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I. General Ethics Update (50 minutes) 
           

II. AICPA Independence, Integrity & 
Objectivity (25 minutes) 

   

III. Selected AICPA Ethics Rulings & 
Interpretations (25 minutes)   

 

ETHICS UPDATE OVERVIEW 



General Ethics Discussion 
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“Never trust the people you cheat with. 
They will throw you under the bus.” 
Marianne M. Jennings 

 

“Three people can keep a secret if two 
are dead.” Ben Franklin 

General Ethics Discussion 
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“Ethical standards and practices in the 
workplace are the pillars of successful 
employment and ultimately the 
benchmark for a strong business”   

 

  -- Franklin Raines, former CEO of Fannie Mae (ousted 
in 2005); with a $6 billion restatement of its 
financials, the board concluded that “[management 
was] manipulating earnings and creating an 
‘unethical and arrogant culture’” 
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What are “Ethics”? 
  “Ethical standards are the generally 

accepted rules of conduct that govern 
society.  Ethical rules are both 
standards and expectations for 
behavior, and we have developed them 
for nearly all aspects of life” (Jennings, 2008) 
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What are “Ethics”? 
“The study of the general nature of morals 
and of the specific moral choices to be 
made by the individual in his relationship 
with others; the philosophy of morals” 
“The rules or standards governing the 
conduct of the members of a profession”  
The American Heritage Dictionary 

“Ethics consists of those unwritten rules we 
have developed for our interactions with 
each other” (Jennings, 2008) 
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What are “Ethics”? 
Not the standards of the law 
In fact, a higher standard 
 

Cutting in line 
Married person committing adultery     
(“cheating”, “unfaithful”, “affair”) 
Cheating on a test 
Plagiarism 
Steroids use in sports 
Weak product designs 
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What is Your Personal Credo? 
Develop Two Lists: 

Who are YOU?  
Not defined by “trappings of success” 
Defined by “qualities” you would describe 
yourself regardless of what happened to 
you financially, professionally, or in your 
career 

Things I would never do to be successful 
(to get promoted; to make money, 
etc.)… 
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Key Points: 

The “right choice” is 
sometimes obscured by 
considerations never 
before faced by our 
professional predecessors 
Often, there is no 
obvious line between 
“right and wrong” 
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Key Points: 
We find ourselves on a 
“slippery slope” when it 
comes to finding the best 
course of action 
Rules can’t always be 
relied upon to supply the 
answer 
New ethical issues 
emerge every day in this 
“information age” 
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Public trust in our financial 
systems and profession 
depends on keeping high 
standards of conduct among 
those who handle financial 
affairs. 
Without basic trust in our 
government, economy, 
currency, and business 
practices, the system would 
collapse. 

Key Points: 

13 



Adherence to ethical standards 
secures the greater good of the 
industry and ensures that the 
ethical behavior of the individual 
member is above reproach. 

 

Psychologists tell us people 
naturally act in their own best 
interests.  Therefore, it is in the 
best interest of the professional to 
be aware of the ethical codes that 
should guide his or her behavior. 

Key Points: 
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Types of Ethical Dilemmas: 
Developed and listed in Exchange, the magazine of BYU School of Business 

Taking things that don’t belong to you 
Saying things you know are not true 
Giving or allowing false impressions 
Buying influence or engaging in conflict 
of interest 
Hiding or divulging information 
Taking unfair advantage 
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Types of Ethical Dilemmas: 
Developed and listed in Exchange, the magazine of BYU School of Business 

Committing acts of personal decadence 
Perpetrating interpersonal abuse 
Permitting organizational abuse 
Violating rules 
Condoning unethical actions 
Balancing ethical dilemmas 
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How We Avoid Ethical Dilemmas –           
 We Call it Something Else: 

Downloading music – instead of 
“copyright infringement” we call it 
“peer-to-peer file sharing” 
Juggling numbers in financials – instead 
of “falsifying numbers” we call it 
“smoothing earnings”, “finance 
engineering”, “good finance strategy” or 
“cooking the books” (Jennings, 2008) 
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Rationalizing Dilemmas Away: 
“Everybody else does it” 
“If we don’t do it, someone else will” 
“That’s the way it has always been done” 
“We’ll wait until the lawyers tell us it is 
wrong” or “The law doesn’t say we can’t 
do it” 
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Rationalizing Dilemmas Away: 
“It really doesn’t hurt anyone” 
“The system is unfair” 
“It’s a gray area” 
“I was just following orders” 
“We all don’t share the same ethics” 
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Twelve Questions For Evaluating Ethical Dilemmas: 
Laura Nash – Harvard Divinity School Meets Business 

1. Have you defined the problem accurately? 
2. How would you define the problem if you 

stood on the other side of the fence? 
3. How did this situation occur in the first place? 
4. To whom and what do you give your loyalties 

as a person and as a member of the 
corporation? 
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Twelve Questions For Evaluating Ethical Dilemmas: 
Laura Nash – Harvard Divinity School Meets Business 

5. What is your intention in making this decision? 
6. How does this intention compare with the likely 

results? 
7. Whom could your decision or action injure? 
8. Can you engage the affected parties in a 

discussion of the problems before you make 
your decision? 
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Twelve Questions For Evaluating Ethical Dilemmas: 
Laura Nash – Harvard Divinity School Meets Business 

9. Are you confident that your position will be as 
valid over a long period of time as it seems 
now? 

10. Could you disclose, without qualms, your 
decision or action to your boss, your CEO, the 
board of directors, your family, or society as a 
whole? 

11. What is the symbolic potential of your action 
if understood?  If misunderstood? 

12. Under what conditions would you allow 
exceptions to stand? 
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Three Questions Managers Should Ponder in 
Resolving Ethical Dilemmas:  
Norman Vincent Peale & Ken Blanchard 

Is it legal? If “no”, stop there! 
Is it balanced? Step back and view from 
other perspectives – other stakeholders 
How does it make me feel? Self-
examination of your comfort level with 
decision 
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The Wall Street Journal Model 
Am I in compliance with the law? 
What contribution does this choice or 
action make to the company, the 
shareholders, the community, and 
others? 
What are the short- and long-term 
consequences of this decision? 
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“Front Page” Test: 
“Contemplating any business act, an employee 

should ask himself whether he would be 
willing to see it immediately described by an 
informed and critical reporter on the front 
page of his local paper, there to be read by 
his spouse, children, and friends. At Salomon 
we simply want no part of any activities that 
pass legal tests but that we, as citizens, 
would find offensive”  

    Warren Buffett as Interim Chairman 
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National Enquirer Test: 

“Make up the worst possible headline you 
can think of and then re-evaluate your 
decision”  

      Marianne M. Jennings 
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“FaceBook, Twitter, Instagram” Test? 

What would happen if your story, image or 
video went viral? 
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Golden Rule of the Bible: 

“Do unto others as you would have them 
do unto you” – Matthew 7:12 and Luke 6:31 
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Codes of Ethics 
Ethical codes were designed to 
give professionals guidance in 
the decisions they make 
Remember – we must not only 
be ethical in action, but also, 
and VERY IMPORTANTLY, in 
appearance. 
The law, in this context, is the 
lowest common denominator 
and not the model by which our 
professional responsibilities 
should be judged. 
History suggests that an 
effective code of ethics, 
enforced diligently and with 
fairness, is the best way for 
financial professionals to avoid 
derision. 
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Codes of Ethics 

AICPA 
AGA 
CFE 
CMA 
IIA 
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“Diligence, objectivity, independence, due care, and 
conflicts of interest are not just boiler plate provisions 
inserted into codes of professional responsibility.  
Financial professionals such as accountants [and] 
auditors … are required to follow these codes to 
protect both themselves and their clients.  Such 
standards require professionals not just to be reactive 
(give advice when asked), but to be proactive as well 
(looking for possible conflicts or problems).”  (CFE, 
Crossing the Line, 1998). 
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The History of Ethical Codes 
Date back to the “guilds” in medieval times 
Industrial Revolution made guilds obsolete, but 
maintained codes 
From the beginning, codes of ethics have been 
what we might call “civic-minded”. 
Practical, “market function”, and kind of a currency 
Public relations “tool” and “prescription” for 
conduct 
In early 20th Century, ethical codes of conduct 
helped the professions and the professionals 
establish themselves in the public eye 
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Ethics – A Constraint on Behavior? 
Do we want to “win at any cost?” 
Ethical principles – “the things 
we’re not supposed to do.” 
Ethics are generally viewed as a 
behavior motivation, not as a 
constraint. 
Ethics has to become an 
initiative or an incentive, not 
a regulation or binding 
judgement. 
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Making Decisions 
If something is written about the issue, 
consult it. 
Compare the situation with the general rule of 
law or the profession 
If it’s covered, be sure the specifics of your 
position apply. 
If it’s not covered, or the rule doesn’t really 
apply, then think some more. 
Decide, based upon what you know about 
past situations – which action among the 
several you can take carries the most positive 
ethical consequences? 
Ethics in an “information age” demand their 
own answers. 
The “rules” may have to be changed to fit the 
situations. 35 



To Lie or Not to Lie? – That is 
the Question. 

Truth-telling is one of the highest 
standards of financial professionals.  
Accuracy and truth in reporting are 
bedrock values of the financial world.  
No one can conscionably assert that 
lying should become a universal law, so 
it’s not an acceptable action. 
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Formally speaking, a lie is always a lie 
and a lie is evil (Immanuel Kant). 
Practically speaking, it may happen that 
a lie becomes necessary and productive 
(Immanuel Kant). 
A lie is justified in self-defense? 
(undercover work, a “sting”, wire 
tapping, etc.) (Immanuel Kant). 
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Judgment 

Understanding 
(a knowledge of experience – 

“life lessons”) 

 and Reason 
(a knowledge of 

principles 

is the mediation of 

Immanuel Kant 
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Four-Point Test for Financial Professionals 

Is the action I am considering legal and consistent with 
ethical standards for all citizens? 
Is the action I am considering consistent with the Codes 
of Professional Ethics by which I am bound? 
Is the action I am considering consistent with my own 
personal standards? 
How would this action look on the evening news or the 
front page of the local paper?  How would this publicity 
reflect on my colleagues, on my profession, and on my 
own professional and personal reputation? 
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AICPA – Code of Professional Conduct 

Principles: 
Article I – Responsibilities – In carrying out their 
responsibilities as professionals, members should exercise 
sensitive professional and moral judgments in all their 
activities 
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 
Article III – Integrity – To maintain and broaden 
public confidence, members should perform all professional 
responsibilities with the highest sense of integrity 
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Principles, continued: 
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 in appearance 
when providing auditing and other attestation services. 
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. 
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. 

AICPA – Code of Professional Conduct 
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Association of Government Accountants 
– Code of Ethics 

Objectives: 
Credibility 
Professionalism 
Quality of Services 
Confidence 
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AGA – Code of Ethics 
Principles 

Objectivity 
Professional Competence and Due Care 
Confidentiality 
Professional Behavior 
Technical Standards 
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AGA – Code of Ethics 
Professional Conduct 

Personal Behavior 
• Actively promote and encourage the highest level of 

ethics within the government financial management 
community. 

• Conduct yourself with integrity, dignity, and respect for 
others. 

• Transmit or use confidential information obtained in your 
professional work only for the purpose intended and not 
for personal gain or other advantage or the the 
disadvantage of others. 

• Adhere to the standards of conduct of your employer 
and any professional associations or organizations of 
which you are a member. 
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AGA – Code of Ethics 
Professional Conduct 

Professional Competence and Performance 
• Strive to perform the duties of your position and 

supervise the work of your subordinates with the highest 
degree of professional care 

• Continually seek to increase your professional knowledge 
and skills to improve your services to employers, 
associates and fellow members. 

• Render opinions, observations, or conclusions for official 
purposes only after appropriate consideration of the 
pertinent facts and after assuring yourself that you have 
the appropriate expertise and are free from real or 
perceived conflicts of interest. 
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AGA – Code of Ethics 
Professional Conduct 

Professional Competence and Performance 
• Exercise diligence, objectivity, and honesty in 

your professional activities and be aware of 
your responsibility to disclose improprieties that 
come to your attention to the appropriate 
parties. 

• Be aware of and strive to apply work-related 
requirements and standards prescribed by 
authorized government agencies and 
employers 
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AGA – Code of Ethics 
Professional Conduct 

Responsibilities to Others 
• Consider the public interest to be paramount in 

carrying out your duties 
• Avoid any activity that creates or gives the 

appearance of a conflict with your employer-
related responsibilities 
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Various AICPA Ethics 
Rulings & Interpretations 

Discussion 
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AICPA INDEPENDENCE 

50 

• Conceptual Framework For AICPA Independence 
–  Other  Independence Considerations 
• Rule 101 – Independence 

• Impairment 
• Threats 
• Safeguards 

• Performance of Nonattest Services – General,  
Tax Compliance Services, Forensic Services 

• Rule 102 – Integrity and Objectivity 
• Conflicts 
• Obligations 

 



Independence is Defined as: 
 

Independence of mind 
 State of mind 
 Permits performance of attest service…without the 

compromise of professional judgment; 
 Allows CPA to act with integrity and exercise 

objectivity and professional skepticism  
 

Independence in appearance  
 Avoidance of circumstances that would cause a 

reasonable and informed third party to conclude  
integrity, objectivity, or professional skepticism 
compromised 
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AICPA INDEPENDENCE 
 



Key Definitions 
Impair–To effectively extinguish independence 

(if impaired, CPA is NOT independent). 
Threats–Circumstances that could impair 

independence; could compromise judgment. 
Safeguards– Controls that mitigate or eliminate 

threats to independence. To be effective, 
safeguards should eliminate the threat or reduce 
to an acceptable level the threat’s potential 
toward impairment. 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



  IMPORTANCE OF FRAMEWORK 
 Assistance in understanding AICPA 

independence interpretations and rulings 
 Guidance where guidance is absent 
 This Framework may not be used to 

overcome prohibitions or requirement 
contained in AICPA ethics interpretations 
and rulings 
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AICPA INDEPENDENCE 
Conceptual Framework 



 
     Professional Ethics Executive Committee’s 

(PEEC’s) recommends a RISK-BASED 
APPROACH involving two steps: 

 

 Identifying and evaluating threats to independence 
(individually and in the aggregate; cumulative effect) 

 Determining whether safeguards reduce to an 
acceptable level, eliminate or sufficiently mitigate 
threats or can do so  (perception by responsible third 
party) 

 If no safeguards are available, independence is 
impaired 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 
 Details On “Identifying And Evaluating 

Threats” 
 

 An individual and aggregate approach must be 
used 

 Some threats may be deemed acceptable  
 Safeguards not required when threats deemed 

acceptable  
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AICPA INDEPENDENCE 
Conceptual Framework 

 



Details–do Safeguards Eliminate Or 
Sufficiently Mitigate Threats? 

 

 Different safeguards used for different types of 
threats 

 One safeguard may be sufficient for multiple 
threats 

 Safeguards must eliminate a threat or reduce it to 
an acceptable level  
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 
 
 Seven Broad Threats (not all inclusive): 

 

 Self-review – Reviewing evidence from one’s 
own work or firm’s nonattest work 

 Advocacy –Actions promoting an attest client’s 
interests or position 

 Adverse interest –Actions or interests between 
the CPA and client that are in opposition 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 
 
 (Threats Continued) 

 Familiarity –Close or longstanding relationship 
with the client (or those who perform NAS) 

 Undue influence –Attempt to coerce or exercise 
excessive influence over CPA by client’s management 
or other interested party  

 Financial self-interest –Potential benefit to the 
CPA from a financial interest in or relationship with an 
attest client 

 Management participation–Taking on role of 
management or performing management functions 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



SPECIFICS ON USE OF SAFEGUARDS: 
Should eliminate or reduce threats to independence 
 

 Effectiveness depends on numerous factors including: 
 Specific facts & circumstances of situations 
 Proper identification of threats 
 Proper design of safeguards 
 Party(ies) subject to safeguards 
 How safeguards are applied 
 Consistency of application 
 Who applies the safeguards 

 
59 

AICPA INDEPENDENCE 
Conceptual Framework 

 



 Three broad categories with 36 specific 
safeguards identified: 

 
 Created by the Profession, Legislation 

or Regulation (6) 
 Implemented by the Attest Client (5) 
 Implemented by the Firm (25) 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



Created by the Profession, Legislation or 
Regulation  

 

 Required education and training on independence and 
ethics rules for new professionals  

 CPE requirements on independence and ethics rules  
 Professional standards, monitoring & disciplinary 

processes 
 External review of a firm’s quality control system 
 Legislation governing independence requirements of the 

firm 
 Competency & experience requirements for professional 

licensure 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



Implemented by the Attest Client 
 

 Skilled, knowledgeable, and experienced personnel 
making management decisions relative to nonattest 
services by the CPA to the attest client 

 A tone at the top that emphasizes client’s commitment 
to fair financial reporting 

 P&P’s designed to achieve fair financial reporting 
 Appropriate governance structure (such as active audit 

committee) designed to ensure appropriate oversight, 
decision making, and communication 

 P&P’s relative to services available without impairing 
independence with attest firm 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



Implemented by the Firm 
 

 Firm leadership that stresses stresses independence 
and the firms actions toward public interest 

 P&Ps designed to implement & monitor QC in attest 
engagement 

 Documented independence P&Ps regarding of 
identification and evaluation of threats of 
independence; and, application of safeguards 

 Internal P&Ps designed to monitor compliance 
 Use of different partners and engagement teams for 

attest versus nonattest services 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



Implemented by the Firm 
 

 P&Ps that monitor and address excessive reliance on 
revenues from a single client 

 Designated member of senior management 
responsible for ensuring firm’s QC standards met & 
maintained 

 P&Ps designed to identify interests or relationships 
between firm, partners, professional staff and clients 

 Training & timely communication of firm’s P&Ps and 
changes 

 Disciplinary mechanism designed to promote 
compliance 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



Implemented by the Firm 
 

 P&Ps designed to empower staff to communicate 
without fear of retribution 

 P&Ps relating to independence communication with 
audit committees & those charged with governance 

 Disclosures regarding nature of services and fees 
 Involvement of other professionals 
 Consultation with interested third party(ies) 
 Rotation of senior personnel who are part of the 

attest team 
 P&Ps ensuring attest team members do not make 

management decisions 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 Other Considerations-- Impossible For  Code To 
Address All Independence Circumstances   
 Evaluate specific circumstances 

 Would circumstances lead a reasonable person to 
conclude that there is an unacceptable threat? 

 Consider risk-based approach in doing evaluation 
 Safeguard(s) must be applied if threats not at an 

acceptable level 
 Safeguards must reduce or eliminate threats to 

acceptable level 
 Must document safeguards were applied 

 Failure to prepare the documentation is Rule 202, 
Compliance With Standards, violation 
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AICPA INDEPENDENCE 
Conceptual Framework 
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Rule 102 – Integrity and Objectivity. In the 
performance of any professional services a 
member should maintain objectivity and  
Integrity, shall be free of conflicts of interest, 
and shall not knowingly misrepresent facts or 
subordinate his or her judgment to others. 

 
Various AICPA Ethics Rulings & Interpretations 

 



 Interpretations Rule 102 – Integrity & Objectivity 

 Violations when CPA knowingly: 
 Makes or permits or directs another to make, 

materially false and misleading entries in an 
entity’s financial statements or records; or 

 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 

 Signs, or permits or directs another to sign, a 
document containing materially false and 
misleading information 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 Interpretations Rule 102 – Integrity & Objectivity 

 Conflicts of Interest (not all inclusive): 
 Performing litigation services in connection with 

lawsuit filed against a client of firm 
 CPA has provide tax or personal financial 

planning for a couple who are now divorcing; 
CPA has been asked to provide the service 
during divorce proceedings 

 CPA suggests client invest in a business he/she 
has financial interest 

 CPA provides tax or PFP services for several 
members of the same family who have opposing 
interests 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 Interpretations Rule 102 – Integrity & Objectivity 

 Conflicts of Interest (not all inclusive): 
 CPA has significant financial interest, is a 

member of management, or in a position of 
influence in a company which is a competitor of 
client 

 CPA is on City’s Board of Tax Appeals with 
matters against a tax client 

 CPA has been asked to provide service in 
connection with the purchase of real estate from 
a client 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 Interpretations Rule 102 – Integrity & Objectivity 

 Conflicts of Interest (not all inclusive): 
 CPA refers client to an insurance broker or other 

provider which refers client back to CPA under 
exclusive arrangement 

 CPA recommends or refers client to service 
bureau in which CPA (or partners) hold material 
financial interest 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 Interpretations Rule 102 – Integrity & Objectivity 

 Obligations: In dealing with his/her external 
accountant, member must be candid and 
not knowingly misrepresent facts or 
knowingly fail to disclose material 
facts…including in response to written 
representation. 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



 Interpretations Rule 102 – Integrity & Objectivity 
 Subordination of judgment by member: If a member 

and his/her supervisor have a disagreement or dispute 
relating to services provided the following steps must 
be taken: 
 Consider whether entry, failure to record entry, financial 

statement, or omission represents acceptable GAAP and does 
not materially misrepresent the facts.  If no continued 
disagreement, do nothing further (all is well) 

 If yes, CPA should take concerns to next appropriate higher 
level of management within entity. Document discussion and 
decision. 

 If CPA concludes appropriate action was not taken, consider 
separation from entity; consider any responsibility for 
communication to third parties; consider consultation with 
legal counsel 
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AICPA INDEPENDENCE 
Conceptual Framework 

 



OVERVIEW-GENERAL 
 Rule 101: Certain engagements require independence 

 Audits, reviews, agreed-upon procedures performed under the 
attestation standards 

 Interpretation under Rule 101 
 Interpretation 101-3 – discusses specific guidance to 

operationalize independence 
 Interpretation applies only to audit & nonattest services 
 Interpretation also requires compliance with 

independence requirements of other bodies (SEC, GAO, 
DOL, etc.): 
 Failure to do so is a violation of this Interpretation 
 Requirements of other bodies may be more restrictive 
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AICPA INDEPENDENCE 
Performing Nonattest Services  



General Requirement One: 
 Independent auditor should not perform 

management functions or make management 
decisions: 
 Set policies or strategic direction for the client 
 Direct or accept responsibility for actions of client’s 

employees (except to extent permitted when using 
internal auditors for assistance in attest function) 
 Authorize, execute or consummate transactions on 

behalf of client or having the authority to do so 
 Prepare source documents (electronic or other 

form) evidencing occurrence of a transaction. 
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AICPA INDEPENDENCE 
Performing Nonattest Services  



 
General Requirement Two – Client Must 

Agree to: 
 Make all management decisions and perform all 

management functions 
 Designate individual with suitable skill, 

knowledge, and/or experience to oversee services 
 Evaluate the adequacy and results of the services 
 Accept responsibility for the results 
 Establish and maintain internal controls 
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AICPA INDEPENDENCE 
Performing Nonattest Services  



  General Requirement Three – (Auditor  
should establish and document with client 
before performing services) 
 Objectives of the engagement 
 Services to be performed 
 Client’s acceptance of its responsibilities 
 CPA’s responsibilities  
 Any limitation of the engagement 
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AICPA INDEPENDENCE 
Performing Nonattest Services  

(general, tax compliance & forensic) 



Routine activities exempt from General 
Requirement Nos. 2 and 3: 
 Those activities generally  

 involving providing advice  
 responding to client’s questions as part of normal 

client-member relationship 
 Typically insignificant in terms of time incurred or 

resources expended  
 Generally do not result in a specific project or 

engagement 
 Generally no formal report or other formal work 

product 
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AICPA INDEPENDENCE 
Performing Nonattest Services  

(general, tax compliance & forensic) 



  Activities impairing independence: 
 

 Authorizing, executing, or consummating a 
transaction, otherwise executing authority on 
behalf of a client, or having the authority to do so 

 Preparing source documents in electronic or other 
forms, evidencing the occurrence of a transaction 

 Having custody of client assets 
 Supervising client employees in the performance of 

their normal recurring activities 
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AICPA INDEPENDENCE 
Performing Nonattest Services  



  Activities impairing independence: 
 

 Determining which recommendations of the 
independent CPA should be implemented 

 Reporting to the board of directors on behalf of 
management 

 Serving as a client’s stock transfer or escrow agent, 
register, general counsel, or its equivalent 

 Establishing or monitoring IC, including performing 
ongoing monitoring activities for a client 

80 

AICPA INDEPENDENCE 
Performing Nonattest Services  



 Services addressed: 
 

 Bookkeeping 
 Non-tax disbursement 
 Benefit plan administration 
 Investment advisory or management 
 Corporate finance consulting or advisory 
 Executive or employee search 
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AICPA INDEPENDENCE 
Performing Nonattest Services  



 Services addressed: 
 

 Business risk consulting 
 IT systems design, installation, or integration 
 Tax compliance services  
 Appraisal, valuation, and actuarial services  
 Forensic accounting services 
 Internal audit assistance 
 Training services 
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AICPA INDEPENDENCE 
Performing Nonattest Services  



Include the following definitions: 
 Preparation of a tax return (“Preparation” hereafter) 
 Transmittal of the return and related tax payment 

(“Transmittal/Payment” hereafter) 
 Signing and filing the return (“Signing/filing” 

hereafter) 
 Authorized representation of the client in an 

administrative proceeding before a taxing authority 
(“Representing” hereafter) 
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Tax compliance services: 



Preparation & transmittal 
 Can prepare return and transmit related payment 

(independence not impaired) 
 Rule 101-3 General Requirements should be followed 
 Client designee must understand tax situation 
 Client designee must make decisions regarding significant 

tax positions 
 Auditor should not have custody or control over the client’s 

funds 
 Client designee should review and approve return and 

payments 
 Client designee must sign return if a signature is required  
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Signing 
 Signing the return generally impairs 

independence, unless 
 Auditor has legal authority to do so (Form 8879 or 8453; 

POA) or  
 Taxing authority has prescribed procedures in place 
 ALTERNATIVE: Client provides a signed statement with 

specified representations : 
 Identifies return to be filed 
 Identifies individual authorized to sign and file 
 The return has been reviewed, is true, correct and complete 
 The individual authorizes CPA to sign and file on behalf of 

client 
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Representation – 1 
 Can represent client in an administrative proceeding 

before taxing authority  
 Get permission before committing the client with the taxing 

authority 
 

Representation -2 
 Cannot represent the client in court or in a public 

hearing to resolve a tax dispute  
 Advocacy threat 
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    Appraisal, valuation, and actuarial services: 
 Limited services are allowed 
 Independence is impaired if the results of the service 

would be material to the financial statements and the 
service involves a significant degree of subjectivity 

 An actuarial valuation of the pension or 
postretirement liability is allowed because this does 
not require a significant degree of subjectivity 

 Services performed for nonfinancial statement 
purposes may be provided if they otherwise meet the 
general rules (i.e.: significant assumptions and 
matters of judgment are determined or approved by 
client) 
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Definitions: 
Investigative Services and Litigation 

Services are nonattest services. 
 Involve the application of special skills in accounting, 

auditing, finance, quantitative methods, and certain 
areas of law, and research and investigative skills 

 Skills are used to collect, analyze, and evaluate 
evidential matters 

 Skills are used to interpret and communicate findings 
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Forensic accounting services: 



 Litigation Services 
 Recognize the role of the CPA as an expert or consultant 
 Providing “assistance for actual or potential legal or 

regulatory proceedings” 
 Proceeding held before a trier of facts in connection with the 

resolution of disputes between parties 
 Three types:  Expert witness, Litigation Consulting and 

Other 
 Investigative Services 

 Forensic services not involving actual or threatened litigation 
 Performing analyses or investigations generally requiring 

same skill set used for litigation services 
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Litigation – Expert Witness: 
 Litigation Services – Expert Witness 

Services generally impair independence 
(advocacy on behalf of the client) 
 “engaged to render an opinion before a trier of facts 

relative to the dispute” 
 “expertise used ” 
 Direct knowledge of the disputed facts or events not 

primary 
 Exception for “large group of plaintiffs or defendants” 

(including an attest client) 
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Litigation – Consulting: 
 Litigation Services – Litigation Consulting 

generally does not impair independence  
 Auditor “provides advice about the facts, issues, 

and strategy of a matter” 
 Auditor does not testify as an expert witness before a 

trier of facts 
 (Independence impaired if auditor later agrees to 

serve as an expert witness) 
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   Litigation – Other 
 Other-“special master, court-appointed expert, 

or arbitrator” independence impaired 
 Other- mediator role does not impair 

independence if auditor is not making any 
decisions on behalf of the client but is rather 
serving as a facilitator by assisting parties in 
reaching their own agreement 
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Investigative Services 
 Investigative Services generally do not 

impair independence 
 Defined as “not involving actual or threatened 

litigation” 
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Internal audit assistance: 
 General Requirements 1, 2, and 3 apply! 
 Client designates individual(s) from senior 

management with appropriate skill, knowledge, 
& experience to be responsible for IA function 

 Client determines scope, risk, & frequency of IA 
activities performed 

 Client evaluates the findings and results arising 
from IA activities performed 

 Client evaluates the adequacy of the procedures 
performed and findings resulting from 
performance 
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Interpretation 101.5 – Loans 
 Independence generally impaired if CPA has ANY 

loan to or from a client 
 Exceptions: 

 Grandfathered – unsecured loans not material to CPA’s 
net worth, home mortgages, other secured loans are 
grandfathered if they were obtained from a financial 
institution under normal lending procedures, 
terms and requirements 

 Current as to all terms and times 
 Obtained prior to financial institution becoming a client 
 Obtained prior to 2/5/01 and met previous 101.5 

requirements 
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Interpretation 101.5 – Loans 
 Partnership loans affect entire partnership 
 Other Permitted Loans: 

 Automobile loans and leases collateralized by the 
automobile 

 Loans fully collateralized by the cash surrender value of 
an insurance policy 

 Loans fully collateralized by cash deposits at the same 
financial institution (e.g.: “passbook loans”) 

 Aggregate outstanding balances from credit cards and 
overdraft reserve accounts – reduced to $10,000 or less 
on current balances 

 

 96 

 
 

 
Various AICPA Ethics Rulings & Interpretations 

 



Interpretation 101.6 – Litigation 
 Independence generally impaired if CPA has ANY 

actual or threatened litigation with a client 
 Creates adversarial position between client and 

CPA 
 Guidelines: 

 Commencement of litigation alleging deficiencies in audit 
work - impaired 

 Commencement of litigation alleging fraud or deceit – 
impaired 

 Expressed intention to commence litigation alleging 
deficiencies in audit work – impaired if probable 

 Litigation not related to performance of attest 
engagement for amount not material – not impaired?? 
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Interpretation 101.6 – Litigation 
 Litigation by security holders – e.g.: when client and 

CPA are part of a class action suit – not generally 
impaired 

 Other Third-party litigation – generally not 
impaired…BUT, be cautious 

 What would reasonable person having knowledge of 
the facts conclude? 
 CPA should disengage him/herself 
 CPA should disclaim an opinion due to lack of independence 

 Impairment generally eliminated when final 
resolution is reached…BUT, be cautious 
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Interpretation 101.8 – Financial Interest 
 
Client = “Investor” 
Nonclient = “Investee” 
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Is nonclient material 
to client? 

Independence NOT 
impaired if: 

  
Covered member’s 

investment in  
nonclient is 

material 

Independence impaired if: 
 

Covered member has direct 
financial interest in nonclient 

OR 
Covered member has a material 

indirect financial interest in 
nonclient. 



Interpretation 101.8 – Financial Interest 
 
Nonclient = “Investor” 
Client = “Investee” 
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Is client material 
to nonclient? 

Independence NOT 
impaired unless: 

  
Covered member’s 

investment allows the 
covered member to 
exercise significant 

influence over  
nonclient. 

Independence impaired if: 
 

Covered member has direct 
financial interest in nonclient 

OR 
Covered member has a material 

indirect financial interest in 
nonclient. 



Interpretation 101.12 – Cooperative Agreements 
 Independence impaired if a CPA has any material 

cooperative agreement with client 
 Cooperative agreement – when CPA and client 

jointly participate in business activity – examples: 
 Prime/subcontractor arrangements to provide services or 

products to third party 
 Joint ventures to develop or market products or services 
 Arrangements to combine one or more services or products 

of firm with those of client and market jointly 
 Distribution or marketing arrangement where firm acts as 

distributer or marketer of client or vice versa 
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Interpretation 101.12 – Cooperative Agreements 
 Possible exceptions – NOT impaired 

 Participation governed under separate agreements, 
arrangements, or understandings 

 Firm assumes no responsibility for actions of client (and, 
vice versa) 

 Neither party has authority to act as representative or 
agent of the other 
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“CPAmerica International, is a national association of independent 
CPA that provides shared best practices, networking opportunities 
and access to expert resources for member firms.  CPAmerica is a 
member of Crowe Horwath International, the 9th largest global 
network of independent audit and advisory services firms in the 
world. Nationally, CPAmerica represents more than 2,500 CPAs in 
more than 80 firms throughout the United States;  and, through 
CPAmerica's strategic alliance with Horwath International, we have 
more than $3B in revenue, 3,300 partners, 29,000 employees in 671 
offices in 599 cities in 114 countries around the world.  CPAmerica's 
collective resources enable affiliate member firms to serve clients as if 
members were a national firm.”  
 
(Source:  http://www.cpamerica.org/) 
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Interpretation 101.17 – Networks and Network Firms 



Interpretation 101.17 – Network Firms 
 CPA firms form associations with other firms and 

entities 
 Generally, these firms 

 Cooperate to enhance their capabilities to provide 
services 

 Share other characteristics 
 Do you think there are any independence 

implications? 
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“YES”- A Network Firm (NWF) HAS BEEN 
ESTABLISHED 
 Must be independent of other NWF f.s. audit clients 
 Must be independent of other NWF f.s. review clients 
 Must consider independence threats created by NWF 

interests and relationships 
 Safeguards may be needed 

 Rules apply to any firms and entities within network 
 NWF determination should be applied consistently among 

members 
 Association to facilitate the referral of work is not NWF 
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CHARACTERISTICS OF A NETWORK - 
“Association of Entities” 
 Cooperate to enhance capabilities 
 Share one or more of six specified 

characteristics  
 (see the next few slides) 
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1. Sharing Common Brand Name (as part of 
the firm name) 
 Members share use of a common brand name or 
 Members share common initials as part of name of the 

firm  
 Non-NF affiliations should avoid perception that a 

network exists 
 “an independently owned and operated member firm of 

XYZ Association” 
 
2. Sharing Common Control 

 Look to GAAP in U. S. definition 
 Consider Ownership, Management, Contract 

 Obligation to simply comply with association 
requirements as a condition of membership  ≠ NWF 
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3. Sharing Profits or Costs 
 Sharing of profits or costs related to providing 

professional services of an association is considered a 
NWF 

 Sharing of immaterial costs or costs related to operating 
an association does not by itself create a NWF 

 Sharing of costs to develop audit methodologies, 
manuals, training, does not by itself create a NWF 

 Arrangement to jointly provide a service or develop a 
product does not by itself create a NWF 
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4. Sharing Common Business Strategy 
 Involves ongoing collaboration among firms 

 Firms responsible for implementing association’s strategy 
 Firms held accountable for performance pursuant to strategy 
 Firms’ ability to pursue an alternative strategy limited  
 Firms must act in common business strategy (e.g.: the best 

interest of the network) 

 Joint cooperation to market professional services or  
develop response to a request for a proposal ≠ 
NWF 
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5. Sharing Significant Part of Professional 
Resources 
 Common systems that enable firms to exchange information 

such as client data, billing, and time records 
 Partners and staff 
 Technical departments to consult on technical issues or 

industry specific issues, transactions, or events for assurance 
engagements  

 Audit methodology or audit manuals 
 Training courses and facilities 
Must consider both qualitative and quantitative factors in 

determining “significant” 
When firms have ability to make independent decisions on 

technical matters, audit methodology, training, etc., ≠ NWF 
 

110 

 
Various AICPA Ethics Rulings & Interpretations 

 



6. Sharing Common Quality Control 
Policies and Procedures 
 Entities required follow NWF QC P&Ps 
 Monitored by the association 
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   Question - Would objectivity or integrity be 
considered to be impaired if a CPA 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)? 
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Acceptance or Offering of Gifts or Entertainment - 
General Ethics Ruling No. 113 Under Rule 102 



113 

Rule 102 – Integrity and Objectivity. In the 
performance of any professional services a 
member should maintain objectivity and  
Integrity, shall be free of conflicts of interest, 
and shall not knowingly misrepresent facts or 
subordinate his or her judgment to others. 
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GENERAL ANSWER 
 Objectivity impaired unless  the gift or 

entertainment is “reasonable in the 
circumstances” 

 CPA should not violate member, client, 
customer, or vendor’s policies/laws 
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SPECIFICS 
 CPA must exercise judgment in determining whether an item is 

“reasonable in the circumstances.” Relevant facts/circumstances 
include (but not limited to) the following 
 Nature of item 
 Occasion 
 Cost or value 
 Nature, frequency, and value of other items offered or 

accepted 
 Whether entertainment associated with active conduct of 

business (before, during, after) 
 Whether other clients, customers, or vendors also 

participated in entertainment 
 Who participated in the entertainment 
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 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, 
as an attest client)? 
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Acceptance or Offering of Gifts or Entertainment - 
Attest Client-Ethics Ruling No. 114 Under Rule 101 



GENERAL ANSWER – GIFT 
ACCEPTED 
 Yes, unless the value of the gift accepted is 

“clearly insignificant”  
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ANSWER OTHER 
 Entertainment accepted must be 

“reasonable in the circumstances” 
 Gifts & Entertainment offered must be 

“reasonable in the circumstances” 
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May member make a political campaign 
contribution to an individual associated with 
an attest client in a key position or who holds a 
financial interest in the attest client (material 
and/or significant influence) without impairing 
independence or violating any other rule of 
conduct? 
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ANSWER:  
 YES if contribution is 

not made with 
intention of 
influencing the 
procurement of 
professional services 
or in contravention of 
federal or state laws 
or regulations (Rules 
101 & 102; ethics 
rulings 113 and 114) 
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Would independence be impaired if a CPA firm 
retained an independent contractor (as defined 
by IRS, federal regulator guidance, case law, or 
revenue rulings) on a part-time basis that is 
employed by or associated with an attest client 
in a key position? 
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ANSWER:   YES! 
 However, if a non-key position consider following 

criteria:  
 Location of firm office where IC will work in relation to 

office providing services to client 
 Whether IC performs services for others or solely to 

member’s firm: 
 % of income from firm to other earned income (from member / 

from client) 
 Amount of time devoted to firm vs. attest client / other firms 

 If threats (fact or appearance) are deemed 
significant, do safeguards exist to eliminate/reduce 
threats to acceptable level?  If not, independence is 
impaired.(Rules 101 & 102; Interpretation 102-2) 
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May a member perform professional services 
for a client for no fee or for a fee below cost 
without impairing independence or violating 
any other rule of conduct? 
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ANSWER:   YES! 
 However, regardless of fee charged, members must 

comply with ALL professional standards applicable 
to services performed:  
 Reasonably expect to complete with professional 

competence 
 Exercise due professional care 
 Adequately plan and supervise 
 Obtain sufficient relevant data to afford reasonable basis 

for conclusions or recommendations 
 Members state board (s) of accountancy may have more 

restrictive rules. 
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May a member who does not hold out as a CPA 
be in compliance with Rule 202 (Compliance 
with Standards) if the member did not comply 
with the Standards for Consulting Services while 
performing consulting services for a client? 
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ANSWER:   YES! 
 SSCS apply to those members holding out as CPAs.  If 

member is not holding out as a CPA, member is not in 
violation of Rule 202 if services are not in compliance 
with  the SSCSs.  

 However, member must still comply with ALL 
professional standards applicable to services 
performed:  
 Reasonably expect to complete with professional competence 
 Exercise due professional care 
 Adequately plan and supervise 
 Obtain sufficient relevant data to afford reasonable basis for 

conclusions or recommendations 
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   Rule 501 - Acts Discreditable.   
    A member shall not commit an act 

discreditable to the profession 
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Response to Clients and Former Clients for 
Records – Interpretation 501 – 1 
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A CPA should respond to a client’s request 
for “records or other documents” in the 
CPA’s possession (no obligation relative to a 
subsequent request to again provide 
requested information) as noted in next 
few slides: 
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“CLIENT PROVIDED RECORDS” 
■ Not allowed to withhold 
■ “Records belonging to the client & provided to 

CPA by or on behalf of the client” 
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“CPA’S WORKING PAPERS”  
■ Generally, no obligation to provide to client 

 Audit programs, analytical review schedules, 
statistical sampling results 

 Schedules prepared by the client at the request of 
the CPA 

 No obligation to provide a client with the CPA’s 
working papers  
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“CLIENT RECORDS PREPARED BY THE 
CPA” 
 May withhold if preparation of record is not complete  
 May withhold if there are fees due the CPA for the 

engagement to prepare specific record 
 Accounting or other records CPA engaged to prepare for 

client 
 Tax returns, general ledgers, subsidiary journals 
 Supporting schedules such as detailed employee 

payroll records, depreciation schedules  
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“SUPPORTING RECORDS”   
 May be withheld if there are fees due to the CPA for 

the specific work product 
 Information not reflected in client’s books/ records 

produced by the CPA during an engagement 
 Information otherwise not available to the client -

client’s financial information is incomplete 
 Adjusting, closing, combining, consolidating journal entries 
 Computations supporting said entries 
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MISCELLANEOUS 
 May charge the client a reasonable fee for 

records 
 May provide the records in any format usable 

by the client 
 May make and retain copies of records 
 Should comply with a specific request no later 

than 45 days after the request is made 
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Questions? 

Contact Information 
Billy Morehead, Ph.D., CGFM, CPA, CPM 

Associate Professor of Accountancy 

Mississippi College 

P. O. Box 4014 

Clinton, MS 39058 

Phone: 601-925-7742 

Email: morehead@mc.edu 
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Thank you to our platinum sponsors 
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