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May 19, 1993
This exposure draft contains 16 proposals for review and comment by the Institute's membership
and other interested parties regarding pronouncements to be adopted by the Professional Ethics
Executive Committee. The text of and an explanatory preface to each pronouncement are
included in this exposure draft.
A summary does not accompany this exposure draft because of the diversity of material included.
Instead, the type of information a summary would contain is included in the "Explanation"
preceding each proposal. The reader will thus be able to consider the proposed pronouncements
with clearer focus on the particular issues.
After the exposure period is concluded and the comments evaluated by the Professional Ethics
Executive Committee, the committee may decide to publish one or more of the proposed
pronouncements. Once published, the pronouncements become effective on the last day of the
month in which they are published in the Journal of Accountancy, except as otherwise stated
in the pronouncement.
Your comments are an important part of the standard-setting process. Please take this
opportunity to comment. Responses should be made under the appropriate heading on the
enclosed response form. They must be received at the AICPA by August 19, 1993. All written
replies to this exposure draft will become part of the public record of the AICPA and will be
available for inspection at the office of the AICPA after September 20, 1993, for a period of one
year.
Please send comments to Herbert A. Finkston, AICPA Professional Ethics Division, Harborside
Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881.
Sincerely,

Raymond L. Dever
Chairman
AICPA Professional Ethics Executive Committee

Herbert A. Finkston
Director
AICPA Professional Ethics Division

PROPOSED INTERPRETATION
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee takes the position that a member's firm may enter into a
cooperative arrangement with a client without impairing independence with respect to that client as long as
the arrangement is not material to the firm or the client. The proposed interpretation that is recommended
for adoption provides this position along with examples of cooperative arrangements.
[Text of Proposed Interpretation

Under Rule 101]

Independence and Cooperative Arrangements With Clients
Independence will be considered to be impaired if, during the period of a professional engagement or at the
time of expressing an opinion, a member's firm had any cooperative arrangement with the client that was
material to the member's firm or to the client.
Definition of Terms
Firm — For purposes of this interpretation only, a firm is a form of organization permitted by state law or
regulation whose characteristics conform to resolutions of Council that is engaged in the practice of public
accounting.
Cooperative Arrangement — A cooperative arrangement exists when a member's firm and a client jointly
participate in a business activity. The following are examples, which are not all inclusive, of cooperative
arrangements:
1. Prime/subcontractor arrangements to provide services or products to a third party
2. Joint ventures to develop or market products or services
3. Arrangements to combine one or more services or products of the firm with one or more services or
products of the client and market the package with references to both parties
4. Distribution or marketing arrangements under which the firm acts as a distributor or marketer of the
client's products or services, or the client acts as the distributor or marketer of the products or services of
the firm
Nevertheless, joint participation with a client in a business activity does not ordinarily constitute a
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.

PROPOSED ETHICS RULING
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee takes the position that independence would not be
considered to be impaired if a member included a clause in his or her engagement letters that provides that
the member would be held harmless from any liability resulting from misrepresentations of the client's
management. The committee proposes that the following ruling be adopted and become part of the AICPA
Code of Professional Conduct.
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[Text of Proposed Ruling Under Rule 101]
Indemnification Clause in Engagement Letters
Question — A member proposes to include in engagement letters a clause that provides that the client
would release, indemnify, defend, and hold the member (and his or her partners, heirs, executors, personal
representatives, successors, and assigns) harmless from any liability and costs resulting from knowing
misrepresentations by management. Would the inclusion of such an indemnification clause in engagement
letters impair the member's independence with respect to the client?
Answer — No.

PROPOSED ETHICS RULING UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee has concluded that independence would not be considered to
be impaired if a member and client agree to use alternative dispute resolution (ADR) techniques to resolve
any future disputes that may arise. The committee proposes that the following ruling be adopted and
become part of the AICPA Code of Professional Conduct.
[Text of Proposed Ruling Under Rule 101]
Agreement With Attest Client to Use ADR Techniques
Question — Would a predispute agreement between a member and a client to use alternative dispute
resolution (ADR) techniques to resolve disputes relating to attest services cause the member's independence
to be impaired?
Answer — No. Such an agreement would not cause an impairment of independence since the member and
the client are not in threatened or actual positions of material adverse interests by reason of threatened or
actual litigation.

PROPOSED ETHICS RULING UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee concluded that an alternative dispute resolution (ADR)
proceeding would not have the same effect on independence as litigation involving a member and client
unless binding arbitration is used. The committee proposes that the following ruling be adopted into the
AICPA Code of Professional Conduct.

[Text of Proposed Ruling Under Rule 101]
Commencement of ADR Proceeding
Question — Would the commencement of an alternative dispute resolution (ADR) proceeding impair
independence?
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 and the client in threatened or actual positions of material adverse
interests. Nevertheless, if binding arbitration is used, the member and the client would be in positions of
material adverse interests because arbitration proceedings are considered to be sufficiently similar to
litigation for ethics interpretation 101-6 [ET section 101.08] to be applied.
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PROPOSED ETHICS RULING UNDER RULE 101
[Explanation]
Frequently, a member or the members firm is asked by a client to perform certain internal audit activities.
The Professional Ethics Executive Committee has agreed that the performance of such services would not
impair independence and recommends that the following ruling be adopted into the AICPA Code of
Professional Conduct.
[Text of Proposed Ruling Under Rule 101 ]
Auditor's Performance of Certain Internal Audit Services
Question — An audit client of the member's firm is in need of assistance with the performance of its internal
audit activities. The activities could include, among other things, the following: testing of reconciliations of
general ledger accounts; surprise counts of cash; confirmations of accounts receivable; analyses of significant
fluctuations in income and expense accounts; and reviews of operational activities. Would independence be
considered to be impaired if the firm was engaged to perform such services or a staff member of the firm
assisted the client's employees in the performance of such services?
Answer — The performance of internal audit services, such as those described in the preceding paragraph,
would not impair the firm's independence regardless of whether the firm was engaged to perform such
services or the firm provided staff to assist the client's internal auditors.

PROPOSED ETHICS RULING UNDER RULE 101
[Explanation]
Interpretation 101-1.A.4 under rule 101, Independence [ET section 101.02], provides that if a member has a
loan to or from an attest client or any officer, director, or principal stockholder of that client, independence is
considered to be impaired (with certain exceptions). Therefore, a member's loan from a parent company, a
principal stockholder, would impair the member's independence with respect to any client that is a subsidiary
of that parent.
The AICPA Code of Professional Conduct is currently silent on whether a loan from a nonclient subsidiary
company would impair independence with respect to the client parent. The Professional Ethics Executive
Committee recommends that the following ruling be adopted to provide guidance on this issue.
[Text of Proposed Ruling Under Rule 101]
Member's Loan From a Nonclient Subsidiary of an Attest Client Parent Company
Question — A member has obtained a loan from a company that is not a client. The parent of the nonclient
has asked the member to perform an audit of its financial statements. Does the member's loan from the
subsidiary impair the member's independence with respect to the parent?
Answer — Yes.

PROPOSED REVISION OF INTERPRETATION 101-9
UNDER RULE 101
[Explanation]
The "Spouses and Dependent Persons" section of this interpretation is being proposed for revision. The
remainder of the interpretation would not be changed.
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Under the current interpretation, if a partner's spouse is in a position of "significant influence" with a client,
the entire firm's independence would be considered to be impaired with respect to that client. The proposed
revision would consider the firm to be independent if the partner meets the following four criteria:
1.
2.
3.
4.

The partner
The partner
The partner
The partner

does not participate in the engagement.
is not located in an office participating in a significant portion of the engagement.
does not have the ability to exercise influence over the engagement.
does not have any involvement with the engagement.

Similarly, a change is proposed with respect to an individual in a managerial position within the firm whose
spouse is in a position of "significant influence" with the client. Under the current interpretation, the firm's
independence would be impaired with respect to the client unless the manager does not participate in the
engagement and is located in an office that is not participating in a significant portion of the engagement.
The committee's proposed revision would consider the firm to be independent as long as the individual with
the managerial position does not participate in the engagement.
The Professional Ethics Executive Committee recommends that the following revision of interpretation
101-9 [ET section 101.11] related to the employment of spouses and dependent persons be adopted as part
of the AICPA Code of Professional Conduct.
[Text of Current Interpretation

101-9 Proposed for Revision]

The Meaning of Certain Independence Terminology and the Effect of Family
Relationships on Independence
This interpretation defines certain terms used in interpretation 101-1 [ET section 101.02] and, in doing so,
also explains how independence may be impaired through certain family relationships.
Member or Member's Firm
A member (as used in rule 101) and a member or a member's firm (as used in interpretation 101-1 [ET
section 101.02]) include—
1. The member's firm and its proprietors, partners, or shareholders. A member's firm is defined as a form of
organization permitted by state law or regulation whose characteristics conform to resolutions of Council
that is engaged in the practice of public accounting, including the individual owners thereof.
2. All individuals3 participating in the engagement, except those who perform only routine clerical
functions, such as typing and photocopying.
3. All individuals3 with a managerial position located in an office participating in a significant portion of the
engagement.
4. Any entity (for example, a partnership, corporation, trust, joint venture, or pool) whose operating,
financial, or accounting policies can be controlled (see definition of control for consolidation purposes in
Financial Accounting Standards Board [FASB] Statement No. 94 [AC section C51]) by one or more of the
persons described in (1) through (3) or by two or more such persons if they choose to act together.
A member or a member's firm does not include an individual3 solely because he or she was formerly
associated with the client in any capacity described in interpretation 101-1-B [ET section 101.02], if such an
individual3 has disassociated himself or herself from the client and does not participate in the engagement for
the client covering any period of his or her association with the client.
A member or a member's firm includes individuals who provide services to clients and are associated with the
client in any capacity described in interpretation 101-1-B [ET section 101.02], if the individuals are located
in an office participating in a significant portion of the engagement.

3

Refers to all employees of the member and all contractors retained by the member, except specialists as discussed in SAS No. 11
[AU section 336], irrespective of their functional classification (for example, audit, tax, or management consulting services).
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Managerial Position
The organization of firms varies; therefore, whether an individual has a managerial position depends on the
responsibilities and how he or she or the position itself is held out to clients and third parties. The following
are some, but not necessarily all, of the responsibilities that suggest that an individual has a managerial
position:
1. Continuing responsibility for the overall planning and supervision of engagements for specified clients
2. Authority to determine that an engagement is complete subject to final partner approval if required
3. Responsibility for client relationships (for example, negotiating and collecting fees for engagements and
marketing the firm's services)
4. Existence of profit sharing as a significant feature of total compensation
5. Responsibility for overall management of the firm, development or establishment of firm policies on
technical matters, and implementation of or compliance with the following nine elements of quality
control:
a.
b.
c.
d.
e.
f.
g.
h.
i.

Independence
Assigning personnel to engagements
Consultation
Supervision
Hiring
Professional development of personnel
Advancement of personnel
Acceptance and continuance of clients
Inspection of compliance with policies and procedures

Significant Influence
A person or entity can exercise significant influence over the operating, financial, or accounting policies of
another entity if, for example, the person or entity—
1. Is connected with the entity as a promoter, underwriter, voting trustee, general partner, or director (other
than an honorary director as defined in the AICPA Code of Professional Conduct).
2. Is connected with the entity in a policy-making position related to the entity's primary operating, financial,
or accounting policies, such as chief executive officer, chief operating officer, chief financial officer, or
chief accounting officer.
3. Meets the criteria established in Accounting Principles Board Opinion No. 18, The Equity Method of
Accountingfor Investments in Common Stock [AC I82], and its interpretations to determine the ability of
an investor to exercise such influence with respect to an entity.
The foregoing examples are not necessarily all-inclusive.
Office Participating in a Significant Portion of the Engagement
An office would be considered to be participating in a significant portion of an engagement if the office had
primary client responsibility for a multioffice engagement. In addition, professional judgment must be
exercised in deciding whether any other office participates in a significant portion of a multioffice
engagement. For example, an office would be considered to be participating in a significant portion of the
engagement if the office's engagement hours or fees are material to total engagement hours or fees or if the
office's responsibility for reporting, whether internally or externally, on a portion of the engagement relates
to a material amount of assets or income (loss) before income taxes of the client.
The foregoing examples are not necessarily inclusive of all situations in which an office may be considered to
be participating in a significant portion of the engagement.
Spouses and Dependent Persons
The term member includes spouses (whether or not dependent) and dependent persons (whether or not
related) for all purposes of complying with rule 101 subject to one exception.
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The exception is that the independence of the member and the member's firm will not normally be impaired
solely because of employment of a spouse or dependent persons by a client if the employment is in a position
that does not allow "significant influence" over the client's operating, financial, or accounting policies.
However, if such employment is in a position in which the person's activities are audit-sensitive (even if the
position is not one of significant influence), the member should not participate in the engagement.
In general, a person's activities would be considered audit-sensitive if such activities are normally an element
of, or subject to, significant internal accounting controls. For example, the following positions, which are not
intended to be all-inclusive, would normally be considered audit-sensitive (though not of significant
influence): cashier, internal auditor, accounting supervisor, purchasing agent, and inventory warehouse
supervisor.
Nondependent Close Relative
The term member or member's firm excludes nondependent close relatives of the persons described in (1)
through (3) of that definition. Nevertheless, in the circumstances discussed below, the independence of a
member or a firm can be impaired because of a nondependent close relative.
Close relatives are nondependent children, grandchildren, stepchildren, brothers, sisters, grandparents,
parents, parents-in-law and their respective spouses. Close relatives do not include the brothers and sisters
of the member's spouse.
The independence of a member's firm would be considered to be impaired with respect to an enterprise if—
1. During the period of the professional engagement or at the time of expressing an opinion, an individual
participating in the engagement has a close relative with a financial interest in the enterprise that was
material to the close relative and of which the individual participating in the engagement has knowledge.
2. During the period covered by the financial statements, during the period of the professional engagement,
or at the time of expressing an opinion—
a. An individual participating in the engagement has a close relative who could exercise significant
influence over the operating, financial, or accounting policies of the enterprise or who is otherwise
employed in a position in which the person's activities are audit-sensitive, or
b. A proprietor, partner, or shareholder who is located in an office participating in a significant portion of
the engagement, has a close relative who could exercise significant influence over the operating,
financial, or accounting policies of the enterprise.
Other

Considerations

Members must be aware that it is impossible to enumerate all circumstances wherein the appearance of a
member's independence might be questioned by third parties. For example, a member's relationship with a
cohabitant may be equivalent to that of a spouse. In addition, in situations involving assessment of the
association of any relative or dependent person with a client, members must consider whether the strength of
personal and business relationships between the member and the relative or dependent person, in
conjunction with the specified association with the client, would lead a reasonable person aware of all the
facts who took into consideration normal strength of character and normal behavior under such
circumstances, to conclude that the situation poses an unacceptable threat to the member's objectivity and
appearance of independence.
[Text of Proposed Revision of Interpretation

101-9]

The Meaning of Certain Independence Terminology and the Effect of Family
Relationships on Independence
This interpretation defines certain terms used in interpretation 101-1 [ET section 101.02] and, in doing so,
also explains how independence may be impaired through certain family relationships.
Member or Member's Firm
A member (as used in rule 101) and a member or a member's firm (as used in interpretation 101-1 [ET
section 101.02]) include—

10

1. The member's firm and its proprietors, partners, or shareholders. A member's firm is defined as a form of
organization permitted by state law or regulation whose characteristics conform to resolutions of Council
that is engaged in the practice of public accounting, including the individual owners thereof.
2. All individuals3 participating in the engagement, except those who perform only routine clerical
functions, such as typing and photocopying.
3. All individuals3 with a managerial position located in an office participating in a significant portion of the
engagement.
4. Any entity (for example, a partnership, corporation, trust, joint venture, or pool) whose operating,
financial, or accounting policies can be controlled (see definition of control for consolidation purposes in
Financial Accounting Standards Board [FASB] Statement No. 94 [AC section C51]) by one or more of the
persons described in (1) through (3) or by two or more such persons if they choose to act together.
A member or a members firm does not include an individual3 solely because he or she was formerly
associated with the client in any capacity described in interpretation 101-1-B [ET section 101.02], if such an
individual3 has disassociated himself or herself from the client and does not participate in the engagement for
the client covering any period of his or her association with the client.
A member or a member's firm includes individuals who provide services to clients and are associated with the
client in any capacity described in interpretation 101-1-B [ET section 101.02], if the individuals are located
in an office participating in a significant portion of the engagement.
Managerial Position
The organization of firms varies; therefore, whether an individual has a managerial position depends on his or
her responsibilities and how he or she or the position itself is held out to clients and third parties. The
following are some, but not necessarily all, of the responsibilities that suggest that an individual has a
managerial position:
1. Continuing responsibility for the overall planning and supervision of engagements for specified clients
2. Authority to determine that an engagement is complete subject to final partner approval if required
3. Responsibility for client relationships (for example, negotiating and collecting fees for engagements and
marketing the firm's services)
4. Existence of profit sharing as a significant feature of total compensation
5. Responsibility for overall management of the firm, development, or establishment of firm policies on
technical matters, and implementation of or compliance with the following nine elements of quality
control:
a. Independence
b. Assigning personnel to engagements
c. Consultation
d. Supervision
e. Hiring
f. Professional development of personnel
g. Advancement of personnel
h. Acceptance and continuance of clients
i. Inspection of compliance with policies and procedures
Significant Influence
A person or entity can exercise significant influence over the operating, financial, or accounting policies of
another entity if, for example, the person or entity—
1. Is connected with the entity as a promoter, underwriter, voting trustee, general partner, or director (other
than an honorary director as defined in the AICPA Code of Professional Conduct).
3

Refers to all employees of the member and all contractors retained by the member, except specialists as discussed in SAS No. 11
[AU section 336], irrespective of their functional classification (for example, audit, tax, or management consulting services).
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2. Is connected with the entity in a policy-making position related to the entity's primary operating, financial,
or accounting policies, such as chief executive officer, chief operating officer, chief financial officer, or
chief accounting officer.
3. Meets the criteria established in Accounting Principles Board Opinion No. 18, The Equity Method of
Accounting for Investments in Common Stock [AC I82], and its interpretations to determine the ability of
an investor to exercise such influence with respect to an entity.
The foregoing examples are not necessarily all-inclusive.
Office Participating in a Significant Portion of the Engagement
An office would be considered to be participating in a significant portion of an engagement if the office had
primary client responsibility for a multioffice engagement. In addition, professional judgment must be
exercised in deciding whether any other office participates in a significant portion of a multioffice
engagement. For example, an office would be considered to be participating in a significant portion of the
engagement if the office's engagement hours or fees are material to total engagement hours or fees or if the
office's responsibility for reporting, whether internally or externally, on a portion of the engagement relates to
a material amount of assets or income (loss) before income taxes of the client.
The foregoing examples are not necessarily inclusive of all situations in which an office may be considered to
be participating in a significant portion of the engagement.
Spouses and Dependent Persons
Except as stated in the following paragraph, the term member includes spouses (whether or not dependent)
and dependent persons (whether or not related) for all purposes of complying with rule 101.
The exception is that the independence of the member and the member's firm will not normally be impaired
solely as a result of the employment of a spouse or dependent person by a client subject to the following
conditions:
1. Independence would be considered to be impaired if a spouse or dependent person of one of the
following has a position with the client that allows significant influence over the client's operating,
financial, or accounting policies:
a. An individual participating in the engagement
b. A proprietor, partner, or shareholder who—
i. is located in an office participating in a significant portion of the engagement; or
ii. has the ability to exercise influence over the engagement; or
iii. has any involvement with the engagement (for example, consultation on accounting or auditing
issues)
2. Independence will be considered to be impaired if a spouse or dependent person of an individual
participating in the engagement has a position with the client involving activities that are audit-sensitive
(even though the position is not one that allows significant influence).
In general, a person's activities would be considered audit-sensitive if such activities are normally an element
of or subject to significant internal accounting controls. For example, the following positions, which are not
intended to be all-inclusive, would normally be considered audit-sensitive: cashier; internal auditor;
accounting supervisor; purchasing agent; or inventory warehouse supervisor.
Nondependent Close Relative
The term member or member's firm excludes nondependent close relatives of the persons described in (1)
through (3) of that definition. Nevertheless, in the circumstances discussed below, the independence of a
member or a firm can be impaired because of a nondependent close relative.
Close relatives are nondependent children, grandchildren, stepchildren, brothers, sisters, grandparents,
parents, parents-in-law, and their respective spouses. Close relatives do not include the brothers and sisters
of the member's spouse.
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The independence of a member's firm would be considered to be impaired with respect to an enterprise if—
1. During the period of the professional engagement or at the time of expressing an opinion, an individual
participating in the engagement has a close relative with a financial interest in the enterprise that was
material to the close relative and of which the individual participating in the engagement has knowledge.
2. During the period covered by the financial statements, during the period of the professional engagement,
or at the time of expressing an opinion—
a. An individual participating in the engagement has a close relative who could exercise significant
influence over the operating, financial, or accounting policies of the enterprise or who is otherwise
employed in a position in which the person's activities are audit-sensitive, or
b. A proprietor, partner, or shareholder, any one of whom is located in an office participating in a
significant portion of the engagement, has a close relative who could exercise significant influence over
the operating, financial, or accounting policies of the enterprise.
Other

Considerations

Members must be aware that it is impossible to enumerate all circumstances wherein the appearance of a
member's independence might be questioned by third parties. For example, a member's relationship with a
cohabitant may be equivalent to that of a spouse. In addition, in situations involving assessment of the
association of any relative or dependent person with a client, members must consider whether the strength of
personal and business relationships between the member and the relative or dependent person, in
conjunction with the specified association with the client, would lead a reasonable person aware of all the
facts, who took into consideration normal strength of character and normal behavior under such
circumstances, to conclude that the situation poses an unacceptable threat to the member's objectivity and
appearance of independence.

PROPOSED REVISION OF ETHICS RULING NO. 60
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee has considered numerous inquiries concerning whether
certain financial relationships of a member with sponsor(s) of an employee benefit plan would impair
independence with respect to the plan. The committee has concluded that the current ruling does not give
appropriate recognition to the distinction between the plan and its sponsor(s), and, therefore, proposes that
the following revision be adopted.
[Text of Current Ruling No. 60 Proposed for Revision]
Employee Benefit Plans—Member's Relationships With Participating Employer(s)
Question — A member has been asked to audit the financial statements of an employee benefit plan. A plan
may have one or more participating employers. Must the member maintain his or her independence with
respect to each participating employer in order to be considered independent of the plan?
Answer — Except as described below, in order to be considered independent with respect to an employee
benefit plan the member must remain independent with respect to the employer who is the sole sponsor of
the plan, or, in the case of a multi-employer plan, with respect to any employer on whom the plan has material
financial impact.
The exceptions referred to above are:
1. A financial interest, direct or indirect, in any employer will not impair the member's independence with
respect to the plan if:
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a. The financial interest is not large enough to permit the member to exercise significant influence over
operating and financial policies of any employer, and
b. The financial interest is not material in relation to the net worth of the member.
2. A member loan to or from any employer or any of its officers, directors, or principal stockholders will not
impair the member's independence with respect to the plan if the loan is not material in relation to the net
worth of the member.
[Reference changed December 31, 1983, by issuance of interpretation 101-9 [ET section 101.11.] Revised,
effective June 30, 1990, by the Professional Ethics Executive Committee. Revised, effective December 31,
1991, by the Professional Ethics Executive Committee.]
[Text of Proposed Revision of Ruling No. 60]
Employee Benefit Plans—
Member's Relationships with Participating Employer(s)
Question — A member has been asked to audit the financial statements of an employee benefit plan that may
have one or more participating employer(s). Must the member maintain independence with respect to the
participating employer(s) in order to be considered independent of the plan?
Answer — Independence would not be considered to be impaired with respect to the plan unless the
member has a financial interest in the participating employer(s) or other relationships with the participating
employer(s) that would give the member significant influence over such employer(s).

PROPOSED REVISION OF ETHICS RULING NO. 67
UNDER RULE 101
[Explanation]
The proposed revision to this ruling clarifies the committee's position that the mere servicing of a member's
loan by a client financial institution would not impair independence with respect to the client. It is
recommended for adoption.
[Text of Current Ruling No. 67 Proposed for Revision]

Servicing of Loan
Question — Would the mere servicing of a member's loan by a client financial institution impair the
member's independence with respect to the client?
Answer — The mere servicing of a member's loan by a client financial institution would not impair the
member's independence with respect to that client as long as there was no risk of material loss to the client
with respect to the loan being serviced.
[Revised, effective June 30, 1990, by the Professional Ethics Executive Committee.]
[Text of Proposed Revision of Ethics Ruling No. 67]
Servicing of Loan
Question — Would the mere servicing of a member's loan by a client financial institution impair the
member's independence with respect to the client?
Answer — No.
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PROPOSED DELETION OF RULING NO. 13
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee recommends that the current ruling be deleted from the
AICPA Code of Professional Conduct as it disagrees with the stated conclusion. The committee has
concluded that the member's ownership of a financial interest, even if material, in a bank has no relationship
with the bank's customers and would not impair independence.
[Text of Ruling No. 13 Under Rule 101 Proposed for Deletion]
Member as Bank Stockholder
Question — A member in public practice holds a stock interest in a bank. Would the independence of the
member's firm be considered to be impaired with respect to a client that has borrowings with the bank?
Answer — The member's stock ownership in the bank creates an indirect financial interest with respect to
the bank's customers. To the extent that such an indirect financial interest is not material, independence of
the member's firm would not be considered to be impaired.

PROPOSED INTERPRETATION UNDER RULE 102
[Explanation]
Rule 102, Integrity and Objectivity, as adopted by membership in January 1988, applies to all members who
perform any professional services. As defined in the AICPA Code of Professional Conduct (ET section
92.10), "professional services include all services performed by a member while holding out as a CPA."
The following proposed Interpretation clarifies the obligations of a member under rule 102 with respect to
the employer's external accountants.
The committee proposes that the following interpretation be adopted into the AICPA Code of Professional
Conduct.
[Text of Proposed Interpretation

Under Rule 102]

Obligations of a Member to His or Her Employer's External Accountant
Under rule 102, 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 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 from
management and disclosing material matters about which the member is aware.

PROPOSED INTERPRETATION UNDER RULE 102
[Explanation]
All members who perform professional services are subject to rule 102, which prohibits knowing
misrepresentations of fact and subordination ofjudgment. Members who perform professional services and
members in public practice are subject to this rule.
The proposed Interpretation clarifies the obligations of a member when he or she has a disagreement or
dispute with his or her supervisor relating to the preparation of financial statements or the recording of
transactions.
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The Professional Ethics Executive Committee proposes that the following interpretation be adopted into the
AICPA Code of Professional Conduct.
[Text of Proposed Interpretation

Under Rule 102]

Subordination of Judgment by a Member
Rule 102 prohibits a member from knowingly misrepresenting facts or subordinating his or her judgment
when performing professional services. Under 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. 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 financial 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 concludes that the
matter has authoritative support and/or does not result 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- , ET
section 191.

PROPOSED INTERPRETATION UNDER RULE 203
[Explanation]
Rule 203, Accounting Principles, applies to all members, including those in industry, government, and
education as well as to those in public practice.
The following proposed Interpretation, which is recommended for adoption, emphasizes a member's
responsibility under rule 203 for any affirmative statement that financial statements or other financial data
are presented in conformity with generally accepted accounting principles (GAAP).
[Text of Proposed Interpretation

Under Rule 203]

Responsibility of Employees for the Preparation of Financial Statements in
Conformity With GAAP
Rule 203 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)
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," (AICPA, Professional Standards, vol. 1, AU sec. 311), which discusses what the auditor should do
when there are differences of opinion concerning accounting and auditing standards.
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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 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 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.

PROPOSED ETHICS RULING UNDER RULE 301
[Explanation]
Rule 301 provides that "a member in public practice shall not disclose any confidential client information
without the specific consent of the client." The Professional Ethics Executive Committee has concluded that
this rule is not intended to prevent a member from providing information to his or her professional liability
insurance carrier in connection with the defense against a potential or an actual claim against the member.
The committee recommends adoption of the following ruling.
[Text of Proposed Ethics Ruling Under Rule 301]
Disclosure of Confidential Client Information to Professional Liability
Insurance Carrier
Question — A member has learned of a potential claim that may be filed against the member. The members
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 obtaining the client's permission, would the member be in violation
of rule 301?
Answer — No. Rule 301 is not intended to prohibit a member from releasing confidential client information
to the member's professional liability insurance carrier solely to assist the defense against an actual or
potential claim against the member.

PROPOSED REVISION OF ETHICS RULING NO. 158
UNDER RULE 505
[Explanation]
In light of the adoption of new rule 505, Form of Organization and Name, in January 1992, the Professional
Ethics Executive Committee has reviewed the rulings previously adopted under the preceding rule.
The committee recommends that current ruling No. 158 be revised to provide guidance frequently
requested by members of the Professional Ethics Division.
[Text of Current Ethics Ruling No. 158 Proposed for Revision]
Data Processing: Employee-Shareholder in Public Practice
Question — A member having a public accounting practice is also president and a shareholder of a
corporation whose main business is financing but which also engages in adjunct data processing services for
the public. Is he acting in accord with interpretation 505-1?
Answer — Because the member is engaged in a public accounting practice his relationship to the
corporation should be solely that of an investor, and his financial interest in the corporation should not be
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material to the corporations net worth. His association with the data processing corporation should be
limited to that of a consultant, as opposed to that of an officer and shareholder.

[Text of Proposed Revision of Ethics Ruling No. 158 Under Rule 505]
Operation of Separate Data Processing Business by a Public Practitioner
Question — A member in the practice of public accounting also participates in the operation of a separate
business that provides data processing services to the public. These services include the preparation of
financial statements. Must the member comply with all the rules of conduct in connection with the separate
business?
Answer — Yes. As provided in interpretation 505-2, the member is considered to be in the practice of public
accounting in connection with the data processing center. The member, therefore, must comply with all the
rules of conduct in connection with this business. For example, if compilation or attest engagements are
performed, the member must comply with the applicable standards and independence requirements.

PROPOSED DELETION OF ETHICS RULING NO. 180
UNDER RULE 505
[Explanation]
The Professional Ethics Executive Committee proposes to delete this ruling as it is no longer accurate in light
of the revision of rule 505, Form of Organization and Name, which took effect on January 14, 1992, after
membership vote.

[Text of Current Ruling No. 180 Under Rule 505 Proposed for Deletion]
Side Businesses Which Offer Services of a Type Performed by CPAs
Question — A member in public practice desires to form a commercial estate planning corporation in a
separate office from that of his accounting practice. The member maintains that he will not hold himself out
to the public as being a CPA in the commercial corporation and is therefore not bound by the Institute's Rules
of Conduct. Is the member correct in his conclusion?
Answer — No, estate planning is a service of a type performed by public accountants. Because the member
is presently holding himself out to the public as being a CPA in his public accounting practice, he must
conduct the estate planning business in accordance with the Institute's Rules of Conduct. Rule 505 provides
that members may practice public accounting only in the form of a proprietorship, a partnership or a
professional corporation whose characteristics conform to resolutions of Council. Therefore, the member
may not operate the separate business in the form of a commercial corporation. Because the member is
considered to be in the practice of public accounting regarding the operation of his estate planning business,
he must observe all of the Rules of Conduct in that business.
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