. With this title, they would be eligible to participate in the firm's pension
plan. In holding themselves out to the public they would be required to use this
designation. Is there any impropriety in the proposed title?
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.274 Answer—The use of the designation "partner" should be restricted to
those members of the firm who are legally partners. Those who are not parties
to the partnership agreement should not hold themselves out in any manner
which might lead others to believe that they are partners. The use of the desig-
nation "nonproprietary partner" by one who is not in fact a partner is considered
misleading and therefore is not permitted.

138. Partner Having Separate Proprietorship
.275 Question—May a member be a partner of a firm of public accountants,

all other members of which are noncertified, and at the same time retain for
himself a practice of his own as a CPA?

.276 Answer—Rule 505 [ET section 505.01] would not prohibit such a prac-
tice. However, clients and others interested should be advised about the dual
position of the member to prevent any misunderstanding or misrepresentation.

[139.] Partnership with Non-CPA
[.277-.278] [Deleted December 1998]

140. Political Election
.279 Question—A member's firm, consisting of four members, practices

under the name of the managing partner who is presently seeking election to
high public office. If he is elected and withdraws from the partnership, may the
three remaining partners continue to use the present firm name?

.280 Answer—It would not be a violation for the three remaining partners
to continue to practice under the name of the managing partner followed by the
designation "and Company."

141. Responsibility for Non-CPA Partner
.281 Question—Is a member who has formed a partnership with a noncer-

tified public accountant ethically responsible for all the acts of the partnership?

.282 Answer—Yes. If the noncertified partner should violate the Code, the
member would be held accountable.

[142.] Retired Partners
[.283–.284] [Deleted March 1978]

[143.] Partnership With Non-CPA
[.285–.286] [Deleted March 1978]

144. Title: Partnership Roster
.287 Question—Is there any prohibition in the Code to the use of an es-

tablished firm name in a different state where there is some difference in the
roster of partners?
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.288 Answer—It would be proper for the firm to use the established name
in different states even though the roster of partners differed as long as the
firm otherwise complies with rule 505 [ET section 505.01].

145. Firm Name of Merged Partnerships
.289 Question—When two partnerships merge, is it permissible for the

newly merged firm to practice under a title which includes the name of a partner
who had retired from one of the two firms prior to the merger?

.290 Answer—Rule 505 [ET section 505.01] of the Code of Professional
Conduct states that partnerships may practice under a firm title which includes
the name or names of former partners. Since the retired partner was once a
partner in one of the merged firms, it would be proper for his name to appear
in the title of a newly created firm.

[146.] Membership Designation
[.291–.292] [Deleted September 1999]

[147.] Firm Designation
[.293–.294] [Deleted November 1989]

[148.] Firm Designation
[.295–.296] [Deleted November 1989]

[149.] Data Processing: Accounting and Bookkeeping Assistance
[.297–.298] [Deleted March 1978]

[150.] Data Processing: Billing Service
[.299–.300] [Deleted March 1978]

[151.] Data Processing: Computer Center
[.301–.302] [Deleted March 1978]

[152.] Data Processing: Computer Center
[.303–.304] [Deleted March 1978]

[153.] Data Processing: Computer Center
[.305–.306] [Deleted March 1978]

[154.] Data Processing: Computer Center, Service Bureau as Client
[.307–.308] [Deleted March 1978]

[155.] Data Processing: Computer Corporation
[.309–.310] [Deleted December 1992]

[156.] Data Processing: Consultant to Service Bureaus
[.311–.312] [Deleted December 1992]
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[157.] Data Processing: Employee Not in Practice
[.313–.314] [Deleted March 1978]

[158.] Operation of Separate Data Processing Business by a Public
Practitioner

[.315–.316] [Deleted December 1998]

[159.] Data Processing: Fees Paid to Other CPAs
[.317–.318] [Deleted June 1991]

[160.] Data Processing: Forwarding Fees
[.319–.320] [Deleted March 1978]

[161.] Time-Sharing Computer Programs Developed by Member’s Firm
[.321–.322] [Deleted March 1978]

[162.] CPA Designation on Professional Organization Letterhead
[.323–.324] [Superseded August 1975]

[163.] Distribution of Firm Publications to News Media
[.325–.326] [Deleted March 1978]

[164.] Nonclients on Firm Publication Mailing List
[.327–.328] [Deleted March 1978]

[165.] Sale of Firm Publications
[.329–.330] [Deleted March 1978]

[166.] Announcement of Member’s Withdrawal from Firm
[.331–.332] [Deleted March 1978]

[167.] Member Receiving Payment for Referral of Client to Others
[.333–.334] [Deleted June 1991]

[168.] Audit Guides Issued by Governmental Agencies
[.335–.336] [Superseded by interpretation 501-3.]

[169.] Firm Publications, Distribution to Client’s Board of Directors
[.337–.338] [Deleted March 1978]

[170.] Sponsor’s Announcement of Member’s Participation in
Educational Seminar

[.339–.340] [Deleted March 1978]
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[171.] CPA Designation on Professional Organization or Corporation
Letterhead

[.341–.342] [Deleted March 1978]

[172.] Outside Review of Firm Publication
[.343–.344] [Deleted March 1978]

[173.] Use of Credit Cards for Payment of Professional Services
[.345–.346] [Deleted March 1978]

[174.] Directory Listing, White Pages
[.347–.348] [Deleted March 1978]

[175.] Bank Director
[.349–.350] [Replaced by ruling No. 85 under rule of conduct 102 and

ruling No. 18 under rule of conduct 301.]

176. Member’s Association With Newsletters and Publications
.351 Question—May a newsletter, tax booklet, or similar publication be

attributed to a member or a member's firm (member) if it has not been prepared
by the member?

.352 Answer—Yes, provided that the member has a reasonable basis to
conclude that the information contained therein that is attributed to the mem-
ber is not false, misleading, or deceptive.

[Replaces previous ruling No. 176, Newsletters and Publications Prepared by
Others, effective August 31, 1989. Revised, effective November 30, 1997, by the
Professional Ethics Executive Committee.]

177. Data Processing: Billing Services
.353 Question—A member in public practice plans to form a separate busi-

ness to perform centralized billing services for local doctors. The member main-
tains that this service, which is similar to one currently offered and advertised
by a local bank, does not constitute the practice of public accounting and that
rules 502 [ET section 502.01] and 505 [ET section 505.01] do not apply. Is the
member correct in this conclusion?

.354 Answer—No, the service in question does in fact constitute service
of a type performed by public accountants and consequently the member could
proceed with this plan only if the operation were conducted in accordance with
the Institute's rules of conduct.

[178.] Location of Separate Business
[.355–.356] [Deleted December 1992]

179. Practice of Public Accounting Under Name of Association
or Group

.357 Question—Several CPA firms wish to form an association or group
whereby certain joint advertising, training, professional development and
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management assistance will take place. The firms will otherwise remain sepa-
rate and distinct. Would it be proper for such firms to practice public accounting
under the name of an association or group in the United States?

.358 Answer—The practice of public accounting under such a name in the
United States is not permitted since it would be likely to confuse the public as to
the nature of the actual relationship which exists among the firms. Instead, each
firm should practice only in its own firm name and may indicate the association
or group name elsewhere on the firm stationery. Each firm may also list on its
stationery the names of the other firms in the association or group.

[180.] Side Business Which Offers Services of a Type Performed
by CPAs

[.359–.360] [Deleted November 1993]

[181.] Sale of a Practice—Purchase of Accounts
[.361–.362] [Deleted June 1991]

[182.] Termination of Engagement Prior to Completion
[.363–.364] [Deleted April 30, 2006.]

183. Use of the AICPA Personal Financial Specialist Designation
.365 Question—In what circumstances may a firm include the AICPA-

awarded designation "Personal Financial Specialists" on the firm's letterhead
and in marketing materials?

.366 Answer—It is permissible under rule 502 [ET section 502.01] for
the designation "Personal Financial Specialists" (PFS) to be used on a firm's
letterhead and in marketing materials if all partners or shareholders of the
firm currently have the AICPA-awarded designation. An individual member
who holds the designation may use it after his or her name.

184. Definition of the Receipt of a Contingent Fee or a Commission
.367 Question—Rules 302 [ET section 302.01] and 503 [ET section 503.01]

prohibit, among other acts, the receipt of contingent fees for the performance of
certain services and the receipt of a commission for the referral of products or
services under certain circumstances. When is a contingent fee or commission
deemed to be received?

.368 Answer—A contingent fee or commission is deemed to be received
when the performance of the related services is complete and the fee or the
commission is determined. For example, if in one year a member sells a life
insurance policy to a client and the member's commission payments are deter-
mined to be a fixed percentage of future years' renewal premiums, the commis-
sion is deemed to be received in the year the policy is sold.

185. Sale of Products to Clients
.369 Question—May a member purchase a product from a third-party

supplier and resell the product to a client without violating rule 503 [ET section
503.01]?

.370 Answer—Yes. If a member purchases a product and resells it to a
client, any profit on the sale would not constitute a commission. Purchasing
entails taking title to the product and having all the associated risks of owner-
ship.
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186. Billing for Subcontractor’s Services
.371 Question—A member has contracted with a computer-hardware

maintenance servicer to provide support for a client's computer operations.
Would it be a violation of rule 503 [ET section 503.01] for that member to bill
the client a higher service fee than that charged the member by the service
provider?

.372 Answer—No. The increased fee would not constitute a commission.

187. Receipt of Contingent Fees or Commissions by Member’s Spouse
.373 Question—May a member's spouse provide services to the member's

attest client for a contingent fee or refer products or services for a commission
to or from the member's attest client without causing the member to be in
violation of rule 302 [ET section 302.01] or rule 503 [ET section 503.01]?

.374 Answer—Yes, if the activities of the member's spouse are separate
from the member's practice and the member is not significantly involved in
those activities. The member, however, should consider whether a conflict of in-
terest may exist as described in rule 102 [ET section 102.01] and interpretation
102-2 [ET section 102.03].

188. Referral of Products of Others
.375 Question—A member refers computer products of wholesalers to

clients of the firm through distributors and agents. A payment is received by
the member from the wholesaler if the clients purchase the computer products.
Must the member consider rule 503 [ET section 503.01] in connection with this
payment?

.376 Answer—Yes. Section 91.02 [ET section 91.02] of the Code of Pro-
fessional Conduct provides that a member shall not permit others to perform
acts on behalf of the member that, if carried out by the member, would place
the member in violation of the rules. Therefore, the member would be held
responsible for the actions of the distributors and agents.

Rule 503 [ET section 503.01] provides that, if a member or the member's
firm performs for a client a service described in rule 503 [ET section 503.01],
the member may not recommend or refer to that client for a commission any
product or service, or receive a commission for a recommendation or referral.
This prohibition applies during the period in which the member is engaged to
perform any of the services described in rule 503 [ET section 503.01] and during
the period covered by any historical financial statements in such services.

If the products are referred on a commission basis to clients for which the
member is not engaged to perform any of the services described in rule 503 [ET
section 503.01], rule 503 [ET section 503.01] would not be violated as long as the
commission is disclosed to the client. However, any subsequent performance of
services described in rule 503 [ET section 503.01] during a period in which the
commission was received would constitute a violation of rule 503 [ET section
503.01].

189. Requests for Records Pursuant to Interpretation 501-1
.377 Question—Individuals associated with a client entity who are cur-

rently on opposing sides in an internal dispute have each issued separate re-
quests calling for the member to supply them with records pursuant to inter-
pretation 501-1 [ET section 501.02]. Does the member have to comply with all
such requests?
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.378 Answer—In providing professional services to individuals, partner-
ships, or corporations, a member will usually deal with an individual who has
been designated or held out as the client's representative. Such a representa-
tive might include, for example, a general partner or a majority shareholder. A
member who has provided the records to the individual designated or held out
as the client's representative has no obligation to provide such records to other
individuals associated with the client.

[Revised, effective April 30, 2006, by the Professional Ethics Executive Com-
mittee.]

190. Non-CPA Partner
.379 Question—May a member who is in partnership with non-CPAs sign

reports with the firm name and below it affix his own signature with the des-
ignation "Certified Public Accountant"?

.380 Answer—This would not be improper, provided it is clear that the
partnership itself is not being held out as composed entirely of CPAs.

[Formerly ruling No. 7 under section 291. Transferred from section 291.013-
.014, April 1995.]

191. Member Removing Client Files From an Accounting Firm
.381 Question—If the relationship of a member who is not an owner of a

firm is terminated, may he or she take or retain originals or copies from the
firm's client files or proprietary information without the firm's permission?

.382 Answer—No, except where permitted by contractual arrangement.

[Revised, effective December 31, 1998, by the Professional Ethics Executive
Committee.]

192. Commission and Contingent Fee Arrangements With Nonattest
Client

.383 Question—A member or member's firm (member) provides for a con-
tingent fee investment advisory services, or refers for a commission products or
services of a nonclient or a nonattest client, to the owners, officers, or employees
of an attest client or to a nonattest client employee benefit plan sponsored by
an attest client. Would the member be considered to be in violation of either
rule 302 [ET section 302.01] or rule 503 [ET section 503.01]?

.384 Answer—No. The member would not be in violation of either rule
302 [ET section 302.01] or rule 503 [ET section 503.01] provided that, with re-
spect to rule 503 [ET section 503.01], the member discloses the commission to
the owners, officers, or employees or to the employee benefit plan. The member
should also consider the applicability of interpretation 102-2, Conflicts of In-
terest [ET section 102.03], and his or her professional responsibility to clients
under Rule 301, Confidential Client Information [ET section 301.01].

ET §591.384
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ET Appendix A

Council Resolution Designating Bodies to
Promulgate Technical Standards
[As amended January 12, 1988; Revised April 1992, October 1999,
May 2004, October 2007, and May 2008.]

Federal Accounting Standards Advisory Board
RESOLVED: That the Federal Accounting Standards Advisory Board, with re-
spect to its statements of federal accounting standards and concepts adopted
and issued in March of 1993 and subsequently, in accordance with its rules of
procedure, the memorandum of understanding and public notice designating
the FASAB's standards and concepts as having substantial authoritative sup-
port, be, and hereby is, designated by the Council of the American Institute
of Certified Public Accountants as the body to establish financial accounting
principles for federal governmental entities pursuant to rule 203 [ET section
203.01].

[Added by Council, October 1999.]

Financial Accounting Standards Board
WHEREAS: In 1959 the Council designated the Accounting Principles Board
to establish accounting principles, and

WHEREAS: The Council is advised that the Financial Accounting Standards
Board (FASB) has become operational, it is

RESOLVED: That as of the date hereof the FASB, in respect of statements
of financial accounting standards finally adopted by such board in accordance
with its rules of procedure and the bylaws of the Financial Accounting Foun-
dation, be, and hereby is, designated by this Council as the body to establish
accounting principles pursuant to rule 203 [ET section 203.01] and standards
on disclosure of financial information for such entities outside financial state-
ments in published financial reports containing financial statements under rule
202 [ET section 202.01] of the Rules of the Code of Professional Conduct of the
American Institute of Certified Public Accountants provided, however, any ac-
counting research bulletins, or opinions of the accounting principles board is-
sued or approved for exposure by the accounting principles board prior to April
1, 1973, and finally adopted by such board on or before June 30, 1973, shall con-
stitute statements of accounting principles promulgated by a body designated
by Council as contemplated in rule 203 [ET section 203.01] of the Rules of the
Code of Professional Conduct unless and until such time as they are expressly
superseded by action of the FASB.

Governmental Accounting Standards Board
WHEREAS: The Governmental Accounting Standards Board (GASB) has been
established by the board of trustees of the Financial Accounting Foundation
(FAF) to issue standards of financial accounting and reporting with respect to
activities and transactions of state and local governmental entities, and

WHEREAS: The American Institute of Certified Public Accountants is a sig-
natory to the agreement creating the GASB as an arm of the FAF and has
supported the GASB professionally and financially, it is
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RESOLVED: That as of the date hereof, the GASB, with respect to statements
of governmental accounting standards adopted and issued in July 1984 and
subsequently in accordance with its rules of procedure and the bylaws of the
FAF, be, and hereby is, designated by the Council of the American Institute
of Certified Public Accountants as the body to establish financial accounting
principles for state and local governmental entities pursuant to rule 203 [ET
section 203.01], and standards on disclosure of financial information for such
entities outside financial statements in published financial reports containing
financial statements under rule 202 [ET section 202.01].

Public Company Accounting Oversight Board
WHEREAS: The Public Company Accounting Oversight Board (PCAOB) has
been established pursuant to the Sarbanes-Oxley Act of 2002 (the Act), and

WHEREAS: The PCAOB has authority under the Act to establish or adopt,
or both, by PCAOB rule, auditing and related attestation standards, quality
control, ethics, independence and other standards relating to the preparation
and issuance of audit reports for issuers as defined in the Act.

RESOLVED: That the PCAOB be, and hereby is, designated by the Council of
the American Institute of Certified Public Accountants as the body to establish
standards relating to the preparation and issuance of audit reports for entities
within its jurisdiction as defined by the Act pursuant to rules 201 [ET section
201.01] and 202 [ET section 202.01].

[Added by Council, May 2004.]

International Accounting Standards Board
RESOLVED: That the International Accounting Standards Board (IASB) is
hereby designated as the body to establish professional standards with respect
to international financial accounting and reporting principles pursuant to Rule
202 [ET section 202.01] and Rule 203 [ET section 203.01]; and

BE IT FURTHER RESOLVED: That the Council shall reassess, no sooner than
three years but no later than five years after the effective date of this resolution,
whether continued recognition of the IASB as the body designated to establish
professional standards with respect to international financial accounting and
reporting principles under Rule 202 [ET section 202.01] and Rule 203 [ET sec-
tion 203.01] is appropriate.

[Added by Council, May 18, 2008.]

AICPA COMMITTEES AND BOARDS
WHEREAS: The membership of the Institute has adopted rules 201 [ET section
201.01] and 202 [ET section 202.01] of the Rules of the Code of Professional Con-
duct, which authorizes the Council to designate bodies to promulgate technical
standards with which members must comply, and therefore it is

Accounting and Review Services Committee
RESOLVED: That the AICPA accounting and review services committee is
hereby designated to promulgate standards under rules 201 [ET section 201.01]
and 202 [ET section 202.01] with respect to unaudited financial statements or
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other unaudited financial information of an entity that is not required to file
financial statements with a regulatory agency in connection with the sale or
trading of its securities in a public market.

Auditing Standards Board
RESOLVED: That with respect to standards relating to the preparation and
issuance of audit reports not included within the resolution on the Public
Company Accounting Oversight Board, the AICPA auditing standards board is
hereby designated as the body authorized under rules 201 [ET section 201.01]
and 202 [ET section 202.01] to promulgate auditing, attestation, and quality
control standards and procedures.

RESOLVED: That the auditing standards board shall establish under state-
ments on auditing standards the responsibilities of members with respect to
standards for disclosure of financial information outside of the financial state-
ments in published financial reports containing financial statements.

[Revised May 2004.]

Management Consulting Services Executive Committee
RESOLVED: That the AICPA management consulting services executive com-
mittee is hereby designated to promulgate standards under rules 201 [ET sec-
tion 201.01] and 202 [ET section 202.01] with respect to the offering of manage-
ment consulting services, provided, however, that such standards do not deal
with the broad question of what, if any, services should be proscribed.

AND FURTHER RESOLVED: That any Institute committee or board now or in
the future authorized by the Council to issue enforceable standards under rules
201 [ET section 201.01] and 202 [ET section 202.01] must observe an exposure
process seeking comment from other affected committees and boards, as well
as the general membership.

[Revised April 1992.]

Attestation Standards
RESOLVED: That the AICPA accounting and review services committee, audit-
ing standards board, and management consulting services executive committee
are hereby designated as bodies authorized under rules 201 [ET section 201.01]
and 202 [ET section 202.01] to promulgate attestation standards in their re-
spective areas of responsibility.

[Added by Council, May 1988; revised April 1992.]

Tax Executive Committee
RESOLVED: That the Tax Executive Committee is hereby designated as the
body authorized under AICPA Rules 201 [ET section 201.01] and 202 [ET sec-
tion 202.01] to promulgate professional practice standards with respect to tax
services.

[Added by Council, October 1999.]
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Forensic and Valuation Services Executive Committee
RESOLVED: That the Forensic and Valuation Services Executive Committee
is hereby designated as the body to promulgate professional standards with
respect to forensic and valuation services under Rules 201 [ET section 201.01]
and 202 [ET section 202.01].

[Added by Council, October 2007.]
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Council Resolution Concerning Rule
505—Form of Organization and Name
[As adopted May 23, 1994; revised May 7, 1997, May 15, 2000,
and May 22, 2006.]
A. RESOLVED: That with respect to a member engaged in the practice of pub-
lic accounting in a firm or organization which performs (1) any audit or other
engagement performed in accordance with the Statements on Auditing Stan-
dards, (2) any review of a financial statement performed in accordance with the
Statements on Standards for Accounting and Review Services, or (3) any exam-
ination of prospective financial information performed in accordance with the
Statements on Standards for Attestation Engagements, or which holds itself
out as a firm of certified public accountants or uses the term "certified public
accountant(s)" or the designation "CPA" in connection with its name, the char-
acteristics of such a firm or organization under rule 505 [ET section 505.01] are
as set forth below.

1. A majority of the ownership of the firm in terms of financial interests and
voting rights must belong to CPAs. Any non-CPA owner would have to
be actively engaged as a member of the firm or its affiliates. Ownership
by investors or commercial enterprises not actively engaged as members
of the firm or its affiliates is against the public interest and continues
to be prohibited.

2. There must be a CPA who has ultimate responsibility for all the ser-
vices described in A above, compilation services and other engagements
governed by Statements on Auditing Standards or Statements on Stan-
dards for Accounting and Review Services and non-CPA owners could
not assume ultimate responsibility for any such services or engage-
ments.

3. Non-CPA owners would be permitted to use the title "principal," "owner,"
"officer," "member" or "shareholder," or any other title permitted by state
law, but not hold themselves out to be CPAs.

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

5. Owners shall at all times own their equity in their own right and shall be
the beneficial owners of the equity capital ascribed to them. Provision
would have to be made for the ownership to be transferred, within a
reasonable period of time, to the firm or to other qualified owners if the
owner ceases to be actively engaged in the firm or its affiliates.

6. Non-CPA owners would not be eligible for regular membership in the
AICPA.

B. RESOLVED: The characteristics of all other firms or organizations are
deemed to be whatever is legally permissible under applicable law or regu-
lation except as otherwise provided in paragraph C below.
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C. RESOLVED: That with respect to a member engaged in the practice of pub-
lic accounting in a firm or organization which is not within the description of
a firm or organization set forth in paragraph A above, but who performs com-
pilations of financial statements performed in accordance with the Statements
on Standards for Accounting and Review Services, the characteristics of such a
firm or organization under rule 505 [ET section 505.01] are as set forth below.

1. There must be a CPA who has ultimate responsibility for any financial
statement compilation services provided by the firm and by each busi-
ness unit performing such compilation services and non-CPA owners
could not assume ultimate responsibility for any such services.

2. Any compilation report must be signed individually by a CPA, and may
not be signed in the name of the firm or organization.
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ET Guide for Complying With
Rules 102–505

Notice to Readers
This guide is designed as educational and reference material for the members
of the AICPA and others interested in the subject. It is not an authorative
document. It does not establish policy positions, standards, or preferred prac-
tices. This guide is distributed with the understanding that the AICPA is not
rendering any ethical or legal advice.

This Code of Professional Conduct (Code) cannot address every possible rela-
tionship or circumstance a member may need to address in order to comply with
the rules. Accordingly, in achieving compliance with the rules, members may
need to make decisions unrelated to independence regarding relationships or
circumstances that are not explicitly addressed by the interpretations and rul-
ings. This guide describes an approach that members can use to evaluate those
relationships or circumstances. Although use of this guide is not required by
the Code, use of this guide often will be a prudent step in achieving compliance
with the rules.

Introduction
.01 Members who provide professional services may hold various positions.

For example, a member may be a salaried employee, a partner, a director (exec-
utive or nonexecutive), an owner-manager, a volunteer, or a consultant working
for an employer, a firm, or for one or more clients. The legal relationship between
the member, the employer, the firm, or the client does not affect the member's
responsibility to comply with the ethical requirements of the AICPA Code of
Professional Conduct (Code).

.02 The Code provides members with principles for properly fulfilling their
ethical responsibilities. The Rules of Conduct (the rules) set out in the Code
govern the performance of professional services by members. The bylaws of the
AICPA require that all members comply with these rules. Other sections of
the Code contain additional authoritative guidance set forth in interpretations
and rulings, which address the application of the rules to specific situations
that members may encounter when providing professional services. ET section
100.01, Conceptual Framework for AICPA Independence Standards (AICPA,
Professional Standards, vol. 2), provides authoritative guidance for members
when making decisions on independence matters that are not explicitly ad-
dressed by the Code under Rule 101, Independence (AICPA, Professional Stan-
dards, vol. 2, ET sec. 100), and its interpretations and rulings.

.03 The Code cannot address every possible relationship or circumstance a
member may need to address in order to comply with the rules. Accordingly, in
achieving compliance with the rules, members may need to make decisions un-
related to independence regarding relationships or circumstances that are not
explicitly addressed by the interpretations and rulings. This guide describes
an approach that members can use to evaluate those relationships or circum-
stances, and members are encouraged to use it for that purpose. Although use of
this guide is not required by the Code, it can assist members in complying with
the rules in those situations. Therefore, use of this guide will often be a prudent
step in achieving compliance with the rules. Under no circumstances, however,
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may this guide be used to justify noncompliance with the rules, interpretations,
and rulings in the Code.

Definitions
.04 Acceptable level. A level at which a reasonable and informed third

party would be likely to conclude, weighing all the specific facts and circum-
stances, that compliance with the rules is not compromised.

.05 Safeguards. Actions or other measures that eliminate threats or re-
duce them to an acceptable level.

.06 Threats. The risk that relationships or circumstances could compro-
mise a member's compliance with the rules.

Rules of Conduct Covered by This Guide
.07 In addition to Rule 101, the bylaws of the AICPA require that members

comply with the following rules:

a. Rule 102, Integrity and Objectivity (AICPA, Professional Standards,
vol. 2, ET sec. 100)

b. Rule 201, General Standards (AICPA, Professional Standards, vol. 2,
ET sec. 200)

c. Rule 202, Compliance With Standards (AICPA, Professional Stan-
dards, vol. 2, ET sec. 200)

d. Rule 203, Accounting Principles (AICPA, Professional Standards, vol.
2, ET sec. 200)

e. Rule 301, Confidential Client Information (AICPA, Professional Stan-
dards, vol. 2, ET sec. 300)

f. Rule 302, Contingent Fees (AICPA, Professional Standards, vol. 2, ET
sec. 300)

g. Rule 501, Acts Discreditable (AICPA, Professional Standards, vol. 2,
ET sec. 500)

h. Rule 502, Advertising and Other Forms of Solicitation (AICPA, Profes-
sional Standards, vol. 2, ET sec. 500)

i. Rule 503, Commissions and Referral Fees (AICPA, Professional Stan-
dards, vol. 2, ET sec. 500)

j. Rule 505, Form of Organization and Name (AICPA, Professional Stan-
dards, vol. 2, ET sec. 500)

Each of these rules (that is, Rules 102–505), along with its related authorative
interpretations and rulings, can be accessed by selecting the link preceding the
name of each rule in the preceding list.

Threats and Safeguard Approach
.08 The Code cannot address every situation in which a relationship or cir-

cumstance creates an unacceptable threat to a member's compliance with rules
102–505. Accordingly, the threats and safeguard approach1 described in this

1 The Professional Ethics Executive Committee uses the threats and safeguard approach de-
scribed in this guide when it develops ethics interpretations and rulings. Accordingly, reference to
this guide may assist AICPA members and others in understanding the basis for those interpreta-
tions and rulings.
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section can assist a member in complying with the rules when the guidance in
the interpretations and rulings in the Code do not explicitly address the situa-
tion encountered. This method involves identifying threats to compliance with
the rules and evaluating the significance of those threats. If the threats are not
at an acceptable level, the threats and safeguards approach involves determin-
ing whether safeguards are available to eliminate the threats or reduce them to
an acceptable level and, if so, applying such safeguards or, if not, avoiding the
situation that creates the threats. Threats are identified and evaluated both
individually and in the aggregate because they can have a cumulative effect on
a member's compliance with the rules of conduct.

.09 Identifying Threats. The relationships or circumstances encountered
by a member in various engagements and work assignments will often create
different threats to complying with the rules. When a relationship or circum-
stance is encountered that is not specifically addressed by the interpretations or
rulings in the Code, under this approach, members would determine whether
the relationship or circumstance creates one or more threats, such as those
identified in paragraph .13. The existence of a threat does not mean that the
member is not in compliance with the rules; rather, the significance of the threat
would be evaluated.

.10 Evaluating the Significance of a Threat. In evaluating the significance
of a threat that has been identified in order to determine whether it is at an
acceptable level, the standard of acceptable level is whether a reasonable and
informed third party, weighing all the specific facts and circumstances, would be
likely to conclude that the threat would compromise the member's compliance
with the rules. Qualitative as well as quantitative factors are relevant when
evaluating the significance of a threat, including the extent to which existing
safeguards already reduce the threat to an acceptable level. If the evaluation
supports a conclusion that a reasonable and informed third party would be
likely to conclude, weighing all the specific facts and circumstances, that the
threat would not compromise a member's compliance with the rules, the threat
is at an acceptable level. In that case, no further evaluation under this frame-
work would be necessary.

.11 Identifying and Applying Safeguards. If the evaluation of the signifi-
cance of an identified threat results in the member concluding that the threat is
not at an acceptable level, safeguards would need to be applied in order to elimi-
nate the threat or reduce it to an acceptable level. When identifying appropriate
safeguards to apply, one safeguard may eliminate or reduce multiple threats,
but in some cases multiple safeguards may be necessary to eliminate or reduce
one threat to an acceptable level. Determining the nature of the safeguards to
be applied requires the exercise of judgment because the effectiveness of safe-
guards will vary, depending on the circumstances. Again, the issue is whether
a reasonable and informed third party, who has weighed all the specific facts
and circumstances, would be likely to conclude the level of threat is acceptable.
A threat has been reduced to an acceptable level by safeguards if, after appli-
cation of the safeguards, a reasonable and informed third party would be likely
to conclude, weighing all the specific facts and circumstances, that compliance
with the rules is not compromised.

.12 Some threats identified may be so significant that no safeguards will
eliminate the threats or reduce them to an acceptable level. If a significant
threat cannot be eliminated or reduced to an acceptable level by the application
of safeguards, or if a member is unable to implement appropriate safeguards,
providing the specific professional service will in all likelihood result in the
member's noncompliance with the rules. Although declining or discontinuing
the service would prevent this result, depending on the facts and circumstances,
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it might be prudent for the member to also consider whether to resign from the
client or the employer.

Threats and Safeguards
Threats

.13 Many threats fall into the following categories:

a. Self-review threat. The threat that a member will not appropriately
evaluate the results of a service performed by the member, or by an
individual in the member's firm or employing organization, that the
member will rely upon in forming a judgment as part of providing
another service.

b. Advocacy threat. The threat that a member will promote a client or
employer's position or opinion to the point that his or her objectivity is
compromised.

c. Adverse interest threat. The threat that a member will not be objec-
tive because the member's interests are in opposition to the interests
of a client or employer.

d. Familiarity threat. The threat that because of a long or close relation-
ship with a client or employer, a member will become too sympathetic
to their interests or too accepting of their work.

e. Undue influence threat. The threat that a member will subordinate
his or her judgment to that of an individual associated with a client,
employer, or other relevant third party because of the individual's (1)
reputation or expertise, (2) aggressive or dominant personality, or (3)
attempts to coerce or exercise excessive influence over the member.

f. Self-interest threat. The threat that a member will act in a manner
that is adverse to the legitimate interests of his or her firm, employer,
client, or the public, as a result of the member or his or her immediate
or close family member's financial interest in or other relationship with
a client or the employer.

.14 The types of threats that are created will generally be the same for all
members, although the circumstances that create threats will differ depending
on whether the member is in public practice, business and industry, govern-
ment, or academia. In addition, due to the nature of services provided by some
members, such as employees of a governmental audit organization, the threats
those members face can arise from the same or similar types of circumstances
as for members in public practice.

Following are some examples of how threats may impact a member's compliance
with certain of the rules:

a. If a member is being pressured to become associated with misleading
information, there is an undue influence threat to compliance with
Rule 102 and Rule 201.

b. If a member is reviewing work he or she previously performed that will
be relied upon as part of providing a current professional service and
the member discovers a significant error in the previous work, there
is a self-interest threat to compliance with Rule 102 and Rule 201.

c. If a member's firm provides nonattest services to an audit client where
a member's brother-in-law is the CFO, there are self-interest and fa-
miliarity threats to compliance with Rule 102.
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d. If a member is directed to complete a task within an unrealistic time
frame, there is an undue influence threat to compliance with Rule 102
and Rule 201.

e. If a member has charged his or her employer with violating certain
labor laws, there is an adverse interest threat to compliance with Rule
102.

f. If the revenue received from a single client is significant to the firm, a
self-interest threat to compliance with Rule 102 may be created.

Safeguards
.15 Safeguards fall into two broad categories:

a. Safeguards created by the profession, legislation, or regulation

b. Safeguards in the work environment

In addition, a member in public practice also may be able to consider safeguards
implemented by the client in combination with the preceding safeguards when
evaluating the significance of a threat.

.16 To be effective, safeguards should eliminate a threat or reduce to an
acceptable level the threat's potential to compromise the member's compliance
with the rules. The effectiveness of safeguards depends on many factors, in-
cluding the following:

• The facts and circumstances of a particular situation

• The proper identification of threats

• Whether the safeguard is suitably designed to meet its objectives

• The party or parties that will be subject to the safeguard

• How the safeguard is applied

• The consistency with which the safeguard is applied

• Who applies the safeguard

.17 Certain safeguards may not need to be implemented by the member
because they are already in place either by the member's firm (concurring part-
ner review) or through the existence of professional requirements (peer review),
legislation (preapproval of allowable nonaudit services by audit committees),
or regulation (quality control reviews performed by a federal Office of Inspector
General for OMB Circular A-133 engagements). Such safeguards may be effec-
tive in eliminating or reducing threats to an acceptable level and, therefore,
may be considered in applying the framework approach.

.18 Other safeguards that may be effective in eliminating or reducing
threats to an acceptable level are those in a member's work environment. For ex-
ample, work environments with strong internal controls can be very effective
in eliminating or reducing the self-review, adverse interest, and self-interest
threats. Additionally, the undue influence threat can be reduced when lead-
ership of a firm or the organization that employs the member stresses the
importance of ethical behavior and implements policies and procedures to em-
power and encourage employees to communicate to senior individuals within
the firm or organization about any ethical issues that concern them without
fear of retribution.
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Ethical Conflict Resolution
.19 An ethical conflict arises when a member encounters obstacles to fol-

lowing an appropriate course of action due to internal or external pressures
or because of conflicts within the professional standards. For example, a mem-
ber may have encountered a fraud, the reporting of which could breach the
member's responsibility to maintain client confidentiality. Once encountered, a
member may be required to take steps to resolve the ethical conflict in order to
comply with the rules.

.20 To resolve an ethical conflict, a member should consider the following
factors and select the course of action that will best enable him or her, after
weighing the consequences of each, to comply with the rules:

a. Relevant facts and circumstances, including applicable rules, laws, or
regulations

b. Ethical issues involved

c. Established internal procedures

d. Alternative courses of action

.21 Before pursuing this course of action, the member may want to consult
with appropriate persons within the firm or the organization that employs the
member. If the conflict remains unresolved after pursuing the selected course of
action, the member should consider consulting with those individuals for help
in reaching a resolution.

.22 The member also may wish to obtain advice from an appropriate pro-
fessional body or legal counsel. The member should consider documenting the
substance of the issue and details of any discussions held or decisions made
concerning that issue.

.23 If, after exhausting all reasonable possibilities, the ethical conflict re-
mains unresolved, the member will in all likelihood be in noncompliance with
the rules if he or she remains associated with the matter creating the conflict.
Accordingly, the member may determine that, in the circumstances, it is ap-
propriate to withdraw from the engagement team or specific assignment, or to
resign altogether from the client, firm, or organization that employs the mem-
ber.

ET Guide



P1: JsY

ACPA096-p5161-5176 ACPA096-Vol-II-PS.cls July 16, 2009 18:5

ET Topical Index 1779

ET TOPICAL INDEX
References are to ET section and paragraph numbers.

A
ACCOUNTING SERVICES
. Litigation Support Services . . . . . 291.021-.022
. Member Owning Separate

Business . . . . . . . . . . . . 505.03; 591.275-.276
. Nonattest . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.05
. Relation to Independence . . . . . . . . . . . . . 101.05

ACTS DISCREDITABLE
. Confidential Information From

Nonclient. . . . . . . . . . . . . . . . . . . . .391.027-.028
. Discrimination and Harassment in

Employment . . . . . . . . . . . . . . . . . . . . . . . . 501.03
. Failure to File Tax Return or Pay Tax

Liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . .501.08
. Failure to Follow Requirements of

Governmental Bodies, Commissions, or Other
Regulatory Agencies on Indemnification and
Limitation of Liability Provisions in Connection
With Audit and Other Attest
Services. . . . . . . . . . . . . . . . . . . . . . . . . . . .501.09

. Negligence in Financial Statement
Preparation . . . . . . . . . . . . . . . . . . . . . . . . . 501.05

. Response to Requests by Clients for
Records . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.02

. Rule 501, Violation of . . . . . . . . . . . . . . . . . 501.08

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 501.01

. Service Performed for Governmental
Agencies. . . . . . . . . . . . . . . . . . .501.04; 501.06

. Solicitation or Disclosure of CPA Examination
Questions and Answers. . . . . . . . . . . . . .501.07

ADVERTISING
. Course Promotion . . . . . . . . . . . . . . 591.065-.066
. CPA Examination Questions and

Answers . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.07
. Efforts by Third Parties . . . . . . . . . . . . . . . 502.06
. False or Misleading . . . . . . . . . . . . . . . . . . . 502.03
. Member’s Association With Newsletters and

Publications . . . . . . . . . . . . . . . . . . 591.351-.352
. Personal Financial Specialist

Designation . . . . . . . . . . . . . . . . . . 591.365-.366
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 502.01
. Use of CPA Title . . . . . . . . . . . . . . . . 591.075-.076

ALTERNATIVE PRACTICE STRUCTURE
. Applicability of Rule 505 . . . . . . . . . . . . . . 505.04
. Effect on Applicability of

Independence Rules . . . . . . . . . . . . . . . . . 101.16
. Illustrative Example . . . . . . . . . . . . . . . . . . . 101.16
. Traditional Versus Nontraditional

Structures . . . . . . . . . . . . . . . . . . . . . . . . . . 101.16

AMERICAN INSTITUTE OF CPAs
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.14
. Designation of Firm . . . . . . . . . . . . . . . . . . . 505.01
. Membership . . . . . . . . . . . . . . . . . . . . . . . 51.01-.02
. Personal Financial Specialist

Designation . . . . . . . . . . . . . . . . . . 591.365-.366

APPRAISALS
. Performance of Nonattest Services . . . . 101.05

APS—See Alternative Practice Structure

ATTEST ENGAGEMENTS
. Attest Engagement Team. . . . . . . . . . . . . . . 92.02
. Covered Member, Attest

Engagement Team . . . . . . . . . . . . . . . . . . . 92.06
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.01
. Gifts or Entertainment to or

From Client . . . . . . . . . . . . . . . . . . .191.226-.229

ATTEST SERVICES
. Use of Third-Party Service

Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . 291.023-.024; 391.001-.002

ATTESTATION ENGAGEMENTS
. Investment Advisory Services

Provided by Member . . . . . . . . . . 391.047-.048
. Modified Application of

Independence Rules . . . . . . . . . . . . . . . . . 101.13
. Performance of Nonattest

Services . . . . . . . . . . . . . 101.05; 391.047-.050
. Report on Internal Controls . . . . . 191.206-.207

AUDIT ENGAGEMENT
. Commissions or Referral Fees . . . . . . . . .503.01
. Compliance With Standards . . . . . . . . . . . 202.01
. Contingent Fees . . . . . . . . . . . . . . . . . . . . . . 302.01
. Employee Benefit Plans . . . . . . . . . 191.119-.120
. Extended Audit Services . . . . . . . . 191.206-.207
. Governmental . . . . . . . . . . . . . . . . . . . . . . . . 501.04
. Joint Audit With Former

Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272
. Litigation With Client . . . . . . . . . . . . . . . . . . 101.08
. Member as Director and Auditor of

Profit-Sharing and Retirement
Trust . . . . . . . . . . . . . . . . . . . . . . . . .191.041-.042

. Withdrawal From Engagement. . .391.005-.006

AUDITORS’ OPINIONS—See Opinions, Auditors’

AUDITORS’ REPORTS—See Reports, Auditors’

B
BILLINGS TO CLIENTS
. Subcontractor’s Services . . . . . . . 591.371-.372
. Unpaid/Notes Receivable . . . . . . . 191.103-.104
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BOARD OF DIRECTORS
. Consumer Credit Company . . . . . 591.233-.234
. Fund-Raising Organization . . . . . . 191.128-.129;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.186-.187
. Honorary Directorships of

Not-for-Profit Organizations. . . . . . . . . .101.06;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.128-.129

. Social Club . . . . . . . . . . . . . . . . . . . . 191.031-.032

BONDHOLDERS
. Municipal Authority . . . . . . . . . . . . . 191.057-.058

BOOKKEEPING
. Use of Third-Party Service

Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . 291.023-.024; 391.001-.002

BORROWING CONTRACT
. Bondholders in Municipal

Authority . . . . . . . . . . . . . . . . . . . . . 191.057-.058
. Definition of Loan . . . . . . . . . . . . . . . . . . . . . . 92.18
. Grandfathered Loans . . . . . . . . . . . . . . . . . 101.07
. Loans From Financial Institution

Client . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.07
. Loans From Nonclient Subsidiary or

Parent of Attest Client. . . . . . . . .191.196-.197
. Loans to/From Entity Connected

With Member . . . . . . . . . . . . . . . . . 191.220-.221
. Loans to Partnerships Where Covered

Members Are General Partners . . . . . . 101.07
. Loans to Partnerships Where Covered

Members Are Limited Partners . . . . . . .101.07
. Partially Secured Loans . . . . . . . . . . . . . . . 101.07

BUSINESS COMBINATIONS
. Confidential Client Information . . . . . . . . . 301.04
. Former Partner in Firm

Name . . . . . . . . . . . . . . . . . . . . . . . . 591.289-.290
. Nonproprietary Partner

Title . . . . . . . . . . . . . . . . . . . . . . . . . 591.273-.274

C
CERTIFIED PUBLIC ACCOUNTANTS
. Acts Discreditable—See Acts Discreditable
. Advertising—See Advertising
. AICPA Membership . . . . . . . . . . . . . . . . . 51.01-.02
. Alternative Practice

Structures . . . . . . . . . . . . . . . . . 101.16; 505.04
. Applicability of Code of Conduct. . . . .91.01-.02
. Commissions—See Commissions
. Competence—See Competence
. Confidential Client Information—See

Confidential Client Information
. Contingent Fees—See Contingent Fees
. Diligence . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56.04
. Due Professional Care—See Due

Professional Care
. Employment or Association With Attest

Clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.04
. Form of Organization or Name—See Form

of Organization
. Holding Out Definition . . . . . . . . . . . . . . . . . . 92.11

CERTIFIED PUBLIC ACCOUNTANTS—continued
. Independence—See Independence
. Integrity—See Integrity
. Letterhead for Lawyer/CPA . . . . . 591.155-.156
. Members Not in Public Practice—See

Members Not in Public Practice
. Member or Member’s Firm—See Member or

Member’s Firm
. Objectivity—See Objectivity
. Partnership With Non-CPAs . . . . . 591.005-.006;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.271-.272;

. . . . . . . . . . . . . . 591.281-.282; 591.379-.380
. Planning and Supervision—See Planning

and Supervision
. Principles of Professional

Conduct . . . . . . . . . . . . . . . . . . . . . . . . . 51.01-.02
. Professional Responsibilities . . . . . . . . . . . 52.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53.01-.04
. Responsibility for Non-CPAs . . . . 591.005-.006;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.281-.282
. Scope and Nature of Services . . . . . . 57.01-.03
. Sufficient Relevant Data . . . . . . . . . . . . . . . 201.01
. Use of CPA Title . . . . . . . . . . . . . . . . 591.075-.076

CHARITABLE ORGANIZATIONS
. Auditor as Director

or Officer . . . . . . . . . . . . . . . . . . . . 191.128-.129
. Director of Fund-Raising

Organization . . . . . . . . . . . . . . . . . 191.027-.028;
. . . . . . . . . . . . . . 191.128-.129; 191.186-.187

. Honorary Directorships of
Not-for-Profit Organizations. . . . . . . . . .101.06;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.128-.129

. Member as Trustee. . . . . . . . . . . . .191.023-.024

CIRA—See Common Interest Realty Association

CIVIC ORGANIZATIONS
. Citizens’ Committees . . . . . . . . . . . 191.039-.040

CLIENTS
. Advisory Services Provided by

Member. . . . . . . . . . . . . . . . . . . . . .191.015-.016
. Agreement With Member to Use ADR

Techniques . . . . . . . . . . . . . . . . . . . 191.190-.193
. Attest and Other Services. . . . . . . . .101.04-.05;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.047-.050
. Billing for Subcontractor’s

Services . . . . . . . . . . . . . . . . . . . . . 591.371-.372
. Commissions or Referral Fee

Arrangements With
Nonattest Client. . . . . . . . . . . . . .391.049-.050;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.383-.384

. Confidential Information—See Confidential
Client Information

. Cooperative Arrangements With
Member’s Firm. . . . . . . . . . . . . . . . . . . . . .101.14

. Deferred Compensation
Committee . . . . . . . . . . . . . . . . . . . 191.037-.038
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CLIENTS—continued
. Definition . . . . . . . . . . . . . . . . . . . . . 92.03; 101.10
. Disclosure of Information From

Previous Engagement . . . . . . . . .391.029-.030
. Dual Practice of Member . . . . . . . 591.275-.276
. Employee Benefit Plan Audit. . . . .191.119-.120
. Employment or Association With

Attest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.04
. Engaging Member to Perform Other

Professional Services for Company
Executives. . . . . . . . . . . . . . . . . . .191.198-.199;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.041-.042

. Engaging Members to Provide Extended
Audit Services . . . . . . . . . . . . . . . . 191.206-.207

. Fees Collected by Bank . . . . . . . . .591.003-.004

. Gifts or Entertainment to or From
Client . . . . . . . . . . . . . . . . . . . . . . . . 191.226-.229

. Governmental Reporting Entity . . . . . . . . 101.12

. Having Loan(s) to/From Entity
Connected With Member’s
Firm . . . . . . . . . . . . . . . . . . . . . . . . . 191.220-.221

. Indemnification Clause in
Engagement Letter . . . . . . . . . . . 191.188-.189

. Investment Advisory Services
Provided by Member to
Attest Client . . . . . . . . . . . . . . . . . . 391.047-.048

. Investment Advisory Services
Provided by Member to
Nonattest Client. . . . . . . . . . . . . .391.049-.050;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.383-.384

. Investor/Investee Relationship
to Nonclients . . . . . . . . . . . . . . . . . . . . . . . 101.10

. Joint Audit With Former
Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272

. Joint Interest in Vacation Home
With Member . . . . . . . . . . . . . . . . . 191.184-.185

. Lessee to Member . . . . . . . . . . . . . 191.182-.183

. Lessor to Member. . . . . . . . . . . . . .191.182-.183

. Litigation With Covered Member . . . . . . . 101.08

. Loans From Nonclient Subsidiary or Parent
of Attest Client . . . . . . . . . . . . . . . 191.196-.197

. Loans to/From Entity Connected
With Member . . . . . . . . . . . . . . . . . 191.220-.221

. Loans to Member . . . . . . . . . . . . . . . . . . . . .101.07

. Member Has Significant Influence Over
Entity That Has Significant Influence
Over Client . . . . . . . . . . . . . . . . . . . 191.212-.213

. Member Leasing Property . . . . . . 191.182-.183

. Member on Advisory Board . . . . . 191.144-.145

. Member Participation in Health and
Welfare Plan of Client . . . . . . . . . 191.214-.215

. Member Performing Management
Functions . . . . . . . . . . . 101.05; 191.017-.018;
. . . . . . . . . . . . . . 191.037-.038; 191.041-.042

. Member Performing Professional Services
Involving Client Advocacy . . . . . . . . . . . . 102.07

CLIENTS—continued
. Member’s Depository Relationship

With Client Financial
Institution . . . . . . . . . . . . . . . . . . . . 191.140-.141

. Member’s Disclosure of Client’s
Name . . . . . . . . . . . . . . . . . . . . . . . . 391.013-.014

. Member’s Sale of Products
to Clients . . . . . . . . . . . . . . . . . . . . 591.369-.370

. Membership in Trade Association
With Member . . . . . . . . . . . . . . . . . 191.003-.004

. Nonattest Services—See Nonattest Services

. Notes Payable to Member . . . . . . 191.103-.104

. Obtained Through Third Parties . . . . . . . . 502.06

. Referral of Products
by Member . . . . . . . . . . . . . . . . . . .591.375-.376

. Request for Indemnification . . . . . 191.204-.205

. Request for Records. . . . . . . . . . . .591.377-.378

. Response to Requests for Records . . . . 501.02

. Servicing Member’s Loan . . . . . . . 191.134-.135

. Spouse Participation in Retirement,
Savings, or Similar Plan Sponsored
by, or That Invests in, Client . . . . . . . . . 101.02

. Tax Return Irregularities. . . . . . . . .391.005-.006

. Trade Association Request for
Information . . . . . . . . . . . . . . . . . . . 391.003-.004

. Unpaid Fees . . . . . . . . . . . . . . . . . . . 191.103-.104

. Use of Third-Party Service
Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . 291.023-.024; 391.001-.002

CLOSE RELATIVE
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.04

CLOSELY HELD COMPANIES
. Investment With a General

Partner . . . . . . . . . . . . . . . . . . . . . . 191.138-.139;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.162-.163

CODE OF PROFESSIONAL CONDUCT—See
Conduct, Code of Professional

COLLECTION AGENTS
. Fee Collection by Bank . . . . . . . . . 591.003-.004

COMMISSIONS
. Billing for Subcontractor’s

Services . . . . . . . . . . . . . . . . . . . . . 591.371-.372
. Definition of Receipt . . . . . . . . . . . 391.033-.034;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.367-.368
. Disclosure. . . . . . . . . . . . . . . . . . . . . . . . . . . .503.01
. Or Referral Fee Arrangements

With Nonattest Client . . . . . . . . . 391.049-.050;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.383-.384

. Receipt by Member’s Spouse . . .391.037-.038;
591.373-.374

. Referral of Products . . . . . . . . . . . . 591.375-.376

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 503.01

. Sale of Products to Clients . . . . . .591.369-.370
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COMMON INTEREST REALTY ASSOCIATION
. Association With Real Estate Developer

or Management Company . . . . . 191.061-.062
. Member as Owner or Lessee . . . 191.061-.062
. Performance of Services for . . . . 191.061-.062

COMMUNICATION
. GAAP Conformity of Financial

Statements . . . . . . . . . . . . . . . . . . . . . . . . . 203.05
. Subordination of Judgment

to Others . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.05

COMPENSATION PLANS
. Financial Relationships . . . . . . . . . . . . . . . . 101.17

COMPETENCE
. Characteristics . . . . . . . . . . . . . . . . . . . . .56.01-.03
. Due Professional Care . . . . . . . . . . . . . . 56.01-.03
. Performance of Engagement . . . . . . . . . . 201.02
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 201.01
. Supervision of Specialists . . . . . . .291.017-.018
. Training and Education . . . . . . . . . . . . . . . . . 56.02
. Use of Consultation . . . . . . . . . . . . . . . . . . . 201.02

COMPILATION ENGAGEMENT
. Commissions or Referral Fees . . . . . . . . .503.01
. Compliance With Standards . . . . . . . . . . . 202.01
. Contingent Fees . . . . . . . . . . . . . . . . . . . . . . 302.01

CONDOMINIUM ASSOCIATIONS—See Common
Interest Realty Association

CONDUCT, CODE OF PROFESSIONAL
. Acts Discreditable—See Acts Discreditable
. Advertising—See Advertising
. Alternative Practice

Structures . . . . . . . . . . . . . . . . . 101.16; 505.04
. Applicability . . . . . . . . . . . . . . . . . . . . . . . . 91.01-.02
. Associated Member . . . . . . . . . . . . . . . . . . . . 91.02
. Commissions—See Commissions
. Confidential Client Information—See

Confidential Client Information
. Contingent Fees—See Contingent Fees
. Covered Member . . . . . . . . . . . . . . . . . . . . . . 91.02
. Definitions Applicable . . . . . . . . . . . . . . . 92.01-.27
. Due Professional Care—See Due

Professional Care
. Form of Organization or Name—See Form

of Organization
. General Standards . . . . . . . . . . . . . . . . . . . . 201.01
. Independence—See Independence
. Integrity—See Integrity
. Member, as Defined by the

Applicability Section of the Code . . . . . . 91.02
. Members Not in Public Practice—See

Members Not in Public Practice
. Objectivity—See Objectivity
. Preamble . . . . . . . . . . . . . . . . . . . . . . . . . . 51.01-.02
. Principles of Professional

Conduct . . . . . . .51.01-.02; 52.01; 53.01-.04;
. . . . . . . . . . . . . . . . . . . . . 54.01-.04; 55.01-.04;
. . . . . . . . . . . . . . . . . . . . . . 56.01-.05; 57.01-.03

. Professional Responsibilities . . . . . . . . . . . 52.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53.01-.04

CONFIDENTIAL CLIENT INFORMATION
. Business Combinations . . . . . . . . . . . . . . . 301.04
. Disclosure in Legal or Alternative

Dispute Resolution
Proceedings. . . . . . . . . . . . . . . . . .391.045-.046

. Disclosure of Client’s Name . . . . . 391.013-.014

. Disclosure of Information From
Previous Engagement . . . . . . . . .391.029-.030

. Disclosure of Joint Tax
Information . . . . . . . . . . . . . . . . . . . 391.031-.032

. From Nonclient . . . . . . . . . . . . . . . . .391.027-.028

. Information to Competitors . . . . . 391.011-.012

. Information to Professional Liability
Insurance Carrier . . . . . . . . . . . . . 391.039-.040

. Information to Successor
Accountant . . . . . . . . . . . . . . . . . . . 391.005-.006

. Member as Bank Director . . . . . . 191.170-.171;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.035-.036

. Member Providing Other
Professional Services for Company
Executives. . . . . . . . . . . . . . . . . . .191.198-.199;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.041-.042

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 301.01

. Trade Association Request for
Client Information . . . . . . . . . . . . . 391.003-.004

. Use of Third-Party Service
Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . 291.023-.024; 391.001-.002

CONFLICT OF INTERESTS
. Consumer Credit Company

Director . . . . . . . . . . . . . . . . . . . . . . 591.233-.234
. Educational Services Performed

by Member . . . . . . . . . . . . . . . . . . . . . . . . . 102.06
. Examples . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.03
. Fund-Raising Activities . . . . . . . . . . 191.186-.187
. Member as Bank Director . . . . . . 191.170-.171;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.035-.036
. Relationship Between Parties . . . . . . . . . . 102.03

CONSULTING SERVICES
. Nonattest . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.05
. Use of Third-Party Service

Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . 291.023-.024; 391.001-.002

CONTINGENT FEES
. Commissions or Referral Fee

Arrangements With Nonattest
Client . . . . . . . . . . . . . . . . . . . . . . . 391.049-.050;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.383-.384

. Definition of Receipt . . . . . . . . . . . 391.033-.034;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.367-.368

. Examples . . . . . . . . . . . . . . . . . . . . . . . . . . . . 302.02

. Investment Advisory Services . . . 391.047-.048

. Receipt by Member’s Spouse . . .391.037-.038;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.373-.374

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 302.01

. Terminology . . . . . . . . . . . . . . . . . . . . . . 302.01-.02

CONTROLLERS
. Use of CPA Title . . . . . . . . . . . . . . . . 591.075-.076

COM
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COOPERATIVE ARRANGEMENTS
. Definition and Examples . . . . . . . . . . . . . . . 101.14
. Independence . . . . . . . . . . . . . . . . . . . . . . . . 101.14

COOPERATIVES—See Common Interest
Realty Association

COUNCIL OF INSTITUTE
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.05

COVERED MEMBERS
. Alternative Practice Structures . . . . . . . . 505.04
. Applicability of Code of Professional

Conduct . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91.02
. Applicability of Independence Rules . . . . 101.02
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.06
. Family Relationships . . . . . . . . . . . . . . . . . . 101.02
. Financial Relationships . . . . . . . . . . . . . . . . 101.02
. Honorary Directorships of

Not-for-Profit Organizations . . . . . . . . . . 101.06
. Independence, Factors

Affecting . . . . . . . . . . . . . . . . . . . 101.08; 101.10
. Litigation With Client, Security

Holders, or Other Third Party
Litigation . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.08

. Loans From Financial Institution
Clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.07

. Modified Definition for Certain
Attestation Engagements . . . . . . . . . . . . 101.13

. Participation in Health and Welfare
Plan of Client . . . . . . . . . . . . . . . . 191.214-.215

. Property Leased to or From
a Client . . . . . . . . . . . . . . . . . . . . . . 191.182-.183

. Rules of Conduct Applied to Members
Owning a Separate Business. . . . . . . . .505.03

CREDIT UNIONS
. Members Joining Client Credit

Union . . . . . . . . . . . . . . . . . . . . . . . . 191.150-.151

D
DATA PROCESSING
. Disclosure of Information From Previous

Engagement . . . . . . . . . . . . . . . . . 391.029-.030
. Member Owning Separate

Business . . . . . . . . . . . . 505.03; 591.353-.354
. Subcontractor Selection . . . . . . . . 291.015-.016
. Supervision of Specialists . . . . . . .291.017-.018
. Use of Third-Party

Service Provider . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . 291.023-.024;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.001-.002

DEPARTURES FROM ESTABLISHED
PRINCIPLES

. Determining . . . . . . . . . . . . . . . . . . . . . . . . . . 203.03

. Financial Statements . . . . . 203.01-.02; 203.05

. Governmental Audits . . . . . . . . . 501.04; 501.06

DESIGNATION OF FIRM
. AICPA Members . . . . . . . . . . . . . . . . . . . . . . 505.01
. Former Partner’s Names . . . . . . . 591.279-.280;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.289-.290
. Non-CPA Partners . . . . . . . . . . . . . . 591.379-.380
. Personal Financial Specialist

Designation . . . . . . . . . . . . . . . . . . 591.365-.366

DILIGENCE
. Characteristics . . . . . . . . . . . . . . . . . . . . . . . . 56.04
. Due Professional Care. . . . . . . . . . . . . . . . . .56.04

DISCLOSURE
. Commissions or Referral Fees . . . . . . . . .503.01
. Confidential Client Information—See

Confidential Client Information
. Conflicts of Interest . . . . . . . . . . . . . . . . . . . 102.03
. CPA Examination Questions

and Answers. . . . . . . . . . . . . . . . . . . . . . . .501.07
. Governmental Requirements. . . . . . . . . . .501.06
. Relationship Between Parties . . . . . . . . . . 102.03

DISCRIMINATION
. Employment Practices . . . . . . . . . . . . . . . . 501.03

DISPUTES WITH CLIENTS
. Disclosure of Confidential Information in

Legal or Alternative Resolution
Proceedings. . . . . . . . . . . . . . . . . .391.045-.046

. Irregularities in Tax Return . . . . . . 391.005-.006

. Use of ADR Techniques . . . . . . . . 191.190-.193;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.045-.046

DUE PROFESSIONAL CARE
. Characteristics . . . . . . . . . . . . . . . . . . . . .56.01-.05
. Competence . . . . . . . . . . . . . . . . . . . . . . . 56.01-.03
. Diligence . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56.04
. Planning and Supervision . . . . . . . . . . . . . . . 56.05
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 201.01
. Training and Education . . . . . . . . . . . . . . . . . 56.02

E
EDUCATIONAL INSTITUTIONS
. Faculty Member as Auditor of Student

Fund . . . . . . . . . . . . . . . . . . . . . . . . . 191.095-.096

EDUCATIONAL SERVICES
. Advertising Material . . . . . . . . . . . . 591.065-.066
. Examples . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.06
. Integrity and Objectivity of Member . . . . 102.06

EDUCATORS
. Integrity and Objectivity of Member . . . . 102.06

ELECTED OFFICIALS
. Firm Name of Former Partner . . . 591.279-.280
. Member as Legislator . . . . . . . . . . 191.019-.020

EMPLOYEE BENEFIT PLANS
. Member Participation in Health and

Welfare Plan of Client . . . . . . . . . 191.214-.215
. Member’s Relationships With

Participating Employers . . . . . . . 191.119-.120
. Spouse Participation in Retirement, Savings,

or Similar Plan Sponsored by, or That
Invests in Client . . . . . . . . . . . . . . . . . . . . . 101.02

EMP
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EMPLOYEES
. Benefit Plan Audit . . . . . . . . . . . . . . 191.119-.120
. Financial Services Managed

by Client . . . . . . . . . . . . . . . . . . . . . 191.081-.082
. Independence With Respect to

Alternative Practice Structures . . . . . . . 101.16
. Member in Non-CPA Firm . . . . . . . 591.005-.006
. Member Participation in Health and

Welfare Plan of Client . . . . . . . . . 191.214-.215
. Obligation to Employer’s External

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 102.04
. Preparation and Transmittal

of Financial Statements to
Third Parties . . . . . . . . . . . . . . . . . 291.019-.020

. Responsibility for Preparation of Financial
Statements . . . . . . . . . . . . . . . . . . . . . . . . . 203.05

. Spouse Participation in Retirement, Savings,
or Similar Plan Sponsored by, or That
Invests in Client . . . . . . . . . . . . . . . . . . . . . 101.02

. Subordination of Judgment . . . . . . . . . . . . 102.05

. Supervision of Specialists . . . . . . .291.017-.018

. Use of CPA Designation. . . . . . . . .191.130-.131

EMPLOYERS
. Definition, as Used in Client . . . . . . . . . . . . . 92.03
. Employee Benefit Plans . . . . . . . . . 191.119-.120

EMPLOYMENT
. Discrimination in Employment . . . . . . . . . 501.03
. Harassment in Employment . . . . . . . . . . . 501.03
. Member in Non-CPA Firm . . . . . . . 591.005-.006

ENGAGEMENT LETTERS
. Inclusion of Indemnification

Clause . . . . . . . . . . . . . . . . . . . . . . . 191.188-.189

ENTERTAINMENT
. To or From Client . . . . . . . . . . . . . . .191.226-.229

ESTATES
. Gifts or Entertainment to or

From Client . . . . . . . . . . . . . . . . . . .191.226-.229
. Member Co-Fiduciary With Client

Bank . . . . . . . . . . . . . . . . . . . . . . . . . 191.075-.076

EXPERT WITNESS SERVICES—See Forensic
Accounting Services

F
FACULTY MEMBERS
. Advertising Material . . . . . . . . . . . . 591.065-.066
. Auditor of Student Funds. . . . . . . .191.095-.096

FAMILY RELATIONSHIPS
. Close Relatives . . . . . . . . . . . . . . . . 92.04; 101.02
. Effect on Independence . . . . . . . . . . . . . . . 101.02
. Member Participation in Health and

Welfare Plan of Client . . . . . . . . . 191.214-.215
. Receipt of Contingent Fees

or Commissions by
Member’s Spouse . . . . . . . . . . . . 391.037-.038;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.373-.374

. Significant Influence . . . . . . . . . . . . . . . . . . . . 92.27

FAMILY RELATIONSHIPS—continued
. Spouse Participation in Retirement,

Savings, or Similar Plan Sponsored by,
or That Invests in Client. . . . . . . . . . . . . .101.02

FEASIBILITY STUDIES
. Confidential Information

From Nonclient . . . . . . . . . . . . . . . 391.027-.028

FEDERAL ACCOUNTING STANDARDS
ADVISORY BOARD (FASAB)

. Authority Over Federal Government
Entities Pursuant to Rule 203 . . . . . . . . 203.03

. Body Designated to Establish
Principles. . . . . . . . . . . . . . . . . . . . . . . . . . .203.03

FEES
. Billing for Subcontractor’s

Services . . . . . . . . . . . . . . . . . . . . . 591.371-.372
. Collection by Bank . . . . . . . . . . . . . 591.003-.004
. Contingent . . . . . . . . . . . . . . . . . . . . . . . 302.01-.02
. Referral . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 503.01
. Response to Requests by

Clients for Records. . . . . . . . . . . . . . . . . .501.02
. Unpaid. . . . . . . . . . . . . . . . . . . . . . . . .191.103-.104

FIDUCIARY
. Member Co-Fiduciary With Client

Bank . . . . . . . . . . . . . . . . . . . . . . . . . 191.075-.076

FINANCIAL ACCOUNTING STANDARDS
BOARD (FASB)

. Body Designated to Establish
Principles. . . . . . . . . . . . . . . . . . . . . . . . . . .203.03

. Status of Codification, Statements, and
Interpretations Under Rule 203 . . . . . . 203.03

FINANCIAL ACCOUNTING STANDARDS
BOARD (FASB) ACCOUNTING STANDARDS
CODIFICATION (ASC)

. Status Under Rule 203 . . . . . . . . . . . . . . . . 203.03

FINANCIAL INSTITUTIONS
. Collection Agent for Fees . . . . . . . 591.003-.004
. Controller’s Use of CPA Title . . . . 591.075-.076
. Credit Card Balances and Overdraft

Reserve Accounts . . . . . . . . . . . . . . . . . . .101.07
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.08
. Grandfathered and Other Permitted

Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.07
. Member as Bank Director . . . . . . 191.170-.171;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.035-.036
. Member Co-Fiduciary of Estate

or Trust . . . . . . . . . . . . . . . . . . . . . . 191.075-.076
. Member’s Depository

Relationship . . . . . . . . . . . . . . . . . . 191.140-.141
. Servicing Member’s Loan . . . . . . . 191.134-.135

FINANCIAL INTEREST
. Bondholders in Municipal

Authority . . . . . . . . . . . . . . . . . . . . . 191.057-.058
. Common Interest Realty Association

Services . . . . . . . . . . . . . . . . . . . . . 191.061-.062
. Conflict of Interests . . . . . . . . . . . . . . . . . . . 102.03
. Employee Benefit Plans . . . . . . . . . 191.119-.120
. Family Relationships . . . . . . . . . . . . . . . . . . 101.02

EMP
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FINANCIAL INTEREST—continued
. Financial Relationships . . . . . . . . . . . . . . . . 101.17
. Impairment of Independence . . . . . . . . . .101.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.10
. Investment With a General

Partner. . . . . . . .191.138-.139; 191.162-.163
. Materiality . . . . . . . . . . . . . . . . . . . . . . . . . . . .101.10
. Member Participation in Health and

Welfare Plan of Client . . . . . . . . . 191.214-.215
. Nonclients Related to Clients . . . . . . . . . . 101.10
. Spouse Participation in Retirement,

Savings, or Similar Plan Sponsored
by, or That Invests in Client . . . . . . . . . . 101.02

. Stockholder in Social Club . . . . . . 191.033-.034
FINANCIAL RELATIONSHIPS
. Definitions. . . . . . . . . . . . . . . . . . . . . . . . . . . .101.17
. Financial Interests, Direct, Indirect,

Unsolicited, Beneficially Owned . . . . . . 101.17
. Limited Liability Companies. . . . . . . . . . . .101.17
. Mutual Funds . . . . . . . . . . . . . . . . . . . . . . . . . 101.17
. Retirement, Savings, Compensation

Plans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .101.17
. Section 529 Plans . . . . . . . . . . . . . . . . . . . . 101.17
. Trust Investments. . . . . . . . . . . . . . . . . . . . .101.17
. Partnerships . . . . . . . . . . . . . . . . . . . . . . . . . 101.17

FINANCIAL STATEMENTS
. Accounting Principles . . . . . 203.01-.02; 203.05
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.09
. Departures From Established

Principles . . . . . . . . . . . . . . 203.01-.02; 203.05
. Designation of CPAs Not in Public

Practice. . . . . . . . . . . . . . . . . . . . . .191.130-.131
. Employee Benefit Plans . . . . . . . . . 191.119-.120
. Knowing Misrepresentation . . . . . . . . . . . . 102.02
. Negligence in Preparation . . . . . . . . . . . . . 501.05
. Preparation and Transmittal to

Third Parties . . . . . . . . . . . . . . . . . 291.019-.020
. Representation Regarding GAAP

Conformity . . . . . . . . . . . . . . . . . . . . . . . . . 203.05
FIRM
. Definition . . . . . . . . . . . . . . . . . . . . . 92.10; 101.14

FIRM NAME
. Associated Firms Not

Partnership . . . . . . . . . . . . . . . . . . 591.269-.270;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.357-.358

. Designation as AICPA Member . . . . . . . . .505.01

. Former Partner’s Name . . . . . . . . 591.279-.280;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.289-.290

. Newsletters and Publications. . . .591.351-.352

. Partner’s Roster Differs by
States . . . . . . . . . . . . . . . . . . . . . . . 591.287-.288

. Partnerships With Non-CPAs. . . . .591.379-.380

. Past Owners . . . . . . . . . . . . . . . . . . . . . . . . . 505.01

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 505.01
FORENSIC ACCOUNTING SERVICES
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .101.05
. Expert Witness Services . . . . . . . . . . . . . . 101.05
. Investigative Services . . . . . . . . . . . . . . . . . 101.05
. Litigation Services . . . . . . . . . . . . . . . . . . . . 101.05
. Performance of Nonattest Services . . . . 101.05

FORM OF ORGANIZATION
. Alternative Practice Structures . . . . . . . . 101.16;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.04
. Associated Firms Not

Partnership . . . .591.269-.270; 591.357-.358
. Associated Members Not

Partners . . . . . . . . . . . . . . . . . . . . . 591.267-.270
. Cooperative Arrangements . . . . . . . . . . . . 101.14
. Designation of Firm as AICPA

Members . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.01
. Nonproprietary Partner Title. . . . .591.273-.274
. Ownership of Separate Business . . . . . . 505.03;

. . . . . . . . . . . . . . 591.275-.276; 591.353-.354
. Partners’ Roster Differs by

States . . . . . . . . . . . . . . . . . . . . . . . 591.287-.288
. Partnerships With Non-CPAs . . . . 591.271-.272;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.379-.380
. Past Owners . . . . . . . . . . . . . . . . . . . . . . . . . 505.01
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 505.01

FUND-RAISING ORGANIZATIONS
. Member on Board of

Directors . . . . . . . . . . . . . . . . . . . . 191.027-.028;
. . . . . . . . . . . . . . 191.128-.129; 191.186-.187

G
GENERAL STANDARDS
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 201.01

GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES

. Departures. . . . . . . . . . . . . . .203.01-.03; 203.05

. Designation of Bodies to Establish
Principles. . . . . . . . . . . . . . . . . . . . . . . . . . .203.03

. Pronouncements Establishing . . . . . . . . . 203.03

. Representation Regarding Conformity
of Financial Statements. . . . . . . . . . . . . .203.05

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 203.01
GIFTS
. To or From Client . . . . . . . . . . . . . . .191.226-.229

GOVERNMENTAL ACCOUNTING STANDARDS
BOARD

. Body Designated to Establish
Principles. . . . . . . . . . . . . . . . . . . . . . . . . . .203.03

. Status of Statements and Interpretations
Under Rule 203 . . . . . . . . . . . . . . . . . . . . . 203.03

GOVERNMENTAL AGENCIES
. Fees Based on Findings . . . . . . . . . . . 302.01-.02
. Member on Citizen’s

Committee . . . . . . . . . . . . . . . . . . . 191.039-.040
GOVERNMENTAL REPORTING ENTITY
. Auditor Independence . . . . . . . . . . . . . . . . . 101.12
. Failure to Follow

Requirements . . . . . . . . . . . . . . 501.04; 501.06

H
HARASSMENT
. Employment Practices . . . . . . . . . . . . . . . . 501.03

HEALTH AND WELFARE PLANS
. Member Participation in Health

and Welfare Plan of Client . . . . . 191.214-.215

HEA
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HOLDING OUT
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.11

HOMEOWNERS ASSOCIATIONS—See Common
Interest Realty Association

I
INDEPENDENCE
. Actions Permitted Upon

Impairment . . . . . . . . . . . . . . . . . . . 191.200-.201
. Advisory Board of Client . . . . . . . . 191.144-.145
. Advisory Services to Client . . . . . .191.015-.016
. Alternative Practice

Structures . . . . . . . . . . . . . . . . . 101.16; 505.04
. Applicability of Code of Conduct . . . . . . . . 91.02
. Application to All Partners and

Professional Employees . . . . . . . . . . . . . 101.02
. Attestation Engagements . . . . . . . . . . . . . 101.13
. Audit Report . . . . . . . . . . . . . . . . . . . 191.148-.149
. Bondholders in Municipal

Authority . . . . . . . . . . . . . . . . . . . . . 191.057-.058
. Broad Categories of Impairment . . . . . . . 101.02
. Campaign Organization

Treasurer . . . . . . . . . . . . . . . . . . . . 191.164-.165
. Characteristics . . . . . . . . . . . . . . . . . . . . .55.01-.04
. Client Advocacy . . . . . . . . . . . . . . . . . . . . . . 102.07
. Client Servicing Member’s

Loan . . . . . . . . . . . . . . . . . . . . . . . . . 191.134-.135
. Co-Fiduciary With Client Bank. . . .191.075-.076
. Commencement of ADR

Proceedings. . . . . . . . . . . . . . . . . .191.192-.193
. Common Interest Realty Association

Services . . . . . . . . . . . . . . . . . . . . . 191.061-.062
. Compensation Plans . . . . . . . . . . . . . . . . . . 101.17
. Compilation Report . . . . . . . . . . . . . 191.148-.149
. Cooperative Arrangements

With Clients . . . . . . . . . . . . . . . . . . . . . . . . .101.14
. Credit Card Balances and Overdraft

Reserve Accounts . . . . . . . . . . . . . . . . . . .101.07
. Deferred Compensation Committee

of Client . . . . . . . . . . . . . . . . . . . . . .191.037-.038
. Depository Relationship With Client

Financial Institution. . . . . . . . . . . .191.140-.141
. Documentation, Failure to Prepare . . . . . 101.02
. Employee Benefit Plans . . . . . . . . . 191.119-.120
. Employment or Association With Attest

Clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.04
. Examples of Impaired

Independence . . . . . . . .101.02; 191.220-.221
. Executor Relationships . . . . . . . . . . . . . . . 101.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.220-.221
. Extended Audit Services . . . . . . . . 191.206-.207
. Faculty Member Auditor of

Student Fund . . . . . . . . . . . . . . . . . 191.095-.096
. Family Relationships . . . . . . . . . . . . . . . . . . 101.02
. Financial Interest in Nonclients . . . . . . . . .101.10
. Financial Interests . . . . . . . . . . . . . . . . . . . . 101.17
. Financial Relationships . . . . . . . . . . . . . . . . 101.17
. Financial Services Managed

by Client . . . . . . . . . . . . . . . . . . . . . 191.081-.082

INDEPENDENCE—continued
. Fund-Raising Activities . . . . . . . . . 191.027-.028;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.128-.129
. Gifts or Entertainment to or

From Client . . . . . . . . . . . . . . . . . . .191.226-.229
. Governmental Advisory Units . . . . 191.039-.040
. Governmental Reporting Entity . . . . . . . . 101.12
. Grandfathered Loans . . . . . . . . . . . . . . . . . 101.07
. Honorary Directorships of

Not-for-Profit Organizations. . . . . . . . . .101.06;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.128-.129

. Indemnification Agreement . . . . . . 191.204-.205

. Indemnification Clause in Engagement
Letter . . . . . . . . . . . . . . . . . . . . . . . . 191.188-.189

. Investment Advisory Services,
Rule 101 Considered . . . . . . . . . 391.047-.048

. Investment With a General
Partner . . . . . . . . . . . . . . . . . . . . . . 191.138-.139;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.162-.163

. Joint Closely Held Investment . . . . . . . . . . . 92.16

. Leasing Property to or From
Client . . . . . . . . . . . . . . . . . . . . . . . . 191.182-.183

. Limited Liability Companies. . . . . . . . . . . .101.17

. Litigation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.08

. Loans From Financial Institution
Client . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.07

. Loans From Nonclient Subsidiary or Parent
of Attest Client . . . . . . . . . . . . . . . 191.196-.197

. Loans to/From Entity Connected With
Member. . . . . . . . . . . . . . . . . . . . . .191.220-.221

. Loans to Partnerships Where Covered
Members Are General Partners . . . . . . 101.07

. Loans to Partnerships Where Covered
Members Are Limited Partners . . . . . . .101.07

. Member as Legislator . . . . . . . . . . 191.019-.020

. Member Has Significant Influence Over
Entity That Has Significant Influence
Over Client . . . . . . . . . . . . . . . . . . . 191.212-.213

. Member Joining Client Credit
Union . . . . . . . . . . . . . . . . . . . . . . . . 191.150-.151

. Member Participation in Health and Welfare
Plan of Client . . . . . . . . . . . . . . . . . 191.214-.215

. Member Performing Management
Functions . . . . . . . . . . . 101.15; 191.017-.018;
. . . . . . . . . . . . . . 191.037-.038; 191.041-.042

. Member Providing Attest Report on
Internal Controls . . . . . . . . . . . . . . 191.206-.207

. Members Not in Public Practice . . . . . . . . . 55.04

. Membership in Client Credit
Union . . . . . . . . . . . . . . . . . . . . . . . . 191.150-.151

. Membership in Trade Association With
Client . . . . . . . . . . . . . . . . . . . . . . . . 191.003-.004

. Mutual Funds . . . . . . . . . . . . . . . . . . . . . . . . . 101.17

. Nonattest Services—See Nonattest Services

. Nonindependent Firm on
Engagement . . . . . . . . . . . . . . . . . 191.142-.143

. Partially Secured Loans . . . . . . . . . . . . . . . 101.07

. Partnerships . . . . . . . . . . . . . . . . . . . . . . . . . 101.17

. Period of Professional Engagement . . . . . 92.24
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INDEPENDENCE—continued
. Predispute Agreement to Use ADR

Techniques . . . . . . . . . . . . . . . . . . . 191.190-.191
. Preparation and Transmittal

of Financial Statements to Third
Parties . . . . . . . . . . . . . . . . . . . . . . . 291.019-.020

. Profit-Sharing and Retirement
Trusts. . . . . . . . . . . . . . . . . . . . . . . .191.041-.042

. Retirement Plans . . . . . . . . . . . . . . . . . . . . . 101.17

. Review Report . . . . . . . . . . . . . . . . . 191.148-.149

. Rule 101 Considered When Member
Provides Investment Advisory
Services . . . . . . . . . . . . . . . . . . . . . 391.047-.048

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 101.01

. Savings Plans . . . . . . . . . . . . . . . . . . . . . . . . 101.17

. Section 529 Plans . . . . . . . . . . . . . . . . . . . . 101.17

. Significant Influence . . . . . . . . . . . . . . . . . . . . 92.27

. Social Club Board of
Directors . . . . . . . . . . . . . . . . . . . . .191.031-.032

. Spouse Participation in Retirement,
Savings, or Similar Plan Sponsored by,
or That Invests in Client. . . . . . . . . . . . . .101.02

. Stockholder in Social Club . . . . . . 191.033-.034

. Trust Investments. . . . . . . . . . . . . . . . . . . . .101.17

. Trustee Relationships. . . . . . . . . . . . . . . . .101.02;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.021-.024

. Unpaid Fees/Notes
Receivable . . . . . . . . . . . . . . . . . . . 191.103-.104

. Use of CPA Designation by Member Not
in Public Practice . . . . . . . . . . . . . 191.130-.131

. Vacation Home Joint Interest
With Client . . . . . . . . . . . . . . . . . . . 191.184-.185

INDEPENDENCE STANDARDS
. Acceptable Risk . . . . . . . . . . . . . . . . . . . 100.01.04
. Conceptual Framework for . . . . . 100.01.01-.26
. Definitions. . . . . . . . . . . . . . . . . . . . .100.01.06-.21
. Documentation Preparation . . . . . . . . 100.01.02
. Judgment . . . . . . . . . . . . . . . . . . . . . 100.01.01-.26
. Risk-Based Approach . . . . . . . . . . 100.01.01-.26
. Risk-Based Approach, Steps . . . . . . . 100.01.05
. Unacceptable Risk. . . . . . . . . . . . . . . . .100.01.01
. Use of Framework to Overcome

Prohibitions or Requirements
in Independence Interpretations
and Rulings. . . . . . . . . . . . . . . . . . . . . .100.01.03

INDIVIDUAL IN A POSITION TO INFLUENCE
AN ATTEST ENGAGEMENT

. As Covered Member . . . . . . . . . . . . . . . . . . . 92.06

. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.13

INSTITUTE—See American Institute of CPAs

INSURANCE COMPANIES
. Financial Services Managed for Member or

Member’s Firm . . . . . . . . . . . . . . . 191.081-.082

INTEGRITY
. Client Advocacy . . . . . . . . . . . . . . . . . . . . . . 102.07
. Considerations . . . . . . . . . . . . . . . . . . . . . 54.01-.04
. Educational Services Performed by

Member . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.06

INTEGRITY—continued
. Gifts or Entertainment to or

From Client . . . . . . . . . . . . . . . . . . .191.226-.229
. Knowing Misrepresentation of Financial

Statements . . . . . . . . . . . . . . . . . . . . . . . . . 102.02
. Obligation to Employer’s External

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 102.04
. Professional Responsibility . . . . . . . . 102.04-.05
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 102.01
. Subordination of Judgment . . . . . . . . . . . . 102.05
. Use of Third-Party Service

Provider. . . . . . . . . . . . . . . . . . . . . .191.224-.225
INTERNATIONAL ASSOCIATE
. Applicability of Code of Professional

Conduct . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91.02
INTERPRETATIONS OF RULES OF CONDUCT
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.15

INVESTEES
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .101.10

INVESTIGATIVE SERVICES—See Forensic
Accounting Services

INVESTMENT ADVISORY SERVICES
. Fee Arrangements With Nonattest

Client . . . . . . . . . 391.049-.050; 591.383-.384
. Fee Based on Percentage of Client’s

Investment Portfolio . . . . . . . . . . 391.047-.048
. Rule 101, Consideration of. . . . . .391.047-.048
. Rule 301, Professional Responsibility

to Clients Under . . . . . . . . . . . . . . 391.047-.048
. Rule 302, Member

in Violation of . . . . . . . . . . . . . . . . .391.047-.050
. Rule 503, Member

in Violation of . . . . . . . . . . . . . . . . .391.047-.050
. Professional Responsibility to

Clients Under Rule 301 . . . . . . . 391.047-.048
. Provided by Member to Attest

Client . . . . . . . . . . . . . . . . . . . . . . . . 391.047-.048
. Provided by Member to Nonattest

Client . . . . . . . . . 391.049-.050; 591.383-.384
INVESTMENTS
. Advisory Services . . . . . . . . . . . . . 391.047-.050;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.383-.384
. Bondholders in Municipal

Authority . . . . . . . . . . . . . . . . . . . . . 191.057-.058
. Financial Services Managed

by Client . . . . . . . . . . . . . . . . . . . . . 191.081-.082
. Joint Closely Held

Investment . . . . . . . . . . . . . . . . . . 92.16; 101.02
. Spouse Participation in Retirement,

Savings, or Similar Plan Sponsored by,
or That Invests in Client. . . . . . . . . . . . . .101.02

. With a General Partner . . . . . . . . . 191.138-.139;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.162-.163

INVESTORS
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .101.10

J
JOINT CLOSELY HELD INVESTMENT
. Competence in Performance of

Engagement . . . . . . . . . . . . . . . . . . . . . . . . . 92.16
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JUDGMENT
. Competence in Performance of

Engagement . . . . . . . . . . . . . . . . . . . . . . . . 201.02
. Conceptual Framework for

Independence Standards . . . . . 100.01.01-.26
. Gifts or Entertainment to or

From Client . . . . . . . . . . . . . . . . . . .191.226-.229
. Scope in Nature of Services . . . . . . . . 57.01-.03
. Subcontractor Selection . . . . . . . . 291.015-.016
. Subordination of . . . . . . . . . . . . . . . . . . . . . . 102.05
. Supervision of Specialists . . . . . . .291.017-.018

K
KEY POSITION
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.17
. Prohibitions for Immediate Family

and Close Relatives . . . . . . . . . . . . . . . . . 101.02

L
LAWS
. Alternative Practice

Structures . . . . . . . . . . . . . . . . . 101.16; 505.04

LAWYERS
. Letterhead for CPA/Lawyers . . . . 591.155-.156

LEASES
. Member as Lessee of Client . . . . 191.061-.062;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.182-.183
. Member as Lessor of Client . . . . .191.182-.183

LEGISLATORS
. Members in Local

Government . . . . . . . . . . . . . . . . . . 191.019-.020

LETTERHEADS
. Associated Firms Not

Partnerships . . . . . . . . . . . . . . . . . 591.357-.358
. Associated Members Not

Partners . . . . . . . . . . . . . . . . . . . . . 591.267-.270
. Designation of CPAs Not in Public

Practice . . . . . . . . . . . . . . . . . . . . . 191.130-.131;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.075-.076

. Joint Audit With Former
Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272

. Lawyer/CPA . . . . . . . . . . . . . . . . . . . 591.155-.156

. Personal Financial Specialist
Designation . . . . . . . . . . . . . . . . . . 591.365-.366

. Transmittal of Financial Statements
Prepared by Member to
Third Parties . . . . . . . . . . . . . . . . . 291.019-.020

LIENS
. Response to Requests by Clients for

Records . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.02

LIMITED LIABILITY COMPANIES
. Financial Relationships . . . . . . . . . . . . . . . . 101.17

LIMITED PARTNERSHIPS
. Investment With a General

Partner. . . . . . . .191.138-.139; 191.162-.163
. Loans to Partnerships Where Members Are

Limited Partners . . . . . . . . . . . . . . . . . . . . 101.07

LITIGATION
. Accounting Principles for Support

Services . . . . . . . . . . . . . . . . . . . . . 291.021-.022
. Confidential Client

Information . . . . . . . . . . . . . . . . . . . 391.045-.046
. Conflict of Interests . . . . . . . . . . . . . . . . . . . 102.03
. Consulting Services—See Forensic

Accounting Services
. Effect on Independence . . . . . . . . . . . . . . . 101.08
. Services—See Forensic Accounting Services

LOAN AGREEMENTS—See Borrowing Contract

M
MANAGEMENT
. Conflict of Interests . . . . . . . . . . . . . . . . . . . 102.03
. Deferred Compensation

Committee . . . . . . . . . . . . . . . . . . . 191.037-.038
. Member Performing Management

Functions . . . . . . . . . . . . . . . . . . . .191.017-.018;
. . . . . . . . . . . . . . 191.037-.038; 191.041-.042

MANAGEMENT CONSULTING SERVICES—See
Consulting Services

MANAGER
. As Covered Member . . . . . . . . . . . . . . . . . . . 92.06
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.19

MATERIALITY
. Financial Interest. . . . . . . . . . . . . . . . . . . . . .101.10
. Independence With Respect to

Alternative Practice Structures . . . . . . . 101.16
. Independence With Respect to

Governmental Reporting Entities . . . . . 101.12

MEMBER OR MEMBER’S FIRM
. Accounting Principles . . . . . 203.01-.02; 203.05
. Acts Discreditable—See Acts Discreditable
. Advertising—See Advertising
. Alternative Practice Structures . . . . . . . . 101.16;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.04
. Association. . . . . . . . . . . . . . . . . . . .591.267-.270;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.357-.358
. Billing for Subcontractor’s

Services . . . . . . . . . . . . . . . . . . . . . 591.371-.372
. Client Advocacy . . . . . . . . . . . . . . . . . . . . . . 102.07
. Commissions—See Commissions
. Commissions or Referral Fee Arrangements

With Nonattest Client . . . . . . . . . 391.049-.050;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.383-.384

. Competence—See Competence

. Compliance With Standards . . . . . . . . . . . 202.01

. Confidential Client Information—See
Confidential Client Information

. Conflicts of Interest . . . . . . . . . . . . . . . . . . . 102.03

. Contingent Fees—See Contingent Fees

. Cooperative Arrangement
With Client . . . . . . . . . . . . . . . . . . . . . . . . . . 101.14

. Covered Member . . . . . . . . . . . . . . 92.06; 101.16

. Definition . . . . . . . . . . . . . . . . . . . . . 92.20; 101.16

. Departures From Established Accounting
Principles . . . . . . . . . . . . . . 203.01-.02; 203.05
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MEMBER OR MEMBER’S FIRM—continued
. Discrimination and Harassment in

Employment Practices . . . . . . . . . . . . . . 501.03
. Due Professional Care . . . . . . . . . . . . . . . . 201.01
. Extended Audit Services

to Client. . . . . . . . . . . . . . . . . . . . . .191.206-.207
. Failure to File Tax Return or Pay Tax

Liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . .501.08
. Form of Organization or Name—See Form of

Organization
. Governmental Requirements . . . . . . . . . . 501.04;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.06
. Indemnification of Client . . . . . . . . 191.204-.205
. Independence—See Independence
. Integrity—See Integrity
. Interviews With Press . . . . . . . . . . . 591.215-.216
. Investment Advisory

Services . . . . . . . . . . . . . . . . . . . . . 391.047-.050
. Knowing Misrepresentation of Financial

Statements . . . . . . . . . . . . . . . . . . . . . . . . . 102.02
. Litigation With Client . . . . . . . . . . . 291.021-.022;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.045-.046
. Loans to/From Entity Connected

With Member . . . . . . . . . . . . . . . . . 191.220-.221
. Members Not in Public Practice—See

Members Not in Public Practice
. Negligence in Financial Statement

Preparation . . . . . . . . . . . . . . . . . . . . . . . . . 501.05
. Newsletters and Publications, Member’s

Association With . . . . . . . . . . . . . . 591.351-.352
. Nonattest Services to Client . . . . . . . . . . . 101.05
. Notes Receivable Arising From

Client’s Unpaid Fees . . . . . . . . . . 191.103-.104
. Objectivity—See Objectivity
. Obligation to Employer’s External

Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 102.04
. Ownership of Separate Business . . . . . . 505.03;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.275-.276;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.353-.354

. Planning and Supervision—See Planning and
Supervision

. Practice of Public Accounting Criteria . . . 92.25

. Preparation and Transmittal of Financial
Statements. . . . . . . . . . . . . . . . . . .291.019-.020

. Professional Responsibilities . . . . . . . . . . . . 52.01

. Referrals—See Referrals

. Relationship Between Parties . . . . . . . . . . 102.03

. Representation Regarding GAAP
Conformity . . . . . . . . . . . . . . . . . . . . . . . . . 203.05

. Response to Requests by Clients for
Records . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.02

. Sale of Products to Clients . . . . . .591.369-.370

. Subordination of Judgment . . . . . . . . . . . . 102.05

. Sufficient Relevant Data . . . . . . . . . . . . . . . 201.01

. Third Party Solicitation . . . . . . . . . . . . . . . . 502.06

. Use of Third-Party Service
Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . 291.023-.024; 391.001-.002

MEMBERS
. Associate Member . . . . . . . . . . . . . . . . . . . . . 92.20
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.20
. International Associate . . . . . . . . . . 91.02; 92.20

MEMBERS NOT IN PUBLIC PRACTICE
. Applicability of Code of Conduct. . . . .91.01-.02
. Objectivity Considerations . . . . . . . . . . . . . . 55.04
. Ownership of Separate Business. . . . . . .505.03
. Practice of Public Accounting

Criteria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.25
. Use of CPA Designation . . . . . . . . 191.130-.131;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.075-.076
MISREPRESENTATION
. Educational Services Performed by

Member . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102.06
. Knowingly False and Misleading Financial

Statements . . . . . . . . . . . . . . . . . . . . . . . . . 102.02
MUNICIPALITIES
. Members as Bondholders . . . . . . .191.057-.058

MUTUAL FUNDS
. Financial Relationships . . . . . . . . . . . . . . . . 101.17

N
NEWSLETTERS
. Member’s Association With. . . . . .591.351-.352

NONATTEST SERVICES
. Appraisal, Valuation, and Actuarial . . . . . 101.05
. Benefit Plan Administration . . . . . . . . . . . . 101.05
. Bookkeeping . . . . . . . . . . . . . . . . . . . . . . . . . 101.05
. Consulting . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.05
. Corporate Finance . . . . . . . . . . . . . . . . . . . . 101.05
. Examples . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.05
. Executive or Employee Search . . . . . . . . 101.05
. Forensic Accounting Services . . . . . . . . . 101.05
. Information Systems . . . . . . . . . . . . . . . . . . 101.05
. Internal Audit Assistance . . . . . . . . . . . . . . 101.05
. Investment . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.05
. Nontax Disbursement . . . . . . . . . . . . . . . . . 101.05
. Regulatory Bodies . . . . . . . . . . . . . . . . . . . . 101.05
. Relation to Independence . . . . . . . . . . . . . 101.05
. Tax Services . . . . . . . . . . . . . . . . . . . . . . . . . 101.05

NONCLIENTS
. Confidential Information From

MCS Client . . . . . . . . . . . . . . . . . . . 391.027-.028
. Investor/Investee Relationship

to Clients . . . . . . . . . . . . . . . . . . . . . . . . . . . 101.10
NORMAL LENDING PROCEDURES, TERMS,

AND REQUIREMENTS
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.21

NOT-FOR-PROFIT ORGANIZATIONS
. Honorary Directorships . . . . . . . . . . . . . . . 101.06;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.128-.129
. Member on Board of Directors

of Social Club . . . . . . . . . . . . . . . . 191.031-.032

O
OBJECTIVITY
. Characteristics . . . . . . . . . . . . . . . . . . . . .55.01-.04
. Client Advocacy . . . . . . . . . . . . . . . . . . . . . . 102.07

OBJ
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OBJECTIVITY—continued
. Conflicts of Interest . . . . . . . . . . . . . . . . . . . 102.03
. Educational Services Performed

by Member . . . . . . . . . . . . . . . . . . . . . . . . . 102.06
. Gifts or Entertainment to or

From Client . . . . . . . . . . . . . . . . . . .191.226-.229
. Knowing Misrepresentation of Financial

Statements . . . . . . . . . . . . . . . . . . . . . . . . . 102.02
. Member as Bank Director . . . . . . 191.170-.171;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.035-.036
. Member as Director of Federated

Fund-Raising Organization . . . . . 191.186-.187
. Member Providing Other Professional

Services for Company
Executives. . . . . . . . . . . . . . . . . . .191.198-.199;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.041-.042

. Members Not in Public Practice . . . . . . . . . 55.04

. Obligation to Employer’s External
Accountant . . . . . . . . . . . . . . . . . . . . . . . . . 102.04

. Professional Responsibility . . . . . . . . 102.04-.05

. Relationship Between Parties . . . . . . . . . . 102.03

. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 102.01

. Subordination of Judgment . . . . . . . . . . . . 102.05

. Use of Third-Party Service
Provider. . . . . . . . . . . . . . . . . . . . . .191.224-.225

OFFICE
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.22

OFFICERS
. Independence With Respect to

Alternative Practice Structures . . . . . . . 101.16

OPINIONS, AUDITORS’
. Departures From Established

Principles. . . . . . . . . . . . . . . . . . . . . . . . . . .203.01
. Impairment of Independence . . . . 191.200-.201
. Joint Audit With Former

Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272
. Lack of Independence . . . . . . . . . . 191.148-.149

P
PARTNERS
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.23
. Former Partner in Firm

Name . . . . . . . . . . . . . . . . . . . . . . . 591.279-.280;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.289-.290

. Joint Audit With Former
Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272

. Member With Non-CPA
Partners . . . . . . 591.005-.006; 591.271-.272;
. . . . . . . . . . . . . . 591.281-.282; 591.379-.380

. Nonproprietary Partner Title. . . . .591.273-.274

. Preparation and Transmittal
of Financial Statements
to Third Parties . . . . . . . . . . . . . . . 291.019-.020

. Responsibility for Non-CPA
Partner . . . . . . . . . . . . . . . . . . . . . . 591.005-.006;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.281-.282

. Roster Differs by States . . . . . . . . 591.287-.288

PARTNERS—continued
. Separate Proprietorship

Practice. . . . . . . . . . . . . . . . . . . . . .591.275-.276

PARTNERS AND PROFESSIONAL
EMPLOYEES

. Broadly Defined Independence
Rules . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .101.02

. Employment or Association With
Attest Clients . . . . . . . . . . . . . . . . . . . . . . . 101.04

PARTNERSHIPS
. Associations But Not

Partnerships . . . . . . . . . . . . . . . . . 591.267-.270;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.357-.358

. Financial Relationships . . . . . . . . . . . . . . . . 101.17

. Former Partner in Firm
Name . . . . . . . . . . . . . . . . . . . . . . . 591.279-.280;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.289-.290

. Investment With a General
Partner . . . . . . . . . . . . . . . . . . . . . . 191.138-.139;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.162-.163

. Joint Audit With Former
Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272

. Limited—See Limited Partnerships

. Loans to Partnerships Where Covered
Members Are General Partners . . . . . . 101.07

. Loans to Partnerships Where Covered
Members Are Limited Partners . . . . . . .101.07

. Member With Non-CPA
Partners . . . . . . 591.005-.006; 591.271-.272;
. . . . . . . . . . . . . . 591.281-.282; 591.379-.380

. Nonproprietary Partner Title. . . . .591.273-.274

. Partner With Separate
Practice . . . . . . . . . . . . . . . . . . . . . 591.275-.276;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.353-.354

. Partner’s Roster Differs
by States . . . . . . . . . . . . . . . . . . . . 591.287-.288

. Responsibility for Non-CPA
Partner . . . . . . . . . . . . . . . . . . . . . . 591.005-.006;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.281-.282

PERIOD OF THE PROFESSIONAL
ENGAGEMENT

. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.24

PERSONAL FINANCIAL PLANNING
. Conflict of Interests . . . . . . . . . . . . . . . . . . . 102.03
. Member Providing Services for

Company Executives . . . . . . . . . 191.198-.199;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.041-.042

. Personal Financial Specialist
Designation . . . . . . . . . . . . . . . . . . 591.365-.366

PLANNED UNIT DEVELOPMENTS—See
Common Interest Realty Association

PLANNING AND SUPERVISION
. Due Professional Care. . . . . . . . . . . . . . . . . .56.05
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 201.01

POLITICAL CAMPAIGNS
. Member as Campaign

Treasurer . . . . . . . . . . . . . . . . . . . . 191.164-.165

OBJ
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PRACTICE-MONITORING PROGRAMS
. Alternative Practice

Structures . . . . . . . . . . . . . . . . . 101.16; 505.04

PRACTICE OF PUBLIC ACCOUNTING
. Alternative Practice

Structures . . . . . . . . . . . . . . . . . 101.16; 505.04
. Associated Firms Not

Partnership . . . .591.269-.270; 591.357-.358
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.25
. Letterhead of Lawyer/CPA . . . . . . 591.155-.156
. Nonattest Services to Client . . . . . . . . . . . 101.05
. Ownership of Separate

Business . . . . . . . . . . . . 505.03; 591.275-.276;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.353-.354

. Principles of Professional
Conduct . . . . . . . . . . . . . . . . . . . . . . . . . 51.01-.02

. Professional Responsibilities . . . . . . . . . . . . 52.01

. Responsibility for Non-CPA
Partner . . . . . . . . . . . . . . . . . . . . . . 591.281-.282

PROFESSIONAL SERVICES
. Accounting Principles . . . . . . . . . . .291.021-.022
. Alternative Practice Structures . . . . . . . . 101.16;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.04
. Applicability of Code of Conduct. . . . .91.01-.02
. Associated Firms Not

Partnership . . . . . . . . . . . . . . . . . . 591.269-.270;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.357-.358

. Client Advocacy . . . . . . . . . . . . . . . . . . . . . . 102.07

. Clients by Third Parties . . . . . . . . . . . . . . . 502.06

. Competence. . . . . . . . . . . . . . . . . . . . . .201.01-.02

. Compliance With Standards . . . . . . . . . . . 202.01

. Confidential Information . . . . . . . . .391.011-.012

. Conflicts of Interest . . . . . . . . . . . . . . . . . . . 102.03

. Contingent Fees . . . . . . . . . . . . . . . . . . 302.01-.02

. Deciding to Perform . . . . . . . . . . . . . . . . . 191.221

. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.26

. Due Professional Care . . . . . . . . . . . . . . . . 201.01

. Educational Services. . . . . . . . . . . . . . . . . .102.06

. General Standards . . . . . . . . . . . . . . . . . . . . 201.01

. Governmental Requirements . . . . . . . . . . 501.04;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501.06

. Indemnification Agreement as Condition
for Performance . . . . . . . . . . . . . . 191.204-.205

. Investment Advisory
Services. . . . . . . . . . . . . . . . . . . . .391.047-.050;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.383-.384

. Joint Audit With Former
Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272

. Loans to/From Entity Connected
With Member . . . . . . . . . . . . . . . . . 191.220-.221

. Member Providing Other Services for
Company Executives . . . . . . . . . 191.198-.199;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.041-.042

. Membership in Client Credit
Union . . . . . . . . . . . . . . . . . . . . . . . . 191.150-.151

. Nonattest Services—See Nonattest Services

PROFESSIONAL SERVICES—continued
. Ownership of Separate Business . . . . . . 505.03;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.275-.276;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.353-.354

. Period of Professional Engagement . . . . . 92.24

. Planning and Supervision . . . . . . . . . . . . . .201.01

. Referral of Products to
Clients . . . . . . . . . . . . . . . . . . . . . . . 591.375-.376

. Relationship Between Parties . . . . . . . . . . 102.03

. Scope and Nature . . . . . . . . . . . . . . . . . . 57.01-.03

. Subcontractor’s Services, Billings
to Clients . . . . . . . . . . . . . . . . . . . . 591.371-.372

. Subordination of Judgment . . . . . . . . . . . . 102.05

. Sufficient Relevant Data . . . . . . . . . . . . . . . 201.01

. Unpaid Fees/Notes
Receivable . . . . . . . . . . . . . . . . . . . 191.103-.104

. Use of Third-Party Service
Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . 291.023-.024; 391.001-.002

PROMOTERS
. Independence With Respect to

Alternative Practice Structures . . . . . . . 101.16

PUBLICATIONS
. Member’s Association With. . . . . .591.351-.352

PURCHASE/SALE OF PRACTICE
. Confidential Client Information . . . . . . . . . 301.04

R
RECEIVABLES
. Notes Receivable/Unpaid

Fees . . . . . . . . . . . . . . . . . . . . . . . . . 191.103-.104

RECORDS
. Requests From Client’s

Representative . . . . . . . . . . . . . . . 591.377-.378

REFERRALS
. Independence With Respect to

Alternative Practice Structures . . . . . . . 101.16
. Products to Clients . . . . . . . . . . . . . 591.375-.376
. Rule of Conduct . . . . . . . . . . . . . . . . . . . . . . 503.01

REGULATIONS
. Alternative Practice

Structures . . . . . . . . . . . . . . . . . 101.16; 505.04

RELATIONSHIP WITH CLIENTS
. ADR Techniques . . . . . . . . . . . . . . . . 191.190-.193
. Advisory Services . . . . . . . . . . . . . . 191.015-.016
. Co-Fiduciary With Client Bank. . . .191.075-.076
. Confidential Information From

Nonclient. . . . . . . . . . . . . . . . . . . . .391.027-.028
. Cooperative Arrangements . . . . . . . . . . . . 101.14
. Disclosure of Information From

Previous Engagement . . . . . . . . .391.029-.030
. Independence With Respect to

Alternative Practice Structures . . . . . . . 101.16
. Indirect Financial Interests . . . . . . . . . . . . . 101.10
. Loan to/From Entity Connected

With Member . . . . . . . . . . . . . . . . . 191.220-.221

REL
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RELATIONSHIP WITH CLIENTS—continued
. Member Has Significant Influence

Over Entity That Has Significant
Influence Over Client . . . . . . . . . . 191.212-.213

. Member Participation in Health and
Welfare Plan of Client . . . . . . . . . 191.214-.215

. Member Preparation and Transmittal
of Financial Statements to
Third Parties . . . . . . . . . . . . . . . . . 291.019-.020

. Member’s Depository Relationship With
Client Financial Institution. . . . . .191.140-.141

. Nonattest Services . . . . . . . . . . . . . . . . . . . 101.05

. Response to Requests for Records . . . . 501.02

. Retirement Fund Managed for Member
or Member’s Firm. . . . . . . . . . . . .191.081-.082

. Servicing Member’s Loan . . . . . . . 191.134-.135

. Spouse Participation in Retirement,
Savings, or Similar Plan Sponsored
by, or That Invests in Client . . . . . . . . . . 101.02

REPORTS
. Associated Members Not

Partners . . . . . . . . . . . . . . . . . . . . . 591.267-.268
. Partnership With Non-CPA . . . . . . 591.271-.272;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.379-.380

REPORTS, AUDITORS’
. Compilation Reports . . . . . . . . . . . .191.148-.149
. Impairment of Independence . . . . 191.200-.201
. Independence . . . . . . . . . . . . . . . . . . 191.148-.149
. Joint Audit With Former

Partners . . . . . . . . . . . . . . . . . . . . . 591.271-.272
. Review Reports . . . . . . . . . . . . . . . . 191.148-.149
. Unpaid Fees/Notes

Receivable . . . . . . . . . . . . . . . . . . . 191.103-.104

REQUESTS FOR RECORDS
. Response to Requests by Clients . . . . . . 501.02

RESOLUTIONS OF COUNCIL
. FASB Designated to Establish

Principles. . . . . . . . . . . . . . . . . . . . . . . . . . .203.03
. GASB Designated to Establish

Principles. . . . . . . . . . . . . . . . . . . . . . . . . . .203.03

RESPONSIBILITIES TO CLIENTS
. Competitive Information . . . . . . . . 391.011-.012
. Confidential Client

Information. . . . . . . . . .191.198-.199; 301.01;
. . . . . 301.04; 391.029-.030; 391.041-.042

. Disclosure of Client’s Name . . . . . 391.013-.014

. Disclosure of Confidential Information
to Professional Liability Insurance
Carrier . . . . . . . . . . . . . . . . . . . . . . . 391.039-.040

. Irregularities in Tax Return . . . . . . 391.005-.006

. Subcontractor Selection . . . . . . . . 291.015-.016

. Trade Association Request for
Client Information . . . . . . . . . . . . . 391.003-.004

RESPONSIBILITIES TO COLLEAGUES
. Non-CPAs . . . . . . . . . . . . . . . . . . . . . 591.005-.006;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.281-.282
. Principles of Professional Conduct . . . . . . 52.01

RESPONSIBILITIES TO PUBLIC
. Alternative Practice Structures . . . . . . . . 101.16;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 505.04
. Associated Members Not

Partners . . . . . . . . . . . . . . . . . . . . .591.267-.270;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.357-.358

. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . 53.01-.04

. False or Misleading Advertising . . . . . . . . 502.03

. Principles of Professional Conduct. . . . . .52.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53.01-.04

RETIREMENT PLANS
. Financial Relationships . . . . . . . . . . . . . . . . 101.17
. Managed by Client. . . . . . . . . . . . . .191.081-.082
. Spouse Participation in Retirement,

Savings, or Similar Plan Sponsored
by, or That Invests in, Client . . . . . . . . . 101.02

REVIEW ENGAGEMENT
. Commissions or Referral Fees . . . . . . . . .503.01
. Compliance With Standards . . . . . . . . . . . 202.01
. Contingent Fees . . . . . . . . . . . . . . . . . . . . . . 302.01

RISK-BASED APPROACH—See Independence
Standards

S
SAFEGUARDS
. Categories . . . . . . . . . . . . . . . . . . . . .100.01.01-22
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . 100.01.20
. Effectiveness . . . . . . . . . . . . . . . . . . . . . 100.01.21
. Examples Created by the Profession,

Legislation, or Regulation . . . . . . . . 100.01.24
. Examples Implemented by the

Attest Client . . . . . . . . . . . . . . . . . . . . . 100.01.25
. Examples Implemented by

the Firm. . . . . . . . . . . . . . . . . . . . . . . . .100.01.26

SAVINGS PLANS
. Financial Relationships . . . . . . . . . . . . . . . . 101.17
. Spouse Participation in Retirement,

Savings, or Similar Plan Sponsored
by, or That Invests in Client . . . . . . . . . . 101.02

SEC PRACTICE SECTION
. Alternative Practice Structures . . . . . . . . 505.04

SECTION 529 PLANS
. Financial Relationships . . . . . . . . . . . . . . . . 101.17

SIGNIFICANT INFLUENCE
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.27
. Effect on Independence . . . . . . 101.02; 101.16

SOCIAL CLUBS
. Member as Stockholder . . . . . . . . 191.033-.034
. Member on Board

of Directors . . . . . . . . . . . . . . . . . . 191.031-.032

SOLICITATION—See Advertising

SPECIALIZATION
. Subcontractor Selection . . . . . . . . 291.015-.016
. Supervision of Specialists . . . . . . .291.017-.018

REL
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SPOUSE OF MEMBER
. Participation in Retirement,Savings,

or Similar Plan Sponsored by,
or That Invests in, Client . . . . . . . . . . . . . 101.02

. Receipt of Contingent Fees or Commissions
From Attest Client . . . . . . . . . . . .391.037-.038;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 591.373-.374

STAFF MEMBERS
. Competence . . . . . . . . . . . . . . . . . . . . . . . . . 201.02
. Supervision of Specialists . . . . . . .291.017-.018

STATEMENTS ON STANDARDS FOR
ATTESTATION ENGAGEMENTS—See
Attestation Engagements

STOCKHOLDERS/OWNERS
. Common Interest Realty Association

Services . . . . . . . . . . . . . . . . . . . . . 191.061-.062
. Form of Organization and Name . . . . . . . 505.01
. Member, as Principle Shareholder,

Connected With Entity Having Loan
to/From a Client . . . . . . . . . . . . . . 191.220-.221

. Past Owners, Use of Names. . . . . . . . . . .505.01

. Preparation and Transmittal of
Financial Statements
to Third Parties . . . . . . . . . . . . . . . 291.019-.020

STUDENT FUNDS
. Faculty Member as Auditor . . . . . .191.095-.096

SUBCONTRACTORS
. Management Consulting Services

Engagements . . . . . . . . . . . . . . . . 291.015-.016

SUBORDINATION
. Judgment to Others. . . . . . . . . . . . . . . . . . .102.06

SUCCESSOR ACCOUNTANT
. Tax Return Irregularities. . . . . . . . .391.005-.006

SUPERVISION
. Specialists . . . . . . . . . . . . . . . . . . . . . 291.017-.018

T
TAX SERVICES
. Compliance With Standards . . . . . . . . . . . 202.01
. Conflict of Interests . . . . . . . . . . . . . . . . . . . 102.03
. Contingent Fees . . . . . . . . . . . . . . . . . . 302.01-.02
. Definitions. . . . . . . . . . . . . . . . . . . . . . . . . . . .101.05
. Disclosure of Joint Tax

Information . . . . . . . . . . . . . . . . . . . 391.031-.032
. Engagement Involving Client

Advocacy. . . . . . . . . . . . . . . . . . . . . . . . . . .102.07
. Failure to File Tax Return or Pay Tax

Liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . .501.08
. Information to Successor

Accountant . . . . . . . . . . . . . . . . . . . 391.005-.006
. Member Providing Services for

Company Executives . . . . . . . . . 191.198-.199;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.041-.042

. Performance of Nonattest Services . . . . 101.05

. Use of Third-Party Service
Provider . . . . . . . . . . . . . . . . . . . . . 191.224-.225;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . 291.023-.024;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.001-.002

TERMINATION OF ENGAGEMENT
. Effect of Litigation . . . . . . . . . . . . . . . . . . . . 101.08
. Information to Successor

Accountant . . . . . . . . . . . . . . . . . . . 391.005-.006

TERMINOLOGY
. Adverse Interest Threat . . . . . . . . . . . . 100.01.15
. Advocacy Threat . . . . . . . . . . . . . . . . . . 100.01.14
. Attest Engagement. . . . . . . . . . . . . . . . . . . . .92.01
. Attest Engagement Team. . . . . . . . . . . . . . . 92.02
. Beneficially Owned . . . . . . . . . . . . . . . . . . . .101.17
. Client . . . . . . . . . . . . . . . . . . . . . . . . . 92.03; 101.10
. Close Relative . . . . . . . . . . . . . . . . . . . . . . . . . 92.04
. Contingent Fees . . . . . . . . . . . . . . . . . . 302.01-.02
. Cooperative Arrangements . . . . . . . . . . . . 101.14
. Council . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.05
. Covered Member . . . . . . . . . . . . . . . . . . . . . . 92.06
. Direct Financial Interest . . . . . . . . . . . . . . . 101.17
. Direct Superiors . . . . . . . . . . . . . . . . . . . . . . 101.16
. Directly Control . . . . . . . . . . . . . . . . . . . . . . . 101.16
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Bylaws of the American Institute
of Certified Public Accountants

As Amended October 28, 1997, unless otherwise indicated

DEFINITIONS
As used in these bylaws, implementing resolutions of Council thereun-

der, or the Code of Professional Conduct, masculine terms shall be understood
to include the feminine; "state" shall be understood to include the District of
Columbia, Puerto Rico, and the territories, or territorial possessions of the
United States of America; "firm" shall be understood to mean any organiza-
tion permitted by law or regulation; "owner" shall be understood to include
partners, partner equivalents, shareholders, or other owners of a firm; "official
records of the Institute" shall be understood to mean the records of the mem-
bership department; and "committee" shall be understood to include any board
(except the AICPA Board of Directors), division, task force, or any subdivision
thereof.

[As revised May 15, 2000; revised November 6, 2007.]

Definitions
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BL Section 100

1. NAME AND PURPOSE

TABLE OF CONTENTS
Section Paragraph

101 Name and Purpose . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01
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BL Section 101

Name and Purpose

As amended
January 12, 1988

.01 The name of this organization shall be the American Institute of Cer-
tified Public Accountants. In keeping with the Institute's certificate of incorpo-
ration, its objectives shall be to unite certified public accountants in the United
States; to promote and maintain high professional standards of practice; to as-
sist in the maintenance of standards for entry to the profession; to promote
the interests of CPAs; to develop and improve accounting education; and to en-
courage cordial relations between CPAs and professional accountants in other
countries.

BL §101.01
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2. ADMISSION TO, AND RETENTION OF,
MEMBERSHIP AND ASSOCIATION
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220 Requirements for Admission to Membership . . . . . . . . . . . . . . . . . . . . . . . . . . .01

220R Implementing Resolution Under Section 2.2 Requirements for
Admission to Membership. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01-[.03]

230 Requirements for Retention of Membership . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

230R Implementing Resolutions Under Section 2.3 Requirements for
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240 Certificate of Membership . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01
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BL Section 210

2.1 Members
As amended

January 12, 1988

.01 Members of the Institute shall be

2.1.1 Members of the Institute at the effective date of these bylaws,
and

2.1.2 Persons who shall qualify for admission as provided in section 2.2
of this article and who shall be admitted under procedures adopted by the
Board of Directors.

BL §210.01
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BL Section 220

2.2 Requirements for Admission to
Membership

As amended
January 12, 1988,

unless otherwise
indicated

.01 Persons may qualify for admission as members of the Institute if they
satisfy the criteria listed below:

2.2.1 They are in possession of a valid and unrevoked certified public
accountant certificate issued by a legally constituted authority,

2.2.2 They have passed an examination in accounting and other related
subjects satisfactory to the Board of Directors, and

2.2.3 With respect to those persons who are engaged in the practice
of public accounting as an owner or as an employee who has been licensed
as a CPA for more than two years, either they are practicing in a firm
that is enrolled in an Institute-approved practice-monitoring program if
the services performed by such a firm are within the scope of the AICPA's
practice-monitoring standards and the firm issues reports purporting to
be in accordance with AICPA professional standards, or if authorized by
Council, are themselves enrolled in such a program.
[As amended October 28, 1997 and May 15, 2000.]

(See section 220R.)

2.2.4 With respect to persons who first become eligible to take the ex-
amination required by section 2.2.2 after the year 2012, they shall have
obtained 150 semester hours of education at an accredited college or uni-
versity including a bachelor's degree or its equivalent. After 2012, a person
who does not meet the educational requirement set out in this section shall,
nonetheless, be eligible for membership upon enactment (regardless of the
effective date) of the education requirement set out in this section by the
state which grants the certificate required under section 2.2.1.

[As revised May 15, 2000; revised November 6, 2007.]

BL §220.01
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BL Section 220R

Implementing Resolution Under Section 2.2
Requirements for Admission to Membership

As amended
October 24, 1994,

unless otherwise
indicated

Under Sections 2.2.3 and 2.3.4 to Implement the
Practice-Monitoring Requirement
Resolved:

.01 That the Board of Directors is authorized to establish within the In-
stitute a peer review division governed by an executive committee named the
"peer review board" having senior status with authority to carry out the activ-
ities of the division. The primary activities of the division will be to establish
and conduct, in cooperation with state CPA societies, practice-monitoring pro-
grams for AICPA and state society members engaged in the practice of public
accounting. Such activities shall not conflict with the policies and standards
of the AICPA and shall be subject to the oversight of the Board of Directors.
The nominees to serve on the peer review board shall be selected by the AICPA
nominations committee and elected by Council.

[As revised by Council May 15, 2000.]
Further Resolved:

.02 A firm within the description of subparagraph A of Council Resolution
Concerning Rule 505 shall be required to enroll in an Institute-approved
practice-monitoring program. An individual engaged in the practice of public
accounting in a firm not within the description of Subparagraph A of Council
Resolution Concerning Rule 505, but who performs compilations of financial
statements in accordance with the Statements on Standards for Account-
ing and Review Services shall be enrolled in an Institute-approved practice-
monitoring program. A firm or individual enrolled in a practice-monitoring
program established herein shall be deemed to be enrolled in an approved
practice-monitoring program under sections 2.2.3 and 2.3.4 of the bylaws. A
firm or individual which is dropped for disciplinary reasons from enrollment
in a practice-monitoring program established herein is ineligible to enroll in
another Institute-approved practice-monitoring program until the cause of the
disciplinary action is removed.

[As amended by Council October 28, 1997; revised May 15, 2000; revised Novem-
ber 6, 2007.]
Further Resolved:

[.03] [Deleted May 15, 2000.]

BL §220R[.03]
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BL Section 230

2.3 Requirements for Retention of
Membership

As amended
January 8, 1990,
unless otherwise

indicated

.01 Members of the Institute shall

2.3.1 Pay dues as established by Council.
2.3.2 Conform with these bylaws and the Rules of the Code of Profes-

sional Conduct.
2.3.3 Complete continuing professional education requirements estab-

lished by Council.

(See section 230R.)

2.3.4 Engage in the practice of public accounting with a firm that is
enrolled in an Institute-approved practice-monitoring program if the ser-
vices performed by such a firm are within the scope of the AICPA's practice-
monitoring standards and the firm issues reports purporting to be in ac-
cordance with AICPA professional standards or, if authorized by Council,
themselves enroll in such a program.

[As amended October 28, 1997; revised May 15, 2000.]

(See section 220R, as amended October 24, 1994.)

2.3.5
[Deleted November 6, 2007.]

BL §230.01
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BL Section 230R

Implementing Resolutions Under Section 2.3
Requirements for Retention of Membership

As amended
January 12, 1988,

unless otherwise indicated

Under Sections 2.2.3 and 2.3.4 to Implement the
Practice-Monitoring Requirement

[.01–.03] [Deleted March 1995. See section 220R.]

Under Section 2.3.3 Continuing Professional Education
for Members
Resolved:

.04 That pursuant to section 2.3.3 of the bylaws the continuing professional
education requirement for membership in the American Institute of Certified
Public Accountants shall be as follows:

From January 1, 2001, forward and for each three-year reporting period there-
after, all AICPA members shall complete 120 hours, or its equivalent, of con-
tinuing professional education. Compliance can be achieved either by a formal
program of education or by any other means, however measured, that would
be reasonably expected to maintain professional competencies in the member's
area of practice or employment. Members shall report compliance with such
requirement to the AICPA each year and shall keep appropriate records and
submit copies of such on request of the Institute.
[As amended by Council September 23, 1989 and May 7, 1997.]

[.05–.06] [Deleted January 1, 2001.]

Further Resolved:
.07 That the Board of Directors, or a body designated or appointed by it,

shall have the power and authority to

a. Identify and accept methods of learning to meet and measure this
continuing professional education requirement.

b. Grant exceptions for reasons such as retirement, inactive dues
status, health, military service, foreign residency, or any other
reason it deems appropriate.

[As amended by Council May 7, 1997.]

Under Section 2.3.5, Definition of ”SEC Client”
[.08] [Deleted November 6, 2007.]

BL §230R[.08]
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BL Section 240

2.4 Certificate of Membership

As amended
January 12, 1988

.01 Upon admission each member shall be entitled to a certificate setting
forth that the person is a member of the Institute, but no certificate shall be
issued until receipt of dues for the current year. Certificates of membership
shall be returned upon the demand of the secretary of the Institute in the event
of suspension or termination of membership.

BL §240.01
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BL Section 250

2.5 Right of Members to Describe
Themselves as Such

As amended
January 12, 1988,

unless otherwise
indicated

.01 A member of the Institute shall be entitled to use the designation
"Member of the American Institute of Certified Public Accountants." A firm
shall be entitled to use the designation "Members of the American Institute of
Certified Public Accountants" only if all of its CPA owners are members.

[As revised May 15, 2000.]

BL §250.01
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BL Section 260

2.6 International Associates

As amended
January 12, 1988,

unless otherwise
indicated

.01 International associates shall include those who were international
associates on or before January 12, 1988. Thereafter, citizens of other coun-
tries who shall satisfy such requirements as the Council may prescribe may be
admitted as international associates. The Council shall adopt rules governing
such association and indications thereof.

[As revised May 15, 2000.]
(See section 260R.)

BL §260.01
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BL Section 260R

Implementing Resolution Under Section 2.6
International Associates

As adopted
May 7, 1997

Resolved:
.01 That a new category of nonvoting international associate be created

pursuant to bylaw section 2.6 and made available to all certified public ac-
countants or chartered accountants, or their equivalents, who are members of
associations belonging to the International Federation of Accountants (IFAC)
and who are of good moral character and do not hold a CPA certificate issued
by a U.S. jurisdiction. If reasonably practicable and appropriate, except for vot-
ing, eligibility for a seat on Council or as a nonpublic member of the Board of
Directors, all other member benefits will be made available to international
associates.

BL §260R.01
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3. ORGANIZATION AND PROCEDURE
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3.1 General

As amended
January 12, 1988,

unless otherwise
indicated

.01 The organization of the Institute shall include the members, the Coun-
cil, the Board of Directors, officers, and committees.

.02 The Board of Directors may from time to time organize the committees
and staff of the Institute into divisions and, subject to section 3.6, may adopt
rules of procedure and operating policies for such divisions.

3.1.1 Communications With Members
Any communication, notification or other action required by these by-

laws to be provided or undertaken by mail or in writing, to or from the
members, may be provided or undertaken by any means including but not
limited to electronic or telephonic means, as authorized by Council. Except
for determining a member's residence for voting purposes under section
3.2.3, a member's mailing address for purposes of these bylaws may be an
electronic or other form of address, in lieu of a postal address.
[As adopted May 15, 2000.]

BL §310.02
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BL Section 320

3.2 Membership
As amended

June 17, 1996,
unless otherwise

indicated

.01 The rights and powers of the membership of the Institute shall be as
defined herein.

3.2.1 Attendance at Meetings
Every member and international associate of the Institute shall be

entitled to attend all meetings of the Institute.
3.2.2 Voting Rights
Every member, but no international associate, shall be entitled to vote

in person, when in attendance, upon all questions brought before duly
called meetings of the Institute, and by mail ballot for the election of Council
members pursuant to sections 6.1 through 6.1.6, on proposed amendments
to these bylaws or to the Code of Professional Conduct as provided in article
8, and upon proposed resolutions of the membership as provided in section
5.1.4.

3.2.3 Residence for Voting Purposes
The state from which a member may vote shall be that indicated by the

member's mailing address as carried in the official records of the Institute,
and may be either the state in which the member resides or that in which
the member's office is located.

3.2.4 Resolutions of the Membership
As provided in section 5.1.4, the members by mail ballot may enact

resolutions of the membership, not inconsistent with these bylaws, which
shall be binding upon the membership, the Council, the Board of Directors,
officers, committees, and staff.

3.2.5 Certain Positions to Be Held Only by Members
With the exceptions noted below, only members of the Institute, as

defined in section 2.1, may serve as members of the Council, the Board of
Directors, or any committee or board designated as "senior" by the Council
(see section 3.6.1) or as "permanent" by these bylaws (see section 3.6.2).
Exceptions to this rule are as follows:
1. Three representatives of the public, none of whom shall be members of

the Institute, shall be members of the Board of Directors and Council.
2. Council may authorize the appointment of persons who are not Institute

members to any senior or permanent committee or board provided the
non-Institute members do not constitute more than twenty-five percent
of its membership.

[As revised May 15, 2000.]
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BL Section 320R

Implementing Resolution Under Section
3.2 Membership

As adopted
May 15, 2000,

unless otherwise
indicated

Under Section 3.2.5 Certain Positions to Be Held
Only by Members
Resolved:

.01 That pursuant to bylaw section 3.2.5, persons who are not Institute
members may be appointed to the following senior or permanent committees
or boards:

• Board of Examiners

• Professional Ethics Executive Committee

• Auditing Standards Board

• Accounting Standards Executive Committee

• Center for Audit Quality Governing Board

• Peer Review Board

[As revised by Council October 21, 2003; revised October 24, 2005; revised
May 21, 2006.]
Further Resolved:

.02 That except as otherwise provided by Council, and except for com-
mittees of the Board of Directors, such as the Committee on Audit, no public
member on a senior or permanent committee or board may serve as its chair.

BL §320R.02
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BL Section 330

3.3 Council

As amended
January 12, 1988

.01 The governing body of the Institute shall be the Council.

3.3.1 Composition
The Council shall be composed of

3.3.1.1 Members of the Institute directly elected by the membership
in each state in accordance with sections 6.1.1 through 6.1.6;

3.3.1.2 Representatives of the recognized state societies of certified
public accountants selected in accordance with section 6.2;

3.3.1.3 Twenty-one members-at-large selected in accordance with
section 6.3;

3.3.1.4 All members of the Board of Directors of the Institute;
3.3.1.5 All past presidents of the American Institute of Certified

Public Accountants who served prior to December 31, 1973, and are
members of the Institute;

3.3.1.6 All past chairmen of the board of the American Institute of
Certified Public Accountants who are members of the Institute.
3.3.2 Powers
The Council may exercise all powers requisite for the purposes of the

Institute, not inconsistent with these bylaws or with duly enacted reso-
lutions of the membership, including but not limited to the authority to
prescribe the policies and procedures of the Institute and to enact reso-
lutions binding upon the Board of Directors, the officers, committees, and
staff.

3.3.3 Reports to Membership
The actions of the Council shall be reported to the membership at least

annually.

BL §330.01
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BL Section 340

3.4 Board of Directors

As amended
January 12, 1988

.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 340R.)

3.4.1 Powers
The Board of Directors shall act as the executive committee of Coun-

cil 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 Reports to Council
The actions of the Board of Directors shall be reported to the Council

at least semiannually.

BL §340.01
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BL Section 340R

Implementing Resolution Under Section 3.4
Board of Directors

As amended
May 23, 1994

Resolved:
.01 That the Board of Directors shall be composed of

(a) The chairman, the vice chairman, and the immediate past chairman
of the Board of Directors;

(b) The president of the Institute;
(c) Sixteen present or former members of the Council elected pursuant

to section 6.3 to serve for three years or until the election of their
successors; and

(d) Three representatives of the public, who are not members of the In-
stitute.

BL §340R.01
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BL Section 350

3.5 Officers Elected by Council

As amended
June 17, 1996

.01 The officers of the Institute elected by the Council shall be a chairman
of the Board of Directors and a vice chairman of the board, who shall be the
chairman of the board nominee, both of whom shall be members possessing
valid and unrevoked certified public accountant certificates. The chairman and
the vice chairman of the board shall have such terms of office, powers, and
privileges as the Council may prescribe.

(See section 350R.)

3.5.1 Officers Appointed by the Board of Directors
The officers of the Institute appointed by the Board of Directors shall

be a president, who shall be a full-time employee of the Institute and who
shall be a member possessing a valid and unrevoked certified public ac-
countant certificate, and a secretary, who shall be a full-time employee of
the Institute, but need not be a member of the Institute. The president and
the secretary shall have such terms of office, powers, and privileges as the
Board of Directors may prescribe. The Board of Directors may also appoint
staff vice presidents who shall be neither members of the board nor of the
Council and who shall perform such duties as may be assigned to them by
the president.

BL §350.01
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BL Section 350R

Implementing Resolution Under Section
3.5 Officers Elected by Council

As amended
January 14, 1992

Resolved:
Term of Office

.01 That the chairman and the vice chairman of the Board of Directors
shall each be elected annually by the Council for a term of one year or until
the election of that person's successor. Neither may succeed oneself in the same
office after serving a full term of one year. The term of the president and the
secretary shall be determined by the Board of Directors.

Chairman of the Board
.02 That the chairman of the Board of Directors shall preside at meet-

ings of members of the Institute, the Council, and the Board of Directors. The
chairman shall appoint committees and boards as provided in section 3.6 of the
bylaws. The chairman shall act as a spokesperson for the Institute and appear
on its behalf before other organizations.

Vice Chairman of the Board
.03 That the vice chairman shall be chairman-nominee of the Board of

Directors and shall preside in the absence of the chairman at meetings of the
Institute, the Council, and the Board of Directors. The vice chairman shall fa-
miliarize oneself with the duties of the office of chairman and shall perform such
other related duties as may be assigned to the vice chairman by the chairman.

President
.04 That the president shall have full responsibility for the execution of the

policies and programs of the Institute, act as a spokesperson for the Institute,
and perform such other services as may be assigned to the president by the
Council and the Board of Directors.

Secretary
.05 That the secretary of the Institute shall have the usual duties of a cor-

porate secretary and shall perform such other related duties as may be assigned
to the secretary by the president. An assistant secretary to serve in the secre-
tary's absence, who need not be a member of the Institute, may be appointed
by the Board of Directors.

BL §350R.05
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BL Section 360

3.6 Committees

As amended
June 17, 1996,

unless otherwise indicated

.01 Except as otherwise provided by these bylaws or the Council (see sec-
tion 3.6.1), the chairman of the Board of Directors, or the chairman's dele-
gate, may appoint committees and boards with such duties, powers, responsi-
bilities, and procedures as the chairman may prescribe. The chairman of the
board and the president shall have the privilege of the floor at meetings of
all committees.

(See section 360R.)

3.6.1 Senior Committees
The Council may designate any committee as a "senior" committee.

The appointment by the chairman of the Board of Directors of members
and any appointed pursuant to bylaw 3.2.5, to senior committees shall
require the approval of the Board of Directors. The scope of responsibility of
senior committees shall be as the Council may prescribe consistent with the
specific provisions of these bylaws. The Board of Directors shall prescribe
the duties, powers, and procedures of such committees.
[As revised November 6, 2007.]

(See section 360R.)

3.6.2 Permanent Committees, Boards, and Divisions
The following shall be permanent committees, boards, or divisions of

the Institute: the nominations committee (see section 3.6.2.1); the pro-
fessional 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 360R.)

3.6.2.1 Nominations Committee
There shall be a nominations committee composed of eleven per-

sons, including any appointed pursuant to bylaw 3.2.5 and members
of the Institute, elected by the Council in such manner as the Council
shall prescribe. It shall be the responsibility of the committee to make
nominations for the offices of chairman of the Board of Directors, vice
chairman of the Board of Directors, the elected members of the Board
of Directors, the joint trial board, the peer review board, and the Coun-
cil, as elsewhere provided in these bylaws, and to apportion among the
states directly elected Council seats pursuant to section 6.1.2.

(See section 360R.)

3.6.2.2 Professional Ethics Division
The executive committee of the professional ethics division, includ-

ing any appointed pursuant to bylaw 3.2.5, shall serve as the ethics
committee of the Institute, and there shall be such other committees

BL §360.01
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within the division as the Board of Directors shall authorize. The ex-
ecutive committee shall (1) subject to amendment, suspension, or re-
vocation by the Board of Directors, adopt rules governing procedures
consistent with these bylaws or actions of Council to investigate po-
tential disciplinary matters involving members, (2) arrange for pre-
sentation of a case before the trial board where the committee finds
prima facie evidence of infraction of these bylaws or of the Code of Pro-
fessional Conduct, (3) interpret the Code of Professional Conduct, (4)
propose amendments thereto, and (5) perform such related services as
the Council may prescribe.

(See section 360R.)

3.6.2.3 Joint Trial Board
There shall be a trial board that, in addition to any appointed

pursuant to bylaw 3.2.5, shall consist of members possessing a valid
and unrevoked certified public accountant certificate, each of whom
shall have been a member for at least five consecutive years prior to
that person's appointment to the joint trial board, to adjudicate disci-
plinary charges against members of the Institute pursuant to section
7.4. Members of the trial board shall be elected by the Council for such
terms as the Council may prescribe.

The trial board is empowered to adopt rules, consistent with these
bylaws or actions of the Council, governing procedure in cases heard by
any hearing panel, and in connection with any application for review
of a decision of a hearing panel.

Decisions of any hearing panel shall be subject to review only by
the trial board.

(See section 360R.)

3.6.2.4 Board of Examiners
There shall be a board of examiners, that, in addition to any ap-

pointed pursuant to bylaw 3.2.5, shall consist of persons who have
passed the Uniform CPA Examination and who possess valid and un-
revoked certified public accountant certificates, appointed by the chair-
man of the Board of Directors subject to the approval of the Board of
Directors. It shall supervise the preparation of a uniform examina-
tion which may be adopted by the legally constituted authorities of the
states in examining candidates for the certified public accountant cer-
tificate and the conduct of the grading service offered by the Institute.
The board of examiners shall formulate the necessary rules and regu-
lations for the conduct of its work, but all such rules and regulations
may be amended, suspended, or revoked by the 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.

BL §360.01



P1: JsY

ACPA096-p5301-5812 ACPA096-Vol-II-PS.cls July 16, 2009 18:9

Committees 1841

BL Section 360R

Implementing Resolutions Under
Section 3.6 Committees

As amended
January 12, 1988,

unless otherwise
indicated

Resolved:

.01 (1) That the following be designated as senior committees and boards: *

• Accounting and review services committee∗

• Accounting standards executive committee∗

• Assurance services executive committee∗

• Auditing standards board∗

• Board of examiners

• Center for audit quality governing board∗

• Employee benefit plans audit quality center executive committee

• Forensic and valuation services executive committee∗

• Government audit quality center executive committee

• Information technology executive committee

• Management consulting services executive committee∗

• National Accreditation Commission

• Peer review board∗

• Personal financial planning executive committee∗

• Private companies practice executive committee∗

• Professional ethics executive committee∗

• Tax executive committee∗

[As amended by Council May, 1988 and May, 1991; revised April, 1992; amended
October, 1994; revised June, 1996; revised May, 1997; revised October 21, 2003;
revised October 24, 2005; revised October, 2007.]

[.02]

[As amended by Council May, 1988 and May, 1991; revised April, 1992; amended
October 24, 1994; revised May, 1997; revised October 21, 2003; revised October
24, 2005; deleted October 2007.]

* Note: * Indicates a senior committee which is authorized to make statements, without clearance
with the Council or the Board of Directors, in matters related to its area of practice.

BL §360R[.02]
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Under Section 3.6.2.1 Nominations Committee
Resolved:

.03 That the nominations committee shall be chaired by the immediate
past chairman of the Board and shall consist of ten additional members serving
two-year terms. At the Council meeting held in conjunction with the annual
meeting, the Board of Directors, after having considered at least ten candidates,
shall recommend five members for election to the nominations committee, each
for a two-year term. At any one time, no more than seven members shall be
members of Council, and none except the chairman shall be a member of the
Board of Directors. Other nominations from the floor shall be permitted. Voting
shall be by voice vote of the incoming Council, or, if requested by a majority of
those present, by written ballot. A majority vote shall elect. With the exception
of its chairman, no member, having served on the nominations committee, shall
be eligible again to serve on the nominations committee until the passage of
five years.

[As amended by Council May, 1991; revised May 15, 2000.]
Further Resolved:

.04 That the nominations committee shall not select any of its members
for positions to be filled by the committee.

Under Section 3.6.2.2 Professional Ethics Division
Resolved:

.05 That in cases where the professional ethics executive committee con-
cludes that a prima facie violation of the Code of Professional Conduct or by-
laws is not of sufficient gravity to warrant further formal action, the committee
may direct the member or members concerned to complete specified continuing
professional education courses, or to take other remedial or corrective action,
provided, however, that there will be no publication of such action in the Insti-
tute's principal membership periodical and the member concerned is notified of
his right to reject such direction. In the case of such a rejection, the professional
ethics executive committee shall determine whether to bring the matter to a
hearing panel of the trial board for a hearing.

Further Resolved:
.06 That in cases where there is prima facie evidence of one or more actions

by or with respect to a member as described in subparagraphs 7.4.1 through
and including 7.4.6 of bylaw section 7.4, the professional ethics executive com-
mittee may decide to offer the member or members concerned the opportunity
to avoid further investigation and a possible hearing before the trial board by
entering into a settlement agreement under such terms and conditions as the
committee deems appropriate including but not limited to agreement by the
member or members (a) to resign from membership or (b) to complete speci-
fied continuing professional education courses and/or to submit to independent
preissuance review of some or all financial statements and accountant's reports
and/or submit to an accelerated practice-monitoring review, and/or to perform
other remedial or corrective action as the committee may determine and/or (c)
to submit to disciplinary action with publication by the Institute as provided
in Council resolutions under bylaw section 7.6. The committee shall monitor
compliance with the settlement agreement and may initiate an investigation
where it finds there has been noncompliance.

[As revised by Council April 28, 2003; revised November 6, 2007.]

BL §360R.03
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.07 A member's rejection of the terms and conditions of a proposed settle-
ment agreement will not in any way affect the rights of a member under the
bylaws and implementing resolutions in any subsequent investigation by the
professional ethics executive committee in a hearing before the trial board.

[As adopted by Council May 26, 1993.]

Under Section 3.6.2.3 Joint Trial Board
Resolved:

.08 That the joint trial board shall consist of at least thirty-six members
elected for a three-year term by Council on a staggered basis on nomination
of the nominations committee. No member shall serve more than two full suc-
cessive terms. The size of the trial board shall be determined by the Board of
Directors. No member of the Institute's professional ethics division, of a state
society ethics committee, or of a state board of accountancy shall be a member
of the trial board.

[As revised by Council June 17, 1996.]

.09 The trial board shall elect from its membership a chairman and a vice
chairman, the vice chairman to serve as chairman during any period of un-
availability of the chairman. It shall also elect a secretary who need not be a
member.

.10 The chairman or vice chairman, when acting as chairman, pursuant to
the trial board rules of practice and procedure, may appoint from the members of
the trial board a panel consisting of not less than three members, which may, but
need not, include the chairman to sit as a hearing panel and hear and adjudicate
charges against members, or an ad hoc committee consisting of not less than
three members of the trial board to consider requests for nonapplication of
sections 7.2 and 7.3. Decisions of hearing panels shall be reviewable by the trial
board under the conditions and procedures as provided for in Council resolution
under section 7.4 of the bylaws.

[As revised by Council May 15, 2000.]

Resolved:

.11 That the trial board is authorized to receive and act on petitions re-
questing review of a decision of the peer review board terminating a firm's or
an individual's enrollment in the practice-monitoring program or of an AICPA
peer review committee's decision terminating a firm's or an individual's enroll-
ment in another Institute-approved practice-monitoring program. Following
such review, the trial board may affirm, modify, or reverse all or any part of the
peer review board's or an AICPA peer review committee's decision, but it may
not increase the severity of the peer review board's or an AICPA peer review
committee's sanction.

[As revised by Council June 17, 1996; revised October 24, 2005; revised
November 6, 2007.]

Resolved:

.12 That the trial board is authorized to receive and act on petitions re-
questing review of a decision by the Center for Audit Quality Governing Board
which imposed a sanction upon, or denied a reinstatement request by, a mem-
ber or associate member of the Center for Audit Quality. Following such review,
the trial board may affirm or reverse the Board's decision.

[As adopted by Council October 24, 2005.]
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Resolved:
.13 That the trial board may hear and adjudicate charges involving alleged

violations of a state CPA society's bylaws or code of professional conduct when
there is in force a written agreement for such procedure between the Institute
and the state CPA society concerned.

BL §360R.13
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4. FINANCIAL MANAGEMENT AND CONTROLS
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BL Section 401

Financial Management and Controls

As amended
January 12, 1988

.01 The Council shall have authority to prescribe such procedures as it
deems appropriate to assure adequate budgetary and financial controls. Bud-
gets shall be prepared and presented as the Council shall prescribe.

(See section 401R.)
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P1: JsY

ACPA096-p5301-5812 ACPA096-Vol-II-PS.cls July 16, 2009 18:9

1848



P1: JsY

ACPA096-p5301-5812 ACPA096-Vol-II-PS.cls July 16, 2009 18:9

Financial Management and Controls 1849

BL Section 401R

Implementing Resolution Under Article 4
Financial Management and Controls

As amended
January 12, 1988,

unless otherwise
indicated

Resolved:
.01 That annual budget of revenues and expenditures for the succeeding

fiscal year shall be prepared by the Institute's staff, reviewed and approved
by the Board of Directors, and presented to Council for approval; such budgets
shall be in a form indicating the costs of the principal programs and activities of
the Institute; material variations from the annual budget shall be reported to
the Council by the Board of Directors; receipt of such report without rejection
shall constitute authority to continue expenditures for purposes indicated in
the annual budget, as modified and presented to Council, until a new budget
for the following fiscal year is approved by the Council. However, the Board of
Directors may, between meetings of Council, authorize additional expenditures
in total not to exceed 5 percent of budgeted revenues from all sources.

[As revised by Council May 15, 2000.]

BL §401R.01
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BL Section 410

4.1 Audit

As amended
January 12, 1988

.01 The Council shall, for each fiscal year, appoint a certified public ac-
countant or certified public accountants to express an opinion on the financial
statements of the Institute and its affiliated organizations. The financial state-
ments of the Institute and the report of the auditor or auditors for each fiscal
year shall be published for the information of the membership.
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BL Section 420

4.2 Committee on Audit

As amended
January 12, 1988,

unless otherwise
indicated

.01 The chairman of the board shall appoint from among the members of
the Board of Directors, other than the officers, a committee on audit to make
arrangements with the auditor or auditors for their examination, to review the
audit report, and to perform such other duties appropriate for such a committee
as directed by the Board of Directors.

[As revised May 15, 2000.]
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BL Section 430

4.3 Execution of Instruments on Behalf
of the Institute

As amended
January 12, 1988

.01 All checks, drafts, deeds, mortgages, bonds, contracts, reports, prox-
ies, and other instruments may be executed on behalf of the Institute by such
officers or employees as the Council or the Board of Directors may from time to
time designate, either generally or in specific instances.

BL §430.01
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BL Section 440

4.4 Indemnification

As amended
January 12, 1988

.01 The Institute shall indemnify to the full extent authorized by law for
the good faith exercise of judgment in the performance of assigned duties any
person made or threatened to be made a party to any action, suit, or proceeding,
whether criminal, civil, administrative, or investigative, by reason of the fact
that the person, the person's testator, or intestate is or was a member of Council,
the Board of Directors, or any committee, trustee, officer, employee, or agent of
the Institute or any affiliated entity or serves or served any other enterprise as
a director, trustee, officer, employee, or agent at the request of the Institute.

.02 Without limiting the generality of the foregoing, the Institute may
contract for insurance against all or a portion of any liabilities and expenses,
if any, resulting from the indemnification of any of the foregoing persons pur-
suant to this section or otherwise as permitted by law, and may also contract
for companion insurance directly insuring any or all of such persons against
liabilities and expenses.
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BL Section 450

4.5 Dues

As amended
January 14, 1992

.01 The Council shall determine the annual dues which shall be paid by
each member and international associate in accordance with such classifica-
tions as it deems appropriate, and may require dues of a different amount for
each class so created.

.02 Dues shall be payable on or before the first day of each fiscal year of
the Institute or in such other manner as the Council shall prescribe. For new
members or international associates, dues shall be apportioned to the end of
the fiscal year.

.03 No dues shall be paid by members or international associates of the
Institute while they are engaged in military service of the United States or
its allies during war. Individual members or international associates may be
excused from payment of dues for reasonable cause by the chairman of the
Finance Committee.
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BL Section 460

4.6 Fiscal Year

As amended
January 12, 1988

.01 The fiscal year of the Institute shall be as the Council shall prescribe.

(See section 460R.)
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BL Section 460R

Implementing Resolution Under Section 4.6
Fiscal Year

As amended
January 12, 1988

Resolved:
.01 That the fiscal year of the Institute shall be the twelve months begin-

ning August 1 and ending July 31.

BL §460R.01
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5. MEETINGS OF THE INSTITUTE AND
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BL Section 501

Meetings of the Institute and the Council

As amended
January 12, 1988

.01 This article shall govern meetings of the Institute and of the Council.
The Board of Directors shall determine the dates of meetings of Council and
the matters to be presented for action.
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BL Section 510

5.1 Meetings of the Institute
As amended

January 12, 1988

.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 resolutions pur-
suant 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 5 percent of the membership 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 the member's 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 enacted in such a
mail ballot by two-thirds of the members voting shall be declared by the
chairman of the board a resolution of the membership and shall be binding,
if consistent with these bylaws, upon the Council, the Board of Directors,
committees, officers, and staff. Mail ballots shall be valid and counted only
if received within sixty days after the date of the mailing of ballot forms.
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BL Section 520

5.2 Meetings of Council
As amended

January 12, 1988,
unless otherwise

indicated

.01 Meetings of the Council shall be governed by sections 5.2.1 through
5.2.5, section 5.3, and section 6.6.

5.2.1 Regular Meetings of Council
A regular meeting of the Council shall be held in conjunction with the

annual meeting of the Institute and on such other dates as the Council or
the Board of Directors may designate.

[As revised May 15, 2000.]

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 those voting shall be declared by the chairman
of the board an act of the Council and shall be recorded in the minutes of
the Council provided, however, that at least a majority of the Council must
have cast ballots on the question.
[As revised November 6, 2007.]

5.2.4 Notice
Notice of each meeting of the Council shall be sent to each member

of the Council, at the member's 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.
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BL Section 530

5.3 General Provisions Governing Meetings

As amended
January 12, 1988

.01 The following general provisions shall govern quorum and parliamen-
tary procedure.

5.3.1 Meetings—Quorum
Five hundred members of the Institute shall constitute a quorum for the

transaction of any business duly presented at any meeting of the Institute.
Thirty members of Council shall constitute a quorum of the Council at
any duly called meeting of the Council. Eleven members of the Board of
Directors shall constitute a quorum of the board.

5.3.2 Meetings—Rules of Parliamentary Procedure Applicable
The rules of parliamentary procedure contained in Robert's Rules of

Order Revised shall govern all meetings of the Institute and of the Council.
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BL Section 601

Election of Council, Board of Directors, and
Officers of the Institute

As amended
January 12, 1988

.01 Except for ex officio members of Council (see sections 3.3.1.4 through
3.3.1.6), the election of members of the Council, the Board of Directors, and
officers of the Institute shall be in accordance with the provisions of this article.
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BL Section 610

6.1 Members of Council Directly Elected by
Members of the Institute

As amended
June 17, 1996,

unless otherwise
indicated

.01 Members of Council directly elected by the membership in the respec-
tive states (see section 3.3.1.1) shall be elected in accordance with sections 6.1.1
through 6.1.6 as supplemented by Council resolution.

6.1.1 At Least One Member of Council Directly Elected by Mem-
bership of Each State

There shall be at least one member of Council directly elected by the
members of the Institute in each state having one or more persons enrolled
upon the membership lists of the Institute.

6.1.2 Number and Allocation of Directly Elected Council Seats
Among the States

The total number of directly elected members of Council, in addition to
those provided for by section 6.1.1, shall be eighty-five except as modified
by section 6.1.2.1. The number of seats, excluding those extended by section
6.1.2.1, shall be equitably allocated among the states in direct proportion
to the number of Institute members enrolled from each state.

6.1.2.1 Unexpired Terms Unaffected by Reduced Allocation
No member of Council directly elected by the membership in any

state shall lose the member's seat for the term the member then serves
should the allocation of that state be diminished by virtue of section
6.1.2; but, no state's allocation of directly elected Council seats shall be
extended by this section beyond the natural expiration of a seat's full
term or its vacation by the member filling it, whichever first occurs.

6.1.2.2 Allocation to Be Made by Nominations Committee
The nominations committee shall make the allocation provided

in section 6.1.2. It shall be made at five-year intervals, at least nine
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 im-
mediately following. It shall be based upon the membership figures
and addresses carried on the books of the Institute the last day of the
fiscal year immediately preceding the date of such determination.

If a state gains an additional seat from such allocation, the state
society may request the nominations committee to authorize election
for an initial term of less than three years in order to promote orderly
rotation of Council members from that state. Upon receipt of such
request, the nominations committee may authorize such shortened
term. Following the expiration of such shortened term, subsequent
terms for the seat shall be for three years, as provided in section 6.1.3.

BL §610.01
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In the event that a state has three or more directly elected mem-
bers whose terms are not evenly staggered over a three-year cycle, the
state society may request the nominations committee, for the election
following the year these bylaws are adopted and thereafter in calendar
years ending in one and in six, to approve the election of a nominee
to fill a vacancy for a term of less than three years in order to effect
a more orderly rotation of the Council members from that state. The
nominations committee may authorize such shortened term. Subse-
quent terms for such a seat shall be three years, as provided in section
6.1.3.

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 the member's election
is announced by the chairman of the Board of Directors at the meeting of
the Council held in conjunction with the annual meeting of the Institute,
as prescribed by section 6.6, and shall run until the announcement of the
election of new directly elected members of the Council at the meeting of
the Council held in conjunction with the annual meeting of the Institute
three years after the member's election. If any such member of the Council
shall not serve that member's full term, the vacancy so created may be
filled pursuant to section 6.5. The term of office of any member directly
elected by the members in that member's 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 the member's second consec-
utive full term.

6.1.4 Number of Council Seats to Be Filled by Election

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 Nominations

At least eight months prior to the annual meeting of the Institute, the
nominations committee shall request, from the recognized society of certi-
fied public accountants in each state for which any vacancies (see section
6.1.4) will arise in the coming year, the names of suggested candidates from
the state represented by such society to fill each such vacancy. The commit-
tee 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 any such state society, the nominations
committee shall select the nominees from such state.

The nominations committee shall make its nominations for directly
elected members of the Council at least six months prior to the annual
meeting of the Institute. Notice of such nominations shall be published to
the membership by the secretary at least five months prior to the annual
meeting of the Institute. Five percent, but in no event less than twenty
members of the Institute from any given state for which a vacancy shall
arise, may submit to the secretary independent nominations for directly

BL §610.01
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elected members of the Council from that state provided that such nomi-
nations be filed with the secretary at least four months prior to the annual
meeting of the Institute.

[As revised November 6, 2007.]

6.1.6 Election
The nominees of the nominations committee for directly elected seats

on Council shall be declared elected by the secretary if no independent
nominations are filed for such seats as required by section 6.1.5.

If independent nominations are received, the secretary shall mail to
all members of the Institute in each state in which there is a contest for
a directly elected seat on Council, at least ninety days prior to the annual
meeting of the Institute, mail ballots containing the names and relevant
background information of nominees from that state nominated by the
nominations committee and the names and relevant background informa-
tion of nominees independently nominated. Each ballot shall contain an
announcement that votes will be counted only if received by the secretary
at least forty-five days before the annual meeting of the Institute. Election
to contested seats on Council shall be determined by a plurality of the votes
received from each jurisdiction by that date. Mail ballots shall be counted
by the secretary, who shall certify the results for publication to the mem-
bership. Newly elected members shall be notified promptly and advised to
attend the meeting of Council held in conjunction with the annual meeting
of the Institute. They shall take office as provided in section 6.6.

[As revised May 15, 2000; revised November 6, 2007]

(See section 610R.)
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BL Section 610R

Implementing Resolution Under Section 6.1
Members of Council Directly Elected by
Members of the Institute

As amended
January 12, 1988

Under Section 6.1.6 Election
Resolved:

.01 That the withdrawal of a nomination for whatever reason after the
balloting has commenced will not be acted upon until the certification of election
has been completed. Vacancies then arising will be filled in accordance with
section 6.5 of the bylaws, except that in states where the number of nominees
exceeds the number of vacancies, the vacancy created by any withdrawal will
be filled by that nominee having the highest number of votes after all other
vacancies have been filled.

BL §610R.01
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BL Section 620

6.2 Selection of Members of Council to
Represent State Societies

As amended
June 17, 1996,

unless otherwise
indicated

.01 Each recognized state society of certified public accountants shall des-
ignate, in a manner it deems appropriate, an Institute member to represent it
on the Council. The term of each member of the Council so designated shall
commence at the meeting of Council held in conjunction with the annual meet-
ing of the Institute after notification to the secretary by the society designating
the member. The term shall run for one year or until the commencement of the
successor's term, provided that no such member of the Council shall represent
a state society for more than six consecutive years.

[As revised May 15, 2000.]
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BL Section 630

6.3 Election of Members-at-Large of Council,
Board of Directors, Chairman of the Board,
and Vice Chairman of the Board

As amended
January 14, 1992,

unless otherwise
indicated

.01 At the meeting of the Council held in conjunction with the annual
meeting of the Institute, following the completion of such other business as the
Council may transact, seven Institute members, without regard to the states in
which they reside, shall be elected annually by the Council as members-at-large
of the Council. This election shall occur prior to the installation of the members
of the Council newly elected under section 6.1. The at-large members shall serve
for a term of three years or until the election of their successors. At the same
meeting, but after all newly elected and designated Council members have been
installed, the Council shall elect the chairman of the board, the vice chairman
of the board, one-third (or as near to one-third as mathematically possible) of
the elected members of the Board of Directors. The elected members of the
Board of Directors shall serve for a term of three years or until election of their
successors. The Council shall also elect one representative of the public, who is
not a member of the Institute, to the Board of Directors for a term of three years,
or until election of a successor. Nominations for all these positions on the Board
of Directors shall be made by the nominations committee at least six months
prior to the annual meeting of the Institute. Notice of those nominations shall
be published to the membership of the Institute at least five months prior to
such annual meeting. Independent nominations may be made by any twenty
members of the Council if filed with the secretary at least four months prior
to the annual meeting of the Institute. No nominations from the floor will be
recognized. A majority of votes shall elect. Nominees may be invited to the
meeting at which the election is to be held, and those elected shall take office
as prescribed in section 6.6.

[As amended June 17, 1996; revised May 15, 2000.]
.02 No member having served for two consecutive full terms as a member-

at-large of the Council shall be eligible to serve another such term until at least
one year after the completion of the member's second consecutive full term.

6.3.1. Re-election to Board of Directors
No elected member of the Board of Directors who has served a full

three-year term shall be eligible for re-election to such a term until the
meeting of the Council one year after the completion of the member's full
three-year term, provided, however, that a public member may be elected
to serve a second three-year term.

BL §630.02
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BL Section 640

6.4 Forfeiture of Office for Nonattendance

As amended
January 12, 1988

.01 Any directly elected member or member-at-large of Council who shall
be absent from three consecutive meetings shall forfeit that member's seat.

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996.]
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BL Section 650

6.5 Vacancies

As amended
June 17, 1996

.01 Vacancies in the membership of Council, or in the Board of Directors, or
in any of the offices of the Institute elected by the Council, occurring between
annual meetings of the Institute, may be filled by election of replacements
by the Council, either at a meeting of Council or by mail ballot, under such
conditions as the Council may prescribe. If the Council should so replace a
directly elected member of the Council, such interim appointment will run only
until the member's seat is filled by direct election of the membership of that
member's state as provided in these bylaws.

.02 Pending action by the Council to fill a vacancy among any of the officers
of the Institute who are elected by the Council, the Board of Directors may
appoint a temporary successor to act in the capacity indicated.

(See section 650R.)

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996.]
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BL Section 650R

Implementing Resolution Under Section 6.5
Vacancies

As amended
June 17, 1996

Resolved:
.01 That if a vacancy occurs in the membership of Council, or in the Board

of Directors, or in any of the offices of the Institute elected by the Council be-
tween annual meetings of the Institute, the Board of Directors shall recommend
replacements for election by Council. Voting on such replacement may be con-
ducted by mail ballot, in which case provision shall be made for write-in votes,
or at the next meeting of Council, as may appear most desirable in the circum-
stances. If the voting takes place at a Council meeting, nominations from the
floor shall be permitted; voting may be by voice vote, or, at the request of a
majority of those present, by written ballot. A majority vote shall elect. In any
event, persons elected to fill vacancies in the Board of Directors, in the Council,
or in any of the offices of the Institute elected by the Council shall serve only
for the remainder of the unexpired term of the previous incumbent or until a
successor is elected.

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996.]
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BL Section 660

6.6 Election Meeting of Council

As amended
June 17, 1996,

unless otherwise
indicated

.01 New members-at-large of Council elected pursuant to section 6.3 shall
take office as soon as their election is completed, replacing those members-at-
large whose terms shall have expired. Then the presiding officer shall announce
the installation of members of the Council newly elected under section 6.1, at
which time they shall take office, replacing those directly elected members of
Council whose terms shall have expired. Election of officers who are elected
by the Council, new members of the Board of Directors, and others shall then
be held, and each officer or member of the Board of Directors so elected shall
replace that person's predecessor upon such election, provided, however, that
the retiring chairman of the board shall continue in office through the end of
the annual meeting of the Institute.

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996; as revised May 15, 2000.]

BL §660.01



P1: JsY

ACPA096-p5301-5812 ACPA096-Vol-II-PS.cls July 16, 2009 18:9

1896



P1: JsY

ACPA096-p5301-5812 ACPA096-Vol-II-PS.cls July 16, 2009 18:9

Term Limit 1897

BL Section 670

6.7 Term Limit

As adopted
November 6, 2007

.01 Regardless of whether a member has served as a designated, directly
elected, or at-large member of Council, no Council member who has served in
any, or all, of the foregoing categories may serve more than seven consecutive
years. A member who has served seven consecutive years shall not be eligible
to serve on Council as a designated, directly elected, or at-large member of the
Council until at least one year after the seventh consecutive year the member
last served on the Council. Notwithstanding anything to the contrary in any
section of these bylaws, any period during which an individual served as an ex
officio Council member, such as president or a member of the Board of Directors,
shall not be included in any determination of eligibility under this section.

BL §670.01
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BL Section 701

Termination of Membership and Disciplinary
Sanctions

As amended
January 12, 1988

.01 This article shall govern the termination or suspension of member-
ship in the Institute, whether imposed as a matter of discipline or voluntarily
sought, and the imposition of any other disciplinary sanction, or administrative
reprimand, whether public or private, or imposition of conditions for retention
of membership.

BL §701.01



P1: JsY

ACPA096-5851-6209 ACPA096-Vol-II-PS.cls July 16, 2009 18:10

1902



P1: JsY

ACPA096-5851-6209 ACPA096-Vol-II-PS.cls July 16, 2009 18:10

Resignation of Membership 1903

BL Section 710

7.1 Resignation of Membership
As amended

January 12, 1988,
unless otherwise indicated

.01 Resignations of members shall be in writing and may be offered at
any time. Actions on such resignations and applications for reinstatement of
resigned members shall be taken by the Board of Directors under such provi-
sions as the Council may prescribe. Council may make separate provision for
action on resignations of members not in good standing or against whom dis-
ciplinary proceedings or investigations are pending or as to whom or to whose
firm a practice-monitoring review has begun but has not been completed, and
the resignation or resignations would make the firm or member ineligible to
enroll in an Institute-approved practice-monitoring program, and on applica-
tions for reinstatement of persons whose resignation was accepted when in such
classification.

[As revised November 6, 2007]

(See section 710R.)

BL §710.01
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BL Section 710R

Implementing Resolution Under Section 7.1
Resignation of Membership

As amended,
January 12, 1988,

unless otherwise indicated

Resolved:
.01 That the Board of Directors shall act upon resignation of members,

which shall become effective on the date of acceptance, but no action shall
be taken on the resignation of a member with respect to whom charges are
under investigation by the professional ethics division, or against whom a com-
plaint is pending before the trial board, or as to whom or whose firm a practice-
monitoring review has begun but has not been completed, and the resigna-
tion or resignations would make the firm or member ineligible to enroll in an
Institute-approved practice-monitoring program unless the division, the trial
board, or the Peer Review Board or peer review committee, as the case may
be, recommends that such resignation be accepted. If a person whose resigna-
tion was accepted when that person was under investigation or the object of a
complaint or during the pendency of a practice-monitoring review when that
resignation or resignations would make the firm or member ineligible to enroll
in an Institute-approved practice-monitoring program, should subsequently ap-
ply for reinstatement, the Board of Directors shall not reinstate such person
without the consent of the division or the trial board, or the Peer Review Board
or committee as the case may be.

[As revised November 6, 2007.]

BL §710R.01



P1: JsY

ACPA096-5851-6209 ACPA096-Vol-II-PS.cls July 16, 2009 18:10

1906



P1: JsY

ACPA096-5851-6209 ACPA096-Vol-II-PS.cls July 16, 2009 18:10

Termination of Membership 1907

BL Section 720

7.2 Termination of Membership for
Nonpayment of Financial Obligation
or for Failure to Comply With
Membership-Retention Requirements

As amended
January 12, 1988,

unless otherwise
indicated

.01 The Board of Directors may, in its discretion, terminate the member-
ship of a member who fails to pay dues or any other obligation to the Institute
within five months after such debt has become due and terminate the member-
ship of a member who fails to comply with the practice-monitoring or continuing
education membership-retention requirements. The Council shall provide for
consideration and disposition by the trial board, with or without hearing, of a
timely written petition that membership should not be terminated pursuant to
this section. Any membership so terminated may be reinstated by the Board of
Directors, under such conditions and procedures as the Council may prescribe.

(See section 720R.)

7.2.1 Termination of Association of International Associate
The Board of Directors may terminate the affiliation of an international

associate at its discretion.

[As revised May 15, 2000.]

BL §720.01
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BL Section 720R

Implementing Resolution Under
Section 7.2 Termination of Membership
for Nonpayment of Financial Obligation
or for Failure to Comply With
Membership-Retention Requirements

As amended
January 12, 1988

Resolved:
.01 That if a person whose membership has terminated for nonpayment

of dues or other financial obligation shall apply for reinstatement, the Board of
Directors, in its discretion, may reinstate the member, provided that all dues
and other obligations owing to the Institute at the time membership was ter-
minated shall have been paid.

Further Resolved:
.02 That if a person whose membership has terminated for failure to

comply with membership-retention requirements relating to CPE or practice-
monitoring shall apply for reinstatement, the Board of Directors, in its dis-
cretion, may reinstate the person as a member provided the person shall have
satisfactorily demonstrated that the failure to comply with the CPE or practice-
monitoring requirements has been rectified.

Further Resolved:
.03 That no person shall be considered to have resigned in good standing

if at the time of resignation the person was in debt to the Institute for dues
or other obligations. A member submitting a resignation after the beginning of
the fiscal year, but before expiration of the time limit for payment of dues or
other obligations, may attain good standing by paying dues prorated according
to the portion of the fiscal year which has elapsed, provided obligations other
than dues shall have been paid in full.

.04 A member who has resigned or whose membership has terminated in
any manner may not file a new application for admission but may apply for
reinstatement under this resolution or applicable provisions of the bylaws.

BL §720R.04
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BL Section 730

7.3 Disciplinary Action Without a Hearing
As amended

January 12, 1988,
unless otherwise indicated

.01 Membership in the Institute shall be suspended or terminated without
a hearing for disciplinary purposes, or a member may be subjected to other dis-
ciplinary actions, as provided in sections 7.3.1 and 7.3.2, under such conditions
and by such procedure as shall be prescribed by the Council.

[As revised October 18, 2003.]

(See section 730R.)

7.3.1 Criminal Conviction of Member
Membership in the Institute shall be suspended without a hearing

should there be filed with the secretary of the Institute a judgment of con-
viction imposed upon any member for

7.3.1.1 A crime punishable by imprisonment for more than one
year;

7.3.1.2 The willful failure to file any income tax return which the
member, as an individual taxpayer, is required by law to file;

7.3.1.3 The filing of a false or fraudulent income tax return on the
member's or a client's behalf; or

7.3.1.4 The willful aiding in the preparation and presentation of a
false and fraudulent income tax return of a client; and

shall be terminated in like manner upon the similar filing of a final judg-
ment of conviction; however, the Council shall provide for the consideration
and disposition by the trial board, with or without hearing, of a timely writ-
ten petition of any member that the member's membership should not be
suspended or terminated pursuant to section 7.3.1.1, herein.

7.3.2 Other Disciplinary Action
7.3.2.1 Membership in the Institute shall be suspended without a

hearing should a member's certificate as a certified public accountant
or license or permit to practice as such or to practice public account-
ing be suspended as a disciplinary measure; however, such suspension
of membership shall terminate upon reinstatement of the certificate,
license or permit. Membership in the Institute shall be terminated
without a hearing should such certificate, license, or permit be revoked,
withdrawn, surrendered, indefinitely suspended, or cancelled as a dis-
ciplinary measure or in connection therewith.

[As revised October 18, 2003.]

7.3.2.2 The professional ethics executive committee and the Board
of Directors may jointly approve certain governmental agencies and
other organizations whose disciplinary actions against a member will
permit the Institute to take disciplinary action against that mem-
ber without a hearing. To be eligible for approval, the governmental

BL §730.01
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agency must be one which has the authority to prohibit a member from
either practicing before it or serving as a director, officer or trustee of
an entity. To be eligible for approval, an organization other than a gov-
ernmental agency must be one which has been granted the authority
by statute or regulation to regulate accountants. If such approved gov-
ernmental agency or organization temporarily suspends, prohibits or
restricts a member from practicing before it or another governmental
agency, or from serving as a director, officer or trustee of any entity, the
member's membership in the Institute shall be suspended; however,
such suspension of membership shall terminate upon such agency's or
organization's termination of the suspension, prohibition or restriction.
If such approved governmental agency or organization bars or perma-
nently or indefinitely suspends, prohibits or restricts a member from
practicing before it or another governmental agency, or from serving as
a director, officer or trustee of any entity, the member's membership in
the Institute shall be terminated.

[As adopted October 18, 2003.]

7.3.2.3 A member who has been subjected to any sanction as a
disciplinary measure other than or in addition to those sanctions ad-
dressed above, by an authority covered in section 7.3.2.1 or section
7.3.2.2, may also be subjected to discipline by the Institute without a
hearing pursuant to guidelines established by the professional ethics
executive committee and approved by the Board of Directors.

[As adopted October 18, 2003.]

7.3.2.4 Council shall permit the trial board, with or without a hear-
ing, to consider a timely written petition by the professional ethics
executive committee or the member that the member should not be
disciplined pursuant to this section 7.3.2.

[As revised October 18, 2003.]

7.3.3 Trial Board Disciplining Not Precluded
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 a
hearing panel of the trial board pursuant to section 7.4.

BL §730.01
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BL Section 730R

Implementing Resolution Under Section 7.3
Disciplinary Action Without a Hearing

As amended
January 12, 1988,

unless otherwise
indicated

Resolved:
.01 (1) That the membership of a member who is convicted by a court of any

of the criminal offenses enumerated in section 7.3.1 of the bylaws shall become
automatically suspended upon the mailing of a notice of such suspension, as
provided in paragraph (6) of this resolution. Such notice shall be mailed within
a reasonable time after a certified copy of a judgment of conviction of such
criminal offense has been filed with the secretary of the Institute.

[As revised by Council October 18, 2003.]

.02 (2) That the membership of a member who has been convicted by
a court of any of the offenses enumerated in section 7.3.1 of the bylaws, and
which conviction has become final, shall become automatically terminated upon
the mailing of a notice of such termination, as provided in paragraph (6) of this
resolution. Such notice shall be mailed within a reasonable time after a certified
copy of such conviction and evidence that it has become final has been filed with
the secretary of the Institute.

[As revised by Council October 18, 2003.]

.03 (3) That the membership of a member (a) whose certificate, license
or permit to practice public accounting or as a certified public accountant has
been suspended as a disciplinary measure or (b) who is subject to a temporary
suspension, prohibition or restriction by an approved governmental agency or
organization covered in section 7.3.2 as a disciplinary measure shall, except as
provided in paragraph (7) of this resolution, become automatically suspended
upon the expiration of thirty days after the mailing of a notice of such suspen-
sion, as provided in paragraph (6) of this resolution. Such notice shall be mailed
within a reasonable time after a statement by such authority showing the sus-
pension, prohibition or restriction and specifying the cause and duration of such
authority's action has been filed with the secretary of the Institute. Such auto-
matic suspension shall cease upon the expiration of the period of suspension,
prohibition or restriction so specified.

[As revised by Council October 18, 2003.]

.04 (4) That the membership of a member (a) whose certificate, license
or permit to practice public accounting or as a certified public accountant has
been revoked, withdrawn, indefinitely suspended, surrendered or cancelled as
a disciplinary measure, or (b) who has been subjected to a bar, to a permanent or
indefinite suspension, prohibition or restriction by an approved governmental
agency or organization covered in section 7.3.2 shall, except as provided in
paragraph (7) of this resolution, become automatically terminated upon the
expiration of thirty days after the mailing of a notice of such termination, as
provided in paragraph (6) of this resolution. Such notice shall be mailed within

BL §730R.04
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a reasonable time after a statement by such authority showing the revocation,
withdrawal, surrender, cancellation, bar, permanent or indefinite suspension,
prohibition or restriction and specifying the cause of such authority's action,
has been filed with the secretary of the Institute.

[As revised by Council October 18, 2003.]

.05 (5) That, if a member has been subjected to any sanction as a disci-
plinary measure, other than or in addition to those set out in paragraph (1),
(2), (3) or (4), the member shall, except as provided in paragraph (7), have their
membership suspended or terminated or be otherwise disciplined upon the ex-
piration of thirty days after the mailing of a notice of such disciplinary action
taken pursuant to guidelines developed by the professional ethics executive
committee and approved by the Board of Directors, under section 7.3.2.

[As adopted by Council October 18, 2003.]

.06 (6) That notices of disciplinary action pursuant to paragraph (1), (2),
(3), (4) or (5) of this resolution shall be signed by the secretary of the Institute
and mailed by registered or certified mail, postage prepaid, addressed to the
member concerned at the member's last known address according to the official
records of the Institute, which are the records of the membership department.

[As revised by Council June 17, 1996; revised October 18, 2003.]

.07 (7) That the operation of paragraph (1), (2), (3), (4) or (5) of this res-
olution shall become postponed if, before the expiration of thirty days after
mailing the notice of disciplinary action, the secretary of the Institute receives
a written petition from either the member concerned or the professional ethics
executive committee that the pertinent provision not become operative. The
petition shall state briefly the facts and reasons relied upon. All such petitions
shall be referred to the trial board for action thereon by a panel of the trial
board consisting of at least three members appointed by the chairman of the
trial board or vice chairman, when acting as chairman. If the petition is denied,
the disciplinary action shall become effective upon such denial, and the party
that made the petition shall be so notified in writing by the secretary of the In-
stitute. No appeal shall be allowable with respect to a denial of such a petition.
If the petition is granted, the disciplinary action shall not become effective. In
such event, the secretary shall transmit the matter to the professional ethics
division to take whatever action it considers proper in the circumstances. A
determination that paragraph (1), (2), (3), (4) or (5) of this resolution shall not
become operative shall be made only when it clearly appears that, because of
exceptional or unusual circumstances, it would be inequitable to permit such
automatic disciplinary action.

[As revised by Council May 15, 2000; revised October 18, 2003.]

BL §730R.05
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BL Section 740

7.4 Disciplining of Member by Trial Board
As amended

January 12, 1988,
unless otherwise

indicated

.01 Under such conditions and by such procedure as the Council may
prescribe, a hearing panel of the trial board, by a two-thirds vote of the mem-
bers present and voting, may expel a member (except as otherwise provided in
section 7.4.3), or by a majority vote of the members present and voting, may sus-
pend a member for a period not to exceed two years not counting any suspension
imposed under sections 7.3.1 and 7.3.2, or may impose such lesser sanctions as
the Council may prescribe on any member if the member

7.4.1 Infringes any of these bylaws or any rule of the Code of Profes-
sional Conduct;

7.4.2 Is declared by a court of competent jurisdiction to have committed
any fraud;

7.4.3 Is held by a hearing panel of the trial board to have been guilty of
an act discreditable to the profession, or to have been convicted of a crim-
inal offense which tends to discredit the profession; provided that should
a hearing panel of the trial board find by a majority vote that the member
has been convicted by a criminal court of an offense involving moral turpi-
tude, or any of the offenses enumerated in section 7.3.1, the penalty shall
be expulsion;

7.4.4 Is declared by any competent court to be insane or otherwise
incompetent;

7.4.5 Is subject to a disciplinary action by an authority covered in
section 7.3.2 that could result in automatic discipline under section 7.3.2;
or

[As revised October 18, 2003.]

7.4.6 Fails to cooperate with the professional ethics division in any
disciplinary investigation of the member, owner or employee of the firm by
not making a substantive response to interrogatories or a request for doc-
uments from a committee of the professional ethics division or by not com-
plying with the educational and remedial or corrective action determined to
be necessary by the professional ethics executive committee, within thirty
days after the posting of notice of such interrogatories, or a request for
documents, or directive to take CPE or corrective action by registered or
certified mail, postage prepaid, to the member at the member's last known
address shown in the official records of the Institute.

[As revised May 15, 2000.]

.02 With respect to a member residing in a state in which the state society
has entered into an agreement approved by the Institute's Board of Directors

BL §740.02
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to deal with complaints against society members in cooperation with the profes-
sional ethics division, disciplinary hearings shall be conducted before a hearing
panel of the joint trial board.

(See section 740R.)

BL §740.02
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BL Section 740R

Implementing Resolution Under Section 7.4
Disciplining of Member by Trial Board

As amended
January 12, 1988,

unless otherwise
indicated

Resolved:
.01 (1) Any complaint preferred against a member under section 7.4 of

the bylaws shall be submitted to the professional ethics division, which in turn
may refer the complaint for investigation and recommendation to an ethics
committee (or its equivalent) of a state society of certified public accountants
that has made an agreement with the Institute of the type authorized in sec-
tion 7.4 of the bylaws. If, upon consideration of the complaint, investigation
and/or recommendation thereon, it appears that a prima facie case is estab-
lished showing a violation of any applicable bylaws or any rule of the Code of
Professional Conduct of the Institute or any state society making an agreement
with the Institute referred to above or showing any conduct discreditable to a
certified public accountant, the professional ethics division or the ethics com-
mittee of such state society, except as provided in the implementing resolution
under section 3.6.2.2 of the bylaws, shall report the matter to the secretary of
the joint trial board who shall summon the member involved to respond to the
charges preferred against the member, which response may include the enter-
ing of a plea of guilty without a hearing, in accordance with rules established
by the trial board, provided, however, that with respect to a case in which the
trial board has granted a petition that automatic discipline shall not become
operative under the provisions of paragraph (7) in the implementing resolution
under section 7.3.2 of the bylaws, the division or such state society ethics com-
mittee shall have discretion as to whether and when to report the matter to the
secretary for such summoning.

[As revised by Council October 18, 2003.]

.02 (2)

(a) If the professional ethics division or state society ethics committee
dismisses any complaint preferred against a member or shall fail to
initiate its inquiry within ninety days after such complaint is presented
to it in writing, the member preferring the complaint may present the
complaint in writing to the trial board, provided, however, that this
provision shall not apply to a case falling within the scope of section
7.3.

(b) The chairman of the trial board shall cause such investigation to be
made of the matter as the chairman may deem necessary, and shall ei-
ther dismiss the complaint or refer it to the secretary of the trial board
who shall summon the member to answer the complaint in accordance
with the provisions in paragraph (1) hereof.

(c) Prior to causing the investigation referred to in paragraph (b), the
chairman of the trial board shall designate six members of the trial

BL §740R.02
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board who shall not be involved in such investigation in order that
not less than three of them may be appointed to an independent hear-
ing panel if necessary. The chairman shall report the names of such
members to the secretary of the trial board prior to any action under
paragraph (b).

[As revised by Council May 15, 2000.]

.03 (3) For the purpose of adjudicating charges against members of the In-
stitute, as provided in the foregoing paragraphs of this resolution, the following
must take place:

(a) The secretary shall mail to the member concerned, at least thirty
days prior to the proposed meeting of a panel appointed to hear
the case, written notice of the charges to be adjudicated. Such no-
tice, when mailed by registered or certified mail, postage prepaid,
addressed to the member concerned at the member's last known ad-
dress according to the official records of the Institute, which are the
records of the membership department, shall be deemed properly
served.

(b) After considering the evidence presented by the professional ethics
division or other complainant and by the defense, the panel hear-
ing the case, a quorum present, by vote of the members present and
voting, may, in a manner consistent with section 7.4 of the bylaws,
admonish, suspend for a period of not more than two years, or ex-
pel the member against whom the complaint is made and take such
other disciplinary, remedial or corrective action as the panel deems
appropriate.

(c) In a case decided by a panel, the member concerned may request a
review by the trial board of the decision of the panel, provided such a
request for review is filed with the secretary of the trial board within
thirty days after the decision of the panel, and that such information
as may be required by the rules of the trial board shall be filed with
such request. Such a review shall not be a matter of right. Each such
request for a review shall be considered by an ad hoc committee to be
appointed by the chairman of the trial board, or its vice chairman in
the event of the chairman's unavailability, and to consist of not less
than three members of the trial board who did not participate in the
prior proceedings in the case. The ad hoc committee shall have power
to decide whether such request for review by the trial board shall be
granted, and such committee's decision that such request shall not be
granted shall be final and subject to no further review. A quorum of
such ad hoc committee shall consist of a majority of the appointed.
If such request for review is granted, the trial board shall review the
decision of the panel in accordance with its rules of practice and proce-
dure. On review of such decision, the trial board may affirm, modify, or
reverse all or any part of such decision or make such other disposition
of the case as it deems appropriate. The trial board may, by general
rule, indicate the character of reasons that may be considered to be
of sufficient importance to warrant an ad hoc committee granting a
request for review of a decision of a panel.

[As revised by Council May 15, 2000.]
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(d) Any decision of the trial board, including any decision reviewing a de-
cision of a panel, shall become effective when made, unless the trial
board's decision indicates otherwise, in which latter event it shall be-
come effective at the time determined by the trial board. Any decision
of a panel shall become effective as follows:

(i) Upon the expiration of thirty days after it is made, if no request
for review is properly filed within such thirty-day period.

(ii) Upon the denial of a request for review, if such request has been
properly filed within such thirty-day period and is denied by an
ad hoc committee.

(iii) Upon the date of a decision of a review panel affirming the deci-
sion of a hearing panel in cases where a review has been granted
by an ad hoc committee.

(e) A plea of guilty, if it conforms to the rules and procedures of the trial
board, shall become effective upon acceptance by the trial board.

[As revised by Council June 17, 1996.]

.04 (4) In the case of a settlement agreement between a member and the
professional ethics executive committee that provides for disciplinary action
pursuant to the Council resolution implementing bylaw section 3.6.2.2, the
matter shall be referred to a panel of the trial board which, upon finding that
there has been a waiver of the member's rights under Article 7.4, shall recognize
such settlement agreement and arrange for publication of such disciplinary
action under section 7.6 of the bylaws.

[As revised by Council May 26, 1993; revised April 28, 2003.]
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Reinstatement 1921

BL Section 750

7.5 Reinstatement
As amended

January 12, 1988

.01 The Council may prescribe the conditions and procedures under which
members suspended or terminated under sections 7.3 and 7.4 may be rein-
stated.

(See section 750R.)
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Reinstatement 1923

BL Section 750R

Implementing Resolution Under
Section 7.5 Reinstatement

As amended
January 12, 1988,

unless otherwise
indicated

Resolved:

.01 (1) That at any time after the publication by the Institute of a state-
ment of a case and decision, including cases in which a guilty plea was entered
without a hearing, on application of the member concerned to the secretary of
the trial board, the appropriate panel of the trial board that last heard the case
and whose decision provided the basis for the publication or, where the original
panel cannot be reappointed, or in the case of a guilty plea, a newly formed
panel, may, by a two-thirds vote of the members present and voting, rescind or
modify such decision. Any such action shall be published by the Institute. The
denial of an application under this section shall not be published and shall not
prevent the member concerned from applying for reinstatement under section
(2) hereof.

[As revised by Council May 26, 1993; revised May 15, 2000.]

.02 (2) That

(a) Should an order, judgment of conviction, decision or action on which
the suspension or termination of membership was based under sec-
tion 7.3 of the bylaws be reversed or otherwise set aside or invali-
dated, such suspension shall terminate or such member shall become
reinstated when a certified copy of the order reversing or otherwise
setting aside or invalidating such order, conviction, decision or ac-
tion is filed with the secretary of the joint trial board, who shall refer
the matter to the professional ethics division for whatever action it
deems appropriate.

[As revised by Council October 18, 2003.]

(b) A member who has been suspended or expelled by the trial board
pursuant to section 7.4 of the bylaws may request that the suspen-
sion terminate or may request reinstatement if an order, judgment of
conviction, decision or action on which the suspension or termination
was based has been reversed or otherwise set aside or invalidated.
Such request shall be referred to the trial board whereupon a hear-
ing panel composed of five members designated by the chairman of
the trial board may, after investigating all related circumstances,
terminate the suspension or reinstate the member concerned by a
majority vote of the members present and entitled to vote.

[As revised by Council October 18, 2003.]

(c) Except as provided in subparagraphs (a) and (b) of this paragraph
(2), a member whose membership has been automatically terminated

BL §750R.02
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1924 Termination of Membership and Disciplinary Sanctions

under section 7.3, or who has been expelled by or had the member's
resignation accepted by a panel of the trial board may, at any time
after three years from the effective date of such termination, ex-
pulsion, or acceptance of resignation, request reinstatement of their
membership. Such request shall be referred to the trial board, where-
upon the chairman shall designate five members of the board to a
hearing panel which may, after investigation, reinstate such member
on such terms and conditions as it shall determine to be appropri-
ate. If an application for reinstatement under this subparagraph is
denied, the member concerned may again apply for reinstatement
at any time after two years from the date of such denial.
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Publication of Disciplinary Action 1925

BL Section 760

7.6 Publication of Disciplinary Action
As amended

January 12, 1988,
unless otherwise

indicated

.01 Notice of disciplinary action pursuant to section 7.3 or 7.4 or of termi-
nation of enrollment of a member or a member's firm in an Institute-approved
practice-monitoring program, together with a statement of the reasons there-
fore, shall be published in such form and manner as the Council may prescribe.
Council also may prescribe any additional disclosures regarding any matter
within the jurisdiction of the professional ethics executive committee.

[As revised May 15, 2000; revised October 18, 2003; revised November 6, 2007.]

(See section 760R.)
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Publication of Disciplinary Action 1927

BL Section 760R

Implementing Resolution Under Section 7.6
Publication of Disciplinary Action

As amended
May 26, 1993,

unless otherwise
indicated

Resolved:
.01 That notice of disciplinary action taken under section 7.3 or 7.4 of the

bylaws or of termination of enrollment of a member or a member's firm in an
Institute-approved practice monitoring program, and the basis therefore shall
be published by the Institute and that the professional ethics division, the Peer
Review Board or peer review committee as appropriate shall maintain a record
of such information and disclose that information upon request. In the case of
disciplinary action pursuant to section 7.3 of the bylaws, such notice shall be
in a form approved by the chairman of the trial board and consistent with this
Council resolution. In any action pursuant to section 7.4 of the bylaws in which
the member is found guilty or has entered into a settlement agreement with the
professional ethics executive committee, the trial board or panel hearing the
case shall decide on the form of the notice of the case and the decision to be
published. All notices shall disclose, at least, the name of the member involved
and, when appropriate, the terms and conditions of any settlement agreement
and the nature of the violation. The statement and decision, as released by the
chairman, trial board, or hearing panel, shall be published by the Institute.
No such publication shall be made until such decision has become effective.
The professional ethics executive committee may inform the complainant of
the outcome of its investigation without regard to whether the action taken
results in publication under section 7.6 of the bylaws.

[As revised by Council May 15, 2000; revised October 18, 2003; revised Novem-
ber 6, 2007.]
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Disciplinary Sections Not Retroactive 1929

BL Section 770

7.7 Disciplinary Sections Not to Be
Applied Retroactively

As amended
January 12, 1988

.01 Sections 7.3 and 7.4 shall not be applied to offenses of wrongful con-
duct occurring prior to their effective dates, but such offenses shall be subject
to discipline under the bylaws of the Institute in effect at the time of their
occurrence.
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8. AMENDMENTS
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BL Section 801

Amendments
As amended

January 12, 1988

.01 Amendments to these bylaws and the Code of Professional Conduct
shall be accomplished in a manner consistent with this article.
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Proposals to Amend the Bylaws 1935

BL Section 810

8.1 Proposals to Amend the Bylaws
As amended

June 17, 1996

.01 Proposals to amend the bylaws may be made by any thirty members
of the Council, by any two hundred or more members of the Institute in good
standing, by the Board of Directors, or by petition of 5 percent of the membership
as of the end of the prior fiscal year. Any such petition shall include the member's
name (typed or printed), membership number and the date it is signed, and the
signature of a member on such a petition shall be valid for one year from the
date thereof. The changes to this provision will not apply to petitions, regardless
of when they are signed, submitted pursuant to efforts to gather such petitions
which were ongoing as of July 13, 1995.
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Proposals to Amend the Code of Professional Conduct 1937

BL Section 820

8.2 Proposals to Amend the Code of
Professional Conduct

As amended
June 17, 1996

.01 Proposals to amend the Code of Professional Conduct may be made
by any thirty members of the Council, by any two hundred or more members
of the Institute in good standing, by the Board of Directors, by the professional
ethics division, or by petition of 5 percent of the membership as of the end of
the prior fiscal year. Any such petition shall include the member's name (typed
or printed), membership number and the date it is signed, and the signature of
a member on such a petition shall be valid for one year from the date thereof.
The changes to this provision will not apply to petitions, regardless of when
they are signed, submitted pursuant to efforts to gather such petitions which
were ongoing as of July 13, 1995.
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Submission to Council via Board of Directors 1939

BL Section 830

8.3 Submission to Council via
Board of Directors

As amended
January 12, 1988

.01 All such proposals to amend the bylaws or the Code of Professional
Conduct, unless made at a meeting of the Council or the Board of Directors,
shall be submitted in writing to the Board of Directors. The Board of Directors
shall submit all such proposals, accompanied by its recommendation, to the
Council for action.

8.3.1 Proposals Not Requiring Council Approval
Following discussion at a meeting of the Council, proposals sponsored

by at least 5 percent of the membership shall be submitted to the member-
ship of the Institute for vote by mail ballot pursuant to section 8.4.
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Submission to Membership by Mail Ballot 1941

BL Section 840

8.4 Submission to Membership by Mail Ballot
As amended

January 12, 1988,
unless otherwise

indicated

.01 Amendments proposed under section 8.3.1 and those authorized by
the Council under section 8.3 shall be submitted to all of the members of the
Institute for a vote by mail ballot no later than 180 days following discussion
or authorization by the Council. If at least two-thirds of those voting approve
such proposal, it shall become effective as an amendment to the bylaws or to
the Code of Professional Conduct, as applicable. Mail ballots shall be considered
valid and counted only if received as instructed by the Institute for the return of
such votes within sixty days from the date of mailing the ballots to the members.

[As revised May 15, 2000; revised November 6, 2007.]
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AICPA Mission Statement 1945

BL Section 911

AICPA Mission Statement *

.01 The American Institute of Certified Public Accountants is the national
professional organization for all Certified Public Accountants. Its mission is to
provide members with the resources, information, and leadership that enable
them to provide valuable services in the highest professional manner to benefit
the public as well as employers and clients.

In fulfilling its mission, the AICPA works with state CPA organizations
and gives priority to those areas where public reliance on CPA skills is most
significant.

To achieve its mission, the Institute:

Advocacy

• Serves as the national representative of CPAs before governments,
regulatory bodies and other organizations in protecting and promoting
members' interests.

Certification and Licensing

• Seeks the highest possible level of uniform certification and licensing
standards and promotes and protects the CPA designation.

Communications

• Promotes public awareness and confidence in the integrity, objectivity,
competence, and professionalism of CPAs and monitors the needs and
views of CPAs.

Recruiting and Education

• Encourages highly qualified individuals to become CPAs and supports
the development and outstanding academic programs.

Standards and Performance

• Establishes professional standards; assists members in continually
improving their professional conduct, performance, and expertise; and
monitors such performance to enforce current standards and require-
ments.

* Note: The Mission Statement, developed in 1986 by the Mission of AICPA Special Committee,
was revised by the Strategic Planning Committee and approved by Council in May 1991. The Strategic
Objectives were revised in November 1993 and again in November 1995.

BL §911.01
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A Description of the Professional Practice of CPAs 1947

BL Section 921

A Description of the Professional Practice
of Certified Public Accountants

.01 Certified public accountants practice in the broad field of accounting.

.02 Accounting is a discipline which provides financial and other infor-
mation essential to the efficient conduct and evaluation of the activities of any
organization.

.03 The information which accounting provides is essential for (1) effective
planning, control, and decision-making by management, and (2) discharging the
accountability of organizations to investors, creditors, government agencies,
taxing authorities, association members, contributors to welfare institutions,
and others.

.04 Accounting includes the development and analysis of data, the testing
of their validity and relevance, and the interpretation and communication of
the resulting information to intended users. The data may be expressed in
monetary or other quantitative terms, or in symbolic or verbal forms.

.05 Some of the data with which accounting is concerned are not pre-
cisely measurable, but necessarily involve assumptions and estimates as to the
present effect of future events and other uncertainties. Accordingly, account-
ing requires not only technical knowledge and skill, but even more important,
disciplined judgment, perception, and objectivity.

.06 Within this broad field of accounting, certified public accountants are
the identified professional accountants. They provide leadership in account-
ing research and education. In the practice of public accounting CPAs bring
competence of professional quality, independence, and a strong concern for the
usefulness of the information and advice they provide, but they do not make
management decisions.

.07 The professional quality of their services is based upon experience
and the requirements for the CPA certificate—education and examination—
and upon the ethical and technical standards established and enforced by their
profession.

.08 CPAs have a distinctive role in auditing financial statements sub-
mitted to investors, creditors, and other interested parties, and in expressing
independent opinions on the fairness of such statements. This distinctive role
has inevitably encouraged a demand for the opinions of CPAs on a wide vari-
ety of other representations, such as compliance with rules and regulations of
government agencies, sales statistics under lease and royalty agreements, and
adherence to covenants in indentures. [Revised, July 1997, to reflect conform-
ing changes necessary due to the issuance of Statement on Auditing Standards
No. 58.]

.09 The audit of financial statements requires CPAs to review many as-
pects of an organization's activities and procedures. Consequently they can
advise clients of needed improvements in internal control and make construc-
tive suggestions on financial, tax, and other operating matters. [Revised, July
1997, to reflect conforming changes necessary due to the issuance of Statement
on Auditing Standards No. 58.]
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1948 General

.10 In addition to furnishing advice in conjunction with their independent
audits of financial statements, CPAs are engaged to provide objective advice
and consultation on various management problems. Many of these involve in-
formation and control systems and techniques, such as budgeting, cost control,
profit planning, internal reporting, automatic data processing, and quantitative
analysis. CPAs also assist in the development and implementation of programs
approved by management. [Revised, July 1997, to reflect conforming changes
necessary due to the issuance of Statement on Auditing Standards No. 58.]

.11 Among the major management problems depending on the accounting
function is compliance with tax requirements. An important part of the prac-
tice of CPAs includes tax planning and advice, preparation of tax returns, and
representation of clients before government agencies.

.12 CPAs also participate in conferences with government agencies such
as the Securities and Exchange Commission, and with other interested parties,
such as bankers.

.13 Like other professionals, CPAs are often consulted on business, civic,
and other problems on which their judgment, experience, and professional stan-
dards permit them to provide helpful advice and assistance.

.14 The complexities of an industrial society encourage a high degree of
specialization in all professions. The accounting profession is no exception. Its
scope is so wide and varied that many individual CPAs choose to specialize in
particular types of service.

.15 Although their activities may be diverse, all CPAs have demonstrated
basic competence of professional quality in the discipline of accounting. It is this
which unites them as members of one profession, and provides a foundation for
extension of their services into new areas.
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. Public Representatives . . . . . . 320.01; 340R.01
. Qualifications for Membership . . . . . . . . . 320.01
. Re-election to Board . . . . . . . . . . . . . . . . . . 630.02
. Reinstatement of Membership . . . . . . . . 710.01;

. . . . . . . . . . . . 710R.01; 720.01; 720R.01-.02
. Reports to Council . . . . . . . . . . . . . . . . . . . . 340.01
. Resolutions of Membership . . . . . . . . . . . .320.01
. Special Meetings of Council . . . . . . . . . . . 520.01
. Term Limit . . . . . . . . . . . . . . . . . . . . . . . . . . . 670.01
. Termination of Membership. . . . . . . . . . . .720.01
. Unexpired Terms . . . . . . . . . . . . . . . . . . . . 650R.01
. Vacancies . . . . . . . . . . . . . . 650.01-.02; 650R.01

BOARD OF EXAMINERS
. Designation as Senior Board . . . . . . . . . 360R.01
. Duties of Board. . . . . . . . . . . . . . . . . . . . . . .360.01
. Method of Appointment . . . . . . . . . . . . . . . 360.01
. Qualifications for Membership. . . . . . . . .320.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320R.01-.02
. Supervision of CPA Examination . . . . . . . 360.01

BOARD OF PUBLIC COMPANY AUDITOR’S
FORUM

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . 360R.12

BOARDS OF INSTITUTE
. Appointed by Chairman of Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .360.01
. Board of Directors—See Board of Directors
. Board of Examiners—See Board of Examiners
. Resolutions of Membership . . . . . . . . . . . .320.01
. Trial Board—See Joint Trial Board

BUDGETS
. Prescribed by Council . . . . . . . . . . . . . . . . .401.01

BYLAWS OF INSTITUTE
. Admission to Membership and

Association . . . . . . . . . . . . . . . . . . . . . . . . . 210.01
. Amendment Petition’s Contents and

Validity . . . . . . . . . . . . . . . . . . . . .810.01; 820.01
. Amendments . . . . . . . . . . . . . . . . . . . . . . . . . 801.01
. Council Resolutions—See Resolutions of

Council
. Disciplinary Actions . . . . . . .701.01; 740.01-.02
. Elections . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601.01
. Financial Management and Controls . . . .401.01
. Infringement . . . . . . . . . . . . . . . . 740.01; 740R.01
. Meetings of Institute and Council . . . . . . 501.01
. Mission Statement of the Institute. . . . . .911.01
. Name and Purpose of Institute. . . . . . . . .101.01
. Organization and Procedure . . . . . . . 310.01-.02
. Proposals for Amendment . . . . 320.01; 810.01
. Retention of Membership . . . . . . . . . . . . . .230.01
. Retroactivity of Disciplinary

Sanctions . . . . . . . . . . . . . . . . . . . . . . . . . . 770.01
. Termination of Membership. . . . . . . . . . . .701.01

C
CENSURE
. Public or Private . . . . . . . . . . . . . . . . . . . . . . 701.01

CERTIFICATE, CPA—See CPA Certificate

CERTIFICATE OF MEMBERSHIP
. Dues Required for Certificate . . . . . . . . . . 240.01
. Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 240.01
. Requirement for Return . . . . . . . . . . . . . . . 240.01

CERTIFIED PUBLIC ACCOUNTANTS
. Audit of Institute . . . . . . . . . . . . . . . . . . . . . . 410.01
. Description of Professional

Practice . . . . . . . . . . . . . . . . . . . . . . . . 921.01-.15
. Designation as Member . . . . . . . . . . . . . . . 250.01

CHAIRMAN OF BOARD OF DIRECTORS
. Appointment of Committees

and Boards . . . . . . . . . . . . . . . . 360.01; 420.01
. Attendance at Board Meetings . . . . . . . . .360.01
. Attendance at Committee Meetings . . . . 360.01
. Audit Committee. . . . . . . . . . . . . . . . . . . . . .420.01
. Duties of Chairman . . . . . . . . . . . . . . . . . . 350R.02
. Election by Council . . . . . . . . . .350.01; 350R.01
. Election to Board . . . . . . . . . . . . . . . . . . . . . 630.01
. Powers Prescribed by Council . . . . . . . . . 350.01
. Qualifications for Office . . . . . . . . . . . . . . . 350.01
. Special Meetings of Council . . . . . . . . . . . 520.01
. Term of Office . . . . . . . . . . . . . . 350R.01; 660.01

CODE OF CONDUCT—See Conduct,
Code of Professional

COMMITTEE
. Accounting and Review Services

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Accounting Standards Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Appointment by Chairman of Board . . . . 360.01
. Audit—See Audit Committee
. Auditing Standards Board . . . . . . . . . . . . 360R.01

BOA
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COMMITTEE—continued
. Board of Examiners . . . . . . . . . 360.01; 360R.01
. Board of Public Company Auditor’s

Forum . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Eligibility for Service . . . . . . . . . . . . . . . . . . 320.01
. Employee Benefit Plans Audit Quality

Center Executive Committee . . . . . . . 360R.01
. Government Audit Quality Center

Executive Committee . . . . . . . . . . . . . . 360R.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01
. Information Technology Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . . 360.01
. Management Consulting Services Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Nominations Committee . . . . . . . . . . . . . . 360.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.03-.04
. Organization of Institute . . . . . . . . . . . 310.01-.02
. Organization Prescribed . . . . . . . . . . . . . . .360.01
. Peer Review Board . . . . . . . . 220R.01; 360R.01
. Peer Review Committee . . . . . . . . . . . . . 360R.11
. Permanent Committees, Boards,

and Divisions . . . . . . . . . . 360.01; 360R.03-.04
. Personal Financial Planning Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Private Companies Practice Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Professional Ethics Executive

Committee. . . . . . . . . . . . . . . .360.01; 360R.01
. Resolutions of Membership . . . . . . . . . . . .320.01
. Scope of Responsibility . . . . . . . . . . . . . . . 360.01
. Senior Committees and Boards . . . . . .220R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 360.01; 360R.01
. Tax Executive Committee . . . . . . . . . . . . 360R.01

COMMUNICATION
. By Mail or in Writing. . . . . . . . . . . . . . . . . . .310.02
. Electronic Notification . . . . . . . . . . . . . . . . .310.02
. Mission of the Institute . . . . . . . . . . . . . . . . 911.01
. To or From Members . . . . . . . . . . . . . . . . . 310.02

COMPETENCE
. Mission Statement of the Institute. . . . . .911.01

COMPLAINTS AGAINST MEMBERS
. Referred to Professional Ethics

Division. . . . . . . . . . . . . . . . . . . . . . . .740R.01-.04
. Referred to Trial Board. . . . . . . . . . . . . . .740R.02
. Resignation or Reinstatement . . . . . . . . 710R.01

CONDUCT, CODE OF PROFESSIONAL
. Amendments Petition’s Contents and

Validity . . . . . . . . . . . . . . . . . . . . .810.01; 820.01
. Amendments . . . . . . . . . . . . . . . . . . . . . . . . . 801.01
. Disciplinary Actions . . . . . . . . . . . . . 360R.05-.07;

. . . . . . . . . . . . . . . . . . . . . 730.01; 730R.01-.07;
. . . . . . . . . . . . . . . . . . . . . . 740.01; 740R.01-.04

. Infringement . . . . . . 740.01; 740R.01; 740R.03

. Interpretations and Amendments. . . . . . .360.01

. Proposals to Amend . . . . . . . . . 320.01; 820.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01

. Retention of Membership . . . . . . . . . . . . . .230.01

CONTINUING PROFESSIONAL
EDUCATION—See Training and Education

CONVICTION OF CRIME—See
Criminal Conviction

COUNCIL OF INSTITUTE
. Action on Reinstatement . . . . . . . . . . . . . . 710.01
. Action on Resignations . . . . . . . . . . . . . . . . 710.01
. Admission of International

Associates. . . . . . . . . . . . . . . .260.01; 260R.01
. Amendment Proposals . . . . . . . 810.01; 820.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01
. Appointment of Auditor. . . . . . . . . . . . . . . .410.01
. Budgetary Controls . . . . . . . . . . . . . . . . . . . 401.01
. Composition of Council . . . . . . . . . . . . . . . 330.01
. Disciplining of Membership . . . . . . . . 740.01-.02
. Disclosures Regarding PEEC

Matters. . . . . . . . . . . . . . . . . . . . . . . . . . . . .760.01
. Dues Determination by Council . . . . . . . . 450.01
. Election Meeting . . . . . . . . . . . . . . . . . . . . . .660.01
. Election of Members . . . . . . . . . 601.01; 610.01
. Election of Members-at-Large . . . . . . 630.01-.02
. Election of Nominating

Committee . . . . . . . . . . . . . . . . . . . . 360R.03-.04
. Election of Officers . . . . . . . 350.01; 630.01-.02
. Election of Public Representatives . . . . . 630.01
. Execution of Instruments . . . . . . . . . . . . . . 430.01
. Financial Management and

Controls . . . . . . . . . . . . . . . . . . 401.01; 401R.01
. Fiscal Year Prescribed. . . . . . .460.01; 460R.01
. Forfeiture of Office. . . . . . . . . . . . . . . . . . . .640.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01
. Interim Appointments. . . . . . . . . . . . . .650.01-.02
. Joint Trial Board Election . . . . . . . . . . . . .360R.08
. Meetings—See Meetings of Council
. Members-at-Large . . . . . . . . . . . . . . . . . . . .330.01;

. . . . . . . . . . . . . . . . . . . . . . . 630.01-.02; 670.01
. Members Elected to Board of

Directors . . . . . . . . . . . . . . . . . . . . . . . . . . 340R.01
. Membership . . . . . . . . . . . . . . . . . . . . . . . . . .330.01
. Nomination . . . . . . . . . . . . . . . . . . . . . . . . . . .610.01
. Notification of Nomination . . . . . . . . . . . . . 610.01
. Number of Council Members . . . . . . . . . . 610.01
. Organization of Institute . . . . . . . . . . . . . . . 310.01
. Powers of Council . . . . . . . . . . . . . . . . . . . . 330.01
. Proportional Representations

of Members . . . . . . . . . . . . . . . . . . . . . . . . 610.01
. Proposals to Amend Bylaws . . . . . . . . . . 810.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01
. Proposals to Amend Code of

Conduct . . . . . . . . . . . 820.01; 830.01; 840.01
. Publication of Disciplinary Action . . . . . . 760.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760R.01
. Publication of Termination of Practice-Monitoring

Program Participation . . . . . . . . . . . . . . . 760.01
. Qualifications for Membership . . . . . . . . . 320.01
. Reinstatement of Membership . . . . . . . . 710.01;

. . . . . . . . . . . . . . . . . 710R.01; 720.01; 750.01
. Reports From Board of Directors . . . . . . 340.01
. Reports to Membership . . . . . . . . . . . . . . . 330.01
. Resolutions of Membership . . . . . . . . . . . .320.01

COU
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COUNCIL OF INSTITUTE—continued
. Rules Governing International

Associates. . . . . . . . . . . . . . . .260.01; 260R.01
. Selection of Council Members . . . . . . . . . 330.01
. Senior Committees Designated . . . . . . . . 360.01
. Special Meetings of Council . . . . . . . . . . . 520.01
. State Society Representatives . . . . . . . . . 620.01
. Term of Office . . . . . . . . . . . . . . . 610.01; 670.01
. Termination of International Associate

Affiliation . . . . . . . . . . . . . . . . . . . . . . . . . . . 720.01
. Termination of Membership. . . . . . . . . . . .720.01
. Unexpired Terms. . . . . . . . . . . .610.01; 650R.01
. Vacancies . . . . . . . . . . . . . . . . . 610.01; 610R.01;

. . . . . . . . . . . . . . . . . . . . . . 650.01-.02; 650R.01

COUNCIL RESOLUTIONS—See Resolutions
of Council

CPA CERTIFICATE
. Disciplinary Actions . . . . . 730.01; 730R.03-.04;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740.01-.02
. Joint Trial Board Members. . . . . . . . . . . . .360.01
. Mission of the Institute . . . . . . . . . . . . . . . . 911.01
. Officers Appointed by Board of

Directors . . . . . . . . . . . . . . . . . . . . . . . . . . . 350.01
. Officers Elected by Council . . . . . . . . . . . . 350.01
. Requirement for Membership . . . . . . . . . . 220.01
. Requirements . . . . . . . . . . . . . . . . . . . . . . . . 921.07

CPA EXAMINATION—See Examination,
Uniform CPA

CRIMINAL CONVICTION
. Disciplinary Actions Without

a Hearing . . . . . . . . . . . . . 730.01; 730R.01-.02
. Disciplining of Member by

Trial Board . . . . . . . . . . . . . . . . . . . . . . 740.01-.02
. Judgment Reversed . . . . . . . . . . . . . . . . . 750R.02

D
DIRECTORS—See Board of Directors

DISCIPLINARY ACTIONS
. Disciplining by Trial Board . . . . . . . 360R.05-.07;

. . . . . . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . 701.01
. Maintaining Records . . . . . . . . . . . . . . . . . 760R.01
. Practice-Monitoring Programs . . . 220R.01-.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760.01
. Publication of Action . . . . . . 740R.04; 750R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 760.01; 760R.01
. Reinstatement . . . . . . . . . . . . . . . . . . . 750R.01-.02
. Retroactivity . . . . . . . . . . . . . . . . . . . . . . . . . .770.01
. Settlement Agreement . . . . . . . . . . . . . . 360R.07;

. . . . . . . . . . . . . . . . . . . . . . . . 740R.04; 760R.01
. Without a Hearing. . . . . . . . . . . . . . . . . . . . .730.01

DISCIPLINARY SUSPENSION—See
Suspension of Membership

DISCREDITABLE ACTS—See Acts Discreditable

DIVISION FOR CPA FIRMS (AICPA)
. Practice-Monitoring Programs . . . . 220R.01-.02
. Private Companies Practice

Section . . . . . . . . . . . . . . . . . . . . . . . . . . . 220R.01

DUES
. Classifications . . . . . . . . . . . . . . . . . . . . . . . . 450.01
. Date Payable . . . . . . . . . . . . . . . . . . . . . . . . . 450.02
. International Associates . . . . . . . . . . . 450.01-.03
. Military Service . . . . . . . . . . . . . . . . . . . . . . . 450.03
. Nonpayment . . . . . . . . . . . . 720.01; 720R.01-.02
. Required for Certification of

Membership . . . . . . . . . . . . . . . . . . . . . . . . 240.01

E
EDUCATION AND TRAINING—See Training

and Education

ELECTIONS
. Board of Directors. . . . . . . .630.01-.02; 660.01
. Chairman of Board of Directors . . . . . . . .630.01
. Council Members . . . . . . . . . . . . . . . . . . . . . 610.01
. Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . 601.01
. Members-at-Large . . . . . . . . . . . . 630.01; 660.01
. Notification of Election to Council . . . . . . 610.01
. Notification of Nomination to Council . . . 610.01
. Officers of Institute . . . . . . . . . . . . . . . . . . . 660.01
. Proportional Representation

in Council . . . . . . . . . . . . . . . . . . . . . . . . . . .610.01
. Public Representatives . . . . . . . . . . . . . . . . 630.01
. Term of Office of Council Members . . . . 610.01
. Vacancies . . . . . . . . . . . . . . 650.01-.02; 650R.01
. Vice Chairman of Board of Directors . . . 630.01
. Withdrawal of Nomination . . . . . . . . . . . . 610R.01

EMPLOYEE BENEFIT PLANS AUDIT QUALITY
CENTER EXECUTIVE COMMITTEE

. Designation as Senior Committee . . . . 360R.01

ETHICS DIVISION—See Professional
Ethics Division

EXAMINATION, UNIFORM CPA
. Requirement for Membership . . . . . . . . . . 220.01
. Supervision by Board of Examiners . . . . 360.01

EXAMINERS—See Board of Examiners

EXECUTION OF INSTRUMENTS
. Designation of Officers

or Employees . . . . . . . . . . . . . . . . . . . . . . .430.01

EXPENSES
. Indemnification Provision . . . . . . . . . . . . . . 440.02

F
FELONY—See Criminal Conviction

FINANCIAL REPORTING
. Description of Practice . . . . . . . . . . . 921.02-.03;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 921.08-.10

FINANCIAL STATEMENTS OF INSTITUTE
. Audit Committee. . . . . . . . . . . . . . . . . . . . . .420.01
. Fiscal Year . . . . . . . . . . . . . . . . . . . . . . . . . . 460R.01
. Publication for Membership . . . . . . . . . . . 410.01

FIRM
. Designation as Member . . . . . . . . . . . . . . . 250.01

COU
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FISCAL PERIOD
. Prescribed by Council . . . . . . . 460.01; 460R.01

FOREIGN CITIZENSHIP—See International
Associates

G
GOVERNMENT AUDIT QUALITY CENTER

EXECUTIVE COMMITTEE
. Designation as Senior Committee . . . . 360R.01

GOVERNMENTAL AGENCIES
. Compliance With Rules and

Regulations . . . . . . . . . . . . . . . . . . . . . . . . . 921.08

I
INCOME TAX RETURNS—See Tax Returns

INCOMPETENCE
. Disciplining by Trial Board . . . . . . . . . 740.01-.02

INDEPENDENCE
. Description of Practice . . . . . . . . . . . . . . . .921.06

INFORMATION TECHNOLOGY EXECUTIVE
COMMITTEE

. Designation as Senior Committee . . . . 360R.01

INSTITUTE—See American Institute of CPAs

INSTRUMENTS—See Execution of Instruments

INSURANCE
. Indemnification Provision . . . . . . . . . . . . . . 440.02

INTERNATIONAL ASSOCIATE
. Admission . . . . . . . . . . . . . . . . . . 260.01; 260R.01
. Attendance at Meetings . . . . . . . . . . . . . . . 320.01
. Dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450.01-.03
. Member Benefits . . . . . . . . . . . . . . . . . . . . 260R.01
. Termination of Association . . . . . . . . . . . . 720.01
. Voting Rights . . . . . . . . . . . . . . . 260R.01; 320.01
. Waiver of Dues . . . . . . . . . . . . . . . . . . . . . . . 450.03

J
JOINT TRIAL BOARD
. Board of Public Company Auditor’s

Forum . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.11
. Complaints Against Members . . . . . . . . 740R.02
. Composition . . . . . . . . . . . . 360.01; 360R.08-.10
. Disciplining of Member . . . . . 730.01; 730R.07;

. . . . . . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Duties and Powers. . . . . . . . . . . . . . . . . . . .360.01
. Effective Date of Decision. . . . . . . . . . . .740R.03
. Expulsion of Member . . . . . . . . . . . . . . . . . 740.01
. Membership Requirements . . . . . . . . . . . . 360.01
. Notification to Member . . . . . . . . . . . . . . 740R.03
. Panel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740R.03
. Powers . . . . . . . . . . . . . . . . . . . . . . . . . 360R.10-.12
. Peer Review Board . . . . . . . . . . . . . . . . . . 360R.11
. Peer Review Committee . . . . . . . . . . . . . 360R.11
. Practice-Monitoring Program . . . . . . . . . 360R.11
. Publication of Disciplinary Action . . . . . 760R.01
. Publication of Reinstatement . . . . . . . . . 750R.01

JOINT TRIAL BOARD—continued
. Reinstatement of Membership . . . . . . . 710R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 750R.01-.02
. Request for Trial. . . . . . . . . . . . . . . . . . . . .740R.03
. Resignation of Membership . . . . . . . . . . 710R.01
. Review Procedure. . . . . .740R.03; 750R.01-.02
. State Societies, CPA. . . . . . . . . . . . . . . . .360R.13
. Sub-Board . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.10
. Summoning of Member . . . . . . . . . . . . . . . 730.01

L
LAWSUITS—See Litigation

LIABILITIES
. Indemnification Provision . . . . . . . . . . . . . . 440.02

LITIGATION
. Indemnification Provision . . . . . . . . . . 440.01-.02

M
MAIL BALLOT
. Council Vote. . . . . . . . . . . . . . . . . . . . . . . . . .520.01
. Proposed Amendments . . . . . . .830.01; 840.01
. Resolutions of Membership . . . . . . . . . . . .510.01
. Vacancies . . . . . . . . . . . . . . . . . . 650.01; 650R.01
. Voting for Council Members . . . . . . . . . . . 610.01
. Voting Rights . . . . . . . . . . . . . . . . . . . . . . . . . 320.01

MANAGEMENT
. Audit Committee. . . . . . . . . . . . . . . . . . . . . .420.01
. Audit of Institute . . . . . . . . . . . . . . . . . . . . . . 410.01
. Authority of Council . . . . . . . . . . . . . . . . . . . 401.01
. Budgets of Institute . . . . . . . . . 401.01; 401R.01
. Dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450.01-.03
. Fiscal Year . . . . . . . . . . . . . . . . . 460.01; 460R.01
. Implementing Resolutions

of Council . . . . . . . . . . . . . . . . . . . . . . . . . 401R.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01

MANAGEMENT CONSULTING SERVICES
. Description of Practice . . . . . . . . . . . . 921.10-.11

MANAGEMENT CONSULTING SERVICES
EXECUTIVE COMMITTEE

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

MEETINGS, GENERAL PROVISIONS
. Quorum . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 530.01
. Rules of Procedure . . . . . . . . . . . . . . . . . . . 530.01

MEETINGS OF BOARD OF DIRECTORS
. Amendment Proposals . . . . . . . . . . . . . . . . 830.01
. Quorum . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 530.01

MEETINGS OF COUNCIL
. Agenda Determined by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .501.01
. Amendment Proposals . . . . . . . . . . . . . . . . 830.01
. Dates Determined by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .501.01
. Dates of Meetings . . . . . . . . . . . . . . . . . . . . 520.01
. Election Meeting . . . . . . . . . . . . . . . . . . . . . .660.01
. Elections . . . . . . . . . . . . . . . 650.01-.02; 650R.01

MEE



P1: JsY

ACPA096-5851-6209 ACPA096-Vol-II-PS.cls July 16, 2009 18:10

1954 BL Topical Index

References are to BL section and paragraph numbers.

MEETINGS OF COUNCIL—continued
. Mail Ballot in Lieu of Special

Meeting . . . . . . . . . . . . . . . . . . . . . . . . . . . . 520.01
. Minutes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 520.01
. Non-attendance. . . . . . . . . . . . . . . . . . . . . . .640.01
. Notice of Meetings . . . . . . . . . . . . . . . . . . . 520.01
. Quorum . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 530.01
. Regular Meetings . . . . . . . . . . . . . . . . . . . . . 520.01
. Rules of Procedure . . . . . . . . . . . . . . . . . . . 530.01
. Special Meetings . . . . . . . . . . . . . . . . . . . . . 520.01

MEETINGS OF INSTITUTE
. Council Meeting Held in Conjunction

With . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 660.01
. Notice of Meetings . . . . . . . . . . . . . . . . . . . 510.01
. Quorum . . . . . . . . . . . . . . . . . . . . . 510.01; 530.01
. Regular Meetings . . . . . . . . . . . . . . . . . . . . . 510.01
. Resolution of Membership . . . . . . . . . . . . . 510.01
. Rules of Procedure . . . . . . . . . . . . . . . . . . . 530.01
. Special Meetings . . . . . . . . . . . . . . . . . . . . . 510.01

MEMBERS—See Membership

MEMBERS-AT-LARGE OF COUNCIL
. Council Members . . . . . . . . . . . . . . . . . . . . . 330.01
. Elections. . . . . . . . . . . . . . . . .630.01-.02; 660.01
. Forfeiture of Office. . . . . . . . . . . . . . . . . . . .640.01
. Nonattendance at Council Meetings . . . .640.01
. Term of Office . . . . . . . . . . . . . . . 630.01; 670.01

MEMBERSHIP
. Administrative Reprimand. . . . . . . .360R.05-.07;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 701.01
. Admission to Membership . . . . . . . . . . . . 220.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 220R.02; 240.01
. Amendment Petition’s Contents

and Validity. . . . . . . . . . . . . . . . .810.01; 820.01
. Amendment Proposals . . . . . . . 810.01; 820.01
. Attendance at Meetings . . . . . . . . . . . . . . . 320.01
. Certificate—See Certificate of Membership
. Communications With . . . . . . . . . . . . . . . . . 310.02
. Conditions for Retention. . . . . . . . . . . . . . .701.01
. Continuing Professional Education. . . . .720.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 720R.02
. Designation as Member . . . . . . . . . . . . . . . 250.01
. Disciplinary Sanctions—See Disciplinary

Sanctions
. Disciplining of Member by Trial

Board . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Dues . . . . . . . . . . . . . . . . . . . . 230.01; 450.01-.03
. Education Requirements . . . . . . . . . . . . . . 220.01
. Elections—See Elections
. Financial Statements of Institute . . . . . . . 410.01
. International Associates—See International

Associates
. Mail Ballot. . . . . . . . . . . . . . . . . . .320.01; 510.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 610.01; 830.01
. Meetings—See Meetings of Institute
. Members Defined . . . . . . . . . . . . . . . . . . . . .210.01
. Mission of the Institute . . . . . . . . . . . . . . . . 911.01
. Nonpayment of Dues . . . . . . . .720.01; 720R.01
. Notice of Meetings . . . . . . . . . . . . . . . . . . . 510.01
. Objectives of Institute . . . . . . . . . . . . . . . . . 101.01

MEMBERSHIP—continued
. Organization—See Organization of Institute
. Positions Held Only by Members . . . . . . 320.01;

. . . . . . . . . . . . . . . . . . . . . . . 630.01-.02; 660.01
. Positions That May Be Held by

Non-Members. . . . . . . . . . . . . . . . . .320R.01-.02
. Practice-Monitoring

Programs . . . . . . . . . . . .220R.01-.02; 710.01;
. . . . . . . . . . . . . . . . 710R.01; 720.01; 720R.02

. Proposals to Amend Bylaws . . . . . . . . . . 810.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01

. Proposals to Amend Code of
Conduct . . . . . . . . . . . 820.01; 830.01; 840.01

. Publication of Disciplinary Action . . . . . . 760.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760R.01

. Publication of Termination of
Practice-Monitoring Program
Participation . . . . . . . . . . . . . . . . . . . . . . . . 760.01

. Qualifications . . . . . . . . . . . . . . . 220.01; 220R.02

. Reinstatement—See Reinstatement
of Membership

. Reports of Council Action . . . . . . . . . . . . . 330.01

. Requirements for Admission . . . . . . . . . . 220.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 220R.02

. Requirements for Joint Trial Board . . . . . 360.01

. Requirements for Retention. . . . . . . . . . . .230.01

. Residence for Voting Purposes . . . . . . . . 320.01

. Resignation—See Resignation

. Resolutions—See Resolutions of Membership

. Retention of Membership . . . . . . . . . . . . . 230.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 230R.04-.07

. Rights and Powers . . . . . . . . . . . . . . . . . . . .320.01

. Settlement Agreement . . . . . . . . . . . . . . . 360R.07

. Suspension—See Suspension of Membership

. Term Limit . . . . . . . . . . . . . . . . . . . . . . . . . . . 670.01

. Termination—See Termination of
Membership

. Unity of Profession. . . . . . . . . . . . . . . . . . . .921.15

. Voting on Amendments . . . . . . . . . . . . . . . 840.01

. Voting Rights . . . . . . . . . . . . . . . . . . . . . . . . . 320.01

. Waiver of Dues . . . . . . . . . . . . . . . . . . . . . . . 450.03

MILITARY SERVICE
. Dues. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .450.03

MINUTES OF MEETINGS
. Meetings of Council . . . . . . . . . . . . . . . . . . .520.01

MISSION OF THE INSTITUTE
. Advocacy . . . . . . . . . . . . . . . . . . . . . . . . . . . . 911.01
. Certificate and Licensing . . . . . . . . . . . . . . 911.01
. Communications. . . . . . . . . . . . . . . . . . . . . .911.01
. Mission Statement . . . . . . . . . . . . . . . . . . . . 911.01
. Recruiting and Education . . . . . . . . . . . . . . 911.01
. Standards and Performance. . . . . . . . . . .911.01

N
NOMINATIONS
. Council Members . . . . . . . . . . . . 610.01; 670.01
. Duties of Committee . . . . . . . . . 360.01; 610.01
. Election of Council Members. . . . . . . . . .610.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 630.01; 670.01
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NOMINATIONS—continued
. Election of Members . . . . . . . . . . . . . 360R.03-.04
. Election of Officers . . . . . . . . . . . . . . . . . . . 630.01
. Floor Nominations . . . . . . . . . . . . . . . . . . . . 630.01
. Vacancies. . . . . . . . . . . . . . . . . . . . . . . . . . .650R.01
. Withdrawal . . . . . . . . . . . . . . . . . . . . . . . . . . 610R.01

NONPAYMENT OF FINANCIAL OBLIGATION
. Termination of Membership . . . . . . . . . . . 720.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 720R.01-.02

NOTIFICATION
. Charges Against Members . . . . . . . . . . . 740R.03
. Disciplinary Actions . . . . . . . . . . . . . . . . . 730R.05;

. . . . . . . . . . . . . . . . . . . . . . . . . 760.01; 760R.01
. Notice of Meetings . . . . . . . . . . . 510.01; 520.01

O
OBJECTIVES OF INSTITUTE
. Certificate of Incorporation . . . . . . . . . . . . 101.01
. Mission Statement—See Mission of the

Institute

OBJECTIVITY
. Description of Practice . . . . . . . . . . . . . . . .921.05

OFFICERS OF INSTITUTE
. Appointed by Board of Directors . . . . . . . 350.01
. Chairman of Board—See Chairman

of Board of Directors
. Election by Council . . . . . . . . . . . . . . . . . . . 350.01
. Election Meetings. . . . . . . . . . . . . . . . . . . . .660.01
. Election of Members . . . . . . . . . . . . . . . . . . 601.01
. Execution of Instruments . . . . . . . . . . . . . . 430.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01
. Nominations Committee. . . . . . . . . . . . . . .360.01
. Organization of Institute . . . . . . . . . . . . . . . 310.01
. Powers of Council . . . . . . . . . . . . . . . . . . . . 330.01
. President—See President of Institute
. Resolutions of Membership . . . . . . . . . . . .320.01
. Secretary—See Secretary of Institute
. Term of Office. . . . . . . . . . . . . . . . . . . . . . .350R.01
. Unexpired Terms . . . . . . . . . . . . . . . . . . . . 650R.01
. Vacancies . . . . . . . . . . . . . . . . . . . . . . . 650.01-.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 650R.01
. Vice Chairman—See Vice Chairman

of Board of Directors
. Vice President—See Vice Presidents

of Institute (Appointed)

ORGANIZATION OF INSTITUTE
. Board of Directors . . . . . . . . . . 340.01; 340R.01
. Committees and Boards . . . . . . . . . . . . . . 360.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.01-.12
. Council of Institute . . . . . . . . . . . . . . . . . . . . 330.01
. General Structure . . . . . . . . . . . . . . . . . 310.01-.02
. Membership . . . . . . . . . . . . . . . . . . . . . . . . . .320.01
. Officers Elected by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .350.01
. Officers Elected by Council . . . . . . . . . . . 350.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350R.01-.05

P
PEER REVIEW BOARD
. Authority to Make Public

Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01
. Designation as Senior Committee. . . .220R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Disciplinary Action . . . . . . . . . . . . . . . . . . . . 760.01
. Election of Members. . . . . . . . . . . . . . . . .220R.01
. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . 360R.11
. Practice-Monitoring Program . . . . . . . . . 710R.01
. Qualifications for Membership . . . . 320R.01-.02
. Selection of Nominees . . . . . . . . . . . . . . .220R.01

PEER REVIEW COMMITTEE
. Disciplinary Action . . . . . . . . . . . . . . . . . . . 760R.01
. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . 360R.11
. Practice-Monitoring Program . . . . . . . . . 710R.01

PEER REVIEW DIVISION
. Activities . . . . . . . . . . . . . . . . . . . . . . . . . . . .220R.01
. Agreements With State Societies . . . . . 220R.01

PERMANENT COMMITTEES, BOARDS,
AND DIVISIONS

. Composition. . . . . . . . . . . . . . . . . . . . . . . . . .360.01

PERSONAL FINANCIAL PLANNING EXECUTIVE
COMMITTEE

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

PRACTICE-MONITORING PROGRAMS
. Disciplinary Sanctions . . . . . . . . . . . . . . . 220R.02
. Institute Approved . . . . . . . . . . 710.01; 710R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760.01
. Publication of Disciplinary Action. . . . . . .760.01
. Reinstatement of Membership . . . . . . . . 710.01;

. . . . . . . . . . . . . . . . . . . . . . . . 710R.01; 720R.02
. Requirement for Membership . . . . . . . . . 220.01;

. . . . . . . . . . . . . . . . . . . . . . 220R.01-.02; 230.01
. Termination of Membership. . . . . . . . . . . .720.01

PRACTICE OF PUBLIC ACCOUNTING
. Description . . . . . . . . . . . . . . . . . . . . . . . 921.01-.15
. Enrollment in Practice-Monitoring

Program. . . . . . . . . . . . . . . . . . . . . . .220R.01-.02
. Requirements for Membership . . . . . . . . 220.01;

. . . . . . . . 220R.01-.02; 230.01; 230R.04-.07

PRESIDENT OF INSTITUTE
. Appointed by Board of Directors . . . . . . . 350.01
. Duties of President . . . . . . . . . . . . . . . . . . 350R.04
. Powers Prescribed by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .350.01
. Qualifications for Office . . . . . . . . . . . . . . . 350.01

PRIVATE COMPANIES PRACTICE
EXECUTIVE COMMITTEE

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

PROFESSIONAL DEVELOPMENT—See Training
and Education

PRO
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PROFESSIONAL ETHICS DIVISION
. Action on Complaints . . . . . . . . . . . . . . . . 740R.02
. Action on Reinstatement . . . . . . . . . . . . . 710R.01
. Action on Resignations . . . . . . . . . . . . . . 710R.01
. Administrative Reprimand. . . . . . . .360R.05-.07;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740R.04
. Amendment Proposals . . . . . . . . . . . . . . . . 820.01
. Complaints Against Members. . . . .740R.01-.04
. Continuing Professional Education

Prescribed. . . . . . . . . . . . . . . . . . . . .360R.05-.06
. Disciplinary Actions . . . . . 730.01; 730R.01-.07;

. . . . . . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Failure to Cooperate . . . . . . . . . . . . . . 740.01-.02
. Proposals to Amend Code of

Conduct . . . . . . . . . . . . . . . . . . . . . . . . . . . . 820.01
. Record of Disciplinary Actions . . . . . . . . 760R.01
. Reinstatement of Membership . . . . . . . .750R.02

PROFESSIONAL ETHICS EXECUTIVE
COMMITTEE

. Administrative Reprimand . . . . . . . . 360R.05-.07

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

. Disciplinary Actions . . . . . 730.01; 730R.01-.07

. Duties of Committee . . . . . . . . . . . . . . . . . . 360.01

. Interpretations and Amendments
of Code . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360.01

. Outcome of Investigation
of Disciplinary Action. . . . . . . . . . . . . . .760R.01

. Qualifications for Membership . . . . 320R.01-.02

. Settlement Agreement . . . . 360R.07; 740R.04;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760R.01

PUBLIC REPRESENTATIVES
. Elected by Council . . . . . . . . . . . . . . . . . . . . 630.01
. Members of Board of Directors . . . . . . . 320.01;

. . . . . . . . . . . . . . . . . . . . . . 340R.01; 630.01-.02

PUBLIC STATEMENTS
. Authority to Issue. . . . . . . . . . . . . . . . . . . .360R.02

Q
QUORUM
. Meetings of Boards of Directors . . . . . . . 530.01
. Meetings of Council . . . . . . . . . . . . . . . . . . .530.01
. Meetings of Institute . . . . . . . . . . . . . . . . . . 530.01

R
REINSTATEMENT OF MEMBERSHIP
. Application for Reinstatement . . . . . . . . . 710.01;

. . . . . . . . . . . . . . . . . . . . 710R.01; 720R.01-.02;
. . . . . . . . . . . . . . . . . . . . 720R.04; 750R.01-.02

. Conditions and Procedures . . . . . . . . 750.01-.02

. Continuing Professional Education . . . . 720R.02

. Payment of Dues . . . . . . . . . . . . . . . . . . . . 720R.01

. Payment of Financial Obligations . . . . . 720R.01

. Practice-Monitoring Programs. . . . . . . . .710.01;
. . . . . . . . . . . . . . . . . . . . . . . . 710R.01; 720R.02

REPORTS
. Actions of Board of Directors . . . . . . . . . .340.01
. Actions of Council . . . . . . . . . . . . . . . . . . . . 330.01
. Requirement for Membership . . . . . . . . . 220.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 220R.02; 230.01

RESEARCH
. Description of Practice . . . . . . . . . . . . . . . .921.06

RESIGNATION
. Membership . . . . . . . . . . . . . . . 710.01; 710R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 720R.03-.04
. Practice-Monitoring Review . . . . . . . . . . 360R.06;

. . . . . . . . . . . . . . . . . . . . . . . . . 710.01; 710R.01

RESOLUTIONS OF COUNCIL
. Board of Directors. . . . . . . . . . . . . . . . . . .340R.01
. Committees of Institute . . . . . . . . . . 360R.01-.12
. Disciplinary Actions . . . . . . . . . . . . . . 730R.01-.07
. Disciplining by Trial Board . . . . . . . . 740R.01-.04
. Election of Council Members . . . . . . . . . 610R.01
. Financial Management

and Controls . . . . . . . . . . . . . . . . . . . . . . 401R.01
. Fiscal Year . . . . . . . . . . . . . . . . . . . . . . . . . . 460R.01
. International Associates. . . . . . . . . . . . . .260R.01
. Nonpayment of Financial

Obligations . . . . . . . . . . . . . . . . . . . . 720R.01-.04
. Officers of Institute . . . . . . . . . . . . . . 350R.01-.05
. Publication of Disciplinary Action . . . . . 760R.01
. Reinstatement of Membership . . . . 750R.01-.02
. Resignation of Membership . . . . . . . . . . 710R.01
. Retention of Membership. . . . . . . . .230R.04-.07
. Term Limit . . . . . . . . . . . . . . . . . . . . . . . . . . . 670.01
. Vacancies. . . . . . . . . . . . . . . . . . . . . . . . . . .650R.01

RESOLUTIONS OF MEMBERSHIP
. Positions That May Be Held by

Non-Members. . . . . . . . . . . . . . . . . .320R.01-.02
. Rights and Powers . . . . . . . . . . . 320.01; 510.01

RETENTION OF MEMBERSHIP—See
Membership

RETROACTIVITY
. Disciplinary Sanctions. . . . . . . . . . . . . . . . .770.01

RIGHTS
. Administrative Reprimand . . . . . . . . 360R.05-.07
. Attendance at Meetings . . . . . . . . . . . . . . . 320.01
. Designation as Members of Institute . . . 250.01
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PC

PUBLIC COMPANY ACCOUNTING
OVERSIGHT BOARD STANDARDS
AND AUDITS OF PUBLIC COMPANIES

The full text of the PCAOB's releases can be found in the AICPA's PCAOB
Standards and Related Rules (Including Select SEC-Approved PCAOB Re-
leases and Staff Guidance). The PCAOB releases are also available on AICPA
reSOURCE: Online Accounting and Auditing Literature. For subscription in-
formation, visit www.cpa2biz.com
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VS Section 100

Valuation of a Business, Business Ownership
Interest, Security, or Intangible Asset

June 2007

Foreword
Why Issued
Valuations of businesses, business ownership interests, securities, or intangible
assets (hereinafter collectively referred to in this Foreword as business valua-
tions) may be performed for a wide variety of purposes including the following:

1. Transactions (or potential transactions), such as acquisitions, mergers,
leveraged buyouts, initial public offerings, employee stock ownership
plans and other share based plans, partner and shareholder buy-ins
or buyouts, and stock redemptions.

2. Litigation (or pending litigation) relating to matters such as marital
dissolution, bankruptcy, contractual disputes, owner disputes, dissent-
ing shareholder and minority ownership oppression cases, and employ-
ment and intellectual property disputes.

3. Compliance-oriented engagements, including (a) financial reporting
and (b) tax matters such as corporate reorganizations; S corporation
conversions; income, estate, and gift tax compliance; purchase price
allocations; and charitable contributions.

4. Planning oriented engagements for income tax, estate tax, gift tax,
mergers and acquisitions, and personal financial planning.

In recent years, the need for business valuations has increased significantly. Pe-
rforming an engagement to estimate value involves special knowledge and skill.

Given the increasing number of members of the AICPA who are performing
business valuation engagements or some aspect thereof, the AICPA Consulting
Services Executive Committee has written this standard to improve the con-
sistency and quality of practice among AICPA members performing business
valuations. AICPA members will be required to follow this standard when they
perform engagements to estimate value that culminate in the expression of a
conclusion of value or a calculated value.

The Consulting Services Executive Committee is a body designated by AICPA
Council to promulgate technical standards under Rule 201, General Standards
[ET section 201.01], and Rule 202, Compliance With Standards [ET section
202.01], of the AICPA Code of Professional Conduct.

Introduction and Scope
.01 This Statement establishes standards for AICPA members (hereinafter

referred to in this Statement as members) who are engaged to, or, as part of
another engagement, estimate the value of a business,1 business ownership

1 This Statement includes two glossaries. Appendix B [paragraph .81] is the International Glos-
sary of Business Valuation Terms (IGBVT), jointly developed by the AICPA, the American Society of
Appraisers (ASA), the Canadian Institute of Chartered Business Valuators, the National Association

(continued)

VS §100.01
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interest, security, or intangible asset (hereinafter collectively referred to in
this Statement as subject interest). For purposes of this Statement, the defi-
nition of a business includes not-for-profit entities or activities.

.02 As described in this Statement, the term engagement to estimate
value refers to an engagement or any part of an engagement (for example,
a tax, litigation, or acquisition-related engagement) that involves estimating
the value of a subject interest. An engagement to estimate value culminates
in the expression of either a conclusion of value or a calculated value (see
paragraph .21). A member who performs an engagement to estimate value is
referred to, in this Statement, as a valuation analyst.

.03 Valuation analysts should be aware of any governmental regulations
and other professional standards applicable to the engagement, including the
AICPA Code of Professional Conduct and the Statement on Standards for Con-
sulting Services (SSCS) No. 1, Consulting Services: Definitions and Standards
[CS section 100], and the extent to which they apply to engagements to estimate
value. Compliance is the responsibility of the valuation analyst.

.04 In the process of estimating value as part of an engagement, the val-
uation analyst applies valuation approaches and valuation methods, as
described in this Statement, and uses professional judgment. The use of pro-
fessional judgment is an essential component of estimating value.

Exceptions From This Statement
.05 This Statement is not applicable to a member who participates in es-

timating the value of a subject interest as part of performing an attest engage-
ment defined by Rule 101 of the AICPA Code of Professional Conduct [ET section
101.01] (for example, as part of an audit, review, or compilation engagement).

.06 This Statement is not applicable when the value of a subject inter-
est is provided to the member by the client or a third party, and the member
does not apply valuation approaches and methods, as discussed in this State-
ment.

.07 This Statement is not applicable to internal use assignments from em-
ployers to employee members not in the practice of public accounting, as that
term is defined in the AICPA Code of Professional Conduct [ET section 92.25].
(Interpretation No. 1, "Scope of Applicable Services," [VS section 9100], Illus-
trations 24 and 25 [VS section 9100.78–.81].

.08 This Statement is not applicable to engagements that are exclusively
for the purpose of determining economic damages (for example, lost profits)
unless those determinations include an engagement to estimate value. See also
Interpretation No. 1, Illustrations 1, 2, and 3 [VS section 9100.06–.11].

.09 (a) This Statement is not applicable to mechanical computations that
do not rise to the level of an engagement to estimate value; that is, when
the member does not apply valuation approaches and methods and does not
use professional judgment. See Interpretation No. 1, Illustration 8 [VS section
9100.20–.23].

(footnote continued)

of Certified Valuation Analysts, and the Institute of Business Appraisers. The IGBVT is reproduced
verbatim in Appendix B, "International Glossary of Business Valuation Terms [paragraph .81]. Ap-
pendix C [paragraph .82] provides definitions for terms included in this Statement, but not defined in
the IGBVT. The terms defined in Appendix B [paragraph .81] are in boldface type the first time they
appear in this Statement; the terms defined in Appendix C [paragraph .82] are in italicized boldface
type the first time they appear in this Statement.

VS §100.02



P1: JsY

ACPA096-p11001-12914 ACPA096-Vol-II-PS.cls July 16, 2009 18:16

Valuation of a Business 1965

(b) This Statement is not applicable when it is not practical or not reasonable
to obtain or use relevant information; as a result, the member is unable to apply
valuation approaches and methods that are described in this Statement.2

Jurisdictional Exception
.10 If any part of this Statement differs from published governmental,

judicial, or accounting authority, or such authority specifies valuation develop-
ment procedures or valuation reporting procedures, then the valuation analyst
should follow the applicable published authority or stated procedures with re-
spect to that part applicable to the valuation in which the member is engaged.
The other parts of this Statement continue in full force and effect (Interpreta-
tion No. 1 [VS section 9100.01–.89]).

Overall Engagement Considerations
Professional Competence

.11 Rule 201A, Professional Competence, of the AICPA Code of Professional
Conduct [ET section 201.01], states that a member shall "undertake only those
professional services that the member or the member's firm can reasonably
expect to be completed with professional competence." Performing a valuation
engagement with professional competence involves special knowledge and skill.
A valuation analyst should possess a level of knowledge of valuation principles
and theory and a level of skill in the application of such principles that will
enable him or her to identify, gather, and analyze data, consider and apply
appropriate valuation approaches and methods, and use professional judgment
in developing the estimate of value (whether a single amount or a range). An
in-depth discussion of valuation theory and principles, and how and when to
apply them, is not within the scope of this Statement.

.12 In determining whether he or she can reasonably expect to complete
the valuation engagement with professional competence, the valuation analyst
should consider, at a minimum, the following:

a. Subject entity and its industry

b. Subject interest

c. Valuation date
d. Scope of the valuation engagement

i. Purpose of the valuation engagement

ii. Assumptions and limiting conditions expected to apply to the
valuation engagement (paragraph .18)

iii. Applicable standard of value (for example, fair value or fair
market value), and the applicable premise of value (for exam-
ple, going concern)

iv. Type of valuation report to be issued (paragraph .48), intended
use and users of the report, and restrictions on the use of the
report

e. Governmental regulations or other professional standards that apply
to the subject interest or to the valuation engagement

2 Unless prohibited by statute or by rule, a member may use the client's estimates for compliance
reporting to a third party if the member determines that the estimates are reasonable (based on the
facts and circumstances known to the member). See Interpretation No. 1 [VS section 9100.01–.89],"
and Statement for Standards on Tax Services No. 4, Use of Estimates [TS section 400].

VS §100.12
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Nature and Risks of the Valuation Services and Expectations of
the Client

.13 In understanding the nature and risks of the valuation services to
be provided, and the expectations of the client, the valuation analyst should
consider the matters in paragraph .12, and in addition, at a minimum, the
following:

a. The proposed terms of the valuation engagement

b. The identity of the client

c. The nature of the interest and ownership rights in the business, busi-
ness interest, security, or intangible asset being valued, including con-
trol characteristics and the degree of marketability of the interest

d. The procedural requirements of a valuation engagement and the ex-
tent, if any, to which procedures will be limited by either the client or
circumstances beyond the client's or the valuation analyst's control

e. The use of and limitations of the report, and the conclusion or calcu-
lated value

f. Any obligation to update the valuation

Objectivity and Conflict of Interest
.14 The AICPA Code of Professional Conduct requires objectivity in the

performance of all professional services, including valuation engagements. Ob-
jectivity is a state of mind. The principle of objectivity imposes the obligation
to be impartial, intellectually honest, disinterested, and free from conflicts of
interest. If necessary, where a potential conflict of interest may exist, a valua-
tion analyst should make the disclosures and obtain consent as required under
Interpretation No. 102-2, "Conflicts of Interest," under Rule 102, Integrity and
Objectivity [ET section 102.03].

Independence and Valuation
.15 If valuation services are performed for a client for which the valuation

analyst or valuation analyst's firm also performs an attest engagement (defined
by Rule 101 of the AICPA Code of Professional Conduct), the valuation analyst
should meet the requirements of Interpretation No. 101-3, "Performance of
Nonattest Services," under Rule 101, Independence [ET section 101.05], so as
not to impair the member's independence with respect to the client.

Establishing an Understanding With the Client
.16 The valuation analyst should establish an understanding with the

client, preferably in writing, regarding the engagement to be performed. If
the understanding is oral, the valuation analyst should document that under-
standing by appropriate memoranda or notations in the working papers. (If the
engagement is being performed for an attest client, AICPA Ethics Interpreta-
tion 101-3 requires the engagement understanding to be in writing.) Regardless
of whether the understanding is written or oral, the valuation analyst should
modify the understanding if he or she encounters circumstances during the
engagement that make it appropriate to modify that understanding.

.17 The understanding with the client reduces the possibility that either
the valuation analyst or the client may misinterpret the needs or expectations of
the other party. The understanding should include, at a minimum, the nature,

VS §100.13
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purpose, and objective of the valuation engagement, the client's responsibili-
ties, the valuation analyst's responsibilities, the applicable assumptions and
limiting conditions, the type of report to be issued, and the standard of value
to be used.

Assumptions and Limiting Conditions
.18 Assumptions and limiting conditions are common to valuation engage-

ments. Examples of typical assumptions and limiting conditions for a business
valuation are provided in Appendix A, "Illustrative List of Assumptions and
Limiting Conditions for a Business Valuation" [paragraph .80]. The assump-
tions and limiting conditions should be disclosed in the valuation report (para-
graphs .52l, .68g, and .71m).

Scope Restrictions or Limitations
.19 A restriction or limitation on the scope of the valuation analyst's work,

or the data available for analysis, may be present and known to the valuation
analyst at the outset of the valuation engagement or may arise during the
course of a valuation engagement. Such a restriction or limitation should be
disclosed in the valuation report (paragraphs .52m, .68e, and .71n).

Using the Work of Specialists in the Engagement
to Estimate Value

.20 In performing an engagement to estimate value, the valuation analyst
may rely on the work of a third party specialist (for example, a real estate or
equipment appraiser). The valuation analyst should note in the assumptions
and limiting conditions the level of responsibility, if any, being assumed by the
valuation analyst for the work of the third party specialist. At the option of
the valuation analyst, the written report of the third party specialist may be
included in the valuation analyst's report.

Development
Types of Engagement

.21 There are two types of engagements to estimate value—a valuation
engagement and a calculation engagement. The valuation engagement re-
quires more procedures than does the calculation engagement. The valuation
engagement results in a conclusion of value. The calculation engagement re-
sults in a calculated value. The type of engagement is established in the under-
standing with the client (paragraphs .16 and .17):

a. Valuation engagement—A valuation analyst performs a valuation en-
gagement when (1) the engagement calls for the valuation analyst to
estimate the value of a subject interest and (2) the valuation analyst
estimates the value (as outlined in paragraphs .23–.45) and is free
to apply the valuation approaches and methods he or she deems ap-
propriate in the circumstances. The valuation analyst expresses the
results of the valuation as a conclusion of value; the conclusion may
be either a single amount or a range.

b. Calculation engagement—A valuation analyst performs a calculation
engagement when (1) the valuation analyst and the client agree on
the valuation approaches and methods the valuation analyst will use
and the extent of procedures the valuation analyst will perform in the
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process of calculating the value of a subject interest (these procedures
will be more limited than those of a valuation engagement) and (2) the
valuation analyst calculates the value in compliance with the agree-
ment. The valuation analyst expresses the results of these procedures
as a calculated value. The calculated value is expressed as a range or
as a single amount. A calculation engagement does not include all of
the procedures required for a valuation engagement (paragraph .46).

Hypothetical Conditions
.22 Hypothetical conditions affecting the subject interest may be required

in some circumstances. When a valuation analyst uses hypothetical conditions
during a valuation or calculation engagement, he or she should indicate the
purpose for including the hypothetical conditions and disclose these conditions
in the valuation or calculation report (paragraphs .52n, .71o, and .74).

Valuation Engagement
.23 In performing a valuation engagement, the valuation analyst should:

• Analyze the subject interest (paragraphs .25–.30)

• Consider and apply appropriate valuation approaches and meth-
ods (paragraphs .31–.42)

• Prepare and maintain appropriate documentation (paragraphs
.44–.45)

.24 Even though the list in paragraph .23 and some requirements and guid-
ance in this Statement are presented in a manner that suggests a sequential
valuation process, valuations involve an ongoing process of gathering, updat-
ing, and analyzing information. Accordingly, the sequence of the requirements
and guidance in this Statement may be implemented differently at the option
of the valuation analyst.

Analysis of the Subject Interest
.25 The analysis of the subject interest will assist the valuation analyst in

considering, evaluating, and applying the various valuation approaches and
methods to the subject interest. The nature and extent of the information
needed to perform the analysis will depend on, at a minimum, the following:

• Nature of the subject interest

• Scope of the valuation engagement

• Valuation date

• Intended use of the valuation

• Applicable standard of value

• Applicable premise of value

• Assumptions and limiting conditions

• Applicable governmental regulations or other professional standards

.26 In analyzing the subject interest, the valuation analyst should consider
financial and nonfinancial information. The type, availability, and significance
of such information vary with the subject interest.
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Nonfinancial information

.27 The valuation analyst should, as available and applicable to the valu-
ation engagement, obtain sufficient nonfinancial information to enable him or
her to understand the subject entity, including its:

• Nature, background, and history

• Facilities

• Organizational structure

• Management team (which may include officers, directors, and key em-
ployees)

• Classes of equity ownership interests and rights attached thereto

• Products or services, or both

• Economic environment

• Geographical markets

• Industry markets

• Key customers and suppliers

• Competition

• Business risks

• Strategy and future plans

• Governmental or regulatory environment

Ownership Information
.28 The valuation analyst should obtain, where applicable and available,

ownership information regarding the subject interest to enable him or her to:

• Determine the type of ownership interest being valued and ascertain
whether that interest exhibits control characteristics

• Analyze the different ownership interests of other owners and assess
the potential effect on the value of the subject interest

• Understand the classes of equity ownership interests and rights at-
tached thereto

• Understand the rights included in, or excluded from, each intangible
asset

• Understand other matters that may affect the value of the subject
interest, such as:

— For a business, business ownership interest, or security: share-
holder agreements, partnership agreements, operating agree-
ments, voting trust agreements, buy-sell agreements, loan
covenants, restrictions, and other contractual obligations or re-
strictions affecting the owners and the subject interest

— For an intangible asset: legal rights, licensing agreements,
sublicense agreements, nondisclosure agreements, development
rights, commercialization or exploitation rights, and other con-
tractual obligations

Financial Information
.29 The valuation analyst should obtain, where applicable and available,

financial information on the subject entity such as:
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• Historical financial information (including annual and interim finan-
cial statements and key financial statement ratios and statistics) for
an appropriate number of years

• Prospective financial information (for example, budgets, forecasts, and
projections)

• Comparative summaries of financial statements or information cover-
ing a relevant time period

• Comparative common size financial statements for the subject entity
for an appropriate number of years

• Comparative common size industry financial information for a rele-
vant time period

• Income tax returns for an appropriate number of years

• Information on compensation for owners including benefits and per-
sonal expenses

• Information on key man or officers' life insurance

• Management's response to inquiry regarding:

— Advantageous or disadvantageous contracts

— Contingent or off-balance-sheet assets or liabilities

— Information on prior sales of company stock

.30 The valuation analyst should read and evaluate the information to
determine that it is reasonable for the purposes of the engagement.

Valuation Approaches and Methods
.31 In developing the valuation, the valuation analyst should consider the

three most common valuation approaches:

• Income (Income-based) approach

• Asset (Asset-based) approach (used for businesses, business own-
ership interests, and securities) or cost approach (used for intangible
assets)

• Market (Market-based) approach

.32 The valuation analyst should use the valuation approaches and meth-
ods that are appropriate for the valuation engagement. General guidance on
the use of approaches and methods appears in paragraphs .33–.41, but detailed
guidance on specific valuation approaches and methods and their applicability
is outside the scope of this Statement.

.33 Income Approach. Two frequently used valuation methods under the
income approach include the capitalization of benefits method (for example,
earnings or cash flows) and the discounted future benefits method (for
example, earnings or cash flows). When applying these methods, the valuation
analyst should consider a variety of factors, including but not limited to, the
following:

a. Capitalization of benefits (for example, earnings or cash flows) method.
The valuation analyst should consider the following:

• Normalization adjustments

• Nonrecurring revenue and expense items

• Taxes

• Capital structure and financing costs
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• Appropriate capital investments

• Noncash items

• Qualitative judgments for risks used to compute discount and cap-
italization rates

• Expected changes (growth or decline) in future benefits (for exam-
ple, earnings or cash flows)

b. Discounted future benefits method (for example, earnings or cash flows).
In addition to the items in item a above, the valuation analyst should
consider:

• Forecast/projection assumptions

• Forecast/projected earnings or cash flows

• Terminal value

c. For an intangible asset, the valuation analyst should also consider,
when relevant:

• Remaining useful life

• Current and anticipated future use of the intangible asset

• Rights attributable to the intangible asset

• Position of intangible asset in its life cycle

• Appropriate discount rate for the intangible asset

• Appropriate capital or contributory asset charge, if any

• Research and development or marketing expense needed to sup-
port the intangible asset in its existing state

• Allocation of income (for example, incremental income, resid-
ual income, or profit split income) to intangible asset

• Whether any tax amortization benefit would be included in the
analysis

• Discounted multi-year excess earnings

• Market royalties

• Relief from royalty

Asset Approach and Cost Approach
.34 A frequently used method under the asset approach is the adjusted net

asset method. When using the adjusted net asset method in valuing a business,
business ownership interest, or security, the valuation analyst should consider,
as appropriate, the following information related to the premise of value:

• Identification of the assets and liabilities

• Value of the assets and liabilities (individually or in the aggregate)

• Liquidation costs (if applicable)

.35 When using methods under the cost approach to value intangible as-
sets, the valuation analyst should consider the type of cost to be used (for ex-
ample, reproduction cost or replacement cost), and, where applicable, the ap-
propriate forms of depreciation and obsolescence and the remaining useful life
of the intangible asset.
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Market Approach
.36 Three frequently used valuation methods under the market approach

for valuing a business, business ownership interest, or security are:

• Guideline public company method

• Guideline company transactions method

• Guideline sales of interests in the subject entity, such as business own-
ership interests or securities

Three frequently used market approach valuation methods for intangible
assets are:

• Comparable uncontrolled transactions method (which is based on
arm's-length sales or licenses of guideline intangible assets)

• Comparable profit margin method (which is based on comparison of
the profit margin earned by the subject entity that owns or operates
the intangible asset to profit margins earned by guideline companies)

• Relief from royalty method (which is based on the royalty rate, of-
ten expressed as a percentage of revenue that the subject entity that
owns or operates the intangible asset would be obligated to pay to a
hypothetical third-party licensor for the use of that intangible asset)

For the methods involving guideline intangible assets (for example, the com-
parable profit margin method), the valuation analyst should consider the sub-
ject intangible asset's remaining useful life relative to the remaining useful life
of the guideline intangible assets, if available.

.37 In applying the methods listed in paragraph .36 or other methods to
determine valuation pricing multiples or metrics, the valuation analyst should
consider:

• Qualitative and quantitative comparisons

• Arm's-length transactions and prices

• The dates and, consequently, the relevance of the market data

.38 The valuation analyst should set forth in the report the rationale and
support for the valuation methods used (paragraph .47).

.39 Rules of Thumb. Although technically not a valuation method, some
valuation analysts use rules of thumb or industry benchmark indicators (here-
inafter, collectively referred to as rules of thumb) in a valuation engagement.
A rule of thumb is typically a reasonableness check against other methods used
and should generally not be used as the only method to estimate the value of
the subject interest.

Valuation Adjustments
.40 During the course of a valuation engagement, the valuation analyst

should consider whether valuation adjustments (discounts or premiums) should
be made to a pre-adjustment value. Examples of valuation adjustments for
valuation of a business, business ownership interest, or security include a dis-
count for lack of marketability or liquidity and a discount for lack of
control. An example of a valuation adjustment for valuation of an intangible
asset is obsolescence.

.41 When valuing a controlling ownership interest under the income ap-
proach, the value of any nonoperating assets, nonoperating liabilities, or
excess or deficient operating assets should be excluded from the compu-
tation of the value based on the operating assets and should be added to or
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deleted from the value of the operating entity. When valuing a noncontrolling
ownership interest under the income approach, the value of any nonoperating
assets, nonoperating liabilities, or excess or deficient operating assets may or
may not be used to adjust the value of the operating entity depending on the
valuation analyst's assessment of the influence exercisable by the noncontrol-
ling interest. In the asset-based or cost approach, it may not be necessary to
separately consider nonoperating assets, nonoperating liabilities, or excess or
deficient operating assets.

Conclusion of Value
.42 In arriving at a conclusion of value, the valuation analyst should:

a. Correlate and reconcile the results obtained under the different ap-
proaches and methods used.

b. Assess the reliability of the results under the different approaches and
methods using the information gathered during the valuation engage-
ment.

c. Determine, based on items a and b, whether the conclusion of value
should reflect (1) the results of one valuation approach and method or
(2) a combination of the results of more than one valuation approach
and method.

Subsequent Events
.43 The valuation date is the specific date at which the valuation analyst

estimates the value of the subject interest and concludes on his or her estimation
of value. Generally, the valuation analyst should consider only circumstances
existing at the valuation date and events occurring up to the valuation date. An
event that could affect the value may occur subsequent to the valuation date;
such an occurrence is referred to as a subsequent event. Subsequent events
are indicative of conditions that were not known or knowable at the valuation
date, including conditions that arose subsequent to the valuation date. The
valuation would not be updated to reflect those events or conditions. Moreover,
the valuation report would typically not include a discussion of those events or
conditions because a valuation is performed as of a point in time—the valuation
date—and the events described in this subparagraph, occurring subsequent to
that date, are not relevant to the value determined as of that date. In situations
in which a valuation is meaningful to the intended user beyond the valuation
date, the events may be of such nature and significance as to warrant disclosure
(at the option of the valuation analyst) in a separate section of the report in
order to keep users informed (paragraphs .52p, .71r, and .74). Such disclosure
should clearly indicate that information regarding the events is provided for
informational purposes only and does not affect the determination of value as
of the specified valuation date.

Documentation
.44 Documentation is the principal record of information obtained and

analyzed, procedures performed, valuation approaches and methods consid-
ered and used, and the conclusion of value. The quantity, type, and content of
documentation are matters of the valuation analyst's professional judgment.
Documentation may include:

• Information gathered and analyzed to obtain an understanding of mat-
ters that may affect the value of the subject interest (paragraphs .25–
.30)
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• Assumptions and limiting conditions (paragraph .18)

• Any restriction or limitation on the scope of the valuation analyst's
work or the data available for analysis (paragraph .19)

• Basis for using any valuation assumption during the valuation en-
gagement

• Valuation approaches and methods considered

• Valuation approaches and methods used including the rationale and
support for their use

• If applicable, information relating to subsequent events considered by
the valuation analyst (paragraph .43)

• For any rule of thumb used in the valuation, source(s) of data used,
and how the rule of thumb was applied (paragraph .39)

• Other documentation considered relevant to the engagement by the
valuation analyst

.45 The valuation analyst should retain the documentation for a period
of time sufficient to meet the needs of applicable legal, regulatory, or other
professional requirements for records retention.

Calculation Engagement
.46 In performing a calculation engagement, the valuation analyst should

consider, at a minimum, the following:

a. Identity of the client

b. Identity of the subject interest

c. Whether or not a business interest has ownership control characteris-
tics and its degree of marketability

d. Purpose and intended use of the calculated value

e. Intended users of the report and the limitations on its use

f. Valuation date

g. Applicable premise of value

h. Applicable standard of value

i. Sources of information used in the calculation engagement

j. Valuation approaches or valuation methods agreed upon with the
client

k. Subsequent events, if applicable (paragraph .43)

In addition, the valuation analyst should comply with the documentation
requirements listed in paragraphs .44 and .45. The quantity, type, and content
of documentation are matters of the valuation analyst's professional judgment.

The Valuation Report
.47 A valuation report is a written or oral communication to the client

containing the conclusion of value or the calculated value of the subject interest.
Reports issued for purposes of certain controversy proceedings are exempt from
this reporting standard (paragraph .50).

.48 The three types of written reports that a valuation analyst may use to
communicate the results of an engagement to estimate value are: for a valua-
tion engagement, a detailed report or a summary report; and for a calculation
engagement, a calculation report.
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For a Valuation Engagement

a. Detailed Report: This report may be used only to communicate the re-
sults of a valuation engagement (conclusion of value); it should not be
used to communicate the results of a calculation engagement (calcu-
lated value) (paragraph .51).

b. Summary Report: This report may be used only to communicate the
results of a valuation engagement (conclusion of value); it should not
be used to communicate the results of a calculation engagement (cal-
culated value) (paragraph .71).

For a valuation engagement, the determination of whether to prepare a
detailed report or a summary report is based on the level of reporting detail
agreed to by the valuation analyst and the client.

For a Calculation Engagement

c. Calculation Report: This type of report should be used only to com-
municate the results of a calculation engagement (calculated value); it
should not be used to communicate the results of a valuation engage-
ment (conclusion of value) (paragraph .73).

.49 The valuation analyst should indicate in the valuation report the re-
strictions on the use of the report (which may include restrictions on the users
of the report, the uses of the report by such users, or both) (paragraph .65d).

Reporting Exemption for Certain Controversy Proceedings
.50 A valuation performed for a matter before a court, an arbitrator, a

mediator or other facilitator, or a matter in a governmental or administra-
tive proceeding, is exempt from the reporting provisions of this Statement.
The reporting exemption applies whether the matter proceeds to trial or set-
tles. The exemption applies only to the reporting provisions of this Statement
(paragraphs .47–.49 and .51–.78). The developmental provisions of the State-
ment (paragraphs .21–.46) still apply whenever the valuation analyst expresses
a conclusion of value or a calculated value (Interpretation No. 1 [VS section
9100.01–.89]).

Detailed Report
.51 The detailed report is structured to provide sufficient information to

permit intended users to understand the data, reasoning, and analyses un-
derlying the valuation analyst's conclusion of value. A detailed report should
include, as applicable, the following sections titled using wording similar in
content to that shown:

• Letter of transmittal

• Table of contents

• Introduction

• Sources of information

• Analysis of the subject entity and related nonfinancial information

• Financial statement/information analysis

• Valuation approaches and methods considered

• Valuation approaches and methods used

• Valuation adjustments
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• Nonoperating assets, nonoperating liabilities, and excess or deficient
operating assets (if any)

• Representation of the valuation analyst

• Reconciliation of estimates and conclusion of value

• Qualifications of the valuation analyst

• Appendices and exhibits

The above listed report sections and the detailed information within the
sections described in the following paragraphs .52–.77 may be positioned in the
body of the report or elsewhere in the report at the discretion of the valuation
analyst.

Introduction
.52 This section should provide an overall description of the valuation en-

gagement. The information in the section should be sufficient to enable the
intended user of the report to understand the nature and scope of the valua-
tion engagement, as well as the work performed. The introduction section may
include, among other things, the following information:

a. Identity of the client

b. Purpose and intended use of the valuation

c. Intended users of the valuation

d. Identity of the subject entity

e. Description of the subject interest

f. Whether the business interest has ownership control characteristics
and its degree of marketability

g. Valuation date

h. Report date

i. Type of report issued (namely, a detailed report) (paragraph .51)

j. Applicable premise of value

k. Applicable standard of value

l. Assumptions and limiting conditions (alternatively, these often appear
in an appendix) (paragraph .18)

m. Any restrictions or limitations in the scope of work or data available
for analysis (paragraph .19)

n. Any hypothetical conditions used in the valuation engagement, includ-
ing the basis for their use (paragraph .22)

o. If the work of a specialist was used in the valuation engagement, a
description of how the specialist's work was relied upon (paragraph
.20)

p. Disclosure of subsequent events in certain circumstances (paragraph
.43)

q. Any application of the jurisdictional exception (paragraph .10)

r. Any additional information the valuation analyst deems useful to en-
able the user(s) of the report to understand the work performed

If the above items are not included in the introduction, they should be in-
cluded elsewhere in the valuation report.
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Sources of Information
.53 This section of the report should identify the relevant sources of infor-

mation used in performing the valuation engagement. It may include, among
other things, the following:

a. For valuation of a business, business ownership interest, or security,
whether and to what extent the subject entity's facilities were visited

b. For valuation of an intangible asset, whether the legal registration,
contractual documentation, or other tangible evidence of the asset was
inspected

c. Names, positions, and titles of persons interviewed and their relation-
ships to the subject interest

d. Financial information (paragraphs .54 and .56)

e. Tax information (paragraph .55)

f. Industry data

g. Market data

h. Economic data

i. Other empirical information

j. Relevant documents and other sources of information provided by or
related to the entity

.54 If the financial information includes financial statements that were re-
ported on (audit, review, compilation, or attest engagement performed under the
Statements on Standards for Attestation Engagements (SSAEs) [AT sections
20–701]) by the valuation analyst's firm, the valuation report should disclose
this fact and the type of report issued. If the valuation analyst or the valuation
analyst's firm did not audit, review, compile, or attest under the SSAEs [AT
sections 20–701] to the financial information, the valuation analyst should so
state and should also state that the valuation analyst assumes no responsibility
for the financial information.

.55 The financial information may be derived from or may include infor-
mation derived from tax returns. With regard to such derived information and
other tax information (paragraph .53e), the valuation analyst should identify
the tax returns used and any existing relationship between the valuation an-
alyst and the tax preparer. If the valuation analyst or the valuation analyst's
firm did not audit, review, compile, or attest under the SSAEs [AT sections 20–
701] to any financial information derived from tax returns that is used during
the valuation engagement, the valuation analyst should so state and should
also state that the valuation analyst assumes no responsibility for that derived
information.

.56 If the financial information used was derived from financial statements
prepared by management that were not the subject of an audit, review, compi-
lation, or attest engagement performed under the SSAEs, the valuation report
should:

• Identify the financial statements

• State that, as part of the valuation engagement, the valuation analyst
did not audit, review, compile, or attest under the SSAEs [AT sections
20–710] to the financial information and assumes no responsibility for
that information
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Analysis of the Subject Entity and Related Nonfinancial Information
.57 The valuation analyst should include a description of the relevant non-

financial information listed and discussed in paragraph .27.

Financial Statement/Information Analysis
.58 This section should include a description of the relevant information

listed in paragraph .29. Such description may include:

a. The rationale underlying any normalization or control adjustments
to financial information

b. Comparison of current performance with historical performance

c. Comparison of performance with industry trends and norms, where
available

Valuation Approaches and Methods Considered
.59 This section should state that the valuation analyst has considered the

valuation approaches discussed in paragraph .31.

Valuation Approaches and Methods Used
.60 In this section, the valuation analyst should identify the valuation

methods used under each valuation approach and the rationale for their use.

.61 This section should also identify the following for each of the three
approaches (if used):

a. Income approach:

• Composition of the representative benefit stream

• Method(s) used, and a summary of the most relevant risk factors
considered in selecting the appropriate discount rate, the capi-
talization rate, or both

• Other factors as discussed in paragraph .33

b. Asset-based approach or cost approach:

• Asset-based approach: Any adjustments made by the valuation
analyst to the relevant balance sheet data

• Cost approach: The type of cost used, how this cost was estimated,
and, if applicable, the forms of and costs associated with depre-
ciation and obsolescence used under the approach and how those
costs were estimated

c. Market approach:

• For the guideline public company method:

— The selected guideline companies and the process used in
their selection

— The pricing multiples used, how they were used, and the ratio-
nale for their selection. If the pricing multiples were adjusted,
the rationale for such adjustments

• For the guideline company transactions method, the sales trans-
actions and pricing multiples used, how they were used, and the
rationale for their selection. If the pricing multiples were adjusted,
the rationale for such adjustments
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• For the guideline sales of interests in the subject entity method,
the sales transactions used, how they were used, and the rationale
for determining that these sales are representative of arm's length
transactions

.62 When a rule of thumb is used in combination with other methods, the
valuation report should disclose the source(s) of data used and how the rule of
thumb was applied (paragraph .39).

Valuation Adjustments
.63 This section should (a) identify each valuation adjustment considered

and determined to be applicable, for example, discount for lack of marketability,
(b) describe the rationale for using the adjustment and the factors considered in
selecting the amount or percentage used, and (c) describe the pre-adjustment
value to which the adjustment was applied (paragraph .40).

Nonoperating Assets and Excess Operating Assets
.64 When the subject interest is a business, business ownership interest, or

security, the valuation report should identify any related nonoperating assets,
nonoperating liabilities, or excess or deficient operating assets and their effect
on the valuation (paragraph .41).

Representation of the Valuation Analyst
.65 Each written report should contain the representation of the valuation

analyst. The representation is the section of the report wherein the valuation
analyst summarizes the factors that guided his or her work during the engage-
ment. Examples of these factors include the following:

a. The analyses, opinions, and conclusion of value included in the val-
uation report are subject to the specified assumptions and limiting
conditions (see paragraph .18), and they are the personal analyses,
opinions, and conclusion of value of the valuation analyst.

b. The economic and industry data included in the valuation report have
been obtained from various printed or electronic reference sources that
the valuation analyst believes to be reliable (any exceptions should be
noted). The valuation analyst has not performed any corroborating
procedures to substantiate that data.

c. The valuation engagement was performed in accordance with the
American Institute of Certified Public Accountants Statement on Stan-
dards for Valuation Services.

d. The parties for which the information and use of the valuation report
is restricted are identified; the valuation report is not intended to be
and should not be used by anyone other than such parties (paragraph
.49).

e. The analyst's compensation is fee-based or is contingent on the out-
come of the valuation.

f. The valuation analyst used the work of one or more outside specialists
to assist during the valuation engagement. (An outside specialist is a
specialist other than those employed in the valuation analyst's firm.)
If the work of such a specialist was used, the specialist should be iden-
tified. The valuation report should include a statement identifying the
level of responsibility, if any, the valuation analyst is assuming for the
specialist's work.
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g. The valuation analyst has no obligation to update the report or the
opinion of value for information that comes to his or her attention
after the date of the report.

h. The valuation analyst and the person(s) assuming responsibility for
the valuation should sign the representation in their own name(s). The
names of those providing significant professional assistance should be
identified.

Representations Regarding Information Provided to the Valuation Analyst
.66 It may be appropriate for the valuation analyst to obtain written rep-

resentations regarding information that the subject entity's management pro-
vides to the valuation analyst for purposes of his or her performing the valuation
engagement. The decision whether to obtain a representation letter is a matter
of judgment for the valuation analyst.

Qualifications of the Valuation Analyst
.67 The report should contain information regarding the qualifications of

the valuation analyst.

Conclusion of Value
.68 This section should present a reconciliation of the valuation analyst's

estimate or various estimates of the value of the subject interest. In addition
to a discussion of the rationale underlying the conclusion of value, this section
should include the following or similar statements:

a. A valuation engagement was performed, including the subject interest
and the valuation date.

b. The analysis was performed solely for the purpose described in this
report, and the resulting estimate of value should not be used for any
other purpose.

c. The valuation engagement was conducted in accordance with the
Statement(s) on Standards for Valuation Services of the American In-
stitute of Certified Public Accountants.

d. A statement that the estimate of value resulting from a valuation en-
gagement is expressed as a conclusion of value.

e. The scope of work or data available for analysis is explained, including
any restrictions or limitations (paragraph .19).

f. A statement describing the conclusion of value, either a single amount
or a range.

g. The conclusion of value is subject to the assumptions and limiting con-
ditions (paragraph .18) and to the valuation analyst's representation
(paragraph .65).

h. The report is signed in the name of the valuation analyst or the valu-
ation analyst's firm.

i. The date of the valuation report is included.

j. The valuation analyst has no obligation to update the report or the
conclusion of value for information that comes to his or her attention
after the date of the report.

.69 The following is an example of report language that could be used, but
is not required, when reporting the results of a valuation engagement:

We have performed a valuation engagement, as that term is defined in the State-
ment on Standards for Valuation Services (SSVS) of the American Institute of
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Certified Public Accountants, of [DEF Company, GHI business ownership inter-
est of DEF Company, GHI security of DEF Company, or GHI intangible asset of
DEF Company] as of [valuation date]. This valuation was performed solely to
assist in the matter of [purpose of the valuation]; the resulting estimate of value
should not be used for any other purpose or by any other party for any purpose.
This valuation engagement was conducted in accordance with the SSVS. The
estimate of value that results from a valuation engagement is expressed as a
conclusion of value.

[If applicable] We were restricted or limited in the scope of our work or data
available for analysis as follows: [describe restrictions or limitations].

Based on our analysis, as described in this valuation report, the estimate of
value of [DEF Company, GHI business ownership interest of DEF Company,
GHI security of DEF Company, or GHI intangible asset of DEF Company] as of
[valuation date] was [value, either a single amount or a range]. This conclusion
is subject to the Statement of Assumptions and Limiting Conditions found in
[reference to applicable section of valuation report] and to the Valuation Ana-
lyst's Representation found in [reference to applicable section of valuation re-
port]. We have no obligation to update this report or our conclusion of value for
information that comes to our attention after the date of this report.

[Signature]

[Date]

Appendixes and Exhibits
.70 Appendixes or exhibits may be used for required information or in-

formation that supplements the detailed report. Often, the assumptions and
limiting conditions and the valuation analyst's representation are provided in
appendixes to the detailed report.

Summary Report
.71 A summary report is structured to provide an abridged version of the

information that would be provided in a detailed report, and therefore, need
not contain the same level of detail as a detailed report. However, a summary
report should, at a minimum, include the following:

a. Identity of the client

b. Purpose and intended use of the valuation

c. Intended users of the valuation

d. Identity of the subject entity

e. Description of the subject interest

f. The business interest's ownership control characteristics, if any, and
its degree of marketability

g. Valuation date

h. Valuation report date

i. Type of report issued (namely, a summary report) (paragraph .48)

j. Applicable premise of value

k. Applicable standard of value

l. Sources of information used in the valuation engagement

m. Assumptions and limiting conditions of the valuation engagement
(paragraph .18)
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n. The scope of work or data available for analysis including any restric-
tions or limitations (paragraph .19)

o. Any hypothetical conditions used in the valuation engagement, includ-
ing the basis for their use (paragraph .22)

p. If the work of a specialist was used in the valuation (paragraph .20),
a description of how the specialist's work was used, and the level of
responsibility, if any, the valuation analyst is assuming for the spe-
cialist's work

q. The valuation approaches and methods used

r. Disclosure of subsequent events in certain circumstances (paragraph
.43)

s. Any application of the jurisdictional exception (paragraph .10)

t. Representation of the valuation analyst (paragraph .65)

u. The report is signed in the name of the valuation analyst or the valu-
ation analyst's firm

v. A section summarizing the reconciliation of the estimates and the con-
clusion of value as discussed in paragraphs .68 and .69

w. A statement that the valuation analyst has no obligation to update the
report or the calculation of value for information that comes to his or
her attention after the date of the valuation report

.72 Appendices or exhibits may be used for required information (para-
graph .70) or information that supplements the summary report. Often, the
assumptions, limiting conditions, and the valuation analyst's representation
are provided in appendices to the summary report.

Calculation Report
.73 As indicated in paragraph .48, a calculation report is the only report

that should be used to report the results of a calculation engagement. The report
should state that it is a calculation report. The calculation report should include
the representation of the valuation analyst similar to that in paragraph .65,
but adapted for a calculation engagement.

.74 The calculation report should identify any hypothetical conditions used
in the calculation engagement, including the basis for their use (paragraph
.22), any application of the jurisdictional exception (paragraph .10), and any
assumptions and limiting conditions applicable to the engagement (paragraph
.18). If the valuation analyst used the work of a specialist (paragraph .20), the
valuation analyst should describe in the calculation report how the specialist's
work was used and the level of responsibility, if any, the valuation analyst is
assuming for the specialist's work. The calculation report may also include a
disclosure of subsequent events in certain circumstances (paragraph .43).

.75 Appendices or exhibits may be used for required information (para-
graph .72) or information that supplements the calculation report. Often, the
assumptions and limiting conditions and the valuation analyst's representation
are provided in appendices to the calculation report.

.76 The calculation report should include a section summarizing the calcu-
lated value. This section should include the following (or similar) statements:

a. Certain calculation procedures were performed; include the identity of
the subject interest and the calculation date.
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b. Describe the calculation procedures and the scope of work performed
or reference the section(s) of the calculation report in which the calcu-
lation procedures and scope of work are described.

c. Describe the purpose of the calculation procedures, including that the
calculation procedures were performed solely for that purpose and that
the resulting calculated value should not be used for any other purpose
or by any other party for any purpose.

d. The calculation engagement was conducted in accordance with the
Statement on Standards for Valuation Services of the American Insti-
tute of Certified Public Accountants.

e. A description of the business interest's characteristics, including
whether the subject interest exhibits control characteristics, and a
statement about the marketability of the subject interest.

f. The estimate of value resulting from a calculation engagement is ex-
pressed as a calculated value.

g. A general description of a calculation engagement is given, including
that (1) a calculation engagement does not include all of the proce-
dures required for a valuation engagement and (2) had a valuation
engagement been performed, the results may have been different.

h. The calculated value, either a single amount or a range, is described.

i. The report is signed in the name of the valuation analyst or the valu-
ation analyst's firm.

j. The date of the valuation report is given.

k. The valuation analyst has no obligation to update the report or the
calculation of value for information that comes to his or her attention
after the date of the report.

.77 The following is an example of report language that could be used, but
is not required, in reporting a calculation engagement:

We have performed a calculation engagement, as that term is defined in the
Statement on Standards for Valuation Services (SSVS) of the American Insti-
tute of Certified Public Accountants. We performed certain calculation proce-
dures on [DEF Company, GHI business ownership interest of DEF Company,
GHI security of DEF Company, or GHI intangible asset of DEF Company] as
of [calculation date]. The specific calculation procedures are detailed in para-
graphs [reference to paragraph numbers] of our calculation report. The calcu-
lation procedures were performed solely to assist in the matter of [purpose of
valuation procedures], and the resulting calculation of value should not be used
for any other purpose or by any other party for any purpose. This calculation
engagement was conducted in accordance with the SSVS. The estimate of value
that results from a calculation engagement is expressed as a calculated value.

In a calculation engagement, the valuation analyst and the client agree on the
specific valuation approaches and valuation methods the valuation analyst will
use and the extent of valuation procedures the valuation analyst will perform
to estimate the value of the subject interest. A calculation engagement does
not include all of the procedures required in a valuation engagement, as that
term is defined in the SVSS. Had a valuation engagement been performed, the
results might have been different.

Based on our calculations, as described in this report, which are based solely
on the procedures agreed upon as referred to above, the resulting calculated
value of [DEF Company, GHI business ownership interest of DEF Company,
GHI security of DEF Company, or GHI intangible asset of DEF Company] as
of [valuation date] was [calculated value, either a single amount or a range].
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This calculated value is subject to the Statement of Assumptions and Limiting
Conditions found in [reference to applicable section of valuation report] and to
the Valuation Analyst's Representation found in [reference to applicable section
of valuation report]. We have no obligation to update this report or our calcula-
tion of value for information that comes to our attention after the date of this
report.

[Signature]

[Date]

Oral Report
.78 An oral report may be used in a valuation engagement or a calculation

engagement. An oral report should include all information the valuation an-
alyst believes necessary to relate the scope, assumptions, limitations, and the
results of the engagement so as to limit any misunderstandings between the
analyst and the recipient of the oral report. The member should document in
the working papers the substance of the oral report communicated to the client.

Effective Date
.79 This Statement applies to engagements to estimate value accepted on

or after January 1, 2008. Earlier application is encouraged.
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.80

Appendix A

Illustrative List of Assumptions and Limiting Conditions for
a Business Valuation
The valuation report or calculation report should include a list of assumptions
and limiting conditions under which the engagement was performed. This ap-
pendix includes an illustrative list of assumptions and limiting conditions that
may apply to a business valuation.

Illustrative List of Assumptions and Limiting Conditions

1. The conclusion of value arrived at herein is valid only for the stated
purpose as of the date of the valuation.

2. Financial statements and other related information provided by [ABC
Company] or its representatives, in the course of this engagement,
have been accepted without any verification as fully and correctly re-
flecting the enterprise's business conditions and operating results for
the respective periods, except as specifically noted herein. [Valuation
Firm] has not audited, reviewed, or compiled the financial informa-
tion provided to us and, accordingly, we express no audit opinion or
any other form of assurance on this information.

3. Public information and industry and statistical information have been
obtained from sources we believe to be reliable. However, we make no
representation as to the accuracy or completeness of such information
and have performed no procedures to corroborate the information.

4. We do not provide assurance on the achievability of the results fore-
casted by [ABC Company] because events and circumstances fre-
quently do not occur as expected; differences between actual and ex-
pected results may be material; and achievement of the forecasted
results is dependent on actions, plans, and assumptions of manage-
ment.

5. The conclusion of value arrived at herein is based on the assump-
tion that the current level of management expertise and effective-
ness would continue to be maintained, and that the character and
integrity of the enterprise through any sale, reorganization, exchange,
or diminution of the owners' participation would not be materially or
significantly changed.

6. This report and the conclusion of value arrived at herein are for the
exclusive use of our client for the sole and specific purposes as noted
herein. They may not be used for any other purpose or by any other
party for any purpose. Furthermore the report and conclusion of value
are not intended by the author and should not be construed by the
reader to be investment advice in any manner whatsoever. The con-
clusion of value represents the considered opinion of [Valuation Firm],
based on information furnished to them by [ABC Company] and other
sources.

7. Neither all nor any part of the contents of this report (especially the
conclusion of value, the identity of any valuation specialist(s), or the
firm with which such valuation specialists are connected or any refer-
ence to any of their professional designations) should be disseminated
to the public through advertising media, public relations, news media,
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sales media, mail, direct transmittal, or any other means of commu-
nication without the prior written consent and approval of [Valuation
Firm].

8. Future services regarding the subject matter of this report, including,
but not limited to testimony or attendance in court, shall not be re-
quired of [Valuation Firm] unless previous arrangements have been
made in writing.

9. [Valuation Firm] is not an environmental consultant or auditor, and
it takes no responsibility for any actual or potential environmental li-
abilities. Any person entitled to rely on this report, wishing to know
whether such liabilities exist, or the scope and their effect on the value
of the property, is encouraged to obtain a professional environmental
assessment. [Valuation Firm] does not conduct or provide environmen-
tal assessments and has not performed one for the subject property.

10. [Valuation Firm] has not determined independently whether [ABC
Company] is subject to any present or future liability relating to envi-
ronmental matters (including, but not limited to CERCLA/Superfund
liability) nor the scope of any such liabilities. [Valuation Firm]'s valu-
ation takes no such liabilities into account, except as they have been
reported to [Valuation Firm] by [ABC Company] or by an environmen-
tal consultant working for [ABC Company], and then only to the extent
that the liability was reported to us in an actual or estimated dollar
amount. Such matters, if any, are noted in the report. To the extent
such information has been reported to us, [Valuation Firm] has relied
on it without verification and offers no warranty or representation as
to its accuracy or completeness.

11. [Valuation Firm] has not made a specific compliance survey or anal-
ysis of the subject property to determine whether it is subject to, or
in compliance with, the American Disabilities Act of 1990, and this
valuation does not consider the effect, if any, of noncompliance.

12. [Sample wording for use if the jurisdictional exception is invoked.] The
conclusion of value (or the calculated value) in this report deviates
from the Statement on Standards for Valuation Services as a result of
published governmental, judicial, or accounting authority.

13. No change of any item in this appraisal report shall be made by anyone
other than [Valuation Firm], and we shall have no responsibility for
any such unauthorized change.

14. Unless otherwise stated, no effort has been made to determine the
possible effect, if any, on the subject business due to future Federal,
state, or local legislation, including any environmental or ecological
matters or interpretations thereof.

15. If prospective financial information approved by management has been
used in our work, we have not examined or compiled the prospective
financial information and therefore, do not express an audit opinion or
any other form of assurance on the prospective financial information
or the related assumptions. Events and circumstances frequently do
not occur as expected and there will usually be differences between
prospective financial information and actual results, and those differ-
ences may be material.

16. We have conducted interviews with the current management of [ABC
Company] concerning the past, present, and prospective operating re-
sults of the company.
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17. Except as noted, we have relied on the representations of the owners,
management, and other third parties concerning the value and useful
condition of all equipment, real estate, investments used in the busi-
ness, and any other assets or liabilities, except as specifically stated to
the contrary in this report. We have not attempted to confirm whether
or not all assets of the business are free and clear of liens and encum-
brances or that the entity has good title to all assets.
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.81

Appendix B

International Glossary of Business Valuation Terms*

To enhance and sustain the quality of business valuations for the benefit of
the profession and its clientele, the below identified societies and organizations
have adopted the definitions for the terms included in this glossary.

The performance of business valuation services requires a high degree of
skill and imposes upon the valuation professional a duty to communicate the
valuation process and conclusion in a manner that is clear and not misleading.
This duty is advanced through the use of terms whose meanings are clearly
established and consistently applied throughout the profession.

If, in the opinion of the business valuation professional, one or more of
these terms needs to be used in a manner which materially departs from the
enclosed definitions, it is recommended that the term be defined as used within
that valuation engagement.

This glossary has been developed to provide guidance to business valuation
practitioners by further memorializing the body of knowledge that constitutes
the competent and careful determination of value and, more particularly, the
communication of how that value was determined.

Departure from this glossary is not intended to provide a basis for civil
liability and should not be presumed to create evidence that any duty has been
breached.

American Institute of Certified Public Accountants

American Society of Appraisers

Canadian Institute of Chartered Business Valuators

National Association of Certified Valuation Analysts

The Institute of Business Appraisers

Adjusted Book Value Method—a method within the asset approach whereby
all assets and liabilities (including off-balance sheet, intangible, and contin-
gent) are adjusted to their fair market values. {NOTE: In Canada on a going
concern basis}
Adjusted Net Asset Method—see Adjusted Book Value Method.

Appraisal—see Valuation.

Appraisal Approach—see Valuation Approach.

Appraisal Date—see Valuation Date.

Appraisal Method—see Valuation Method.

Appraisal Procedure—see Valuation Procedure.

Arbitrage Pricing Theory—a multivariate model for estimating the cost of
equity capital, which incorporates several systematic risk factors.

* Reproduced verbatim from the International Glossary of Business Valuation Terms (the
Glossary), which appears at http://bvfls.aicpa.org/Resources/Business+Valuation/Tools+and+Aids/
Definitions+and+Terms/International+Glossary+of+Business+Valuation+Terms.htm. Note that the
phrase, "we discourage the use of this term," that appears herein is also reproduced verbatim.
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Asset (Asset-Based) Approach—a general way of determining a value indi-
cation of a business, business ownership interest, or security using one or more
methods based on the value of the assets net of liabilities.

Beta—a measure of systematic risk of a stock; the tendency of a stock's price
to correlate with changes in a specific index.

Blockage Discount—an amount or percentage deducted from the current
market price of a publicly traded stock to reflect the decrease in the per share
value of a block of stock that is of a size that could not be sold in a reasonable
period of time given normal trading volume.

Book Value—see Net Book Value.

Business—see Business Enterprise.

Business Enterprise—a commercial, industrial, service, or investment entity
(or a combination thereof) pursuing an economic activity.

Business Risk—the degree of uncertainty of realizing expected future returns
of the business resulting from factors other than financial leverage. See Finan-
cial Risk.

Business Valuation—the act or process of determining the value of a business
enterprise or ownership interest therein.

Capital Asset Pricing Model (CAPM)—a model in which the cost of capital
for any stock or portfolio of stocks equals a risk-free rate plus a risk premium
that is proportionate to the systematic risk of the stock or portfolio.

Capitalization—a conversion of a single period of economic benefits into value.

Capitalization Factor—any multiple or divisor used to convert anticipated
economic benefits of a single period into value.

Capitalization of Earnings Method—a method within the income approach
whereby economic benefits for a representative single period are converted to
value through division by a capitalization rate.

Capitalization Rate—any divisor (usually expressed as a percentage) used
to convert anticipated economic benefits of a single period into value.

Capital Structure—the composition of the invested capital of a business en-
terprise; the mix of debt and equity financing.

Cash Flow—cash that is generated over a period of time by an asset, group of
assets, or business enterprise. It may be used in a general sense to encompass
various levels of specifically defined cash flows. When the term is used, it should
be supplemented by a qualifier (for example, "discretionary" or "operating") and
a specific definition in the given valuation context.

Common Size Statements—financial statements in which each line is ex-
pressed as a percentage of the total. On the balance sheet, each line item is
shown as a percentage of total assets, and on the income statement, each item
is expressed as a percentage of sales.

Control—the power to direct the management and policies of a business en-
terprise.

Control Premium—an amount or a percentage by which the pro rata value
of a controlling interest exceeds the pro rata value of a noncontrolling interest
in a business enterprise to reflect the power of control.

Cost Approach—a general way of determining a value indication of an indi-
vidual asset by quantifying the amount of money required to replace the future
service capability of that asset.

Cost of Capital—the expected rate of return that the market requires in order
to attract funds to a particular investment.
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Debt-Free—we discourage the use of this term. See Invested Capital.

Discount for Lack of Control—an amount or percentage deducted from the
pro rata share of value of 100% of an equity interest in a business to reflect the
absence of some or all of the powers of control.

Discount for Lack of Marketability—an amount or percentage deducted
from the value of an ownership interest to reflect the relative absence of mar-
ketability.

Discount for Lack of Voting Rights—an amount or percentage deducted
from the per share value of a minority interest voting share to reflect the absence
of voting rights.

Discount Rate—a rate of return used to convert a future monetary sum into
present value.

Discounted Cash Flow Method—a method within the income approach
whereby the present value of future expected net cash flows is calculated using
a discount rate.

Discounted Future Earnings Method—a method within the income ap-
proach whereby the present value of future expected economic benefits is cal-
culated using a discount rate.

Economic Benefits—inflows such as revenues, net income, net cash flows, etc.

Economic Life—the period of time over which property may generate eco-
nomic benefits.

Effective Date—see Valuation Date.

Enterprise—see Business Enterprise.

Equity—the owner's interest in property after deduction of all liabilities.

Equity Net Cash Flows—those cash flows available to pay out to equity hold-
ers (in the form of dividends) after funding operations of the business enter-
prise, making necessary capital investments, and increasing or decreasing debt
financing.

Equity Risk Premium—a rate of return added to a risk-free rate to reflect the
additional risk of equity instruments over risk free instruments (a component
of the cost of equity capital or equity discount rate).

Excess Earnings—that amount of anticipated economic benefits that exceeds
an appropriate rate of return on the value of a selected asset base (often net
tangible assets) used to generate those anticipated economic benefits.

Excess Earnings Method—a specific way of determining a value indication
of a business, business ownership interest, or security determined as the sum
of a) the value of the assets derived by capitalizing excess earnings and b) the
value of the selected asset base. Also frequently used to value intangible assets.
See Excess Earnings.

Fair Market Value—the price, expressed in terms of cash equivalents, at
which property would change hands between a hypothetical willing and able
buyer and a hypothetical willing and able seller, acting at arms length in an
open and unrestricted market, when neither is under compulsion to buy or sell
and when both have reasonable knowledge of the relevant facts. {NOTE: In
Canada, the term "price" should be replaced with the term "highest price."}
Fairness Opinion—an opinion as to whether or not the consideration in a
transaction is fair from a financial point of view.

Financial Risk—the degree of uncertainty of realizing expected future returns
of the business resulting from financial leverage. See Business Risk.
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Forced Liquidation Value—liquidation value, at which the asset or assets
are sold as quickly as possible, such as at an auction.

Free Cash Flow—we discourage the use of this term. See Net Cash Flow.

Going Concern—an ongoing operating business enterprise.

Going Concern Value—the value of a business enterprise that is expected to
continue to operate into the future. The intangible elements of Going Concern
Value result from factors such as having a trained work force, an operational
plant, and the necessary licenses, systems, and procedures in place.

Goodwill—that intangible asset arising as a result of name, reputation, cus-
tomer loyalty, location, products, and similar factors not separately identified.

Goodwill Value—the value attributable to goodwill.

Guideline Public Company Method—a method within the market approach
whereby market multiples are derived from market prices of stocks of compa-
nies that are engaged in the same or similar lines of business and that are
actively traded on a free and open market.

Income (Income-Based) Approach—a general way of determining a value
indication of a business, business ownership interest, security, or intangible
asset using one or more methods that convert anticipated economic benefits
into a present single amount.

Intangible Assets—nonphysical assets such as franchises, trademarks,
patents, copyrights, goodwill, equities, mineral rights, securities, and contracts
(as distinguished from physical assets) that grant rights and privileges and
have value for the owner.

Internal Rate of Return—a discount rate at which the present value of the
future cash flows of the investment equals the cost of the investment.

Intrinsic Value—the value that an investor considers, on the basis of an eval-
uation or available facts, to be the "true" or "real" value that will become the
market value when other investors reach the same conclusion. When the term
applies to options, it is the difference between the exercise price and strike price
of an option and the market value of the underlying security.

Invested Capital—the sum of equity and debt in a business enterprise. Debt
is typically (a) all interest-bearing debt or (b) long-term, interest-bearing debt.
When the term is used, it should be supplemented by a specific definition in the
given valuation context.

Invested Capital Net Cash Flows—those cash flows available to pay out
to equity holders (in the form of dividends) and debt investors (in the form of
principal and interest) after funding operations of the business enterprise and
making necessary capital investments.

Investment Risk—the degree of uncertainty as to the realization of expected
returns.

Investment Value—the value to a particular investor based on individual
investment requirements and expectations. {NOTE: in Canada, the term used
is "Value to the Owner."}
Key Person Discount—an amount or percentage deducted from the value of
an ownership interest to reflect the reduction in value resulting from the actual
or potential loss of a key person in a business enterprise.

Levered Beta—the beta reflecting a capital structure that includes debt.

Limited Appraisal—the act or process of determining the value of a business,
business ownership interest, security, or intangible asset with limitations in
analyses, procedures, or scope.
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Liquidity—the ability to quickly convert property to cash or pay a liability.

Liquidation Value—the net amount that would be realized if the business is
terminated and the assets are sold piecemeal. Liquidation can be either "or-
derly" or "forced."

Majority Control—the degree of control provided by a majority position.

Majority Interest—an ownership interest greater than 50% of the voting in-
terest in a business enterprise.

Market (Market-Based) Approach—a general way of determining a value
indication of a business, business ownership interest, security, or intangible
asset by using one or more methods that compare the subject to similar busi-
nesses, business ownership interests, securities, or intangible assets that have
been sold.

Market Capitalization of Equity—the share price of a publicly traded stock
multiplied by the number of shares outstanding.

Market Capitalization of Invested Capital—the market capitalization of
equity plus the market value of the debt component of invested capital.

Market Multiple—the market value of a company's stock or invested capi-
tal divided by a company measure (such as economic benefits, number of cus-
tomers).

Marketability—the ability to quickly convert property to cash at minimal cost.

Marketability Discount—see Discount for Lack of Marketability.

Merger and Acquisition Method—a method within the market approach
whereby pricing multiples are derived from transactions of significant interests
in companies engaged in the same or similar lines of business.

Mid-Year Discounting—a convention used in the Discounted Future Earn-
ings Method that reflects economic benefits being generated at midyear, ap-
proximating the effect of economic benefits being generated evenly throughout
the year.

Minority Discount—a discount for lack of control applicable to a minority
interest.

Minority Interest—an ownership interest less than 50% of the voting interest
in a business enterprise.

Multiple—the inverse of the capitalization rate.

Net Book Value—with respect to a business enterprise, the difference between
total assets (net of accumulated depreciation, depletion, and amortization) and
total liabilities as they appear on the balance sheet (synonymous with Share-
holder's Equity). With respect to a specific asset, the capitalized cost less accu-
mulated amortization or depreciation as it appears on the books of account of
the business enterprise.

Net Cash Flows—when the term is used, it should be supplemented by a qual-
ifier. See Equity Net Cash Flows and Invested Capital Net Cash Flows.

Net Present Value—the value, as of a specified date, of future cash inflows
less all cash outflows (including the cost of investment) calculated using an
appropriate discount rate.

Net Tangible Asset Value—the value of the business enterprise's tangible
assets (excluding excess assets and nonoperating assets) minus the value of its
liabilities.

Nonoperating Assets—assets not necessary to ongoing operations of the busi-
ness enterprise. {NOTE: in Canada, the term used is "Redundant Assets."}
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Normalized Earnings—economic benefits adjusted for nonrecurring, noneco-
nomic, or other unusual items to eliminate anomalies and/or facilitate compar-
isons.

Normalized Financial Statements—financial statements adjusted for non-
operating assets and liabilities and/or for nonrecurring, noneconomic, or other
unusual items to eliminate anomalies and/or facilitate comparisons.

Orderly Liquidation Value—liquidation value at which the asset or assets
are sold over a reasonable period of time to maximize proceeds received.

Premise of Value—an assumption regarding the most likely set of transac-
tional circumstances that may be applicable to the subject valuation; for exam-
ple, going concern, liquidation.

Present Value—the value, as of a specified date, of future economic benefits
and/or proceeds from sale, calculated using an appropriate discount rate.

Portfolio Discount—an amount or percentage deducted from the value of
a business enterprise to reflect the fact that it owns dissimilar operations or
assets that do not fit well together.

Price/Earnings Multiple—the price of a share of stock divided by its earnings
per share.

Rate of Return—an amount of income (loss) and/or change in value realized
or anticipated on an investment, expressed as a percentage of that investment.

Redundant Assets—see Nonoperating Assets.

Report Date—the date conclusions are transmitted to the client.

Replacement Cost New—the current cost of a similar new property having
the nearest equivalent utility to the property being valued.

Reproduction Cost New—the current cost of an identical new property.

Required Rate of Return—the minimum rate of return acceptable by in-
vestors before they will commit money to an investment at a given level of
risk.

Residual Value—the value as of the end of the discrete projection period in a
discounted future earnings model.

Return on Equity—the amount, expressed as a percentage, earned on a com-
pany's common equity for a given period.

Return on Investment—See Return on Invested Capital and Return on
Equity.

Return on Invested Capital—the amount, expressed as a percentage, earned
on a company's total capital for a given period.

Risk-Free Rate—the rate of return available in the market on an investment
free of default risk.

Risk Premium—a rate of return added to a risk-free rate to reflect risk.

Rule of Thumb—a mathematical formula developed from the relationship
between price and certain variables based on experience, observation, hearsay,
or a combination of these; usually industry specific.

Special Interest Purchasers—acquirers who believe they can enjoy post-
acquisition economies of scale, synergies, or strategic advantages by combining
the acquired business interest with their own.

Standard of Value—the identification of the type of value being utilized in
a specific engagement; for example, fair market value, fair value, investment
value.
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Sustaining Capital Reinvestment—the periodic capital outlay required to
maintain operations at existing levels, net of the tax shield available from such
outlays.

Systematic Risk—the risk that is common to all risky securities and cannot
be eliminated through diversification. The measure of systematic risk in stocks
is the beta coefficient.

Tangible Assets—physical assets (such as cash, accounts receivable, inven-
tory, property, plant and equipment, etc.).

Terminal Value—See Residual Value.

Transaction Method—See Merger and Acquisition Method.

Unlevered Beta—the beta reflecting a capital structure without debt.

Unsystematic Risk—the risk specific to an individual security that can be
avoided through diversification.

Valuation—the act or process of determining the value of a business, business
ownership interest, security, or intangible asset.

Valuation Approach—a general way of determining a value indication of a
business, business ownership interest, security, or intangible asset using one
or more valuation methods.

Valuation Date—the specific point in time as of which the valuator's opinion
of value applies (also referred to as "Effective Date" or "Appraisal Date").

Valuation Method—within approaches, a specific way to determine value.

Valuation Procedure—the act, manner, and technique of performing the
steps of an appraisal method.

Valuation Ratio—a fraction in which a value or price serves as the numerator
and financial, operating, or physical data serve as the denominator.

Value to the Owner—see Investment Value.

Voting Control—de jure control of a business enterprise.

Weighted Average Cost of Capital (WACC)—the cost of capital (discount
rate) determined by the weighted average, at market value, of the cost of all
financing sources in the business enterprise's capital structure.
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.82

Appendix C

Glossary of Additional Terms
Assumptions and Limiting Conditions. Parameters and boundaries under
which a valuation is performed, as agreed upon by the valuation analyst and
the client or as acknowledged or understood by the valuation analyst and the
client as being due to existing circumstances. An example is the acceptance,
without further verification, by the valuation analyst from the client of the
client's financial statements and related information.

Business Ownership Interest. A designated share in the ownership of a
business (business enterprise).

Calculated Value. An estimate as to the value of a business, business own-
ership interest, security, or intangible asset, arrived at by applying valuation
procedures agreed upon with the client and using professional judgment as to
the value or range of values based on those procedures.

Calculation Engagement. An engagement to estimate value wherein the val-
uation analyst and the client agree on the specific valuation approaches and
valuation methods that the valuation analyst will use and the extent of val-
uation procedures the valuation analyst will perform to estimate the value of
a subject interest. A calculation engagement generally does not include all of
the valuation procedures required for a valuation engagement. If a valuation
engagement had been performed, the results might have been different. The
valuation analyst expresses the results of the calculation engagement as a cal-
culated value, which may be either a single amount or a range.

Capital or Contributory Asset Charge. A fair return on an entity's contrib-
utory assets, which are tangible and intangible assets used in the production
of income or cash flow associated with an intangible asset being valued. In
this context, income or cash flow refers to an applicable measure of income or
cash flow, such as net income, or operating cash flow before taxes and capital
expenditures. A capital charge may be expressed as a percentage return on
an economic rent associated with, or a profit split related to, the contributory
assets.

Capitalization of Benefits Method. A method within the income approach
whereby expected future benefits (for example, earnings or cash flow) for a
representative single period are converted to value through division by a capi-
talization rate.

Comparable Profits Method. A method of determining the value of intangi-
ble assets by comparing the profits of the subject entity with those of similar
uncontrolled companies that have the same or similar complement of intangible
assets as the subject company.

Comparable Uncontrolled Transaction Method. A method of determining
the value of intangible assets by comparing the subject transaction to similar
transactions in the market place made between independent (uncontrolled)
parties.

Conclusion of Value. An estimate of the value of a business, business own-
ership interest, security, or intangible asset, arrived at by applying the valua-
tion procedures appropriate for a valuation engagement and using professional
judgment as to the value or range of values based on those procedures.
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Control Adjustment. A valuation adjustment to financial statements to re-
flect the effect of a controlling interest in a business. An example would be an
adjustment to owners' compensation that is in excess of market compensation.

Engagement to Estimate Value. An engagement, or any part of an engage-
ment (for example, a tax, litigation, or acquisition-related engagement), that
involves determining the value of a business, business ownership interest, se-
curity, or intangible asset. Also known as valuation service.

Excess Operating Assets. Operating assets in excess of those needed for the
normal operation of a business.

Fair Value. In valuation applications, there are two commonly used definitions
for fair value:

(1) For financial reporting purposes only, the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. Source: Financial Accounting
Standards Board Accounting Standards Codification glossary.

(2) For state legal matters only, some states have laws that use the term fair
value in shareholder and partner matters. For state legal matters only, there-
fore, the term may be defined by statute or case law in the particular jurisdic-
tion.

Guideline Company Transactions Method. A method within the market
approach whereby market multiples are derived from the sales of entire com-
panies engaged in the same or similar lines of business.

Hypothetical Condition. That which is or may be contrary to what exists,
but is supposed for the purpose of analysis.

Incremental Income. Additional income or cash flow attributable to an en-
tity's ownership or operation of an intangible asset being valued, as determined
by a comparison of the entity's income or cash flow with the intangible asset to
the entity's income or cash flow without the intangible asset. In this context,
income or cash flow refers to an applicable measure of income or cash flow,
such as license royalty income or operating cash flow before taxes and capital
expenditures.

Normalization. See Normalized Earnings in Appendix B, "International
Glossary of Business Valuation Terms." [paragraph .81].

Pre-adjustment Value. The value arrived at prior to the application, if ap-
propriate, of valuation discounts or premiums.

Profit Split Income. With respect to the valuation of an intangible asset of
an entity, a percentage allocation of the entity's income or cash flow whereby
(1) a split (or percentage) is allocated to the subject intangible and (2) the
remainder is allocated to all of the entity's tangible and other intangible assets.
In this context, income or cash flow refers to an applicable measure of income
or cash flow, such as net income or operating cash flow before taxes and capital
expenditures.

Relief from Royalty Method. A valuation method used to value certain intan-
gible assets (for example, trademarks and trade names) based on the premise
that the only value that a purchaser of the assets receives is the exemption from
paying a royalty for its use. Application of this method usually involves esti-
mating the fair market value of an intangible asset by quantifying the present
value of the stream of market–derived royalty payments that the owner of the
intangible asset is exempted from or "relieved" from paying.

Residual Income. For an entity that owns or operates an intangible asset
being valued, the portion of the entity's income or cash flow remaining after
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subtracting a capital charge on all of the entity's tangible and other intangible
assets. Income or cash flows can refer to any appropriate measure of income or
cash flow, such as net income or operating cash flow before taxes and capital
expenditures.

Security. A certificate evidencing ownership or the rights to ownership in a
business enterprise that (1) is represented by an instrument or by a book record
or contractual agreement, (2) is of a type commonly dealt in on securities ex-
changes or markets or, when represented by an instrument, is commonly recog-
nized in any area in which it is issued or dealt in as a medium for investment,
and (3) either one of a class or series or, by its terms, is divisible into a class or
series of shares, participations, interests, rights, or interest-bearing obligations.

Subject Interest. A business, business ownership interest, security, or intan-
gible asset that is the subject of a valuation engagement.

Subsequent Event. An event that occurs subsequent to the valuation date.

Valuation Analyst. For purposes of this Statement, an AICPA member who
performs an engagement to estimate value that culminates in the expression
of a conclusion of value or a calculated value.

Valuation Assumptions. Statements or inputs utilized in the performance of
an engagement to estimate value that serve as a basis for the application of
particular valuation methods.

Valuation Engagement. An engagement to estimate value in which a val-
uation analyst determines an estimate of the value of a subject interest by
performing appropriate valuation procedures, as outlined in the AICPA State-
ment on Standards for Valuation Services, and is free to apply the valuation
approaches and methods he or she deems appropriate in the circumstances.
The valuation analyst expresses the results of the valuation engagement as a
conclusion of value, which may be either a single amount or a range.

Valuation Service. See Engagement to Estimate Value.

[Revised, June 2009, to reflect conforming changes necessary due to the
issuance of FASB ASC.]
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VS Section 9100

Valuation of a Business, Business Ownership
Interest, Security, or Intangible Asset:
Valuation Services Interpretations of
Section 100

1. Scope of Applicable Services

Background

.01 The Statement on Standards for Valuation Services (SSVS) No. 1, Val-
uation of a Business, Business Ownership Interest, Security, or Intangible Asset
[VS section 100] establishes standards of performance and reporting for all
AICPA members performing those valuation services that are within the scope
of the Statement. When originally proposed on March 30, 2005, the Exposure
Draft contained a list of questions and answers (Appendix A of the March 30,
2005 Exposure Draft) that were intended to assist members in determining
if an engagement, particularly with regard to litigation or tax engagements,
fell within the scope of the Statement. Through the Exposure Draft process, it
was determined that the questions and answers were an integral part of the
Statement and should be made authoritative. This Interpretation is part of the
AICPAs continuing efforts at self-regulation of its members in valuation prac-
tice, and its desire to provide guidance to members when providing valuation
services. The Interpretation does not change or elevate any level of conduct
prescribed by any standard. Its goal is to clarify existing standards.

General Interpretation

.02 The SSVSs apply to an engagement to estimate value if, as all or as
part of another engagement, a member determines the value of a business, busi-
ness ownership interest, security, or intangible asset (SSVS No. 1, paragraphs
1 and 2 [VS section 100.01–.02]). In the process of estimating value, profes-
sional judgment is used to apply valuation approaches and valuation methods
as described in the SSVS No. 1, paragraph 4 [VS section 100.04].

.03 In determining whether a particular service falls within the scope of
the Statement, a member should consider those services that are specifically
excluded:

• Audit, review, and compilation engagements (SSVS No. 1, paragraph
5 [VS section 100.05])

• Use of values provided by the client or a third party (SSVS No. 1,
paragraph 6 [VS section 100.06])

• Internal use assignments from employers to employee members not in
the practice of public accounting (SSVS No. 1, paragraph 7 [VS section
100.07])

• Engagements that are exclusively for the purpose of determining eco-
nomic damages (for example, lost profits) and that do not include an
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engagement to estimate value (SSVS No. 1, paragraph 8 [VS section
100.08])

• Mechanical computations that do not rise to the level of an engagement
to estimate value (SSVS No. 1, paragraph 9(a) [VS section 100.09a])

• Engagements where it is not practical or reasonable to obtain or use
relevant information and, therefore, the member is unable to apply
valuation approaches and methods described in this Statement. (SSVS
No. 1, paragraph 9(b) [VS section 100.09b])

• Engagements meeting the jurisdictional exception (SSVS No. 1, para-
graph 10 [VS section 100.10])

.04 A member should be diligent in determining if an engagement falls
within the scope of the Statement. Unless specifically excluded by the SSVS, if
the engagement requires a member to apply valuation approaches and meth-
ods, and use professional judgment in applying those approaches and methods,
the SSVS would apply. In determining the scope and requirements of the en-
gagement, a member should consider the clients needs, or the requirements of
a third party for which the valuation is intended, including governmental, ju-
dicial, and accounting authorities. In addition, a member should consider other
professional standards that might apply.

Specific Illustrations

.05 The following illustrations address general fact patterns. Accordingly,
the application of the guidance discussed in the "General Interpretation" section
to variations in general facts, or to particular facts and circumstances, may lead
to different conclusions. In each illustration, there is no authority other than
that indicated.

Illustrations Relating to Litigation Engagements and Certain
Controversy Proceedings

.06 Illustration 1. Do lost profits damage computations fall within the scope
of the Statement?

.07 Conclusion. No, unless the computations are undertaken as part of an
engagement to estimate value (SSVS No. 1, paragraphs 1, 2, and 8 [VS section
100.01, .02, and .08]).

.08 Illustration 2. Is an economic damages computation that incorporates
a terminal value within the scope of the Statement?

.09 Conclusion. The use of a terminal value exclusively for the determina-
tion of lost profits is not within the scope of this statement unless that determi-
nation will be used as part of an engagement to estimate value (Illustration 1).

.10 Illustration 3. If a start-up business is destroyed, is the economic dam-
ages computation within the scope of the Statement?

.11 Conclusion. There are two common measures of damages: lost profits
and loss of value. If a valuation analyst performs an engagement to estimate
value to determine the loss of value of a business or intangible asset, the State-
ment applies. Otherwise, the Statement does not apply (Illustration 1). In order
to determine whether the Statement applies, a member acting as an expert wit-
ness should evaluate whether the particular damages calculation constitutes an
engagement to estimate value with respect to the business, business interest,
security, or intangible asset or whether it constitutes a lost-profits computation.
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.12 Illustration 4. Does the Statement include any exceptions relating to
litigation or controversy proceedings?

.13 Conclusion. Yes, the Statement includes a reporting exemption for cer-
tain controversy proceedings (SSVS No. 1, paragraph 50 [VS section 100.50]);
however, there is no litigation or controversy proceeding exemption from the
developmental provisions of the Statement (SSVS No. 1, paragraphs 21–46
[VS section 100.21–.46]) in circumstances in which an engagement to estimate
value is performed (Illustration 1).

.14 Illustration 5. Is the Statements reporting exemption for litigation or
controversy proceedings (see SSVS No. 1, paragraph 50 [VS section 100.50])
the same as the "litigation exemption" in the AICPA attestation standards?

.15 Conclusion. No, the so-called "litigation exemption" is provided for in
the AICPA attestation standards and is further discussed in the attestation in-
terpretations. The attestation standards do not apply to engagements in which
a practitioner is engaged to testify as an expert witness in accounting, auditing,
taxation, or other matters, given certain stipulated facts. This is clarified in the
attestation interpretation, which states, in part, that the attestation standards
do not apply to litigation services engagements when (among other require-
ments) the practitioner "has not been engaged to issue and does not issue an
examination, a review, or an agreed-upon procedures report on the subject mat-
ter, or an assertion about the subject matter that is the responsibility of another
party." (Interpretation No. 3, "Applicability of Attestation Standards to Litiga-
tion Services," of Chapter 1, "Attest Engagements," of Statement on Standards
for Attestation Engagements No. 10, Attestation Standards: Revision and Re-
codification, as revised [AT section 9101.34–.42]. However, unlike the AICPA
attestation standards, which do not apply in any capacity to litigation or con-
troversy proceeding situations, as discussed above, the Statements exemption
for litigation or certain controversy proceedings is an exemption from the re-
porting provisions of the Statement (SSVS No. 1, paragraphs 47–78 [VS section
100.47–.78]).

Illustrations Relating to Tax Engagements

.16 Illustration 6. When does the Statement apply to members who deter-
mine values related to tax reporting and planning engagements?

.17 Conclusion. The Statement applies when the member is engaged to
estimate the value of a business, business ownership interest, security, or in-
tangible asset (SSVS No. 1, paragraph 1 [VS section 100.01]). The application of
valuation approaches and methods and the use of professional judgment (SSVS
No. 1, paragraph 4 [VS section 100.04]) are required, unless an exception ap-
plies (SSVS No. 1, paragraphs 5–10 [VS section 100.05–.10]).

.18 Illustration 7. If the sole purpose of an engagement is reporting a value
in a tax return and the Statement applies to this engagement, are any separate
reports (specifically, valuation reports) required to be issued? To whom are those
reports required to be provided? Is a report required to be attached to the tax
return? Are any specific disclosures required?

.19 Conclusion. The Statement requires the preparation of a written or oral
valuation report (SSVS No. 1, paragraphs 47–78 [VS section 100.47–.78]) that is
communicated to the client (SSVS No. 1, paragraph 47 [VS section 100.47]) but
does not require that any report be attached to the tax return or mandate any
other tax-specific disclosures. In limited circumstances, a taxing authority may
require its own report, which would obviate the need for a separate valuation
report (SSVS No. 1, paragraph 10 [VS section 100.10] and Illustration 18).
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There is also a reporting exemption for certain controversy proceedings (SSVS
No. 1, paragraph 50 [VS section 100.50] and Illustration 4).

.20 Illustration 8. Are mechanical computations of value, for example, com-
putations using actuarial tables, excluded from the Statement?

.21 Conclusion. Mechanical computations of value are excluded from the
Statement if they do not rise to the level of an engagement to estimate value,
that is, if the member does not apply valuation approaches and methods, and
does not use professional judgment, as described in the Statement (SSVS No.
1, paragraph 9(a) [VS section 100.09a]).

.22 Examples of services that do not rise to the level of an engagement
to estimate value include: (a) computations of a remainder interest under a
grantor retained annuity trust (GRAT) using actuarial tables; (b) determining
the value of relatively small blocks (relative to the total amount of corporate
stock outstanding) of publicly traded stock whose per share price is readily
ascertainable; (c) preparing a tax return using the valuation of a business that
was provided by a third-party appraiser, or by the client (SSVS No. 1, paragraph,
[VS section 100.06]); and (d) calculating cash "hold back" requirements for tax
contingencies (SSVS No. 1, paragraphs 4 and 9(a) [VS section 100.01, .04, and
.09a]).

.23 Examples of services that rise to the level of an engagement to esti-
mate value include: (a) valuing a block of publicly traded stock, if the analysis
includes consideration of a discount for blockage, lock-up, or other contractual or
market restrictions such that valuation approaches and methods are applied,
and professional judgment is used to determine the fair value, fair market
value, or other applicable standard of value; (b) valuing stock that is not pub-
licly traded; and (c) computing the fair market value of assets in a charitable
remainder trust (CRT), if the engagement requires the application of valuation
approaches and methods, and the use of professional judgment to estimate the
fair market value.

.24 Illustration 9. Does the "jurisdictional exception" (SSVS No. 1, para-
graph 10 [VS section 100.10]) provide that an engagement to estimate value is
not subject to the Statement if a member determines and reports values using
procedures mandated or allowed by the Internal Revenue Code (IRC), Internal
Revenue Service (IRS) regulations, court cases, or other published guidance and
other sources of federal, state, and local law solely for purposes of tax return
preparation and other tax services using these methods?

.25 Conclusion. No, the "jurisdictional exception" would not exempt the
engagement from this Statement, even if the engagements sole purpose was
to value a subject interest (SSVS No. 1, paragraph 1 [VS section 100.01]) for
tax reporting purposes. Only the portion of the Statement that differs from the
published governmental or judicial authority is superseded for purposes of the
engagement. The remainder of the Statement applies to the engagement.

.26 Illustration 10. Is an interest in a publicly traded partnership whose
shares are frequently traded considered a "security" under the Statement? Is
an interest in a family limited partnership (FLP), or in another nontraded
partnership, considered a "security" under the Statement?

.27 Conclusion. Whether interest constitutes a "security" is a legal deter-
mination. However, where the value of a security is readily ascertainable, a
valuation analyst does not need to apply valuation approaches and methods
and use professional judgment. Accordingly, the valuation of such an interest
would not be subject to the Statement (SSVS No. 1, paragraphs 1 and 9(a) [VS
section 100.01 and .09a]). An interest in a nonpublicly traded partnership, such
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as an FLP, whether considered a security or not, is a business ownership inter-
est. The valuation of such nonpublicly traded interest requires the application
of valuation approaches and methods and the use of professional judgment,
and, accordingly, would be subject to the Statement (SSVS No. 1, paragraphs 1,
4, [VS section 100.01 and .04], and Illustration 6), unless the exception under
SSVS No. 1, paragraph 9(b) [VS section 100.09b] applies (Illustration 13e). If
the engagement requires the valuation analyst to consider and apply adjust-
ments, for example, valuation discounts or premiums, then the engagement
would be subject to the Statement.

.28 Illustration 11. A client engages a member to provide advice for plan-
ning purposes (such as estate planning, personal financial planning, or merger
and acquisitions planning). The client holds an ownership interest in a family
business being operated as a limited liability company, an interest in a private
real estate limited partnership, publicly traded stock, a personal residence, and
a retirement account (not an IRA). Is this a valuation engagement subject to
the Statement?

.29 Conclusion. It depends. Providing technical advice, without reference
to values for the various assets, is not subject to the Statement. However, if a
member calculates a value to illustrate various planning options, he or she may
fall under the Statement with regard to various assets. If one or more of the
assets for which value is to be determined for purposes of the plan illustrations
is a business, business ownership interest, security, or intangible asset, and the
client or a third party does not provide the values for these assets, or the member
does not use assumed or hypothetical values as part of the overall engagement,
the member performing the valuation(s) is subject to the Statement with regard
to these assets (SSVS No. 1, paragraph 1, [VS section 100.01] and Illustration
6). In this example, if the member applies valuation approaches and methods
and uses professional judgment to determine the value of the ownership in-
terest in the family business or the interest in the private real estate limited
partnership in order to provide planning advice, the Statement would apply. In
contrast, if the client or a third party provides the values for these assets, or the
member uses assumed or hypothetical values, the Statement would not apply
because the member would not be applying valuation approaches and meth-
ods and using professional judgment. In addition, the exception under SSVS
No. 1, paragraph 9(b), [VS section 100.09b], where it is not practical or reason-
able to obtain or use relevant information, could apply (see Illustration 13e).
The computation of the "estimated estate tax" or other taxes once the values
have been determined, assumed, or provided is not subject to the Statement, as
the computation is a tax computation but would be subject to the Statements
on Standards for Tax Services [TS sections 100–900] (Illustration 10 at para-
graph .27 of this Interpretation).

.30 Illustration 12. There are many instances where a tax engagement
involves the need for a member to estimate value. The estimation of value may
not be the primary purpose of the engagement, but rather a necessary task
to perform or item to consider, when making a tax determination concerning
the reporting of a transaction on a tax return. Consider the following practice
situations:

.31 Illustration 12a. A member has been engaged to determine the de-
ductibility of interest on a nonrecourse loan. Under applicable regulations, in-
terest on a nonrecourse loan cannot be deducted if it is clear that the company
will be unable to service the debt. For purposes of tax reporting, a conclusion
must be reached concerning the ability of the company to service the debt. Is
this considered a valuation engagement subject to the Statement?
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.32 Conclusion. This is not a valuation engagement covered by the State-
ment because it is not the valuation of a subject interest (SSVS No. 1, paragraph
1 [VS section 100.01]). This example is a debt-service analysis.

.33 Illustration 12b. There are compliance filings that require an estimate
of the value of a company. For example, the "market value" of "intangible per-
sonal property," as defined by a states taxing authority may need to be reported
annually on an intangible personal property tax return. A client has a sub-
ject interest that is considered intangible personal property for purposes of
the return. The member has been engaged to prepare the tax return. Is this a
valuation engagement subject to the Statement?

.34 Conclusion. It depends. If the state requires an estimation of the value
of a subject interest, and the estimation of value requires the application of val-
uation approaches and methods and the use of professional judgment (SSVS
No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]), the Statement applies. If,
however, the client or a third-party appraiser provides the value of the subject
interest to the member, the Statement does not apply (SSVS No. 1, paragraphs
1 and 6 [VS section 100.01 and .06]). In addition, the exception under SSVS
No. 1, paragraph 9(b) [VS section 100.09b], where it is not practical or rea-
sonable to obtain or use relevant information, could apply (Illustration 13e).
Alternatively, if the state follows more informal rules where the application of
valuation approaches or valuation methods are not necessary, the Statement
does not apply (SSVS No. 1, paragraph 4 [VS section 100.04]).

.35 Illustration 12c. There are times when a member must allocate value
among various assets. For example, IRC sections 1060 and 338 require the allo-
cation to assets, based on relative values, of consideration paid. In partnership
taxation, there may be allocations under IRC sections 754, 743, and 734 and
special tax basis adjustments for partnerships (sales or exchanges and transfers
at or upon death) may require an allocation of value among various partnership
assets. Are these types of allocations engagements to estimate value subject to
the Statement?

.36 Conclusion. It depends. If one or more of the assets to which value is
to be allocated is a subject interest (that is, a business, business ownership
interest, security, or intangible asset), and the client or a third party did not
provide the member with a value for those assets, then the member performing
the allocation would be subject to the Statement, and the member is required
to apply valuation approaches and methods, and use professional judgment to
value those assets (SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04],
and Illustration 6), unless an exception applies (SSVS No. 1, paragraphs 5–10
[VS section 100.05–.10]). For example, in an IRC section 1060 allocation, after
the allocation of purchase price to cash, receivables, inventory, and depreciable
tangible assets, there is a residual amount of value allocable to goodwill or
going concern. The mechanical assignment of the residual amount to goodwill or
going concern is not subject to the Statement. However, if the member allocates
this residual amount to specific intangible assets (such as to various customer-
based and supplier-based intangibles), such allocation is based on the assets
relative values. Because the member applies valuation approaches and methods
and uses professional judgment to value those specific intangible assets, the
Statement applies.

.37 Illustration 12d. If the member does not apply any discount and simply
computes the fair market value of an interest in a family limited partnership
(FLP) for tax purposes, is this a valuation engagement subject to the Statement?

.38 Conclusion. Yes, the Statement applies if the member determines
the value of the FLP or an interest in an FLP. The application of valuation
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approaches and methods, and the use of professional judgment are required,
unless an exception applies (SSVS No. 1, paragraphs 5–10 [VS section 100.05–
.10]). The fact that the member does not apply a discount does not exempt the
engagement from the Statement (SSVS No. 1, paragraphs 1–4 and 9(a) [VS
section 100.01–.04 and .09a]).

.39 Illustration 12e. Would the Statement apply to the computation of the
fair market value of assets in, or the computation of the required distribution
of, a charitable remainder trust (CRT)?

.40 Conclusion. It depends on the underlying assets held by the CRT. The
Statement would apply only if the member determines the value of a business,
business ownership interest, security, or intangible asset (SSVS No. 1, para-
graph 1 [VS section 100.01]). To the extent that the CRT holds assets that, to
be valued, require the application of valuation approaches and methods, and
the use of professional judgment, such as an interest in a limited liability cor-
poration (LLC), the Statement would apply. However, if the CRT only holds
publicly traded stock with a readily ascertainable value, the Statement would
not apply because valuation approaches and methods and professional judg-
ment would not be needed in the computation (SSVS No. 1, paragraphs 1 and
4 [VS section 100.01 and .04], and Illustration 6).

.41 Illustration 12f. In circumstances in which the value of assets con-
tributed by partners to a partnership differ from their cost basis, each differ-
ence must be tracked for tax purposes under IRC section 704(c) so that amounts
of gain or loss can be properly assigned to the contributing partners. Are these
types of asset value assignments valuation engagements subject to the State-
ment?

.42 Conclusion. It depends. If one or more of the assets for which value
is relevant under IRC section 704(c) is a subject interest that is, a business,
business ownership interest, security, or intangible asset, and the client or a
third party does not provide the valuation, and the member applies valuation
approaches and methods and uses professional judgment to value these assets
for IRC section 704(c) tax purposes, then the Statement applies (SSVS No. 1,
paragraphs 1 and 6 [VS section 100.01 and .06], and Illustration 6).

.43 Illustration 12g. A member has been engaged to perform a cost segre-
gation study. The study involves an analysis of the costs of building a structure
and the allocation of such costs to the real and personal property components
of the structure so that depreciation of those components may be properly com-
puted. Is this a valuation engagement subject to the Statement?

.44 Conclusion. No, none of the assets constitutes a subject interest (SSVS
No. 1, paragraph 1 [VS section 100.01]).

.45 Illustration 12h. A member has been engaged to provide advice to a
company regarding the tax planning for income from discharge of indebtedness
under IRC section 108. The company has advised the member that the company
will be able to negotiate a settlement in complete satisfaction of an obligation at
30 cents on the dollar. Is this a valuation engagement subject to the Statement?

.46 Conclusion. It depends. Under IRC section 108(a), gross income of the
company excludes income from discharge of indebtedness only under certain
circumstances. One of those circumstances is the insolvency of the company.
Under IRC section 108(d) (3), insolvency results from an excess of liabilities over
the fair market value of assets. If (a) the company must rely on the insolvency
provisions of IRC section 108; (b) one or more of the assets for which value is
relevant under IRC section 108 is a subject interest (that is, a business, business
ownership interest, security, or intangible asset); (c) the company or a third
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party does not provide the valuation; and (d) the member applies valuation
approaches and methods, and uses professional judgment to value the subject
interest(s) for purposes of the IRC section 108(d)(3) insolvency determination,
the Statement applies.

.47 Illustration 13. An executor has engaged a member to prepare an estate
tax return, which requires determining values for the following estate assets:
(a) shares in a publicly traded company, "TI Corporation," whose shares are
infrequently traded; (b) a large block of stock in "LB Corporation," a publicly
traded company; (c) a brokerage account consisting of shares in various publicly
traded companies; (d) "CHB Corporation," a closely held business owned by
the decedent and the decedent's family; and (e) a 5 percent interest in "RP," a
privately held rental real estate partnership. Does the Statement apply to any
of the following assets owned by the estate? (See Illustration 10 at paragraph
.27 of this Interpretation regarding the valuation of a security.)

.48 Illustration 13a. Does the Statement apply to shares in a publicly
traded company, "TI Corporation," whose shares are traded infrequently?

.49 Conclusion. It depends; although the price of a share of publicly traded
stock is ascertainable from published sources, there are no definitive criteria
that would indicate when the Statement applies to shares that are infrequently
traded. A key consideration is the average daily trading volume of TI Corpo-
ration stock on or around the valuation date. The concept of fair market value
incorporates the notions that (1) cash could have been received for the stock
at the valuation date, and (2) the share price of an infrequently traded stock
could decrease if a relatively large block of the stock were to be put on the
market on that date. If the subject shares held by the estate do not represent
a significant percentage of the daily trading volume of TI stock on or around
the valuation date, and the price of a share of the stock is readily ascertainable
on the valuation date, then the resulting value (the quoted share price times
the number of shares owned) represents a cash price that could have been re-
ceived at the valuation date for the block, and the Statement does not apply
because the calculation of value is mechanical (SSVS No. 1, paragraph 9(a) [VS
section 100.09a]). If, however, the subject shares held by the estate represent
a large percentage of the average daily trading volume of the stock, the quoted
market price for a share may not be adequate for purposes of determining the
fair market value of the block of shares on the valuation date. In that case,
the Statement applies because valuation approaches and methods need to be
applied, and professional judgment needs to be used in determining the value
of the block (SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]) (See
Illustration 10 at paragraph .27 of this Interpretation regarding the valuation
of a security.)

.50 Illustration 13b. Does the Statement apply to a large block of stock in
"LB Corporation," a publicly traded company?

.51 Conclusion. The answer depends on the amount of shares to be valued
in relation to the average daily trading volume in LB Corporation on or around
the valuation date. There are no definitive criteria that would indicate when
the Statement applies to the valuation of a large block of publicly traded stock.
The concept of fair market value incorporates the notion that cash could have
been received from a sale of the block on the valuation date. A large block
could decrease the share price if sold on the valuation date. The Statement
would typically not apply to the valuation of a large block (for example, 200,000
shares) of a large and actively-traded public company. Even though the value
of the estate's stock may be large in absolute terms, the daily trading volume
in such stock on the valuation date may be sufficiently high that a sale of the
block on the valuation date would not affect the market price of a company's
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shares. In such a case, the quoted market price of a share times the number of
shares held by the estate may be considered to reflect the fair market value of
the subject block of stock, and because it would not be the case that valuation
approaches and methods would need to be applied and professional judgment
used, the Statement would not apply. If, however, the large block of publicly
traded shares represents a significant percentage of the daily trading volume,
the Statement would apply because valuation approaches and methods would
need to be applied and professional judgment used to determine the value (SSVS
No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]).

.52 Illustration 13c. Does the Statement apply to a brokerage account con-
sisting of shares in various publicly traded companies?

.53 Conclusion. The Statement would not apply to the determination of
the value of a brokerage account consisting of publicly traded securities, except
as discussed in paragraphs .49 and .51 of this Interpretation. Absent certain
scenarios involving infrequently traded securities or large blocks of stock, the
application of valuation approaches and methods and the use of professional
judgment are not necessary in that determination (SSVS No. 1, paragraphs 1
and 4 [VS section 100.01 and .04]).

.54 Illustration 13d. Does the Statement apply to "CHB Corporation," a
closely held business owned by the decedent and the decedent's family?

.55 Conclusion. The Statement would apply to the determination of value
of CHB Corporation because valuation approaches and methods need to be ap-
plied, and professional judgment needs to be used to determine the fair market
value of the ownership interest in CHB (SSVS No. 1, paragraphs 1 and 4 [VS
section 100.01 and .04]).

.56 Illustration 13e. Does the Statement apply to a 5 percent interest in a
privately held rental real estate partnership (RP)?

.57 Conclusion. The Statement would apply to the determination of value
of the 5 percent interest in rental real estate partnership (RP) because valuation
approaches and methods need to be applied and professional judgment needs
to be used to determine the fair market value of the ownership of a fractional
interest in a privately held partnership (SSVS No. 1, paragraphs 1 and 4 [VS
section 100.01 and .04]). However, where it is not practical or not reasonable
to obtain or use relevant information and, therefore, the member is unable
to apply valuation approaches and methods, the Statement would not apply.
For example, the member has requested from RP's general partner financial
information the member needs in order to apply valuation approaches and
methods. The general partner is not responsive to the member's requests, and
the due date for filing the estate tax return is near. Given the small ownership
interest, and given that RP is likely a relatively small percent of the total estate,
unless prohibited by statute or by rule, the member may then use the taxpayer's
estimates if the member determines that the estimates are reasonable (based
on the facts and circumstances known to the member) (SSVS No. 1, paragraph
9(b) [VS section 100.09b]).

.58 Illustration 14. Would the answers to Illustration 13 change if the val-
ues were provided by the client or a client-engaged third party?

.59 Conclusion. The Statement would not apply if the values were provided
by the client or by a client-engaged third party because the member is not ap-
plying valuation approaches and methods and using professional judgment to
determine value (SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]).
However, the member would be subject to Statement on Standards for Tax Ser-
vices No. 3, Certain Procedural Aspects of Preparing Returns [TS section 300],
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in providing appropriate due diligence with respect to the values provided to
the member . It is also recommended that the understanding between member
and client in these circumstances include documentation of the fact that the
member is not determining but rather is being provided with the value of the
subject interest.

.60 Illustration 15. Would the answers to Illustration 13 change if the val-
ues were provided by an outside third-party specialist hired by the member?

.61 Conclusion. If the member engages an outside third-party specialist to
assist with the member's work, and it is the member expressing a conclusion or
calculated value, the member will be applying valuation approaches and meth-
ods and using professional judgment; thus, the Statement would apply (SSVS
No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]; SSVS No. 1, paragraph
20, "Using the Work of Specialists in the Valuation Engagement," [VS section
100.20]). If, however, the third-party specialist is determining the value in his
or her own name and providing that value to the client, and the member will not
be applying valuation approaches and methods or using professional judgment
(SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04], and Illustration 6),
the Statement would not apply, but the member would be subject to Statement
on Standards for Tax Services No. 3, Certain Procedural Aspects of Preparing
Returns [TS section 300] in providing appropriate due diligence with respect to
the values provided.

.62 Illustration 16. The client and the member agree that the member will
value a partnership interest and then apply an "average" discount that the
member is to determine (based on the results of various studies and case law).
Does the Statement apply? If so, is this a valuation engagement or a calculation
engagement?

.63 Conclusion. Yes, the Statement applies because the member deter-
mined the value of the partnership interest by applying valuation approaches
and valuation methods and using professional judgment. This would be consid-
ered a calculation engagement because the member and the client have agreed
on the specific valuation approaches or valuation methods the valuation ana-
lyst will use and the extent of valuation procedures the valuation analyst will
perform (SSVS No. 1, paragraph 21(b) [VS section 100.21b] and Illustration 6).

.64 Illustration 17. Would the Statement apply if a member has an informal
conversation or communicates in writing with a client regarding the alternative
tax consequences of gifting versus selling a business using a presumption of a
specific value of the business?

.65 Conclusion. No, the Statement would not apply. The member is pro-
viding tax advice using an assumed or hypothetical value of a business and is
not determining value, applying valuation approaches and methods, and using
professional judgment to value a business (SSVS No. 1, paragraphs 1 and 4 [VS
section 100.01 and .04], and Illustration 6).

.66 Illustration 18. Would the Statement apply to a transfer pricing study
(IRC section 482) that involves the use of specific methodologies, data, terminol-
ogy, and documentation requirements that are provided in the IRS regulations
and procedures, and whose methodologies and documentation requirements
differ from those contained in the Statement?

.67 Conclusion. No. To the extent that the transfer pricing study applies,
for example, to the valuation of inventory or services, the Statement would
not apply (see SSVS No. 1, paragraph 1 [VS section 100.01] and Illustration
6). To the extent that the transfer pricing study applies to the valuation of
intangible assets, the Statement would normally apply. However, because the
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IRS regulations require that the taxpayer reasonably calculate an arm's-length
price according to the best method that is determined using third-party compa-
rable data under explicit IRS rules and documentation procedures, and to the
extent these IRS rules and procedures differ from the Statement, the jurisdic-
tional exception (SSVS No. 1, paragraph 10 [VS section 100.10]) would exempt
the valuation of the intangible assets from the developmental provisions of the
Statement (SSVS No. 1, paragraphs 25–48 [VS section 100.25–.48]). In addition,
to the extent that the IRS regulations (such as IRS regulation section 1.6662-
6(d) (2) (iii)) and procedures provide specific documentation requirements for
avoiding potential penalties, and if a transfer pricing report is provided to a
client according to such IRS documentation requirements, the jurisdictional
exception would apply to the reporting provisions of the Statement (SSVS No.
1, paragraphs 50–78 [VS section 100.50–.78]) and thus a valuation report would
not be necessary.

.68 Illustration 19. In a situation where the Statement applies to members
who determine value as part of tax engagements, would the member also be
required to be in compliance with the Statements on Standards for Tax Services
(SSTSs) [TS sections 100–900]?

.69 Conclusion. Yes, the Statement would apply only to the valuation de-
termination and reporting aspects of the engagement but the SSTSs would
apply to all aspects of the engagement. For example, even though the State-
ment would govern the determination of value of an applicable asset reported
on a tax return, the member would also have to be in compliance with SSTS
No. 1, Tax Return Positions, [TS section 100], for that valuation.

.70 Illustration 21. Do settlements or negotiations of value in offers-in-
compromise or tax disputes fall under the Statement?

.71 Conclusion. No, settlements or negotiations of value in offers-in-
compromise or tax disputes are part of a tax process. However, if a member
prepares a valuation in preparation for a settlement or negotiation of value,
and the valuation involves the application of valuation approaches and meth-
ods and the use of professional judgment, the valuation would fall under the
developmental aspects of the Statement. The settlement or negotiation process
itself is not a valuation and would not fall under the Statement. In addition,
the Statement's reporting exemption for certain controversy proceedings would
apply as the valuation was performed specifically for the administrative matter
(SSVS No. 1, paragraph 50 [VS section 100.50]).

Illustrations Relating to Other Engagements

.72 Illustration 20. Does determining the value of accounts receivable fall
under the Statement?

.73 Conclusion. No, accounts receivable constitute tangible assets un-
der the Statement (SSVS No. 1, Appendix B [VS section 100.81], and do not
constitute a subject interest (SSVS No. 1, paragraph 1 [VS section 100.01]).

.74 Illustration 22. In the course of performing a valuation under the State-
ment, if a valuation analyst prepares prospective financial information (for ex-
ample, as part of a discounted cash flow or discounted earnings analysis within
the income approach), does this require the valuation analyst to examine or
compile such information in accordance with the Statements on Standards for
Attestation Engagements (SSAEs) [AT sections 20–701]?
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.75 Conclusion. No, Chapter 1, "Attest Engagements," of SSAE No. 10,
Attestation Standards: Revision and Recodification, as amended [AT section
101.01] states that the attestation standards apply when a practitioner is "en-
gaged to issue or does issue an examination, a review, or an agreed-upon proce-
dures report on subject matter, or an assertion about the subject matter..., that
is the responsibility of another party." If the valuation analyst has not been en-
gaged to examine, compile, assemble, review, or apply agreed-upon procedures
to prospective financial information, and does not issue an examination, com-
pilation, assembly, or agreed-upon report on prospective financial information,
the SSAEs [AT sections 20–701] do not apply (SSARS 14 [AR section 120]).

.76 Illustration 23. Under a valuation engagement, a valuation analyst is
free to select any and all valuation approaches and methods the valuation ana-
lyst deems appropriate in the circumstances. Under a calculation engagement,
the valuation analyst and the client agree to the specific approaches or meth-
ods the valuation analyst will use or the extent of calculation procedures the
valuation analyst will perform. (SSVS No. 1, paragraph 21 [VS section 100.21])
Under SSVS No. 1, paragraph 18 [VS section 100.18], a restriction or limitation
on the scope of the valuation analyst's work, or the data available for analysis
may be present and known to the valuation analyst at the outset of the engage-
ment, or may arise during the course of an engagement (and such restriction
or limitation should be disclosed in the report). Is it possible to have a restric-
tion or limitation that is of such a degree that a valuation analyst engaged to
perform a valuation engagement should propose altering the engagement to be
a calculation engagement?

.77 Conclusion. Although the two engagements represent two different
types of service performed by valuation analysts, the possibility exists. If, in the
course of a valuation engagement, restrictions, or limitations on the scope of
the valuation analyst's work or the data available for analysis are so significant
that the valuation analyst believes that he or she cannot, even with disclosure
in the valuation report of the restrictions or limitations, adequately perform a
valuation engagement leading to a conclusion of value, the valuation analyst
should determine whether he or she has the ability to adequately complete the
engagement as a calculation engagement or should consider resigning from the
engagement.

.78 Illustration 24. If a member employed in industry, government, or ed-
ucation "moonlights" doing engagements to estimate value, do the Standards
apply?

.79 Conclusion. Yes, the Standard applies. By moonlighting, the member
is holding him or herself out as a certified public account and as being in public
practice. The Standard would apply just as it would to any other member in
public practice unless one of the exceptions applies.

.80 Illustration 25. Does the Statement apply to an assignment from an
employer to an employee member not in public practice to prepare a valuation
for internal financial reporting purposes?

.81 Conclusion. No, SSVS No. 1, paragraph 7 [VS section 100.07] exempts
internal use assignments from an employer to an employee member not in the
practice of public accounting. However, if the valuation is to be used for finan-
cial reporting purposes, the employer and the employee may wish to consider
whether the work will be accepted by the employer's outside auditors if the
statement is not followed.
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Illustrations for PFP-Specific Engagements

These illustrations assume the member has not been engaged to perform a busi-
ness valuation.

.82 Illustration 26. When does the Statement apply to members who de-
termine values related to personal financial planning engagements?

.83 Conclusion. The Statement applies to personal financial planning en-
gagements when the member determines the value of a business, business
ownership interest, security, or intangible asset (SSVS No. 1, paragraph 1 [VS
section 100.01]) and in the process of determining the value applies valuation
approaches and methods and uses professional judgment (SSVS No. 1, para-
graph 4 [VS section 100.04]) unless an exception applies (SSVS No. 1, para-
graphs 5–10 [VS section 100.05–.10]).

.84 Illustration 27. If a member is engaged to provide personal financial
planning services to a client and, in the course of the engagement, estimates
the proceeds from a hypothetical future sale of the client's business interest,
does the Statement apply?

.85 Conclusion. No. The Statement does not apply because estimate of
future sales proceeds does not in itself constitute a valuation engagement (SSVS
No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]).

.86 Illustration 28. A member is engaged to provide personal financial
planning services to a client and, in the course of the engagement, estimates
the proceeds from a hypothetical future sale of the client's business interest.
As part of that engagement, the member shares general industry knowledge to
assist the client in estimating the current value of the business interest. Does
the Statement apply?

.87 Conclusion:

(a) If, in the process of determining the current value from which the mem-
ber estimates future sales proceeds, the member applies valuation approaches
and methods and uses professional judgment, the Statement applies to the de-
termination of the current value (SSVS No. 1, paragraph 4 [VS section 100.04]).
However, the Statement does not apply when the member shares general in-
dustry knowledge with the client instead of applying professional judgment.

(b) If the client or another party provides the current value, and the member
does not apply valuation approaches and methods, the Statement does not apply
(SSVS No. 1, paragraphs 4 and 6 [VS section 100.04 and .06]).

(c) If the member uses a hypothetical or assumed value as the starting
point for the calculation of future sales proceeds and does not apply valuation
approaches and methods, the Statement does not apply (SSVS No. 1, para-
graphs 1 and 4 [VS section 100.01 and .04]). The Statement does not apply to a
general discussion with the client of valuation concepts or industry price mul-
tiples based on the member's industry knowledge, which assists the client in
determining a hypothetical or assumed value (SSVS No. 1, paragraphs 4 and 6
[VS section 100.04 and .06]).

.88 Illustration 29. The client has asked the member to prepare a personal
financial plan that includes an estimate of future proceeds from a sale of the
business interest at retirement. The member estimates the future proceeds
based on an estimate of the business' current value by applying a rule of thumb
for the business' industry, but the member does not consider the risk factors
of the subject interest or exercise other professional judgment in applying the
multiple. Does the Statement apply?
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.89 Conclusion. No, the Statement does not apply because the member did
not use professional judgment (SSVS No. 1, paragraph 4 [VS section 100.04]). If
the member considers specific risk factors of the business interest in applying
the price multiple, the Statement applies.

This Statement titled Valuation of a Business, Business Ownership Interest,
Security, or Intangible Asset was unanimously adopted by the assenting votes
of the AICPA Consulting Services Executive Committee.
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CONSULTING SERVICES

STATEMENT ON
STANDARDS FOR CONSULTING SERVICES

Statements on Standards for Consulting Services are issued by the
AICPA Management Consulting Services Executive Committee, the se-
nior technical committee of the Institute designated to issue pronounce-
ments in connection with consulting services. Council has designated
the AICPA Management Consulting Services Executive Committee as
a body to establish technical standards under Rule 202 of the Institute's
Code of Professional Conduct. Members should be prepared to justify
departures from this Statement.
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CS Section 100

Consulting Services: Definitions and
Standards

Effective for engagements accepted on or after January 1, 1992,
unless otherwise indicated.

Introduction
.01 Consulting services that CPAs provided to their clients have evolved

from advice on accounting-related matters to a wide range of services involving
diverse technical disciplines, industry knowledge, and consulting skills. Most
practitioners, including those who provide audit and tax services, also provide
business and management consulting services to their clients.

.02 Consulting services differ fundamentally from the CPA's function of
attesting to the assertions of other parties. In an attest service, the practitioner
expresses a conclusion about the reliability of a written assertion that is the
responsibility of another party, the asserter. In a consulting service, the practi-
tioner develops the findings, conclusions, and recommendations presented. The
nature and scope of work is determined solely by the agreement between the
practitioner and the client. Generally, the work is performed only for the use
and benefit of the client.

.03 Historically, CPA consulting services have been commonly referred to
as management consulting services, management advisory services, business
advisory services, or management services. A series of Statements on Stan-
dards for Management Advisory Services (SSMASs) previously issued by the
AICPA contained guidance on certain types of consulting services provided by
members. This Statement on Standards for Consulting Services (SSCS) super-
sedes the SSMASs and provides standards of practice for a broader range of
professional services, as described in paragraph .05.

.04 This SSCS and any subsequent SSCSs apply to any AICPA member
holding out as a CPA while providing Consulting Services as defined herein.

Definitions
.05 Terms established for the purpose of SSCSs are as follows:

Consulting Services Practitioner. Any AICPA member holding out as a
CPA while engaged in the performance of a Consulting Service for a client, or
any other individual who is carrying out a Consulting Service for a client on
behalf of any Institute member or member's firm holding out as a CPA.

Consulting Process. The analytical approach and process applied in a Con-
sulting Service. It typically involves some combination of activities relating to
determination of client objective, fact-finding, definition of the problems or op-
portunities, evaluation of alternatives, formulation of proposed action, commu-
nication of results, implementation, and follow-up.

CS §100.05
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Consulting Services. Professional services that employ the practitioner's
technical skills, education, observations, experiences, and knowledge of the con-
sulting process.1 Consulting Services may include one or more of the following:

a. Consultations, in which the practitioner's function is to provide counsel
in a short time frame, based mostly, if not entirely, on existing personal
knowledge about the client, the circumstances, the technical matters
involved, client representations, and the mutual intent of the parties.
Examples of consultations are reviewing and commenting on a client-
prepared business plan and suggesting computer software for further
client investigation.

b. Advisory services, in which the practitioner's function is to develop
findings, conclusions, and recommendations for client consideration
and decision making. Examples of advisory services are an operational
review and improvement study, analysis of an accounting system, as-
sistance with strategic planning, and definition of requirements for an
information system.

c. Implementation services, in which the practitioner's function is to put
an action plan into effect. Client personnel and resources may be pooled
with the practitioner's to accomplish the implementation objectives.
The practitioner is responsible to the client for the conduct and man-
agement of engagement activities. Examples of implementation ser-
vices are providing computer system installation and support, execut-
ing steps to improve productivity, and assisting with the merger of
organizations.

d. Transaction services, in which the practitioner's function is to pro-
vide services related to a specific client transaction, generally with
a third party. Examples of transaction services are insolvency ser-
vices, valuation services, preparation of information for obtaining fi-
nancing, analysis of a potential merger or acquisition, and litigation
services.

e. Staff and other support services, in which the practitioner's function
is to provide appropriate staff and possibly other support to perform
tasks specified by the client. The staff provided will be directed by
the client as circumstances require. Examples of staff and other sup-
port services are data processing facilities management, computer pro-
gramming, bankruptcy trusteeship, and controllership activities.

f. Product services, in which the practitioner's function is to provide the
client with a product and associated professional services in support
of the installation, use, or maintenance of the product. Examples of

1 The definition of Consulting Services excludes the following:
a. Services subject to other AICPA Technical Standards such as Statements on Auditing Stan-

dards (SASs), Statements on Standards for Attestation Engagements (SSAEs), or Statements
on Standards for Accounting and Review Services (SSARSs). (These excluded services may
be performed in conjunction with Consulting Services, but only the Consulting Services are
subject to the SSCS.)

b. Engagements specifically to perform tax return preparation, tax planning/advice, tax repre-
sentation, personal financial planning or bookkeeping services; or situations involving the
preparation of written reports or the provision of oral advice on the application of accounting
principles to specified transactions or events, either completed or proposed, and the reporting
thereof.

c. Recommendations and comments prepared during the same engagement as a direct result
of observations made while performing the excluded services.
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product services are the sale and delivery of packaged training pro-
grams, the sale and implementation of computer software, and the
sale and installation of systems development methodologies.

Standards for Consulting Services
.06 The general standards of the profession are contained in Rule 201 of

the AICPA Code of Professional Conduct [ET section 201.01] and apply to all
services performed by members. They are as follows:

Professional competence. Undertake only those professional services that
the member or the member's firm can reasonably expect to be completed with
professional competence.

Due professional care. Exercise due professional care in the performance of
professional services.

Planning and supervision. Adequately plan and supervise the performance
of professional services.

Sufficient relevant data. Obtain sufficient relevant data to afford a reason-
able basis for conclusions or recommendations in relation to any professional
services performed.

.07 The following additional general standards for all Consulting Services
are promulgated to address the distinctive nature of Consulting Services in
which the understanding with the client may establish valid limitations on the
practitioner's performance of services. These Standards are established under
Rule 202 of the AICPA Code of Professional Conduct [ET section 202.01].

Client interest. Serve the client interest by seeking to accomplish the ob-
jectives established by the understanding with the client while maintaining
integrity and objectivity.2

Understanding with client. Establish with the client a written or oral un-
derstanding about the responsibilities of the parties and the nature, scope, and
limitations of services to be performed, and modify the understanding if cir-
cumstances require a significant change during the engagement.

Communication with client. Inform the client of (a) conflicts of interest
that may occur pursuant to interpretations of Rule 102 of the Code of Pro-
fessional Conduct [ET section 102.03],3 (b) significant reservations concerning
the scope or benefits of the engagement, and (c) significant engagement findings
or events.

2 Article III of the Code of Professional Conduct [ET section 54.02] describes integrity as follows:
"Integrity requires a member to be, among other things, honest and candid within the constraints
of client confidentiality. Service and the public trust should not be subordinated to personal gain
and advantage. Integrity can accommodate the inadvertent error and the honest difference of
opinion; it cannot accommodate deceit or subordination of principle."

Article IV of the Code of Professional Conduct [ET section 55.01] differentiates between objectivity
and independence as follows:

"Objectivity is a state of mind, a quality that lends value to a member's services. It is a distinguish-
ing feature of the profession. The principle of objectivity imposes the obligation to be impartial,
intellectually honest, and free of conflicts of interest. Independence precludes relationships that
may appear to impair a member's objectivity in rendering attestation services."
3 Interpretation 102-02 [ET section 102.03] on Conflict of Interest states, in part, the following:
"A conflict of interest may occur if a member performs a professional service for a client or employer
and the member or his or her firm has a significant relationship with another person, entity,
product, or service that could be viewed as impairing the member's objectivity. If this significant
relationship is disclosed to and consent is obtained from such client, employer, or other appropriate
parties, the rule shall not operate to prohibit the performance of the professional service...."
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.08 Professional judgment must be used in applying Statements on Stan-
dards for Consulting Services in a specific instance since the oral or written
understanding with the client may establish constraints within which services
are to be provided. For example, the understanding with the client may limit
the practitioner's effort with regard to gathering relevant data. The practitioner
is not required to decline or withdraw from a consulting engagement when the
agreed-upon scope of services includes such limitations.

Consulting Services for Attest Clients
.09 The performance of Consulting Services for an attest client does not,

in and of itself, impair independence.4 However, members and their firms per-
forming attest services for a client should comply with applicable independence
standards, rules and regulations issued by AICPA, the state boards of accoun-
tancy, state CPA societies, and other regulatory agencies.

Effective Date
.10 This section is effective for engagements accepted on or after January

1, 1992. Early application of the provisions of this section is permissible.

4 AICPA independence standards relate only to the performance of attestation services; objectivity
standards apply to all services. See footnote 2.
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QC Section 10

A Firm’s System of Quality Control

Supersedes SQCSs Nos. 2–6. SQCS No. 1 was previously superseded by
SQCS No. 2.

Source: SQCS No. 7.

Effective date: Applicable to a CPA firm’s system of quality control for its
accounting and auditing practice as of January 1, 2009.

Statements on Quality Control Standards (SQCS) are issued by the
Auditing Standards Board. Firms that are enrolled in an Institute-
approved practice-monitoring program are obligated to adhere to qual-
ity control standards established by the Institute.

On July 30, 2002, President Bush signed the Sarbanes-Oxley Act
of 2002 (Act) which created a five-member Public Company Account-
ing Oversight Board (PCAOB) and charged it with overseeing audits of
issuers, as defined by the Act, or other entities subject to SEC regula-
tion (issuers). Under the Act, the PCAOB's duties include, among other
things, establishing auditing, quality control, ethics, independence, and
other Standards relating to audits of issuers.

The AICPA's Quality Control Standards do not address the quality-
control ramifications of the Act nor do they address the quality control
ramifications of PCAOB Standards that must be followed by auditors
of issuers. The AICPA's Quality Control Standards do not purport to
include any modifications that may be necessary for a firm's system of
quality control to conform to PCAOB Standards. Additional informa-
tion about the PCAOB and the Act can be obtained at the PCAOB web
site, www.pcaobus.org, and the AICPA web site, http://thecaq.aicpa.org/
Resources/Sarbanes+Oxley/.

Introduction
.01 The purpose of this section is to establish standards and provide guid-

ance for a CPA firm's responsibilities for its system of quality control for its
accounting and auditing practice. This section describes elements of quality
control and other matters essential to the effective design, implementation,
and maintenance of the system. This section is to be read in conjunction with
the AICPA Code of Professional Conduct.

.02 This section also sets forth the meaning of certain terms used in SQCSs
issued by the Auditing Standards Board in describing the professional require-
ments imposed on firms and engagement partners.

System of Quality Control
.03 The firm must establish a system of quality control designed to provide

the firm with reasonable assurance that the firm and its personnel comply with

QC §10.03
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professional standards and applicable regulatory and legal requirements, and
that the firm or engagement partners issue reports that are appropriate in
the circumstances. A system of quality control consists of policies designed
to achieve these objectives and the procedures necessary to implement and
monitor compliance with those policies.

.04 The nature of the policies and procedures developed by individual firms
to comply with this section will depend on various factors such as the size
and operating characteristics of the firm. The system of quality control should
be designed to provide the firm with reasonable assurance that the segments
of the firm's engagements performed by its foreign member firms or offices
or by its domestic or foreign affiliates, if any, are performed in accordance
with professional standards in the United States when such standards are
applicable.

Definitions
.05 In this section, the following terms have the meanings given:

a. Accounting and auditing practice. A practice that performs engage-
ments covered by this section, which are audit, attestation, compila-
tion, review and any other services for which standards have been
established by the AICPA Auditing Standards Board or the AICPA
Accounting and Review Services Committee under Rules 201 or 202
of the AICPA Code of Professional Conduct (ET sections 201–202). Al-
though standards for other engagements may be established by other
AICPA technical committees, engagements performed in accordance
with those standards are not encompassed in the definition of an ac-
counting and auditing practice.

b. Engagement documentation. The record of work performed, results ob-
tained, and conclusions the practitioner reached, also known as work-
ing papers or workpapers.

c. Engagement partner. An individual responsible for supervising en-
gagements covered by this section and signing or authorizing an in-
dividual to sign the report on such engagements, and who, where re-
quired, has the appropriate authority from a professional, legal or reg-
ulatory body. Firms may use different titles to refer to individuals with
this authority.

d. Engagement quality control review. A process designed to provide an
objective evaluation, by an individual or individuals who are not mem-
bers of the engagement team, of the significant judgments the engage-
ment team made and the conclusions they reached in formulating the
report.

e. Engagement quality control reviewer. A partner, other person in the
firm, qualified external person, or a team made up of such individuals,
none of whom is part of the engagement team, with sufficient and ap-
propriate experience and authority to perform the engagement quality
control review.

f. Engagement team. All personnel performing the engagement, exclud-
ing those who perform the engagement quality control review. The
engagement team (i) includes all employees and contractors retained
by the firm who perform engagement procedures, irrespective of their
functional classification (for example, audit, tax, or management con-
sulting services) and (ii) excludes specialists as discussed in AU section
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336, Using the Work of a Specialist, and individuals who perform only
routine clerical functions, such as word processing and photocopying.

g. Firm. A form of organization permitted by law or regulation whose
characteristics conform to resolutions of the Council of the American
Institute of Certified Public Accountants that is engaged in the practice
of public accounting.

h. Inspection. A retrospective evaluation of the adequacy of the firm's
quality control policies and procedures, its personnel's understanding
of those policies and procedures and the extent of the firm's compliance
with them. Inspection is an element of monitoring.

i. Monitoring. A process comprising an ongoing consideration and eval-
uation of the firm's system of quality control, the objective of which is
to enable the firm to obtain reasonable assurance that its system of
quality control is designed appropriately and operating effectively.

j. Partner. An individual with authority to bind the firm with respect to
the performance of a professional services engagement. For purposes
of this definition, partner may include an employee with this authority
who has not assumed the risks and benefits of ownership. Firms may
use different titles to refer to individuals with this authority.

k. Personnel. All individuals who perform professional services for which
the firm is responsible, whether or not they are CPAs.

l. Professional standards. Standards established by the AICPA Audit-
ing Standards Board or the AICPA Accounting and Review Services
Committee under Rules 201 or 202 of the AICPA Code of Professional
Conduct or other standard setting bodies that set auditing and attest
standards applicable to the engagement being performed.

m. Qualified external person. An individual outside the firm with the ca-
pabilities and competence to act as an engagement partner.

n. Reasonable assurance. In the context of this standard, a high, but not
absolute, level of assurance.

o. Relevant ethical requirements. Ethical requirements to which the firm
and its personnel are subject, which consist of the AICPA Code of Pro-
fessional Conduct together with rules of state boards of accountancy
and applicable regulatory agencies, which may be more restrictive.

p. Staff. Personnel, other than partners and engagement partners, in-
cluding any specialists who are employees of the firm.

Professional Requirements
.06 SQCSs contain professional requirements together with related guid-

ance in the form of explanatory material. Firms have a responsibility to consider
the entire text of an SQCS with regard to their system of quality control and
in understanding and applying the professional requirements of the relevant
SQCSs.

.07 Not every paragraph of an SQCS carries a professional requirement
that the firm is expected to fulfill. Rather, the professional requirements are
communicated by the language and the meaning of the words used in the
SQCSs.

.08 SQCSs use two categories of professional requirements, identified by
specific terms, to describe the degree of responsibility they impose on firms, as
follows:
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• Unconditional requirements. The firm is required to comply with an
unconditional requirement in all cases in which the circumstances ex-
ist to which the unconditional requirement applies. SQCSs use the
words must or is required to indicate an unconditional requirement.

• Presumptively mandatory requirements. The firm is also required to
comply with a presumptively mandatory requirement in all cases in
which the circumstances exist to which the presumptively mandatory
requirement applies; however, in rare circumstances, the firm may de-
part from a presumptively mandatory requirement provided the prac-
titioner documents his or her justification for the departure and how
the alternative procedures performed in the circumstances were suf-
ficient to achieve the objectives of the presumptively mandatory re-
quirement. SQCSs use the word should to indicate a presumptively
mandatory requirement.

If an SQCS provides that a procedure or action is one that the firm "should con-
sider," the consideration of the procedure or action is presumptively required,
whereas carrying out the procedure or action is not. The professional require-
ments of an SQCS are to be understood and applied in the context of the ex-
planatory material that provides guidance for their application.

Explanatory Material
.09 Explanatory material is defined as the text within an SQCS (excluding

any related interpretations 1) that may:

• Provide further explanation and guidance on the professional require-
ments; or

• Identify and describe other procedures or actions relating to the activ-
ities of the firm.

.10 Explanatory material that provides further explanation and guidance
on the professional requirements is intended to be descriptive rather than im-
perative. That is, it explains the objective of the professional requirements
(where not otherwise self-evident); it explains why the firm might consider or
employ particular procedures, depending on the circumstances; and it provides
additional information for the firm to consider in exercising professional judg-
ment with regard to its system of quality control.

.11 Explanatory material that identifies and describes other procedures
or actions relating to the activities of the firm is not intended to impose a
professional requirement for the firm to perform the suggested procedures or
actions. Rather, these procedures or actions require the firm's attention and
understanding; how and whether the firm carries out such procedures or ac-
tions with regard to its system of quality control depends on the exercise of
professional judgment in the circumstances consistent with the objective of the
standard. The words may, might, and could are used to describe these actions
and procedures.

1 Interpretive publications differ from explanatory material. Interpretive publications, for ex-
ample, interpretations of the SQCSs, reside outside of the standards section of an SQCS and are
recommendations on the application of the SQCS in specific circumstances. In contrast, explanatory
material is always contained within the standards sections of the SQCS and is meant to be more
descriptive in nature.
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Documentation and Communication of Quality Control
Policies and Procedures

.12 The firm should document its quality control policies and procedures.
The size, structure, and nature of the practice of the firm are important consid-
erations in determining the extent of the documentation of established qual-
ity control policies and procedures. For example, documentation of established
quality control policies and procedures would generally be expected to be more
extensive in a large firm than in a small firm and in a multioffice firm than in
a single-office firm.

.13 The firm should communicate its quality control policies and proce-
dures to its personnel. Although communication is enhanced if it is in writing,
the communication of quality control policies and procedures is not required to
be in writing. Effective communication of the firm's quality control policies and
procedures:

• Describes the quality control policies and procedures and the objectives
they are designed to achieve;

• Includes the message that each individual has a personal responsibil-
ity for quality and is expected to be familiar with and to comply with
these policies and procedures; and

• Stresses the importance of obtaining feedback on its system of quality
control from its personnel and encourages its personnel to communi-
cate their views or concerns on quality control matters.

Elements of a System of Quality Control
.14 The firm's system of quality control should include policies and proce-

dures addressing each of the following elements:

a. Leadership responsibilities for quality within the firm (the "tone at the
top")

b. Relevant ethical requirements

c. Acceptance and continuance of client relationships and specific en-
gagements

d. Human resources

e. Engagement performance

f. Monitoring

Leadership Responsibilities for Quality Within the Firm (the
”Tone at the Top”)

.15 The firm should promote an internal culture based on the recognition
that quality is essential in performing engagements and should establish poli-
cies and procedures to support that culture. Such policies and procedures should
require the firm's leadership (managing partner or board of managing partners,
chief executive officer, or equivalent) to assume ultimate responsibility for the
firm's system of quality control.

.16 The firm's leadership and the examples it sets significantly influence
the internal culture of the firm. The promotion of a quality-oriented internal
culture depends on clear, consistent, and frequent actions and messages from
all levels of the firm's management that emphasize the firm's quality control
policies and procedures, and the requirement to:
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a. Perform work that complies with professional standards and regula-
tory and legal requirements.

b. Issue reports that are appropriate in the circumstances.

Such actions and messages encourage a culture that recognizes and rewards
quality work. These actions and messages may be communicated by training
seminars, meetings, formal or informal dialogue, mission statements, newslet-
ters, or briefing memoranda. They may be incorporated in the firm's internal
documentation and training materials, and in partner and staff appraisal pro-
cedures such that they will support and reinforce the firm's view on the impor-
tance of quality and how, practically, it is to be achieved.

.17 Of particular importance in promoting an internal culture based on
quality is the need for the firm's leadership to recognize that the firm's business
strategy is subject to the overarching requirement for the firm to achieve the
objectives of the system of quality control in all the engagements that the firm
performs. Accordingly, the firm should establish policies to:

a. Assign management responsibilities so that commercial considera-
tions do not override the quality of work performed;

b. Address performance evaluation, compensation, and advancement (in-
cluding incentive systems) with regard to its personnel, to demonstrate
the firm's overarching commitment to the objectives of the system of
quality control; and

c. Devote sufficient and appropriate resources for the development, com-
munication, and support of its quality control policies and procedures.

.18 Any person or persons assigned operational responsibility for the firm's
quality control system by the firm's leadership should have sufficient and appro-
priate experience and ability to identify and understand quality control issues
and to develop appropriate policies and procedures, as well as the necessary
authority to implement those policies and procedures.

Relevant Ethical Requirements
.19 The firm should establish policies and procedures designed to provide it

with reasonable assurance that the firm and its personnel comply with relevant
ethical requirements.

.20 The AICPA Code of Professional Conduct establishes the fundamental
principles of professional ethics, which include:

• Responsibilities

• The public interest

• Integrity

• Objectivity and independence

• Due care

• Scope and nature of services

.21 The firm should establish policies and procedures designed to provide
it with reasonable assurance that the firm, its personnel, and, where applicable,
others subject to independence requirements, maintain independence where re-
quired. Independence requirements are set forth in Rule 101 (ET section 101)
and its related interpretations and rulings of the AICPA Code of Professional
Conduct and the rules of state boards of accountancy and applicable regula-
tory agencies. Guidance on threats to independence, including the familiarity
threat that may be created by using the same senior personnel on an audit
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or attest engagement over a long period of time, and safeguards to mitigate
such threats involving matters that are not explicitly addressed in the Code of
Professional Conduct, are set forth in the AICPA's Conceptual Framework for
AICPA Independence Standards. Such policies and procedures should enable
the firm to:

a. Communicate its independence requirements to its personnel and,
where applicable, others subject to them.

b. Identify and evaluate circumstances and relationships that create
threats to independence, and to take appropriate action to eliminate
those threats or reduce them to an acceptable level by applying safe-
guards, or, if effective safeguards cannot be applied, withdrawing from
the engagement.2

.22 Such policies and procedures should require:

a. The engagement partner to consider relevant information about client
engagements, including the scope of services, to enable him or her to
evaluate the overall effect, if any, on independence requirements.

b. Personnel to promptly notify the engagement partner and the firm of
circumstances and relationships that create a threat to independence
so that appropriate action can be taken.

c. The accumulation and communication of relevant information to ap-
propriate personnel so that:

(i) The firm, the engagement partner, and other firm personnel can
readily determine whether they satisfy independence require-
ments;

(ii) The firm can maintain and update information relating to inde-
pendence; and

(iii) The firm and the engagement partner can take appropriate action
regarding identified threats to independence.

.23 The firm should establish policies and procedures designed to provide
it with reasonable assurance that it is notified of breaches of independence
requirements, and to enable it to take appropriate actions to resolve such situ-
ations. The policies and procedures should include requirements for:

a. Personnel to promptly notify the firm of independence breaches of
which they become aware.

b. The firm to promptly communicate identified breaches of these policies
and procedures and the required corrective actions to:

(i) The engagement partner who, with the firm, has the responsibil-
ity to address the breach; and

(ii) Other relevant personnel in the firm and those subject to the in-
dependence requirements who need to take appropriate action.

c. Confirmation to the firm by the engagement partner and the other in-
dividuals referred to in subparagraph b.(ii) that the required corrective
actions have been taken.

.24 At least annually, the firm should obtain written confirmation of com-
pliance with its policies and procedures on independence from all firm personnel
required to be independent by the requirements set forth in Rule 101 and its
related interpretations and rulings of the AICPA Code of Professional Conduct

2 An accountant is not precluded from issuing a report with respect to a compilation of financial
statements for an entity with respect to which the accountant is not independent. If the accountant
is not independent, disclosure of the accountant's lack of independence is the appropriate response.
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and the rules of state boards of accountancy and applicable regulatory agencies.
Written confirmation may be in paper or electronic form.

.25 The purpose of obtaining confirmation and taking appropriate action
on information indicating noncompliance is to demonstrate the importance that
the firm attaches to independence and keep the issue current for and visible to
its personnel.

.26 For all audit or attestation engagements where regulatory or other
authorities require the rotation of personnel after a specified period, the firm's
policies and procedures should address these requirements.

Acceptance and Continuance of Client Relationships and
Specific Engagements

.27 The firm should establish policies and procedures for the acceptance
and continuance of client relationships and specific engagements, designed to
provide the firm with reasonable assurance that it will undertake or continue
relationships and engagements only where the firm:

a. Has considered the integrity of the client, including the identity and
business reputation of the client's principal owners, key management,
related parties, and those charged with its governance, and the risks
associated with providing professional services in the particular cir-
cumstances;

b. Is competent to perform the engagement and has the capabilities and
resources to do so; and

c. Can comply with legal and ethical requirements.

The firm should obtain such information as it considers necessary in the cir-
cumstances before accepting an engagement with a new client, when deciding
whether to continue an existing engagement, and when considering acceptance
of a new engagement with an existing client.

.28 To minimize the risk of misunderstandings regarding the nature,
scope, and limitations of the services to be performed, policies and procedures
should provide for obtaining an understanding with the client regarding those
services. Professional standards may provide guidance in deciding whether the
understanding should be oral or written.

.29 When issues have been identified, and the firm has decided to accept
or continue the client relationship or a specific engagement, the firm should
document how the issues were resolved.

.30 Factors to consider regarding the integrity of a client include:

• The nature of the client's operations, including its business practices.

• Information concerning the attitude of the client's principal owners,
key management, and those charged with its governance toward such
matters as aggressive interpretation of accounting standards and in-
ternal control over financial reporting.

The extent of knowledge a firm will have regarding the integrity of a client will
generally grow within the context of an ongoing relationship with that client.

.31 Matters to consider in accepting or continuing the client engagement
include whether:

• Firm personnel have knowledge of relevant industries or subject mat-
ters or the ability to effectively gain the necessary knowledge;
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• Firm personnel have experience with relevant regulatory or reporting
requirements, or the ability to effectively gain the necessary compe-
tencies;

• The firm has sufficient personnel with the necessary capabilities and
competence;

• Specialists are available, if needed;

• Individuals meeting the criteria and eligibility requirements to per-
form an engagement quality control review are available, where appli-
cable; and

• The firm is able to complete the engagement within the reporting dead-
line.

.32 If a potential conflict of interest is identified in accepting an engage-
ment from a new or an existing client, the firm should determine whether it
is appropriate to accept the engagement. Where the engagement is accepted,
the firm should consider any ethical requirements that exist under AICPA In-
terpretation No. 102-2, "Conflicts of Interest," under Rule 102, Integrity and
Objectivity (ET section 102), such as disclosure of the relationship to the client
and other appropriate parties.

.33 Deciding whether to continue a client relationship includes consider-
ation of significant issues that have arisen during the current or previous en-
gagements, and their implications for continuing the relationship.

.34 If the firm obtains information that would have caused it to decline an
engagement if that information had been available earlier, policies and proce-
dures on the continuance of the engagement and the client relationship should
include consideration of the professional and legal responsibilities that apply
to the circumstances, and the possibility of withdrawing from the engagement
or from both the engagement and the client relationship.

.35 Policies and procedures on withdrawal from an engagement or from
both the engagement and the client relationship should include documenting
significant issues, consultations, conclusions, and the basis for the conclusions.
Policies and procedures may include:

• Discussing with the appropriate level of the client's management and
those charged with its governance the appropriate action that the firm
might take based on the relevant facts and circumstances.

• Considering whether there is a professional, regulatory, or legal re-
quirement for the firm to remain in place, or for the firm to report the
withdrawal from the engagement or from both the engagement and
the client relationship, together with the reasons for the withdrawal,
to regulatory authorities.

• If the firm determines that it is appropriate to withdraw, discussing
with the appropriate level of the client's management and those
charged with its governance withdrawal from the engagement or from
both the engagement and the client relationship.

.36 In certain situations, the auditor may be appointed by statutory proce-
dures or required by law or regulation to perform the engagement. Accordingly,
certain of the considerations regarding the acceptance and continuance of client
relationships and specific engagements, as set out in paragraphs .27–.35, may
not be relevant. Nonetheless, establishing policies and procedures as described
may provide valuable information to public sector auditors in performing risk
assessments and in carrying out reporting responsibilities.
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Human Resources
.37 The firm should establish policies and procedures designed to provide it

with reasonable assurance that it has sufficient personnel with the capabilities,
competence, and commitment to ethical principles necessary to:

a. Perform its engagements in accordance with professional standards
and regulatory and legal requirements, and

b. Enable the firm to issue reports that are appropriate in the circum-
stances.

.38 Such policies and procedures should address the following:

• Recruitment and hiring, if applicable;

• Determining capabilities and competencies;

• Assigning personnel to engagements, if applicable;

• Professional development; and

• Performance evaluation, compensation, and advancement.

Recruitment and Hiring
.39 Effective recruitment processes and procedures help the firm select

individuals of integrity, who have the capacity to develop the capabilities and
competence necessary to perform the firm's work, and possess the appropriate
characteristics to enable them to perform competently. Examples of such char-
acteristics may include meeting minimum academic requirements established
by the firm, maturity, integrity, and leadership traits.

Determining Capabilities and Competencies
.40 Capabilities and competencies are the knowledge, skills, and abilities

that qualify personnel to perform an engagement covered by this section. Ca-
pabilities and competencies are not measured by periods of time because such a
quantitative measurement may not accurately reflect the kinds of experiences
gained by personnel in any given time period. Accordingly, for purposes of this
section, a measure of overall competency is qualitative rather than quantita-
tive.

.41 Capabilities and competence are developed through a variety of meth-
ods; for example:

• Professional education

• Continuing professional development, including training

• Work experience

• Mentoring by more experienced staff; for example, other members of
the engagement team

Competencies of Engagement Partner
.42 A firm's quality control policies and procedures should provide reason-

able assurance that an engagement partner possesses the competencies neces-
sary to fulfill his or her engagement responsibilities.

.43 In most cases, an engagement partner will have gained the necessary
competencies through relevant and appropriate experience in engagements cov-
ered by this section. In some cases, however, an engagement partner may have
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obtained the necessary competencies through disciplines other than the prac-
tice of public accounting, such as in relevant industry, governmental, and aca-
demic positions. When necessary, the experience of the engagement partner
may be supplemented by continuing professional education (CPE) and consul-
tation. The following are examples.

• An engagement partner whose recent experience has consisted primar-
ily in providing tax services may acquire the competencies necessary
in the circumstances to perform a compilation or review engagement
by obtaining relevant CPE.

• An engagement partner whose experience consists of performing re-
view and compilation engagements may be able to obtain the necessary
competencies to perform an audit by becoming familiar with the indus-
try in which the client operates, obtaining CPE relating to auditing,
using consulting sources during the course of performing the audit
engagement, or any combination of these.

• A person in academia might obtain the necessary competencies to per-
form engagements covered by this section by (a) obtaining specialized
knowledge through teaching or authorship of research projects or sim-
ilar papers and (b) performing a rigorous self-study program, or by
engaging a consultant to assist on such engagements.

.44 The characteristics of a particular client, industry, and the kind of
service being provided determine the nature and extent of competencies estab-
lished by a firm that are expected of the engagement partner for an engagement.
For example:

• The competencies expected of an engagement partner for an engage-
ment to compile financial statements would be different than those
expected of a practitioner engaged to review or audit financial state-
ments.

• Supervising engagements and signing or authorizing others to sign re-
ports for clients in certain industries or engagements, such as financial
services, governmental, or employee benefit plan engagements, would
require different competencies than those expected in performing at-
test services for clients in other industries.

• The engagement partner for an attestation engagement to examine
management's assertion about the effectiveness of an entity's internal
control over financial reporting would be expected to have technical
proficiency in understanding and evaluating the effectiveness of con-
trols, while an engagement partner for an attestation engagement to
examine investment performance statistics would be expected to have
different competencies, including an understanding of the subject mat-
ter of the underlying assertion.

.45 In practice, the competency requirements necessary for the engage-
ment partner are broad and varied in both their nature and number. Required
competencies include the following, as well as other competencies as necessary
in the circumstances.

• Understanding of the role of a system of quality control and the Code of
Professional Conduct. An understanding of the role of a firm's system
of quality control and the AICPA's Code of Professional Conduct, both
of which play critical roles in assuring the integrity of the various kinds
of reports.
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• Understanding of the service to be performed. An understanding of the
performance, supervision, and reporting aspects of the engagement.
This understanding is usually gained through actual participation un-
der appropriate supervision in that type of engagement.

• Technical proficiency. An understanding of the applicable professional
standards including those standards directly related to the industry in
which a client operates and the kinds of transactions in which a client
engages.

• Familiarity with the industry. An understanding of the industry in
which a client operates, to the extent required by professional stan-
dards applicable to the kind of service being performed. In performing
an audit or review of financial statements, this understanding would
include an industry's organization and operating characteristics suf-
ficient to identify areas of high or unusual risk associated with an
engagement and to evaluate the reasonableness of industry-specific
estimates.

• Professional judgment. Skills that indicate sound professional judg-
ment. In performing engagements covered by this section, such skills
would typically include the ability to exercise professional skepticism
and identify areas requiring special consideration including, for ex-
ample, the evaluation of the reasonableness of estimates and repre-
sentations made by management and the determination of the kind of
report appropriate in the circumstances.

• Understanding the organization's information technology systems. A
sufficient understanding of how the organization is dependent on or
enabled by information technologies and the manner in which the in-
formation systems are used to record and maintain financial informa-
tion, to determine when involvement of an IT professional is necessary
for an audit engagement.

Interrelationship of Competencies and Other Elements of a Firm’s
System of Quality Control

.46 The competencies listed above are interrelated and gaining one partic-
ular competency may be related to achieving another. For example, familiarity
with the client's industry interrelates with a practitioner's ability to make pro-
fessional judgments relating to the client.

.47 In establishing policies and procedures related to the nature of com-
petencies needed by the engagement partner for an engagement, a firm may
consider the requirements of policies and procedures established for other ele-
ments of quality control. For example, a firm might consider its requirements
related to engagement performance in determining the nature of competency
requirements that describe the degree of technical proficiency necessary in a
given set of circumstances.

The Relationship of the Competency Requirement of the Uniform
Accountancy Act to the Human Resource Element of Quality Control

.48 CPAs are required to follow the accountancy laws of the individual li-
censing jurisdictions in the United States that govern the practice of public
accounting. These jurisdictions may have adopted, in whole or in part, the Uni-
form Accountancy Act (UAA), which is a model legislative statute and related
administrative rules designed by the AICPA and the National Association of
State Boards of Accountancy (NASBA) to provide a uniform approach to the
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regulation of the accounting profession. The UAA provides that "any individ-
ual licensee who is responsible for supervising attest or compilation services
and signs or authorizes someone to sign the accountant's report on the financial
statements on behalf of the firm shall meet the competency requirements set
out in the professional standards for such services." A firm's compliance with
this section is intended to enable a practitioner who performs the services de-
scribed in the preceding sentence on the firm's behalf to meet the competency
requirement referred to in the UAA.

Assignment of Engagement Teams
.49 The firm should assign responsibility for each engagement to an en-

gagement partner and should establish policies and procedures requiring that:

a. The identity and role of the engagement partner are communicated to
management and those charged with governance;

b. The engagement partner has the appropriate capabilities, competence,
authority, and time to perform the role; and

c. The responsibilities of the engagement partner are clearly defined and
communicated to that individual.

.50 Policies and procedures may include systems to monitor the workload
and availability of engagement partners so as to enable these individuals to
have sufficient time to adequately discharge their responsibilities.

.51 The firm should establish policies and procedures to assign appropriate
staff with the necessary capabilities, competence, and time to:

a. Perform engagements in accordance with professional standards and
regulatory and legal requirements; and

b. Enable the firm or engagement partners to issue reports that are ap-
propriate in the circumstances.

.52 When assigning engagement teams, and in determining the level of
supervision required, the firm might consider factors such as the engagement
team's:

• Understanding of, and practical experience with, engagements of a
similar nature and complexity through appropriate training and par-
ticipation.

• Understanding of professional standards and regulatory and legal re-
quirements.

• Technical knowledge and expertise, including knowledge of relevant
information technology.

• Knowledge of relevant industries in which the client operates.

• Ability to apply professional judgment.

• Understanding of the firm's quality control policies and procedures.

Generally, as the ability and experience levels of assigned staff increase, the
need for direct supervision decreases.

.53 Appropriate teamwork and training assist less experienced members
of the engagement team to clearly understand the objectives of the assigned
work.

Professional Development
.54 The continuing competence of the firm's personnel depends to a sig-

nificant extent on an appropriate level of continuing professional development
so that personnel maintain their knowledge and capabilities. Effective policies
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and procedures emphasize the need for all levels of firm personnel to partic-
ipate in general and industry-specific continuing professional education and
other professional development activities that enable them to fulfill responsi-
bilities assigned, and to satisfy applicable continuing professional education
requirements of the AICPA and regulatory agencies. Effective policies and pro-
cedures also place importance on passing the Uniform CPA Examination. The
firm may provide the necessary training resources and assistance to enable per-
sonnel to develop and maintain the required capabilities and competence. The
firm may use an external source that is qualified for that purpose if internal
technical and training resources are unavailable, or for any other reason.

Performance Evaluation, Compensation, and Advancement
.55 The firm's policies and procedures should provide that personnel se-

lected for advancement have the qualifications necessary for fulfillment of the
responsibilities they will be called on to assume.

.56 Effective performance evaluation, compensation, and advancement
procedures give due recognition and reward to the development and mainte-
nance of competence and commitment to ethical principles. Steps a firm may
take in developing and maintaining competence and commitment to ethical
principles include:

• Making personnel aware of the firm's expectations regarding perfor-
mance and ethical principles;

• Providing personnel with evaluation of, and counseling on, perfor-
mance, progress, and career development; and

• Helping personnel understand that their compensation and advance-
ment to positions of greater responsibility depend upon, among other
things, performance quality and adherence to ethical principles, and
that failure to comply with the firm's policies and procedures may re-
sult in disciplinary action.

The size and circumstances of the firm are important considerations in de-
termining the structure of the firm's performance evaluation process. Smaller
firms, in particular, may employ less formal methods of evaluating the perfor-
mance of their personnel.

Engagement Performance
.57 The firm should establish policies and procedures designed to provide

it with reasonable assurance that engagements are consistently performed in
accordance with professional standards and regulatory and legal requirements,
and that the firm or the engagement partner issues reports that are appropriate
in the circumstances. Required policies and procedures should address:

a. Engagement performance,

b. Supervision responsibilities, and

c. Review responsibilities.

.58 Effective policies and procedures facilitate consistency in the quality of
engagement performance. This may be accomplished through written or elec-
tronic manuals, software tools or other forms of standardized documentation,
and industry- or subject-matter-specific guidance materials. The firm might
address, for example:

• How engagement teams are briefed on the engagement to obtain an
understanding of the objectives of their work,
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• Processes for complying with applicable engagement standards,

• Processes of engagement supervision, staff training, and mentoring,

• Methods of reviewing the work performed, the significant judgments
made, and the type of report being issued,

• Appropriate documentation of the work performed and of the timing
and extent of the review,

• Appropriate communication of the results of each engagement, and

• Processes to keep all policies and procedures current.

.59 Policies and procedures for engagement supervision might include:

• Tracking the progress of the engagement;

• Considering the capabilities and competence of individual members of
the engagement team, whether they have sufficient time to carry out
their work, whether they understand their instructions, and whether
the work is being carried out in accordance with the planned approach
to the engagement;

• Addressing significant issues arising during the engagement, consid-
ering their significance, and appropriately modifying the planned ap-
proach; and

• Identifying matters for consultation or consideration by more-
experienced engagement team members during the engagement.

.60 Review responsibility policies and procedures should be determined on
the basis that qualified engagement team members, which may include the en-
gagement partner, review work performed by other team members on a timely
basis.

.61 A review may include consideration of whether, for example:

• The work has been performed in accordance with professional stan-
dards and regulatory and legal requirements;

• Significant findings and issues have been raised for further consider-
ation;

• Appropriate consultations have taken place and the resulting conclu-
sions have been documented and implemented;

• The nature, timing, and extent of work performed is appropriate and
without need for revision;

• The work performed supports the conclusions reached and is appro-
priately documented;

• The evidence obtained is sufficient and appropriate to support the re-
port; and

• The objectives of the engagement procedures have been achieved.

.62 The firm should establish policies and procedures for engagement
teams to complete the assembly of final engagement files on a timely basis,
as appropriate for the nature of the engagement, after the engagement reports
have been released. Professional standards, laws, or regulations may prescribe
the time limits by which the assembly of final engagement files for specific types
of engagements is to be completed.
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Confidentiality, Safe Custody, Integrity, Accessibility, and Retrievability of
Engagement Documentation

.63 The firm should establish policies and procedures designed to maintain
the confidentiality, safe custody, integrity, accessibility, and retrievability of
engagement documentation.

.64 Relevant ethical requirements establish an obligation for the firm's
personnel to observe at all times the confidentiality of information contained
in engagement documentation, unless specific client authority has been given
to disclose information or there is a legal or professional duty to do so. Specific
laws or regulations may impose additional obligations on the firm's personnel
to maintain client confidentiality, particularly where data of a personal nature
are concerned.

.65 Whether engagement documentation is in paper, electronic, or other
media, the integrity, accessibility, and retrievability of the underlying data may
be compromised if the documentation could be altered, added to, or deleted with-
out the firm's knowledge, or could be permanently lost or damaged. Appropriate
and reasonable controls for engagement documentation may include those that:

• Clearly determine when and by whom engagement documentation was
prepared or reviewed;

• Protect the integrity of the information at all stages of the engagement,
especially when the information is shared within the engagement team
or transmitted to other parties via electronic means;

• Prevent unauthorized changes to the engagement documentation; and

• Allow access to the engagement documentation by the engagement
team and other authorized parties as necessary to properly discharge
their responsibilities.

.66 Controls that the firm may design and implement to maintain the confi-
dentiality, safe custody, integrity, accessibility, and retrievability of engagement
documentation may include, for example:

• The use of a password by engagement team members and data en-
cryption to restrict access to electronic engagement documentation to
authorized users;

• Appropriate back-up routines for electronic engagement documenta-
tion at appropriate stages during the engagement;

• Procedures for properly distributing engagement documentation to the
team members at the start of the engagement, processing it during the
engagement, and collating it at the end of the engagement; and

• Procedures for restricting access to and enabling proper distribution
and confidential storage of hardcopy engagement documentation.

.67 For practical reasons, original paper documentation may be electroni-
cally scanned or otherwise copied to another media for inclusion in engagement
files. In that case, the firm should establish procedures designed to maintain
the integrity, accessibility, and retrievability of the documentation.

.68 These procedures may include, for example:

• Generating scanned copies that reflect the entire content of the original
paper documentation, including manual signatures, cross-references
and annotations;
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• Integrating the scanned copies into the engagement files, including
indexing and signing off on the copies as necessary; and

• Enabling the scanned copies to be retrieved and printed as necessary.

There may be legal, regulatory, or other reasons to retain original paper docu-
mentation.

Retention of Engagement Documentation
.69 The firm should establish policies and procedures for the retention of

engagement documentation for a period sufficient to meet the needs of the firm,
professional standards, laws, and regulations.

.70 In determining the needs of the firm for retention of engagement doc-
umentation and the period of such retention, the firm may consider the nature
of the engagement and the firm's circumstances; for example, whether the en-
gagement documentation is needed to provide a record of matters of continuing
significance to future engagements. The retention period may also depend on
other factors, such as whether professional standards, laws, or regulations pre-
scribe specific retention periods for certain types of engagements, or whether
there are generally accepted retention periods in the absence of specific legal
or regulatory requirements.

.71 Procedures that the firm may adopt for retention of engagement docu-
mentation include those that:

• Enable the retrieval of and access to the engagement documentation
during the retention period, particularly in the case of electronic docu-
mentation, as the underlying technology may be upgraded or changed
over time.

• Provide, where necessary, a record of changes made to engagement
documentation after the assembly of engagement files has been com-
pleted.

• Enable authorized external parties to access and review specific en-
gagement documentation for quality control or other purposes.

Consultation
.72 The firm should establish policies and procedures designed to provide

it with reasonable assurance that:

a. Consultation takes place when appropriate (for example, when dealing
with complex, unusual, unfamiliar, difficult, or contentious issues);

b. Sufficient and appropriate resources are available to enable appropri-
ate consultation to take place;

c. All the relevant facts known to the engagement team are provided to
those consulted;

d. The nature and scope of such consultations are documented, and are
understood by both the individual seeking consultation and the indi-
vidual consulted; and

e. The conclusions resulting from such consultations are documented and
implemented.
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.73 Consultation includes discussion, at the appropriate professional level,
with individuals within or outside the firm who have relevant specialized ex-
pertise.

.74 Consultation uses appropriate research resources as well as the col-
lective experience and technical expertise of the firm. Consultation helps to
promote quality and improves the application of professional judgment. Appro-
priate recognition of consultation in the firm's policies and procedures helps
to promote a culture in which consultation is recognized as a strength and
encourages personnel to consult on complex, unusual, unfamiliar, difficult, or
contentious issues.

.75 The firm's consultation procedures should provide for consultation with
those having appropriate knowledge, seniority, and experience within the firm
(or, where applicable, outside the firm) on significant technical, ethical, and
other matters, and for appropriate documentation and implementation of con-
clusions resulting from consultations.

.76 A firm needing to consult externally may take advantage of advisory
services provided by other firms, professional and regulatory bodies, or commer-
cial organizations that provide relevant quality control services. Before using
such services, the firm should evaluate whether the external provider is quali-
fied for that purpose.

.77 Documentation of consultations with other professionals that involve
complex, unusual, unfamiliar, difficult, or contentious matters that is suffi-
ciently complete and detailed contributes to an understanding of:

• The issue on which consultation was sought; and

• The results of the consultation, including any decisions made, the basis
for those decisions, and how they were implemented.

Differences of Opinion
.78 The firm should establish policies and procedures for dealing with and

resolving differences of opinion within the engagement team, with those con-
sulted, and, where applicable, between the engagement partner and the en-
gagement quality control reviewer (including a qualified external person). Such
policies and procedures should require that:

a. Conclusions reached be documented and implemented; and

b. The report not be released until the matter is resolved.

.79 Effective procedures encourage identification of differences of opinion
at an early stage, provide clear guidelines about the successive steps to be
taken thereafter, and require documentation regarding the resolution of the
differences and the implementation of the conclusions reached. Procedures to
resolve such differences may include consulting with another practitioner or
firm, or a professional or regulatory body.

Engagement Quality Control Review
.80 The firm should establish criteria against which all engagements cov-

ered by this section are to be evaluated to determine whether an engagement
quality control review should be performed.

.81 The firm's policies and procedures should require that if an engage-
ment meets the criteria established, an engagement quality control review be
performed for that engagement, and that the review be completed before the
report is released.
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.82 The firm's policies and procedures should require the engagement part-
ner to remain responsible for the engagement and its performance, notwith-
standing involvement of the engagement quality control reviewer.

.83 The structure and nature of the firm's practice are important considera-
tions in establishing criteria to consider when determining which engagements
are to be subject to an engagement quality control review. Such criteria may
include:

• The nature of the engagement, including the extent to which it involves
a matter of public interest;

• The identification of unusual circumstances or risks in an engagement
or class of engagements; and

• Whether laws or regulations require an engagement quality control
review.

.84 If the firm has no engagements that meet the criteria, paragraphs .85–
.99 do not apply.

Nature, Timing, and Extent of the Engagement
Quality Control Review

.85 The engagement quality control review procedures should include an
objective evaluation of the significant judgments made by the engagement team
and the conclusions reached in formulating the report.

.86 The engagement quality control review should include reading the fi-
nancial statements or other subject matter information and the report and
considering whether the report is appropriate.

.87 An engagement quality control review also should include a review of
selected engagement documentation relating to the significant judgments the
engagement team made and the conclusions they reached, and should include
a discussion with the engagement partner regarding significant findings and
issues. The extent of the engagement quality control review may depend upon,
among other things, the complexity of the engagement and the risk that the
report might not be appropriate in the circumstances.

.88 An engagement quality control review may include consideration of
the following:

• The engagement team's evaluation of the firm's independence in rela-
tion to the specific engagement;

• Whether appropriate consultation has taken place on matters involv-
ing differences of opinion or other difficult or contentious matters and
the conclusions arising from those consultations; and

• Whether working papers selected for review reflect the work performed
in relation to the significant judgments and support the conclusions
reached.

.89 Significant judgments made by the engagement team may include, for
example:

• Significant risks identified during the engagement and the responses
to those risks.

• Judgments made, particularly with respect to materiality and signifi-
cant risks.

• The significance and disposition of corrected and uncorrected misstate-
ments identified during the engagement.
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• The matters to be communicated to management and those charged
with governance and, where applicable, other parties such as regula-
tory bodies.

.90 The firm's policies and procedures should require the engagement qual-
ity control reviewer to conduct the review in a timely manner so that significant
issues may be promptly resolved to the reviewer's satisfaction before the report
is released. The review may be conducted at appropriate stages during the
engagement.

.91 When the engagement quality control reviewer makes recommenda-
tions that the engagement partner does not accept and the matter is not re-
solved to the reviewer's satisfaction, the firm's procedures for dealing with dif-
ferences of opinion apply (see paragraphs .78–.79).

Criteria for the Eligibility of Engagement Quality Control
Reviewers

.92 The firm should establish policies and procedures addressing

a. The appointment of engagement quality control reviewers; and

b. The technical qualifications required to perform the role, including the
necessary experience and authority.

.93 The firm's policies and procedures on the technical qualifications of
engagement quality control reviewers may address the technical expertise, ex-
perience, and authority necessary to fulfill the role. What constitutes sufficient
and appropriate technical expertise, experience, and authority depends on the
circumstances of the engagement.

.94 The firm should establish policies and procedures designed to main-
tain the objectivity of the engagement quality control reviewer. Such policies
and procedures should provide that while the engagement quality control re-
viewer is not a member of the engagement team, the engagement quality control
reviewer should satisfy the independence requirements relating to the engage-
ments reviewed.

.95 Policies and procedures designed to maintain the objectivity of the en-
gagement quality control reviewer may include a requirement, where prac-
ticable, that the engagement quality control reviewer is not selected by the
engagement partner, and requirements that the engagement quality control
reviewer not:

a. Participate in the performance of the engagement except as discussed
in paragraph .96 or

b. Make decisions for the engagement team.

It may not be practicable, in the case of firms with few partners, for the engage-
ment partner not to be involved in selecting the engagement quality control
reviewer.

.96 The engagement partner may consult the engagement quality control
reviewer at any stage during the engagement, for example, to establish that a
judgment made by the engagement partner will be acceptable to the engage-
ment quality control reviewer. Such consultation need not impair the engage-
ment quality control reviewer's eligibility to perform the role. However, when
the nature and extent of the consultations become significant, the reviewer's
objectivity may be impaired unless both the engagement team and the reviewer
are careful to maintain the reviewer's objectivity.
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.97 The firm's policies and procedures should provide for the replacement of
the engagement quality control reviewer when the reviewer's ability to perform
an objective review has been impaired.

.98 Qualified external persons may be contracted when sole practition-
ers or small firms identify engagements requiring engagement quality control
reviews. Alternatively, some sole practitioners or small firms may wish to use
other firms to facilitate engagement quality control reviews. When the firm con-
tracts qualified external persons or other firms, the requirements and guidance
in paragraphs .85–.97 apply.

Documentation of the Engagement Quality Control Review
.99 The firm should establish policies and procedures that provide for ap-

propriate documentation of the engagement quality control review, including
documentation that:

a. The procedures required by the firm's policies on engagement quality
control review have been performed;

b. The engagement quality control review has been completed before the
report is released; and

c. The reviewer is not aware of any unresolved matters that would cause
the reviewer to believe that the significant judgments the engagement
team made and the conclusions they reached were not appropriate.

Monitoring
.100 The firm should establish policies and procedures designed to pro-

vide the firm and its engagement partners with reasonable assurance that the
policies and procedures relating to the system of quality control are relevant,
adequate, operating effectively, and complied with in practice. Such policies and
procedures should:

a. Include an ongoing consideration and evaluation of the firm's system
of quality control to determine

(i) The appropriateness of the design and

(ii) The effectiveness of the operation of the system of quality control.

b. Assign responsibility for the monitoring process to a partner or part-
ners or other persons with sufficient and appropriate experience and
authority in the firm to assume that responsibility.

c. Assign performance of monitoring of the firm's system of quality con-
trol to qualified individuals.

.101 The purpose of monitoring compliance with quality control policies
and procedures is to provide an evaluation of:

• Adherence to professional standards and regulatory and legal require-
ments;

• Whether the quality control system has been appropriately designed
and effectively implemented; and

• Whether the firm's quality control policies and procedures have been
operating effectively, so that reports that are issued by the firm are
appropriate in the circumstances.
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The evaluation may identify circumstances that necessitate changes to, or the
need to improve compliance with, the firm's policies and procedures to provide
the firm with reasonable assurance that its system of quality control is effective.

.102 The firm's policies should require the performance of monitoring pro-
cedures that are sufficiently comprehensive to enable the firm to assess compli-
ance with all applicable professional standards and regulatory requirements,
and the firm's quality control policies and procedures. Monitoring procedures
include:

• Review of selected administrative and personnel records pertaining to
the quality control elements.

• Review of engagement working papers, reports, and clients' financial
statements.

• Discussions with the firm's personnel.

• Summarization of the findings from the monitoring procedures, at least
annually, and consideration of the systemic causes of findings that
indicate improvements are needed.

• Determination of any corrective actions to be taken or improvements
to be made with respect to the specific engagements reviewed or the
firm's quality control policies and procedures.

• Communication of the identified findings to appropriate firm manage-
ment personnel.

• Consideration of findings by appropriate firm management personnel
who should also determine that any actions necessary, including neces-
sary modifications to the quality control system, are taken on a timely
basis.

.103 Monitoring procedures also include an assessment of:

• The appropriateness of the firm's guidance materials and any practice
aids;

• New developments in professional standards and regulatory and legal
requirements, and how they are reflected in the firm's policies and
procedures where appropriate;

• Compliance with policies and procedures on independence;

• The effectiveness of continuing professional development, including
training;

• Decisions related to acceptance and continuance of client relationships
and specific engagements; and

• Firm personnel's understanding of the firm's quality control policies
and procedures, and implementation thereof.

.104 Some of the monitoring procedures discussed above may be accom-
plished through the performance of:

• Engagement quality control review.

• Postissuance review of engagement working papers, reports, and
clients' financial statements for selected engagements.

• Inspection procedures.

.105 The need for and extent of inspection procedures depends in part on
the existence and effectiveness of the other monitoring procedures. The nature
of inspection procedures varies based on the firm's quality control policies and
procedures and the effectiveness and results of other monitoring procedures.
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.106 The inspection of a selection of completed engagements may be per-
formed on a cyclical basis. For example, engagements selected for inspection
may include at least one engagement for each engagement partner over an
inspection cycle that spans three years. The manner in which the inspection
cycle is organized, including the timing of selection of individual engagements,
depends on many factors, including the following:

• The size of the firm.

• The number and geographical location of offices.

• The results of previous monitoring procedures.

• The degree of authority both personnel and offices have (for example,
whether individual offices are authorized to conduct their own inspec-
tions or whether only the head office may conduct them).

• The nature and complexity of the firm's practice and organization.

• The risks associated with the firm's clients and specific engagements.

.107 The inspection process involves the selection of individual engage-
ments, some of which may be selected without prior notification to the engage-
ment team. In determining the scope of the inspections, the firm may take into
account the scope or conclusions of a peer review or regulatory inspections. (See
paragraph .119.)

.108 Inspection procedures with respect to the engagement performance
element of a quality control system are particularly appropriate in a firm with
more than a limited number of management-level individuals responsible for
the conduct of its accounting and auditing practice.

.109 In small firms with a limited number of persons with sufficient and
appropriate experience and authority in the firm, monitoring procedures may
need to be performed by some of the same individuals who are responsible for
compliance with the firm's quality control policies and procedures. This includes
postissuance review of engagement working papers, reports, and clients' finan-
cial statements by the person with final responsibility for the engagement.
To effectively monitor one's own compliance with the firm's policies and pro-
cedures, it is necessary that an individual be able to critically review his or
her own performance, assess his or her own strengths and weaknesses, and
maintain an attitude of continual improvement. Changes in conditions and in
the environment within the firm (such as obtaining clients in an industry not
previously serviced or significantly changing the size of the firm) may indicate
the need to have quality control policies and procedures monitored by another
qualified individual.

.110 Having an individual inspect his or her own compliance with a quality
control system may be less effective than having such compliance inspected
by another qualified individual. When one individual inspects his or her own
compliance, the firm has a higher risk that noncompliance with policies and
procedures will not be detected. Accordingly, a firm with a limited number of
persons with sufficient and appropriate experience and authority in the firm
may find it beneficial to engage a qualified individual from outside the firm to
perform inspection procedures.

.111 Any system of quality control has inherent limitations that can reduce
its effectiveness. Deficiencies in individual engagements covered by this section
do not, in and of themselves, indicate that the firm's system of quality control is
insufficient to provide it with reasonable assurance that its personnel comply
with applicable professional standards. The firm should evaluate the effect of
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deficiencies noted as a result of the monitoring process and determine whether
they require prompt corrective action.

.112 Deficiencies identified during the monitoring process may be

a. Instances that do not necessarily indicate that the firm's system of
quality control is insufficient to provide it with reasonable assurance
that it complies with professional standards and regulatory and legal
requirements, and that the reports issued by the firm or engagement
partners are appropriate in the circumstances; or

b. Systemic, repetitive or other significant deficiencies that require
prompt corrective action.

.113 The firm should communicate to relevant engagement partners and
other appropriate personnel deficiencies noted as a result of the monitoring
process and recommendations for appropriate remedial action.

.114 The firm's evaluation of each type of deficiency should result in rec-
ommendations for one or more of the following:

a. Taking appropriate remedial action in relation to an individual en-
gagement or member of personnel.

b. The communication of the findings to those responsible for training
and professional development.

c. Changes to the quality control policies and procedures.

d. Disciplinary action against those who fail to comply with the policies
and procedures of the firm, especially those who do so repeatedly.

.115 When the results of the monitoring procedures indicate that a report
may be inappropriate or that procedures were omitted during the performance
of the engagement, the firm should determine what further action is appropri-
ate to comply with relevant professional standards and regulatory and legal
requirements. The firm may also consider obtaining legal advice.

.116 At least annually, the firm should communicate the results of the mon-
itoring of its quality control system process to relevant engagement partners
and other appropriate individuals within the firm, including the firm's lead-
ership. Such communication should enable the firm and these individuals to
take prompt and appropriate action where necessary in accordance with their
defined roles and responsibilities and provide a basis for them to rely on the
firm's system of quality control. Information communicated should include the
following:

a. A description of the monitoring procedures performed.

b. The conclusions drawn from the monitoring procedures.

c. Where relevant, a description of systemic, repetitive, or other signif-
icant deficiencies and of the actions taken to resolve or amend those
deficiencies.

.117 The reporting of identified deficiencies to individuals other than the
relevant engagement partner need not include an identification of the specific
engagements concerned, unless such identification is necessary for the proper
discharge of the responsibilities of the individuals other than the engagement
partner.

.118 The firm should establish policies and procedures requiring appropri-
ate documentation of monitoring (see paragraph .125). Appropriate documen-
tation relating to monitoring includes:
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a. Monitoring procedures, including the procedure for selecting com-
pleted engagements to be inspected;

b. A record of the evaluation of:

(i) Adherence to professional standards and regulatory and legal re-
quirements;

(ii) Whether the quality control system has been appropriately de-
signed and effectively implemented; and

(iii) Whether the firm's quality control policies and procedures have
been operating effectively, so that reports that are issued by
the firm or engagement partners are appropriate in the circum-
stances; and

c. Identification of the deficiencies noted, an evaluation of their effect,
and the basis for determining whether and what further action is nec-
essary.

The Relationship of Peer Review to Monitoring
.119 A peer review does not substitute for all monitoring procedures. How-

ever, since the objective of a peer review is similar to that of inspection proce-
dures, a firm's quality control policies and procedures may provide that a peer
review conducted under standards established by the AICPA may substitute
for the inspection of engagement working papers, reports, and clients' finan-
cial statements for some or all engagements for the period covered by the peer
review.

Complaints and Allegations
.120 The firm should establish policies and procedures designed to provide

it with reasonable assurance that it deals appropriately with:

a. Complaints and allegations that the work performed by the firm fails
to comply with professional standards and regulatory and legal re-
quirements; and

b. Allegations of noncompliance with the firm's system of quality control;
and

c. Deficiencies in the design or operation of the firm's quality control
policies and procedures, or noncompliance with the firm's system of
quality control by an individual or individuals, as identified during
the investigations into complaints and allegations.

.121 As part of this process, the firm should establish clearly defined chan-
nels for firm personnel to raise any concerns in a manner that enables them to
come forward without fear of reprisals.

.122 Complaints and allegations of noncompliance with the firm's system
of quality control (which do not include those that are clearly frivolous) may
originate from within or outside the firm. They may be made by firm personnel,
clients, state boards of accountancy, other regulators, or other third parties.
They may be received by engagement team members or other firm personnel.

.123 The firm should require that investigations of such complaints and al-
legations in accordance with established policies and procedures be supervised
by a person with sufficient and appropriate experience and authority who is
not otherwise involved in the engagement. The firm's policies and procedures
may require involving legal counsel in the investigation. Small firms and sole
practitioners may use the services of a qualified external person or another firm
to carry out the investigation.
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.124 The firm should establish policies and procedures requiring documen-
tation of complaints and allegations, and the responses to them.

Documentation of Operation of Quality Control Policies
and Procedures

.125 The firm should establish policies and procedures requiring appropri-
ate documentation to provide evidence of the operation of each element of its
system of quality control.

.126 The form and content of documentation evidencing the operation of
each of the elements of the system of quality control is a matter of judgment
and depends on a number of factors, including, for example:

• The size of the firm and the number of offices.

• The nature and complexity of the firm's practice and organization.

For example, large firms may use electronic databases to document matters
such as independence confirmations, performance evaluations and the results
of monitoring inspections. Smaller firms may use more informal methods such
as manual notes, checklists, and forms.

.127 The firm should establish policies and procedures that require reten-
tion of documentation for a period of time sufficient to permit those performing
monitoring procedures and peer review to evaluate the firm's compliance with
its system of quality control, or for a longer period if required by law or regula-
tion.

Effective Date
.128 The provisions of this section are applicable to a CPA firm's system of

quality control for its accounting and auditing practice as of January 1, 2009.
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PR Section 100

Standards for Performing and Reporting
on Peer Reviews

[Originally issued March 2008; revised December 2008.]

NOTICE TO READERS
In order to be admitted to or retain their membership in the AICPA, mem-

bers of the AICPA who are engaged in the practice of public accounting in the
United States or its territories are required to be practicing as partners or
employees of firms enrolled in an approved practice-monitoring program or,
if practicing in firms not eligible to enroll, are themselves enrolled in such a
program if the services performed by such a firm or individual are within the
scope of the AICPA's practice-monitoring standards and the firm or individ-
ual issues reports purporting to be in accordance with AICPA professional
standards.

Firms have peer reviews because of the public interest in the quality of the
accounting, auditing, and attestation services provided by public accounting
firms. In addition, firms indicate that peer review contributes to the qual-
ity and effectiveness of their practices. Furthermore, most state boards of
accountancy require its licensees to undergo peer review, which they may
also call compliance assurance, to practice in their state. Other regulators
require peer review in order to perform engagements and to issue reports
under their standards.

A firm (or individual) enrolled in the AICPA Peer Review Program is
deemed to be enrolled in an approved practice-monitoring program. See BL
sections 230, 2.3 Requirements for Retention of Membership, 220, 2.2 Re-
quirements for Admission to Membership, and 760, 7.6 Publication of Dis-
ciplinary Action; AICPA Code of Professional Conduct Rule 505, Form of
Organization and Name (ET sec. 505); and the implementing council reso-
lutions under those sections.

These standards are applicable to firms (and individuals) enrolled in the
program and to individuals and firms who perform and report on such peer
reviews, to entities approved to administer the peer reviews, and to associ-
ations of CPA firms authorized by the AICPA Peer Review Board to assist
its members in forming review teams. These standards are not intended for
peer reviews of organizations that are not public accounting firms.

Users of these standards should be knowledgeable about the standards
and their interpretations and effective dates, as well as guidance issued
by the board that might affect the application of these standards. Those
subject to the standards should be prepared to justify departures from these
standards, and it is expected that departures will be rare.

These standards are effective for peer reviews commencing on or after
January 1, 2009. Early implementation of these standards is not permitted.
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Effective for Peer Reviews commencing on or after January 1, 2009.

See section 9100 for interpretations of this section.

Overview

Summary of the Nature, Objectives, Scope, Limitations of, and
Procedures Performed in System and Engagement Reviews
(as Referred to in a Peer Review Report)

.01 The purpose of this document is to provide standards for administering,
planning, performing, reporting on and the acceptance of peer reviews of CPA
firms (and individuals) enrolled in the AICPA Peer Review Program (see in-
terpretations). Those processes collectively are also called practice monitoring
because it is the monitoring of a CPA firm's accounting and auditing practice.

.02 The goal of practice monitoring, and the program itself, is to promote
quality in the accounting and auditing services provided by the CPA firms (and
individuals) subject to these standards. This goal serves the public interest and
enhances the significance of AICPA membership.

.03 Firms (and individuals) (see interpretations) enrolled in the program
are required to have a peer review, once every three years, of their account-
ing and auditing practice related to non-Securities and Exchange Commission
(SEC) issuers covering a one-year period. The peer review is conducted by an
independent evaluator known as a peer reviewer. The AICPA oversees the pro-
gram, and the review is administered by an entity approved by the AICPA to
perform that role.

.04 There are two types of peer reviews: System Reviews and Engagement
Reviews. System Reviews focus on a firm's system of quality control, and En-
gagement Reviews focus on work performed on selected engagements. A further
description of these peer reviews as well as a summary of the nature, objectives,
scope, limitations of, and procedures performed in them is included in appen-
dix A.

Introduction and Scope
.05 Firms (and individuals) (see interpretations) enrolled in the program

have the responsibility to:

a. Design and comply with a system of quality control for its accounting
and auditing practice that provides the firm with reasonable assurance
of performing and reporting in conformity with applicable professional
standards in all material respects. Statement on Quality Control Stan-
dards (SQCS) No. 7, A Firm's System of Quality Control (QC sec. 10),
requires every CPA firm, regardless of its size, to have a system of
quality control for its accounting and auditing practice.

b. Perform accounting and auditing engagements in accordance with ap-
plicable professional standards using competent personnel.1

c. Have independent peer reviews of their accounting and auditing
practices (see interpretations). All firms that an AICPA member is

1 Personnel are defined per Statements on Quality Control Standards as all individuals who
perform professional services for which the firm is responsible, whether or not they are CPAs.
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associated with should undergo a peer review if the services performed
and reports issued by the firm require a peer review.

d. Engage a peer reviewer to perform the peer review in accordance with
these standards, in a timely manner.

e. Take such measures, if any, as may be necessary to satisfy its obliga-
tions concerning client confidentiality any time state statutes or ethics
rules promulgated by state boards of accountancy do not clearly pro-
vide an exemption from confidentiality requirements when peer re-
views are undertaken.

f. Provide written representations to describe matters significant to the
peer review (see appendix B "Considerations and Illustrations of Firm
Representations").

g. Understand the AICPA Peer Review Board's guidance on resignations
from the program (see interpretations).

h. Cooperate with the peer reviewer, administering entity, and the board
in all matters related to the peer review including arranging, schedul-
ing, and completing the review and taking remedial, corrective actions
and implementing other plans as needed (see interpretations).

.06 An accounting and auditing practice for the purposes of these stan-
dards is defined as all engagements covered by Statements on Auditing Stan-
dards (SASs); Statements on Standards for Accounting and Review Services
(SSARS)2 (see interpretations); Statements on Standards for Attestation En-
gagements (SSAEs); Government Auditing Standards (the Yellow Book) issued
by the U.S. Government Accountability Office; and audits of non-SEC issuers
performed pursuant to the standards of the Public Company Accounting Over-
sight Board (PCAOB).

.07 The objectives of the program are achieved through the performance
of peer reviews involving procedures tailored to the size of the firm and the
nature of its practice. Firms that perform engagements under the SASs or Gov-
ernment Auditing Standards, examinations of prospective financial statements
under the SSAEs, or audits of non-SEC issuers performed pursuant to the stan-
dards of the PCAOB have peer reviews called System Reviews. A System Re-
view includes determining whether the firm's system of quality control for its
accounting and auditing practice is designed and complied with to provide the
firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards, including SQCS No. 7 (QC sec. 10), in all
material respects. Firms that only perform services under SSARS or services
under the SSAEs not included in System Reviews have peer reviews called En-
gagement Reviews.3 Firms that perform audits or play a substantial role in the
audit of one or more SEC issuers, as defined by the PCAOB, are required to be
registered with and have their accounting and auditing practice applicable to
SEC issuers inspected by the PCAOB. Therefore, these standards are not in-
tended for and exclude the review of the firm's accounting and auditing practice
applicable to SEC issuers. Firms that do not provide any of the services listed
in paragraph .06 are not peer reviewed.

2 Statements on Standards for Accounting and Review Services that provide an exemption from
those standards in certain situations are likewise excluded from this definition of an accounting and
auditing practice for peer review purposes (see interpretations).

3 Although standards no longer permit the performance of Report Reviews as of January 1, 2009,
a firm's last peer review could have been a Report Review.
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.08 The majority of the procedures in a System Review should be performed
at the reviewed firm's office (see interpretations). Engagement Reviews are
normally performed at a location other than the reviewed firm's office.

.09 The program is based on the principle that a systematic monitoring and
educational process is the most effective way to attain high quality performance
throughout the profession. Thus, it depends on mutual trust and cooperation.
On System Reviews, the reviewed firm is expected to take appropriate actions
in response to findings, deficiencies, and significant deficiencies identified with
their system of quality control or their compliance with the system, or both. On
Engagement Reviews, the reviewed firm is expected to take appropriate actions
in response to findings, deficiencies, and significant deficiencies identified in
engagements. These actions will be positive and remedial. Disciplinary actions
(including those that can result in the termination of a firm's enrollment in the
program and the subsequent loss of membership in the AICPA and some state
CPA societies by its partners4 and employees) will be taken only for a failure
to cooperate, failure to correct inadequacies, or when a firm is found to be so
seriously deficient in its performance that education and remedial, corrective
actions are not adequate.

.10 Compliance with the positive enforcement program of a state board
of accountancy does not constitute compliance with the AICPA's peer review
requirements.

General Considerations
Administrative Requirements

.11 All peer reviews intended to meet the requirements of the program
should be carried out in conformity with these standards under the supervision
of a state CPA society, group of state CPA societies, the AICPA Peer Review
Board's National Peer Review Committee (National PRC) (see interpretations),
or other entity (hereinafter, administering entity) approved by the board to
administer peer reviews.

.12 Peer reviews, including the reviewed firm and peer reviewers, are sub-
ject to oversight by the administering entity. In addition, peer reviews and
administering entities are subject to oversight by the board and other bodies
agreed upon by the board and/or the administering entity. The objectives of
oversight are to ensure compliance with the standards and consistency in im-
plementation. Reviewed firms, peer reviewers, and administering entities are
expected to cooperate during the oversight process.

Timing of Peer Reviews
.13 A firm's due date for its initial peer review is 18 months from the date

it enrolled in the program or should have enrolled, whichever date is earlier
(see interpretations).

.14 A firm does not undergo a peer review if it does not perform engage-
ments requiring it to undergo a peer review (see paragraph .07). However, when
a firm performs its first engagement requiring a peer review or its first engage-
ment requiring it to have a System Review, the firm's next due date will be

4 A partner is a proprietor, shareholder, equity or nonequity partner, or any individual who as-
sumes the risks and benefits of firm ownership or who is otherwise held out by the firm to be the
equivalent of any of the aforementioned. Depending on how a CPA firm is legally organized, its part-
ner(s) could have other names, such as shareholder, member, or proprietor.
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18 months from the year-end of that engagement (18 months from the report
date if it is an attestation engagement, including financial forecasts and pro-
jections) (see interpretations).

.15 A firm's subsequent peer review ordinarily has a due date of three years
and six months from the year-end of the previous peer review.

.16 The due date for a peer review is the date by which the peer review
report, and if applicable, letter of response and the peer reviewer's materials
are to be submitted to the administering entity.

.17 Peer reviews must cover a current period of one year to be mutually
agreed upon by the reviewed firm and the reviewing firm. Ordinarily, the peer
review should be conducted within three to five months following the end of the
year to be reviewed.

.18 A firm is expected to maintain the same year-end on subsequent peer
reviews (which is three years from the previous year-end) and the same re-
view due date (which is three years from the previous review due date) (see
interpretations).

.19 If a firm resigns from the program and subsequently reenrolls in the
program, the firm's due date is the later of the due date originally assigned or
90 days after reenrolling.

Confidentiality
.20 A peer review should be conducted in compliance with the confiden-

tiality requirements set forth in the section of the AICPA Code of Professional
Conduct Rule 301, Confidential Client Information (ET sec. 301). Except as dis-
cussed in paragraph .146, information concerning the reviewed firm or any of
its clients or personnel that is obtained as a consequence of the review is con-
fidential. Such information should not be disclosed, except as required by law,
by review team members or by administering entities to anyone not involved in
performing the review, or administering or carrying out the program, or used
in any way not related to meeting the objectives of the program.

Independence, Integrity, and Objectivity
.21 Independence in fact and in appearance should be maintained with

respect to the reviewed firm by a reviewing firm, by review team members,
and by any other individuals who participate in or are associated with the re-
view (see interpretations). In addition, the review team should perform all peer
review responsibilities with integrity and maintain objectivity in discharging
those responsibilities.

.22 Independence encompasses an impartiality that recognizes an obliga-
tion for fairness not only to the reviewed firm but also to those who may use the
peer review report. The reviewing firm, the review team, and any other individ-
uals who participate on the peer review should be free from any obligation to, or
interest in, the reviewed firm or its personnel. The concepts in the AICPA Code
of Professional Conduct's Article III—Integrity and Article IV—Objectivity and
Independence (ET sec. 54 and 55), should be considered in making independence
judgments. Integrity requires the review team to be honest and candid within
the constraints of the reviewed firm's confidentiality. Service and the public
trust should not be subordinated to personal gain and advantage. Objectivity
is a state of mind and a quality that lends value to a review team's services.
The principle of objectivity imposes the obligation to be impartial, intellectually
honest, and free of conflicts of interest.

PR §100.22



P1: JsY

ACPA096-p17651-17795 ACPA096-Vol-II-PS.cls July 16, 2009 18:26

2060 Peer Review

Due Professional Care
.23 Due professional care, as addressed by the AICPA Code of Professional

Conduct's Article V—Due Care (ET sec. 56), should be exercised in performing
and reporting on the review. This imposes an obligation on all those involved
in carrying out the review to fulfill assigned responsibilities in a professional
manner.

Peer Review Documentation and Retention Policy
.24 Peer review documentation should be prepared in sufficient detail

to provide a clear understanding of its purpose, source, and the conclusions
reached. The documentation provides evidence of the work performed and is
the basis for the review of the quality of the work. It should demonstrate that
the peer reviewer complied with these standards and should support the basis
for the peer reviewer's conclusions. Also, the documentation should be appro-
priately organized to provide a clear link from the working papers to the peer
review report (see interpretations).

.25 Peer review documentation should not be retained for an extended
period of time after the peer review's completion, with the exception of certain
documents that are maintained until the subsequent peer review's acceptance
and completion (see interpretations).

Organizing the System or Engagement Review Team
.26 A System Review team comprises one or more individuals, depending

upon the size and nature of the reviewed firm's practice and other factors. An
Engagement Review team ordinarily comprises one individual. A review team
may be formed by a firm engaged by the firm under review (a firm-on-firm
review) or an association of CPA firms authorized by the board to assist its
members in forming review teams (an association formed review team) (see
interpretations). For Engagement Reviews, review teams may also be formed
by the administering entity if it chooses to appoint such teams (hereinafter, a
committee-appointed review team, also known as a CART review).

.27 A reviewing firm (including for these purposes the team captain, for an
association formed review team) must determine its capability to perform a peer
review. This determination includes assigning peer reviewers with appropriate
levels of expertise and experience to perform the review. Before accepting a peer
review engagement, the reviewing firm should obtain and consider information
about the firm to be reviewed, including certain operating statistics concerning
size, nature of practice, industry specializations, and levels of service.

.28 In determining its capability to perform the review, the reviewing firm
should consider the size of the firm to be reviewed in relation to its own size.
A reviewing firm must recognize that the performance of a peer review may
demand substantial commitments of time, especially from its supervisory ac-
counting and auditing personnel. Therefore, a reviewing firm should consider
carefully the number and availability of its supervisory personnel in determin-
ing whether it can perform a peer review of another firm.

.29 One member of the System Review team is designated the team cap-
tain. The individual performing an Engagement Review is designated the re-
view captain. The team captain or review captain is responsible for supervising
and conducting the review, communicating the review team's findings to the
reviewed firm and to the administering entity, preparing the report on the re-
view, and ensuring that peer review documentation is complete and submitted
to the administering entity on a timely basis. If applicable, the team captain,
or review captain in unusual circumstances, should supervise and review the
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work performed by other reviewers on the review team to the extent deemed
necessary under the circumstances.

.30 A System Review team, a review captain on an Engagement Review
and, in unusual circumstances any additional reviewers on an Engagement
Review, ordinarily should be approved by the administering entity prior to the
planning and commencement of the peer review (see interpretations).

Qualifying for Service as a Peer Reviewer
System and Engagement Reviewers

.31 Performing and reporting on a peer review requires the exercise of
professional judgment by peers (see paragraphs .147–.153 for a discussion of
a reviewer's responsibilities when performing a peer review). Accordingly, an
individual serving as a reviewer on a System or Engagement Review should at
a minimum:

a. Be a member of the AICPA in good standing (that is, AICPA member-
ship in active, nonsuspended status) licensed to practice as a CPA.

b. Be currently active in public practice at a supervisory level in the ac-
counting or auditing function of a firm enrolled in the program (see
interpretations), as a partner of the firm, or as a manager or person
with equivalent supervisory responsibilities.5,6 To be considered cur-
rently active in the accounting or auditing function, a reviewer should
be presently involved in the accounting or auditing practice of a firm su-
pervising one or more of the firm's accounting or auditing engagements
or carrying out a quality control function on the firm's accounting or
auditing engagements.

c. Be associated with a firm (or all firms if associated with more than
one firm) that has received a report with a peer review rating of pass7

for its most recent System or Engagement Review that was accepted
timely, ordinarily within the last three years and six months (see in-
terpretations).8

d. Possess current knowledge of professional standards applicable to the
kind of practice to be reviewed, including quality control and peer
review standards. This includes recent experience in and knowledge
about current rules and regulations appropriate to the level of service

5 The board recognizes that practitioners often perform a number of functions, including tax and
consulting work, and cannot restrict themselves to accounting and auditing work. These standards
are not intended to require that reviewers be individuals who spend all their time on accounting
and auditing engagements. However, CPAs who wish to serve as reviewers should carefully consider
whether their day-to-day involvement in accounting and auditing work is sufficiently comprehen-
sive to enable them to perform a peer review with professional expertise. For instance, in a System
Review, a reviewer of auditing engagements should be currently reviewing or performing auditing en-
gagements. In an Engagement Review, a reviewer of engagements performed under the Statements
on Standards for Attestation Engagements should also be currently reviewing or performing the same
type of engagements.

6 A manager or person with equivalent supervisory responsibilities is a professional employee
of the firm who has either a continuing responsibility for the overall planning and supervision of
engagements for specified clients or authority to determine that an engagement is complete subject
to final partner approval if required.

7 A peer review report with a rating of pass was previously referred to as an unmodified report
(with or without a letter of comments). If a firm's most recent peer review rating was a pass with
deficiencies or fail, the firm's members are not eligible to perform peer reviews.

8 If a firm's most recent review was a report review, then the firm's members are not eligible to
perform peer reviews.
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applicable to the industries of the engagements that the individual
will be reviewing (see interpretations).

e. Have at least five years of recent experience in the practice of public
accounting in the accounting or auditing function.9

f. Have provided the administering entity with information that accu-
rately reflects the qualifications of the reviewer including recent in-
dustry experience, which is updated on a timely basis (see interpreta-
tions).

Team Captain or Review Captain
.32 In addition to adhering to the general requirements in paragraph .31

to be a peer reviewer, a System Review team captain must be a partner.10

For an Engagement Review, the review captain is not required to be a part-
ner. The team captain, or the review captain in limited circumstances, is re-
quired to ensure that all team members possess the necessary capabilities and
competencies to perform assigned responsibilities and that team members are
adequately supervised. The team captain or review captain has the ultimate
responsibility for the review, including the work performed by team members
(see interpretations).

.33 Also, team captains and review captains should have completed peer
review training that meets the requirements established by the board (see in-
terpretations). For additional team captain qualification requirements, see the
interpretations.

Other Peer Reviewer or Reviewing Firm
Qualification Considerations

.34 Communications from regulatory, monitoring, or enforcement bodies
relating to allegations or investigations of a peer reviewer or reviewing firm's
accounting and auditing practice, and notifications of limitations or restrictions
on a peer reviewer or reviewing firm to practice, may impact the peer reviewer
or reviewing firm's ability to perform the peer review. The peer reviewer or
reviewing firm has a responsibility to inform the administering entity of such
communications or notifications (see interpretations).

.35 If required by the nature of the reviewed firm's practice, individuals
with expertise in specialized areas may assist the review team in a consulting
capacity. For example, computer specialists, statistical sampling specialists, ac-
tuaries, or experts in continuing professional education (CPE) may participate
in certain segments of the review.

Performing System Reviews
Objectives

.36 A System Review is intended to provide the reviewer with a reasonable
basis for expressing an opinion on whether, during the year under review:

9 For this purpose, recent means having experience within the last five years in the industries
and related levels of service for which engagements are reviewed. However, a reviewer should be
cautious of those high-risk engagements or industries in which new standards have been issued. For
example, in those cases in which new industry standards or practices have occurred in the most recent
year, it may be necessary to have current practice experience in that industry in order to have recent
experience.

10 If the peer reviewer's firm's (see paragraph .31c) most recent peer review was an Engagement
or Report Review, then the peer reviewer is not eligible to be a System Review team captain.
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a. The reviewed firm's system of quality control for its accounting and
auditing practice has been designed in accordance with quality control
standards established by the AICPA (see SQCS No. 7 [QC sec. 10]).

b. The reviewed firm's quality control policies and procedures were be-
ing complied with to provide the firm with reasonable assurance of
performing and reporting in conformity with applicable professional
standards in all material respects.

.37 A System Review is designed to test a reasonable cross section of the
firm's engagements with a focus on high-risk engagements, in addition to signif-
icant risk areas where the possibility exists of engagements not being performed
and/or reported on in conformity with applicable professional standards in all
material respects. A System Review is not designed to test every engagement
or compliance with every professional standard and every detailed component
of the firm's system of quality control.

Basic Requirements
.38 A System Review should include, but not be limited to, the following

procedures:

a. Planning the review, as follows:

1. Obtain the results of the prior peer review (see paragraph .39).

2. Inquire of the firm about the areas to be addressed in the written
representations (see paragraph .40).

3. Obtain a sufficient understanding of the nature and extent of the
firm's accounting and auditing practice to plan the review (see
paragraphs .41–.45).

4. Obtain a sufficient understanding of the design of the firm's sys-
tem of quality control, including an understanding of the moni-
toring procedures performed since the prior review, to plan the
review (see paragraphs .41–.45).

5. Assess peer review risk (see paragraphs .46–.52).

6. Use the knowledge obtained from the foregoing to select the offices
and the engagements to be reviewed and to determine the nature
and extent of the tests to be applied in the functional areas (see
paragraphs .53–.63).

b. Performing the review, as follows:

1. Review the firm's design and compliance with its system of quality
control. The review should cover all organizational or functional
levels within the firm (see paragraphs .53–.54).

2. Review significant risk areas on selected engagements, includ-
ing the relevant accounting, audit, and attestation documentation
and reporting (see paragraphs .64–.65).

3. Conclude on the review of engagements (see paragraphs .66–.67).

4. Reassess the adequacy of the scope of the review based on the
results obtained to determine whether additional procedures are
necessary (see paragraph .68).

5. Determine the relative importance of matters (see paragraphs
.69–.72).

6. Prepare the Matter for Further Consideration (MFC) forms, Dis-
position of MFC (DMFC) forms, and any related Finding for Fur-
ther Consideration (FFC) forms (see paragraphs .73–.74).
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7. Aggregate and systemically evaluate the matters (see para-
graphs .75–.86).

8. Form conclusions on the type of report to issue (see para-
graphs .87–.90).

9. Obtain the written representations from the reviewed firm (see
paragraph .05(f ) and appendix B).

10. Conduct an exit conference with senior members of the reviewed
firm to discuss the review team's comments; matters, findings,
deficiencies, and significant deficiencies identified; recommenda-
tions; MFCs and related FFCs; and the type of report to be issued
and the deficiencies or significant deficiencies to be included in
such report and to resolve any disagreements (see paragraphs
.91–.92).

11. Prepare a written report on the results of the review (see para-
graphs .94–.96).

12. Review and provide comments to the reviewed firm on its response
to the report, if applicable (see paragraphs .97–.101).

Planning Considerations
.39 To assist the review team in the planning of the review, the team

captain should obtain the prior peer review report,11 the letter of response, if
applicable, and the letter of acceptance, all from the reviewed firm. The team
captain should also obtain the prior FFC forms, if applicable (from the admin-
istering entity if the team captain's firm did not perform the prior peer review).
The team captain should consider whether the issues discussed in those docu-
ments require additional emphasis in the current review and, in the course of
the review, should evaluate the actions of the firm in response to the prior report.

.40 The reviewer should inquire of the firm regarding the areas to be ad-
dressed in the written representation (see paragraph .05(f) and appendix B)
and consider whether the areas discussed require additional emphasis in the
course of the review (see interpretations).

Understanding the Firm’s Accounting and Auditing Practice
and System of Quality Control

.41 The review team should obtain a sufficient understanding of the nature
and extent of the reviewed firm's accounting and auditing practice to plan the
review. This understanding should include knowledge about the reviewed firm's
organization and philosophy, as well as the composition of its accounting and
auditing practice.

.42 The review team should also obtain a sufficient understanding of the
reviewed firm's system of quality control with respect to each of the quality con-
trol elements in SQCS No. 7 (QC sec. 10) to plan the review (see interpretations).
SQCS No. 7 (QC sec. 10) requires every CPA firm, regardless of its size, to have
a system of quality control for its accounting and auditing practice. It states
that the quality control policies and procedures applicable to a professional
service provided by the firm should encompass the following elements: leader-
ship responsibilities for quality within the firm (the "tone at the top"); relevant
ethical requirements (such as independence, integrity, and objectivity; accep-
tance and continuance of client relationships and specific engagements; human

11 And the letter of comments, if applicable, for reviews commenced prior to January 1, 2009.
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resources; engagement performance; and monitoring. It also states that the na-
ture, extent, and formality of a firm's quality control policies and procedures
should be appropriately comprehensive and suitably designed in relation to the
firm's size, the number of its offices, the degree of operating autonomy allowed
its personnel and its offices, the knowledge and experience of its personnel,
the nature and complexity of the firm's practice, and appropriate cost-benefit
considerations.

.43 The understanding obtained by the review team should include knowl-
edge about the design of the reviewed firm's quality control policies and proce-
dures in accordance with quality control standards established by the AICPA
and how the policies and procedures identify and mitigate risk of material non-
compliance with applicable professional standards.

.44 The understanding of the firm's accounting and auditing practice and
system of quality control is ordinarily obtained through such procedures as in-
quiries of appropriate management and other personnel, reviewing the firm's
internal policies and procedures, and reviewing the firm's responses to ques-
tionnaires developed by the board.

.45 The review team should obtain a sufficient understanding of the re-
viewed firm's monitoring policies and procedures since its last peer review and
their potential effectiveness. In doing so, the review team may determine that
the firm's current year's internal monitoring procedures could enable the re-
view team to reduce, in a cost-beneficial manner, the number of offices and
engagements selected for review or the extent of the other testing (see inter-
pretations).

Understanding and Assessing Peer Review Risk Factors
.46 Just as the performance of an audit involves audit risk, the perfor-

mance of a System Review involves peer review risk. Peer review risk is the
risk that the review team:

a. Fails to identify significant weaknesses in the reviewed firm's system
of quality control for its accounting and auditing practice, its lack of
compliance with that system, or a combination thereof.

b. Issues an inappropriate opinion on the reviewed firm's system of qual-
ity control for its accounting and auditing practice, its compliance with
that system, or a combination thereof.

c. Reaches an inappropriate decision about the matters to be included
in, or excluded from, the report.

.47 Peer review risk consists of the following two parts:

a. The risk (consisting of inherent risk and control risk) that an engage-
ment will not be performed and/or reported on in conformity with ap-
plicable professional standards in all materials respects, that the re-
viewed firm's system of quality control will not prevent such failure,
or both.12,13

12 Inherent risk is the likelihood that an accounting or auditing engagement will fail to conform
to professional standards, assuming the firm does not have a system of quality control.

13 Control risk is the risk that a firm's system of quality control will not prevent the performance
of an engagement that does not conform to professional standards. It consists of two parts: the firm's
control environment and its quality control policies and procedures. The control environment repre-
sents the collective effort of various factors on establishing, enhancing, or mitigating the effectiveness
of specific quality control policies and procedures. The control environment reflects the overall atti-
tude, awareness, and actions of firm management concerning the importance of quality work and its
emphasis in the firm.
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b. The risk (detection risk) that the review team will fail to detect and
report on the design and/or compliance deficiencies or significant defi-
ciencies in the reviewed firm's system of quality control.

.48 Inherent risk and control risk relate to the reviewed firm's account-
ing and auditing practice and its system of quality control. These risks may
be affected by circumstances arising within the firm (for example, individual
partners have engagements in numerous specialized industries or the firm has
a few engagements constituting a significant portion of the firm's accounting
and auditing practice) or outside the firm (for example, new professional stan-
dards being applied for the first time or adverse economic developments in an
industry).

Assessing Peer Review Risk
.49 In planning the review, the review team should use the understand-

ing it has obtained of the reviewed firm's accounting and auditing practice and
its system of quality control to assess the inherent and control risks. The as-
sessment of risks is qualitative and not quantitative. The lower the inherent
and control risk, the higher the detection risk that can be tolerated and vice
versa. Based on its assessment of inherent and control risk, the review team
determines the acceptable level of detection risk.

.50 When assessing risk, the review team should evaluate the reviewed
firm's quality control policies and procedures over its accounting and auditing
practice in relation to the requirements contained in SQCS No. 7 (QC sec. 10).
This evaluation provides a basis for the review team to determine whether the
reviewed firm has adopted appropriately comprehensive and suitably designed
policies and procedures that are relevant to the size and nature of its practice.

Relationship of Risk to Scope
.51 The review team should consider the combined assessed levels of in-

herent and control risk when selecting offices and engagements to be reviewed.
The higher the combined assessed levels of inherent and control risk, the higher
the peer review risk. To reduce the peer review risk to an acceptable low level,
the detection risk needs to be low, and thus the greater the scope (that is, the
greater the number of offices that should be visited or the greater the number of
engagements that should be reviewed, or both). Conversely, the lower the com-
bined assessed levels of inherent and control risk, the smaller the scope that
needs to be considered for review. The combined assessed levels of inherent and
control risk may vary among offices and engagements so that the scope may be
greater for some types of offices and engagements than for others.

.52 However, even when the combined assessed levels are low, the peer
review team must review some engagements to obtain reasonable assurance
that the reviewed firm is complying with its quality control policies and pro-
cedures and applicable professional standards. For the review team to obtain
such assurance, a reasonable cross section of the reviewed firm's accounting
and auditing engagements must be reviewed or inspected, with greater em-
phasis on those portions of the practice with higher combined assessed levels
of inherent and control risk (see interpretations).

Planning and Performing Compliance Tests
.53 After performing the aforementioned planning procedures, the team

captain should then develop a general plan for the nature and extent of conduct-
ing compliance tests of engagements (to directly test the "engagement perfor-
mance" element in SQCS No. 7 [QC sec. 10]) and the other elements described in
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SQCS No. 7 (QC sec. 10) (collectively referred to as the functional areas). The
compliance tests should be tailored to the practice of the reviewed firm and,
taken as a whole, should be sufficiently comprehensive to provide a reasonable
basis for concluding whether the reviewed firm's system of quality control was
complied with to provide the firm with reasonable (not absolute) assurance of
performing and reporting in conformity with applicable professional standards
in the conduct of its accounting and auditing practice in all material respects.

.54 Such tests should be performed at the practice office(s) visited and
should relate to individual engagements and the functional areas. The tests
should include the following:

a. Review significant risk areas (see paragraph .65) on selected engage-
ments, including accounting and auditing documentation, and reports,
to evaluate whether the engagements were performed and reported
on in conformity with applicable professional standards and in com-
pliance with relevant firm quality control policies and procedures.

b. Interview firm personnel at various levels and, if applicable, other per-
sons responsible for a function or activity to assess their understanding
of, and compliance with, the firm's quality control policies and proce-
dures.

c. Review evidential material to determine whether the firm has com-
plied with its policies and procedures for monitoring its system of qual-
ity control.

d. Review other evidential material as appropriate. Examples include
selected administrative or personnel files, correspondence files docu-
menting consultations on technical or ethical questions, files evidenc-
ing compliance with human resource requirements, and the firm's tech-
nical reference sources (see interpretations).

Scope Limitations
.55 There is a presumption that all engagements and all aspects of func-

tional areas otherwise subject to the peer review will be included in the scope of
the review. However, in the rare situations when exclusions or other limitations
on the scope of the review are being contemplated, a reviewer should carefully
consider the implications of such exclusion. This includes communicating to the
firm and the administering entity the effect on the review and on the ability of
the reviewer to issue a peer review report (see interpretations).

Selection of Offices
.56 Visits to practice offices should be sufficient to provide the review team

with a reasonable basis for its conclusions regarding whether the reviewed
firm's quality control policies and procedures are adequately communicated
throughout the firm and whether its system of quality control was complied
with during the year under review based on a reasonable cross section of the
reviewed firm's accounting and auditing practice, with greater emphasis on
those offices with higher assessed levels of peer review risk. Examples of the
factors to consider when assessing peer review risk at the office level include
the following (see interpretations):

a. The number, size, and geographic distribution of offices

b. The degree of centralization of accounting and auditing practice control
and supervision

c. The review team's evaluation, if applicable, of the firm's monitoring
procedures
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d. Recently merged or recently opened offices

e. The significance of industry concentrations and of specialty practice ar-
eas, such as governmental compliance audits or regulated industries,
to the firm and to individual offices

f. Extent of nonaudit services to audit clients

g. Significant clients' fees to practice office(s) and partner(s)

.57 For a multioffice firm, the review should include, in addition to any
offices selected using the risk-based criteria, a visit to the firm's executive office
if one is designated as such.

Selection of Engagements
.58 Engagements subject to selection for review ordinarily should be those

with periods ending during the year under review (see interpretations). For
attestation engagements, including financial forecasts or projections, the selec-
tion for review ordinarily should be those with report dates during the year
under review. If the current year's engagement has not been completed and is-
sued, and if a comparable engagement within the peer review year is not avail-
able, the prior year's engagement may be reviewed. If the subsequent year's
engagement has been completed and issued, the review team should consider,
based on its assessment of peer review risk, whether the more recently com-
pleted and issued engagement should be reviewed instead (see interpretations).
Review team members should not have contact with or access to any client of
the reviewed firm in connection with the peer review.

.59 Engagements selected for review should provide a reasonable cross
section of the reviewed firm's accounting and auditing practice, with greater
emphasis on those engagements in the practice with higher assessed levels
of peer review risk. Examples of the factors to consider when assessing peer
review risk at the engagement level include size; industry area; level of service;
personnel (including turnover, use of merged-in personnel, or personnel not
routinely assigned to accounting and auditing engagements); communications
from regulatory, monitoring, or enforcement bodies; extent of nonaudit services
to audit clients; significant clients' fees to practice office(s) and partner(s); and
initial engagements (see interpretations).

.60 The review of engagements should usually be directed toward the ac-
counting and auditing work performed by the practice office visited, including
the work performed on those engagements by other practice offices of the re-
viewed firm or other public accounting firms. For those situations in which the
practice office being visited performed accounting and auditing work for an-
other practice office, the review team may limit its review to portions of the
engagements performed by the practice office being visited but should evalu-
ate the appropriateness of the instructions issued by the other practice office
and the adequacy of the procedures followed in performing and reporting in
conformity with applicable professional standards. When combined with other
procedures performed, the number and type of accounting and auditing engage-
ments selected by the review team for review should be sufficient to provide the
review team with a reasonable basis for its conclusions regarding the reviewed
firm's system of quality control.

.61 The initial selection of engagements to be reviewed should ordinar-
ily be provided to the reviewed firm no earlier than three weeks prior to the
commencement of the peer review procedures at the related practice office or
location. This should provide ample time to enable the firm (or office) to assem-
ble the required client information and engagement documentation before the
review team commences the review. However, at least one engagement from the
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initial selection to be reviewed should be provided to the firm once the review
commences and not provided to the firm in advance. Ordinarily, based on the
nature of the firm's practice and assuming that the engagement would not be
automatically anticipated for selection by the reviewed firm, the engagement
should be an audit. Otherwise, the engagement should be the firm's next high-
est level of service where the same criteria can be met. This should not increase
the scope of the review (see interpretations).

.62 The process of engagement selection, except as noted in paragraph .63,
like office selection, is not subject to definitive criteria. Nevertheless, if the team
captain finds that meeting all of the preceding criteria results in the selection
of an inappropriate scope of the firm's accounting and auditing practice, the
team captain should consult with the administering entity about the selection
of engagements for review (see interpretations).

.63 Specific types and/or number of engagements must be selected in a
System Review (see interpretations).

Extent of the Review of Engagements
.64 The review of engagements should include the review of financial state-

ments, accountants' reports, accounting and audit documentation, and corre-
spondence, as well as discussions with professional personnel of the reviewed
firm.

.65 Audit engagements have areas in which risk may be inherently sig-
nificant, such as, but not limited to, fraud considerations, use of estimates,
emerging issues, and assertions that are difficult to audit. The review team's
procedures should include determining whether the reviewed firm has appro-
priately:

a. Identified the significant risk areas on each audit engagement selected
for the peer review,

b. Performed the necessary audit procedures related to the identified sig-
nificant risk areas, and

c. Documented the auditing procedures performed in these significant
risk areas.

Concluding on the Review of an Engagement
.66 For each engagement reviewed, the review team should conclude on

its review by documenting whether anything came to its attention that caused
it to believe that the engagement was not performed and/or reported on in
conformity with applicable professional standards in all material respects (see
interpretations).

.67 The team captain should promptly inform the firm when an engage-
ment is not performed and/or reported on in conformity with applicable pro-
fessional standards and remind the firm of its obligation under professional
standards to take appropriate actions (see interpretations).

Expansion of Scope
.68 If, during the peer review, the review team concludes that there was

a failure to reach an appropriate conclusion on the application of professional
standards in all material respects on one or more of the reviewed engagements,
the review team should consider whether the application of additional peer re-
view procedures is necessary. This consideration should be documented in the
peer review working papers. The objective of the application of additional pro-
cedures would be to determine whether the failure is indicative of a pattern of
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such failures, whether it is a significant deficiency in the design of the reviewed
firm's system of quality control or in its compliance with the system, or whether
it is both. In some circumstances, the reviewer may conclude that, because of
compensating controls or for other reasons, further procedures are unnecessary.
If, however, additional procedures are deemed necessary, they may include an
expansion of scope to review all or relevant portions of one or more additional
engagements or aspects of functional areas. Additional engagements may be
in the same industry, supervised by the same individual in the reviewed firm,
or otherwise have characteristics associated with the failure to perform and/or
report in conformity with professional standards.

Identifying Matters, Findings, Deficiencies,
and Significant Deficiencies

.69 In understanding the firm's system of quality control, the team captain
may note that the system is not designed appropriately. Similarly, the perfor-
mance of compliance tests may uncover that the system is not being complied
with appropriately or may identify a design weakness that was not identified
during the planning of the peer review. With any of these items, the team cap-
tain has available a set of definitions to assist in classifying the condition noted.

.70 Determining the relative importance of matters noted during the peer
review, individually or combined with others, requires professional judgment.
Careful consideration is required in forming conclusions. The descriptions that
follow, used in conjunction with practice aids (MFC, DMFC, and FFC forms) to
document these items when applicable, are intended to assist in aggregating
and evaluating the peer review results, concluding on them, and determining
the nature of the peer review report to issue:

a. A peer reviewer notes a matter as a result of his or her evaluation
of the design of the reviewed firm's system of quality control and/or
tests of compliance with it. Tests of compliance include inspection,
inquiry, and observation performed by reviewing engagements and
testing other aspects of the reviewed firm's system of quality control.
Matters are typically one or more "No" answers to questions in peer
review questionnaire(s) that a reviewer concludes warrants further
consideration in the evaluation of a firm's system of quality control. A
matter is documented on a Matter for Further Consideration (MFC)
form.

b. A finding is one or more related matters that result from a condition
in the reviewed firm's system of quality control or compliance with it
such that there is more than a remote possibility that the reviewed firm
would not perform and/or report in conformity with applicable profes-
sional standards. A peer reviewer will conclude whether one or more
findings are a deficiency or significant deficiency. If the peer reviewer
concludes that no finding, individually or combined with others, rises
to the level of deficiency or significant deficiency, a report rating of pass
is appropriate. A finding not rising to the level of a deficiency or signif-
icant deficiency is documented on a Finding for Further Consideration
(FFC) form.

c. A deficiency is one or more findings that the peer reviewer has con-
cluded, due to the nature, causes, pattern, or pervasiveness, including
the relative importance of the finding to the reviewed firm's system
of quality control taken as a whole, could create a situation in which
the firm would not have reasonable assurance of performing and/or re-
porting in conformity with applicable professional standards in one or

PR §100.69



P1: JsY

ACPA096-p17651-17795 ACPA096-Vol-II-PS.cls July 16, 2009 18:26

Standards for Performing and Reporting on Peer Reviews 2071

more important respects. It is not a significant deficiency if the peer re-
viewer has concluded that except for the deficiency or deficiencies, the
reviewed firm has reasonable assurance of performing and reporting
in conformity with applicable professional standards in all material
respects. Such deficiencies are communicated in a report with a peer
review rating of pass with deficiencies.

d. A significant deficiency is one or more deficiencies that the peer re-
viewer has concluded results from a condition in the reviewed firm's
system of quality control or compliance with it such that the reviewed
firm's system of quality control taken as a whole does not provide the
reviewed firm with reasonable assurance of performing and/or report-
ing in conformity with applicable professional standards in all material
respects. Such deficiencies are communicated in a report with a peer
rating of fail.

.71 A broad understanding of the peer review process, from the prelimi-
nary evaluation of the design of the system of quality control, to the tests of
compliance, to the decision making process of determining whether an item
noted during a System Review is a matter, finding, deficiency, or significant
deficiency, is shown in exhibit A. The exhibit also illustrates the aggregation of
these items, where those items are documented in the practice aids and how
they might affect the type of report issued.

.72 As described by exhibit A in paragraph .71, depending on the resolution
of a matter and the process of aggregating and evaluating peer review results,
a matter may develop into a finding. Findings will also be evaluated and, after
considering the nature, causes, pattern, pervasiveness, and relative importance
to the system of quality control as a whole, may not get elevated to a deficiency.
A matter may develop into a finding and get elevated to a deficiency. That
deficiency may or may not be further elevated to a significant deficiency.

.73 A matter is documented on an MFC form. If the matter, after further
evaluation, gets elevated to a finding but not a deficiency or significant defi-
ciency, it is documented on an FFC form. The FFC form is a standalone doc-
ument that includes the reviewer's recommendation and the reviewed firm's
response regarding actions planned or taken and the timing of those actions by
the firm. MFC and FFC forms are subject to review and oversight by the admin-
istering entity, who will evaluate the reviewed firm's FFC form responses for
appropriateness and responsiveness (see paragraphs .141–.145 and determine
whether any further action is necessary. If the matter documented on the MFC
form is instead elevated to a deficiency or significant deficiency, then it is com-
municated in the report itself, along with the reviewer's recommendation. The
firm submits a letter of response regarding actions planned or taken and the
timing of those actions by the firm, which is also evaluated for appropriateness
and responsiveness (see paragraphs .139–.140).

.74 In order to document the disposition of all the MFCs, the team captain
completes a DMFC form. The DMFC form is included in the Summary Review
Memorandum as part of the working papers and provides a trail of the dispo-
sition of the MFCs for the peer reviewer, administering entity, and individuals
conducting technical reviews or oversight. All of the MFCs are identified on
the DMFC form with an indication after each as to whether it was cleared,
discussed with the firm during the exit conference, included on a specific FFC
form (individually or combined with other MFCs), or included as a deficiency
in a report with a peer review rating of pass with deficiencies or as a significant
deficiency in a report with a peer review rating of fail.
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Aggregating and Systemically Evaluating Matters
.75 To conclude on the results of a peer review, the review team must ag-

gregate the matters noted during the peer review and determine whether the
matters were the result of the design of the reviewed firm's system of quality
control or the failure of its personnel to comply with the firm's quality control
policies and procedures. The review team should consider their relative impor-
tance to the firm's system of quality control as a whole and their nature, causes,
pattern, and pervasiveness.

.76 Use of professional judgment is essential in determining whether the
aggregation of the matters noted during the review are findings and whether
one or more findings is a deficiency or significant deficiency for purposes of
reporting on the results of the peer review.

Design Matters
.77 A design matter exists when the reviewed firm's system of quality con-

trol is missing a quality control policy or procedure or the reviewed firm's exist-
ing quality control policies and procedures, even if fully complied with, would
not result in engagements performed and/or reported on in accordance with pro-
fessional standards in some respect. To be effective, a system of quality control
must be designed properly, and all of the quality control policies and procedures
necessary to provide the reviewed firm with reasonable assurance of perform-
ing and reporting in conformity with applicable professional standards in all
material respects should be in place. Therefore, the review team will need to
determine whether the quality control policies and procedures would be effec-
tive if they were complied with. To make this determination, the review team
should consider the implications of the evidence obtained during its evalua-
tion of the system of quality control and its tests of compliance, including its
reviews of engagements. For example, a pattern of engagement failures to per-
form and/or report in conformity with applicable professional standards in all
material respects (that is, failures requiring the application of AU section 561,
Subsequent Discovery of Facts Existing at the Date of the Auditor's Report, or
AU section 390, Consideration of Omitted Procedures After the Report Date)
likely is indicative of a finding pertaining to the design of the reviewed firm's
quality control policies and procedures.

.78 As noted in SQCS No. 7 (QC sec. 10), "The nature of the policies and
procedures developed by individual firms to comply with this Statement will
depend on various factors such as the size and operating characteristics of
the firm." Likewise, the relative importance of design matters noted in the
reviewed firm's quality control policies and procedures, individually and in the
aggregate, need to be evaluated in the context of the firm's size, organizational
structure, and the nature of its practice. For example, a matter noted during the
review of a quality control policy or procedures may be particularly or wholly
offset by another policy or procedure. In this circumstance, the review team
should consider the interrelationships among the elements of quality and weigh
the matters noted against compensating policies and procedures to determine
whether a finding exists and its relative importance.

.79 There may be circumstances in which the reviewer finds few findings
in the work performed by the firm and yet may conclude that the design of
the firm's system of quality control needs to be improved. For example, a firm
that is growing rapidly and adding personnel and clients may not be giving
appropriate attention to the policies and procedures necessary in areas such as
human resources (hiring, assigning personnel to engagements, and advance-
ment) and acceptance and continuance of clients and engagements. A reviewer

PR §100.75



P1: JsY

ACPA096-p17651-17795 ACPA096-Vol-II-PS.cls July 16, 2009 18:26

Standards for Performing and Reporting on Peer Reviews 2073

might conclude that these conditions could create a situation in which the firm
would not have reasonable assurance of performing and/or reporting in confor-
mity with applicable professional standards in one or more important respects.
However, in the absence of findings in the engagements reviewed, the reviewer
would ordinarily conclude that the matter should be addressed in an FFC as
a finding rather than result in a report with a peer review rating of pass with
deficiencies or fail.

Compliance Matters
.80 A compliance matter exists when a properly designed quality control

policy or procedure does not operate as designed because of the failure of the
personnel of the reviewed firm to comply with it. Since a variance in individual
performance and professional interpretation will affect the degree of compli-
ance, adherence to all policies and procedures in every case generally is not
possible. However, the degree of compliance by the personnel of the reviewed
firm with its prescribed quality control policies and procedures should be ade-
quate to provide the reviewed firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects.

.81 In assessing whether the degree of compliance was adequate to provide
the required assurance, the review team should consider the nature, causes,
pattern, and pervasiveness of the instances of noncompliance noted and their
relative importance to the firm's system of quality control as a whole, not merely
their importance in the specific circumstances in which they were observed.
As with the evaluation of design matters, compliance matters also need to be
evaluated in the context of the firm's size, organizational structure, and the
nature of its practice.

.82 To determine the degree of noncompliance, the review team should
evaluate the matters of noncompliance, both individually and in the aggregate,
recognizing that adherence to certain policies and procedures of the reviewed
firm is more critical to the firm obtaining reasonable assurance of performing
and reporting in conformity with applicable professional standards than adher-
ence to others. In this context, the review team should consider the likelihood
that noncompliance with a given quality control policy or procedure could have
resulted in engagements not being performed and/or reported on in conformity
with applicable professional standards in all material respects. The more direct
the relationship between a specific quality control policy or procedure and the
application of professional standards, the lower the degree of noncompliance
necessary to determine whether a matter (or matters) is a finding and whether
a finding is a deficiency or significant deficiency.

Determining the Cause for a Finding
.83 When the review team is faced with an indication that the firm failed

to perform and/or report in conformity with applicable professional standards
in all material respects, the review team's first task in such circumstances is
to determine the cause of the failure (see interpretations). Causes that might
be systemic and might affect the type of peer review report issued include, but
are not limited to, the following:

a. The failure related to a specialized industry practice, and the firm had
no experience in that industry and made no attempt to acquire training
in the industry or to obtain appropriate consultation and assistance.

b. The failure related to an issue covered by a recent professional pro-
nouncement, and the firm had failed to identify, through professional
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development programs or appropriate supervision, the relevance of that
pronouncement to its practice.

c. The failure should have been detected if the firm's quality control poli-
cies and procedures had been followed.

d. The failure should have been detected by the application of quality con-
trol policies and procedures commonly found in firms similar in size or
nature of practice. That judgment can often be made by the reviewer
based on personal experience or knowledge; in some cases, the reviewer
will wish to consult with the administering entity before reaching such
a conclusion.

.84 The failure to perform and/or report in conformity with applicable pro-
fessional standards in all material respects may be the result of an isolated
human error and, therefore, would not necessarily mean that a peer review re-
port with a peer review rating of pass with deficiencies or fail should be issued
(see interpretations). However, if the reviewer believes that the probable cause
(for example, a failure to provide or follow appropriate policies for supervision of
the work of assistants) of a failure to perform and/or report in conformity with
applicable professional standards in all material respects on an engagement or
a finding within a functional area also exists in other engagements or in other
functional areas, the reviewer needs to consider carefully the need to issue a
peer review report with a peer review rating of pass with deficiencies or fail.

.85 Although an isolated matter or an instance of noncompliance with the
firm's quality control policies and procedures ordinarily would not be included
in the report, its nature, cause (if determinable), and relative importance for
the firm's system of quality control as a whole should be evaluated in conjunc-
tion with the review team's other findings before making a final determination
(see interpretations).

The Pattern and Pervasiveness of Matters
.86 The review team must consider the pattern and pervasiveness of mat-

ters and their implications for compliance with the firm's system of quality
control as a whole, in addition to their nature, causes, and relative importance
in the specific circumstances in which they were observed. As noted in the
preceding paragraphs, the review team's first task is to try to determine why
the matters occurred. In some cases, the design of the firm's system of quality
control may be deficient (for example, when it does not provide for timely in-
volvement in the planning process by a partner of the firm or there is inadequate
supervision of engagement planning). In other cases, there may be a pattern
of noncompliance with a quality control policy or procedure such as when firm
policy requires the completion of a financial statement disclosure checklist but
such checklists often were not used or relevant questions or points were incor-
rectly considered. That increases the possibility that the firm might not perform
and/or report in conformity with applicable professional standards in all ma-
terial respects, which also means that the reviewer must consider carefully
whether the matter(s) individually or in the aggregate is (are) a deficiency or
a significant deficiency and whether there is the need to issue a peer review
report with a peer review rating of pass with deficiencies or fail. On the other
hand, the types of matters noted may be individually different, not individually
significant, and not directly traceable to the design of or compliance with a par-
ticular quality control policy or procedure. This may lead the reviewer to the
conclusion that the matters were isolated cases of human error that should not
result in a peer review report with a peer review rating of pass with deficiencies
or fail.
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Forming Conclusions on the Type of Report to Issue
in a System Review

.87 The team captain must use professional judgment in determining the
type of peer review report to issue. This judgment requires the consideration
of several factors, including an understanding of the firm's system of quality
control and the nature, causes, pattern, and pervasiveness of matters and their
relative importance to the firm's system of quality control taken as a whole,
including limitations on the scope of the review.

System Review Report With a Peer Review Rating of Pass
.88 A report with a peer review rating of pass should be issued when the

team captain concludes that the firm's system of quality control for the ac-
counting and auditing practice has been suitably designed and complied with
to provide the firm with reasonable assurance of performing and reporting
in conformity with applicable professional standards in all material respects.
There are no deficiencies or significant deficiencies that affect the nature of the
report and, therefore, the report does not contain any deficiencies, significant
deficiencies, or recommendations. In the event of a scope limitation, a report
with a peer review rating of pass (with a scope limitation) is issued.

System Review Report With a Peer Review Rating of Pass With Deficiencies
.89 A report with a peer review rating of pass with deficiencies should be

issued when the team captain concludes that the firm's system of quality con-
trol for the accounting and auditing practice has been suitably designed and
complied with to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects with the exception of a certain deficiency or deficiencies that are de-
scribed in the report. These deficiencies are conditions related to the firm's
design of and compliance with its system of quality control that could create a
situation in which the firm would have less than reasonable assurance of per-
forming and/or reporting in conformity with applicable professional standards
in one or more important respects due to the nature, causes, pattern, or per-
vasiveness, including the relative importance of the deficiencies to the quality
control system taken as a whole. In the event of a scope limitation, a report
with a peer review rating of pass with deficiencies (with a scope limitation) is
issued.

System Review Report With a Peer Review Rating of Fail
.90 A report with a peer review rating of fail should be issued when the

team captain has identified significant deficiencies and concludes that the firm's
system of quality control is not suitably designed to provide the firm with rea-
sonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects or the firm has not complied with
its system of quality control to provide the firm with reasonable assurance of
performing and reporting in conformity with applicable professional standards
in all material respects. In the event of a scope limitation, a report with a peer
review rating of fail (with a scope limitation) is issued.

Communicating Conclusions at the Exit Conference
.91 A firm that has a System Review should respond promptly to ques-

tions raised in the review in order to assist the review team in reaching its
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conclusions. Prior to issuing its report or finalizing FFC form(s), if applicable,
the review team should communicate its conclusions to senior members of the
reviewed firm at an exit conference (see interpretations). Ordinarily, the team
captain should be physically present at the exit conference, unless the System
Review is performed at a location other than the reviewed firm's office. The exit
conference may also be attended by representatives of the administering entity,
the board, AICPA staff, or other board authorized organizations with oversight
responsibilities.

.92 The reviewed firm is entitled to be informed at the exit conference
about any matters documented on the MFC form(s), findings documented on
the FFC form(s), deficiencies or significant deficiencies to be included in the
peer review report, and the type of report to be issued. Accordingly, except in
rare circumstances that should be explained to the reviewed firm, the exit con-
ference should be postponed if there is any uncertainty about the report to be
issued or the deficiencies or significant deficiencies to be included in the report.
The review team should also communicate, if applicable, that the firm will be
required to respond to the findings documented on the FFC form(s), and/or
the deficiency(ies) or significant deficiencies included in the peer review report.
The review team should also communicate that the firm may be required, if
applicable, to (1) take certain actions to correct the deficiencies or significant
deficiencies noted in the report and/or (2) complete an implementation plan to
address the findings noted in the FFC form(s). The review team should also
discuss with the reviewed firm the implications of these steps on the accep-
tance and completion of the peer review and the reviewed firm's enrollment in
the program. The exit conference is also the appropriate vehicle for providing
suggestions to the firm that are not included in the report, FFC form(s), or MFC
form(s).

Addressing Disagreements Between the Reviewer
and the Reviewed Firm

.93 Disagreements may arise on the resolution of various issues, for in-
stance, related to the review of particular engagements, the systemic cause for
a deficiency, or issues related to a design deficiency. In addition, there could be
a disagreement on the appropriate approach to be taken in performing and/or
reporting in conformity with applicable professional standards, or the review
team might not believe that the actions planned or taken by the firm, if any,
are appropriate (for example, if the reviewed firm believes that it can continue
to support a previously issued report and the review team continues to believe
that there may be a failure to reach appropriate conclusions in the application of
professional standards). Reviewers and reviewed firms should understand that
professional judgment often becomes a part of the process and that each party
has the right to challenge each other on an issue. Nevertheless, a disagreement
on the resolution of an issue may persist in some circumstances. The reviewed
firm or reviewer should be aware that they may consult with their administer-
ing entity and, if necessary, request that the administering entity's peer review
committee resolve the disagreement. If the administering entity's full peer re-
view committee is unable to resolve the disagreement, the administering entity
may refer unresolved issues to the board for a final determination. Only the ad-
ministering entity's peer review committee will be responsible for determining
whether a disagreement still exists, or whether the reviewed firm or review
team is not cooperating, in order for the administering entity to refer the issue
to the board.
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Reporting on System Reviews
General

.94 The team captain should furnish the reviewed firm with a written
report within 30 days of the exit conference date or by the firm's peer review
due date, whichever is earlier. A report on a review performed by a firm is to be
issued on the letterhead of the firm performing the review. A report by a review
team formed by an association of CPA firms is to be issued on the letterhead
of the firm of the team captain performing the review. The report in a System
Review ordinarily should be dated as of the date of the exit conference. See
interpretations for guidance on notification requirements and submission of
peer review documentation to the administering entity.

Preparing the Report in a System Review
.95 The standard form for a report with a peer review rating of pass is

illustrated in appendix C, "Illustration of a Report With a Peer Review Rating of
Pass in a System Review." Illustrations of reports with a peer review rating
of pass with deficiencies and fail are presented in appendixes E, "Illustration of
a Report With a Peer Review Rating of Pass With Deficiencies in a System
Review" and I, "Illustration of a Report With a Peer Review Rating of Fail in a
System Review," respectively. Illustrations of reports with a peer review rating
of pass (with a scope limitation), pass with deficiencies (with a scope limitation),
and fail (with a scope limitation) are presented in appendixes D, "Illustration
of a Report With a Peer Review Rating of Pass (With a Scope Limitation) in
a System Review;" G, "Illustration of a Report With a Peer Review Rating of
Pass With Deficiencies (With a Scope Limitation) in a System Review;" and
K, "Illustration of a Report With a Peer Review Rating of Fail (With a Scope
Limitation) in a System Review," respectively.

.96 The written report in a System Review should:

a. State at the top of the report the title "System Review Report."

b. State that the system of quality control for the accounting and auditing
practice of the firm was reviewed and include the year-end covered by
the peer review.

c. State that the peer review was conducted in accordance with the Stan-
dards for Performing and Reporting on Peer Reviews established by
the Peer Review Board of the American Institute of Certified Public
Accountants.

d. State that the firm is responsible for designing a system of quality con-
trol and complying with it to provide the firm with reasonable assurance
of performing and reporting in conformity with applicable professional
standards in all material respects.

e. State that the reviewer's responsibility is to express an opinion on the
design of the system of quality control and the firm's compliance there-
with based on the review.

f. State that the nature, objectives, scope, limitations of, and procedures
performed in a System Review are described in the standards.

g. Include a URL reference to the AICPA Web site where the standards
are located.

h. Identify engagement types required to be selected by the board in the
interpretations, when applicable.

i. Identify the different peer review ratings that the firm could receive.
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j. In a report with a peer review rating of pass:

• Express an opinion that the system of quality control for the ac-
counting and auditing practice of the reviewed firm in effect for
the year-ended has been suitably designed and complied with to
provide the firm with reasonable assurance of performing and re-
porting in conformity with applicable professional standards in all
material respects.

• State at the end of the opinion paragraph that therefore the firm
has received a peer review rating of pass.

• In the event of a scope limitation, include an additional paragraph
before the opinion paragraph that describes the relationship of
the excluded engagement(s) or functional area(s) to the reviewed
firm's practice as a whole, the highest level of service and industry
concentration, if any, of the engagement(s) excluded from potential
selection, and the affect of the exclusion on the scope and results
of the peer review.

• Reports with a peer review rating of pass do not contain any find-
ings, deficiencies, significant deficiencies, or recommendations.

k. In a report with a peer review rating of pass with deficiencies:14

• Express an opinion that, except for the deficiencies described
above, the system of quality control for the accounting and audit-
ing practice of the reviewed firm in effect for the year-ended has
been suitably designed and complied with to provide the firm with
reasonable assurance of performing and reporting in conformity
with applicable professional standards in all material respects.

• State at the end of the opinion paragraph that therefore the firm
has received a peer review rating of pass with deficiencies.

• In the event of a scope limitation, include an additional paragraph
before the deficiencies that describes the relationship of the ex-
cluded engagement(s) or functional area(s) to the reviewed firm's
practice as a whole, the highest level of service and industry con-
centration, if any, of the engagement(s) excluded from potential
selection, and the affect of the exclusion on the scope and results
of the peer review.

l. In a report with a peer review rating of fail:

• Express an opinion that as a result of the significant deficiencies
described above, the system of quality control for the accounting
and auditing practice of the reviewed firm in effect for the year-
ended was not suitably designed or complied with to provide the
firm with reasonable assurance of performing and reporting in
conformity with applicable professional standards in all material
respects.

• State at the end of the opinion paragraph that therefore the firm
has received a peer review rating of fail.

• In the event of a scope limitation, include an additional paragraph
before the significant deficiencies that describes the relationship of

14 Reference to plural could also apply to a singular item within the standards. For instance,
there could be deficiencies or a deficiency. The wording in the peer review report should be tailored
as necessary.
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the excluded engagement(s) or functional area(s) to the reviewed
firm's practice as a whole, the highest level of service and industry
concentration, if any, of the engagement(s) excluded from potential
selection, and the affect of the exclusion on the scope and results
of the peer review.

m. Include, for reports with a peer review rating of pass with deficiencies or
fail, systemically written descriptions of the deficiencies or significant
deficiencies and the reviewing firm's recommendations (each of these
should be numbered) (see interpretations).

n. Identify, for any deficiencies or significant deficiencies included in the
report with a peer review rating of pass with deficiencies or fail, any
that were also made in the report15 issued on the firm's previous peer
review (see interpretations). This should be determined based on the
underlying systemic cause of the deficiencies or significant deficiencies.

o. Identify the industry and level of service for any deficiencies or signifi-
cant deficiencies that are determined to be industry specific included in
the report with a peer review rating of pass with deficiencies or fail.

Firm Responses in a System Review
.97 If the reviewed firm receives a report with a peer review rating of pass

with deficiencies or fail, the reviewed firm should respond in writing to the
deficiencies or significant deficiencies and related recommendations identified
in the report. The letter of response should be addressed to the administering
entity's peer review committee and should describe the actions planned (includ-
ing timing) or taken by the reviewed firm with respect to each deficiency in the
report. The reviewed firm should submit a copy of the report, and its letter of
response, to the administering entity within 30 days of the date it received the
report from the team captain or by the firm's peer review due date, whichever
date is earlier. Prior to submitting the response to the administering entity,
the reviewed firm should submit the response to the team captain for review,
evaluation, and comment (see interpretations).

.98 If the reviewed firm receives a report with a peer review rating of pass
or pass (with a scope limitation), a letter of response is not applicable, and the
reviewed firm does not submit a copy of the report to the administering entity.

.99 The reviewed firm should respond to all findings and related recom-
mendations not rising to the level of a deficiency or significant deficiency on the
related FFC forms. These responses should describe the plan the reviewed firm
has implemented or will implement (including timing) with respect to each find-
ing. The team captain should review and evaluate the responses on the FFC
forms before they are submitted to the administering entity (see interpreta-
tions).

.100 If, after a discussion with the team captain, the reviewed firm dis-
agrees with one or more of the findings, deficiencies, or significant deficiencies,
the reviewed firm should contact the administering entity for assistance in the
matter (see paragraph .93). If the reviewed firm still disagrees with one or more
of the findings, deficiencies, or significant deficiencies, its response on either the
FFC form or in the letter of response, as applicable, should describe the reasons
for the disagreement.

.101 Illustrations of letters of response by a reviewed firm to reports in
a System Review with a peer review rating of pass with deficiencies and fail

15 And/or the letter of comments, if applicable, for reviews commenced prior to January 1, 2009.
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are included in appendixes F, "Illustration of a Response by a Reviewed Firm
to a Report With a Peer Review Rating of Pass With Deficiencies in a System
Review;" H, "Illustration of a Response by a Reviewed Firm to a Report With
a Peer Review Rating of Pass With Deficiencies (With a Scope Limitation) in a
System Review;" J, "Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail in a System Review;" and L, "Illustration of
a Response by a Reviewed Firm to a Report With a Peer Review Rating of Fail
(With a Scope Limitation) in a System Review."

Performing Engagement Reviews
Objectives

.102 The objective of an Engagement Review is to evaluate whether en-
gagements submitted for review are performed and reported on in conformity
with applicable professional standards in all material respects. An Engagement
Review consists of reading the financial statements or information submitted
by the reviewed firm and the accountant's report thereon, together with cer-
tain background information and representations and, except for compilation
engagements performed under SSARS, the applicable documentation required
by professional standards.

.103 Engagement Reviews are available only to firms that do not perform
engagements under the SASs, Government Auditing Standards, examinations
of prospective financial statements under the SSAEs, or audits of non-SEC
issuers performed pursuant to the standards of the PCAOB. However, firms
eligible to have an Engagement Review may elect to have a System Review
(see interpretations).

Basic Requirements
.104 The criteria for selecting the peer review year-end and the period to be

covered by an Engagement Review are the same as those for a System Review
(see paragraphs .13–.19). Engagements subject to review ordinarily should be
those with periods ending during the year under review. For attestation en-
gagements, including financial forecasts or projections, the selection for review
ordinarily should be those engagements with report dates during the year un-
der review. The reviewed firm should provide summarized information show-
ing the number of its compilation and review engagements performed under
SSARS and engagements performed under the SSAEs, classified into industry
categories. That information should be provided for each partner, or individual
if not a partner, of the firm who is responsible for the issuance of reports on
such engagements. On the basis of that information, the review captain or the
administering entity ordinarily should select the types of engagements to be
submitted for review, in accordance with the following guidelines:

a. One engagement should be selected from each of the following areas of
service performed by the firm:

1. Review of historical financial statements (performed under
SSARS)

2. Compilation of historical financial statements, with disclosures
(performed under SSARS)

3. Compilation of historical financial statements that omits substan-
tially all disclosures (performed under SSARS)

4. Engagements performed under the SSAEs other than examina-
tions of prospective financial statements.
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b. One engagement should be selected from each partner, or individual of
the firm if not a partner, responsible for the issuance of reports listed in
item (a).

c. Ordinarily, at least two engagements should be selected for review.

.105 The preceding criteria are not mutually exclusive. The objective is to
ensure that one engagement is selected for each partner and one engagement is
selected from each of the areas of service performed by the firm listed in item (a)
in the previous list. Therefore, one of every type of engagement that a partner,
or individual if not a partner, responsible for the issuance of the reports listed
in item (a) in the previous list performs does not have to be reviewed as long
as, for the firm taken as a whole, all types of engagements noted in item (a) in
the previous list performed by the firm are covered.

.106 The review captain should obtain the required representations sub-
mitted by the firm (see paragraph .05(f )) and should obtain the firm's prior peer
review report,16 the letter response, if applicable, and the letter accepting those
documents, all from the reviewed firm. The review captain should also obtain
the prior FFC forms (from the administering entity if the review captain's firm
did not perform the prior review).

.107 For each engagement selected for review, the reviewed firm should
submit the appropriate financial statements or information and the accoun-
tant's report, masking client identity if it desires, along with specified back-
ground information, representations about each engagement and, except for
compilation engagements performed under SSARS, the firm's documentation
required by applicable professional standards for each of these engagements.
There is a presumption that all engagements otherwise subject to the peer
review will be included in the scope of the review. However, in the rare situa-
tions when exclusions or other limitations on the scope of the review are being
contemplated, a reviewer should carefully consider the implications of such
exclusion. This includes communicating with the firm and the administering
entity the effect on the review and on the ability of the reviewer to issue a peer
review report.

.108 The evaluation of each engagement submitted for review includes:

a. Consideration of the financial statements or information and the re-
lated accountant's report on the compilation and review engagements
performed under SSARS and engagements performed under SSAEs.

b. Consideration of the documentation on the engagements performed via
reviewing background and engagement profile information, represen-
tations made by the firm, and inquiries.

c. For engagements other than compilation engagements performed un-
der SSARS, review of all other documentation required by applicable
professional standards on the engagements.

d. The review captain may request to review all other documentation on
compilation engagements performed under SSARS if the firm has rep-
resented that the documentation is appropriate but the review captain
has cause to believe that the documentation may not have been prepared
in accordance with applicable professional standards,or to support pre-
sentation or measurement issues relating to the financial statements
or information, if necessary.

.109 An Engagement Review does not include a review of other docu-
mentation prepared on the engagements submitted for review (other than the

16 And the letter of comments, if applicable, for reviews commenced prior to January 1, 2009.
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documentation referred to in paragraphs .107–.108), tests of the firm's admin-
istrative or personnel files, interviews of selected firm personnel, or other pro-
cedures performed in a System Review (see interpretations). Accordingly, an
Engagement Review does not provide the review captain with a basis for ex-
pressing any form of assurance on the firm's system of quality control for its ac-
counting practice. The review captain's report does indicate, however, whether
anything came to the review captain's attention that caused him or her to be-
lieve that the engagements submitted for review were not performed and re-
ported on in conformity with applicable professional standards in all material
respects (see interpretations). The review captain should promptly inform the
firm when an engagement is not performed and/or reported on in conformity
with applicable professional standards and remind the firm of its obligation
under professional standards to take appropriate actions (see interpretations).

Identifying Matters, Findings, Deficiencies,
and Significant Deficiencies

.110 Determining the relative importance of matters noted during the peer
review, individually or combined with others, is a matter of professional judg-
ment. Careful consideration is required in forming conclusions. The descrip-
tions that follow, used in conjunction with practice aids (MFC, DMFC, and FFC
forms) described below to document these items, are intended to assist in de-
termining the nature of the peer review report to issue:

a. A matter is noted as a result of evaluating whether an engagement
submitted for review was performed and/or reported on in conformity
with applicable professional standards. The evaluation includes review-
ing the financial statements or information, the related accountant's
reports, and the adequacy of procedures performed, including related
documentation. Matters are typically one or more "No" answers to ques-
tions in peer review questionnaire(s). A matter is documented on a Mat-
ter for Further Consideration (MFC) form.

b A finding is one or more matters that the review captain has concluded
result in financial statements or information, the related accountant's
reports submitted for review, or the procedures performed, including
related documentation, not being performed and/or reported on in con-
formity with the requirements of applicable professional standards. A
review captain will conclude whether one or more findings are a defi-
ciency or significant deficiency. If the review captain concludes that no
finding, individually or combined with others, rises to the level of defi-
ciency or significant deficiency, a report rating of pass is appropriate. A
finding not rising to the level of a deficiency or significant deficiency is
documented on an Finding for Further Consideration (FFC) form.

c. A deficiency is one or more findings that the review captain concludes
are material to the understanding of the financial statements or infor-
mation and/or related accountant's reports or that represent omission
of a critical procedure, including documentation, required by applicable
professional standards. When the review captain concludes that defi-
ciencies are not evident on all of the engagements submitted for review,
or when the exact same deficiency occurs on each of the engagements
submitted for review and there are no other deficiencies, such deficien-
cies are communicated in a report with a peer review rating of pass with
deficiencies.

d. A significant deficiency exists when the review captain concludes that
deficiencies are evident on all of the engagements submitted for review
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(with the exception of when more than one engagement has been sub-
mitted for review, the exact same deficiency occurs on each of those en-
gagements, and there are no other deficiencies, which ordinarily would
result in a report with a peer review rating of pass with deficiencies).
When a significant deficiency is noted, the review captain concludes
that all engagements submitted for review were not performed and/or
reported on in conformity with applicable professional standards in all
material respects. Such significant deficiencies are communicated in a
report with a peer review rating of fail.

.111 A broad understanding of the peer review process, from the review of
submitted engagements to the decision making process of determining whether
an item noted during an Engagement Review is a matter, finding, deficiency,
or significant deficiency, is shown in exhibit A. The exhibit also illustrates the
aggregation of these items, where those items are documented in the practice
aids, and how they might affect the type of report issued.
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Exhibit A
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.112 As described by exhibit A in paragraph .111, depending on the reso-
lution of a matter and the process of aggregating and evaluating peer review
results, a matter may develop into a finding. Findings will also be evaluated,
and after considering their nature and relative importance, including whether
they are material to the understanding of the report or financial statements
and/or represent the omission of a critical procedure including documentation,
may not get elevated to a deficiency. Alternatively, a matter may develop into
a finding and get elevated to a deficiency. That deficiency may or may not be
further elevated to a significant deficiency.

.113 A matter is documented on an MFC form. If the matter, after fur-
ther evaluation, gets elevated to a finding, but not a deficiency or significant
deficiency, it is documented on an FFC form. The FFC form is a standalone doc-
ument that includes the reviewer's recommendation and the reviewed firm's
response regarding actions planned or taken and the timing of those actions
by the firm. MFC and FFC forms are subject to review and oversight by
the administering entity, who will evaluate the reviewed firm's FFC form re-
sponses for appropriateness and responsiveness (see paragraphs .141–.145). If
the matter documented on the MFC form is instead elevated to a deficiency
or significant deficiency, then it is communicated in the report itself, along
with the reviewer's recommendation. The firm submits a letter of response
regarding actions planned or taken and the timing of those actions by the
firm, which is also evaluated for appropriateness and responsiveness (see para-
graphs .139–.140).

.114 In order to document the disposition of all the MFCs, the review cap-
tain completes a DMFC form. The DMFC form is included in the review cap-
tain's checklist as part of the working papers and provides a trail of the dispo-
sition of the MFCs for the peer reviewer, administering entity, and individuals
conducting technical reviews or oversight. All of the MFCs are identified on
the DMFC form with an indication after each as to whether it was cleared, dis-
cussed with the firm, included on a specific FFC form (individually or combined
with other MFCs), or included as a deficiency in a report with a peer review
rating of pass with deficiencies or as a significant deficiency in a report with a
peer review rating of fail.

.115 A firm that has an Engagement Review should respond promptly to
questions raised in the review, whether those questions are raised orally or in
writing. The review captain will contact the firm, before issuing the final peer
review report, to resolve questions raised during the peer review and to com-
plete the MFC, DMFC, and FFC forms as applicable. In addition to discussing
deficiencies or significant deficiencies and recommendations to be included in
a report with a peer review rating of pass with deficiencies or fail, ordinarily,
these should be discussed, along with the content of the letter of response, and
agreed upon with the firm prior to the issuance of the final written report. The
review captain should also communicate, if applicable, that the firm may be
required to (1) take certain actions to correct the deficiencies or significant de-
ficiencies noted in the report and/or (2) complete an implementation plan to
address the findings noted on the FFC form(s). The review team should also
discuss with the reviewed firm the implications of these steps on the accep-
tance and completion of the peer review and the reviewed firm's enrollment
in the program. This is also the appropriate opportunity for providing sug-
gestions to the firm that are not included in the report, FFC form(s), or MFC
form(s).
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Addressing Disagreements Between the Reviewer
and the Reviewed Firm

.116 Disagreements may arise on the resolution of various issues. For in-
stance, there could be a disagreement on the appropriate approach to perform-
ing and/or reporting in conformity with applicable professional standards, or
the review team might not believe that the actions planned or taken by the firm,
if any, are appropriate (for example, if the reviewed firm believes that it can
continue to support a previously issued report and the review team continues
to believe that there may be a failure to reach appropriate conclusions in the
application of professional standards). Reviewers and reviewed firms should
understand that professional judgment often becomes a part of the process and
that each party has the right to challenge each other on an issue. Nevertheless,
a disagreement on the resolution of an issue may persist in some circumstances.
The reviewed firm and reviewer should be aware that they may consult with
their administering entity and, if necessary, request that the administering
entity's peer review committee resolve the disagreement. If the administer-
ing entity's full peer review committee is unable to resolve the disagreement,
the administering entity may refer unresolved issues to the board for a final
determination. Only the administering entity's peer review committee will be
responsible for determining whether a disagreement still exists or whether the
reviewed firm or review team is not cooperating in order to refer the issue to
the board.

Reporting on Engagement Reviews
Forming Conclusions on the Type of Report to Issue
in an Engagement Review

Engagement Review Report With a Peer Review Rating of Pass
.117 A report with a peer review rating of pass is issued when the reviewer

concludes that nothing came to his or her attention that caused him or her to
believe that the engagements submitted for review were not performed and
reported on in conformity with applicable professional standards in all material
respects. There are no deficiencies or significant deficiencies that affect the
nature of the report and, therefore, the report does not contain any deficiencies,
significant deficiencies, or recommendations. In the event of a scope limitation,
a report with a peer review rating of pass (with a scope limitation) is issued.

Engagement Review Report With a Peer Review Rating of Pass
With Deficiencies

.118 A report with a peer review rating of pass with deficiencies is issued
when the review captain concludes that nothing came to his or her attention
that caused him or her to believe that the engagements submitted for review
were not performed and reported on in conformity with applicable professional
standards in all material respects except for the deficiencies that are described
in the report. The deficiencies are one or more findings that the peer reviewer
concludes are material to the understanding of the report or financial state-
ments or represents omission of a critical procedure, including documentation,
required by applicable professional standards. A report with a peer review rat-
ing of pass with deficiencies is issued when at least one but not all of the en-
gagements submitted for review contain a deficiency. However, when more than
one engagement has been submitted for review, and the exact same deficiency
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occurs on each of the engagements, and there are no other deficiencies, a report
with a peer review rating of pass with deficiency should be issued rather than
with a peer review rating of fail. In the event of a scope limitation, a report
with a peer review rating of pass with deficiencies (with a scope limitation) is
issued.

Engagement Review Report With a Peer Review Rating of Fail
.119 A report with a peer review rating of fail is issued when the review

captain concludes that, as a result of the deficiencies described in the report,
the engagements submitted for review were not performed and/or reported on
in conformity with applicable professional standards in all material respects. A
report with a peer review rating of fail is issued when deficiencies are evident
on all of the engagements submitted for review. However, a report with a peer
review rating of pass with deficiency should be issued when more than one
engagement has been submitted for review, and the exact same deficiency occurs
on each of the engagements, and there are no other deficiencies. The review
captain should not expand scope beyond the original selection of engagements
in an effort to change the conclusion from a peer review rating of fail in these
circumstances. In the event of a scope limitation, a report with a peer review
rating of fail (with a scope limitation) is issued.

General
.120 In an Engagement Review, the review captain should furnish the re-

viewed firm with a written report within 30 days of the review of engagements
or by the firm's peer review due date, whichever is earlier. A report on a review
performed by a firm is to be issued on the letterhead of the firm performing the
review. A report by a review team formed by an association of CPA firms is to be
issued on the letterhead of the firm of the review captain performing the review.
Other reports are issued on the letterhead of the administering entity. The re-
port in an Engagement Review ordinarily should be dated as of the date of the
completion of the peer review procedures. See interpretations for guidance on
notification requirements and submission of peer review documentation to the
administering entity.

Illustrations of Reports in an Engagement Review
.121 The standard form for a report with a peer review rating of pass is

illustrated in appendix M, "Illustration of a Report with a Peer Review Rating
of Pass in an Engagement Review." Illustrations of reports with a peer review
rating of pass with deficiencies and fail are presented in appendixes N, "Il-
lustration of a Report with a Peer Review Rating of Pass with Deficiencies in
an Engagement Review," and P, "Illustration of a Report with a Peer Review
Rating of Fail in an Engagement Review," respectively. Additional paragraphs
included for scope limitations follow the illustrations for System Reviews with
scope limitations (see appendixes D, G, and K).

.122 The written report in an Engagement Review should:

a. State at the top of the report the title "Engagement Review Report."

b. State that the review captain reviewed selected accounting engage-
ments of the firm and include the year-end covered by the peer review.

c. State that the peer review was conducted in accordance with the Stan-
dards for Performing and Reporting on Peer Reviews established by
the Peer Review Board of the American Institute of Certified Public
Accountants.
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d. State that the firm is responsible for designing a system of quality con-
trol and complying with it to provide the firm with reasonable assurance
of performing and reporting in conformity with applicable professional
standards in all material respects (even though this is an Engagement
Review, the statement reflects the responsibility of the firm).

e. State that the reviewer's responsibility is to evaluate whether the en-
gagements submitted for review were performed and reported on in
conformity with applicable professional standards in all material re-
spects.

f. State that an Engagement Review does not include reviewing the firm's
system of quality control and compliance therewith and, accordingly, the
reviewers express no opinion or any form of assurance on that system.

g. State that the nature, objectives, scope, limitations of, and procedures
performed in an Engagement Review are described in the standards.

h. Include a URL to the AICPA Web site where the standards are located.

i. Identify the different peer review ratings that the firm could receive.

j. In a report with a peer review rating of pass, state:

• That nothing came to the review captain's attention that caused
the review captain to believe that the engagements submitted for
review were not performed and reported on in conformity with
applicable professional standards in all material respects.

• At the end of the second paragraph, that therefore the firm has
received a peer review rating of pass.

• In the event of a scope limitation, include an additional paragraph
before the last paragraph that describes the relationship of the
excluded engagement(s) to the reviewed firm's practice as a whole,
the highest level of service and industry concentration, if any, of
the engagement(s) excluded from the potential selection, and the
affect of the exclusion on the scope and results of the peer review.

• Reports with a peer review rating of pass do not contain any find-
ings, deficiencies, significant deficiencies, or recommendations.

k. In a report with a peer review rating of pass with deficiencies,17 state:

• That except for the deficiencies described above, nothing came to
the review captain's attention that caused the review captain to
believe that the engagements submitted for review were not per-
formed and reported on in conformity with applicable professional
standards in all material respects.

• At the end of the last paragraph, that therefore the firm has re-
ceived a peer review rating of pass with deficiencies.

• In the event of a scope limitation, include an additional paragraph
before the deficiencies that describes the relationship of the ex-
cluded engagement(s) to the reviewed firm's practice as a whole,
the highest level of service and industry concentration, if any, of
the engagement(s) excluded from the potential selection, and the
affect of the exclusion on the scope and results of the peer review.

17 Reference to plural could also apply to a singular item within the standards. For instance,
there could be deficiencies or a deficiency. The wording in the peer review report should be tailored
as necessary.
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l. In a report with a peer review rating of fail, state:

• That as a result of the deficiencies described above, the review
captain believes that the engagements submitted for review were
not performed and/or reported on in conformity with applicable
professional standards in all material respects.

• At the end of the last paragraph, that therefore the firm has re-
ceived a peer review rating of fail.

• In the event of a scope limitation, include an additional paragraph
before the significant deficiencies that describes the relationship
of the excluded engagement(s) to the reviewed firm's practice as
a whole, the highest level of service and industry concentration,
if any, of the engagement(s) excluded from the potential selection,
and the affect of the exclusion on the scope and results of the peer
review.

m. Include, for reports with a peer review rating of pass with deficiencies
or fail, descriptions of the deficiencies or significant deficiencies and the
reviewing firm's recommendations (each of these should be numbered)
(see interpretations).

n. Identify, for any deficiencies or significant deficiencies included in the
report with a peer review rating of pass with deficiencies or fail, any
that were also made in the report18 in the firm's previous peer review.
However, if the specific types of reporting, presentation, disclosure, or
documentation deficiencies or significant deficiencies are not substan-
tially the same on the current review as on the prior review, the defi-
ciencies or significant deficiencies would not be considered a repeat (see
interpretations).

o. Identify the industry and level of service for any deficiencies or signifi-
cant deficiencies that are determined to be industry specific included in
the report with a peer review rating of pass with deficiencies or fail.

Firm Responses in an Engagement Review
.123 In an Engagement Review, if the firm receives a report with a peer re-

view rating of pass with deficiencies or fail, the reviewed firm should respond in
writing to the deficiencies or significant deficiencies and related recommenda-
tions identified in the report. The letter of response should be addressed to the
administering entity's peer review committee and should describe the actions
planned (including timing) or taken by the reviewed firm with respect to each
deficiency in the report. The reviewed firm should submit a copy of the report,
and its letter of response, to the administering entity within 30 days of the
date it received the report from the review captain or by the firm's peer review
due date, whichever date is earlier. Prior to submitting the letter of response to
the administering entity, the reviewed firm should submit the response to the
review captain for review, evaluation, and comment (see interpretations).

.124 If the firm receives a report with a peer review rating of pass or pass
(with a scope limitation), a letter of response is not applicable, and the reviewed
firm does not submit a copy of the report to the administering entity.

.125 The reviewed firm should respond to all findings and related recom-
mendations not rising to the level of a deficiency or significant deficiency on
the related FFC forms. These responses should describe the plan the reviewed
firm has implemented or will implement (including timing) with respect to each
finding. The review captain should review and evaluate the responses on the

18 And/or the letter of comments, if applicable, for reviews commenced prior to January 1, 2009.
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FFC forms before they are submitted to the administering entity (see interpre-
tations).

.126 If, after a discussion with the review captain, the reviewed firm dis-
agrees with one or more of the findings, deficiencies, or significant deficiencies,
the reviewed firm should contact the administering entity for assistance in the
matter (see paragraph .116). If the reviewed firm still disagrees with one or
more of the findings, deficiencies, or significant deficiencies, its response on ei-
ther the FFC form or in the letter of response, as applicable, should describe
the reasons for such disagreement.

.127 Illustrations of letters of responses by a reviewed firm to reports with
a peer review rating of pass with deficiencies and fail are included in appendixes
O, "Illustration of a Response by a Reviewed Firm to a Report With a Peer
Review Rating of Pass With Deficiencies in an EngagementReview" and Q, "Il-
lustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Fail in an Engagement Review."

Administering Peer Reviews
.128 All peer reviews intended to meet the requirements of the program

should be carried out in conformity with these standards under the supervision
of a state CPA society, group of state CPA societies, the AICPA Peer Review
Board's National PRC (see interpretations), or other entity (hereinafter, admin-
istering entity) approved by the board to administer peer reviews. This imposes
an obligation on reviewed firms to facilitate completion of their peer reviews in
compliance with the procedures established by the board, and to cooperate with
the peer reviewer, administering entity, and the board in all matters related to
the review.

.129 Entities requesting to administer the program are required to com-
plete and sign a Plan of Administration annually whereby the entity agrees to
administer the program in compliance with these standards, interpretations,
and other guidance established by the board. Upon receipt of the plans by the
AICPA, including jurisdictions not requesting to administer the program for
their state, the board annually approves the administering entities for all of
the jurisdictions covered by the program.

.130 This imposes an obligation on the administering entities to ensure
that their staff, technical reviewers, committee members, and all others in-
volved in the administration of the program and performance of peer reviews
comply with these standards, interpretations, and other guidance established
by the board. Administering entities shall also cooperate with the board in all
matters related to the administration of the program. Failure to comply with
these standards, interpretations, and other guidance may result in the revoca-
tion of the administering entity's plan by the board. If an administering entity
refuses to cooperate or is found to be deficient in administering the program in
compliance with these standards or with other guidance, the board may decide
pursuant to fair procedures whether the administering entity's plan should be
revoked or whether some other action should be taken.

.131 Due to the volume of peer reviews, firms, reviewers, and other con-
tributing factors, the board recognizes that administering entities, and in some
situations firms and peer reviewers, may need the flexibility, in specific cir-
cumstances, to implement alternate methods of complying with the standards,
interpretations, or guidance issued by the board. The board and/or its staff
will consider reasonable requests from administering entities' peer review com-
mittees on such matters. The comprehensiveness of the administering entity's
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oversight policies and procedures will be considered as well as such factors as
whether the objectives of the standards, interpretations, or guidance would still
be met. Administering entities must submit a request in writing to the board
for approval prior to implementing alternative methods of complying with the
standards, interpretations, or other guidance. This request should ordinarily
be submitted in conjunction with the submission of its plan.

Fulfilling Peer Review Committee and Report
Acceptance Body Responsibilities

.132 An administering entity appoints a peer review committee to oversee
the administration, acceptance, and completion of peer reviews. The committee
may decide to delegate a portion of the report acceptance function to report
acceptance bodies (RABs), whose members may be, but are not required to be,
members of the committee as well. Members of a committee or a RAB must meet
minimum qualification requirements (see interpretations). It is ultimately the
committee's responsibility to ensure that it (or a RAB on its behalf) considers
the results of peer reviews it administers that are undertaken to meet the
requirements of the program. The activities of the committee should be carried
out in accordance with administrative procedures and guidance issued by the
board. Committee members may not participate in any discussion or have any
vote with respect to a reviewed firm if the member lacks independence or has a
conflict of interest with the reviewing firm, the reviewer, or the reviewed firm.

.133 The committee's report acceptance responsibilities include, but are
not limited to:

a. Ensuring that peer reviews are presented to an RAB in a timely manner,
ordinarily within 120 days of the later of receipt of the working papers
and peer review report from the team captain or review captain or, if
applicable, the report with a peer review rating of pass with deficiencies
or fail and the related letter of response from the reviewed firm, or
within 60 days for Engagement Reviews meeting certain criteria (see
paragraphs .137–.138).

b. Considering whether the review has been performed in accordance with
these standards, interpretations, and related guidance materials.

c. Considering whether the report, and the response thereto, if applicable,
are in accordance with these standards, interpretations, and related
guidance materials, including an evaluation of the adequacy of the cor-
rective actions the reviewed firm has represented that it has taken or
will take in its letter of response.

d. Determining whether it should require any remedial, corrective actions
related to the deficiencies or significant deficiencies noted in the peer
review report, in addition to those described by the reviewed firm in its
letter of response. Examples of such corrective actions include, but are
not limited to, requiring certain individuals to obtain specified kinds
and specified amounts of CPE, requiring the firm to carry out more
comprehensive monitoring procedures, or requiring it to engage another
CPA to perform preissuance or postissuance reviews of financial state-
ments, reports, and accounting and audit documentation to attempt to
strengthen the performance of the firm's personnel.

e. In relation to FFCs:

1. Considering whether FFC (and associated MFC and DMFC)
forms are prepared in accordance with these standards,
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interpretations, and related guidance materials, including
whether the findings addressed on the FFC forms should have
been included in a report with a peer review rating of pass with
deficiencies or fail.

2. Determining the adequacy of the plan the reviewed firm has rep-
resented that it has implemented or will implement in its re-
sponse on the FFC form(s).

3. Determining whether it should require an implementation plan
in addition to or as an affirmation of the plan described by the
reviewed firm in its response to the findings on the FFC form(s).

f. Ensuring that all corrective actions related to deficiencies or significant
deficiencies in the peer review report and all implementation plans re-
lated to findings on FFC forms have been completed to the satisfaction
of the committee.

g. Ensuring that all firms within its jurisdiction have timely peer reviews
and keeping track of the timing of the completion of corrective actions
and implementation plans by all firms that the committee has required,
including those that are overdue.

.134 In reaching its conclusions on the preceding items, the committee is
authorized to make whatever inquiries or initiate whatever actions it considers
necessary in the circumstances, including but not limited to requesting expan-
sion of scope, revisions to the report, or the reviewed firm's response thereto.
Such inquiries or actions by the committee should be made with the under-
standing that the program is intended to be positive and remedial in nature
and is based on mutual trust and cooperation.

.135 In the rare event of a disagreement between the administering entity
and either the reviewer or the reviewed firm that cannot be resolved by ordinary
good-faith efforts, the administering entity may request that the matter be
referred to the board for final resolution. Only the approved administering
entity's peer review committee will be responsible for determining whether a
disagreement still exists in order to refer the matter to the board. In these
circumstances, the board may consult with representatives of other AICPA
committees or with appropriate AICPA staff.

Accepting System and Engagement Reviews
.136 Technical reviews are required to be performed by the administering

entity on all peer reviews. Technical reviewers must meet minimum qualifica-
tion requirements (see interpretations).

.137 All System Reviews are required to be presented for committee con-
sideration, but committee consideration is not always required in an Engage-
ment Review. The technical reviewer19 should be delegated the authority from
the committee to accept Engagement Reviews in certain circumstances (see
interpretations).

.138 Engagement Reviews that do not require committee consideration are
required to be accepted by the technical reviewer within 60 days of receipt of the
working papers and report from the review captain. If the committee does not
delegate the authority to the technical reviewer to accept Engagement Reviews
under the specific criteria indicated previously, the review is required to be

19 The responsibilities and the role of technical reviewers are included in the AICPA Peer Review
Program Report Acceptance Body Handbook, which is provided to all administering entities.
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presented to the committee within 60 days of receipt of the working papers and
report from the review captain.

.139 In deciding on the need for and nature of any corrective actions, the
committee should consider the nature and significance (and for System Re-
views, the causes, pattern, pervasiveness, and relative importance to the sys-
tem of quality control as a whole) of the deficiencies or significant deficiencies.
It should evaluate whether the recommendations of the review team appear to
address those deficiencies or significant deficiencies adequately and whether
the reviewed firm's responses to those recommendations appear comprehen-
sive, genuine, and feasible.

.140 If the peer review committee determines that corrective actions re-
lated to the deficiencies or significant deficiencies noted in the peer review re-
port, in addition or as an affirmation of those described by the firm in its letter of
response, are appropriate, the firm will be required to evidence its agreement
to perform these corrective action(s) in writing before the report is accepted
and complete the action(s) as a condition of cooperation with the administering
entity and the board.

Cooperating in a Peer Review
.141 Paragraph .05(h) of the standards noted that firms (and individuals)

enrolled in the program have the responsibility to cooperate with the peer re-
viewer, administering entity, and the board in all matters related to the peer re-
view, including taking remedial, corrective actions or implementing FFC plans
as needed.

.142 In deciding on the need for and nature of any implementation plan in
addition to that described by the firm in its response on the FFC form, the com-
mittee should consider the nature and significance (and for System Reviews,
the causes, pattern, pervasiveness, and relative importance to the system of
quality control as a whole) of the findings. It should evaluate whether the rec-
ommendations of the review team appear to address those findings adequately
and whether the reviewed firm's responses to those recommendations appear
comprehensive, genuine, and feasible.

.143 If the peer review committee determines, as part of its deliberations
regarding the peer review, that an implementation plan in addition to or as an
affirmation of those described by the firm in its responses on the FFC form are
warranted, the firm will be required to evidence its agreement to perform this
FFC implementation plan in writing and complete the plan as a condition of
cooperation with the administering entity and the board (see interpretations).
Although agreeing to and completing such a plan is not tied to the acceptance
of the peer review, if a firm fails to cooperate, the firm would be subject to
fair procedures that could result in the firm's enrollment in the program being
terminated (see interpretations). The resulting MFC, DMFC, and FFC forms,
as well as any correspondence relating to the implementation plan to be fol-
lowed by the firm related to these documents, are outside of the reporting and
acceptance process.

.144 If a reviewed firm refuses to cooperate, fails to correct deficiencies
or significant deficiencies, or is found to be so seriously deficient in its per-
formance that education and remedial, corrective actions or implementation
plans are not adequate, the board may decide, pursuant to fair procedures that
it has established, to appoint a hearing panel to consider whether the firm's
enrollment in the program should be terminated or whether some other action
should be taken. A firm that receives peer reviews with recurring deficiencies or
significant deficiencies that are not corrected may be deemed as a firm refusing
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to cooperate. In addition, a firm that fails to correct deficiencies or significant
deficiencies after consecutive corrective actions requested by the committee
may also be deemed as a firm refusing to cooperate.

.145 If a decision is made by the hearing panel to terminate a firm's enroll-
ment in the program, the firm will have the right to appeal to the AICPA Joint
Trial Board for a review of the hearing panel's findings. The fact that a firm's
enrollment in the program has been terminated shall be published in such form
and manner as the AICPA Council may prescribe.

Publicizing Peer Review Information
.146 The reviewed firm should not publicize the results of the review or

distribute copies of the peer review report to its personnel, clients, or others un-
til it has been advised that the report has been accepted (see interpretations) by
the administering entity as meeting the requirements of the program. Neither
the administering entity nor the AICPA shall make the results of the review
available to the public, except as authorized or permitted by the firm under
certain circumstances (see interpretations). The administering entity and the
AICPA may disclose the following information:

a. The firm's name and address

b. The firm's enrollment in the program

c. The date of acceptance and the period covered by the firm's most recently
accepted peer review

d. If applicable, whether the firm's enrollment in the program has been
dropped or terminated

Peer Reviewers’ Performance and Cooperation
.147 A team captain, review captain, or reviewer (hereinafter, reviewer)

has a responsibility to perform a review in a timely, professional manner. This
relates not only to the initial submission of the report and materials on the
review, but also to the timely completion of any additional actions necessary
to complete the review, such as completing omitted documentation of the work
performed on the review or resolving questions raised by the committee or
technical reviewer accepting the review as well as the board and AICPA staff.

.148 In considering peer review documents for acceptance, the committee
evaluates the reviewer's performance on the peer review. In addition to the
committee's evaluation, the board and AICPA staff also evaluate and track
reviewers' performance on peer reviews. If serious weaknesses in the reviewer's
performance are noted on a particular review, or if a pattern of poor performance
by a particular reviewer is noted, then the board or committee, depending on the
particular circumstances, will consider the need to impose corrective actions on
the service of the reviewer. The board or committee may require the reviewer
to comply with certain actions in order for the reviewer to continue performing
peer reviews, such as (but not limited to) the following:

a. Submitting evidence of attendance at a future reviewer's training or
accounting or auditing course(s)

b. Having committee oversight on the next review(s) performed by the
reviewer at the expense of the reviewer's firm (including out-of-pocket
expenses, such as cost of travel)

c. Submitting all reports and appropriate documentation on all outstand-
ing peer reviews before scheduling or performing another review
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d. Having preissuance review(s) of the report and peer review documenta-
tion on future peer reviews by an individual acceptable to the committee
chair or designee who has experience in performing peer reviews

.149 In situations in which one or more of such actions is imposed, the
administering entity will inform the board and may request that the board
ratify the action(s) to be recognized by other administering entities.

.150 Any condition imposed on a reviewer will generally apply to the indi-
vidual's service as a team captain, review captain, or a team member unless the
condition is specific to the individual's service as only a team captain, review
captain, or team member.

.151 If a reviewer refuses to cooperate with the committee or board, fails
to revise peer review documents as requested by the committee or board, fails
to correct the poor performance, or is found to be deficient in his or her perfor-
mance, and education or other corrective or monitoring actions are not consid-
ered adequate to correct the poor performance, the committee may recommend
to the board that the reviewer be prohibited from performing peer reviews in
the future. In such situations imposed by a committee, the board would con-
sider ratifying the action(s) taken by the committee for the reviewer's name
to be removed from the list of qualified reviewers. The board may decide, with
or without committee recommendation pursuant to fair procedures that it has
established, to consider whether the reviewer should be prohibited from per-
forming peer reviews or whether some other action should be taken.

.152 Corrective or other action(s) can only initially be appealed to the com-
mittee that imposed the action(s). For actions previously appealed to the com-
mittee or imposed or ratified by the board, if the reviewer disagrees with the
corrective action(s), he or she may appeal the decision by writing the board
and explaining why he or she believes that the action(s) are unwarranted. The
board will review and consider the request upon its receipt.

.153 If a reviewer has a corrective or other action(s) imposed on him or her
by the committee or board, and the reviewer had previously been approved to
perform a peer review that has either begun or has yet to begin, then the com-
mittee or board will need to consider whether the review should be performed
by another reviewer, or if the review should be overseen by a member of the
committee at the reviewer's expense, or other actions, if any (whether or not the
reviewer has filed an appeal with the committee or board). If the reviewer has
completed the fieldwork on one or more peer reviews prior to the imposition of
the corrective action, then the committee or board will consider what action, if
any, to take regarding those peer reviews based on the facts and circumstances.

Performing and Reporting on Peer Reviews of Quality
Control Materials (QCM) and Continuing Professional
Education (CPE) Programs
Introduction

.154 Quality control materials (QCM) are materials that are suitable for
adoption by a firm as an integral part of that firm's system of quality control.
Such materials provide guidance to assist firms in performing and reporting in
conformity with professional standards and may include, but are not limited
to, such items as:

a. Engagement aids, including accounting and auditing manuals, check-
lists, questionnaires, work programs, computer-aided accounting and
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auditing tools, and similar materials intended for use by accounting
and auditing engagement teams

b. Personnel manuals, inspection checklists, hiring forms, and client ac-
ceptance and continuance forms

.155 Occasionally, organizations (hereinafter referred to as providers) may
sell or otherwise distribute to CPA firms (hereinafter referred to as user firms)
QCM that they have developed. They may also sell or distribute CPE programs
that they have developed.

.156 Providers may elect voluntarily or be required (see paragraph .159)
to have an independent review of their system of quality control for the devel-
opment and maintenance of the QCM or CPE programs they have developed
and of the materials themselves. The reasons for having such a review are:

a. To provide assurance to user firms that the QCM or CPE programs
they have acquired are reliable aids to assist them in conforming to
those professional standards the materials purport to encompass.

b. To provide more cost-effective peer reviews for firms that have acquired
or use such materials.

c. To ensure that independence and objectivity on peer reviews of user
firms is maintained when such peer reviews are performed by providers
or other user firms in the same association of CPA firms.

.157 A summary of the nature, objectives, scope, limitations of, and proce-
dures performed on QCM or CPE programs is included in appendix A.

Objectives of a Peer Review of QCM or CPE Programs
.158 The objectives of a peer review of QCM or CPE programs developed

by a provider are:

a. To determine whether the provider's system for the development and
maintenance of the QCM or the CPE programs was suitably designed
and was being complied with during the period under review to provide
user firms with reasonable assurance that the materials are reliable
aids to assist them in conforming with those professional standards the
materials purport to encompass.

b. To determine whether the resultant materials are reliable aids.

Applicability
.159 An independent review of the system for the development and main-

tenance of QCM or CPE programs and the resultant materials (the QCM review
or CPE review) is required for the following classes of providers:

a. A firm providing QCM or CPE programs to another firm for which the
provider firm will perform the peer review

b. An association of CPA firms' provider when a user firm in the association
will perform a peer review of another user firm in the association

.160 A provider of QCM or CPE programs falling into either of these cat-
egories should have a QCM or CPE review once every three years and should
arrange to have such a peer review administered by the National PRC per-
formed in accordance with these standards. In the event of substantial change
in the system for the development and maintenance of the materials or in the
resultant materials, the provider should consult with the National PRC to de-
termine whether an accelerated peer review is warranted.

.161 Any other provider of QCM or CPE programs that voluntarily elects
to have a QCM or CPE review performed in accordance with these standards
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should also consult with the National PRC. A provider may have a review vol-
untarily so that peer reviewers of user firms can place reliance on the QCM
or CPE review to reduce the scope of the review of the firm's QCM or CPE
programs.

.162 A QCM or CPE review under these standards may not include mate-
rials relating to audits of SEC issuers performed pursuant to the standards of
the PCAOB.

.163 All providers that plan to have a QCM or CPE review performed in
accordance with these standards must notify the National PRC in advance of
that review so it can be appropriately scheduled. If a QCM or CPE review has
commenced, providers must also notify the National PRC before a review is
terminated prior to completion.

Qualifications for Serving as QCM or CPE Reviewers
.164 A QCM or CPE review team may be formed by a firm engaged by

the provider under review or an association of CPA firms authorized by the
board to assist its members in forming review teams (an association formed
review team). Peer reviews of association QCM or CPE programs may not be
performed by a member of the association whose materials or programs are
being reviewed. Furthermore, the National PRC will not appoint to the QCM
or CPE review team a person with a firm that is a member of the association or
a person or firm that may have a conflict of interest with respect to the QCM
or CPE review, such as someone who assisted in the development or review of
such materials or uses the materials as an integral part of the firm's system of
quality control.

.165 A QCM or CPE reviewer shall possess the qualifications set forth in
the paragraphs under "Organizing the System or Engagement Review Team"
and "Qualifying for Service as a Peer Reviewer" (see paragraphs .26–.35).

Procedures for Performing QCM or CPE Reviews
.166 The provider should identify the materials, whether QCM or CPE

program materials, to be reviewed and on which an opinion is to be expressed.
A QCM or CPE review should include a study and evaluation of the system
for the development and maintenance of the QCM or CPE program that have
been identified and a review of the materials themselves. Where not otherwise
addressed in the following list, the peer reviewer should refer to the guidance
for performing and reporting on System Reviews (see paragraphs .36–.101)
and accepting System and Engagement Reviews (see paragraphs .132–.140)
for additional guidance on performing, reporting on, and accepting QCM and
CPE reviews.

.167 A provider's system for the development and maintenance of the ma-
terials normally should include:

a. A requirement that the materials be developed by individuals qualified
in the subject matter.

b. A requirement that the materials be reviewed for technical accuracy
by a qualified person(s) other than the developer(s) to ensure that the
materials are reliable aids to assist users in conforming to those profes-
sional standards the materials purport to encompass.

c. Procedures to ensure the currency and relevancy of the materials.

d. Procedures for soliciting and evaluating feedback from users of the ma-
terials.

PR §100.167



P1: JsY

ACPA096-p17651-17795 ACPA096-Vol-II-PS.cls July 16, 2009 18:26

2098 Peer Review

e. Procedures for communicating the period and, where appropriate,
the professional standards encompassed by the materials, and the
provider's policy, if any, regarding the issuance of updates to the ma-
terials and, if a policy exists, the method of updating.

f. Procedures for ensuring that the materials are updated in accordance
with the provider's policy when it has undertaken to update them.

.168 A study and evaluation of the system for the development and main-
tenance of the materials normally should include the following procedures:

a. Reviewing and evaluating the procedures established for developing
and maintaining the materials.

b. Reviewing and evaluating the procedures established for updating (in-
cluding distributing) the materials to ensure that the materials remain
current and relevant when the provider has undertaken the responsi-
bility for updating the materials (and for communicating any relevant
changes in professional standards to program participants if new pro-
fessional standards are issued prior to updating the CPE programs).

c. Reviewing the technical competence of the developer(s) or updater(s) of
the materials.

d. Obtaining evidence that the materials were reviewed for technical ac-
curacy by qualified person(s) other than the developer(s) or updater(s).

e. Determining whether the provider has appropriately communicated its
policy regarding the period covered by the materials, the professional
standards the materials purport to encompass, and the provider's in-
tention to update the materials.

f. Reviewing the system developed for soliciting and evaluating feedback
from users of the materials.

.169 A QCM or CPE review team should review the resultant materials,
to the extent deemed necessary, to evaluate whether the materials are reliable
aids to assist firms in conforming to those professional standards the materials
purport to encompass.

Reporting on QCM or CPE Reviews

General
.170 The QCM or CPE review team should furnish the provider with a

written report and the final FFC forms within 30 days of the date of the exit
conference or by the provider's review due date, whichever is earlier. A report
on a review performed by a firm is to be issued on the letterhead of the firm
performing the review. A report by a review team formed by an association of
CPA firms is to be issued on the letterhead of the firm of the team captain
performing the review. The report in a QCM or CPE review ordinarily should
be dated as of the date of the exit conference. See interpretations for guidance
on notification requirements and submission of peer review documentation to
the administering entity.

Preparing the Report in a QCM or CPE Review
.171 The standard forms for a peer review report on QCM or CPE programs

with a peer review rating of pass, pass with deficiencies, and fail are included in
appendixes R, "Illustration of a Report With a Peer Review Rating of Pass in a
Peer Review of Quality Control Materials or CPE Programs;" S, "Illustration of
a Report with a Peer Review Rating of Pass with Deficiencies in a Peer Review
of Quality Control Materials or CPE Programs;" and T, "Illustration of a Report
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with a Peer Review Rating of Fail in a Peer Review of Quality Control Materi-
als or CPE Programs," respectively. Additional paragraphs included for scope
limitations follow the illustrations for System Reviews with scope limitations
(see appendixes D, G, and K).

.172 A QCM or CPE report with a rating of pass, pass with deficiencies, or
fail shall contain elements similar to those in a System Review report. As such,
the written report in a QCM or CPE System Review should:

a. State at the top of the page the title "Quality Control Materials Review
Report" or "CPE Programs Review Report."

b. State that the system of quality control for the development and main-
tenance of the materials and the resultant materials in effect at the
year-end covered by the peer review were reviewed.

c. State that the peer review was conducted in accordance with the Stan-
dards for Performing and Reporting on Peer Reviews established by
the Peer Review Board of the American Institute of Certified Public
Accountants.

d. State that the organization is responsible for designing a system of qual-
ity control and complying with it to provide users of the materials with
reasonable assurance that the materials are reliable aids to assist them
in performing and reporting in conformity with applicable professional
standards in all material respects those professional standards that the
materials purport to encompass.

e. State that the reviewer's responsibility is to express an opinion on the
design of the system of quality control and the organization's compliance
therewith based on the review.

f. State that the nature, objectives, scope, limitations of, and procedures
performed in a Quality Control Materials review or CPE review are
described in the standards.

g. Include a URL reference to the AICPA Web site where the standards
are located.

h. Identify the different peer review ratings that the organization could
receive.

i. In a report with a peer review rating of pass:

• Express an opinion that the system of quality control for the de-
velopment and maintenance of the quality control materials or
CPE program was suitably designed and was being complied with
during the year ended to provide users of the materials with rea-
sonable assurance that the materials are reliable aids to assist
them in conforming with those professional standards the mate-
rials purport to encompass.

• Express an opinion that the quality control materials or CPE pro-
gram were reliable aids at the year-end.

• State at the end of the opinion paragraph that therefore the report
reflects a peer review rating of pass.

• In the event of a scope limitation, include an additional paragraph
before the opinion paragraph that describes the scope limitation,
including the relationship of the excluded steps to the full system,
and the affect on the scope and results of the review.

• Reports with a peer review rating of pass do not contain any find-
ings, deficiencies, significant deficiencies, or recommendations.
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j. In a report with a peer review rating of pass with deficiencies:20

• Express an opinion that, except for the deficiencies described
above, the system of quality control for the development and main-
tenance of the quality control materials or CPE program was suit-
ably designed and was being complied with during the year ended
to provide users of the materials with reasonable assurance that
the materials are reliable aids to assist them in conforming with
those professional standards the materials purport to encompass.

• State at the end of the opinion paragraph that therefore the report
reflects a peer review rating of pass with deficiencies.

• In the event of a scope limitation, include an additional paragraph
before the deficiencies that describes the scope limitation, includ-
ing the relationship of the excluded steps to the full system, and
the affect on the scope and results of the review.

k. In a report with a peer review rating of fail:

• Express an opinion that as a result of the significant deficiencies
described above, the system of quality control for the development
and maintenance of the quality control materials or CPE program
was not suitably designed and being complied with during the year
ended to provide users of the materials with reasonable assurance
that the materials are reliable aids to assist them in conforming
with those professional standards the materials purport to encom-
pass.

• State at the end of the opinion paragraph that therefore the firm
has received a peer review rating of fail.

• In the event of a scope limitation, include an additional paragraph
before the significant deficiencies that describes the scope limita-
tion, including the relationship of the excluded steps to the full
system, and the affect on the scope and results of the review.

l. Include, for reports with a peer review rating of pass with deficiencies or
fail, systemically written descriptions of the deficiencies or significant
deficiencies and the reviewing firm's recommendations (each of these
should be numbered).

m. Identify, for any deficiencies or significant deficiencies included in the
report with a peer review rating of pass with deficiencies or fail any that
were also made in the report21 issued on the organization's previous peer
review. This should be determined based on the underlying systemic
cause of the deficiencies or significant deficiencies.

Forming Conclusions on the Type of Report to Issue in a QCM or CPE Review
.173 The following circumstances ordinarily would be considered deficien-

cies or significant deficiencies and would require a report with a peer review
rating of pass with deficiencies or fail:

a. The scope of the review is limited by conditions that preclude the appli-
cation of one or more review procedures considered necessary.

20 Reference to plural could also apply to a singular item within the standards. For instance,
there could be deficiencies or a deficiency. The wording in the peer review report should be tailored
as necessary.

21 And/or the letter of comments, if applicable, for reviews commenced prior to January 1, 2009.
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b. The provider's system of quality control for the development and main-
tenance of QCM or CPE programs, as designed, did not provide user
firms with reasonable assurance that reliable aids had been developed
to assist them in conforming with those professional standards the ma-
terials purport to encompass.

c. The degree of compliance with the provider's system of quality control
for the development and maintenance of QCM or CPE programs was
not sufficient to provide user firms with reasonable assurance that re-
liable aids had been developed to assist them in conforming with those
professional standards the materials purport to encompass.

d. The resultant QCM or CPE programs are not reliable aids to assist
user firms in conforming to those professional standards the materials
purport to encompass.

.174 In those instances in which the QCM or CPE review team determines
that a report with a peer review rating of pass with deficiencies or fail is re-
quired, all the reasons should be disclosed, and the QCM or CPE review team
should consult with the National PRC prior to the issuance of the report.

Provider Responses on QCM and CPE Program Reviews
.175 If the provider receives a report with a peer review rating of pass

with deficiencies or fail, then the provider should respond in writing to the
deficiencies and significant deficiencies and related recommendations identified
in the report, if applicable. The letter of response should be addressed to the
AICPA Peer Review Board and should describe the action(s) planned (including
timing) or taken by the provider with respect to each deficiency in the report.
If the provider disagrees with one or more of the deficiencies or significant
deficiencies, its response should describe the reasons for such disagreement. In
the event that a material error or omission in the QCM or CPE programs is
uncovered by the QCM or CPE review team, the response also should describe
the provider's plan for notifying known users of that error or omission. The
provider should submit the letter of response for review and comment to the
team captain prior to submitting the response to the National PRC.

.176 The provider should submit a copy of the report and its letter of re-
sponse to the National PRC within 30 days of the date it received the report
or by the provider's peer review due date, whichever date is earlier. Prior to
submitting the response to the National PRC, the reviewed firm should submit
the response to the team captain for review, evaluation, and comment. If the
provider receives a report with a peer review rating of pass or pass (with a
scope limitation), a letter of response is not applicable, and the provider does
not submit a copy of the report to the National PRC.

.177 The provider should also respond on the FFC forms, if any are de-
veloped, to findings and related recommendations. These responses should de-
scribe the plan (including timing) the provider has implemented or will imple-
ment with respect to each finding. They should be submitted to the team captain
no later than two weeks after the exit conference or by the peer review's due
date, whichever is earlier. FFC forms are submitted by the team captain with
the applicable working papers to the National PRC.

.178 If, after a discussion with the team captain, the provider disagrees
with one or more of the findings, deficiencies, or significant deficiencies, the
reviewed firm should contact the administering entity for assistance in the
matter (see paragraph .93). If the provider still disagrees with one or more of
the findings, deficiencies, or significant deficiencies, its response on either the
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FFC form or in the letter of response, as applicable, should describe the reasons
for such disagreement.

Effective Date
.179 The effective date for these standards is for peer reviews commencing

on or after January 1, 2009. Early implementation is not permitted.
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.180

Appendix A

Summary of the Nature, Objectives, Scope, Limitations
of, and Procedures Performed in System and Engagement
Reviews and Quality Control Materials and Continuing
Professional Education Program Reviews (as Referred
to in a Peer Review Report)

(Effective for Peer Reviews Commencing on or After January 1, 2009.)

1. Firms (and individuals) enrolled in the AICPA Peer Review Program
are required to have a peer review, once every three years, of their ac-
counting and auditing practice related to non-Security and Exchange
Commission (SEC) issuers covering a one-year period. The peer review
is conducted by an independent evaluator, known as a peer reviewer.
The AICPA oversees the program, and the review is administered by
an entity approved by the AICPA to perform that role.

2. The peer review helps to monitor a CPA firm's accounting and auditing
practice (practice monitoring). The goal of the practice monitoring, and
the program itself, is to promote quality in the accounting and auditing
services provided by the AICPA members and their CPA firms. This
goal serves the public interest and enhances the significance of AICPA
membership.

3. There are two types of peer reviews: System Reviews and Engage-
ment Reviews. System Reviews focus on a firm's system of quality
control, while Engagement Reviews focus on work performed on par-
ticular selected engagements. As noted in paragraphs .04 and .157,
a further description of System and Engagement Reviews, and Qual-
ity Control Materials (QCM) and Continuing Professional Education
(CPE) Reviews, as well as a summary of the nature, objectives, scope,
limitations of, and procedures performed on them, is provided in the
following sections.

System Reviews

4. A System Review is a type of peer review that is a study and appraisal
by an independent evaluator(s), known as a peer reviewer, of a CPA
firm's system of quality control to perform accounting and auditing
work. The system represents the policies and procedures that the CPA
firm has designed, and is expected to follow, when performing its work.
The peer reviewer's objective is to determine whether the system is de-
signed to ensure conformity with professional standards and whether
the firm is complying with its system appropriately.

5. Professional standards are literature, issued by various organizations,
that contain the framework and rules that a CPA firm is expected to
comply with when designing its system and when performing its work.
Professional standards include but are not limited to the Statements
on Quality Control Standards issued by the American Institute of Cer-
tified Public Accountants (AICPA) that pertain to leadership respon-
sibilities for quality within the firm (the "tone at the top"); relevant
ethical requirements (such as independence, integrity, and objectivity;
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acceptance and continuance of client relationships and specific engage-
ments; human resources; engagement performance; and monitoring.

6. To plan a System Review, a peer reviewer obtains an understanding of
(1) the firm's accounting and auditing practice, such as the industries of
its clients, and (2) the design of the firm's system, including its policies
and procedures and how the firm checks itself that it is complying with
them. The reviewer assesses the risk levels implicit within different
aspects of the firm's practice and its system. The reviewer obtains
this understanding through inquiry of firm personnel and review of
documentation on the system, such as firm manuals.

7. Based on the peer reviewer's planning procedures, the reviewer looks
at a sample of the CPA firm's work, individually called engagements.
The reviewer selects engagements for the period covered by the review
from a cross section of the firm's practice with emphasis on higher risk
engagements. The engagements selected include those performed un-
der Government Auditing Standards, audits of employee benefit plans,
and audits of depository institutions (with assets of $500 million or
greater), when applicable. The scope of a peer review only covers ac-
counting and auditing engagements; it does not include the firm's SEC
issuer practice, nor does it include tax or consulting services. The re-
viewer will also look at administrative elements of the firm's practice
to test the elements listed previously from the Statements on Quality
Control Standards.

8. The reviewer examines engagement working paper files and reports,
interviews selected firm personnel, reviews representations from the
firm, and examines selected administrative and personnel files. The
objectives of obtaining an understanding of the system and then testing
the system forms the basis for the reviewer's conclusions in the peer
review report.

9. When a CPA firm receives a report from the peer reviewer with a peer
review rating of pass, the report means that the system is appropri-
ately designed and being complied with by the CPA firm in all material
respects. If a CPA firm receives a report with a peer review rating of
pass with deficiencies, this means the system is designed and being
complied with appropriately by the CPA firm in all material respects,
except in certain situations that are explained in detail in the peer
review report. When a firm receives a report with a peer review rating
of fail, the peer reviewer has determined that the firm's system is not
suitably designed or being complied with, and the reasons why are
explained in detail in the report.

10. There are inherent limitations in the effectiveness of any system and,
therefore, noncompliance with the system may occur and not be de-
tected. A peer review is based on selective tests. It is directed at as-
sessing whether the design of and compliance with the firm's system
provides the firm with reasonable, not absolute, assurance of conform-
ing to applicable professional standards. Consequently, it would not
necessarily detect all weaknesses in the system or all instances of non-
compliance with it. It does not provide assurance with respect to any
individual engagement conducted by the firm or that none of the finan-
cial statements audited by the firm should be restated. Projection of
any evaluation of a system to future periods is subject to the risk that
the system may become inadequate because of changes in conditions
or because the degree of compliance with the policies or procedures
may deteriorate.
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Engagement Reviews

11. An Engagement Review is a type of peer review that is a study and
appraisal by an independent evaluator(s), known as a peer reviewer, of
a sample of a CPA firm's actual accounting work, including accounting
reports issued and documentation prepared by the CPA firm, as well
as other procedures that the firm performed.

12. By definition, CPA firms undergoing Engagement Reviews do not per-
form audits or other similar engagements but do perform other ac-
counting work including reviews and compilations, which are a lower
level of service than audits. The peer reviewer's objective is to evaluate
whether the CPA firm's reports are issued and procedures performed
appropriately in accordance with applicable professional standards.
Therefore, the objective of an Engagement Review is different from
the objectives of a System Review, which is more system oriented and
involves determining whether the system is designed in conformity
with applicable professional standards and whether the firm is com-
plying with its system appropriately.

13. Professional standards represent literature, issued by various orga-
nizations, that contain the framework and rules that a CPA firm is
expected to follow when performing accounting work.

14. The reviewer looks at a sample of the CPA firm's work, individually
called engagements. The scope of an Engagement Review only covers
accounting engagements; it does not include tax or consulting services.
An Engagement Review consists of reading the financial statements
or information submitted by the reviewed firm and the accountant's
report thereon, together with certain background information and rep-
resentations from the firm and, except for certain compilation engage-
ments, the documentation required by applicable professional stan-
dards.

15. When the CPA firm receives a report with a peer review rating of pass,
the peer reviewer has concluded that nothing came to his or her at-
tention that the CPA firm's work was not performed and reported on
in conformity with applicable professional standards in all material
respects. A report with a peer review rating of pass with deficiencies
is issued when the reviewer concludes that nothing came to his or her
attention that the work was not performed and reported on in confor-
mity with applicable professional standards in all material respects,
except in certain situations that are explained in detail in the report.
A report with a peer review rating of fail is issued when the reviewer
concludes that as a result of the situations described in the report,
the work was not performed and/or reported on in conformity with
applicable professional standards in all material respects.

16. An Engagement Review does not provide the reviewer with a basis
for expressing any assurance as to the firm's system of quality control
for its accounting practice, and no opinion or any form of assurance is
expressed on that system.

Quality Control Materials or CPE Program Reviews

17. A Quality Control Materials (QCM) or CPE Program Review is a type
of peer review that is a study and appraisal by an independent eval-
uator(s), known as a peer reviewer, of an organization's (hereinafter
referred to as provider) system of quality control to develop and main-
tain quality control materials ("materials"). The system represents
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the provider's policies and procedures that the provider has designed,
and is expected to follow, when developing the materials. The peer re-
viewer's objective is to determine whether the system is designed and
whether the organization is complying with its system appropriately so
that users of the materials, primarily CPA firms and their employees,
know that they can rely on the materials. The materials can be part or
all of a firm's documentation of their system, in the form of, for exam-
ple, manuals, programs, and practice aids (forms and questionnaires).
As such, the users rely on the materials to assist them in performing
and reporting in conformity with professional standards (as described
in the preceding paragraphs) in conducting their accounting and au-
diting practices.

18. A QCM or CPE review is similar to a System Review, however, the focus
is on the system for developing the materials, instead of on the sys-
tem for the performance of accounting and auditing work. A reviewer
obtains an understanding of the design of the provider's system, in-
cluding its policies and procedures and how the provider checks itself
that it is complying with them. The reviewer obtains this understand-
ing through inquiry of provider personnel and review of documentation
on the system. The reviewer also reviews the materials to determine
if they are reliable. The objectives of obtaining an understanding of
the system and then reviewing the materials forms the basis for the
reviewer's conclusions in the peer review report.

19. The extent of a provider's policies and procedures and the manner in
which they are implemented will depend upon a variety of factors,
such as the size and organizational structure of the provider and the
nature of the materials provided to users. Variance in individual per-
formance and professional interpretation affects the degree of compli-
ance with prescribed quality control policies and procedures. There-
fore, adherence to all policies and procedures in every case may not be
possible.

20. When a provider receives a QCM or CPE review report from a peer
reviewer with a peer review rating of pass, this means the system is
designed and being complied with appropriately to provide users of
the materials with reasonable assurance that the materials are reli-
able. If a provider receives a report with a peer review rating of pass
with deficiencies, this means the system is designed and complied with
appropriately to provide users of the materials with reasonable assur-
ance that the materials are reliable, except in certain situations that
are explained in detail in the peer review report. When a provider re-
ceives a report with a peer review rating of fail, the peer reviewer has
determined that the provider's system is not suitably designed or be-
ing complied with to provide users of the materials with reasonable
assurance that the materials are reliable, and the reasons why are
explained in detail in the report.

21. There are inherent limitations in the effectiveness of any system and,
therefore, noncompliance with the system may occur and not be de-
tected. A QCM or CPE peer review is based on selective review of the
materials. It is directed at assessing whether the design of and compli-
ance with the provider's system provides the provider with reasonable,
not absolute, assurance of the materials conforming with the profes-
sional standards they purport to encompass. Consequently, it would
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not necessarily detect all weaknesses in the system, all instances of
noncompliance with it, or that each aspect of the materials is accurate
or reliable. Projection of any evaluation of a system to future periods
is subject to the risk that the system may become inadequate because
of changes in conditions or because the degree of compliance with the
policies or procedures may deteriorate.
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Appendix B

Considerations and Illustrations of Firm Representations
1. The team captain or review captain obtains written representations

from management of the reviewed firm to describe matters significant
to the peer review in order to assist in the planning and performance
of and the reporting on the peer review. In connection with System
and Engagement Reviews, specific representations should relate to
the following matters, although the firm is not prohibited from making
additional representations, and the firm may tailor the representation
letter as it deems appropriate, as long as the minimum applicable
representations are made to the team captain or review captain (see
interpretations):

a. Situations or a summary of situations where management is
aware that the firm or its personnel has not complied with the
rules and regulations of state board(s) of accountancy or other reg-
ulatory bodies (including applicable firm and individual licensing
requirements in each state in which it practices for the year under
review) and, if applicable, how the firm has or is addressing and
rectifying situations of noncompliance (see interpretations).

b. Communications or summary of communications from regulatory,
monitoring, or enforcement bodies relating to allegations or inves-
tigations of deficiencies in the conduct of an accounting, audit, or
attestation engagement performed and reported on by the firm,
whether the matter relates to the firm or its personnel, within the
three years preceding the firm's current peer review year-end and
through the date of the exit conference. The information should
be obtained in sufficient detail to consider its effect on the scope
of the peer review (see interpretations). In addition, the reviewer
may inquire if there are any other issues that may affect the firm's
practice.

c. Restrictions or limitations on the firm's or its personnel's ability to
practice public accounting by regulatory, monitoring, or enforce-
ment bodies within three years preceding the current peer review
year-end.

d. Completeness and availability of the engagements with periods
ending during the year under review. For engagements performed
under the Statements on Standards for Attestation Engagements,
including financial forecasts and projections, this includes those
with report dates during the year under review.

e. Discussions of significant issues from reports or communications,
or both, from other practice monitoring or external inspection pro-
grams, such as the Public Company Accounting Oversight Board's
(PCAOB's) (see interpretations), with the team captain.

f. Other representations obtained by the team captain or review
captain will depend on the circumstances and nature of the peer
review.
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2. The written representations should be obtained for the entire firm
and not for each individual engagement the firm performs. Firm
management's refusal to furnish written representations to the team
captain or review captain constitutes a failure to cooperate with the
reviewer and thus the administering entity and with the AICPA Peer
Review Board, and the firm would be subject to fair procedures that
could result in the firm's enrollment in the program being terminated
(see interpretations).

3. On System Reviews, the written representations should be addressed
to the team captain. Since the team captain is concerned with events
occurring during the peer review period and through the date of his or
her peer review report that may require an adjustment to the report
or other peer review documents, the representations should be dated
the same date as the peer review report. The written representations
should be signed by those members of management whom the team
captain believes are responsible for and knowledgeable about, directly
or through others in the firm, the matters covered in the represen-
tations, the firm, and its system of quality control. Such members of
management normally include the managing partner and partner or
manager in charge of the firm's system of quality control. If a repre-
sentation made by management is contradicted by other information
obtained, the team captain should investigate the circumstances and
consider the reliability of the representations made and any effect on
the report.

4. On Engagement Reviews, the representations should be addressed
to the review captain (for example, "To John Smith, CPA" or on
committee-appointed review team reviews where appropriate, it may
be addressed "To the Review Captain") and dated the same date that
the firm submits the list of engagements to the reviewer or the admin-
istering entity. The written representations should be signed by those
members of management whom the reviewer or the administering en-
tity believes are responsible for and knowledgeable about, directly or
through others in the firm, the matters covered in the representations,
the firm, and its system of quality control (even though an Engagement
Review). Such members of management normally include the manag-
ing partner and partner or manager in charge of the firm's system of
quality control. If a representation made by management is contra-
dicted by other information obtained, the reviewer should investigate
the circumstances and consider the reliability of the representations
made and any effect on the report.

5. Illustration of a Representation Letter That has No Significant
Matters to Report to the Team Captain or Review Captain

(The firm may tailor the language in this illustration and may refer to
attachments to the letter as long as adequate representations pertaining to
the matters discussed above, as applicable, are included to the satisfaction
of the team captain or review captain.)

October 31, 20XX

To the Team Captain or Review Captain

We are providing this letter in connection with the peer review of [name
of firm] as of the date of this letter and for the year ended June 30, 20XX.

We understand that we are responsible for complying with the rules
and regulations of state boards of accountancy and other regulators. We
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confirm, to the best of our knowledge and belief, that there are no known
situations in which [name of firm] or its personnel have not complied with
the rules and regulations of state board(s) of accountancy or other regu-
latory bodies, including applicable firm and individual licensing require-
ments in each state in which it practices for the year under review. We
have also provided a list of all engagements to the [team captain, review
captain, or administering entity] with periods ending during the year un-
der review. For attestation engagements, including financial forecasts or
projections, the list included those engagements with report dates during
the year under review. We have also provided the [team captain or review
captain] with any other information requested, including communications
by regulatory, monitoring, or enforcement bodies relating to allegations or
investigations in the conduct of its accounting, audit, or attestation en-
gagements performed and reported on by the firm, whether the matter
relates to the firm or its personnel, within three years preceding the cur-
rent peer review year-end. In addition, there are no known restrictions
or limitations on the firm's or its personnel's ability to practice public ac-
counting by regulatory, monitoring, or enforcement bodies within three
years preceding the current peer review year-end. We have also discussed
the content of our PCAOB inspection report with the [team captain or
review captain] (if applicable).

Sincerely,

[Name of reviewed firm]

6. Illustration of a Representation Letter That Has Been Tailored
to Report to the Team Captain a Matter of Noncompliance With
a Regulatory Requirement

(The firm may tailor the language in this illustration and may refer to
attachments to the letter as long as adequate representations pertaining to
the matters discussed above, as applicable, are included to the satisfaction
of the team captain or review captain.)

October 31, 20XX

To the Team Captain or Review Captain

We are providing this letter in connection with the peer review of [name
of firm] as of the date of this letter and for the year ended June 30, 20XX.

We understand that we are responsible for complying with the rules and
regulations of state boards of accountancy and other regulators. Other
than the firm not having a practice unit license during the year under
review in one state where the firm practices (which has been subsequently
obtained), we confirm, to the best of our knowledge and belief, that there
are no known situations in which [name of firm] or its personnel have not
complied with the rules and regulations of state board(s) of accountancy or
other regulatory bodies, including applicable firm and individual licensing
requirements in each state in which it practices for the year under review.
We have also provided a list of all engagements to the [team captain,
review captain, or administering entity] with periods ending during the
year under review. For attestation engagements, including financial
forecasts or projections, the list included those engagements with report
dates during the year under review. We have also provided the [team
captain] with any other information requested, including communications
by regulatory, monitoring, or enforcement bodies relating to allegations
or investigations in the conduct of its accounting, audit, or attestation
engagements performed and reported on by the firm, whether the matter
relates to the firm or its personnel, within three years preceding the
current peer review year-end. In addition, there are no known restrictions
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or limitations on the firm's or its personnel's ability to practice public
accounting within three years preceding the current peer review year-end.
We have also discussed the content of our Public Company Accounting
Oversight Board inspection report with the team captain (if applicable).

Sincerely,

[Name of reviewed firm]
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Appendix C

Illustration of a Report With a Peer Review Rating of Pass
in a System Review

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

System Review Report

October 31, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We* have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm) in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants. The firm is responsible
for designing a system of quality control and complying with it to provide the
firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. Our responsibility
is to express an opinion on the design of the system of quality control and the
firm's compliance therewith based on our review. The nature, objectives, scope,
limitations of, and the procedures performed in a System Review are described
in the standards at www.aicpa.org/prsummary.

As required by the standards, engagements selected for review included (en-
gagements performed under the Government Auditing Standards; audits of
employee benefit plans, and audits performed under FDICIA).**

In our opinion, the system of quality control for the accounting and auditing
practice of XYZ & Co. in effect for the year ended June 30, 20XX, has been
suitably designed and complied with to provide the firm with reasonable as-
surance of performing and reporting in conformity with applicable professional
standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies) or fail. XYZ & Co. has received a peer review rating of pass.

Smith, Jones and Associates

[name of team captain's firm]

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.

** If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards, audits of depository institutions with total assets of $500 million or greater
at the beginning of its fiscal year, or other engagements required to be selected by the board in in-
terpretations, the engagement type(s) selected for review should be identified in the report using this
paragraph, tailored as applicable. If the firm does not perform such engagements, this paragraph is
not applicable and not included in the report.
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Appendix D

Illustration of a Report With a Peer Review Rating of Pass
(With a Scope Limitation) in a System Review

Limitation on Scope of Review
A report with a scope limitation should be issued when the scope of the

review is limited by conditions (including those discussed in the standards)
that preclude the application of one or more peer review procedure(s) consid-
ered necessary in the circumstances and the review team cannot accomplish
the objectives of those procedures through alternate procedures. For example,
a review team may be able to apply appropriate alternate procedures if one or
more engagements have been excluded from the scope of the review. Ordinarily,
however, the team would be unable to apply alternate procedures if the firm's
only engagement in an industry that must be selected is unavailable for review
and there isn't an earlier issued engagement that may be able to replace it, or
when a significant portion of the firm's accounting and auditing practice during
the year reviewed had been divested before the review began (see interpreta-
tion). A scope limitation may be included in a report with a peer review rating
of pass, pass with deficiency(ies) or fail. In this example, the scope limitation
was included in a report with a peer review rating of pass.

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

System Review Report

October 31, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We* have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm) in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants. The firm is responsible
for designing a system of quality control and complying with it to provide the
firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. Our responsibility
is to express an opinion on the design of the system of quality control and the
firm's compliance therewith based on our review. The nature, objectives, scope,
limitations of, and the procedures performed in a System Review are described
in the standards at www.aicpa.org/prsummary.

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.
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As required by the standards, engagements selected for review included (en-
gagements performed under the Government Auditing Standards; audits of
employee benefit plans, and audits performed under FDICIA).**

In performing our review, the firm notified us that we would be unable to re-
view the engagements performed by one of its former partners who left the
firm during the peer review year. Accordingly, we were unable to include in
our engagement selection any of the divested engagements. That partner's re-
sponsibility was concentrated in the construction industry. The engagements
excluded from our engagement selection process included audit engagements
and comprised approximately 15 percent of the firm's audit and accounting
practice during the peer review year.

In our opinion, except for any deficiencies or significant deficiencies that might
have come to our attention had we been able to review divested engagements,
as described above, the system of quality control for the accounting and audit-
ing practice of XYZ & Co. in effect for the year ended June 30, 20XX, has been
suitably designed and complied with to provide the firm with reasonable as-
surance of performing and reporting in conformity with applicable professional
standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies) or fail. XYZ & Co. has received a peer review rating of pass (with
a scope limitation).

Smith, Jones and Associates

[name of team captain's firm]

** If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards, audits of depository institutions with total assets of $500 million or greater
at the beginning of its fiscal year, or other engagements required to be selected by the board in in-
terpretations, the engagement type(s) selected for review should be identified in the report using this
paragraph, tailored as applicable. If the firm does not perform such engagements, this paragraph is
not applicable and not included in the report.
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Appendix E

Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies in a System Review

The deficiencies and related recommendations provided are examples pro-
vided for illustrative purposes only. Any one or more of the deficiencies, based
on the relative importance of the deficiency to the system of quality control as a
whole, could result in a report with a peer review rating of pass with deficiencies
or fail.

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

System Review Report

August 31, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We* have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm) in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants. The firm is responsible
for designing a system of quality control and complying with it to provide the
firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. Our responsibility
is to express an opinion on the design of the system of quality control and the
firm's compliance therewith based on our review. The nature, objectives, scope,
limitations of, and the procedures performed in a System Review are described
in the standards at www.aicpa.org/prsummary.

As required by the standards, engagements selected for review included (en-
gagements performed under the Government Auditing Standards; audits of
employee benefit plans, and audits performed under FDICIA).**

We noted the following deficiencies during our review:

1. Deficiency—The firm's quality control policies and procedures do not provide its
staff with a means of ensuring that all necessary procedures are performed on

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.

** If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards, audits of depository institutions with total assets of $500 million or greater
at the beginning of its fiscal year, or other engagements required to be selected by the board in in-
terpretations, the engagement type(s) selected for review should be identified in the report using this
paragraph, tailored as applicable. If the firm does not perform such engagements, this paragraph is
not applicable and not included in the report.
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review and compilation engagements. As a result, the firm's review and compi-
lation working papers did not include documentation of all procedures required
by professional standards, in particular relating to accounts and notes payable.
We were able to satisfy ourselves that, in each case, sufficient procedures had
been performed, and the firm subsequently prepared the appropriate documen-
tation.

Recommendation—The firm's quality control policies and procedures
should be revised to ensure documentation of all procedures performed
as required by professional standards. Although not required by profes-
sional standards, the firm should consider using the practice aids in the
reference manuals available in the firm's library in order to accomplish
this step.

2. Deficiency—The firm's quality control policies and procedures do not require
partner involvement in the planning stage of audit engagements. Generally ac-
cepted auditing standards permit the auditor with final responsibility for the
engagement to delegate some of this work to assistants, but the standards em-
phasize the importance of proper planning to the conduct of the engagement.
We found several audits performed in which, as a result of a lack of involve-
ment including timely supervision by the engagement partner in planning the
audit, the work performed on contracts, contract provisions, and related receiv-
ables did not support the firm's opinion on the financial statements. The firm
has subsequently performed the necessary additional procedures to provide a
satisfactory basis for its opinion.

Recommendation—The firm's quality control policies and procedures
should be revised to provide, at a minimum, for timely audit partner re-
view of the preliminary audit plan and the audit program. The firm should
ensure that this is addressed as part of its ongoing monitoring procedures.

3. Deficiency—The firm's quality control policies and procedures require that fi-
nancial statement reporting and disclosure checklists appropriate to the indus-
try of the engagement being performed be completed. Our review noted that
these checklists were not being used on all audit engagements. As a result,
on certain audit engagements in the construction industry, the financial state-
ments were missing several significant disclosures specific to the industry as
required by generally accepted accounting principles. The subject reports have
been recalled, and the financial statements are being revised.

Recommendation—The firm should conduct a training session for all per-
sonnel to review the firm's policies and procedures for utilizing financial
statement reporting and disclosure checklists that are appropriate to the
industry of an engagement. The engagement partner should carefully re-
view these checklists at the completion of an engagement to ensure that the
appropriate checklists are utilized and to ensure their proper completion
as required by firm policy. This can be accomplished by adding a proce-
dure to the firm's engagement review checklist requiring the engagement
partner to document his or her review of these checklists.

In our opinion, except for the deficiencies described above, the system of quality
control for the accounting and auditing practice of XYZ & Co. in effect for the
year ended June 30, 20XX, has been suitably designed and complied with to
provide the firm with reasonable assurance of performing and reporting in con-
formity with applicable professional standards in all material respects. Firms
can receive a rating of pass, pass with deficiency(ies), or fail. XYZ & Co has
received a peer review rating of pass with deficiencies.

Smith, Jones and Associates

[name of team captain's firm]
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Appendix F

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Pass With Deficiencies in a
System Review

The purpose of a letter of response is to describe the actions the firm has
taken or will take, including the timing of the planned actions, to prevent a
recurrence of each deficiency discussed in the report. If the reviewed firm dis-
agrees with one or more of the deficiencies or recommendations in the report,
the reviewed firm should contact the administering entity for assistance. If
the firm still disagrees after contacting the administering entity, the firm's re-
sponse should describe the reasons for such disagreement. For more informa-
tion related to disagreements, see paragraph .93 of the standards. The letter
of response should be carefully prepared because of the important bearing it
may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136–.140, "Accepting System and Engagement
Reviews"). The letter of response should be submitted to the team captain for
review and comment prior to the firm submitting the response to the adminis-
tering entity.

[Reviewed firm's letterhead]

September 21, 20XX

[Addressed to the peer review committee of the administering entity]

Ladies and Gentlemen:

This letter represents our* response to the report issued in connection with the
peer review of the firm's system of quality control for the accounting and audit-
ing practice in effect for the year ended June 30, 20XX. The corrective actions
discussed in this letter will be monitored to ensure that they are effectively
implemented as part of our system of quality control.

1.∗∗ The firm modified its quality control policies and procedures to require the
use of practice aids to document procedures performed on review and compi-
lation engagements, especially for accounts and notes payable. Partners were
instructed to ensure that these aids were being utilized appropriately when
reviewing engagements. This policy was discussed in a recent training session
held in connection with a recent firm-wide staff meeting.

2. The firm also modified its quality control policies and procedures to place a
greater emphasis on partner involvement in the planning stage of all audit en-
gagements. The revised policies and procedures require the engagement owner
to document his or her timely involvement in the planning process in the plan-
ning section of the written work program. The importance of proper planning,
including timely partner involvement, to quality work was emphasized in the
training session referred to above.

* The response should use the singular I, me, and my only when the reviewed firm is a sole
practitioner.

∗∗ The numbering of responses, to coincide with the numbered comments in the report, is optional.
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3. In addition, at that training session, the importance of proper use of the firm's
reporting and disclosure checklists appropriate to the industry of the engage-
ment being performed was discussed. We discussed the proper resolution of
points or topics unfamiliar to the individual completing the checklist or those
reviewing its completion. The firm's CPE plan for partners and managers now
includes annual updates on industry specific disclosure issues.

As mentioned above, these corrective actions will also be emphasized in our
monitoring procedures and internal inspection.

We believe these actions are responsive to the findings of the review.

Sincerely,

[Name of Firm]***

*** Signed by an authorized partner of the firm.
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Appendix G

Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies (With a Scope Limitation) in a System
Review

The deficiencies and related recommendations provided are examples pro-
vided for illustrative purposes only. Any one or more of the deficiencies, based
on the relative importance of the deficiency to the system of quality control as a
whole, could result in a report with a peer review rating of pass with deficiencies
or fail.

Limitation on Scope of Review
A report with a scope limitation should be issued when the scope of the review is
limited by conditions (including those discussed in the standards) that preclude
the application of one or more peer review procedure(s) considered necessary
in the circumstances and the review team cannot accomplish the objectives of
those procedures through alternate procedures. For example, a review team
may be able to apply appropriate alternate procedures if one or more engage-
ments have been excluded from the scope of the review. Ordinarily, however,
the team would be unable to apply alternate procedures if the firm's only en-
gagement in an industry that must be selected is unavailable for review and
there isn't an earlier issued engagement that may be able to replace it, or when
a significant portion of the firm's accounting and auditing practice during the
year reviewed had been divested before the review began (see interpretation).
A scope limitation may be included in a report with a peer review rating of
pass, pass with deficiency(ies), or fail. In this example, the scope limitation was
included in a report with a peer review rating of pass with deficiencies, where
one of the deficiencies related to the circumstances of the scope limitation.

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

System Review Report

October 31, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We* have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm) in effect for the year ended June 30, 20XX. Ex-
cept as described below, our peer review was conducted in accordance with the
Standards for Performing and Reporting on Peer Reviews established by the
Peer Review Board of the American Institute of Certified Public Accountants.
The firm is responsible for designing a system of quality control and complying

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.
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with it to provide the firm with reasonable assurance of performing and re-
porting in conformity with applicable professional standards in all material
respects. Our responsibility is to express an opinion on the design of the sys-
tem of quality control and the firm's compliance therewith based on our review.
The nature, objectives, scope, limitations of, and the procedures performed in a
System Review are described in the standards at www.aicpa.org/prsummary.

As required by the standards, engagements selected for review included (audits
of employee benefit plans and audits performed under FDICIA).**

In performing our review, the firm notified us that we would be unable to select
its only audit subject to Government Auditing Standards (Yellow Book). As a
result, we were unable to review all of the types of engagements required to be
selected by the standards established by the Peer Review Board of the AICPA.

We noted the following deficiencies during our review:

1. Deficiency—The firm's quality control policies and procedures do not require
partner involvement in the planning stage of audit engagements. Generally ac-
cepted auditing standards permit the auditor with final responsibility for the
engagement to delegate some of this work to assistants, but the standards em-
phasize the importance of proper planning to the conduct of the engagement.
We found several audits performed in which, as a result of a lack of involve-
ment, including timely supervision by the engagement partner in planning the
audit, the work performed on contracts, contract provisions, and related receiv-
ables did not support the firm's opinion on the financial statements. The firm
has subsequently performed the necessary additional procedures to provide a
satisfactory basis for its opinion.

Recommendation—The firm's quality control policies and procedures
should be revised to provide, at a minimum, for timely audit partner re-
view of the preliminary audit plan and the audit program. The firm should
ensure that this is addressed as part of its ongoing monitoring procedures.

2. Deficiency—As noted above, in performing our review, the firm notified us that
we would be unable to select its only audit subject to Government Auditing
Standards (Yellow Book). As a result, the firm was not in compliance with the
Yellow Book peer review engagement selection requirements.

Recommendation—We recommend that the firm consider the importance
of adhering to the Yellow Book requirements and the possible consequences
of noncompliance.

In our opinion, except for the effects of the deficiency described above and any
additional deficiencies or significant deficiencies that might have come to our
attention had we been able to review the engagement as described above, the
system of quality control for the accounting and auditing practice of XYZ &
Co. in effect for the year ended June 30, 20XX, has been suitably designed and
complied with to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. Firms can receive a rating of pass, pass with deficiency(ies), or fail.
XYZ & Co has received a peer review rating of pass with deficiencies (with a
scope limitation).

Smith, Jones and Associates

[name of team captain's firm]

** If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards, audits of depository institutions with total assets of $500 million or greater
at the beginning of its fiscal year, or other engagements required to be selected by the board in in-
terpretations, the engagement type(s) selected for review should be identified in the report using this
paragraph, tailored as applicable. If the firm does not perform such engagements, this paragraph is
not applicable and not included in the report.
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Appendix H

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Pass With Deficiencies (With
a Scope Limitation) in a System Review

The purpose of a letter of response is to describe the actions the firm has
taken or will take, including the timing of the planned actions, to prevent a
recurrence of each deficiency discussed in the report. If the reviewed firm dis-
agrees with one or more of the deficiencies or recommendations in the report,
the reviewed firm should contact the administering entity for assistance. If
the firm still disagrees after contacting the administering entity, the firm's re-
sponse should describe the reasons for such disagreement. For more informa-
tion related to disagreements, see paragraph .93 of the standards. The letter
of response should be carefully prepared because of the important bearing it
may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136–.140, "Accepting System and Engagement
Reviews"). The letter of response should be submitted to the team captain for
review and comment prior to the firm submitting the response to the adminis-
tering entity.

[Reviewed firm's letterhead]

November 30, 20XX

[Addressed to the peer review committee of the administering entity]

Ladies and Gentlemen:

This letter represents our * response to the report issued in connection with
the peer review of the firm's system of quality control for the accounting and
auditing practice in effect for the year ended June 30, 20XX.

1.∗∗ The firm also modified its quality control policies and procedures to place
a greater emphasis on partner involvement in the planning stage of all
audit engagements. The revised policies and procedures require the en-
gagement owner to document his or her timely involvement in the plan-
ning process in the planning section of the written work program. The
importance of proper planning, including timely partner involvement, to
quality work was emphasized in a recent training session held in conjunc-
tion with a recent firm-wide staff meeting.

2. Due to circumstances that we deemed appropriate, we notified the peer
reviewer that he would be unable to select our only audit subject to Gov-
ernment Auditing Standards in the peer review. This is the only govern-
mental audit the firm has performed, so there were no previous audits for
the reviewer to select. We suggested selecting an audit engagement in a
different industry. We have considered the consequences of noncompliance
related to this matter.

Sincerely,

[Name of Firm]***

* The response should use the singular I, me, and my only when the reviewed firm is a sole
practitioner.

∗∗ The numbering of responses, to coincide with the numbered comments in the report, is optional.
*** Signed by an authorized partner of the firm.
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Appendix I

Illustration of a Report With a Peer Review Rating of Fail
in a System Review

The deficiencies and related recommendations provided are examples pro-
vided for illustrative purposes only. Any one or more of the deficiencies, based
on the relative importance of the deficiency to the system of quality control as a
whole, could result in a report with a peer review rating of pass with deficiencies
or fail.

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

System Review Report

October 31, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We * have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm) in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants. The firm is responsible
for designing a system of quality control and complying with it to provide the
firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. Our responsibility
is to express an opinion on the design of the system of quality control and the
firm's compliance therewith based on our review. The nature, objectives, scope,
limitations of, and the procedures performed in a System Review are described
in the standards at www.aicpa.org/prsummary.

As required by the standards, engagements selected for review included (en-
gagements performed under the Government Auditing Standards; audits of
employee benefit plans, and audits performed under FDICIA).**

We noted the following significant deficiencies *** during our review:

1. Deficiency—The firm's quality control policies and procedures do not require
written audit programs as required by professional standards. As a result, we

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.

** If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards, audits of depository institutions with total assets of $500 million or greater
at the beginning of its fiscal year, or other engagements required to be selected by the board in in-
terpretations, the engagement type(s) selected for review should be identified in the report using this
paragraph, tailored as applicable. If the firm does not perform such engagements, this paragraph is
not applicable and not included in the report.

*** When considered together, the deficiencies rise to the level of significant deficiencies.
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noted several instances in which audit procedures were not adequately per-
formed and documented in the areas of investments and expenses. As a result,
the audit work performed for several audits did not support the opinion issued
and was not performed in conformity with applicable professional standards.
The firm has subsequently performed the omitted procedures to support the
audit opinions.

Recommendation—The firm's quality control policies and procedures
should require the use of audit programs on all audits. All audit programs
should be retained with the engagement working papers.

2. Deficiency—The firm's quality control policies and procedures require consul-
tation based upon the following factors: materiality, experience in a particular
industry or functional area, and familiarity with the accounting principles or
auditing requirements in a specialized area. We noted instances in which the
firm did not consult during the year, either by use of the firm's technical ref-
erence material or by requesting assistance from outside the firm. As a result,
financial statements on audits for development stage companies did not con-
form with applicable professional standards. The firm was not aware of the
unique disclosure and statement presentations required until it was brought
to its attention during the peer review. The firm intends to recall and reissue
the financial statements and reports.

Recommendation—The firm should emphasize its consultation policies
and procedures on those engagements that are new to the experience level
of the firm's accounting and auditing personnel.

3. Deficiency—The firm's quality control policies and procedures do not provide
its personnel with a means of ensuring that all necessary procedures are per-
formed on Employee Retirement Income Security Act (ERISA) engagements.
During our review, we noted that the firm failed to adequately perform, in-
cluding appropriately documenting, procedures related to benefit payments on
ERISA engagements. The firm has subsequently performed the testing and
documented its procedures.

Recommendation—The firm should review and implement the require-
ments of specialized industries. This can be accomplished by the purchase
and use of practice aids tailored to the industry.

4. Deficiency—The firm's quality control policies and procedures require that fi-
nancial statement reporting and disclosure checklists be completed for all en-
gagements. Our review noted that these checklists were not being used on all
engagements. As a result, the reviewed financial statements in the construction
industry were missing several significant disclosures as required by generally
accepted accounting principles. The subject reports have been recalled, and the
financial statements are being revised.

Recommendation—The firm should conduct a training session for all per-
sonnel to review the firm's policies and procedures for utilizing financial
statement reporting and disclosure checklists specific to the industry of
the engagement, when available. The engagement partner should care-
fully review these checklists at the completion of an engagement to ensure
their proper completion as required by firm policy. This can be accom-
plished by adding a procedure to the firm's engagement review checklist
requiring the engagement partner to document his or her review of these
checklists.

In our opinion, as a result of the significant deficiencies described above, the
system of quality control for the accounting and auditing practice of XYZ &
Co. in effect for the year ended June 30, 20XX, was not suitably designed or
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complied with to provide the firm with reasonable assurance of performing
and/or reporting in conformity with applicable professional standards in all
material respects. Firms can receive a rating of pass, pass with deficiency(ies),
or fail. XYZ & Co has received a peer review rating of fail.

Smith, Jones and Associates

[name of team captain's firm]
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Appendix J

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail in a System Review

The purpose of a letter of response is to describe the actions the firm has
taken or will take, including the timing of the planned actions, to prevent a
recurrence of each of the significant deficiencies discussed in the report. If the
reviewed firm disagrees with one or more of the significant deficiencies or recom-
mendations in the report, the reviewed firm should contact the administering
entity for assistance. If the firm still disagrees after contacting the administer-
ing entity, the firm's response should describe the reasons for such disagree-
ment. For more information related to disagreements, see paragraph .93 of the
standards. The letter of response should be carefully prepared because of the
important bearing it may have on the decisions reached in connection with
acceptance of the report on the review (see paragraphs .136–.140, "Accepting
System and Engagement Reviews"). The letter of response should be submitted
to the team captain for review and comment prior to the firm submitting the
response to the administering entity.

November 30, 20XX

[Addressed to the peer review committee of the administering entity]

Ladies and Gentlemen:

This letter represents our* response to the report issued in connection with
the peer review of the firm's system of quality control for the accounting and
auditing practice in effect for the year ended June 30, 20XX. All issues have
been brought to the attention of personnel at a meeting held on November
22, 20XX. In addition, steps have been added to our monitoring procedures to
review the deficiencies noted in the report so that they will not happen again.

1.∗∗ Several of the deficiencies noted by the review team included missing or in-
complete audit and review documentation. All individuals with responsibil-
ity for managing audit and accounting engagements have been reminded of
their responsibility to ensure the applicable professional standards for perform-
ing and documenting engagements are followed. In addition, we have imple-
mented a concurring partner review on all audit and review engagements, and
the quality of audit documentation will be a focus of the concurring partner's
review.

2. The firm has contacted two other accounting firms with expertise in Employee
Retirement Income Security Act (ERISA) audits, development stage companies,
and other industries that are similar to ours. We have implemented a plan for
consultation with these firms for guidance in situations with which we are
unfamiliar.

3. We have purchased practice aids that are specific to the industries of our clients
and have instructed staff and partners on their use.

* The response should use the singular I, me, and my only when the reviewed firm is a sole
practitioner.

∗∗ The numbering of responses, to coincide with the numbered comments in the report, is optional.
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4. At the staff meeting mentioned above, the importance of proper use of the firm's
reporting and disclosure checklist was discussed, including the use of checklists
for specialized industries. We discussed the proper resolution of points or top-
ics unfamiliar to the individual completing the checklist or those reviewing
its completion. The firm's CPE plan for partners and managers now includes
annual updates on disclosure issues.

The firm is committed to strengthening its monitoring policies and procedures,
especially as they relate to a timely postissuance review of engagements. We
have acquired quality control materials to guide the firm, and supervision of
the monitoring process has been assigned to a partner. Additionally, outside
assistance (as mentioned above) has been sought, and this individual will be
available for consultation and guidance.

Sincerely,

[Name of Firm]***

*** Signed by an authorized partner of the firm.
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Appendix K

Illustration of a Report With a Peer Review Rating of Fail
(With a Scope Limitation) in a System Review

The deficiencies and related recommendations provided are examples pro-
vided for illustrative purposes only. Any one or more of the deficiencies, based
on the relative importance of the deficiency to the system of quality control as a
whole, could result in a report with a peer review rating of pass with deficiencies
or fail.

Limitation on Scope of Review
A report with a scope limitation should be issued when the scope of the review is
limited by conditions (including those discussed in the standards) that preclude
the application of one or more peer review procedure(s) considered necessary
in the circumstances and the review team cannot accomplish the objectives of
those procedures through alternate procedures. For example, a review team
may be able to apply appropriate alternate procedures if one or more engage-
ments have been excluded from the scope of the review. Ordinarily, however, the
team would be unable to apply alternate procedures if the firm's only engage-
ment in an industry that must be selected is unavailable for review and there
is not an earlier issued engagement that may be able to replace it, or when
a significant portion of the firm's accounting and auditing practice during the
year reviewed had been divested before the review began (see interpretation).
A scope limitation may be included in a report with a peer review rating of
pass, pass with deficiency(ies), or fail. In this example, the scope limitation was
included in a report with a peer review rating of fail.

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

System Review Report

October 31, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We* have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm) in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants. The firm is responsible
for designing a system of quality control and complying with it to provide the
firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. Our responsibility

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.
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is to express an opinion on the design of the system of quality control and the
firm's compliance therewith based on our review. The nature, objectives, scope,
limitations of, and the procedures performed in a System Review are described
in the standards at www.aicpa.org/prsummary.

As required by the standards, engagements selected for review included (en-
gagements performed under the Government Auditing Standards; audits of
employee benefit plans, and audits performed under FDICIA).**

In performing our review, the firm notified us that we would be unable to review
the engagements performed by one of the firm's four offices that divested from
the firm during the peer review year. As a result, we were unable to include
within our engagement selection any engagements issued by that office. The
engagements excluded form our engagement selection process included audit
engagements and composed approximately 20 percent of the firm's audit and
accounting hours during the peer review year.

In addition, we noted the following significant deficiencies*** during our review:

1. Deficiency—The firm's quality control policies and procedures do not require
written audit programs as required by professional standards. As a result, we
noted several instances in which audit procedures were not adequately per-
formed and documented in the areas of investments and expenses. As a result,
the audit work performed for several audits did not support the opinion issued
and was not performed in conformity with applicable professional standards.
The firm has subsequently performed the omitted procedures to support the
audit opinions.

Recommendation—The firm's quality control policies and procedures
should require the use of audit programs on all audits. All audit programs
should be retained with the engagement working papers.

3. Deficiency—The firm's quality control policies and procedures require consul-
tation based upon the following factors: materiality, experience in a particular
industry or functional area, and familiarity with the accounting principles or
auditing requirements in a specialized area. We noted instances in which the
firm did not consult during the year, either by use of the firm's technical ref-
erence material or by requesting assistance from outside the firm. As a result,
financial statements on audits for development stage companies did not con-
form with applicable professional standards. The firm was not aware of the
unique disclosure and statement presentations required until it was brought
to its attention during the peer review. The firm intends to recall and reissue
the financial statements and reports.

Recommendation—The firm should emphasize its consultation policies
and procedures on those engagements that are new to the experience level
of the firm's accounting and auditing personnel.

5. Deficiency—The firm's quality control policies and procedures do not provide
its personnel with a means of ensuring that all necessary procedures are per-
formed on Employee Retirement Income Security Act (ERISA) engagements.
During our review, we noted that the firm failed to adequately perform, in-
cluding appropriately documenting, procedures related to benefit payments on

** If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards, audits of depository institutions with total assets of $500 million or greater
at the beginning of its fiscal year, or other engagements required to be selected by the board in in-
terpretations, the engagement type(s) selected for review should be identified in the report using this
paragraph, tailored as applicable. If the firm does not perform such engagements, this paragraph is
not applicable and not included in the report.

*** When considered together, the deficiencies rise to the level of significant deficiencies.
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ERISA engagements. The firm has subsequently performed the testing and
documented its procedures.

Recommendation—The firm should review and implement the require-
ments of specialized industries. This can be accomplished by the purchase
and use of practice aids tailored to the industry.

6. Deficiency—The firm's quality control policies and procedures require that fi-
nancial statement reporting and disclosure checklists be completed for all en-
gagements. Our review noted that these checklists were not being used on all
engagements. As a result, the reviewed financial statements in the construction
industry were missing several significant disclosures as required by generally
accepted accounting principles. The subject reports have been recalled and the
financial statements are being revised.

Recommendation—The firm should conduct a training session for all per-
sonnel to review the firm's policies and procedures for utilizing financial
statement reporting and disclosure checklists specific to the industry of the
engagement, when available. The engagement partner should carefully re-
view these checklists at the completion of an engagement to ensure their
proper completion as required by firm policy. This can be accomplished by
adding a procedure to the firm's engagement review checklist requiring
the engagement partner to document his or her review of these checklists.

In our opinion, as a result of the significant deficiencies described above, and
any additional significant deficiencies that might have come to our attention
had we been able to review engagements from the divested office as described
above, the system of quality control for the accounting and auditing practice of
XYZ & Co. in effect for the year ended June 30, 20XX was not suitably designed
or complied with to provide the firm with reasonable assurance of performing
and/or reporting in conformity with applicable professional standards in all
material respects. Firms can receive a rating of pass, pass with deficiency(ies), or
fail. XYZ & Co has received a peer review rating of fail (with a scope limitation).

Smith, Jones and Associates

[name of team captain's firm]
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Appendix L

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail (With a Scope
Limitation) in a System Review

The purpose of a letter of response is to describe the actions the firm has
taken or will take including the timing of the planned actions, to prevent a
recurrence of each of the significant deficiencies discussed in the report. If
the reviewed firm disagrees with one or more of the significant deficiencies,
or recommendations in the report, the reviewed firm should contact the ad-
ministering entity for assistance. If the firm still disagrees after contacting
the administering entity, the firm's response should describe the reasons for
such disagreement. For more information related to disagreements, see para-
graph .93 of the standards. The letter of response should be carefully prepared
because of the important bearing it may have on the decisions reached in con-
nection with acceptance of the report on the review (see paragraphs .136–.140
"Accepting System and Engagement Reviews"). The letter of response should
be submitted to the team captain for review and comment prior to the firm
submitting the response to the administering entity.

November 30, 20XX

[Addressed to the peer review committee of the administering entity]

Ladies and Gentlemen:

This letter represents our* response to the report issued in connection with
the peer review of the firm's system of quality control for the accounting and
auditing practice in effect for the year ended June 30, 20XX. All issues have
been brought to the attention of personnel at a meeting held on November
22, 20XX. In addition, steps have been added to our monitoring procedures to
review the deficiencies noted in the report so that they will not happen again.

We notified our peer reviewer that he would be unable to review the engage-
ments performed by one of our firm's four offices that divested from our firm
during the peer review year. We have considered the consequences of this scope
limitation on the results of our peer review.

1.∗∗ Several of the deficiencies noted by the review team included missing or incom-
plete audit and review documentation. All individuals with responsibility for
managing audit and accounting engagements have been reminded of their re-
sponsibility to ensure the applicable professional standards for performing and
documenting engagements are followed. In addition, we have implemented a
concurring partner review on all audit and review engagements, and the quality
of audit documentation will be a focus of the concurring partner's review.

2. The firm has contacted two other accounting firms with expertise in Employee
Retirement Income Security Act (ERISA) audits, development stage companies,
and other industries that are similar to ours. We have implemented a plan for
consultation with these firms for guidance in situations with which we are
unfamiliar.

* The response should use the singular I, me, and my only when the reviewed firm is a sole
practitioner.

∗∗ The numbering of responses, to coincide with the numbered comments in the report, is optional.
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3. We have purchased practice aids that are specific to the industries of our clients
and have instructed staff and partners on their use.

4. At the staff meeting mentioned above, the importance of proper use of the firm's
reporting and disclosure checklist was discussed, including the use of checklists
for specialized industries. We discussed the proper resolution of points or top-
ics unfamiliar to the individual completing the checklist or those reviewing
its completion. The firm's CPE plan for partners and managers now includes
annual updates on disclosure issues.

The firm is committed to strengthening its monitoring policies and procedures,
especially as they relate to a timely postissuance review of engagements. We
have acquired quality control materials to guide the firm, and supervision of
the monitoring process has been assigned to a partner. Additionally, outside
assistance (as mentioned above) has been sought, and this individual will be
available for consultation and guidance.

Sincerely,

[Name of Firm]***

*** Signed by an authorized partner of the firm.
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Appendix M

Illustration of a Report With a Peer Review Rating of Pass
in an Engagement Review

In the event of a scope limitation, include an additional paragraph (as de-
scribed in paragraph 122j of the standards), and follow the illustrations for
System Reviews with scope limitations (see appendixes D, G, and K).

[Administering entity letterhead for a committee-appointed review team review;
firm letterhead for a firm-on-firm review; review captain's firm letterhead for an
association formed review team]

Engagement Review Report

September 30, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We* have reviewed selected accounting engagements of XYZ & Co. (the firm)
in effect for the year ended June 30, 20XX. Our peer review was conducted in
accordance with the Standards for Performing and Reporting on Peer Reviews
established by the Peer Review Board of the American Institute of Certified
Public Accountants. The firm is responsible for designing a system of quality
control and complying with it to provide the firm with reasonable assurance
of performing and reporting in conformity with applicable professional stan-
dards in all material respects. Our responsibility is to evaluate whether the en-
gagements submitted for review were performed and reported on in conformity
with applicable professional standards in all material respects. An Engage-
ment Review does not include reviewing the firm's system of quality control
and compliance therewith and, accordingly, we express no opinion or any form
of assurance on that system. The nature, objectives, scope, limitations of, and
the procedures performed in an Engagement Review are described in the stan-
dards at www.aicpa.org/prsummary.

Based on our review, nothing came to our attention that caused us to believe that
the engagements submitted for review by XYZ & Co. for the year ended June
30, 20XX, were not performed and reported on in conformity with applicable
professional standards in all material respects. Firms can receive a rating of
pass, pass with deficiency(ies), or fail. XYZ & Co has received a peer review
rating of pass.

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.
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Smith, Jones and Associates

[name of review captain's firmon firm-on-firm review or association formed re-
view team]

[or]

John Brown, Review Captain

[committee-appointed review team review]
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Appendix N

Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies in an Engagement Review

This illustration assumes that the firm had at least one other engagement
that was reviewed that did not have a deficiency. Otherwise, this firm would
have received a peer review rating of fail.

In the event of a scope limitation, include an additional paragraph (as described
in paragraph 122j of the standards), and follow the illustrations for System
Reviews with scope limitations (see appendixes D, G, and K).

[Administering entity letterhead for a committee-appointed review team review;
firm letterhead for a firm-on-firm review; review captain's firm letterhead for an
association formed review team]

Engagement Review Report

September 30, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable ad-
ministering entity]

We* have reviewed selected accounting engagements of XYZ & Co. (the firm)
in effect for the year ended June 30, 20XX. Our peer review was conducted in
accordance with the Standards for Performing and Reporting on Peer Reviews
established by the Peer Review Board of the American Institute of Certified
Public Accountants. The firm is responsible for designing a system of quality
control and complying with it to provide the firm with reasonable assurance
of performing and reporting in conformity with applicable professional stan-
dards in all material respects. Our responsibility is to evaluate whether the en-
gagements submitted for review were performed and reported on in conformity
with applicable professional standards in all material respects. An Engage-
ment Review does not include reviewing the firm's system of quality control
and compliance therewith and, accordingly, we express no opinion or any form
of assurance on that system. The nature, objectives, scope, limitations of, and
the procedures performed in an Engagement Review are described in the stan-
dards at www.aicpa.org/prsummary.

We noted the following deficiencies** during our review:

1. Deficiency—On one review engagement of a manufacturing client, we noted
that the accompanying accountant's report was not appropriately modified. The
financial statements did not appropriately present or disclose matters in accor-
dance with industry standards. The firm discussed the departure with the client

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.

** The deficiencies and related recommendations provided are examples provided for illustrative
purposes only.
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and decided to recall its report and restate the accompanying financial state-
ments in order to report in conformity with applicable professional standards
in all material respects.

Recommendation—We recommend that the firm establish a means of en-
suring that financial statements present or disclose matters in accordance
with industry standards. Such means might include continuing profes-
sional education in the industries of the firm's engagements and, although
not required by professional standards, use of a comprehensive reporting
and disclosure checklist on accounting engagements that is tailored for
specialized industries, where applicable, or a cold review of reports and
financial statements prior to issuance.

2. Deficiency—On a review engagement we reviewed, we noted that the firm failed
to obtain a management representation letter, and its working papers failed
to document the matters covered in the accountant's inquiry and analytical
procedures. These deficiencies were identified on the firm's previous review.

Recommendation—The firm should review and implement the require-
ments for obtaining management representation letters and the content
of the accountant's working papers on review engagements.

Based on our review, except for the deficiencies described above, nothing came
to our attention that caused us to believe that the engagements submitted for
review by XYZ & Co. for the year ended June 30, 20XX, were not performed and
reported on in conformity with applicable professional standards in all material
respects. Firms can receive a rating of pass, pass with deficiency(ies), or fail.
XYZ & Co. has received a peer review rating of pass with deficiencies.

Smith, Jones and Associates

[name of review captain's firm on firm-on-firm review or association formed
review team]

[or]

John Brown, Review Captain

[committee-appointed review team review]
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Appendix O

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Pass With Deficiencies in an
Engagement Review

The purpose of a letter of response is to describe the actions the firm has
taken or will take including the timing of the planned actions to prevent the
recurrence of each deficiency discussed in the report. If the reviewed firm dis-
agrees with one or more of the deficiencies or recommendations in the report,
the reviewed firm should contact the administering entity for assistance in the
matter. If the firm still disagrees after contacting the administering entity, the
firm's response should describe the reasons for such disagreement. For addi-
tional guidance on disagreements, see paragraph .116 of standards. The letter
of response should be carefully prepared because of the important bearing it
may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136–.140, "Accepting System and Engagement
Reviews"). The letter of response should be submitted to the reviewer for review
and comment prior to the firm submitting the response to the administering
entity.

October 31, 20XX

[Addressed to the peer review committee of the administering entity]

Ladies and Gentlemen:

This letter represents our* response to the report on the Engagement Review
of our firm's accounting practice for the year ended June 30, 20XX.

1.∗∗ As recommended by the reviewer, the entire staff has participated in continuing
professional education related to reporting and disclosures, with a particular
focus on areas specific to the industries that we are engaged in. We will be per-
forming a preissuance review by a partner not associated with the engagement
to make sure that the accountant's report is appropriately modified when the
financial statements depart from applicable professional standards.

2. Management representation letters will be obtained for all future review en-
gagements issued by the firm. The firm has required that a manager review
each engagement to ensure that the management representation letter is ob-
tained and that all the required documentation, including the matters covered
in the accountant's inquiry and analytical procedures, is included in the work-
ing papers.

We believe these actions address the matters noted by the reviewer.

Sincerely,

[Name of firm]***

* The response should use the singular I, me, and my only when the reviewed firm is a sole
practitioner.

∗∗ The numbering of responses, to coincide with the numbered comments in the report, is optional.
*** Signed by an authorized partner of the firm.
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Appendix P

Illustration of a Report With a Peer Review Rating of Fail
in an Engagement Review

The deficiencies in this illustration represent various examples and are not
intended to suggest that the peer review would include this many engagements
in the scope or require this number of deficiencies to warrant a report with a
peer review rating of fail. However, each of the engagements reviewed would
have one or more deficiencies in a report with a peer review rating of fail.

In the event of a scope limitation, include an additional paragraph (as described
in paragraph 122j of the standards), and follow the illustrations for System
Reviews with scope limitations (see appendixes D, G, and K).

[Administering entity letterhead for a committee-appointed review team review;
firm letterhead for a firm-on-firm review; review captain's firm letterhead for an
association formed review team]

Engagement Review Report

September 30, 20XX

To the Partners of [or other appropriate terminology]

XYZ & Co.

and the Peer Review Committee of the [insert the name of the applicable Ad-
ministering Entity]

We* have reviewed selected accounting engagements of XYZ & Co. (the firm)
in effect for the year ended June 30, 20XX. Our peer review was conducted in
accordance with the Standards for Performing and Reporting on Peer Reviews
established by the Peer Review Board of the American Institute of Certified
Public Accountants. The firm is responsible for designing a system of quality
control and complying with it to provide the firm with reasonable assurance
of performing and reporting in conformity with applicable professional stan-
dards in all material respects. Our responsibility is to evaluate whether the en-
gagements submitted for review were performed and reported on in conformity
with applicable professional standards in all material respects. An Engage-
ment Review does not include reviewing the firm's system of quality control
and compliance therewith and, accordingly, we express no opinion or any form
of assurance on that system. The nature, objectives, scope, limitations of, and
the procedures performed in an Engagement Review are described in the stan-
dards at www.aicpa.org/prsummary.

We noted the following significant deficiencies** during our review:

1. Deficiency—Our review disclosed several failures to adhere to applicable profes-
sional standards in reporting on material departures from generally accepted
accounting principles (GAAP) and in conforming to standards for accounting

* The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another
firm to perform its review and the reviewing firm is a sole practitioner.

** The deficiencies and related recommendations provided are examples provided for illustrative
purposes only.
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and review services. Specifically, the firm did not disclose in certain compilation
and review reports failures to conform with GAAP in accounting for leases, in
accounting for revenue from construction contracts, and in disclosures made in
the financial statements or the notes thereto concerning various matters im-
portant to an understanding of those statements. The compilation and review
engagements were in the construction and manufacturing industries, respec-
tively. In addition, the firm did not obtain management representation letters
on review engagements.

Recommendation—We recommend the firm establish a means of ensur-
ing its conformity with applicable professional standards. In addition, we
recommend the firm review and implement the requirements for obtain-
ing management representation letters on review engagements. The firm
should either participate in continuing professional education in financial
statement disclosures, use a reporting and disclosure checklist on account-
ing engagements (tailored if the financial statements are in a specialized
industry), or conduct a preissuance review of the engagement by an indi-
vidual not associated with the engagement prior to issuance.

2. Deficiency—During our review, we noted the firm did not modify its compilation
reports on financial statements when neither the financial statements nor the
footnotes noted that the statements were presented on a comprehensive basis of
accounting other than generally accepted accounting principles. This deficiency
was noted in the firm's previous peer reviews.

Recommendation—We recommend that the firm review the reports issued
during the last year and identify those reports that should have been mod-
ified to reflect a comprehensive basis of accounting other than generally
accepted accounting principles. A memorandum should then be prepared
highlighting the changes to be made in the current year and placed in the
files of the client for whom a report must be changed.

3. Deficiency—In the construction industry compilation engagements that we re-
viewed, disclosures of material lease obligations as required by generally ac-
cepted accounting principles were not included in the financial statements, and
the omissions were not disclosed in the accountant's reports.

Recommendation—We recommend the firm review and disseminate infor-
mation regarding the disclosure requirements on specialized industries to
all staff involved in reviewing or compiling financial statements. In addi-
tion, we recommend that the firm establish appropriate policies to ensure
that all lease obligations are disclosed in financial statements reported on
by the firm. For example, a step might be added to compilation and review
work programs requiring that special attention be given to these areas.

4. Deficiency—During our review of the financial statements for a compilation
engagement prepared under Statement on Standards for Accounting and Re-
view Services No. 8, for management use only, we noted that the engagement
letter did not include all of the information required by applicable professional
standards.

Recommendation—The firm should review the professional standards gov-
erning the information to be included in engagement letters for financial
statements prepared for management use only and make sure it conforms
to those standards.

As a result of the deficiencies described above, we believe that the engage-
ments submitted for review by XYZ & Co. for the year ended June 30, 20XX,
were not performed and reported on in conformity with applicable professional
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standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies), or fail. XYZ & Co has received a peer review rating of fail.

Smith, Jones and Associates

[name of review captain's firm on firm-on-firm review or association formed
review team]

[or]

John Brown, Review Captain

[committee-appointed review team review]
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Appendix Q

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail in an Engagement
Review

The purpose of a letter of response is to describe the actions the firm has
taken or will take including the timing of the planned actions to prevent the
recurrence of each of the significant deficiencies. If the reviewed firm disagrees
with one or more of the significant deficiencies or recommendations in the re-
port, the reviewed firm should contact the administering entity for assistance.
If the firm still disagrees after contacting the administering entity, the firm's
response should describe the reasons for such disagreement. For additional
guidance on disagreements, see paragraph .116 of the standards. The letter of
response should be carefully prepared because of the important bearing it may
have on the decisions reached in connection with acceptance of the report on
the review (see paragraphs .136–.140, "Accepting System and Engagement Re-
views"). The letter of response should be submitted to the reviewer for review
and comment prior to the firm submitting the response to the administering
entity.

October 31, 20XX

[Addressed to the peer review committee of the administering entity]

Ladies and Gentlemen:

This letter represents our* response to the report on the Engagement Review
of our firm's accounting practice for the year ended June 30, 20XX.

**To prevent the recurrence of the deficiencies noted by the reviewer and to
prevent other such deficiencies from occurring, we will review the professional
standards related to the deficiencies and ensure that the professional standards
will be complied with on all future engagements.

Specifically, we have strengthened the engagement review to ensure that man-
agement representation letters are obtained for all review engagements per-
formed by the firm.

All personnel who work on accounting engagements will be participating in
continuing professional education in disclosures and reporting by December
31, 20XX, to address the disclosure and reporting deficiencies noted by the
reviewer. In addition, we have started using a third-party reporting and disclo-
sure checklist to ensure all reporting and disclosure matters are appropriately
addressed. The reporting and disclosure checklist is tailored to specialized in-
dustries, where applicable.

* The response should use the singular I, me, and my only when the reviewed firm is a sole
practitioner.

** The numbering of responses, to coincide with the numbered comments in the report, is optional.
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The firm is now using third-party practice aids for guidance in compilations
of financial statements for management use only, and this includes engage-
ment letters that conform to professional standards to document the client's
understanding with respect to these engagements. We believe these actions
are responsive to the deficiencies noted on the review.

Sincerely,

[Name of firm]***

*** Signed by an authorized partner of the firm.
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Appendix R

Illustration of a Report With a Peer Review Rating of Pass
in a Peer Review of Quality Control Materials or
Continuing Professional Education Programs

Quality Control Materials * Review Report

April 30, 20XX

Executive Board

XYZ Organization

and the AICPA Peer Review Board's National Peer Review Committee

We have reviewed the system of quality control for the development and main-
tenance of [identify each item covered by the opinion or refer to an attached
listing] (hereafter referred to as materials) of XYZ Organization (the organiza-
tion) and the resultant materials in effect at December 31, 20XX. Our quality
control materials∗ peer review was conducted in accordance with the Standards
for Performing and Reporting on Peer Reviews established by the Peer Review
Board of the American Institute of Certified Public Accountants. The organi-
zation is responsible for designing a system of quality control and complying
with it to provide users of the materials with reasonable assurance that the
materials are reliable aids to assist them in conforming with those professional
standards that the materials purport to encompass. Our responsibility is to ex-
press an opinion on the design of the system and the organization's compliance
with that system based on our review. The nature, objectives, scope, limitations
of, and the procedures performed in a Quality Control Materials∗ Review are
described in the standards at www.aicpa.org/prsummary.

In our opinion, the system of quality control for the development and mainte-
nance of the quality control materials∗ of the XYZ Organization was suitably
designed and was being complied with during the year ended December 31,
20XX, to provide users of the materials with reasonable assurance that the
materials are reliable aids to assist them in conforming with those professional
standards the materials purport to encompass. Also, in our opinion, the quality
control materials∗ referred to above are reliable aids at December 31, 20XX.
Organizations can receive a rating of pass, pass with deficiency(ies), or fail. XYZ
Organization has received a peer review rating of pass.

ABC & Co.**

* Or Continuing Professional Education Programs, if applicable.
** The report should be signed in the name of the team captain's firm for firm on firm reviews or

association formed review teams.
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Appendix S

Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies in a Peer Review of Quality Control
Materials or Continuing Professional Education Programs

Quality Control Materials* Review Report

April 30, 20XX

Executive Board

XYZ Organization

and the National Peer Review Committee

We have reviewed the system of quality control for the development and main-
tenance of [identify each item covered by the opinion or refer to an attached
listing] (hereafter referred to as materials) of XYZ Organization (the organiza-
tion) and the resultant materials in effect at December 31, 20XX. Our quality
control materials* peer review was conducted in accordance with the Standards
for Performing and Reporting on Peer Reviews established by the Peer Review
Board of the American Institute of Certified Public Accountants. The organi-
zation is responsible for designing a system of quality control and complying
with it to provide users of the materials with reasonable assurance that the
materials are reliable aids to assist them in conforming with those professional
standards that the materials purport to encompass. Our responsibility is to ex-
press an opinion on the design of the system and the organization's compliance
with that system based on our review. The nature, objectives, scope, limitations
of, and the procedures performed in a Quality Control Materials Review∗ are
described in the standards at www.aicpa.org/prsummary.

We noted the following deficiencies** during our review:

1. Deficiency—The organization's policies and procedures for the development and
maintenance of quality control materials* state that feedback on the materials
is obtained by means of a questionnaire provided with the materials. The orga-
nization's policies and procedures do not specify the procedures to be followed
for reviewing and analyzing returned questionnaires. As a result, our review
of the questionnaires received by the organization during the review period
indicated that several questionnaires that had significant feedback as to the
accuracy of the information of certain materials were not being read, summa-
rized, or analyzed to determine whether the quality control materials∗ require
change.

Recommendation—The organization should revise its policies and proce-
dures for the development and maintenance of quality control materials∗
to include procedures for reviewing, summarizing, and analyzing the feed-
back received on its quality control materials ∗ in order to determine
whether the materials require change(s) to provide reasonable assurance
that the materials are reliable aids to assist users in conforming with those
professional standards the materials purport to encompass.

* Or Continuing Professional Education Programs, if applicable.
** The deficiencies and related recommendations provided are examples provided for illustrative

purposes only.
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2. Deficiency—The organization's policies and procedures require that a technical
review of all quality control materials∗ be performed by a qualified person other
than the developer to ensure that the materials are reliable aids to assist users
in conforming to those professional standards the materials purport to encom-
pass. During our review, we noted that such a technical review was performed
on all of the materials we reviewed except for the current edition of the general
financial statement disclosure and reporting checklist, construction contractor
disclosure checklist, and the checklist for personal financial statements, which
had cold reviews performed by the developer. However, we were satisfied that
the checklists are reliable aids.

Recommendation—The organization should remind its personnel of the
importance of complying with its technical review policy. In addition, the
organization may wish to implement other controls to ensure compliance
with this policy.

In our opinion, except for deficiencies described above, the system of quality
control for the development and maintenance of the quality control materials *

of the XYZ Organization was suitably designed and was being complied with
during the year ended December 31, 20XX, to provide users of the materials
with reasonable assurance that the materials are reliable aids to assist them in
conforming with those professional standards the materials purport to encom-
pass. Also, in our opinion, the quality control materials∗ referred to above are
reliable aids at December 31, 20XX. Organizations can receive a rating of pass,
pass with deficiency(ies), or fail. XYZ Organization has received a peer review
rating of pass with deficiencies.

ABC & Co.***

* See footnote * in this paragraph.
*** The report should be signed in the name of the team captain's firm for firm on firm reviews or

association formed review teams.
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Appendix T

Illustration of a Report With a Peer Review Rating of Fail
in a Peer Review of Quality Control Materials or
Continuing Professional Education Programs

The deficiencies and related recommendations provided are examples for
illustrative purposes only. Any one or more of the deficiencies, based on the
relative importance of the deficiency to the system of quality control as a whole,
could result in a report with a peer review rating of fail.

Quality Control Materials* Review Report

October 31, 20XX

Executive Board

XYZ Organization

and the National Peer Review Committee

We have reviewed the system of quality control for the development and main-
tenance of [identify each item covered by the opinion or refer to an attached
listing] (hereafter referred to as materials) of XYZ Organization (the organiza-
tion) and the resultant materials in effect at December 31, 20XX. Our quality
control materials∗ peer review was conducted in accordance with the Standards
for Performing and Reporting on Peer Reviews established by the Peer Review
Board of the American Institute of Certified Public Accountants. The organi-
zation is responsible for designing a system of quality control and complying
with it to provide users of the materials with reasonable assurance that the
materials are reliable aids to assist them in conforming with those professional
standards that the materials purport to encompass. Our responsibility is to ex-
press an opinion on the design of the system and the organization's compliance
with that system based on our review. The nature, objectives, scope, limitations
of, and the procedures performed in a Quality Control Materials Review∗ are
described in the standards at www.aicpa.org/prsummary.

We noted the following significant deficiencies** during our review:

1. Deficiency—The organization's policies and procedures for the development and
maintenance of quality control materials∗ state that feedback on the materials
is obtained by means of a questionnaire provided with the materials. The orga-
nization's policies and procedures do not specify the procedures to be followed
for reviewing and analyzing returned questionnaires. As a result, our review
of the questionnaires received by the organization during the review period
indicated that several questionnaires that had significant feedback as to the
accuracy of the information of certain materials were not being read, summa-
rized, or analyzed to determine whether the quality control materials∗ require
change.

* Or Continuing Professional Education Programs, if applicable.
** The deficiencies and related recommendations provided are examples provided for illustrative

purposes only.
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Recommendation—The organization should revise its policies and proce-
dures for the development and maintenance of quality control materi-
als∗ to include procedures for reviewing, summarizing, and analyzing the
feedback received on its quality control materials∗ in order to determine
whether the materials require change(s) to provide reasonable assurance
that the materials are reliable aids to assist users in conforming with those
professional standards the materials purport to encompass.

2. Deficiency—The organization's policies and procedures require that a technical
review of all quality control materials * be performed by a qualified person other
than the developer to ensure that the materials are reliable aids to assist users
in conforming to the professional standards the materials purport to encompass.
During our review, we noted that such a technical review was not performed on
the materials we reviewed. As a result, some of the materials were not up-to-
date or were inaccurate, and thus were not reliable aids.

Recommendation—The organization should remind its personnel of the
importance of complying with its technical review policy. In addition, the
organization may wish to implement other controls to ensure compliance
with this policy.

In our opinion, as a result of the deficiencies described above, the system of
quality control for the development and maintenance of the quality control ma-
terials∗ of XYZ Organization was not suitably designed and/or complied with
during the year ended December 31, 20XX, to provide the users of the materials
with reasonable assurance that the materials are reliable aids to assist them
in conforming with those professional standards the materials purport to en-
compass. Also, in our opinion, the quality control materials∗ referred to above
are not reliable aids at December 31, 20XX. Organizations can receive a rating
of pass, pass with deficiency(ies), or fail. XYZ Organization has received a peer
review rating of fail.

ABC & Co.***

* See footnote * in this paragraph.
*** The report should be signed in the name of the team captain's firm for firm on firm reviews or

association formed review teams.
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PR Section 9100

Standards for Performing and Reporting on
Peer Reviews: Interpretations of Section 100

[Originally issued March 2008; revised December 2008.]

NOTICE TO READERS

Interpretations of the AICPA Standards for Performing and Reporting
on Peer Reviews (section 100) are developed in open meetings by the AICPA
Peer Review Board for peer reviews of firms enrolled in the AICPA Peer
Review Program. Interpretations need not be exposed for comment and are
not the subject of public hearings. These interpretations are applicable to
firms (and individuals) enrolled in the program; individuals and firms who
perform and report on peer reviews; entities approved to administer the peer
reviews; associations of CPA firms, whose members are also AICPA mem-
bers, authorized by the board to assist its members in forming review teams;
and the AICPA program staff. Interpretations are effective upon issuance
unless otherwise indicated.

The prefix of each interpretation refers first to the paragraph number in
the standards and second to the number of the interpretation relating to
that paragraph. For example, Interpretation No. 5-3 would be the third in-
terpretation of paragraph .05 of the standards. Not every paragraph of the
standards has an interpretation, and thus there could be gaps in the num-
bering sequence of the interpretations. If more than one paragraph of the
standards refers to a particular interpretation, then the interpretation's pre-
fix will refer to the first instance in the standards, and the interpretation
would note what other paragraphs refer to the interpretation. Interpreta-
tions have been grouped by topic for reference purposes. For example, there
are paragraph Interpretation Nos. 3-1 and 3-2 under the interpretation re-
lated to "Individual Enrollment in the Program."

To the extent that new interpretations are added before the next version
of the standards is issued, an interpretation may not be referred to in the
standards with the phrase (see interpretations).

(Issued Through January 1, 2009)

1. Use of the Standards
1-1 Question—Paragraph .01 of the standards discusses that the standards

are provided for those enrolled in the program. Who else may use these stan-
dards and who determines who enrolls in the program?

Interpretation—Although the standards are currently intended for AICPA
members and their firms, state CPA societies, or other organizations that are
approved by the AICPA Peer Review Board (board) to administer the program,
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AICPA members may also use these standards, as applicable,1 in administering
peer reviews of non-AICPA firms (and individuals).

The board determines who is eligible for enrollment in the program.

There are professional organizations with peer review programs to assist gov-
ernment audit organizations in meeting their Government Auditing Standards
peer review requirements. For example, the President's Council on Integrity
and Efficiency (PCIE) peer review program arranges reviews for the Federal
Inspector General; the National Association of State Auditors, Comptrollers
and Treasurers (NASACT) program arranges reviews for state auditors; and
the Association of Local Government Auditors (ALGA) program arranges re-
views for local government auditors. Each of these programs have established
their own set of standards for conducting peer reviews and should be contacted
for additional information when a peer reviewer is considering performing a
peer review for one of their members because these standards are not intended
for those purposes.

1-2 Question—Who is currently eligible to enroll in the program?

Interpretation—CPA firms in which at least one partner is a member of the
AICPA and, in certain circumstances, individual AICPA members may enroll.

1-3 Question—What other guidance is available to those who use the stan-
dards?

Interpretation—Users of the standards have a number of other sources of guid-
ance they can refer to, depending on their role in the program. The standards are
principles based and form the foundation for more detailed guidance, encom-
passed in these interpretations, other guidance in the AICPA Peer Review Pro-
gram Manual (including Supplemental Guidance and the Report Acceptance
Manual), the Oversight Handbook, Administrative Manual, and Peer Review
Alerts. There is no hierarchical structure to the standards, interpretations, and
other guidance; guidance in each is equally significant. However, in the event
of a conflict in interpreting and implementing these sources of guidance, the
standards and interpretations take precedence.

Peer review course manuals, conference materials, and other miscellaneous
items are also available for reference purposes.

2. Individual Enrollment in the Program
3-1 Question—AICPA bylaws require individual CPAs (not the firm) to

enroll in the program if they perform compilation services in firms or organi-
zations not eligible to enroll in such a program. To reflect this requirement,
paragraphs .03 and .05 of the standards refer to "firms and individuals in the
program." What is meant by "firms or organizations not eligible to enroll," and
can any AICPA member enroll in the program as an individual?

Interpretation—Under the AICPA Code of Professional Conduct ET appendix B,
Council Resolution Concerning Rule 505—Form of Organization and Name,
when the majority of the ownership of a firm, in terms of financial interests
and voting rights, belongs to CPAs, it must enroll in the program. A firm or or-
ganization without CPA majority ownership (a non-CPA owned entity) would
not be eligible to enroll in the program. The characteristics of such a firm are
discussed in ET appendix B. Where the firm or organization is not eligible to

1 Although peer reviews performed under these circumstances are permissible, they are not cur-
rently considered as being performed under the auspices of the program, and such firms are not
enrolled in the program because they are not subject to certain AICPA directed activities, including
oversight and "fair procedures."
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enroll, such as due to a lack of majority ownership by CPAs, and where the
individual AICPA member performs compilation services in the firm or orga-
nization, the AICPA member is required to enroll individually in the program.
Only AICPA members meeting these criteria are able to enroll individually.
Individual AICPA members who are only practicing with a firm that is eligible
to enroll in the program may not enroll in the program individually.

3-2 Question—The standards, interpretations, and guidance materials for
the program use the term firm throughout the materials. When an individual
is appropriately enrolled in the program, how does the term firm apply to the
enrolled individual, and are there any situations in which the standards, inter-
pretations, or guidance materials are intended to be directed at the actual firm
or organization that was not eligible to enroll?

Interpretation—As an alternative to rewriting all of the standards to reflect
individual enrollment, the term firm as it appears in the standards should be
applied to the enrolled individual and not the firm or organization in which the
individual is practicing public accounting that was not eligible to enroll. Under
the characteristics of a firm not eligible to enroll in the program, there must be
a CPA who has ultimate responsibility for any financial statement compilation
services; non-CPA owners cannot assume ultimate responsibility for any such
services. In addition, any compilation report must be signed individually by a
CPA and may not be signed in the name of the firm or organization.

3-3 Question—When performing the peer review of an enrolled individual
in the program, what type of peer review would be required, what peer review
materials would be used, and what changes would be necessary to the peer
review report?

Interpretation—As with any peer review, the types of engagements performed
dictate the type of peer review required. Because the enrolled individual could
only be performing compilation services, this would only require an Engage-
ment Review, although the individual could undergo a System Review. The
current peer review materials can still be used as long as the peer reviewer in-
dicates that the peer review was that of an enrolled individual and not of a firm
or organization. Similarly, the report and, if applicable, the letter of response,
as well as other peer review documents and correspondences, should be tailored
so that it is very clear that only the individual is being peer reviewed and not
the firm or organization.

3-4 Question—If an individual enrolled in the program receives a report
with a peer review rating of pass (previously referred to as an unmodified report)
on his or her Engagement Review and meets all other individual qualifications
for service as a peer reviewer including independence considerations, can that
individual perform peer reviews?

Interpretation—Yes. However, the individual alone would be the peer reviewer
and not the firm or organization that was not eligible to enroll in the program.
The peer reviewer should make this fact evident.

3-5 Question—As discussed in paragraph .144 of the standards, can a hear-
ing panel decide to terminate an individual's enrollment in the program?

Interpretation—Yes. The fair procedures related to hearings and appeals to the
AICPA Joint Trial Board for individuals enrolled in the program would parallel
the process for enrolled firms, including publication of termination in such form
and manner as the AICPA Council may prescribe. If a hearing panel decides to
terminate an individual's enrollment in the program, that individual can appeal
to the AICPA Joint Trial Board. When the fact that an individual's enrollment
has been terminated is published, the name of the firm or organization that was
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not eligible to enroll in the program with which the individual was practicing
is not published.

3. Acquisitions and Divestitures and Their Effect
on Peer Review Scope

5c-1 Question—Paragraph .05(c) of the standards requires that enrolled
firms have independent peer reviews of their accounting and auditing practices.
What is the effect on the scope of a firm's peer review when there has been an
acquisition of another practice or portion thereof, or a divestiture of a significant
portion of the firm's practice, during or subsequent to the firm's peer review
year?

Interpretation—When a reviewed firm has had an acquisition of another prac-
tice or a portion thereof or a divestiture of a significant portion of its practice
during or subsequent to its peer review year, the reviewer, the reviewed firm, or
both, should consult with AICPA staff prior to the commencement of the review
to consider the appropriate scope of the review or other actions that should be
taken.

A divestiture of a portion of the practice of a reviewed firm during the year
under review may have to be reported as a scope limitation if the review team
is unable to assess compliance with the system of quality control for reports
issued under the firm's name during that year. If the review team is able to
review engagements of the divested portion of the reviewed firm's practice,
then the review team should review such engagements considered necessary
to obtain an appropriate scope for the peer review. In such circumstances, an
appropriate scope is one where a reasonable cross section of the firm's practice
is covered and the review covers all partners and significant industry areas
that existed before the divestiture. The review team should carefully assess
the effects the divestiture has on the scope of the peer review. A team captain
or review captain who is considering whether a peer review report should be
issued with an additional paragraph for a scope limitation due to a divestiture
should consult with the administering entity.

Illustrations of System Review reports with a peer review rating of pass (with a
scope limitation), pass with deficiencies (with a scope limitation), and fail (with
a scope limitation) are presented in appendix D, Illustration of a Report With
a Peer Review Rating of Pass (With a Scope Limitation) in a System Review;
appendix G, Illustration of a Report With a Peer Review Rating of Pass With
Deficiencies (With a Scope Limitation) in a System Review; and appendix K,
Illustration of a Report With a Peer Review Rating of Fail (With a Scope Limita-
tion) in a System Review. Additional paragraphs included for scope limitations
for engagement review reports follow the illustrations for System Reviews with
scope limitations.

4. Resignations From and Reenrollment
in the Program

5g-1 Question—Paragraph .05(g) of the standards discusses an enrolled
firm's responsibility to understand the board's guidance on resignations from
the program. Under what conditions may a firm resign from the program?

Interpretation—A firm whose peer review has not commenced may resign from
the program by submitting a letter of resignation to the board. However, once
a peer review commences, a firm will not be able to resign from the program
except as stated in the following paragraph. A peer review commences when
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the review team begins field work, ordinarily at the reviewed firm's office in a
System Review, or begins the review of engagements in an engagement review.
The submission by the firm of a request to resign from the program once its
peer review has commenced is considered a failure to cooperate with the ad-
ministering entity and may lead to the termination of the firm's enrollment in
the program by a hearing panel of the board.

A firm will be permitted to resign once its peer review has commenced when
the firm submits a letter pleading guilty, acknowledging its noncooperation with
the program, waiving its right to a hearing, and agreeing to allow the AICPA
to publish, in such form and manner as the AICPA Council may prescribe, the
fact that the firm has resigned from the program before completion of its peer
review, evidencing noncooperation with the program. In addition, if (a) the firm
has been notified of the reviewer's or administering entity's intent to issue
or require a report with a peer review rating of pass with deficiencies or fail
(previously referred to as modified or adverse reports) or (b) the reviewer or
administering entity has knowledge of the discovery of an engagement that
was not conducted in accordance with professional standards on which the
firm must take, or would likely be required to take, action in accordance with
professional standards, then the fact that the situation in items (a) or (b) of the
preceding existed would also be published.

A firm that has been terminated from the program, or resigned under the con-
ditions previously described, may reenroll in the program once it completes the
delinquent action that caused the firm to be terminated. The administering
entity and the board make the determination of whether the action is satisfac-
torily completed. If the firm is past its next peer review due date, the firm will be
required to complete its subsequent peer review within 90 days of reenrolling.

5. Cooperating in a Peer Review
5h-1 Question—Paragraph .05(h) of the standards notes that firms (and

individuals) enrolled in the program have the responsibility to cooperate with
the peer reviewer, administering entity, and the board in all matters related to
the peer review including arranging, scheduling, and completing the review and
taking remedial, corrective actions as needed (paragraph .143 of the standards).
Under what circumstances will a firm (or individual) be not cooperating, and
what actions can be taken by the board for noncooperation?

Interpretation—The board has issued a resolution regarding dropping a firm's
enrollment from the program that is as follows:

AICPA Peer Review Board Resolution

(Adopted April 29, 1996 with amendments through January 1, 2009)

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required to
have a peer review once every three years performed in conformity with the
AICPA Standards for Performing and Reporting on Peer Reviews; and

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required
under the AICPA Standards for Performing and Reporting on Peer Reviews to
cooperate with the peer reviewer, administering entity and the AICPA Peer
Review Board in all matters related to the review;

NOW, THEREFORE, BE IT RESOLVED: A firm's enrollment in the AICPA Peer
Review Program will be dropped by the AICPA Peer Review Board, without a
hearing, thirty days after the AICPA Peer Review Program notifies the firm by
certified mail that the firm has failed to:
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(1) Timely file requested information with the entity administering the
firm's peer review concerning the arrangement or scheduling of that
peer review, prior to the commencement of the peer review,

(2) Timely submit requested information to the reviewer necessary to plan
the firm's peer review, prior to the commencement of the peer review.

(3) Have a peer review by the required date,

(4) Timely pay in full the fees and expenses of the review team formed by
an administering entity, or

(5) Timely pay fees related to the administration of the program that have
been authorized by the governing body of an administering entity.

The AICPA Peer Review Board may at its discretion decide to hold a hearing.
Whether a hearing is held or not, a firm enrolled in the AICPA Peer Review
Program has the right to appeal to the AICPA Joint Trial Board within 30
calendar days of being notified that the firm's enrollment has been dropped.

Interpretation—The AICPA Peer Review Board has issued a resolution regard-
ing terminating a firm's enrollment from the AICPA Peer Review Program that
is as follows:

AICPA Peer Review Board Resolution
(Adopted April 29, 1996 with amendments through January 1, 2009)

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required to
have a peer review once every three years performed in conformity with the
AICPA Standards for Performing and Reporting on Peer Reviews; and

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required
under the AICPA Standards for Performing and Reporting on Peer Reviews to
cooperate with the peer reviewer, administering entity and the AICPA Peer
Review Board in all matters related to the review;

NOW, THEREFORE, BE IT RESOLVED: A firm is deemed as failing to coop-
erate once the review has commenced by:

• Not responding to inquiries,

• Withholding information significant to the peer review, for instance
but not limited to failing to discuss communications received by the
reviewed firm relating to allegations or investigations in the conduct
of accounting, auditing or attestation engagements from regulatory,
monitoring or enforcement bodes,

• Not providing documentation including but not limited to the represen-
tation letter, quality control documents, engagement working papers,
all aspects of functional areas,

• Not responding to MFCs or FFCs timely,

• Limiting access to offices, personnel or other,

• Not facilitating the arrangement for the exit conference on a timely
basis,

• Failing to timely file the report and the response thereto related to its
peer review, if applicable,

• Failing to cooperate during oversight or,

• Failing to timely acknowledge and complete required corrective actions
or implementation plans.

The firm will be advised by certified mail that the AICPA Peer Review Board will
appoint a hearing panel to consider whether the firm's enrollment in the AICPA
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Peer Review Program should be terminated. A firm enrolled in the AICPA Peer
Review Program that has been notified that it is the subject of such a hearing
may not resign until the matter causing the hearing has been resolved. After a
hearing is held, a firm whose enrollment in the AICPA Peer Review Program
has been terminated has the right to appeal the panel's decision to the AICPA
Joint Trial Board within 30 calendar days of the hearing; and

BE IT FURTHER RESOLVED: That a firm's failure to cooperate with the ad-
ministering entity would also include failing to receive a report with a rating of
pass after (1) receiving at least two consecutive peer reviews prior to the third
that had a report with a peer review rating of pass with deficiencies and/or fail
(previously referred to as modified or adverse reports) AND (2) receiving notifi-
cation via certified mail after the second consecutive report with a peer review
rating of pass with deficiencies and/or fail (previously referred to as modified
or adverse reports), that a third consecutive failure to receive a report with
a peer review rating of pass (previously referred to as an unmodified report)
may be considered a failure to cooperate with the administering entity. Report
Reviews2 containing significant comments are considered equivalent to failing
to receive a report with a peer review rating of pass (previously referred to as
an unmodified report) for the purposes of this resolution.

BE IT FURTHER RESOLVED: The administering entity has the authority to
determine if a firm's response is substantive. If the administering entity deter-
mines that a response is not substantive, and the firm does not revise its re-
sponse or submits additional responses that are not substantive as determined
by the administering entity, this would also be deemed as a firm's failure to
cooperate.

BE IT FURTHER RESOLVED: That a firm's failure to cooperate with the ad-
ministering entity would also include failing to timely notify the administering
entity that it is performing a type of engagement(s) or engagement(s) in an in-
dustry in which the firm had previously represented by written communication
to the administering entity that it was no longer performing and had no plans
to perform, in response to a related corrective action or implementation plan
wherein the corrective action or implementation plan was eliminated by the
administering entity based on the representation.

BE IT FURTHER RESOLVED: A firm's enrollment in the AICPA Peer Review
Program will be terminated for failure to cooperate in any of the preceding
situations, without a hearing, upon receipt of a plea of guilty from the firm;
and BE IT FURTHER RESOLVED: That pursuant to the AICPA Standards for
Performing and Reporting on Peer Reviews, the fact that a firm's enrollment in
the AICPA Peer Review Program has been terminated, whether with or without
a hearing, will be published in such form and manner as the AICPA Council
may prescribe.

6. Compilations Performed Under the Statement on
Standards for Accounting and Review Services No. 1,
Amended by Statement on Standards for Accounting
and Review Services No. 8, Where No Compilation
Report Is Issued

6-1 Question—Statement on Standards for Accounting and Review Ser-
vices (SSARS) No. 1, Compilation and Review of Financial Statements, was

2 Although standards no longer permit the performance of Report Reviews as of January 1, 2009,
a firm's last peer review could have been a Report Review.
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amended by SSARS No. 8, Amendment to Statement on Standards for Account-
ing and Review Services No. 1, Compilation and Review of Financial Statements
(AR sec. 100), to include compilations of financial statements where in very spe-
cific situations the accountant may document his or her understanding with the
entity through the use of an engagement letter instead of issuing a compilation
report. This approach is only available when the accountant submits unaudited
financial statements to his or her client that are not expected to be used by a
third party (in other words, compilation for management's use only). AICPA
bylaws state that firms (or individuals in certain situations) are only required
to enroll in the program if they perform services that are within the scope of
the AICPA's practice-monitoring standards and issue reports purporting to be
in accordance with AICPA Professional Standards. Therefore, for purposes of
individual AICPA membership admission and retention, firms (or individuals)
that only perform these types of compilations, where no report is issued and no
other engagements within the scope of peer review as discussed in paragraph
.06 of the standards, would not be required to enroll in the program. Would
the compilations for management's use only be subject to peer review when
the firm is already enrolled in the program because, for example, it performs
services and issues reports on other engagements that are within the scope of
the standards?

Interpretation—Yes. For firms enrolled in the program, compilations for man-
agement's use only as described in SSARS No. 8 would fall within the scope of
peer review. The standards (and Statement on Quality Control Standards No. 7,
A Firm's System of Quality Control [QC sec. 10]) include, within the definition
of an accounting and auditing practice, all engagements covered by SSARSs
except where SSARSs provide an exemption from those standards.

6-2 Question—The current standards and guidance materials are written
referring to reports throughout and do not consider an engagement performed
under SSARS No. 8 where a compilation report is not issued. What general
guidance should be followed by peer reviewers?

Interpretation—For purposes of the program only, the required documentation
of the understanding in the engagement letter, as detailed in SSARS No. 8,
should be treated as though it was a report (as reports are discussed and referred
to in the standards). This documentation would not be considered a report for
bylaw purposes.

6-3 Question—Specifically, what should the peer reviewer be reviewing on
such an engagement in a System or Engagement Review?

Interpretation—SSARS No. 8 requires the accountant to document the under-
standing of the engagement with the entity through the use of an engagement
letter. The reviewer is to inquire about the engagement letter to determine that
it documents that understanding. The reviewer should also review the finan-
cial statements to determine that the required restriction of their use is on each
page. Except for the restriction of use, the reviewer should not be reviewing the
financial statements, disclosures, or supplementary information for accuracy,
appropriateness, or conformity with professional standards.

6-4 Question—Must a peer reviewer select such an engagement in a Sys-
tem or Engagement Review?

Interpretation—No. This engagement is not considered a different level of ser-
vice. It is a compilation that either contains all disclosures required by generally
accepted accounting principles (GAAP) or another comprehensive basis or the
disclosures are omitted. The standards already discuss the engagement selec-
tion process for such engagements in an Engagement Review. In addition, a
System Review requires the peer reviewer to use a risk-based approach when
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selecting engagements. SSARS No. 8 does not change the existing engagement
selection process.

6-5 Question—Should the standard language in the peer review report be
tailored on a System or Engagement Review, if such engagement(s) are selected
for review, to reflect the fact that these are compilations with documentation
requirements and issued without a compilation report?

Interpretation—No.

7. Performing System Reviews at a Location
Other Than the Reviewed Firm’s Office

8-1 Question—Paragraph .08 of the standards states that the majority of
the procedures in a System Review should be performed at the reviewed firm's
office. What criteria have been established by the board for procedures to be
performed at a location other than the reviewed firm's office?

Interpretation—If the review can reasonably be performed at the reviewed
firm's office, it should be. Although certain planning procedures may be per-
formed at the peer reviewer's office, it is expected that a majority of the peer
review procedures, including the review of engagements, testing of functional
areas, interviews, and concluding procedures should be performed at the re-
viewed firm's office.

However, it is recognized that there are some situations that make an on-site
peer review cost prohibitive or extremely difficult to arrange, or both. In these
situations, if the firm and reviewer mutually agree on the appropriateness and
efficiency of an approach to the peer review such that it can be performed at a
location other than the reviewed firm's office, then the reviewer can request the
administering entity's approval to perform the review at a location other than
the reviewed firm's office. This request should be made prior to the commence-
ment of fieldwork, and the firm and reviewer should be prepared to respond
to the administering entity's inquiries about various factors that could affect
their determination. These factors, which are not mutually exclusive and will
be considered judgmentally, include but are not limited to

• the availability of peer reviewers qualified to review the firm, including
whether they have the experience in the industries and related levels
of service for which the firm practices, whether they are independent
of the firm and not, for instance, competitors within the same close
geographic area, and whether the firm is reasonably accessible to those
reviewers.

• whether the review conducted at the reviewer's office or another
agreed-upon location can still achieve the objectives of a System Re-
view.

• whether the results are expected to be the same as they would be if
the peer review was performed at the reviewed firm's office.

• the size of the reviewed firm, including the number of personnel and
where they perform their work (for instance, whether they work solely
at clients' offices and the firm does not have its own office).

• the number of engagements covered by the Statements on Auditing
Standards, Government Auditing Standards, examinations of prospec-
tive financial statements under the Statements on Standards for
Attestation Engagements (SSAEs), or audits of non-Securities and
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Exchange Commission (SEC) issuers performed pursuant to the stan-
dards of the Public Company Accounting Oversight Board (PCAOB).

• the ability of the reviewed firm and the peer reviewer to hold one or
more effective meetings by telephone to discuss the firm's responses to
the quality control policies and procedures questionnaire and other
practice aid questionnaires (including various interviews), Engage-
ment Review results, the reviewer's conclusions on the peer review,
and any recommended corrective actions.

• the prior peer review results of the firm, including whether the firm
received a report with a peer review rating of pass with deficiencies or
fail (formerly known as modified or adverse reports) on its last System
or Engagement Review (or a report review with significant comments),
or if it is the firm's first System Review.

• whether the firm is able to effectively comply with the reviewer's re-
quests for materials to be sent to the reviewer prior to the review
(except as noted in the following list). Those requests should include,
in addition to materials outlined in section 4100, Instructions to Firms
Having a System Review (AICPA, Peer Review Program Manual), the
following materials:

a. All documentation related to the resolution of independence ques-
tions (1) identified during the year under review with respect to
any audit or accounting client or (2) related to any of the audit or
accounting clients selected for review, no matter when the ques-
tion was identified if the matter still exists during the review
period

b. The most recent independence confirmations received from other
firms of CPAs engaged to perform segments of engagements on
which the firm acted as principal auditor or accountant

c. The most recent representations received from the sole practi-
tioner concerning his or her conformity with applicable indepen-
dence requirements

d. A written representation, dated the same as the peer review re-
port, as described in paragraph .05(f) and appendix B of the stan-
dards

e. Documentation, if any, of consultations with outside parties dur-
ing the year under review in connection with audit or accounting
services provided to any client

f. A list of relevant technical publications used as research materi-
als, as referred to in the quality control policies and procedures
questionnaire

g. A list of audit and accounting materials, if any, identified in re-
sponse to the questions in the "Engagement Performance" section
of the quality control policies and procedures questionnaire

h. Continuing professional education (CPE) records sufficient to
demonstrate compliance with state, AICPA, and other regulatory
CPE requirements

i. The relevant accounting and auditing documentation and reports
on the engagements selected for review

j. Documentation of the firm's monitoring results for each year since
the last peer review or enrollment in the program

k. Any other evidential matter requested by the reviewer

PR §9100



P1: JsY

ACPA096-p17901-17976 ACPA096-Vol-II-PS.cls July 16, 2009 19:49

Standards for Performing and Reporting on Peer Reviews 2159

The reviewed firm should understand that in the event that matters are noted
during the review of selected engagements, the scope of the review may have
to be expanded before the review can be concluded.

8. Peer Reviews to Be Administered by the National
Peer Review Committee

11-1 Question—Paragraphs .11 and .128 of the standards note that peer
reviews intended to meet the requirements of the program should be carried
out in conformity with the standards under the supervision of a state CPA so-
ciety, group of state CPA societies, the AICPA Peer Review Board's National
Peer Review Committee (National PRC) or other entity (hereinafter, adminis-
tering entity) approved by the board to administer peer reviews. Under what
circumstances are peer reviews administered by the National PRC? What other
criteria relate to the firms previously enrolled in the Center for Public Company
Audit Firms Peer Review Program (CPCAF PRP) and to that program's peer
reviewers?

Interpretation—Firms are required to have their review administered by the
National PRC if they meet either or both of the following criteria:

a. The firm is required to be registered with and inspected by the PCAOB.

b. The firm performs audits of non-SEC issuers pursuant to the standards
of the PCAOB.

Firms that are not required to have their review administered by the National
PRC may choose to do so. However, such firms are subject to the National
PRC's administrative fee structure and should familiarize themselves with that
structure prior to making such a decision.

If corrective or monitoring actions were imposed by the CPCAF Peer Review
Committee on a CPCAF PRP firm or peer reviewer, those actions will carryover
to the firm's enrollment and the peer reviewer's involvement in the AICPA
Peer Review Program, unless the actions were specific to the CPCAF PRP, as
determined by the board.

9. Timing of Peer Reviews
13-1 Question—Paragraph .13 of the standards notes that a firm's due date

for its initial peer review is ordinarily 18 months from the date it enrolled in
the program or should have enrolled, whichever date is earlier. What is meant
by "should have enrolled"? In addition, what is the due date for a firm that was
previously enrolled in the CPCAF PRP?

Interpretation—When an individual becomes an AICPA member, and the ser-
vices provided by his or her firm (or individual) fall within the scope of the
AICPA's practice-monitoring standards, and the firm (or individual) issues re-
ports purporting to be in accordance with AICPA Professional Standards, the
firm (or individual) should enroll in the program. If the firm (or individual) does
not initially provide services falling within the scope of the standards, when the
firm (or individual) first performs an engagement that falls under the scope,
the firm (or individual) is required to enroll in the program. In either case, the
firm (or individual) should immediately notify the administering entity so that
an appropriate due date may be determined. The administering entity will con-
sider the firm's (or individual's) practice, the year-ends of their engagements,
when the engagements were performed, and the number and type of engage-
ments to be encompassed in the review, in determining an appropriate due
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date. A firm's subsequent peer review ordinarily will be due three years and six
months from this peer review year-end.

If a firm's most recent peer review was under the auspices of the CPCAF PRP,
it may defer the due date for its next review until three years and six months
from the year-end of that peer review.

14-1 Question—Paragraph .14 of the standards states that when a firm
performs its first engagement requiring it to have a System Review, the firm's
next due date will be 18 months from the year-end of the engagement. What
does this mean?

Interpretation—When a firm, subsequent to the year-end of its Report or En-
gagement Review, performs an engagement under the SASs, Government Au-
diting Standards, examinations of prospective financial statements under the
SSAEs, or an audit of a non-SEC issuer performed pursuant to the standards
of the PCAOB that would have required the firm to have a System Review,
the firm should (a) immediately notify the administering entity and (b) un-
dergo a System Review. The System Review ordinarily will be due 18 months
from the year-end of the engagement (for financial forecasts and projections 18
months from the date of report) requiring a System Review or by the firm's next
scheduled due date, whichever is earlier. However, the administering entity will
consider the firm's practice, the year-ends of engagements and when the proce-
dures were performed, and the number of engagements to be encompassed in
the review, as well as use its judgment, to determine the appropriate year-end
and due date. Firms that fail to immediately inform the administering entity
of the performance of an engagement previously described will be required to
participate in a System Review with a peer review year-end that covers the en-
gagement. A firm's subsequent peer review ordinarily will be due 3 years and
6 months from this peer review year-end.

18-1 Question—Paragraph .18 of the standards requires that a firm main-
tain the same year-end on subsequent peer reviews (which is 3 years from the
previous year-end) and the same review due date (which is 3 years from the
previous due date). What options does a firm have to change its year-end or
extend the due date?

Interpretation—A firm is expected to maintain the same year-end on subse-
quent peer reviews. Nevertheless, circumstances may arise that may influence
a firm to want to change its year-end. For instance, the nature of the firm's prac-
tice may change or they may reevaluate their current year-end and determine
as a result that a different year-end is more practical. In such situations, a firm
may change its year-end only with prior, written approval of the administering
entity.

Administering entities will consider many factors including the nature of the
firm's practice (for instance, when audits are being performed and issued so
they will be available for the peer review, tax season, and so on). However,
a change in year-end will usually not be approved when there is a public in-
terest concern. This may occur when the firm is requesting the change in an
attempt to have an Engagement Review rather than a System Review, or when
a change in year-end would cause the firm's only engagement meeting the cri-
teria described in Interpretation No. 63-1, (engagements conducted in accor-
dance with Government Auditing Standards (GAS, also known as the Yellow
Book), audits conducted pursuant to the Employee Retirement Income Secu-
rity Act of 1974 (ERISA), or audits of an insured depository institution subject
to the FDIC Improvement Act of 1991) to fall out of the peer review selection
process.
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Ordinarily, the firm's due date for the subsequent peer review will be three
years and six months from the year-end of the current peer review.

A firm is expected to maintain the same review due date. Nevertheless, circum-
stances may arise that require the firm to extend its review due date. In such
situations, a firm may do so only with prior, written approval of the administer-
ing entity, and the extended review due date only applies to the current review.
Extensions for subsequent review's due dates must be reapplied for.

Extensions of a review due date by more than three months should be rare.
However, in some situations, due to the size of the firm, the complexity of the
peer review, and whether or not the review team is integrating peer review
procedures with the firm's internal inspection procedures, it is not unusual for
a peer review to occur over a number of months. In such situations, a firm
whose peer review has oversight performed by the administering entity may
extend its review due date by up to six months with prior, written approval of
the administering entity.

In any of the situations previously described, it is the responsibility of the firm
to ensure that any change in the review due date (or year-end) approved by
the administering entity is recognized by any other organizations requiring
it to have a peer review. This includes but is not limited to state boards of
accountancy, the Government Accountability Office, and other regulators.

18-2 Question—Situations may arise where circumstances out of a firm's
control, such as a natural disaster or other form of destruction, affect a firm's
operations and thus its ability to comply with some or all of the peer review
requirements, including timing of the peer review. What should a firm do in
those circumstances?

Interpretation—The administering entity should be consulted, when possible,
about how the firm believes the situation has affected or will affect their peer
review. The administering entity will assist in determining whether there could
be a possible scope limitation due to the exclusion of any affected engagements
or offices, the need for a change in year-end or an extension of due date, and
the effect on the firm's continuing peer review cycle. These situations will be
considered on a case-by-case basis.

10. Independence, Integrity, and Objectivity
21-1 Question—Paragraph .21 of the standards states that independence

in fact and in appearance should be maintained with respect to the reviewed
firm by a reviewing firm, by review team members, and by any other individ-
uals who participate in or are associated with the review and that the review
team should perform all peer review responsibilities with integrity and main-
tain objectivity in discharging those responsibilities. What criteria have been
established by the board?

Interpretation—The following criteria have been established:

a. Reciprocal Peer Reviews

Reciprocal peer reviews are not permitted. This means that a firm may not
perform a review of the firm that performed its most recent review. It also
means that a reviewer may not serve on a review team carrying out a review of
a firm whose personnel participated in the most recent review of that reviewer's
firm.
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b. Relationships With Clients of the Reviewed Firm

Review team members and, in the case of a review performed by a firm, the
reviewing firm and its personnel are not precluded from owning securities in or
having family or other relationships with clients of the reviewed firm. However,
a review team member who owns securities of a reviewed firm's client shall not
review the engagement of that client because that individual's independence
would be considered to be impaired. In addition, the effect on independence of
family and other relationships and the possible resulting loss of the appear-
ance of independence must be considered when assigning team members to
engagements.

c. Relationships With the Reviewed Firm

Reviewing firms should consider any family or other relationships between the
management at organizational and functional levels of the reviewing firm and
the firm to be reviewed and should assess the possibility of an impairment of
independence.

If the fees for any services provided between firms, whether paid by the referring
firm or by the client, involving the reviewed firm and the reviewing firm or the
firm of any member of the review team are material to any of those firms,
independence for the purposes of this program is impaired.

If arrangements exist between the reviewed firm and the reviewing firm or
the firm of any member of the review team whereby expenses, office facilities,
or personnel are shared, independence for the purposes of this program is im-
paired. Similarly, independence would be considered to be impaired by sharing
arrangements involving, for example, frequent CPE programs, extensive con-
sultation, preissuance reviews of financial statements and reports, or audit and
accounting manuals. In such circumstances, the firms involved are sharing ma-
terials and services that are an integral part of their systems of quality control.
However, the impairment would be removed if an independent peer review was
made aware of the shared materials (such as CPE programs or an audit and
accounting manual) before the peer review commenced and if that independent
peer review was accepted by an approved body (determined by the board) before
that date.

21-2 Question—Can an individual from Firm A be engaged by Firm B to
conduct monitoring of Firm B's accounting and auditing practice or a consulting
review and then be engaged to perform Firm B's subsequent peer review? What
about another individual from Firm A?

Interpretation—In both cases, yes, except if the monitoring of Firm B's account-
ing and auditing practice or consulting review is performed for the year imme-
diately preceding or during the peer review year.

21-3 Question—Firm A is engaged by Firm B to perform a quality con-
trol document review, a preliminary quality control procedures review, or both.
Could Firm A then be engaged to perform a peer review of Firm B?

Interpretation—Yes, except if the quality control document review, preliminary
quality control procedures review, or both are performed for the year immedi-
ately preceding or during the peer review year.

21-4 Question—Firm A is engaged to perform the peer review of Firm B.
However, Firm A performed a preissuance review on one of Firm B's reports and
accompanying financial statements for an accounting or auditing engagement
during the period since the last peer review year-end. Can Firm A perform the
peer review of Firm B?
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Interpretation—Yes, unless the preissuance review(s) was performed on an en-
gagement within the year immediately preceding or during the peer review
year.

21-5 Question—Firm A audits the financial statements of Firm B's pension
plan. Could either firm perform a peer review of the other?

Interpretation—Yes, provided that the fees incurred for the audit are not mate-
rial to either of the firms. An audit of financial statements is a customary service
of an accounting firm. However, reciprocal peer reviews are not permitted.

21-6 Question—A partner in Firm A serves as an expert witness for Firm
B or for a party opposing Firm B. Are Firms A and B independent of each other?

Interpretation—Yes, provided that the fee is not material to either firm and
provided that the outcome of the matter, if adverse to Firm B, would not have
a material effect on its financial condition or its ability to serve clients.

21-7 Question—Firm A has an arrangement with Firm B whereby Firm A
sends its staff to CPE programs developed by Firm B. Can Firm B perform a
peer review of Firm A?

Interpretation—No, unless Firm B has had its CPE programs peer reviewed by
an independent party (see standards for guidance in "Performing and Reporting
on Peer Reviews of Quality Control Materials (QCM) and Continuing Profes-
sional Education (CPE) Programs"). If such a peer review is not undertaken
and reported on before the peer review of Firm A commences, Firm B would
not be considered independent for purposes of conducting the peer review of
Firm A. However, occasional (infrequent and not part of Firm A's regular CPE
training plan) attendance by representatives of Firm A at programs developed
by Firm B would not preclude Firm B from reviewing Firm A.

21-8 Question—Firm A occasionally consults with Firm B with respect to
specific accounting, auditing, or financial reporting matters. Are Firms A and
B independent of each other?

Interpretation—Yes, unless the frequency and extent of the consultation is such
that Firm B is an integral part of Firm A's consultation process.

21-9 Question—Firm B uses Firm A's accounting and auditing manual as
its primary reference source. Can Firm A perform a peer review of Firm B, or
can Firm B perform a peer review of Firm A?

Interpretation—No, unless Firm A has had its accounting and auditing manual
and any other of its reference material used by Firm B as a primary reference
source peer reviewed by an independent party. The peer review of the materi-
als should be similar to the review of quality control materials in associations
and should meet the same peer review performance and reporting standards.
If such a peer review is not undertaken and reported on before the peer re-
view commences, Firm A would not be considered independent for purposes of
conducting the peer review. However, if the manual is used only as a part of
the firm's overall reference library, independence would not be impaired. This
interpretation also applies to providers of quality control materials or CPE
programs.

21-10 Question—Firm A performs a peer review of Firm B. Subsequently,
Firm C performs a peer review of Firm B, and Firm D of Firm A. Would the
restriction against reciprocity be violated if Firm B were now to review Firm
A?

Interpretation—No. Although the standards state that reciprocal peer reviews
are not permitted, that provision is intended only to prohibit back-to-back peer
reviews when each firm has not had an intervening peer review by another
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firm or team. However, this may be a situation where the administering entity
elects to perform oversight.

21-11 Question—A manager from Firm A served as a team member on the
most recent peer review of Firm B. Can a reviewer from Firm B serve on the
peer review team of Firm A?

Interpretation—No, because that would be considered a reciprocal review.

21-12 Question—Can an individual from Firm A be engaged by Firm B to
perform a peer review of Firm B and subsequently be engaged the following
year(s) to conduct an inspection of Firm B's accounting and auditing practice
or a consulting review? What about another individual from Firm A?

Interpretation—In both cases, yes; however, individual(s) from Firm A would
not be eligible to perform Firm B's subsequent peer review except as noted in
Interpretation No. 21-2.

21-13 Question—Firm A included the qualifications of Firm B in a proposal
for one or more specific engagements. Could either firm perform a peer review
of the other following a successful proposal?

Interpretation—No, unless any fees paid to Firm B are not material to either
of the firms; the firms do not share directly or indirectly, or participate in, the
profits of the other; the firms do not share fees, office facilities, or personnel;
the firms do not have joint ownership of a for-profit entity; and the firms do
not exercise any direct or indirect management control over the professional or
administrative functions of the other.

21-14 Question—A group of firms (whether or not it uses a common name)
places an advertisement in a trade journal indicating that its members are
"specialists" and provide the "best advice." Although the firms are not specifi-
cally identified in the advertisement, a toll-free telephone number or Internet
site is provided for contact. Can one firm in the group perform the peer review
of another member firm in the same group?

Interpretation—No, because the group is marketing or selling services to po-
tential clients on behalf of the firms, where the representations about the firms
and the quality of their services are not objective or quantifiable.

21-15 Question—A group of firms (whether or not it uses a common name)
places an advertisement in a trade journal. The advertisement indicates the
number and geographical location of the member firms and states that its
members provide professional accounting and auditing services to over 2,500
industry clients nationwide and that each of the member firms passed its most
recent peer review. A toll-free telephone number or Internet site is provided for
contact. Can one firm in the group perform the peer review of another member
firm in the same group?

Interpretation—Yes, provided the group has submitted the Association Infor-
mation Form (AIF) to the board and has received notification that the AIF
was accepted because the representations in the advertisement are objective or
quantifiable.

21-16 Question—What would be objective and quantifiable with respect to
representations made in advertisements by an association of CPA firms, such
as in brochures, pamphlets, Web sites, and the like?

Interpretation—Representations made in advertisements by an association of
CPA firms would be considered objective and quantifiable provided that the as-
sociation of CPA firms maintains documentation to support the representations
and such documentation is available for review by the board. For example, if
an association of CPA firms advertises that its members provide professional
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accounting and auditing services to a designated number of industry clients in
a certain geographic area, some form of client listing should be maintained in
support of the representation. If an association of CPA firms advertises that
each of its member firms have passed peer review, letters from the entities
accepting the peer review documents of those firms should be maintained. Rep-
resentations should not be made by an association of CPA firms in their ad-
vertisements that designate themselves as "the best," "the finest," "uniquely
qualified," "prestigious," "elite," or other similar language. These superlative
descriptions are generic words and terms that are too subjective. Also, such
representations in advertisements by an association of CPA firms cannot be
readily supported by any form of documentation that can be reviewed.

21-17 Question—Certain members of an association (that is, parent as-
sociation) may form a partnership or subassociation, which is a grouping of
association member firms for the purpose of joint marketing of products or ser-
vices. Can members of the subassociation perform peer reviews on firms of the
parent association that are not involved in the activities of the subassociation?

Interpretation—Although a member of a subassociation cannot peer review an-
other member of the same subassociation, the existence of a subassociation
by itself should not disqualify members of the subassociation from performing
peer reviews of nonaffiliated member firms of the parent association. However,
members of a subassociation should not perform peer reviews on firms of the
parent association that are not involved in the activities of the subassociation
if there appears to be a lack of independence, such as the following:

a. The parent association has a direct or material indirect financial inter-
est in the subassociation.

b. The subassociation has the same or a similar name of the parent asso-
ciation.

c. The parent association and the subassociation share and use the same
facilities, such as offices, telephone numbers, employees, letterhead, and
marketing materials.

21-18 Question—Is independence impaired when the reviewers' firm and
the firm subject to peer review have arrangements with the same non-CPA
owned entity (including all entities owned or controlled by a common parent
company) where the partners of both firms are also employees of that non-CPA
owned entity and remit revenues or profits, or both, to the non-CPA owned
entity for payment of the lease of employees, office facilities, equipment, or
other services provided by the non-CPA owned entity?

Interpretation—Yes, independence is impaired, and the firms involved with the
non-CPA owned entity are precluded from participating in the peer review of
one another or of other firms related to the non-CPA owned entity.

21-19 Question—A state CPA society places an advertisement promoting
the CPA profession without identifying any specific firms. May firms whose
personnel belong to that state CPA society provide peer review for each other?

Interpretation—Yes.

21-20 Question—Firm A and Firm B have shared office facilities for the
last several years. Due to the growth of both firms, Firm B moved into new
offices on January 1, 2007. In March 2009, Firm A engaged Firm B to perform
the peer review of Firm A. Firm A's peer review year-end is December 31, 2008.
Can Firm A perform the peer review of Firm B?

Interpretation—Yes, because the firms did not share office facilities within the
current peer review year and any subsequent periods thereafter.
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11. Illegal Acts
23-1 Question—Paragraph .23 of the standards discusses the obligation for

all those involved in carrying out the review to fulfill assigned responsibilities
in a professional manner. What responsibilities do reviewers have to detect
illegal acts during a peer review?

Interpretation—Reviewers have no responsibility to detect illegal acts that have
either a direct or indirect effect on the firm's ability to practice public account-
ing. If a reviewer comes across an illegal act during a review, he or she should
consider consulting with his or her attorney, and consult with appropriate
AICPA staff.

12. Peer Review Documentation and Retention Policy
24-1 Question—Paragraph .24 of the standards notes peer review docu-

mentation should be prepared in sufficient detail to provide a clear understand-
ing of its purpose, source, and the conclusions reached. How should the peer
review be documented to comply with this requirement?

Interpretation—Among other things, peer review documentation includes
records of the planning and performance of the work, the procedures performed,
and conclusions reached by the peer reviewer. This includes documenting the
risk assessment, the understanding of the firm's system of quality control, and
tests of compliance (including checklists for the review of engagements and
staff interviews when there are professional staff). The board has authorized
the issuance of materials and checklists, including checklists for the review of
engagements, to guide team captains, review captains, and other members of
the review team in carrying out their responsibilities under these standards.

Ordinarily, materials and checklists developed and issued by the board are to be
used by reviewers in carrying out their responsibilities under these standards.
Based on its understanding of the reviewed firm's system of quality control and
its assessment of peer review risk, the review team should determine if materi-
als and checklists issued by the board are not sufficiently comprehensive to use
on the review. In this event, other materials and checklists may be used; how-
ever, they must include the same elements as, and must be more comprehensive
than those versions issued by the board. Reviews conducted utilizing alternate
materials and checklists will require advance notice to the administering en-
tity and the review must be subject to on-site oversight. It is the responsibility
of the team captain or review captain to ensure that the materials and check-
lists used meet these standards. Failure to complete all relevant materials and
checklists may create the presumption that the review has not been performed
in conformity with these standards, and thus the administering entity should
be consulted in advance of use of any equivalents to assist in reaching these
conclusions.

25-1 Question—Paragraph .25 of the standards notes that all peer review
documentation should not be retained for an extended period of time after
the peer review's completion, with the exception of certain documents that
are maintained until the subsequent peer review's acceptance and completion.
What period of time should peer review documentation be retained and what
documentation should be maintained until the subsequent peer review's accep-
tance and completion?

Interpretation—Peer review documentation prepared during System and En-
gagement Reviews, with the exception of those documents described in the fol-
lowing paragraphs, should be retained by the reviewing firm, the administering
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entity, and the association in an association formed review team (if applicable)
until 120 days after the peer review is completed (see Interpretation No. 146-1).

The reviewing firm and administering entities should retain the following
documents until 120 days after the firm's subsequent peer review has been
completed:

a. Peer review report and the firm's response, if applicable

b. Letter notifying the firm that its peer review has been accepted

c. Letter indicating that the peer review documents have been accepted
with the understanding that the firm agrees to take certain actions, if
applicable. The administering entity should retain the version signed
by the firm

d. Letter notifying the firm that certain required actions have been com-
pleted, if applicable

e. Finding for Further Consideration (FFC) forms, if applicable

f. Letter requesting the reviewed firm's completion of an implementation
plan, if applicable (the administering entity should retain the version
signed by the firm)

g. Letter notifying the firm that the implementation plan has been com-
pleted, if applicable

Administering entities may also retain the following administrative materials
until the firm's subsequent peer review has been completed:

a. Engagement letters

b. Scheduling information

c. Review team appointment acceptance letters

d. Due date extension and year-end change requests and approvals

e. Settlement agreements received by the administering entity from the
AICPA Professional Ethics Division related to individual members' per-
formance on accounting, auditing, or attestation engagements

The administering entity's peer review committee or the board may indicate
that any or all documentation for specific peer reviews should be retained for
a longer period of time than specified in the preceding paragraphs because, for
example, the review has been selected for oversight. All peer review documen-
tation is subject to oversight or review by the administering entity, the board,
or other bodies the board may designate, including their staff. All peer review
documentation prepared by the administering entities is subject to oversight.

If a firm has been enrolled in an institute-approved practice-monitoring pro-
gram but has not undergone a peer review in the last three years and six months
since its last peer review because the firm has not performed engagements and
issued reports requiring it to have a peer review, the documents previously
noted should still be retained. The administering entity may also choose to re-
tain the administrative documents noted, as applicable. The documents for a
firm that has not been enrolled in an Institute-approved practice-monitoring
program for the last consecutive three years and six months are not required
to be retained.

25-2 Question—The standards and interpretations refer to acceptance and
completion of peer reviews in several contexts, such as in relation to the reten-
tion policy for peer review documentation (paragraph .25 of the standards),
when a review can be publicized (paragraph .146) and the qualifications for
service as a peer reviewer (paragraph .31[c]) and a report acceptance body mem-
ber (Interpretation No. 132-1). Is there a difference between the acceptance and
completion dates of a peer review?
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Interpretation—There is no difference in those cases in which the report and let-
ter of response thereto, if applicable (peer review documents), are presented to
the administering entity's peer review committee, and the committee requires
no additional corrective action(s) related to the deficiencies or significant defi-
ciencies in a peer review report with a rating of pass with deficiency(ies) or fail
by the reviewed firm, nor are there any revisions necessary to the peer review
documents. In this circumstance, the date that the committee (or technical re-
viewer in most cases on an Engagement Review) makes this decision is defined
as the acceptance date, and is also defined as the completion date of the peer
review. The acceptance date is noted in a letter from the administering entity
to the reviewed firm.

There is a difference between the acceptance and completion dates of a peer
review when the peer review documents are presented to the committee and
the committee does not require any revisions to the peer review documents but
does require the reviewed firm to take corrective action(s) related to deficien-
cies or significant deficiencies in the report. In this circumstance, the acceptance
date is defined as the date that the reviewed firm signs the letter from the ad-
ministering entity agreeing to perform the required corrective action(s). The
completion date is then defined as the date the committee decides that the re-
viewed firm has performed the agreed-to corrective action(s) to the committee's
satisfaction and the committee requires no additional corrective action(s) by
the reviewed firm. This date is noted in a final letter from the administering
entity to the reviewed firm.

In either of the situations described in the preceding paragraphs, the committee
may require revisions to any of the peer review documents or have other matters
that require resolution. In those cases, a review may not be deemed as accepted
nor completed until such date that the peer review document(s) is (are) revised
or the matter is resolved to the satisfaction of the committee. When there are
required revisions or other matters that require resolution and a follow up
action has been requested by the committee, the date of acceptance is the later
of the date the required revisions are made or the matters are resolved, OR the
date the firm has agreed to the follow up action.

13. Associations of CPA Firms and Association
Formed Review Teams

26-1 Question—Paragraph .26 of the standards states that a review team
may be formed by a firm engaged by the firm under review (a firm-on-firm re-
view) or an association of CPA firms authorized by the board to assist its mem-
bers in forming review teams (an association formed review team). What crite-
ria have been established by the board for association formed review teams?

Interpretation—Associations of CPA firms include any group, affiliations, or
alliances of accounting firms. The term also applies to two or more firms or a
group of firms (whether a formal or informal group) that jointly market or sell
services.

A member firm of an association may conduct a peer review of another
association-member firm enrolled in the program, provided that the associa-
tion receives annual approval from the board. The National PRC administers
this process on behalf of the board. The association must submit an AIF to the
National PRC that must be approved by the board prior to any aspect of the
review being planned, scheduled, or performed.

The AIF contains questions regarding general information about the asso-
ciation, independence matters, and whether the association requests to be
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approved to assist its members in the formation of review teams, provide tech-
nical assistance to such review teams, or do both. All review teams must still
be approved by the administering entity. The AIF is subject to oversight by the
board.

The approval of the AIF specifically relates to AICPA members of an association
having the ability to perform peer reviews of other AICPA members in the same
association enrolled in the program. Furthermore:

a. Annual approval of the AIF does allow, where the association has an-
swered the specific questions making such a request, the association
the ability to assist its members in the formation of review teams (asso-
ciation formed review teams) or to provide technical assistance to such
review teams.

b. The reviewed firm and administering entity, not the association, is ulti-
mately responsible for ensuring that its peer review is scheduled, per-
formed, and completed in a timely manner.

c. Annual approval of the AIF does not grant the association the authority
to administer the program; therefore, the association is not deemed an
approved administering entity.

d. Approval of the AIF is not an endorsement of, approval of, or has any
applicability to a separate peer review program that an association may
conduct or administer for non-AICPA members.

e. If the association makes any representations (in brochures, directories,
pamphlets, Web pages, or any marketing or selling materials regarding
its member firms in obtaining engagements), such representations are
objective and quantifiable.

For a member firm of an association to conduct peer reviews of another
association-member firm enrolled in the program, in addition to other peer
review independence requirements, the association and its member firms must
meet the following independence criteria:

a. The association, as distinct from its member firms, does not perform
any professional services other than those it provides to its member
firms or affiliates. For purposes of this requirement, professional services
include accounting, tax, personal financial planning, litigation support,
and professional services for which standards are promulgated by bodies
designated by AICPA Council.

b. The association does not make representations regarding the quality of
professional services performed by its member firms to assist member
firms in obtaining engagements unless the representations are objective
or quantifiable. However, member firms may independently publicize
their membership in the association. In addition, an association may
respond to inquiries and prepare promotional materials that firms may
use to obtain professional engagements on their own behalf.

c. Referral or participating work among member firms is arranged directly
by the firms involved.

d. The association does not have any direct or material indirect financial
interest or involvement in its member firms in sharing fees generated
by members through the sale of products or services.

e. The association does not exercise any direct or indirect management
control over the professional or administrative functions of its member
firms.

Interpretation—For a member firm of an association to conduct a peer review of
another association-member firm enrolled in the program when quality control
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materials or CPE used by its members constitute association materials, the
association shall arrange for an independent triennial peer review of those
materials (see paragraphs .154–.178 of the standards). Therefore, firms that
share such materials are advised to consult with AICPA program staff if an
independent review of the shared materials appears necessary.

An association formed review team

a. requires that a majority of the review team members, including the
team captain in a System Review and all members in an Engagement
Review, be from association member firms.

b. performs peer reviews in accordance with these standards, interpreta-
tions, and other guidance and the peer review report is issued on the
letterhead of the team captain or review captain's firm and signed in the
name of the team captain or review captain's firm (not the association).

Peer reviews performed by association-formed review teams are subject to over-
sight by the board and the administering entities and other bodies agreed upon
by the board and the administering entity.

14. Organizing the System or Engagement
Review Team

30-1 Question—Paragraph .30 of the standards states that a System Re-
view team, a review captain on an Engagement Review, and, in unusual circum-
stances, any additional reviewers on an Engagement Review ordinarily should
be approved by the administering entity prior to the planning and commence-
ment of the review. How is this accomplished?

Interpretation—The firm and the reviewer should submit scheduling informa-
tion as required by the administering entity, and the System Review team,
a review captain on an Engagement Review, and, in unusual circumstances,
any additional reviewers on an Engagement Review should be approved by
the administering entity prior to the commencement of the review. The ad-
ministering entity will consider various factors, including the industries of the
engagements of the firm, its size, whether or not the review is administered
by the National PRC, and other factors in relation to the knowledge and ex-
perience of the members of the review team to determine if the team has the
appropriate qualifications and capability to perform the review.

15. Qualifying for Service as a Peer Reviewer
31b-1 Question—Paragraph .31(b)and (c)of the standards state that an in-

dividual serving as a peer reviewer should be currently active in public practice
at a supervisory level in the accounting or auditing function of a firm enrolled
in the program and the firm (or all firms if associated with more than one firm)
that the member is associated with should have received a report with a peer
review rating of pass (previously referred to as an unmodified report) for its
most recent System Review or Engagement Review that was accepted timely,
ordinarily within the last 3 years and 6 months. Does this apply to all firms
the individual is associated with? Is the individual still qualified to serve as a
reviewer if the individual starts, or becomes associated with, a newly formed
firm (or a firm that has not had a peer review)?

Interpretation—If the individual is associated as a partner with more than
one firm, then each of the firms the individual is associated with should have
received a report with a peer review rating of pass (previously referred to as an
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unmodified report) for its most recent System Review or Engagement Review
that was accepted timely, ordinarily within the last three years and six months.

An individual who was previously a System Review team captain, a reviewer
in a System Review, or a review captain in an Engagement Review that starts
or becomes associated with a newly formed firm (or a firm that has not had a
peer review) may continue to serve in such capacity during a transition period.
The transition period begins with the earlier of the dates of disassociation from
the previous firm or when the individual starts or becomes associated with
a new firm. The transition period ends with the earlier of 18 months from the
beginning date or the peer review due date of the new firm. In no circumstances
will the transition period exceed 18 months. The previous firm should have
received a report with a peer review rating of pass (previously referred to as an
unmodified report) on its most recently accepted peer review, and the individual
should meet all of the other qualifications for service as a team captain or
reviewer in a System Review or review captain in an Engagement Review. An
individual who was previously a team captain or reviewer in a System Review
qualified to perform peer reviews administered by the National PRC or CPCAF
PRP that starts or becomes associated with a newly formed firm (or a firm
that has not had a peer review), or a firm enrolled in the program that has
undergone a peer review administered by another administering entity, may
serve as a team captain or a reviewer on a review administered by the National
PRC under the same conditions and requirements mentioned previously.

31b-2 Question—What if the individual was a sole practitioner that has
given up his or her own accounting and auditing practice, but is now serving
in the capacity of an external quality control or concurring reviewer for other
enrolled firms?

Interpretation—If the individual was a sole practitioner that has given up his
or her own accounting andauditing practice, but is now serving in the capacity
of an external quality control or concurring reviewer for other enrolled firms,
he or she would meet many of the minimum requirements in paragraph .31(b)
of the standards, except for being a professional employee of the firm the work
is being performed for, and therefore he or she would not meet the qualification
requirements to serve in the capacity of a peer reviewer.

31b-3 Question—If the individual is associated with a firm who received
a report with a peer review rating of pass with scope limitation on its most
recent System Review or Engagement Review, does this meet the qualification
requirements to be a peer reviewer?

Interpretation—There are three different grades which can be considered "pass-
ing": pass, pass with scope limitation, and pass with deficiencies. Only the first
two (pass and pass with scope limitation) are acceptable grades in order to
qualify as a peer reviewer.

Scope limitations under the previous standards were included only in modified
or adverse reports. If the individual is associated with a firm who received a
report which was modified for a scope limitation or adverse for a scope limitation
on its most recent System Review or Engagement Review, this does not meet
the qualification requirements to be a peer reviewer.

31b-4 Question—What further qualifications are necessary to perform a
peer review of a firm whose review is required to be administered by the Na-
tional PRC?

Interpretation—In order to be qualified to perform a peer review of a firm re-
quired to be administered by the National PRC, ordinarily a peer reviewer must
currently be with a firm whose most recent review was administered by the Na-
tional PRC or the CPCAF PRP. This is not a requirement for a peer reviewer
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on a review of a firm that elects (but is not required) to have their peer review
administered by the National PRC.

31d-1 Question—Paragraph .31(d) of the standards states that an indi-
vidual serving as a peer reviewer should possess current knowledge of profes-
sional standards applicable to the kind of practice to be reviewed, including
quality control and peer review standards. This includes recent experience in
and knowledge about current rules and regulations appropriate to the level
of service applicable to the industries of the engagements the individual will
be reviewing. How may such knowledge be obtained, and is there a minimum
amount of CPE required to be a peer reviewer?

Interpretation—Such knowledge may be obtained from on-the-job training,
training courses, or a combination of both.

If the administering entity determines that the peer reviewer does not have
such experience, the peer reviewer may be called upon to justify why he or she
should be permitted to review engagements in that industry. The administering
entity has the authority to decide whether a reviewer or review team's experi-
ence is sufficient and whether they have the capability to perform a particular
review whether related to high-risk engagements or other factors.

The fundamental purpose of CPE is to maintain or increase, or both, profes-
sional competence. AICPA members are required to participate in 120 hours
of CPE every 3 years. In order to maintain current knowledge of accounting,
auditing, and quality control standards, peer reviewers should obtain at least
40 percent of the AICPA required CPE in subjects relating to accounting, au-
diting, and quality control. Peer reviewers should obtain at least 8 hours in any
1 year and 48 hours every 3 years. The terms accounting, auditing, and quality
control should be interpreted as CPE that would maintain current knowledge
of accounting, auditing, and quality control standards for engagements that
fall within the scope of peer review as described in paragraphs .06–.07 of the
standards.

Peer reviewers have the responsibility of documenting their compliance with
the CPE requirement. They should maintain detailed records of CPE completed
in the event they are requested to verify their compliance. The reporting period
will be the same as that maintained for the AICPA.

31f-1 Question—Paragraph .31(f) of the standards states that an individ-
ual serving as a peer reviewer on a System or Engagement Review should have
provided the administering entity with information that accurately reflects the
qualifications of the reviewer, including recent industry experience, and is up-
dated timely. How is this accomplished?

Interpretation—Ordinarily, an individual serving as a reviewer on a System or
Engagement Review should have completed a peer reviewer resume in accor-
dance with guidance issued by the board that is updated timely and accurately
reflects the qualifications of the reviewer, including recent industry experience.
This may also be accomplished by providing similar information to those per-
forming an on-site oversight under the direction of a National PRC panel.

32-1 Question—Paragraph .32 of the standards states that a team captain,
or the review captain in limited circumstances, is required to ensure that all
team members possess the necessary capabilities and competencies to perform
assigned responsibilities and that team members are adequately supervised.
The team captain or review captain has the ultimate responsibility for the
review, including the work performed by team members. What do those respon-
sibilities include?

Interpretation—Team members should be brought on to a team when the team
captain, or the review captain in limited circumstances, does not possess the
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adequate qualifications necessary in order to perform the review of engage-
ments within certain industries or type of engagement in the reviewed firm's
practice. In addition, there may be reasons, for instance depending on the size
of the firm and its practice, that team members may be brought onto a team to
assist the team captain in performing the review in an efficient and effective
manner. Whether the team member is brought onto the team to cover certain
industries or types of engagement, or just to assist the team captain in per-
forming the review, it is still the responsibility of the team captain or review
captain to ensure the team member selected has the appropriate qualifications
and to supervise and review the work of the team member. The team captain
or review captain is essentially relying on the work of the team member and
accepting it as his/her own. The team captain or review captain should ensure
that all of the workpapers (engagement questionnaires, MFCs, etc) completed
by the team member are reviewed by the team captain or another appropriately
qualified team member, and follow up with the reviewed firm or team member
as necessary. By signing off on the Team Captain Checklist or Review Captain
Checklist, the team captain or review captain is approving the team member's
workpapers and accepting responsibility for the work of the team member.

Team members may review their engagements prior to the team captain or
review captain beginning their field work. Reviews of engagements that are
performed by team members at locations other than the reviewed firm's office
are acceptable, but the quality of work must be at the same level as it would be
had the review been performed at the reviewed firm's office. In these situations,
a review is considered to have commenced when the team member begins the
review of engagements (if this is prior to the team captain or review captain
beginning their fieldwork). All engagement checklists, MFC and FFC forms
should be signed off by the team member prior to the exit conference. The
team captain or review captain should consider if the team member should
participate in the exit conference.

33-1 Question—Paragraph .33 of the standards states that a team captain
in a System Review or a review captain in an Engagement Review should "have
completed peer review training that meets the requirements established by the
board." Interpretation No. 132-1 states that each report acceptance body mem-
ber should be trained in the standards, interpretations, and guidance of the
program by completing a course that meets the team captain training require-
ments established by the board within 3 years prior to serving on the committee
or during the first year of service on the committee. Interpretation No. 132-1
also states that a technical reviewer charged with the responsibility for per-
forming technical reviews should meet the requirements of the team captain or
review captain training requirements established by the board. What specific
type of course or courses, if any, should be completed?

Interpretation—To initially qualify as a team captain on a System Review, an
individual should complete the AICPA two-day introductory reviewer train-
ing course, "How to Conduct a Review Under the AICPA Practice-Monitoring
Program."

To qualify initially as a review captain in an Engagement Review, an individual
should have completed the first day of the AICPA two-day introductory training
course. The first day of the two-day course does not, however, fulfill the initial
or CPE requirements for service as a System Review team captain.

In order to maintain the qualifications of a team captain or review captain,
individuals should participate in 8 hours of CPE in peer review training within
3 years prior to the commencement of a review. The team captain or review
captain should complete a combination of the following courses that combined
total the 8 hour requirement: the AICPA 2-day introductory training course
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(for review captains, only the first day needs to be attended); the AICPA 1-day
advanced reviewer training course, "Advanced Training Course for Review-
ers: Current Issues in Practice Monitoring;" the annual AICPA Peer Review
Conference; or other courses approved by the AICPA Peer Review Board. If a
reviewer's course selection includes 1 or more 4 hour courses, the course hours
must be combined and the timing of taking the courses coordinated so that the
minimum requirement of 8 hours within 3 years prior to commencement of a
review is met.

33-2 Question—Paragraph .33 of the standards discusses the qualifica-
tions necessary to serve as a team captain in a System Review. Are there any
other qualifications to be met to serve as a team captain?

Interpretation—For firms with greater than 400 professionals, with a profes-
sional defined as an individual who spends more than 25 percent of his or her
time on accounting and auditing work that meets the criteria for a peer review,
an individual who serves as the reviewed firm's team captain or review captain
for 2 successive peer reviews may not serve in that capacity for the reviewed
firm's next peer review.

34-1 Question—Paragraph .34 of the standards discusses that a peer re-
viewer or reviewing firm may have received communications from regulatory,
monitoring, or enforcement bodies relating to allegations or investigations of
the peer reviewer or reviewing firm's accounting and auditing practice, or noti-
fications of limitations or restrictions on the peer reviewer or reviewing firm's
ability to practice. How do these communications or notifications affect the re-
viewer or reviewing firm's ability and qualifications to perform the peer review?

Interpretation—An individual may not serve as a peer reviewer if his or her
ability to practice public accounting has been limited or restricted in any way
by a regulatory, monitoring, or enforcement body until the limitation or re-
striction has been removed. If the limitation or restriction has been placed on
the reviewer's firm, or one or more of its offices, then the administering en-
tity must carefully consider the specific circumstances concerning whether any
of the individuals associated with the firm, or the portion thereof, may serve
as reviewers. Reviewers should immediately notify the administering entity of
any such limitations or restrictions. In addition, reviewers should immediately
notify the administering entity of communications relating to allegations or in-
vestigations from regulatory, monitoring, or enforcement bodies in the conduct
of accounting, audit, or attestation engagements performed by the reviewer.
The fact that a reviewer has received such communication(s) does not automat-
ically mean that he or she is ineligible to perform peer reviews. The adminis-
tering entity will consider the matter, including whether any action, including
performing oversight on the reviewer, is appropriate. This decision can only
initially be appealed to the administering entity's peer review committee. For
actions previously appealed to the committee, if the individual or reviewed firm
disagrees with the action(s), he or she may appeal the decision by writing the
board, explaining why he or she believes that the action(s) are unwarranted.
The board will review and consider the request and respond to it as necessary
and appropriate.

The objective of the reviewer informing such communications to the admin-
istering entity is to enhance the program's oversight process, which includes
ensuring that peer reviewers are appropriately qualified to perform reviews.

34-2 Question—What if a reviewer fails to immediately notify the admin-
istering entity of any such communications relating to the conduct of his or her
performance of accounting, audit, or attestation engagements?
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Interpretation—If a reviewer fails to immediately notify the administering en-
tity of such communications, the administering entity's peer review committee
or the board, or both, will consider what actions should be taken in the spe-
cific circumstances. These actions may include, but are not limited to, on-site
oversight at the reviewer's expense or removal from the list of qualified peer
reviewers. The administering entity is under no obligation to accept a peer re-
view report performed by a reviewer or reviewing firm that has been limited or
restricted from practice.

34-3 Question—What are some types of communications that are appro-
priately related to meeting the objectives described in this interpretation?

Interpretation—There are many types of communications that are appropri-
ately related to meeting the objectives described in this interpretation. See
Interpretation No. 181–1b for a list, which is not intended to be all-inclusive,
that represents examples of the types of organizations where communications
would be relevant to meeting the objectives of the requirement.

16. Other Planning Considerations and Reporting
of PCAOB Inspection Results

40-1 Question—Paragraph .40 of the standards notes that the peer re-
viewer should inquire of the firm regarding the areas to be addressed in the
written representation. What should be discussed with the firm regarding the
PCAOB's report as referred to in paragraph .181 of the standards (paragraph
1(e) of appendix B, "Considerations and Illustrations of Firm Representations")?

Interpretation—If the firm has undergone a PCAOB inspection or inspections,
the team captain should discuss with appropriate firm personnel the reports
submitted by the PCAOB or in the absence of such reports, any findings that
may have been communicated orally. The discussion should cover the reports
or findings from the PCAOB's most recent inspections, both immediately prior
to or during the peer review year and subsequent to the peer review year cov-
ered, if applicable. The team captain should inquire about any open PCAOB in-
spections, the status of those inspections, and the firm's corrective action plans.
These discussions should focus on the results of the PCAOB's inspection related
to the firm's system of quality control. The review team should consider what
effects, if any, the matters contained in the reports could have on the planning
or other procedures to be performed on the peer review. Although the PCAOB's
inspection only covers the firm's SEC issuer practice, the PCAOB's inspection
reports may contain information related to offices, partners, or other matters
that could assist the reviewer in assessing risk and planning peer review proce-
dures. Discussion of these findings should not be interpreted to permit the peer
reviewer to request the confidential portions of the PCAOB's reports. Rather,
relevant matters in the PCAOB's reports are required to be discussed with the
peer reviewer.

17. Understanding the Firm’s System of Quality Control
42-1 Question—Paragraph .42 of the standards requires the review team

to obtain a sufficient understanding of the reviewed firm's system of quality
control. How should the review team address elements of the system that reside
outside of the firm?

Interpretation—The review team should inquire of the firm regarding elements
of the system of quality control residing outside of the firm, for instance, mem-
bership in associations, joint ventures, non-CPA owned entities, alternative
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practice structures, arrangements with outside consultants, third party quality
control materials (QCM), or CPE (including whether they are peer reviewed),
and other. The inquiries should include how they influence the firm's system
of quality control, for instance by providing consultation opportunities, CPE,
and monitoring services. These elements should be considered and documented
within the risk assessment.

18. Considering the Firm’s Monitoring Procedures
45-1 Question—Paragraph .45 of the standards notes that the review team

should obtain a sufficient understanding of the reviewed firm's monitoring poli-
cies and procedures since its last peer review, and their potential effectiveness,
to plan the current peer review. In doing so, the review team may determine
that the current year's internal monitoring procedures could enable the review
team to reduce, in a cost-beneficial manner, the number of offices and engage-
ments selected for review or the extent of the functional area review. What are
some factors to consider in obtaining an understanding of the firm's monitoring
procedures? If the review team plans to consider the current year's internal
inspection procedures to reduce the scope of the peer review, what procedures
are necessary?

Interpretation—Factors to consider in obtaining the understanding of the firm's
monitoring procedures include:

a. the qualifications of personnel performing the monitoring procedures

b. the scope of the monitoring procedures (coverage of functional areas and
engagements and the criteria for selecting offices and engagements for
review)

c. the appropriateness of the materials used for monitoring procedures
(for example, questionnaires or checklists and instructions)

d. the depth of the review of individual engagements, particularly with
respect to the review of working papers and coverage of significant areas

e. the findings of the monitoring procedures, including internal inspec-
tions

f. the nature and extent of reporting and communicating the results of
the monitoring procedures

g. the follow-up of findings resulting from the monitoring procedures

In making a judgment about the effects that the firm's current year's internal
inspection procedures will have on the selection of offices and engagements
to be reviewed, the review team should consider the size of the firm and the
potential effectiveness of the internal inspection procedures.

If internal inspection procedures were not, or will not be, performed to cover
the review year, the review team may not consider the prior year's internal
inspection procedures to reduce the scope of the peer review.

If the review team does not plan to consider the reviewed firm's current year's
internal inspection procedures to reduce the scope of the peer review, the re-
view team need not necessarily perform the review of any of the engagements
on which internal inspection procedures were performed by the reviewed firm.
However, the review team may still wish to reperform the review of a few such
engagements to assist the review team in obtaining a better understanding
of the effectiveness of the internal inspection procedures performed by the re-
viewed firm.

If the review team plans to consider the current year's internal inspection pro-
cedures to reduce the scope of the peer review, the review team should test
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the firm's internal inspection procedures at selected offices and on selected en-
gagements. These tests should be sufficient to provide the review team with a
basis for determining whether (a) the reviewed firm's internal inspection pro-
cedures were applied properly in the reviews of individual practice offices and
engagements, (b) the practice office and Engagement Reviews were carried out
conscientiously by competent persons with appropriate expertise and objectiv-
ity, and (c) the findings from the reviewed firm's internal inspection procedures
are indicative of the work performed in the particular office and therefore can
be considered by the review team to reach an overall conclusion regarding the
reviewed firm's compliance with its quality control policies and procedures.
The testing of internal inspection procedures can be performed (a) contempo-
raneously with the reviewed firm's internal inspection procedures (commonly
called piggyback reviews) or (b) after the internal inspection procedures are
completed. Because of the insight gained from observing the performance of
internal inspection procedures, a review team testing the effectiveness of inter-
nal inspection procedures contemporaneously is generally in a better position
to assess the effectiveness of the procedures.

When the review team tests the effectiveness of the internal inspection pro-
cedures contemporaneously with the performance by the internal inspection
team performing the procedures, the review team should visit selected prac-
tice offices during the performance of the internal inspection procedures to (a)
reperform the review of a sample of engagements subjected to internal inspec-
tion procedures and (b) reperform the review of a sample of the quality control
policies and procedures (functional elements) subjected to internal inspection
procedures in the office. During the visits, the review team should compare
its findings to the internal inspection team's findings and resolve any differ-
ences. In addition, if applicable, the review team should attend discussions of
engagement findings and the overall office findings.

When the review team tests the effectiveness of the internal inspection proce-
dures after the procedures have been completed, the review team should reper-
form the review of a sample of engagements and the quality control policies and
procedures (functional elements) subjected to internal inspection procedures in
the office(s). The review team should compare its findings to the internal in-
spection team's findings and resolve any differences.

45-2 Question—Is there more guidance regarding the extent that scope
may be reduced, and what factors must be considered and steps performed in
order to conclude on the effectiveness? In addition, may a review team apply
this same guidance to the involvement of and results from regulatory oversight?

Interpretation—Peer reviewers should refer to guidance on reducing scope in-
cluded in section 3100 Supplemental Guidance. If, after considering that guid-
ance, the peer reviewer plans on significantly reducing the scope of the pro-
cedures he or she will be performing, he or she is required to inform AICPA
technical staff during peer review planning.

19. Understanding, Assessing, and Documenting
Peer Review Risk Factors and Risk Assessment

52-1 Question—Paragraphs .46–.52 discuss peer review risk factors and
risk assessment. What other guidance should be considered?

Interpretation—Reviewers must assess peer review risk and use a risk-based
approach in the selection of engagements and offices for review. Reviewers
should formalize the risk assessment before arriving on-site in the reviewed
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firm's office and before selecting one or more engagements for review, other-
wise they should expect ineffectiveness and, at the very least, inefficiency.

Inherent Risk Factors

In assessing inherent risk factors, the reviewer should consider

• circumstances arising within the firm (for example, the firm or indi-
vidual partners have engagements in several specialized industries);

• circumstances outside the firm that impact the firm's clients (for exam-
ple, new professional standards or those being applied initially for one
or more clients, changes in regulatory requirements, adverse economic
developments in an industry in which one or more of the firm's clients
operate, or significant developments in the client's organization); and

• variances that may occur from year to year, engagement to Engage-
ment or, perhaps, from partner to partner, within the firm (for example,
inherent risk will always be higher for an audit of a company or or-
ganization operating in a high-risk industry than for a compilation of
financial statements without disclosure for a company operating in a
non-complex industry; and there are many situations between these
two extremes).

Control Risk Factors

Assessing control risk requires reviewers to evaluate the effectiveness of the
reviewed firm's quality control policies and procedures in preventing the perfor-
mance of engagements that do not comply with professional standards. When
assessing control risk, the review team should evaluate the reviewed firm's
quality control policies and procedures and discuss with the firm if it consid-
ered the guidance in AICPA Accounting and Auditing Practice Aid Establishing
and Maintaining A System of Quality Control for a CPA Firm's Accounting and
Auditing Practice. The reviewer should evaluate whether the reviewed firm has
adopted appropriately comprehensive and suitably designed policies and pro-
cedures for each of the elements of quality control in the context of the firm's
overall control environment and the inherent risk embodied in its accounting
and auditing practice.

The assessed levels of risk are the key considerations in deciding the num-
ber and types of engagements to review and, where necessary, offices to visit.
Through the assessment of risk, the reviewer determines the coverage of the
firm's accounting and auditing practice that will result in an acceptably low peer
review risk. Engagements selected should provide a reasonable cross-section of
the firm's accounting and auditing practice, with a greater emphasis on those
engagements in the practice with higher assessed levels of peer review risk.

Reviewers must document, as part of the Summary Review Memorandum
(SRM), the risk assessment of the firm's accounting and auditing practice and
its system of quality control, the number of offices and engagements selected
for review, and the basis for that selection in relation to the risk assessment.
To effectively assess risk of the firm's accounting and auditing practice and its
quality control policies, risk assessment documentation should not only address
the engagements selected and the reasoning behind that selection, but also the
environment of the firm and its system of quality controls. Some factors that
should be considered in assessing risk include the following:

• The relationship of the firm's audit hours to total accounting and au-
diting hours

• Size of the firm's major engagement(s), relative to the firm's practice
as a whole
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• Initial engagements and their impact on the firm's practice

• The industries in which the firm's clients operate, especially the firm's
industry concentrations

• The results of the prior peer review

• Owners' CPE policies and the firm's philosophy toward continuing
education—Accumulate the necessary hours or maintain the needed
skills and improve delivery of professional services?)

• The firm's monitoring policies

• Adequacy of the firm's professional library

• Risk level of the engagements performed (for example, does the firm
perform audits of employee benefit plans, entities subject to Circu-
lar A-133, and others under Government Auditing Standards, HUD-
regulated entities, and others with high-risk features or complex ac-
counting or auditing applications?)

• Have there been any major changes in the firm's structure or personnel
since the prior peer review?

Detection Risk
Inherent risk and control risk directly relate to the firm's accounting and au-
diting practice and its system of quality control, respectively, and should be as-
sessed in planning the review. Based on the combined assessment, the reviewer
selects engagements for review and determines the scope of other procedures
to reduce the peer review risk to an acceptable level. The lower the combined
inherent and control risk, the higher the detection risk that can be tolerated.
Conversely, a high combined inherent and control risk assessment results in a
low detection risk and the resulting increase in the scope of review procedures.

See section 3100, Supplemental Guidance, for an example of an appropriately
documented risk assessment in the SRM.

20. Planning and Performing Compliance Tests of
Requirements of Voluntary Membership Organizations

54d-1 Question—Paragraph .54(d) discusses the peer reviewer's require-
ment in a System Review to review other evidential material as appropriate,
including selected administrative or personnel files. Should the reviewer test
the firm's compliance with requirements of voluntary membership organiza-
tions?

Interpretation—Voluntary membership requirements that are not directly
imbedded into the firm's written system of quality control for its accounting
and auditing practice are not tested as a part of the peer review. In addition,
voluntary membership requirements, even those included in the firm's written
system of quality control, that do not directly contribute to the firm's compli-
ance with the requirements of the SQCSs are not tested, addressed, or reported
on in the peer review process. Those membership requirements that are specif-
ically imbedded into the firm's written system of quality control and directly
contribute to the firm's compliance with the SQCSs are within the scope of peer
review, but not because they are a membership requirement, but rather because
they are an integral part of the firm's system of quality control for the firm to
comply with the SQCSs. In this instance, any matters, findings, or deficiencies
noted in these areas would only be addressed as they relate to the firm's system
of quality control and they would not be described as related to the voluntary
membership requirements.
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21. Inclusion of Engagements and Aspects of Functional
Areas in the Scope of the Peer Review

55-1 Question—Paragraph .55 of the standards notes that there is a pre-
sumption that all engagements and all aspects of functional areas otherwise
subject to the peer review will be included in the scope of the review. Could a
firm have a legitimate reason for an exclusion, and what is the effect on the
performance of the review?

Interpretation—In rare situations a reviewed firm may have legitimate reasons
for excluding certain engagements or certain aspects of functional areas, for ex-
ample when an Engagement or an employee's personnel records are subject to
pending litigation. In those instances a reviewer should carefully consider the
implication of such exclusions. Those considerations should include assessing
the reasonableness of the reasons for the exclusions and assessing the affect
on peer review risk assessments and scope, including whether alternate proce-
dures can be performed. To reduce the potential for disagreement about such
matters among the reviewed firm, the reviewer, and the administering entity,
ordinarily, when the reviewed firm contemplates excluding engagement(s) or
aspect(s) of functional area(s), it should notify the team captain in a timely
manner and submit a written statement to the administering entity, ordinar-
ily prior to the commencement of the review, indicating (a) it plans to exclude
an engagement(s) or aspect(s) of functional area(s) from the peer review selec-
tion process, (b) the reasons for the exclusion, and (c) it is requesting a waiver
for the exclusion. The administering entity should satisfy itself concerning the
reasonableness of the explanation before agreeing to the exclusion.

For peer reviews overseen by a panel preassigned by the administering entity
for on-site oversight purposes, the reviewed firm should notify the team cap-
tain in advance that it is probable that engagement(s) or aspect(s) of functional
area(s) will be excluded from the review, the general reasons for such exclusion,
and a detailed description of the procedures used to identify and assess those
situations. The panel as previously described should determine that those pro-
cedures are appropriate in light of the circumstances. They should consider the
level of oversight to which the review may be subject and the level of involve-
ment that members of the board have in that oversight. In addition, they should
consider the practicality of selecting a replacement and the availability of other
engagement(s) or aspect(s) of functional area(s) as appropriate replacements.
Ordinarily, the greater the population to select from, the more there is an op-
portunity to find an appropriate replacement, and the less there is a risk that
there is a scope limitation.

The administering entity (or panel as previously described) should approve
the request to exclude engagement(s) or aspect(s) of functional area(s) as the
situation arises only when it is satisfied that, based on the reasonableness of
the procedures used to identify and assess the situations and the other factors
described in the preceding, there will be no limitations on the scope of the
review.

Regardless of the approach used to notify the administering entity of exclusions,
the reasons for the exclusions and the risk assessment implications should
be fully documented in the peer review working papers, and the peer review
committee should consider those factors as part of its evaluation and acceptance
process.

An administering entity may conclude that scope has been limited due to
circumstances beyond the firm's control and the review team cannot accom-
plish the objectives of those procedures through alternate procedures, thus
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precluding the application of one or more peer review procedure(s) considered
necessary in the circumstances. For example, ordinarily, the team would be un-
able to apply alternate procedures if the firm's only engagement in an industry
that must be selected is unavailable for review and there isn't an earlier issued
engagement that may be able to replace it, or when a significant portion of
the firm's accounting and auditing practice during the year reviewed had been
divested before the review began. In these circumstances, the team captain or
review captain should consider issuing a report with a peer review rating of
pass (with a scope limitation), pass with deficiency (with a scope limitation), or
fail (with a scope limitation), as applicable. The existence of a scope limitation
in and of itself does not result in a report with a peer review rating of pass
with deficiencies or fail; it is in addition to the grade that was determined to be
issued (which is why it is possible to have a report with a grade of pass (with a
scope limitation) to which there would be no letter of response).3

If the administering entity (or panel as previously described) concludes that
there is not a legitimate reason for the requested exclusion and the firm contin-
ues to insist on the exclusion, it should be evaluated whether this is a matter
of noncooperation (see Interpretation No. 5h-1).

22. Office and Engagement Selection in System Reviews
56-1 Question—Paragraph .56 of the standards provides factors to con-

sider when assessing peer review risk at the office level. What are some other
examples of factors to consider?

Interpretation—Other examples of factors to consider when assessing peer re-
view risk at the office level follow. This list is for illustrative purposes only, and
does not include all possible inherent and control risk factors, nor is the peer
reviewer required to consider every item on the list when assessing inherent
and control risk:

• Offices with one or a few engagements comprising a significant portion
of the office's accounting and auditing practice

• Offices with concentrations of high risk engagement

• Offices with a pattern of litigation or regulatory actions

• Offices identified in the preceding peer review or through monitoring
procedures as operating at a level significantly below the firm's quality
standards

• Offices with an unreasonably large number of accounting and auditing
hours per engagement partner

• Offices with only one or a few engagements in a specialized industry

• Offices not subjected to monitoring procedures or not scheduled to be
subject to monitoring procedures since the last peer review

• Offices where individual partners practice in many industries

• Offices in geographic areas that are experiencing economic hardships

• Offices with numerous clients in industries experiencing economic
hardships

3 This is different than the current standards whereby a scope limitation is treated as a modified
peer review report.
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58-1 Question—Paragraph .58 of the standards provides guidance on steps
to follow if a current year's engagement has not been completed and issued.
What is the impact, if any, for audit engagements subject to professional stan-
dards, statutes, regulations, or the firm's quality control policies, which may
allow a specified time for an assembly process after issuance?

Interpretation—Professional guidance indicates that auditors should not date
the audit report until they have obtained sufficient appropriate audit evidence
to support the opinion. At that point audit documentation should have been
reviewed, financial statements should have been prepared, and management
should have asserted its responsibility for them. Document completion dates
specify a date certain by which assembly of the audit file must be completed.
During the period leading up to that date, changes can be made to the audit
documentation to complete the documentation and assembly of audit evidence,
perform routine file-assembling procedures, sign off on file completion check-
lists and add information received after the date of the auditor's report; for
example, an original confirmation that was previously faxed. However, the suf-
ficient appropriate audit evidence would have already been required to be in
place when the report was dated and thus would be in place when it was issued.
Thus, there is no impact on the process of selecting engagements for review.

58-2 Question—What if the incomplete engagement is an initial engage-
ment and there is no comparable engagement?

Interpretation—If there is an incomplete engagement (which is an initial en-
gagement) and there is no comparable engagement, the firm should request an
extension from the administering entity. The administering entity will consider
the circumstances and evaluate whether there is actually a matter of nonco-
operation (see Interpretation No. 5h-1) Although the administering entity will
otherwise likely grant the extension, the firm needs to consider if it will be
meeting the requirements of its state board of accountancy or other regulatory
bodies. If an extension is not possible, the peer review should be performed and
the report should include a scope limitation.

If the situation arose due to a permanent change in the nature of the firm's
business, the firm should consider requesting a change in its peer review year-
end date. If there is any uncertainty concerning how the situation should be
handled, the administering entity should be contacted. See section 3100, Sup-
plemental Guidance, for an example when there is an initial engagement per-
formed under Government Auditing Standards (GAS, also known as the Yellow
Book) meeting the preceding criteria.

58-3 Question—Paragraph .58 of the standards indicates that if the sub-
sequent year's engagement has been completed and issued, the review team
should consider, based on its assessment of peer review risk, whether the more
recently completed and issued engagement should be reviewed instead. What
are some factors to be considered and implications on the peer review?

Interpretation—Other than consideration of the firm's risk assessment and the
factors that contributed to it, the reviewer may consider if the subsequent en-
gagement was performed during or after the peer review year. In addition,
the reviewer should consider the number of subsequent engagements available
and selected for review, as well as the differences in issues encountered in the
engagements whether the year-end was within the peer review year or subse-
quent to it. The greater the number of subsequent year engagements selected,
the greater the risk that the results of the review are not appropriate or matched
in relation to the peer review year covered by the report and the related peer
review results. In some situations, the team captain should consider whether
it is more appropriate to issue the peer review report on the subsequent year.
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However, this should be a rare situation, would require advance approval from
the administering entity, and that entity may request that the next review be
accelerated to put the firm back on cycle. If many of the subsequent engage-
ments have been issued, the reviewer should discuss the timing of the peer
review with the firm so that future reviews may benefit from the results of the
peer review before the subsequent engagements are issued.

59-1 Question—Paragraph .59 of the standards requires that engagements
selected for review should provide a reasonable cross section of the reviewed
firm's accounting and auditing practice, with greater emphasis on those engage-
ments in the practice with higher assessed levels of peer review risk, and the
guidance provides examples of factors to consider when assessing peer review
risk at the engagement level. What are some other considerations?

Interpretation—A reasonable cross section of a firm's accounting and auditing
practice, not only includes consideration of the specific industries that are re-
quired to be selected, but other industries that have a significant public interest.
The reviewer also needs to carefully consider the industries that the firm has
identified in the category of "other audits" when determining whether to select
such an engagement(s). In addition, a reasonable cross-section takes into ac-
count the number of partners, the number of practice offices, and materiality
thresholds of accounting and auditing hours.

A reasonable cross section does not always require that at least one engage-
ment from every level of service provided by the firm be selected for review;
however, it often may be appropriate in the circumstances. Therefore, there is
a relationship between a risk-based approach and a reasonable cross section
when selecting engagements, and in that regard each peer review needs to be
considered on a case-by-case basis.

The reviewer should explain and document in the Summary Review Memo-
randum key decisions that he or she made when they chose not to select any
one or more of the following: a level of service, an engagement where there is
a significant public interest, industries where the firm performs a significant
number of engagements, and so on. This does not give authority to the reviewer
to avoid selecting an engagement(s) by simply documenting the reason(s) why
he or she did not select certain engagement(s). Decisions for not selecting cer-
tain engagements must make sense, and must not conflict with the standards.
The reviewer should anticipate questions regarding engagement selection from
the administering entity.

59-2 Question—Paragraph .59 of the standards provides factors to consider
when assessing peer review risk at the engagement level. What are some other
examples of factors to consider?

Interpretation—Other examples of factors to consider when assessing peer re-
view risk at the engagement level follow. This list is for illustrative purposes
only, and does not include all possible inherent and control risk factors, nor is
the peer reviewer required to consider every item on the list when assessing
inherent and control risk:

• Engagement size, in terms of the hours required to plan and perform
it

• Engagements involving experienced personnel hired from other firms,
and partners who also have office, regional or firm-wide management,
administrative, or functional responsibilities

• Engagements where work on segments has been referred to other
firms, foreign offices, domestic or foreign affiliates, or correspondents
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• Engagements where one or more affiliated entities (for example, parent
companies and subsidiaries or brother and sister companies) consti-
tute a large portion of the firm's overall clientele

• Engagements identified in the firm's quality control System or guid-
ance material as having a high degree of risk

• Engagements where departures from professional standards and fail-
ure to comply with the firm's quality control policies and procedures
were noted in the preceding year's monitoring procedures

• Engagements in industries where the firm has experienced high in-
stances of litigation, proceedings, or investigations

• Engagements affected by recently implemented revisions of the firm's
quality control policies and procedures

• Engagements affected by newly effective professional standards

• Clients in industries in poor financial condition

• Clients in industries with complex or sophisticated transactions

• Engagements from merged-in practices

• Engagements subject to Government Auditing Standards

• Engagements subject to the Employee Retirement Income Security Act
of 1974 (ERISA)

• Engagements subject to the Federal Deposit Insurance Corporation
Improvement Act of 1991 (FDICIA)

61-1 Question—Paragraph .61 of the standards requires that at least one
engagement from the initial selection to be reviewed should be provided to
the firm once the review commences and not provided to the firm in advance
(the surprise engagement). What steps should be followed when making the
selection of the surprise engagement?

Interpretation—The following steps should be followed:

1. Complete the risk assessment as described in paragraphs .46–.52 of the
standards.

2. Plan the compliance tests as described in paragraphs .53–.63 of the
standards and determine which engagements should be selected for the
review, independent of any surprise selections.

3. Based on those engagements selected for review, determine which en-
gagement should be the surprise engagement. If the risk assessment
warrants, more than one surprise engagement may be selected.

Although the standards indicate that the engagement should be the firm's high-
est level of service (which ordinarily means an audit), in situations where the
audit cannot be the surprise selection (for instance, if there is only one audit
required to be selected or the only audit is a must select engagement), an en-
gagement from the next highest level of service should be selected. It is not
always possible for the reviewer to know whether a reviewed firm expects a
certain engagement to be selected. Reviewers are asked to use their profes-
sional judgment in these situations. The selection should be based on the risk
assessment performed in step 1 and the engagement should be from the list of
engagements determined in step 2. The team captain should not increase the
original scope of the selection whether another audit or another level of service
is selected as the surprise engagement.

See section 3100, Supplemental Guidance, for several examples for selecting
surprise engagements.
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61-2 Question—How does the requirement to select a surprise engagement
apply for a System Review performed at a location other than the reviewed
firm's offices (Interpretation No. 8-1)?

Interpretation—For System Reviews approved by the administering entity to
be performed at a location other than a reviewed firm's offices, engagements
selected to be reviewed are submitted to the reviewer by the firm. As a result,
the requirement to select a surprise engagement on a System Review performed
at a location other than the reviewed firm's offices is not applicable.

62-1 Question—Paragraph .62 of the standards requires that the team cap-
tain consult with the administering entity about the selection of engagements
for review if the team captain finds that meeting all of the criteria in the re-
lated guidance results in the selection of an inappropriate scope of the firm's
accounting and auditing practice. What items should the team captain consider
to determine if the selection is appropriate?

Interpretation—The team captain should carefully consider whether

a. significant risk areas have appropriate coverage (see paragraph .65 of
the standards).

b. appropriate weight has been given to reviewing work performed by all
or most supervisory personnel.

c. adequate consideration has been given to engagement selection based
on peer review risk on a firm-wide basis. For example, if two offices are
selected for review and each has a large client in the same specialized
industry, peer review risk should be considered in determining whether
more than one of these engagements should be selected for review.

If an engagement(s) within the team captain's selection is not available for
review, a comparable engagement within the peer review year-end is also not
available, nor is there a prior year's engagement that may be reviewed; the
team captain should consult with the administering entity to determine the
effects on the timing or year-end of the peer review, if any, and whether a report
with a peer review rating with a scope limitation should be issued.

63-1 Question—Paragraph .63 of the standards requires that specific types
or number of engagements must be selected in a System Review as well as
specific audit areas. In a System Review, what specific types and number of
engagements, if any, should be included in the sample of engagements selected
for review or assessed at a higher level of peer review risk?

Interpretation—At least one of each of the following types of engagements is
required to be selected for review in a System Review:

a. Governmental—Government Auditing Standards, issued by the U.S.
Government Accountability Office, requires auditors conducting en-
gagements in accordance with those standards to have a peer review
that includes the review of at least one engagement conducted in ac-
cordance with those standards. If a firm performs an engagement of
an entity subject to GAS and the peer review is intended to meet the
requirements of those standards, at least one engagement conducted
pursuant to those standards should be selected for review.

b. Employee Benefit Plans—Regulatory and legislative developments have
made it clear that there is a significant public interest in, and a higher
risk associated with, audits conducted pursuant to ERISA. Therefore,
if a firm performs the audit of one or more entities subject to ERISA, at
least one such audit engagement conducted pursuant to ERISA should
be selected for review.
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c. Depository Institutions—The 1993 FDIC guidelines implementing the
FDICIA require auditors of federally insured depository institutions
having total assets of $500 million or greater at the beginning of its
fiscal year to have a peer review that includes the review of at least one
audit of an insured depository institution subject to the FDICIA. If a firm
performs an audit of a federally insured depository institution subject to
the FDICIA and the peer review is intended to meet the requirements of
the FDICIA, at least one engagement conducted pursuant to the FDICIA
should be selected for review. The review of that engagement should also
include a review of the reports on internal control if applicable because
those reports are required to be issued under the FDICIA when total
assets exceed $1 billion.

In complying with the requirements in the previous list, peer reviewers should
also ensure that the engagements selected include a reasonable cross section of
the firm's accounting and auditing engagements, appropriately weighted con-
sidering risk. Thus, the peer reviewer may need to select greater than the
minimum of one engagement from these industries in order to attain this risk
weighted cross section.

For benefit plans under ERISA, the peer reviewer should also consider whether
the engagement selection process has adequately addressed the risks involved
in limited versus full scope audits and in different types of benefit plans such as
defined benefit, defined contribution, and voluntary health and welfare plans.
Similar considerations should be made on GAS and FDICIA engagements.

The team captain's consideration of this coverage should be discussed in his or
her risk assessment documentation. This discussion should include any factors
considered when the reviewed firm has a significant number of engagements
in one of these high risk areas and it is not otherwise evident why only one
engagement from the industry has been included in the scope of the review.

23. Concluding on the Review of an Engagement
66-1 Question—Paragraphs .66, .67, and .109 of the standards requires

the review team to conclude on the review of an engagement by determin-
ing whether the engagement was performed or reported on in conformity with
applicable professional standards in all material respects. How should this con-
clusion be made?

Interpretation—The review team should use practice aids that document, for
each Engagement Reviewed, whether anything came to the review team's at-
tention that caused it to believe the following, as applicable:

a. The financial statements were not in conformity with GAAP in all ma-
terial respects or, if applicable, with an other comprehensive basis of
accounting and the auditor or accountant's report was not appropriately
modified.

b. The firm did not perform or report on the engagement in all material
respects in accordance with generally accepted auditing standards and
other applicable standards, for example, Governmental Auditing Stan-
dards.

c. The firm did not perform or report on the engagement in all material
respects in accordance with SSARSs.

d. The firm did not perform or report onthe engagement in all material
respects in accordance with SSAEs or any other applicable standards
not encompassed in the preceding.
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In Engagement Reviews, these results should be considered by the review cap-
tain in determining the type of report to issue.

67-1 Question—Paragraphs .67 and .109 of the standards notes that the
team captain or review captain should promptly inform the firm when an en-
gagement is not performed or reported on in conformity with applicable pro-
fessional standards and remind the firm of its obligations under professional
standards to take appropriate actions. How is this communication made and
what other responsibilities does the team captain or review captain have in
regard to the effected engagements?

Interpretation—If the reviewer answers yes with respect to any of the preceding
items, the team captain or review captain should promptly inform an appropri-
ate member of the reviewed firm on an MFC form. The team captain or review
captain should remind the reviewed firm of its obligations under professional
standards to take appropriate actions as addressed in the section of AU section
561, Subsequent Discovery of Facts Existing at the Date of the Auditor's Report,
or SSARS No. 11, Standards for Accounting and Review Services (AR sec. 50), as
applicable, or, if the firm's work does not support the report issued, as addressed
in AU section 390, Consideration of Omitted Procedures After the Report Date.
The reviewed firm should investigate the issue questioned by the review team
and determine what timely action, if any, should be taken, including actions
planned or taken to prevent unwarranted continued reliance on its previously
issued reports. The reviewed firm should then advise the team captain or re-
view captain of the results of its investigation, including parties consulted, and
document on the MFC form prepared by the reviewer the actions planned or
taken or its reasons for concluding that no action is required.

Reviewers or administering entities should not instruct reviewed firms to recall
accounting or auditing reports, to have them reissued, or to revise previously
issued financial statements because those are decisions for the firm and its
client to make. However, the firm's actions may affect other corrective actions
the administering entity's peer review committee may impose.

If the firm has taken action, the review team should review documentation of
such actions (for example, reissued report and financial statements or letter
recalling previously issued reports) and consider whether the action is appro-
priate. If the firm has not taken action, the review team should consider whether
the planned actions are appropriate.

24. Determining the Cause for a Finding
in a System Review

83-1 Question—Paragraph .83 of the standards notes that when a review
team is faced with an indication that the firm failed to perform or report in
conformity with applicable professional standards in all material respects, the
review team's first task in such circumstances is to determine the cause of the
failure. Why?

Interpretation—The evaluation of a firm's system of quality control is the pri-
mary objective of System Review and the basis for the peer review report.

As such, when a reviewer in a System Review discovers an engagement that was
not performed or reported in conformity with applicable professional standards
in all material respects, he or she should avoid considering the type of report
to issue until the underlying cause of the engagement deficiency is identified.

Reviewers in a System Review must think of engagement deficiencies as symp-
toms of weaknesses in the firm's system of quality control. Reliable methods for
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identifying the systemic cause of engagement deficiencies are to require com-
plete answers on the MFC forms instead of merely a check mark for the "yes
we agree" response, and surveying firm personnel about causes of identified
engagement deficiencies. Reviewers should consider that separate engagement
deficiencies that are exactly the same may result from completely different
quality control weaknesses in the firm.

Furthermore, without understanding the underlying cause, a reviewer cannot
make recommendations that are appropriate to reducing the likelihood of the
deficiency recurring. Reviewers should avoid assuming that the recommenda-
tion of the use of standard forms and checklists will improve a firm's system
of quality control. Although forms and checklists are helpful in many circum-
stances, their use will not cure all deficiencies. For example, checklists will not
help firms that lack overall knowledge of accounting and auditing matters or
knowledge in the specific area in which the deficiency arose. Nor will stan-
dard checklists help firms in which policies and procedures for the review of
engagements are routinely overridden.

25. Isolated Matters in a System Review
84-1 Question—Paragraph .84 refers to isolated matters in a System Re-

view. What is an isolated matter and what further guidance is there to address
isolated matters?

Interpretation—An isolated matter occurs when there is an incident (or limited
incidents) of noncompliance with professional standards or the firm's quality
control policies and procedures on one or more engagements (or aspect of a
functional area) and the identical standards or policies and procedures were
complied with on the remaining engagements or aspect of a functional area.

Reviewers should follow the guidance in paragraph .68, "Expansion of Scope,"
and paragraphs .84–.85, "Determining the Cause for a Finding," of the stan-
dards. The reviewer needs to evaluate the pervasiveness of the issue, including
expanding scope if necessary. In some instances the team captain should ex-
pand scope to other engagements or aspects of functional areas, and determine
that such matters did not occur elsewhere, thus evidencing that the noncom-
pliance with the firm's system of quality control was truly isolated. In these
situations, team captains should focus on the underlying cause of the matter
when analyzing if it is isolated and may consider a key area approach when ex-
panding scope to other engagements or aspects of functional areas to determine
if the matter is isolated. The reviewer's ability to conclude a matter is isolated
may be dependent on his or her ability to expand scope to engagements or as-
pects of functional areas that are classified by common characteristics such as,
but not limited to, the industry, level of service, the practitioners in charge, or
engagements that must be selected in a peer review.

The reviewer should consider that a single disclosure matter and a single docu-
mentation matter may be isolated when taken individually but they may have
resulted from the same underlying systemic cause. They should further consider
that an isolated matter may be materially significant in amount or nature or
both.

Reviewers should document their consideration of an isolated matter and the
conclusions reached in the MFC form. Team captains should document the same
in the Summary Review Memorandum. The documentation should include the
details of the matter noted, how the reviewer expanded scope, if applicable,
and why the reviewer concluded the matter was isolated. The documentation
should provide enough information for the administering entity's peer review
committee to determine if the team captain's conclusion is appropriate.
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26. Communicating Conclusions at the Exit Conference
91-1 Question—Paragraph .91 of the standards instructs a team captain

on communicating conclusions at the exit conference in a System Review. What
other guidelines should be followed?

Interpretation—The team captain should consider the need to have the
team member(s) participate (in person or via teleconference) in the
exit conference or be available for consultation during the exit con-
ference, especially when, in unusual circumstances, the team captain
does not have the experience to review the industry of an engagement
that was reviewed by the team member. Furthermore, the exit conference
is not the appropriate place or time to surprise the firm with the intention of is-
suing a pass with deficiency or fail Report or to discuss any unresolved account-
ing and auditing issues. It is expected that the team captain will have an open
means of communication with various levels of personnel leading up to the exit
conference, having at a minimum and as applicable, promptly informed them
when an engagement is not performed or reported on in conformity with appli-
cable professional standards, having discussed MFC and FFC forms including
the systemic causes and related recommendations for any matters, findings,
deficiencies, and significant deficiencies in advance, and having followed up on
open questions and issues.

27. Notification and Submission of Peer Review
Documentation to the Administering Entities by
the Team Captain or Review Captain

94-1 Question—Paragraphs .94, .120, and .170 of the standards instruct a
reviewer to see the interpretations for guidance on notification requirements
and submission of peer review documentation to the administering entity. What
materials should be submitted by the team captain or review captain, and when
should they be submitted by?

Interpretation—The team captain or review captain should notify the admin-
istering entity that the review has been performed and should submit to that
administering entity within 30 days of the exit conference date in a System
Review (or the review captain's discussions with the reviewed firm regarding
the results of the review in an Engagement Review) or by the firm's peer re-
view due date, whichever date is earlier, a copy of the report, and the following
documentation required by the administering entities at a minimum (consider
sending by an insured carrier or retaining or sending copies, or both):

For System and Engagement Reviews: The firm-wide Summary Review Memo-
randum (including the Disposition of MFC), Team Captain Checklist or Review
Captain Checklist (as applicable), and MFC and FFC forms, as applicable. Note
that other working papers on these peer reviews (including the representation
letter) are subject to oversight procedures and may be requested at a later date.

For:

• Committee-appointed review team engagement reviews

• All System Reviews, engagement reviews, and quality control materials
and continuing professional education program reviews administered
by the National PRC

In addition to the preceding, include all other working papers incorporated
by reference, as applicable, including engagement checklists; quality control
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documents and related practice aids; staff interview, focus group, and other
interview sessions; planning documents; and any other relevant documents.

28. Reporting on System and Engagement Reviews
When a Report With a Peer Review Rating of
Pass With Deficiency or Fail is Issued

96m-1 Question—Paragraphs .96(m) and .122(m) of the standards instruct
a team captain in a System Review (or review captain on an Engagement Re-
view), to include, for reports with a peer review rating of pass with deficiency(ies)
or fail, descriptions (systemically written, in a System Review) of the deficien-
cies or significant deficiencies and the reviewing firm's recommendations. What
is the treatment of FFCs, if any, when these reports are issued, and how are
deficiencies treated for reports with a peer review rating of fail?

Interpretation—Any findings that are only raised to the level of an FFC remain
in an FFC and are not included in a report with a peer review rating of pass
with deficiency or fail.4

A significant deficiency in a System Review is one or more deficiencies that the
peer reviewer has concluded results from a condition in the reviewed firm's
system of quality control or compliance with it such that the reviewed firm's
system of quality control taken as a whole does not provide the reviewed firm
with reasonable assurance of performing or reporting in conformity with ap-
plicable professional standards in all material respects. Such deficiencies are
communicated in a report with a peer rating of fail. Therefore, this is a systemic
approach to determining whether the deficiencies identified meet this signifi-
cant deficiency threshold. If they do, then a report with a peer review rating of
fail is issued and all of the deficiencies are considered significant deficiencies
and are identified as such. Such a report would not have a section with "Signif-
icant Deficiencies" and another section for "Deficiencies," as they would all be
categorized as Significant Deficiencies.

A significant deficiency on an Engagement Review exists when the review cap-
tain concludes that deficiencies are evident on all of the engagements submitted
for review (with the exception of when more than one engagement has been
submitted for review, the exact same deficiency occurs on each of those engage-
ments, and there are no other deficiencies, which ordinarily would result in a
report with a peer review rating of pass with deficiencies). Such deficiencies are
communicated in a report with a peer review rating of fail. Therefore, on an En-
gagement Review, all of the engagements reviewed are considered concerning
whether deficiencies were noted when determining if the significant deficiency
threshold is met. If they do, then a report with a peer review rating with fail
is issued and all of the deficiencies are considered significant deficiencies and
are identified as such. Such a report would not have a section with "Signifi-
cant Deficiencies" and another section for "Deficiencies," as they would all be
categorized as Significant Deficiencies.

96n-1 Question—Paragraphs .96(n) and .122(n) of the standards instruct a
team captain in a System Review (or review captain on an Engagement Review)
to identify, for any deficiencies or significant deficiencies included in the report
with a peer review rating of pass with deficiencies or fail, any that were also

4 Previously, when a determination was made to issue an adverse report, then any matters that
ordinarily would have only been included in a letter of comment were placed in the adverse report
and no letter of comment was issued.
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made in the report issued on the firm's previous peer review. What further
guidance is available in regards to this requirement?

Interpretation—On System Reviews, a repeat is a deficiency or significant defi-
ciency noted during the current review that was caused by the same system of
quality control weakness noted in the prior review's report.5 The review team
should read the prior report and letter of response and evaluate whether cor-
rective actions discussed have been implemented to determine whether the
systemic cause is the same. The deficiency or significant deficiency should note
that "This deficiency [or significant deficiency, as applicable] was noted in the
firm's previous peer review."

If the corrective actions have been implemented and the same deficiency or sig-
nificant deficiency is occurring, the review team should determine the weakness
in the firm's system of quality control that is causing the deficiency or signifi-
cant deficiency to occur. In this case, if the prior corrective actions appear to be
effective, the deficiency or significant deficiency may be caused by some other
weakness in the firm's system of quality control. If the underlying cause of the
deficiency or significant deficiency is different, it would not be a repeat.

The preceding also applies when the deficiency or significant deficiency noted
during the current review was caused by the same system of quality control
weakness noted on an FFC form in the prior review. Under these circumstances,
it would still be appropriate to use the same wording as previously described
"This deficiency [or significant deficiency, as applicable] was noted in the firm's
previous peer review."

See section 3100, Supplemental Guidance, for an example of identifying repeat
deficiencies and significant deficiencies in a System Review.

On Engagement Reviews, a repeat is one in which the identified engagement
deficiency or significant deficiency is substantially the same (that is, the same
kind or very similar) as noted in the prior review's report6 as it relates to report-
ing, presentation, disclosure or documentation. For example, if a reviewer notes
an engagement that had a disclosure or a financial statement presentation de-
ficiency in a prior review's report, the disclosure or financial statement presen-
tation deficiency noted in the current review would need to be substantially the
same disclosure or financial statement presentation deficiency to qualify as a
repeat.

The preceding also applies when the deficiency or significant deficiency noted
during the current review was substantially the same as was noted on an FFC
form in the prior review. Under these circumstances, it would still be appro-
priate to use the same wording as previously described: "This deficiency [or
significant deficiency, as applicable] was noted in the firm's previous peer re-
view."

On reviews in which there are repeat deficiencies or significant deficiencies that
have occurred on two or more prior reviews the reviewer should state in the
current report that, "this deficiency [or significant deficiency, as applicable] was
noted on previous reviews."

5 Or the letter of comments, or both, if applicable, for reviews commenced prior to January 1,
2009. Although the repeat was not classified as a deficiency or significant deficiency in that review,
this is an appropriate approach because the finding was included in the peer review reporting package
at that time.

6 Or the letter of comments, or both, if applicable, for reviews commenced prior to January 1,
2009. Although the repeat was not classified as a deficiency or significant deficiency in that review,
this is an appropriate approach because the finding was included in the peer review reporting package
at that time.
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A firm that repeatedly receives peer reviews with consistent deficiencies or
significant deficiencies that are not corrected may be deemed as a firm refusing
to cooperate. For such firms that fail to cooperate, the AICPA Peer Review Board
may decide, pursuant to fair procedures that it has established, to appoint a
hearing panel to consider whether the firm's enrollment in the AICPA peer
review program should be terminated or some other action taken. Therefore, it
is critical that peer reviewers appropriately identify the underlying causes of
deficiencies and significant deficiencies on System Reviews and that reporting
on all peer reviews is appropriate.

29. Firm Responses in a System or Engagement Review
97-1 Question—Paragraphs .97 and .123 of the standards discuss the team

captain or review captain's responsibility to review, evaluate, and comment on
the reviewed firm's letter of response prior to its submission to the administer-
ing entity. What should be considered during that review?

Interpretation— The purpose of the letter of response is for a firm to stipu-
late, in writing, the specific action(s) that will be taken to correct deficiencies
noted by the reviewer and, on a System Review, to enhance the current sys-
tem of quality control. The description of the action(s) the firm has taken or
will take should ensure prevention of recurrence of the deficiency or significant
deficiency discussed in the report. The action(s) should be feasible, genuine,
and comprehensive. The letter of response should not be vague or repetitive
of the deficiency or significant deficiency in the report, because then it is dif-
ficult to determine if the planned action will be appropriately implemented to
ensure prevention; or if the action is inappropriate for correcting the deficiency
or significant deficiency. The letter of response should not be used as a place
to indicate justification for the firm's actions that related to the deficiency or
significant deficiency.

30. Submission of FFC Forms to the Administering
Entities by the Team Captain or Review Captain

99-1 Question—Paragraphs .99 and .125 of the standards instruct a team
captain or review captain to review and evaluate the firm's responses to all
findings and recommendations not rising to the level of a deficiency or signifi-
cant deficiency as reflected on the related FFC forms before they are submitted
to the administering entity. When should the FFC forms be submitted to the
administering entity and who should submit them?

Interpretation—Ordinarily, the FFC forms should be responded to by the re-
viewed firm during the peer review; for example, during or immediately follow-
ing the exit conference (in a System Review) or before or immediately following
the review captain's discussions with the reviewed firm regarding the results
of the review (in an Engagement Review). This would allow the team captain
or review captain to assist the firm in developing its responses and obtaining
the necessary signatures on the FFC forms and allow the team captain or re-
view captain to review the responses at that time, all of which will expedite
the process. In some cases, the reviewed firm will choose to check the box on
the FFC form that it agrees with the finding and will implement the reviewer's
recommendation, and they should provide the date of the action(s) taken or
planned to be taken. If the reviewed firm prefers to provide a description of
the actions(s) taken or planned to be taken (and timing), the team captain or
review captain can provide assistance in ensuring that the responses are ap-
propriate and comprehensive. However, it is also recognized that the reviewed
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firm may prefer to provide its final responses after it has had the opportunity to
discuss them further internally, develop a plan of action and/or more formally
respond. In either case, the completed FFC forms should be submitted to the
team captain or review captain no later than two weeks after the exit confer-
ence (in a System Review) or the review captain's discussions with the reviewed
firm regarding the results of the review (in an Engagement Review), or by the
peer review's due date, whichever is earlier. FFC forms are then submitted by
the team captain or review captain with the applicable working papers to the
administering entity.

31. Election to Have a System Review
103-1 Question—Paragraph .103 of the standards notes that firms eligible

to have an Engagement Review may elect to have a System Review. What
modifications are required to the peer review report under these circumstances?

Interpretation—Under these circumstances, any references in the peer review
report to "the accounting and auditing practice" should be modified to refer
only to "the accounting practice." In addition, the sentence "Firm XYZ & Co.
has represented to us that the firm performed no services under the SASs; Gov-
ernment Auditing Standards; examinations of prospective financial statements
under the Statements on Standards for Attestation Engagements (SSAEs); or
audits of non-SEC issuers performed pursuant to the standards of the Public
Company Accounting Oversight Board (PCAOB)" should be added.

32. Impact of SQCS No. 7 on Engagement Reviews
109-1 Question—Paragraph .109 of the standards notes that an Engage-

ment Review does not include a review of other documentation prepared on the
engagements submitted for review (other than the documentation referred to in
paragraphs .107–.108), tests of the firm's administrative or personnel files, in-
terviews of selected firm personnel, or other procedures performed in a System
Review. Should or may a firm's written quality control policies and procedures
be inquired about, obtained by, or reviewed by the review captain on an En-
gagement Review? Would a firm's failure to have its quality control policies
and procedures documented result in an individual engagement being deemed
not performed or reported on in conformity with applicable professional stan-
dards, even if there are no other matters, findings, or deficiencies noted on the
engagement?

Interpretation—SQCS No. 7 states that firms should document their quality
control policies and procedures and that the size, structure, and nature of the
practice of the firm are important considerations in determining the extent of
the documentation of established quality control policies and procedures.

However, the objective of an Engagement Review is to evaluate whether en-
gagements submitted for review are performed and reported on in conformity
with applicable professional standards in all material respects. An Engagement
Review consists of reading the financial statements or information submitted
by the reviewed firm and the accountant's report thereon, together with cer-
tain background information and representations and, except for compilation
engagements performed under SSARS, the applicable documentation required
by professional standards. An Engagement Review does not provide the review
captain with a basis for expressing any form of assurance on the firm's system
of quality control (which is what the documentation requirements are related
to).
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Further, AR section 100 paragraph .72 states, "deficiencies in or instances of
noncompliance with a firm's quality control policies and procedures do not, in
and of themselves, indicate that a particular review or compilation engagement
was not performed in accordance with SSARS." This is also consistent with the
SSAEs (and SASs).

Therefore, if reading the firm's documented quality control policies and proce-
dures or the inability for the review captain to do so has no impact on whether
the actual engagements submitted for review are performed and reported on
in conformity with SSARS and the SSAEs in all material respects, reading the
documented quality control policies and procedures would only appear to give
a review captain the insight concerning the underlying cause concerning why a
matter, finding, or deficiency occurred. Although this may be useful information
in preparing MFCs or FFCs, the systemic reasons for these items are beyond
the scope of an Engagement Review.

Therefore, obtaining or reviewing a firm's documented quality control policies
and procedures would not be applicable to Engagement Reviews.

Although the standards allow for "reading the applicable documentation re-
quired by professional standards," and the SQCSs are a part of professional
standards, it might appear that the standards do not prohibit the reviewer
from obtaining and reading the firm's documented quality control policies and
procedures (except as specifically discussed in the standards for compilation
engagements performed under SSARSs); however, it is deemed as beyond the
scope of an Engagement Review.

SQCS No. 7 also states that at least annually, the firm should obtain written
confirmation of compliance with its policies and procedures on independence
from all firm personnel required to be independent by the requirements set forth
in Rule 101, Independence, and its related interpretations and rulings of the
AICPA Code of Professional Conduct (ET sec. 101) and the rules of state boards
of accountancy and applicable regulatory agencies. Written confirmation may
be in paper or electronic form. Analogous to the preceding situation, obtaining or
reviewing a firm's written independence confirmations would not be applicable
to Engagement Reviews because the requirement is imbedded in the SQCSs
and not a procedure required by SSARSs or the SSAEs.

33. Qualifying for Service as a Peer Review
Committee Member, Report Acceptance Body
Member, or Technical Reviewer

132-1 Question—Paragraphs .132 and .136 of the standards note that min-
imum requirements must be met to be a peer review committee member, a
report acceptance body member, or a technical reviewer. What are those re-
quirements?

Interpretation —

Peer Review Committee Member

A majority of the peer review committee members and the chairperson charged
with the overall responsibility for administering the program at the adminis-
tering entity should possess the qualifications required of a team captain in a
System Review.

Report Acceptance Body Member

Each member of an administering entity's report acceptance body charged with
the responsibility for acceptance of peer reviews should be:
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a. currently active in public practice at a supervisory level in the account-
ing or auditing function of a firm enrolled in the program, as a partner of
the firm, or as a manager or person with equivalent supervisory respon-
sibilities. To be considered currently active in the accounting or auditing
function, a reviewer should be presently involved in the accounting or
auditing practice of a firm supervising one or more of the firm's account-
ing or auditing engagements or carrying out a quality control function
on the firm's accounting or auditing engagements.

b. associated with a firm (or all firms if associated with more than one firm)
that has received a report with a peer review rating of pass (previously
referred to as an unmodified report) on its most recently accepted Sys-
tem or Engagement Review that was accepted timely, ordinarily within
the last 3 years and 6 months7 (see Interpretation No. 31b-1).

c. trained in the standards, interpretations, and guidance of the program
by completing a course that meets the team captain training require-
ments established by the board within 3 years prior to serving on the
committee or during the first year of service on the committee (see
Interpretation No. 33-1).

A majority of the report acceptance body members and the chairperson charged
with the responsibility for acceptance of System Reviews should possess the
qualifications required of a System Review team captain.

Technical Reviewers
Each technical reviewer charged with the responsibility for performing techni-
cal reviews should:

a. be trained in the standards, interpretations, and guidance of the pro-
gram by completing within the three-year period preceding the com-
mencement of the technical review one or more training courses that
are applicable to the type of peer reviews being evaluated and that
meet the requirements of the team captain or review captain training
requirements established by the board (see Interpretation No. 14).

b. participate in at least one peer review each year, which may include
participation in an on-site oversight of a System Review.

c. have an appropriate level of accounting and auditing knowledge and
experience suitable for the work performed. Such knowledge may be
obtained from on-the-job training, training courses, or a combination of
both. Technical reviewers are to obtain a minimum amount of CPE to
maintain the appropriate level of accounting and auditing knowledge.

If a technical reviewer does not have such knowledge and experience, the tech-
nical reviewer may be called upon to justify why he or she should be permitted
to perform technical reviews or oversights. The administering entity has the
authority to decide whether a technical reviewer's knowledge and experience is
sufficient and whether he or she has the capability to perform a particular tech-
nical review or oversight whether there are high-risk engagements involved or
other factors.

The fundamental purpose of CPE is to maintain or increase, or both, profes-
sional competence. AICPA members are required to participate in 120 hours
of CPE every 3 years. In order to maintain current knowledge of accounting,
auditing, and quality control standards, technical reviewers should obtain at
least 40 percent of the AICPA-required CPE in subjects relating to account-
ing, auditing, and quality control. Technical reviewers should obtain at least

7 If a committee member firm's most recent review was a report review, then the member is not
eligible to be charged with the responsibility for acceptance of any peer reviews.
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8 hours in any 1 year and 48 hours every 3 years in subjects relating to account-
ing, auditing, and quality control. The terms accounting, auditing, and quality
control should be interpreted as CPE that would maintain current knowledge
of accounting, auditing, and quality control standards for engagements that
fall within the scope of peer review as described in paragraphs .06–.07 of the
standards.

Technical reviewers have the responsibility of documenting their compliance
with the CPE requirement. They should maintain detailed records of CPE com-
pleted in the event they are requested to verify their compliance. The reporting
period will be the same as that maintained for the AICPA.

34. Accepting Engagement Reviews
by the Technical Reviewer

137-1 Question—The standards and interpretations indicate that the tech-
nical reviewer should be delegated the authority from the committee to accept
Engagement Reviews in certain circumstances. What are those circumstances?

Interpretation—The technical reviewer should be delegated the authority from
the committee to accept Engagement Reviews on the committee's behalf when
the technical reviewer determines that any MFC forms prepared only relate
to compilations under SSARSs, that no MFC forms should have been prepared
except as related to compilations under SSARSs, and there are no other issues
associated with the peer review warranting committee consideration or action
that could potentially affect the results of the peer review.

Interpretation—The technical reviewer may identify reviewer feedback that
should be considered and approved by the peer review committee prior to is-
suance. The technical reviewer should still be delegated the authority from the
committee to accept Engagement Reviews on the committee's behalf when such
feedback may be provided to the review captain unless the circumstances lead-
ing up to the feedback may have affected the results of the review. Accordingly,
if the feedback being provided to the review captain involves issues which could
potentially affect the results of the peer review, the technical reviewer should
not accept the Engagement Review but present it to the committee for consid-
eration.

35. Cooperating in a Peer Review—Implementation
Plans and Correction Action Plans

143-1 Question—Paragraph .143 of the standards notes that an implemen-
tation plan in addition to or as an affirmation of those described by the firm in
its responses on the FFC form may be requested by the administering entity's
peer review committee. Can this plan only be requested when a report with a
rating of pass has been issued?

Interpretation—No, an implementation plan may be requested whether a report
with a rating of pass, pass with deficiency, or fail is issued for any findings that
were only raised to the level of an FFC and did not get elevated further. Thus, it
is possible to have a required corrective action as a condition of acceptance of the
peer review stemming from a report with a rating of pass with deficiencies or fail
and a required implementation plan as a condition of cooperation (unrelated to
the acceptance of the review) for the findings included in the FFCs.
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36. Publicizing Peer Review Information
146-1 Question—Paragraph .146 of the standards discusses that neither

the administering entity nor the AICPA shall make the results of the review
available to the public, except as authorized or permitted by the firm under
certain circumstances. What are examples of those circumstances?

Interpretation—A firm may be a voluntary member of one of the AICPA's audit
quality centers or sections that has a membership requirement such that cer-
tain peer review documents be open to public inspection. Other firms may elect
not to opt out of the program's process for voluntary disclosure of peer review
results to state boards of accountancy where the firm's main office is located.
Also, firms may voluntarily instruct their administering entity to make the peer
review results available to certain other state boards of accountancy. In these
cases, the firm permits the AICPA or administering entities to make their peer
review results available to the public or to state boards of accountancy, respec-
tively.

37. Firm Representations
181-1-1 Question—Paragraph .181-(1) (appendix B) of the standards ad-

vises that the firm is not prohibited from making additional representations
beyond the required representations, in its representation letter to the team
captain or review captain. What parameters should be used in expanding the
representation letter?

Interpretation—The representation letter is not intended to be onerous for the
reviewed firm. Allowing reviewers to add whatever they want to the representa-
tion letter would make it very difficult to maintain consistency in the program.
In addition, this becomes a very important issue because a firm's failure to sign
the representation letter may be considered a scope limitation.

However, at a minimum the representation letter should comply with the spirit
of the guidance, there is value to the reviewer of obtaining certain representa-
tions in writing. Thus, if during the review, something comes to the reviewer's
attention whereby the reviewer believes the reviewed firm is providing contra-
dicting or questionable information, the reviewer should investigate the matter
further and may consider having the firm include the matter in the represen-
tation letter.

38. Firm and Individual Licenses
181-1a-1 Question—Paragraph .181 (paragraph (1)(a) of appendix B) of

the standards advises that firms include representations to the team captain
or review captain concerning when management is aware that the firm or its
personnel has not complied with the rules and regulations of state board(s)
of accountancy or other regulatory bodies (including applicable firm and indi-
vidual licensing requirements in each state in which it practices for the year
under review). What further guidance should be followed in regards to firm and
individual licenses?

Interpretation—Firms are required to comply with the rules and regulations of
state boards of accountancy and other regulatory bodies in the states where they
practice. As a part of the peer review, firms should submit written represen-
tations from the firm's management indicating compliance with such required
rules and regulations. If the reviewed firm is aware of any situation whereby
they are not in compliance with the rules and regulations of the state boards of
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accountancy or other regulatory bodies, they should tailor the representation
letter to provide information on the areas of non-compliance.

Reviewers should continue to make inquiries of the firm to determine if it is
appropriately licensed as required by the state boards of accountancy in the
state or states in which it practices. In addition, a reviewer is not prohibited,
as a part of a System or Engagement Review, from verifying the practice unit
license (firm license) in the state in which the practice unit is domiciled (main
office is located). A reviewer is also not prohibited from verifying an out-of-state
practice unit license on an individual engagement basis when that engagement
is selected for review and was performed by the reviewed firm in another state
requiring a firm license.

Testing individual licenses should be limited to inquiry and should not extend
to verification unless there is evidence obtained as a part of the peer review that
the firm is not accurately representing its compliance with individual licensure
requirements.

The reviewer must analyze the information obtained through inquiry and in
the written representation letter to determine the impact on the peer review.

Communication of Report Acceptances

The state board of accountancy may be sent a list of firms with accepted peer
reviews ("accepted" as defined in the Interpretations to the standards) in a
given period which would allow the state board of accountancy to verify that
firms undergoing peer review are licensed in that state.

Entities administering the AICPA Peer Review Program are not prohibited
outside of the peer review process from gathering information from firms and
communicating to the state boards of accountancy on licensure compliance mat-
ters.

39. Communications Received by the Reviewed Firm
Relating to Allegations or Investigations in the Conduct
of Accounting, Auditing, or Attestation Engagements
From Regulatory, Monitoring, or Enforcement Bodies

181-1b-1 Question—Paragraph .181 (paragraph 1(b) and (e) of appendix
B) of the standards discusses the reviewed firm's requirement to inform the
reviewer of communications or summaries of communications from regulatory,
monitoring, or enforcement bodies relating to allegations or investigations of
deficiencies in the conduct of an accounting, auditing, or attestation engage-
ment performed and reported on by the firm. What are the objectives of this
requirement and what are some examples, although not an all inclusive list, of
such communications?

Interpretation—The objective of the firm informing its reviewer of such com-
munications or summaries of communications is to enhance the risk-based ap-
proach to peer review by allowing the reviewer to better plan and perform the
review, including engagement, industry, office, and owner selection that should
be given greater emphasis in the review. It is expected that the reviewer and
the firm will discuss these communications and that the firm will be able to sub-
mit the actual documentation to the reviewer in those circumstances that the
reviewer deems appropriate. The reviewed firm is not required to submit con-
fidential documents to the reviewer but should be able to discuss the relevant
matters and answer the reviewer's questions.
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There are many types of communications that are appropriately related to meet-
ing the objectives described in this interpretation. The following list, which is
not intended to be all inclusive, represents examples of the types of organiza-
tions where communications would be relevant to meeting the objectives of the
requirement:

a. AICPA or State CPA Society Ethics Committees

b. AICPA Joint Trial Board

c. State boards of accountancy

d. SEC

e. PCAOB

f. State auditor

g. Department of Labor

h. Employee Benefits Security Administration

i. Government Accountability Office

j. Office of Management and Budget

k. Department of Housing and Urban Development

l. FDIC

m. Office of Thrift and Supervision

n. Federal or State Inspector General's Offices

o. Rural Utility Service

p. Other governmental agencies or other organizations that have the au-
thority to regulate accountants (in connection with the firm's account-
ing, auditing, or attestation engagements)

181-1b-2 Question—What if a reviewed firm chooses not to discuss or make
such communications available to the reviewer during the review?

Interpretation—If a firm fails to discuss such communications with the re-
viewer, the reviewer should immediately consult with the administering entity
because this constitutes a failure to cooperate, and the firm would be subject to
fair procedures that could result in the firm's enrollment in the program being
terminated (see interpretations).

PR §9100



P1: JsY

ACPA096-p17901-17976 ACPA096-Vol-II-PS.cls July 16, 2009 19:49

2200



P1: JsY

ACPA096-p18001-19004 ACPA096-Vol-II-PS.cls July 16, 2009 19:53

Table of Contents 2201

TS Section

TAX SERVICES

STATEMENTS ON
STANDARDS FOR TAX SERVICES

The Statements on Standards for Tax Services (SSTSs) and Interpre-
tations, promulgated by the Tax Executive Committee, reflect the AICPA's
standards of tax practice and delineate members' responsibilities to tax-
payers, the public, the government, and the profession. The Statements
are intended to be part of an ongoing process that may require changes
to and Interpretations of current SSTSs in recogition of the accelerating
rate of change in tax laws and the continued importance of tax practice
to members. Interpretation No. 1–2 was approved by the Tax Executive
Committee on August 21, 2003; its effective date is December 31, 2003.

The SSTTs have been written in as simple and objective a manner
as possible. However, by their nature, ethical standards provide for an
appropiate range of behavior that recognizes the need for Interpreta-
tions to meet a broad range of personal and professional situations. The
SSTTs recognize this need by, in some sections, providing relatively sub-
jective rules and by leaving certain items undefined. These terms and
concepts are generally rooted in tax concepts, and therefore should be
readily understood by tax practitioners. It is, therefore, recognized that
the enforcement of these rules, as part of the AICPA's Code of Professional
Conduct Rule 201, General Standards, and Rule 202, Compliance With
Standards, will be undertaken with flexability in mind and handled on
a case-by-case basis. Members are expected to comply with them.
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Preface
Practice standards are the hallmark of calling one's self a professional. Mem-

bers should fulfill their responsibilities as professionals by instituting and
maintaining standards against which their professional performance can be
measured. Compliance with professional standards of tax practice also confirms
the public's awareness of the professionalism that is associated with CPAs as
well as the AICPA.

This Publication sets forth ethical tax practice standards for members of
the AICPA: Statements on Standards for Tax Services (SSTSs or Statements).
Although other standards of tax practice exist, most notably Treasury Depart-
ment Circular No. 230 and penalty provisions of the Internal Revenue Code
(IRC), those standards are limited in that (1) Circular No. 230 does not provide
the depth of guidance contained in these Statements, (2) the IRC penalty pro-
visions apply only to income-tax return preparation, and (3) both Circular No.
230 and the penalty provisions apply only to federal tax practice.

The SSTSs have been written in as simple and objective a manner as pos-
sible. However, by their nature, ethical standards provide for an appropriate
range of behavior that recognizes the need for interpretations to meet a broad
range of personal and professional situations. The SSTSs recognize this need
by, in some sections, providing relatively subjective rules and by leaving cer-
tain terms undefined. These terms and concepts are generally rooted in tax
concepts, and therefore should be readily understood by tax practitioners. It is,
therefore, recognized that the enforcement of these rules, as part of the AICPA's
Code of Professional Conduct Rule 201, General Standards [ET section 201.01],
and Rule 202, Compliance With Standards [ET section 202.01], will be under-
taken with flexibility in mind and handled on a case-by-case basis. Members
are expected to comply with them.

History
The SSTSs have their origin in the Statements on Responsibilities in Tax

Practice (SRTPs), which provided a body of advisory opinions on good tax prac-
tice. The guidelines as originally set forth in the SRTPs had come to play a much
more important role than most members realized. The courts, Internal Revenue
Service, state accountancy boards, and other professional organizations recog-
nized and relied on the SRTPs as the appropriate articulation of professional
conduct in a CPA's tax practice. The SRTPs, in and of themselves, had become de
facto enforceable standards of professional practice, because state disciplinary
organizations and malpractice cases in effect regularly held CPAs accountable
for failure to follow the SRTPs when their professional practice conduct failed
to meet the prescribed guidelines of conduct.

The AICPA's Tax Executive Committee concluded that appropriate action
entailed issuance of tax practice standards that would become a part of the
Institute's Code of Professional Conduct. At its July 1999 meeting, the AICPA
Board of Directors approved support of the executive committee's initiative and
placed the matter on the agenda of the October 1999 meeting of the Institute's
governing Council. On October 19, 1999, Council approved designating the Tax
Executive Committee as a standard-setting body, thus authorizing that com-
mittee to promulgate standards of tax practice. These SSTSs, largely mirroring
the SRTPs, are the result.

The SRTPs were originally issued between 1964 and 1977. The first nine
SRTPs and the Introduction were codified in 1976; the tenth SRTP was is-
sued in 1977. The original SRTPs concerning the CPA's responsibility to sign

Preface
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the return (SRTPs No. 1, Signature of Preparers, and No. 2, Signature of Re-
viewer: Assumption of Preparer's Responsibility) were withdrawn in 1982 af-
ter Treasury Department regulations were issued adopting substantially the
same standards for all tax return preparers. The sixth and seventh SRTPs,
concerning the responsibility of a CPA who becomes aware of an error, were
revised in 1991. The first Interpretation of the SRTPs, Interpretation 1-1, "Re-
alistic Possibility Standard," was approved in December 1990. The SSTSs and
Interpretation supersede and replace the SRTPs and their Interpretation 1-1
effective October 31, 2000. Although the number and names of the SSTSs, and
the substance of the rules contained in each of them, remain the same as in the
SRTPs, the language has been edited to both clarify and reflect the enforceable
nature of the SSTSs. In addition, because the applicability of these standards
is not limited to federal income-tax practice, the language has been changed to
mirror the broader scope.

Ongoing Process
The following Statements on Standards for Tax Services [sections 100–800]

and Interpretations No. 1-1, "Realistic Possibility Standard," and No. 1-2, "Tax
Planning," [section 9100] to Statement No. 1, Tax Return Positions [section 100]
reflect the AICPA's standards of tax practice and delineate members' responsi-
bilities to taxpayers, the public, the government, and the profession. The State-
ments are intended to be part of an ongoing process that may require changes
to and interpretations of current SSTSs in recognition of the accelerating rate
of change in tax laws and the continued importance of tax practice to members.

The Tax Executive Committee promulgates SSTSs. Even though the 1999-
2000 Tax Executive Committee approved this version, acknowledgment is also
due to the many members whose efforts over the years went into the develop-
ment of the original statements.

Preface



P1: JsY

ACPA096-p18001-19004 ACPA096-Vol-II-PS.cls July 16, 2009 19:53

Tax Return Positions 2205

TS Section 100

Tax Return Positions

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for members when

recommending tax return positions and preparing or signing tax returns (in-
cluding amended returns, claims for refund, and information returns) filed with
any taxing authority. For purposes of these standards, a tax return position is
(a) a position reflected on the tax return as to which the taxpayer has been
specifically advised by a member or (b) a position about which a member has
knowledge of all material facts and, on the basis of those facts, has concluded
whether the position is appropriate. For purposes of these standards, a tax-
payer is a client, a member's employer, or any other third-party recipient of tax
services.

Statement
.02 The following standards apply to a member when providing profes-

sional services that involve tax return positions:

a. A member should not recommend that a tax return position be taken
with respect to any item unless the member has a good-faith belief
that the position has a realistic possibility of being sustained admin-
istratively or judicially on its merits if challenged.

b. A member should not prepare or sign a return that the member is
aware takes a position that the member may not recommend under
the standard expressed in paragraph .02a.

c. Notwithstanding paragraph .02a, a member may recommend a tax re-
turn position that the member concludes is not frivolous as long as
the member advises the taxpayer to appropriately disclose. Notwith-
standing paragraph .02b, the member may prepare or sign a return
that reflects a position that the member concludes is not frivolous as
long as the position is appropriately disclosed.

d. When recommending tax return positions and when preparing or sign-
ing a return on which a tax return position is taken, a member should,
when relevant, advise the taxpayer regarding potential penalty con-
sequences of such tax return position and the opportunity, if any, to
avoid such penalties through disclosure.

.03 A member should not recommend a tax return position or prepare or
sign a return reflecting a position that the member knows—

a. Exploits the audit selection process of a taxing authority.

b. Serves as a mere arguing position advanced solely to obtain leverage
in the bargaining process of settlement negotiation with a taxing au-
thority.

TS §100.03



P1: JsY

ACPA096-p18001-19004 ACPA096-Vol-II-PS.cls July 16, 2009 19:53

2206 Tax Services

.04 When recommending a tax return position, a member has both the
right and responsibility to be an advocate for the taxpayer with respect to any
position satisfying the aforementioned standards.

Explanation
.05 Our self-assessment tax system can function effectively only if tax-

payers file tax returns that are true, correct, and complete. A tax return is
primarily a taxpayer's representation of facts, and the taxpayer has the final
responsibility for positions taken on the return.

.06 In addition to a duty to the taxpayer, a member has a duty to the tax
system. However, it is well established that the taxpayer has no obligation to
pay more taxes than are legally owed, and a member has a duty to the taxpayer
to assist in achieving that result. The standards contained in paragraphs .02,
.03, and .04 recognize the members' responsibilities to both taxpayers and to
the tax system.

.07 In order to meet the standards contained in paragraph .02, a member
should in good faith believe that the tax return position is warranted in existing
law or can be supported by a good-faith argument for an extension, modifica-
tion, or reversal of existing law. For example, in reaching such a conclusion, a
member may consider a well-reasoned construction of the applicable statute,
well-reasoned articles or treatises, or pronouncements issued by the applicable
taxing authority, regardless of whether such sources would be treated as author-
ity under Internal Revenue Code section 6662 and the regulations thereunder.
A position would not fail to meet these standards merely because it is later
abandoned for practical or procedural considerations during an administrative
hearing or in the litigation process.

.08 If a member has a good-faith belief that more than one tax return
position meets the standards set forth in paragraph .02, a member's advice
concerning alternative acceptable positions may include a discussion of the
likelihood that each such position might or might not cause the taxpayer's tax
return to be examined and whether the position would be challenged in an
examination. In such circumstances, such advice is not a violation of paragraph
.03a.

.09 In some cases, a member may conclude that a tax return position
is not warranted under the standard set forth in paragraph .02a. A taxpayer
may, however, still wish to take such a position. Under such circumstances, the
taxpayer should have the opportunity to take such a position, and the member
may prepare and sign the return provided the position is appropriately disclosed
on the return or claim for refund and the position is not frivolous. A frivolous
position is one that is knowingly advanced in bad faith and is patently improper.

.10 A member's determination of whether information is appropriately
disclosed by the taxpayer should be based on the facts and circumstances of the
particular case and the authorities regarding disclosure in the applicable taxing
jurisdiction. If a member recommending a position, but not engaged to prepare
or sign the related tax return, advises the taxpayer concerning appropriate
disclosure of the position, then the member shall be deemed to meet these
standards.

.11 If particular facts and circumstances lead a member to believe that a
taxpayer penalty might be asserted, the member should so advise the taxpayer

TS §100.04
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and should discuss with the taxpayer the opportunity to avoid such penalty by
disclosing the position on the tax return. Although a member should advise the
taxpayer with respect to disclosure, it is the taxpayer's responsibility to decide
whether and how to disclose.

.12 For purposes of this Statement, preparation of a tax return includes
giving advice on events that have occurred at the time the advice is given if the
advice is directly relevant to determining the existence, character, or amount
of a schedule, entry, or other portion of a tax return.

TS §100.12
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TS Section 9100

Tax Return Positions: Tax Services
Interpretations of Section 100
1-1. Realistic Possibility Standard

Background

.01 Statement on Standards for Tax Services (SSTS) No. 1, Tax Return
Positions [section 100], contains the standards a member should follow in rec-
ommending tax return positions and in preparing or signing tax returns. In
general, a member should have a good-faith belief that the tax return position
being recommended has a realistic possibility of being sustained administra-
tively or judicially on its merits, if challenged. The standard contained in SSTS
No. 1, paragraph 2a [section 100.02a], is referred to here as the realistic possi-
bility standard. If a member concludes that a tax return position does not meet
the realistic possibility standard:

a. The member may still recommend the position to the taxpayer if the
position is not frivolous, and the member recommends appropriate
disclosure of the position; or

b. The member may still prepare or sign a tax return containing the po-
sition, if the position is not frivolous, and the position is appropriately
disclosed.

.02 A frivolous position is one that is knowingly advanced in bad faith and
is patently improper (see SSTS No. 1, paragraph 9 [section 100.09]). A member's
determination of whether information is appropriately disclosed on a tax return
or claim for refund is based on the facts and circumstances of the particular
case and the authorities regarding disclosure in the applicable jurisdiction (see
SSTS No. 1, paragraph 10 [section 100.10]).

.03 If a member believes there is a possibility that a tax return position
might result in penalties being asserted against a taxpayer, the member should
so advise the taxpayer and should discuss with the taxpayer the opportunity, if
any, of avoiding such penalties through disclosure (see SSTS No. 1, paragraph
11 [section 100.11]). Such advice may be given orally.

General Interpretation

.04 To meet the realistic possibility standard, a member should have a
good-faith belief that the position is warranted by existing law or can be sup-
ported by a good-faith argument for an extension, modification, or reversal of
the existing law through the administrative or judicial process. Such a belief
should be based on reasonable interpretations of the tax law. A member should
not take into account the likelihood of audit or detection when determining
whether this standard has been met (see SSTS No. 1, paragraphs 3a and 8
[section 100.03a and .08]).

.05 The realistic possibility standard is less stringent than the substantial
authority standard and the more likely than not standard that apply under
the Internal Revenue Code (IRC) to substantial understatements of liability
by taxpayers. The realistic possibility standard is stricter than the reasonable
basis standard that is in the IRC.

TS §9100.05
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.06 In determining whether a tax return position meets the realistic pos-
sibility standard, a member may rely on authorities in addition to those evalu-
ated when determining whether substantial authority exists under IRC section
6662. Accordingly, a member may rely on well-reasoned treatises, articles in rec-
ognized professional tax publications, and other reference tools and sources of
tax analyses commonly used by tax advisers and preparers of returns.

.07 In determining whether a realistic possibility exists, a member should
do all of the following:

• Establish relevant background facts

• Distill the appropriate questions from those facts

• Search for authoritative answers to those questions

• Resolve the questions by weighing the authorities uncovered by that
search

• Arrive at a conclusion supported by the authorities

.08 A member should consider the weight of each authority to conclude
whether a position meets the realistic possibility standard. In determining the
weight of an authority, a member should consider its persuasiveness, relevance,
and source. Thus, the type of authority is a significant factor. Other important
factors include whether the facts stated by the authority are distinguishable
from those of the taxpayer and whether the authority contains an analysis of
the issue or merely states a conclusion.

.09 The realistic possibility standard may be met despite the absence
of certain types of authority. For example, a member may conclude that the
realistic possibility standard has been met when the position is supported only
by a well-reasoned construction of the applicable statutory provision.

.10 In determining whether the realistic possibility standard has been
met, the extent of research required is left to the professional judgment of the
member with respect to all the facts and circumstances known to the mem-
ber. A member may conclude that more than one position meets the realistic
possibility standard.

Specific Illustrations

.11 The following illustrations deal with general fact patterns. Accord-
ingly, the application of the guidance discussed in the General Interpretation
section to variations in such general facts or to particular facts or circumstances
may lead to different conclusions. In each illustration there is no authority other
than that indicated.

.12 Illustration 1—A taxpayer has engaged in a transaction that is ad-
versely affected by a new statutory provision. Prior law supports a position
favorable to the taxpayer. The taxpayer believes, and the member concurs, that
the new statute is inequitable as applied to the taxpayer's situation. The statute
is constitutional, clearly drafted, and unambiguous. The legislative history dis-
cussing the new statute contains general comments that do not specifically
address the taxpayer's situation.

.13 Conclusion—The member should recommend the return position sup-
ported by the new statute. A position contrary to a constitutional, clear, and
unambiguous statute would ordinarily be considered a frivolous position.

TS §9100.06
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.14 Illustration 2—The facts are the same as in Illustration 1 except that
the legislative history discussing the new statute specifically addresses the
taxpayer's situation and supports a position favorable to the taxpayer.

.15 Conclusion—In a case where the statute is clearly and unambiguously
against the taxpayer's position but a contrary position exists based on legisla-
tive history specifically addressing the taxpayer's situation, a return position
based either on the statutory language or on the legislative history satisfies the
realistic possibility standard.

.16 Illustration 3—The facts are the same as in Illustration 1 except that
the legislative history can be interpreted to provide some evidence or authority
in support of the taxpayer's position; however, the legislative history does not
specifically address the situation.

.17 Conclusion—In a case where the statute is clear and unambiguous,
a contrary position based on an interpretation of the legislative history that
does not explicitly address the taxpayer's situation does not meet the realistic
possibility standard. However, because the legislative history provides some
support or evidence for the taxpayer's position, such a return position is not
frivolous. A member may recommend the position to the taxpayer if the member
also recommends appropriate disclosure.

.18 Illustration 4—A taxpayer is faced with an issue involving the in-
terpretation of a new statute. Following its passage, the statute was widely
recognized to contain a drafting error, and a technical correction proposal has
been introduced. The taxing authority issues a pronouncement indicating how
it will administer the provision. The pronouncement interprets the statute in
accordance with the proposed technical correction.

.19 Conclusion—Return positions based on either the existing statutory
language or the taxing authority pronouncement satisfy the realistic possibility
standard.

.20 Illustration 5—The facts are the same as in Illustration 4 except that
no taxing authority pronouncement has been issued.

.21 Conclusion—In the absence of a taxing authority pronouncement in-
terpreting the statute in accordance with the technical correction, only a return
position based on the existing statutory language will meet the realistic pos-
sibility standard. A return position based on the proposed technical correction
may be recommended if it is appropriately disclosed, since it is not frivolous.

.22 Illustration 6—A taxpayer is seeking advice from a member regarding
a recently amended statute. The member has reviewed the statute, the leg-
islative history that specifically addresses the issue, and a recently published
notice issued by the taxing authority. The member has concluded in good faith
that, based on the statute and the legislative history, the taxing authority's
position as stated in the notice does not reflect legislative intent.

.23 Conclusion—The member may recommend the position supported by
the statute and the legislative history because it meets the realistic possibility
standard.

.24 Illustration 7—The facts are the same as in Illustration 6 except that
the taxing authority pronouncement is a temporary regulation.

.25 Conclusion—In determining whether the position meets the realistic
possibility standard, a member should determine the weight to be given the
regulation by analyzing factors such as whether the regulation is legislative or

TS §9100.25
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interpretative, or if it is inconsistent with the statute. If a member concludes
that the position does not meet the realistic possibility standard, because it is
not frivolous, the position may nevertheless be recommended if the member
also recommends appropriate disclosure.

.26 Illustration 8—A tax form published by a taxing authority is incorrect,
but completion of the form as published provides a benefit to the taxpayer.
The member knows that the taxing authority has published an announcement
acknowledging the error.

.27 Conclusion—In these circumstances, a return position in accordance
with the published form is a frivolous position.

.28 Illustration 9—A taxpayer wants to take a position that a member has
concluded is frivolous. The taxpayer maintains that even if the taxing authority
examines the return, the issue will not be raised.

.29 Conclusion—The member should not consider the likelihood of audit
or detection when determining whether the realistic possibility standard has
been met. The member should not prepare or sign a return that contains a
frivolous position even if it is disclosed.

.30 Illustration 10—A statute is passed requiring the capitalization of
certain expenditures. The taxpayer believes, and the member concurs, that to
comply fully, the taxpayer will need to acquire new computer hardware and
software and implement a number of new accounting procedures. The taxpayer
and member agree that the costs of full compliance will be significantly greater
than the resulting increase in tax due under the new provision. Because of
these cost considerations, the taxpayer makes no effort to comply. The taxpayer
wants the member to prepare and sign a return on which the new requirement
is simply ignored.

.31 Conclusion—The return position desired by the taxpayer is frivolous,
and the member should neither prepare nor sign the return.

.32 Illustration 11—The facts are the same as in Illustration 10 except that
a taxpayer has made a good-faith effort to comply with the law by calculating
an estimate of expenditures to be capitalized under the new provision.

.33 Conclusion—In this situation, the realistic possibility standard has
been met. When using estimates in the preparation of a return, a member
should refer to SSTS No. 4, Use of Estimates [section 400].

.34 Illustration 12—On a given issue, a member has located and weighed
two authorities concerning the treatment of a particular expenditure. A taxing
authority has issued an administrative ruling that required the expenditure
to be capitalized and amortized over several years. On the other hand, a court
opinion permitted the current deduction of the expenditure. The member has
concluded that these are the relevant authorities, considered the source of both
authorities, and concluded that both are persuasive and relevant.

.35 Conclusion—The realistic possibility standard is met by either posi-
tion.

.36 Illustration 13—A tax statute is silent on the treatment of an item un-
der the statute. However, the legislative history explaining the statute directs
the taxing authority to issue regulations that will require a specific treatment
of the item. No regulations have been issued at the time the member must
recommend a position on the tax treatment of the item.

.37 Conclusion—The member may recommend the position supported by
the legislative history because it meets the realistic possibility standard.

TS §9100.26
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.38 Illustration 14—A taxpayer wants to take a position that a member
concludes meets the realistic possibility standard based on an assumption re-
garding an underlying nontax legal issue. The member recommends that the
taxpayer seek advice from its legal counsel, and the taxpayer's attorney gives
an opinion on the nontax legal issue.

.39 Conclusion—A member may in general rely on a legal opinion on a non-
tax legal issue. A member should, however, use professional judgment when
relying on a legal opinion. If, on its face, the opinion of the taxpayer's attor-
ney appears to be unreasonable, unsubstantiated, or unwarranted, a member
should consult his or her attorney before relying on the opinion.

.40 Illustration 15—A taxpayer has obtained from its attorney an opinion
on the tax treatment of an item and requests that a member rely on the opinion.

.41 Conclusion—The authorities on which a member may rely include
well-reasoned sources of tax analysis. If a member is satisfied about the source,
relevance, and persuasiveness of the legal opinion, a member may rely on that
opinion when determining whether the realistic possibility standard has been
met.

[Issue Date: August, 2000.]

1-2. Tax Planning

Background

.42 SSTSs are enforceable standards that govern the conduct of members
of the AICPA in tax practice. A significant area of many members' tax practices
involves assisting taxpayers in tax planning. Two of the eight SSTSs issued
as of the date of this Interpretation's release directly set forth standards that
affect the most common activities in tax planning. Several other SSTSs set forth
standards related to specific factual situations that may arise while a member
is assisting a taxpayer in tax planning. The two SSTSs that are most typically
relevant to tax planning are SSTS No. 1, Tax Return Positions [section 100],
including Interpretation No. 1-1, "Realistic Possibility Standard" (paragraphs
.01–.41), and SSTS No. 8, Form and Content of Advice to Taxpayers [section
800].

.43 Taxing authorities, courts, the AICPA, and other professional organi-
zations have struggled with defining and regulating tax shelters and abusive
transactions. Crucial to the debate is the difficulty of clearly distinguishing be-
tween transactions that are abusive and transactions that are legitimate. At
the same time, it must be recognized that taxpayers have a legitimate interest
in arranging their affairs so as to pay no more than the taxes they owe. It must
be recognized that tax professionals, including members, have a role to play in
advancing these efforts.

.44 This Interpretation is part of the AICPA's continuing efforts at self-
regulation of its members in tax practice. It has its origins in the AICPA's desire
to provide adequate guidance to its members when providing services in connec-
tion with tax planning. The Interpretation does not change or elevate any level
of conduct prescribed by any standard. Its goal is to clarify existing standards.
It was determined that there was a compelling need for a comprehensive Inter-
pretation of a member's responsibilities in connection with tax planning, with
the recognition that such guidance would clarify how those standards would
apply across the spectrum of tax planning, including those situations involving
tax shelters, regardless of how that term is defined.

TS §9100.44
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General Interpretation

.45 The realistic possibility standard (see SSTS No. 1, paragraph 2a [sec-
tion 100.02a], and Interpretation No. 1–1 [paragraphs .01–.41]) applies to a
member when providing professional services that involve tax planning. A
member may still recommend a nonfrivolous position provided that the mem-
ber recommends appropriate disclosure (see SSTS No. 1, paragraph 2c [section
100.02c]).

.46 For purposes of this Interpretation, tax planning includes, both with
respect to prospective and completed transactions, recommending or expressing
an opinion (whether written or oral) on (a) a tax return position or (b) a specific
tax plan developed by the member, the taxpayer, or a third party.

.47 When issuing an opinion to reflect the results of the tax planning
service, a member should do all of the following:

• Establish the relevant background facts.

• Consider the reasonableness of the assumptions and representations.

• Apply the pertinent authorities to the relevant facts.

• Consider the business purpose and economic substance of the trans-
action, if relevant to the tax consequences of the transaction.

• Arrive at a conclusion supported by the authorities.

.48 In assisting a taxpayer in a tax planning transaction in which the
taxpayer has obtained an opinion from a third party, and the taxpayer is looking
to the member for an evaluation of the opinion, the member should be satisfied
as to the source, relevance, and persuasiveness of the opinion, which would
include considering whether the opinion indicates the third party did all of the
following:

• Established the relevant background facts

• Considered the reasonableness of the assumptions and representa-
tions

• Applied the pertinent authorities to the relevant facts

• Considered the business purpose and economic substance of the trans-
action, if relevant to the tax consequences of the transaction

• Arrived at a conclusion supported by the authorities

.49 In conducting the due diligence necessary to establish the relevant
background facts, the member should consider whether it is appropriate to rely
on an assumption concerning facts in lieu of either other procedures to support
the advice or a representation from the taxpayer or another person. A member
should also consider whether the member's tax advice will be communicated to
third parties, particularly if those third parties may not be knowledgeable or
may not be receiving independent tax advice with respect to a transaction.

.50 In tax planning, members often rely on assumptions and representa-
tions. Although such reliance is often necessary, the member must take care
to assess whether such assumptions and representations are reasonable. In
deciding whether an assumption or representation is reasonable, the member
should consider its source and consistency with other information known to the
member. For example, depending on the circumstances, it may be reasonable
for a member to rely on a representation made by the taxpayer, but not on
a representation made by a person who is selling or otherwise promoting the
transaction to the taxpayer.
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.51 When engaged in tax planning, the member should understand the
business purpose and economic substance of the transaction when relevant
to the tax consequences. If a transaction has been proposed by a party other
than the taxpayer, the member should consider whether the assumptions made
by the third party are consistent with the facts of the taxpayer's situation. If
written advice is to be rendered concerning a transaction, the business purpose
for the transaction generally should be described. If the business reasons are
relevant to the tax consequences, it is insufficient to merely assume that a
transaction is entered into for valid business reasons without specifying what
those reasons are.

.52 The scope of the engagement should be appropriately determined. A
member should be diligent in applying such procedures as are appropriate un-
der the circumstances to understand and evaluate the entire transaction. The
specific procedures to be performed in this regard will vary with the circum-
stances and the scope of the engagement.

Specific Illustrations

.53 The following illustrations address general fact patterns. Accordingly,
the application of the guidance discussed in the "General Interpretation" section
to variations in such general facts or to particular facts or circumstances may
lead to different conclusions. In each illustration, there is no authority other
than that indicated.

.54 Illustration 1—The relevant tax code imposes penalties on substantial
underpayments that are not associated with tax shelters as defined in such code
unless the associated positions are supported by substantial authority.

.55 Conclusion—In assisting the taxpayer in tax planning in which any
associated underpayment would be substantial, the member should inform the
taxpayer of the penalty risks associated with the tax return position recom-
mended with respect to any plan under consideration that satisfies the realis-
tic possibility of success standard, but does not possess sufficient authority to
satisfy the substantial authority standard.

.56 Illustration 2—The relevant tax code imposes penalties on tax shelters,
as defined in such code, unless the taxpayer concludes that a position taken on
a tax return associated with such a tax shelter is, more likely than not, the
correct position.

.57 Conclusion—In assisting the taxpayer in tax planning, the member
should inform the taxpayer of the penalty risks associated with the tax return
position recommended with respect to any plan under consideration that satis-
fies the realistic possibility of success standard, but does not possess sufficient
authority to satisfy the more likely than not standard.

.58 Illustration 3—The relevant tax regulation provides that the details
of (or certain information regarding) a specific transaction are required to be
attached to the tax return, regardless of the support for the associated tax
return position (for example, even if there is substantial authority or a higher
level of comfort for the position). While preparing the taxpayer's return for the
year, the member is aware that an attachment is required.

.59 Conclusion—In general, if the taxpayer agrees to include the attach-
ment required by the regulation, the member may sign the return if the mem-
ber concludes the associated tax return position satisfies the realistic possi-
bility standard. However, if the taxpayer refuses to include the attachment,
the member should not sign the return, unless the member concludes the
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associated tax return position satisfies the realistic possibility standard and
there are reasonable grounds for the taxpayer's position with respect to the
attachment. In this regard, the member should consider SSTS No. 2, Answers
to Questions on Returns, paragraphs 1 and 5, [section 200.01 and .05], which
provides that the term questions, as used in the standard, "includes requests
for information on the return, in the instructions, or in the regulations, whether
or not stated in the form of a question," and that a "member should not omit an
answer merely because it might prove disadvantageous to a taxpayer."

.60 Illustration 4—The relevant tax regulations provide that the details
of certain potentially abusive transactions that are designated as "listed trans-
actions" are required to be disclosed in attachments to tax returns, regardless
of the support for the associated tax return position (for example, even if there
is substantial authority or a higher level of support for the position). Under
the regulations, if a listed transaction is not disclosed as required, the taxpayer
will have additional penalty risks. While researching the tax consequences of
a proposed transaction, a member concludes that the transaction is a listed
transaction.

.61 Conclusion—Notwithstanding the member's conclusion that the trans-
action is a listed transaction, the member may still recommend a tax return
position with respect to the transaction if he or she concludes that the proposed
tax return position satisfies the realistic possibility standard. However, the
member should inform the taxpayer of the enhanced disclosure requirements
of listed transactions and the additional penalty risks for nondisclosure.

.62 Illustration 5—The same regulations apply as in Illustration 4. The
member first becomes aware that a taxpayer entered into a transaction while
preparing the taxpayer's return for the year of the transaction. While research-
ing the tax consequences of the transaction, the member concludes that the
taxpayer's transaction is a listed transaction.

.63 Conclusion—The member should inform the taxpayer of the enhanced
disclosure requirement and the additional penalty risks for nondisclosure. If the
taxpayer agrees to make the disclosure required by the regulation, the member
may sign the return if the member concludes the associated tax return position
satisfies the realistic possibility standard. Reasonable grounds for nondisclo-
sure (see the conclusion to Illustration 3) generally are not present for a listed
transaction. The member should not sign the return if the transaction is not
disclosed. If the member is a nonsigning preparer of the return, the member
should recommend that the taxpayer disclose the transaction.

.64 Illustration 6—The same regulations apply as in Illustration 4. The
member first becomes aware that a taxpayer entered into a transaction while
preparing the taxpayer's return for the year of the transaction. While research-
ing the tax consequences of the transaction, the member concludes that there
is uncertainty about whether the taxpayer's transaction is a listed transaction.

.65 Conclusion—The member should inform the taxpayer of the enhanced
disclosure requirement and the additional penalty risks for nondisclosure. If
the taxpayer agrees to make the disclosure required by the relevant regula-
tion, the member may sign the return if the member concludes the associated
tax return position satisfies the realistic possibility standard. If the taxpayer
does not want to disclose the transaction because of the uncertainty about
whether it is a listed transaction, the member may sign the return if the
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member concludes the associated tax return position satisfies the realistic pos-
sibility standard and there are reasonable grounds for the taxpayer's position
with regard to nondisclosure. In this regard, the member should consider SSTS
No. 2, paragraph 4 [section 200.04], which indicates that the degree of uncer-
tainty regarding the meaning of a question on a return may affect whether
there are reasonable grounds for not responding to the question.

.66 Illustration 7—A member advises a taxpayer concerning the tax con-
sequences of a transaction involving a loan from a U.S. bank. In the process
of reviewing documents associated with the proposed transaction, the member
uncovers a reference to a deposit that a wholly owned foreign subsidiary of the
taxpayer will make with an overseas branch of the U.S. bank. The transac-
tion documents appear to indicate that this deposit is linked to the U.S. bank's
issuance of the loan.

.67 Conclusion—The member should consider the effect, if any, of the
deposit in advising the taxpayer about the tax consequences of the proposed
transaction.

.68 Illustration 8—Under the relevant tax law, the tax consequences of a
leasing transaction depend on whether the property to be leased is reasonably
expected to have a residual value of 15 percent of its value at the beginning of
the lease. The member has relied on a taxpayer's instruction to use a particular
assumption concerning the residual value.

.69 Conclusion—Such reliance on the taxpayer's instructions may be ap-
propriate if the assumption is supported by the expertise of the taxpayer, by
the member's review of information provided by the taxpayer or a third party,
or through the member's own knowledge or analysis.

.70 Illustration 9—A member is assisting a taxpayer with evaluating a
proposed equipment leasing transaction in which the estimated residual value
of the equipment at the end of the lease term is critical to the tax consequences
of the lease. The broker arranging the leasing transaction has prepared an anal-
ysis that sets out an explicit assumption concerning the equipment's estimated
residual value.

.71 Conclusion—The member should consider whether it is appropriate to
rely on the broker's assumption concerning the estimated residual value of the
equipment instead of obtaining a representation from the broker concerning es-
timated residual value or performing other procedures to validate the amount
to be used as an estimate of residual value in connection with the member's ad-
vice. In considering the appropriateness of the broker's assumption, the member
should consider, for example, factors such as the broker's experience in the area,
the broker's methodology, and whether alternative sources of information are
reasonably available.

.72 Illustration 10—The tax consequences of a particular reorganization
depend, in part, on the majority shareholder of a corporation not disposing of
any stock received in the reorganization pursuant to a prearranged agreement
to dispose of the stock.

.73 Conclusion—The member should consider whether it is appropriate in
rendering tax advice to assume that such a disposition will not occur or whether,
under the circumstances, it is appropriate to request a written representation
of the shareholder's intent concerning disposition as a condition to issuing an
opinion on the reorganization.

.74 Illustration 11—A taxpayer is considering a proposed transaction. The
taxpayer and the taxpayer's attorney advise the member that the member is re-
sponsible for advising the taxpayer on the tax consequences of the transaction.
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.75 Conclusion—In addition to complying with the requirements of para-
graph .47, the member generally should review all relevant draft transaction
documents in formulating the member's tax advice relating to the transaction.

.76 Illustration 12—A member is responsible for advising a taxpayer on
the tax consequences of the taxpayer's estate plan.

.77 Conclusion—Under the circumstances, the member should review the
will and all other relevant documents to assess whether there appear to be any
tax issues raised by the formulation or implementation of the estate plan.

.78 Illustration 13—A member is assisting a taxpayer in connection with
a proposed transaction that has been recommended by an investment bank. To
support its recommendation, the investment bank offers a law firm's opinion
on the tax consequences. The member reads the opinion, and notes that it is
based on a hypothetical statement of facts rather than the taxpayer's facts.

.79 Conclusion—The member may rely on the law firm's opinion when
determining whether the realistic possibility standard has been satisfied with
respect to the tax consequences of the hypothetical transaction if the mem-
ber is satisfied about the source, relevance, and persuasiveness of the opinion.
However, the member should be diligent in taking such steps as are appropri-
ate under the circumstances to understand and evaluate the transaction as it
applies to the taxpayer's specific situation by:

• Establishing the relevant background facts

• Considering the reasonableness of the assumptions and repre-
sentations

• Applying the pertinent authorities to the relevant facts

• Considering the business purpose and economic substance of the trans-
action, if relevant to the tax consequences of the transaction (Mere re-
liance on a representation that there is business purpose or economic
substance is generally insufficient.)

• Arriving at a conclusion supported by the authorities

.80 Illustration 14—The facts are the same as in Illustration 13 except
the member also notes that the law firm that prepared the opinion is one that
has a reputation as being knowledgeable about the tax issues associated with
the proposed transaction.

.81 Conclusion—The conclusion is the same as the conclusion to Illustra-
tion 13, notwithstanding the expertise of the law firm.

.82 Illustration 15—A member is assisting a taxpayer in connection with
a proposed transaction that has been recommended by an investment bank. To
support that recommendation, the investment bank offers a law firm's opinion
about the tax consequences. The member reads the opinion, and notes that
(unlike the opinions described in Illustrations 13 and 14), it is carefully tailored
to the taxpayer's facts.

.83 Conclusion—The member may rely on the opinion when determining
whether the realistic possibility standard has been met with respect to the tax-
payer's participation in the transaction if the member is satisfied about the
source, relevance, and persuasiveness of the opinion. In making that determi-
nation, the member should consider whether the opinion indicates the law firm
did all of the following:

• Established the relevant background facts

• Considered the reasonableness of the assumptions and repre-
sentations
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• Applied the pertinent authorities to the relevant facts

• Considered the business purpose and economic substance of the trans-
action, if relevant to the tax consequences of the transaction (Mere re-
liance on a representation that there is business purpose or economic
substance is generally insufficient.)

• Arrived at a conclusion supported by the authorities

.84 Illustration 16—The facts are the same as in Illustration 15, except
the member also notes that the law firm that prepared the opinion is one that
has a reputation of being knowledgeable about the tax issues associated with
the proposed transaction.

.85 Conclusion—The conclusion is the same as the conclusion to Illustra-
tion 15, notwithstanding the expertise of the law firm.

.86 Illustration 17—A member is assisting a taxpayer with year-end plan-
ning in connection with the taxpayer's proposed contribution of stock in a closely
held corporation to a charitable organization. The taxpayer instructs the mem-
ber to calculate the anticipated tax liability assuming a contribution of 10,000
shares to a tax-exempt organization assuming the stock has a fair market value
of $100 per share. The member is aware that on the taxpayer's gift tax returns
for the prior year, the taxpayer indicated that her stock in the corporation was
worth $50 per share.

.87 Conclusion—The member's calculation of the anticipated tax liability
is subject to the general interpretations described in paragraphs .49 and .50.
Accordingly, even though this potentially may be a case in which the value of the
stock substantially appreciated during the year, the member should consider
the reasonableness of the assumption and consistency with other information
known to the member in connection with preparing the projection. The member
should consider whether to document discussions concerning the increase in
value of the stock with the taxpayer.

.88 Illustration 18—The tax consequences to Target Corporation's share-
holders of an acquisition turn in part on Acquiring Corporation's continuance of
the trade or business of Target Corporation for some time after the acquisition.
The member is preparing a tax opinion addressed to Target's shareholders. A
colleague has drafted a tax opinion for the member's review. That opinion makes
an explicit assumption that Acquiring will continue Target's business for two
years following the acquisition.

.89 Conclusion—In conducting the due diligence necessary to establish
the relevant background facts, the member should consider whether it is ap-
propriate to rely on an assumption concerning facts in lieu of a representation
from another person. In this case, the member should make reasonable efforts
to obtain a representation from Acquiring Corporation concerning its plan to
continue Target's business and further consider whether to request a written
representation to that effect.

.90 Illustration 19—The member receives a telephone call from a taxpayer
who is the sole shareholder of a corporation. The taxpayer indicates that he is
thinking about exchanging his stock in the corporation for stock in a publicly
traded business. During the call, the member explains how the transaction
should be structured so it will qualify as a tax-free acquisition.

.91 Conclusion—Although oral advice may serve a taxpayer's needs appro-
priately in routine matters or in well-defined areas, written communications are
recommended in important, unusual, or complicated transactions. The member
should use professional judgment about the need to document oral advice.
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.92 Illustration 20—The member receives a telephone call from a taxpayer
who wants to know whether he or she should lease or purchase a car. During
the call, the member explains how the arrangement should be structured so as
to help achieve the taxpayer's objectives.

.93 Conclusion—In this situation, the member's response is in conformity
with this Interpretation in view of the routine nature of the inquiry and the
well-defined tax issues. However, the member should evaluate whether other
considerations, such as avoiding misunderstanding with the taxpayer, suggest
that the conversation should be documented.

[Issue Date: December, 2003.]
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TS Section 200

Answers to Questions on Returns

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for members when

signing the preparer's declaration on a tax return if one or more questions on
the return have not been answered. The term questions includes requests for
information on the return, in the instructions, or in the regulations, whether
or not stated in the form of a question.

Statement
.02 A member should make a reasonable effort to obtain from the taxpayer

the information necessary to provide appropriate answers to all questions on a
tax return before signing as preparer.

Explanation
.03 It is recognized that the questions on tax returns are not of uniform

importance, and often they are not applicable to the particular taxpayer. Nev-
ertheless, there are at least two reasons why a member should be satisfied that
a reasonable effort has been made to obtain information to provide appropriate
answers to the questions on the return that are applicable to a taxpayer.

a. A question may be of importance in determining taxable income or
loss, or the tax liability shown on the return, in which circumstance
an omission may detract from the quality of the return.

b. A member often must sign a preparer's declaration stating that the
return is true, correct, and complete.

.04 Reasonable grounds may exist for omitting an answer to a question
applicable to a taxpayer. For example, reasonable grounds may include the
following:

a. The information is not readily available and the answer is not signif-
icant in terms of taxable income or loss, or the tax liability shown on
the return.

b. Genuine uncertainty exists regarding the meaning of the question in
relation to the particular return.

c. The answer to the question is voluminous; in such cases, a statement
should be made on the return that the data will be supplied upon
examination.
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.05 A member should not omit an answer merely because it might prove
disadvantageous to a taxpayer.

.06 If reasonable grounds exist for omission of an answer to an applicable
question, a taxpayer is not required to provide on the return an explanation
of the reason for the omission. In this connection, a member should consider
whether the omission of an answer to a question may cause the return to be
deemed incomplete.
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TS Section 300

Certain Procedural Aspects of
Preparing Returns

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for members con-

cerning the obligation to examine or verify certain supporting data or to con-
sider information related to another taxpayer when preparing a taxpayer's tax
return.

Statement
.02 In preparing or signing a return, a member may in good faith rely, with-

out verification, on information furnished by the taxpayer or by third parties.
However, a member should not ignore the implications of information furnished
and should make reasonable inquiries if the information furnished appears to
be incorrect, incomplete, or inconsistent either on its face or on the basis of other
facts known to a member. Further, a member should refer to the taxpayer's re-
turns for one or more prior years whenever feasible.

.03 If the tax law or regulations impose a condition with respect to de-
ductibility or other tax treatment of an item, such as taxpayer maintenance
of books and records or substantiating documentation to support the reported
deduction or tax treatment, a member should make appropriate inquiries to
determine to the member's satisfaction whether such condition has been met.

.04 When preparing a tax return, a member should consider information
actually known to that member from the tax return of another taxpayer if the
information is relevant to that tax return and its consideration is necessary to
properly prepare that tax return. In using such information, a member should
consider any limitations imposed by any law or rule relating to confidentiality.

Explanation
.05 The preparer's declaration on a tax return often states that the infor-

mation contained therein is true, correct, and complete to the best of the pre-
parer's knowledge and belief based on all information known by the preparer.
This type of reference should be understood to include information furnished by
the taxpayer or by third parties to a member in connection with the preparation
of the return.

.06 The preparer's declaration does not require a member to examine or
verify supporting data. However, a distinction should be made between (a) the
need either to determine by inquiry that a specifically required condition, such
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as maintaining books and records or substantiating documentation, has been
satisfied or to obtain information when the material furnished appears to be
incorrect or incomplete and (b) the need for a member to examine underly-
ing information. In fulfilling his or her obligation to exercise due diligence in
preparing a return, a member may rely on information furnished by the tax-
payer unless it appears to be incorrect, incomplete, or inconsistent. Although a
member has certain responsibilities in exercising due diligence in preparing a
return, the taxpayer has the ultimate responsibility for the contents of the re-
turn. Thus, if the taxpayer presents unsupported data in the form of lists of tax
information, such as dividends and interest received, charitable contributions,
and medical expenses, such information may be used in the preparation of a
tax return without verification unless it appears to be incorrect, incomplete, or
inconsistent either on its face or on the basis of other facts known to a member.

.07 Even though there is no requirement to examine underlying documen-
tation, a member should encourage the taxpayer to provide supporting data
where appropriate. For example, a member should encourage the taxpayer to
submit underlying documents for use in tax return preparation to permit full
consideration of income and deductions arising from security transactions and
from pass-through entities, such as estates, trusts, partnerships, and S corpo-
rations.

.08 The source of information provided to a member by a taxpayer for
use in preparing the return is often a pass-through entity, such as a limited
partnership, in which the taxpayer has an interest but is not involved in man-
agement. A member may accept the information provided by the pass-through
entity without further inquiry, unless there is reason to believe it is incorrect,
incomplete, or inconsistent, either on its face or on the basis of other facts
known to the member. In some instances, it may be appropriate for a member
to advise the taxpayer to ascertain the nature and amount of possible exposure
to tax deficiencies, interest, and penalties, by contact with management of the
pass-through entity.

.09 A member should make use of a taxpayer's returns for one or more prior
years in preparing the current return whenever feasible. Reference to prior re-
turns and discussion of prior-year tax determinations with the taxpayer should
provide information to determine the taxpayer's general tax status, avoid the
omission or duplication of items, and afford a basis for the treatment of similar
or related transactions. As with the examination of information supplied for
the current year's return, the extent of comparison of the details of income and
deduction between years depends on the particular circumstances.
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TS Section 400

Use of Estimates

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for members when

using the taxpayer's estimates in the preparation of a tax return. A member may
advise on estimates used in the preparation of a tax return, but the taxpayer
has the responsibility to provide the estimated data. Appraisals or valuations
are not considered estimates for purposes of this Statement.

Statement
.02 Unless prohibited by statute or by rule, a member may use the tax-

payer's estimates in the preparation of a tax return if it is not practical to obtain
exact data and if the member determines that the estimates are reasonable
based on the facts and circumstances known to the member. If the taxpayer's
estimates are used, they should be presented in a manner that does not imply
greater accuracy than exists.

Explanation
.03 Accounting requires the exercise of professional judgment and, in

many instances, the use of approximations based on judgment. The applica-
tion of such accounting judgments, as long as not in conflict with methods set
forth by a taxing authority, is acceptable. These judgments are not estimates
within the purview of this Statement. For example, a federal income tax regula-
tion provides that if all other conditions for accrual are met, the exact amount of
income or expense need not be known or ascertained at year end if the amount
can be determined with reasonable accuracy.

.04 When the taxpayer's records do not accurately reflect information re-
lated to small expenditures, accuracy in recording some data may be difficult
to achieve. Therefore, the use of estimates by a taxpayer in determining the
amount to be deducted for such items may be appropriate.

.05 When records are missing or precise information about a transaction
is not available at the time the return must be filed, a member may prepare a
tax return using a taxpayer's estimates of the missing data.

.06 Estimated amounts should not be presented in a manner that provides
a misleading impression about the degree of factual accuracy.

.07 Specific disclosure that an estimate is used for an item in the return
is not generally required; however, such disclosure should be made in unusual
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circumstances where nondisclosure might mislead the taxing authority regard-
ing the degree of accuracy of the return as a whole. Some examples of unusual
circumstances include the following:

a. A taxpayer has died or is ill at the time the return must be filed.

b. A taxpayer has not received a Schedule K-1 for a pass-through entity
at the time the tax return is to be filed.

c. There is litigation pending (for example, a bankruptcy proceeding) that
bears on the return.

d. Fire or computer failure has destroyed the relevant records.
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TS Section 500

Departure From a Position Previously
Concluded in an Administrative Proceeding
or Court Decision

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for members in

recommending a tax return position that departs from the position determined
in an administrative proceeding or in a court decision with respect to the tax-
payer's prior return.

.02 For purposes of this Statement, administrative proceeding also in-
cludes an examination by a taxing authority or an appeals conference relating
to a return or a claim for refund.

.03 For purposes of this Statement, court decision means a decision by any
court having jurisdiction over tax matters.

Statement
.04 The tax return position with respect to an item as determined in an

administrative proceeding or court decision does not restrict a member from
recommending a different tax position in a later year's return, unless the tax-
payer is bound to a specified treatment in the later year, such as by a formal
closing agreement. Therefore, as provided in Statement on Standards for Tax
Services (SSTS) No. 1, Tax Return Positions [section 100], the member may
recommend a tax return position or prepare or sign a tax return that departs
from the treatment of an item as concluded in an administrative proceeding or
court decision with respect to a prior return of the taxpayer.

Explanation
.05 If an administrative proceeding or court decision has resulted in a

determination concerning a specific tax treatment of an item in a prior year's
return, a member will usually recommend this same tax treatment in subse-
quent years. However, departures from consistent treatment may be justified
under such circumstances as the following:

a. Taxing authorities tend to act consistently in the disposition of an item
that was the subject of a prior administrative proceeding but generally
are not bound to do so. Similarly, a taxpayer is not bound to follow the
tax treatment of an item as consented to in an earlier administrative
proceeding.
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b. The determination in the administrative proceeding or the court's de-
cision may have been caused by a lack of documentation. Supporting
data for the later year may be appropriate.

c. A taxpayer may have yielded in the administrative proceeding for set-
tlement purposes or not appealed the court decision, even though the
position met the standards in SSTS No. 1 [section 100].

d. Court decisions, rulings, or other authorities that are more favorable
to a taxpayer's current position may have developed since the prior
administrative proceeding was concluded or the prior court decision
was rendered.

.06 The consent in an earlier administrative proceeding and the existence
of an unfavorable court decision are factors that the member should consider
in evaluating whether the standards in SSTS No. 1 [section 100] are met.
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TS Section 600

Knowledge of Error: Return Preparation

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for a member who

becomes aware of an error in a taxpayer's previously filed tax return or of a
taxpayer's failure to file a required tax return. As used herein, the term error
includes any position, omission, or method of accounting that, at the time the
return is filed, fails to meet the standards set out in Statement on Standards
for Tax Services (SSTS) No. 1, Tax Return Positions [section 100]. The term
error also includes a position taken on a prior year's return that no longer
meets these standards due to legislation, judicial decisions, or administrative
pronouncements having retroactive effect. However, an error does not include
an item that has an insignificant effect on the taxpayer's tax liability.

.02 This Statement applies whether or not the member prepared or signed
the return that contains the error.

Statement
.03 A member should inform the taxpayer promptly upon becoming aware

of an error in a previously filed return or upon becoming aware of a taxpayer's
failure to file a required return. A member should recommend the corrective
measures to be taken. Such recommendation may be given orally. The member
is not obligated to inform the taxing authority, and a member may not do so
without the taxpayer's permission, except when required by law.

.04 If a member is requested to prepare the current year's return and
the taxpayer has not taken appropriate action to correct an error in a prior
year's return, the member should consider whether to withdraw from prepar-
ing the return and whether to continue a professional or employment relation-
ship with the taxpayer. If the member does prepare such current year's re-
turn, the member should take reasonable steps to ensure that the error is not
repeated.

Explanation
.05 While performing services for a taxpayer, a member may become aware

of an error in a previously filed return or may become aware that the taxpayer
failed to file a required return. The member should advise the taxpayer of the
error and the measures to be taken. Such recommendation may be given orally.
If the member believes that the taxpayer could be charged with fraud or other
criminal misconduct, the taxpayer should be advised to consult legal counsel
before taking any action.
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.06 It is the taxpayer's responsibility to decide whether to correct the error.
If the taxpayer does not correct an error, a member should consider whether to
continue a professional or employment relationship with the taxpayer. While
recognizing that the taxpayer may not be required by statute to correct an
error by filing an amended return, a member should consider whether a tax-
payer's decision not to file an amended return may predict future behavior that
might require termination of the relationship. The potential for violating Code
of Professional Conduct rule 301 [ET section 301.01] (relating to the member's
confidential client relationship), the tax law and regulations, or laws on privi-
leged communications, and other considerations may create a conflict between
the member's interests and those of the taxpayer. Therefore, a member should
consider consulting with his or her own legal counsel before deciding upon
recommendations to the taxpayer and whether to continue a professional or
employment relationship with the taxpayer.

.07 If a member decides to continue a professional or employment rela-
tionship with the taxpayer and is requested to prepare a tax return for a year
subsequent to that in which the error occurred, the member should take reason-
able steps to ensure that the error is not repeated. If the subsequent year's tax
return cannot be prepared without perpetuating the error, the member should
consider withdrawal from the return preparation. If a member learns that the
taxpayer is using an erroneous method of accounting and it is past the due date
to request permission to change to a method meeting the standards of SSTS No.
1 [section 100], the member may sign a tax return for the current year, provid-
ing the tax return includes appropriate disclosure of the use of the erroneous
method.

.08 Whether an error has no more than an insignificant effect on the
taxpayer's tax liability is left to the professional judgment of the member based
on all the facts and circumstances known to the member. In judging whether
an erroneous method of accounting has more than an insignificant effect, a
member should consider the method's cumulative effect and its effect on the
current year's tax return.

.09 If a member becomes aware of the error while performing services for
a taxpayer that do not involve tax return preparation, the member's responsi-
bility is to advise the taxpayer of the existence of the error and to recommend
that the error be discussed with the taxpayer's tax return preparer. Such rec-
ommendation may be given orally.
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TS Section 700

Knowledge of Error: Administrative
Proceedings

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for a member who

becomes aware of an error in a return that is the subject of an administra-
tive proceeding, such as an examination by a taxing authority or an appeals
conference. The term administrative proceeding does not include a criminal
proceeding. As used herein, the term error includes any position, omission, or
method of accounting that, at the time the return is filed, fails to meet the stan-
dards set out in Statement on Standards for Tax Services (SSTS) No. 1, Tax
Return Positions [section 100]. The term error also includes a position taken on
a prior year's return that no longer meets these standards due to legislation,
judicial decisions, or administrative pronouncements having retroactive effect.
However, an error does not include an item that has an insignificant effect on
the taxpayer's tax liability.

.02 This Statement applies whether or not the member prepared or signed
the return that contains the error. Special considerations may apply when a
member has been engaged by legal counsel to provide assistance in a matter
relating to the counsel's client.

Statement
.03 If a member is representing a taxpayer in an administrative proceed-

ing with respect to a return that contains an error of which the member is aware,
the member should inform the taxpayer promptly upon becoming aware of the
error. The member should recommend the corrective measures to be taken. Such
recommendation may be given orally. A member is neither obligated to inform
the taxing authority nor allowed to do so without the taxpayer's permission,
except where required by law.

.04 A member should request the taxpayer's agreement to disclose the
error to the taxing authority. Lacking such agreement, the member should
consider whether to withdraw from representing the taxpayer in the admin-
istrative proceeding and whether to continue a professional or employment
relationship with the taxpayer.

Explanation
.05 When the member is engaged to represent the taxpayer before a tax-

ing authority in an administrative proceeding with respect to a return con-
taining an error of which the member is aware, the member should advise
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the taxpayer to disclose the error to the taxing authority. Such recommenda-
tion may be given orally. If the member believes that the taxpayer could be
charged with fraud or other criminal misconduct, the taxpayer should be ad-
vised to consult legal counsel before taking any action.

.06 It is the taxpayer's responsibility to decide whether to correct the error.
If the taxpayer does not correct an error, a member should consider whether
to withdraw from representing the taxpayer in the administrative proceeding
and whether to continue a professional or employment relationship with the
taxpayer. While recognizing that the taxpayer may not be required by statute
to correct an error by filing an amended return, a member should consider
whether a taxpayer's decision not to file an amended return may predict future
behavior that might require termination of the relationship. Moreover, a mem-
ber should consider consulting with his or her own legal counsel before deciding
on recommendations to the taxpayer and whether to continue a professional or
employment relationship with the taxpayer. The potential for violating Code
of Professional Conduct rule 301 [ET section 301.01] (relating to the member's
confidential client relationship), the tax law and regulations, laws on privileged
communications, potential adverse impact on a taxpayer of a member's with-
drawal, and other considerations may create a conflict between the member's
interests and those of the taxpayer.

.07 Once disclosure is agreed on, it should not be delayed to such a degree
that the taxpayer or member might be considered to have failed to act in good
faith or to have, in effect, provided misleading information. In any event, dis-
closure should be made before the conclusion of the administrative proceeding.

.08 Whether an error has an insignificant effect on the taxpayer's tax
liability is left to the professional judgment of the member based on all the
facts and circumstances known to the member. In judging whether an erroneous
method of accounting has more than an insignificant effect, a member should
consider the method's cumulative effect and its effect on the return that is the
subject of the administrative proceeding.
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TS Section 800

Form and Content of Advice to Taxpayers

Issue date, unless
otherwise indicated:

August, 2000

Introduction
.01 This Statement sets forth the applicable standards for members con-

cerning certain aspects of providing advice to a taxpayer and considers the
circumstances in which a member has a responsibility to communicate with
a taxpayer when subsequent developments affect advice previously provided.
The Statement does not, however, cover a member's responsibilities when the
expectation is that the advice rendered is likely to be relied on by parties other
than the taxpayer.

Statement
.02 A member should use judgment to ensure that tax advice provided

to a taxpayer reflects professional competence and appropriately serves the
taxpayer's needs. A member is not required to follow a standard format or
guidelines in communicating written or oral advice to a taxpayer.

.03 A member should assume that tax advice provided to a taxpayer will
affect the manner in which the matters or transactions considered would be
reported on the taxpayer's tax returns. Thus, for all tax advice given to a tax-
payer, a member should follow the standards in Statement on Standards for
Tax Services (SSTS) No. 1, Tax Return Positions [section 100].

.04 A member has no obligation to communicate with a taxpayer when
subsequent developments affect advice previously provided with respect to sig-
nificant matters, except while assisting a taxpayer in implementing procedures
or plans associated with the advice provided or when a member undertakes this
obligation by specific agreement.

Explanation
.05 Tax advice is recognized as a valuable service provided by members.

The form of advice may be oral or written and the subject matter may range
from routine to complex. Because the range of advice is so extensive and because
advice should meet the specific needs of a taxpayer, neither a standard format
nor guidelines for communicating or documenting advice to the taxpayer can
be established to cover all situations.

.06 Although oral advice may serve a taxpayer's needs appropriately in
routine matters or in well-defined areas, written communications are recom-
mended in important, unusual, or complicated transactions. The member may
use professional judgment about whether, subsequently, to document oral ad-
vice in writing.
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.07 In deciding on the form of advice provided to a taxpayer, a member
should exercise professional judgment and should consider such factors as the
following:

a. The importance of the transaction and amounts involved

b. The specific or general nature of the taxpayer's inquiry

c. The time available for development and submission of the advice

d. The technical complications presented

e. The existence of authorities and precedents

f. The tax sophistication of the taxpayer

g. The need to seek other professional advice

.08 A member may assist a taxpayer in implementing procedures or plans
associated with the advice offered. When providing such assistance, the member
should review and revise such advice as warranted by new developments and
factors affecting the transaction.

.09 Sometimes a member is requested to provide tax advice but does not
assist in implementing the plans adopted. Although such developments as leg-
islative or administrative changes or future judicial interpretations may affect
the advice previously provided, a member cannot be expected to communicate
subsequent developments that affect such advice unless the member under-
takes this obligation by specific agreement with the taxpayer.

.10 Taxpayers should be informed that advice reflects professional judg-
ment based on an existing situation and that subsequent developments could
affect previous professional advice. Members may use precautionary language
to the effect that their advice is based on facts as stated and authorities that
are subject to change.

.11 In providing tax advice, a member should be cognizant of applicable
confidentiality privileges.
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TS Section 900

Appendix: Cross-Reference of Previous and
Revised Statements

Previous
Statement No.

Previous
Section Changes

1988
Revised
Section

2000
Revised
Section

1 111 Withdrawn 1982 —

2 121 Withdrawn 1982 —

3 131 Superseded by Statement
No. 2, August 1988 122

3 131 Superseded by Statement
No. 2, August 2000 200

4 141 Superseded by Statement
No. 5, August 1988 152

4 141 Superseded by Statement
No. 5, August 2000 500

5 151 Superseded by Statement
No. 4, August 1988 142

5 151 Superseded by Statement
No. 4, August 2000 400

6 161 Superseded by Statement
No. 6, August 1988;
Revised May 1991 162

6 161 Superseded by Statement
No. 6, August 2000 600

7 171 Superseded by Statement
No. 7, August 1988;
Revised May 1991 172

7 171 Superseded by Statement
No. 7, August 2000 700

8 181 Superseded by Statement
No. 8, August 1988 182

8 181 Superseded by Statement
No. 8, August 2000 800

9 191 Superseded by Statement
No. 3, August 1988 132

9 191 Superseded by Statement
No. 3, August 2000 300
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Previous
Statement No.

Previous
Section Changes

1988
Revised
Section

2000
Revised
Section

10 201 Superseded by Statement
No. 1, August 1988 112

10 201 Superseded by Statement
No. 1, August 2000 100
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PFP Section 100

Basic Personal Financial Planning
Engagement Functions and Responsibilities

Issued October1992
unless otherwise

indicated

Definition and Scope of Personal Financial Planning
.01 Personal financial planning engagements are only those that involve

developing strategies and making recommendations to assist a client in defining
and achieving personal financial goals.

.02 Personal financial planning engagements involve all of the following:

a. Defining the engagement objectives

b. Planning the specific procedures appropriate to the engagement

c. Developing a basis for recommendations

d. Communicating recommendations to the client

e. Identifying the tasks for taking action on planning decisions

.03 Personal financial planning engagements may also include—

a. Assisting the client to take action on planning decisions.

b. Monitoring the client's progress in achieving goals.

c. Updating recommendations and helping the client revise planning de-
cisions.

.04 Personal financial planning does not include services that are limited
to, for example—

a. Compiling personal financial statements.

b. Projecting future taxes.

c. Tax compliance, including, but not limited to, preparation of tax re-
turns.

d. Tax advice or consultations.

.05 Personal financial planning engagements may address all of a client's
personal financial goals or may focus on a limited number of goals. When an
engagement addresses a limited number of specific personal financial goals, the
CPA should consider the client's overall financial circumstances in developing
recommendations.

Guidance Applicable to Personal Financial
Planning Engagements

.06 The following is a summary of existing professional standards and
published guidance applicable to personal financial planning engagements.

PFP §100.06
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Other standards and guidance may apply depending on the scope of the services
provided.

.07 The CPA should act in conformity with the AICPA Code of Professional
Conduct in all matters related to a personal financial planning engagement.
The following is a partial list of the rules of the AICPA Code of Professional
Conduct:

a. Rule 102, Integrity and Objectivity [ET section 102.01]. A member shall
maintain objectivity and integrity, be free of conflicts of interest, and
not knowingly misrepresent facts or subordinate his or her judgment
to others.

b. Rule 201, General Standards [ET section 201.01]. A member shall un-
dertake only those professional services that the member or the mem-
ber's firm can reasonably expect to be completed with professional
competence, shall exercise due professional care in the performance
of professional services, shall adequately plan and supervise the per-
formance of professional services, and shall obtain sufficient relevant
data to afford a reasonable basis for conclusions or recommendations
relating to any professional services performed.

c. Rule 301, Confidential Client Information [ET section 301.01]. A mem-
ber in public practice shall not disclose any confidential client infor-
mation without the specific consent of the client.

d. Rule 302, Contingent Fees [ET section 302.01]; Rule 503, Commissions
and Referral Fees [ET section 503.01]. A member in public practice
shall follow these rules in making fee arrangements.

.08 Personal financial planning often involves providing tax advice. The
Tax Division of the AICPA has published guidance on tax advice in Statement
on Responsibilities in Tax Practice (SRTP) No. 8, Form and Content of Advice to
Clients. In addition to the Statements on Responsibilities in Personal Financial
Planning Practice, CPAs should consider the guidance in SRTP No. 8 when per-
sonal financial planning activities involve tax advice. Other tax-related matters
may also come to the CPA's attention in the course of providing personal finan-
cial planning services. Additional guidance on these matters may be found in
other SRTPs.

.09 When a personal financial planning engagement includes providing
assistance in the preparation of personal financial statements or financial pro-
jections, the CPA should consider the applicable provisions of AICPA pronounce-
ments, including—

a. Statements on Standards for Accounting and Review Services [AR sec-
tions 100–600].

b. Statement on Standards for Attestation Engagements No. 10, Attes-
tation Standards: Revision and Recodification, chapter 3, Financial
Forecasts and Projections [AT section 301].

c. Guide for Prospective Financial Information.

d. Personal Financial Statements Guide.

[Revised, January 2001, to reflect conforming changes necessary due to the
issuance of Statement on Standards for Attestation Engagements No. 10. Re-
vised, June 2009.]
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.10 CPAs providing business valuation services as part of a personal fi-
nancial planning engagement should consider the Statement on Standards for
Consulting Services (SSCS), Consulting Services: Definitions and Standards
[CS section 100].

Personal Financial Planning Engagements

Defining the Engagement Objectives
.11 The personal financial planning engagement includes defining the

objectives of the engagement so that the CPA can determine the services needed.
The CPA should—

a. Obtain an understanding of the client's goals and resources in order to
determine the appropriate scope of service that will meet the client's
needs.

b. Reach an understanding with the client concerning the engagement
objectives. When the CPA identifies issues not originally considered
by the client that may require special attention, those issues should
be brought to the client's attention.

c. Evaluate the appropriateness of the original engagement objectives as
the engagement proceeds.

.12 The CPA should obtain an understanding of matters such as the client's
family situation, commitment to the planning process, current cash flow and
assets available, personal preferences, and relationships with other profession-
als. This understanding can be obtained through knowledge gained during a
long-term relationship with the client, inquiry, and information gathering.

.13 The CPA should document his or her understanding of the scope and
nature of the services to be provided. Such documentation could be in the form
of an engagement letter or in the form of file memos that document oral un-
derstandings. This documentation may include a description of (a) engagement
objectives; (b) the scope of services to be provided; (c) the roles and respon-
sibilities of the CPA, the client, and other advisers in the personal financial
planning process; (d) the fee arrangements; and (e) scope limitations and other
constraints.

Planning the Specific Procedures Appropriate to the Engagement
.14 The personal financial planning engagement should be adequately

planned. The engagement's objectives form the basis for planning the engage-
ment. The procedures should produce information that is useful in making
planning recommendations. Procedures should be selected that are appropri-
ate in the circumstances and reflect materiality and cost-benefit considera-
tions. The CPA should document personal financial planning engagements in
a manner that—

a. Shows that a systematic approach to the engagement was taken.

b. Shows that the analysis and other procedures performed provide an
adequate basis for the recommendations made.

PFP §100.14
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Developing a Basis for Recommendations
.15 Personal financial planning engagements involve collecting, analyz-

ing, and integrating sufficient relevant information to develop a basis for rec-
ommendations. Relevant information may include, but is not limited to, an
understanding of the client's goals, existing financial situation, the available
resources for achieving the goals, nonfinancial factors, and external factors.
Relevant information may also include reasonable estimates, projections, and
assumptions furnished by the client, provided by the client's advisers, or devel-
oped by the CPA.

.16 In personal financial planning, some information deals with the future,
which is uncertain. Planning may also involve a broad range of goals, which may
change as events occur. Consequently, the CPA may develop recommendations
based on several selected hypothetical events.

Communicating Recommendations
.17 The CPA should communicate recommendations to the client in a man-

ner that assists the client in evaluating strategies and implementing financial
planning decisions. Such communications should ordinarily be in writing and
include a summary of the client's goals and significant assumptions, a descrip-
tion of any limitations on the work performed, the recommendations made, and
a statement that projected results may not be achieved.

.18 The following is an illustration of a communication when recommen-
dations are made only on selected goals and the CPA communicates the param-
eters of the limited engagement.

We have considered ways to achieve your goal of providing for the education of
your children. However, you have instructed us not to consider other planning
areas that might have an impact on that goal. If we had done so, it is possible
that different conclusions or recommendations might have resulted.

Identifying the Tasks for Taking Action on Planning Decisions
.19 The CPA should assist clients to identify tasks that are essential in

order to act on planning decisions. The CPA may also assist the client to set
target dates for the completion of tasks and identify parties responsible for
completing them.

Other Personal Financial Planning Services
.20 Unless undertaken by specific agreement with the client, the CPA is

not responsible for additional services. Such services include—

• Assisting the client to take action on planning decisions.

• Monitoring progress in achieving goals.

• Updating recommendations and revising planning decisions.

Assisting the Client to Take Action on Planning Decisions
.21 The CPA should have an understanding with the client, preferably in

writing, regarding the degree of responsibility he or she will assume for helping
the client to act upon planning decisions.

PFP §100.15
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Monitoring the Client’s Progress in Achieving Goals
.22 A CPA is not responsible for monitoring the client's progress in achiev-

ing goals unless the CPA undertakes this obligation by specific agreement with
the client.

Updating Recommendations and Helping the Client Revise
Planning Decisions

.23 A CPA is not responsible for updating recommendations unless the
CPA undertakes this obligation by specific agreement with the client. The agree-
ment should identify the scope of the CPA's responsibility for updating the plan
and proposing new actions.

PFP §100.23
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PFP Section 200

Working With Other Advisers

First Issued October
1993; Revised
January 1996

Introduction
.01 This section is intended to provide guidance to the CPA who uses the

work of other advisers in performing a personal financial planning engagement.

.02 Personal financial planning engagements may require the CPA to in-
teract with other advisers. Such interaction includes, but is not limited to, the
following:

a. The CPA may use advice provided by others in developing recommen-
dations for a client. Some advice will suggest that action be taken,
other advice will provide information.

b. The CPA may refer a client to other advisers who assist the client in
securing products or services that have been identified in the personal
financial planning engagement.

c. The CPA may refer a client to advisers who provide services in areas
in which the CPA either does not practice, or chooses not to practice,
in a specific engagement.

.03 Circumstances in which the CPA may use the advice of other advisers
or refer a client to other advisers include those in which there is a need for
specialized expertise outside the scope of the CPA's practice and for services or
products for which the CPA is not a licensed provider.

Working With Other Advisers in Personal Financial
Planning Engagements

Guidance Applicable to Working With Other Advisers
.04 The CPA should apply existing applicable professional standards and

should consider the guidance included in other published Statements on Re-
sponsibilities in Personal Financial Planning Practice (SRPFPs).1

Engagement Scope Limitations
.05 If the CPA does not provide a service needed to complete an engage-

ment, he or she should restrict the scope of the engagement and recommend
that the client engage another adviser who provides the needed service.

1 Refer to paragraphs 6 through 10 of SRPFP No. 1, Basic Personal Financial Planning Engage-
ment Functions and Responsibilities [section 100.06–.10], for a discussion of applicable standards and
guidance.

PFP §200.05
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.06 If the client declines to engage another adviser, the CPA and the client
may still agree to proceed with the engagement.

.07 In such situations, the CPA should communicate to the client any lim-
itation on the scope of the engagement, as well as the fact that this limitation
could affect the conclusions and recommendations developed in the engage-
ment. Such communication should ordinarily be in writing. The CPA should
refer to SRPFP No. 1, Basic Personal Financial Planning Engagement Func-
tions and Responsibilities, paragraphs 5 and 18 [section 100.05 and .18], for
further guidance when the engagement is limited in scope.

.08 For example, in the CPA's judgment, a valuation of a client's business
may be appropriate to complete a personal financial planning engagement; how-
ever, undertaking such a valuation may be beyond the CPA's expertise and the
client may be unwilling to incur the additional cost of an outside appraiser. The
CPA and the client may therefore agree that the CPA will complete the personal
financial planning engagement and develop planning recommendations using
the client's estimate of the value of the business.

.09 The following is an illustration of a communication in the event that
limitations are placed on the scope of information considered in the personal
financial planning engagement.

At your request, an independent valuation of your business has not been ob-
tained. Such a valuation may have affected the conclusions reached in your
financial plan.

Recommending Other Advisers
.10 The CPA should become satisfied concerning the professional quali-

fications and reputation of another adviser before referring the client to that
adviser. The CPA should consider information such as the following:

a. The CPA's previous experience in working with the adviser

b. The professional certification or license or other recognition of the com-
petence of the adviser in his or her field

c. The reputation and standing of the adviser in the views of the adviser's
peers and others who have worked with the adviser

d. The adviser's relationship, if any, with the client

.11 When recommending another adviser to a client, the CPA should com-
municate to the client the nature of the work to be performed by the other
adviser and the extent to which the CPA will evaluate that work. Such commu-
nication should ordinarily be in writing.

.12 The following is an illustration of a communication in the event that
the CPA recommends that the client engage an attorney to take action on rec-
ommendations developed in the personal financial planning engagement.

As we discussed, you should consult an attorney to prepare updated will pro-
visions. We have provided you with the names of several attorneys whose pro-
fessional credentials and reputations are familiar to us. The selection of an
attorney is your decision. Our referral does not constitute an endorsement of
these attorneys or of any advice they may render.
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Using Advice Provided by Other Advisers
.13 When the CPA uses the opinions of another adviser in completing

the personal financial planning engagement, the CPA should understand and
evaluate the adviser's opinions and the procedures used to develop them. If the
CPA concurs with the other adviser's opinions, he or she need not communicate
this concurrence to the client.

.14 If the CPA uses the other adviser's opinions in the engagement without
evaluating these opinions, he or she should communicate that fact to the client.
Such communication should ordinarily be in writing.

.15 The following are illustrations of communications for instances in
which the CPA uses the advice or opinion of another adviser in a personal
financial planning engagement.

a. An appraisal provided by an outside appraiser is incorporated into
a client's personal financial plan and the CPA has not evaluated the
appraiser's opinion.

We have used the ABC Company's estimate of the value of your
real estate in developing your financial plan. We have not eval-
uated their estimate and do not accept responsibility for it. If a
different value were used, different recommendations may have
resulted.

b. An insurance agent has recommended that the client purchase a spe-
cific life insurance policy and the CPA, by agreement with the client,
has not evaluated the agent's recommendation.

Bob Jones, CLU, has recommended that you purchase a specific
life insurance policy. As agreed, we have not evaluated this rec-
ommendation and do not accept responsibility for it.
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PFP Section 300

Implementation Engagement Functions
and Responsibilities

First Issued October
1993; Revised
January 1996

Definition and Scope of Implementation
.01 Implementation engagements are those that involve assisting the

client to take action on planning decisions developed during the personal fi-
nancial planning engagement described in Statement on Responsibilities in
Personal Financial Planning Practice (SRPFP) No. 1, Basic Personal Financial
Planning Engagement Functions and Responsibilities [section 100]. Implemen-
tation includes activities such as selecting investment advisers, restructuring
debt, creating estate documents, establishing cash reserves, preparing budgets,
and selecting and acquiring specific investments and insurance products.

.02 This section is intended to address only those situations in which the
CPA is engaged by a client to assist in implementation activities. This section
does not extend to those situations in which the CPA is functioning in a fiduciary
or an agency relationship.1

.03 The CPA may be engaged at one or more of the following levels to
assist the client to take action on planning decisions:

a. The CPA may refer the client to other advisers (see SRPFP No. 2,
Working With Other Advisers [section 200]).

b. The CPA may coordinate and/or review the delivery of services and/or
products by other advisers (see SRPFP No. 2 [section 200]).

c. The CPA may participate in implementation by establishing selection
criteria.

d. The CPA may participate in implementation by participating in the
selection of service providers and/or the selection and acquisition of
products.2

.04 Implementation is typically completed when products are acquired
or services are rendered in accordance with the recommendations developed
during the personal financial planning engagement.

Implementation Engagements

Guidance Applicable to Implementation Engagements
.05 The CPA may be engaged to assist the client to take action on plan-

ning decisions. When undertaking an implementation engagement, the CPA

1 Agency and fiduciary relationships are defined by state law.
2 CPAs advising clients on the selection or acquisition of products (such as investments or in-

surance policies) should determine whether they meet the qualifications and licensing requirements
established by applicable federal and state laws.
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should apply existing applicable professional standards and should consider
the guidance included in other published SRPFPs.3

Planning the Engagement
.06 Implementation engagements vary in complexity and scope, as well

as in the level of assistance to be provided by the CPA. The CPA and the client
should identify and agree on the level of the CPA's assistance in implementation.
Regardless of the level of assistance, implementation decisions are made by the
client, not by the CPA.

.07 The CPA should document his or her understanding of the nature
and scope of the implementation services to be provided and the roles and
responsibilities of the CPA, the client, and other advisers. The CPA should
refer to SRPFP No. 1, paragraphs 13 and 14 [section 100.13-.14], for additional
guidance.

Communicating With the Client
.08 The CPA should communicate information and recommendations to

the client in a manner that assists the client in understanding the nature and
scope of services performed by the CPA in an implementation engagement.
Such communication ordinarily should be in writing and include a summary of
the planning decisions being implemented, recommended actions to be taken,
and a description of limitations on the work performed in the engagement and
the results of the engagement.

.09 The following is an illustration of a communication in the event that a
client instructs the CPA not to consider certain investment options (for exam-
ple, limited partnerships) in developing implementation recommendations for
funding a retirement plan.

We have evaluated investment alternatives available to fund your retirement
plan. However, you have instructed us not to consider limited partnerships as
an investment alternative. If we had done so, it is possible that we would have
recommended a different investment strategy.

Establishing Selection Criteria
.10 The CPA who is engaged to establish selection criteria should iden-

tify those attributes or other specifications that are required to accomplish the
client's objectives, subject to any constraints that result from the client's cir-
cumstances. Selection criteria may be expressed in ranges if the CPA and the
client agree that such practice is useful. Since it is not always possible to secure
products or services that exactly match the established selection criteria, the
CPA should assist the client in prioritizing attributes so that available alterna-
tives can be compared.

Participating in the Selection Process
.11 When the CPA is engaged to participate in selecting and acquiring

products, the CPA should gather data that provides a reasonable basis for

3 Refer to paragraphs 6 through 10 of SRPFP No. 1, Basic Personal Financial Planning Engage-
ment Functions and Responsibilities [section 100.06-.10], for a discussion of applicable standards and
guidance.
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determining whether the alternatives meet the selection criteria. Upon ana-
lyzing this information, the CPA may communicate to the client his or her
evaluation of all alternatives that the CPA recommends for action.

Implementing Planning Decisions Developed by Others
.12 The CPA may be engaged to assist the client in taking action on plan-

ning decisions developed in a personal financial planning engagement in which
the CPA did not participate. For example, the planning decisions may have
been developed by another adviser or by the client acting alone. The CPA might
also be asked to assist the client in developing more specific selection criteria or
exploring issues related to each planning decision, other than those established
in the personal financial planning engagement.

.13 In situations such as these, the CPA should obtain a sufficient un-
derstanding of the planning decisions to effectively assist in implementation.
To obtain such an understanding, the CPA should consider factors such as the
client's goals, existing financial situation, the available resources for achieving
the goals, nonfinancial factors, and external factors. Relevant information may
also include estimates, projections, and assumptions.

Illustrations
.14 Appendixes A and B [paragraphs .15 and .16] contain illustrations of

possible procedures to be followed by the CPA who is engaged by a client to
assist in implementing a personal financial planning decision. In each exam-
ple, the initial personal financial planning engagement is presumed to have
been completed before implementation, either by the CPA in the illustration or
another adviser.
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.15

Appendix A

Illustration: Implementation Involving Risk
Management

Background
1. The CPA is engaged to assist a client in taking action on a planning

decision that disability insurance be purchased. The CPA has the expertise to
advise the client regarding the selection of disability insurance.

Communication
2. To assist the client in understanding the implementation decision-

making process, the CPA should review with the client the disability coverage
identified in the personal financial planning engagement, including options
such as loss of earnings coverage, definition of occupation, coverage amounts,
and exclusion periods.

Strategy Development and Product Selection

Planning the Engagement
3. The CPA and the client should agree on whether the CPA, the client,

or another adviser is responsible for identifying available insurance products
and carriers and clearly define who is responsible for reviewing the proposals
provided by the solicited insurance carriers. A schedule of required actions
should be developed that includes how and when the actions will take place.

a. When selecting insurance professionals, reference should be made to
SRPFP No. 2 [section 200].

b. The rest of this illustration assumes that the CPA is responsible for
identifying the appropriate insurance products and carriers and re-
viewing the proposals provided.

Establishing Selection Criteria
4. The CPA should identify the characteristics of disability insurance prod-

ucts that meet the criteria identified in the personal financial planning engage-
ment. These characteristics generally include the following:

a. Appropriate protection levels, considering factors such as the amount
of coverage needed, how disability is defined, the waiting period to
receive benefits, partial disability coverage, and duration of benefits

b. Optional coverage conditions, such as cost-of-living adjustments, guar-
anteed insurability riders, and waiver of premium riders

c. Minimum quality standards for disability coverage, generally based
on the insurer's financial stability

Participating in the Selection Process
5. The CPA should identify and solicit proposals from insurance carriers

whose disability products meet the established criteria.
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6. When selecting a specific disability insurance product, the CPA should
review and discuss with the client the financial stability of the company pro-
viding coverage and determine that the policy meets the following criteria:

a. The client's goals, as identified in the personal financial planning en-
gagement, are satisfied.

b. The policy is cost effective when compared to other insurance company
proposals received.

c. The insurance carrier has demonstrated a commitment to servicing
the disability market.

Documentation
7. The CPA should document meetings, discussions, or other contacts with

the client and indicate the decisions regarding responsibilities for actions and
product selections and the results of reviewing proposals from various insur-
ance carriers. The CPA may supplement such documentation by indicating
when the application was filled out, insurance coverage bound, and the policy
issued. The CPA may also document any insurability issues and the ultimate
resolution of those issues.
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.16

Appendix B

Illustration: Implementation Involving Investment
Planning

Background
1. The CPA is engaged to assist a client in structuring an investment port-

folio to take action on a planning decision that funds be invested to provide
for the client's postretirement needs. The CPA has the expertise to advise the
client regarding investment planning.

Communication
2. To assist the client in understanding the implementation decision-

making process, the CPA should review with the client financial strategies,
investment constraints, asset allocations, and rate of return goals identified in
the personal financial plan or the investment policy statement.

Strategy Development and Product Selection

Planning the Engagement
3. The CPA and the client should agree on whether the CPA, the client, or

another adviser is responsible for identifying available investment alternatives
and clearly define who is responsible for reviewing prospectuses, partnership
agreements, offering documents, and other such reports. A schedule of required
actions, including how, when, and where these actions will take place, should
be developed.

a. Other advisers may include money managers (private and public, such
as mutual fund managers), general partners of partnerships, invest-
ment bankers, and stockbrokers. When selecting other advisers, refer-
ence should be made to SRPFP No. 2 [section 200].

b. The rest of this illustration assumes that the CPA is responsible for
identifying the appropriate investment alternatives and reviewing the
related documents.

Establishing Selection Criteria
4. The CPA should develop the appropriate investment strategy based on

the specific investment criteria, rate of return requirements, and risk tolerance
of the client, as identified in the personal financial planning engagement. This
generally includes the following:

a. Developing an appropriate investment class allocation, including the
amount of investment resources to be invested in financial assets, such
as cash equivalents, stocks, or bonds, and the amount of investment
resources to be invested in nonfinancial assets, such as real estate or
oil and gas interests.

b. Developing an appropriate allocation within each investment class.
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Participating in the Selection Process
5. When selecting specific investment assets, the CPA should review and

discuss with the client the available investment alternatives and identify those
investments that meet the following criteria:

a. The client's goals, as identified in the personal financial planning en-
gagement, are satisfied.

b. The client's investment constraints, such as risk tolerance, capacity to
assume financial risk, cash flow and asset availability, and personal
preferences, as identified in the personal financial planning engage-
ment, are honored.

c. The diversification plans established in the client's investment strat-
egy are achieved.

Documentation
6. The CPA should document meetings, discussions, or other contacts with

the client and indicate the decisions regarding responsibilities for actions and
product selections. The CPA may supplement such documentation by providing
the client with an inventory of investment assets in the client's portfolio along
with a description of values, yields, portfolio percentages, and so forth.
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PFP Section 400

Monitoring and Updating
Engagements—Functions and Responsibilities

First Issued October
1994; Revised
January 1996

Definition and Scope of Monitoring and Updating
.01 This section is intended to address only those situations in which the

certified public accountant (CPA) is specifically engaged by a client to provide
monitoring services, updating services, or both.1

.02 Monitoring engagements are those that involve determining the
client's progress in achieving established personal financial planning goals.

.03 Updating engagements are those that involve revising the client's ex-
isting financial plan and financial planning recommendations, as appropriate,
in light of the client's goals, current circumstances, and current external factors.

.04 Monitoring and updating activities are typically undertaken after im-
plementation of actions and recommendations developed during a personal fi-
nancial planning engagement (see Statement on Responsibilities in Personal
Financial Practice [SRPFP] No. 3, Implementation Engagement Functions and
Responsibilities [section 300]). Monitoring and updating services may be either
separate or combined engagements.

.05 Updating generally occurs as a result of a monitoring engagement,
but may also occur as a result of changed goals or circumstances or a lapse of
time, independent of a monitoring engagement.

Guidance Applicable to Monitoring and
Updating Engagements

.06 The CPA should apply existing applicable professional standards and
should consider the guidance included in other published SRPFPs.2

.07 The CPA should document his or her understanding of the nature and
extent of the monitoring and/or updating services to be provided and the roles

1 Although the CPA would typically have informed the client during a personal financial planning
engagement in which planning recommendations are developed that monitoring and updating are
important elements of the financial planning process, the CPA is not responsible for undertaking
these services except by specific agreement with the client.

2 Refer to paragraphs 6 through 10 of SRPFP No. 1, Basic Personal Financial Planning Engage-
ment Functions and Responsibilities [section 100.06-.10], for a discussion of applicable standards and
guidance.
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and responsibilities of the CPA, the client, and other advisers. The CPA should
refer to paragraphs 13 and 14 of SRPFP No. 1 [section 100.13-.14] for additional
documentation guidance.

Monitoring Engagements
.08 Monitoring engagements vary in complexity and scope, as well as in

the nature and extent of assistance to be provided by the CPA. For example,
the CPA may—

a. Undertake some, or all, of the monitoring services.

b. Coordinate and/or review monitoring services performed by other ad-
visers (see SRPFP No. 2, Working With Other Advisers [section 200]).

c. Monitor the progress toward goals in a financial plan developed by
other advisers (see SRPFP No. 2 [section 200]).

The CPA and client should agree on the nature and extent of the CPA's services
in a monitoring engagement.

.09 In determining the client's progress toward achieving established fi-
nancial planning goals, the CPA should—

a. Ascertain whether all recommended actions to achieve the goals were
undertaken.

b. Measure and evaluate the actual progress toward achievement of the
goals.

c. Identify developments in the client's circumstances and in external
factors that affect the financial plan.

.10 The CPA and client should agree on how frequently the progress to-
ward the client's financial planning goals should be monitored. The CPA should
use monitoring criteria that are appropriate and consistent with the criteria
used to establish the financial planning goals being monitored.

.11 The CPA should focus on criteria and other factors that are important
to the ultimate attainment of the financial planning goals being monitored. For
example, realizing a targeted investment rate of return may be important for
the ultimate achievement of the client's retirement planning goals; however,
at a particular time, monitoring the client's level of spending may be more
important.

.12 The CPA should communicate to the client the CPA's evaluation of
progress toward achieving the client's financial planning goals. Such commu-
nication should ordinarily be in writing.

.13 As a result of a monitoring engagement, the CPA may identify differ-
ences from the expected progress toward the client's financial planning goals
or other circumstances that might warrant a review or update of the existing
financial plan. In this case, the CPA should evaluate whether the differences or
circumstances necessitate an update of the client's existing financial plan and
financial planning recommendations and advise the client accordingly.
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.14 The following is an illustration of a communication in the event that
the CPA, during the course of a monitoring engagement, has determined that
the progress in achieving the client's financial planning goals differs from the
expected progress.

Your children's college education funds have not earned the targeted rate of
return assumed in your existing financial plan. If this trend continues, you will
not have saved enough to meet anticipated costs. We, therefore, recommend
that your education savings plan be updated.

.15 The following is an illustration of a communication in the event that
the CPA, during the course of a monitoring engagement, has identified changes
in the client's circumstances that warrant an update of the client's financial
plan.

During the course of our monitoring engagement, we learned that you have
inherited a large interest in a closely held business. This change in your busi-
ness circumstances may impact several of the recommendations contained in
your financial plan, Accordingly, we recommend that your financial plan now
be updated.

Updating Engagements
.16 Updating engagements vary in complexity and scope, as well as in the

nature and extent of assistance to be provided by the CPA. The CPA should com-
municate to the client the fact that updating a personal financial plan affects all
aspects of the plan and that all existing financial planning recommendations
should be reviewed as part of the updating process. The CPA and client should
agree on the nature and extent of the CPA's services in updating financial plan-
ning recommendations.

.17 An updating engagement generally involves the same functions and
responsibilities outlined in SRPFP No. 1 [section 100] and expanded upon in
other SRPFPs. Accordingly, the CPA should refer to other SRPFPs, as appropri-
ate, when engaged to update a client's personal financial planning recommen-
dations. For example, SRPFP No. 5 [section 500] and paragraphs 15 and 16 of
SRPFP No. 1 [section 100.15-.16] provide guidance on developing a basis for rec-
ommendations; the CPA should, therefore, determine whether all criteria and
assumptions used as a basis for existing financial planning recommendations
are still valid before developing revised recommendations.

.18 In updating a personal financial plan and financial planning recom-
mendations, the CPA should consider the integrated nature of financial plan-
ning and the effect of revising recommendations to achieve one financial plan-
ning goal on the client's ability to achieve all other financial planning goals.
For example, if, as part of updating a client's financial plan, the CPA revises
the amount to be saved each month to fund retirement goals, the CPA should
consider the effect of this recommendation on the client's ability to fund other
goals, such as children's education, and on the client's cash flow.

.19 The CPA should communicate to the client any revisions to financial
planning recommendations that arise as a result of the engagement. Such com-
munication should ordinarily be in writing.

.20 The following is an illustration of a communication in the event that
the client has engaged the CPA to update the client's estate plan, but not to
revise recommendations on other financial planning issues.
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Updating any portion of your personal financial plan may affect other aspects
of the plan. All of your financial planning recommendations should be reviewed
periodically as part of the updating process. You have asked us to update only
those financial planning recommendations for achieving your estate planning
goals. Had we addressed all aspects of your financial plan, different recommen-
dations may have resulted.
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PFP Section 500

Developing a Basis for Recommendations

Issued January
1996

Definition and Scope
.01 This section is intended to provide guidance to the certified public

accountant (CPA) engaged by a client to develop personal financial planning
recommendations.

.02 Financial planning recommendations are suggested actions developed
to assist the client in achieving financial goals.

.03 Recommendations are based on analyses and other procedures that
are conducted prior to and in preparation for developing suggested actions. The
CPA's knowledge and experience also contribute to the basis for recommenda-
tions.

.04 Developing a basis for the recommendations involves the following:

a. Collecting relevant quantitative and qualitative information, which
may include but is not limited to—

1. The client's goals, existing financial situation, and available re-
sources

2. Nonfinancial factors such as client attitudes, risk tolerance, fam-
ily considerations, age, health, and life expectancy

3. External factors such as estimates of inflation, taxes, economic
conditions, legislative activity, investment markets, and interest
rates

4. Reasonable estimates, projections, and assumptions furnished by
the client, provided by the client's advisers, or developed by the
CPA

b. Analyzing the client's current situation as it relates to the client's goals
and objectives and identifying strengths and weaknesses of the exist-
ing financial situation

c. Formulating, evaluating, and recommending appropriate strategies
and courses of action for achieving the client's goals

Guidance Applicable to Developing a Basis
for Recommendations

.05 The CPA should apply existing applicable professional standards and
should consider the guidance included in other published Statements on Re-
sponsibilities in Personal Financial Planning Practice (SRPFPs).1

1 Refer to paragraphs 6 through 10 of SRPFP No. 1, Basic Personal Financial Planning Engage-
ment Functions and Responsibilities [section 100.06-.10], for a discussion of applicable standards and
guidance.
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.06 The CPA should document the nature and extent of the procedures per-
formed in developing financial planning recommendations.2 The CPA should re-
fer to paragraphs 13 and 14 of SRPFP No. 1, Basic Personal Financial Planning
Engagement Functions and Responsibilities [section 100.13-.14], for documen-
tation guidance.

Collecting Information
.07 Since personal financial planning recommendations are developed to

address specified goals, the CPA should obtain an understanding of the client's
measurable goals.

.08 The CPA should obtain sufficient relevant information to form a basis
for recommendations to assist the client in achieving his or her financial goals.
The nature and amount of information will depend on the scope and complexity
of the engagement and the professional judgment of the CPA.

.09 If the CPA is unable to collect sufficient relevant information to form
a basis for recommendations, he or she may restrict the scope of the engage-
ment to those matters for which sufficient information is available. The CPA
should communicate to the client any limitation on the scope of the engage-
ment, as well as the fact that this limitation could affect the conclusions and
recommendations developed.

.10 If there is not sufficient information to proceed, the CPA should con-
sider terminating the engagement. The CPA should communicate notice of such
termination to the client.

.11 Communications involving limitations on the scope or terminations of
engagements should ordinarily be in writing. The CPA should refer to SRPFP
No. 1, paragraphs 5 and 18 [section 100.05 and .18], for further guidance when
engagements are limited in scope.

Analyzing Information
.12 The nature and extent of analyses and other procedures performed

in developing a basis for recommendations are affected by the scope and ob-
jectives of the engagement. However, even when an engagement addresses a
limited number of specific personal financial goals, the CPA should consider the
client's overall financial circumstances in developing recommendations. For ex-
ample, in considering ways to achieve the goal of providing for the education
of the client's children, other planning areas, such as providing for the client's
retirement, may have an impact on that goal.

.13 The CPA should evaluate the reasonableness of estimates and assump-
tions that are significant to the plan.

a. The CPA should consider the appropriateness of the assumptions
used.3 For example, the use of a current rate of return on investments

2 If the CPA will be developing investment recommendations, he or she may need to obtain infor-
mation on becoming a Registered Investment Adviser and may want to refer to the AICPA's Guide to
Registering as an Investment Adviser.

3 Regarding the use of appropriate assumptions, the CPA should consider the guidance provided
in paragraphs 6.30 to 6.36 of the Audit and Accounting Guide Guide for Prospective Financial Infor-
mation (see the appendix [paragraph .21] of this section).
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to calculate the amount of capital needed to fund a short-term goal is
appropriate if the recommendation is to fund the goal with short-term
investments.

b. The CPA should use assumptions that are consistent with each other.
For example, an assumed low rate of inflation would be consistent with
an assumed low rate of return for future investments in fixed-income
securities.

c. When performing analyses based on estimates, assumptions, and pro-
jections, the CPA should consider their sensitivity in relation to the
overall plan.4 For example, in a long-range retirement funding projec-
tion, a slight change in the assumed rate of return on investments may
have a significant impact on the projected result.

d. If, during the course of the engagement, the CPA determines that sig-
nificant estimates, projections, or assumptions are no longer valid, the
CPA should evaluate the appropriateness of the original engagement
objectives. The CPA should also revise the collection of relevant infor-
mation and the analysis of that information, as appropriate. The CPA
should refer to "Defining the Engagement Objectives" (paragraphs 11
through 13) in SRPFP No. 1 [section 100.11-.13].

.14 The CPA should communicate to the client the assumptions and es-
timates that are significant to the plan and should identify those that have a
high probability of variation that could materially affect the plan. Such commu-
nication should ordinarily be in writing and include a statement that projected
results may not be achieved.

.15 The CPA should integrate analyses in one financial planning area with
analyses in other financial planning areas for which the CPA has been engaged.
For example, analysis for college funding may affect or be affected by analysis in
risk management, retirement funding, cash management, investment strate-
gies, and income, estate, and gift taxation.

.16 If the CPA determines that the client's goals cannot reasonably be
achieved, the CPA should communicate to the client the need to reconsider the
originally stated goals.

Formulating Strategies and Recommendations
.17 Recommendations are derived, in part, from analyses of relevant in-

formation and should be consistent with the client's goals.

.18 The client may impose a constraint on the engagement that affects the
CPA's recommendations. For example, the client may stipulate that he or she
will not purchase health insurance. This stipulation may affect the personal
financial planning recommendations developed.

.19 In situations of a client-imposed constraint, the CPA should commu-
nicate to the client the fact that this constraint could affect the conclusions and
recommendations developed. Communications involving client-imposed con-
straints on engagements should ordinarily be in writing. The CPA should refer

4 Regarding the sensitivity of appropriate assumptions, the CPA should consider the guidance pro-
vided in paragraphs 6.37 and 6.38 of the Audit and Accounting Guide Guide for Prospective Financial
Information (see the appendix [paragraph .21] of this section).
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to SRPFP No. 1, paragraphs 5 and 18 [section 100.05 and .18], for further guid-
ance when the engagement is limited in scope.

.20 The CPA should integrate recommendations developed to achieve one
financial planning goal with the recommendations regarding other goals. For
example, recommendations for college funding may affect or be affected by rec-
ommendations in risk management, retirement funding, cash management,
investment strategies, and income, estate, and gift taxation.

PFP §500.20



P1: JsY

ACPA096-p20001-21003 ACPA096-Vol-II-PS.cls July 16, 2009 19:54

Developing a Basis for Recommendations 2269

.21

Appendix

Excerpt From Guide for Prospective Financial Information
The appendix is an excerpt from chapters 1 and 6 of the AICPA Audit and

Accounting Guide Guide for Prospective Financial Information.

Chapter 1—Introduction
Structure of the Guide

1.07 The guidance on forecasted financial information contained in Chap-
ters 6–23 generally also applies to projected financial information. Certain
paragraphs in those chapters, however, do not apply—partially or fully—to pro-
jections. In those instances, readers interested in financial projections should
refer to the corresponding italicized paragraphs (which bear the same para-
graph numbers followed by the letter P) and consider the modifications dis-
cussed in those paragraphs in conjunction with the paragraphs that precede
them.

Chapter 6—Preparation Guidelines
Assumptions used in preparing financial forecasts should
be appropriate.

6.30 Assumptions are the essence of developing financial forecasts and are
the single most important determinant of such statements. The quality of the
underlying assumptions largely determines the quality of financial forecasts.

6.31 The attention devoted to the appropriateness of a particular assumption
should be commensurate with the likely relative impact of that assumption on
the prospective results. Assumptions with greater impact should receive more
attention than those with less impact.

6.32 The assumptions should be reasonable and suitably supported. The
level of support should be persuasive, although there are times when a number
of assumptions within a narrow range of possibilities may appear equally likely.

6.32P Hypothetical assumptions need not be reasonable but should be appro-
priate in light of the purpose for which the financial projection is prepared. All
other assumptions should be reasonable, given the hypothetical assumptions,
and be consistent with the hypothetical assumptions and with each other. That
is, the other assumptions should be developed to depict conditions based on the
hypothetical assumptions. For example, if a financial projection is prepared to
show the effect of the construction of a new production facility that is partially
financed, the presentation should include the effect of the related debt service.
Furthermore, hypothetical assumptions need not be supported, as they relate to
the special purpose of the presentation. The other assumptions, however, should
be suitably supported given the hypothetical assumptions.

6.33 The nature of a business enterprise is such that many underlying as-
sumptions are interrelated, and certain of their elements may have multiple
effects. For example, a slowdown in economic activity typically will not only
cause a slowdown in sales volume, but may also affect sales prices and the
availability and cost of resources. The conditions assumed in arriving at the
prospective sales or revenue data should be consistent with those assumed in
developing the prospective financial data for the cost of operations. Care should
be exercised to ensure that appropriate costs and revenues have been consid-
ered, that sufficient capacity and resources would be available to produce the
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forecasted revenues, that capital expenditures have been recognized as appro-
priate, that provision has been made for applicable taxes, and that the need for
financing has been considered.

6.34 Support for assumptions might include market surveys; general eco-
nomic indicators; trends and patterns developed from the entity's operating
history, such as historical sales trends; and internal data and analyses, such as
obligations under union contracts for labor rates.

6.35 In analyzing alternative assumptions, care should be exercised to as-
sess the situation objectively. Relating assumptions to past or present condi-
tions often is a useful approach for checking reasonableness or appropriateness;
however, trends are not necessarily reliable indicators of the future. Particular
attention should be given to the possibility of changes in conditions, which must
rest mainly on theory and on an understanding of the basic causal factors.

6.36 It is ordinarily not feasible to exhaustively document and support all
the assumptions underlying financial forecasts. It is nevertheless necessary to
seek out and to identify explicitly the information that forms a basis for the most
significant assumptions; although, frequently, the most basic assumptions with
enormous potential impact, such as those relating to war or peace conditions,
are not addressed explicitly. Despite precautions, hindsight will often reveal
assumptions that have been overlooked or that, in light of later circumstances,
received inadequate treatment. Furthermore, the nature of developing financial
forecasts is such that some assumptions may not materialize, and unanticipated
events and circumstances may occur no matter what effort, analysis, or support
may be applied.

The process used to develop financial forecasts should provide
the means to determine the relative effect of variations in the
major underlying assumptions.

6.37 Prospective financial results are relatively more sensitive to certain as-
sumptions and less sensitive to others. Small changes in certain assumed con-
ditions can result in relatively large variations in the prospective results, while
relatively large changes in other assumptions cause only minor shifts in the
prospective results.

6.38 In developing financial forecasts, an understanding of the relative sensi-
tivity of the results to the assumed conditions permits the allocation of analysis
and study, as well as review by persons of higher authority, to those areas with
the most significant effects. Particular attention should be devoted to those
assumptions (a) to which the attainment of forecasted results is particularly
sensitive (that is, those in which a small variation in the assumptions would
have a large effect on forecasted results) and (b) for which the probability of
variation is high.
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CPE Section

CONTINUING PROFESSIONAL EDUCATION

Since they were first issued jointly in 1996, the AICPA and the Na-
tional Association of State Board of Accountancy (NASBA) have worked
collaboratively to create continuing professional education (CPE) stan-
dards. The latest revision of those standards, dated December 31, 2001,
is presented here. While individual state boards of accountancy are
encouraged to adopt these standards as presented, the state boards
have the final authority on the acceptance of individual courses for CPE
credit for their licensees. For AICPA members that are not currently
licensed to practice as a CPA, these standards are effective as of Jan-
uary 1, 2002 for purposes of complying with the Institute's membership
requirement.

In revising these standards, the AICPA and NASBA recognized
advances in the delivery of CPE. The Joint AICPA/NASBA CPE Com-
mittee believes the new standards will promote having the professional
create a plan to identify and close gaps in his or her needed skill set.

These standards have been approved by the AICPA/NASBA Joint
Committee on CPE Standards, and the Boards of Directors of both the
AICPA and NASBA. Effective implementation dates are as follows:
• January 1, 2002 for CPAs, group programs and independent study;
• Upon publication for self-study courses initially released after De-

cember 31, 2002; and
• January 1, 2004 for self-study courses already on the market as of

December 31, 2002.
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CPE Section 10

Policies for the CPE Membership Requirement

Revised December 2001

I. GENERAL
A. Purpose—The purpose of the continuing professional education

(CPE) requirement is to increase the professional competence of each
member. Members are expected to maintain the high standards of the
profession by selecting quality education programs to fulfill their con-
tinuing education requirements. Members will have wide latitude in
selecting continuing education programs suitable to their professional
activities. This policy contains the following sections:

General I.
Basic Requirements II.
Qualifying Programs III.
Exceptions IV.
Audits of CPE V.

B. AICPA vs. State Requirements—Members of the American Insti-
tute of Certified Public Accountants (AICPA) who are Certified Pub-
lic Accountants licensed in specific states and/or who are members of
their respective state CPA societies are cautioned that the AICPA's
CPE policy, while similar in many respects to the state boards of ac-
countancy and state CPA society policies, is not identical. For example,
the AICPA's continuing education requirement covers a three-year pe-
riod in contrast to the states' one-, two- or three-year periods, and some
states may not award CPE credit for some subjects. Thus, complying
with the AICPA's policy may not necessarily maintain membership in
state CPA societies or provide for continued state licensing or certifica-
tion. Individuals should carefully consult the relevant state boards of
accountancy and/or state CPA society guidance to ensure compliance.

C. Effective Date—These policies apply to all members and became ef-
fective as of January 1, 1990.

D. Failure to Meet CPE Requirements—Failure to meet the CPE
requirements will, unless the requirement is waived under section IV,
result in a loss of membership in the AICPA.

II. BASIC REQUIREMENTS
A. Members—From January 1, 2001, forward and for each three-year

reporting period thereafter, all AICPA members shall complete 120
hours, or its equivalent, of continuing professional education. Compli-
ance can be achieved either by a formal program of education or by
any other means, however measured, that would be reasonably ex-
pected to maintain professional competencies in the member's area
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of practice or employment. Members shall report compliance with
such requirement to the AICPA each year and shall keep appropri-
ate records and submit copies of such on request of the Institute.

B. New Members—For those individuals joining the AICPA on January
1, 1990, and thereafter ("new members"), the three-year reporting pe-
riod and the CPE requirements begin in the calendar year following
the year membership commences. For example, a new member in cal-
endar year 1993 begins a three-year reporting period on January 1,
1994, which ends December 31, 1996, and is required, beginning for
the calendar year 1994, to comply with the CPE requirements set forth
above.

C. Reinstatement—Individuals applying for reinstatement who have
voluntarily or involuntarily lost their membership or come out of re-
tirement or inactive status shall be treated as "new members." Their
new three-year reporting period for CPE requirements begins in the
calendar year following their reinstatement.

D. Changing Status—Members changing from or to public practice do
not begin a new three-year reporting period. However, the CPE re-
quirement shall be adjusted to the following three-year totals:

Year of Change

Year 1 Year 2 Year 3
To Public Practice 120 110 100
From Public Practice 100 110 120

E. Grace Period—Any member who has not completed the required
number of hours during a reporting period will be allowed the two
months immediately following the period to make up the deficiency.
Hours credited toward a deficiency during this two-month period may
not be counted toward the annual minimum requirement of the edu-
cational year in which they are taken. Furthermore, any continuing
professional education hours claimed during the two-month period to
make up any deficiency for the preceding three-year period may not be
counted toward the requirement for the three-year reporting period in
which they are taken.

F. Reporting—No separate reporting is required. By paying their dues
each year, members affirm they are in compliance with the CPE mem-
bership requirements. Members should keep detailed records of the
CPE they complete in the event they are selected to verify their com-
pliance. See the next section for information that should be retained.

G. Documentation and Records Retention—Members of the AICPA
bear the primary responsibility of documenting that they have com-
plied with the CPE requirements. They should retain evidence of sat-
isfactory completion for a period of five years after the completion of
the educational programs. For each CPE program completed, members
should be able to document the following:

1. Sponsor

2. Title and description of content

3. Date(s)

4. Location

5. Number of CPE contact hours.
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III. QUALIFYING PROGRAMS

Members have wide latitude in selecting continuing professional education
suitable to their professional activities. The underlying principle is that all pro-
grams should contribute to a member's professional competence. Acceptable
subjects include the fields of study set forth in the AICPA National CPE Cur-
riculum: accounting and auditing, consulting services, specialized knowledge
and applications, management, personal development, and taxation. Other sub-
jects may also be acceptable if they maintain and/or increase the accounting
professional's competence. Members have the option of selecting programs that
relate to their specific jobs. For example, a member in industry who is engaged
in marketing activities may fulfill the requirement by completing continuing
education in marketing and a member who owns or operates a small business
may complete CPE that relates to running that business.

Members may participate in CPE programs sponsored by a wide variety of
organizations including, but not limited to, the AICPA, state societies of CPAs,
other professional associations, colleges and universities, and their own firms.
Service as an instructor at a CPE program may qualify when it increases the
instructor's professional competence. Writing published articles, books or CPE
programs may also qualify.

CPE credit should be measured in whole hours and claimed only for the
time a group study program is actually attended. (CPE credit is measured in
50-minute "contact hours.") CPE credit for self-study programs is recommended
by the sponsor and must be documented by a certificate or other evidence of
completion.

Ultimately the CPE credit claimed is the responsibility of the individual
member. Each member must only claim credit for the formal programs of learn-
ing he or she actually completed that contributed to his or her professional
competence.

For more detailed information about qualifying programs, please refer to
the Statement on Standards for Continuing Professional Education (CPE) Pro-
grams which is included here [sections 100–400] as part of these policies. Mem-
bers must comply with those standards that apply to individual accounting
professionals—namely, the standards in these sections: General Standards,
Standards for CPE Program Measurement, and Standards for CPE Program
Reporting. The other two sections contain standards that apply to program
developers and program sponsors. To the extent a member is in the role of a
program developer or sponsor, he or she must also comply with the developer
and sponsor standards. Members are not responsible to see that the program
developers and sponsors of programs they attend are in compliance with the
CPE standards.

IV. EXCEPTIONS
A. General—Members may request a waiver if they are prohibited from

fulfilling the CPE requirements for the reasons set forth below. Such re-
quests must be submitted in writing to the CPE Division of the AICPA.
When the status changes from the one for which the exception ap-
plies, the CPE requirement begins in the calendar year following the
change.
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1. Foreign Residency—The request should include the country of
residence, the name of the employer, the principal duties and re-
sponsibilities performed, and the reasons foreign residency pro-
hibits fulfilling the requirement.

2. Health—The request should include the nature of the illness, the
name and address of the attending physician, and the reason the
illness prohibits fulfilling the requirement.

3. Military Service—The request should include the principal du-
ties performed, where stationed, the name and address of mem-
ber's commanding officer, and the reason why military service
prohibits fulfilling the requirement.

4. Other Similar Reasons—The request should include the nature
of the hardship and the reason why it prohibits fulfilling the CPE
requirement.

B. Retired and Inactive Members—For purposes of the CPE require-
ment, "retired" and "inactive" mean a member is in one of those cate-
gories for paying AICPA dues. Retired members and inactive members
who are unemployed or have left the workforce to raise a family are ex-
empt from the CPE requirement. Members who are retired or exempt
for any part of the year are exempt for the full year.

V. AUDITS OF CPE
The AICPA will verify compliance on a test basis. The extent and scope of such
examination will be determined and administered by the AICPA.
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CPE Section 100

Preamble

.01 The right to use the title "Certified Public Accountant" (CPA) is reg-
ulated in the public interest and imposes a duty to maintain public confidence
and current knowledge, skills, and abilities in all areas in which they provide
services. CPAs must accept and fulfill their ethical responsibilities to the public
and the profession regardless of their fields of employment.1

.02 The profession of accountancy is characterized by an explosion of
relevant knowledge, ongoing changes and expansion, and increasing complex-
ity. Advancing technology, globalization of commerce, increasing specialization,
proliferating regulations, and the complex nature of business transactions have
created a dynamic environment that requires CPAs to continuously maintain
and enhance their knowledge, skills, and abilities.

.03 The continuing development of professional competence involves a
program of lifelong educational activities. Continuing Professional Education
(CPE) is the term used in these standards to describe the educational activities
that assist CPAs in achieving and maintaining quality in professional services.

.04 The following standards have been broadly stated in recognition of
the diversity of practice and experience among CPAs. They establish a frame-
work for the development, presentation, measurement, and reporting of CPE
programs and thereby help to ensure that CPAs receive the quality CPE nec-
essary to satisfy their obligations to serve the public interest.

1 The term "CPAs" is used in these standards to identify all persons who are licensed and/or
regulated by boards of accountancy.
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CPE Section 200

Standards for CPAs

General Standards
.01 Standard No. 1. All CPAs should participate in learning ac-

tivities that maintain and/or improve their professional competence.1

.02 Commentary. Selection of learning activities should be a thought-
ful, reflective process addressing the individual CPA's current and future pro-
fessional plans, current knowledge and skills level, and desired or needed ad-
ditional competence to meet future opportunities and/or professional responsi-
bilities.

.03 CPA's fields of employment do not limit the need for CPE. CPAs per-
forming professional services need to have a broad range of knowledge, skills,
and abilities. Thus, the concept of professional competence should be inter-
preted broadly. Accordingly, acceptable continuing education encompasses pro-
grams contributing to the development and maintenance of both technical and
non-technical professional skills.

.04 Acceptable subjects include accounting, assurance/auditing, consult-
ing services, specialized knowledge and applications, management, taxation,
and ethics. Other subjects, including personal development, may also be ac-
ceptable if they maintain and/or improve the CPA's professional competence.

.05 To help guide their professional development, CPAs may find it useful
to develop a learning plan (see definition in Glossary [section 400.15]). The
learning plan can be used to evaluate learning and professional competence
development. It should be reviewed periodically and modified as professional
competence needs change.

.06 Standard No 2. CPAs should comply with all applicable CPE
requirements and should claim CPE credit only for CPE programs
when the CPE program sponsors have complied with the Standards
for CPE Program Presentation (Nos. 8–11) and Standard for CPE Pro-
gram Reporting No. 17.

.07 Commentary. CPAs are responsible for compliance with all appli-
cable CPE requirements, rules, and regulations of state licensing bodies, other
governmental entities, membership associations, and other professional orga-
nizations or bodies. CPAs should contact each appropriate entity to which they
report to determine its specific requirements or any exceptions it may have to
the standards presented herein.

1 The terms "should" and "must" are intended to convey specific meanings within the context of
this Joint AICPA/NASBA Statement on Standards for Continuing Professional Education Programs
[sections 100–400].The term "must" is used only in the standards applying to CPE program sponsors
to convey that CPE program sponsors are not permitted any departure from those specific standards.
The term "should" is used in the standards applying to both CPAs and CPE program sponsors and is
intended to convey that CPAs and CPE program sponsors are expected to follow such standards as
written and are required to justify any departures from such standards when unusual circumstances
warrant such departures.
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.08 Periodically, CPAs participate in learning activities which do not com-
ply with all applicable CPE requirements, for example specialized industry pro-
grams offered through industry sponsors. If CPAs propose to claim credit for
such learning activities, they should retain all relevant information regarding
the program to provide documentation to state licensing bodies and/or all other
professional organizations or bodies that the learning activity is equivalent to
one which meets all these Standards.

.09 Standard No. 3. CPAs are responsible for accurate reporting
of the appropriate number of CPE credits earned and should retain ap-
propriate documentation of their participation in learning activities,
including: (1) name and contact information of CPE program sponsor,
(2) title and description of content, (3) date(s) of program, (4) location
(if applicable), and (5) number of CPE credits, all of which should be
included in documentation provided by the CPE program sponsor.

.10 Commentary. To protect the public interest, regulators require
CPAs to document maintenance and enhancement of professional compe-
tence through periodic reporting of CPE. For convenience, measurement is
expressed in CPE credits. However, the objective of CPE must always be main-
tenance/enhancement of professional competence, not attainment of credits.
Compliance with regulatory and other requirements mandates that CPAs keep
documentation of their participation in activities designed to maintain and/or
improve professional competence. In the absence of legal or other requirements,
a reasonable policy is to retain documentation for a minimum of five years from
the end of the year in which the learning activities were completed.

.11 Participants must document their claims of CPE credit. Examples of
acceptable evidence of completion include:

• For group and independent study programs, a certificate or other ver-
ification supplied by the CPE program sponsor.

• For self-study programs, a certificate supplied by the CPE program
sponsor after satisfactory completion of an examination.

• For instruction credit, a certificate or other verification supplied by the
CPE program sponsor

• For a university or college course that is successfully completed for
credit, a record or transcript of the grade the participant received.

• For university or college non-credit courses, a certificate of attendance
issued by a representative of the university or college.

• For published articles, books, or CPE programs, (1) a copy of the publi-
cation (or in the case of a CPE program, course development documen-
tation) that names the writer as author or contributor, (2) a statement
from the writer supporting the number of CPE hours claimed, and (3)
the name and contact information of the independent reviewer(s) or
publisher.

.12 Standard No. 4. CPAs who complete sponsored learning activ-
ities that maintain or improve their professional competence should
claim the CPE credits recommended by CPE program sponsors.

.13 Commentary. CPAs may participate in a variety of sponsored
learning activities, such as workshops, seminars and conferences, self-study
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courses, Internet-based programs, and independent study. While CPE pro-
gram sponsors determine credits, CPAs should claim credit only for activities
through which they maintained or improved their professional competence.
CPAs who participate in only part of a program should claim CPE credit only
for the portion they attended or completed.

.14 Standard No. 5. CPAs may engage in independent study un-
der the direction of a CPE program sponsor who has met the applica-
ble standards for CPE program sponsors when the subject matter and
level of study maintain or improve their professional competence.

.15 Commentary. Independent study is an educational process de-
signed to permit a participant to learn a given subject under the guidance
of a CPE program sponsor one-on-one. Participants in an independent study
program should:

• Enter into a written learning contract with a CPE program sponsor
who must comply with the applicable standards for CPE program spon-
sors.

• Accept the written recommendation of the CPE program sponsor as to
the number of credits to be earned upon successful completion of the
proposed learning activities. CPE credits will be awarded only if:

1. All the requirements of the independent study as outlined in the
learning contract are met,

2. The CPE program sponsor reviews and signs the participant's
report,

3. The CPE program sponsor reports to the participant the actual
credits earned, and

4. The CPE program sponsor provides the participant with contact
information.

The credits to be recommended by an independent study CPE program
sponsor should be agreed upon in advance and should be equated to
the effort expended to improve professional competence. The credits
cannot exceed the time devoted to the learning activities and may be
less than the actual time involved.

• Retain the necessary documentation to satisfy regulatory require-
ments as to the content, inputs, and outcomes of the independent study.

• Complete the program of independent study in 15 weeks or less.
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CPE Section 300

Standards for CPE Program Sponsors

General Standards
.01 Standard No. 1. CPE program sponsors are responsible for

compliance with all applicable standards and other CPE require-
ments.

.02 Commentary. CPE program sponsors may have to meet specific
CPE requirements of state licensing bodies, other governmental entities, mem-
bership associations, and/or other professional organizations or bodies. Profes-
sional guidance for CPE program sponsors is available from the AICPA and
NASBA; state-specific guidance is available from the state boards of accoun-
tancy. CPE program sponsors should contact the appropriate entity to deter-
mine requirements.

Standards for CPE Program Development
.03 Standard No. 2. Sponsored learning activities must be based

on relevant learning objectives and outcomes that clearly articulate
the knowledge, skills, and abilities that can be achieved by partici-
pants in the learning activities.

.04 Commentary. Learning activities provided by CPE program spon-
sors for the benefit of CPAs should specify the level, content, and learning ob-
jectives so that potential participants can determine if the learning activities
are appropriate to their professional competence development needs. Levels
include, for example, basic, intermediate, advanced, update, and overview (see
definitions in Glossary [section 400]).

.05 Standard No. 3. CPE program sponsors should develop and
execute learning activities in a manner consistent with the prereq-
uisite education, experience, and/or advance preparation of partici-
pants.

.06 Commentary. To the extent it is possible to do so, CPE program
sponsors should make every attempt to equate program content and level with
the backgrounds of intended participants. All programs must clearly identify
prerequisite education, experience, and/or advance preparation, if any, in pre-
cise language so that potential participants can readily ascertain whether they
qualify for the program.

.07 Standard No. 4. CPE program sponsors must use activities,
materials, and delivery systems that are current, technically accurate,
and effectively designed. CPE program sponsors must be qualified in
the subject matter.

.08 Commentary. To best facilitate the learning process, sponsored pro-
grams and materials must be prepared, presented and updated timely. Learning
activities must be developed by individuals or teams having expertise in the
subject matter. Expertise may be demonstrated through practical experience
or education.
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.09 CPE program sponsors must review the course materials periodically
to assure that they are accurate and consistent with currently accepted stan-
dards relating to the program's subject matter.

.10 Standard No. 5. CPE program sponsors of group and self-
study programs must ensure learning activities are reviewed by qual-
ified persons other than those who developed them to assure that the
program is technically accurate and current and addresses the stated
learning objectives. These reviews must occur before the first presen-
tation of these materials and again after each significant revision of
the CPE programs.

.11 Commentary. Individuals or teams qualified in the subject matter
must review programs. When it is impractical to review certain programs in
advance, such as lectures given only once, greater reliance should be placed
on the recognized professional competence of the instructors or presenters. Us-
ing independent reviewing organizations familiar with these standards may
enhance quality assurance.

.12 Standard No. 6. CPE program sponsors of independent study
learning activities must be qualified in the subject matter.

.13 Commentary. A CPE program sponsor of independent study learn-
ing activities must have expertise in the specific subject area related to the
independent study. The CPE program sponsor must also:

• Review, evaluate, approve and sign the proposed independent study
learning contract, including agreeing in advance on the number of
credits to be recommended upon successful completion.

• Review and sign the written report developed by the participant in
independent study.

• Retain the necessary documentation to satisfy regulatory require-
ments as to the content, inputs, and outcomes of the independent study.

.14 Standard No. 7. Self-study programs must employ learning
methodologies that clearly define learning objectives, guide the par-
ticipant through the learning process, and provide evidence of a par-
ticipant’s satisfactory completion of the program.

.15 Commentary. To guide participants through a learning process,
CPE program sponsors of self-study programs must elicit participant responses
to test for understanding of the material, offer evaluative feedback to incorrect
responses, and provide reinforcement feedback to correct responses. To provide
evidence of satisfactory completion of the course, CPE program sponsors of
self-study programs must require participants to successfully complete a final
examination with a minimum-passing grade of at least 70 percent before issu-
ing CPE credit for the course. Examinations may contain questions of varying
format, (for example, multiple-choice, essay and simulations.) If objective type
questions are used, at least five questions per CPE credit must be included
on the final examination. For example, the final examination for a five-credit
course must include at least 25 questions.

.16 Self-study programs must be based on materials specifically devel-
oped for instructional use. Self-study programs requiring only the reading
of general professional literature, IRS publications, or reference manuals fol-
lowed by a test will not be acceptable. However, the use of the publications and
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reference materials in self-study programs as supplements to the instructional
materials could qualify if the self-study program complies with each of the CPE
standards.

Standards for CPE Program Presentation
.17 Standard No. 8. CPE program sponsors must provide descrip-

tive materials that enable CPAs to assess the appropriateness of learn-
ing activities. To accomplish this, CPE program sponsors must inform
participants in advance of:

• Learning objectives.

• Prerequisites.

• Program level.

• Program content.

• Advance preparation.

• Instructional delivery methods.

• Recommended CPE credit.

• Course registration requirements.

.18 Commentary. For potential participants to effectively plan their
CPE, the program sponsor should disclose the significant features of the pro-
gram in advance (e.g., through the use of brochures, Internet notices, invita-
tions, direct mail, or other announcements). When CPE programs are offered
in conjunction with noneducational activities, or when several CPE programs
are offered concurrently, participants should receive an appropriate schedule
of events indicating those components that are recommended for CPE credit.
The CPE program sponsor's registration policies and procedures should be for-
malized, published, and made available to participants.

.19 CPE program sponsors should distribute program materials timely
and encourage participants to complete any advance preparation requirements.
All programs should clearly identify prerequisite education, experience, and/or
advance preparation requirements, if any, in the descriptive materials. Pre-
requisites should be written in precise language so that potential participants
can readily ascertain whether they qualify for the program.

.20 Standard No. 9. CPE program sponsors must ensure instruc-
tors are qualified with respect to both program content and instruc-
tional methods used.

.21 Commentary. Instructors are key ingredients in the learning pro-
cess for any group program. Therefore, it is imperative that CPE program spon-
sors exercise great care in selecting qualified instructors for all group programs.
Qualified instructors are those who are capable, through training, education,
or experience of communicating effectively and providing an environment con-
ducive to learning. They should be competent and current in the subject matter,
skilled in the use of the appropriate instructional methods and technology, and
prepared in advance.

.22 CPE program sponsors should evaluate the instructor's performance
at the conclusion of each program to determine the instructor's suitability to
serve in the future.
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.23 Standard No. 10. CPE program sponsors must employ an ef-
fective means for evaluating learning activity quality with respect to
content and presentation, as well as provide a mechanism for partici-
pants to assess whether learning objectives were met.

.24 Commentary. The objectives of evaluation are to assess participant
satisfaction with specific programs and to increase subsequent program effec-
tiveness. Evaluations, whether written or electronic, should be solicited from
participants and instructors for each program session, including self-study, to
determine, among other things, whether:

• Stated learning objectives were met.

• If applicable, prerequisite requirements were appropriate.

• Program materials were accurate.

• Program materials were relevant and contributed to the achievement
of the learning objectives.

• Time allotted to the learning activity was appropriate.

• If applicable, individual instructors were effective.

• Facilities and/or technological equipment was appropriate.

• Handout or advance preparation materials were satisfactory.

• Audio and video materials were effective.

.25 CPE program sponsors should periodically review evaluation results
to assess program effectiveness and should inform developers and instructors
of evaluation results.

.26 Standard No. 11. CPE program sponsors must ensure instruc-
tional methods employed are appropriate for the learning activities.
Learning activities should be presented in a manner consistent with
the descriptive and technical materials provided.

.27 Commentary. CPE program sponsors should evaluate the instruc-
tional methods employed for the learning activities to determine if the delivery
is appropriate and effective. Integral aspects in the learning environment that
should be carefully monitored include the number of participants and the fa-
cilities and technologies employed in the delivery of the learning activity.

.28 CPE program sponsors are expected to present learning activities that
comply with course descriptions and objectives. Appropriate supplemental ma-
terials may also be used.

Standards for CPE Program Measurement
.29 Standard No. 12. Sponsored learning activities are measured

by program length, with one 50-minute period equal to one CPE credit.
One-half CPE credit increments (equal to 25 minutes) are permitted
after the first credit has been earned in a given learning activity.

.30 Commentary. For learning activities in which individual segments
are less than 50 minutes, the sum of the segments should be considered one
total program. For example, five 30-minute presentations would equal 150 min-
utes and should be counted as three CPE credits. When the total minutes
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of a sponsored learning activity are greater than 50, but not equally divisible
by 50, the CPE credits granted should be rounded down to the nearest one-half
credit. Thus, learning activities with segments totaling 140 minutes should be
granted two and one-half CPE credits.

.31 While it is the participant's responsibility to report the appropriate
number of credits earned, CPE program sponsors must monitor group learning
activities to assign the correct number of CPE credits.

.32 For university or college credit courses that meet these CPE Standards,
each unit of college credit shall equal the following CPE credits:

• Semester System 15 credits

• Quarter System 10 credits

.33 For university or college non-credit courses that meet these CPE stan-
dards, CPE credits shall be awarded only for the actual classroom time spent
in the non-credit course.

.34 Credit is not granted to participants for preparation time.

.35 Only the portions of committee or staff meetings that are designed as
programs of learning and comply with these standards qualify for CPE credit.

.36 Standard No. 13. CPE credit for self-study learning activities
must be based on a pilot test of the average completion time.

.37 Commentary. A sample of intended professional participants should
be selected to test program materials in an environment and manner similar to
that in which the program is to be presented. The sample group of at least three
individuals must be independent of the program development group and pos-
sess the appropriate level of knowledge before taking the program. The sample
does not have to ensure statistical validity. CPE credits should be recommended
based on the average completion time for the sample. If substantive changes
are subsequently made to program materials further pilot tests of the revised
program materials should be conducted to affirm or amend, as appropriate, the
average completion time.

.38 Standard No. 14. Instructors or discussion leaders of learn-
ing activities should receive CPE credit for both their preparation and
presentation time to the extent the activities maintain or improve their
professional competence and meet the requirements of these CPE stan-
dards.

.39 Commentary. Instructors, discussion leaders, or speakers who
present a learning activity for the first time should receive CPE credit for ac-
tual preparation time up to two times the number of CPE credits to which
participants would be entitled, in addition to the time for presentation. For ex-
ample, for learning activities in which participants could receive 8 CPE credits,
instructors may receive up to 24 CPE credits (16 for preparation plus 8 for pre-
sentation). For repeat presentations, CPE credit can be claimed only if it can
be demonstrated that the learning activity content was substantially changed
and such change required significant additional study or research.

.40 Standard No. 15. Writers of published articles, books, or
CPE programs should receive CPE credit for their research and writ-
ing time to the extent it maintains or improves their professional
competence.

CPE §300.40



P1: JsY

ACPA096-p22001-23002 ACPA096-Vol-II-PS.cls July 16, 2009 19:56

2294 Continuing Professional Education

.41 Commentary. Writing articles, books, or CPE programs for publica-
tion is a structured activity that involves a process of learning. For the writer to
receive CPE credit, the article, book, or CPE program must be formally reviewed
by an independent party. CPE credits should be claimed only upon publication.

.42 Standard No. 16. CPE credits recommended by a CPE pro-
gram sponsor of independent study must not exceed the time the par-
ticipant devoted to complete the learning activities specified in the
learning contract.

.43 Commentary. The credits to be recommended by an independent
study CPE program sponsor should be agreed upon in advance and should be
equated to the effort expended to improve professional competence. The credits
cannot exceed the time devoted to the learning activities and may be less than
the actual time involved.

Standards for CPE Program Reporting
.44 Standard No. 17. CPE program sponsors must provide pro-

gram participants with documentation of their participation, which
includes the following:

• CPE program sponsor name and contact information.

• Participant’s name.

• Course title.

• Course field of study.

• Date offered or completed.

• If applicable, location.

• Type of instructional/delivery method used.

• Amount of CPE credit recommended.

• Verification by CPE program sponsor representative.

.45 Commentary. CPE program sponsors should provide participants
with documentation to support their claims of CPE credit. Acceptable evidence
of completion includes:

• For group and independent study programs, a certificate or other ver-
ification supplied by the CPE program sponsor.

• For self-study programs, a certificate supplied by the CPE program
sponsor after satisfactory completion of an examination.

• For instruction credit, a certificate or other verification supplied by the
CPE program sponsor

• For a university or college course that is successfully completed for
credit, a record or transcript of the grade the participant received.

• For university or college non-credit courses, a certificate of attendance
issued by a representative of the university or college.

• For published articles, books, or CPE programs, (1) a copy of the publi-
cation (or in the case of a CPE program, course development documen-
tation) that names the writer as author or contributor, (2) a statement
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from the writer supporting the number of CPE hours claimed, and (3)
the name and contact information of the independent reviewer(s) or
publisher.

.46 Standard No. 18. CPE program sponsors must retain adequate
documentation for five years to support their compliance with these
standards and the reports that may be required of participants.

.47 Commentary. Evidence of compliance with responsibilities set forth
under these Standards which is to be retained by CPE program sponsors in-
cludes, but is not limited to:

• Records of participation.

• Dates and locations.

• Instructor names and credentials.

• Number of CPE credits earned by participants.

• Results of program evaluations.

Information to be retained by developers includes copies of program materials,
evidence that the program materials were developed and reviewed by qualified
parties, and a record of how CPE credits were determined.

.48 For CPE program sponsors offering self-study programs, appropriate
pilot test records must be retained regarding the following:

• When the pilot test was conducted.

• The intended participant population.

• How the sample was determined.

• Names and profiles of sample participants.

• A summary of participants' actual completion time.
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CPE Section 400

Glossary

.01 Advanced. Learning activity level most useful for individuals with
mastery of the particular topic. This level focuses on the development of in-
depth knowledge, a variety of skills, or a broader range of applications. Ad-
vanced level programs are often appropriate for seasoned professionals within
organizations; however, they may also be beneficial for other professionals with
specialized knowledge in a subject area.

.02 Basic. Learning activity level most beneficial to CPAs new to a skill
or an attribute. These individuals are often at the staff or entry level in organi-
zations, although such programs may also benefit a seasoned professional with
limited exposure to the area.

.03 Continuing Professional Education (CPE). An integral part of
the lifelong learning required to provide competent service to the public. The
set of activities that enables CPAs to maintain and improve their professional
competence.

.04 CPE credit. Fifty minutes of participation in a group, independent
study or self-study program. One-half CPE credit increments (equal to 25 min-
utes) are permitted after the first credit has been earned in a given learning
activity.

.05 CPE program sponsor. The individual or organization responsi-
ble for setting learning objectives, developing the program materials to achieve
such objectives, offering a program to participants, and maintaining the docu-
mentation required by these standards. The term CPE program sponsor may
include associations of CPAs, whether formal or informal, as well as employers
who offer in-house programs.

.06 Evaluative feedback. Specific response to incorrect answers to
questions in self-study programs. Unique feedback must be provided for each
incorrect response, as each one is likely to be wrong for differing reasons.

.07 Group program. An educational process designed to permit a par-
ticipant to learn a given subject through interaction with an instructor and
other participants either in a classroom or conference setting or by using the
Internet.

.08 Independent study. An educational process designed to permit a
participant to learn a given subject under a learning contract with a CPE pro-
gram sponsor.

.09 Instructional methods. Delivery strategies such as case studies,
computer-assisted learning, lectures, group participation, programmed instruc-
tion, teleconferencing, use of audiovisual aids, or work groups employed in
group, self-study, or independent study programs.

.10 Intermediate. Learning activity level that builds on a basic pro-
gram, most appropriate for CPAs with detailed knowledge in an area. Such
persons are often at a mid-level within the organization, with operational and/or
supervisory responsibilities.
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.11 Internet-based programs. A learning activity, through a group
program (paragraph .07 above) or a self-study program (paragraph .22 follow-
ing), that is designed to permit a participant to learn the given subject matter
via the Internet. To qualify as either a group or self-study program, the Internet
learning activity must meet the respective standards.

.12 Learning activity. An educational endeavor that maintains or im-
proves professional competence.

.13 Learning contract. A written contract signed by an independent
study participant and a qualified CPE program sponsor prior to the commence-
ment of the independent study that:

1. Specifies the nature of the independent study program and the time
frame over which it is to be completed, not to exceed 15 weeks.

2. Specifies that the output must be in the form of a written report that
will be reviewed by the CPE program sponsor or a qualified person
selected by the CPE program sponsor.

3. Outlines the maximum CPE credit that will be awarded for the inde-
pendent study program, but limits credit to actual time spent.

.14 Learning objectives. Specifications on what participants should
accomplish in a learning activity. Learning objectives are useful to program
developers in deciding appropriate instructional methods and allocating time
to various subjects.

.15 Learning plans. Structured processes that help CPAs guide their
professional development. They are dynamic instruments used to evaluate and
document learning and professional competence development. This may be re-
viewed regularly and modified, as CPAs' professional competence needs change.
Plans include:

• A self-assessment of the gap between current and needed knowledge,
skills, and abilities;

• A set of learning objectives arising from this assessment; and

• Learning activities to be undertaken to fulfill the learning plan.

.16 Overview. Learning activity level that provides a general review of
a subject area from a broad perspective. These programs may be appropriate
for professionals at all organizational levels.

.17 Personal development. A field of study that covers such skills as
communications, managing the group process, dealing effectively with others,
interviewing, counseling, and career planning.

.18 Pilot test. Sampling of at least three independent individuals repre-
sentative of the intended participants to measure the average completion time
to determine the recommended CPE credit for self-study programs.

.19 Professional competence. Having requisite knowledge, skills, and
abilities to provide quality services as defined by the technical and ethical stan-
dards of the profession. The expertise needed to undertake professional respon-
sibilities and to serve the public interest.

.20 Program of learning. A collection of learning activities that are
designed and intended as continuing education and that comply with these
standards.
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.21 Reinforcement feedback. Specific responses to correct answers
to questions in self-study programs. Such feedback restates why the answer
selected was correct.

.22 Self-study program. An educational process designed to permit a
participant to learn a given subject without major involvement of an instructor.
Self-study programs use a pilot test to measure the average completion time
from which the recommended CPE credit is determined.

.23 Update. Learning activity level that provides a general review of new
developments. This level is for participants with a background in the subject
area who desire to keep current.

Effective Dates
.24 Unless otherwise established by state licensing bodies and/or other

professional organizations, these Standards are to be effective as follows:

• For CPAs, group programs and independent study—January 1, 2002.

• For self-study courses being published for the first time after December
31, 2002—upon publication.

• For self-study courses already in existence as of December 31, 2002—
January 1, 2004.
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