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The purpose here is to provide the quickest possible answers to the
most common practical questions of professional ethics.

FORMS OF ORGANIZATION AND DESCRIPTIONS

1. Can an individual certified public accountant style himself as “John
Doe and Company”?

The Institute’s rules do not prohibit such a description, but Treasury
Department Circular 230, which applies to all agents enrolled to practice
before the Treasury, does contain such a prohibition. Section 10.2 (€)
of Circular 230 says: “Every enrolled attorney or agent practicing as an
individual shall use his legal name in the conduct of his legal, accounting,
or other professional practice. The term ‘company,’ ‘associates, ‘ac-
countants,” ‘auditors’ . . . or other plural forms suggesting a partner-
ship, or language of similar import, used in connection with a name or
title, or any fictitious title, or trade name, shall be used only by a bona
fide partnership consisting of two or more members, and all stationery,
listings, advertisements, and announcements of enrolled persons shall
conform to the principles herein stated.”

Rule No. 1 of the Rules of Professional Condust (RPC) states that
an individual practicing under a style denoting a partnership when in
fact there is no partner or partners shall not use the designation ‘“mem-
bers of the American Institute of Accountants.”

Most state accountancy laws contain provisions similar to Rule No. 1
with respect to the use of the designation “certified public accountants”;
that is, the designation may not be used unless a partnership actually
exists (and, of course, all the partners are certified public accountants) .

2. What types of firm name or “style” are appropriate for a partner-
ship?
The following are appropriate:
Smith & Jones
Smith & Company
The John Smith Company
Smith & Associates

The committee on professional ethics (CE) has held that the name of
a firm of practicing accountants should denote a personal association.
Such a firm should not adopt for its name any nonpersonal or misleading
title. A corporate form of name, such as “Unique Audit Company” would
not be appropriate as the name of a firm of professional accountants.

3. How can a partnership of CPAs describe itself?

The designation ‘“certified public accountants” may be used in con-
junction with the firm name, if all the partners are certified public ac-
countants of the state in which the firm practices. If some partners are
certified in one state and some in another, then the laws of the state in
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which the practice is being carried on should be consulted — provisions
differ among the several states.

If all the partners of the firm are members of the American Institute
of Accountants, the designation “Members, American Institute of Ac-
countants” may be used in conjunction with the firm name.

If some of the partners are members of the Institute and others are not,
the designation may not be used in conjunction with the firm name, but
the names of the individual partners who are members may be listed in
the corner of the letterhead with the designation “Member, American
Institute of Accountants” following each name as appropriate.

Occasionally a firm may wish to show on its letterhead the names of
accountants with the firm who are not partners. The CE has approved
the listing of both partners and staff, provided the partners are shown
first in order, followed by a line to separate them from members of the
staff who may be named. In this way, the public is put on notice that
those below the line have some other status than that of partner.

4. Can certified public accountants practice public accounting in the
corporate form of organization?

No. RPC No. 11 says a member shall not be an officer, director, stock-
holder, representative, or agent of any corporation engaged in the prac-
tice of public accounting in any state or territory of the United States, or
the District of Columbia.

Most state accountancy laws also forbid practice in the corporate form.

5. Can a certified public accountant practice in partnership with a
CPA of another state?

Generally, yes, but the laws of the states in which offices are to be
maintained should be consulted. Under some ‘“regulatory” laws it is
necessary for all members of a partnership practicing in a state to be
registered, and particular attention should be paid to the statutory pro-
visions related to use of the designation “certified public accountants” in
conjunction with the firm name.

6. Can a certified public accountant practice in partnership with a
noncertified public accountant?

There is nothing in the rules of the Institute which would prevent a
member from entering into partnership with a noncertified public ac-
countant,

There is nothing in most CPA laws to prevent the partnership of a
CPA with a non-CPA. However, in “regulatory” states, the noncertified
accountant would have to be registered and licensed to practice account-
ing in the state.

Naturally, the description “Members, American Institute of Account-
ants” or “certified public accountants” would not be permissible in con-
junction with the firm name of a partnership composed of a certified
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public accountant and a noncertified public accountant.

The letterhead of a firm composed of both certified and noncertified
public accountants may show the names of* individual partners, and in
this case the designation CPA may follow each name entitled to it.

It should be borne in mind in a partnership of this type that the CPA
is ethically responsible for all the acts of the partnership. In other
words, if his noncertified partner should violate the Rules of Professional
Conduct, the CPA would be held accountable.

The Canons of Ethics of the legal profession do not permit partner-
ships between lawyers and “laymen.” The rules of the Institute of Char-
tered Accountants in England and Wales permit a chartered accountant
to form a partnership only with another chartered accountant. It has
been suggested that similar restrictions should be imposed upon CPAs
in the United States, but no action has been taken.

7. Can a CPA practice public accounting in partnership with a lawyer,
an engineer, or a member of another profession?

The rules of professional conduct of the Institute have not been con-
strued to prevent such a partnership. It should be noted, however, that
the legal profession frowns on partnerships between lawyers and non-
lawyers, and in no event could the CPA practice law unless he is also a
lawyer and practices as such. Again it should be noted that in “regula-
tory” states only accountants registered and licensed to practice may en-
gage in public accounting and it would therefore not be appropriate for
a CPA to associate himself in partnership with a lawyer or an engineer
for the practice of public accounting unless the lawyer or engineer also
were registered as a public accountant.

Again it should be noted that the CPA would be responsible for any
violations of the Rules of Professional Conduct on the part of his non-
accountant partner.

8. Is it ethical to buy a public accounting practice?

The purchase of public accounting practices has been, and continues
to be, a generally accepted method of acquisition. There has been no
intimation by any of the professional accounting societies that there is
anything unethical about it.

9. Is it ethical to pay the estate of a deceased partner a share of the
profits of the partnership over an agreed period?

RPC No. 3 forbids participation by the “laity” in fees or profits of
professional work, but the CE has held that payments to a widow or the
estate of a former partner would not be considered a violation of that
rule. It would be improper, CE has held, for a former partner’s widow to
be included as a partner of a firm of certified public accountants (unless
she were personally professionally qualified).

10. Is it ethical to practice under a firm name composed of the names
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of persons who are no longer partners of the firm?
Inclusion in the firm name of the name of a former partner or former
partners has been held by the Council of the American Institue of

Accountants to be entirely appropriate.
11. May the sole survivor of a partnership continue practice as an

individual under the old partnership name? ,

This apparently would be a violation of Treasury Department Circular
No. 230, which provides that a firm name suggesting a partnership shall
be used only by a bona fide partnership consisting of two or more
members.

The CE has expressed the view that it would be improper for an indi-
vidual CPA to practice under the name of a deceased CPA. It was sug-
gested in such a case, where the goodwill had been purchased from the
estate, the purchaser, who would practice in his own name, might show
on his letterhead that he was successor to the deceased accountant.

The designation “certified public accountants” or “Members, American
Institute of Accountants,” used in conjunction with the firm name, would
be inappropriate if in actuality the practice were being conducted as a
sole proprietorship.

12. Is it proper to practice in association with another accountant
without any actual partnership arrangement?

There is nothing in RPC which would prohibit the sharing of office
space by two certified public accountants not actually in partnership,
nor is there anything in the rules to prohibit two such certified public
accountants from assisting one another in the conduct of engagements
from time to time. Such arrangements, however, should be specific and
a matter of record. Each CPA should be compensated by the other for
whatever time he might spend in assisting the other.

Loose arrangements of this sort might lead to violation of RPC No. 2,
which states that a member shall not allow any person to practice in
his name who is not in partnership with him or in his employ. If the
association is between a CPA and a noncertified public accountant, then
the CPA should also be aware of Rule No. 6, which states that a member
shall not sign a report purporting to express his opinion on the result of
examination of financial statements unless they have been examined by
him, a member or an employee of his firm, a member of the Institute, a
member of a similar association in a foreign country, or a certified public
accountant of a state or territory of the United States or the District of
Columbia.

18. What information may properly appear on letterheads, cards and
legends on office doors, windows, and building directories?

Such information should be restricted to the name of the firm, the
designations “certified public accountants,” “Members, American Insti-
tute of Accountants,” or similar designations, when permissible; and, if
desired, the names of individual partners, and cities in which offices are
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maintained, but not a listing of services rendered.

No lettering on office windows or building directories or signs of any
kind should be so large or prominent as to constitute in effect ““display
advertising.”

ANNOUNCEMENTS

1. What type of announcements may certified public accountants have
published in newspapers or magazines?

RPC No. 10 provides that announcements may be published in news-
papers or magazines only for the purpose of announcing a change of
address or a change of personnel of firm. This is construed to include the
announcement of the opening of a new office by a new firm.

A change of personnel of firm is considered to mean a change in the
partnership, not in the staff.

Such announcements are not to exceed two columns in width and
three inches in depth if appearing in a newspaper, and are not to exceed
one-quarter of a page if appearing in a magazine or similar publication.

The information which may be included in the announcement is the
name; designation, such as “Member, American Institute of Accountants,”
“CPA,” or other professional affiliation; class of service; and address of
the person or firm.

In describing “class of service” it should be borne in mind that the
designation ‘“‘tax consultant,” and similar designations, have been held to
be improper by the National Conference of Lawyers and Certified Public
Accountants in a Statement of Principles which has been approved by the
Council of the American Institute of Accountants.

Bearing in mind that the Canons of Ethics of the bar prohibit lawyers
from advertising any specialty in the law, many certified public account-
ants believe it desirable, even though the Institute has no similar rule,
not to describe the ‘‘class of service” rendered — that is, audits, taxes,
systems, et cetera. At this stage of the profession’s development, it is
generally felt that the description ‘“certified public accountants” suf-
ficiently informs the public of the nature of the services offered.

2. What type of announcements may be sent through the mails, and
to whom?

Cards bearing announcements of the nature and in the form permis-
sible for publication in newspapers or magazines (see 1 above) may
properly be sent through the mails to clients and friends.

Such announcements should not be sent to complete lists of bankers,
lawyers, or businessmen, or the memberships of any organization, and
should not be mailed to persons who are already served by other public
accountants.

The CE has ruled that it is undesirable to send such announcements to
clients of a former employer.
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3. What restrictions are there on listings in classified telephone direc-
tories and other directories?

RPC No. 10 provides that a paid listing in a directory should be re-
stricted to the name, title, class of service, address, and telephone number
of the person or firm, and shall not appear in bold type, box, or other
form of display or in a style which differentiates it from other listings in
the same directory.

The CE has held that use of the designation, “Member, American
Institute of Accountants,” when used in a directory listing, differentiates
the listing from others in the list, and therefore the designation should
not be included. '

ADVERTISING AND SOLICITATION

1. What are the restrictions on advertising?

RPC No. 10 says “A member shall not advertise his professional attain-
ments or services.” Except for the publication of announcements as
described in the preceding section, no advertising of any kind is per-
mitted.

2. Is it permissible to publish a blind ad, not giving the name of the
accountant but only a box number, indicating a willingness to accept
accounting engagements?

No. CE has held this constitutes advertising professional attainments
or services regardless of whether the accountant’s name appears or not.

3. Is it proper for an accounting firm to advertise for personnel?

Yes. An advertisement for staff assistants is not considered an adver-
tisement of professional attainments or services, and it may be published
with the name of the accounting firm concerned.

4. What are the restrictions on solicitation of clients?

RPC No. 7 says a member shall not directly or indirectly solicit clients
by circulars or advertisements, nor by personal communication or inter-
view, not warranted by existing personal relations, and he shall not
encroach upon the practice of another public accountant.

This seems to mean that a CPA may not properly solicit clients gen-
erally, may personally offer his services only when personal relationships
warrant such an approach, and in no event may he solicit a client pres-
ently served by another public accountant.

The CE has not yet interpreted the phrase “warranted by existing per-
sonal relations.”

5. Is the publication of firm bulletins permissible?
Yes, but they may be distributed only to clients and staff.
Even when distribution is confined to clients, CE does not regard with

favor the distribution of material prepared by commercial publishers on
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which the accountant’s name has been imprinted in such a way as to
indicate that he prepared the material when such is not the case.

6. Is unsolicited publicity about a certified public accountant objec-

tionable?
No. Advertising is defined as something which is paid for by the ac-

countant concerned. If his activities are regarded as news and they are
publicized without effort on his part, he should not be accused of un-
ethical conduct.

7. Are there restrictions on public speaking or writing for publication?

The Institute’s rules contain no such restrictions. Treasury Depart-
ment Circular No. 230, however, prohibits the publication of articles or
the delivery of addresses on Federal tax questions by an enrolled person
in connection with which the name of the firm of which he is a member
or otherwise associated or his address is given either by the writer,
speaker, announcer, or publisher.

8. How can a CPA properly make himself well known in his com-
munity?

By taking an active part in civic affairs and community organizations
of all kinds, including his professional societies of certified public ac-
countants. Publicity arising from public service activities is entirely
legitimate.

9. May a CPA properly engage in politics?

Yes. There is nothing in the Rules of Professional Conduct that denies
a CPA his full rights as a citizen. Many CPAs consider it desirable for
members of their profession to stand for political office, as many lawyers
do. CPAs have served as mayors of their cities, as members of state legis-
latures, as members of the Federal Congress, as state auditors, and in
other public offices.

FEES

1. Is it unethical to give an estimate of the cost of a professional
service?

No. A CPA is entitled to give a client an estimate of what he thinks it
will cost — or what he thinks the maximum cost will be — to perform a
specified piece of work.

However, many CPAs refuse to submit “bids” for professional account-
ing engagements. An estimate may be considered a bid if it is offered
in competition with other public accountants.

Some state societies of certified public accountants have adopted rules
against competitive bidding. The Institute’s Rule No. 14 says that a
member shall not make a competitive bid for professional engagements
in any state, territory, or the District of Columbia, if such a bid would
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constitute a violation of any rule of the recognized society of certified
public accountants or the official board of accountancy in that state, ter-
ritory, or district.

Some businessmen “shop around” in an attempt to obtain professional
accounting services as cheaply as possible. Sometimes a request for an
estimate of the cost of an audit may be in effect a request for a bid, be-
cause other firms are being asked for estimates at the same time.

2. Must fees be based wholly on per diem rates?

No. In computing his fee, a CPA is entitled to give consideration to
all related factors — the time and effort required, the novelty and diffi-
culty of the questions involved, the skill requisite properly to perform
the engagement, the customary charges by certified public accountants for
similar services, the amounts involved in the transactions to which the
accountant’s work relates, the extent of the benefit to the client resulting
from the accountant’s services, and the character of the employment
whether casual or for an established and constant client.

3. Is there any objection to annual retainers?
No. They are generally considered desirable.

4. Is it proper to undertake an engagement on a contingent-fee basis —
the amount of the fee to depend on the accountant’s findings or the
results thereof?

No. RPC No. 9 says that professional service shall not be rendered or
offered for a fee which shall be contingent upon the findings or results of
such service.

However, the rule states that it does not apply to cases involving Fed-
eral, state or other taxes, in which the findings are those of the tax
authorities and not those of the accountant.

Fees to be fixed by courts or other public authorities, which are there-
fore of an indeterminate amount at the time when an engagement is
undertaken, are not regarded as contingent fees within the meaning of
this rule.

With respect to Federal income tax matters, Treasury Department Cir-
cular No. 230 permits a wholly contingent fee agreement only when the
financial status of the client is such that he would otherwise be unable
to obtain the services of an agent. Partially contingent fee agreements
are permissible where provision is made for the payment of a minimum
fee. Such minimum fee must be paid and retained without regard to the
outcome of the proceedings and must be substantial in relation to the
maximum fee.

5. Is it proper to accept a “forwarding fee” or “referral fee” for work
referred to another accountant?
There is nothing improper in accepting “forwarding fees” so long as

57



they are reasonable in amount. A “forwarding fee” should not be so
great as to allow only a small margin of profit to the firm doing the work.
Actually, many certified public accountants will not accept “forwarding
fees,” since they regard it as a favor on the part of the other accountant

involved to have undertaken to perform an engagement at their request.
A “forwarding fee” paid to a nonaccountant would be a commission,

brokerage, or other participation in the fees of professional work, and
consequently would be a violation of Rule No. 3.

6. Is it proper to accept a fee for signing statements or reports prepared
by another accountant?

No. Rule No. 6 states that a member shall not sign a report purporting
to express his opinion as the result of examination of financial statements
unless they have been examined by him, a member or employee of his
firm, or another CPA or foreign accountant of equivalent standing.

The last exception is made in order to permit arrangements to be made
through which certified public accountants in different parts of the
country, or foreign accountants of equivalent standing, may examine
branches or subsidiaries of corporations, and the results of their exam-
inations may be consolidated with those of a larger group.

This type of “joint engagement” is fairly common and permits great
savings in traveling expenses.

7. Is it proper for a CPA to split fees with persons not CPAs who may
have helped him to secure engagements?

No. This would be a clear violation of RPC No. 3.

RELATIONS WITH CLIENTS

1. Is it necessary to find out how a prospective client happened to get
in touch with the CPA?

While there is no rule on the subject, it is customary for all professional
men to endeavor to ascertain how a new client or prospective client
learned of them. One purpose is to ascertain whether or not the prospec-
tive client is “‘shopping around” in an effort to obtain professional
services at low cost.

2. 'What should a CPA learn about a prospective client befcre agreeing
to do work for him?

It is desirable to ascertain whether or not the prospective client has
been or is being served by other public accountants. If so, it {s desirable
to learn the reasons for a change. It is considered good practice, in such
a case, to request the prospective client’s permission to discuss the situa-
tion with the former accountants. If such permission is refused, it may
be grounds for suspicion either that the prospective client is not finan-
cially responsible, or that he desired the former accountants to do some-
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thing which they did not consider ethically proper.

In any event a CPA should satisfy himself that a prospective client is
reputable and responsible and is engaged in a legitimate business; other-
wise the CPA may find himself subsequently embarrassed by the asso-
ciation,

8. Is it ethical to discuss with a client of another public accountant, at
that client’s invitation, the possibility of rendering accounting services
to that client?

Yes. RPC No. 7 says that a member may furnish service to those who
request it. Obviously, then, he may properly respond to an invitation
to discuss the possibility of furnishing such service. But it is considered
good practice to communicate with the prospective client’s present
public accountant (see 2 on preceding page). In no event should the
CPA solicit the opportunity to initiate such a discussion.

4. Is it ethical to furnish income tax system work or other services to
a client whose accounts are audited by another public accountant?

Yes, if the services are furnished at the client’s request, without solicita-
tion. Such arrangements, while not common, have occurred fairly fre-
quently.

5. Just what is meant by the “‘confidential relationship between CPA
and client”?

It means that the certified public accountant should not voluntarily
disclose information about his client which he acquired in the course of
his professional service. RPC No. 16 says “a member shall not violate
the confidential relationship between himself and his client.”

The CE has held in one case that even if a CPA learned through
performance of his professional duties of fraud or other wrongdoing on
the part of his client, he could not properly report the facts to others
without the client’s consent, but should withdraw from the engagement
and write a letter to the-.client stating the reasons therefor. (In some
situations of this kind there may be legal responsibilities involved, and
the CPA should always consult his attorney as to the proper action in
view of the specific facts of the situation.) Except in some eleven states,*
communications between certified public accountants and clients are not
“privileged” under the law. Elsewhere the courts may compel a certified
public accountant to disclose information acquired in the course of his
professional service. Even in the eleven states Federal courts may not
sustain the privilege, particularly in matters of Federal taxation.

Certified public accountants should make such disclosures, however,
only under compulsion, and not voluntarily.

* Arizona, Florida, Georgia, Illinois, Iowa, Kentucky, Louisiana, Maryland, Michigan,
New Mexico, and Tennessee, and Puerto Rico.
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