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AUD Section

STATEMENTS OF POSITION—AUDITING AND
ATTESTATION

Introduction
Auditing and Attestation Statements of Position (SOPs) are issued to achieve
one or more of several objectives: to revise, clarify, or supplement guidance in
previously issued Audit and Accounting Guides; to describe and provide imple-
mentation guidance for specific types of audit and attestation engagements; or
to provide guidance on specialized areas in audit and attestation engagements.

Auditing SOPs
An auditing SOP is recognized as an interpretive publication as defined in AU-
C section 200, Overall Objectives of the Independent Auditor and the Conduct of
an Audit in Accordance With Generally Accepted Auditing Standards. Interpre-
tive publications are recommendations on the application of generally accepted
auditing standards (GAAS) in specific circumstances, including engagements
for entities in specialized industries.
An interpretive publication is issued under the authority of the AICPA Auditing
Standards Board (ASB) after all ASB members have been provided an opportu-
nity to consider and comment on whether the proposed interpretive publication
is consistent with GAAS. The members of the ASB have found this SOP to be
consistent with existing GAAS.
Although interpretive publications are not auditing standards, AU-C section
200 requires the auditor to consider applicable interpretive publications in
planning and performing the audit because interpretive publications are rele-
vant to the proper application of GAAS in specific circumstances. If the auditor
does not apply the auditing guidance in an applicable interpretive publication,
the auditor should document how the requirements of GAAS were complied
with in the circumstances addressed by such auditing guidance.

Attestation SOPs
An attestation SOP is recognized as an interpretive publication as defined in
AT-C section 105, Concepts Common to All Attestation Engagements. Interpre-
tive publications are recommendations on the application of Statements on
Standards for Attestation Engagements (SSAEs) in specific circumstances, in-
cluding engagements for entities in specialized industries. An interpretive pub-
lication is issued under the authority of the ASB after all ASB members have
been provided an opportunity to consider and comment on whether the pro-
posed interpretive publication is consistent with the SSAEs. The members of
the ASB have found this SOP to be consistent with existing SSAEs.
Although interpretive publications are not attestation standards, AT-C section
105 requires the practitioner to consider applicable interpretive publications
in planning and performing the attestation engagement because interpretive

©2017, AICPA
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publications are relevant to the proper application of the attestation standards
in specific circumstances. If the practitioner does not apply the guidance in-
cluded in this SOP, the practitioner should be prepared to explain how he or
she complied with the SSAE provisions of this SOP.
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AUD Section 10

Statement of Position 92-8 Auditing
Property/Casualty Insurance Entities’
Statutory Financial Statements—Applying
Certain Requirements of the NAIC Annual
Statement Instructions

October 1992

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA Insurance Companies Committee to provide guidance regard-
ing the audit of property/casualty insurance entities' statutory financial
statements in applying certain requirements of the National Associa-
tion of Insurance Commissioners' Annual Statement Instructions.
This SOP is recognized as an interpretive publication as defined in AU-
C section 200, Overall Objectives of the Independent Auditor and the
Conduct of an Audit in Accordance With Generally Accepted Auditing
Standards. Interpretive publications are recommendations on the ap-
plication of generally accepted auditing standards (GAAS) in specific
circumstances, including engagements for entities in specialized indus-
tries.
An interpretive publication is issued under the authority of the AICPA
Auditing Standards Board (ASB) after all ASB members have been pro-
vided an opportunity to consider and comment on whether the proposed
interpretive publication is consistent with GAAS. The members of the
ASB have found this SOP to be consistent with existing GAAS.
Although interpretive publications are not auditing standards, AU-C
section 200 requires the auditor to consider applicable interpretive pub-
lications in planning and performing the audit because interpretive
publications are relevant to the proper application of GAAS in specific
circumstances. If the auditor does not apply the auditing guidance in an
applicable interpretive publication, the auditor should document how
the requirements of GAAS were complied with in the circumstances
addressed by such auditing guidance.

Applicability
.01 This statement of position (SOP) provides guidance on the impact of

certain requirements of the National Association of Insurance Commission-
ers' (NAIC's) Annual Statement Instructions—Property and Casualty on the
auditor's procedures in the audit of statutory financial statements of prop-
erty/casualty insurance entities.
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Introduction
.02 The NAIC's Annual Statement Instructions direct property/casualty

insurers to require their independent certified public accountants to subject
the current Schedule P-Part 1 (excluding those amounts related to bulk and
incurred-but-not-reported [IBNR] reserves and claim counts) to the auditing
procedures applied in the audit of the current statutory financial statements to
determine whether Schedule P-Part 1 is fairly stated in all material respects in
relation to the basic statutory financial statements taken as a whole. Schedule
P-Part 1 includes Part 1-Summary and Part 1A-1R.

.03 Although no separate report on Schedule P-Part 1 is required by the
NAIC, the provisions of AU-C section 725, Supplementary Information in Re-
lation to the Financial Statements as a Whole, and the provisions of this SOP
apply when information in Schedule P-Part 1 is subjected to auditing proce-
dures applied in the audit of the basic statutory financial statements. The re-
quirements of this SOP do not preclude an auditor from issuing a report simi-
lar to those illustrated in paragraph .A17 of AU-C section 725. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, December 2010, to reflect conforming changes
necessary due to the issuance of SAS Nos. 118–120. Revised, December 2012, to
reflect conforming changes necessary due to the issuance of SAS Nos. 122–126.]

Auditing Procedures
.04 Certain of the information in Schedule P-Part 1 is typically subjected to

auditing procedures applied in the audit of the basic statutory financial state-
ments (for example, premiums earned and losses paid). Other information not
directly related to the basic statutory financial statements is also presented (for
example, lines of business classifications for immaterial lines). Although such
information may not have been subjected to auditing procedures applied in the
audit of the basic statutory financial statements in all instances, such informa-
tion may have been derived from accounting records that have been tested by
the auditor.

.05 Paragraph .A5 of AU-C section 725 states that although an auditor
has no obligation to apply auditing procedures to supplementary information
presented outside the basic financial statements, the auditor may choose to
modify or redirect certain of the procedures to be applied in the audit of the
basic financial statements so that the auditor may express an opinion on the
supplementary information in relation to the financial statements as a whole.
[Revised, December 2010, to reflect conforming changes necessary due to the
issuance of SAS Nos. 118–120. Revised, December 2012, to reflect conforming
changes necessary due to the issuance of SAS Nos. 122–126.]

.06 Chapter 4, "The Loss Reserving and Claims Cycle," of the AICPA Au-
dit and Accounting Guide Property and Liability Insurance Entities (the guide),
addresses auditing the claims data base, and is applicable when applying au-
diting procedures to the information presented in Schedule P-Part 1. Chapter
4 also provides a comprehensive discussion of auditing loss reserves and the
claims cycle. [Revised, June 2009, to reflect conforming changes necessary due
to the issuance of recent authoritative literature.]

.07 As stated in chapter 4 of the guide, because claim data and character-
istics such as dates and types of loss can significantly influence reserve esti-
mation, the auditor should test the completeness, accuracy, and classification
of the claim loss data during the audit of the statutory financial statements. In
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extending those procedures to Schedule P-Part 1, the auditor should determine
that

a. The data presented on Schedule P-Part 1 is properly reconciled to
the statistical records of the company.

b. Changes between the prior-year and current-year Schedule P-
Part 1 are properly reconciled to the current-year audited statu-
tory financial statements.

c. The source of the data for the auditing procedures applied to the
claim loss and loss adjustment expense data during the current
calendar year (for example, tests of payments on claims for all
accident years that were paid during the current calendar year)
is the same as (or reconciles to) the statistical records that support
the data presented on Schedule P-Part 1.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature.]

.08 If, as a result of the procedures performed during the audit of the statu-
tory financial statements, the auditor concludes, on the basis of facts known to
the auditor, that Schedule P-Part 1 is materially misstated in relation to the
basic financial statements as a whole, the auditor should communicate to the
company's management and the opining actuary that Schedule P-Part 1 is not
fairly stated and should describe the misstatement. If the company will not
agree to revise Schedule P-Part 1, the auditor should issue a report on Schedule
P-Part 1 and should include a description of the misstatement in that report.
(The auditor should refer to AU-C section 725 when a report will be issued.)
The auditor should consider the impact of a misstatement in Schedule P-Part
1 on the auditor's report on the statutory financial statements. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, December 2010, to reflect conforming changes
necessary due to the issuance of SAS Nos. 118–120. Revised, December 2012, to
reflect conforming changes necessary due to the issuance of SAS Nos. 122–126.]

Effective Date
.09 This SOP is effective for audits of statutory-basis financial statements

of property/casualty insurance entities for periods ending after December 15,
1992.
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AUD Section 15

Statement of Position 99-1 Guidance to
Practitioners in Conducting and Reporting on
an Agreed-Upon Procedures Engagement to
Assist Management in Evaluating the
Effectiveness of Its Corporate Compliance
Program

May 21, 1999

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA Health Care Pilot Task Force of the AICPA Auditing Standards
Board (ASB) to provide guidance regarding the application of State-
ments on Standards for Attestation Engagements (SSAEs) to agreed-
upon procedures attestation engagements performed to assist a health
care provider in evaluating the effectiveness of its corporate compli-
ance program consistent with the requirements of a Corporate Integrity
Agreement entered into with the Office of Inspector General of the U.S.
Department of Health and Human Services.
An attestation SOP is recognized as an interpretive publication as de-
fined in AT-C section 105, Concepts Common to All Attestation Engage-
ments. Interpretive publications are recommendations on the appli-
cation of SSAEs in specific circumstances, including engagements for
entities in specialized industries. An interpretive publication is issued
under the authority of the ASB after all ASB members have been pro-
vided an opportunity to consider and comment on whether the proposed
interpretive publication is consistent with the SSAEs. The members of
the ASB have found this SOP to be consistent with existing SSAEs.
Although interpretive publications are not attestation standards, AT-C
section 105 requires the practitioner to consider applicable interpre-
tive publications in planning and performing the attestation engage-
ment because interpretive publications are relevant to the proper ap-
plication of the attestation standards in specific circumstances. If the
practitioner does not apply the guidance included in this SOP, the prac-
titioner should be prepared to explain how he or she complied with the
SSAE provisions of this SOP.

Summary
This Statement of Position (SOP) provides guidance to practitioners in con-
ducting and reporting on an agreed-upon procedures engagement performed
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pursuant to the AICPA Statements on Standards for Attestation Engagements
(SSAEs) to assist a health care provider in evaluating the effectiveness of its
corporate compliance program consistent with the requirements of a Corporate
Integrity Agreement (CIA) entered into with the Office of Inspector General
(OIG) of the U.S. Department of Health and Human Services. CIAs are specific
to the entity involved; consequently, users of this SOP should be familiar with
the specific requirements of the entity's CIA.

Introduction and Background
.01 Within the past several years, the health care industry has experienced

a significant increase in the number and magnitude of allegations of fraud and
abuse involving federal health care programs (for example, Medicare and Medi-
caid) and private health care insurance. These allegations have triggered regu-
latory scrutiny, litigation, significant monetary settlements, and negative pub-
licity related to—among other things—coding and billing practices, patient re-
ferrals, cost reporting, quality of care, and clinical practices. Typically, as part of
the global resolution of these allegations, the entity enters into a CIA with the
OIG of the U.S. Department of Health and Human Services. Such agreements
require that management annually report on its compliance with the terms of
the CIA and that there be an assessment of the entity's compliance with the
CIA. This assessment includes a billing analysis, which may be performed by
an independent review organization (such as a practitioner or consultant) or
the provider (if permitted by the OIG), and an agreed-upon procedures engage-
ment.

.02 This SOP provides guidance to practitioners in conducting and re-
porting on an agreed-upon procedures engagement performed pursuant to the
AICPA Statements on Standards for Attestation Engagements to assist an en-
tity in evaluating the effectiveness of its corporate compliance program consis-
tent with the requirements of a CIA.1 The terms of a CIA are unique to the
entity; consequently, users of this SOP need to be familiar with the actual CIA
and its requirements.

.03 This SOP applies to agreed-upon procedures engagements to assist in
evaluating an entity's compliance for a specified period. The practitioner should
perform such engagements in accordance with the paragraphs in AT-C sec-
tion 315, Compliance Attestation, that address agreed-upon procedures engage-
ments related to compliance (applicable paragraphs in AT-C section 315). The
engagement should be conducted in accordance with standards established by
the AICPA, including the criteria set forth in this SOP. However, this SOP is
not intended to provide all the required criteria set forth in individual CIAs, nor
all the applicable standards established by the AICPA. Additionally, the SOP
contains some guidance that may be applied in evaluating an organization's
corporate compliance program, even though the program was not imposed by
a CIA. [Revised, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

1 The practitioner also might be engaged to assist in other areas beyond an agreed-upon pro-
cedures engagement such as providing consulting services in connection with evaluating the com-
pany's billing practices, policies, and procedures as required by the CIA or in implementing, assess-
ing, and reporting on voluntarily adopted compliance programs. In addition, the practitioner may
assist in preparing an entity's self-disclosure reports to federal health agencies related to billing er-
rors and other compliance matters. Similarly, practitioners may be involved in an entity's preparation
of government-required (but not CIA-imposed) compliance reporting (for example, contract require-
ments for Medicare part C) beyond an agreed-upon procedures engagement.
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Overview of a Typical Corporate Integrity Agreement
.04 A CIA is an agreement between a health care provider and the OIG in

conjunction with a global settlement of a fraud investigation. Such an agree-
ment typically seeks to establish a compliance program within the health care
provider (for example, hospital, clinical lab, physician group) that will promote
compliance with the requirements of Medicare, Medicaid, and all other federal
health care programs.

.05 CIAs are case-specific. Their terms are tailored to address the organi-
zational and operating deficiencies related to providing and billing for health
care services that have been identified by the OIG, the entity, or others. Detailed
compliance requirements are imposed as a condition for continued participa-
tion in federal health care programs. A sample CIA, provided by the OIG and in-
tended to identify potential requirements, is included in appendix A (paragraph
.33), "Sample Corporate Integrity Agreement Between the Office of Inspector
General of the Department of Health and Human Services and [Provider]." Typ-
ical agreements cover five years and require the entity to address the following
areas:

• Appointment of a compliance officer and establishment of a com-
pliance committee

• Establishment of a code of conduct

• Establishment of policies and procedures regarding the compli-
ance program

• Development of an information and education program as to the
CIA requirements, compliance program, and code of conduct

• Annual assessment of billing policies, procedures, and practices

• Establishment of a confidential disclosure program

• Prohibition of employment of excluded or convicted persons

• Notification to OIG of investigation or legal proceedings

• Reporting of credible evidence of misconduct

• Notifications to OIG of new provider locations

• Provision of implementation and annual reports

• Proper notification and submission of required reports

• Granting of OIG access to documents and individuals to conduct
assessments

• Documentation of record retention requirements

• Awareness of disclosure criteria

• Agreement to comply with certain default provisions, penalties,
and remedies

• Review of rights as to dispute resolution

• Review of effective and binding agreement clauses

Conditions for Engagement Performance
.06 A practitioner may perform an agreed-upon procedures engagement

related to management's compliance with a CIA if all of the conditions spec-
ified in AT-C section 105, Concepts Common to all Attestation Engagements,
AT-C section 215, Agreed-Upon Procedures Engagements, and the applicable
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paragraphs in AT-C section 315 are met. [Revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.07 Paragraph .15 of AT-C section 215 requires the practitioner to request
a written assertion from the responsible party about the measurement or eval-
uation of the subject matter against the criteria. For the purposes of this SOP,
the responsible party is management of the entity. As discussed more fully in
the AT-C sections identified in paragraph .06, management's assertions as to
its compliance must be capable of evaluation against suitable criteria that ei-
ther have been established by a recognized body or are stated in or attached
to the practitioner's report in a sufficiently clear and comprehensive manner.
Generally, to avoid confusion, management's assertions, which are based on the
specific terms of its CIA, should be attached to the practitioner's report. If the
entity is not required to have a CIA, management may develop its assertions
using the model CIA. A sample based on the model CIA, which is not meant
to be all-inclusive, is included as appendix B (paragraph .34), "Sample State-
ment of Management's Assertions." [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature. Re-
vised, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

Agreeing on the Terms of the Engagement
.08 Paragraph .12 of AT-C section 215 requires the practitioner to agree

upon the terms of the engagement with the engaging party. The agreed-upon
terms of the engagement should be specified in sufficient detail in an engage-
ment letter or other suitable form of written agreement. The agreement should
be addressed to the engaging party and should include the following items:

a. The nature of the engagement

b. Identification of the subject matter or assertion, the responsible
party, and the criteria to be used.

c. Identification of specified parties

d. Acknowledgment by the specified parties of their responsibility
for the sufficiency of the procedures

e. The responsibilities of the practitioner

f. A statement that the engagement will be conducted in accordance
with attestation standards established by the American Institute
of Certified Public Accountants

g. Agreement on procedures by enumerating (or referring to) the
procedures

h. Disclaimers expected to be included in the practitioner's report

i. Use restrictions

j. Assistance to be provided to the practitioner

k. Involvement of a practitioner's external specialist, if applicable

l. Agreed-upon materiality limits specified by the specified parties,
if applicable

Appendix C (paragraph .35), "Sample Engagement Letter," contains a sample
engagement letter that may be used for this kind of engagement. [Revised, April
2017, to reflect conforming changes necessary due to the issuance of SSAE No.
18.]
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Responsibilities of Specified Parties
.09 AT-C section 105 defines the term specified party as the intended

user(s) to whom use of the written practitioner's report is limited. The specified
parties to the agreed-upon procedures report described in this SOP typically
would be the management of the health care provider and the OIG. Manage-
ment is responsible for ensuring that the entity complies with the requirements
of the CIA. That responsibility encompasses (a) identifying applicable compli-
ance requirements, (b) establishing and maintaining internal control policies
and procedures to provide reasonable assurance that the entity complies with
those requirements, (c) evaluating and monitoring the entity's compliance, and
(d) preparing reports that satisfy legal, regulatory, or contractual requirements.
Management's evaluation may include documentation such as accounting or
statistical data, policy manuals, accounting manuals, narrative memoranda,
procedural write-ups, flowcharts, completed questionnaires, internal auditors'
reports, and other special studies or analyses. The form and extent of documen-
tation will vary depending on the nature of the compliance requirements and
the size and complexity of the entity. Management may engage the practitioner
to gather information to assist it in evaluating the entity's compliance. Regard-
less of the procedures performed by the practitioner, management must accept
responsibility for its assertions and must not base such assertions solely on the
practitioner's procedures. [Revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature. Revised, April
2017, to reflect conforming changes necessary due to the issuance of SSAE No.
18.]

.10 The specified parties are responsible for the sufficiency (nature, timing,
and extent) of the agreed-upon procedures because they best understand their
own needs. The specified parties assume the risk that such procedures might
be insufficient for their purposes. In addition, the specified parties assume the
risk that they might misunderstand or otherwise inappropriately use findings
properly reported by the practitioner. Use of an agreed-upon procedures report
is restricted to the specified parties. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature.]

Practitioner’s Responsibilities
.11 The objective of the practitioner's agreed-upon procedures is to present

specific findings to assist the specified parties in evaluating an entity's compli-
ance with the requirements specified in the CIA. (See appendix D [paragraph
.36], "Sample Procedures.") [Revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

.12 The practitioner's procedures generally may be as limited or extensive
as the specified parties desire, as long as the specified parties agree upon the
procedures performed or to be performed and take responsibility for the suffi-
ciency of the agreed-upon procedures for their purposes. [Revised, June 2009,
to reflect conforming changes necessary due to the issuance of recent authori-
tative literature.]

.13 To satisfy the requirements that the practitioner and the specified par-
ties agree upon the procedures performed or to be performed and that the speci-
fied parties take responsibility for the sufficiency of the agreed-upon procedures
for their purposes, ordinarily the practitioner communicates directly with and
obtains affirmative acknowledgment from each of the specified parties. For the
purposes of these engagements, an effective way to obtain this agreement or-
dinarily is to distribute a draft of the report, detailing the procedures, that
is expected to be issued to the OIG with a request for any comments it may
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have. [Revised, June 2009, to reflect conforming changes necessary due to the
issuance of recent authoritative literature. Revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.14 To avoid possible misunderstandings, the practitioner may circulate
the draft with a legend stating that these are the procedures expected to be
performed, and unless informed otherwise, the practitioner may assume that
there are no additional procedures that the practitioner is expected to perform.
A legend such as the following might be used:

This draft is furnished solely for the purpose of indicating the form of report
that we would expect to be able to furnish pursuant to the request by Manage-
ment of [Provider] for our performance of agreed-upon procedures relating to
[Provider's] compliance with the Corporate Integrity Agreement with the Of-
fice of Inspector General (OIG) of the U.S. Department of Health and Human
Services. Based on our discussions with [Provider], it is our understanding that
the procedures outlined in this draft report are those we are expected to follow.
Unless informed otherwise within ninety (90) days of this transmittal, we shall
assume that there are no additional procedures that we are expected to follow.
The text of the definitive report will depend, of course, on the results of the
procedures.

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

Using the Work of a Practitioner’s External Specialist2

.15 The practitioner's education and experience enable the practitioner to
be knowledgeable about business matters in general, but a practitioner is not
expected to have the expertise of a person trained for or qualified to engage
in the practice of another profession or occupation. In certain circumstances,
it may be appropriate to involve a specialist to assist the practitioner in the
performance of one or more procedures. The following are examples:

• An attorney might provide assistance concerning the application
of legal terminology in laws, regulations, rules, contracts, or grants
to a client's situation.

• A medical specialist might provide assistance in understanding
the characteristics of diagnosis codes documented in patient med-
ical records.

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

.16 The practitioner and the specified parties should explicitly agree to the
involvement of a practitioner's external specialist in assisting a practitioner in
the performance of an agreed-upon procedures engagement. This agreement
may be reached when obtaining agreement on the procedures performed or to
be performed, and acknowledgment of responsibility for the sufficiency of the
procedures, as discussed previously. The practitioner's report should describe
the nature of the assistance provided by the practitioner's external specialist
as discussed in paragraphs .21–.22 of AT-C section 215. [Revised, June 2009,

2 A practitioner's specialist is an individual or organization possessing expertise in a field other
than accounting or attestation, whose work in that field is used by the practitioner to assist the prac-
titioner in obtaining evidence for the service being provided. A practitioner's specialist may be either
a practitioner's internal specialist (who is a partner or staff, including temporary staff, of the practi-
tioner's firm or a network firm) or a practitioner's external specialist. Partner and firm refer to their
governmental equivalents when relevant. [Footnote revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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to reflect conforming changes necessary due to the issuance of recent authori-
tative literature. Revised, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.17 A practitioner may agree to apply procedures to the report or work
product of a practitioner's external specialist that does not constitute assis-
tance by the external specialist to the practitioner in an agreed-upon proce-
dures engagement. For example, the practitioner may make reference to infor-
mation contained in a report of a practitioner's external specialist in describing
an agreed-upon procedure. However, it is inappropriate for the practitioner to
agree to merely read the external specialist's report solely to describe or repeat
the findings, or to take responsibility for all or a portion of any procedures per-
formed by a practitioner's external specialist or the external specialist's work
product. [Revised, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]

Using the Work of Internal Auditors and Other Practitioners3

.18 The agreed-upon procedures to be enumerated or referred to in the
practitioner's report should be performed entirely by the engagement team or
other practitioners. However, internal auditors or other personnel may prepare
schedules, accumulate data, perform an internal assessment of management's
compliance, or provide other information for the practitioner's use in perform-
ing the agreed-upon procedures. [Revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.19 A practitioner may agree to perform procedures on information doc-
umented in the working papers of internal auditors. For example, the practi-
tioner may agree to

• repeat all or some of the procedures.

• determine whether the internal auditors' documentation indi-
cates procedures performed and whether the findings documented
are presented in a report by the internal auditors.

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

.20 However, it is inappropriate for the practitioner to

• agree to merely read the internal auditor's report solely to describe
or repeat their findings.

• take responsibility for all or a portion of any procedures performed
by internal auditors by reporting those findings as the practi-
tioner's own.

• report in any manner that implies shared responsibility for the
procedures with the internal auditors.

Planning the Engagement
.21 Paragraph .33b of AT-C section 105 requires the engagement partner

to take responsibility for the overall quality on each attestation engagement,

3 AU-C section 610, Using the Work of Internal Auditors, does not apply to agreed-upon procedures
engagements. [Footnote revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122–126. Footnote revised, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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including responsibility for the engagement being planned and performed (in-
cluding appropriate direction and supervision) to comply with professional
standards and applicable legal and regulatory requirements. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, April 2017, to reflect conforming changes neces-
sary due to the issuance of SSAE No. 18.]

.22 Paragraph .32a of AT-C section 105 requires the engagement partner
to be satisfied that the engagement team, and any practitioner's external spe-
cialists, collectively, have the appropriate competence, including knowledge of
the subject matter, and capabilities to comply with professional standards and
applicable legal and regulatory requirements and enable the issuance of a prac-
titioner's report that is appropriate in the circumstances. Paragraph .A60 of
AT-C section 105 indicates that relevant matters the practitioner may consider
with respect to appropriate competence and capabilities of those persons in-
volved in the engagement collectively include the following:

• Understanding of, and practical experience with, engagements of
a similar nature and complexity through appropriate training and
participation

• Understanding of professional standards and applicable legal and
regulatory requirements, for example the attestation standards.

• Technical expertise, including expertise with relevant IT and spe-
cialized areas relevant to the subject matter, for example, knowl-
edge of health care regulatory matters to enable them to suffi-
ciently understand the events, transactions, and practices that, in
their judgment, have a significant effect on the presentation of the
assertions

• Knowledge of relevant industries in which the entity operates

• Ability to apply professional judgment

• Understanding of the firm's quality control policies and proce-
dures

Those involved in the engagement include the engagement team and the practi-
tioner's specialists. [Paragraph added, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

Documentation
.23 The practitioner should prepare engagement documentation on a

timely basis. In an agreed-upon procedures engagement, documentation is the
record of procedures performed, relevant evidence obtained, and findings of
the practitioner. The sufficiency of engagement documentation is discussed in
paragraphs .34–.41 of AT-C section 105 and in paragraph .43 of AT-C section
215. [Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Paragraph renumbered and revised,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

.24 Concern over access to the practitioner's documentation might cause
some clients to inquire about documentation requirements. In situations where
the practitioner is requested to not maintain copies of certain client documenta-
tion, or to not prepare and maintain documentation similar to client documents,
the practitioner may refer to Interpretation No. 1, "The Effect of an Inability to
Obtain Audit Evidence Relating to Income Tax Accruals" (AU-C sec. 9500 par.
.01–.22), of AU-C section 500, Audit Evidence, for guidance. See Interpretation
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No. 3, "Providing Access to or Copies of Engagement Documentation to a Reg-
ulator," (AT-C sec. 9105 par. .15–.30), of AT-C section 105 for guidance related
to providing access to or copies of engagement documentation to a regulator in
connection with work performed on an attestation engagement.4 [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126. Paragraph renumbered and
revised, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

Written Representations
.25 The practitioner should request from management written represen-

tation in the form of a letter addressed to the practitioner. The representations
should do the following.

a. Include management's assertions about the entity's compliance
with all aspects of the CIA, including the specific issues that gave
rise to the CIA5

b. Acknowledge management's responsibility for establishing and
maintaining effective internal control over compliance

c. State that management has performed an evaluation of the en-
tity's compliance with CIA-specified requirements

d. State that all known matters contradicting the entity's compli-
ance with the CIA and any communication from regulatory agen-
cies, internal auditors, legal counsel, and other parties concerning
matters regarding the design, implementation, and monitoring of
the policies and procedures in place have been disclosed to the
practitioner, including any known non-compliance occurring, and
communications received, between the end of the reporting period
and the date of the practitioner's report (the date of signature)

e. Acknowledge responsibility for
i. the entity's compliance with the CIA and its assertions

about the entity's compliance with the CIA
ii. selecting the criteria; and

iii. determining that such criteria are appropriate for the
management's purposes

4 Paragraph .10 of AT-C section 105, Concepts Common to All Attest Engagements, indicates that
engagement documentation may also be referred to as working papers. [Footnote added, June 2009, to
reflect conforming changes necessary due to the issuance of recent authoritative literature. Footnote
revised, April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

5 Depending on the circumstances, representations in the following areas might be appropriate:

• Violations or possible violations of laws or regulations, such as those related to the Medicare
and Medicaid antifraud and abuse statutes

• Compliance of third-party billings with applicable coding guidelines (for example, ICD-9-
CM, CPT) and laws and regulations (including medical necessity, proper approvals, and
proper rendering of care)

• Proper filing of all required Medicare, Medicaid, and similar reports under the applicable
reimbursement rules and regulations (including nature of costs—allowable, patient-related,
properly allocated, in accordance with applicable rules and regulations, properly adjusted
to reflect prior audit adjustments) and adequacy of disclosures (including disputed costs)

[Footnote renumbered, June 2009, to reflect conforming changes necessary due to the issuance of
recent authoritative literature.]
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f. State that management has provided the practitioner with access
to all records relevant to the entity's compliance with the CIA and
the agreed-upon procedures.

g. State management's interpretation of any compliance require-
ments that have varying interpretations

h. Describe any related material fraud or abuse, other fraud, abuse
or illegal acts that, whether or not material, involve management
or other employees who have a significant role in the entity's de-
sign, implementation, and monitoring of the policies and proce-
dures in place upon which compliance is based

i. State that management has disclosed to the practitioners, orally
or in writing, information about past noncompliance issues cov-
ered in the settlement agreement that gave rise to the CIA and
the related corrective measures taken to support compliance in
those areas

j. State that management has disclosed to the practitioner other
matters as the practitioner deems appropriate

When management refuses to provide one or more of the written representa-
tions requested by the practitioner, the practitioner should reevaluate the in-
tegrity of management and evaluate the effect, if any, on the engagement and,
if any of the matters are not resolved to the practitioner's satisfaction, take
appropriate action, such as withdrawing from the engagement or determining
the effect on the practitioner's report.6 [Paragraph renumbered and revised,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

Reporting Considerations
.26 A practitioner should present the results of applying agreed-upon pro-

cedures to the specific subject matter in the form of findings. The practitioner's
report should not express an opinion or conclusion about whether the assertion
is fairly stated in accordance with the criteria. For example, the report should
not include a statement that "nothing came to our attention that caused us to
believe that the assertion is not fairly stated in accordance with the criteria."
[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.27 The practitioner should report all findings from the application of
the agreed-upon procedures. Any agreed-upon materiality limits should be de-
scribed in the practitioner's report. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature. Para-
graph renumbered and revised, April 2017, to reflect conforming changes nec-
essary due to the issuance of SSAE No. 18.]

.28 Although the practitioner need not perform procedures beyond the
agreed-upon procedures, if in connection with the application, and through the
completion of, the agreed upon procedures engagement, matters related to the
entity's noncompliance or management's assertion come to the practitioner's
attention by other means, the practitioner should include such information in
the practitioner's report. [Paragraph renumbered and revised, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

6 See paragraphs .31 and .A31 of AT-C section 215, Agreed-Upon Procedures Engagements. [Foot-
note added, June 2009, to reflect conforming changes necessary due to the issuance of recent author-
itative literature. Revised, April 2017, to reflect conforming changes necessary due to the issuance of
SSAE No. 18.]
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[.29] [Paragraph renumbered and deleted, April 2017, to reflect conform-
ing changes necessary due to the issuance of SSAE No. 18.]

.30 The practitioner should follow the reporting requirements in para-
graphs .33–.41 of AT-C section 215 and paragraph .26 of AT-C section 315.
A sample report is included in appendix E (paragraph .37), "Sample Report."
[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.31 When evaluating compliance with certain requirements of a CIA re-
quires interpretation of the laws, regulations, rules, contracts, or grants that
establish those requirements, the practitioner evaluates whether the criteria
(the specified requirements of the CIA) are suitable for performing such agreed-
upon procedures and reporting findings. If these interpretations are significant,
the practitioner may include a paragraph describing the interpretations made
by management and the source of the interpretations. An example of such a
paragraph, which would precede the procedures and findings paragraph(s), fol-
lows:

We have been informed that, under [name of entity's] interpretation of [iden-
tify the compliance requirement], [explain the nature and source of the relevant
interpretation].

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.32 The report should be dated no earlier than the date on which the prac-
titioner completed the procedures and determined the findings, including that

a. the attestation documentation has been reviewed, and
b. management has provided a written assertion, unless manage-

ment refuses to provide an assertion.
[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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.33

Appendix A—Sample Corporate Integrity Agreement
Between the Office of Inspector General of the
Department of Health
and Human Services and [Provider]

I. Preamble

[Provider] ("[Provider]") hereby enters into this Corporate Integrity Agreement
("CIA") with the Office of Inspector General ("OIG") of the United States De-
partment of Health and Human Services ("HHS") to ensure compliance by its
employees with the requirements of Medicare, Medicaid and all other Federal
health care programs (as defined in 42 U.S.C. 1320a-7b(f)) (hereinafter collec-
tively referred to as the "Federal health care programs"). [Provider's] compli-
ance with the terms and conditions in this CIA shall constitute an element of
[Provider's] present responsibility with regard to participation in the Federal
health care programs. Contemporaneously with this CIA, [Provider] is entering
into a Settlement Agreement with the United States, and this CIA is incorpo-
rated by reference into the Settlement Agreement.

II. Term of the CIA

The period of the compliance obligations assumed by [Provider] under this CIA
shall be 5 years from the effective date of this CIA (unless otherwise specified).
The effective date of this CIA will be the date on which the final signatory of
this CIA executes this CIA (the "effective date").*

III. Corporate Integrity Obligations

[Provider] shall establish a compliance program that includes the following el-
ements:

A. Compliance Officer

Within ninety (90) days after the effective date of this CIA, [Provider] shall ap-
point an individual to serve as Compliance Officer, who shall be responsible for
developing and implementing policies, procedures, and practices designed to
ensure compliance with the requirements set forth in this CIA and with the re-
quirements of the Federal health care programs. The Compliance Officer shall
be a member of senior management of [Provider], shall make regular (at least
quarterly) reports regarding compliance matters directly to the CEO and/or to
the Board of Directors of [Provider] and shall be authorized to report to the
Board of Directors at any time. The Compliance Officer shall be responsible
for monitoring the day-to-day activities engaged in by [Provider] to further its
compliance objectives as well as any reporting obligations created under this
CIA. In the event a new Compliance Officer is appointed during the term of this
CIA, [Provider] shall notify the OIG, in writing, within fifteen (15) days of such
a change.

[Provider] shall also appoint a Compliance Committee within ninety (90) days
after the effective date of this CIA. The Compliance Committee shall, at a
minimum, include the Compliance Officer and any other appropriate officers
as necessary to meet the requirements of this CIA within the provider's

* Source: Office of the Inspector General of the United States Department of Health and Human
Services.
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corporate structure (e.g., senior executives of each major department, such as
billing, clinical, human resources, audit, and operations). The Compliance Of-
ficer shall chair the Compliance Committee and the Committee shall support
the Compliance Officer in fulfilling his/her responsibilities.

B. Written Standards
1. Code of Conduct. Within ninety (90) days of the effective date of

this CIA, [Provider] shall establish a Code of Conduct. The Code of
Conduct shall be distributed to all employees within ninety (90)
days of the effective date of this CIA. [Provider] shall make the
promotion of, and adherence to, the Code of Conduct an element
in evaluating the performance of managers, supervisors, and all
other employees. The Code of Conduct shall, at a minimum, set
forth:

a. [Provider's] commitment to full compliance with all
statutes, regulations, and guidelines applicable to Federal
health care programs, including its commitment to pre-
pare and submit accurate billings consistent with Fed-
eral health care program regulations and procedures or
instructions otherwise communicated by the Health Care
Financing Administration ("HCFA") (or other appropriate
regulatory agencies) and/or its agents;

b. [Provider's] requirement that all of its employees shall
be expected to comply with all statutes, regulations, and
guidelines applicable to Federal health care programs and
with [Provider's] own policies and procedures (including
the requirements of this CIA);

c. the requirement that all of [Provider's] employees shall be
expected to report suspected violations of any statute, reg-
ulation, or guideline applicable to Federal health care pro-
grams or with [Provider's] own policies and procedures;

d. the possible consequences to both [Provider] and to any
employee of failure to comply with all statutes, regulations,
and guidelines applicable to Federal health care programs
and with [Provider's] own policies and procedures or of fail-
ure to report such non-compliance; and

e. the right of all employees to use the confidential disclosure
program, as well as [Provider's] commitment to confiden-
tiality and non-retaliation with respect to disclosures.

Within ninety (90) days of the effective date of the CIA, each em-
ployee shall certify, in writing, that he or she has received, read,
understands, and will abide by [Provider's] Code of Conduct. New
employees shall receive the Code of Conduct and shall complete
the required certification within two (2) weeks after the com-
mencement of their employment or within ninety (90) days of the
effective date of the CIA, whichever is later.
[Provider] will annually review the Code of Conduct and will
make any necessary revisions. These revisions shall be dis-
tributed within thirty (30) days of initiating such a change. Em-
ployees shall certify on an annual basis that they have received,
read, understand and will abide by the Code of Conduct.

2. Policies and Procedures. Within ninety (90) days of the effective
date of this CIA, [Provider] shall develop and initiate implementa-
tion of written Policies and Procedures regarding the operation of
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[Provider's] compliance program and its compliance with all fed-
eral and state health care statutes, regulations, and guidelines,
including the requirements of the Federal health care programs.
At a minimum, the Policies and Procedures shall specifically ad-
dress [insert language relevant to allegations in the case]. In addi-
tion, the Policies and Procedures shall include disciplinary guide-
lines and methods for employees to make disclosures or otherwise
report on compliance issues to [Provider] management through
the Confidential Disclosure Program required by section III.E.
[Provider] shall assess and update as necessary the Policies and
Procedures at least annually and more frequently, as appropriate.
A summary of the Policies and Procedures will be provided to OIG
in the Implementation Report. The Policies and Procedures will
be available to OIG upon request.
Within ninety (90) days of the effective date of the CIA, the rele-
vant portions of the Policies and Procedures shall be distributed to
all appropriate employees. Compliance staff or supervisors should
be available to explain any and all policies and procedures.

C. Training and Education
1. General Training. Within ninety (90) days of the effective date of

this CIA, [Provider] shall provide at least two (2) hours of training
to each employee. This general training shall explain [Provider's]:

a. Corporate Integrity Agreement requirements;
b. Compliance Program (including the Policies and Proce-

dures as they pertain to general compliance issues); and
c. Code of Conduct.

These training materials shall be made available to the OIG, upon
request.
New employees shall receive the general training described above
within thirty (30) days of the beginning of their employment
or within ninety (90) days after the effective date of this CIA,
whichever is later.
Each year, every employee shall receive such general training on
an annual basis.

2. Specific Training. Within ninety (90) days of the effective date of
this CIA, each employee who is involved directly or indirectly in
the delivery of patient care and/or in the preparation or submis-
sion of claims for reimbursement for such care (including, but not
limited to, coding and billing) for any Federal health care pro-
grams shall receive at least [insert number of training hours]
hours of training in addition to the general training required
above. This training shall include a discussion of:

a. the submission of accurate bills for services rendered to
Medicare and/or Medicaid patients;

b. policies, procedures and other requirements applicable to
the documentation of medical records;

c. the personal obligation of each individual involved in the
billing process to ensure that such billings are accurate;

d. applicable reimbursement rules and statutes;
e. the legal sanctions for improper billings; and
f. examples of proper and improper billing practices.
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These training materials shall be made available to OIG, upon
request. Persons providing the training must be knowledgeable
about the subject area.
Affected new employees shall receive this training within thirty
(30) days of the beginning of their employment or within ninety
(90) days of the effective date of this CIA, whichever is later. If
a new employee has any responsibility for the delivery of patient
care, the preparation or submission of claims and/or the assign-
ment of procedure codes prior to completing this specific training,
a [Provider] employee who has completed the substantive train-
ing shall review all of the untrained person's work regarding the
assignment of billing codes.
Each year, every employee shall receive such specific training on
an annual basis.

3. Certification. Each employee shall certify, in writing, that he or
she has attended the required training. The certification shall
specify the type of training received and the date received. The
Compliance Officer shall retain the certifications, along with spe-
cific course materials. These shall be made available to OIG upon
request.

D. Review Procedures

[Provider] shall retain an entity, such as an accounting, auditing or consulting
firm (hereinafter "Independent Review Organization"), to perform review pro-
cedures to assist [Provider] in assessing the adequacy of its billing and compli-
ance practices pursuant to this CIA. This shall be an annual requirement and
shall cover a twelve (12) month period. The Independent Review Organization
must have expertise in the billing, coding, reporting and other requirements
of the Federal health care programs from which [Provider] seeks reimburse-
ment. The Independent Review Organization must be retained to conduct the
assessment of the first year within ninety (90) days of the effective date of this
CIA. For purposes of complying with this review procedures requirement, the
OIG at its discretion, may permit the [Provider] to utilize internal auditors to
perform the review(s). In such case, the [Provider] will engage the Independent
Review Organization to verify the propriety of the internal auditors' methods
and accuracy of their results. The [Provider] will request the Independent Re-
view Organization to produce a report on its findings which report shall be
included in the Annual Report to the OIG.

The Independent Review Organization (or the [Provider], if permitted by the
OIG, as set forth above) will conduct two separate engagements. One will be an
analysis of [Provider's] billing to the Federal health care programs to assist the
[Provider] and OIG in determining compliance with all applicable statutes, reg-
ulations, and directives/guidance ("billing engagement"). The second engage-
ment will assist the [Provider] and OIG in determining whether [Provider] is
in compliance with this CIA ("compliance engagement").

1. Billing Engagement. The billing engagement shall consist of a
review of a statistically valid sample of claims for the relevant
period. The sample size shall be determined through the use of
a probe sample.1 At a minimum, the full sample must be within
a ninety (90) percent confidence level and a precision of twenty-
five (25) percent. The probe sample must contain at least thirty
(30) sample units and cannot be used as part of the full sample.
Both the probe sample and the sample must be selected through

1 Probe sample is defined as a small, random preliminary sample.
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random numbers. [Provider] shall use OIG's Office of Audit Ser-
vices Statistical Sampling Software, also known as "RAT-STATS",
which is available through the Internet at https://oig.hhs.gov/
compliance/rat-stats/index.asp.
Each annual billing engagement analysis shall include the follow-
ing components in its methodology:

a. Billing Engagement Objective: Provide a statement stat-
ing clearly the objective intended to be achieved by the
billing engagement and the procedure or combination of
procedures that will be applied to achieve the objective.

b. Billing Engagement Population: Identify the population,
which is the group about which information is needed. Ex-
plain the methodology used to develop the population and
provide the basis for this determination.

c. Sources of Data: Provide a full description of the source
of the information upon which the billing engagement
conclusions will be based, including the legal or other
standards applied, documents relied upon, payment data,
and/or any contractual obligations.

d. Sampling Unit: Define the sampling unit, which is any of
the designated elements that comprise the population of
interest.

e. Sampling Frame: Identify the sampling frame, which is
the totality of the sampling units from which the sample
will be selected.

As part of the billing engagement:
a. Inquire of management as to the procedures and controls

affecting the billing process subject to the annual assess-
ment as specified in the CIA. Document that aspect of the
billing process (e.g., flow of documents, processing activi-
ties), and those controls that will be tested in the sample.
The documentation may consist of flow charts, excerpts
from policies and procedures manuals, control question-
naires, etc.

b. Report the sample results, including the overall error rate
and the nature of the errors found (e.g., no documentation,
inadequate documentation, assignment of incorrect code).

c. Document findings related to [Provider's] procedures to
correct inaccurate billings and codings to the Federal
health care programs and findings regarding the steps
[Provider] is taking to bring its operations into compliance
or to correct problems identified by the audit.

2. Agreed-upon Procedures or Compliance Engagement. An Indepen-
dent Review Organization (or the [Provider], if permitted by the
OIG) shall also conduct an agreed-upon procedures or compliance
engagement, which shall assist the users in determining whether
[Provider's] program, policies, procedures, and operations comply
with the terms of this CIA. This engagement shall include a sec-
tion by section analysis of the requirements of this CIA.
A complete copy of the Independent Review Organization's billing
and agreed-upon procedures or compliance engagement shall be
included in each of [Provider's] Annual Reports to OIG.
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3. Disclosure of Overpayments and Material Deficiencies. If, as a re-
sult of these engagements, [Provider] or the Independent Review
Organization identifies any billing, coding or other policies, proce-
dures and/or practices that result in an overpayment, [Provider]
shall notify the payor (e.g., Medicare fiscal intermediary or car-
rier) within 30 days of discovering the deficiency or overpayment
and take remedial steps within 60 days of discovery (or such addi-
tional time as may be agreed to by the payor) to correct the prob-
lem, including preventing the deficiency from recurring. The no-
tice to the payor shall include:

a. a statement that the refund is being made pursuant to this
CIA;

b. a description of the complete circumstances surrounding
the overpayment;

c. the methodology by which the overpayment was deter-
mined;

d. the amount of the overpayment;
e. any claim-specific information used to determine the over-

payment (e.g., beneficiary health insurance number, claim
number, service date, and payment date);

f. the cost reporting period; and
g. the provider identification number under which the repay-

ment is being made.
If [Provider] determines an overpayment represents a material
deficiency, contemporaneous with [Provider's] notification to the
payor as provided above, [Provider] shall also notify OIG of:

a. a complete description of the material deficiency;
b. amount of overpayment due to the material deficiency;
c. [Provider's] action(s) to correct and prevent such material

deficiency from recurring;
d. the payor's name, address, and contact person where the

overpayment was sent;
e. the date of the check and identification number (or elec-

tronic transaction number) on which the overpayment was
repaid.

For purposes of this CIA, an "overpayment" shall mean the
amount of money the provider has received in excess of the
amount due and payable under the Federal health care programs'
statutes, regulations or program directives, including carrier and
intermediary instructions.
For purposes of this CIA, a "material deficiency" shall mean any-
thing that involves: (i) a substantial overpayment or improper
payment relating to the Medicare and/or Medicaid programs; (ii)
conduct or policies that clearly violate the Medicare and/or Med-
icaid statute, regulations or directives issued by HCFA and/or
its agents; or (iii) serious quality of care implications for federal
health care beneficiaries or recipients. A material deficiency may
be the result of an isolated event or a series of occurrences.

4. Verification/Validation. In the event that the OIG determines
that it is necessary to conduct an independent review to deter-
mine whether or the extent to which [Provider] is complying with
its obligations under this CIA, [Provider] agrees to pay for the
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reasonable cost of any such review or engagement by the OIG or
any of its designated agents.

E. Confidential Disclosure Program

Within ninety (90) days after the effective date of this CIA, [Provider] shall es-
tablish a Confidential Disclosure Program, which must include measures (e.g.,
a toll-free compliance telephone line) to enable employees, contractors, agents
or other individuals to disclose, to the Compliance Officer or some other person
who is not in the reporting individual's chain of command, any identified issues
or questions associated with [Provider's] policies, practices or procedures with
respect to the Federal health care program, believed by the individual to be in-
appropriate. [Provider] shall publicize the existence of the hotline (e.g., e-mail
to employees or post hotline number in prominent common areas).

The Confidential Disclosure Program shall emphasize a non-retribution, non-
retaliation policy, and shall include a reporting mechanism for anonymous, con-
fidential communication. Upon receipt of a complaint, the Compliance Officer
(or designee) shall gather the information in such a way as to elicit all relevant
information from the individual reporting the alleged misconduct. The Com-
pliance Officer (or designee) shall make a preliminary good faith inquiry into
the allegations set forth in every disclosure to ensure that he or she has ob-
tained all of the information necessary to determine whether a further review
should be conducted. For any disclosure that is sufficiently specific so that it
reasonably: (1) permits a determination of the appropriateness of the alleged
improper practice, and (2) provides an opportunity for taking corrective action,
[Provider] shall conduct an internal review of the allegations set forth in such
a disclosure and ensure that proper follow-up is conducted.

The Compliance Officer shall maintain a confidential disclosure log, which shall
include a record and summary of each allegation received, the status of the
respective investigations, and any corrective action taken in response to the
investigation.

F. Ineligible Persons

[Provider] shall not hire or engage as contractors any "Ineligible Person." For
purposes of this CIA, an "Ineligible Person" shall be any individual or entity
who: (i) is currently excluded, suspended, debarred or otherwise ineligible to
participate in the Federal health care programs; or (ii) has been convicted of
a criminal offense related to the provision of health care items or services and
has not been reinstated in the Federal health care programs after a period of
exclusion, suspension, debarment, or ineligibility.

Within ninety (90) days of the effective date of this CIA, [Provider] will re-
view its list of current employees and contractors against the General Services
Administration's List of Parties Excluded from Federal Programs (available
through the Internet at www.arnet.gov/epls) and the HHS/OIG Cumulative
Sanction Report (available through the Internet at www.dhhs.gov/progorg/oig)
to ensure that it is not currently employing or contracting with any Ineligible
Person. Thereafter, [Provider] will review the list once semi-annually to ensure
that no current employees or contractors are or have become Ineligible Persons.

To prevent hiring or contracting with any Ineligible Person, [Provider] shall
screen all prospective employees and prospective contractors prior to engaging
their services by (i) requiring applicants to disclose whether they are Ineligi-
ble Persons, and (ii) reviewing the General Services Administration's List of
Parties Excluded from Federal Programs (available through the Internet at
www.arnet.gov/epls) and the HHS/OIG Cumulative Sanction Report (available
through the Internet at www.dhhs.gov/progorg/oig).

If [Provider] has notice that an employee or agent is charged with a criminal
offense related to any Federal health care program, or is suspended or proposed

AUD §15.33 ©2017, AICPA



Guidance to Practitioners in Conducting and Reporting 1783

for exclusion during his or her employment or contract with [Provider], within
10 days of receiving such notice [Provider] will remove such employee from
responsibility for, or involvement with, [Provider's] business operations related
to the Federal health care programs until the resolution of such criminal action,
suspension, or proposed exclusion. If [Provider] has notice that an employee or
agent has become an Ineligible Person, [Provider] will remove such person from
responsibility for, or involvement with, [Provider's] business operations related
to the Federal health care programs and shall remove such person from any
position for which the person's salary or the items or services rendered, ordered,
or prescribed by the person are paid in whole or in part, directly or indirectly,
by Federal health care programs or otherwise with Federal funds at least until
such time as the person is reinstated into participation in the Federal health
care programs.

G. Notification of Proceedings

Within thirty (30) days of discovery, [Provider] shall notify OIG, in writing, of
any ongoing investigation or legal proceeding conducted or brought by a gov-
ernmental entity or its agents involving an allegation that [Provider] has com-
mitted a crime or has engaged in fraudulent activities or any other knowing
misconduct. This notification shall include a description of the allegation, the
identity of the investigating or prosecuting agency, and the status of such in-
vestigation or legal proceeding. [Provider] shall also provide written notice to
OIG within thirty (30) days of the resolution of the matter, and shall provide
OIG with a description of the findings and/or results of the proceedings, if any.

H. Reporting
1. Credible evidence of misconduct. If [Provider] discovers credible

evidence of misconduct from any source and, after reasonable in-
quiry, has reason to believe that the misconduct may violate crim-
inal, civil, or administrative law concerning [Provider's] practices
relating to the Federal health care programs, then [Provider] shall
promptly report the probable violation of law to OIG. Defendants
shall make this disclosure as soon as practicable, but, not later
than thirty (30) days after becoming aware of the existence of the
probable violation. The [Provider's] report to OIG shall include:

a. the findings concerning the probable violation, including
the nature and extent of the probable violation;

b. [Provider's] actions to correct such probable violation; and
c. any further steps it plans to take to address such probable

violation and prevent it from recurring.
To the extent the misconduct involves an overpayment, the report
shall include the information listed in section III.D.3 regarding
material deficiencies.

2. Inappropriate Billing. If [Provider] discovers inappropriate or in-
correct billing through means other than the Independent Review
Organization's engagement, the provider shall follow procedures
in section III.D.3 regarding overpayments and material deficien-
cies.

IV. New Locations

In the event that [Provider] purchases or establishes new business units after
the effective date of this CIA, [Provider] shall notify OIG of this fact within
thirty (30) days of the date of purchase or establishment. This notification shall
include the location of the new operation(s), phone number, fax number, Federal
health care program provider number(s) (if any), and the corresponding payor(s)

©2017, AICPA AUD §15.33



1784 Statements of Position---Auditing and Attestation

(contractor specific) that has issued each provider number. All employees at
such locations shall be subject to the requirements in this CIA that apply to
new employees (e.g., completing certifications and undergoing training).

V. Implementation and Annual Reports

A. Implementation Report

Within one hundred and twenty (120) days after the effective date of this CIA,
[Provider] shall submit a written report to OIG summarizing the status of its
implementation of the requirements of this CIA. This Implementation Report
shall include:

1. the name, address, phone number and position description
of the Compliance Officer required by section III.A;

2. the names and positions of the members of the Compliance
Committee required by section III.A;

3. a copy of [Provider's] Code of Conduct required by section
III.B.1;

4. the summary of the Policies and Procedures required by
section III.B.2;

5. a description of the training programs required by section
III.C including a description of the targeted audiences and
a schedule of when the training sessions were held;

6. a certification by the Compliance Officer that:
a. the Policies and Procedures required by sec-

tion III.B have been developed, are being imple-
mented, and have been distributed to all perti-
nent employees;

b. all employees have completed the Code of Con-
duct certification required by section III.B.1; and

c. all employees have completed the training and ex-
ecuted the certification required by section III.C;

7. a description of the confidential disclosure program re-
quired by section III.E;

8. the identity of the Independent Review Organization(s)
and the proposed start and completion date of the first au-
dit; and

9. a summary of personnel actions taken pursuant to section
III.F.

B. Annual Reports

[Provider] shall submit to OIG an Annual Report with respect to the status and
findings of [Provider's] compliance activities. The Annual Reports shall include:

1. any change in the identity or position description of the
Compliance Officer and/or members of the Compliance
Committee described in section III.A;

2. a certification by the Compliance Officer that:
a. all employees have completed the annual Code of

Conduct certification required by section III.B.1;
and

b. all employees have completed the training and ex-
ecuted the certification required by section III.C;
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3. notification of any changes or amendments to the Policies
and Procedures required by section III.B and the reasons
for such changes (e.g., change in contractor policy);

4. a complete copy of the report prepared pursuant to the In-
dependent Review Organization's billing and compliance
engagement, including a copy of the methodology used;

5. [Provider's] response/corrective action plan to any issues
raised by the Independent Review Organization;

6. a summary of material deficiencies reported throughout
the course of the previous twelve (12) months pursuant to
III.D.3 and III.H;

7. a report of the aggregate overpayments that have been re-
turned to the Federal health care programs that were dis-
covered as a direct or indirect result of implementing this
CIA. Overpayment amounts should be broken down into
the following categories: Medicare, Medicaid (report each
applicable state separately) and other Federal health care
programs;

8. a copy of the confidential disclosure log required by section
III.E;

9. a description of any personnel action (other than hiring)
taken by [Provider] as a result of the obligations in section
III.F;

10. a summary describing any ongoing investigation or legal
proceeding conducted or brought by a government entity
involving an allegation that [Provider] has committed a
crime or has engaged in fraudulent activities, which have
been reported pursuant to section III.G. The statement
shall include a description of the allegation, the identity
of the investigating or prosecuting agency, and the status
of such investigation, legal proceeding or requests for in-
formation;

11. a corrective action plan to address the probable violations
of law identified in section III.H; and

12. a listing of all of the [Provider's] locations (including lo-
cations and mailing addresses), the corresponding name
under which each location is doing business, the corre-
sponding phone numbers and fax numbers, each location's
Federal health care program provider identification num-
ber(s) and the payor (specific contractor) that issued each
provider identification number.

The first Annual Report shall be received by the OIG no
later than one year and thirty (30) days after the effective
date of this CIA. Subsequent Annual Reports shall be sub-
mitted no later than the anniversary date of the due date
of the first Annual Report.

C. Certifications

The Implementation Report and Annual Reports shall include a certification
by the Compliance Officer under penalty of perjury, that: (1) [Provider] is in
compliance with all of the requirements of this CIA, to the best of his or her
knowledge; and (2) the Compliance Officer has reviewed the Report and has
made reasonable inquiry regarding its content and believes that, upon such
inquiry, the information is accurate and truthful.
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VI. Notifications and Submission of Reports

Unless otherwise stated in writing subsequent to the effective date of this CIA,
all notifications and reports required under this CIA shall be submitted to the
entities listed below:

OIG:

Civil Recoveries Branch—Compliance Unit
Office of Counsel to the Inspector General
Office of Inspector General
U.S. Department of Health and Human Services
Cohen Building, Room 5527
330 Independence Avenue, SW
Washington, DC 20201
Phone 202-619-2078; Fax 202-205-0604

[Provider]:
[Address and Telephone number of Provider's Compliance Contact]

VII. OIG Inspection, Audit and Review Rights

In addition to any other rights OIG may have by statute, regulation, or contract,
OIG or its duly authorized representative(s), may examine [Provider's] books,
records, and other documents and supporting materials for the purpose of veri-
fying and evaluating: (a) [Provider's] compliance with the terms of this CIA; and
(b) [Provider's] compliance with the requirements of the Federal health care
programs in which it participates. The documentation described above shall be
made available by [Provider] to OIG or its duly authorized representative(s)
at all reasonable times for inspection, audit or reproduction. Furthermore, for
purposes of this provision, OIG or its duly authorized representative(s) may
interview any of [Provider's] employees who consent to be interviewed at the
employee's place of business during normal business hours or at such other
place and time as may be mutually agreed upon between the employee and
OIG. [Provider] agrees to assist OIG in contacting and arranging interviews
with such employees upon OIG's request. [Provider's] employees may elect to
be interviewed with or without a representative of [Provider] present.

VIII. Document and Record Retention

[Provider] shall maintain for inspection all documents and records relating to
reimbursement from the Federal health care programs or to compliance with
this CIA one year longer than the term of this CIA (or longer if otherwise re-
quired by law).

IX. Disclosures

Subject to HHS's Freedom of Information Act ("FOIA") procedures, set forth in
45 C.F.R. Part 5, the OIG shall make a reasonable effort to notify [Provider]
prior to any release by OIG of information submitted by [Provider] pursuant
to its obligations under this CIA and identified upon submission by [Provider]
as trade secrets, commercial or financial information and privileged and confi-
dential under the FOIA rules. [Provider] shall refrain from identifying any in-
formation as trade secrets, commercial or financial information and privileged
and confidential that does not meet the criteria for exemption from disclosure
under FOIA.

X. Breach and Default Provisions

[Provider] is expected to fully and timely comply with all of the obligations
herein throughout the term of this CIA or other time frames herein agreed to.
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A. Stipulated Penalties for Failure to Comply with Certain Obligations

As a contractual remedy, [Provider] and OIG hereby agree that failure to comply
with certain obligations set forth in this CIA may lead to the imposition of the
following monetary penalties (hereinafter referred to as "Stipulated Penalties")
in accordance with the following provisions.

1. A Stipulated Penalty of $2,500 (which shall begin to ac-
crue on the day after the date the obligation became due)
for each day, beginning 120 days after the effective date of
this CIA and concluding at the end of the term of this CIA,
[Provider] fails to have in place any of the following:

a. a Compliance Officer;
b. a Compliance Committee;
c. a written Code of Conduct;
d. written Policies and Procedures;
e. a training program; and
f. a Confidential Disclosure Program;

2. A Stipulated Penalty of $2,500 (which shall begin to accrue
on the day after the date the obligation became due) for
each day [Provider] fails to meet any of the deadlines to
submit the Implementation Report or the Annual Reports
to the OIG.

3. A Stipulated Penalty of $2,000 (which shall begin to ac-
crue on the date the failure to comply began) for each day
[Provider]:

a. hires or contracts with an Ineligible Person after
that person has been listed by a federal agency
as excluded, debarred, suspended or otherwise in-
eligible for participation in the Medicare, Medi-
caid or any other Federal health care program (as
defined in 42 U.S.C. 1320a7b(f)). This Stipulated
Penalty shall not be demanded for any time period
if [Provider] can demonstrate that it did not dis-
cover the person's exclusion or other ineligibility
after making a reasonable inquiry (as described
in section III.F) as to the status of the person;

b. employs or contracts with an Ineligible Person
and that person: (i) has responsibility for, or in-
volvement with, [Provider's] business operations
related to the Federal health care programs or (ii)
is in a position for which the person's salary or
the items or services rendered, ordered, or pre-
scribed by the person are paid in whole or in part,
directly or indirectly, by the Federal health care
programs or otherwise with Federal funds (this
Stipulated Penalty shall not be demanded for any
time period during which [Provider] can demon-
strate that it did not discover the person's exclu-
sion or other ineligibility after making a reason-
able inquiry (as described in III.F) as to the status
of the person);

c. employs or contracts with a person who: (i) has
been charged with a criminal offense related to
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any Federal health care program, or (ii) is sus-
pended or proposed for exclusion, and that per-
son has responsibility for, or involvement with,
[Provider's] business operations related to the
Federal health care programs (this Stipulated
Penalty shall not be demanded for any time pe-
riod before 10 days after [Provider] received no-
tice of the relevant matter or after the resolution
of the matter).

4. A Stipulated Penalty of $1,500 (which shall begin to accrue
on the date the [Provider] fails to grant access) for each
day [Provider] fails to grant access to the information or
documentation as required in section V of this CIA.

5. A Stipulated Penalty of $1,000 (which shall begin to accrue
ten (10) days after the date that OIG provides notice to
[Provider] of the failure to comply) for each day [Provider]
fails to comply fully and adequately with any obligation of
this CIA. In its notice to [Provider], the OIG shall state the
specific grounds for its determination that the [Provider]
has failed to comply fully and adequately with the CIA
obligation(s) at issue.

B. Payment of Stipulated Penalties

1. Demand Letter. Upon a finding that [Provider] has failed to com-
ply with any of the obligations described in section X.A and de-
termining that Stipulated Penalties are appropriate, OIG shall
notify [Provider] by personal service or certified mail of (a)
[Provider's] failure to comply; and (b) the OIG's exercise of its con-
tractual right to demand payment of the Stipulated Penalties (this
notification is hereinafter referred to as the "Demand Letter").
Within fifteen (15) days of the date of the Demand Letter,
[Provider] shall either (a) cure the breach to the OIG's satisfac-
tion and pay the applicable stipulated penalties, or (b) request a
hearing before an HHS administrative law judge ("ALJ") to dis-
pute the OIG's determination of noncompliance, pursuant to the
agreed-upon provisions set forth below in section X.D. In the event
[Provider] elects to request an ALJ hearing, the Stipulated Penal-
ties shall continue to accrue until [Provider] cures, to the OIG's
satisfaction, the alleged breach in dispute. Failure to respond to
the Demand Letter in one of these two manners within the al-
lowed time period shall be considered a material breach of this
CIA and shall be grounds for exclusion under section X.C.

2. Timely Written Requests for Extensions. [Provider] may submit a
timely written request for an extension of time to perform any act
or file any notification or report required by this CIA. Notwith-
standing any other provision in this section, if OIG grants the
timely written request with respect to an act, notification, or re-
port, Stipulated Penalties for failure to perform the act or file the
notification or report shall not begin to accrue until one day after
[Provider] fails to meet the revised deadline as agreed to by the
OIG-approved extension. Notwithstanding any other provision in
this section, if OIG denies such a timely written request, Stipu-
lated Penalties for failure to perform the act or file the notification
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or report shall not begin to accrue until two (2) business days after
[Provider] receives OIG's written denial of such request. A "timely
written request" is defined as a request in writing received by OIG
at least five (5) business days prior to the date by which any act is
due to be performed or any notification or report is due to be filed.

3. Form of Payment. Payment of the Stipulated Penalties shall be
made by certified or cashier's check, payable to "Secretary of the
Department of Health and Human Services," and submitted to
OIG at the address set forth in section VI.

4. Independence from Material Breach Determination. Except as
otherwise noted, these provisions for payment of Stipulated
Penalties shall not affect or otherwise set a standard for the OIG's
determination that [Provider] has materially breached this CIA,
which decision shall be made at the OIG's discretion and governed
by the provisions in section X.C, below.

C. Exclusion for Material Breach of this CIA

1. Notice of Material Breach and Intent to Exclude. The parties
agree that a material breach of this CIA by [Provider] consti-
tutes an independent basis for [Provider's] exclusion from par-
ticipation in the Federal health care programs (as defined in 42
U.S.C. 1320a7b(f)). Upon a determination by OIG that [Provider]
has materially breached this CIA and that exclusion should be
imposed, the OIG shall notify [Provider] by certified mail of (a)
[Provider's] material breach; and (b) OIG's intent to exercise its
contractual right to impose exclusion (this notification is here-
inafter referred to as the "Notice of Material Breach and Intent
to Exclude").

2. Opportunity to Cure. [Provider] shall have thirty-five (35) days
from the date of the Notice of Material Breach and Intent to Ex-
clude Letter to demonstrate to the OIG's satisfaction that:

a. [Provider] is in full compliance with this CIA;
b. the alleged material breach has been cured; or
c. the alleged material breach cannot be cured within the

35-day period, but that: (i) [Provider] has begun to take
action to cure the material breach, (ii) [Provider] is pur-
suing such action with due diligence, and (iii) [Provider]
has provided to OIG a reasonable timetable for curing the
material breach.

3. Exclusion Letter. If at the conclusion of the thirty-five (35) day pe-
riod, [Provider] fails to satisfy the requirements of section X.C.2,
OIG may exclude [Provider] from participation in the Federal
health care programs. OIG will notify [Provider] in writing of its
determination to exclude [Provider] (this letter shall be referred
to hereinafter as the "Exclusion Letter"). Subject to the Dispute
Resolution provisions in section X.D, below, the exclusion shall go
into effect thirty (30) days after the date of the Exclusion Let-
ter. The exclusion shall have national effect and will also apply to
all other federal procurement and non-procurement programs. If
[Provider] is excluded under the provisions of this CIA, [Provider]
may seek reinstatement pursuant to the provisions at 42 C.F.R.
§§ 1001.3001–.3004.
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4. Material Breach. A material breach of this CIA means:
a. a failure by [Provider] to report a material deficiency, take

corrective action and pay the appropriate refunds, as pro-
vided in section III.D;

b. repeated or flagrant violations of the obligations under
this CIA, including, but not limited to, the obligations ad-
dressed in section X.A of this CIA;

c. a failure to respond to a Demand Letter concerning the
payment of Stipulated Penalties in accordance with sec-
tion X.B above; or

d. a failure to retain and use an Independent Review Orga-
nization for review purposes in accordance with section
III.D.

D. Dispute Resolution
1. Review Rights. Upon the OIG's delivery to [Provider] of its De-

mand Letter or of its Exclusion Letter, and as an agreed-upon
contractual remedy for the resolution of disputes arising under
the obligation of this CIA, [Provider] shall be afforded certain re-
view rights comparable to the ones that are provided in 42 U.S.C.
§§1320a7(f) and 42 C.F.R. §1005 as if they applied to the Stipu-
lated Penalties or exclusion sought pursuant to this CIA. Specif-
ically, the OIG's determination to demand payment of Stipulated
Penalties or to seek exclusion shall be subject to review by an
ALJ and, in the event of an appeal, the Departmental Appeals
Board ("DAB"), in a manner consistent with the provisions in 42
C.F.R. §§1005.2–.21. Notwithstanding the language in 42 C.F.R.
§1005.2(c), the request for a hearing involving stipulated penal-
ties shall be made within fifteen (15) days of the date of the De-
mand Letter and the request for a hearing involving exclusion
shall be made within thirty (30) days of the date of the Exclusion
Letter.

2. Stipulated Penalties Review. Notwithstanding any provision of Ti-
tle 42 of the United States Code or Chapter 42 of the Code of Fed-
eral Regulations, the only issues in a proceeding for stipulated
penalties under this CIA shall be (a) whether [Provider] was in
full and timely compliance with the obligations of this CIA for
which the OIG demands payment; and (b) the period of noncom-
pliance. [Provider] shall have the burden of proving its full and
timely compliance and the steps taken to cure the noncompli-
ance, if any. If the ALJ finds for the OIG with regard to a find-
ing of a breach of this CIA and orders [Provider] to pay Stipu-
lated Penalties, such Stipulated Penalties shall become due and
payable twenty (20) days after the ALJ issues such a decision
notwithstanding that [Provider] may request review of the ALJ
decision by the DAB.

3. Exclusion Review. Notwithstanding any provision of Title 42 of
the United States Code or Chapter 42 of the Code of Federal Reg-
ulations, the only issues in a proceeding for exclusion based on a
material breach of this CIA shall be (a) whether [Provider] was
in material breach of this CIA; (b) whether such breach was con-
tinuing on the date of the Exclusion Letter; and (c) the alleged
material breach cannot be cured within the 35-day period, but
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that (i) [Provider] has begun to take action to cure the material
breach, (ii) [Provider] is pursuing such action with due diligence,
and (iii) [Provider] has provided to OIG a reasonable timetable
for curing the material breach.
For purposes of the exclusion herein, exclusion shall take ef-
fect only after an ALJ decision that is favorable to the OIG.
[Provider's] election of its contractual right to appeal to the DAB
shall not abrogate the OIG's authority to exclude [Provider] upon
the issuance of the ALJ's decision. If the ALJ sustains the deter-
mination of the OIG and determines that exclusion is authorized,
such exclusion shall take effect twenty (20) days after the ALJ
issues such a decision, notwithstanding that [Provider] may re-
quest review of the ALJ decision by the DAB.

4. Finality of Decision. The review by an ALJ or DAB provided for
above shall not be considered to be an appeal right arising un-
der any statutes or regulations. Consequently, the parties to this
CIA agree that the DAB's decision (or the ALJ's decision if not ap-
pealed) shall be considered final for all purposes under this CIA
and [Provider] agrees to waive any right it may have to appeal
the decision administratively, judicially or otherwise seek review
by any court or other adjudicative forum.

XI. Effective and Binding Agreement

Consistent with the provisions in the Settlement Agreement pursuant to which
this CIA is entered, and into which this CIA is incorporated, [Provider] and OIG
agree as follows:

a. This CIA shall be binding on the successors, assigns and trans-
ferees of [Provider];

b. This CIA shall become final and binding on the date the final sig-
nature is obtained on the CIA;

c. Any modifications to this CIA shall be made with the prior written
consent of the parties to this CIA; and

d. The undersigned [Provider] signatories represent and warrant
that they are authorized to execute this CIA. The undersigned
OIG signatory represents that he is signing this CIA in his offi-
cial capacity and that he is authorized to execute this CIA.

On Behalf of [Provider]

Date

Date

Date

[Please identify all signatories]

ON BEHALF OF THE OFFICE OF INSPECTOR GENERAL OF THE
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Lewis Morris [Date]
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Assistant Inspector General for Legal Affairs
Office of Inspector General

U.S. Department of Health and Human Services

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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Appendix B

Sample Statement of Management’s Assertions

[Date]

In connection with the Corporate Integrity Agreement (CIA) entered into with
the Office of the Inspector General of the United States Department of Health
and Human Services dated [date], we make the following assertions, which are
true to the best of our knowledge and belief.

Governance
Within 90 days of the date of the CIA, we—

1. Established a Compliance Committee, which meets at least
monthly and requires a quorum to meet.

2. Appointed to our Compliance Committee members who include
at a minimum those individuals specified in the CIA.

3. Delegated to the Compliance Committee the authority to imple-
ment and monitor the CIA, as evidenced by the organization chart
or the Compliance Committee's charter.

4. Appointed a compliance officer, who reports directly to the indi-
vidual specified in the CIA.

We appointed a compliance officer who—

1. Has sufficient staff and resources to carry out his or her respon-
sibilities.

2. Actively participates in compliance training.
3. Has authority to conduct full and complete internal investiga-

tions without restriction.
4. Periodically revises the compliance program to meet changing cir-

cumstances and risks.

Billing Practices, Policies, and Procedures
Although no system of internal controls can provide absolute assurance that all
bills comply in all respects with Medicare, Medicaid, and other federal health
care program guidelines, we are not aware of any material weaknesses in our
billing practices, policies, and procedures. Billings to third-party payors com-
ply in all material respects with applicable coding principles and laws and reg-
ulations (including those dealing with Medicare and Medicaid antifraud and
abuse) and only reflect charges for goods and services that were medically nec-
essary, properly approved by regulatory bodies (e.g., the Food and Drug Admin-
istration), if required and properly rendered. [Insert other assertions as nec-
essary to address matters covered in the CIA.] Any Medicare, Medicaid, and
other federal health program billing deficiencies that we identified have been
properly reported to the applicable payor within 60 days of discovery of the
deficiency.

Corporate Integrity Policy
1. Our policy was developed and implemented within [number] days

of execution of the CIA.
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2. The policy addresses the Company's commitment to preparation
and submission of accurate billings consistent with the standards
set forth in federal health care program statutes, regulations, pro-
cedures and guidelines or as otherwise communicated by Health
Care Financing Administration (HCFA), its agents or any other
agency engaged in the administration of the applicable federal
health care program.

3. The policy addressed the specific issues that gave rise to the set-
tlement, as well as other risk areas identified by the OIG in pub-
lished Fraud Alerts issued through [date].

4. Further details on the development and implementation of our
policy were provided to the OIG in our letter dated [date].

5. Our policy was distributed to all employees, physicians and inde-
pendent contractors involved in submitting or preparing requests
for reimbursement.

6. We have prominently displayed a copy of our policy on the Com-
pany's premises.

Information and Education Program

As discussed more fully in our letter to the OIG dated [date], we conducted an
Information and Education Program within [number] days of the CIA. The In-
formation and Education Program requires that each officer, employee, agent
and contractor charged with administering federal health care programs (in-
cluding, but not limited to billers, coders, nurses, physicians, medical records,
hospital administration and other individuals directly involved in billing fed-
eral health care programs) receive at least [number] hours of training.

The training provided to employees involved in billing, coding, and/or charge
capture consisted of instructions on submitting accurate bills, the personal
obligations of each individual to ensure billings are accurate, the nature of
company-imposed disciplinary actions on individuals who violate company poli-
cies and/or laws and regulations, applicable federal health care program rules,
legal sanctions against the company for submission of false or fraudulent in-
formation, and how to report potential abuses or fraud. The training material
addresses those issues underlying our settlement with the OIG.

The experience of the trainers is consistent with the topics presented.

Confidential Disclosure Program

Our Confidential Disclosure Program—

1. Was established within [number] days of the CIA.

2. Enables any employee to disclose any practices or billing proce-
dures relating to federal health care programs.

3. Provides a toll-free telephone line maintained by the Company,
which Company representatives have indicated is maintained
twenty-four hours a day, seven days a week, for the purpose
of making any disclosures regarding compliance with the Com-
pany's Compliance Program, the obligations in the CIA, and Com-
pany's overall compliance with federal and state standards.

4. Includes policies requiring the review of any disclosures to per-
mit a determination of the appropriateness of the billing practice
alleged to be involved and any corrective action to be taken to
ensure that proper follow-up is conducted.
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5. A detailed summary of the communications (including the num-
ber of disclosures by employees and the dates of such disclosures)
concerning billing practices reported as, and found to be, inappro-
priate under the Confidential Disclosure Program, and the results
of any internal review and the follow-up on such disclosures are
summarized in Attachment [title] to our Annual Report.

Excluded Individuals or Entities
Company policy—

1. Prohibits the employment of or contracting with an individual or
entity that is listed by a federal agency as convicted of abuse or
excluded, suspended or otherwise ineligible for participation in
federal health care programs.

2. Includes a process to make an inquiry into the status of any po-
tential employee or independent contractor.

3. Provides for an annual review of the status of all existing em-
ployees and contractors to verify whether any individual had been
suspended or excluded or charged with a criminal offense relating
to the provision of federal health care services.

We are not aware of any individuals employed in contravention of the prohibi-
tions in the CIA.

Record Retention
Our record retention policy is consistent with the requirements of the CIA.
Signed by:

[Chief Executive Officer]

[Chief Financial Officer]

[Corporate Compliance Officer]

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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Appendix C

Sample Engagement Letter
The following is a sample engagement letter that may be used for this kind of
engagement.

[CPA Firm Letterhead]
[Client's Name and Address]
Dear :
This will confirm our understanding of the arrangements for our performance of
certain agreed-upon procedures in connection with management's compliance
with the terms of the Corporate Integrity Agreement (CIA) with the Office of
Inspector General (OIG) of the U.S. Department of Health and Human Services
(HHS) dated [date of CIA] for the period ending [date].
We will perform those procedures enumerated in the attachment to this letter.
Our responsibility is to carry out these procedures and report our findings. We
will conduct our engagement in accordance with attestation standards estab-
lished by the American Institute of Certified Public Accountants. Our planned
procedures were agreed to by management and will be communicated to the
OIG for its review and are based on the terms specified in the CIA. The suf-
ficiency of these procedures is solely the responsibility of the specified parties
to the report. Consequently, it is understood that we make no representation
regarding the sufficiency of the procedures described in the attachment for the
purpose for which this report has been requested or for any other purpose.
Management is responsible for the Company's compliance with all applicable
laws, regulations, and contracts and agreements, including the CIA. Manage-
ment also is responsible for the design, implementation, and monitoring of the
policies and procedures upon which compliance is based.
Our engagement to perform agreed-upon procedures is substantially less in
scope than an examination or review, the objective of which is the expression
of an opinion or conclusion, respectively, on management's compliance with the
CIA. Accordingly, we will not express such an opinion or conclusion. 1

Working papers that are prepared in connection with this engagement are the
property of the independent accountant. The working papers are prepared for
the purpose of providing the principal support for the independent accountant's

1 The independent accountant may wish to include an understanding with the engaging party
about any limitation or other arrangements regarding liability of the practitioner or the engaging
party in the engagement letter. For example, the following might be included in the letter:

Our maximum liability relating to services rendered under this letter (regardless of form of action,
whether in contract, negligence or otherwise) shall be limited to the charges paid to us for the por-
tion of the services or work products giving rise to liability. We will not be liable for consequential
or punitive damages (including lost profits or savings) even if aware of their possible existence.

You will indemnify us against any damage or expense that may result from any third-party
claim relating to our services or any use by you of any work product, and you will reimburse us for
all expenses (including counsel fees) as incurred by us in connection with any such claim, except
to the extent such claim (i) is finally determined to have resulted from our gross negligence or
willful misconduct or (ii) is covered by any of the preceding indemnities.

[Footnote revised, April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]
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report. At the completion of our work, we expect to issue an agreed-upon pro-
cedures report in the attached form.
If, however, we are not able to complete all of the specified procedures, we will
so advise you. At that time, we will discuss with you the form of communication,
if any, that you desire for our findings. We will ask you to confirm your request
in writing at that time. If you request that we delay issuance of our report until
corrective action is taken that will result in compliance with all aspects of the
CIA, we will do so only at your written request. Our working papers will be
retained in accordance with our firm's working paper retention policy.
The distribution of the independent accountant's report will be restricted to the
governing board and management of the Company and the OIG.
Our fees will be billed as work progresses and are based on the amount of time
required at various levels of responsibility plus actual out-of-pocket expenses.
Invoices are payable upon presentation. We will notify you immediately of any
circumstances we encounter that could significantly affect our initial estimate
of total fees.
We agree that to the extent required by law, we will allow the Comptroller Gen-
eral of the United States, HHS, and their duly authorized representatives to
have access to this engagement letter and our documents and records to the
extent necessary to verify the nature and amount of costs of the services pro-
vided to the Company, until the expiration of four years after we have concluded
providing services to the Company that are performed pursuant to this Engage-
ment Letter. In the event the Comptroller General, HHS, or their duly autho-
rized representatives request such records, we agree to notify the Company of
such request as soon as practicable.
In the event we are requested or authorized by the Company or are required
by government regulation, subpoena, or other legal process to produce our doc-
uments or our personnel as witnesses with respect to our engagements for the
Company, the Company will, so long as we are not a party to the proceeding in
which the information is sought, reimburse us for our professional time and ex-
penses, as well as the fees and expenses of our counsel, incurred in responding
to such requests.
If this letter correctly expresses your understanding of this engagement, please
sign the enclosed copy where indicated and return it to us. We appreciate the
opportunity to serve you.

Sincerely,
[Partner's Signature]
[Firm Name or Firm Representative]

Accepted and agreed to:
[Client Representative's Signature]

[Title]

[Date]

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Paragraph renumbered and revised,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]
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Appendix D

Sample Procedures

Procedure Findings

Governance
1. We read the Company's corporate minutes and organization chart and

ascertained that, within [number] days of the date of the Corporate Integrity
Agreement (CIA), the Company—

a. Established a Compliance Committee, which is to meet meets at
least monthly and requires a quorum to meet.

b. Appointed to its Compliance Committee members who include,
at a minimum, those individuals specified in the CIA.

c. Delegated to the Compliance Committee the authority to
implement and monitor the CIA, as evidenced by the
organization chart or the Compliance Committee's charter.

d. Appointed a compliance officer who reports directly to the
individual specified in the CIA.

2. We interviewed the compliance officer and were informed that, in his or her
opinion, the Compliance Officer—

a. Has sufficient staff and resources to carry out his or her
responsibilities.

b. Actively participates in compliance training.
c. Has the authority to conduct full and complete internal

investigations without restriction.
d. Periodically revises the compliance program to meet changing

circumstances and risks.

3. We read the OIG notification letter as specified in the CIA and noted that the
appropriate official signed the letter, that it was addressed to the OIG, that it
covered items (a) through (d) in Step 1, and that it was dated within [number
of] days of the execution of the CIA.

Billing Practices, Policies, and Procedures
The practitioner might be engaged to provide consulting services in connection
with the evaluation of the company's billing practices, policies, and procedures. If
so, generally no agreed-upon procedures would be performed relating to this area.
Alternatively, if the procedures relating to the Company's billing practices,
policies, and procedures are performed by others such as the Company's internal
audit staff, the practitioner performs Steps 4 through 9.

4. We read the compliance work plan and noted the following:

a. The work plan's stated objectives include the determination that
billings are accurate and complete, for services rendered that
have been deemed by medical specialists as being necessary, and
are submitted in accordance with federal program guidelines.

b. The work plan sampling methodology sets confidence levels
consistent with those defined in the CIA.

c. The work plan identifies risk areas, as defined in the CIA (if
applicable), and specifies testing procedures by risk area.

d. The work plan specifies that samples are taken in risk areas (if
applicable) identified by the CIA.

e. The work plan includes testing procedures, which the
practitioner should modify as required by the CIA, for the
following risks areas (if applicable) identified in the CIA:
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Procedure Findings

(1) Clinical documentation, as follows:

(i) No documentation of service
(ii) Insufficient documentation of service
(iii) Improper diagnosis or treatment plan

giving rise to the provision of a
medically unnecessary service or
treatment

(iv) Service or treatment does not conform
medically with the documented
diagnosis or treatment plan

(v) Services incorrectly coded

(2) Billing and coding, as follows:

(i) Noncovered or unallowable service
(ii) Duplicate payment
(iii) DRG window error
(iv) Unbundling
(v) Utilization
(vi) Medicare credit balances

[Note to Practitioner: Modify the preceding list as required by the CIA.]
5. We selected [quantity] probe samples performed by the independent review

organization for the following risk areas [list risk areas tested]. For the probe
samples selected, we noted that the—

a. Sample patient billing files were randomly selected.
b. Sample size reflected confidence levels specified in the CIA.
c. Sample plan describes how missing items (if any) would be

treated.
d. Patient billing files tested were pulled per the listing of random

numbers and all patient billing files were accounted for in the
working papers.

e. Work plans for the specific sample described the risk areas (if
applicable) being tested and the testing approach/procedures.

f. Working papers noted the completion of each work plan step.
g. Working papers contained a summary of findings for the sample.

6. We reperformed the work plan steps [list of specific steps performed] for the
sample patient billing files. The reperformance of work plan steps related to
the medical review of the sample patient billing files was performed by the
following individuals [note the professional qualifications of individuals
without listing names]. Any exceptions between our findings and the
Company's are summarized in the Attachment to this report.

7. We read the summary findings of all internal compliance reviews that the
Company's Internal Audit department indicated it had performed for the
Company and noted that all material billing deficiencies [specify material
threshold as defined by the Company] noted therein were discussed in written
communications addressed to the appropriate payor (for example, Medicare
Part B carrier) and were dated within 60 days from the time the deficiency
occurred.1

8. We inquired of [individual] as to whether the Company took remedial steps
within [number of] days (or such additional time as agreed to by the payor) to
correct all material billing deficiencies noted in Step 7. We were informed that
such remedial steps had been taken.

1 The CIA provides its own legal definition of a "material deficiency." Determination of whether
a billing or other act meets this definition is normally beyond the auditor's professional competence
and may have to await final determination by a court of law. Accordingly, to avoid confusion, a working
definition different from that provided in the CIA (e.g., a specified dollar threshold) may be necessary.
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Procedure Findings

9. By reading applicable correspondence, we noted that any material billing
deficiencies noted in Step 7 were communicated to the OIG, including specific
findings relative to the deficiency, the Company's actions taken to correct the
deficiency, and any further steps the Company plans to take to prevent any
similar deficiencies from recurring.

Corporate Integrity Policy
10. We read the Company's Corporate Integrity Policy and noted the following.

a. The policy was developed and implemented within [number of]
days of execution of the CIA.

b. The policy addressed the Company's commitment to preparation
and submission of accurate billings consistent with the standards
set forth in federal health care program statutes, regulations,
procedures, and guidelines or as otherwise communicated by
HCFA, its agents, or any other agency engaged in the
administration of the applicable federal health care program.

c. The policy addressed the specific issues that gave rise to the
settlement, as well as other risk areas identified by the OIG in
published Fraud Alerts issued through [agency].

d. Correspondence addressed to the OIG covered the development
and implementation of the policy.

e. Documentation indicating that the policy was distributed to all
employees, physicians, and independent contractors involved in
submitting or preparing requests for reimbursement.

f. The prominent display of a copy of the policy on the Company's
premises.

11. We selected a sample of ten employees (involved in submitting and preparing
requests for reimbursement) and examined written confirmation in the
employee's personnel file indicating receipt of a copy of the Corporate
Integrity Policy.

Information and Education Program
12. We read the Company's Information and Education Program and noted the

following.

a. The Information and Education Program agenda was dated
within [number of] days of execution of the CIA.

b. Correspondence covering the development and implementation of
the Information and Education Program was addressed to the
OIG.

c. The Information and Education Program requires that each
officer, employee, agent, and contractor charged with
administering federal health care programs (including, but not
limited to billers, coders, nurses, physicians, medical records,
hospital administration and other individuals directly involved in
billing federal health care programs) receive at least [number of]
hours of training.

13. We selected a sample of ten employees involved in billing, coding and/or
charge capture and examined sign-in logs of the training classes and noted
that each had signed indicating that they had received at least [number of]
hours of training as specified in the Information and Education Program. We
also reviewed tests and surveys completed by each of the ten trained
employees noting evidence that they were completed.

14. We inquired as to the training of individuals not present during the regularly
scheduled training programs and were informed that each such individual is
trained either individually or in a separate make-up session. We inquired as to
the names of individuals not initially present and selected one such individual
and examined that individual's post-training test and survey for completion.
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Procedure Findings

15. We read the course agenda and noted that the training provided to employees
involved in billing, coding, and/or charge capture consisted of instructions on
submitting accurate bills, the personal obligations of each individual to
ensure billings are accurate, the nature of company-imposed disciplinary
actions on individuals who violate company policies and/or laws and
regulations applicable to federal health care program rules, legal sanctions
against the company for submission of false or fraudulent information, and
how to report potential abuses or fraud. We also noted that the training
material addressed the following issues which gave rise to the settlement
[practitioner list].

16. We inquired of the Corporate Compliance Officer as to the qualifications and
experience of the trainers and were informed that, in the Corporate
Compliance Officer's opinion, they were consistent with the topics presented.

17. We noted that the Company's draft Annual Report to the OIG dated [date]
addresses certification of training.

Confidential Disclosure Program
18. We read documentation of the Company's Confidential Disclosure Program

and noted that it—

a. Includes the printed effective date that was within [number of]
days of execution of the CIA.

b. Consists of a confidential disclosure program enabling any
employee to disclose any practices or billing procedures relating
to federal health care programs.

c. Provides a toll-free telephone line maintained by the Company,
which Company representatives have indicated is maintained
twenty-four hours a day, seven days a week, for the purpose of
making any disclosures regarding compliance with the
Company's Compliance Program, the obligations in the CIA, and
Company's overall compliance with federal and state standards.

d. Includes policies requiring the review of any disclosures to
permit a determination of the appropriateness of the billing
practice alleged to be involved and any corrective action to be
taken to ensure that proper follow-up is conducted.

19. We made five test calls to the toll free telephone line (hotline) and noted the
following.

a. Each call was captured in the hotline logs and reported with all
other incoming calls.

b. Anonymity is not discouraged.

20. We noted that the Company included in its draft Annual Report addressed to
OIG dated [date] a detailed summary of the communications (including the
number of disclosures by employees and the dates of such disclosures)
concerning billing practices reported as, and found to be, inappropriate under
the Confidential Disclosure Program, and the results of any internal review
and the follow-up on such disclosures.

21. We observed the display of the Company's Confidential Disclosure Program,
including notice of the availability of its hotline, on the Company's premises.

Excluded Individuals or Entities
22. We read the Company's written policy relating to dealing with excluded or

convicted persons or entities and noted that the policy—

a. Prohibits the hiring of or contracting with an individual or
entity that is listed by a federal agency as convicted of abuse or
excluded, suspended, or otherwise ineligible for participation in
federal health care programs.

b. Includes a process to make an inquiry into the status of any
potential employee or independent contractor.

c. Provides for a semi-annual review of the status of all existing
employees and contractors to verify whether any individual had
been suspended or excluded or charged with a criminal offense
relating to the provision of federal health care services.
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Procedure Findings

23. We selected a sample of ten employees hired over the course of the test period
as defined in the CIA and examined support in the employee's personnel file
documenting inquiries made into the status of the employee, including
documentation of comparison to the [source specified in the CIA].

24. We performed the following procedures related to the Company's
semi-annual review of employee status.

a. Read documentation of the semi-annual review as evidence that
a review was performed.

b. Selected and reviewed the lesser of ten or all exceptions and
determined that such employees were removed from
responsibility for or involvement with Provider business
operations related to the Federal health care programs.

c. Examined a notification letter addressed to the OIG and dated
within 30 days of the employee's removal from employment.

d. Inquired of [officer] as to whether he or she was aware of any
individuals employed in contravention of the prohibitions in the
CIA. If so, we further noted that [indicate specific procedures] to
confirm that such situation was cured within 30 days by
[indicate how situation was cured].

Annual Report
25. We read the Company's draft Annual Report dated [date] and determined

that it included the following items, to be modified as appropriate, by the
practitioner:

a. Compliance Program Charter and organization chart
b. Amendments to policies
c. Detailed descriptions of reviews and audits
d. Summary of hotline communications
e. Summary of annual review of employees
f. Cross-referencing to items noted in the CIA

Record Retention
26. We read the Company's record retention policy and noted that it was

consistent with the requirements as outlined in the CIA.

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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Appendix E

Sample Report

Independent Accountant's Report

[Date]
[Sample Health Care Provider]

Office of Inspector General of the U.S. Department of Health and Human
Services
We have performed the procedures enumerated in Attachment B, which were
agreed to by Sample Health Care Provider (Company) and the Office of In-
spector General (OIG) of the U.S. Department of Health and Human Services,
related to the Company's compliance with the Corporate Integrity Agreement
(CIA) with the OIG dated [date of CIA] for the [period] ending [date], which is
included as Attachment A to this report. Management of the Company is re-
sponsible for the Company's compliance with the CIA. The sufficiency of these
procedures is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the pro-
cedures enumerated in Attachment B either for the purpose for which this re-
port has been requested or for any other purpose.
This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Pub-
lic Accountants. We were not engaged to and did not perform an examination
or review, the objective of which would be the expression of an opinion or con-
clusion, respectively, on the Company's compliance with the CIA. Accordingly,
we do not express such an opinion or conclusion. Had we performed additional
procedures, other matters might have come to our attention that would have
been reported to you.
This report is intended solely for the information and use of the Compliance
Committee and management of the Company and the OIG, and is not intended
to be, and should not be used by anyone other than the specified parties.
[Include as Attachments the CIA and the summary that enumerates procedures
and findings.]
[Practitioner's signature]
[Practitioner's city and state]
[Date of practitioner's report]
[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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AUD Section 20

Statement of Position 00-1 Auditing Health
Care Third-Party Revenues and Related
Receivables

March 10, 2000

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA Health Care Third-Party Revenue Recognition Task Force of the
AICPA Auditing Standards Board (ASB) to provide guidance regard-
ing auditing financial statement assertions about third-party revenues
and related receivables of health care entities. This SOP is recognized
as an interpretive publication as defined in AU-C section 200, Overall
Objectives of the Independent Auditor and the Conduct of an Audit in
Accordance With Generally Accepted Auditing Standards. Interpretive
publications are recommendations on the application of generally ac-
cepted auditing standards (GAAS) in specific circumstances, including
engagements for entities in specialized industries.
An interpretive publication is issued under the authority of the ASB
after all ASB members have been provided an opportunity to consider
and comment on whether the proposed interpretive publication is con-
sistent with GAAS. The members of the ASB have found this SOP to be
consistent with existing GAAS.
Although interpretive publications are not auditing standards, AU-C
section 200 requires the auditor to consider applicable interpretive pub-
lications in planning and performing the audit because interpretive
publications are relevant to the proper application of GAAS in specific
circumstances. If the auditor does not apply the auditing guidance in an
applicable interpretive publication, the auditor should document how
the requirements of GAAS were complied with in the circumstances
addressed by such auditing guidance.

Summary

This Statement of Position (SOP) provides guidance to auditors regarding un-
certainties inherent in health care third-party revenue recognition. It discusses
auditing matters related to testing third-party revenues and related receiv-
ables, and provides guidance regarding the sufficiency and appropriateness
of audit evidence and reporting on financial statements, prepared in accor-
dance with generally accepted accounting principles (GAAP), of health care en-
tities exposed to material uncertainties. [Revised, June 2009, to reflect conform-
ing changes necessary due to the issuance of recent authoritative literature.
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Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122–126.]

Introduction and Background
.01 Most health care providers participate in payment programs that pay

less than full charges for services rendered. For example, some cost-based pro-
grams retrospectively determine the final amounts reimbursable for services
rendered to their beneficiaries based on allowable costs. With increasing fre-
quency, even non-cost-based programs (such as the Medicare Prospective Pay-
ment System) have become subject to retrospective adjustments (for example,
billing denials and coding changes). Often, such adjustments are not known for
a considerable period of time after the related services were rendered.

.02 The lengthy period of time between rendering services and reaching fi-
nal settlement, compounded further by the complexities and ambiguities of re-
imbursement regulations, makes it difficult to estimate the net patient service
revenue associated with these programs. This situation has been compounded
due to the frequency of changes in federal program guidelines.

.03 Financial Accounting Standards Board (FASB) Accounting Standards
Codification (ASC) 954-605-45-2 states, in part, that "service revenue shall be
reported net of contractual and other adjustments in the statement of opera-
tions, including patient service revenue." As a result, patient receivables, in-
cluding amounts due from third-party payors, are also reported net of expected
contractual and other adjustments. However, amounts ultimately realizable
will not be known until some future date, which may be several years after
the period in which the services were rendered. [Revised, June 2009, to reflect
conforming changes necessary due to the issuance of recent authoritative liter-
ature.]

.04 This SOP provides guidance to auditors regarding uncertainties inher-
ent in health care third-party revenue recognition. It discusses auditing mat-
ters related to testing third-party revenue and related receivables, including
the effects of settlements (both cost-based and non-cost-based third-party pay-
ment programs), and provides guidance regarding the sufficiency and appro-
priateness of audit evidence and reporting on financial statements of health
care entities exposed to material uncertainties. [Revised, June 2009, to reflect
conforming changes necessary due to the issuance of recent authoritative liter-
ature.]

Scope and Applicability
.05 This SOP applies to audits of health care entities falling within the

scope of the AICPA Audit and Accounting Guide Health Care Entities (the
guide). Its provisions are effective for audits of periods ending on or after June
30, 2000. Early application of the provisions of this SOP is permitted.

Third-Party Revenues and Related
Receivables—Inherent Uncertainties

.06 Health care entities need to estimate amounts that ultimately will be
realizable in order for revenues to be fairly stated in accordance with GAAP. The
basis for such estimates may range from relatively straightforward calculations
using information that is readily available to highly complex judgments based
on assumptions about future decisions.
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.07 Entities doing business with governmental payors (for example, Medi-
care and Medicaid) are subject to risks unique to the government-contracting
environment that are hard to anticipate and quantify and that may vary from
entity to entity. For example

• a health care entity's revenues may be subject to adjustment as
a result of examination by government agencies or contractors.
The audit process and the resolution of significant related mat-
ters (including disputes based on differing interpretations of the
regulations) often are not finalized until several years after the
services were rendered.

• different fiscal intermediaries (entities that contract with the fed-
eral government to assist in the administration of the Medicare
program) may interpret governmental regulations differently.

• differing opinions on a patient's principal medical diagnosis, in-
cluding the appropriate sequencing of codes used to submit claims
for payment, can have a significant effect on the payment amount.1

• otherwise valid claims may be determined to be nonallowable af-
ter the fact due to differing opinions on medical necessity.

• claims for services rendered may be nonallowable if they are later
determined to have been based on inappropriate referrals.2

• governmental agencies may make changes in program interpreta-
tions, requirements, or "conditions of participation," some of which
may have implications for amounts previously estimated.

.08 Such factors often result in retrospective adjustments to interim pay-
ments. Reasonable estimates of such adjustments are central to the third-party
revenue recognition process in health care, in order to avoid recognizing rev-
enue that the provider will not ultimately realize. The delay between rendering
services and reaching final settlement, as well as the complexities and ambi-
guities of billing and reimbursement regulations, makes it difficult to estimate
net realizable third-party revenues.

Management’s Responsibilities
.09 Management and, when appropriate, those charged with governance

are responsible for the preparation and fair presentation of its financial state-
ments in accordance with GAAP as well as for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presenta-
tion of financial statements that are free from material misstatement, whether
due to fraud or error. Despite the inherent uncertainties, management is re-
sponsible for estimating the amounts recorded in the financial statements and
making the required disclosures in accordance with GAAP, based on manage-
ment's analysis of existing conditions. [Revised, June 2009, to reflect conform-
ing changes necessary due to the issuance of recent authoritative literature.

1 Historically, the Health Care Financing Administration contracted with Peer Review Organiza-
tions to validate the appropriateness of admissions and the clinical coding from which reimbursement
was determined. Such reviews were typically performed within ninety days of the claim submission
date. However, the government has modified its policies with respect to such reviews and now ana-
lyzes coding errors through other means, including in conjunction with investigations conducted by
the Office of the Inspector General of the U. S. Department of Health and Human Services.

2 Effective January 1, 1995, the Limitation on Certain Physician Referrals law prohibited physi-
cians from referring Medicare and Medicaid patients to health care entities with which they had a
financial relationship for the furnishing of designated health services. Implementing regulations have
not yet been adopted as of the date of this publication.
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Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122–126.]

.10 Management's assertions regarding proper valuation of its revenues
and receivables are embodied in the financial statements. Management is re-
sponsible for recognizing revenues when their realization is reasonably as-
sured. As a result, management makes a reasonable estimate of amounts that
ultimately will be realized, considering—among other things—adjustments
associated with regulatory reviews, audits, billing reviews, investigations, or
other proceedings. Estimates that are significant to management's assertions
about revenue include the provision for third-party payor contractual adjust-
ments and allowances. [Revised, June 2009, to reflect conforming changes nec-
essary due to the issuance of recent authoritative literature.]

.11 Management also is responsible for preparing and certifying cost re-
ports submitted to federal and state government agencies in support of claims
for payment for services rendered to government program beneficiaries.

The Auditor’s Responsibilities
.12 The auditor's responsibility is to obtain reasonable assurance about

whether the financial statements as a whole are free from material misstate-
ment, whether due to fraud or error, thereby enabling the auditor to express an
opinion on whether the financial statements are presented fairly, in all mate-
rial respects, in accordance with an applicable financial reporting framework.
Reasonable assurance is obtained when the auditor has obtained sufficient ap-
propriate audit evidence to reduce audit risk (that is, the risk that the auditor
expresses an inappropriate opinion when the financial statements are materi-
ally misstated) to an acceptably low level. In developing an opinion, the auditor
should conclude whether the auditor has obtained reasonable assurance, which
includes considering whether, among other matters,

• sufficient appropriate audit evidence has been obtained.

• uncorrected misstatements are material, individually or in aggre-
gate.

• the financial statements are prepared and fairly presented, in all
material respects, in accordance with GAAP.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Revised, December 2012, to reflect
conforming changes necessary due to the issuance of SAS Nos. 122–126.]

.13 Current industry conditions, as well as specific matters affecting the
entity.3 provide relevant information when planning the audit. Among a num-
ber of procedures, the auditor's procedures may include an analysis of historical
results (for example, prior fiscal intermediary audit adjustments and compar-
isons with industry benchmarks and norms) that enable the auditor to better
assess the risk of material misstatements in the current period. When there are
heightened risks, the auditor should perform audit procedures that respond
to those risks, for example, more extensive tests covering the current period.
Exhibit 10-1 of the guide includes examples of procedures auditors may per-
form. [Revised, June 2009, to reflect conforming changes necessary due to the
issuance of recent authoritative literature. Revised, December 2012, to reflect

3 Risk factors, including ones related to legislative and regulatory matters, are discussed annu-
ally in the AICPA Audit Risk Alert Health Care Industry Developments.
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conforming changes necessary due to the issuance of the 2012 edition of the
Audit and Accounting Guide Health Care Entities.]

.14 With respect to auditing third-party revenues, a relevant considera-
tion in addition to the usual revenue recognition considerations, is whether ul-
timately realizable amounts are known or will be presently known, or whether
those amounts are uncertain because they are dependent on some other fu-
ture, prospective actions or confirming events. For example, under a typical
fee-for-service contract with a commercial payor, if the provider has performed
a service for a covered individual, the revenue to which the provider is entitled
should be determinable at the time the service is rendered. On the other hand,
if the service was provided under a cost-based government contract, the rev-
enue ultimately collectible may not be known until certain future events occur
(for example, a cost report has been submitted and finalized after desk review
or audit). In this case, management estimates the effect of such potential future
adjustments. [Revised, June 2009, to reflect conforming changes necessary due
to the issuance of recent authoritative literature.]

.15 As stated previously, management is responsible for preparing the es-
timates contained in the financial statements. The auditor should evaluate the
sufficiency and appropriateness of the evidence supporting those estimates,
including the facts supporting management's judgments, and the judgments
made based on conditions existing at the time of the audit. The fact that net
revenues recorded at the time services are rendered differ materially from
amounts that ultimately are realized does not necessarily mean the audit was
not properly planned or carried out. Similarly, the fact that future events may
differ materially from management's assumptions or estimates does not neces-
sarily mean that management's estimates were not valid or the auditor did not
follow generally accepted auditing standards as described in this SOP with re-
spect to auditing estimates. [Revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

Audit Evidence
.16 The measurement of estimates is inherently uncertain and depends on

the outcome of future events. AU-C section 540, Auditing Accounting Estimates,
Including Fair Value Accounting Estimates, and Related Disclosures, and AU-
C section 705, Modifications to the Opinion in the Independent Auditor's Re-
port, provide guidance to the auditor when the ultimate outcome of uncertain-
ties cannot be expected to exist at the time of the audit because the outcome
and related audit evidence are prospective. In the current health care environ-
ment, conclusive evidence concerning amounts ultimately realizable cannot be
expected to exist at the time of the financial statement audit because the uncer-
tainty associated with future program audits, administrative reviews, billing
reviews, regulatory investigations, or other actions will not be resolved until
sometime in the future. [Revised, June 2009, to reflect conforming changes nec-
essary due to the issuance of recent authoritative literature. Revised, December
2012, to reflect conforming changes necessary due to the issuance of SAS Nos.
122–126.]

.17 The fact that information related to the effects of future program au-
dits, administrative reviews, regulatory investigations, or other actions does not
exist does not lead to a conclusion that the evidence supporting management's
assertions is not sufficient to support management's estimates. Rather, the au-
ditor's professional judgment regarding the sufficiency of the audit evidence is
based on the audit evidence that is, or should be, available. If, after consider-
ing the existing conditions and available evidence, the auditor concludes that
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sufficient appropriate audit evidence supports management's assertions about
the nature of a matter involving an uncertainty (in this example, the valuation
of revenues and receivables), and their presentation or disclosure in the finan-
cial statements, an unmodified opinion ordinarily is appropriate. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126.]

.18 The inability to obtain sufficient appropriate audit evidence that the
auditor needs to conclude that the financial statements as a whole are free from
material misstatement would require the auditor to express a qualified opin-
ion or to disclaim an opinion because of a scope limitation. For example, if an
entity has conducted an internal evaluation (for example, of coding or other
billing matters) under attorney-client privilege and management and its legal
counsel refuse to respond to the auditor's inquiries and the auditor determines
the information is necessary, and the auditor concludes that the possible ef-
fects on the financial statements of undetected misstatements, if any, could be
material but not pervasive, the auditor would express a qualified opinion for a
scope limitation. If the auditor concludes that the possible effects on the finan-
cial statements of undetected misstatements, if any, could be both material and
pervasive, the auditor would disclaim an opinion. [Revised, June 2009, to reflect
conforming changes necessary due to the issuance of recent authoritative liter-
ature. Revised, December 2012, to reflect conforming changes necessary due to
the issuance of SAS Nos. 122–126.]

.19 The accuracy of management's assumptions will not be known until fu-
ture events occur. In evaluating the accuracy of those assumptions, the entity's
historical experience in making past estimates and the auditor's experience
in the industry are relevant. For certain matters, the best evidence available
to the auditor (particularly as it relates to clinical and legal interpretations)
may be the representations of management and its legal counsel, as well as
information obtained through reviewing correspondence from regulatory agen-
cies. [Revised, June 2009, to reflect conforming changes necessary due to the
issuance of recent authoritative literature. Revised, December 2012, to reflect
conforming changes necessary due to the issuance of SAS Nos. 122–126.]

.20 Pursuant to AU-C section 580, Written Representations, the auditor
should request management to provide written representations that all in-
stances of identified or suspected noncompliance with laws and regulations
whose effects should be considered by management when preparing financial
statements have been disclosed to the auditor. Examples of specific represen-
tations include the following:

• Receivables

— Adequate consideration has been given to, and appropri-
ate provision made for, estimated adjustments to revenue,
such as for denied claims and changes to home health re-
source group, resource utilization group, ambulatory pay-
ment classification, and diagnosis-related group assign-
ments.

— Recorded valuation allowances are necessary, appropriate,
and properly supported.

— All peer review organizations, fiscal intermediary, and
third-party payor reports and information have been made
available.

• Cost reports filed with third parties
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— All required Medicare, Medicaid, and similar reports have
been properly filed.

— Management is responsible for the accuracy and propriety
of all filed cost reports.

— All costs reflected on such reports are appropriate and al-
lowable under applicable reimbursement rules and regu-
lations and are patient-related and properly allocated to
applicable payors.

— The employed reimbursement methodologies and princi-
ples are in accordance with applicable rules and regula-
tions.

— Adequate consideration has been given to, and appropriate
provision made for, audit adjustments by intermediaries,
third-party payors, or other regulatory agencies.

— All items required to be disclosed, including disputed costs
that are being claimed to establish a basis for a subsequent
appeal, have been fully disclosed in the cost report.

— Recorded third-party settlements include differences be-
tween filed (and to be filed) cost reports and calculated
settlements, which are necessary based on historical expe-
rience or new or ambiguous regulations that may be sub-
ject to differing interpretations. Although management be-
lieves that the entity is entitled to all amounts claimed on
the cost reports, management also believes the amounts of
these differences are appropriate.

• Contingencies

— No violations or possible violations of laws or regulations
exist, such as those related to Medicare and Medicaid an-
tifraud and abuse statutes, in any jurisdiction, whose ef-
fects are considered for disclosure in the financial state-
ments or as a basis for recording a loss contingency other
than those disclosed or accrued in the financial statements.
This is including, but not limited to, the anti-kickback
statute of the Medicare and Medicaid Patient and Program
Protection Act of 1987, limitations on certain physician re-
ferrals (the Stark law), and the False Claims Act.

— Billings to third-party payors comply in all material re-
spects with applicable coding guidelines (for example,
ICD-9-CM and CPT-4) and laws and regulations (includ-
ing those dealing with Medicare and Medicaid antifraud
and abuse), and billings reflect only charges for goods and
services that were medically necessary; properly approved
by regulatory bodies (for example, the Food and Drug Ad-
ministration), if required; and properly rendered.

— There have been no internal or external investigations re-
lating to compliance with applicable laws and regulations,
including investigations in progress, that would have an
effect on the amounts reported in the financial statements
or on the disclosure in the notes to the financial statements.

— There have been no oral or written communications
from regulatory agencies, governmental representatives,
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employees, or others concerning investigations or allega-
tions of noncompliance with laws and regulations in any
jurisdiction, including those related to Medicare and Medi-
caid antifraud and abuse statutes; deficiencies in financial
reporting practices; or other matters that could have a ma-
terial adverse effect on the financial statements.

— Adequate consideration has been given to, and appropriate
provision made for, a continuing care retirement commu-
nity's obligation to provide future services and the use of
facilities to current residents.

— Adequate consideration has been given to, and appropriate
provision made for, a prepaid health care provider's obliga-
tion to provide future health services.

— Guarantees, whether written or oral, under which the
health care entity is contingently liable, including guaran-
tee contracts and indemnification agreements pursuant to
FASB ASC 460, Guarantees, have been properly recorded
or disclosed in the (consolidated) financial statements.

The auditor of the health care entity also might obtain specific representations,
if applicable, of the following items that are unique or pervasive in the health
care industry:

• The health care entity is in compliance with the provisions of In-
ternal Revenue Code (IRC) Section 501(c)(3) and is exempt from
federal income tax under IRC Section 501(a), as evidenced by a
determination letter, and from state income tax.

• Information returns (Form 990) have been filed on a timely basis.

• Provision has been made, when material, for estimated retroactive
adjustments by third-party payors under reimbursement agree-
ments.

• The health care organization is in compliance with bond inden-
tures or other debt instruments.

• For each of its outstanding bond issues, the health care entity is
in compliance with postissuance requirements, as specified in the
IRC, including, but not limited to, the areas of arbitrage and pri-
vate business use.

• Pending changes in the organizational structure, financing ar-
rangements, or other matters that could have a material effect
on the financial statements of the entity are properly disclosed.

• The health care entity is in compliance with contractual agree-
ments, grants, and donor restrictions.

• The health care entity has maintained an appropriate composition
of net assets in amounts needed to comply with all donor restric-
tions.

• The internal controls over the receipt and recording of received
contributions are adequate.

• The allocation of expenses reported in the notes to the financial
statements is reasonable based on the health care entity's current
operations.
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• The health care entity has properly classified equity securities
with readily determinable fair values and all debt securities as
either trading or other-than-trading securities and reported these
investments at fair value.

• The health care entity has reported to its risk management de-
partment all known asserted and unasserted claims and inci-
dents. Adequate and reasonable provision has been made for
losses related to asserted and unasserted malpractice, health in-
surance, worker's compensation, and any other claims.

• The health care entity is (or is not) subject to the requirements
of Office of Management and Budget Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations, or Ti-
tle 45 U.S. Code of Federal Regulations Part 74.26 because it ex-
pended (or did not expend) more than $500,000 in federal awards
during the year.

• The health care entity has classified net assets as unrestricted,
temporarily restricted, or permanently restricted based on its as-
sessment of the donor's intention, as specified in original donor
correspondence, when available. When not available, the entity
used other corroborating evidential matter, including minutes of
the board, accounting records, and financial statements. To the ex-
tent that it was unable to review original donor correspondence to
determine the amount of the original gift and donor additions, its
determination of such amount was based on its best estimate con-
sidering the relevant facts and circumstances. Amounts classified
as temporarily restricted are subject to donor-imposed purpose
or time restrictions that precluded the health care entity from
expending such amounts or recognizing such amounts as unre-
stricted as of the balance sheet date. Amounts classified as perma-
nently restricted are subject to donor-imposed or statutory restric-
tions that require these amounts to be held in perpetuity. In addi-
tion, the health care entity has classified appreciation and income
related to such donations in accordance with relevant donor or
statutory restrictions. Losses on investments of a donor-restricted
endowment fund have been classified in accordance with FASB
ASC 958-205-45. Reclassifications between net asset classes are
proper.

[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of the 2012 edition of the Audit and Accounting Guide Health Care
Entities and SAS Nos. 122–126.]

.21 Management's refusal to furnish written representations constitutes
a limitation on the scope of the audit. Such refusal is often sufficient to pre-
clude an unmodified opinion and may cause an auditor to disclaim an opinion
or withdraw from the engagement. However, based on the nature of the rep-
resentations not obtained or the circumstances of the refusal, the auditor may
conclude that a qualified opinion is appropriate. [Revised, December 2012, to
reflect conforming changes necessary due to the issuance of SAS Nos. 122–126.]

Potential Departures From GAAP Related to Estimates
and Uncertainties

.22 The auditor also is responsible for determining whether financial
statement assertions and disclosures related to accounting estimates have been
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presented in accordance with GAAP. Departures from GAAP related to account-
ing estimates generally fall into one of the following categories:

• Unreasonable accounting estimates

• Inappropriate accounting principles

• Inadequate disclosure

Therefore, in order to render an opinion, the auditor's responsibility is to eval-
uate the reasonableness of management's estimates based on present circum-
stances and to determine that estimates are reported in accordance with GAAP
and adequately disclosed. [Revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

.23 As discussed in AU-C section 500, Audit Evidence, the objective of the
auditor is to design and perform audit procedures that enable the auditor to
obtain sufficient appropriate audit evidence to be able to draw reasonable con-
clusions on which to base the auditor's opinion. As discussed previously, exhibit
10-1 of the guide provides a number of sample procedures that the auditor may
perform in auditing an entity's patient revenues and accounts receivable, in-
cluding those derived from third-party payors. For example, the guide notes
that the auditor might "test the reasonableness of settlement amounts, includ-
ing specific and unallocated reserves, in light of the involved payors, the nature
of the payment mechanism, the risks associated with future audits, and other
relevant factors."4 [Revised, September 2008, to reflect conforming changes nec-
essary due to the issuance of SAS No. 105. Revised, June 2009, to reflect con-
forming changes necessary due to the issuance of recent authoritative litera-
ture. Revised, December 2012, to reflect conforming changes necessary due to
the issuance of the 2012 edition of the Audit and Accounting Guide Health Care
Entities and SAS Nos. 122–126.]

Unreasonable Accounting Estimates
.24 The basis for management's assumptions regarding the nature of fu-

ture adjustments and calculations as to the effects of such adjustments are rel-
evant factors when evaluating the reasonableness of management's estimates.5

The auditor cannot determine with certainty whether such estimates are right
or wrong, because the accuracy of management's assumptions cannot be con-
firmed until future events occur. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature.]

.25 Paragraph .08c of AU-C section 540 requires the auditor to obtain an
understanding of how management makes the accounting estimates, includ-
ing the assumptions underlying the accounting estimates to provide a basis for
the assessment of the risks of material misstatement for accounting estimates.
Based on the assessed risks of material misstatement, the auditor should de-
termine, in accordance with paragraph .12 of AU-C section 540,

a. whether management has appropriately applied the require-
ments of the applicable financial reporting framework relevant
to the accounting estimate and

b. whether the methods for making the accounting estimates are
appropriate and have been applied consistently and whether
changes from the prior period, if any, in accounting estimates

4 See paragraphs .25–.28.
5 The lack of such analyses may call into question the reasonableness of recorded amounts.
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or the method for making them are appropriate in the circum-
stances.

In responding to the assessed risks of material misstatement, as required by
AU-C section 330, Performing Audit Procedures in Response to Assessed Risks
and Evaluating the Audit Evidence Obtained, the auditor should undertake one
or more of the following, in accordance with paragraph .13 of AU-C section 540,
taking into account the nature of the accounting estimate:

a. Determine whether events occurring up to the date of the auditor's
report provide audit evidence regarding the accounting estimate.

b. Test how management made the accounting estimate and the
data on which it is based. In doing so, the auditor should eval-
uate whether

i. the method of measurement used is appropriate in the cir-
cumstances,

ii. the assumptions used by management are reasonable in
light of the measurement objectives of the applicable fi-
nancial reporting framework, and

iii. the data on which the estimate is based is sufficiently re-
liable for the auditor's purposes.

c. Test the operating effectiveness of the controls over how manage-
ment made the accounting estimate, together with appropriate
substantive procedures.

d. Develop a point estimate or range to evaluate management's
point estimate. For this purpose

i. if the auditor uses assumptions or methods that differ from
management's, the auditor should obtain an understand-
ing of management's assumptions or methods sufficient to
establish that the auditor's point estimate or range takes
into account relevant variables and to evaluate any signif-
icant differences from management's point estimate.

ii. if the auditor concludes that it is appropriate to use a
range, the auditor should narrow the range, based on au-
dit evidence available, until all outcomes within the range
are considered reasonable.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Revised, December 2012, to reflect
conforming changes necessary due to the issuance of SAS Nos. 122–126.]

.26 The auditor should evaluate, based on the audit evidence, whether
the accounting estimates in the financial statements are either reasonable in
the context of the applicable financial reporting framework or are misstated.
Based on the audit evidence obtained, the auditor may conclude that the evi-
dence points to an accounting estimate that differs from management's point
estimate. When the audit evidence supports a point estimate, the difference
between the auditor's point estimate and management's point estimate con-
stitutes a misstatement. When the auditor has concluded that using the audi-
tor's range provides sufficient appropriate audit evidence, a management point
estimate that lies outside the auditor's range would not be supported by au-
dit evidence. In such cases, the misstatement is no less than the difference
between management's point estimate and the nearest point of the auditor's
range. (Paragraph .A122 of AU-C section 540). When management has changed
an accounting estimate, or the method in making it, from the prior period based
on a subjective assessment that there has been a change in circumstances, the
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auditor may conclude, based on the audit evidence, that the accounting estimate
is misstated as a result of an arbitrary change by management or may regard it
as an indicator of possible management bias (Paragraph .A123 of AU-C section
540). [Revised, June 2009, to reflect conforming changes necessary due to the
issuance of recent authoritative literature. Revised, December 2012, to reflect
conforming changes necessary due to the issuance of SAS Nos. 122–126.]

.27 Approaches and estimates will vary from entity to entity. Some entities
with significant prior experience may attempt to quantify the effects of individ-
ual potential intermediary or other governmental (for example, the Office of In-
spector General and the Department of Justice) or private payor adjustments,
basing their estimates on very detailed calculations and assumptions regarding
potential future adjustments. Some may prepare cost report6 analyses to esti-
mate the effect of potential adjustments. Others may base their estimates on
an analysis of potential adjustments in the aggregate, in light of the payors in-
volved; the nature of the payment mechanism; the risks associated with future
audits; and other relevant factors. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature.]

.28 One of the key factors in evaluating the estimate is the historical ex-
perience of the entity (for example, the aggregate amount of prior cost-report
adjustments and previous regulatory settlements) as well as the risk of po-
tential future adjustments. The fact that an entity currently is not subject to a
governmental investigation does not mean that a recorded valuation allowance
for potential billing adjustments is not warranted. Nor do these emerging in-
dustry trends necessarily indicate that an accrual for a specific entity is war-
ranted. [Revised, June 2009, to reflect conforming changes necessary due to the
issuance of recent authoritative literature.]

.29 In evaluating valuation allowances, the auditor may consider the en-
tity's historical experience and potential future adjustments in the aggregate.
For example, assume that over the past few years after final cost report audits
were completed, a hospital's adjustments averaged 3 percent to 5 percent of
total filed reimbursable costs. Additionally, the hospital is subject to potential
billing adjustments, including errors (for example, violations of the three-day
window, discharge and transfer issues, and coding errors). Even though spe-
cific incidents are not known, it may be reasonable for the hospital to estimate
and accrue a valuation allowance for such potential future retrospective ad-
justments, both cost-based and non-cost-based. Based on this and other infor-
mation obtained, the auditor may conclude that a valuation allowance for the
year under audit of 3 percent to 5 percent of reimbursable costs plus additional
amounts for potential non-cost-based program billing errors is reasonable.

.30 Amounts that ultimately will be realized by an entity are dependent on
a number of factors, many of which may be unknown at the time the estimate
is first made. Further, even if two entities had exactly the same clinical and
coding experience, amounts that each might realize could vary materially due
to factors outside of their control (for example, differing application of payment

6 Medicare cost reimbursement is based on the application of highly complex technical rules,
some of which are ambiguous and subject to different interpretations even among Medicare's fiscal
intermediaries. It is not uncommon for fiscal intermediaries to reduce claims for reimbursement that
were based on management's good faith interpretations of pertinent laws and regulations. Addition-
ally, the Provider Reimbursement Review Board or the courts may be required to resolve controversies
regarding the application of certain rules. To avoid recognizing revenues before their realization is
reasonably assured, providers estimate the effects of such potential adjustments. This is occasionally
done by preparing a cost report based on alternative assumptions to help estimate contractual al-
lowances required by generally accepted accounting principles. The existence of reserves or a reserve
cost report does not by itself mean that a cost report was incorrectly or fraudulently filed.

AUD §20.27 ©2017, AICPA



Auditing Health Care Third-Party Revenues and Related Receivables 1817

rules by fiscal intermediaries, legal interpretations of courts, local enforcement
initiatives, timeliness of reviews, and quality of documentation). As a result, be-
cause estimates are a matter of judgment and their ultimate accuracy depends
on the outcome of future events, different entities in seemingly similar circum-
stances may develop materially different estimates. The auditor may conclude
that both estimates are reasonable in light of the differing assumptions.

Inappropriate Accounting Principles
.31 As previously stated, the auditor also is responsible for determining

whether financial statement assertions and disclosures related to accounting
estimates are presented in accordance with GAAP. When the financial state-
ments are materially affected by a departure from GAAP, the auditor should
express a qualified or adverse opinion in accordance with AU-C section 705. [Re-
vised, June 2009, to reflect conforming changes necessary due to the issuance of
recent authoritative literature. Revised, December 2012, to reflect conforming
changes necessary due to the issuance of SAS Nos. 122–126.]

.32 Valuation allowances should be recorded so that revenues are not rec-
ognized until the revenues are realizable. Valuation allowances are not estab-
lished based on the provisions of FASB ASC 450, Contingencies. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature.]

.33 Indicators of possible measurement bias related to valuation al-
lowances include

• valuation allowances that are not associated with any particular
program, issue, or time period (for example, cost-report year or
year the service was rendered).

• distorted earnings trends over time (for example, building up spe-
cific or unallocated valuation allowances in profitable years and
drawing them down in unprofitable years).

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature.]

Inadequate Disclosure
.34 If the auditor concludes that a matter involving a risk or an uncer-

tainty is not adequately disclosed in the financial statements in accordance
with GAAP, the auditor should express a qualified or adverse opinion in ac-
cordance with AU-C section 705. FASB ASC 275-10-50 provides guidance on
the information that reporting entities should disclose regarding risks and un-
certainties existing as of the date of the financial statements. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126.]

.35 In the health care environment, it is almost always at least reason-
ably possible that estimates regarding third-party payments could change in
the near term as a result of one or more future confirming events (for exam-
ple, regulatory actions reflecting local or national audit or enforcement initia-
tives). For most entities with significant third-party revenues, the effect of the
change could be material to the financial statements. Where material exposure
exists, the uncertainty regarding revenue realization should be disclosed in the
notes to the financial statements. Because representations from legal counsel
are often key audit evidence in evaluating the reasonableness of management's
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estimates of potential future adjustments, the inability of an attorney to form
an opinion on matters about which he or she has been consulted may be in-
dicative of an uncertainty that should be specifically disclosed in the financial
statements. [Revised, June 2009, to reflect conforming changes necessary due
to the issuance of recent authoritative literature.]

.36 Differences between original estimates and subsequent revisions
might arise due to final settlements, ongoing audits and investigations, or pas-
sage of time in relation to the statute of limitations. FASB ASC 954-605 re-
quires that these differences be included in the statement of operations in the
period in which the revisions are made and disclosed. Such differences are not
treated as prior period adjustments unless they meet the criteria for prior pe-
riod adjustments as set forth in FASB ASC 250-10-45. [Revised, June 2009, to
reflect conforming changes necessary due to the issuance of recent authorita-
tive literature.]

.37 Disclosures such as the following may be appropriate:

General Hospital (the Hospital) is a (not-for-profit, for-profit, or governmental
hospital or health care system) located in (City, State). The Hospital provides
health care services primarily to residents of the region.

Net patient service revenue is reported at estimated net realizable amounts
from patients, third-party payors, and others for services rendered and includes
estimated retroactive revenue adjustments due to future audits, reviews, and
investigations. Retroactive adjustments are considered in the recognition of
revenue on an estimated basis in the period the related services are rendered,
and such amounts are adjusted in future periods as adjustments become known
or as years are no longer subject to such audits, reviews, and investigations.

Revenue from the Medicare and Medicaid programs accounted for approxi-
mately 40 percent and 10 percent, respectively, of the Hospital's net patient
revenue for the year ended 1999. Laws and regulations governing the Medicare
and Medicaid programs are extremely complex and subject to interpretation.
As a result, there is at least a reasonable possibility that recorded estimates will
change by a material amount in the near term. The 1999 net patient service rev-
enue increased approximately $10,000,000 due to removal of allowances pre-
viously estimated that are no longer necessary as a result of final settlements
and years that are no longer subject to audits, reviews, and investigations. The
1998 net patient service revenue decreased approximately $8,000,000 due to
prior-year retroactive adjustments in excess of amounts previously estimated.
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.38

Appendix—Other Considerations Related to
Government Investigations
In recent years, the federal government and many states have aggressively in-
creased enforcement efforts under Medicare and Medicaid anti-fraud and abuse
legislation. Broadening regulatory and legal interpretations have significantly
increased the risk of penalties for providers; for example, broad interpretations
of "false claims" laws are exposing ordinary billing mistakes to scrutiny and
penalty consideration. In such circumstances, evaluating the adequacy of ac-
cruals for or disclosure of the potential effects of noncompliance with laws and
regulations in the financial statements of health care entities is a matter that
is likely to require a high level of professional judgment.
As previously discussed in this Statement of Position, the far-reaching nature
of alleged fraud and abuse violations creates an uncertainty with respect to
the valuation of revenues, because future allegations of noncompliance with
laws and regulations could, if proven, result in a subsequent reduction of rev-
enues. In addition, management makes provisions in the financial statements
and disclosures for any contingent liabilities associated with fines and penalties
due to violations of such laws. Financial Accounting Standards Board Account-
ing Standards Codification 450, Contingencies, provides guidance in evaluat-
ing contingent liabilities, such as fines and penalties under applicable laws and
regulations. Estimates of potential fines and penalties are not accrued unless
their payment is probable and reasonably estimable.
The auditor's expertise is in accounting and auditing matters rather than oper-
ational, clinical, or legal matters. Accordingly, the auditor's procedures focus on
areas that normally are subject to internal control relevant to financial report-
ing. However, the further that suspected noncompliance with laws and regula-
tions is removed from the events and transactions ordinarily reflected in the
financial statements, the less likely the auditor is to become aware of the sus-
pected noncompliance, to recognize its possible noncompliance with laws and
regulations, and to evaluate the effect on the financial statements. For exam-
ple, determining whether a service was medically necessary, obtained through a
legally appropriate referral, properly performed (including using only approved
devices, rendered in a quality manner), adequately supervised, accurately doc-
umented and classified, or rendered and billed by nonsanctioned individuals
typically is not within the auditor's professional expertise. As a result, an au-
dit in accordance with generally accepted auditing standards (GAAS) is not
designed to detect such matters.
Further, because of the inherent limitations of an audit, an audit conducted in
accordance with GAAS provides no assurance that all instances of noncompli-
ance with laws and regulations will be detected.1

Nor does an audit under GAAS include providing any assurance on an entity's
billings or cost report. In fact, cost reports typically are not prepared and sub-
mitted until after the financial statement audit has been completed.
Certain audit procedures, although not specifically designed to detect noncom-
pliance with laws and regulations, may bring possible noncompliance with laws

1 Even when auditors undertake a special engagement designed to attest to compliance with
certain provisions of laws, regulations, contracts, and grants (for example, an audit in accordance
with Office of Management and Budget Circular A-133), the auditor's procedures do not extend to
testing compliance with laws and regulations related to Medicare and Medicaid fraud and abuse.
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and regulations to an auditor's attention. When suspected noncompliance is de-
tected, the auditor's responsibilities are addressed in AU-C section 250, Con-
sideration of Laws and Regulations in an Audit of Financial Statements. Dis-
closure of noncompliance with laws and regulations to parties other than the
client's senior management and its audit committee or board of directors is not
ordinarily part of the auditor's responsibility, and such disclosure would be pre-
cluded by the auditor's ethical or legal obligation of confidentiality, unless the
matter affects the auditor's opinion on the financial statements.2 [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126.]
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AUD Section 25

Statement of Position 01-3 Performing
Agreed-Upon Procedures Engagements That
Address Internal Control Over Derivative
Transactions as Required by the New York
State Insurance Law

June 15, 2001

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA Reporting on Internal Control Over Derivative Transactions at
Insurance Entities Task Force of the AICPA Auditing Standards Board
(ASB) to provide guidance regarding the application of Statements on
Standards for Attestation Engagements (SSAEs) to agreed-upon proce-
dures engagements performed to comply with the requirements of Sec-
tion 1410 (b)(5) of the New York State Insurance Law, as amended (the
law), which addresses the assessment of internal control over deriva-
tive transactions as defined in Section 1401(a) of the law, and Section
178.5 of Regulation No. 163.
An attestation SOP is recognized as an interpretive publication as de-
fined in AT-C section 105, Concepts Common to All Attestation Engage-
ments. Interpretive publications are recommendations on the applica-
tion of SSAEs in specific circumstances, including engagements for en-
tities in specialized industries. An interpretive publication is issued un-
der the authority of the ASB after all ASB members have been provided
an opportunity to consider and comment on whether the proposed in-
terpretive publication is consistent with the SSAEs. The members of
the ASB have found this SOP to be consistent with existing SSAEs.
Although interpretive publications are not attestation standards, AT-C
section 105 requires the practitioner to consider applicable interpre-
tive publications in planning and performing the attestation engage-
ment because interpretive publications are relevant to the proper ap-
plication of the attestation standards in specific circumstances. If the
practitioner does not apply the guidance included in this SOP, the prac-
titioner should be prepared to explain how he or she complied with the
SSAE provisions of this SOP.

Introduction and Background
.01 In 1999 and 2000, the New York State Insurance Department (the de-

partment) issued regulations to implement the New York Derivative Law (the
law) which amends Article 14 of the State of New York Insurance Law, effec-
tive July 1, 1999. The law establishes certain requirements for domestic life
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insurers, domestic property and casualty insurers, domestic reciprocal insur-
ers, domestic mortgage guaranty insurers, domestic cooperative property and
casualty insurance corporations, and domestic financial guaranty insurers. For-
eign insurers engaging in derivative transactions and derivative instruments
are subject to and required to comply with all of the provisions of the law. How-
ever, a foreign insurer may enter into other derivative transactions provided the
insurer meets certain conditions of its domestic state law. In this document, an
insurer covered by the law is referred to as an insurance company.

.02 The requirements of the law include the following:

• Approval by the board of directors, or a similar body, of derivative
transactions

• Submission of a derivative use plan (the DUP) to the Department

• Assessment by an independent certified public accountant (CPA)
of the insurance company's internal control over derivative trans-
actions

.03 In addition to the law, the Department also established Regulation No.
163, "Derivative Transactions" (11 NYCRR 178) (the Regulation), which pro-
vides guidance in implementing the law. Section 178.5 of Regulation No. 163
states the following.

As set forth in section 1410 (b)(5) of the Insurance Law, an insurer engaging in
derivative transactions shall be required to include, as part of the evaluation
of accounting procedures and internal controls required to be filed pursuant to
section 307 of the Insurance Law, a statement describing the assessment by
the independent certified public accountant of the internal controls relative to
derivative transactions. The purpose of this part of the evaluation is to assess
the adequacy of the internal controls relative to the derivative transactions be-
ing conducted by the insurer. Such an assessment shall be made whether or not
the derivative transactions are material in relation to the insurer's financial
statements. The independent certified public accountant shall issue a report
regarding internal controls relative to derivative transactions, whether or not
deficiencies in internal controls would lead to a "reportable condition," as that
term is used in auditing standards adhered to by certified public accountants.
An assessment in the form of an "agreed upon procedures engagement" or an
"attestation engagement," as those terms are used in auditing standards ad-
hered to by certified public accountants, may be used to meet this requirement.
If an "agreed upon procedures engagement" is performed, the procedures used
shall be those that management and the independent certified public accoun-
tant determine are appropriate to meet the purpose of the assessment as set
forth above.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature.]

[.04–.05] [Paragraphs deleted, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

.06 An agreed-upon procedures engagement or other attestation engage-
ment may be used to satisfy the requirements of the law. However, this State-
ment of Position (SOP) only describes an agreed-upon procedures engagement.
It does not address any other attestation engagements that might be performed,
such as an examination-level attestation engagement. For guidance on per-
forming such other attestation engagements, see AT-C section 205, Examina-
tion Engagements, and AT-C section 210, Review Engagements. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature. Revised, April 2017, to reflect conforming changes neces-
sary due to the issuance of SSAE No. 18.]
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Applicability
.07 This SOP was developed to provide practitioners with guidance on

performing agreed-upon procedures engagements that address an insurance
company's internal control over derivative transactions to meet the require-
ments of the law. The engagement described in this SOP is designed only to
satisfy the requirements of the law. The procedures, as set forth in this SOP, are
not necessarily appropriate for use in any other engagement. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature.]

.08 Although the Department has indicated that an agreed-upon proce-
dures engagement pursuant to this SOP can be used to satisfy the require-
ments for an assessment of internal control over derivative transactions, the
Department has not agreed to the sufficiency of the procedures included in this
SOP for their purposes.

The Law

Definition of a Derivative
.09 Article 14 of the law defines a derivative instrument as including caps,

collars, floors, forwards, futures, options, swaps, swaptions, and warrants.

.10 The following definitions are included in the law and are applicable
when performing the agreed-upon procedures engagement described in this
SOP.

Cap—An agreement obligating the seller to make payments to the buyer with
each payment based on the amount by which a reference price or level or the
performance or value of one or more underlying interests exceeds a predeter-
mined number, sometimes called the strike rate or strike price.

Collar—An agreement to receive payments as the buyer of an option, cap, or
floor and to make payments as the seller of a different option, cap, or floor.

Floor—An agreement obligating the seller to make payments to the buyer in
which each payment is based on the amount by which a predetermined num-
ber, sometimes called the floor rate or price, exceeds a reference price, level,
performance, or value of one or more underlying interests.

Forward—An agreement (other than a future) to make or take delivery in the
future of one or more underlying interests, or effect a cash settlement, based
on the actual or expected price, level, performance, or value of such underly-
ing interests, but shall not mean or include spot transactions effected within
customary settlement periods, when-issued purchases, or other similar cash
market transactions.

Future—An agreement traded on a futures exchange, to make or take deliv-
ery of, or effect a cash settlement based on the actual or expected price, level,
performance, or value of one or more underlying interests.

Option—An agreement giving the buyer the right to buy or receive (a callop-
tion), sell or deliver (a putoption), enter into, extend or terminate, or effect a cash
settlement based on the actual or expected price, spread, level, performance, or
value of one or more underlying interests.
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Swap—An agreement to exchange or to net payments at one or more times
based on the actual or expected price, yield, level, performance, or value of one
or more underlying interests.

Swaption—An option to purchase or sell a swap at a given price and time or at a
series of prices and times. A swaption does not mean a swap with an embedded
option.

Warrant—An instrument that gives the holder the right to purchase or sell the
underlying interest at a given price and time or at a series of prices and times
outlined in the warrant agreement.

.11 Article 14 of the law permits an insurance company to enter into repli-
cation transactions provided that certain conditions set forth in the law are
met. A replication transaction is defined in the law as follows.

A derivative transaction or combination of derivative transactions effected ei-
ther separately or in conjunction with cash market investments included in the
insurer's investment portfolio in order to replicate the investment characteris-
tic of another authorized transaction, investment or instrument and/or operate
as a substitute for cash market transactions. A derivative transaction entered
into by the insurer as a hedging transaction or income generation transaction
authorized pursuant to this section [of the law] shall not be considered a repli-
cation transaction.

Derivative Use Plan
.12 An insurance company entering into derivative transactions must file

a DUP with the Department. The DUP generally should include the following
items: 1

• A certified copy of the authorization by the insurer's board of di-
rectors, or other similar body, to file the DUP, which should include
authorization of derivative transactions and an assurance that in-
dividuals responsible for derivative transactions, processes, and
controls have the necessary experience and knowledge

• A section on management oversight standards including a discus-
sion of the following:

— Limits on identified risks

— Controls over the nature and amount of identified risks

— Processes for identifying such risks

— Processes for documenting, monitoring, and reporting risk
exposure

— Internal audit and review processes that ensure integrity
of the overall risk management process

— Quarterly reporting to the board of directors

— The establishment of risk tolerance levels

— Management's measurement and monitoring against
those levels

• A section on internal control and reporting including a discussion
of the following:

1 Reference should be made to the law and the Regulation for specific details and exact require-
ments.
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— The existence of controls over the valuation and effective-
ness of derivative instruments

— Credit risk management

— The adequacy of professional personnel

— Technical expertise and systems

— Management reporting

— The review and legal enforceability of derivative contracts
between parties

• A section on documentation and reporting requirements which
shall for each derivative transaction document the following:

— The purpose of the transaction

— The assets or liabilities to which the transaction relates

— The specific derivative instrument used

— For over-the-counter (OTC) transactions, the name of the
counterparty and counterparty exposure amount

— For exchange traded transactions, the name of the ex-
change and the name of the firm handling the trade

• Written guidelines to be followed in engaging in derivative trans-
actions. The guidelines should include or address the following:

— The type, maturity, and diversification of derivative instru-
ments

— The limitation on counterparty exposures, including limi-
tations based on credit ratings

— The limitations on the use of derivatives

— Asset and liability management practices with respect to
derivative transactions

— The liquidity needs and the insurance company's capital
and surplus as it relates to the DUP

— The policy objectives of management specific enough to
outline permissible derivative strategies

— The relationship of the strategies to the insurer's opera-
tions

— How the strategies relate to the insurer's risk

— A requirement that management establish and execute
management oversight standards as required by the law

— A requirement that management establish and execute in-
ternal control and reporting standards as required by the
law

— A requirement that management establish and execute
documentation and reporting standards as required by the
law

• Guidelines for the insurer's determination of acceptable levels of
basis risk, credit risk, foreign currency risk, interest rate risk,
market risk, operational risk, and option risk
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• A requirement that the board of directors and senior management
comply with risk oversight functions and adhere to laws, rules,
regulations, prescribed practices, or ethical standards

Related Professional Standards

AT-C Section 215, Agreed-Upon Procedures Engagements
.13 Agreed-upon procedures engagements performed to meet the require-

ments of the law are to be performed in accordance with AT-C section 215,
Agreed-Upon Procedures Engagements. As described in paragraph .02 of AT-C
section 215, an agreed-upon procedures engagement is one in which a practi-
tioner is engaged to issue or does issue a practitioner's report of findings based
on specific agreed-upon procedures applied to subject matter for use by speci-
fied parties. Not all of the provisions of AT-C section 215 are discussed herein.
Rather, this SOP includes guidance to assist practitioners in the application of
selected aspects of AT-C section 215. [Revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.14 Paragraph .10 of AT section 215 requires the practitioner to determine
whether specified preconditions are present in order to perform an agreed-upon
procedures engagement. Two of those preconditions are that the specified par-
ties agree upon the procedures performed, or to be performed by the practi-
tioner; and the specified parties take responsibility for the sufficiency of the
agreed-upon procedures for their purposes. [Revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.15 As previously stated, Regulation No. 163 states that an agreed-upon
procedures engagement may be used to meet the requirement for an indepen-
dent CPA's assessment of internal control over derivative transactions. When
performing an agreed-upon procedures engagement under this SOP, practi-
tioners should not eliminate any of the procedures presented in appendix B,
"Agreed-Upon Procedures for Testing Internal Control Over Derivative Trans-
actions" (paragraph .41), of this SOP or reduce the extent of the tests. The De-
partment or the insurance company may request that additional procedures be
performed and the practitioner may agree to perform such procedures. In those
circumstances, it would be expected that the additional procedures would be
performed in the context of a separate agreed-upon procedures engagement.

.16 As previously noted, the Department has not agreed to the sufficiency
of the procedures included in this SOP for their purposes. Therefore, the Depart-
ment should not be named as a specified party to the agreed-upon procedures
report, and the use of a practitioner's agreed-upon procedures report, issued in
accordance with this SOP, should be restricted to the board of directors and man-
agement of the insurance company. Although the Department is not a specified
party, paragraph .A40 of AT-C section 215 states the following, in part:

… a regulatory agency, as part of its oversight responsibility for an entity, may
require access to a restricted-use report in which they are not named as a spec-
ified party.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]
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AU-C Section 501, Audit Evidence—Specific Considerations
for Selected Items

.17 AU-C section 501, Audit Evidence—Specific Considerations for Se-
lected Items, addresses specific considerations by the auditor in obtaining suf-
ficient appropriate audit evidence, in accordance with AU-C section 330, Per-
forming Audit Procedures in Response to Assessed Risks and Evaluating the
Audit Evidence Obtained, AU-C section 500, Audit Evidence, and other rele-
vant AU-C sections in AICPA Professional Standards, regarding the valuation
of investments in securities and derivative instruments. A practitioner per-
forming the agreed-upon procedures engagement described in this SOP may
find it helpful to consider the guidance in paragraphs .01–.10 of AU-C section
501 and the related Audit Guide Special Considerations in Auditing Financial
Instruments. Paragraph .32 of AT-C section 105 and paragraphs .21–.22 of AT-
C section 215 are applicable when a practitioner uses the work of an external
specialist. Paragraph .10 of AT-C section 105 defines the term practitioner's
specialist as an individual or organization possessing expertise in a field other
than accounting or attestation whose work in that field is used by the prac-
titioner to assist the practitioner in obtaining evidence for the service being
provided. A practitioner's specialist may be either a practitioner's internal spe-
cialist (who is a partner or staff, including temporary staff, of the practitioner's
firm or a network firm) or a practitioner's external specialist. Partner and firm
refer to their governmental equivalents when relevant. A specialist in securi-
ties and derivative instruments may be helpful to a practitioner performing the
agreed-upon procedures described in this SOP. [Revised, June 2009, to reflect
conforming changes necessary due to the issuance of recent authoritative lit-
erature. Revised, December 2012, to reflect conforming changes necessary due
to the issuance of SAS Nos. 122–126. Revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.18 The procedures in this SOP are not designed to meet the requirements
of generally accepted auditing standards for an audit of the financial state-
ments of an entity that engages in derivative transactions. In addition, per-
forming the audit procedures described in AU-C section 501 would not meet
the requirements of this SOP. [Revised, December 2012, to reflect conforming
changes necessary due to the issuance of SAS Nos. 122–126.]

.19 In an audit of financial statements, the auditor may determine that he
or she will not perform procedures related to derivative transactions because
they are not material to the financial statements. There is no requirement to
perform the procedures described in this SOP when performing an audit of fi-
nancial statements. In contrast, the law requires that an assessment of internal
control be performed whether or not the derivative transactions are material to
the insurer's financial statements. Accordingly, a decision not to perform pro-
cedures related to derivative transactions in an audit of financial statements,
because of immateriality, would not alleviate the requirement to perform the
agreed-upon procedures engagement described herein.

Procedures to Be Performed
.20 The agreed-upon procedures to be performed are directed toward tests

of controls over derivative transactions that occurred during the period covered
by the practitioner's report. Any projection of the practitioner's findings to the
future is subject to the risk that because of change, the controls may no longer
be in existence, suitably designed, or operating effectively. Also, the potential
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effectiveness of controls over derivative transactions is subject to inherent lim-
itations and, accordingly, errors or fraud may occur and not be detected.

.21 The procedures to be performed in the agreed-upon procedures engage-
ment described in this SOP are presented in appendix B (paragraph .41). The
procedures have been designed so that the findings resulting from the applica-
tion of the procedures can be recorded in a tabular format. The three options
available to the practitioner for expressing the findings for each procedure are
No Exception, Exception, or N/A (not applicable). If a procedure is not appli-
cable to a particular insurance company, the procedure should be marked N/A
rather than deleted from the report. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature.]

.22 Section 1 of appendix B (paragraph .41) of this SOP is applicable to
all insurance companies that enter into derivative transactions. Therefore, the
procedures in section 1 are to be performed in all engagements performed in
accordance with this SOP. Sections 2–10 of appendix B (paragraph .41) of this
SOP each address a specific type of derivative. The procedures in those sec-
tions are to be performed only if the insurance company entered into derivative
transactions of the type covered by the section. Sections that address types of
derivatives not used by the insurance company should not be attached to the
agreed-upon procedures report.

.23 If any portion of a procedure results in an exception, the findings for
that entire procedure should be recorded as an exception and described in
the section "Description of Exceptions If Any," at the end of each section. The
practitioner should provide a brief factual explanation for each exception that
will enable the specified parties to understand the nature of the findings result-
ing in the exception. If management informs the practitioner that the condition
giving rise to the exception was corrected by the date of the practitioner's report,
the practitioner's explanation of the exception may include that information;
for example, "Management has advised us that the condition resulting in the
exception was corrected on Month X, 20XX. We have performed no procedures
with respect to management's assertion."

.24 A practitioner may perform significant portions of the agreed-upon pro-
cedures engagement before the end of the period covered by the report. If, dur-
ing that time, the practitioner identifies conditions that result in an exception
in one or more agreed-upon procedures, he or she should report the exception in
the findings section of the agreed-upon procedures report, even if management
corrects the condition prior to the end of the period.

.25 The law requires the insurance company to provide the Department
with a statement describing the independent CPA's assessment of the insur-
ance company's internal control over derivative transactions. It also requires
the insurance company to include a description of any remedial actions taken
or proposed to be taken to correct any deficiencies identified by the independent
CPA.

.26 Paragraph .41 of AT-C section 215 states the following.

Although the practitioner need not perform procedures beyond the agreed-upon
procedures, if in connection with the application, and through the completion
of the agreed-upon procedures, matters come to the practitioner's attention by
other means that significantly contradict the subject matter or assertion re-
ferred to in the practitioner's report, the practitioner should include this matter
in the practitioner's report.

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]
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.27 The phrase "through the completion of the agreed-upon procedures en-
gagement" in paragraph .41 of AT-C section 215 indicates that this requirement
would apply to conditions or events occurring subsequent to the period covered
by the practitioner's report but prior to the date of the practitioner's report.
This would include matters that would have resulted in the reporting of an
exception by the practitioner if that matter existed during the period covered
by the report. For example, if during the course of applying agreed-upon proce-
dures regarding an entity's internal control, the practitioner becomes aware of
a material weakness in internal control over derivative transactions by means
other than performance of the agreed-upon procedures, this matter would be
included in the practitioner's report. [Revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

Agreeing on the Terms of the Engagement
.28 In accordance with paragraph .12 of AT-C section 215, the practitioner

should agree upon the terms of the engagement with the engaging party. Writ-
ten confirmations of oral representations reduce the possibility of misunder-
standing between the practitioner and the responsible party. For the purposes
of this SOP, the responsible party is management of the insurance company.
The agreed-upon terms of the engagement should be specified in sufficient de-
tail in an engagement letter or other suitable form of written agreement and
should be addressed to the engaging party. In accordance with paragraph .14
of AT-C section 215, the agreed-upon terms of the engagement should include
the following:

• A statement confirming that an agreed-upon procedures engage-
ment is to be performed to meet the requirements of Section
1410(b)(5) of the law, which addresses the assessment of internal
control over derivative transaction

• A statement that management is responsible for maintaining ef-
fective internal control over derivative transactions.

• A statement identifying the engaging party as the specified party
to the agreed-upon procedures report

• A statement acknowledging the engaging party's responsibility for
the sufficiency of the procedures in the SOP

• A statement indicating that the practitioner is responsible for per-
forming the agreed-upon procedures and providing the engaging
party with a report in accordance with the attestation standards

• A statement indicating that the engagement will be conducted in
accordance with attestation standards established by the Ameri-
can Institute of Certified Public Accountants (AICPA)

• A statement identifying the procedures to be performed as those
set forth in this SOP

• A statement acknowledging that the practitioner makes no repre-
sentation regarding the sufficiency of the procedures in the SOP
either for the purpose for which the report has been requested or
for any other purpose.

• A statement indicating that the practitioner was not engaged to
and did not conduct an examination or review, the objective of
which would be the expression of an opinion or conclusion, re-
spectively, on the internal control over derivative transactions, the
practitioner will not express such an opinion or conclusion, and if
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the practitioner performed additional procedures, other matters
might come to the practitioner's attention that would be reported
to the engaging party

• A statement restricting the use of the report to the client

• A statement describing assistance to be provided to the practi-
tioner

• A statement describing any arrangements to involve a specialist

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

.29 The following are other matters that are relevant to the engagement
described in this SOP that may be included in the engagement letter or other
written agreement:

• A statement describing the responsible party's 2 responsibility to
comply with the law and the responsible party's responsibility for
the design and operation of effective internal control over deriva-
tive transactions

• A statement describing the responsible party's responsibility for
providing accurate and complete information to the practitioner

• A statement indicating that the practitioner has no responsibility
for the completeness or accuracy of the information provided to
the practitioner

• The circumstances under which the practitioner may decline to
issue a report.

[Paragraph added, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]

Requesting a Written Assertion
.30 Paragraph .15 of AT-C section 215 requires the practitioner to request

a written assertion from the responsible party about the measurement or eval-
uation of the subject matter against the criteria. [Paragraph added, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

Requesting Written Representations
[.31] [Paragraph renumbered and deleted, April 2017, to reflect conform-

ing changes necessary due to the issuance of SSAE No. 18.]

.32 In accordance with paragraph .28 of AT-C section 215, the practitioner
should request from management written representations in the form of a letter
addressed to the practitioner. The representations should

a. include the responsible party's assertion about the subject matter
based on the criteria.

b. state that all known matters contradicting the subject matter or
assertion and any communication from regulatory agencies or

2 In this Statement of Position, the responsible party is usually management of the insurance
company. [Footnote added, April 2017, to reflect conforming changes due to the issuance of SSAE No.
18.]
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others affecting the subject matter or assertion have been dis-
closed to the practitioner, including communications received be-
tween the end of the period addressed in the written assertion
and the date of the practitioner's report.

c. acknowledge responsibility for

i. the subject matter and the assertion;

ii. selecting the criteria, when applicable; and

iii. determining that such criteria are appropriate for the re-
sponsible party's purposes.

d. state that it has provided the practitioner with access to all
records relevant to the subject matter and the agreed-upon pro-
cedures.

e. state that the responsible party has disclosed to the practitioner
other matters as the practitioner deems appropriate.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Paragraph renumbered and revised,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

.33 In addition to the representations required by paragraph .28 of AT-C
section 215, a practitioner may request other representations from manage-
ment depending on the specific nature of the engagement. For the engagement
addressed in this SOP, they generally include the following representations
from management:

• A statement acknowledging responsibility for establishing and
maintaining effective internal control over derivative transac-
tions

• A statement that there have been no errors or fraud that might
indicate a weakness in the internal control over derivative trans-
actions

• A statement that management has disclosed to the practitioner all
significant deficiencies in the design or operation of the internal
control over derivative transactions

• A statement that management has responded fully to all inquiries
made by the practitioner during the engagement

• A statement that no events have occurred subsequent to the date
as of which the procedures were applied that would require ad-
justment to or modification of the findings of the agreed-upon pro-
cedures

[Paragraph added, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]

.34 When management refuses to provide one or more of the written rep-
resentations requested by the practitioner, the practitioner should reevaluate
the integrity of management and evaluate the effect, if any, on the engagement
and, if any of the matters are not resolved to the practitioner's satisfaction, take
appropriate action, such as withdrawing from the engagement or determining
the effect on the practitioner's report. [Paragraph added, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

.35 An illustrative representation letter is presented in appendix C, "Illus-
trative Management Representation Letter" (paragraph .42), of this SOP. For
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additional information regarding management's representations in an agreed-
upon procedures engagement, see paragraphs .28–.32 and paragraphs .A30–
.A33 of AT-C section 215. [Paragraph renumbered and revised, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

Restriction on the Performance of Procedures
.36 As previously stated, a practitioner should not agree to do either of the

following.

a. Eliminate any of the procedures presented in appendix B (para-
graph .41) of this SOP, unless a section is not applicable because
the insurance company did not enter into derivative transactions
addressed by the section.

b. Reduce the extent of the tests in an applicable section.
[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.37 If circumstances impose restrictions on the performance of the agreed-
upon procedures presented in appendix B (paragraph .41) of this SOP, the prac-
titioner should describe the restriction(s) in the practitioner's report or with-
draw from the engagement. [Paragraph renumbered and revised, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

Dating the Report
.38 In accordance with paragraph .35q of AT-C section 215, the practi-

tioner's report should be dated no earlier than the date on which the practi-
tioner completed the procedures and determined the findings, including that
(a) the attestation documentation has been reviewed, and (b) the responsible
party has provided a written assertion, unless management refuses to provide
an assertion.) [Paragraph renumbered and revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

Effective Date
.39 This SOP is effective upon issuance and is applicable only to agreed-

upon procedures engagements that address internal control over derivative
transactions required by the law. [Paragraph renumbered, April 2017, to re-
flect conforming changes necessary due to the issuance of SSAE No. 18.]
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.40

Appendix A—Illustrative Agreed-Upon Procedures
Report

The following is an illustrative agreed-upon procedures report based on the
guidance in AT-C section 215, Agreed-Upon Procedures Engagements.

Independent Accountant's Report
on Applying Agreed-Upon Procedures

To the Management of ABC Insurance Company:

We have performed the applicable procedures enumerated in the American In-
stitute of Certified Public Accountants' Statement of Position (SOP), 01-3, Per-
forming Agreed-Upon Procedures Engagements That Address Internal Control
Over Derivative Transactions as Required by the New York State Insurance Law,
which were agreed to by ABC Insurance Company, and relate to compliance
with the requirements of Section 1410 (b)(5) of the New York State Insurance
Law, as amended (the law), which addresses the assessment of internal control
over derivative transactions as defined in Section 1401(a) of the law, and Sec-
tion 178.5 of Regulation No. 163 during the year ended December 31, 20XX.
Management of ABC Insurance Company is responsible for maintaining effec-
tive internal control over derivative transactions. The sufficiency of these proce-
dures is solely the responsibility of ABC Insurance Company. Consequently, we
make no representation regarding the sufficiency of the procedures described
in the attached appendix either for the purpose for which this report has been
requested or for any other purpose.

The procedures performed and the findings are included in the attached ap-
pendix.

This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public
Accountants. We were not engaged to and did not conduct an examination or
review, the objective of which would be the expression of an opinion or conclu-
sion, respectively, on the internal control over derivative transactions of ABC
Insurance Company for the year ended December 31, 20XX. Accordingly, we do
not express such an opinion or conclusion. Had we performed additional proce-
dures, other matters might have come to our attention that would have been
reported to you.

This report is intended solely for the information and use of the management
and Board of Directors of ABC Insurance Company and is not intended to be
and should not be used by anyone other than these specified parties.

[Signature]

[Date]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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.41

Appendix B—Agreed-Upon Procedures for Testing
Internal Control Over Derivative Transactions

The following table lists the types of derivative transactions permitted by the
New York Derivative Law (the law). We inquired of management of the insur-
ance company as to whether the insurance company used the type of derivative
addressed by each section, and marked the column entitled "Is the Section Ap-
plicable?" either Yes or No based on management's response to the inquiry. For
each type of derivative with a Yes response, we performed the procedures in
the applicable section and attached the section to the report. For each type of
derivative with a No response, we did not perform procedures nor did we at-
tach the applicable section to the report. We compared the types of derivative
reported by the insurance company in its "Schedule of Derivative Transactions"
included in the Annual Statement with the types of derivatives listed in the fol-
lowing table and found that the types of derivatives included in the schedule
were marked Yes in the table.

Attachments to the Report

Section of the Agreed-Upon Procedures Is the Section Applicable?

No. Type of Derivative Yes or No
1 All Derivative Types Yes
2 Cap Contracts
3 Collar Contracts
4 Floor Contracts
5 Forward Contracts
6 Future Contracts
7 Option Contracts
8 Swap Contracts
9 Swaption Contracts

10 Warrant Contracts
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Section 1—All Derivative Types
Findings

Procedures
No

Exception Exception N/A

The following procedures were performed to test controls
applicable to all derivative transactions. The procedures were
applied to the internal control over derivative transactions in
existence during the year ended December 31, 20XX

Documentation of Controls, Policies, and Procedures

1. Read the insurance company's derivative use plan
(DUP), amendments thereto, and its documentation of
controls, policies, and procedures that describe internal
control over derivative transactions and found that the
DUP and the documentation of controls, policies, and
procedures include a description of controls that address
the following:

a. Systems or processes for the periodic valuation of
derivative transactions including mechanisms for
compensating for any lack of independence in valuing
derivative positions (Valuation) _________ _________ _____

b. Systems or processes for determining whether a
derivative instrument used for hedging or replication
has been effective (Effectiveness) _________ _________ _____

c. Credit risk management systems or processes for
over-the-counter (OTC) derivative transactions that
measure credit risk exposure using the counterparty
exposure amount and policies for the establishment
of collateral arrangements with counterparties
(Credit Risk Management) _________ _________ _____

d. Management assessment of the adequacy and
technical expertise of personnel associated with
derivative transactions and systems to implement
and control investment practices involving
derivatives (Professional Competence) _________ _________ _____

e. Systems or processes for regular reports to
management, segregation of duties, and internal
review procedures (Reporting) _________ _________ _____

f. Procedures for conducting initial and ongoing legal
reviews of derivative transactions including
assessments of contract enforceability (Legal
Reviews) _________ _________ _____

Nontransaction-Specific Procedures

2. Read the minutes of meetings of the board of directors
and found an indication that the board of directors of the
insurance company approved the DUP and any
amendments thereto. _________ _________ _____

3. Inquired of management as to whether the DUP and
any amendments thereto were approved by the New
York State Insurance Department and was advised that
the DUP and any amendments thereto were approved. _________ _________ _____

4. Read the minutes of meetings of the board of directors
and found an indication that the board of directors of the
insurance company approved the commitment of
financial resources determined by management to be
sufficient to accomplish the objectives of the insurance
company's DUP. _________ _________ _____
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Findings

Procedures
No

Exception Exception N/A

This procedure does not provide an assessment of or
assurance about the adequacy of the resources determined
by management to be sufficient to accomplish the objectives
of the DUP.
In performing the following procedures, the practitioner
frequently will find that management has designated and
will have in place limits, controls, or procedures that are
more restrictive than those approved for use in the DUP

5. For the year ended December 31, 20XX, inquired of
management and was advised that—

a. There was monitoring of derivative transactions by a
control staff, such as internal audit or other internal
review group, that is independent of derivatives
trading activities. _________ _________ _____

b. There were procedures in place for derivative
personnel to obtain, prior to exceeding limits
prescribed by management, at least oral approval
from members of senior management who are
independent of derivatives trading activities. _________ _________ _____

c. There were procedures in place for senior
management to address excesses related to
management-established limits and divergences
from management-approved derivative strategies,
and that such management has authority to grant
exceptions to derivatives limits. _________ _________ _____

d. There were procedures in place requiring that
management be informed when limits prescribed in
the DUP were exceeded and for management to
approve corrective action(s) in such circumstances. _________ _________ _____

e. There were procedures in place for the accurate
transmittal of derivatives positions to the risk
measurement systems when management had
implemented risk management systems. _________ _________ _____

f. There were procedures in place for the performance of
appropriate reconciliations to ensure data integrity
across the full range of derivatives, including any new
or existing derivatives that may be monitored apart
from the main processing networks. _________ _________ _____

g. There were procedures in place for risk managers
and senior management to define constraints on
derivative activities to ensure compliance with the
DUP and to justify excesses with respect to specified
management limits. _________ _________ _____

h. There were procedures in place for senior
management, an independent group, or an individual
that management designated to perform at least an
annual assessment of the identified controls and
financial results of the derivative activities to
determine that controls were effectively
implemented and that the insurance company's
business objectives and strategies were achieved. _________ _________ _____

i. There were procedures in place for a review of limits
in the context of changes in strategy, risk tolerance of
the insurance company, and market conditions. _________ _________ _____

(continued)
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Findings

Procedures
No

Exception Exception N/A

Reporting to the Board of Directors or Committee
Thereof

The law contains provisions regarding management
oversight of derivative and replication transactions.

6. Read the minutes of the board of directors meetings or
committees thereof and found an indication that the
board of directors or committee thereof received, at
least quarterly, a report regarding derivative and
replication transactions. _________ _________ _____

7. Read one quarterly report referred to in procedure 6
and found that the report contained—

a. A list, or appropriate summaries, of the following:

(1) Derivative transactions during the period _________ _________
_____

(2) Derivative transactions outstanding at the end
of the period _________ _________ _____

(3) Unrealized gains or losses on open derivative
positions _________ _________ _____

(4) Derivative transactions closed during the
period _________ _________ _____

b. A summary of the performance of the derivatives
in comparison to the objective of the derivative
transactions _________ _________ _____

c. An evaluation of the risks and benefits of the
derivative transactions _________ _________ _____

d. A summary of the amount, type, and performance
of replication transactions _________ _________ _____

8. If the report referred to in the preceding procedure
was received, reviewed, and approved by a committee
of the board of directors, read the minutes of the board
of directors meeting and found an indication that a
report of such committee was reviewed at the next
board of directors meeting. _________ _________ _____

9. Read the board of directors minutes and found an
indication that the board of directors received a report
during the year describing the level of knowledge and
experience of individuals conducting, monitoring,
controlling, and auditing derivative and replication
transactions. _________ _________ _____

Derivative and Replication Limitations
The law contains limits on hedging and replication
transactions. An insurance company may enter into
hedging or replication transactions if, as a result of and
after giving effect to the transaction, the derivative
investments and replication investments do not exceed
certain specified percentages of admitted assets. The
following procedures were performed using one analysis
per quarter prepared by the insurance company to
monitor compliance with the limitations.
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Findings

Procedures
No

Exception Exception N/A

10. Obtained and read the insurance company's analysis
used to test limitations on investments in derivatives
and replication transactions and found that the
amounts shown in the analysis indicated that—

a. The aggregate statement value of options,
swaptions, caps, floors, and warrants purchased
was not in excess of seven and one-half percent of
the insurance company's admitted assets, per the
last annual statement. _________ _________ _____

b. The aggregate statement value of options,
swaptions, caps, and floors written was not in excess
of three percent of admitted assets. _________ _________ _____

c. The aggregate potential exposure of collars, swaps,
forwards, and futures entered into and options,
swaptions, caps, and floors written was not in excess
of six and one-half percent of admitted assets. _________ _________ _____

d. The aggregate statement value of all assets being
replicated did not exceed ten percent of the
insurance company's admitted assets. _________ _________ _____

e. The extent of derivative transactions did not exceed
the insurance company's internal limitations or that
any excess had been specifically authorized by
management. _________ _________ _____

11. Inquired of the preparer of the analysis read in
procedure 10 and was advised that the analysis
excluded transactions entered into to hedge the
currency risk of investments denominated in a
currency other than United States dollars. _________ _________ _____

12. Obtained and read the insurance company's analysis
used to test limitations on counterparty exposure, as
defined in section 178.3 (e) of the Regulation, and found
that the report indicated that—

a. The counterparty exposure under one or more
derivative transactions for any single counterparty,
other than a "qualified counterparty," was not in
excess of one percent of the insurance company's
admitted assets. _________ _________ _____

b. The counterparty exposure under one or more
derivative transactions for all counterparties, other
than qualified counterparties, was not in excess of
three percent of the insurance company's admitted
assets. _________ _________ _____

13. If the insurance company required collateral
arrangements with the counterparties, obtained and
read the insurance company's analysis used to monitor
the adequacy of the collateral held in accordance with
the terms of the arrangement and found that the
amount of the collateral held as shown on the analysis
was equal to or in excess of the amount to be held. _________ _________ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 2—Cap Contracts
Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected cap
contracts to test internal control over cap transactions.
Selected five percent of each type of cap transaction (that
is, purchases [premium disbursements], sales [premium
receipts], and closeouts [closings and settlings of the
position]), with the selections distributed throughout the
year. If five percent of a given type of transaction exceeded
40, the number of items selected for that type of
transaction was limited to 40. If five percent of a type of
transaction resulted in less than four items, selected four
or fewer items that represented all the transactions of
that type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that
the DUP permits the insurance company to enter into
cap contracts. ________ ________ _____

2. For each cap selected for testing, read management's
documentation describing the intended use of the cap
and performed the following procedures, as applicable. ________ ________ _____

For caps used as a hedge—

3. Determined that the documentation described the
following:

a. The risk hedged ________ ________ _____

b. How the hedge was consistent with the overall risk
management strategy ________ ________ _____

c. How the cap was expected to be effective in
offsetting the exposure ________ ________ _____

d. The approach in assessing the effectiveness of the
hedge ________ ________ _____

4. Determined that the following items were documented:

a. The purpose(s) of the cap as a hedge ________ ________ _____

b. The terms of the cap, the name of the counterparty,
and the counterparty exposure amount ________ ________ _____

c. The assets or liabilities (or portion thereof) that the
cap hedged ________ ________ _____

d. Evidence that the cap continued to be an effective
hedge ________ ________ _____

e. Evidence that the cap was consistent with the
insurance company's parameters, as specified in the
DUP or applicable company policies and procedures,
for entering into hedge transactions; for example,
the notional amount or underlying _________ _________ _____

If the cap was an exact offset to an outstanding cap—

5. Read documentation indicating that the cap offset an
outstanding cap previously purchased or sold by the
insurance company and that the cap was an exact
offset of the market risk of the cap being offset. ________ ________ _____
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Findings

No
Procedures Exception Exception N/A

For caps used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics
replicated ________ ________ _____

b. How the replication was consistent with the
overall management investment strategy ________ ________ _____

c. How the cap was expected to be effective in
replicating the investment characteristics of the
replicated investment ________ ________ _____

d. The approach for assessing the effectiveness of the
replication transaction ________ ________ _____

7. Determined that the following items were
documented:

a. The instruments used in the replication and the
investment type and characteristics replicated ________ ________ _____

b. The terms of the cap, the name of the
counterparty, and the counterparty exposure
amount ________ ________ _____

For all selected caps including those that are a part of a
replication transaction—

8. Obtained a list of individuals, approved by the board
of directors or a committee thereof, who had the
authority to authorize cap transactions. Compared
the name of the individual who authorized the cap
transaction with the names on the list and found the
name of the individual on the list. ________ ________ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms
of the transaction with the insurance company's
policy regarding the requirement for the board of
directors or a committee thereof to authorize the
specific transaction tested; for example, a transaction
in which the notional amount or strike price exceeded
a limit requiring additional approval. If the board of
directors or a committee thereof was required to
approve the transaction, read minutes of the board of
directors or a committee thereof or other appropriate
support and found evidence of approval of the
transaction tested. ________ ________ _____

10. Obtained a list of qualified and nonqualified
counterparties, approved by the board of directors or
a committee thereof. Compared the name of the
counterparty involved in the cap transaction with
names on the list and found the name of the
counterparty on the respective qualified or
nonqualified list. ________ ________ _____

11. Determined that the counterparty was listed as
qualified or nonqualified in the analysis used for
monitoring the insurance company's limitations on
counterparty exposure consistent with the
classification in the listing obtained in procedure 10. ________ ________ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

12. Obtained a list of individuals authorized by the board
of directors or a committee thereof to trade cap
contracts. Compared the name of the individual who
executed the purchase, sale, or closeout of the cap
with the names on the list and found the name of the
individual on the list. ________ ________ _____

13. Obtained a list of individuals authorized to approve
payments relating to caps. Compared the name of the
individual who approved any payment relating to the
cap with the names on the list and found the name of
the individual on the list. ________ ________ _____

14. Compared the name of the individual who approved
any payment relating to the cap with the name of the
individual who approved entering into the contract
and found that the names were different. ________ ________ _____

15. Compared the name of the individual who received
cash or other consideration in connection with the cap
with the name of the individual who entered into the
contract and found that the names of the individuals
were different. _______ _______ _____

16. Obtained the deal ticket and confirmation for the
purchase, sale, or closeout of the cap and found that
the purchase, sale, or closeout was confirmed by the
counterparty. _________ _________ _____

17. Compared the name of the individual who received
the deal ticket and confirmation with the names on a
list of individuals authorized to trade caps and found
that the name was not on the list. ________ _________ _____

18. Compared the terms of the cap contract, as stated on
the deal ticket and confirmation, with the terms of
the cap contract recorded in the insurance company's
accounting records and found them to be in
agreement. ________ _________ _____

19. Obtained documentation for one reporting period (for
example, monthly or quarterly), indicating that the
insurance company determined that its accounting
records for caps tested in procedure 18, agreed with
or reconciled to the related control account; for
example, the subsidiary ledger to the general ledger. _______ _______ _____

20. Obtained the accounting record documenting
modifications, if any, to the cap agreement. Compared
the name of the individual who approved the
modification with a list of individuals authorized to
approve modifications and found the name of the
individual who approved the modification on the list. _______ _______ _____

21. Compared the terms of the cap agreement recorded in
the insurance company's accounting records with the
terms shown in the executed copy of the cap
agreement and found them to be in agreement. _________ _________ _____

22. Obtained documentation for one reporting period (for
example, monthly or quarterly), indicating that the
insurance company physically inventoried the cap
agreements. _________ _________ _____

23. Using the list of authorized traders obtained in
procedure 12, compared the name of the individual
who had custody or access to the cap agreement with
the names of individuals authorized to execute
purchases, sales, or closeouts of cap contracts and
found that the name of the individual was not on the
list. _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

24. Compared information regarding the cap, such as type
of derivative, notional amount, and fair value, with
the comparable information included in the report to
the board of directors or appropriate committee
thereof and found them to be in agreement. _______ _______ _____

25. If the cap should have been included in the monitoring
analysis separately tested in procedure 10 within
section 1, "All Derivative Types," compared
information regarding the cap, such as type of
derivative, notional amount, and fair value, with the
comparable information in the monitoring analysis
and found them to be in agreement. _______ _______ _____

26. Read accounting documentation indicating that the
insurance company monitored periodic cash
settlements related to the cap tested, meaning, the
insurance company had controls in place to determine
that periodic cash settlements, if any, were received. _______ _______ _____

Effectiveness of Caps Used As Hedges and in
Replication Transactions

27. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the cap as a hedge or
replication in accordance with the policies regarding
effectiveness. _______ _______ _____

28. If the cap was no longer effective as a hedge or
replication, compared the action taken by the
insurance company with the action required by the
accounting policies and procedures and found that the
action taken was consistent with the accounting policy. _______ _______ _____

Legal Review

29. Read documentation indicating that the legal
department reviewed the cap agreement to assess
contract compliance with the DUP and enforceability. _______ _______ _____

30. Read documentation indicating that the legal
department updated its assessment of agreement
enforceability at least annually. _______ _______ _____

Valuation

31. Obtained the insurance company's policies and
procedures for valuing caps and found that the
insurance company determined the fair value of the
cap in accordance with the policy described in the
insurance company's procedures for the valuation of
caps. _______ _______ _____

32. Read documentation supporting the fair value of the
cap and found that the fair value was either (a)
obtained from an independent source, (b) checked
against an independent source, or (c) calculated
internally by an authorized person. _______ _______ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 3—Collar Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected collar
contracts to test internal control over collar transactions.
Selected five percent of each type of collar transaction
(that is, executions [entering into a collar transaction in
which the net position at inception may result in either no
cash outlay, cash received, or cash disbursed] and
closeouts [closings and settlings of the position]), with the
selections distributed throughout the year. If five percent
of a given type of transaction exceeded 40, the number of
items selected for that type of transaction was limited to
40. If five percent of a type of transaction resulted in less
than four items, selected four or fewer items that
represented all the transactions of that type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that
the DUP permits the insurance company to enter into
collar contracts. _______ _______ _____

2. For each collar selected for testing, read management's
documentation describing the intended use of the
collar and performed the following procedures,
as applicable. _______ _______ _____

For collars used as a hedge—

3. Determined that the documentation described the
following:

a. The risk hedged _______ _______ _____

b. How the hedge was consistent with the overall risk
management strategy _______ _______ _____

c. How the collar was expected to be effective in
offsetting the exposure _______ _______ _____

d. The approach in assessing the effectiveness of the
hedge _______ _______ _____

4. Determined that the following items were documented:

a. The purpose(s) of the collar as a hedge _______ _______ _____

b. The terms of the collar, the name of the
counterparty, and the counterparty exposure
amount _______ _______ _____

c. The assets or liabilities (or portion thereof) that the
collar hedged _______ _______ _____

d. Evidence that the collar continued to be an effective
hedge _______ _______ _____

e. Evidence that the contract was consistent with the
insurance company's parameters, as specified in the
DUP or applicable company policies and procedures,
for entering into hedge transactions; for example,
the notional amount or underlying _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

If the collar was an exact offset of an outstanding collar—

5. Read documentation indicating that the collar
offset an outstanding collar previously purchased or
sold by the insurance company and that the collar was
an exact offset of the market risk of the collar being
offset. _______ _______ _____

For collars used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics replicated _______ _______ _____

b. How the replication was consistent with the overall
management investment strategy _______ _______ _____

c. How the collar was expected to be effective in
replicating the investment characteristics of the
replicated investment _______ _______ _____

d. The approach in assessing the effectiveness of the
replication transaction _______ _______ _____

7. Determined that the following items were documented:

a. The instruments used in the replication and the
investment type and characteristics replicated _______ _______ _____

b. The terms of the collar, the name of the counterparty,
and the counterparty exposure amount _______ _______ _____

For all selected collars including those that are a part of a
replication transaction—

8. Obtained a list of individuals, approved by the board
of directors or a committee thereof, who had the
authority to authorize collar transactions. Compared
the name of the individual who authorized the collar
transaction with the names on the list and found the
name of the individual on the list. _______ _______ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms
of the transaction with the insurance company's policy
regarding the requirement for the board of directors
or a committee thereof to authorize the specific
transaction tested; for example, a transaction in which
the notional amount or strike price exceeded a limit
requiring additional approval. If the board of directors
or a committee thereof was required to approve the
transaction, read minutes of the board of directors or
a committee thereof or other appropriate support and
found evidence of approval of the transaction
tested. _______ _______ _____

10. Obtained a list of qualified and nonqualified
counterparties approved by the board of directors or a
committee thereof. Compared the name of the
counterparty involved in the collar transaction with
names on the list and found the name of the
counterparty on the respective qualified or
nonqualified list. _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

11. Determined that the counterparty was listed as
qualified or nonqualified in the analysis used for
monitoring the insurance company's limitations on
counterparty exposure consistent with the
classification in the listing obtained in procedure 10. _______ _______ _____

12. Obtained a list of individuals authorized by the board
of directors or a committee thereof to trade collar
contracts. Compared the name of the individual who
executed the execution or closeout of the collar
contract with the names on the list and found the
name of the individual on the list. _______ _______ _____

13. Obtained a list of individuals authorized to approve
payments relating to collars. Compared the name of
the individual who approved any payment relating to
the collar with the names on the list and found the
name of the individual on the list. _______ _______ _____

14. Compared the name of the individual who approved
any payment relating to the collar with the name of
the individual who approved entering into the
contract and found that the names were different. _______ _______ _____

15. Compared the name of the individual who received
cash or other consideration in connection with the
collar with the name of the individual who entered
into the contract and found that the names of the
individuals were different. _______ _______ _____

16. Obtained the deal ticket and confirmation for the
execution or closeout of the collar and found that the
execution or closeout was confirmed by the
counterparty. _______ _______ _____

17. Compared the name of the individual who received
the deal ticket and confirmation with the names on a
list of individuals authorized to trade collars and
found that the name was not on the list. _______ _______ _____

18. Compared the terms of the collar contract, as stated
on the deal ticket and confirmation, with the terms of
the collar contract recorded in the insurance
company's accounting records and found them to be
in agreement. _______ _______ _____

19. Obtained documentation for one reporting period (for
example, monthly or quarterly) indicating that the
insurance company determined that its accounting
records for collars, tested in procedure 18, agreed
with or reconciled to the related control account; for
example, the subsidiary ledger to the general ledger. _______ _______ _____

20. Obtained the accounting record documenting
modifications, if any, to the collar agreement.
Compared the name of the individual who approved
the modification with a list of individuals authorized
to approve modifications and found the name of the
individual who approved the modification on the list. _______ _______ _____

21. Compared the terms of the collar agreement recorded
in the insurance company's accounting records with
the terms shown in the executed copy of the collar
agreement and found them to be in agreement. _______ _______ _____

22. Obtained documentation for one reporting period (for
example, monthly or quarterly), indicating that the
insurance company physically inventoried the collar
agreement. _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

23. Using the list of authorized traders obtained in
procedure 12, compared the name of the individual who
had custody or access to the collar contracts with the
names of individuals authorized to enter into trades,
executions, or closeouts of collar contracts and found
that the name of the individual was not on the list. _______ _______ _____

24. Compared information regarding the collar, such as
type of derivative, notional amount, and fair value,
with the comparable information included in the report
to the board of directors or appropriate committee
thereof and found them to be in agreement. _______ _______ _____

25. If the collar should have been included in the
monitoring analysis separately tested in procedure 10
within section 1, "All Derivative Types," compared
information regarding the collar, such as type of
derivative, notional amount, and fair value, with the
comparable information in the monitoring analysis and
found them to be in agreement.

_______ _______ _____

26. Read accounting documentation indicating that the
insurance company monitored periodic cash
settlements related to the collar tested, meaning, the
insurance company had controls in place to determine
that periodic cash settlements, if any, were received. _______ _______ _____

Effectiveness of Collars Used As Hedges and in
Replication Transactions

27. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the collar as a hedge or
replication in accordance with the policies regarding
effectiveness. _______ _______ _____

28. If the collar was no longer effective as a hedge or
replication, compared the action taken by the
insurance company with the action required by the
accounting policies and procedures and found that the
action taken was consistent with the accounting policy. _______ _______ _____

Legal Review

29. Read documentation indicating that the legal
department reviewed the collar agreement to assess
contract compliance with the DUP and enforceability. _______ _______ _____

30. Read documentation indicating that the legal
department updated its assessment of agreement
enforceability at least annually. _______ _______ _____

Valuation

31. Obtained the insurance company's policies and
procedures for valuing collars and found that the
insurance company determined the fair value of the
collar in accordance with the policy described in the
insurance company's procedures for the valuation of
collars. _______ _______ _____

32. Read documentation supporting the fair value of the
collar and found that the fair value was either (a)
obtained from an independent source, (b) checked
against an independent source, or (c) calculated
internally by an authorized individual. _______ _______ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 4—Floor Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected floor
contracts to test internal control over floor transactions.
Selected five percent of each type of floor transaction (that
is, purchases [premium disbursements], sales [premium
receipts], and closeouts [closings and settlings of the
position]), with the selections distributed throughout the
year. If five percent of a given type of transaction exceeded
40, the number of items selected for that type of
transaction was limited to 40. If five percent of a type of
transaction resulted in less than four items, selected four
or fewer items that represented all the transactions of that
type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that
the DUP permits the insurance company to enter into
floor contracts. _______ _______ _____

2. For each floor selected for testing, read management's
documentation describing the intended use of the floor
and performed the following procedures, as applicable. _______ _______ _____

For floors used as a hedge—

3. Determined that the documentation described the
following:

a. The risk hedged _______ _______ _____

b. How the hedge was consistent with the overall risk
management strategy _______ _______ _____

c. How the floor was expected to be effective in
offsetting the exposure _______ _______ _____

d. The approach in assessing the effectiveness of the
hedge _______ _______ _____

4. Determined that the following items were documented:

a. The purpose(s) of the floor as a hedge _______ _______ _____

b. The terms of the floor, the name of the counterparty,
and the counterparty exposure amount _______ _______ _____

c. The assets or liabilities (or portion thereof) that the
floor hedged _______ _______ _____

d. Evidence that the floor continued to be an effective
hedge _______ _______ _____

e. Evidence that the floor was consistent with the
insurance company's parameters, as specified in
the DUP or applicable company policies and
procedures for entering into hedge transactions; for
example, the notional amount or underlying _______ _______ _____

If the floor was an exact offset of an outstanding floor—

5. Read documentation indicating that the floor offset an
outstanding floor previously purchased or sold by the
insurance company and that the floor was an exact
offset of the market risk of the floor being offset. _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

For floors used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics
replicated _______ _______ _____

b. How the replication was consistent with the
overall management investment strategy _______ _______ _____

c. How the floor was expected to be effective in
replicating the investment characteristics of the
replicated investment _______ _______ _____

d. The approach in assessing the effectiveness of the
replication transaction _______ _______ _____

7. Determined that the following items were
documented:

a. The instruments used in the replication and the
investment type and characteristics replicated _______ _______ _____

b. The terms of the floor, the name of the counterparty,
and the counterparty exposure amount _______ _______ _____

For all selected floors including those that are a part of a
replication transaction—

8. Obtained a list of individuals approved by the board of
directors or a committee thereof who had the
authority to authorize floor transactions. Compared
the name of the individual who authorized the floor
transaction with the names on the list and found the
name of the individual on the list. _______ _______ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms
of the transaction with the insurance company's policy
regarding the requirement for the board of directors or
a committee thereof to authorize the specific
transaction tested; for example, a transaction in which
the notional amount or strike price exceeded a limit
requiring additional approval. If the board of directors
or a committee thereof was required to approve the
transaction, read minutes of the board of directors
or a committee thereof or other appropriate support
and found evidence of approval of the transaction
tested. _______ _______ _____

10. Obtained a list of qualified and nonqualified
counterparties, approved by the board of directors or a
committee thereof. Compared the name of the
counterparty involved in the floor transaction with
names on the list and found the name of the
counterparty on the respective qualified or
nonqualified list. _______ _______ _____

11. Determined that the counterparty was listed as
qualified or nonqualified in the analysis used for
monitoring the insurance company's limitations on
counterparty exposure consistent with the
classification in the listing obtained in procedure 10. _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

12. Obtained a list of individuals authorized by the board
of directors or a committee thereof to trade floor
contracts. Compared the name of the individual who
executed the purchase, sale, or closeout of the floor
with the names on the list and found the name of the
individual on the list. _______ _______ _____

13. Obtained a list of individuals authorized to approve
payments relating to floors. Compared the name of
the individual who approved any payment relating to
the floor with the names on the list and found the
name of the individual on the list. _______ _______ _____

14. Compared the name of the individual who approved
any payment relating to the floor with the name of the
individual who approved entering into the contract
and found that the names were different. _______ _______ _____

15. Compared the name of the individual who received
cash or other consideration in connection with the
floor with the name of the individual who entered into
the contract and found that the names of the
individuals were different. _______ _______ _____

16. Obtained the deal ticket and confirmation for the
purchase, sale, or closeout of the floor and found that
the purchase, sale, or closeout was confirmed by the
counterparty. _______ _______ _____

17. Compared the name of the individual who received
the deal ticket and confirmation with the names on a
list of individuals authorized to trade floors and found
that the name was not on the list. _______ _______ _____

18. Compared the terms of the floor contract, as stated on
the deal ticket and confirmation, with the terms of the
floor contract recorded in the insurance company's
accounting records and found them to be in
agreement. _______ _______ _____

19. Obtained documentation for one reporting period (for
example, monthly or quarterly), that the insurance
company determined that its accounting records for
floors, tested in procedure 18, agreed with or
reconciled to the related control account; for example,
the subsidiary ledger to the general ledger. _______ _______ _____

20. Obtained the accounting record documenting
modifications, if any, to the floor agreement.
Compared the name of the individual who approved
the modification with a list of individuals authorized
to approve modifications and found the name of the
individual who approved the modification on the list. _______ _______ _____

21. Compared the terms of the floor agreement recorded
in the insurance company's accounting records with
the terms shown in the executed copy of the floor
agreement and found them to be in agreement. _______ _______ _____

22. Obtained documentation for one reporting period (for
example, monthly or quarterly), indicating that the
insurance company physically inventoried the floor
agreements. _______ _______ _____

23. Using the list of authorized traders obtained in
procedure 12, compared the name of the individual
who had custody or access to the floor agreement with
the names of individuals authorized to execute
purchases, sales, or closeouts of floor contracts and
found that the name was not on the list. _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

24. Compared information regarding the floor, such as
type of derivative, notional amount, and fair value,
with the comparable information included in the
report to the board of directors or appropriate
committee thereof and found them to be in agreement. _______ _______ _____

25. If the floor should have been included in the
monitoring analysis separately tested in procedure 10
within section 1, "All Derivative Types," compared
information regarding the floor, such as type of
derivative, notional amount, and fair value, with the
comparable information in the monitoring analysis
and found them to be in agreement. _______ _______ _____

26. Read accounting documentation indicating that the
insurance company monitored periodic cash
settlements related to the floor tested, meaning, the
insurance company had controls in place to determine
that periodic cash settlements, if any, were received. _______ _______ _____

Effectiveness of Floors Used As Hedges and in
Replication Transactions

27. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the floor as a hedge or
replication in accordance with the policies regarding
effectiveness. _______ _______ _____

28. If the floor was no longer effective as a hedge or
replication, compared the action taken by the
insurance company with the action required by the
accounting policies and procedures and found that the
action taken was consistent with the accounting policy. _______ _______ _____

Legal Review

29. Read documentation indicating that the legal
department reviewed the floor agreement to assess
contract compliance with the DUP and enforceability. _______ _______ _____

30. Read documentation indicating that the legal
department updated its assessment of agreement
enforceability at least annually. _______ _______ _____

Valuation

31. Obtained the insurance company's policies and
procedures for valuing floors and found that the
insurance company determined the fair value of the
floor in accordance with the policy described in the
insurance company's procedures for the valuation of
floors. _______ _______ _____

32. Read documentation supporting the fair value of the
floor and found that the fair value was either (a)
obtained from an independent source, (b) checked
against an independent source, or (c) calculated
internally by an authorized individual. _______ _______ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 5—Forward Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected forward
contracts to test internal control over forward transactions.
Selected five percent of each type of forward transaction,
with the selections distributed throughout the year. These
are, (1) forward contracts entered into to make delivery, (2)
forward contracts entered into to take delivery, (3) forward
contracts settled by making delivery, (4) forward contracts
settled by taking delivery, (5) forward contracts settled by
cash. If five percent of a given type of transaction exceeded
40, the number of items selected for that type of transaction
was limited to 40. If five percent of a type of transaction
resulted in less than four items, selected four or fewer
items that represented all of the transactions of that type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that the
DUP permits the insurance company to enter into
forward contracts. _______ _______ _____

2. For each forward selected for testing, read
management's documentation describing the intended
use of the forward and performed the following
procedures, as applicable. _______ _______ _____

For forward contracts used as a hedge—

3. Determined that the documentation describes the
following:

a. The risk hedged _______ _______ _____

b. How the hedge was consistent with the overall risk
management strategy _______ _______ _____

c. How the forward was expected to be effective in
offsetting the exposure _______ _______ _____

d. The approach in assessing the effectiveness of the
hedge _______ _______ _____

4. Determined that the following items were documented:

a. The purpose(s) of the forward as a hedge _______ _______ _____

b. The terms of the forward, the name of the
counterparty, and the counterparty exposure
amount _______ _______ _____

c. The assets or liabilities (or portion thereof) that the
forward hedged _______ _______ _____

d. The specific forward contract used in the hedge _______ _______ _____

e. Evidence that the forward continued to be an
effective hedge _______ _______ _____

f. Evidence that the forward was consistent with the
insurance company's parameters, as specified in the
DUP or applicable company policies and procedures,
for entering into hedge transactions; for example,
the notional amount or underlying _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

If the forward was an exact offset of an outstanding
forward—

5. Read documentation indicating that the forward offset
an outstanding forward previously purchased or sold
by the insurance company and that the forward was
an exact offset of the market risk of the forward being
offset. _______ _______ _____

For forwards used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics replicated _______ _______ _____

b. How the replication was consistent with the
overall management investment strategy _______ _______ _____

c. How the forward was expected to be effective in
replicating the investment characteristic of the
replicated investment _______ _______ _____

d. The approach for assessing the effectiveness of the
replication transaction _______ _______ _____

7. Determined that the following items were documented:

a. The instruments used in the replication and the
investment type and characteristics replicated _______ _______ _____

b. The terms of the forward contract, the name of the
counterparty, and the counterparty exposure
amount _______ _______ _____

For all selected forwards, including those that are a part of
the replication transaction—

8. Obtained a list of individuals, approved by the board of
directors or a committee thereof who had the authority
to authorize forward transactions. Compared the name
of the individual who authorized the forward
transaction with the names on the list and found the
name of the individual on the list. _______ _______ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms
of the transaction with the insurance company's policy
regarding the requirement for the board of directors or
a committee thereof to authorize the specific
transaction tested; for example, a transaction in which
the notional amount exceeded a limit requiring
additional approval. If the board of directors or a
committee thereof was required to approve the
transaction, read minutes of the board of directors or a
committee thereof or other appropriate support and
found evidence of approval of the transaction tested. _______ _______ _____

10. Obtained a list of qualified and nonqualified
counterparties, approved by the board of directors or a
committee thereof. Compared the name of the
counterparty involved in the forward transaction with
names on the list and found the name of the
counterparty on the respective qualified or
nonqualified list. _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

11. Determined that the counterparty was listed as
qualified or nonqualified in the analysis used for
monitoring the insurance company's limitations on
counterparty exposure consistent with the
classification in the listing obtained in procedure 10. _______ _______ _____

12. Obtained a list of individuals authorized by the board
of directors or committee thereof to trade forward
contracts. Compared the name of the individual who
executed the purchase or sale of the forward with the
names on the list and found the name of the individual
on the list. _______ _______ _____

13. Obtained a list of individuals authorized to approve
settlements or payments related to forward contracts.
For the purchase and any transaction subsequent to
purchase, compared the name of the individual who
approved any payment or settlement of funds in
connection with the forward contract with the names on
the list and found the name of the individual on the list. _______ _______ _____

14. Compared the name of the individual who approved
any settlement or payment relating to the forward with
the name of the individual who approved entering into
the contract and found that the names were different. _______ _______ _____

15. Compared the name of the individual who received
cash or other consideration in connection with the
forward with the name of the individual who entered
into the contract and found that the names of the
individuals were different. _______ _______ _____

16. Obtained the deal ticket and confirmation for the
purchase or sale of the forward contract and found that
the purchase or sale was confirmed by the counterparty. _______ _______ _____

17. Compared the name of the individual who received the
deal ticket and confirmation with the names on a list of
individuals authorized to trade forwards and found
that the name was not on the list. _______ _______ _____

18. Compared the terms of the forward contract, as stated
on the deal ticket and confirmation, with the terms of
the forward contract recorded in the insurance
company's accounting records and found them to be in
agreement. _______ _______ _____

19. Obtained documentation for one reporting period, (for
example, monthly or quarterly), that the insurance
company determined that its accounting records for
forwards, tested in procedure 18, agreed with or
reconciled to the related control account, (for example,
the subsidiary ledger to the general ledger). _______ _______ _____

20. Obtained the accounting record documenting
modifications, if any, to the forward contract. Compared
the name of the individual who approved the
modification with a list of individuals authorized to
approve modifications and found the name of the
individual who approved the modification on the list. _______ _______ _____

21. For one reporting period, (for example, monthly or
quarterly), obtained the insurance company's
documentation of the existence of the forward contract
and found that the insurance company either (a)
obtained a statement from the custodian confirming
the existence of the forward contract, (b) physically
inventoried the forward contract, or (c) obtained a
statement from the counterparty acknowledging the
existence of the forward contract. _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

22. Using the list of authorized traders obtained in
procedure 12, compared the name of the individual
who had custody or access to the forward with the
names of individuals authorized to execute purchases
and sales of forwards and found that the name was not
on the list. _______ _______ _____

23. Compared information regarding the forward, such as
type of derivative, notional amount, and fair value,
with the comparable information included in the
report to the board of directors or appropriate
committee thereof and found them to be in agreement. _______ _______ _____

24. If the forward should have been included in the
monitoring analysis separately tested in step 10 within
section 1, "All Derivative Types," compared
information regarding the forward, such as type of
derivative, notional amount, and fair value, with the
comparable information in the monitoring analysis
and found them to be in agreement. _______ _______ _____

Effectiveness of Forward Contracts Used As
Hedges and in Replication Transactions

25. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the forward as a hedge
or replication in accordance with the policies regarding
effectiveness. _______ _______ _____

26. If the forward was no longer effective as a hedge or
replication, compared the action taken by the
insurance company with the action required by the
accounting policies and procedures and found that the
action taken was consistent with the accounting policy. _______ _______ _____

Legal Review

27. Read documentation indicating that the legal
department reviewed the forward contract to assess
contract compliance with the DUP and enforceability. _______ _______ _____

28. Read documentation indicating that the legal
department updated its assessment of contract
enforceability at least annually. _______ _______ _____

Valuation

29. Obtained the insurance company's policies and
procedures for valuing forwards and found that the
insurance company determined the fair value of the
forward in accordance with the policy described in the
insurance company's procedures for valuation of
forwards. _______ _______ _____

30. Read documentation supporting the fair value of the
forward contract and found that the fair value was
either (a) obtained from an independent source, (b)
checked against an independent source, or (c)
calculated internally by an authorized individual. _______ _______ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 6—Futures Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected futures
contracts to test internal control over futures
transactions. Selected five percent of each type of
futures transaction, with the selections distributed
throughout the year. These are purchases, sales, and
cash settlements (closeouts of a position). If five percent
of a given type of transaction exceeded 40, the number
of items selected for that type of transaction was limited
to 40. If five percent of a type of transaction resulted in
less than four items, selected four or fewer items that
represented all of the transactions of that type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that
the DUP permits the insurance company to trade
futures. ________ ________ _____

2. For each futures transaction selected for testing, read
management's documentation describing the intended
use of the futures and performed the following
procedures, as applicable. ________ ________ _____

For futures used as a hedge—

3. Determined that the documentation describes the
following:

a. The risk hedged _________ _________ _____

b. How the hedge was consistent with the overall risk
management strategy ________ ________ _____

c. How the futures position was expected to be
effective in offsetting the exposure ________ ________ _____

d. The approach in assessing the effectiveness of the
hedge ________ ________ _____

4. Determined that the following items were
documented:

a. The purpose(s) of the futures as a hedge _________ _________ _____

b. The terms of the futures transaction and the name
of the exchange and firm(s) handling the trade ________ ________ _____

c. The assets or liabilities (or portion thereof) that
the futures transaction hedged ________ ________ _____

d. Evidence that the futures contract continued to be
an effective hedge ________ ________ _____

e. Evidence that the futures position was consistent
with the insurance company's parameters, as
specified in the DUP or applicable company
policies and procedures for futures transactions;
for example, the notional amount or underlying ________ ________ _____

For futures transactions that were an exact offset of an
outstanding futures transaction—

5. Read documentation indicating that the futures
transaction offset an outstanding futures position
previously purchased or sold by the insurer and that
the futures transaction was an exact offset of the
market risk of the futures position being offset. ________ ________ _____
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Findings

No
Procedures Exception Exception N/A

For futures used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics replicated _________ _________ _____

b. How the replication was consistent with the
overall management investment strategy ________ ________ _____

c. How the futures position was expected to be
effective in replicating the investment
characteristics of the replicated investment ________ ________ _____

d. The approach in assessing the effectiveness of
the replication transaction ________ ________ _____

7. Determined that the following items were
documented:

a. The instruments used in the replication and the
investment type and characteristics replicated ________ ________ _____

b. The terms of the futures transaction and the name
of the exchange and the firm(s) handling the trade ________ ________ _____

c. The specific futures contract used in the replication _________ _________ _____

For all selected futures including those that are a part of
the replication transaction—

8. Obtained a list of individuals, approved by the board
of directors or a committee thereof, who had the
authority to authorize futures trades. Compared the
name of the individual who authorized the futures
transaction with the names on the list and found the
name of the individual on the list. ________ ________ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms
of the transaction with the insurance company's
policy regarding the requirement for the board of
directors or a committee thereof to authorize the
specific transaction tested; for example, a transaction
in which the notional amount exceeded a limit
requiring additional approval. If the board of
directors or a committee thereof was required to
approve the transaction, read minutes of the board of
directors or a committee thereof or other appropriate
support and found evidence of approval of the
transaction tested. ________ ________ _____

10. Obtained a list of individuals authorized by the
board of directors or committee thereof to trade
futures contracts. Compared the name of the
individual who executed the purchase or sale of the
futures contract with the names on the list and
found the name of the individual on the list. ________ ________ _____

11. Obtained a list of individuals authorized to approve
settlements or disbursements related to futures
transactions. For purchases and transactions
subsequent to purchase or sale of the futures
contract, compared the name of the individual who
approved any settlement of funds relating to the
futures with the names on the list and found the
name of the individual on the list. ________ ________ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

12. Compared the name of the individual who approved
any payment relating to the futures with the name of
the individual who approved entering into the
contract and found that the names were different. ________ ________ _____

13. Compared the name of the individual who received
cash or other consideration in connection with the
futures with the name of the individual who entered
into the contract and found that the names of the
individuals were different. ________ ________ _____

14. Obtained the deal ticket and confirmation for the
purchase, expiration, or sale of the futures contracts
and found that the purchase, sale, or expiration of
the futures contract was confirmed by the deal ticket
and confirmation. ________ ________ _____

15. Compared the terms of the futures transaction, as
stated on the deal ticket and confirmation, with the
terms of the transaction recorded in the insurance
company's accounting records and found them to be
in agreement. ________ ________ _____

16. Obtained documentation for one reporting period,
(for example, monthly or quarterly), that the
insurance company determined that its accounting
records for futures, tested in procedure 15, agreed
with or reconciled to the related control account, (for
example, the subsidiary ledger to the general ledger). ________ ________ _____

17. For one reporting period, (for example, monthly or
quarterly), obtained the insurance company's
documentation of the existence of the futures
contracts and found that the insurance company
obtained statements from the futures
counterparty(ies) or broker(s) confirming the futures
transactions and positions. ________ ________ _____

18. Compared information regarding the futures
contract, such as type of derivative, notional amount,
and fair value, with the comparable information
included in the report to the board of directors or
appropriate committee thereof and found them to be
in agreement. ________ ________ _____

19. If the futures position should have been included in
the monitoring analysis separately tested in
procedure 10 within section 1, "All Derivative
Types," compared information regarding the futures
contract, such as type of derivative, notional amount,
and fair value, with the comparable information in
the monitoring analysis and found them to be in
agreement. ________ ________ _____

Effectiveness of Futures Used As Hedges and in
Replication Transactions

20. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the futures position as
a hedge or replication in accordance with the policies
regarding effectiveness. ________ ________ _____

21. If the futures position was no longer effective as a
hedge or replication, compared the action taken by
the insurance company with the action required by
the company policies and procedures and found that
the action taken was consistent with the accounting
policy. ________ ________ _____
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Findings

No
Procedures Exception Exception N/A

Valuation

22. Obtained the insurance company's policies and
procedures for valuing positions and found that the
insurance company determined the valuation of the
futures contract in accordance with the policy described
in the insurance company's procedures for valuation of
futures. ________ ________ _____

23. Read documentation supporting the market price of
the futures contract and found that the market price
was obtained from an independent source. ________ ________ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 7—Option Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected option
contracts to test internal control over option transactions.
Selected five percent of each type of option transaction (that is,
purchases, sales, expirations, and exercises), with the selections
distributed throughout the year. If five percent of a given type of
transaction exceeded 40, the number of items selected for that
type of transaction was limited to 40. If five percent of a type of
transaction resulted in less than four items, selected four or
fewer items that represented all of the transactions of that
type.

Reporting

1. Read the insurance company's derivative use plan (DUP)
and any amendments thereto and found that the DUP
permits the insurance company to trade or enter into option
contracts. ________ ________ _____

2. For each option selected for testing, read management's
documentation describing the intended use of the option
and performed the following procedures, as applicable. ________ ________ _____

For options used as a hedge—

3. Determined that the documentation described the following:

a. The risk hedged ________ ________ _____

b. How the hedge was consistent with the overall risk
management strategy ________ ________ _____

c. How the option was expected to be effective in offsetting
the exposure ________ ________ _____

d. The approach in assessing the effectiveness of the
hedge ________ ________ _____

4. Determined that the following items were documented:

a. The purpose(s) of the option as a hedge ________ ________ _____

b. For over-the-counter (OTC) options, the terms of the
option, the name of the counterparty, and the counterparty
exposure amount ________ ________ _____

c. For exchange-traded options, the term of the option, the
name of the exchange, and the name of the firm(s)
handling the trade ________ ________ _____

d. The assets or liabilities (or portion thereof) that the option
hedged ________ ________ _____

e. For OTC and exchange-traded options, the specific option
used in the hedge ________ ________ _____

f. Evidence that the option continued to be an effective
hedge ________ ________ _____

g. Evidence that the option was consistent with the
insurance company's parameters, as specified in the DUP
or applicable company policies and procedures, for
entering into hedge transactions; for example, the notional
amount, or underlying ________ ________ _____
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Findings

No
Procedures Exception Exception N/A

If the option transaction was (a) for income generation and
was for the sale of a call option on securities or (b) an exact
offset to an outstanding option—

5. Read the documentation supporting the transaction
which indicated that the insurance company was
holding or could immediately acquire through the
exercise of options, warrants, or conversion rights
already owned, the underlying securities during the
entire period the option was outstanding. ________ ________ _____

6. Read documentation indicating that the option offset
an outstanding option previously purchased or sold
by the insurance company and that the option was an
exact offset to the market risk of the option being
offset. ________ ________ _____

For options used in a replication transaction—

7. Determined that the documentation described the
following:

a. The investment type and characteristics replicated ________ ________ _____
b. How the replication was consistent with the overall

management investment strategy ________ ________ _____
c. How the option was expected to be effective in

replicating the investment characteristics of the
replicated investment ________ ________ _____

d. The approach in assessing the effectiveness of the
replication transaction ________ ________ _____

8. Determined that the following items were
documented:

a. The instruments used in the replication and the
investment type and characteristics replicated ________ ________ _____

b. The specific option used in the replication ________ ________ _____
c. For OTC options, the terms of the option, the name of

the counterparty, and the counterparty exposure
amount ________ ________ _____

d. For exchange-traded options, the name of the
exchange and the firm(s) handling the trade ________ ________ _____

For all selected options, including those that are a part of a
replication transaction—

9. Obtained a list of individuals, approved by the
board of directors or a committee thereof, who had
the authority to authorize option transactions.
Compared the name of the individual who
authorized the option transaction with the names
on the list and found the name of the individual on
the list. ________ ________ _____

10. Based on the details of the transaction identified in
procedure 2 and company policy, compared the
terms of the transaction with the insurance
company's policy regarding the requirement for the
board of directors or a committee thereof to
authorize the specific transaction tested; for
example, a transaction in which the notional
amount exceeded a limit requiring additional
approval. If the board of directors or a committee
thereof was required to approve the transaction,
read minutes of the board of directors or a
committee thereof or other appropriate support and
found evidence of approval of the transaction tested. ________ ________ _____
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Findings

No
Procedures Exception Exception N/A

11. Obtained a list of qualified and nonqualified
counterparties, approved by the board of directors or a
committee thereof. Compared the name of the
counterparty involved in the option transaction with
names on the list and found the name of the
counterparty on the respective qualified or
nonqualified list. ________ ________ _____

12. For OTC options, determined that the counterparty was
listed as qualified or nonqualified in the analysis used
for monitoring the insurance company's limitations on
counterparty exposure consistent with the
classification in the listing obtained in procedure 11. ________ ________ _____

13. Obtained a list of individuals authorized by the board
of directors or committee thereof to trade option
contracts. Compared the name of the individual who
executed the purchase, sale, or exercise of the option
with the names on the list and found the name of the
individual on the list. ________ ________ _____

14. Obtained a list of individuals authorized to approve
payments relating to options contracts. Compared the
name of the individual who approved any payment
relating to the option with the names on the list and
found the name of the individual on the list. ________ ________ _____

15. Compared the name of the individual who approved
any payment relating to the option with the name of
the individual who approved entering into the contract
and found that the names were different. ________ ________ _____

16. Compared the name of the individual who received
cash or other consideration in connection with the
option with the name of the individual who entered
into the contract and found that the names of the
individuals were different. ________ ________ _____

17. Obtained the deal ticket and confirmation for the
purchase, sale, or exercise of the option and found that
the purchase, sale, or exercise of the option was
confirmed by the counterparty or firm handling the
transaction. ________ ________ _____

18. Compared the name of the individual who received the
deal ticket and confirmation with the names on a list of
individuals authorized to trade options and found that
the name was not on the list. ________ ________ _____

19. Compared the terms of the option contract, as stated on
the deal ticket and confirmation, with the terms of the
option contract recorded in the insurance company's
accounting records and found them to be in
agreement. ________ ________ _____

20. Obtained documentation for one reporting period, (for
example, monthly or quarterly), indicating that the
insurance company determined whether its accounting
records for options, tested in procedure 19, agreed with
or reconciled to the related control account, (for
example, the subsidiary ledger to the general ledger). ________ ________ _____
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Findings

No

Procedures Exception Exception N/A

21. Obtained the accounting record documenting
modifications, if any, to the option transaction.
Compared the name of the individual who approved
the modification with a list of individuals authorized
to approve modifications and found the name of the
individual who approved the modification on the list. ________ ________ _____

22. Obtained documentation for one reporting period, (for
example, monthly or quarterly), indicating that the
insurance company obtained a statement from the
counterparty confirming the existence of the option
position. ________ ________ _____

23. Using the list of authorized traders obtained in
procedure 13, compared the name of the individual
who had custody of or access to the option
documentation with the names of individuals
authorized to purchase, sell, or exercise the option
and found that the name was not on the list. ________ ________ _____

24. Compared information regarding the option, such as
type of derivative, notional amount, and fair value,
with the comparable information included in the
report to the board of directors or appropriate
committee thereof and found them to be in
agreement. ________ ________ _____

25. If the option should have been included in the
monitoring analysis separately tested in procedure 10
within section 1, "All Derivative Types," compared
information regarding the option, such as type of
derivative, notional amount, and fair value, with the
comparable information in the monitoring analysis
and found them to be in agreement. ________ ________ _____

Effectiveness of Options Used As Hedges and in
Replication Transactions

26. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the option as a hedge or
replication in accordance with the policies regarding
effectiveness. ________ ________ _____

27. If the option was no longer effective as a hedge or
replication, compared the action taken by the
insurance company with the action required by the
accounting policies and procedures and found that the
action taken was consistent with the accounting
policy. ________ ________ _____

Legal Review

28. Read documentation indicating that the legal
department reviewed the option agreement to
assess contract compliance with the DUP and
enforceability. ________ ________ _____

29. Read documentation indicating that the legal
department updated its assessment of legal
enforceability of the OTC option agreement at least
annually. ________ ________ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

Valuation

30. Obtained the insurance company's policies and
procedures for valuing options and found that the
insurance company determined the fair value of OTC
options and the market price of exchange-traded
options, in accordance with the policy described in the
insurance company's procedures for the valuation of
options.

________ ________ _____

31. Read documentation supporting the fair value for OTC
options and the market price of exchange-traded
options and found that the fair value or market value
was either (a) obtained from an independent source,
(b) checked against an independent source, or (c)
calculated internally by an authorized individual.

________ ________ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 8—Swap Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected swap
contracts to test internal control over swap transactions.
Selected five percent of each type of swap transaction
(that is, executions [purchases] and closeouts [sales]), with
the selections distributed throughout the year. If five
percent of a given type of transaction exceeded 40, the
number of items selected for that type of transaction was
limited to 40. If five percent of a type of transaction
resulted in fewer than four items, selected four or fewer
items that represented all the transactions of that type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that
the DUP permits the insurance company to enter into
swap agreements. _______ _______ _____

2. For each swap agreement selected for testing, read
management's documentation describing the intended
use of the swap agreement and performed the
following procedures, as applicable. _______ _______ _____

For swaps used as a hedge—

3. Determined that the documentation describes the
following:

a. The risk hedged _______ _______ _____

b. How the hedge was consistent with the overall risk
management strategy _______ _______ _____

c. How the swap was expected to be effective in
offsetting the exposure _______ _______ _____

d. The approach in assessing the effectiveness of the
hedge _______ _______ _____

4. Determined that the following items were documented:

a. The purpose(s) of the swap as a hedge _______ _______ _____

b. The terms of the swap, the name of the
counterparty, and the counterparty exposure
amount _______ _______ _____

c. The assets or liabilities (or portion thereof) that the
swap hedged _______ _______ _____

d. Evidence that the swap continued to be an effective
hedge _______ _______ _____

e. Evidence that the swap was consistent with the
insurance company's parameters, as specified in
the DUP or applicable policies and procedures, for
entering into swap agreements; for example, the
notional amount or underlying _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

For swaps that were an exact offset of an outstanding
swap—

5. Read documentation that indicated that the swap
offset a swap previously purchased or sold, and that
the swap was an exact offset to the market risk of the
swap being offset. _______ _______ _____

For swaps used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics replicated _______ _______ _____

b. How the replication was consistent with the
overall management investment strategy _______ _______ _____

c. How the swap was expected to be effective in
replicating the investment characteristic of the
replicated investment _______ _______ _____

d. The approach in assessing the effectiveness of the
replication transaction _______ _______ _____

7. Determined that the following items were
documented:

a. The instruments used in the replication and the
investment type and characteristics replicated _______ _______ _____

b. The terms of the swap, the name of the
counterparty, and the counterparty exposure
amount _______ _______ _____

For all selected swaps including those that are a part of a
replication transaction—

8. Obtained a list of individuals, approved by the board
of directors or a committee thereof who had the
authority to authorize swap transactions. Compared
the name of the individual who authorized the swap
transaction with the names on the list and found the
name of the individual on the list. _______ _______ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms
of the transaction with the insurance company's
policy regarding the requirement for the board of
directors or a committee thereof to authorize the
specific transactions tested; for example, a transaction
in which the notional amount exceeded a limit
requiring additional approval. If the board of directors
or a committee thereof was required to approve the
transaction, read minutes of the board of directors
or a committee thereof or other appropriate
support and found evidence of approval of the
transaction tested. _______ _______ _____

10. Obtained a list of qualified and nonqualified
counterparties, approved by the board of directors or a
committee thereof. Compared the name of the
counterparty involved in the swap agreement with
names on the list and found the name of the
counterparty on the respective qualified or
nonqualified list. _______ _______ _____
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No
Procedures Exception Exception N/A

11. Determined that the counterparty was listed as
qualified or nonqualified in the analysis used for
monitoring the insurance company's limitations on
counterparty exposure consistent with the
classification in the listing obtained in procedure 10. _______ _______ _____

12. Obtained a list of individuals authorized by the
board of directors or committee thereof to trade swap
contracts. Compared the name of the individual who
executed the swap with the names on the list and
found the name of the individual on the list. _______ _______ _____

13. Obtained a list of individuals authorized to approve
settlements or disbursements related to swaps. For
purchases and any interim settlements or closeouts
of the swap subsequent to purchase, compared the
name of the individual who approved any settlement
of funds relating to the swap with the names on the
list and found the name of the individual on the list. _______ _______ _____

14. Compared the name of the individual who approved
any payment relating to the swap with the name of
the individual who approved entering into the
contract and found that the names were different. _______ _______ _____

15. Compared the name of the individual who received
cash or other consideration in connection with the
swap with the name of the individual who entered
into the contract and found that the names of the
individuals were different. _______ _______ _____

16. Obtained the deal ticket and confirmation for the
purchase, execution, or closeout of the swap and
found that the purchase, execution, or closeout of the
swap was confirmed by the counterparty. _______ _______ _____

17. Compared the name of the individual who received
the deal ticket and confirmation with the names on a
list of individuals authorized to trade swaps and
found that the name was not on the list. _______ _______ _____

18. Compared the terms of the swap contract, as stated
on the deal ticket and confirmation, with the terms of
the swap contract recorded in the insurance
company's accounting records and found them to be
in agreement. _______ _______ _____

19. Obtained documentation for one reporting period (for
example, monthly, or quarterly), that the insurance
company determined whether its accounting records
for swaps, tested in procedure 18, agreed with or
reconciled to the related control account, (for
example, the subsidiary ledger to the general ledger). _______ _______ _____

20. Obtained the accounting record documenting
modifications, if any, to the swap agreement.
Compared the name of the individual who approved
the modification with a list of individuals authorized
to approve modifications and found the name of the
individual who approved the modification on the list. _______ _______ _____

21. Compared the terms of the swap agreement recorded
in the insurance company's accounting records with
the terms shown in the executed copy of the swap
agreement and found them to be in agreement. _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

22. Using the list of authorized traders obtained in
procedure 12, compared the name of the individual who
had custody or access to the swap agreement with the
names of individuals authorized to execute swap
agreements and found that the name was not on the list. _______ _______ _____

23. Compared information regarding the swap, such as type
of derivative, notional amount, and fair value, with the
comparable information included in the report to the
board of directors or appropriate committee thereof and
found them to be in agreement. _______ _______ _____

24. If the swap should have been included in the monitoring
analysis separately tested in procedure 10 within
section 1, "All Derivative Types," compared information
regarding the swap, such as type of derivative, notional
amount, and fair value, with the comparable
information in the monitoring analysis and found them
to be in agreement. _______ _______ _____

25. Read accounting documentation indicating that the
insurance company monitored periodic cash settlements
related to swap transactions, meaning, the insurance
company had controls in place to determine that
periodic cash settlements, if any, were received. _______ _______ _____

Effectiveness of Swaps Used As Hedges and in
Replication Transactions
26. Read the insurance company's documentation of

effectiveness and found that the insurance company
evaluated the effectiveness of the swap as a hedge or
replication in accordance with the policies regarding
effectiveness. _______ _______ _____

27. If the swap was no longer effective as a hedge or
replication, compared the action taken by the insurance
company with the action required by the accounting
policies and procedures and found that the action taken
was consistent with the accounting policy. _______ _______ _____

Legal Review
28. Read documentation indicating that the legal

department reviewed the swap agreement to assess
contract compliance with the DUP and enforceability. _______ _______ _____

29. Read documentation indicating that the legal
department updated its assessment of the enforceability
of the swap agreement at least annually. _______ _______ _____

Valuation
30. Obtained the insurance company's policies and

procedures for valuing swaps and found that the
insurance company determined the fair value of the
swap in accordance with the policy described in the
insurance company's procedures for valuation of swaps. _______ _______ _____

31. Read documentation supporting the fair value of the
swap and found that the fair value was either (a)
obtained from an independent source, (b) checked
against an independent source, or (c) calculated
internally by an authorized individual. _______ _______ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 9—Swaption Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected swaption
contracts to test internal control over swaption
transactions. Selected five percent of each type of swaption
transaction with the selections distributed throughout the
year. These are executions (purchases) and closeouts
(sales). If five percent of a given type of transaction
exceeded 40, the number of items selected for that type of
transaction was limited to 40. If five percent of a type of
transaction resulted in less than four items, selected four
or fewer items that represented all the transactions of
that type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that
the DUP permits the insurance company to buy or sell
swaptions. _______ _______ _____

2. For each swaption contract selected for testing, read
management's documentation describing the intended
use of the swaption and performed the following
procedures, as applicable. _______ _______ _____

For swaptions used as a hedge—

3. Determined that the documentation describes the
following:

a. The risk hedged _______ _______ _____

b. How the hedge was consistent with the overall risk
management strategy _______ _______ _____

c. How the swaption was expected to be effective in
offsetting the exposure _______ _______ _____

d. The approach in assessing the effectiveness of the
hedge _______ _______ _____

4. Determined that the following items were documented:

a. The purpose(s) of the swaption as a hedge _______ _______ _____

b. The terms of the swaption, the name of the
counterparty, and the counterparty exposure
amount _______ _______ _____

c. The assets or liabilities (or portion thereof) that the
swaption hedged _______ _______ _____

d. Evidence that the swaption continued to be an
effective hedge _______ _______ _____

e. Evidence that the swaption was consistent with the
insurance company's parameters, as specified in the
DUP or applicable policies and procedures, for
entering into swaption agreements; for example, the
notional amount or underlying _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

For swaptions that were an exact offset of an outstanding
swaption—

5. Read documentation indicating that the swaption
offset an outstanding swaption and that the swaption
was an exact offset of the market risk of the swaption
being offset. _______ _______ _____

For swaptions used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics
replicated _______ _______ _____

b. How the replication was consistent with the
overall management investment strategy _______ _______ _____

c. How the swaption was expected to be effective in
replicating the investment characteristic of the
replicated investment _______ _______ _____

d. The approach in assessing the effectiveness of the
replication transaction _______ _______ _____

7. Determined that the following items were
documented:

a. The instruments used in the replication and the
investment type and characteristics replicated _______ _______ _____

b. The terms of the swaption, the name of the
counterparty, and the counterparty exposure
amount _______ _______ _____

For all selected swaptions including those that are a part
of a replication transaction—

8. Obtained a list of individuals, approved by the board
of directors or a committee thereof, who had the
authority to authorize swaptions. Compared the name
of the individual who authorized the swaption
transaction with the names on the list and found the
name of the individual on the list. _______ _______ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms
of the transaction with the insurance company's policy
regarding the requirement for the board of directors
or a committee thereof to authorize the specific
transactions tested; for example, a transaction in
which the notional amount exceeded a limit requiring
additional approval. If the board of directors or a
committee thereof was required to approve the
transaction, read minutes of the board of directors
or a committee thereof or other appropriate support
and found evidence of approval of the transaction
tested. _______ _______ _____

10. Obtained a list of qualified and nonqualified
counterparties, approved by the board of directors
or a committee thereof. Compared the name of the
counterparty involved in the swaption transaction
with names on the list and found the name of the
counterparty on the respective qualified or
nonqualified list. _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

11. Determined that the counterparty was listed as
qualified or nonqualified in the analysis used for
monitoring the insurance company's limitations on
counterparty exposure consistent with the
classification in the listing obtained in procedure 10. _______ _______ _____

12. Obtained a list of individuals authorized by the board
of directors or committee thereof to trade swaption
contracts. Compared the name of the individual who
executed the swaption with the names on the list and
found the name of the individual on the list. _______ _______ _____

13. Obtained a list of individuals authorized to approve
settlements or disbursements related to swaption
agreements. Compared the name of the individual
who approved settlements and disbursements
relating to the swaption with the names on the list
and found the name on the list. _______ _______ _____

14. Compared the name of the individual who approved
any payment relating to the swaption with the name
of the individual who approved entering into the
contract and found that the names were different. _______ _______ _____

15. Compared the name of the individual who received
cash or other consideration in connection with the
swaption with the name of the individual who
entered into the contract and found that the names
of the individuals were different. _______ _______ _____

16. Obtained the deal ticket and confirmation for the
purchase, sale, modification, or closeout of the
swaption and found that the purchase, sale,
modification, or closeout was confirmed by the
counterparty. _______ _______ _____

17. Compared the name of the individual who received
the deal ticket and confirmation with the names on a
list of individuals authorized to trade swaptions and
found that the name was not on the list. _______ _______ _____

18. Compared the terms of the swaption contract, as
stated on the deal ticket and confirmation, with the
terms of the swaption contract recorded in the
insurance company's accounting records and found
them to be in agreement. _______ _______ _____

19. Obtained documentation for one reporting period (for
example, monthly or quarterly), that the insurance
company determined whether its accounting records
for swaptions, tested in procedure 18, agreed with or
reconciled to the related control account, (for
example, the subsidiary ledger to the general ledger). _______ _______ _____

20. Obtained the accounting record documenting
modifications, if any, to the swaption agreement.
Compared the name of the individual who approved
the modification with a list of individuals authorized
to approve modifications and found the name of the
individual who approved the modification on the list. _______ _______ _____

21. Compared the terms of the swaption agreement
recorded in the insurance company's accounting
records with the terms shown in the executed copy
of the swaption agreement and found them to be in
agreement. _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

22. Using the list of authorized traders obtained in
procedure 12, compared the name of the individual who
had custody or access to the swaption agreement with
the names of individuals authorized to execute
swaption agreements and found that the name was not
on the list. _______ _______ _____

23. Compared information regarding the swaption, such as
type of derivative, notional amount, and fair value, with
the comparable information included in the report to
the board of directors or appropriate committee thereof
and found them to be in agreement. _______ _______ _____

24. If the swaption should have been included in the
monitoring analysis separately tested in procedure 10
within section 1, "All Derivative Types," compared
information regarding the swaption, such as type of
derivative, notional amount, and fair value, with the
comparable information in the monitoring analysis and
found them to be in agreement. _______ _______ _____

Effectiveness of Swaptions Used As Hedges and in
Replication Transactions

25. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the swaption as a hedge
or replication in accordance with the policies regarding
effectiveness. _______ _______ _____

26. If the swaption was no longer effective as a hedge or
replication, compared the action taken by the insurance
company with the action required by the accounting
policies and procedures and found that the action taken
was consistent with the accounting policy. _______ _______ _____

Legal Review

27. Read documentation indicating that the legal
department reviewed the swaption agreement to assess
contract compliance with the DUP and enforceability. _______ _______ _____

28. Read documentation indicating that the legal
department updated its assessment of the
enforceability of the swaption agreement at
least annually. _______ _______ _____

Valuation

29. Obtained the insurance company's policies and
procedures for valuing swaptions and found that the
insurance company determined the fair value of the
swaption in accordance with the policy described in the
insurance company's procedures for valuation of
swaptions. _______ _______ _____

30. Read documentation supporting the fair value of the
swaption and found that the fair value was either (a)
obtained from an independent source, (b) checked
against an independent source, or (c) calculated
internally by an authorized individual. _______ _______ _____

Description of Exceptions if Any

Procedure Number Description of Exception
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Section 10—Warrant Contracts

Findings

No
Procedures Exception Exception N/A

Performed the following procedures on selected warrant
contracts to test internal control over warrant
transactions. Selected five percent of each type of warrant
transaction (that is, purchases, sales, expirations, and
exercises), with the selections distributed throughout the
year. If five percent of a given type of transaction exceeded
40, the number of items selected for that type of
transaction was limited to 40. If five percent of a type of
transaction resulted in less than four items, selected four
or fewer items that represented all of the transactions of
that type.

Reporting

1. Read the insurance company's derivative use plan
(DUP) and any amendments thereto and found that
the DUP permits the insurance company to trade or
enter into warrant contracts. _______ _______ _____

2. For each warrant selected for testing, read
management's documentation describing the intended
use of the warrant and performed the following
procedures, as applicable. _______ _______ _____

For warrants used as a hedge—

3. Determined that the documentation described the
following:

a. The risk hedged _______ _______ _____

b. How the hedge was consistent with the overall risk
management strategy _______ _______ _____

c. How the warrant was expected to be effective in
offsetting the exposure _______ _______ _____

d. The approach in assessing the effectiveness of the
hedge _______ _______ _____

4. Determined that the following items were documented:

a. The purpose(s) of the warrant as a hedge _______ _______ _____

b. For exchange-traded warrants, the term of the
warrant, the name of the exchange, and the name of
the firm(s) handling the trade _______ _______ _____

c. For over-the-counter (OTC) warrants, the terms of
the warrant, the name of the counterparty, and the
counterparty exposure amount _______ _______ _____

d. The assets or liabilities (or portion thereof) that the
warrant hedged _______ _______ _____

e. Evidence that the warrant continued to be an
effective hedge _______ _______ _____

f. Evidence that the warrant was consistent with the
insurance company's parameters, as specified in the
DUP or applicable company policies and procedures
for entering into hedge transactions; for example,
the notional amount or underlying _______ _______ _____
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Findings

No
Procedures Exception Exception N/A
If the warrant transaction was an exact offset of an
outstanding warrant—

5. Read documentation indicating that the warrant
transaction offset an outstanding warrant previously
purchased or sold by the insurance company and that
the warrant was an exact offset of the market risk of
the warrant being offset _______ _______ _____

For warrants used in a replication transaction—

6. Determined that the documentation described the
following:

a. The investment type and characteristics replicated _______ _______ _____

b. How the replication was consistent with the overall
management investment strategy _______ _______ _____

c. How the warrant was expected to be effective in
replicating the investment characteristics of the
replicated investment _______ _______ _____

d. The approach in assessing the effectiveness of the
replication transaction _______ _______ _____

7. Determined that the following items were documented:

a. The instruments used in the replication and the
investment type and characteristics replicated _______ _______ _____

b. The specific warrant used in the replication _______ _______ _____

c. For exchange-traded warrants, the name of the
exchange and the firm(s) handling the trade _______ _______ _____

d. For OTC warrants, the terms of the warrant, the
name of the counterparty, and the counterparty
exposure amount _______ _______ _____

For all selected warrants including those that are part of a
replication transaction—

8. Obtained a list of individuals, approved by the board of
directors or a committee thereof who had the authority
to authorize warrant transactions. Compared the name
of the individual who authorized the warrant
transaction with the names on the list and found the
name of the individual on the list. _______ _______ _____

9. Based on the details of the transaction identified in
procedure 2 and company policy, compared the terms of
the transaction with the insurance company's policy
regarding the requirement for the board of directors or
a committee thereof to authorize the specific
transaction tested; for example, a transaction in which
the notional amount exceeded a limit requiring
additional approval. If the board of directors
or a committee thereof was required to approve the
transaction, read minutes of the board of directors
or a committee thereof or other appropriate support,
and found evidence of approval of the transaction
tested. _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

10. Obtained a list of qualified and nonqualified
counterparties, approved by the board of directors or a
committee thereof. Compared the name of the
counterparty involved in the warrant transaction with
names on the list, and found the name of the
counterparty on the respective qualified or
nonqualified list. _______ _______ _____

11. For OTC warrants, determined that the counterparty
was listed as qualified or nonqualified in the analysis
used for monitoring the insurance company's
limitations on counterparty exposure, consistent with
the classification in the listing obtained in
procedure 10. _______ _______ _____

12. Obtained a list of individuals authorized by the board
of directors or committee thereof to trade warrant
contracts. Compared the name of the individual who
executed the purchase, sale, or exercise of the warrant
with the names on the list and found the name of the
individual on the list. _______ _______ _____

13. Obtained a list of individuals authorized to approve
payments related to warrant contracts. Compared the
name of the individual who approved any payment
relating to the warrant with the names on the list, and
found the name of the individual on the list. _______ _______ _____

14. Compared the name of the individual who approved
any payment relating to the warrant with the name of
the individual who approved entering into the contract
and found that the names were different. _______ _______ _____

15. Compared the name of the individual who received
cash or other consideration in connection with the
warrant with the name of the individual who entered
into the contract and found that the names of the
individuals were different. _______ _______ _____

16. Obtained the deal ticket and confirmation for the
purchase, sale, or exercise of an exchange-traded
warrant and found that the purchase, sale, or exercise
was confirmed by the firm handling the transaction. _______ _______ _____

17. Compared the name of the individual who received the
deal ticket and confirmation with the names on a list
of individuals authorized to trade warrants and found
that the name was not on the list. _______ _______ _____

18. Compared the terms of the warrant contract, as stated
on the deal ticket and confirmation, with the terms of
the warrant contract recorded in the insurance
company's accounting records and found them to be in
agreement. _______ _______ _____

19. Obtained documentation for one reporting period, (for
example, monthly or quarterly), that the insurance
company determined whether its accounting records
for warrants, tested in procedure 18, agreed with or
reconciled to the related control account, (for example,
the subsidiary ledger to the general ledger). _______ _______ _____

20. Obtained the accounting record documenting
modifications, if any, to the warrant transaction.
Compared the name of the individual who approved
the modification with a list of individuals authorized to
approve modifications and found the name of the
individual who approved the modification on the list. _______ _______ _____

(continued)
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Findings

No
Procedures Exception Exception N/A

21. For one reporting period, (for example, monthly or
quarterly), obtained the insurance company's
documentation of the existence of the warrant
contract and found that the insurance company either
(a) obtained statements from the custodian
confirming the existence of the warrant contracts or
(b) physically inventoried the warrant contracts. _______ _______ _____

22. Using the list of authorized traders obtained in
procedure 12, compared the name of the individual
who had custody of or access to the warrant contracts
with the names of individuals authorized to execute
purchases, sales, or exercises of warrants and found
that the name was not on the list. _______ _______ _____

23. Compared information regarding the warrant, such
as type of derivative, notional amount, and fair value,
with the comparable information included in the
report to the board of directors or appropriate
committee thereof and found them to be in agreement. _______ _______ _____

24. If the warrant position should have been included in
the monitoring analysis separately tested in
procedure 10 of section 1, "All Derivative Types,"
compared information regarding the warrant, such as
type of derivative, notional amount, and fair value,
with the comparable information in the monitoring
analysis and found them to be in agreement. _______ _______ _____

Effectiveness of Warrants Used As Hedges and in
Replication Transactions

25. Read the insurance company's documentation of
effectiveness and found that the insurance company
evaluated the effectiveness of the warrant as a hedge
or replication in accordance with the policies
regarding effectiveness. _______ _______ _____

26. If the warrant was no longer effective as a hedge or
replication, compared the action taken by the
insurance company with the action required by the
accounting policies and procedures and found that
the action taken was consistent with the accounting
policy. _______ _______ _____

Legal Review

27. Read documentation indicating that the legal
department reviewed a nonexchange traded warrant
agreement to assess contract compliance with the
DUP and enforceability. _______ _______ _____

28. Read documentation indicating that the legal
department updated its assessment of enforceability
of the nonexchange traded warrant agreement at
least annually. _______ _______ _____

Valuation

29. Obtained the insurance company's policies and
procedures for valuing warrants and found that the
insurance company determined the fair value of the
warrant in accordance with the policy described in
the insurance company's procedures for the valuation
of warrants _______ _______ _____
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Findings

No
Procedures Exception Exception N/A

30. Read documentation supporting the fair value of
warrants and found that the fair value was either (a)
obtained from an independent source, (b) checked
against an independent source, or (c) calculated
internally by an authorized individual. _______ _______ _____

Description of Exceptions if Any

Procedure Number Description of Exception

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Paragraph renumbered, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]
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.42

Appendix C—Illustrative Management
Representation Letter
[Responsible Party's Letterhead]
[Date]
[CPA Firm's Name and Address]
In connection with your engagement to apply the agreed-upon procedures enu-
merated in the American Institute of Certified Public Accountants' Statement
of Position 01-03, Performing Agreed-Upon Procedures Engagements that Ad-
dress Internal Control Over Derivative Transactions as Required by the New
York State Insurance Law, which were agreed to by management of ABC In-
surance Company, and relate to compliance with the requirements of Section
1410 (b)(5) of the New York State Insurance Law, as amended (the law), which
addresses the assessment of internal control over derivative transactions as de-
fined in Section 1401 (a) of the law and Section 178.5 of Regulation No. 163 dur-
ing the year ended December 31, 20XX, we confirm, to the best of our knowledge
and belief, the following representations made to you during your engagement:

1. ABC Insurance Company complied with the requirements of Sec-
tion 1410 (b)(5) of the New York State Insurance Law, as amended
(the law), during the year ended December 31, 20XX.

2. All known matters contradicting the Company's compliance with
the requirements of the law or our assertion about the Company's
compliance with the law and any communication from regulatory
agencies or others affecting the Company's compliance with the
requirements of the law or our assertion about the Company's
compliance with the requirements of the law have been disclosed
to you, including communications received between the end of the
period addressed in our written assertion and the date of your
report.

3. We are responsible for
i. the Company's compliance with the law and our assertion

about the Company's compliance with the law
ii. selecting the criteria, when applicable,

iii. determining that the criteria are appropriate for our pur-
poses.

4. We have provided you with access to all records relevant to the
Company's internal control over derivative transactions and the
agreed-upon procedures.

5. We have disclosed to you [other matters as the practitioner deems
appropriate, for example, all significant deficiencies in the design
or operation of the Company's internal control over derivative
transactions that would adversely affect the Company's ability to
function in accordance with the Company's DUP].

6. During the year ended December 31, 20XX, the internal control
over derivative transactions was functioning in accordance with
the policies and procedures set forth in the Company's derivative
use plan (DUP) and related accounting policies and procedures.

7. There have been no errors or fraud that would indicate a weak-
ness in the internal control over derivative transactions.
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8. We are responsible for, establishing and maintaining effective in-
ternal control over derivative transactions in accordance with the
law.

9. We have responded fully to all inquiries made to us by you during
the engagement.

To the best of our knowledge and belief, no events have occurred subsequent to
[the date as of which the procedures were applied] that would require adjust-
ment to or modification of the findings of the agreed-upon procedures.

[Signature]

[Title]

[Signature]

[Title]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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AUD Section 30

Statement of Position 02-1 Performing
Agreed-Upon Procedures Engagements That
Address Annual Claims Prompt Payment
Reports as Required by the New Jersey
Administrative Code

May 23, 2002

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA New Jersey Annual Claims Prompt Payment Reports Task
Force of the AICPA Auditing Standards Board (ASB) to provide guid-
ance regarding the application of Statements on Standards for Attes-
tation Engagements (SSAEs) to agreed-upon procedures engagements
performed to comply with the requirements of New Jersey Adminis-
trative Code, Title 11, Chapter 22, Subchapter 1 (NJAC 11:22-1 or the
Code), which establishes Department of Banking and Insurance (de-
partment) standards for the payment of claims relating to health bene-
fits plans and dental plans and contains requirements for carriers to file
certain reports with the department relating to the timeliness of claims
payments and the reasons for denial and late payment of claims in a
format prescribed by the department. The department has approved
the use of the agreed-upon procedures outlined in this SOP to comply
with the reporting requirements of the Code.
This SOP is recognized as an interpretive publication as defined in AT-C
section 105, Concepts Common to All Attestation Engagements. Inter-
pretive publications are recommendations on the application of SSAEs
in specific circumstances, including engagements for entities in special-
ized industries. An interpretive publication is issued under the author-
ity of the ASB after all ASB members have been provided an oppor-
tunity to consider and comment on whether the proposed interpretive
publication is consistent with the SSAEs. The members of the ASB have
found this SOP to be consistent with existing SSAEs.
Although interpretive publications are not attestation standards, AT-C
section 105 requires the practitioner to consider applicable interpre-
tive publications in planning and performing the attestation engage-
ment because interpretive publications are relevant to the proper ap-
plication of the attestation standards in specific circumstances. If the
practitioner does not apply the guidance included in this SOP, the prac-
titioner should be prepared to explain how he or she complied with the
SSAE provisions of this SOP.
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Introduction and Background
.01 New Jersey Administrative Code, Title 11, Chapter 22, Subchapter 1

(NJAC 11:22-1 or the Code), establishes Department of Banking and Insurance
(department) standards for the payment of claims relating to health benefits
plans and dental plans and contains requirements for carriers to file certain
reports with the department relating to the timeliness of claims payments and
the reasons for denial and late payment of claims in a format prescribed by the
department.

.02 NJAC 11:22-1 applies to any insurance company, health service corpo-
ration, medical service corporation, hospital service corporation, health main-
tenance organization, dental service corporation, and dental plan organization
that issues health benefits plans or dental plans in the state of New Jersey and
to any agent, employee, or other representative of such entity that processes
claims for such entity.

.03 Among other things, the Code requires carriers to report:

• Quarterly to the department on the timeliness of claims payments
in the format set forth in Appendix A (claims payment exhibit re-
port) of NJAC 11:22-1, and

• Quarterly and annually on late payments of claims and the rea-
sons for any denials (claims prompt payment report) in the format
set forth in Appendix B of NJAC 11:22-1.

.04 Furthermore, the Code requires that the annual claims prompt pay-
ment report, which is due to be filed with the department on or before March
31, pursuant to NJAC 11:22-1.9(a), be accompanied by the report of a private
auditing firm, which may be a Certified Public Accountant (CPA) or a firm of
CPAs. However, for calendar year 2001, the report of the private auditing firm
may be filed with the department on or before July 1, 2002. The department has
specified, in Bulletin No. 02-07, that the work shall be conducted, and the re-
port shall be prepared, in accordance with agreed-upon procedures acceptable
to the department.

Applicability
.05 This Statement of Position (SOP) was developed to provide practition-

ers with guidance on performing agreed-upon procedures engagements that
address annual claims prompt payment reports as required by the New Jersey
Administrative Code. The engagement described in this SOP is designed only
to satisfy the requirements of the Code. The procedures, as set forth in this SOP,
are not necessarily appropriate for use in any other engagement. [Revised, June
2009, to reflect conforming changes necessary due to the issuance of recent au-
thoritative literature.]

The Code

Definitions
.06 The following definitions are reprinted from the Code and are appli-

cable when performing the agreed-upon procedures engagement described in
this SOP.

Agent—Any entity, including a subsidiary of a carrier, or an organized delivery
system as defined by N.J.S.A. 17:48H-1, with which a carrier has contracted to
perform claims processing or claims payment services.
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Carrier—An insurance company, health service corporation, hospital service
corporation, medical service corporation or health maintenance organization
authorized to issue health benefits plans in this State and a dental service
corporation or dental plan organization authorized to issue dental plans in this
State.

Claim—A request by a covered person, a participating health care provider,
or a nonparticipating health care provider who has received an assignment of
benefits from the covered person, for payment relating to health care services
or supplies or dental services or supplies covered under a health benefits plan
or dental plan issued by a carrier.

Clean claim—

1. The claim is for a service or supply covered by the health benefits
plan or dental plan;

2. The claim is submitted with all the information requested by the
carrier on the claim form or in other instructions distributed to
the provider or covered person;

3. The person to whom the service or supply was provided was cov-
ered by the carrier's health benefits or dental plan on the date of
service;

4. The carrier does not reasonably believe that the claim has been
submitted fraudulently; and

5. The claim does not require special treatment. For the purposes
of this subchapter, special treatment means that unusual claim
processing is required to determine whether a service or supply
is covered, such as claims involving experimental treatments or
newly approved medications. The circumstances requiring special
treatment should be documented in the claim file.

Covered person—A person on whose behalf a carrier offering the plan is ob-
ligated to pay benefits or provide services pursuant to the health benefits or
dental plan.

Covered service or supply—A service or supply provided to a covered person
under a health benefits or dental plan for which the carrier is obligated to pay
benefits or provides services or supplies.

Dental plan—A benefits plan which pays dental expense benefits or provides
dental services and supplies and is delivered or issued for delivery in this State
by or through any carrier in this State.

Department—The Department of Banking and Insurance.

Health benefits plan—A benefits plan that pays hospital and medical expense
benefits or provides hospital and medical services, and is delivered or issued
for delivery in this State by or through a carrier. Health benefits plan includes,
but is not limited to, Medicare supplement coverage and risk contracts to the
extent not otherwise prohibited by Federal law. For the purposes of this chapter,
health benefits plan shall not include the following plans, policies or contracts:
accident only, credit, disability, long-term care, CHAMPUS supplement cover-
age, coverage arising out of a workers' compensation or similar law, automo-
bile medical payment insurance, personal injury protection insurance issued
pursuant to P.L. 1972, c.70 (N.J.S.A. 39:6A-1 et seq.) or hospital confinement
indemnity coverage.

Health care provider or provider—An individual or entity which, acting within
the scope of its license or certification, provides a covered service or supply as
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defined by the health benefits or dental plan. Health care provider includes,
but is not limited to, a physician, dentist and other health care professional
licensed pursuant to Title 45 of the Revised Statutes and a hospital and other
health care facilities licensed pursuant to Title 26 of the Revised Statutes.

Reporting Requirements
.07 The Code requires a carrier and its agent to remit payment of clean

claims pursuant to specified time frames. The Code further requires that if a
carrier or its agent denies or disputes a claim, in full or in part, the carrier or its
agent must, within a specified time frame, notify both the covered person when
he or she will have increased responsibility for payment, and the provider, of
the basis for its decision to deny or dispute the claim.

.08 The Code requires a carrier to report to the department quarterly on
the timeliness of claims payments in the format prescribed in NJAC 11:22-1,
Appendix A, "New Jersey Claims Payment Exhibit." This quarterly report is not
required to be subjected to an agreed-upon procedures engagement, nor is an
annual claims payment exhibit report required to be filed with the department.

.09 The Code also requires a carrier to report to the department on a quar-
terly and annual basis on the late payment of claims and the reasons for denial
of claims in the format prescribed in NJAC 11:22-1, Appendix B, "Quarterly
(Annual) Claims Prompt Payment Report." The Code requires that the annual
claims prompt payment report be accompanied by a report of a private auditing
firm, which may be a CPA or a firm of CPAs.

.10 The department has indicated, in Bulletin No. 02-07, that an agreed-
upon procedures engagement pursuant to this SOP may be used to satisfy the
requirement that an annual claims prompt payment report be accompanied by
the report of a private auditing firm. Furthermore, in Bulletin No. 02-12, issued
in May 2002, the department has indicated that it agrees to the sufficiency of
the procedures included in this SOP for its purposes.

Related Professional Standards

AT-C Section 215, Agreed-Upon Procedures Engagements
.11 Agreed-upon procedures engagements performed to meet the require-

ments of the Code are to be performed in accordance with AT-C section 215,
Agreed-Upon Procedures Engagements. As described in paragraph .02 of AT-C
section 215, an agreed-upon procedures engagement is one in which a practi-
tioner is engaged to issue, or does issue, a practitioner's report of findings based
on specific agreed-upon procedures applied to subject matter for use by speci-
fied parties. Not all of the provisions of AT-C section 215 are discussed herein.
Rather, this SOP includes guidance to assist practitioners in the application of
selected aspects of AT-C section 215. [Revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.12 Paragraph .10 of AT-C section 215 requires the practitioner to deter-
mine whether specified preconditions are present in order to perform an agreed-
upon procedures engagement. Two of those preconditions are that the specified
parties agree on the procedures performed, or to be performed, by the practi-
tioner; and the specified parties take responsibility for the sufficiency of the
agreed-upon procedures for their purposes. [Revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]
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.13 As previously stated, Bulletin No. 02-07 from the department states
that an agreed-upon procedures engagement may be used to meet the require-
ment for an independent private auditing firm to report on the annual claims
prompt payment reports as required by the New Jersey Administrative Code.
Furthermore, the department has approved the use of the agreed-upon pro-
cedures outlined in this SOP to comply with the reporting requirements of the
Code. Accordingly, practitioners should not eliminate any of the procedures pre-
sented in appendix B (paragraph .31), "Agreed-Upon Procedures That Address
Annual Claims Prompt Payment Reports as Required by the New Jersey Ad-
ministrative Code," of this SOP or reduce the extent of the tests. The depart-
ment or the carrier may request that additional procedures be performed and
the practitioner may agree to perform such procedures. In those circumstances,
it would be expected that the additional procedures would be performed in the
context of a separate agreed-upon procedures engagement.

Procedures to Be Performed
.14 The agreed-upon procedures to be performed are applied to the car-

rier's annual claims prompt payment report, which reports on the late payment
of claims and reasons for denial of claims in the format prescribed in NJAC
11:22-1, Appendix B.

.15 The procedures to be performed in the agreed-upon procedures engage-
ment described in this SOP are presented in appendix B (paragraph .31) of this
SOP. The procedures have been designed so that the findings resulting from the
application of the procedures can be recorded in a tabular format. The three
options available to the practitioner for expressing the findings for each proce-
dure are No Exception, Exception, or N/A (not applicable). If a procedure is not
applicable to a particular carrier, the procedure should be marked N/A rather
than deleted from the report. [Revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

.16 If any portion of a procedure results in an exception, the findings for
that entire procedure should be recorded as an exception and described in the
section "Description of Exceptions If Any." The practitioner should provide a
brief factual explanation for each exception that will enable the specified par-
ties to understand the nature of the findings resulting in the exception. If man-
agement informs the practitioner that the condition giving rise to the exception
was corrected by the date of the practitioner's report, the practitioner's explana-
tion of the exception may include that information; for example, "Management
has advised us that the condition resulting in the exception was corrected on
Month X, 20XX. We have performed no procedures with respect to manage-
ment's assertion."

.17 A practitioner may perform significant portions of the agreed-upon pro-
cedures engagement before the end of the period covered by the report. If, dur-
ing that time, the practitioner identifies conditions that result in an exception
in one or more agreed-upon procedures, he or she should report the exception in
the findings section of the agreed-upon procedures report, even if management
corrects the condition prior to the end of the period.

[.18] [Paragraph deleted, April 2017, to reflect conforming changes neces-
sary due to the issuance of SSAE No. 18.]

.19 Paragraph .41 of AT-C section 215 indicates that a practitioner
need not perform procedures beyond the agreed-upon procedures included
in appendix B (paragraph .31) of this SOP. However, if in connection with
the application, and through the completion of the agreed-upon procedures
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engagement, matters related to the information in the carrier's annual claims
prompt payment report come to the practitioner's attention by other means that
significantly contradict, such information the practitioner should include such
information in the practitioner's report. The phrase, "through the completion
of the agreed-upon procedures engagement" indicates that this requirement
would apply to conditions or events occurring subsequent to the period covered
by the practitioner's report but prior to the date of the practitioner's report.
This would include matters that would have resulted in the reporting of an
exception by the practitioner if that matter existed during the period covered
by the report. However, the practitioner has no responsibility to perform any
procedure to detect such conditions or events. [Revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

Agreeing on the Terms of the Engagement
.20 In accordance with Paragraph .12 of AT-C section 215, the practitioner

should agree upon the terms of the engagement with the engaging party. The
agreed-upon terms of the engagement should be specified in sufficient detail in
an engagement letter or other suitable form of written agreement and should
be addressed to the engaging party. In accordance with paragraph .14 of AT-
C section 215, the agreed-upon terms of the engagement should include the
following:

• A statement confirming that an agreed-upon procedures engage-
ment is to be performed to meet the requirements of NJAC 11:22-
1, which addresses compliance with the requirements of New
Jersey Administrative Code, Title 11, Chapter 22, Subchapter 1
(NJAC 11:22-1).

• A statement that management is responsible for maintaining ef-
fective internal control over derivative transactions.

• A statement identifying the engaging party and the department
as the specified parties to the agreed-upon procedures report

• A statement acknowledging the engaging party's responsibility for
the sufficiency of the procedures in the SOP and referring to Bul-
letin No. 02-12, which acknowledges the department's responsi-
bility for the sufficiency of the procedures in SOP 02-1

• A statement indicating that the practitioner is responsible for per-
forming the agreed-upon procedures and providing the engaging
party with a report in accordance with the attestation standards

• A statement indicating that the engagement will be conducted in
accordance with attestation standards established by the Ameri-
can Institute of Certified Public Accountants (AICPA)

• A statement identifying the procedures to be performed as those
set forth in SOP 02-1, Performing Agreed-Upon Procedures En-
gagements That Address Annual Claims Prompt Payment Reports
as Required by the New Jersey Administrative Code

• A statement acknowledging that the practitioner makes no repre-
sentation regarding the sufficiency of the procedures in SOP 02-1
either for the purpose for which the report has been requested or
for any other purpose.

• A statement indicating that the practitioner was not engaged
to and did not conduct an examination or review, the objective
of which would be the expression of an opinion or conclusion,
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respectively, on the on the carrier's compliance with the require-
ments of NJAC 11:22-1, the practitioner will not express such an
opinion or conclusion, and if the practitioner performed additional
procedures, other matters might come to the practitioner's atten-
tion that would be reported to the engaging party

• A statement restricting the use of the report to the engaging party
and the department

• A statement describing assistance to be provided to the practi-
tioner

• A statement describing any arrangements to involve a specialist

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

.21 The following are other matters that may be included in the agreed-
upon terms of the engagement:

• A statement indicating that the practitioner has no responsibility
for the completeness or accuracy of the information provided to
the practitioner

• A statement describing the client's responsibility to comply with
the requirements of NJAC 11:22-1 and the client's responsibility
for the information in the carrier's annual claims prompt payment
report

• A statement describing the client's responsibility for providing ac-
curate and complete information to the practitioner

• The circumstances under which the practitioner may decline to
issue a report

[Paragraph added, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]

Written Representations
[.22] [Paragraph renumbered and deleted, April 2017, to reflect conform-

ing changes necessary due to the issuance of SSAE No. 18.]

.23 In accordance with paragraph .28 of AT-C section 215, the practitioner
should request from the responsible party 1 written representations in the form
of a letter addressed to the practitioner. The representations should

a. include the responsible party's assertion about the subject matter
based on the criteria.

b. state that all known matters contradicting the subject matter or
assertion and any communication from regulatory agencies or
others affecting the subject matter or assertion have been dis-
closed to the practitioner, including communications received be-
tween the end of the period addressed in the written assertion
and the date of the practitioner's report.

c. acknowledge responsibility for
i. the subject matter and the assertion;

ii. selecting the criteria, when applicable; and

1 In this Statement of Position, the responsible party is usually management of the carrier. [Foot-
note added, April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]
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iii. determining that such criteria are appropriate for the re-
sponsible party's purposes.

d. state that it has provided the practitioner with access to all
records relevant to the subject matter and the agreed-upon pro-
cedures.

e. state that the responsible party has disclosed to the practitioner
other matters as the practitioner deems appropriate.

The letter generally is signed by the appropriate members of management in-
cluding the highest-ranking officer responsible for the carrier's compliance with
the requirements of NJAC 11:22-1. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature. Para-
graph renumbered and revised, April 2017, to reflect conforming changes nec-
essary due to the issuance of SSAE No. 18.]

.24 In addition to the representations required by paragraph .28 of AT-C
section 215, a practitioner may request other representations from manage-
ment depending on the specific nature of the engagement. For the engagement
addressed in this SOP, they ordinarily include the following representations
from management:

• A statement that there have been no errors or fraud that might in-
dicate that the carrier is not in compliance with the requirements
of NJAC 11:22-1

• A statement that management has responded fully to all inquiries
made by the practitioner during the engagement

[Paragraph added, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]

.25 If management refuses to provide one or more of the written represen-
tations requested by the practitioner, the practitioner should

a. discuss the matter with the appropriate party(ies);
b. reevaluate the integrity of those from whom the representations

were requested or received and evaluate the effect, if any, on the
engagement; and

c. if any of the matters are not resolved to the practitioner's satis-
faction, take appropriate action, which include withdrawing from
the engagement or determining the effect on the practitioner's re-
port.

[Paragraph added, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]

.26 An illustrative representation letter is presented in appendix C (para-
graph .32), "Illustrative Management Representation Letter," of this SOP. For
additional information regarding management's written representations in an
agreed-upon procedures engagement, paragraphs .28.32 and .A30.A33 of AT-C
section 215. [Paragraph renumbered and revised, April 2017, to reflect conform-
ing changes necessary due to the issuance of SSAE No. 18.]

Restriction on the Performance of Procedures
.27 As previously stated, a practitioner should not agree to eliminate any

of the procedures presented in appendix B (paragraph .31) of this SOP. If cir-
cumstances impose restrictions on the performance of the agreed-upon proce-
dures, the practitioner should attempt to obtain agreement from the specified
users for modification of the agreed-upon procedures presented in appendix B
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(paragraph .31) of this SOP. When such agreement cannot be obtained, the prac-
titioner should describe the restriction(s) on the performance of procedures in
his or her report or withdraw from the engagement. [Paragraph renumbered,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

Dating the Report
.28 The date of completion of the agreed-upon procedures should be used

as the date of the practitioner's report. [Paragraph renumbered, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

Effective Date
.29 This SOP is effective upon issuance and is applicable only to agreed-

upon procedures engagements that report on annual claims prompt payment
reports as required by the NJAC. [Paragraph renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]
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.30

Appendix A—Illustrative Agreed-Upon Procedures
Report
The following is an illustrative agreed-upon procedures report based on the
guidance in AT-C section 215, Agreed-Upon Procedures Engagements.

Independent Accountant's Report
on Applying Agreed-Upon Procedures

To the Management of ABC Carrier:

We have performed the applicable procedures enumerated in the American In-
stitute of Certified Public Accountants' Statement of Position (SOP) 02-1, Per-
forming Agreed-Upon Procedures Engagements That Address Annual Claims
Prompt Payment Reports as Required by the New Jersey Administrative Code,
which were agreed to by ABC Carrier and the New Jersey Department of Bank-
ing and Insurance (the department), and address compliance with the reporting
requirements of New Jersey Administrative Code, Title 11, Chapter 22, Sub-
chapter 1 (NJAC 11:22-1.9) for Appendix B 20XX Annual Report (Exhibit I) for
the year ended December 31, 20XX. Management of ABC Carrier is responsi-
ble for compliance with the requirements of NJAC 11:22-1. The sufficiency of
these procedures is solely the responsibility of ABC Carrier and the depart-
ment. Consequently, we make no representation regarding the sufficiency of
the procedures described in the attached Appendix either for the purpose for
which this report has been requested or for any other purpose.

The procedures performed and the findings are included in the attached Ap-
pendix.

This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public
Accountants. We were not engaged to and did not conduct an examination or
review, the objective of which would be the expression of an opinion or conclu-
sion, respectively, on ABC Carrier's compliance with the requirements of NJAC
11:22-1 for the year ended December 31, 20XX. Accordingly, we do not express
such an opinion or conclusion. Had we performed additional procedures, other
matters might have come to our attention that would have been reported to
you.

This report is intended solely for the information and use of the management
of ABC Carrier and the State of New Jersey Department of Banking and In-
surance, and is not intended to be and should not be used by anyone other than
these specified parties.

[Signature]

[Date]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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.31

Appendix B—Agreed-Upon Procedures That Address
Annual Claims Prompt Payment Reports as Required
by the New Jersey Administrative Code

Findings

Procedures
No

Exception Exception N/A

The following procedures were applied to the ABC
Carrier's 20XX Appendix B annual claims prompt
payment report.

We obtained supporting documentation used by
management to prepare the Annual New Jersey
Prompt Payment Report, and for each of the five
categories (physician, dental, other health care
professional, hospital, or other health care facilities),
where applicable, compared the number of claims
and the amount of claims for each quarter and the
annual period from the supporting documentation
used by management to prepare the Annual New
Jersey Prompt Payment Report to the following
columns of the report:

∙ Total claims
∙ Denied ineligible
∙ Denied document
∙ Denied coding/enrollment
∙ Denied for amount
∙ Time limit special
∙ Time limit other
∙ Denied referred fraud
∙ Interest paid
∙ Interest amount paid
∙ Total paid

We selected 10 percent of the claims from ABC
Carrier's supporting documentation used by
management to prepare the Annual New Jersey
Prompt Payment Report, with the selections
distributed throughout the year. If 10 percent of the
claims exceeded 50, then the number of items
selected was limited to 50. If 10 percent of the claims
resulted in less than 10 claims, then the number of
items selected was 10, and for each item selected we:

1. Compared the following information to ABC
Carrier's claim payment system:

∙ Paid amount
∙ Claim finalization or payment date
∙ Claim received date
∙ Denial code
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Findings

Procedures
No

Exception Exception N/A

∙ Claim category (physician, dental, other
health care professional, hospital, or
other health care facilities)

2. Compared the following information to the
original claim information submissions:

∙ Date received
∙ Amount billed
∙ Category (physician, dental, other

health care professional, hospital, or
other health care facilities)

3. Noted whether, per ABC Carrier's member
records, original claim information submission, or
both, the claim related to a policy issued in the
state of New Jersey

4. If a selected claim was denied, compared denial
reason indicated in ABC Carrier's claims system
records to supporting documentation used by
management to prepare the Annual New Jersey
Prompt Payment Report

5. If a selected claim is a "clean claim," as defined
in NJAC 11:22-1.2, and as determined by ABC
Carrier, recalculated the amount of interest paid
on the selected claim in accordance with the
requirements of NJAC 11:22-1.5

We selected 10 claims from ABC Carrier's
primary claims system, with the selections
distributed throughout the year, and for each
item selected, traced the selected claims covered
under New Jersey contracts to the supporting
documentation used by management to prepare
the Annual New Jersey Prompt Payment Report.

We proved the arithmetic accuracy of ABC
Carrier's 20XX Appendix B annual claims
prompt payment report.

Description of Exceptions if Any

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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.32

Appendix C—Illustrative Management Representation
Letter
[ABC Carrier's Letterhead]

[Date]

[CPA Firm's Name and Address]

In connection with your engagement to apply the agreed-upon procedures enu-
merated in the American Institute of Certified Public Accountants' Statement
of Position (SOP) 02-1, Performing Agreed-Upon Procedures Engagements That
Address Annual Claims Prompt Payment Reports as Required by the New Jersey
Administrative Code, which were agreed to by ABC Carrier and the New Jer-
sey Department of Banking and Insurance, and address compliance with the
requirements of New Jersey Administrative Code, Title 11, Chapter 22, Sub-
chapter 1 (NJAC 11:22-1.9), for Appendix B 20XX Annual Report (Exhibit I)
for the period from January 1, 20XX through December 31, 20XX, we confirm,
to the best of our knowledge and belief, the following representations made to
you during your engagement:

1. We complied with the requirements of NJAC 11:22-1 during the
year ended December 31, 20XX,

2. All known matters contradicting ABC Carrier's compliance with
the requirements of NJAC 11:22-1 or our assertion about ABC
Carrier's compliance with NJAC 11:22-1 and any communication
from regulatory agencies or others affecting ABC Carrier's com-
pliance with the requirements of NJAC 11:22-1, ABC Carrier's an-
nual claims prompt payment reports, or management's assertion
about ABC Carrier's compliance with NJAC 11:22-1 have been
disclosed to you, including communications received between the
end of the period addressed in our written assertion and the date
of your report

3. We are responsible for

• ABC Carrier's compliance with the requirements of NJAC
11:22-1, for the information in ABC Carrier's annual
claims prompt payment report, and for our assertion
about ABC Carrier's compliance with NJAC 11:22-1.

• selecting the criteria, when applicable; and

• determining that such criteria are appropriate for our
purposes.

4. We have provided you with access to all records relevant to ABC
Carrier's compliance with the requirements of NJAC 11:22-1,
ABC Carrier's annual claims prompt payment reports, and the
agreed-upon procedures.

5. We have disclosed to you [matters as the practitioner deems ap-
propriate, for example,

• any communications from regulatory agencies relating to
the carrier's annual claims prompt payment report

• all known matters contradicting the information in the
carrier's annual claims prompt payment report]
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6. During the year ended December 31, 20XX, there have been no
errors or fraud that would indicate that ABC Carrier is not in
compliance with the requirements of NJAC 11:22-1.

7. We have responded fully to all inquiries made to us by you during
the engagement.

To the best of our knowledge and belief, no events have occurred subsequent
to December 31, 20XX, and through the date of this letter that would require
adjustment to or modification of the findings of the agreed-upon procedures.

[Signature]

[Title]

[Signature]

[Title]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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AUD Section 35

Statement of Position 04-1 Auditing the
Statement of Social Insurance

November 22, 2004

NOTICE TO READERS
This AICPA Statement of Position (SOP) is currently undergoing sig-
nificant revision by a task force of the Auditing Standards Board to

• reflect the provisions of Statement of Federal Financial Ac-
counting Standards (SFFAS) 36, Reporting Comprehensive
Long-Term Fiscal Projections for the U.S. Government, which
requires that a financial projection be presented as required
supplemental information in the consolidated financial report
of the U.S. Government for years 2010, 2011, and 2012, after
which time the financial projection becomes a basic financial
statement;

• reflect the requirements and guidance in AT section 301, Fi-
nancial Forecasts and Projections; and

• expand the scope of the SOP to include the projection required
by SFFAS 36 and perhaps other long-term projections.

As part of this revision, the task force is also reflecting the conform-
ing changes necessary due to the issuance of Statement on Auditing
Standards Nos. 122126. The revisions to this SOP will be reflected in a
subsequent update of AICPA Technical Practice Aids.

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA Social Insurance Task Force to provide guidance regarding the
audits of statements of social insurance prepared in accordance with
the standards of the Federal Accounting Standards Advisory Board
(FASAB). Audits of federal government agencies are also governed by
Government Auditing Standards (the Yellow Book) and applicable Of-
fice of Management and Budget (OMB) guidance.
This SOP is recognized as an interpretive publication as defined in
AU-C section 200, Overall Objectives of the Independent Auditor and
the Conduct of an Audit in Accordance With Generally Accepted Audit-
ing Standards. Interpretive publications are recommendations on the

(continued)
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application of generally accepted auditing standards (GAAS) in specific
circumstances, including engagements for entities in specialized indus-
tries.
An interpretive publication is issued under the authority of the AICPA
Auditing Standards Board (ASB) after all ASB members have been pro-
vided an opportunity to consider and comment on whether the proposed
interpretive publication is consistent with GAAS. The members of the
ASB have found this SOP to be consistent with existing GAAS.
Although interpretive publications are not auditing standards, AU-C
section 200 requires the auditor to consider applicable interpretive pub-
lications in planning and performing the audit because interpretive
publications are relevant to the proper application of GAAS in specific
circumstances. If the auditor does not apply the auditing guidance in an
applicable interpretive publication, the auditor should document how
the requirements of GAAS were complied with in the circumstances
addressed by such auditing guidance.

Introduction

.01 The Federal Accounting Standards Advisory Board (FASAB) estab-
lishes accounting standards for reporting information about the following social
insurance programs:

a. Old-Age Survivors and Disability Insurance (OASDI or Social Se-
curity)

b. Medicare ([Hospital Insurance [HI] and Medicare Supplementary
Medical Insurance [SMI])

c. Railroad Retirement benefits
d. Black Lung benefits
e. Unemployment Insurance

.02 FASAB standards require the financial statements of the federal agen-
cies responsible for the Social Security, Medicare, Railroad Retirement, and
Black Lung programs and the financial statements of the federal government-
wide entity to present a statement of social insurance as a basic financial state-
ment. FASAB standards require these agencies and the government-wide en-
tity to report:

a. The estimated present value of the income to be received from
or on behalf of the following groups during a projection 1 period
sufficient to illustrate the long-term sustainability of the social
insurance programs:

(1) Current participants who have not yet attained retirement
age

(2) Current participants who have attained retirement age

1 The AICPA Guide Prospective Financial Information (guide) defines the term projection and
differentiates it from the term forecast. In this Statement of Position (SOP), the term projection is
used in its generic sense, as it is used in standards issued by the Financial Accounting Standards
Advisory Board (FASAB) and the federal agencies that administer social insurance programs. The
use of the term projection in this SOP is not intended to suggest that information presented in the
statement of social insurance is a projection as defined in the guide or that the provisions of the guide
would apply to the audit of the statement of social insurance.
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(3) Individuals expected to become participants
b. The estimated present value of the benefit payments to be made

during that same period to or on behalf of the groups listed in
item a

c. The estimated net present value of the cash flows during the pro-
jection period (the income described in item a over the expendi-
tures described in item b, or the expenditures described in item b
over the income described in item a)

d. In notes to the statement of social insurance:
(1) The accumulated excess of all past cash receipts, including

interest on investments, over all past cash disbursements
within the social insurance program represented by the
fund balance at the valuation date

(2) An explanation of how the net present value referred
to in item c is calculated for the closed group 2 (Para-
graph 27(3)(i) of Statement of Federal Financial Account-
ing Standards [SFFAS] No. 17, Accounting for Social In-
surance, identifies the information to be included in this
explanation.)

(3) Comparative financial information for items a, b, c, and
d(1) for the current year and for each of the four preceding
years

(4) The significant assumptions used in preparing the esti-
mates

.03 The income, expenditures, and net present value of cash flows recog-
nized in the statement of social insurance differ from traditional concepts of
income and expenditures for retirement and health benefit programs. Finan-
cial reporting for social insurance programs includes estimates of income and
expenditures not only for current program participants but also for individuals
expected to become participants in social insurance programs in the future. In
paragraphs 26–28 of the basis for conclusions section of SFFAS No. 25, Reclas-
sification of Stewardship Responsibilities and Eliminating the Current Services
Assessment, FASAB acknowledges this difference and explains why the recog-
nition of such amounts is essential to the fair presentation of federal financial
statements:

26. The Board believes that the SOSI [statement of social insurance] should be
treated as a basic financial statement because it is essential to fair presentation
and is important to achieve the objectives of federal financial reporting. The re-
lated stewardship objectives include helping users to assess the impact on the
country of the Government's activities, determine whether the Government's fi-
nancial position improved or deteriorated over the period, and predict whether
future budgetary resources will likely be sufficient to sustain public services
and meet obligations as they come due. In that regard, the multi-trillion dol-
lar obligations associated with Social Insurance over the next 75 years could
significantly exceed the largest liabilities currently recognized in the U.S. Gov-
ernment Balance Sheet.

27. The Board acknowledges that there is great uncertainty inherent in long
term projections, but believes that if the uncertainty is suitably disclosed—as
is required by SFFAS 17—it need not preclude designating the information as

2 The closed group is defined as those persons who, as of a valuation date, are participants in a
social insurance program as beneficiaries, covered workers, or payers of earmarked taxes or premiums.
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a basic financial statement, essential for fair presentation in conformity with
GAAP...

28. Even within the context of historical financial reporting, the Board notes
that accrual-basis "historical" financial statements include many measure-
ments that involve assumptions about the future. The distinction between re-
porting on the financial effects of events that have occurred and the effects of
future events depends, obviously, upon the definition of the event. The informa-
tion required by SFFAS 17 reports on the financial effects of existing law and
demographic conditions and assumptions, just as the pension obligation at a
point in time is based on existing conditions. In that sense, Social Insurance in-
formation can be viewed as reflecting events that have occurred and, therefore,
as "historical."

Applicability
.04 This Statement of Position (SOP) provides guidance to auditors in au-

diting the statement of social insurance for the following social insurance pro-
grams:

a. Old-Age Survivors and Disability Insurance (OASDI or Social Se-
curity)

b. Medicare (Hospital Insurance [HI] and Medicare Supplementary
Medical Insurance [SMI])

c. Railroad Retirement benefits
d. Black Lung benefits

As permitted by AU section 543, Part of Audit Performed by Other Independent
Auditors, a principal auditor may fulfill the requirements of this SOP by us-
ing work that other independent auditors have performed in conformity with
the provisions of this SOP. For example, for the OASDI program, the auditor
of the federal government-wide financial statements may use the work and re-
port of the auditor of the Social Security Administration's statement of social
insurance.

Management’s Responsibilities
.05 The agency's management (management) is responsible for preparing

the statement of social insurance and the estimates underlying it in confor-
mity with generally accepted accounting principles. In doing so, management
must determine its best estimate 3 of the economic and demographic conditions
that will exist in the future. Because estimates in the statement of social insur-
ance are based on subjective as well as objective factors, management must use
judgment to estimate amounts included in the statement of social insurance.
Management's judgment ordinarily is based on its knowledge and experience
about past and current events and its assumptions about conditions it expects
to exist. Management is responsible for the accuracy and completeness of the
statement of social insurance.

3 Paragraph 25 of FASAB Statement of Federal Financial Accounting Standards (SFFAS) No.
17, Accounting for Social Insurance, states, in part, "The projections and estimates used should be
based on the entity's best estimates of demographic and economic assumptions, taking each factor
individually and incorporating future changes mandated by current law." Certain agencies prepare
social insurance information using assumptions prepared by a board of trustees. Auditors should con-
sider such assumptions to represent the agency's "best estimates" if the trustees have characterized
them as such, and agency management has determined them to be reasonable. With respect to these
assumptions, the auditor should perform audit procedures that are consistent with the guidance in
paragraphs .09–.35 of this SOP.
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Preparing Social Insurance Estimates
.06 Management is responsible for preparing the estimates underlying the

statement of social insurance. That process ordinarily consists of:

a. Identifying the relevant factors that may affect the estimates
b. Developing assumptions that represent management's best esti-

mate of circumstances and events with respect to the relevant
factors

c. Accumulating relevant, sufficient, and reliable data on which to
base the estimates

d. Determining the estimated amounts based on assumptions and
other relevant factors

e. Determining that the estimates are presented in conformity with
generally accepted accounting principles and that disclosure is
adequate

Conceptual Model

Figure 1: Elements of the Process of Developing Social Insurance Es-
timates

.07 Figure 1, "Elements of the Process of Developing Social Insurance Esti-
mates," is a conceptual model depicting the elements of the process that results
in the statement of social insurance. It is not intended to depict the 4 actual

4 Office of Management and Budget (OMB) Circular No. A-123, Management Accountability and
Control, section II, "Establishing Management Controls," states, in part, "...documentation for trans-
actions, management controls, and other significant events must be clear and readily available for
examination."
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process used by an organization to develop the statement of social insurance.
With the assistance of internal and external specialists, management considers,
identifies, and documents factors, assumptions, and data that serve as input to
a model for developing estimates. The factors, data, assumptions, and models
used to develop the statement of social insurance are closely interrelated and
may not be separable. Following are definitions of the terms used in figure 1:

a. Factors. The elements or variables that affect income or expen-
ditures for a program and for which data must be gathered and
assumptions must be generated, for example, legal, economic, and
demographic factors. An example of a factor is the number of in-
dividuals reaching age 65 in a specific year.

b. Assumptions. Expectations about what will happen in the future.
An example of an assumption is that there will be a 1 percent
increase in the number of women working outside the home in
each of the next five years. An assumption is expressed as a value
or direction assigned to a factor.

c. Data. Organized factual information used for analysis or to make
decisions. An example is census data and classifications of that
data, such as the population classified by sex or age. Data may be
developed within the entity that prepares the statement of social
insurance or it may come from sources outside the entity.

d. Models. Methods or formulas for mathematically expressing how
the assumptions and data relate to each other. For example, a
model might indicate that a 1 percent decline in the birth rate
in a given year will result in a 0.2 percent decrease in social in-
surance income and benefit payments 10 years later. A model is
a set of coded instructions, rules, or procedures used to perform a
desired sequence of events or to obtain a result. Typically, models
are developed by using various computer applications.

e. Estimates. The amounts or valuations that result after processing
the factors, data, and assumptions in a model. These estimates
will be used in preparing the statement of social insurance.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature.]

Designing and Implementing Internal Control
Related to Estimates

.08 Controls that are designed and implemented in a manner consistent
with Standards for Internal Control in the Federal Government issued by the
Government Accountability Office help ensure the accuracy and completeness
of the statement of social insurance. An entity's internal control may reduce
the likelihood of material misstatements of financial statement assertions in-
volving estimates. Among the aspects of internal control that are relevant to
the process of developing estimates are the following:

a. Management communication of the need for proper estimates
b. Accumulation of relevant, sufficient, and reliable data on which

to base accounting estimates
c. Preparation of the estimates by qualified personnel
d. Adequate review and approval of the estimates by appropriate

levels of authority, for example:
(1) Review of the sources of the relevant factors
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(2) Review of the process used to develop assumptions

(3) Review of the reasonableness of the assumptions and re-
sulting estimates

(4) Consideration of the need to use the work of specialists

(5) Consideration of changes in previously established meth-
ods for developing estimates

e. Comparison of prior estimates with actual subsequent results to
assess the reliability of the process and models used to develop
the estimates

f. Appropriate general and application controls related to computer-
based models used in the calculation of estimates included in the
statement of social insurance

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature.]

The Auditor’s Responsibility
.09 Paragraph .10 of AU section 342, Auditing Accounting Estimates,

states that the auditor should obtain an understanding of how management
developed the estimate. Based on that understanding, the auditor should use
one or a combination of the following approaches to evaluate the reasonable-
ness of an estimate:

a. Review and test the process used by management to develop the
estimate.

b. Develop an independent expectation of the estimate to corrobo-
rate the reasonableness of management's estimate.

c. Review subsequent events or transactions occurring prior to the
date of the auditor's report.

In auditing the statement of social insurance, if controls over the estimation
process are effective, the most practicable and efficient approach may be to
review and test the process used by management. However, if the auditor finds
that controls over the estimation process are ineffective, the auditor should
consider whether it is practicable to:

• Develop an independent expectation of the estimate, or portions of the
estimate, to corroborate management's estimate

or

• Obtain sufficient appropriate audit evidence from outside the audited
agency's process that would support the assertions in the statement of
social insurance.

If it is not practicable to mitigate the effects of the ineffective controls through
substantive procedures such as these, the auditor's report on the statement of
social insurance should be modified. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature.]

.10 The auditor's objective when auditing the statement of social insur-
ance is to obtain sufficient appropriate audit evidence to provide reasonable
assurance that:

a. The estimates presented in the statement of social insurance are
reasonable in the circumstances.
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b. The statement of social insurance is presented fairly, in all ma-
terial respects, in conformity with generally accepted accounting
principles, including adequate disclosure.

Paragraphs .11–.43 of this SOP describe how the auditor achieves this objec-
tive. As discussed in footnote 9 of paragraph .19, if the auditor does not possess
the level of competence in actuarial science to qualify as an actuary, it is neces-
sary for the auditor to obtain the services of an independent actuary 5 to assist
the auditor in planning and performing auditing procedures. Generally, the au-
ditor will need the assistance of an independent actuary in performing various
procedures during all phases of the audit and related to all elements of the esti-
mates. [Revised, June 2009, to reflect conforming changes necessary due to the
issuance of recent authoritative literature.]

Obtaining an Understanding of the Entity and Its Environment,
Including Its Internal Control

.11 AU section 314, Understanding the Entity and Its Environment and As-
sessing the Risks of Material Misstatement, requires the auditor to obtain a suf-
ficient understanding of the entity and its environment, including its internal
control, to assess the risk of material misstatement of the financial statements
whether due to error or fraud, and to design the nature, timing, and extent of
further audit procedures. [Paragraph added, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature.]

.12 The procedures the auditor performs to obtain the required under-
standing are known as risk assessment procedures. In an audit of the statement
of social insurance, the auditor's risk assessment procedures should include

a. obtaining knowledge about the agency and its environment in-
cluding the following matters:

(1) The agency's program and its operations including rel-
evant laws and regulations governing the program that
have a direct and material effect on the statement of so-
cial insurance (paragraphs .13–.14)

(2) The agency's process for developing, evaluating, and in-
corporating estimates in the statement of social insurance
(paragraph .15)

(3) The work performed by the agency's actuary (paragraphs
.16–.20)

(4) The work performed and findings reported by any exter-
nal review groups that have been commissioned by the

5 The actuary can either be under contract with the audit firm or employed by the audit firm. In
either case, the actuary performing services for the audit firm would need to meet the independence
standards of generally accepted governmental auditing standards (GAGAS), which are applicable to
audits of statements of social insurance. For example, for actuaries under contract with the audit
firm, the auditor should determine whether the actuary's firm is independent of the agency being
audited and then assess the actuary's ability to impartially perform the work and report results. In
conducting this assessment, the auditor should provide the actuary with the GAGAS independence
requirements and obtain representations from the actuary regarding his or her independence from the
audited entity. For actuaries employed by the audit firm, the independence requirements are the same
as those for auditors. Paragraphs 3.06–.18 of chapter 3, "General Standards," Government Auditing
Standards: 2003 Revision (GAO-03-673G) describe applicable independence requirements.
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agency, an appropriate advisory board, or the trustees 6

(paragraph .21).
b. considering materiality (paragraphs .22–.23).
c. obtaining an understanding of the agency's internal control as

it relates to the preparation of the statement of social insurance
(paragraphs .24–.27).

d. assessing the risk of material misstatement of the financial state-
ments (paragraphs .28–.29). 7

e. performing further audit procedures (paragraphs .30–.35).
[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

Obtaining Knowledge About the Agency’s Program and Its Operations
.13 Relevant knowledge about the program and its operations includes the

following:

a. The nature of the program's activities
b. The source of its funding
c. Who the beneficiaries are

[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

.14 An important aspect of the program and its operations are the laws
and regulations governing the program that may have a direct and material
effect on amounts reported as social insurance income and expenditures. To
obtain the laws and regulations governing the operation of the social insurance
program, the auditor may request them from agency management. Through
inquiry of management, the auditor may obtain information about

a. the laws and regulations that significantly affect the determina-
tion of amounts included in the statement of social insurance and

b. how management has given effect to changes in laws and to new
regulations published in final form in determining future social
insurance income and expenditures.

[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

Obtaining Knowledge About the Agency’s Process for Developing,
Evaluating, and Incorporating Estimates in the Statement of Social
Insurance

.15 The auditor should obtain knowledge about the agency's process for
developing, evaluating, and incorporating estimates in the statement of social

6 Certain social insurance programs are overseen by a board of trustees. For example, the Social
Security Act establishes a board of trustees to oversee the financial operations of the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal Disability Insurance Trust Fund. The board is
composed of six members, four of whom serve automatically by virtue of their positions in the federal
government: the Secretary of the Treasury (the managing trustee), the Secretary of Labor, the Secre-
tary of Health and Human Services, and the Commissioner of Social Security. The other two members
are appointed by the President and confirmed by the Senate to serve as public representatives.

7 The auditor generally would conclude that inherent risk is high for assertions about estimates
in the statement of social insurance because of the complexity of such estimates and the need for
significant judgment in preparing them. Other factors that may affect inherent risk in auditing the
statement of social insurance include the political climate surrounding social insurance programs,
budget limitations, and economic conditions.
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insurance. Procedures the auditor may perform to obtain that knowledge in-
clude the following:

a. Making inquiries of management; individuals responsible for ini-
tiating, processing, or recording estimates; and internal and ex-
ternal specialists with expertise in relevant subject matter, such
as actuarial science, economics, and law.

b. Reading entity or nonentity documents and records used to pre-
pare the statement of social insurance, as well as the agency's
documentation of the process for preparing the statement of so-
cial insurance.

c. Observing entity activities and operations used to prepare the
statement of social insurance, such as transferring data from a
tabulation report to a computerized application.

[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

Obtaining Knowledge About the Work Performed by the Agency’s Actuary
.16 Information presented in the statement of social insurance ordinarily

is determined on the basis of an actuarial valuation of the program performed
or reviewed by the agency's actuary, using data received from sources inside
and outside the agency, and actuarial techniques. Paragraph .12 of AU section
336, Using the Work of a Specialist, states the following:

The auditor should (a) obtain an understanding of the methods and assump-
tions used by the specialist, (b) make appropriate tests of data provided to the
specialist, taking into account the auditor's assessment of control risk, and (c)
evaluate whether the specialist's findings support the related assertions in the
financial statements.

[Paragraph renumbered, June 2009, to reflect conforming changes necessary
due to the issuance of recent authoritative literature.]

.17 The auditor's qualifications do not encompass actuarial science or the
complexities of probability and longevity associated with social insurance in-
come and expenditures. The auditor may have a general awareness and un-
derstanding of actuarial concepts and practices; however, he or she does not
purport to act in the capacity of an actuary. The auditor, therefore, should fol-
low the guidance in AU section 336 to obtain assurance regarding the work of
an actuary on such matters as program income and benefit payments. [Para-
graph renumbered, June 2009, to reflect conforming changes necessary due to
the issuance of recent authoritative literature.]

.18 An audit of the statement of social insurance requires cooperation and
coordination between the auditor and the actuary. The auditor uses the work
of the actuary as an audit procedure to obtain sufficient appropriate audit ev-
idence; the auditor does not merely rely on the report of an actuary. Although
the appropriateness and reasonableness of the methods and assumptions used,
as well as their application, are within the expertise of the actuary, the audi-
tor does not divide responsibility with the actuary for his or her opinion on the
financial statements taken as a whole. Thus, the auditor should satisfy him-
self or herself as to the professional qualifications and reputation of the actu-
ary as well as the actuary's objectivity, and should obtain an understanding of
the actuary's methods and assumptions, test data provided to the actuary, and
consider whether the actuary's findings support the related representations in
the financial statements. [Paragraph renumbered and revised, June 2009, to
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reflect conforming changes necessary due to the issuance of recent authorita-
tive literature.]

.19 If the actuary who has prepared or reviewed the actuarial valuation
of the social insurance program was engaged by the agency administering that
program, it is necessary for the auditor to obtain the services of an independent
actuary 8 to assist the auditor in performing auditing procedures that assess
the agency actuary's methods, assumptions, and estimates, and aid the auditor
in determining whether the agency actuary's findings are not unreasonable in
the circumstances. 9 Government Auditing Standards, which are applicable to
audits of statements of social insurance, provide independence requirements
and examples of personal, external, and organizational impairments to inde-
pendence. [Paragraph renumbered, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

.20 The auditor should document (a) the specific audit procedures that
were performed with the assistance of an independent actuary, and the re-
lated findings and conclusions, (b) the relationship between the procedures per-
formed with the assistance of an independent actuary and the auditor's assess-
ments of audit risk and materiality, and (c) all other significant matters related
to the objectives and scope of the independent actuary's work, including any
limitations on the independent actuary's procedures. [Paragraph renumbered,
June 2009, to reflect conforming changes necessary due to the issuance of recent
authoritative literature.]

Obtaining Knowledge About the Work Performed
by External Review Groups

.21 In some cases, the agency responsible for the preparation of the state-
ment of social insurance or the program's trustees may commission the services
of an external review group comprising technical experts in relevant fields to
review the factors, assumptions, data, estimates, and models used to prepare
the statement of social insurance. In many instances, individuals assigned to
perform these reviews are recognized authorities in their respective fields of
study. Because of the nature of these external review groups and the qualifica-
tions of the individuals typically assigned to them, information about the work
performed by the external review group, how its findings are communicated to
the agency, and how the agency has responded to these findings are relevant
to an audit of the statement of social insurance. 10 See paragraph A-18c of the
appendix of this SOP, entitled "Illustrative Controls and Audit Procedures," for
examples of inquiries the auditor may make of management to obtain knowl-
edge about the work performed by external review groups. [Paragraph renum-
bered and revised, June 2009, to reflect conforming changes necessary due to
the issuance of recent authoritative literature.]

8 See footnote 5.
9 Although paragraph .11 of AU section 336, Using the Work of a Specialist, does not preclude

the auditor from using the work of a specialist who is related to the client, because of the significance
of the estimates of income and expenditures to the statement of social insurance, and the complexity
and subjectivity involved in developing such estimates, auditing estimates in the statement of social
insurance requires the use of an outside actuary, that is, an actuary who is not employed or managed
by the agency. If the auditor has the requisite knowledge and experience in actuarial science, the
auditor may serve as the actuary. If the auditor does not possess the level of competence in actuarial
science to qualify as an actuary, the auditor should use the work of an independent outside actuary.

10 Although reviews by external review groups may not be conducted annually, in auditing the
statement of social insurance the auditor should obtain and review the most recent report of such
external review groups.
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Considering Materiality
.22 The auditor's determination of materiality is a matter of professional

judgment and is influenced by the auditor's perception of the needs of users
of financial statements. Materiality judgments are made in light of surround-
ing circumstances and necessarily involve both quantitative and qualitative
considerations. Auditors should design audit procedures to obtain reasonable
assurance of detecting misstatements that, either individually or when aggre-
gated with other misstatements, could be material to the financial statements
taken as a whole. Auditors should exercise due professional care when setting
the materiality base, carefully assessing the information gained from risk as-
sessment procedures and the needs of users of the financial statements. [Para-
graph renumbered and revised, June 2009, to reflect conforming changes nec-
essary due to the issuance of recent authoritative literature.]

.23 For certain federal agencies, amounts reported in the statement of so-
cial insurance may vary significantly from the amounts reported in the other
basic financial statements, or may differ significantly on a qualitative basis. In
such cases, it may not be appropriate to establish a single materiality threshold
for the entire set of financial statements. Instead, the auditor should consider
using a separate materiality level when planning and performing the audit of
the statement of social insurance and related disclosures. [Paragraph renum-
bered, June 2009, to reflect conforming changes necessary due to the issuance
of recent authoritative literature.]

Obtaining an Understanding of the Agency’s Internal Control
.24 AU section 314 defines internal control as a process—effected by those

charged with governance, an entity's board of directors, management, and other
personnel—designed to provide reasonable assurance regarding the achieve-
ment of the entity's objectives with regard to (a) reliability of financial report-
ing, (b) effectiveness and efficiency of operations, and (c) compliance with ap-
plicable laws and regulations. [Paragraph renumbered and revised, June 2009,
to reflect conforming changes necessary due to the issuance of recent authori-
tative literature.]

.25 In auditing the statement of social insurance, the auditor should obtain
a sufficient understanding of the agency's internal control by performing risk
assessment procedures to evaluate the design of the agency's controls relevant
to an audit of the statement of social insurance and to determine whether those
controls have been implemented. The auditor should use this knowledge to

a. identify types of potential misstatements.

b. consider factors that affect the risks of material misstatement.

c. design tests of controls, when applicable, and substantive proce-
dures.

[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

[.26] [Paragraph renumbered and deleted, June 2009, to reflect conform-
ing changes necessary due to the issuance of recent authoritative literature.]

.27 Internal control consists of the following five interrelated components:

a. Control environment sets the tone of an organization, influenc-
ing the control consciousness of its people. It is the foundation for
all other components of internal control, providing discipline and
structure.
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b. Entity's risk assessment is the entity's identification and analysis
of relevant risks to achievement of its objectives, forming a basis
for determining how the risks should be managed.

c. Information and communication systems support the identifica-
tion, capture, and exchange of information in a form and time
frame that enable people to carry out their responsibilities.

d. Control activities are the policies and procedures that help ensure
that management directives are carried out.

e. Monitoring is a process that assesses the quality of internal con-
trol performance over time.

Ordinarily, controls that are relevant to an audit pertain to the entity's objective
of preparing financial statements that are fairly presented in conformity with
generally accepted accounting principles. [Paragraph renumbered and revised,
June 2009, to reflect conforming changes necessary due to the issuance of recent
authoritative literature.]

Assessing the Risks of Material Misstatement
.28 Using the information gained from the auditor's risk assessment proce-

dures, the auditor should identify and assess the risks of material misstatement
for assertions in the statement of social insurance. [Paragraph renumbered and
revised, June 2009, to reflect conforming changes necessary due to the issuance
of recent authoritative literature.]

.29 The risk of material misstatement of estimates ordinarily varies with
the complexity and subjectivity of the process, the availability and reliability of
the relevant data, the number and significance of assumptions that are made,
and the degree of uncertainty associated with the assumptions. [Paragraph
added, June 2009, to reflect conforming changes necessary due to the issuance
of recent authoritative literature.]

Performing Further Audit Procedures
.30 The auditor should design further audit procedures, including tests of

the operating effectiveness of controls, where relevant or necessary, and sub-
stantive procedures, whose nature, timing, and extent are responsive to the
assessed risks of material misstatement at both the financial statement and
the relevant assertion level. [Paragraph added, June 2009, to reflect conform-
ing changes necessary due to the issuance of recent authoritative literature.]

[.31] [Paragraph renumbered and deleted, June 2009, to reflect conform-
ing changes necessary due to the issuance of recent authoritative literature.]

.32 AU section 318, Performing Audit Procedures in Response to Assessed
Risks and Evaluating the Audit Evidence Obtained, states that the auditor
should perform tests of controls when the auditor's risk assessment includes
an expectation of the operating effectiveness of controls or when substantive
procedures alone do not provide sufficient appropriate audit evidence at the
relevant assertion level. However, when auditing the statement of social in-
surance, the complexity and subjectivity of the estimates, the volume of data
involved, and the importance of controls ordinarily would make performing
only substantive tests an ineffective strategy. 11 [Paragraph renumbered and

11 OMB Bulletin No. 01-02 states that "For those internal controls that have been properly de-
signed and placed in operation, the auditor shall perform sufficient tests to support a low assessed
level of control risk."
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revised, June 2009, to reflect conforming changes necessary due to the issuance
of recent authoritative literature.]

[.33] [Paragraph renumbered and deleted, June 2009, to reflect conform-
ing changes necessary due to the issuance of recent authoritative literature.]

[.34] [Paragraph renumbered and deleted, June 2009, to reflect conform-
ing changes necessary due to the issuance of recent authoritative literature.]

.35 As indicated in paragraph .09 of this SOP, in evaluating the reason-
ableness of the estimates in the statement of social insurance, the auditor pri-
marily reviews and tests the process used by management. The appendix of
this SOP contains examples of

a. procedures the auditor performs to obtain knowledge about the
agency's process for developing, evaluating, and incorporating es-
timates in the statement of social insurance.

b. controls that are relevant to an agency's preparation of the state-
ment of social insurance. (The auditor should obtain an under-
standing of the design of such controls and determine whether
they have been placed in operation.)

c. procedures the auditor performs to test controls, assess control
risk, and test assertions in the statement of social insurance.

[Paragraph added, June 2009, to reflect conforming changes necessary due to
the issuance of recent authoritative literature.]

Testing the Work of the Agency’s Actuary
.36 When auditing estimates and considering the related factors, assump-

tions, data, and models, the auditor should obtain the services of an actuary in
accordance with AU section 336. 12 [Paragraph renumbered, June 2009, to re-
flect conforming changes necessary due to the issuance of recent authoritative
literature.]

.37 With respect to the actuarial present value of amounts reported in the
statement of social insurance, the auditor, in following the guidance in AU sec-
tion 336, should

a. read the agency actuary's actuarial report.
b. evaluate the professional qualifications, competence, and objectiv-

ity of the agency's actuary. Examples of factors that should be con-
sidered are the actuary's membership in a recognized professional
organization and the opinion of other actuaries, whom the au-
ditor knows to be qualified, regarding the actuary's professional
qualifications.

c. obtain an understanding of the actuary's objectives, scope of work,
methods, and assumptions, and their consistency of application.
The Actuarial Standards Board establishes Actuarial Standards
of Practice (ASOPs) that identify what the actuary should con-
sider, document, and disclose when performing an actuarial as-
signment. The auditor may consult the ASOPs in obtaining an
understanding of the methods and assumptions used in the val-
uation of the social insurance program. 13 Management, not the
actuary, is responsible for the assumptions made and methods
used.

12 See footnote 9.
13 Relevant standards include Actuarial Standards of Practice No. 21, The Actuary's Responsi-

bility to the Auditor, No. 23, Data Quality, and No. 32, Social Insurance.
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d. test the reliability and completeness of the data provided by the
agency and used by the actuary in the actuarial valuation. (See
paragraphs A-11–A-14 in the appendix to this SOP.) For example,
laws or regulations governing program operations can affect the
determination of the data or methods to be used in the actuar-
ial calculations. In testing the reliability and completeness of the
data, the auditor may inquire as to whether the actuarial valu-
ation considers all pertinent provisions of laws and regulations
governing program operations, including any changes in laws or
regulations affecting the actuarial calculations since the date of
the latest statement of social insurance. In the event that data
provided to the actuary are significantly incomplete, the auditor
may inquire of the actuary about the treatment of the incomplete
data and determine whether the method used by the actuary to
give effect to the missing data in his or her valuation is reasonable
in the circumstances.

e. assess the nature and significance of any reservations concern-
ing assumptions or data that the actuary has stated in his or her
report.

[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

Testing the Fund Balance
.38 Paragraph 27(3)(h) of SFFAS No. 17 requires the agency to report "the

accumulated excess of all past cash receipts, including interest on investments,
over all past cash disbursements within the social insurance program repre-
sented by the fund balance at the valuation date." As noted in paragraph 26 of
SFFAS No. 17, the valuation date for the statement of social insurance may dif-
fer from the valuation date for the other financial statements. Accordingly, the
auditor should conduct appropriate testing of the accumulated cash receipts
over the accumulated cash disbursements, as of the social insurance valuation
date. The nature and extent of testing is a matter of professional judgment.
Examples of procedures the auditor may perform are confirmation testing or
roll-forward testing. [Paragraph renumbered, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature.]

Obtaining Management’s Representations
.39 AU section 333, Management Representations, requires the auditor to

obtain a representation letter from management confirming representations
given to the auditor during the engagement, for example, a representation re-
garding the completeness of the information provided to the auditor. In an audit
of the statement of social insurance, the representation letter should include,
as applicable, the following representations:

a. The actuarial assumptions and methods used to measure
amounts in the statement of social insurance for financial ac-
counting and disclosure purposes represent management's best
estimates regarding future events based on demographic and eco-
nomic assumptions, and future changes mandated by law.

b. There were no material omissions from the data provided to the
agency's actuary for the purpose of determining the actuarial
present value of the estimated future income to be received, and
estimated future expenditures to be paid during a projection pe-
riod sufficient to illustrate the long-term sustainability of the
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[name of the social insurance program] as of [dates of statements
of social insurance presented].

c. Management is responsible for the assumptions and methods
used in the preparation of the statement of social insurance. Man-
agement of the agency agrees with the actuarial methods and as-
sumptions used by the agency's actuary and has no knowledge or
belief that would make such methods or assumptions inappropri-
ate in the circumstances. Management did not give any instruc-
tions, nor cause any instructions to be given to the agency's actu-
ary with respect to values or amounts derived, and is not aware of
any matters that have affected the objectivity of the agency's ac-
tuary. Management believes that the actuarial assumptions and
methods used to measure amounts in the statement of social in-
surance for financial accounting purposes are appropriate in the
circumstances.

d. The statement of social insurance covers a projection period suffi-
cient to illustrate long-term sustainability of the social insurance
program.

e. Management has provided the auditor with all the reports devel-
oped by external review groups appointed by the agency or the
program's trustees related to estimates in the statement of social
insurance.

f. The following matters relating to the statement of social insur-
ance have been disclosed properly in the notes to the financial
statements:

(1) The accumulated excess of all past cash receipts, including
interest on investments, over all past cash disbursements
within the social insurance program represented by the
fund balance at the valuation date

(2) An explanation of how the net present value is calculated
for the closed group 14 (Paragraph 27(3)(i) of SFFAS No. 17
identifies the information to be included in this explana-
tion.)

(3) Comparative financial information for the items in para-
graphs .02a, .02b, .02c, and .02d(1) of this SOP, for the cur-
rent year and for each of the four preceding years

(4) Significant assumptions used in preparing the estimates
g. There have been no changes in [or, Changes in the following have

been properly recorded or disclosed in the financial statements]:
(1) The actuarial methods or assumptions used to calculate

amounts recorded or disclosed in the financial statements
between the valuation dates (that is, January 1, 20X8, and
January 1, 20X7) or changes in the method of collecting
data.

(2) The actuarial methods or assumptions used to calculate
amounts recorded or disclosed in the financial statements
between the valuation date and the financial reporting
date (that is, January 1, 20X8, and September 30, 20X8)
or changes in the method of collecting data.

14 The closed group is defined as those persons who, as of a valuation date, are participants in a
social insurance program as beneficiaries, covered workers, or payers of earmarked taxes or premiums.
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h. There have been no changes in [or, Changes in the following have
been properly recorded or disclosed in the financial statements]:

(1) Laws and regulations affecting social insurance program
income and benefits between the valuation dates (January
1, 20X8, and January 1, 20X7).

(2) Laws and regulations affecting social insurance program
income and benefits between the valuation date and the
financial reporting date (that is, January 1, 20X8, and
September 30, 20X8).

i. Accounting estimates applicable to the financial information of
the agency included in the statement of social insurance are based
on management's best estimate, after considering past and cur-
rent events and assumptions about future events.

[Paragraph renumbered, June 2009, to reflect conforming changes necessary
due to the issuance of recent authoritative literature.]

Reporting
.40 Because FASAB has defined the statement of social insurance as a ba-

sic financial statement, the auditor should report on it as a part of his or her
report on the other basic financial statements. In addition to following the re-
quirements of AU section 508, Reports on Audited Financial Statements, the
auditor's report on a federal agency's financial statements that present a state-
ment of social insurance should include the following elements:

a. An opinion as to whether the statement of social insurance
presents fairly, in all material respects, the financial condition 15

of the agency's social insurance program(s) as of the valuation
date in conformity with generally accepted accounting principles.

b. An explanatory paragraph following the opinion paragraph, de-
scribing that (i) the statement of social insurance presents the
actuarial present value of the agency's estimated future income to
be received from or on behalf of the participants and estimated fu-
ture expenditures to be paid to or on behalf of participants during
a projection period sufficient to illustrate long-term sustainability
of the social insurance program; (ii) in preparing the statement
of social insurance, management considers and selects assump-
tions and data that it believes provide a reasonable basis for the

15 In Statement of Federal Financial Accounting Concepts No. 1, Objectives of Federal Financial
Reporting, the FASAB articulates a concept of financial condition, as distinct from financial position.
Financial condition is broader and more forward-looking than financial position. Presenting informa-
tion on financial condition is consistent with FASAB's financial reporting objective of stewardship. In
illustrating how the stewardship objective aligns with the needs of users of federal financial state-
ments, FASAB observes that,

All users need information on earmarked revenues recorded in trust funds. They want to know,
for example, whether the Social Security Trust funds are likely, in the foreseeable future, to
need infusions of new taxes to pay benefits. Citizens need to know the implications of investing
trust fund revenues in government securities.

In reporting the actuarial present value of the estimated future income to be received, estimated
future expenditures to be paid, and excess of income over expenditures during a projection period
sufficient to illustrate the long-term sustainability of an agency's social insurance programs, and in
disclosing in the notes to the financial statements comparative financial information for the five most
recent years, the statement of social insurance presents the financial condition of the programs. Thus,
in reporting on the statement of social insurance, the auditor refers to the financial condition of the
agency's social insurance programs.
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assertions in the statement; and (iii) because of the large number
of factors that affect the statement of social insurance and the
fact that future events and circumstances cannot be known with
certainty, there will be differences between the estimates in the
statement of social insurance and the actual results, and those
differences may be material.

c. Reference to any standards or regulations in addition to generally
accepted auditing standards, such as Government Auditing Stan-
dards, that apply to audits of federal financial statements and any
additional elements of the auditor's report that those standards
or regulations require.

[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]

.41 The following is an illustrative auditor's report for a statement of social
insurance.

Independent Auditor's Report 16

We have audited the accompanying consolidated balance sheets of XYZ Social
Insurance Agency, as of September 30, 20X8 and 20X7, the related consolidated
statements of net cost, of changes in net position and of financing; the combined
statements of budgetary resources for the years then ended; and statements of
social insurance as of January 1, 20X8, 20X7, 20X6, 20X5, and 20X4. 17 These
financial statements are the responsibility of XYZ Social Insurance Agency's
management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally ac-
cepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; and Office of Management and Budget (OMB)
Bulletin No. 01-02, Audit Requirements for Federal Financial Statements. Those
standards require that we plan and perform the audit to obtain reasonable as-
surance about whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes as-
sessing the accounting principles used and significant estimates made by man-
agement, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to previously present fairly,
in all material respects, the financial position of XYZ Social Insurance Agency
as of September 30, 20X8 and 20X7; its net cost of operations; changes in net
position, budgetary resources, and financing for the year then ended; and the fi-
nancial condition of its social insurance programs as of January 1, 20X8, 20X7,
20X6, 20X5, and 20X4, in conformity with accounting principles generally ac-
cepted in the United States of America.

As discussed in Note X to the financial statements, the statements of social in-
surance present the actuarial present value of the Agency's estimated future

16 Paragraphs .65–.74 of AU section 508, Reports on Audited Financial Statements, provide guid-
ance on reporting on comparative financial statements, including guidance on reporting when there
has been a change in auditors.

17 The auditor's report on the statement of social insurance covers a period of five years (see
paragraph 27(3)(j) of SFFAS No. 17); whereas, the auditor's report on the other financial statements
covers a period of two years. In the first year's audit of the statement of social insurance, the auditor
would only express an opinion on one year; in year two, the auditor would express an opinion on two
years, and so on, until all five years were covered.
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income to be received from or on behalf of the participants and estimated fu-
ture expenditures to be paid to or on behalf of participants during a projection
period sufficient to illustrate long-term sustainability of the social insurance
program. In preparing the statements of social insurance, management con-
siders and selects assumptions and data that it believes provide a reasonable
basis for the assertions in the statements. However, because of the large num-
ber of factors that affect the statement of social insurance and the fact that
future events and circumstances cannot be known with certainty, there will be
differences between the estimates in the statement of social insurance and the
actual results, and those differences may be material.

Accounting principles generally accepted in the United States of America re-
quire that Management's Discussion and Analysis (MD&A) and the Required
Supplementary Information (RSI) be presented to supplement the basic finan-
cial statements. Such information, although not a part of the basic financial
statements, is required by the Federal Accounting Standards Advisory Board
who considers it to be an essential part of financial reporting for placing the
financial statements in an appropriate operational, economic, or historical con-
text. We have applied certain limited procedures to the MD&A and RSI in ac-
cordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the MD&A and RSI
because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

In accordance with Government Auditing Standards, we have also issued a re-
port dated [report date] on our consideration of the agency's internal control
and a report dated [report date] on its compliance with laws and regulations.
Those reports are an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

[Signature]
[Date]

[Paragraph renumbered, June 2009, to reflect conforming changes necessary
due to the issuance of recent authoritative literature. Revised, December 2010,
to reflect conforming changes necessary due to the issuance of SAS Nos. 118–
120.]

.42 The statement of social insurance does not articulate with the other
basic financial statements. For that reason, the portion of the auditor's report
that addresses the statement of social insurance ordinarily will not affect the
auditor's report on the balance sheet or the statements of net costs, changes
in net position, financing, or budgetary resources. The following illustrates a
report in which the auditor disclaims an opinion on the statement of social in-
surance but expresses an unqualified opinion on the other financial statements.

Independent Auditor's Report

We have audited the accompanying consolidated balance sheets of XYZ Social
Insurance Agency, as of September 30, 20X8 and 20X7, the related consolidated
statements of net cost, of changes in net position and of financing, and the
combined statements of budgetary resources for the years then ended, and we
were engaged to audit the statements of social insurance as of January 1, 20X8,
20X7, 20X6, 20X5, and 20X4. These financial statements are the responsibility
of XYZ Social Insurance Agency's management. Our responsibility is to express
an opinion on these financial statements based on our audits.
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Except as explained in the following paragraph, we conducted our audits in ac-
cordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States;
and Office of Management and Budget Bulletin No. 01-02, Audit Requirements
for Federal Financial Statements. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reason-
able basis for our opinion.

[Insert paragraph describing limitation on scope of the audits of the statements
of social insurance.]

Because of the matter discussed in the preceding paragraph, the scope of our
work was not sufficient to enable us to express, and we do not express, an opin-
ion on the statements of social insurance as of January 1, 20X8, 20X7, 20X6,
20X5, and 20X4.

In our opinion, the financial statements referred to previously present fairly, in
all material respects, the financial position of XYZ Social Insurance Agency as
of September 30, 20X8 and 20X7, its net cost of operations, changes in net posi-
tion, budgetary resources, and financing for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

[Omit explanatory paragraph required by paragraph .40(b) of this SOP.]

[Modify the paragraph reporting on Management's Discussion and Analysis
and Required Supplementary Information for the effects of the scope limitations
regarding the statement of social insurance on that information, considering the
guidance in AU section 550, Other Information in Documents Containing Au-
dited Financial Statements, AU section 551, Supplementary Information in Re-
lation to the Financial Statements as a Whole, and AU section 552, Reporting
on Condensed Financial Statements and Selected Financial Data.]

[Reference to reports on internal control and compliance with laws and regula-
tions in accordance with the Government Auditing Standards is the same as in
the illustration in paragraph .41 of this SOP.]

[Signature]
[Date]

[Paragraph renumbered, June 2009, to reflect conforming changes necessary
due to the issuance of recent authoritative literature. Revised, December 2010,
to reflect conforming changes necessary due to the issuance of SAS Nos. 118–
120.]

.43 If the agency that operates a social insurance program issues financial
statements that purport to present financial position, net cost of operations,
changes in net position, budgetary resources, and financing for the years then
ended, but omits the related statements of social insurance, the auditor ordi-
narily will conclude that the omission requires qualification of the auditor's
opinion in the following manner.

Independent Auditor's Report

We have audited the accompanying consolidated balance sheets of XYZ Social
Insurance Agency, as of September 30, 20X8 and 20X7, the related consolidated
statements of net cost, of changes in net position and of financing, and the
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combined statements of budgetary resources for the years then ended. These
financial statements are the responsibility of XYZ Social Insurance Agency's
management. Our responsibility is to express an opinion on these financial
statements based on our audits.

[Same second paragraph as the standard report]

The agency declined to present statements of social insurance as of January 1,
20X8, 20X7, 20X6, 20X5, and 20X4. Presentation of such statements describing
the financial condition of its social insurance programs is required by account-
ing principles generally accepted in the United States of America.

In our opinion, except that the omission of the statements of social insurance re-
sults in an incomplete presentation as explained in the preceding paragraph,
the financial statements referred to previously present fairly, in all material
respects, the financial position of XYZ Social Insurance Agency as of Septem-
ber 30, 20X8 and 20X7; its net cost of operations; and changes in net position,
budgetary resources, and financing for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

[Omit explanatory paragraph required by paragraph .40(b) of this SOP.]

[Modify, in accordance with the guidance in paragraph .09 of AU section 558,
Required Supplementary Information, the paragraph regarding Management's
Discussion and Analysis and the Required Supplementary Information (RSI)
for the omission of the RSI.]

[Reference to reports on internal control and compliance with laws and regula-
tions in accordance with Government Auditing Standards is the same as in the
illustration in paragraph .41 of this SOP.]

[Signature]
[Date]

[Paragraph renumbered, June 2009, to reflect conforming changes necessary
due to the issuance of recent authoritative literature. Revised, December 2010,
to reflect conforming changes necessary due to the issuance of SAS Nos. 118–
120.]

Effective Date and Transition
.44 This SOP is effective for audits of statements of social insurance for

periods beginning after September 30, 2005. SFFAS No. 17 (subparagraph
27(3)(a-h)) requires disclosure of the information for the current year and for
each of the four preceding years. Comparative information in the statement
of social insurance that has not been audited should be marked as unaudited.
Earlier implementation of the provisions of this SOP is permitted. [Paragraph
renumbered, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature.]
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.45

Appendix—Illustrative Controls and Audit Procedures

A-1. This appendix contains examples of:

a. Procedures the auditor performs to obtain knowledge
about the agency's process for developing, evaluating, and
incorporating estimates in the statement of social insur-
ance

b. Controls that are relevant to the agency's preparation of
the statement of social insurance (The auditor should ob-
tain an understanding of the design of such controls and
determine whether they have been implemented.)

c. Procedures the auditor performs to tests controls and as-
sertions in the statement of social insurance

A-2. The appendix is divided into the following five sections:

a. Factors (paragraphs A-3–A-5)

b. Assumptions (paragraphs A-6–A-10)

c. Data (paragraphs A-11–A-14)

d. Models (paragraphs A-15–A-17)

e. Estimates (paragraphs A-18–A-20)

Each of these sections includes examples of the items described
in paragraph A-1. The procedures and controls included in this
appendix are illustrative and do not represent a complete list of
procedures and controls.

Factors
A-3. In evaluating the reasonableness of an accounting estimate, the

auditor ordinarily concentrates on key factors that are significant
to the estimate, sensitive to variation, deviations from histori-
cal patterns, and subjective and susceptible to misstatement and
bias. The following are examples of procedures the auditor per-
forms to obtain knowledge about how the agency generates, eval-
uates, selects, and reviews factors to be included in estimates in
the statement of social insurance:

a. Identifying the individuals involved in generating, eval-
uating, selecting, and reviewing factors to be included in
estimates in the statement of social insurance

b. Determining how factors affecting social insurance esti-
mates are generated, evaluated, selected, and reviewed,
and how that process is documented 1

c. Reading documentation of the process for generating, eval-
uating, selecting, and reviewing estimates to be included
in the statement of social insurance

1 Office of Management and Budget (OMB) Circular No. A-123, Management and Accountabil-
ity Control, and No. A-127, Financial Management Systems, outline documentation requirements for
manual and automated financial related transactions and systems.
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A-4. The auditor should obtain a sufficient understanding of the en-
tity's internal control by performing risk assessment procedures
to evaluate the design of controls relevant to an audit of finan-
cial statements and to determine whether they have been imple-
mented. The following are examples of controls related to factors:

a. Management's process for monitoring the environment to
determine the effect that change in the environment (for
example, legal, political, health, immigration) might have
on the factors considered

b. Procedures to prevent or detect and correct the inadver-
tent omission of factors that should be considered in de-
veloping the estimate (an example of such a control would
be comparing factors considered and selected in the cur-
rent period with those of prior periods)

c. Hiring procedures to ensure that individuals responsible
for generating, evaluating, selecting, and reviewing factors
have the appropriate education and experience

A-5. The following are examples of procedures the auditor performs to
test controls and financial statement assertions related to factors:

a. Reviewing documentation of the factors considered in de-
veloping the estimate

b. Evaluating whether the factors that have been considered
are relevant and sufficient for the purpose of preparing the
statement of social insurance

c. Considering whether there are additional key factors that
management has not addressed

Assumptions
A-6. In evaluating the reasonableness of an accounting estimate, the

auditor ordinarily concentrates on assumptions that are signifi-
cant to the accounting estimate, sensitive to variation, deviations
from historical patterns, and subjective and susceptible to mis-
statement and bias.

A-7. The following are examples of matters the auditor inquires about
in discussions with management and other knowledgeable per-
sonnel to determine how the agency generates, evaluates, selects,
and reviews assumptions to be included in estimates in the state-
ment of social insurance:

a. The source of the assumptions for significant estimates 2

2 For some agencies, the assumptions are established by an external board of trustees and pro-
vided to the agency. For example, for the Social Security program, the Social Security Act establishes
a board of trustees to oversee the financial operations of the Federal Old-Age and Survivors Insurance
Trust Fund and the Federal Disability Insurance Trust Fund. The board is composed of six members,
four of whom serve automatically by virtue of their positions in the federal government. They are the
Secretary of the Treasury (the managing trustee), the Secretary of Labor, the Secretary of Health and
Human Services, and the Commissioner of Social Security. The other two members are appointed by
the President and confirmed by the Senate to serve as public representatives. In such circumstances,
the auditor's procedures generally would focus on testing the work performed by the agency's actuary
in reviewing the assumptions developed by the board of trustees. The agency's actuary reports on
whether (a) the techniques and methodology used to evaluate the financial and actuarial status of
the program is based upon sound principles of actuarial practice and are generally accepted within
the actuarial profession; and (b) the assumptions used and the resulting actuarial estimates are, in-
dividually and in the aggregate, reasonable for the purpose of evaluating the financial and actuarial
status of the trust funds, taking into consideration the past experience and future expectations for
the population, the economy, and the program.
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b. How the assumptions underlying the estimates are docu-
mented

c. The process for determining the best estimate (for exam-
ple, intermediate) assumptions (possible outcomes)

d. How management considers and determines the effect
that variation in the underlying assumptions will have on
the estimates

A-8. The following are examples of controls related to assumptions:

a. The agency's documentation of the process used to gener-
ate, evaluate, select, and review assumptions

b. How management monitors the environment for possible
changes that might affect the assumptions used to develop
estimates, for example, the need to consider alternative as-
sumptions

c. Comparing assumptions made in the current period with
those of prior periods and reconciling differences

d. Hiring procedures to ensure that personnel have the ap-
propriate education and experience to meet job description
requirements

A-9. The following are examples of procedures the auditor performs
to test controls and financial statement assertions related to as-
sumptions:

a. Identifying the assumptions used and evaluating the rea-
sonableness of those assumptions

b. Determining whether data and other related information
support the assumptions

c. Evaluating whether interrelated assumptions are consis-
tent with each other

d. Comparing assumptions made by the entity to the range
of assumptions made by entities in other industries, for
example, insurance companies, financial institutions, or
other government agencies, and evaluating the implica-
tions of significant differences

e. Considering whether there are alternative assumptions
about the factors

f. Evaluating whether the assumptions selected are consis-
tent with supporting data, relevant historical data, and in-
dustry data

g. Reviewing available documentation of the assumptions
used in developing the estimates

h. Evaluating whether facts and informed judgment about
past and future events or circumstances support the un-
derlying assumptions

i. Evaluating whether any of the significant assumptions are
so subjective that no reasonably objective basis could exist
to support the use of the assumption

j. Inquiring of program managers regarding the reasonable-
ness of assumptions that are related to the manager's
realm of responsibility
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k. Evaluating whether the assumptions appear to be com-
plete, that is, whether assumptions have been developed
for each key factor

l. Considering whether the assumptions appear to be rela-
tively objective, that is, are not unduly optimistic or pes-
simistic

m. Evaluating whether the assumptions are consistent with
the laws and regulations governing the program

n. Evaluating whether the assumptions, individually and in
the aggregate, make sense in the context of the statement
of social insurance taken as a whole

o. Evaluating whether significant assumptions are appropri-
ately disclosed in the statement of social insurance

A-10. Assumptions that have no material effect on the statement of so-
cial insurance may not have to be individually evaluated; how-
ever, the aggregate effect of individually insignificant assump-
tions should be considered in making an overall evaluation of
whether the assumptions underlying the reported amounts are
reasonable.

Data
A-11. The following are examples of matters the auditor inquires about

in discussions with management and other knowledgeable per-
sonnel, and reads about in agency documentation to determine
how the agency generates, evaluates, selects, and reviews data to
be included in estimates in the statement of social insurance:

a. The source of the data for significant estimates and
whether the data are developed internally or by outside
parties

b. How data are collected, maintained, processed, and
updated

c. How the data underlying the estimates are documented

A-12. The following are examples of controls related to data:

a. Controls over the accuracy and completeness of internally
prepared data, for example, review of the data for reason-
ableness and consistency with other data, and general and
application controls over the data such as edit checks and
batch totals

b. Controls that prevent or detect and correct errors in the
collection, maintenance, processing, and updating of the
data, for example, manual controls to ensure that data are
accurately entered and uploaded to a computerized system

c. Controls over the reliability of external sources of data,
for example, confirming and verifying data by tracing and
agreeing it to census information in reports prepared by
the United States Census Bureau

d. Procedures to identify and document authorized users of
the system and to restrict access to the system, for exam-
ple, the use of unique user passwords and periodic changes
to those passwords

©2017, AICPA AUD §35.45



1920 Statements of Position---Auditing and Attestation

e. Preparation and review of a risk assessment on a regular
basis or when a significant change occurs in either the in-
ternal or external physical environment

f. Preventive maintenance agreements or procedures for key
system hardware components

g. On a regular basis, backing up software and data that are
stored offsite

h. Restricting access to utility programs that can read, add,
change, or delete data or programs to authorized individ-
uals

i. Establishing procedures to ensure that original source
documents are retained or are reproducible by the agency
for an adequate amount of time to facilitate the retrieval
or reconstruction of data

A-13. The following are examples of procedures the auditor performs to
test controls and financial statement assertions related to data:

a. Evaluating whether the data used to develop the estimates
are relevant, reliable, and sufficient for the purpose

b. Identifying the source of the data, that is, whether the data
were developed by the agency or by an outside entity

c. Reviewing documentation of the data used to develop es-
timates

d. Determining whether data used to develop estimates are
consistent with supporting data, historical data, and other
related information. An example would be determining
whether a positive or negative correlation exists between
sets of data if such a correlation would be expected to exist

e. Evaluating the accuracy and completeness of internally
prepared data

f. Tracing and agreeing internally prepared data to system
output reports generated by the agency

A-14. In determining the extent of the procedures to be performed on
data obtained from an external source, a factor to consider is
whether the data are widely disseminated and used, or whether
the data were developed for limited use. An example of data that
are widely disseminated and used is a report prepared by the U.S.
Census Bureau. For such data, the auditor may trace and agree
the information to reports prepared by the U.S. Census Bureau.
If management has made adjustments to data obtained from a
widely disseminated and used external source, the auditor should
evaluate:

a. Management's reason for adjusting the data
b. The accuracy and completeness of the adjustments to the

externally obtained data
c. Management's documentation supporting the adjustment

For data meant for limited use, all other factors being equal, the
auditor should confirm or otherwise verify data obtained from
other federal agencies and other external sources that were used
in the actuarial valuation. If management has made adjustments
to data developed for limited use, the auditor should evaluate:

a. Management's reason for adjusting the data
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b. The accuracy and completeness of the adjustments to the
externally obtained data

c. Management's documentation supporting the adjustment

Models
A-15. The following are examples of procedures the auditor performs

to obtain knowledge about how the agency generates, evaluates,
selects, and reviews models used to develop estimates included in
the statement of social insurance:

a. Inquiring of management and other knowledgeable per-
sonnel about how they design or select the model used for
the development of estimates and how they document that
model

b. Inquiring of management and other knowledgeable per-
sonnel about how they determine the effect that variations
in the underlying assumptions have on the estimates

A-16. The following are examples of controls related to models:
a. General and application controls related to the model, such

as controls over input to the model and processing of that
input

b. Controls that prevent or detect and correct errors in the
development and processing of the model

c. Controls that prevent or detect and correct unauthorized
access or changes to the model, for example, an access
control table that is a component of the system and pro-
hibits unauthorized users from accessing and changing
the model. An example of a detective control is an audit
log that tracks any changes made to the model

d. Controls designed to ensure that the information con-
tained in the statement of social insurance and related
disclosures conforms to generally accepted accounting
principles

e. Designating responsibility for significant information re-
sources within the agency (for example, data and pro-
grams) and establishing and maintaining security over
such resources

f. Comparing existing system security features to docu-
mented system security requirements

g. Assigning responsibility to individuals in a manner that
ensures that no single individual has the authority to read,
add, change, or delete information without an independent
review of that activity

h. Subjecting hardware and software acquisitions and imple-
mentations to extensive testing prior to acceptance in pro-
duction

A-17. The following are examples of procedures the auditor performs to
test controls and financial statement assertions related to models:

a. Reviewing documentation that describes the instructions,
rules, or procedures used in the model to calculate esti-
mates

b. Reperforming calculations used in the model to translate
the assumptions, data, and factors into the estimate
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c. Reviewing management's documentation of its sensitivity
analysis and considering whether the results are consis-
tent with the auditor's expectations

d. If available, comparing the results of the model with the
results of models used by other organizations for reason-
ableness

Estimates
A-18. The following are examples of matters the auditor inquires about

in discussions with management and other knowledgeable per-
sonnel to determine how the agency generates, evaluates, selects,
and reviews estimates to be included in the statement of social
insurance:

a. How management obtains the expertise to develop and
evaluate estimates in the statement of social insurance,
including hiring procedures, professional development ac-
tivities, and procedures for engaging outside specialists

b. Who has final authority for reviewing and approving esti-
mates

c. The work performed by external review groups, their find-
ings, and how those findings are used by the agency, for
example:

(1) The scope and timing of the work performed by
external review groups

(2) The composition of external review groups and
the qualifications of the members

(3) Whether the external review groups are indepen-
dent of the agency

(4) Whether the external review groups issued for-
mal reports including findings or recommenda-
tions

A-19. The following are examples of controls related to estimates:
a. Procedures related to the review and implementation of

recommendations developed by external review groups
b. General and application controls related to estimates, such

as evidence of supervisory and management review of es-
timates and supporting documentation

c. Controls intended to ensure that the information con-
tained in the statement of social insurance and related
notes conforms to Federal Accounting Standards Advisory
Board (FASAB) guidance

d. Controls related to the supervision of individuals who de-
velop estimates, and the review of those estimates and sup-
porting documentation

e. Controls to regularly verify that personnel developing es-
timates are qualified to perform those tasks based on their
education, training, and experience, as required

A-20. The following are examples of procedures the auditor performs
to test controls and financial statement assertions related to es-
timates:

a. Developing a trend analysis in which one period is com-
pared to the next period
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b. Determining whether the information in the statement of
social insurance, including related disclosure, is supported
by sufficient, competent evidential matter

c. Comparing the estimated future expenditures predicted
by the actuarial model to actual expenditures for the pre-
vious fiscal year

d. Evaluating the reasonableness of the time period covered
by the statement of social insurance. FASAB standards re-
quire that the statement of social insurance cover a projec-
tion period sufficient to illustrate long-term sustainability
of the social insurance program

[Paragraph renumbered and revised, June 2009, to reflect conforming changes
necessary due to the issuance of recent authoritative literature.]
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AUD Section 40

Statement of Position 07-2 Attestation
Engagements That Address Specified
Compliance Control Objectives and Related
Controls at Entities That Provide Services to
Investment Companies, Investment Advisers,
or Other Service Providers

October 15, 2007

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA Chief Compliance Officers Task Force of the AICPA Auditing
Standards Board (ASB) to provide guidance regarding the application
of Statements on Standards for Attestation Engagements (SSAEs) pri-
marily to examination engagements in which a practitioner reports
on the suitability of the design and operating effectiveness of a ser-
vice provider's controls in achieving specified compliance control ob-
jectives. Examples of the service providers addressed by this SOP are
investment advisers, custodians, transfer agents, administrators, and
principal underwriters that provide services to investment companies
(including business development companies), investment advisers, or
other service providers (user organizations). A practitioner's report on
the suitability of the design and operating effectiveness of a service
provider's controls in achieving specified compliance control objectives
is used primarily by user organizations because aspects of a user or-
ganization's compliance or internal control over compliance with laws,
regulations, and rules may be affected by or include controls at service
providers.
An attestation SOP is recognized as an interpretive publication as de-
fined in AT-C section 105, Concepts Common to All Attestation Engage-
ments. Interpretive publications are recommendations on the applica-
tion of SSAEs in specific circumstances, including engagements for en-
tities in specialized industries. An interpretive publication is issued un-
der the authority of the ASB after all ASB members have been provided
an opportunity to consider and comment on whether the proposed in-
terpretive publication is consistent with the SSAEs. The members of
the ASB have found this SOP to be consistent with existing SSAEs.
Although interpretive publications are not attestation standards, AT-
C section 105 requires the practitioner to consider applicable inter-
pretive publications in planning and performing the attestation en-
gagement because interpretive publications are relevant to the proper

(continued)
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application of the attestation standards in specific circumstances. If the
practitioner does not apply the guidance included in this SOP, the prac-
titioner should be prepared to explain how he or she complied with the
SSAE provisions of this SOP.

Introduction and Background
.01 In December 2003, the Securities and Exchange Commission (SEC)

adopted Rule 38a-1 under the Investment Company Act of 1940 and Rule
206(4)-7 under the Investment Advisers Act of 1940. The rules were adopted
to protect investors by ensuring that (a) each investment company registered
with the SEC under the Investment Company Act of 1940, and each business
development company1 (collectively, funds) has an internal program to enhance
compliance with federal securities laws2 and (b) each investment adviser reg-
istered with the SEC has an internal program to enhance compliance with the
Investment Advisers Act of 1940, including SEC rules issued thereunder.

.02 Many operations of funds and, in some instances, operations of invest-
ment advisers are carried out by entities that provide services to the funds
or investment advisers. In this Statement of Position (SOP), such entities are
termed service providers. Service providers have their own compliance policies
and procedures that may affect or be part of a fund's or investment adviser's
compliance or internal control over compliance with federal securities laws, in-
dividual statutes or provisions thereof, or corresponding SEC rules (federal se-
curities laws or elements thereof).3 Rule 38a-1 requires each fund to adopt and
implement written policies and procedures reasonably designed to prevent vi-
olation of federal securities laws by the fund or any of the following service
providers named in the rule: investment advisers, principal underwriters, ad-
ministrators, and transfer agents. Accordingly, a fund's compliance policies and
procedures provide for oversight of the compliance procedures performed by the
named service providers. Further, Rule 206(4)-7 requires an investment adviser
to adopt and implement written policies and procedures reasonably designed
to prevent violation by the investment adviser and its supervised persons of
the Investment Advisers Act of 1940 and SEC rules issued thereunder. In this
SOP, the term service providers refers to the service providers named in Rule
38a-1 as well as other service providers, such as custodians. The term user or-
ganization generally refers to a fund or investment adviser that uses the ser-
vices of a service provider. In some instances, a single entity may be a service
provider and a user organization. For example, Administrator A, in its capac-
ity as a service provider to a fund, may be responsible for monitoring whether
the fund's registration statement filed with the SEC complies with SEC dis-
closure requirements, but may subcontract that function to Administrator B

1 A business development company is a closed-end investment company that, among other re-
quirements, has elected to be subject to the provisions of certain sections of the Investment Company
Act of 1940.

2 Rule 38a-1 defines federal securities laws to include the Securities Act of 1933, the Securities
Exchange Act of 1934, the Sarbanes-Oxley Act of 2002, the Investment Company Act of 1940, the
Investment Advisers Act of 1940, Title V of the Gramm-Leach-Bliley Act, any rules adopted by the
Securities and Exchange Commission (SEC) under any of these statutes, the Bank Secrecy Act as it
applies to funds, and any rules adopted thereunder by the SEC or the Department of the Treasury.

3 In this Statement of Position (SOP), federal securities laws or elements thereof is defined as
federal securities laws (see footnote 2), individual statutes or provisions thereof, or corresponding
SEC rules.
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that specializes in that area. In this situation, Administrator A is also a user
organization because it uses the services of Administrator B. In this SOP, Ad-
ministrator B is referred to as a subservice provider. In applying the guidance
in this SOP, a subservice provider is considered a service provider.

.03 Among other provisions, the rules mentioned in paragraph .01 require
funds and investment advisers to

• adopt and implement written policies and procedures4 reasonably
designed to prevent violation of, in the case of funds, federal secu-
rities laws and, in the case of investment advisers, the Investment
Advisers Act of 1940, including SEC rules issued thereunder.

• review those policies and procedures at least annually for their
adequacy and the effectiveness of their implementation.5

• designate a chief compliance officer (CCO) to be responsible for ad-
ministering the policies and procedures (for funds, the CCO must
report directly to the fund's board of directors).

.04 SEC Release Nos. IC-26299 and IA-2204 adopting the rules note that
it may be impractical for a fund or its CCO to directly review all of its named
service providers' policies and procedures, particularly if one or more of the ser-
vice providers are not affiliated with the fund. In these circumstances, the SEC
considers the fund to have satisfied the requirements of Rule 38a-1 if the fund's
board of directors, in evaluating whether to approve the service provider's com-
pliance program, uses a "third-party report" on the service provider's policies
and procedures. 6 In the United States fund industry, in connection with the
audit of a fund's financial statements, a number of service providers are ac-
customed to engaging an independent auditor to report on the suitability of
the design and operating effectiveness of controls at the service provider that
may be relevant to the fund's internal control over financial reporting. These
engagements are performed under AT-C section 320, Reporting on an Exami-
nation of Controls at a Service Organization Relevant to User Entities' Internal
Control Over Financial Reporting, and reports issued thereunder are used by
the funds' independent auditor when auditing the fund's financial statements.
Similarly, since the adoption of the rules in December 2003, service providers
have received requests from funds and investment advisers for information and
assurance regarding the suitability of the design and operating effectiveness of
the service provider's controls in achieving compliance control objectives. Also,
in some circumstances, subservice providers (service providers that provide ser-
vices to other service providers, for example, a service organization that reports

4 Rule 38a-1 and Rule 206(4)-7 use the term policies and procedures to refer to the principles and
activities an entity adopts and implements to prevent violation of federal securities laws or elements
thereof. In this SOP, the term controls is used to refer to the policies and procedures an entity adopts
and implements to achieve specified compliance control objectives.

5 The annual review requirement is imposed upon the fund or investment adviser. Specifically,
the rules do not require the fund or adviser to engage an independent accountant to attest to manage-
ment's annual review or to perform a separate evaluation of any aspect of the fund's or investment
adviser's compliance policies and procedures. Further, the rules do not require that the annual review
employ a specific framework or methodology for evaluating the effectiveness of a fund's or investment
adviser's compliance policies and procedures. Lastly, there is no requirement that annual or other com-
pliance reports prepared by chief compliance officers of funds or investment advisers be filed with the
SEC; however, the SEC may request such reports in connection with their inspection and examination
programs of funds and investment advisers or in other circumstances.

6 The SEC release states that the third party report must describe the service provider's compli-
ance program as it relates to the types of services provided to the fund, discuss the types of compliance
risks material to the fund, and assess the adequacy of the service provider's compliance controls. Infor-
mation produced as a result of an engagement covered by this SOP may be used by the fund, in part,
to meet these provisions. The report must be provided to the fund no less frequently than annually.
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fund share balances and transactions of retirement plan participants, in aggre-
gate, to a fund's transfer agent and maintains records thereof) have received
similar requests from service providers. Such information assists funds and
investment advisers in fulfilling their responsibilities to perform an annual re-
view of specified compliance activities and assists service providers and sub-
service providers in their consideration of their own controls. [Revised, August
2011, to reflect conforming changes necessary due to the issuance of SSAE No.
16. Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

.05 Specific information about the rules is provided in "Compliance Pro-
grams of Investment Companies and Investment Advisers," which can be
accessed at the United States SEC website at www.sec.gov/rules/final/ia-
2204.htm. The following is a table that briefly summarizes significant provi-
sions of the rules. [Revised, June 2009, to reflect conforming changes necessary
due to the issuance of recent authoritative literature.]

SEC Rule and
(Section Number)

Rule 38a-1 (§17 CFR
270.38a-1)

Rule 206(4)-7 (§17 CFR
275.206(4)-7) and

Amendments to Rule
204-2 (§17 CFR

275.204-2)

Applicable entity

Investment companies
and business

development companies
(funds) must:

Investment advisers
must:

Nature of the
policies and
procedures to be
adopted and
implemented

Adopt and implement
written policies and
procedures reasonably
designed to prevent
violation of federal
securities laws by the fund,
including policies and
procedures that provide for
oversight of compliance by
each investment adviser,
principal underwriter,
administrator, and transfer
agent (named service
providers) of the fund.

Adopt and implement
written policies and
procedures reasonably
designed to prevent
violation, by the
investment adviser and
persons supervised by
the investment adviser, of
the Investment Advisers
Act of 1940 and the SEC
rules issued thereunder.

Board approval of
policies and
procedures

Obtain approval by the
fund's board of directors of
the fund's policies and
procedures and those of
each of the named service
providers.

Annual review of
policies and
procedures

Review, no less frequently
than annually, (1) the
adequacy of the policies
and procedures of the fund
and each of the named
service providers and (2)
the effectiveness of their
implementation.

Review, no less
frequently than annually,
(1) the adequacy of the
policies and procedures
established pursuant to
the rule and (2) the
effectiveness of their
implementation.
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SEC Rule and
(Section
Number)

Rule 38a-1 (§17 CFR
270.38a-1)

Rule 206(4)-7 (§17
CFR 275.206(4)-7)

and Amendments to
Rule 204-2 (§17 CFR

275.204-2)

Applicable entity

Investment
companies and

business development
companies (funds)

must:
Investment advisers

must:
Individual
responsible for
administering
policies and
procedures

Designate an individual
to be the fund's chief
compliance officer
(CCO), responsible for
administering the
policies and procedures
adopted under
paragraph(a)(1) of the
rule. The designation
and compensation of the
CCO must be approved
by the fund's board of
directors, and the CCO
may be removed only by
action and approval of
the fund's board of
directors.

Designate an
individual (who is a
supervised person) to
be the adviser's CCO,
responsible for
administering the
policies and
procedures that are
adopted under
paragraph(a) of the
rule.

Report to the
board of
directors

The CCO must provide a
written report to the
fund's board of directors,
no less frequently than
annually, that addresses
at a minimum:

• The operation of the
fund's policies and
procedures and
those of each of the
named service
providers, any
material changes
made to those
policies and
procedures since the
last report, and any
material changes to
the policies and
procedures
recommended as a
result of the annual
review.

(continued)
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SEC Rule and
(Section
Number)

Rule 38a-1 (§17 CFR
270.38a-1)

Rule 206(4)-7 (§17
CFR 275.206(4)-7)

and Amendments to
Rule 204-2 (§17 CFR

275.204-2)

Applicable entity

Investment
companies and

business development
companies (funds)

must:
Investment advisers

must:

• Each material
compliance matter7

that occurred since
the date of the last
report.

After the initial report,
subsequent CCO reports
are expected to cover the
period since the date of
the last report.

Objective of the Examination Engagement
.06 Because federal securities laws encompass a significantly comprehen-

sive set of obligations and responsibilities, the compliance control objectives
presented by management of the service provider ordinarily would not include
all conceivable compliance control objectives related to federal securities laws
or elements thereof. Also, although Rule 38a-1 requires a fund's CCO to include
in the fund's annual compliance report information concerning any material
compliance matter(s) that occurred during the relevant period, the objective of
the examination engagement described in paragraphs .01.35 of this SOP is not
to identify and report any material compliance matter(s) that may have existed
at the service provider during the period covered by the practitioner's report.
Rather, the objective of the examination engagement described in paragraphs
.01.35 of this SOP is for the practitioner to report on the suitability of the de-
sign (at the end of a specified period) and the operating effectiveness (during
the specified period) of the service provider's controls in achieving the compli-
ance control objectives specified by management of the service provider. [Re-
vised, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

.07 AT-C section 205, Examination Engagements, allows a practitioner to
report on either management's assertion or on the subject matter to which it

7 SEC Rule 38a-1 defines a material compliance matter as any compliance matter about which
the fund's board of directors would reasonably need to know to oversee fund compliance and that
involves, without limitation, (a) a violation of federal securities laws (as defined in Rule 38a-1) by
the fund, its investment adviser, principal underwriter, administrator, or transfer agent (or officers,
directors, employees, or agents thereof); (b) a violation of the policies and procedures of the fund, its
investment adviser, principal underwriter, administrator, or transfer agent; or (c) a weakness in the
design or implementation of the policies and procedures of the fund, its investment adviser, principal
underwriter, administrator, or transfer agent.
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relates. 8 Paragraph .62 of AT-C section 205 indicates that when the practi-
tioner reports on an assertion, the assertion should either be (a) bound with
or accompany the practitioner's report or (b) clearly stated in the practitioner's
report. In view of the intended use of the information produced in connection
with examination engagements covered by this SOP, practitioners are strongly
encouraged to report on management's assertion rather than on the subject
matter to ensure that management's assertion will be available to users of the
report. [Revised, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

Subject Matter of the Examination Engagement
.08 The examination engagement described in paragraphs .01.35 of this

SOP should be performed in accordance with AT-C section 205 of the attesta-
tion standards. The attestation standards enable a practitioner to design an
engagement and report on subject matter (or an assertion thereon) other than
financial statements. The subject matter of the engagement described in para-
graphs .01.35 of this SOP is the suitability of the design and operating effective-
ness of a service provider's controls directed at achieving specified compliance
control objectives. Use of the practitioner's examination report is restricted to
the CCOs, management, boards of directors, and independent auditors of the
service provider and of the entities that use the services of the service provider
because these users would be expected to have the requisite knowledge and fa-
miliarity with the service provider's organization to understand the context of
the examination report. [Revised, June 2009, to reflect conforming changes due
to the issuance of recent authoritative literature. Revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

Management’s Responsibilities
.09 In an examination engagement in which the practitioner reports on

the suitability of the design and operating effectiveness of controls to achieve
specified compliance control objectives, management of the service provider is
responsible for

a. specifying compliance control objectives and related controls that
are relevant to the services provided to user organizations and
their internal control over compliance with federal securities laws
or elements thereof.

b. preparing and providing the practitioner with a written descrip-
tion of the specified compliance control objectives and related con-
trols referred to in paragraph .09a (see appendix A-4 [paragraph
.43] of this SOP, "Illustrative Service Provider's Description of
Specified Compliance Control Objectives and Related Controls").
If applicable, the written description should include the applica-
ble information described in paragraphs .16.17 of this SOP con-
cerning compliance control objectives and related controls of sub-
service providers.

8 Paragraph .79 of AT-C section 205, Examination Engagements, states that if the practitioner
has concluded that conditions exist that individually or in combination, result in one or more mate-
rial misstatements (or deviations) based on the criteria, the practitioner should modify the opinion
and express a qualified or adverse opinion directly on the subject matter, not on the assertion, even
when the assertion acknowledges the misstatement. [Footnote revised, April 2017, to reflect changes
necessary due to the issuance of SSAE No. 18.]
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c. preparing and providing the practitioner with a written assertion
regarding the suitability of the design and operating effectiveness
of the controls in achieving the specified compliance control objec-
tives 9 (see appendix A-3 [paragraph .42] of this SOP for an illus-
trative management assertion). The criteria management use in
evaluating the suitability of the design and operating effective-
ness of the controls included in management's description and in
making its assertion are the specified compliance control objec-
tives.

d. identifying and presenting a list of user control considerations
if the application of controls by user organizations is necessary
to achieve the specified compliance control objectives. In certain
circumstances, a service provided by a service provider may be
designed with the assumption that certain controls will be imple-
mented by user organizations. For example, the service may be
designed with the assumption that user organizations will have
controls in place for authorizing transactions before they are sent
to the service provider for processing. If such user controls are re-
quired to achieve the stated compliance control objectives, the ser-
vice provider should describe them either in its written descrip-
tion or in a separate list accompanying the description.

e. preparing and providing the practitioner with a representation
letter that should include the items listed in paragraph .26ai of
this SOP.

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

Criteria
.10 Paragraph .25 of AT-C section 105, Concepts Common to All Attestation

Engagements, includes as one of the preconditions for an attestation engage-
ment that "The criteria to be applied in the preparation and evaluation of the
subject matter are suitable and will be available to the intended users." AT-C
section 105 states that suitable criteria exhibit all of the following attributes:
relevance, objectivity, measurability, and completeness. In the examination en-
gagement covered by this SOP, the criteria to be used to evaluate the suitabil-
ity of the design and operating effectiveness of the controls are the specified
compliance control objectives. Practitioners should not perform an engagement
covered by this SOP if the criteria are not measurable; that is, so subjective or
vague that reasonably consistent measurements, qualitative or quantitative,
of the subject matter cannot ordinarily be obtained (paragraph .A42 of AT-C
section 105). For example, the following compliance control objective ordinarily
would be too subjective for evaluation:

Advertising and sales literature is frequently and properly reviewed.

The following revision of this control objective improves its objectivity and mea-
surability:

At the end of each quarter, advertising and sales literature is reviewed by the
service provider's compliance officer for conformity with the service provider's
written policies.

9 Paragraph .10 of AT-C section 205 states that a practitioner should obtain a written assertion
about the measurement or evaluation of the subject matter against the criteria. [Footnote revised,
April 2017, to reflect changes necessary due to the issuance of SSAE No. 18.]
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Furthermore, although this SOP does not require all service providers to
present identical compliance control objectives for similar business activities or
services (for example, transfer agency and fund administration) included in the
scope of the attestation engagement, compliance control objectives or elements
thereof that pertain to those business activities or services and are relevant to
user organizations should not be omitted if management of the service provider
or the practitioner becomes aware of deficiencies in the suitability of the design
or operating effectiveness of controls that would prevent the achievement of
such objectives. See also related guidance in paragraphs .12b and .21.22 of this
SOP. [Revised, June 2009, to reflect conforming changes necessary due to the
issuance of recent authoritative literature. Revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

Reference to Laws, Regulations, and Rules
.11 The written description of specified compliance control objectives and

related controls prepared by management of the service provider should not
include general or broad references10 to federal securities laws or elements
thereof that might imply that the specified compliance control objectives com-
pletely address or directly correspond to such laws or elements thereof. Such
references may mislead user organizations and others because most laws, reg-
ulations, and rules contain numerous and detailed provisions, all of which may
not be addressed by the compliance control objectives and related controls.
Management of the service provider may, however, include a citation from such
federal securities laws or elements thereof within the specified compliance con-
trol objective, in the written description, if the citation is sufficiently specific.
An example is a citation containing the specific section or subsection of the law,
regulation, or rule corresponding to the specified compliance control objective
as in "For money market mutual funds, investments are monitored on a weekly
basis for compliance with the portfolio maturity and quality provisions of SEC
Rule 2a-7c.2 and 2a-7c.3, respectively."

Practitioner’s Responsibilities
.12 For the practitioner to express an opinion on the suitability of the

design11 and operating effectiveness of a service provider's controls in achieving
specified compliance control objectives, the practitioner should

a. obtain an understanding of the nature of the services provided by
the service provider to user organizations and determine whether
the specified compliance control objectives included in manage-
ment's description are relevant to the services provided. Methods
for obtaining an understanding of the services provided include

• reading representative contracts between the service
provider and user organizations, marketing or other ma-
terial provided to user organizations, reports developed by
internal auditors, and correspondence to and from regu-
latory authorities; and

10 For example, the written description should not include a table that aligns the specified compli-
ance control objectives with generally or broadly described federal securities laws or elements thereof.
Such a presentation could cause readers to incorrectly conclude that the specified control objectives
address all provisions of the federal securities laws or elements thereof referenced in the table.

11 A control is suitably designed if individually, or in combination with other controls, it is likely
to prevent or detect errors that could result in the nonachievement of specified compliance control
objectives when the described controls are complied with satisfactorily.
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• making inquiries of management and other service
provider personnel.

b. obtain a written description prepared by management of the ser-
vice provider of the specified compliance control objectives and
related controls that are relevant to the services provided to user
organizations and their internal control over compliance with fed-
eral securities laws or elements thereof (see appendix A-4 [para-
graph .43] of this SOP, "Illustrative Service Provider's Descrip-
tion of Specified Compliance Control Objectives and Related Con-
trols"). If the practitioner concludes that the description is mate-
rially misstated or misleading in the circumstances, the practi-
tioner should inform the service provider's management and re-
quest that the description be amended. If management refuses
to amend the description in a manner that addresses the prac-
titioner's concerns, the practitioner should consider withdrawing
from the engagement.

c. consider the linkage between the controls and the specified com-
pliance control objectives and the ability of the controls to prevent
or detect errors related to the specified compliance control objec-
tives.

d. obtain sufficient appropriate evidence regarding the suitability of
the design and operating effectiveness of the controls in achieving
the specified compliance control objectives. Procedures to obtain
evidence regarding the suitability of the design and implementa-
tion of relevant controls may include inquiry of appropriate ser-
vice provider personnel, observation of the application of specific
controls, inspection of documents and reports, and tracing trans-
actions relevant to the subject matter of the engagement through
the service provider's applicable information and communication
systems. Inquiry alone is not sufficient to evaluate the design of a
control relevant to an examination engagement and to determine
whether it has been implemented. In testing the operating effec-
tiveness of controls, the practitioner should obtain evidence about
how the controls were applied at relevant times during the period
under examination, the consistency with which they were applied,
and by whom or what means they were applied. Tests of the oper-
ating effectiveness of controls ordinarily include the same types
of procedures used to evaluate the design and implementation of
controls, and may also include reperformance of the application of
the control by the practitioner. Because inquiry alone is not suf-
ficient, the practitioner should use a combination of procedures
to obtain sufficient appropriate evidence regarding the operating
effectiveness of controls.

e. obtain a written assertion prepared by management of the service
provider regarding the suitability of the design and operating ef-
fectiveness of the service provider's controls in achieving the spec-
ified compliance control objectives (see appendix A-3 [paragraph
.42] of this SOP for an illustrative management assertion). As
noted in paragraph .07 of this SOP, to ensure that management's
assertion will be available to users of the report, practitioners are
strongly encouraged to report on management's written assertion
rather than on the subject matter, except when a deficiency or de-
ficiencies in controls exist that, individually or in combination,
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result in the nonachievement of one or more specified compliance
control objectives.

f. obtain a representation letter from management that includes the
items in paragraph .26ai of this SOP.

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature. Revised, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.13 Ordinarily, for the examination engagement described in this SOP, the
relevant aspects of a service provider's internal control over compliance per-
taining to its control environment, risk assessment, and monitoring would not
be presented in the form of compliance control objectives; however, manage-
ment of the service provider is not precluded from doing so. The practitioner
should perform tests of the relevant aspects of the service provider's control
environment, risk assessment, and monitoring that relate to the services pro-
vided and should assess their effectiveness in establishing, enhancing, or miti-
gating the effectiveness of specific controls. If there are weaknesses in relevant
aspects of the control environment, risk assessment, and monitoring the prac-
titioner should consider an appropriate response. For example, modifying the
practitioner's procedures to obtain more persuasive evidence about the oper-
ating effectiveness of the controls and whether the specified compliance con-
trol objectives have been achieved. [Revised, June 2009, to reflect conforming
changes necessary due to the issuance of recent authoritative literature. Re-
vised, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

Matters Addressed by the Compliance
Control Objectives

.14 As noted in paragraph .06, because federal securities laws encompass
a significantly comprehensive set of obligations and responsibilities, manage-
ment's description ordinarily would not include all conceivable compliance con-
trol objectives related to federal securities laws or elements thereof.

.15 Unless the compliance control objectives have been designated by an
outside party, such as a regulatory authority or a user group, management of
the service provider is responsible for specifying the compliance control objec-
tives and related controls that are the subject of the engagement. In establish-
ing the compliance control objectives and related controls, management of the
service provider should consider

a. the nature of the services provided to user organizations.
b. the service provider's contractual obligations to user organiza-

tions.
c. the information and assurance needs of user organizations, in-

cluding the relevancy of the compliance control objectives and re-
lated controls to the services provided to user organizations and
their internal control over compliance with federal securities laws
or elements thereof.12

Further, when circumstances permit, discussions between management of the
service provider and user organizations are advisable in determining the com-
pliance control objectives intended to address the needs of user organizations.

12 See SEC Release Nos. IC-26299 and IA-2204 adopting Rules 38a-1 and 206(4)-7, respectively
(Section II.A., Adoption and Implementation of Policies and Procedures).
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.16 Service providers may have contractual or other arrangements with
one or more subservice providers or other parties that perform administrative,
computer operations, transaction processing, recordkeeping, or other activities
on their behalf. In these circumstances, management of the service provider
determines whether the subservice provider's relevant control objectives and
related controls are to be included or excluded from its written description of
specified compliance control objectives and related controls. Although the inclu-
sive method provides more information to user organizations, it may not be ap-
propriate or feasible in many or all instances. In determining which approach to
use, management of the service provider should consider (a) the nature and ex-
tent of information about the subservice provider from which user organizations
would derive benefit, (b) the degree of responsibility management would assume
by including information about the subservice organization in its description
and accompanying written assertion, and (c) the practical difficulties entailed
in implementing the inclusive method. Whether the subservice provider's rele-
vant control objectives and related controls are included or excluded from the
written description, the description should include a brief statement of the func-
tions and nature of the services performed by the subservice provider. Ordinar-
ily, disclosure of the identity of the subservice provider is not required. If, how-
ever, management of the service provider determines that the identity of the
subservice provider would be relevant to user organizations, the name of the
subservice provider may be included in the written description provided that
there are no prohibitions against doing so, by contract or otherwise, and any
necessary approvals have been obtained by the service provider. Also, when in-
cluded, the written description should clearly differentiate between controls of
the service provider and controls of the subservice provider.

.17 If the subservice provider's relevant compliance control objectives and
related controls are excluded, management of the service provider should state
in the written description that the subservice provider's compliance control
objectives and related controls are omitted from the description and, unless
achievement of the compliance control objectives depends on controls at the
subservice provider, that the compliance control objectives included in the writ-
ten description include only those objectives that the service provider's controls
are intended to achieve. Reporting guidance for situations in which the service
provider excludes the subservice provider's compliance control objectives and
related controls from the service provider's written description is presented in
paragraph .33 of this SOP.

.18 As noted in paragraph .13, ordinarily in the examination engagement
described in this SOP, the relevant aspects of a service provider's internal con-
trol pertaining to its control environment, risk assessment, and monitoring
would not be presented in the form of compliance control objectives; however,
management of the service provider is not precluded from presenting those as-
pects in the form of compliance control objectives.

Evaluating Deficiencies in Controls
.19 Criteria are defined in AT-C section 105 as the benchmarks used to

measure or evaluate the subject matter. In this SOP, the criteria used by the
practitioner to evaluate the suitability of the design and operating effectiveness
of the controls included in management's description are the specified compli-
ance control objectives. The practitioner should evaluate the results of the pro-
cedures the practitioner performed to obtain sufficient appropriate evidence
about the suitability of the design and operating effectiveness of the controls
and determine the significance of any identified deficiencies in controls, indi-
vidually and in combination, to the achievement of the specified compliance
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control objectives. A deficiency in design exists when (a) a control necessary to
meet the control objective is missing or (b) an existing control is not properly
designed so that, even if it operates as designed, the control objective would
not be met. A deficiency in operation exists when a properly designed control
does not operate as designed or when the person performing the control does
not possess the necessary authority or qualifications to perform the control ef-
fectively. [Revised, June 2009, to reflect conforming changes necessary due to
the issuance of recent authoritative literature. Revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

.20 The following are examples of factors that are relevant in evaluating
the significance of identified deficiencies in controls:

• The existence of other effective controls that have been tested and
evaluated and limit the severity of the deficiency

• The significance of the control(s) to achieving the compliance con-
trol objective

• The existence of multiple deficiencies in controls that, in combina-
tion, may be significant to the achievement of a compliance control
objective, even if the deficiencies are individually insignificant to
the achievement of the compliance control objective

The practitioner may conclude that the specified compliance control objec-
tive has been achieved even if a deficiency or deficiencies in controls have
been identified. However, if, after performing the practitioner's procedures, the
practitioner concludes that the specified compliance control objective was not
achieved, the practitioner should modify the practitioner's report. See para-
graph .31 of this SOP for related reporting guidance. [Revised, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

User Organizations Affected by a Service Provider’s
Noncompliance With Federal Securities Laws or
Elements Thereof

.21 In the course of performing procedures at a service provider, a prac-
titioner may become aware of a matter or matters constituting noncompliance
with federal securities laws or elements thereof (including material compliance
matters) that occurred during the period covered by the practitioner's report
and relate to business activities or services included in the scope of the attes-
tation engagement. Unless the instance(s) of noncompliance are clearly incon-
sequential, the practitioner should obtain an understanding of

• the nature of the noncompliance matter(s),

• the cause(s) of such,

• the period during which the noncompliance matter(s) existed or
occurred, and

• the nature of any remediation activities taken to subsequently
achieve compliance or the status of any remediation activities the
service provider plans to take to achieve compliance.

.22 Further, the practitioner should determine whether information about
the noncompliance matter(s) has been communicated to affected user organiza-
tions. If management of the service provider has not communicated this infor-
mation and is unwilling to do so, and the practitioner believes the nature of the
noncompliance matter(s) could be significant to user organizations, the practi-
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tioner should inform management and those charged with governance of the
service provider of the circumstances. If management and those charged with
governance of the service provider do not respond in an appropriate manner,
the practitioner should consider withdrawing from the engagement. The prac-
titioner generally is not required to confirm with the user organizations that
the service provider has communicated such information. If the user organiza-
tions have been notified in writing, the practitioner may request a copy from the
service provider of the written communication. In all cases, judgment should be
used by the practitioner in considering the effect, if any, of all information ob-
tained about the noncompliance matter(s) on (a) the written assertion provided
by management of the service provider regarding the suitability of the design
and operating effectiveness of controls in achieving the specified compliance
control objectives; and (b) the practitioner's procedures and report. [Revised,
June 2009, to reflect conforming changes necessary due to the issuance of re-
cent authoritative literature.]

Management Assertion
.23 An assertion is defined in AT-C section 105 as any declaration or set of

declarations about whether the subject matter is in accordance with (or based
on) h the criteria. For the examination engagement described in this SOP, the
practitioner should obtain a written assertion from management of the ser-
vice provider regarding the suitability of the design and operating effectiveness
of the service provider's controls in achieving the specified compliance control
objectives. Appendix A-3 (paragraph .42) of this SOP contains an illustrative
management assertion. [Revised, April 2017, to reflect conforming changes nec-
essary due to the issuance of SSAE No. 18.]

.24 Management's assertion regarding the suitability of the design and
operating effectiveness of the controls should specify the "as of" date and pe-
riod covered by management's assertion. The determination of an appropriate
period is at the discretion of management; however, to be useful to user or-
ganizations, the assertion and related practitioner's report ordinarily covers a
minimum reporting period of six months. The following are examples of factors
that are relevant in establishing the reporting period:

• The anticipated needs of users of the report

• The degree and frequency of changes in the service provider's con-
trols related to the specified compliance control objectives

• The period needed to provide sufficient and appropriate evidence
regarding the operating effectiveness of the controls

[Revised, June 2009, to reflect conforming changes necessary due to the is-
suance of recent authoritative literature.]

Written Representations
[.25] [Paragraph deleted, April 2017, to reflect conforming changes neces-

sary due to the issuance of SSAE No. 18.]

.26 The practitioner should request from the responsible party13 written
representations in the form of a letter addressed to the practitioner. In accor-
dance with paragraph .50 of AT-C section 205, the representations should

13 In this SOP, the responsible party is usually management of the service provider. [Footnote
added, April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]
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a. include the responsible party's assertion about the subject matter
based on the criteria.

b. state that all relevant matters are reflected in the measurement
or evaluation of the subject matter or assertion.

c. state that management has disclosed to the practitioner all
known matters contradicting the assertion and any communi-
cation from regulatory agencies or others related to the service
provider's compliance, or internal control over compliance, with
federal securities laws or elements thereof during the period cov-
ered by the practitioner's report (or assertion about these matters)
that may affect one or more user organizations, including commu-
nications received between the end of the period addressed in the
written assertion and the date of the practitioner's report.

d. acknowledge responsibility for
i. the subject matter of the examination engagement and its

written assertion about the subject matter; namely, the
suitability of the design and operating effectiveness of the
controls in achieving the specified compliance control ob-
jectives.

ii. selecting the criteria used and determining the appropri-
ateness of such criteria for its purposes, including selecting
and presenting compliance control objectives that are rel-
evant to the services provided to user organizations and
their internal control over compliance with federal secu-
rities laws or elements thereof (practitioners may wish to
include in the representation letter the definition of the
term federal securities laws or elements thereof found in
footnotes 2 and 3 of this SOP).

iii. its description of specified compliance control objectives
and related controls.

iv. establishing and maintaining compliance and effective in-
ternal control over compliance with federal securities laws
or elements thereof as they relate to the scope of the ex-
amination engagement, including establishing and main-
taining controls that are suitably designed and operating
effectively to achieve the specified compliance control ob-
jectives.

e. state that any known events subsequent to the period of the sub-
ject matter being reported on that would have a material effect on
the subject matter or assertion have been disclosed to the practi-
tioner.

f. state that management has provided the practitioner with all rel-
evant information and access.

g. if applicable, state that management believes the effects of un-
corrected misstatements are immaterial, individually and in the
aggregate, to the subject matter.

h. if applicable, state that significant assumptions used in making
any material estimates are reasonable

i. state that management has disclosed to the practitioner
i. all deficiencies in internal control relevant to the engage-

ment of which the responsible party is aware in the de-
sign or operation of the service provider's internal control
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over compliance with federal securities laws or elements
thereof, related to the scope of the attestation engagement,
that existed during the period covered by the practitioner's
report, including those for which management believes the
cost of corrective action may exceed the benefits.

ii. its knowledge of any actual, suspected, or alleged fraud
or noncompliance with laws or regulations affecting the
subject matter.

j. address other matters as the practitioner deems appropriate,
such as statements that

i. management has disclosed to the practitioner any signif-
icant changes in the service provider's controls related to
the scope of the attestation engagement made since the
service provider's last examination.

ii. management has disclosed to the practitioner any in-
stances of which it is aware of the service provider's
noncompliance with federal securities laws or elements
thereof, related to the scope of the attestation engagement,
that existed during the period covered by the practitioner's
report and that may affect one or more user organizations.

iii. management has disclosed to the practitioner all instances
of which it is aware when the service provider's controls
have not operated with sufficient effectiveness during the
period covered by the practitioner's report to achieve the
specified compliance control objectives.

iv. management has responded fully to all inquiries made by
the practitioner during the engagement.

[Revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

Engaging Party Is the Responsible Party
.27 When the engaging party is the responsible party and one or more of the

requested written representations is not provided, or the practitioner concludes
that there is sufficient doubt about the competence, integrity, ethical values, or
diligence of those providing the written representations, or the practitioner con-
cludes that the written representations are otherwise not reliable, paragraph
.55 of AT-C section 205 states that the practitioner should

a. discuss the matter with the appropriate party;
b. reevaluate the integrity of those from whom the representations

were requested or received and evaluate the effect that this may
have on the reliability of representations and evidence in general;
and

c. if any of the matters are not resolved to the practitioner's satis-
faction, take appropriate action.

Paragraph .A64 of AT-C section 205 states that in the situation discussed in
paragraph .55 of AT-C section 205, the refusal to furnish such evidence in the
form of written representations constitutes a limitation on the scope of an ex-
amination sufficient to preclude an unmodified opinion and may be sufficient to
cause the practitioner to withdraw from the engagement. [Revised, June 2009,
to reflect conforming changes necessary due to the issuance of recent authori-
tative literature. Revised, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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Engaging Party Is Not the Responsible Party
.28 When the engaging party is not management, and management refuses

to provide the representations in paragraph .50 of AT-C section 205 in writing,
paragraph .51 of AT-C section 205 states that the practitioner should make in-
quiries of management about, and seek oral responses to, the matters in para-
graph .50. If the practitioner receives satisfactory oral responses to the practi-
tioner's inquiries sufficient to enable the practitioner to conclude that the prac-
titioner has sufficient appropriate evidence to form an opinion about the subject
matter, the practitioner's report should contain a separate paragraph that re-
stricts the use of the report to the engaging party. If one or more of the requested
representations are provided neither in writing nor orally from management, a
scope limitation exists, and the practitioner should determine the effect on the
report or the practitioner should withdraw from the engagement. [Paragraph
added, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

.29 Paragraph .52 of AT-C section 205 indicates that when the engaging
party is not management, the practitioner should request the written repre-
sentations in paragraph .52 of AT-C section 205 from the engaging party in the
form of a letter addressed to the practitioner. The representations requested
from the engaging party are in addition to the representations requested from
management. [Paragraph added, April 2017, to reflect conforming changes nec-
essary due to the issuance of SSAE No. 18.]

Reporting
.30 Appendix A-1 (paragraph .40) of this SOP contains an illustrative

practitioner's examination report on an assertion by management of a service
provider regarding specified compliance control objectives and related controls.
The illustrative report includes the required elements of a practitioner's un-
modified report listed in paragraphs .63.64 of AT-C section 205. The exhibit,
"Illustrative Practitioner's Examination Reports," of AT-C section 205 presents
additional illustrative examination reports. [Paragraph renumbered and re-
vised, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

.31 Paragraph .19 of this SOP notes that criteria are the standards or
benchmarks against which a practitioner evaluates the subject matter, and in
this SOP, the criteria for evaluating the suitability of the design and operat-
ing effectiveness of the controls are the specified compliance control objectives.
If, after performing the procedures described in paragraphs .12.13 and .19.22
of this SOP, the practitioner concludes that the controls were not suitably de-
signed or operating with sufficient effectiveness to provide reasonable assur-
ance that the specified compliance control objectives were achieved, the practi-
tioner should modify the practitioner's report and include a separate paragraph
that provides a description of the matter(s) giving rise to the modification. The
matter or matters pertaining to the suitability of the design or operating effec-
tiveness of controls and giving rise to a qualified or adverse opinion in a report
on the examination engagement described in this SOP should be referred to as
a deficiency or deficiencies. Further, paragraph .79 of AT-C section 205 states,
in part, that "...if the practitioner has concluded that conditions exist that, indi-
vidually or in combination, result in one or more material misstatements based
on the criteria, the practitioner should modify the opinion and express a qual-
ified or adverse opinion directly on the subject matter, not on the assertion,
even when the assertion acknowledges the misstatement." Appendix B (para-
graph .44) of this SOP contains an illustrative practitioner's examination report
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containing a qualified opinion on a service provider's controls in achieving the
specified compliance control objectives. In that illustrative report, the practi-
tioner reports on the subject matter rather than on the assertion. [Paragraph
renumbered and revised, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.32 Paragraph .68 of AT-C section 205 states that the practitioner should
modify the opinion when either of the following circumstances exist and, in
the practitioner's professional judgment, the effect of the matter is or may be
material:

a. The practitioner is unable to obtain sufficient appropriate evi-
dence to conclude that the subject matter is in accordance with
(or based on) the criteria, in all material respects.

b. The practitioner concludes, based on evidence obtained, that the
subject matter is not in accordance with (or based on) the criteria,
in all material respects.

Paragraphs .69.84 and .A103.A113 of AT-C section 205 further address this
topic. [Paragraph renumbered and revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.33 If a subservice provider's compliance control objectives and related con-
trols are excluded from the service provider's written description of specified
compliance control objectives and related controls (see paragraph .17 of this
SOP), the scope paragraph of the practitioner's report should be modified to

• refer to the disclosure in the written description regarding the ser-
vice provider's use of a subservice provider and the functions and
nature of the services performed by the subservice provider.

• state that the subservice provider's compliance control objectives
and related controls are omitted from the written description and
that the practitioner's examination did not extend to controls of
the subservice provider.

Appendix A-2 (paragraph .41) of this SOP contains an illustrative practitioner's
examination report on a service provider's specified compliance control objec-
tives and related controls when the service provider uses a subservice provider
and the subservice provider's control objectives and related controls are ex-
cluded from the description. [Paragraph renumbered, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.34 As noted in paragraph .17, situations may arise in which the service
provider specifies compliance control objectives whose achievement depends on
controls at a subservice provider. In those circumstances, if the service provider
has excluded the subservice provider's controls from the written description,
the practitioner should modify the scope and opinion paragraphs of the practi-
tioner's report to include the phrase "and subservice providers applied the con-
trols contemplated in the design of the service provider's controls." [Paragraph
renumbered and revised, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.35 A practitioner may perform significant portions of the engagement be-
fore the end of the period covered by the report. If during that time the practi-
tioner identifies compliance control objectives that have not been achieved, the
practitioner should include a description of the condition in the practitioner's
report, even if management corrects the condition prior to the end of the period.
[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Agreed-Upon Procedures
.36 A practitioner may also perform agreed-upon procedures related to

compliance control objectives and related controls. Such engagements are per-
formed in accordance with AT-C section 215, Agreed-Upon Procedures Engage-
ments. In these engagements, the parties to the engagement (specified parties)
and the practitioner agree upon the procedures to be performed. The practi-
tioner performs these procedures and reports the practitioner's findings. The
specified parties assume responsibility for the sufficiency of the procedures be-
cause they best understand their own needs. In an agreed-upon procedures
engagement, the practitioner does not perform an examination or review of an
assertion or subject matter or express an opinion or conclusion about the as-
sertion or subject matter. The practitioner's report on agreed-upon procedures
is in the form of procedures and findings. An illustrative agreed-upon proce-
dures report is presented in appendix E (paragraph .47) of this SOP. Use of an
agreed-upon procedures report is restricted to the specified parties that agree
upon the procedures and accept responsibility for the sufficiency of the proce-
dures for their purposes. [Paragraph renumbered and revised, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

.37 In accordance with paragraph .12 of AT-C section 215, a practitioner
should agree upon the terms of the engagement with the engaging party. The
agreed-upon terms of the engagement should be specified in sufficient detail in
an engagement letter or other suitable form of written agreement. Paragraphs
.13.14 of AT-C section 215 further address agreeing on the terms of an agreed-
upon procedures engagement. [Paragraph renumbered and revised, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

.38 Paragraph .38 of AT-C section 215 states that if the practitioner agrees
to add a nonparticipant party, the practitioner should obtain affirmative ac-
knowledgement, normally in writing, from the nonparticipant party agreeing
to the procedures performed and of its taking responsibility for the sufficiency
of the procedures. [Paragraph renumbered and revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

Effective Date
.39 This SOP is effective upon issuance. [Paragraph renumbered, April

2017, to reflect conforming changes necessary due to the issuance of SSAE No.
18.]
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.40

Appendix A-1—Illustrative Practitioner’s Examination
Report on a Service Provider’s Assertion Regarding
Specified Compliance Control Objectives and Related
Controls
Note: The compliance control objectives and related controls referenced in the
following illustrative practitioner's report are examples only and should not be
viewed as representative of or a complete description of the compliance control
objectives or related controls a service provider might be expected to (1) establish
and implement to meet any contractual responsibilities to funds or any other
clients, (2) monitor for investment compliance, or (3) include in its description of
specified compliance control objectives and related controls in an examination
engagement covered by this Statement of Position (SOP). Additionally, there may
be other areas of responsibility (beyond investment compliance) that a service
provider might assume on behalf of funds or any other clients that might result
in the inclusion and presentation of different or additional compliance control
objectives and related controls for engagements covered by this SOP.

Report of Independent Accountants

To the Management of XYZ Service Provider:

[Introductory paragraph]

We have examined the assertion made by the management of XYZ Service
Provider pertaining to controls over investment compliance that XYZ Service
Provider performs for user organizations. Management's assertion is included
in the accompanying document titled, "Management's Assertion Regarding
XYZ Service Provider's Specified Compliance Control Objectives and Related
Controls" and states that:

• The controls described in the accompanying document titled,
"XYZ Service Provider's Description of Specified Compliance Con-
trol Objectives and Related Controls" (management's description),
were suitably designed as of December 31, 20X1 to provide rea-
sonable assurance that the compliance control objectives estab-
lished by management and described therein would be achieved,
if those controls were complied with satisfactorily [and user orga-
nizations applied the controls contemplated in the design of XYZ
Service Provider's controls]; 1 and

• The controls described in management's description were operat-
ing with sufficient effectiveness to provide reasonable assurance
that the specified compliance control objectives described therein
were achieved during the period from January 1, 20X1 to Decem-
ber 31, 20X1.

Management of XYZ Service Provider is responsible for its assertion. Our re-
sponsibility is to express an opinion on management's assertion based on our
examination.

[Scope paragraph]

1 Refer to user controls only in situations in which the application of controls by the user orga-
nizations is necessary to achieve specified control objectives. Otherwise omit this reference.
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Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the examination to obtain rea-
sonable assurance about whether management's assertion is fairly stated, in
all material respects. An examination involves performing procedures to ob-
tain evidence about management's assertion. The nature, timing, and extent
of the procedures selected depend on our judgment, including an assessment
of the risks of material misstatement of management's assertion, whether due
to fraud or error. We believe that the evidence we obtained is sufficient and
appropriate to provide a reasonable basis for our opinion.
We were not engaged to perform and did not perform an examination of XYZ
Service Provider's or user organizations' compliance or internal control over
compliance with Federal Securities Laws, as that term is defined by Securities
and Exchange Commission (SEC) Rule 38a-1 under the Investment Company
Act of 1940 ("Federal Securities Laws"). We also were not engaged to perform
and did not perform an examination of XYZ Service Provider's compliance with
its contractual obligations to its clients during the period from January 1, 20X1
to December 31, 20X1.
Our examination was limited to examining, for the purposes described above,
management's assertion about the specified compliance control objectives and
related controls included in management's description and did not consider any
other compliance control objectives or controls that may be relevant to XYZ
Service Provider's or user organizations' compliance or internal control over
compliance with Federal Securities Laws. Further, the relative effectiveness
and significance of specific controls at XYZ Service Provider, and their effect on
user organizations' compliance or internal control over compliance with Fed-
eral Securities Laws are dependent on their interaction with the controls and
other factors present at individual user organizations. We have performed no
procedures to evaluate the effectiveness of such controls or such other factors
at individual user organizations.
The compliance control objectives and related controls set forth in manage-
ment's description have been provided to enable user organizations, when per-
forming their annual compliance reviews as required by SEC Rule 38a-1 under
the Investment Company Act of 1940, to consider such information along with
information about their own compliance or internal control over compliance
with Federal Securities Laws, and any other relevant information.

[Inherent limitations paragraph]

Management's description is as of December 31, 20X1. Any projection of such
information to the future is subject to the risk that, because of change, the
description may no longer portray the system or controls in existence. The po-
tential effectiveness of controls in achieving the specified compliance control
objectives established by XYZ Service Provider is subject to inherent limita-
tions and, accordingly, lack of compliance with controls and instances of errors
or fraud may occur and not be detected. Furthermore, the projection of any
evaluations, based on our findings, to future periods is subject to the risk that
controls may become inadequate because of changes in conditions, or that the
degree of compliance with such controls may deteriorate, or changes made to
the system or controls, or the failure to make needed changes to the system or
controls, may alter the validity of such evaluations.

[Opinion paragraph]

In our opinion, management's assertion that

• the controls described in the accompanying document titled, "XYZ
Service Provider's Description of Specified Compliance Control
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Objectives and Related Controls" (management's description),
were suitably designed as of December 31, 20X1 to provide rea-
sonable assurance that the compliance control objectives estab-
lished by management and described therein would be achieved,
if those controls were complied with satisfactorily [and user orga-
nizations applied the controls contemplated in the design of XYZ
Service Provider's controls]; 2 and

• the controls described in management's description were operat-
ing with sufficient effectiveness to provide reasonable assurance
that the specified compliance control objectives described therein
were achieved during the period from January 1, 20X1 to Decem-
ber 31, 20X1

is fairly stated, in all material respects.

[Practitioner's signature]

[Practitioner's city and state]

[Date of practitioner's report]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

2 Refer to user controls only in situations in which the application of controls by the user orga-
nizations is necessary to achieve specified control objectives. Otherwise omit this reference.

AUD §40.40 ©2017, AICPA



Attestation Engagements That Address Specified Compliance Control 1947

.41

Appendix A-2—Illustrative Practitioner’s Examination
Report on a Service Provider’s Assertion Regarding
Specified Compliance Control Objectives and Related
Controls When the Service Provider Uses a Subservice
Provider and the Subservice Provider’s Control
Objectives and Related Controls are Excluded From the
Description and the Scope of the Practitioner’s
Engagement
Note: The compliance control objectives and related controls referenced in the
following illustrative practitioner's report are examples only and should not be
viewed as representative of or a complete description of the compliance control
objectives or related controls a service provider might be expected to (1) establish
and implement to meet any contractual responsibilities to funds or any other
clients (2) monitor for investment compliance, or (3) include in its description of
specified compliance control objectives and related controls in an examination
engagement covered by this Statement of Position (SOP). Additionally, there may
be other areas of responsibility (beyond investment compliance) that a service
provider might assume on behalf of funds or any other clients that might result
in the inclusion and presentation of different or additional compliance control
objectives and related controls for engagements covered by this SOP.

Report of Independent Accountants

To the Management of XYZ Service Provider:
[Introductory paragraph]

We have examined the assertion made by the management of XYZ Service
Provider pertaining to controls over investment compliance that XYZ Service
Provider performs for user organizations. Management's assertion is included
in the accompanying document titled, "Management's Assertion Regarding
XYZ Service Provider's Specified Compliance Control Objectives and Related
Controls" and states that:

• The controls described in the accompanying document, "XYZ Ser-
vice Provider's Description of Specified Compliance Control Ob-
jectives and Related Controls" (management's description), were
suitably designed as of December 31, 20X1 to provide reasonable
assurance that the compliance control objectives established by
management and described therein would be achieved, if those
controls were complied with satisfactorily [and user organizations
applied the controls contemplated in the design of XYZ Service
Provider's controls]: 1

• The controls described in management's description were operat-
ing with sufficient effectiveness to provide reasonable assurance

1 Refer to user controls only in situations in which the application of controls by the user orga-
nizations is necessary to achieve the specified control objectives. Otherwise omit this reference. Also,
if the application of controls by the subservice provider is necessary to achieve the specified compli-
ance control objectives, and the subservice provider's controls are excluded from the description, the
practitioner's report should be modified to include the phrase, "and the subservice provider applied
the controls contemplated in the design of XYZ Service Provider's controls."
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that the specified compliance control objectives described therein
were achieved during the period from January 1, 20X1 to Decem-
ber 31, 20X1.

As stated in management's description, XYZ Service Provider uses a computer
processing service provider for all of its computerized application processing.
Management's description includes only those compliance control objectives
and related controls of XYZ Service Provider, and does not include compli-
ance control objectives and related controls of the computer processing service
provider. Our examination did not extend to controls of the computer processing
service provider.
Management of XYZ Service Provider is responsible for its assertion. Our re-
sponsibility is to express an opinion on management's assertion based on our
examination.

[Scope paragraph]

Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the examination to obtain reason-
able assurance about whether management's assertion is fairly stated, in all
material respects. An examination involves performing procedure to obtain ev-
idence about management's assertion. The nature, timing, and extent of the pro-
cedures selected depend on our judgment, including an assessment of the risks
of material misstatement of management's assertion, whether due to fraud or
error. We believe that the evidence we obtained is sufficient and appropriate to
provide a reasonable basis for our opinion.
We were not engaged to perform and did not perform an examination of XYZ
Service Provider's or user organizations' compliance or internal control over
compliance with Federal Securities Laws, as that term is defined by Securities
and Exchange Commission (SEC) Rule 38a-1 under the Investment Company
Act of 1940 ("Federal Securities Laws"). We also were not engaged to perform
and did not perform an examination of XYZ Service Provider's compliance with
its contractual obligations to its clients during the period from January 1, 20X1
to December 31, 20X1.
Our examination was limited to examining, for the purposes described above,
management's assertion about the specified compliance control objectives and
related controls included in management's description and did not consider any
other compliance control objectives or controls that may be relevant to XYZ
Service Provider's or user organizations' compliance or internal control over
compliance with Federal Securities Laws. Further, the relative effectiveness
and significance of specific controls at XYZ Service Provider, and their effect on
user organizations' compliance or internal control over compliance with Federal
Securities Laws are dependent on their interaction with the controls and other
factors present at individual user organizations and at subservice providers. We
have performed no procedures to evaluate the effectiveness of such controls or
such other factors at individual user organizations or at subservice providers.
The compliance control objectives and related controls set forth in manage-
ment's description have been provided to enable user organizations, when per-
forming their annual compliance reviews as required by SEC Rule 38a-1 under
the Investment Company Act of 1940, to consider such information along with
information about their own compliance or internal control over compliance
with Federal Securities Laws, and any other relevant information.

[Inherent limitations paragraph]

Management's description is as of December 31, 20X1. Any projection of such
information to the future is subject to the risk that, because of change, the
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description may no longer portray the system or controls in existence. The po-
tential effectiveness of controls in achieving the specified compliance control
objectives established by XYZ Service Provider is subject to inherent limita-
tions and, accordingly, lack of compliance with controls and instances of errors
or fraud may occur and not be detected. Furthermore, the projection of any
evaluations, based on our findings, to future periods is subject to the risk that
controls may become inadequate because of changes in conditions, or that the
degree of compliance with such controls may deteriorate, or changes made to
the system or controls, or the failure to make needed changes to the system or
controls, may alter the validity of such evaluations.

[Opinion paragraph]

In our opinion, management's assertion that:

• the controls described in the accompanying document, "XYZ Ser-
vice Provider's Description of Specified Compliance Control Ob-
jectives and Related Controls" (management's description), were
suitably designed as of December 31, 20X1 to provide reasonable
assurance that the compliance control objectives established by
management and described therein would be achieved, if those
controls were complied with satisfactorily [and user organizations
applied the controls contemplated in the design of XYZ Service
Provider's controls]: 2

• the controls described in management's description were operat-
ing with sufficient effectiveness to provide reasonable assurance
that the specified compliance control objectives described therein
were achieved during the period from January 1, 20X1 to Decem-
ber 31, 20X1

is fairly stated, in all material respects.
[Restricted use paragraph]

This report is intended solely for the information and use of chief compli-
ance officers, management, boards of directors, and the independent auditors
of XYZ Service Provider and of the entities that use the services of XYZ Service
Provider, and is not intended to be and should not be used by anyone other than
these specified parties.

[Practitioner's signature]

[Practitioner's city and state]

[Date of practitioner's report]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

2 Refer to user controls only in situations in which the application of controls by the user orga-
nizations is necessary to achieve the specified control objectives. Otherwise omit this reference. Also,
if the application of controls by the subservice provider is necessary to achieve the specified compli-
ance control objectives, and the subservice provider's controls are excluded from the description, the
practitioner's report should be modified to include the phrase, "and the subservice provider applied
the controls contemplated in the design of XYZ Service Provider's controls."
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Appendix A-3—Illustrative Management Assertion
Regarding a Service Provider’s Specified Compliance
Control Objectives and Related Controls
Management's Assertion Regarding XYZ Service Provider's Specified

Compliance Control Objectives and Related Controls

XYZ Service Provider provides certain investment compliance services to funds
(user organizations). XYZ Service Provider's description of specified compliance
control objectives and related controls is presented in the accompanying doc-
ument, "XYZ Service Provider's Description of Specified Compliance Control
Objectives and Related Controls" (management's description). We, as members
of management of XYZ Service Provider, are responsible for the description as
well as for the suitability of the design and operating effectiveness of those
controls.
Management's description is provided to enable user organizations, when per-
forming their annual compliance review as required by Securities and Ex-
change Commission (SEC) Rule 38a-1 under the Investment Company Act of
1940, to consider such information, along with information about their own
compliance and internal control over compliance with Federal Securities Laws,
as that term is defined in Rule 38a-1, and any other relevant information. We
have evaluated the suitability of the design and operating effectiveness of these
controls in achieving the compliance control objectives included in manage-
ment's description during the period from January 1, 20X1 through December
31, 20X1. The criteria against which the controls were evaluated are the speci-
fied compliance control objectives included in management's description. Based
on our evaluation, we assert that:

• The controls included in management's description were suitably
designed as of December 31, 20X1 to provide reasonable assurance
that the compliance control objectives described therein would be
achieved, if those controls were complied with satisfactorily [and
user organizations applied the controls contemplated in the design
of XYZ Service Provider's controls].1

• The controls set forth in management's description were operating
with sufficient effectiveness to provide reasonable assurance that
the specified compliance control objectives, included in manage-
ment's description, were achieved during the period from January
1, 20X1 to December 31, 20X1.

By:
[Signature, name, and title of appropriate official]
By:
[Signature, name, and title of appropriate official]
[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

1 Refer to user controls only in situations in which the application of controls by the user orga-
nizations is necessary to achieve the specified control objectives. Otherwise omit the reference. Also,
if the application of controls by a subservice provider is necessary to achieve the specified compliance
control objectives, and the subservice provider's controls are excluded from the description, the prac-
titioner's report should be modified to include the phrase, "and the subservice provider applied the
controls contemplated in the design of XYZ Service Provider's controls."
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Appendix A-4—Illustrative Service Provider’s
Description of Specified Compliance Control Objectives
and Related Controls

XYZ Service Provider's Description of Specified Compliance
Control Objectives and Related Controls

Note: The following is an illustration of a description of investment compliance
control objectives and related controls for an investment adviser (XYZ Service
Provider) performing investment compliance-related services for funds.1 This il-
lustration is presented solely to provide an example of control objectives and re-
lated controls pertaining to investment-compliance related services and should
not be viewed as representative of or a complete set of compliance control objec-
tives or related controls that a service provider might be expected to (1) perform
in these circumstances or similar circumstances, (2) establish and implement to
meet any contractual responsibilities to funds or any other clients, or (3) include
in its written description of specified compliance control objectives and related
controls in an examination engagement covered by this Statement of Position
(SOP). Additionally, there may be other areas of responsibility (beyond invest-
ment compliance) that a service provider might assume on behalf of funds or any
other clients that might result in the inclusion and presentation of different or
additional compliance control objectives and related controls for engagements
covered by this SOP.

Monitoring Compliance with Fund Investment Guidelines and
Restrictions

[XYZ Service Provider uses a computer processing service provider for all of its
computerized application processing.2 The accompanying description includes
only those compliance control objectives and related controls of XYZ Service
Provider, and does not include compliance control objectives and related con-
trols of the computer processing service provider.]

Control Objective 1: Controls provide reasonable assurance that securities
trades for the fund and the fund's securities holdings comply with investment
guidelines and restrictions included in the fund's investment advisory agree-
ment, prospectus, and statement of additional information.

Controls:

1. Before any securities trading commences for a fund (a) XYZ Ser-
vice Provider's trading desk representative enters information
(coding) in the fund's securities trading order entry and compli-
ance (STOEC) module to reflect all investment guidelines and

1 In this illustration, the investment adviser performs investment compliance-related services in
addition to investment advisory services for funds. In other situations, investment compliance-related
services may be performed, in whole or in part, by one or more other service providers or subservice
providers.

2 If the service provider uses a subservice provider, management's description should include a
brief statement of the functions and nature of the services performed by the subservice provider. In
addition, the description should indicate whether the subservice provider's compliance control objec-
tives and related controls are included in or excluded from the description. See paragraphs .16–.17
of the Statement of Position for additional information about the information to be included in this
disclosure.
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restrictions included in the documents identified in Control Ob-
jective 1, and (b) a supervisor in XYZ Service Provider's fund ser-
vices department compares, for completeness and accuracy, the
information (coding) entered in the fund's STOEC module to the
corresponding information included in the source documents re-
ferred to in Control Objective 1. Any discrepancies that appear
to be the result of data entry errors (for example, entering the
number 50% when the prospectus states 5%) are corrected upon
identification by XYZ Service Provider. Any other discrepancies
related to differences in interpretation or uncertainty about the
meaning of information in the source documents, are communi-
cated to the fund's treasurer or chief compliance officer for re-
search, clarification, and resolution. Any subsequent changes to
the original information (coding) entered by XYZ Service Provider
must be approved by the fund's treasurer or chief compliance
officer.

2. On a daily basis, a report of all deletions, modifications, and ad-
ditions made to investment guidelines and restrictions in the
fund's STOEC module is reviewed by a supervisor in XYZ Service
Provider's fund services department. The supervisor compares
each change made to a written authorization to effect the change
submitted by the fund's treasurer or chief compliance officer.

3. Annually, a supervisor in XYZ Service Provider's fund services de-
partment compares, for completeness and accuracy, the current
information (coding) in each fund's STOEC module to the corre-
sponding source documents referred to in the Control Objective.

4. For all securities trades for which the functionality of a fund's
STOEC module identifies an apparent or possible noncompliant
securities trade order, the order is 'pended' until the fund's trea-
surer or chief compliance officer reviews the circumstances of the
requested trade and determines whether it is permissible. If per-
missible, the 'pended' trade is released for processing upon writ-
ten approval by either the fund's treasurer or chief compliance
officer. If not permissible, the trade is cancelled. On the basis pre-
scribed in the fund's compliance policies and procedures (daily,
weekly, monthly, or quarterly), members of the compliance staff
of XYZ Service Provider review reports generated by the STOEC
module to ascertain that no violations of the fund's investment
guidelines and restrictions have occurred. Any violations are re-
searched, and XYZ Service Provider's compliance staff ascertains
that corrective actions were approved by the fund's treasurer or
chief compliance officer, and effected.

Control Objective 2: Controls provide reasonable assurance that the dollar-
weighted average portfolio maturities (WAPM) of money market funds do not
exceed 90 days, as required by Securities and Exchange Commission (SEC)
Rule 2a-7.
Controls:

1. For each new security purchased, a trade department analyst at
XYZ Service Provider compares the terms entered in the trade
system to the corresponding information in the documentation of
the security purchase, including the date used for the WAPM cal-
culation (for example, interest-rate reset date or maturity date).

2. On a quarterly basis, XYZ Service Provider's compliance staff ver-
ifies that the computation logic in its securities accounting system
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(SAS), which affects the calculation of the funds' WAPM, is consis-
tent with applicable provisions of SEC Rule 2a-7 and regulatory
guidance issued.

3. On a daily basis, using reports and information produced by the
SAS, XYZ Service Provider's compliance staff determines whether
any of the funds' WAPM exceeds 75 days. If so, the compliance
staff alerts the portfolio manager so that this information can
be taken into account by the portfolio manager when making
prospective investment management decisions for the fund. If a
fund's WAPM exceeds 80 days, the compliance staff also alerts the
fund's treasurer.

4. On a daily basis, using reports and information produced by the
SAS, XYZ Service Provider's compliance staff identifies changes
of 3 days or more in any fund's WAPM from the fund's prior day
WAPM, and researches the fund's investing activities sufficiently
to identify the reason for the change and whether there is a rea-
sonable basis for the change. The results of the research are doc-
umented and provided to a compliance department manager for
his or her written review and approval.

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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.44

Appendix B—Illustrative Practitioner’s Examination
Report Containing a Qualified Opinion on the
Suitability of the Design and Operating Effectiveness
of a Service Provider’s Controls in Achieving Specified
Compliance Control Objectives
Paragraph .79 of AT-C section 205 states, "If the practitioner has concluded that
conditions exist that, individually or in combination, result in one or more ma-
terial misstatements, based on the criteria, the practitioner should modify the
opinion and express a qualified or adverse opinion directly on the subject mat-
ter, not on the assertion, even when the assertion acknowledges the misstate-
ment." The following illustrative practitioner's report relates to an examination
engagement in which the practitioner identified a control deficiency in the oper-
ating effectiveness of the service provider's controls; accordingly, the practitioner
reports on the subject matter, rather than on the assertion. Also, in a separate
paragraph, the practitioner describes the matters giving rise to the modification.
In this engagement, the practitioner has concluded that the deficiency in controls
is not sufficiently pervasive to warrant an adverse opinion.

Report of Independent Accountants

To the Management of ABC Service Provider:
[Introductory paragraph]

We have examined whether the controls described in the accompanying doc-
ument, "ABC Service Provider's Description of Specified Compliance Control
Objectives and Related Controls" (management's description), were:

• suitably designed, as of December 31, 20X1, to provide reason-
able assurance that the specified compliance control objectives es-
tablished by management of ABC Service Provider and described
therein would be achieved, if those controls were complied with
satisfactorily; [and user organizations applied the controls contem-
plated in the design of ABC Service Provider's controls]; 1 and

• operating with sufficient effectiveness to provide reasonable as-
surance that the specified compliance control objectives described
therein were achieved during the period from January 1, 20X1 to
December 31, 20X1. (Collectively referred to as the subject matter
and criteria.)

Management of ABC Service Provider is responsible for the suitability of the de-
sign and operating effectiveness of these controls in achieving the specified com-
pliance control objectives. Our responsibility is to express an opinion whether
the subject matter is in accordance with the criteria, based on our examination.

[Scope paragraph]

Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the examination to obtain reason-
able assurance about whether the subject matter is in accordance with the cri-
teria, in all material respects. An examination involves performing procedures

1 Refer to user controls only in situations in which the application of controls by the user orga-
nizations is necessary to achieve the specified control objectives. Otherwise omit this reference.
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to obtain evidence about the subject matter. The nature, timing, and extent of
the procedures selected depend on our judgment, including an assessment of
the risks of material misstatement of the subject matter, whether due to fraud
or error . We believe that the evidence we obtained is sufficient and appropriate
to provide a reasonable basis for our opinion.

We were not engaged to perform and did not perform an examination of ABC
Service Provider's or user organizations' compliance or internal control over
compliance with Federal Securities Laws, as that term is defined by Securities
and Exchange Commission (SEC) Rule 38a-1, under the Investment Company
Act of 1940 ("Federal Securities Laws"). We also were not engaged to perform
and did not perform an examination of ABC Service Provider's compliance with
its contractual obligations to its clients during the period from January 1, 20X1
to December 31, 20X1.

Our examination was limited to examining, for the purposes described above,
the suitability of the design and operating effectiveness of the controls in
achieving the specified compliance control objectives included in management's
description and did not consider any other compliance control objectives or con-
trols that may be relevant to ABC Service Provider's or user organizations'
compliance or internal control over compliance with Federal Securities Laws.
Further, the relative effectiveness and significance of specific controls at ABC
Service Provider, and their effect on user organizations' compliance or internal
control over compliance with Federal Securities Laws are dependent on their
interaction with the controls and other factors present at individual user or-
ganizations. We have performed no procedures to evaluate the effectiveness of
such controls or such other factors at individual user organizations.

The compliance control objectives and related controls set forth in manage-
ment's description have been provided to enable user organizations, when per-
forming their annual compliance reviews as required by SEC Rule 38a-1 under
the Investment Company Act of 1940, to consider such information along with
information about their own compliance or internal control over compliance
with Federal Securities Laws, and any other relevant information.

[Inherent limitations paragraph]

Management's description is as of December 31, 20X1. Any projection of such
information to the future is subject to the risk that, because of change, the
description may no longer portray the system or controls in existence. The po-
tential effectiveness of controls in achieving the specified compliance control
objectives established by ABC Service Provider is subject to inherent limita-
tions and, accordingly, lack of compliance with controls and instances of errors
or fraud may occur and not be detected. Furthermore, the projection of any
evaluations, based on our findings, to future periods is subject to the risk that
controls may become inadequate because of changes in conditions, or that the
degree of compliance with such controls may deteriorate, or changes made to
the system or controls, or the failure to make needed changes to the system or
controls, may alter the validity of such evaluations.

[Explanatory paragraph]

Management of ABC Service Provider has included in its description a control
requiring that the manager of the advertising and sales department review
and approve performance data used in ABC Service Provider's advertising and
sales literature prior to its release to the public. Our tests of operating effec-
tiveness noted that the manager of the advertising and sales department did
not review and approve the aforementioned performance data prior to its re-
lease to the public. The manager's failure to perform this control is a deficiency
in the operating effectiveness of the service provider's controls that resulted in
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the nonachievement of the compliance control objective included in manage-
ment's description: "Performance data used in advertising and sales literature
are accurate and approved before release to the public."
[Opinion paragraph]
In our opinion, in all material respects, ABC Service Provider's controls were
suitably designed at December 31, 20X1 to provide reasonable assurance that
the specified compliance control objectives as described in management's de-
scription, would be achieved, if those controls were complied with satisfactorily
[and user organizations applied the controls contemplated in the design of ABC
Service Provider's controls]. 2 Also, in our opinion, except for the deficiency de-
scribed in the preceding paragraph, ABC Service Provider's controls were op-
erating with sufficient effectiveness to provide reasonable assurance that the
specified compliance control objectives were achieved during the period from
January 1, 20X1 through December 31, 20X1, in all material respects. 3

[Restricted use paragraph]
This report is intended solely for the information and use of chief compli-
ance officers, management, boards of directors, and the independent auditors of
ABC Service Provider and of the entities that use the services of ABC Service
Provider, and is not intended to be and should not be used by anyone other than
these specified parties.

[Practitioner's signature]

[Practitioner's city and state]

[Date of practitioner's report]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

2 Refer to user controls only in situations in which the application of controls by the user orga-
nizations is necessary to achieve the specified control objectives. Otherwise omit this reference.

3 In instances in which a control is not suitably designed, the phrase "except for the deficiency
described in the preceding paragraph" would be inserted in the first sentence of the opinion paragraph,
which relates to the suitability of the design of controls.
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.45

Appendix C—Additional Illustrative Compliance
Control Objectives
Note: The following are additional illustrative compliance control objectives per-
taining to various services service providers might provide. These illustrative
compliance control objectives are only examples and should not be viewed as
representative of or a complete set or description of compliance control objec-
tives that a service provider might be expected to (1) establish and implement to
meet any contractual responsibilities to funds or any other clients, (2) monitor
for achievement, or (3) include in its description of specified compliance con-
trol objectives and related controls in an attestation engagement covered by this
Statement of Position (SOP). Additionally, there may be other areas of responsi-
bility (beyond those listed below) that a service provider might assume on behalf
of funds or any other clients that might result in the inclusion and presentation
of different or additional compliance control objectives and related controls for
engagements covered by this SOP.

Fund Advertising and Sales Literature

Controls provide reasonable assurance that:

1. Advertising and sales literature is reviewed for compliance with
the service provider's established policies and is timely submit-
ted to the National Association of Securities Dealers (NASD) for
approval

2. Comments from the NASD on advertising and sales literature are
reviewed and timely reflected in advertising and sales literature
as required

3. Performance data used in advertising and sales literature are ac-
curate and approved before release

4. Expiring advertisement and sales literature is identified and up-
dated or disposed of before the expiration date

5. Regulatory changes are monitored and reflected in current and
future advertising and sales literature

Valuation of Client Assets or Investments

Controls provide reasonable assurance that:

1. Securities price information is received from authorized sources
in accordance with client instructions and is entered completely
and accurately into the portfolio accounting system

2. Foreign exchange rates are received from authorized sources in
accordance with client instructions and are entered completely
and accurately into the portfolio accounting system

3. Securities that do not have readily determinable market values
(for example, those valued at fair value in good faith), including
international equity securities whose values are determined by
adjusting the closing price on the foreign securities exchange, are
valued according to consistently applied policies and procedures
established by the service provider's client
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4. For registered money-market-fund securities valued at amortized
cost, valuation is monitored for compliance with the "mark-to-
market" provision of Securities and Exchange Commission (SEC)
Rule 2a-7 and deviations in excess of established thresholds are
reported in accordance with client instructions

Privacy
Controls provide reasonable assurance that:

1. The use of and access to nonpublic client information is restricted
to authorized personnel

2. Customers of the fund are provided with a notice of privacy poli-
cies at the time they become a customer and in the event of a
change to the privacy policy

3. Access to and use of material nonpublic information is restricted
to authorized personnel

4. At least annually, employees are provided with written policies
related to material nonpublic information and instruction about
those policies

5. Customer information is disclosed only to authorized third parties

Transfer Agency
Controls provide reasonable assurance that:

1. As required by policies and procedures, the identity of any person
seeking to open an account with the fund is verified by examin-
ing specified documents and other information and maintaining
records of the information used to verify the person's identity

2. Cash equivalents under $10,000 are monitored and tracked for
a rolling 12-month period; Internal Revenue Service (IRS) Form
8300 is filed, and the shareholder is notified as required by the
IRS

3. Certificate redemption requests are processed in a timely manner
and archived in a secure manner for subsequent inquiry

4. Missing, lost, stolen, or counterfeit certificate notifications are
processed in a timely manner, and Form X-17F-1A is filed with
the Securities Information Center within the required number of
business days

5. Transfer agent employees are fingerprinted and the related
records are maintained for the required time period

6. Shareholder financial-related transactions are priced using the
appropriate net asset value per share

7. Dividends are processed completely and accurately; dividend dis-
tributions are reconciled between the fund's general ledger and
the shareholder accounting system; and any exceptions are re-
searched and resolved by the next reporting period

8. Signature guarantees pertaining to shareholder transactions are
reviewed upon presentment; rejected signature guarantees are
communicated to the compliance department for tracking

Investment Compliance
Controls provide reasonable assurance that on a weekly basis:

1. Securities holdings are monitored for compliance with prospectus
guidelines
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2. Securities holdings are monitored to ensure that the portfolio
meets a 15 percent liquidity standard

3. Securities of money market funds are monitored for compliance
with the portfolio maturity and credit quality provisions of SEC
Rules 2a-7c.2 and 2a-7c.3, respectively

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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.46

Appendix D—Matters Identified in Securities and
Exchange Commission Release Nos. IC-26299 and
IA-2204 Adopting Rules 38a-1 and 206(4)-7 Pertaining
to Compliance Policies and Procedures of Funds and
Investment Advisers
As described in paragraph .15 of this Statement of Position (SOP), when man-
agement of the service provider establishes the compliance control objectives
and related controls that are the subject of the engagement, it should consider,
among other things, the compliance matters identified in Securities and Ex-
change Commission (SEC) Release Nos. IC-26299 and IA-2204 adopting Rule
38a-1 under the Investment Company Act of 1940 and Rule 206(4)-7 under the
Investment Advisers Act of 1940, respectively. The SEC Release indicates that
the SEC expects the policies and procedures of funds and their advisers to, at
a minimum, address the following specified areas if those areas are relevant to
the services the entity provides:

• Portfolio management processes, including allocation of invest-
ment opportunities among clients, and consistency of portfolios
with clients' investment objectives, disclosures by the adviser, and
applicable regulatory restrictions

• Trading practices, including procedures by which the adviser sat-
isfies its best execution obligation, uses client brokerage to obtain
research and other services (soft dollar arrangements), and allo-
cates aggregated trades among clients

• Proprietary trading of the adviser and personal trading activities
of supervised persons

• Accuracy of disclosures made to investors, clients, and regulators,
including account statements and advertisements

• Safeguarding of client assets from conversion or inappropriate use
by advisory personnel

• Accurate creation of required records and their maintenance in
a manner that secures them from unauthorized alteration or use
and protects them from untimely destruction

• Marketing advisory services, including the use of solicitors

• Processes to value client holdings and assess fees based on those
valuations

• Safeguards for the privacy protection of client records and infor-
mation

• Business continuity plans

Additional matters that the SEC expects funds (or their service providers) to
address are listed in paragraph .02. This SOP does not require that a service
provider's compliance control objectives address all of the relevant areas identi-
fied in the SEC Release; however, the areas listed in this paragraph and in para-
graph .02 comprise matters that, if relevant in the circumstances, should be
considered by management of the service provider in determining compliance
control objectives to be included in the scope of the attestation engagement.
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The following is a summary of the additional areas, identified in the SEC Re-
lease, for which a fund or its service providers would be expected to have policies
and procedures.

Pricing of portfolio securities and fund shares. The Investment Company Act of
1940 requires funds to sell and redeem their shares at prices based on their cur-
rent net asset value, to pay redemption proceeds promptly, and, when market
quotations are readily available, to calculate net asset values using the market
value of the portfolio securities. If a market quotation is not readily available,
the fund should use the fair value of the security, as determined in good faith by
the fund's board. Further, Rule 38a-1 requires funds to adopt policies and proce-
dures requiring the fund to monitor for circumstances that may necessitate the
use of fair value prices, establish criteria for determining when market quota-
tions are no longer reliable for a particular portfolio security, provide a method-
ology or methodologies by which the fund determines the current fair value of
the portfolio security, and regularly review the appropriateness and accuracy
of the method used in valuing securities and make any necessary adjustments.

Processing of fund shares. Pursuant to SEC rules, an investor submitting a pur-
chase order or redemption request must receive the price next calculated after
receipt of the purchase order or redemption request. A fund must have proce-
dures in place that segregate investor orders received before the fund prices
its shares (which will receive that day's price) from those that were received
after the fund prices its shares (which will receive the following day's price).
Rule 38a-1 requires funds to approve and periodically review the policies and
procedures of transfer agents. Funds should also take affirmative steps to pro-
tect themselves and their shareholders against late trading by obtaining assur-
ances that those policies and procedures are effectively administered.

Identification of affiliated persons. To prevent self-dealing and overreaching by
persons in a position to take advantage of the fund, the Investment Company
Act of 1940 prohibits funds from entering into certain transactions with affil-
iated persons. Funds should have policies and procedures in place to identify
these persons and to prevent unlawful transactions with them.

Protection of nonpublic information. The federal securities laws prohibit in-
sider trading, and section 204A of the Investment Advisers Act of 1940 requires
investment advisers (including advisers to funds) to establish, maintain, and
enforce policies and procedures designed to prevent the adviser or any of its as-
sociated persons from misusing material, nonpublic information. Fund advisers
should incorporate their section 204A policies into the policies required by Rule
38a-1. A fund's compliance policies and procedures should also address other
potential misuses of nonpublic information, including the disclosure to third
parties of material information about the fund's portfolio, its trading strategies
or pending transactions, and the purchase or sale of fund shares by advisory
personnel based on material, nonpublic information about the fund's portfolio.

Compliance with fund governance requirements. Fund boards are responsible
for, among other things, approving the fund's advisory contracts, underwriting
agreements, and distribution plans. The Investment Company Act of 1940 re-
quires that fund boards be elected by fund shareholders and that a certain
percentage of the board be "independent directors." To rely on many of the
SEC's exemptive rules, independent directors must constitute a majority of the
board, must be selected and nominated by other independent directors, and,
if they hire legal counsel, must hire independent legal counsel. A fund's poli-
cies and procedures should be designed to guard against, among other things,
an improperly constituted board, the failure of the board to properly consider
matters entrusted to it, and the failure of the board to request and consider
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information required by the Investment Company Act of 1940 from the fund
adviser and other service providers.
Market timing. Under Rule 38a-1, a fund must have procedures reasonably de-
signed to ensure compliance with its disclosed policies regarding market tim-
ing. Market timing is the excessive short-term trading of mutual fund shares
that may be harmful to the fund. These procedures should provide for monitor-
ing of shareholder trades or flows of money in and out of the funds in order to
detect market timing activity, and for consistent enforcement of the fund's poli-
cies regarding market timing. If the fund permits any waivers of those policies,
the procedures should be reasonably designed to prevent waivers that would
harm the fund or its shareholders or subordinate the interests of the fund or its
shareholders to those of the adviser or any other affiliated person or associated
person of the adviser. Fund boards are strongly urged by the SEC to require
fund advisers, or other persons authorized to waive market timing policies, to
report to the board at least quarterly all waivers granted so that the board can
determine whether the waivers were proper. Many funds' prospectuses already
disclose market timing policies, and failure to adhere to those disclosed poli-
cies violates the antifraud provisions of the federal securities laws. Moreover, a
fund adviser who waives or disregards those policies for the benefit of itself or
a third party has breached its fiduciary responsibilities to the fund.

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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Appendix E—Illustrative Practitioner’s Agreed-Upon
Procedures Report
The following is an illustrative agreed-upon procedures report for procedures
performed at a service provider.

Independent Accountant's Report on Applying Agreed-Upon
Procedures

To the Management of XYZ Service Provider:
We have performed the procedures enumerated in Attachment X which were
agreed to by XYZ Service Provider and address XYZ Service Provider's internal
control over compliance during the year ended December 31, 20X1. Manage-
ment of XYZ Service Provider is responsible for maintaining effective internal
control over compliance with federal securities laws, regulations, and related
SEC rules. The sufficiency of these procedures is solely the responsibility of
XYZ Service Provider. Consequently, we make no representation regarding the
sufficiency of the procedures described in Attachment X either for the purpose
for which this report has been requested or for any other purpose.
The procedures performed and the findings are included in Attachment X.
This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public
Accountants. We were not engaged to and did not conduct an examination or
review, the objective of which would be the expression of an opinion or conclu-
sion, respectively, on internal control over compliance by XYZ Service Provider
for the year ended December 31, 20X1. Accordingly, we do not express such an
opinion or conclusion. Had we performed additional procedures, other matters
might have come to our attention that would have been reported to you.
This report is intended solely for the information and use of XYZ Service
Provider and is not intended to be and should not be used by anyone other
than this specified party. 1

[Practitioner's signature]

[Practitioner's city and state]

[Date of practitioner's report]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

Chief Compliance Officers Task Force

BRIAN GALLAGHER, Chair BRENT D. OSWALD
JOSEPH GRAINGER PATRICIA PITEO
RICHARD N. MURPHY

1 Paragraphs .38.40 of AT-C section 215, Agreed-Upon Procedures Engagements, and paragraph
.38 of this SOP address adding specified parties as users of an agreed-upon procedures report. [Foot-
note revised, April 2017, to reflect changes necessary due to the issuance of SSAE No. 18.]
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AUD Section 45

Statement of Position 12-1—Reporting
Pursuant to the Global Investment
Performance Standards

October 2012

NOTE
This Statement of Position (SOP) has been developed by the AICPA's
Investment Performance Standards Task Force to provide guidance re-
garding the application of Statements on Standards for Attestation En-
gagements (SSAEs) to engagements to report pursuant to Global In-
vestment Performance Standards.
This SOP is an interpretive publication as defined in AT-C section 105,
Concepts Common to All Attest Engagements. Interpretive publications
are recommendations on the application of SSAEs in specific circum-
stances, including engagements for entities in specialized industries.
An interpretive publication is issued under the authority of the AICPA
Auditing Standards Board (ASB) after all ASB members have been pro-
vided an opportunity to consider and comment on whether the proposed
interpretive publication is consistent with the SSAEs. The members of
the ASB have found this SOP to be consistent with existing SSAEs.
Although interpretive publications are not attestation standards, AT-C
section 105 requires the practitioner to consider applicable interpretive
publications in planning and performing the attestation engagement
because interpretive publications are relevant to the proper application
of the attestation standards in specific circumstances. If a practitioner
does not apply the attestation guidance included in this SOP, the prac-
titioner should be prepared to explain how he or she complied with the
SSAE provisions addressed by this SOP.

Introduction and Background
.01 To promote fair representation, full disclosure, and greater comparabil-

ity of investment performance, the CFA Institute developed the Global Invest-
ment Performance Standards (GIPS¨ standards).1 Although compliance with
the GIPS standards is voluntary, an investment management firm's claim of
compliance with the GIPS standards gives current and potential clients more
confidence in the integrity of the performance presentations and the general
practices of a compliant firm.

1 For information on the appropriate use of the Global Investment Performance Standards reg-
istered trademark, see the CFA Institute website at www.cfainstitute.org.
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.02 All references to the GIPS standards in this Statement of Position
(SOP) refer to the 2010 edition of the GIPS standards. The GIPS stan-
dards specify that they include any updates, guidance statements, interpre-
tations, questions and answers, and clarifications published by the CFA In-
stitute and the GIPS Executive Committee, all of which are available at
www.gipsstandards.org, as well as in the GIPS Handbook.

.03 The GIPS standards recommend that investment management firms
obtain independent third-party verification. Verification is a process in which
an independent third party, referred to as a verifier, assesses whether (a) the
firm has complied with all the composite construction requirements of the GIPS
standards on a firmwide basis, and (b) the firm's policies and procedures are de-
signed to calculate and present performance in compliance with the GIPS stan-
dards. Verification is intended to provide a firm and its existing and prospective
clients with greater confidence in the firm's claim of compliance with the GIPS
standards. Verification does not provide absolute assurance that a firm is in
compliance with the GIPS standards.

.04 In addition to verification, a firm may choose to have a verifier per-
form a specifically focused performance examination of any of the firm's com-
posites and their associated compliant presentations. A compliant presentation
is defined as a presentation for a composite that contains all the information
required by the GIPS standards and that may also include additional or supple-
mental information. The GIPS standards permit a report on the performance
examination of a composite and its associated compliant presentation to be is-
sued only if a verification report has also been issued.

.05 A verifier may or may not be a CPA. A CPA in public practice hired to
perform a verification or performance examination is referred to in this SOP as
a practitioner. [Revised, January 2015, to reflect conforming changes necessary
due to the issuance of the revised AICPA Code of Professional Conduct, effective
December 15, 2014.]

Scope
.06 This SOP provides guidance to practitioners for engagements to exam-

ine and report on aspects of a firm's claim of compliance with the GIPS stan-
dards (a verification). It also provides guidance on engagements to examine and
report on any of the firm's composites and their associated compliant presenta-
tions (a performance examination). Practitioners are required to perform such
engagements pursuant to AT-C section 205, Examination Engagements. [Re-
vised, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

.07 Although a verification consists of examining aspects of a firm's com-
pliance with the GIPS standards and the design of certain policies and proce-
dures, a verification is not a compliance attestation engagement, as governed
by AT-C section 315, Compliance Attestation, or an internal controls attestation
engagement as governed by AT-C section 320, Reporting on an Examination of
Controls at a Service Organization Relevant to User Entities' Internal Control
Over Financial Reporting. [Revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.08 This SOP supersedes SOP 06-1, Reporting Pursuant to the Global
Investment Performance Standards. This SOP also supersedes paragraphs
11.37.42 of chapter 11, "Independent Auditor's Reports and Client Represen-
tations," of the AICPA Audit and Accounting Guide Investment Companies (as
of May 1, 2012).
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Overview of the GIPS Standards

Compliance With the GIPS Standards
.09 The GIPS standards establish both requirements and recommenda-

tions for firms to follow when calculating and presenting investment perfor-
mance. Adherence to the recommendations of the GIPS standards is encour-
aged. The GIPS standards use the term must to indicate requirements and
the term should to indicate recommendations. The attestation standards es-
tablished by the AICPA use the terms must, is required, or should to indicate
requirements and may to indicate recommendations. To avoid confusion, this
SOP uses the terms is required or must to indicate requirements of AT-C sec-
tions 105 and 205 and of the GIPS standards. [Revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

.10 The GIPS standards require an entity to define itself as a firm. For a
firm to claim compliance with the GIPS standards, the firm must meet all the
requirements of the GIPS standards on a firmwide basis. Firms are prohibited
from claiming compliance "except for ..." or making any other statements that
may indicate partial compliance with the GIPS standards.

.11 The GIPS standards provide suitable criteria, as defined in AT-C sec-
tion 105, for verifications and performance examinations. The criteria are avail-
able to users as they are posted to www.gipsstandards.org. The GIPS standards
require verifiers to use the criteria set forth therein. Consequently, practition-
ers who perform a verification or performance examination pursuant to the
GIPS standards are required to understand the GIPS standards, including in-
terpretative guidance. [Revised, April 2017, to reflect conforming changes nec-
essary due to the issuance of SSAE No. 18.]

.12 Practitioners are required to be independent of the firm, in accordance
with the AICPA Code of Professional Conduct and the GIPS Guidance State-
ment on Verifier Independence.

Verification
.13 A verification tests whether the

a. firm has complied with all the composite construction require-
ments of the GIPS standards on a firmwide basis.

b. firm's policies and procedures are designed to calculate and
present performance in compliance with the GIPS standards.

The GIPS standards specify procedures that practitioners are required to per-
form for a verification, as well as recommendations and guidance (see chapter
IV of the GIPS standards, the GIPS Guidance Statement on Verification, and
the GIPS Guidance Statement on Verifier Independence).

.14 According to the GIPS standards, when a firm has obtained a verifica-
tion report, the firm may state that it is verified. This statement may or may
not be accompanied by a presentation of performance history for a specific com-
posite. A verification, however, does not imply that the verifiers have examined
the accuracy of the performance results of any specific composite presentation
that may accompany the verification report (see paragraph .43).

Performance Examination
.15 In addition to a verification, a firm may choose to have a verifier con-

duct a performance examination. The GIPS standards specify procedures that
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practitioners are required to perform for a performance examination and also
include recommendations and guidance (see the GIPS Guidance Statement on
Performance Examinations). A verification is required to be performed prior
to, or concurrent with, any performance examination. A firm is not permitted
to state that a particular composite and its associated compliant presentation
have been independently examined with respect to the GIPS standards unless
the firm has also obtained a firmwide verification report covering the periods of
the performance examination. Firms cannot state that a particular composite
and its associated compliant presentation have been GIPS verified or make any
claim to that effect.

Verification and Performance Examination
Engagements

Engagement Objectives
.16 Practitioners are required to conduct verifications and performance ex-

aminations in accordance with attestation standards established by the AICPA.
In addition, the GIPS standards specify that these engagements must be con-
ducted in accordance with the procedures required in the GIPS standards. This
SOP is not intended to provide all the required and recommended procedures
set forth in the GIPS standards or all the applicable attestation standards es-
tablished by the AICPA.

.17 For a verification, the practitioner's objective is to express an opinion
on whether, in all material respects, the

a. firm has complied with all the composite construction require-
ments of the GIPS standards on a firmwide basis.

b. firm's policies and procedures are designed to calculate and
present performance in compliance with the GIPS standards.

.18 For a performance examination of a specific composite, the practi-
tioner's objective is to express an opinion on whether, in all material respects,
the firm has

a. constructed the composite and calculated the composite perfor-
mance in compliance with the GIPS standards.

b. prepared and presented the composite presentation in compliance
with the GIPS standards.

A firm that has met the requirements of the GIPS standards with regard to a
specific composite presentation is considered to have prepared and presented
that composite presentation in compliance with the GIPS standards.

Requesting a Written Assertion
.19 Paragraph .10 of AT-C section 205 requires the practitioner to request

from the responsible party a written assertion about the measurement or eval-
uation of the subject matter against the criteria. When the engaging party is
the responsible party and refuses to provide a written assertion, paragraph
.82 of AT-C section 205 requires the practitioner to withdraw from the engage-
ment when withdrawal is possible under applicable law or regulation. When
the engaging party is not the responsible party, and the responsible party re-
fuses to provide a written assertion, the practitioner need not withdraw from
the engagement. In that case, paragraph .84 of AT-C section 205 requires the
practitioner to disclose that refusal in the practitioner's report and restrict the
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use of the report to the engaging party. [Paragraph added, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

Planning the Engagement
.20 Paragraph .11 of AT-C section 205 requires the practitioner to estab-

lish an overall strategy that sets the scope, timing, and direction of the engage-
ment and guides the development of the engagement plan. To develop such
a strategy, practitioners need to have sufficient knowledge to enable them to
adequately understand the events, transactions, and practices that, in their
judgment, have a significant effect on the subject matter or assertion. Such
knowledge includes a sufficient understanding of the investment management
industry and the GIPS standards, AICPA interpretive guidance, and applica-
ble laws and regulations regarding the calculation and presentation of invest-
ment performance. The GIPS standards also address qualifications for verifiers.
[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

Agreeing on the Terms of the Engagement
.21 The practitioner is required to agree upon the terms of the engagement

with the engaging party. The agreed-upon terms of the engagement is required
to be specified in sufficient detail in an engagement letter or other suitable form
of written agreement and is required to include the following:

a. The objective and scope of the engagement

b. The responsibilities of the practitioner

c. A statement that the engagement will be conducted in accordance
with attestation standards established by the American Institute
of Certified Public Accountants

d. The responsibilities of the responsible party and the responsibil-
ities of the engaging party, if different

e. A statement about the inherent limitations of an examination

f. Identification of the criteria for the measurement, evaluation, or
disclosure of the subject matter

g. An acknowledgement that the engaging party agrees to provide
the practitioner with a representation letter at the conclusion of
the engagement

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.22 See appendix A, "Example Engagement Letter—Verification and Per-
formance Examination," of this SOP for an example engagement letter. [Para-
graph renumbered and revised, April 2017, to reflect conforming changes nec-
essary due to the issuance of SSAE No. 18.]

.23 The terms of the engagement may include a statement that if the en-
gaging party intends to use the practitioner's report(s) or refer to the prac-
titioner in connection with any sales or advertising literature, the engaging
party will provide a draft of such literature to the practitioner for the practi-
tioner's review and comment prior to issuance. See appendix A of this SOP for
an example of an engagement letter. [Paragraph added, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]
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Obtaining Sufficient Appropriate Evidence
.24 [Paragraph renumbered and deleted, April 2017, to reflect conforming

changes necessary due to the issuance of SSAE No. 18.]

.25 [Paragraph renumbered and deleted, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.26 To obtain reasonable assurance, the practitioner is required to obtain
sufficient appropriate evidence to reduce attestation risk 2 to an acceptably low
level and thereby enable the practitioner to draw reasonable conclusions on
which to base the practitioner's opinion. Paragraphs .A49.A52 of AT-C section
205 discuss the attributes of sufficient appropriate evidence. [Paragraph added,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

.27 As noted previously, the GIPS standards specify procedures that prac-
titioners are required to perform for a verification and performance examina-
tion of one or more specific composites and their associated compliant presen-
tations, as well as recommendations and guidance (see chapter IV of the GIPS
standards, the GIPS Guidance Statement on Verification, the GIPS Guidance
Statement on Performance Examinations, and the GIPS Guidance Statement
on Verifier Independence). A practitioner may perform other procedures in ad-
dition to those specified in the GIPS standards. Regardless of the scope of the
engagement, the practitioner is required to obtain sufficient evidence to provide
a reasonable basis for the opinion expressed in the report. [Paragraph renum-
bered, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

.28 The GIPS standards permit the use of a sampling methodology when
performing verification or performance examination procedures. The practi-
tioner may find it helpful to consider the guidance in the AICPA Audit Guide
Audit Sampling when performing procedures that involve the use of sampling.
[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.29 The GIPS standards specify that a verifier must understand the firm's
policies and procedures for establishing and maintaining compliance with all
the applicable requirements and adopted recommendations of the GIPS stan-
dards, evaluate whether all applicable policies are properly included and ade-
quately documented, and then test the firm's compliance with the established
policies and procedures. [Paragraph renumbered, April 2017, to reflect conform-
ing changes necessary due to the issuance of SSAE No. 18.]

.30 When a performance examination of one or more composites and their
associated presentations is conducted subsequent to, not concurrent with, a ver-
ification, the practitioner is required to update the practitioner's understanding
of the firm's policies and procedures and inquire about any other changes that
may affect the planning and conduct of the performance examination. In addi-
tion, the practitioner is required to follow the preperformance examination pro-
cedures required by the GIPS standards. [Paragraph renumbered, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

.31 The GIPS standards require that firms initially claiming compliance
with the GIPS standards report, at a minimum, 5 years of investment per-
formance for each composite presented (or performance since inception of the

2 See paragraph .10 of AT-C section 105, Concepts Common to All Attestation Engagements, for
the definition of attestation risk. [Footnote added, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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composite or firm if the period since inception is less than 5 years). After the
initial presentation of GIPS-compliant performance, the firm must add an ad-
ditional year of performance until the firm presents a 10-year GIPS-compliant
performance record. Thereafter, at a minimum, a 10-year GIPS-compliant per-
formance record must be presented. [Paragraph renumbered, April 2017, to re-
flect conforming changes necessary due to the issuance of SSAE No. 18.]

.32 The initial minimum period for which verifications can be performed
is one year of the firm's presented performance or from firm inception date to
period-end if less than one year. Subsequent verifications may cover any ad-
ditional time periods, with annual updates being common and quarterly up-
dates also performed. After the initial verification or performance examination
is complete, it is industry practice to append subsequent verification or perfor-
mance examination periods to the initial period. For example, if an initial per-
formance examination was completed on a firm from January 1, 2006, to De-
cember 31, 2010, the following year's performance examination period would
cover from January 1, 2006, to December 31, 2011. Documentation for each
annual engagement is required to indicate the procedures performed support-
ing the consideration of prior period opinions. Such procedures may include
inquiries and evaluation of the implication of the findings of current year's pro-
cedures for prior periods. [Paragraph renumbered, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.33 During a verification or performance examination, the practitioner is
required to consider information about subsequent events and subsequently
discovered facts that come to his or her attention. Such subsequent events
and subsequently discovered facts include circumstances and events that affect
prior period-compliant presentations. Errors in prior period-compliant presen-
tations would be assessed in accordance with the firm's error correction policies.
If a correction is required by the firm's error correction policy, and the firm does
not correct the error, the practitioner is required to consider the implications for
the performance examination and, if applicable, the related verification. If the
firm corrects, or has corrected, a prior period-compliant presentation, the prac-
titioner would perform appropriate testing of material revisions to previously
reported information, including disclosures, regarding the changes and would
consider the implications on the practitioner's ability to issue his or her report
(see paragraph .38). [Paragraph renumbered, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

Representation Letter
.34 Paragraph .50 of AT-C section 205 requires the practitioner to request

from the responsible party 3 written representations in the form of a letter ad-
dressed to the practitioner. The representations should

a. include the responsible party's assertion about the subject matter
based on the criteria.

b. state that all relevant matters are reflected in the measurement
or evaluation of the subject matter or assertion.

c. state that all known matters contradicting the subject matter or
assertion and any communication from regulatory agencies or

3 In this Statement of Position, the responsible party is usually management of the service
provider. [Footnote added, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]
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others affecting the subject matter or assertion have been dis-
closed to the practitioner, including communications received be-
tween the end of the period addressed in the written assertion
and the date of the practitioner's report.

d. acknowledge responsibility for
i. the subject matter and the assertion;

ii. selecting the criteria, when applicable; and
iii. determining that such criteria are appropriate for the re-

sponsible party's purposes.
e. state that any known events subsequent to the period (or point in

time) of the subject matter being reported on that would have a
material effect on the subject matter or assertion have been dis-
closed to the practitioner.

f. state that it has provided the practitioner with all relevant infor-
mation and access.

g. if applicable, state that the responsible party believes the effects
of uncorrected misstatements are immaterial, individually and in
the aggregate, to the subject matter.

h. if applicable, state that significant assumptions used in making
any material estimates are reasonable.

i. state that the responsible party has disclosed to the practitioner
i. all deficiencies in internal control relevant to the engage-

ment of which the responsible party is aware;
ii. its knowledge of any actual, suspected, or alleged fraud

or noncompliance with laws or regulations affecting the
subject matter; and

iii. other matters as the practitioner deems appropriate.
As noted in paragraph .34, the GIPS standards include a listing of required
representations, as well as a listing of other representations that are typ-
ically included, for both verifications and performance examinations. [Para-
graph added, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

.35 The GIPS standards also specify that the verifier must obtain a rep-
resentation letter from the firm before issuing an opinion on a verification or
performance examination. The representations for a verification and perfor-
mance examination(s) can be included in one letter. Appropriate parties to sign
the representation letter are responsible persons with an appropriate level of
authority (for example, chief executive officer, chief financial officer, chief com-
pliance officer, or chief investment officer). [Paragraph renumbered, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

.36 The GIPS standards include a listing of required representations, as
well as a listing of other representations that are typically included, for both
verifications and performance examinations. The GIPS standards require that
the representation letter include, among other representations, confirmation
that policies and procedures used in establishing and maintaining compliance
with the GIPS standards are as described in the firm's policies and procedures
documents and have been consistently applied throughout the period(s). The
representation letter must also include confirmation that the firm complies
with the GIPS standards for the period(s) and any other relevant representa-
tions made to the practitioner during the engagement. Because the practitioner
is concerned with events occurring up to the date of the practitioner's report,
the written representations are dated as of the date of the practitioner's report.
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[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.37 Appendix B, "Example Representation Letter," of this SOP contains
an example representation letter that includes required and recommended
management representations. Management's refusal to furnish all appropriate
written representations constitutes noncompliance with the GIPS standards
that would preclude the practitioner from rendering an opinion (see paragraph
.38). [Paragraph renumbered, April 2017, to reflect conforming changes neces-
sary due to the issuance of SSAE No. 18.]

Reporting
.38 The GIPS standards do not permit the issuance of a report with a qual-

ified or an adverse opinion or a disclaimer of opinion for either a verification or
performance examination. After conducting the procedures for a verification or
performance examination, the practitioner may conclude that

a. the records of the firm cannot support a verification or perfor-
mance examination, or

b. the firm is not in compliance with the GIPS standards, including
situations in which the composite presentation does not comply
with the GIPS standards.

In such situations, the GIPS standards specify that the practitioner must issue
a statement to the firm clarifying why it was not possible to issue a verifica-
tion or performance examination report. [Paragraph renumbered, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

.39 When a performance examination report cannot be issued, the GIPS
standards require the practitioner and firm to consider the impact of the prac-
titioner's inability to provide the performance examination report on the in-
vestment management firm's claim of compliance with the GIPS standards.
[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.40 AT-C section 105 permits the practitioner to report either on the asser-
tion or directly on the subject matter to which the assertion relates. According
to AT-C section 205, if the practitioner is reporting on management's assertion,
the assertion should be bound with or accompany the practitioner's report, or
the assertion should be clearly stated in the report. The illustrative reports in
appendix C, "Illustrative Attest Report: Verification (Reporting Directly on the
Subject Matter)," and appendix D, "Illustrative Attest Reports: Verification and
Performance Examination (Reporting Directly on the Subject Matter)," of this
SOP present examples of reporting directly on the subject matter because that
is industry practice. [Paragraph renumbered and revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

.41 Paragraph .63 of AT-C section 205 requires, in part, that the practi-
tioner's report include (a) an identification or description of the subject matter
or assertion being reported on, including the point in time or period of time to
which the measurement or evaluation of the subject matter or assertion relates,
and (b) a description of the nature of an examination engagement. Accordingly,
for engagements covered by this SOP, the practitioner is required to clearly in-
dicate in the report whether a verification, performance examination, or both
have been performed. The GIPS standards also require that the report state
the period(s) covered. [Paragraph renumbered and revised, April 2017, to re-
flect conforming changes necessary due to the issuance of SSAE No. 18.]
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.42 Appendix C of this SOP presents an illustrative report for a verifica-
tion. Appendix D of this SOP presents illustrative reports for a verification and
performance examination. [Paragraph renumbered, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.43 The GIPS standards require that the verification report include a
statement indicating that verification does not ensure the accuracy of any spe-
cific composite presentation (see the verification report in appendix C of this
SOP). This disclaimer of opinion is an acknowledgement of the fact that the
practitioner cannot control whether the verification report may accompany a
composite presentation distributed by the firm, even though no performance
examination was conducted. [Paragraph renumbered, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]

.44 The GIPS standards specify that the compliant presentation for the
specified composite(s) that is (are) the subject of a performance examination
report must be included in, or attached to, the performance examination re-
port. The practitioner may request that the firm's composite presentation for
an examined composite disclose that publically available benchmark returns
have not been examined by the practitioner to avoid the implication that the
practitioner is providing assurance on the development of the benchmark. The
practitioner also should add a paragraph to a performance examination report
disclaiming an opinion on composite presentations included or attached for any
periods that were not examined by the practitioner or stating that the report
does not relate to any composite presentations other than those identified in
the report. [Paragraph renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.45 When a firm has changed verifiers, and prior periods presented were
subject to verification or performance examination by another verifier, the firm
may request that the practitioner refer to all verified or examined periods in
the practitioner's report. A practitioner may decide to refer to the report(s)
of a predecessor verifier. The successor practitioner would consider the ap-
propriateness of referring to reports on verifications or performance examina-
tions conducted by other verifiers in the specific circumstances. If the successor
practitioner decides to refer to the report(s) of the predecessor verifier, the re-
port would be modified appropriately. Appendix E, "Illustrative Attest Report:
Successor Practitioner Report—Verification and Performance Examination," of
this SOP contains an example of a successor practitioner's report referring to
the predecessor verifier's performance examination report. [Paragraph renum-
bered, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

Other Information
.46 If prior to or after the release of the practitioner's performance ex-

amination report on a composite compliant presentation or presentations, the
practitioner is willing to permit the inclusion of the practitioner's performance
examination report in a document containing the composite compliant presen-
tation or presentations and other information, the practitioner should read the
other information to identify material inconsistencies, if any, with the compos-
ite compliant presentation or presentations, management's assertion, or with
the report. If upon reading the other information, in the practitioner's profes-
sional judgment

a. a material inconsistency between that other information and
the composite compliant presentation or presentations, manage-
ment's assertion, or the report exists, or
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b. a material misstatement of fact exists in the other information,
the composite compliant presentation or presentations, manage-
ment's assertion, or the report,

the practitioner should discuss the matter with the firm and take further ac-
tion as appropriate. [Paragraph renumbered and revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

.47 Further actions that may be appropriate if the practitioner identifies
a material inconsistency or becomes aware of a material misstatement of fact
include, for example, the following:

• Requesting the firm to consult with a qualified third party, such
as the firm's legal counsel

• Obtaining legal advice about the consequences of different courses
of action

• If required or permissible, communicating with third parties (for
example, a regulator)

• Describing the material inconsistency in the practitioner's report

• Withdrawing from the engagement

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

Effective Date
.48 This SOP is effective upon issuance. [Paragraph renumbered, April

2017, to reflect conforming changes necessary due to the issuance of SSAE No.
18.]
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.49

Appendix A—Example Engagement Letter—Verification
and Performance Examination
The following is an illustration of an example engagement letter that may be
used for this kind of engagement.

[Practitioner Letterhead]

[Client's Name and Address]

Dear _______________:

This will confirm our understanding of the arrangements for our examination
of whether (1) Investment Firm (the Firm) has complied with all the composite
construction requirements of the Global Investment Performance Standards
(GIPS¨ standards) on a firmwide basis for the periods from January 1, 20X1, to
December 31, 20Y0, and (2) the Firm's policies and procedures are designed to
calculate and present performance in compliance with the GIPS standards as
of December 31, 20Y0; this is referred to as a verification under the GIPS stan-
dards. [When also conducting a performance examination, add: We have also
been engaged to conduct an examination (referred to as a performance exami-
nation under the GIPS standards) of [specify composites] and their associated
compliant presentations for the periods from January 1, 20X1, to December 31,
20Y0, in compliance with the GIPS standards.]

Our examination will be conducted in accordance with the attestation stan-
dards established by the American Institute of Certified Public Accountants
and criteria set forth in the GIPS standards. Our responsibility is to express an
opinion on the items described above (the subject matter) based on our exami-
nation.

Our examination will involve performing procedures to obtain evidence about
the subject matter. The nature, timing, and extent of the procedures selected
depend on our judgment, including an assessment of the risks of material mis-
statement of the subject matter, whether due to fraud or error.

The Firm's management is responsible for

• selecting the GIPS standards as the criteria against which we will
evaluate its compliance and for determining that the GIPS stan-
dards are appropriate criteria for its purposes.

• compliance with all applicable laws, regulations, contracts, and
agreements, including the GIPS standards.

• the design, implementation, and monitoring of the policies and
procedures upon which compliance is based.

• making available to us all records and related information rele-
vant to your examination.

• providing a signed representation letter at the completion of our
examination.1

1 The independent practitioner may wish to include in the engagement letter an understanding
with the Firm about any limitation or other arrangements regarding liability of the practitioner or
Firm.
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• providing a written assertion about whether

– the Firm has complied with all the composite construction re-
quirements of the GIPS standards on a firmwide basis for the
periods from January 1, 20X1, to December 31, 20Y0

– the Firm's policies and procedures are designed to calculate and
present performance in compliance with the GIPS standards as
of December 31, 20Y0

– the Firm has constructed the XYZ Composite and calculated
the XYZ Composite performance for the periods from January
1, 20X1, to December 31, 20Y0, in compliance with the GIPS
standards; and

– the Firm has prepared and presented the [refer to accompany-
ing composite compliant presentation] of the Firm's XYZ Com-
posite for the periods from January 1, 20X1, to December 31,
20Y0, in compliance with the GIPS standards.

If conditions not now anticipated preclude us from performing our examina-
tion procedures and issuing a report, as contemplated by the preceding para-
graph, we will advise you promptly and take such action as we deem appro-
priate.

Working papers that are prepared in connection with this engagement are our
property. The working papers are prepared for the purpose of providing princi-
pal support for our report(s).

As you are aware, there are inherent limitations in the examination pro-
cess, including, for example, selective testing and the possibility that collu-
sion or forgery may preclude the detection of material errors, fraud, and illegal
acts.

Our fees will be billed as work progresses and are based on the amount of time
required at various levels of responsibility plus actual out-of-pocket expenses.
Invoices are payable upon presentation. We will notify you immediately of any
circumstances we encounter that could significantly affect our initial estimate
of total fees. The quoted fees assume that you will provide an accumulation of
data for the period to be tested and that the records provided to us are clear,
concise, and accurate.

In the event we are requested or authorized by management or required by
government regulation, subpoena, or other legal process to produce our docu-
ments or personnel as witnesses with respect to our engagement, the Firm will
reimburse us for our professional time and expenses, as well as any fees and
expenses of our counsel, incurred in responding to such requests.

If the Firm intends to use our report in whole or part or refer to [name of prac-
titioner] in connection with any sales or advertising literature, a draft of such
literature will be provided to us for review and comment prior to issuance.

Either party may terminate this agreement at will.

If these arrangements are acceptable, please sign one copy of this letter and
return it to us. We appreciate the opportunity to serve you.

Very truly yours,

[Name of Practitioner]
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Accepted and agreed to:

[Client Representative's Signature]

[Title]

[Date]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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.50

Appendix B—Example Representation Letter
The following illustrative representation letter includes the representations re-
quired by paragraph .50 of AT-C section 205, Examination Engagements, ad-
ditional representations required by the Global Investment Performance Stan-
dards (GIPS¨ standards), and optional representations ordinarily included in
representation letters for the engagement described in this SOP.

[Date]

[Name of Practitioner]

We are providing this letter in connection with your examination of whether (1)
Investment Firm (the Firm) has complied with all the composite construction
requirements of the Global Investment Performance Standards (GIPS¨ stan-
dards) on a firmwide basis for the periods from January 1, 20X1, to Decem-
ber 31, 20Y0, and (2) the Firm's policies and procedures are designed to cal-
culate and present performance in compliance with the GIPS standards as of
December 31, 20Y0. [When also conducting a performance examination, add: (3)
constructed the [specify composite(s)] and calculated the [specify composite(s)]
performance for the periods from January 1, 20X1, to December 31, 20Y0, in
compliance with the GIPS standards; and (4) prepared and presented the com-
pliant presentation(s) for [specify composite(s)] for the periods from January 1,
20X1, to December 31, 20Y0, in compliance with the GIPS standards.]

We confirm, to the best of our knowledge and belief, the following representa-
tions made to you during your examination(s):

1. We are responsible for (a) compliance with all the composite con-
struction requirements of the GIPS standards on a firmwide basis
for the periods from January 1, 20X1, to December 31, 20Y0, and
(b) the design of the Firm's policies and procedures to calculate
and present performance in compliance with the GIPS standards
as of December 31, 20Y0. We further confirm that we are responsi-
ble for the selection of the GIPS standards as the criteria against
which you are evaluating our compliance and for determining
that the GIPS standards are appropriate criteria for our purposes.

2. We assert to you that (a) we have complied with all the composite
construction requirements of the GIPS standards on a firmwide
basis for the periods from January 1, 20X1, to December 31, 20Y0;
(b) the Firm's policies and procedures are designed to calculate
and present performance in compliance with the GIPS standards
as of December 31, 20Y0; and (c) the Firm's policies and proce-
dures are as described in the firm's GIPS policies and procedures
documents and have been consistently applied for the periods
from January 1, 20X1, to December 31, 20Y0.

3. We assert that we are in compliance with the GIPS standards on
a firmwide basis for the periods from January 1, 20X1, to Decem-
ber 31, 20Y0, and we have disclosed all known matters contradict-
ing the assertion and any communications from the CFA Insti-
tute or regulatory agencies concerning (a) noncompliance with the
GIPS standards or our assertion with regard thereto or (b) non-
compliance with any other criteria relevant to investment perfor-
mance, including communications received from January 1, 20Y1
through the date of this letter.
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4. We have [no knowledge of] [disclosed to you all information that
we are aware of regarding] (a) actual, suspected or alleged fraud
or noncompliance with laws and regulations involving manage-
ment or employees who have significant roles in the Firm's poli-
cies and procedures relating to compliance with the GIPS stan-
dards or (b) actual, suspected or alleged fraud or noncompliance
with laws and regulations involving others that could have a ma-
terial effect on the Firm's compliance with the GIPS standards.

5. We have provided you with all relevant information and access.
6. There are no violations or possible violations of laws or regula-

tions, including the Investment Advisers Act of 1940 (if applica-
ble), whose effects should be considered for disclosure in your re-
port or in the composite compliant presentations.

7. We acknowledge responsibility for maintaining sufficient books
and records, as required by the GIPS standards and/or applicable
regulatory requirements, and we have maintained such records
to comply with those requirements.

8. We have disclosed to you any known events that occurred sub-
sequent to the period being reported on and through the date of
this letter that would have a material effect on the outcome of the
examination.

9. We have disclosed to you all deficiencies in internal control over
the Firm's compliance with the GIPS standards of which we are
aware.

When also conducting a performance examination, add:
10. We assert that we have constructed [specify composite(s)] and cal-

culated the composite performance for the periods from January
1, 20X1, to December 31, 20Y0, in compliance with the GIPS stan-
dards; and that [refer to accompanying composite compliant pre-
sentation(s)] of [specify composite(s)] for the periods from January
1, 20X1, to December 31, 20Y0, is prepared and presented in com-
pliance with the GIPS standards.

[Name of Chief Executive Officer and Title]

[Name of Chief Financial Officer and Title]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Appendix C—Illustrative Attest Report: Verification
(Reporting Directly on the Subject Matter)

Independent Accountant's Verification Report

Investment Firm
10 Main Street
Anytown, USA

We have examined whether (1) Investment Firm (the Firm) has complied with
all the composite construction requirements of the Global Investment Perfor-
mance Standards (GIPS¨ standards) on a firmwide basis for the periods from
January 1, 20X1, to December 31, 20Y0, and (2) the Firm's policies and proce-
dures are designed to calculate and present performance in compliance with the
GIPS standards as of December 31, 20Y0. The Firm's management is respon-
sible for compliance with the GIPS standards and the design of its policies and
procedures. Our responsibility is to express an opinion on the items described
above (the subject matter) based on our examination.

Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the examination to obtain reason-
able assurance about whether the subject matter is in accordance with the cri-
teria, in all material respects. An examination involves performing procedures
to obtain evidence about the subject matter. The nature, timing, and extent of
the procedures selected depend on our judgment, including an assessment of
the risks of material misstatement of the subject matter whether due to fraud
or error. We believe that the evidence we obtained is sufficient and appropriate
to provide a reasonable basis for our opinion.

In our opinion, in all material respects

• the Firm has complied with all the composite construction require-
ments of the GIPS standards on a firmwide basis for the periods
from January 1, 20X1, to December 31, 20Y0; and

• the Firm's policies and procedures are designed to calculate and
present performance in compliance with the GIPS standards as of
December 31, 20Y0.

We have not been engaged to examine and did not examine any presentations
of the Firm's composites for any period, including any presentations that may
accompany this report, and accordingly, we express no opinion on any such per-
formance. 1

1 If the verifier has issued a separate performance examination report concurrently, it may insert
the following instead: "This report does not relate to any composite presentation of the Firm that may
accompany this report, and accordingly, we express no opinion on any such performance."
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[Practitioner's Signature]

[Practitioner's City and State]

[Date of Practitioner's Report]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Appendix D—Illustrative Attest Reports: Verification
and Performance Examination (Reporting Directly on
the Subject Matter)

Example 1—Verification and Performance Examination Report
Independent Accountant's Verification and

Performance Examination Report

Investment Firm
10 Main Street
Anytown, USA

We have examined whether (1) Investment Firm (the Firm) has complied with
all the composite construction requirements of the Global Investment Perfor-
mance Standards (GIPS¨ standards) on a firmwide basis for the periods from
January 1, 20X1, to December 31, 20Y0, and (2) the Firm's policies and proce-
dures are designed to calculate and present performance in compliance with the
GIPS standards as of December 31, 20Y0. We have also examined the accompa-
nying [refer to accompanying composite compliant presentation] of the Firm's
XYZ Composite for the periods from January 1, 20X1, to December 31, 20Y0.
The Firm's management is responsible for compliance with the GIPS standards
and the design of its policies and procedures and for the [refer to accompanying
composite compliant presentation]. Our responsibility is to express an opinion
on the items described above (the subject matter) based on our examination.

Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the examination to obtain reason-
able assurance about whether the subject matter is in accordance with the cri-
teria, in all material respects. An examination involves performing procedures
to obtain evidence about the subject matter. The nature, timing, and extent of
the procedures selected depend on our judgment, including an assessment of
the risks of material misstatement of the subject matter whether due to fraud
or error. We believe that the evidence we obtained is sufficient and appropriate
to provide a reasonable basis for our opinion.

In our opinion, in all material respects,

• the Firm has complied with all the composite construction require-
ments of the GIPS standards on a firmwide basis for the periods
from January 1, 20X1, to December 31, 20Y0; and

• the Firm's policies and procedures are designed to calculate and
present performance in compliance with the GIPS standards as of
December 31, 20Y0.

Also, in our opinion, in all material respects, the Firm has

• constructed the XYZ Composite and calculated the XYZ Compos-
ite performance for the periods from January 1, 20X1, to December
31, 20Y0, in compliance with the GIPS standards; and

• prepared and presented the [refer to accompanying composite com-
pliant presentation] of the Firm's XYZ Composite for the periods
from January 1, 20X1, to December 31, 20Y0, in compliance with
the GIPS standards.
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This report does not contain an opinion on accuracy of any composite presen-
tation of the Firm other than the [refer to accompanying composite compliant
presentation of the Firm's XYZ Composite for the periods from January 1, 20X1,
to December 31, 20Y0.

[Practitioner's Signature]

[Practitioner's City and State]

[Date of Practitioner's Report]

Example 1A—Illustrative GIPS-Compliant Presentation for
Report Example 1

Investment Firm
XYZ Composite

January 1, 20X1, to December 31, 20Y0

Year

Compo-
site

Gross
Return

(%)

Compo-
site Net
Return

(%)

Custom
Bench-
mark

Return
(%)

Compo-
site 3-Yr
St Dev

(%)

Bench-
mark

3-Yr St
Dev
(%)

Number
of

Portfolios

Internal
Disper-

sion
(%)

Compo-
site

Assets
($ M)

Firm
Assets
($ M)

20X1 –10.5 –11.4 –11.8 31 4.5 165 236

20X2 16.3 15.1 13.2 34 2.0 235 346

20X3 7.5 6.4 8.9 38 5.7 344 529

20X4 1.8 0.8 0.3 45 2.8 445 695

20X5 11.2 10.1 12.2 48 3.1 520 839

20X6 6.1 5.0 7.1 49 2.8 505 1,014

20X7 –21.3 –22.1 –24.9 44 2.9 475 964

20X8 16.5 15.3 14.7 47 3.1 493 983

20X9 10.6 9.5 13.0 51 3.5 549 1,114

20Y0 2.7 1.7 0.4 7.1 7.4 54 2.5 575 1,236

Investment Firm (the Firm) claims compliance with the Global Investment Per-
formance Standards (GIPS¨ standards) and has prepared and presented this
report in compliance with the GIPS standards. The Firm has been indepen-
dently verified for the periods from January 1, 20X1, to December 31, 20Y0.
The verification report is available upon request. Verification assesses whether
(1) the Firm has complied with all the composite construction requirements of
the GIPS standards on a firmwide basis, and (2) the Firm's policies and pro-
cedures are designed to calculate and present performance in compliance with
the GIPS standards. Verification does not ensure the accuracy of any specific
composite presentation.

Notes:

1. The Firm is a balanced portfolio investment manager that invests
solely in U.S. securities. The Firm is defined as an independent in-
vestment management firm that is not affiliated with any parent
organization. Firm policies for valuing portfolios, calculating per-
formance, and preparing compliant presentations are available
upon request.

2. The composite includes all institutional balanced portfolios that
invest in large-cap U.S. equities and investment-grade bonds with
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the goal of providing long-term capital growth and steady income
from a well-diversified strategy. Although the strategy allows for
equity exposure ranging between 50 percent and 70 percent, the
typical allocation is between 55 percent and 65 percent. The ac-
count minimum for the composite is $5 million.

3. The custom benchmark is 60 percent YYY U.S. Equity Index and
40 percent ZZZ U.S. Aggregate Bond Index. The benchmark is re-
balanced monthly.

4. Valuations are computed and performance reported in U.S. dol-
lars.

5. Gross-of-fees returns are presented before management and cus-
todial fees but after all trading expenses. Composite and bench-
mark returns are presented net of nonreclaimable withholding
taxes. Net-of-fees returns are calculated by deducting the highest
fee of 0.083 percent from the monthly gross composite return. The
management fee schedule is as follows: 1 percent on the first $25
million and 0.60 percent thereafter.

6. This composite was created in February 20X1. A complete list of
composite descriptions is available upon request.

7. Internal dispersion is calculated using the equal-weighted stan-
dard deviation of annual gross returns of those portfolios that
were included in the composite for the entire year.

8. The 3-year annualized standard deviation measures the variabil-
ity of the composite and the benchmark returns over the preced-
ing 36-month period. The standard deviation is not presented for
20X1 to 20X9 because monthly composite and benchmark returns
were not available and is not required for periods prior to 20Y0.

Example 2—Performance Examination Report With a Reference
to a Separate Verification Report

Independent Accountant's Performance Examination Report

Investment Firm
10 Main Street
Anytown, USA
We have examined the accompanying 1 [refer to accompanying composite com-
pliant presentations] of Investment Firm's (the Firm's) ABC and XYZ Compos-
ites for the periods from January 1, 20X1, to December 31, 20Y0. The Firm's
management is responsible for these compliant presentations. Our responsibil-
ity is to express an opinion on the [refer to accompanying composite compliant
presentations] based on our examination.
We previously conducted an examination (also referred to as a verification) of
whether (1) the Firm has complied with all the composite construction require-
ments of the Global Investment Performance Standards (GIPS¨ standards) on
a firmwide basis for the periods from January 1, 20X1, to December 31, 20Y0,
and (2) the Firm's policies and procedures are designed to calculate and present
performance in compliance with the GIPS standards as of December 31, 20Y0;
our report dated August 7, 20Y1, with respect thereto is attached.

1 See example 1A for an illustrative composite-compliant presentation that would accompany
the report.

©2017, AICPA AUD §45.52



1986 Statements of Position---Auditing and Attestation

Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the examination to obtain reason-
able assurance about whether the subject matter is in accordance with the cri-
teria, in all material respects. An examination involves performing procedures
to obtain evidence about the subject matter. The nature, timing, and extent of
the procedures selected depend on our judgment, including an assessment of
the risks of material misstatement of the subject matter whether due to fraud
or error. We believe that the evidence we obtained is sufficient and appropriate
to provide a reasonable basis for our opinion.
In our opinion, in all material respects, the Firm has

• constructed the Firm's ABC and XYZ Composites and calculated
the composite performance for the periods from January 1, 20X1,
to December 31, 20Y0, in compliance with the GIPS standards;
and

• prepared and presented the [refer to accompanying composite com-
pliant presentations] of the Firm's ABC and XYZ Composites for
the periods from January 1, 20X1, to December 31, 20Y0, in com-
pliance with the GIPS standards.

This report does not attest to the accuracy of any composite presentation of the
Firm other than the Firm's ABC and XYZ Composites.

[Practitioner's Signature]

[Practitioner's City and State]

[Date of Practitioner's Report]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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.53

Appendix E—Illustrative Attest Report: Successor
Practitioner Report—Verification and Performance
Examination
Reporting Directly on the Subject Matter (Verification and Per-
formance Examination Report) in Successor Practitioner’s Report
When the Predecessor Verifier’s Report Is Not Presented

Independent Accountant's Verification and
Performance Examination Report

Investment Firm
10 Main Street
Anytown, USA
We have examined whether (1) Investment Firm (the Firm) has complied with
the composite construction requirements of the Global Investment Performance
Standards (GIPS¨ standards) on a firmwide basis for the period from January
1, 2011, to December 31, 2011, and (2) the Firm's policies and procedures are de-
signed to calculate and present performance in compliance with the GIPS stan-
dards as of December 31, 2011. We have also examined the accompanying [refer
to accompanying composite compliant presentation] of the Firm's XYZ Com-
posite for the period from January 1, 2011, to December 31, 2011. The Firm's
management is responsible for compliance with the GIPS standards and the
design of its policies and procedures and for the [refer to accompanying compos-
ite compliant presentation]. Our responsibility is to express an opinion on the
items described above (the subject matter) based on our examination. [Refer to
accompanying composite compliant presentation] of the Firm's XYZ Composite
for the periods from January 1, 2002, to December 31, 2010, was examined by
other independent verifiers, whose report is dated August 27, 2011.
Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants. Those
standards require that we plan and perform the examination to obtain reason-
able assurance about whether the subject matter is in accordance with the cri-
teria, in all material respects. An examination involves performing procedures
to obtain evidence about the subject matter. The nature, timing, and extent of
the procedures selected depend on our judgment, including an assessment of
the risks of material misstatement of the subject matter whether due to fraud
or error. We believe that the evidence we obtained is sufficient and appropriate
to provide a reasonable basis for our opinion.
In our opinion, in all material respects

• the Firm has complied with all the composite construction require-
ments of the GIPS standards on a firmwide basis for the period
from January 1, 2011, to December 31, 2011; and

• the Firm's policies and procedures are designed to calculate and
present performance in compliance with the GIPS standards as of
December 31, 2011.

Also, in our opinion, in all material respects, the Firm has

• constructed the Firm's XYZ Composite and calculated the compos-
ite performance for the period from January 1, 2011, to December
31, 2011, in compliance with the GIPS standards; and
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• prepared and presented the [refer to accompanying composite com-
pliant presentation] of the Firm's XYZ Composite for the period
from January 1, 2011, to December 31, 2011, in compliance with
the GIPS standards.1

We have not been engaged to examine and did not examine the Firm's XYZ
Composite for any period prior to January 1, 2011, as shown in the accompany-
ing [refer to the accompanying composite compliant presentation], and accord-
ingly, we express no opinion on any such performance.
This report does not attest to the accuracy of any composite presentation of the
Firm other than the Firm's XYZ Composite.

[Practitioner's Signature]

[Practitioner's City and State]

[Date of Practitioner's Report]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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amination (Reporting Directly on the Subject Matter)," of this Statement of Position for an illustrative
composite-compliant presentation that would accompany the report.
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AUD Section 55

Statement of Position 13-2—Performing
Agreed-Upon Procedures Engagements That
Address the Completeness, Mapping,
Consistency, or Structure of XBRL-Formatted
Information

September 2013

NOTE
This AICPA Statement of Position (SOP) has been developed by the
AICPA XBRL Assurance Task Force of the AICPA Assurance Services
Executive Committee to provide guidance regarding the application
of Statements on Standards for Attestation Engagements (SSAEs) to
engagements in which a practitioner performs and reports on agreed-
upon procedures related to the completeness of the XBRL files, mapping
of the source information consistency of the XBRL files with the source
information or structure of the XBRL files. In this SOP, the source in-
formation consists of the financial statements (including notes) and re-
quired schedules to be formatted in XBRL. The terms completeness,
mapping, consistency, and structure as used in this SOP are defined in
paragraph .07 of this SOP. This SOP supersedes SOP 09-1, Performing
Agreed-Upon Procedures Engagements That Address the Completeness,
Accuracy, or Consistency of XBRL-Tagged Data.
This SOP is recognized as an interpretive publication as defined in
AT-C section 105, Concepts Common to All Attestation Engagements.
Interpretive publications are recommendations on the application of
SSAEs in specific circumstances, including engagements for entities in
specialized industries. An interpretive publication is issued under the
authority of the Auditing Standards Board (ASB) after all ASB mem-
bers have been provided an opportunity to consider and comment on
whether the proposed interpretive publication is consistent with the
SSAEs. The members of the ASB have found this SOP to be consistent
with existing SSAEs.
Although interpretive publications are not attestation standards, AT-C
section 105 requires the practitioner to consider applicable interpre-
tive publications in planning and performing the attestation engage-
ment because interpretive publications are relevant to the proper ap-
plication of the attestation standards in specific circumstances. If the
practitioner does not apply the guidance included in this SOP, the prac-
titioner should be prepared to explain how he or she complied with the
SSAE provisions of this SOP.
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Introduction and Background
.01 This Statement of Position (SOP) provides practitioners with guidance

on performing agreed-upon procedures engagements for issuers submitting ex-
hibits to the SEC containing eXtensible Business Reporting Language (XBRL)
files1 and is based on the application guidance of the principles and criteria in
the exhibit of Principles and Criteria for XBRL-Formatted Information.2 How-
ever, this SOP also may be considered for performing agreed-upon procedures
engagements for other applications of XBRL. This SOP supersedes SOP 09-1,
Performing Agreed-Upon Procedures Engagements That Address the Complete-
ness, Accuracy, or Consistency of XBRL-Tagged Data.

SEC Rules
.02 The SEC issued a release, "Interactive Data to Improve Financial Re-

porting," adopting final rules (SEC rules) that require issuers to submit their
financial statements and the related notes and required schedules in interac-
tive data format using XBRL, as an exhibit to their financial statements sub-
mitted to the SEC via the Electronic Data-Gathering, Analysis, and Retrieval
(EDGAR) system and to provide these XBRL files on their corporate websites.

.03 In order for XBRL to be a useful tool for investors and other users of
business information, the data contained in XBRL files needs to be accurate and
reliable. Preparers of XBRL-formatted information are responsible for provid-
ing complete and accurate information in their XBRL files on which investors
and other users of business information may rely. For issuers, the SEC rules
emphasize the SEC's expectation that preparers of XBRL-formatted informa-
tion take the initiative to develop practices to promote tagging processes that
result in complete and accurate XBRL files.

.04 The SEC rules3 state that, "an auditor will not be required to apply
AU section 550, Other Information in Documents Containing Audited Finan-
cial Statements, AU section 722, Interim Financial Information, or AU section
711, Filings under Federal Securities Statutes, to the interactive data provided
as an exhibit in a company's reports or registration statements, or to the view-
able interactive data." Although the SEC rules do not require auditor involve-
ment with the XBRL files, issuers may voluntarily obtain third-party services
to assist them in assessing the quality of their XBRL files.

XBRL Terminology
.05 In this SOP, the term XBRL-formatted information (commonly referred

to as tagged information) means information that has been represented using
XBRL and included in one or more electronic files. XBRL is a global standard
that provides unique electronically readable codes (tags) representing each
item in the financial statements or other business reports.

.06 Taxonomies are dictionaries that contain the terms used in financial
statements and other business reports and their corresponding XBRL tags.

1 Information formatted in interactive data is referred to herein as "XBRL files."
2 Principles and Criteria for XBRL-Formatted Information provides preparers, reviewers, prac-

titioners, and users of information formatted in XBRL with criteria for evaluating the completeness
of the XBRL files, mapping of the source information, consistency of the XBRL files with the source
information, or structure of the XBRL files.

3 The AU section numbers in the SEC rules refer to PCAOB Standards and Related Rules,
"Interim Standards."
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Taxonomies specify the elements to be used for individual items of information,
such as the element for the line item "cash and cash equivalents," and for a group
of items, such as narrative disclosures. Taxonomies also identify relationships
among terms, (for example, the term cash and cash equivalents is related to the
term current assets). Business rules may be expressed within a taxonomy, such
as "gross assets less accumulated depreciation should equal the net assets."
Reporting companies may add to the dictionaries of terms, relationships, and
business rules (that is, they may extend the taxonomy).

Agreed-Upon Procedures Engagements
.07 Given that management of an entity is responsible for the accuracy and

reliability of the XBRL files, including identification of and compliance with
the SEC's requirements, management (or other specified parties, such as the
audit committee) may decide to engage a practitioner to provide attestation
services to assist it in assessing the quality of its XBRL files, which may include
assessing the completeness of the XBRL files (completeness), the mapping of
the source information (mapping), the consistency of the XBRL files with the
source information (consistency), or the structure of the XBRL files (structure)
as defined here:

Completeness of the XBRL files. All required information is for-
matted at the required level of detail, as defined by the SEC's re-
quirements. Only permitted information is included in the XBRL
files.

Mapping of the source information. The elements selected are
consistent with the meaning of the corresponding business re-
porting concepts in the source information in accordance with the
SEC's requirements.

Consistency of the XBRL files with the source information.
All formatted information in the XBRL files is consistent with the
source information and formatted in accordance with the SEC's
requirements.

Structure of the XBRL files. XBRL files are structured in accor-
dance with the SEC's requirements.

.08 The engagement is performed under AT-C section 215, Agreed-Upon
Procedures Engagements. Not all of the provisions of AT-C section 215 are dis-
cussed in this SOP. Rather, this SOP includes guidance to assist practitioners
in applying certain aspects of AT-C section 215 to the subject matter of XBRL
files. [Revised, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

.09 The specified parties are responsible for the sufficiency (nature, timing,
and extent) of the agreed-upon procedures because they best understand their
own needs. The practitioner performs the procedures and reports his or her
findings. Because the procedures are intended to meet the needs of the specified
parties and may not be appropriate for others, use of these reports is restricted
to the specified parties.

.10 To avoid misunderstanding, it is not appropriate for the entity to re-
fer to services obtained from a practitioner in connection with an agreed-upon
procedures engagement in a document that is available to anyone other than
the specified parties (for example, general use audited financial statements or
SEC filings). [Revised, June 2009, to reflect conforming changes necessary due
to the issuance of recent authoritative literature.]
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.11 Paragraph .15 of AT-C section 215 requires the practitioner to request
a written assertion from management about the measurement or evaluation
of the subject matter against the criteria. Paragraph .10 of AT-C section 105
defines an assertion as any declaration or set of declarations about whether
the subject matter is in accordance with (or based on) the criteria. Appendix A,
"Illustrative Management Assertions," of this SOP presents illustrative man-
agement assertions for the agreed-upon procedures engagement described in
this SOP. [Paragraph added, April 2017, to reflect conforming changes neces-
sary due to the issuance of SSAE No. 18.]

Preconditions for Engagement Performance
.12 A practitioner may perform an agreed-upon procedures engagement

described in this SOP provided that

a. the practitioner is independent, unless the practitioner is re-
quired by law or regulation to accept the engagement and report
on the subject matter or assertion. 4

b. the responsible party is a party other than the practitioner and
takes responsibility for the XBRL files.

c. the engagement exhibits all of the following characteristics:
i. The subject matter is appropriate. (Application guidance

regarding appropriate subject matter is provided in para-
graphs .A36–.A41 of AT-C section 105.)

ii. The criteria to be applied in the preparation and evalua-
tion of the subject matter are suitable and will be avail-
able to the intended users. (Application guidance regard-
ing suitable and available criteria is provided in para-
graphs .A42–.A52 of AT-C section 105.)

iii. The practitioner expects to be able to obtain the evi-
dence related to the completeness, mapping, consistency,
or structure of the XBRL files needed to arrive at the prac-
titioner's findings, including

(1) access to all information of which the responsible
party is aware that is relevant to the measure-
ment, evaluation, or disclosure of the subject mat-
ter;

(2) access to additional information that the practi-
tioner may request from the responsible party for
the purpose of the engagement; and

(3) unrestricted access to persons within the appro-
priate party(ies) from whom the practitioner de-
termines it necessary to obtain evidence.

iv. The practitioner's findings, in the form appropriate to the
engagement, is to be contained in a written practitioner's
report.

d. the specified parties agree on the procedures performed or to be
performed, by the practitioner.

4 In these circumstances, the practitioner's report should specifically state that the practitioner
is not independent. [Footnote added, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]
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e. the specified parties take responsibility for the sufficiency of the
agreed-upon procedures for their purposes.

f. the practitioner determines that the procedures can be performed
and reported on in accordance with AT-C section 215.

g. the procedures to be applied with respect to the completeness,
mapping, consistency, or structure of the XBRL files are expected
to result in reasonably consistent findings using the criteria .

h. when applicable, the practitioner agrees to apply any materiality
limits established by the specified parties for reporting purposes.
(See the materiality discussion in paragraph .29 of this SOP.)

i. use of the practitioner's report is to be restricted to the specified
parties.

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.13 There are audit committee preapproval requirements applicable to
acceptance of agreed-upon procedures engagements. Such requirements have
been established by the SEC, PCAOB, and other regulatory bodies. [Paragraph
renumbered, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

Agreement on and Sufficiency of Procedures
.14 To satisfy the requirement that the specified parties agree upon the

procedures performed or to be performed, and that the specified parties take
responsibility for the sufficiency of the agreed-upon procedures for their pur-
poses, the practitioner ordinarily communicates 5 directly with and obtains af-
firmative acknowledgment from each of the specified parties. For example, this
may be accomplished by meeting with the specified parties or by distributing a
draft of the anticipated practitioner's report or a copy of an engagement letter
to the specified parties and obtaining their agreement. Paragraph .A5 of AT-C
section 215, identifies other procedures the practitioner may perform to satisfy
this requirement. [Paragraph renumbered and revised, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

.15 AT-C section 215 permits an agreed-upon procedures report to be used
by multiple specified parties. However, because the objective of the engagement
described in this SOP generally is to provide information to management or
the audit committee of the entity about its XBRL files, ordinarily it is antic-
ipated that the only specified parties will be management or the audit com-
mittee. [Paragraph renumbered and revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.16 The practitioner should not report on an agreed-upon procedures en-
gagement if the specified parties do not agree upon the procedures performed
or to be performed and do not take responsibility for the sufficiency of the pro-
cedures for their purposes. [Paragraph renumbered and revised, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

5 AT-C section 215, Agreed-Upon Procedures Engagements, does not require a written communi-
cation with the specified parties. It generally is preferable that the agreement be in writing to avoid
any misunderstandings regarding the procedures to be performed and responsibility for the suffi-
ciency of the procedures. [Footnote renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Subject Matter
.17 XBRL files subject to agreed-upon procedures engagements are typi-

cally as of a specified date and for a specified period (for example, for SEC pur-
poses the XBRL files may be for comparative financial statements in a specific
Form 10-K annual report or Form 10-Q quarterly report). It is common for the
agreed-upon procedures to be performed on draft, rather than final XBRL files.
[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

.18 Because management may engage a third party to assist in the prepa-
ration of the XBRL files, assertions also may be made by a third party. For
example, a service organization may make assertions that the XBRL files com-
ply with specified SEC EDGAR Filer Manual (EFM) guidelines. Management,
however, is responsible for all assertions, including any that are made by third
parties. [Paragraph renumbered and revised, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

.19 Criteria are the benchmarks used to measure or evaluate the subject
matter. Paragraph .25b(ii) of AT-C section 105 requires that the criteria to be
applied in the preparation and evaluation of the subject matter be suitable.
Suitable criteria are relevant, objective, measurable, and complete. Criteria to
be used in the determination of findings are agreed upon between the practi-
tioner and the specified parties. The agreed-upon procedures to be performed
are dependent on the relevant criteria against which the XBRL files are to be
evaluated. Examples of criteria include those in the exhibit in Principles and
Criteria for XBRL-Formatted Information, the SEC rules, and sections of the
EFM 6 that are agreed upon by the specified parties. [Paragraph renumbered
and revised, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]

.20 Appendix D, "Illustrative Procedures and Findings," of this SOP
presents certain illustrative procedures aligned with the criteria presented
in the exhibit of the Principles and Criteria for XBRL-Formatted Information
that a practitioner might perform and findings that might be reported as part
of an agreed-upon procedures engagement related to the completeness, map-
ping, consistency, or structure of XBRL-formatted information. Principles and
Criteria for XBRL-Formatted Information focuses on areas that require judg-
ment. The principles and criteria are not designed for measuring compliance
with all of the applicable SEC rules and regulations (that is, the EFM includes
additional requirements that are not included in this SOP; for example, cer-
tain requirements that are checked in an automated manner and those using
the SEC's EDGAR XBRL validation process are excluded as well as some SEC
requirements related to structure of the XBRL files and format of the infor-
mation). Therefore, the procedures herein are illustrative and do not repre-
sent a complete set of procedures that might be performed in an agreed-upon
procedures engagement relating to XBRL-formatted information. [Paragraph
renumbered, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

Agreeing on the Terms of the Engagement
.21 In accordance with paragraph .12 of AT-C section 215, the practitioner

should agree upon the terms of the engagement with the engaging party. The

6 Certain sections of the SEC's EDGAR Filer Manual (EFM) may not be objective enough to be
considered suitable criteria. [Footnote renumbered, April 2017, to reflect conforming changes neces-
sary due to the issuance of SSAE No. 18.]
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agreed-upon terms of the engagement should be specified in sufficient detail in
an engagement letter or other suitable form of written agreement. The agree-
ment should be addressed to the engaging party and should include the follow-
ing:

a. The nature of the engagement

b. Identification of the subject matter or assertion, the responsible
party and the criteria to be used.

c. Identification of specified parties

d. Acknowledgment by the specified parties of their responsibility
for the sufficiency of the procedures

e. The responsibilities of the practitioner

f. A statement that the engagement will be conducted in accordance
with attestation standards established by the American Institute
of Certified Public Accountants

g. Agreement on procedures by enumerating (or referring to) the
procedures

h. Disclaimers expected to be included in the practitioner's report

i. Use restrictions

j. Assistance to be provided to the practitioner

k. Involvement of a practitioner's external specialist, if applicable

j. Agreed-upon materiality limits specified by the specified parties,
if applicable

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.22 Other matters that the practitioner may wish to include in the written
terms of the engagement addressed by this SOP are statements

• identifying any timing sensitivities in the performance of the pro-
cedures or delivery of the report.

• acknowledging management's responsibility for

— compliance with the SEC's requirements including those
related to the completeness, mapping, consistency, and
structure of the entity's XBRL files and its assertions
thereon.

— providing accurate and complete information to the prac-
titioner.

• indicating that the practitioner has no responsibility for the com-
pleteness or accuracy of the information provided to the practi-
tioner.

• the circumstances under which the practitioner may decline to is-
sue a report.

An illustrative engagement letter is presented in appendix B, "Illustrative En-
gagement Letter," of this SOP.

[Paragraph added, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]
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Nature, Timing, and Extent of Procedures

Responsibilities of Management
.23 Management is responsible for both the completeness and accuracy of

the source information and compliance with the SEC's requirements, including
those related to the completeness, mapping, consistency, and structure of its
XBRL-formatted information. That responsibility encompasses

a. identifying the applicable XBRL-formatted information filing re-
quirements of the SEC.

b. establishing and maintaining controls relating to the preparation
and submission of the entity's XBRL-formatted information to the
SEC.

c. evaluating the completeness, mapping, consistency, and structure
of the entity's XBRL-formatted information.

d. providing XBRL-formatted information in a form and manner
that satisfies the SEC's requirements.

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

Responsibilities of the Practitioner
.24 In accordance with paragraph .32a of AT-C section 105, the engage-

ment partner should be satisfied that the engagement team, and any practi-
tioner's external specialists, collectively, have the appropriate competence, in-
cluding knowledge of the subject matter, and capabilities to

• comply with professional standards and applicable legal and reg-
ulatory requirements and

• enable the issuance of a practitioner's report that is appropriate
in the circumstances.

That knowledge would include an understanding of XBRL and a familiarity
with the applicable XBRL taxonomies used, knowledge of the SEC rules and
requirements (including permitted taxonomies, such as the permitted version
of the U.S. GAAP Taxonomy), as well as knowledge of the source information
and supporting records. 7 [Paragraph renumbered and revised, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

Procedures to Be Performed
.25 The procedures that the practitioner and specified parties agree upon

may be as limited or as extensive as the specified parties desire. However, mere
reading of an assertion or specified information about the XBRL-formatted in-
formation does not constitute a procedure sufficient to permit a practitioner
to report on the results of applying agreed-upon procedures. In some circum-
stances the procedures agreed upon evolve or are modified during the course
of the engagement. In such circumstances, the practitioner should amend the
engagement letter or other suitable form of written agreement, as applicable, to

7 Practitioners performing engagements for audit clients may have specific knowledge of the
underlying source information and supporting records and may possess a level of expertise that would
significantly lessen the range of judgment needed in performing procedures related to the XBRL-
formatted information. [Footnote renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

AUD §55.23 ©2017, AICPA



Performing Agreed-Upon Procedures Engagements 1997

reflect the modified procedures. Paragraph .19 of AT-C section 215 states that
the practitioner should not agree to perform procedures that are open to varying
interpretations. Examples of appropriate procedures are included in appendix
D of this SOP. Examples of inappropriate procedures include the following:

• Merely reading a description of the services performed by a third
party involved in the preparation of XBRL-formatted information
(for example, by a service provider)

• Evaluating the competence or objectivity of another party in-
volved in preparing or in providing assistance in the preparation
of the XBRL-formatted information

• Obtaining an understanding about XBRL-related requirements 8

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

Involvement of a Specialist 9

.26 Generally, the use of a specialist would not be necessary. However, if
specialized matters were included in the engagement that required expertise
beyond that possessed by the practitioner (such as compliance with certain
highly technical aspects of the EFM), the practitioner and the specified par-
ties should explicitly agree to the involvement of a practitioner's external spe-
cialist in assisting the practitioner in the performance of those agreed-upon
procedures. This agreement may be reached when obtaining agreement on the
procedures performed or to be performed and acknowledgment of responsibility
for the sufficiency of the procedures, as discussed in paragraph .14. The prac-
titioner's report should describe the nature of the assistance provided by the
specialist. [Paragraph renumbered and revised, April 2017, to reflect conform-
ing changes necessary due to the issuance of SSAE No. 18.]

.27 A practitioner may agree to apply procedures to the report or work
product of a specialist that does not constitute assistance by the specialist to
the practitioner in an agreed-upon procedures engagement. For example, the
practitioner may make reference to information contained in a report of a spe-
cialist in describing an agreed-upon procedure. However, it is inappropriate for
the practitioner to agree to merely read the specialist's report solely to describe
or repeat the findings or to take responsibility for all or a portion of any pro-
cedures performed by a specialist or the specialist's work product. [Paragraph
renumbered, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

Reporting Considerations
.28 A practitioner's report on agreed-upon procedures should be in the

form of procedures and findings. The practitioner should not provide negative

8 Although the practitioner may need to obtain an understanding of XBRL-related requirements,
obtaining such an understanding is not in itself an agreed-upon procedure (see paragraph .24 of this
SOP). [Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

9 A practitioner's specialist is an individual or organization possessing expertise in a field other
than accounting or attestation, whose work in that field is used by the practitioner to assist the practi-
tioner in the performance of the agreed-upon procedures engagement. A practitioner's specialist may
be either a practitioner's internal specialist (who is a partner or staff, including temporary staff, of the
practitioner's firm or a network firm) who does not participate in the engagement or a practitioner's
external specialist. [Footnote renumbered, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]
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assurance in his or her report about the completeness, mapping, consistency, or
structure of the XBRL files. For example, the practitioner should not include a
statement that "nothing came to our attention that caused us to believe that
the assertion is not fairly stated in accordance with the criteria." [Paragraph
renumbered, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

.29 The practitioner should report all findings from the application of
the agreed-upon procedures. Any agreed-upon materiality limits should be de-
scribed in the practitioner's report. [Paragraph renumbered and revised, April
2017, to reflect conforming changes necessary due to the issuance of SSAE No.
18.]

.30 The practitioner's report on agreed-upon procedures should include all
of the following:

a. A title that includes the word independent
b. An appropriate addressee as required by the circumstances of the

engagement
c. An identification of the subject matter or assertion and the nature

of an agreed-upon procedures engagement
d. An identification of the specified parties
e. A statement that the procedures performed were those agreed to

by the specified parties identified in the report
f. A statement that identifies the responsible party (for example,

management) and its responsibility for the subject matter or (as-
sertions related thereto)

g. A statement that
i. the sufficiency of the procedures is solely the responsibility

of the parties specified in the report
ii. the practitioner makes no representations regarding the

sufficiency of the procedures either for the purpose for
which the report has been requested or for any other pur-
pose

h. A list of the procedures performed (or reference thereto) and re-
lated findings

i. Where applicable, a description of any agreed-upon materiality
limits (Refer to the materiality discussion in paragraph .29 of this
SOP.)

j. A statement that
i. the agreed-upon procedures engagement was conducted in

accordance with the attestation standards established by
the AICPA.

ii. the practitioner was not engaged to examine and did not
conduct an examination or review, the objective of which
would be the expression of an opinion or conclusion, re-
spectively, on the subject matter.

iii. the practitioner does not express such an opinion or con-
clusion.

iv. had the practitioner had performed additional procedures,
other matters might have come to the practitioner's atten-
tion that would have been reported.
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k. Where applicable, a description of the nature of the assistance
provided by a practitioner's external specialist

l. When applicable, reservations or restrictions concerning proce-
dures or findings

m. An alert, in a separate paragraph, that restricts the use of the
report. The alert should

i. state that the practitioner's report is intended solely for
the information and use of the specified parties,

ii. identify the specified parties for whom use is intended, and

iii. state that the report is not intended to be, and should not
be, used by anyone other than the specified parties.

n. When the engagement is also performed in accordance with Gov-
ernment Auditing Standards, the alert that restricts the use of
the report should include the following information, rather than
the information required by paragraph .30m:

i. A description of the purpose of the report, and

ii. A statement that the report is not suitable for any other
purpose.

o. The manual or printed signature of the practitioner's firm

p. The city and state where the practitioner practices
q. The date of the report

An illustrative report is presented in appendix E, "Illustrative Agreed-Upon
Procedures Report," of this SOP.

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.31 The report should be dated no earlier than the date on which the prac-
titioner completed the procedures and determined the findings, including that

a. the attestation documentation has been reviewed,

b. if applicable, the written presentation of the subject matter has
been prepared, and

c. the responsible party has provided a written assertion, unless the
responsible party refuses to provide an assertion.

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

Responsible Party Refuses to Provide a Written Assertion
.32 When the responsible party refuses to provide the practitioner with

a written assertion, the practitioner should disclose in the practitioner's re-
port the responsible party's refusal to provide a written assertion. [Paragraph
added, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

Explanatory Language in the Practitioner’s
Agreed-Upon Procedures Report

.33 The practitioner may include explanatory language in the practi-
tioner's agreed-upon procedures report related to matters such as the following:
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• Disclosure of stipulated facts, assumptions, or interpretations (in-
cluding the source thereof) used in the application of agreed-upon
procedures

• Description of the condition of records, controls, or data to which
the procedures were applied

• Explanation that the practitioner has no responsibility to update
his or her report

• Explanation that the sample may not be representative of the pop-
ulation

• Explanation that the procedures performed do not address all of
the SEC's requirements for XBRL submissions

• Explanation that the XBRL files and source information may be
updated prior to filing with the SEC. Accordingly, the findings in
the report may not correspond to the final XBRL files submitted.

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

Adding Specified Parties (Nonparticipant Parties)
.34 Subsequent to the completion of the agreed-upon procedures engage-

ment, a practitioner may be requested by the engaging party to consider the ad-
dition of another party as a specified party (a nonparticipant party). The prac-
titioner may agree to add a nonparticipant party as a specified party, based
on consideration of such factors as the identity of the nonparticipant party
and the intended use of the report. If the practitioner does agree to add the
nonparticipant party, the practitioner should obtain affirmative acknowledg-
ment, normally in writing, from the nonparticipant party agreeing to the pro-
cedures performed and of its taking responsibility for the sufficiency of the pro-
cedures. If the nonparticipant party is added after the practitioner has issued
his or her report, the report may be reissued or the practitioner may provide
other written acknowledgment that the nonparticipant party has been added
as a specified party. If the report is reissued, the report date should not be
changed. If the practitioner provides written acknowledgment that the non-
participant party has been added as a specified party, such written acknowl-
edgment ordinarily should state that no procedures have been performed sub-
sequent to the date of the report. [Paragraph renumbered and revised, April
2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

.35 Many companies hire a third party entity to create the XBRL files or
assist them with the tagging process. When a third party does not agree to the
procedures and, therefore, does not become a specified party, use of the report
by the third party is inappropriate. Such a party, typically, is not considered a
specified party to the engagement because it performs this work under the di-
rection of management and is not intending to evaluate the XBRL files based on
the agreed-upon procedures and related findings. As a result, the practitioner's
findings should be communicated directly to management (and the audit com-
mittee) for its evaluation and consideration, which may result in management
providing direction to the third party service provider to make changes to the
XBRL files. [Paragraph renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Written Representations
.36 In accordance with paragraph .28 of AT-C section 215, the practitioner

should request from the responsible party written representations in the form
of a letter addressed to the practitioner. The representations should

a. include the responsible party's assertion about the subject matter
based on the criteria.

b. state that all known matters contradicting the subject matter or
assertion and any communication from regulatory agencies or
others affecting the subject matter or assertion have been dis-
closed to the practitioner, including communications received be-
tween the end of the period addressed in the written assertion
and the date of the practitioner's report.

c. acknowledge responsibility for

i. the subject matter and the assertion;

ii. selecting the criteria, when applicable; and

iii. determining that such criteria are appropriate for the re-
sponsible party's purposes.

d. state that it has provided the practitioner with access to all
records relevant to the subject matter and the agreed-upon pro-
cedures.

e. state that the responsible party has disclosed to the practitioner
other matters as the practitioner deems appropriate.

An illustrative representation letter is presented in appendix C, "Illustrative
Representation Letter," of this SOP.

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

.37 When the engaging party is not the responsible party, in addition to
requesting representations from the responsible party, paragraph .29 of AT-C
section 215 requires the practitioner to request from the engaging party the
written representations specified in paragraph .29 of AT-C section 215. [Para-
graph added, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]

Responsible Party Refuses to Provide Representations
.38 If the responsible party refuses to provide one or more of the written

representations requested by the practitioner, and the responsible party is the
engaging party, the practitioner should take appropriate action, such as with-
drawing from the engagement or determining the effect on the practitioner's re-
port. If the responsible party is not the engaging party, the practitioner should
make inquiries of the responsible party about, and seek oral responses to, the
matters. If one or more of the requested representations are not provided in
writing or orally from the responsible party, the practitioner should take ap-
propriate action, such as withdrawing from the engagement or determining the
effect on the practitioner's report. [Paragraph renumbered and revised, April
2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

©2017, AICPA AUD §55.38



2002 Statements of Position---Auditing and Attestation

Knowledge of Matters Outside Agreed-Upon
Procedures

.39 The practitioner need not perform procedures beyond the agreed-upon
procedures. However, in connection with the application of agreed-upon proce-
dures, if matters come to the practitioner's attention by other means that signif-
icantly contradict the subject matter (or written assertions related thereto) re-
ferred to in the practitioner's report, the practitioner should include this matter
in his or her report (for example, if during the course of performing agreed-upon
procedures that address XBRL-formatted financial statements and the related
notes and required schedules submitted as an exhibit to the SEC, the practi-
tioner becomes aware by means other than performing the agreed upon pro-
cedures that a calculation linkbase has been omitted, the practitioner should
include this matter in the practitioner's report). [Paragraph renumbered and
revised, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

Effective Date
.40 This SOP is effective for any XBRL agreed-upon procedures engage-

ments accepted subsequent to the issuance of this SOP. [Paragraph renum-
bered, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]
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.41

Appendix A—Illustrative Management Assertions
This appendix presents illustrative management assertions for the agreed-
upon procedures engagement described in this SOP (agreed-upon procedures
that address XBRL-formatted financial statements and the related notes and
required schedules submitted as an exhibit to the SEC). These assertions are
illustrative only and are not intended to apply to, or be sufficient for, any partic-
ular engagement. Management should tailor its assertions to the specific facts
and circumstances of the particular engagement.

Management should develop assertions and agreed-upon procedures that meet
its objectives. Management's assertions may align with the principles identified
in the exhibit of Principles and Criteria for XBRL-Formatted Information or
may be broader or more detailed as outlined here.

The XBRL files related to the [identify source information and period (for ex-
ample, the Company's [Quarterly or Annual] Report) on Form [10-K or 10-Q]
for the period ended [identify date] to be submitted to the Securities Exchange
Commission (SEC)] are in compliance with the SEC's requirements including,
but not limited, to the following:

1. Completeness of the XBRL files. All required information is for-
matted at the required levels of detail, as defined by the SEC's re-
quirements. Only permitted information is included in the XBRL
files.

2. Mapping of the source information. The elements selected are
consistent with the meaning of the corresponding business re-
porting concepts in the source information in accordance with the
SEC's requirements.

3. Consistency of the XBRL files with the source information.
All formatted information in the XBRL files is consistent with the
source information and formatted in accordance with the SEC's
requirements.

4. Structure of the XBRL files. XBRL files are structured in ac-
cordance with the SEC's requirements.

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]
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Appendix B—Illustrative Engagement Letter
This appendix presents an illustrative engagement letter[1] for the agreed-upon
procedures engagement described in this SOP (engagement described in this
SOP addresses the completeness, mapping, consistency, or structure of an en-
tity's XBRL-formatted financial statements and the related notes and required
schedules submitted as an exhibit to the SEC). It is intended to be illustrative
only.

In this illustrative engagement letter, management and the audit committee of
XYZ Company are the specified parties.
[CPA Firm Letterhead]
[Client's Name and Address]
To Management and the Audit Committee of XYZ Company:
This will confirm our understanding of the arrangements for our performance
of certain agreed-upon procedures related to [identify subject matter and cri-
teria (for example, the completeness of the XBRL files, mapping of the source
information to the XBRL files, consistency of the XBRL files)] with the source
information and the structure of the XBRL files related to the [identify source
information and period (for example, the Company's [Quarterly or Annual] Re-
port on Form [10-K or 10-Q] for the period ended [identify date] to be submitted
to the Securities Exchange Commission [SEC])] in accordance with the Princi-
ples and Criteria for XBRL-Formatted Information).
The procedures enumerated in the attachment to this letter, which were spec-
ified by management and the audit committee of XYZ Company, are the pro-
cedures to be performed. Our responsibility is to carry out these procedures
and report our findings. We will conduct our engagement in accordance with
attestation standards established by the American Institute of Certified Pub-
lic Accountants. The sufficiency of these procedures is solely the responsibility
of management and the audit committee of XYZ Company. Consequently, it is
understood that we make no representation regarding the sufficiency of the
procedures described in the attachment for the purpose for which this report
has been requested or for any other purpose.
Management is responsible for both the completeness and accuracy of the
source information and compliance with the SEC's requirements including
those related to the completeness of the XBRL files, mapping of the source in-
formation to the XBRL files, consistency of the XBRL files with the source in-
formation, structure of the XBRL files, and for the information provided to us.
Management also is responsible for the design, implementation, effectiveness,
and monitoring of controls over the preparation and submission of XYZ Com-
pany's XBRL files. It is understood that we make no representation regarding
the completeness or accuracy of the source information provided to us during
this engagement.
Our engagement to perform agreed-upon procedures is substantially less in
scope than an examination or review, the objective of which is the expression
of an opinion or conclusion, respectively, on management's assertion regarding
the XBRL files. Accordingly, the report will not express an opinion or any other
form of assurance thereon and if additional procedures were to be performed,
other matters might have come to our attention.

[1] [Footnote renumbered and deleted, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]
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At the completion of the agreed-upon procedures, we expect to issue a report
that will state the procedures performed and the findings from those proce-
dures. If, however, we are not able to complete all of the specified procedures,
we will so advise you.
Distribution and use of our agreed-upon procedures report is restricted to the
audit committee and management of the Company.
[Discuss other practitioner-specific matters, such as billing arrangements.]
If this letter correctly expresses your understanding of this engagement, please
sign the enclosed copy where indicated and return it to us.

Sincerely,

[Firm Name or Firm Representative's Signature]
Accepted and agreed to by XYZ Company

[Client Representative's Signature (such as Name of Chief Financial Officer)]

[Title]

[Date]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Appendix C—Illustrative Representation Letter

This appendix includes an illustrative representation letter for the agreed-
upon procedures engagement described in this SOP (agreed-upon procedures
that address the completeness, mapping, consistency, or structure of an en-
tity's XBRL-formatted financial statements and the related notes and required
schedules submitted as an exhibit to the SEC). This representation letter
is illustrative only and is not intended to be applicable to all engagements.
In addition, it may not include items that are relevant to a specific engage-
ment.

[Date]

To [CPA Firm]:

We are providing this letter in connection with the performance of certain
agreed-upon procedures related to [identify subject matter and criteria (for ex-
ample, the completeness of the XBRL files, mapping of the source information
to the XBRL files, consistency of the XBRL files)] with the source information
and structure of the XBRL files related to the [identify source document and
period (for example, the Company's [Quarterly or Annual] Report on Form [10-
K or 10-Q] for the period ended [identify date] to be submitted to the Securi-
ties Exchange Commission [SEC])]. We confirm that we are responsible for the
XBRL files relating to our financial statements and the related notes and re-
quired schedules, the related assertions (attached hereto)1 and for compliance
with the SEC's requirements including those related to the completeness, map-
ping, consistency, and structure of XYZ Company's XBRL files and its assertions
thereon, and for the completeness and accuracy of information provided to you,
including the source information. We also confirm that we are responsible for
selecting the criteria specified in the procedures and for determining that such
criteria and procedures are sufficient for our purposes.

We confirm, to the best of our knowledge and belief, as of [identify date of agreed-
upon procedures report], the following representations made to you during your
agreed-upon procedures engagement.

1. The XBRL files related to the [identify source information and
period (for example, the Company's [Quarterly or Annual] Report)
on Form [10-K or 10-Q] for the period ended [identify date] to be
submitted to the Securities Exchange Commission (SEC)] (XBRL
files) are in compliance with the SEC's requirements including,
but not limited, to the following:

a. Completeness of the XBRL files. All required informa-
tion is formatted at the required levels of detail, as defined
by the SEC's requirements. Only permitted information is
included in the XBRL files.

1 Management assertions may be incorporated in the representation letter or may be provided
separately. [Footnote renumbered, April 2017, to reflect conforming changes necessary due to the is-
suance of SSAE No. 18.]
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b. Mapping of the source information. The elements se-
lected are consistent with the meaning of the correspond-
ing business reporting concepts in the source information
in accordance with the SEC's requirements.

c. Consistency of the XBRL files with the source infor-
mation. All formatted information in the XBRL files is
consistent with the source information and formatted in
accordance with the SEC's requirements.

d. Structure of the XBRL files. XBRL files are structured
in accordance with the SEC's requirements.

2. All known matters contradicting the compliance of the XBRL files
with the SEC's requirements and any communication from reg-
ulatory agencies or others affecting the XBRL files compliance
with the SEC's requirements have been disclosed to you, includ-
ing communications received between the end of the period ad-
dressed in our written assertion and the date of the practitioner's
report.

3. We have made available to you all

a. financial records and related data requested by you.

b. documents used in the preparation of the XBRL files, such
as information provided to a third party and tagging work-
sheets.

c. output of all validation reports.

4. All of the data in the [identify the source information; for example,
financial statements and the related notes and required schedules]
that is required to be formatted in XBRL has been accurately and
completely formatted and included in the XBRL files using [iden-
tify the taxonomy used; for example, U.S. GAAP Financial Report-
ing Taxonomy, Version X] in accordance with the SEC rules, and
except as communicated to you, the tags have been consistently
applied from the prior submission as applicable.

5. There have been no communications from regulatory agencies af-
fecting the XBRL-formatted information relating to our financial
statements or previously submitted XBRL exhibits.2

6. We have no knowledge of any fraud or suspected fraud affecting
the entity's XBRL-formatted information.

7. We have no knowledge of any matters contrary to your findings.

8. [Add other matters as the practitioner deems appropriate, such as:

We have limited the use of extension elements to cases where an
appropriate element does not exist in the standard taxonomy.]

2 If this representation letter is obtained subsequent to the issuance of the underlying financial
statements, a representation such as the following may be appropriate: "We are not aware of any com-
munication from any regulatory agencies regarding the financial statements or previously submitted
XBRL exhibits, and no material modifications exist that need to be made to the financial statements."
[Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance of
SSAE No. 18.]
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[Name of Chief Executive Officer and Title]

[Name of Chief Financial Officer and Title]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Appendix D—Illustrative Procedures and Findings
This appendix presents a table that includes illustrative procedures that a prac-
titioner might perform and findings that a practitioner might report as part of
the agreed-upon procedures engagement described in this SOP (agreed-upon
procedures that address the completeness, mapping, consistency, or structure
of XBRL-formatted financial statements (including notes) and required sched-
ules submitted as an exhibit to the SEC). These procedures are illustrative only
and do not represent a complete set of procedures that might be performed in
any specific engagement. In addition, they do not necessarily address every at-
tribute associated with a particular management assertion.

The following items provide additional information about the procedures, the
reporting of findings, and sources of information about SEC requirements re-
garding XBRL-formatted information.

1. Certain agreed-upon procedures may appear in the following ta-
ble under one assertion, but may be relevant to more than one as-
sertion; however, each procedure would only need to be performed
once.

2. As indicated in paragraph .29 of this SOP, the practitioner should
report and describe all differences, exceptions, and other findings
noted during the application of the agreed-upon procedures as
part of his or her findings, unless they are below any agreed-upon
materiality limits described in the practitioner's report.

3. In planning for the execution of such an agreed-upon procedures
engagement, the practitioner may find it useful to perform addi-
tional activities to assist in gaining an understanding of the en-
tity's formatting approach. Examples of such activities may in-
clude

• inquiring of management to gain an understanding of its
overall formatting and validation process,1 including soft-
ware applications or third-party providers used, and rele-
vant experience and knowledge of those involved with the
XBRL reporting process.

• requesting management to provide a list of known differ-
ences between its XBRL files and the SEC requirements.

4. Certain of these procedures may be performed using XBRL soft-
ware (for example, analysis, querying, validation). Accordingly, as
part of tailoring the procedures to a specific agreed-upon proce-
dures engagement, management might agree to or specify the use
of a particular XBRL software product and version for performing
such procedures.

5. The SEC provides requirements for the proper formatting of the
XBRL files and maintains electronic systems to receive, validate,
and process the XBRL files. Filers are responsible for compliance

1 Various software applications or third party providers used may produce different reports or
present information in a different manner, which may affect the timing, nature, and performance of
procedures. [Footnote renumbered, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]
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with these requirements and are encouraged to make a test sub-
mission of the XBRL files prior to submission to the SEC to re-
duce the likelihood of the exhibit not being accepted by the SEC
systems.2

6. This table provides some references to relevant guidance in the
SEC's EDGAR Filer Manual (EFM) Version 23.3 The most current
document is available on the SEC's website at http://xbrl.sec.gov
and is updated frequently.

Illustrative Procedures and Findings for an Agreed-Upon Procedures
Engagement that Addresses the Completeness, Mapping, Consistency, or
Structure of XBRL-Formatted Information

Principles
and Criteria4 Procedure Finding

Completeness of the XBRL Files—All required information is formatted at the required
levels of detail as defined by the SEC's requirements. Only permitted information5 is
included in the XBRL files.

A All information that
is required to be
formatted as defined
by the SEC's
requirements is
formatted at the
appropriate levels of
detail in the XBRL
files

C1 Inspect the XBRL
files6 to ascertain
whether each of the
following items in the
source information is
included in the XBRL
files and is formatted
at the level of detail
noted in the following
list:

C1 All such items in the
[identify source
information] that
were required to be
formatted as defined
by the SEC's
requirements were
included in the XBRL
files and formatted at
the level of detail
indicated [except as
follows: list facts].

2 The SEC's validation system checks only a subset of the requirements and should not be con-
sidered a method to measure compliance with all of the requirements. [Footnote renumbered, April
2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

3 Future updates to the EFM could result in changes to the requirements, which could affect the
procedures that the client might request be performed. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

4 Principles and criteria listed herein are the same as those listed in the application guidance
of the principles and criteria in the exhibit of the Principles and Criteria for XBRL-Formatted In-
formation. In some cases, footnotes to these principles and criteria have been modified for improved
readability or to provide practitioners with more information. [Footnote renumbered, April 2017, to
reflect conforming changes necessary due to the issuance of SSAE No. 18.]

5 In a case in which an entity elects to format permitted information in addition to the required
information, preparers should consider the level of detail to format such information so that it is not
misleading to the user of the XBRL files. [Footnote renumbered, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

6 Inspection of the XBRL files may take different forms (for example, different XBRL analysis
software may be used to view, manipulate or export the data into various forms for analysis). Alter-
natively, a mapping worksheet that is prepared by the entity prior to finalizing the XBRL files for
submission may be used; in this case additional procedures would be necessary to ascertain whether
the selected elements in the mapping worksheet are the same as those included in the final XBRL
files. [Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

A (1) All information
(including
parenthetical
information) on the
face of the financial
statements in the
source information7

is formatted in the
XBRL files, including
facts that represent
zero or do not have
amounts.

• Each amount
on the face of
the financial
statements
(including "0"
and amounts
represented by
numbers or
words and
including
amounts in
parentheses
and amounts in
superscript8

footnotes)

• Each line item
on the face of
the financial
statements that
represents no
value (for
example,
commitments
and
contingencies9

for which there
is only
disclosure and
no value)

• Each heading
in the financial
statements is
formatted as an
abstract
element

A (2) All required
document and entity
information (DEI) is
formatted in the
XBRL files.

• Each required
document and
entity
information
concept is
formatted

(continued)

7 Source information for purposes of submission to the SEC is the electronic or paper-based fi-
nancial statements, including the notes; required schedules under Regulation S-X; and document and
entity information (DEI) (which includes document type, document period end date, registrant name,
central index key [CIK], fiscal year end date, public float, fiscal year, fiscal period, filer category, and
reporting status as well as an indication of whether an amendment flag exists [if so, include a descrip-
tion of the reason for the amendment], whether the filer is not required to file reports, and whether
the filer is a well-known seasoned issuer). [Footnote renumbered, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

8 Text that is included at the bottom of the page or table that is preceded by a superscript num-
ber or symbol which represents a footnote. [Footnote renumbered, April 2017, to reflect conforming
changes necessary due to the issuance of SSAE No. 18.]

9 Business reporting concepts that have no value for all periods, such as commitments and con-
tingencies, must have the nil attribute set to "true." [Footnote renumbered, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

A (3) Each complete note
and required
schedule under
Regulation S-X are
formatted separately
using a text block
element.

• Each note to
the financial
statements is
formatted using
a text block
element

• Each schedule
required by
Regulation S-X
is formatted
using a text
block element

A (4) Each significant
accounting policy
(whether included in
the accounting
policies note or
elsewhere within the
notes to the financial
statements) is
formatted separately
using a text block10

element.

• Each significant
accounting
policy,
identified by
management
(whether
included in the
accounting
policies note
other notes to
the financial
statements), is
formatted using
a text block
element

A (5) Each table within
each note is
formatted separately
using a text block
element.

• Each table
within each
note is
formatted using
a text block
element

A (6) Each amount11

disclosed in the notes
and required
schedules under
Regulation S-X
(including amounts
written as words) is
formatted separately.

• Each amount12

in the notes
that is
represented in
numbers or
words
(including "0"
and amounts in
parentheses
and amounts in
superscript
footnotes)

10 The U.S. GAAP Taxonomy has adopted a convention for distinguishing among text block ele-
ments intended for use in tagging accounting policies, tables, and disclosures. [Footnote renumbered,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

11 Not all amounts are required to be formatted (for example, there is no need to format the "2"
in "2 percent milk") (See SEC Compliance and Disclosure Interpretation 146.16 located on the SEC's
website for additional examples). [Footnote renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

12 Optional information may be formatted to provide more context to individual amounts. [Foot-
note renumbered, April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]
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Principles
and Criteria Procedure Finding

• Each amount in
the schedules
(including "0"
and amounts in
parentheses
and amounts in
superscript
footnotes) that
is represented
in numbers or
words

A (7) Each amount
included in the
superscript footnotes
is formatted
separately.

Preceding bullets
address this criterion.

A (8) Text that is shown on
the face of the
financial statements
at the bottom of the
page or bottom of a
table preceded by a
superscript is
formatted using
XBRL footnote
links.13

• Text
immediately
following each
superscript
footnote
number on the
face of the
financial
statements or
in tables is
formatted using
a footnote link

B The XBRL files
contain only facts or
presentation or
calculation
relationships that
are included in the
source information
and other required or
permitted
information (such as
DEI14 required by
the SEC) and contain
only unused elements
and linkbase
information that are
used intermittently
unless otherwise
prohibited.15

C2 Compare the tagged
facts in the XBRL
files to the source
information and
identify any tagged
facts that are not
included in the
source information
other than other
required (for
example, DEI) or
permitted
information (for
example, definitions
for extension
elements).

C2 All tagged facts that
were included in the
XBRL files were in
the source
information or
otherwise permitted
[except as follows:
describe elements and
relationships].

(continued)

13 The EFM requires this only for the face of the financial statements. [Footnote renumbered,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

14 DEI includes information that may be outside of the financial statements such as the number of
outstanding shares of a company's stock that is in the hands of public investors, as opposed to company
officers, directors, or controlling-interest investors (public float) and CIK. [Footnote renumbered, April
2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

15 The entity may carry forward unused elements or presentation, definition, or calculation re-
lationships in the taxonomy that are used intermittently in the instance document (for example,
taxonomies may reflect elements or relationships used in instance documents for annual financial
statements [Form 10-K] but not used in the instance documents for quarterly financial statements
[Form 10-Q]). Used elements or relationships refer to those used in the instance document. [Footnote
renumbered, April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

©2017, AICPA AUD §55.44



2014 Statements of Position---Auditing and Attestation

Principles
and Criteria Procedure Finding

Mapping of the source information—The elements16 selected are consistent with the
meaning of the corresponding business reporting concepts in the source information
in accordance with the SEC's requirements.

C Elements used in the
XBRL files,
considering their
attributes;17

definitions (for
example,
documentation labels
in the label linkbase);
and references are
consistent with the
corresponding
business reporting
concepts in the
underlying source
information.

M1 For each element
used in the XBRL
files, compare the
following aspects of
the element to the
nature of the
business reporting
concept in the source
information:

• Abstract (that
is, true, false)

• Data type (for
example, block
text, monetary
value, or other
numeric value)

• Period type
(that is, instant,
duration)

• Other
definitional
aspects (that is,
documentation
labels and
standard labels
in the label
linkbase, and
references)

M1 All such aspects of
the elements used in
the XBRL files reflect
the nature of the
business reporting
concepts in the
[identify: source
information] [except
for the following: list
elements and describe
differences].

C (1) Headings in the
source information
are represented as
abstract elements.

Procedures C1 and
M1, listed previously,
address this criterion.

See findings under C1
and M1, listed
previously.

16 Elements include line items and combinations of line items, domain members, and axes. [Foot-
note renumbered, April 2017, to reflect conforming changes necessary due to the issuance of SSAE
No. 18.]

17 The "basic element attributes" include (a) abstract, (b) data type (that is, whether the content is
expected to conform to a certain type of content, such as block text, a monetary value, or other numeric
value), (c) period type (that is, whether it is a point in time or a period of time), and (d) balance type
(that is, whether it is normally a debit or a credit). The balance attribute is currently not a primary
consideration in selecting elements in the SEC program. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

D The most specific
elements or
dimensional
combination of
elements across the
entire taxonomy
whose attributes;
definitions (for
example,
documentation labels
in the label linkbase);
and references are
consistent with the
corresponding
business reporting
concepts have been
used.

M2 Search the taxonomy
for any elements and
any combination of
elements for which
element aspects (that
is, documentation
labels and standard
labels in the label
linkbase, and
references) that
reflect more
specifically18 the
corresponding
business reporting
concept without
violating the criteria
for element selection
(aspects of elements
as listed previously
in procedure M1).

M2 No elements from the
[specify taxonomy19]
for which definitions
and standard labels
in the label linkbase,
and references may
more specifically
reflect the
corresponding
business reporting
concepts in the
[identify: source
information] were
noted.

Or

The following
elements from the
[specify taxonomy] for
which definitions and
standard labels in the
label linkbase, and
references more
specifically reflect the
corresponding
business reporting
concepts in the
[identify: source
information and list
the elements and the
business reporting
concepts].

(continued)

18 This may include identifying more detailed elements. For example, in the case of a concept on
the financial statements for short-term investments available for sale, the entity used the short-term
investments element in the XBRL files; however, the practitioner may identify short-term investments
available for sale as a more specific element. There may be some situations that require the exercise of
a level of judgment that may not be appropriate for an agreed-upon procedure engagement. In such
cases, the practitioner should not make the judgment but should lay out the facts for the specified
parties. [Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

19 This procedure may be performed against the standard taxonomy (for example, U.S. GAAP
Taxonomy as documented in the EFM) or against the extension taxonomy of the instance document
(incorporating extension elements). [Footnote renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

D (1) Certain elements
required for use by
the SEC (for
example, DEI
elements or elements
for reporting
consolidating
entities) have been
used if applicable.

M3 From the list of
required elements
per the SEC's EFM
(sections 6.5.20,
6.5.21, and 6.6.3
through 6.6.10)
pertaining to

• consolidations
and legal
entities,

• stock classes,
and

• document and
entity-related
information

trace the required
elements for business
reporting concepts
included in the
source information to
inclusion in the
XBRL files.

M3 Required elements
for business reporting
concepts pertaining
to consolidations and
legal entities, stock
classes, and
document and
entity-related
information included
in the source
information were
included in the XBRL
files [except for the
following elements:
list elements not
included].

E Use of selected
elements is
permitted (for
example, the selected
element is not
deprecated)

M4 Search the XBRL
files to identify the
elements20 in the
XBRL files that have
a deprecated label in
the standard
taxonomy.

M4 The XBRL files do not
contain any elements
that have deprecated
labels in the standard
taxonomy [except the
following elements
used in the XBRL
files: list elements].

F The same business
reporting concepts
appearing multiple
times in the source
information are
formatted once using
the same elements or
combination of
elements throughout
the XBRL files, when
appropriate21

M5 For business
reporting concepts
appearing more than
once in the source
information
(including those
concepts with values
reported for more
than one period),
search the XBRL
files for use of more
than one element for
the same business
reporting concept
except when
alternative line item
and domain member
combinations are
prescribed by related
guidance.

M5 No items were noted
in which a different
element was used for
the same business
reporting concept
appearing more than
once or for different
periods [except as
follows: describe, for
example, cash
appearing on the
balance sheet was
tagged with a
different element (or
combination of
elements) than cash
appearing on the cash
flow statement].

20 The procedure to be performed addresses the situation of deprecated elements; however, there
may be other conditions where elements are not permitted. Procedures to address other examples are
not included in this SOP because they may be automatically tested with software. [Footnote renum-
bered, April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

21 Exceptions exist when business reporting concepts will be formatted using different line item
and domain member combinations, or when the related guidance requires different elements to be
used based on the level of granularity of the source data being formatted (for example, in situations
where concepts must use both dimensional and nondimensional approaches, such as Treasury stock
presented on the balance sheet without dimensions and then presented on the statement of stock-
holders' equity with dimensions). The appropriate use of duplicate elements should be considered,
and redundantly formatted facts should be eliminated. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

G The same elements
are used consistently
to report the same
business reporting
concepts, including for
each period for which
such concepts appear
in the underlying
source information.22

Procedure M5, listed
previously, addresses
this criterion.

See findings in M5,
listed previously.

H Extension elements
are created only when
both of the following
conditions are met: no
suitable elements
exist in the selected
taxonomy, and
extensions are
permitted in
accordance with the
SEC's rules.

Procedures M1, M2,
and M3, listed
previously, address
this criterion.

See findings from M1,
M2, and M3, listed
previously.

I Definitions, if
provided (for example,
documentation labels
in the label linkbase)
for extension
elements used in the
instance document,
are consistent with
the source
information.

Procedure M1, listed
previously, addresses
this criterion.

See findings from M1,
listed previously.

Consistency of the XBRL Files With the Source Information—All formatted information23

in the XBRL files is consistent with the source information and formatted in accordance
with the SEC's requirements.

J Formatted amounts in
the XBRL files reflect
the entire numbers of
the corresponding
business reporting
concepts (that is, the
XBRL amounts are
not scaled24).

CO1 For each amount
tagged in the XBRL
files, compare such
information with the
amount of the
corresponding
business reporting
concept in the source
information to
identify any amount
that does not reflect
the entire number.

CO1 All amounts in the
XBRL files reflect the
entire number of the
corresponding
business reporting
concept [except for the
following elements:
list elements and
describe differences].

(continued)

22 Although the source information may contain different values (for example, positive, negative,
or zero) in one period as compared with another (for example, net income [loss]) or represent an end-
ing balance in one period and the beginning balance in the next, the same element should be used
in all periods presented. Notwithstanding, there may be certain situations in which the taxonomy
may include different elements to reflect positive and negative values (for example, certain elements
relating to tax assets and tax liabilities in the U.S. GAAP Taxonomy). [Footnote renumbered, April
2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

23 Formatted information includes data (for example, amounts, text, dates); contextual informa-
tion (for example, monetary units); and relationships (for example, presentation order and calcula-
tions). [Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance
of SSAE No. 18.]

24 Amounts in financial statements are often presented in various formats (for example, rounded
to millions) and may represent a different scale. However, amounts formatted in XBRL must be
entered without such presentational formatting. For example, 23.5 million would be entered as
23500000, 14.3 percent would be entered as .143. [Footnote renumbered, April 2017, to reflect con-
forming changes necessary due to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

K Formatted amounts
have the appropriate
signs based on the
nature of the values
in the source
information, balance
attributes, and
definitions
(documentation
labels in the label
linkbase) of the
elements.

CO2 For negative
amounts in the
instance document,
that have been
tagged with elements
whose definitions or
standard labels do
not include
terminology
identified in the table
in the SEC's Staff
Observations (SEC
table)25 (for example,
increase/decrease,
gain/loss, provided
by/used in) within
the definition
(documentation label
in the label linkbase)
or standard label,
compare the sign26 to
the nature of the
value of the
corresponding
business reporting
concepts in the
source information.

CO2 The signs for negative
amounts for elements
with definitions or
standard labels that
do not include
terminology from the
SEC table are
consistent with the
nature of the value of
the corresponding
business reporting
concepts in the
[identify: source
information] [except
for the following: list
elements].

CO3 For elements for
which the definition
(documentation label
in the label linkbase)
or standard label
includes terminology
identified in the SEC
table, compare the
sign for each amount
in the XBRL files to
the nature of the
value of the
corresponding
business reporting
concept in the source
information.

CO3 The signs for the
formatted amounts in
the XBRL files of
elements for which
the definitions or
standard labels
includes terminology
in the SEC table are
consistent with the
nature of the value of
the corresponding
business reporting
concepts in the
[identify: source
information] [except
for the following: list
elements and describe
differences in signs].

25 Under the heading "Negative Values" in the SEC's Staff Observations from the Review of Inter-
active Data Financial Statements (from December 13, 2011) is a table in which the SEC staff provides
examples of language included in definitions or standard labels of elements that can be negative.
This is not necessarily a complete list, therefore, the practitioner and preparer may agree to extend
this procedure beyond the elements that have definitions or labels that contain specified language
included in the table. [Footnote renumbered, April 2017, to reflect conforming changes necessary due
to the issuance of SSAE No. 18.]

26 Identified negative amounts may not be an error; however, they likely require further assess-
ment by management. [Footnote renumbered, April 2017, to reflect conforming changes necessary due
to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

L All text, dates, and
uniform resource
identifiers in the
XBRL files are
consistent with the
underlying source
information.

CO4 For text, dates, and
uniform resource
identifiers (URIs)
tagged in the XBRL
files, compare such
information with the
corresponding
concepts in the
source information.

CO4 No differences for
text, dates, and URIs
in the XBRL files as
compared with
[identify source
information] were
noted [except for the
following elements:
list elements and
describe differences].

L (1) Nil attribute27 is
used only to convey
business reporting
concepts reported
that have no
amounts associated
but are not zero (for
example,
commitments and
contingencies).

CO5 For each business
reporting concept in
the source
information that
represents no value
(associated with it)
inspect whether the
nil attribute for the
corresponding
element is set to true
in the XBRL files.

CO5 Nil attributes were
set to true in the
XBRL files for each
concept in the
[identify source
information] for
which no value is
associated [except for
the following
elements: list
elements].

CO6 For each element in
the instance
document for which
the nil attribute is
set to true, identify
those elements that
represent business
reporting concepts
other than
commitments and
contingencies and
preferred stock.28

CO6 For none of the
elements in the
instance document
other than
commitments and
contingencies and
preferred stock was
the nil attribute set
to true.

Or

Elements in the
instance document
other than
commitments and
contingencies and
preferred stock for
which the nil
attribute is set to
true include [list
elements].

(continued)

27 A nil attribute is used only for elements in the instance document and presentation to convey
business reporting concepts that have no amounts, text, dates, or uniform resource identifiers in the
source information. [Footnote renumbered, April 2017, to reflect conforming changes necessary due
to the issuance of SSAE No. 18.]

28 Management may specify other appropriate concepts for which the nil attribute would be set
to true and modify this procedure to include such other appropriate concepts. [Footnote renumbered,
April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

©2017, AICPA AUD §55.44



2020 Statements of Position---Auditing and Attestation

Principles
and Criteria Procedure Finding

M Extension elements
included in the
instance document of
the XBRL files for
monetary amounts
include debit or
credit balance
attributes or
documentation labels
with an indication of
the meaning of
positive or negative
values, when
applicable, that are
consistent with the
nature of the
business reporting
concepts in the
underlying source
information.

CO7 For each line item in
the instance
document that has
an extension element
with a monetary type

• and a balance
(debit / credit)
attribute,
compare the
balance
attribute to the
nature of the
business
reporting
concept in the
source
information.

• and not a
balance (debit /
credit)
attribute,
inspect the
elements for a
definition (that
is,
documentation
label) that
includes an
indication of
the meaning of
a positive or
negative value
(for example, "A
positive
adjustment
value indicates
a net increase
in accounts
receivable") and
compare such
definition to the
nature of the
business
reporting
concept in the
source
information.

CO7 No monetary type
line item extension
elements were noted
that contain a
balance attribute (or
definition, as
applicable) that is
inconsistent with the
nature of the
business reporting
concepts in the
[identify source
information] [except
for the following
elements: list
elements and describe
differences from the
source information].

M (1) Extension elements
included in the XBRL
files for monetary
amounts of balance
sheet or income
statement concepts
include balance
attributes (debit or
credit) that are
consistent with the
nature of the
underlying source
information.

CO8 Identify the
monetary type
extension elements
included in the XBRL
files for monetary
amounts presented
in the balance sheet
or income statement
that do not include
balance attributes.
[Procedure CO7 (first
bullet), in
combination with
this procedure
addresses this
criterion.]

CO8 No such items were
noted for monetary
amounts presented
on the balance sheet
and income
statement that do not
include balance
attributes [except the
following elements:
list extension
elements and describe
differences]. Also see
findings for CO7.
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Principles
and Criteria Procedure Finding

N The context periods29

are consistent with
the source
information (for
example, second
calendar quarter 2012
is expressed as
"2012-04-01 to
2012-06-30").

CO9 For each business
reporting concept that
appears on the face of
the financial
statements or in tables
in the source
information, compare
the reporting period
(implied and explicitly
stated) to the
corresponding context
period in the XBRL
files.

CO9 No differences were
noted in the XBRL files
relating to context
periods for concepts
appearing on the face
of the financial
statements or in tables
in the [identify source
information] [except for
the following elements:
list elements and
describe differences].

CO10 For business reporting
concepts within
narrative text (for
example, in the notes),
compare the "as of" or
period dates in the
source information to
the dates30 in the
context period of the
corresponding
elements in the XBRL
files.

• For amounts
with a period
type of instant

– if a date is
specified in the
notes (for
example, "as of"
or "on"),
ascertain
whether the
date for the
context period
in the XBRL
files is the date
specified in the
source
information.

– if the month is
specified (for
example,
March),
ascertain
whether the
date for the
context period
in the XBRL
files is the last
day of that
month.

CO10 No differences were
noted in the XBRL files
relating to context
periods for business
reporting concepts
included with narrative
text in the [identify
source information]
[except the following
context periods: list
elements and describe
differences]

(continued)

29 Context periods for a roll-forward format use the same "instant" context for the beginning
balance as for the ending balance of the previous period. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

30 Procedures may be tailored, as appropriate, for application to periods included in the source in-
formation in addition to those listed. [Footnote renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

– if the quarter
is specified
(for example,
in the second
quarter),
ascertain
whether the
date for the
context period
in the XBRL
files is the end
date for that
quarter.

• For amounts
that have a
period type of
duration

– if the month is
specified (for
example,
March),
ascertain
whether the
date for the
context period
in the XBRL
files is first
and last day of
the month.

– if the quarter
is specified
(for example,
in the second
quarter),
ascertain
whether the
date for the
context period
in the XBRL
files is the first
and last day of
the quarter.

N (1) The required DEI
elements use the
Required Context.31

CO11 Compare the
contexts used in the
XBRL files for DEI to
those required by the
SEC's EFM (sections
6.5.20 and 6.5.21)
pertaining to DEI.

CO11 The context in the
XBRL files used for
DEI elements agreed
with the context
required by sections
6.5.20 and 6.5.21 of
the SEC's EFM
[except the following
elements for which
the context did not
use the Required
Context: list
elements].

31 The Required Context is defined in the EFM as the context when the dates cover the current
reporting period and no segment or scenario information (that is, dimensional information) is included.
[Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance of
SSAE No. 18.]
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Principles
and Criteria Procedure Finding

O The decimal
attribute values are
consistent with the
degree of accuracy of
the amounts as
represented in source
information (for
example, 23.5 million
is rounded to the
hundred
thousandths).

CO12 For each amount in
the XBRL files
compare the value of
the decimal attribute
(for example, "-6") to
the corresponding
degree of accuracy
represented in the
source information.

CO12 No differences were
noted between the
decimal attribute
values in the XBRL
files and the degree of
accuracy represented
in the [identify source
information] [except
for the following
decimal attributes in
the XBRL files: list
elements and describe
differences].

P The units defined in
the instance
document are
consistent with the
measurements
represented in the
source information
(for example, U.S.
dollars are defined as
"iso4217:USD", as
properly defined in
XBRL Specification
2.1).

CO13 For each amount
included in the
instance document,
compare the units
(including custom
units) to the
standard list of units
specified by the SEC
(for example, in the
International
Organization for
Standardization
(ISO) currency codes,
or the XBRL
International Unit
Registry).

CO13 No differences were
noted in the units
used in the instance
document as
compared to the
standard list of units
specified by the SEC
[except for the
following units in the
XBRL files: list
elements and describe
any differences].

CO14 For each amount
included in the
instance document of
the XBRL files,
compare the units
(including custom
units) to the nature
of the corresponding
unit in the source
information.

CO14 No differences were
noted in the units
used in the instance
document of the
XBRL files as
compared to the
source information
[except for the
following units in the
instance document of
the XBRL files: list
elements and describe
any differences].

Q The entity identifier
in the instance
document properly
represents the
reporting entity [for
example, central
index key (CIK)] in
accordance with the
SEC requirements.

CO15 Compare the
identifier(s) used in
the instance
document to the
registrant's unique
CIK code.

CO15 The CIK code used in
the XBRL files agrees
with the registrant's
CIK code.

Or

The following
[identify CIK code(s)]
were used in the
XBRL files that did
not agree with the
registrant's CIK code.

Q (1) Only one CIK code is
used throughout the
XBRL files.

CO16 Search the contexts
for the use of more
than one CIK code in
the XBRL files.

CO16 Only one CIK code
was used in the
XBRL files.

Or

The following
[identify CIK codes]
were used in the
XBRL files.

(continued)
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Principles
and Criteria Procedure Finding

R The format and
layout of the text
block information are
consistent32 with the
format and layout of
the content in the
source information.

CO17 Compare the format
and layout of the text
block information in
the XBRL files to the
form and layout in
the source
information (for
example, content,
indentations, italics,
bold, color, order).

CO17 No differences were
noted in the format
and layout of text
block information in
the XBRL files as
compared to the
[identify source
information] [except
for the following
elements: list
elements and describe
differences].

S The order and
hierarchy (that is,
arrangement of
appropriate abstracts
and line items)
reflected in the
presentation
linkbase are
consistent33 with the
SEC's requirements.

CO18 Compare the order
and hierarchy of the
elements in the
presentation
linkbase with the
source information.

CO18 No differences were
noted in the order
and hierarchy of the
elements in the
presentation linkbase
as compared to the
[identify source
information] [except
for the following: list
elements and describe
differences].

T Labels34 are
consistent35 with the
captions or meanings
in the source
information, as
applicable.

CO19 Compare labels for
line item elements
(with no dimensions)
reflecting business
reporting concepts on
the face of the
financial statements
or in tables in the
source information to
the captions in the
source information
Compare labels for
all other tagged facts
with the
corresponding
business reporting
concept in the source
information.

CO19 No differences other
than those
permitted36 were
noted with the label
information of
elements appearing
in the rendering as
compared to the
[identify source
information] [except
for the following: list
elements and describe
differences].

32 The EFM requires the same format and layout in text blocks as in the source information.
[Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance of
SSAE No. 18.]

33 When using dimensions to format information, it may not be possible to present this infor-
mation in the same order and hierarchy (for example, transposed or intermingled axes for line items
and domain members may occur). [Footnote renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]

34 Labels in the label linkbase under the SEC rules must be the same as the captions in the
source information, including parenthetical information. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

35 Consistent means the same as the printed captions in the source information, when required,
or within the scope of variances otherwise permitted. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

36 EFM 6.11.3 requires additional information be included in the label for certain elements within
a presentation group to distinguish the units in those elements where the majority of the elements
within the group use a different unit. [Footnote renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

CO20 Compare standard
"en-US" labels used
for each extension
element in the XBRL
files to the labels of
other elements in the
XBRL files and the
standard taxonomy
to ascertain whether
duplicate standard
English labels
"en-US" are used.

CO20 No duplicate standard
"en-US" labels were
noted [except for the
following extension
elements: list elements
with duplicate standard
en-US labels].

T (1) The appropriate label
roles (in the label
linkbase) are
specified in
presentation
groupings and are
consistent with the
source information,
as applicable. (For
example, negated
labels are used to
reverse the sign of
numeric values for
presentation
purposes.)

CO21 Compare the preferred
label roles in the XBRL
files with the
presentation of the
corresponding business
reporting concept in the
source information and
the following
requirements:

• For period type of
"instant":

– A Period Start
label role was
used when
concepts were
presented as a
beginning of a
roll forward (for
example, cash
balances)

– A Period End
label role was
used when
concepts were
presented as an
ending of a roll
forward (for
example, cash
balances)

• Total label role
must be used
when representing
concepts
presented as a
summation of
other line items

• Negated label
roles were used
when necessary to
reverse the sign of
the numeric value
for presentation
purposes to
correspond to the
business reporting
concept as
presented in the
source
information.

CO21 No differences were
noted for the
preferred label roles
as compared to the
presentation of the
corresponding
business reporting
concept in the source
information and the
label requirements
[except for the
following: list
elements and labels
and describe
differences].

(continued)
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Principles
and Criteria Procedure Finding

U Calculations
reflected in the
source information
are included in the
calculation linkbase
in accordance with
the SEC's
requirements to the
extent possible
within the technical
limitations37 of
XBRL.

CO22 For those
subtotals/totals that
have two or more line
items in the source
information with
amounts in the same
context and within
the dates represented
by the period of the
Required Context38

(no dimensional
information), compare
such relationships
with the
corresponding
calculation
relationship in the
XBRL files.

CO22 No differences in the
calculation
relationships were
noted in the XBRL
files as compared to
the source
information [except
for the following
business reporting
concepts: list business
reporting concepts
and describe
differences].

Structure of the XBRL files—XBRL files are structured39 in accordance with the
following listed criteria.

V Taxonomies,
including versions,
referenced in the
XBRL files are
permitted by the
SEC's requirements.

S1 Compare the
standard taxonomy
used in the XBRL
files to the list of
permitted taxonomies
at www.sec.gov/info/
edgar/edgartaxonomies
.shtml.

S1 We noted that the
standard
taxonomy(ies)
[identify
taxonomy(ies)] used
in the XBRL files is
(are) permitted
according to the SEC
website.

Or

We noted that the
standard
taxonomy(ies)
[identify
taxonomy(ies)] used
in the XBRL files is
(are) not permitted
according to the SEC
website.

W Presentation
groupings are
consistent with the
titles and order of the
components of the
underlying source
information and in
accordance with the
SEC's requirements.

Procedures S2 and S3,
listed subsequently,
address this criterion

See findings under S2
and S3.

37 Due to current limitations of XBRL, calculations cannot be performed across different con-
texts; accordingly, it is currently not possible to include such calculations in the XBRL files. [Footnote
renumbered, April 2017, to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

38 See definition of Required Context in footnote 31. Although not required, additional calcu-
lations outside of the required context are permitted. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

39 It is beyond the scope of these principles and criteria to include all applicable rules, regulations
and technical requirements related to the intended purpose of the XBRL submissions. Notwithstand-
ing, preparers are responsible for identification of and compliance with all of the SEC's requirements
and a preparer may choose to request that a practitioner perform procedures with respect to such
requirements. [Footnote renumbered, April 2017, to reflect conforming changes necessary due to the
issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

W (1) Separate note
presentations
groupings (base sets)
are created for each
required level (I, II,
III, and IV) and
ordered in
accordance with the
SEC's requirements

S2 Compare the
existence and order
of the base sets in the
presentation
linkbase to the
financial statement
and note whether
they appear in order
of the source
information and the
ordering
requirements as
described in the
SEC's EFM (section
6.7.12) as follows:
1. Each financial

statement
followed by a base
set for the
parentheticals
within the
statement [in
order of
statements]

2. Notes (text block)
[order of notes]

3. Schedules (text
block)

4. Significant
accounting
policies (policies)

5. Notes (tables)
6. Notes (detail)
7. Schedules (detail)

S2 The order of the
presentation base
sets in the
presentation linkbase
agreed to the [identify
source information]
and the EFM
requirements [except
for the following base
sets: list base sets and
describe differences].

W (2) Titles of presentation
groupings are in
accordance with the
SEC's formatting
requirements.

S3 Compare base set
titles (role type
definition link) in the
presentation
linkbase to the SEC
formatting
requirements40 for
the following:
1. Formatting

pattern:
{SortCode} -
{Type} - {Title}
(for example: 01 -
Statement -
Statement of
Income)

2. Titles of
statements and
notes in the
source
information

S3 No differences were
noted with respect to
the base set titles
[except the following:
list base sets and
describe how they did
not conform to or
agree with the SEC
formatting
requirements].

(continued)

40 This is not a complete list of all SEC formatting requirements. Refer to EFM for requirements.
[Footnote renumbered, April 2017, to reflect conforming changes necessary due to the issuance of
SSAE No. 18.]
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Principles
and Criteria Procedure Finding

X The entity scheme
(for example,
www.sec.gov/CIK) for
each context
throughout the
instance document is
in accordance with
the SEC's
requirements.

S4 For each context,
compare the entity
scheme to
http://www.sec.gov/CIK.

S4 We noted that the
entity scheme
http://www.sec.gov/CIK
was used in all
contexts [except for
the following: list
contexts and describe
differences].

Y New table structures
are only created
when no suitable
table structure exists
in the applicable
standard taxonomy's
definition linkbase.

S5 Compare the table
structures in the
definition linkbase
(that is, table, axis,
domain member, line
item) to the predefined
table structures41 in
the standard
taxonomy's definition
linkbase.

S5 No new table
structures were
created when a
suitable table
structure existed
[except for the
following: list contexts
and describe
differences]. No
differences were noted
in table structures as
compared to the
predefined table
structures in the
[specify taxonomies]
[except for the
following tables: list
tables and describe
differences].

Z The names of
extension elements
contain no prohibited
information.

Procedure S6, in the
following row,
addresses this
criterion.

See findings under S6.

Z (1) The names of
extension elements
(excluding domain
members) do not
include company- or
period-specific
information.

S6 Search the element
name of each extension
element (excluding
domain members) for
company or period
specific information
within the element
name.

S6 No such elements
were noted that have
company or period
specific information
within the element
name [except for the
following elements:
list elements and
describe differences].

41 Dimensional structures in the definition linkbase of the standard taxonomy contain ordered
combinations of tables, axes, line items, and domain members. Definition linkbases for extension
taxonomies should include dimensional structures from the standard taxonomy's definition linkbase
when they exist. [Footnote renumbered, April 2017, to reflect conforming changes necessary due to
the issuance of SSAE No. 18.]
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Principles
and Criteria Procedure Finding

AA The XBRL files
include all files
required by the SEC
(for example, an
instance, schemas
and linkbases).

S7 Inspect the XBRL
files to ascertain
whether there is only
one of each of the
following files42

included:

• Instance
document

• Presentation
linkbase

• Label linkbase

• Calculation
linkbase

• Schema

• Definition
linkbase

S7 Only one of each of
the required files was
included.

Or

The following files
were missing: [list
files]

Or

Multiple schema files
were included.

BB The language of the
information in the
XBRL files uses a
permitted (or
required) language
(for example,
English).

Procedures S8 and
S9, in the following
rows, address this
criterion.

See findings under S8
and S9.

BB (1) Elements must
include fact values
and labels expressed
in U.S. English.

S8 For each fact in the
source information in
a language other
than U.S. English,
ascertain whether
the corresponding
formatted
information in the
XBRL files has
values and labels
expressed in U.S.
English.

S8 No items were noted
in which business
reporting concepts in
the source
information in a
language other than
U.S. English were not
formatted in the
XBRL files with
values and labels
expressed in U.S.
English [except for
the following
concepts: list concepts
and describe
differences].

S9 Search extension
elements in the
XBRL files for any
that do not have a
standard English
"en-US" label.

S9 No elements were
noted in the XBRL
files that did not have
a standard "en-US"
label [except for the
following elements:
list elements and
describe differences].

[Paragraph renumbered, April 2017, to reflect conforming changes necessary
due to the issuance of SSAE No. 18.]

42 Although the EFM permits multiple linkbases and schema files, in most cases there will only
be one included with the submission. [Footnote renumbered, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Appendix E—Illustrative Agreed-Upon Procedures
Report
The following is an illustrative practitioner's report for an agreed-upon pro-
cedures engagement described in this SOP (agreed-upon procedures that ad-
dress the completeness, mapping, consistency, or structure of an entity's XBRL-
formatted financial statements [and related notes] and required schedules sub-
mitted as an exhibit to the SEC). It is illustrative only and is not intended to
be applicable to, or comprehensive for, all engagements. A practitioner should
tailor the report to the specific facts and circumstances of each engagement.

Independent Accountant's Report on Applying Agreed-Upon
Procedures

To Management and the Audit Committee of XYZ Company:

We have performed the procedures enumerated in Attachment A, which were
agreed to by the audit committee and management of XYZ Company, solely
to assist you in evaluating the completeness of the XBRL files, mapping of
the source information to the XBRL files, consistency of the XBRL files with
the source information, and structure of XYZ Company's XBRL files related
to the [identify source information and period1 (for example, the Company's
[Quarterly or Annual] Report on Form [10-K or 10-Q] for the period ended [iden-
tify date] to be submitted to the U.S. Securities Exchange Commission [SEC])].
XYZ Company's management is responsible for its XBRL files.

The sufficiency of these procedures is solely the responsibility of those parties
specified in this report. Consequently, we make no representation regarding the
sufficiency of the procedures described in Attachment A either for the purpose
for which this report has been requested or for any other purpose.

[Additional explanatory language may be added, such as the following:2

The procedures performed do not address all of the SEC's requirements for
XBRL submissions.

The XBRL files and source information may be updated prior to submitting to
the SEC, therefore, the findings in this report may not correspond to the final
XBRL files submitted.]

The findings relating to the procedures are included in Attachment A.

This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public
Accountants. We were not engaged to and did not conduct an examination or
review, the objective of which would be the expression of an opinion or conclu-
sion, respectively, on the XBRL files. Accordingly, we do not express such an
opinion or conclusion. Had we performed additional procedures, other matters
might have come to our attention that would have been reported to you.

1 It is common that these engagements are performed on DRAFT XBRL files and source infor-
mation (prior to the submission to the SEC). The agreed-upon procedures report should indicate the
specific version of the source information and files used. [Footnote renumbered, April 2017, to reflect
conforming changes necessary due to the issuance of SSAE No. 18.]

2 Refer to paragraph .33 of this SOP for additional examples. [Footnote renumbered, April 2017,
to reflect conforming changes necessary due to the issuance of SSAE No. 18.]

AUD §55.45 ©2017, AICPA



Performing Agreed-Upon Procedures Engagements 2031

This report is intended solely for the information and use of the audit committee
and management of XYZ Company and is not intended to be and should not be
used by anyone other than these specified parties.

[Signature]

[Date]

[Include as an attachment an enumeration of the procedures and findings.]

[Paragraph renumbered and revised, April 2017, to reflect conforming changes
necessary due to the issuance of SSAE No. 18.]
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Appendix F—Glossary
abstract. An attribute of an element to primarily indicate that the element is

used only in a hierarchy to group related elements together or to provide
headings in a rendering. An abstract element cannot be used to tag data
in an instance document.

attribute. A property of an element that indicates the kind of data that can be
tagged to the concept, such as its data type, period type, and whether the
element is abstract.

axis (pl. axes). An instance document contains facts; an axis (and domain
member) differentiates facts, and each axis represents a way the facts may
be classified. For example, revenue for a period might be reported along a
business unit axis, country axis, product axis, and so forth.

balance type. An attribute of a monetary item type designated as debit or
credit; a designation, should be the natural or most expected balance of
the element—credit or debit—and, thus, indicates how calculation rela-
tionships involving the element may be assigned a weight attribute (–1 or
1), as well as how numbers should be entered into the instance document.

calculation linkbase. A taxonomy file that defines weighted summation, ag-
gregating relationships between numeric items expressed as parent-child
hierarchies.

caption. Explanatory text provided to describe facts presented in a report.

context. Entity- and report-specific information (reporting period, segment in-
formation, and so forth) required by eXtensible Business Reporting Lan-
guage (XBRL) that allows tagged data to be understood in relation to other
information.

decimal. Fact attribute used to express the number of decimal places to which
numbers have been rounded.

deprecated element. An element within a taxonomy that has been declared
not to be used in instance documents for various reasons (for example, su-
perseded, redundant, or incorrect).

domain. An element that represents an entire set of other elements that are
used to further describe line items; the domain and its members are used
to classify facts along the axis of a table. For example, "Arkansas" could
be a domain member in the domain "States" and would be used to clas-
sify elements, such as revenues and assets, in Arkansas as distinct from
other states. When a fact does not have any domain member specified, that
means it applies to the entire domain.

domain member. An element representing one of the classifications within a
domain. A domain member categorizes the information to which it is ap-
plied.

element. An XBRL component, such as a line item, domain member, and di-
mension (a dimension is called an axis in the U.S. GAAP Taxonomy). The
representation of a business reporting concept, including line items in the
face of the financial statements, important narrative disclosures, and rows
and columns in tables are all examples of elements in a taxonomy. The
terms concept, element, and tag (noun) are often used interchangeably in
XBRL.
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element definition. A description of a reporting concept, most commonly a
documentation label in the label linkbase.

extension element. An element that is created in an extension taxonomy to
define business reporting concepts that have not previously been defined
in a standard taxonomy.

extension taxonomy. A taxonomy in which users can add additional entity-
specific elements and indicate additional relationships to a standard taxon-
omy in order to define business reporting concepts or element relationships
and aspects (presentation, calculation, labels, and so forth) to reflect their
own unique reporting characteristics.

fact. The occurrence of an amount or other information tagged in an instance
document by a taxonomy element or combination of elements.

formatted information. Information represented using XBRL and included
in one or more electronic files. Commonly referred to as tagged data or
structured data.

hierarchy. An organizational treelike structure to present relationships be-
tween elements (such as order and indentation of elements in linkbases).

instance or instance document. A file that contains business reporting in-
formation and represents a collection of business facts and report-specific
information using elements from one or more XBRL taxonomies.

label. Name or description for an element for presentation purposes; under the
SEC mandate, for example, each element has, at a minimum, a standard
label in U.S. English (such as, cash and cash equivalents) and is unique
across the taxonomy.

label type. A distinguishing name for each distinct label indicating the circum-
stances in which it should be used; each is given a separate defining role
to use in different presentation situations (for example, beginning, ending,
and so forth).

line item. Elements that conventionally appear on the vertical axis (rows) of a
table or columnar presentation. Line items represent the primary business
reporting concepts of tagged data in the instance document.

linkbase. A taxonomy file that contains additional defining information and
relationships for taxonomy elements. The primary taxonomy linkbases in
XBRL are calculation, definition, label, presentation, and reference.

mapping. Process of identifying the elements that correspond to lines, columns,
and tables in the source information to elements in the taxonomy.

name. An attribute that uniquely identifies an element in a schema.

namespace. Every element is associated with a universal resource identi-
fier that may identify the organization that maintains the taxonomy. In
the 2012 US GAAP Financial Reporting Taxonomy, namespaces start with
http://xbrl.fasb.org/us-gaap/2012.

negated label. A negated label is a special label type that can be referenced in
the presentation linkbase. A negated label role is a convention used to indi-
cate that the sign for a tagged amount should be reversed when presented
in a rendering.

nil. An attribute of an element that, when marked as "true" in an instance
document, reflects a concept tagged without a value.
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period type. An attribute of an element that reflects whether it is reported as
a point in time (an instant) or period of time (duration).

presentation linkbase. A taxonomy file that defines presentation order of
elements in the taxonomy. The presentation linkbase also suggests which
label type should be used at each point of presentation.

render or rendering. To process an instance document into a layout that
facilitates readability and understanding of its contents.

scaling. A process that automatically adjusts numeric data to present a spe-
cific format, thus saving time of entering zeros during the entry or creation
process. The XBRL specification does not support the scaling of numeric
values (all values must be reported in their entirety); however, it is a fea-
ture commonly found in instance document creation software.

segment. Tag that allows additional information to be included in the context
of an instance document; this information captures segment information,
such as an entity's business units, type of debt, and type of other income.

sign value. Denotes whether a numeric fact in an instance has an implied
positive (no sign) or a negative (–) value.

source information. The information (which may be in electronic format)
that is to be formatted in XBRL files (for example, financial statements,
including the notes, and required schedules; sustainability reports; or the
"Risk/Return Summary" section of the mutual fund prospectuses).

table. Generally, a presentation of rows and columns also known as a hyper-
cube. In the presentation linkbase, an element that organizes a set of axes
and set of line items to indicate that each fact of one of the line items could
be further characterized along one or more of its axes. For example, if a
line item is "Sales," and an axis is "Scenario," this means that an instance
document could have facts that are either for an unspecified scenario or a
specific scenario, such as "forecast."

tag (noun). The terms element and tag are often used interchangeably in
XBRL. The tag is the structure that brings together the content being
tagged with the associated element from the taxonomy and additional at-
tributes to related contexts, units, and other information.

tag (verb). To apply tags to business reporting concepts.

taxonomy(ies). Electronic "dictionary" of elements used to report business
data, their definitions, and interrelationships.

type or data type. Attribute that defines type (for example, monetary, string,
share, decimal) of data that an element represents.

unit of measure. The units in which numeric items have been measured, such
as U.S. dollars (iso4217:USD); shares (xbrli:shares); euros (iso4217:EUR);
or compound units, such as U.S. dollars per share.

validation. Process of checking that instance documents and taxonomies cor-
rectly meet the rules of the XBRL specification and certain requirements
of the entity's reporting environment.

XBRL files. Electronic files that may include the instance document, taxon-
omy extension schema, label linkbase, calculation linkbase, presentation
linkbase, and definition linkbase documents (or other linkbases)

XBRL footnote link. Additional information that is attached to an element
used to tag information in superscript footnotes.
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ACC Section

STATEMENT OF POSITION—ACCOUNTING

INTRODUCTION

As explained in the "Special Note About FASB Accounting Standards
Codification®" section of this publication, the FASB Accounting Stan-
dards Codification (ASC) codified thousands of nongovernmental ac-
counting pronouncements (including those of the FASB, EITF, and the
AICPA) into FASB ASC, which reduced the generally accepted account-
ing principles (GAAP) hierarchy to two levels: one that is authoritative
(in FASB ASC) and one that is not (not in FASB ASC). FASB ASC cod-
ified all AICPA accounting SOPs. This guidance became nonauthorita-
tive on July 1, 2009, in its native form. The authoritative source of this
guidance beginning from July 1, 2009, is FASB ASC.
Although AICPA Statement of Position (SOP) 98-2, Accounting for
Costs of Activities of Not-for-Profit Organizations and State and Lo-
cal Governmental Entities That Include Fund Raising, was codified for
nongovernmental entities as FASB ASC 958-720, it remains authorita-
tive in its native form for governmental entities. GASB Statement No.
55, The Hierarchy of Generally Accepted Accounting Principles for State
and Local Governments, identifies AICPA Statements of Positions that
have specifically been made applicable to state and local governmental
entities by the AICPA and cleared by GASB as sources of established
accounting principles in category b of the GAAP hierarchy for state
and local governmental entities. GASB previously made this SOP, as
originally issued, applicable to governmental entities; as such, it is still
authoritative for those entities. The SOP is presented here for applica-
tion by governmental entities as authoritative guidance permitted by
GASB.
GASB's exposure draft on The Hierarchy of Generally Accepted Account-
ing Principles for State and Local Governments is currently out for com-
ment with comments due December 31, 2014. The anticipated effective
date is for periods beginning after June 15, 2015. For more information,
www.gasb.org/.

Statements of Position of the Accounting Standards Division present the con-
clusions of the Accounting Standards Executive Committee, which is the senior
technical body of the AICPA authorized to speak for the Institute in the areas
of financial accounting and reporting.

©2017, AICPA





Table of Contents 2039

ACC Section

STATEMENT OF POSITION — ACCOUNTING
TABLE OF CONTENTS

Section Paragraph

10 Accounting for Costs of Activities of Not-for-Profit Organizations
and State and Local Governmental Entities That Include Fund
Raising (SOP 98-2) .01-.30

Summary
Foreword
Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01-.05
Scope . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .06
Conclusions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .07-.19

Accounting for Joint Activities . . . . . . . . . . . . . . . . . . . . . . . . . . .07-.15
Allocation Methods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .16
Incidental Activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .17
Disclosures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .18-.19

Effective Date . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .20
Appendix A—Flowchart: Accounting for Joint Activities . . . . . . . .21
Appendix B—Background . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .22
Appendix C—Basis for Conclusions . . . . . . . . . . . . . . . . . . . . . . . . . . .23
Appendix D—Discussion of Conclusions . . . . . . . . . . . . . . . . . . . . . . .24
Appendix E—Illustrations of Applying the Criteria of Purpose,

Audience, and Content to Determine Whether a Program
or Management and General Activity Has Been
Conducted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .25

Appendix F—Illustrations of Allocation Methods . . . . . . . . . . . . . . .26
Appendix G—Illustrations of Disclosures . . . . . . . . . . . . . . . . . . . . . .27
Appendix H—Contrast of Guidance in This SOP With the

Guidance in SOP 87-2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .28
Appendix I—Effects on Other Guidance . . . . . . . . . . . . . . . . . . . . . . .29
Glossary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .30

©2017, AICPA Contents





Accounting for Costs of Activities of Not-for-Profit Organizations 2041

ACC Section 10

Statement of Position 98-2 Accounting
for Costs of Activities of Not-for-Profit
Organizations and State and Local
Governmental Entities That Include
Fund Raising
This statement of position contains authoritative GASB material.

Statement of Position (SOP) 98-2 includes governmental entities in its
scope, and its accounting and financial reporting requirements were
cleared by GASB and, thus, those portions are category B accounting
and financial reporting guidance for state and local governmental en-
tities. Portions that are category B accounting and financial reporting
guidance for state and local governmental entities appear in orange
font.

March 11, 1998

NOTE
Statements of Position (SOPs) on accounting issues present the conclu-
sions of at least two-thirds of the Accounting Standards Executive Com-
mittee, which is the senior technical body of the Institute authorized to
speak for the Institute in the areas of financial accounting and report-
ing. GASB Statement No. 76, The Hierarchy of Generally Accepted Ac-
counting Principles for State and Local Governments, identifies AICPA
literature that has specifically been made applicable to state and local
governmental entities and cleared by GASB as a source of authorita-
tive accounting principles in category B of the generally accepted ac-
counting principles (GAAP) hierarchy for state and local governmental
entities. AICPA members should consider the accounting principles in
this SOP if a different accounting treatment of a transaction or event
is not specified by a pronouncement covered by the "Accounting Princi-
ples Rule" (ET sec. 1.320.001) of the AICPA Code of Professional Con-
duct. In such circumstances, the accounting treatment specified by this
SOP should be used, or the member should be prepared to justify a
conclusion that another treatment better presents the substance of the
transaction in the circumstances.
[Revised, October 2009, to reflect conforming changes necessary due to

the withdrawal of SAS No. 69; Revised, January 2015, to reflect
conforming changes necessary due to the issuance of the revised

AICPA Code of Professional Conduct, effective December 15, 2014.]
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Summary
This Statement of Position (SOP) applies to all nongovernmental not-for-profit
organizations (NPOs) and all state and local governmental entities that solicit
contributions.

This SOP requires—

• If the criteria of purpose, audience, and content as defined in this
SOP are met, the costs of joint activities that are identifiable with
a particular function should be charged to that function and joint
costs should be allocated between fund raising and the appropri-
ate program or management and general function.

• If any of the criteria of purpose, audience, and content are not met,
all costs of the activity should be reported as fund-raising costs, in-
cluding costs that otherwise might be considered program or man-
agement and general costs if they had been incurred in a different
activity, subject to the exception in the following sentence. Costs of
goods or services provided in exchange transactions that are part
of joint activities, such as costs of direct donor benefits of a spe-
cial event (for example, a meal), should not be reported as fund
raising.

• Certain financial statement disclosures if joint costs are allocated.

• Some commonly used and acceptable allocation methods are de-
scribed and illustrated although no methods are prescribed or pro-
hibited.

This SOP amends existing guidance in AICPA Audit and Accounting Guides
Health Care Organizations, Not-for-Profit Organizations (which was issued in
August 1996 and supersedes SOP 87-2, Accounting for Joint Costs of Informa-
tional Materials and Activities of Not-for-Profit Organizations That Include a
Fund-Raising Appeal, because the provisions of SOP 87-2 are incorporated into
the Guide), and Audits of State and Local Governmental Units. *

This SOP is effective for financial statements for years beginning on or after
December 15, 1998. Earlier application is encouraged in fiscal years for which
financial statements have not been issued. If comparative financial statements
are presented, retroactive application is permitted but not required.

Foreword
The accounting guidance contained in this document has been cleared by the
Financial Accounting Standards Board (FASB) and the Governmental Account-
ing Standards Board (GASB). The procedure for clearing accounting guidance
in documents issued by the Accounting Standards Executive Committee (Ac-
SEC) involves the FASB and the GASB reviewing and discussing in public
board meetings (1) a prospectus for a project to develop a document, (2) a pro-
posed exposure draft that has been approved by at least ten of AcSEC's fifteen
members, and (3) a proposed final document that has been approved by at least

* The AICPA Audit and Accounting Guide State and Local Governments supersedes the 1994
AICPA Audit and Accounting Guide Audits of State and Local Governmental Units and subsequent
editions of that Guide with conforming changes made by the AICPA staff. The AICPA Audit and Ac-
counting Guide State and Local Governments provides guidance on the application of this Statement
of Position (SOP) to state and local governments. [Footnote added, June 2004, to reflect conforming
changes necessary due to the issuance of the AICPA Audit and Accounting Guide State and Local
Governments.]

ACC §10 ©2017, AICPA



Accounting for Costs of Activities of Not-for-Profit Organizations 2043

ten of AcSEC's fifteen members. The document is cleared if at least five of the
seven FASB members and three of the five GASB members do not object to
AcSEC undertaking the project, issuing the proposed exposure draft or, after
considering the input received by AcSEC as a result of the issuance of the ex-
posure draft, issuing the final document. †

The criteria applied by the FASB and the GASB in their review of proposed
projects and proposed documents include the following:

1. The proposal does not conflict with current or proposed account-
ing requirements, unless it is a limited circumstance, usually in
specialized industry accounting, and the proposal adequately jus-
tifies the departure.

2. The proposal will result in an improvement in practice.
3. The AICPA demonstrates the need for the proposal.
4. The benefits of the proposal are expected to exceed the costs of

applying it.
In many situations, prior to clearance, the FASB and the GASB will propose
suggestions, many of which are included in the documents.

Introduction
.01 Some nongovernmental not-for-profit organizations (NPOs) and some

state and local governmental entities, 1 such as governmental colleges and uni-
versities and governmental health care providers, solicit support through a va-
riety of fund-raising activities. 2 These activities include direct mail, tele-
phone solicitation, door-to-door canvassing, telethons, special events, and oth-
ers. Sometimes fund-raising activities are conducted with activities related to
other functions, such as program activities or supporting services, such as
management and general activities. 3 Sometimes fund-raising activities in-
clude components that would otherwise be associated with program or support-
ing services, but in fact support fund raising.

† This document was cleared prior to July 1, 1997. In July 1997, the GASB increased to seven
members. Documents considered by the GASB after July 1, 1997 are cleared if at least four of the
seven GASB members do not object. [Footnote renumbered, June 2004, to reflect conforming changes
necessary due to the issuance of the AICPA Audit and Accounting Guide State and Local Govern-
ments.]

1 This Statement of Position (SOP) uses the term entity to refer to both nongovernmental not-
for-profit organizations (NPOs) and state and local governments.

2 Terms that appear in the Glossary [paragraph .30] are set in boldface type the first time they
appear.

3 The functional classifications of fund raising, program, and management and general are dis-
cussed throughout this SOP for purposes of illustrating how the guidance in this SOP would be applied
by entities that use those functional classifications. Some entities have a functional structure that does
not include fund raising, program, or management and general, or that includes other functional clas-
sifications, such as membership development. This SOP is not intended to require reporting the
functional classifications of fund raising, program, and management and general. In circumstances in
which entities that have a functional structure that includes other functional classifications conduct
joint activities, all costs of those joint activities should be charged to fund raising (or the category in
which fund raising is reported—see the following two parenthetical sentences), unless the purpose,
audience, and content of those joint activities are appropriate for achieving those other functions. (An
example of an entity that reports fund raising in a category other than fund raising is a state and
local governmental entity applying the accounting and financial reporting principles in the AICPA
Industry Audit Guide Audits of Colleges and Universities, as amended by SOP 74-8. As discussed in
paragraph D.5 of this SOP [paragraph .24], those entities are required to report fund raising as part
of the "institutional support" function. See also footnote # to paragraph D.5.) [Footnote revised, June
2004, to reflect conforming changes necessary due to the issuance of GASB Statements No. 34 and
No. 35.]
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.02 External users of financial statements—including contributors, credi-
tors, accreditation agencies, and regulators—want assurance that fund-raising
costs, as well as program costs and management and general costs, are stated
fairly.

.03 In 1987, the AICPA issued Statement of Position (SOP) 87-2, Account-
ing for Joint Costs of Informational Materials and Activities of Not-for-Profit Or-
ganizations That Include a Fund-Raising Appeal. 4 SOP 87-2 required that all
circumstances concerning informational materials and activities that include a
fund-raising appeal be considered in accounting for joint costs of those mate-
rials and activities and that certain criteria be applied in determining whether
joint costs of those materials and activities should be charged to fund raising
or allocated to program or management and general. Those criteria include re-
quiring verifiable indications of the reasons for conducting the activity, such as
the content, audience, and action, if any, requested of the participant, as well
as other corroborating evidence. Further, SOP 87-2 required that all joint costs
of those materials and activities be charged to fund raising unless the appeal
is designed to motivate its audience to action other than providing financial
support to the organization.

.04 The provisions of SOP 87-2 have been difficult to implement and have
been applied inconsistently in practice. (Appendix B [paragraph .22], "Back-
ground," discusses this further.)

.05 This SOP establishes financial accounting standards for accounting for
costs of joint activities. In addition, this SOP requires financial statement
disclosures about the nature of the activities for which joint costs have been
allocated and the amounts of joint costs. Appendix F [paragraph .26] provides
explanations and illustrations of some acceptable allocation methods.

Scope
.06 This SOP applies to all nongovernmental NPOs and all state and local

governmental entities that solicit contributions.

Conclusions

Accounting for Joint Activities
.07 If the criteria of purpose, audience, and content are met, the costs

of a joint activity that are identifiable with a particular function should be
charged to that function and joint costs should be allocated between fund rais-
ing and the appropriate program or management and general function. If any
of the criteria are not met, all costs of the joint activity should be reported as
fund-raising costs, including costs that otherwise might be considered program
or management and general costs if they had been incurred in a different activ-
ity, subject to the exception in the following sentence. Costs of goods or services

4 In August 1996, the AICPA issued the Audit and Accounting Guide Not-for-Profit Organizations.
The Guide supersedes SOP 87-2, Accounting for Joint Costs of Informational Materials and Activities
of Not-for-Profit Organizations That Include a Fund-Raising Appeal, because the provisions of SOP
87-2 are incorporated into paragraphs 13.36 to 13.45 of Not-for-Profit Organizations. Not-for-Profit Or-
ganizations applies to all nongovernmental NPOs other than those required to follow the Audit and
Accounting Guide Health Care Organizations. The discussion in this SOP of SOP 87-2 refers to both
SOP 87-2 and the guidance included in paragraphs 13.36 to 13.45 of Not-for-Profit Organizations. Also,
SOP 87-2 was not applicable to entities that are within the scope of Governmental Accounting Stan-
dards Board (GASB) Statement No. 29, The Use of Not-for-Profit Accounting and Financial Reporting
Principles by Governmental Entities.
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provided in exchange transactions that are part of joint activities, such as costs
of direct donor benefits of a special event (for example, a meal), should not be
reported as fund raising.

Purpose
.08 The purpose criterion is met if the purpose of the joint activity includes

accomplishing program or management and general functions. (Paragraphs .09
and .10 provide guidance that should be considered in determining whether
the purpose criterion is met. Paragraph .09 provides guidance pertaining to
program functions only. Paragraph .10 provides guidance pertaining to both
program and management and general functions.)

.09 Program functions. To accomplish program functions, the activity
should call for specific action by the audience that will help accomplish the
entity's mission. For purposes of applying the guidance in this SOP, the fol-
lowing are examples of activities that do and do not call for specific action by
the audience that will help accomplish the entity's mission:

• An entity's mission includes improving individuals' physical
health. For that entity, motivating the audience to take specific
action that will improve their physical health is a call for specific
action by the audience that will help accomplish the entity's mis-
sion. An example of an activity that motivates the audience to take
specific action that will improve their physical health is sending
the audience a brochure that urges them to stop smoking and sug-
gests specific methods, instructions, references, and resources that
may be used to stop smoking.

• An entity's mission includes educating individuals in areas other
than the causes, conditions, needs, or concerns that the entity's
programs are designed to address (referred to hereafter in this
SOP as "causes"). For that entity, educating the audience in areas
other than causes or motivating the audience to otherwise engage
in specific activities that will educate them in areas other than
causes is a call for specific action by the audience that will help
accomplish the entity's mission. Examples of entities whose mis-
sion includes educating individuals in areas other than causes are
universities and possibly other entities. An example of an activity
motivating individuals to engage in education in areas other than
causes is a university inviting individuals to attend a lecture or
class in which the individuals will learn about the solar system.

• Educating the audience about causes or motivating the audience
to otherwise engage in specific activities that will educate them
about causes is not a call for specific action by the audience that
will help accomplish the entity's mission. Such activities are con-
sidered in support of fund raising. (However, some educational ac-
tivities that might otherwise be considered as educating the au-
dience about causes may implicitly call for specific action by the
audience that will help accomplish the entity's mission. For ex-
ample, activities that educate the audience about environmental
problems caused by not recycling implicitly call for that audience
to increase recycling. If the need for and benefits of the specific
action are clearly evident from the educational message, the mes-
sage is considered to include an implicit call for specific action by
the audience that will help accomplish the entity's mission.)
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• Asking the audience to make contributions is not a call for spe-
cific action by the audience that will help accomplish the entity's
mission.

If the activity calls for specific action by the audience that will help accomplish
the entity's mission, the guidance in paragraph .10 should also be considered
in determining whether the purpose criterion is met.

.10 Program and management and general functions. The following fac-
tors should be considered, in the order in which they are listed, 5 to determine
whether the purpose criterion is met:

a. Whether compensation or fees for performing the activity are
based on contributions raised. The purpose criterion is not met
if a majority of compensation or fees for any party's performance
of any component of the discrete joint activity varies based on
contributions raised for that discrete joint activity. 6, 7

b. Whether a similar program or management and general activity
is conducted separately and on a similar or greater scale. The pur-
pose criterion is met if either of the following two conditions is
met:

(1) Condition 1:
— The program component of the joint activity calls

for specific action by the recipient that will help
accomplish the entity's mission and

— A similar program component is conducted with-
out the fund-raising component using the same
medium and on a scale that is similar to or
greater than the scale on which it is conducted
with the fund raising. 8

(2) Condition 2:
A management and general activity that is similar to the
management and general component of the joint activity
being accounted for is conducted without the fund-raising
component using the same medium and on a scale that is

5 In considering the guidance in paragraph .10, the factor in paragraph .10a (the compensation
or fees test) is the preeminent guidance. If the factor in paragraph .10a is not determinative, the
factor in paragraph .10b (whether a similar program or management and general activity is conducted
separately and on a similar or greater scale) should be considered. If the factor in paragraph .10b is
not determinative, the factor in paragraph .10c (other evidence) should be considered.

6 Some compensation contracts provide that compensation for performing the activity is based
on a factor other than contributions raised, but not to exceed a specified portion of contributions raised.
For example, a contract may provide that compensation for performing the activity is $10 per contact
hour, but not to exceed 60 percent of contributions raised. In such circumstances, compensation is not
considered based on amounts raised, unless the stated maximum percentage is met. In circumstances
in which it is not yet known whether the stated maximum percentage is met, compensation is not
considered based on amounts raised, unless it is probable that the stated maximum percentage will
be met.

7 The compensation or fees test is a negative test in that it either (a) results in failing the purpose
criterion or (b) is not determinative of whether the purpose criterion is met. Therefore, if the activity
fails the purpose criterion based on this factor (the compensation or fees test), the activity fails the
purpose criterion and the factor in paragraph .10b should not be considered. If the purpose criterion
is not failed based on this factor, this factor is not determinative of whether the purpose criterion is
met and the factor in paragraph .10b should be considered.

8 Determining the scale on which an activity is conducted may be a subjective determination.
Factors to consider in determining the scale on which an activity is conducted may include dollars
spent, the size of the audience reached, and the degree to which the characteristics of the audience
are similar to the characteristics of the audience of the activity being evaluated.
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similar to or greater than the scale on which it is conducted
with the fund raising

If the purpose criterion is met based on the factor in paragraph
.10b, the factor in paragraph .10c should not be considered.

c. Other evidence. If the factors in paragraph .10a or .10b do not
determine whether the purpose criterion is met, other evidence
may determine whether the criterion is met. All available evi-
dence, both positive and negative, should be considered to deter-
mine whether, based on the weight of that evidence, the purpose
criterion is met.

.11 The following are examples of indicators that provide evidence for de-
termining whether the purpose criterion is met:

a. Evidence that the purpose criterion may be met includes—

• Measuring program results and accomplishments of the
activity. The facts may indicate that the purpose criterion
is met if the entity measures program results and accom-
plishments of the activity (other than measuring the ex-
tent to which the public was educated about causes).

• Medium. The facts may indicate that the purpose crite-
rion is met if the program component of the joint activ-
ity calls for specific action by the recipient that will help
accomplish the entity's mission and if the entity conducts
the program component without a significant fund-raising
component in a different medium. Also, the facts may in-
dicate that the purpose criterion is met if the entity con-
ducts the management and general component of the joint
activity without a significant fund-raising component in a
different medium.

b. Evidence that the purpose criterion may not be met includes—

• Evaluation or compensation. The facts may indicate that
the purpose criterion is not met if (a) the evaluation of
any party's performance of any component of the discrete
joint activity varies based on contributions raised for that
discrete joint activity or (b) some, but less than a majority,
of compensation or fees for any party's performance of any
component of the discrete joint activity varies based on
contributions raised for that discrete joint activity.

c. Evidence that the purpose criterion may be either met or not met
includes—

• Evaluation of measured results of the activity. The entity
may have a process to evaluate measured program results
and accomplishments of the activity (other than measur-
ing the extent to which the public was educated about
causes). If the entity has such a process, in evaluating the
effectiveness of the joint activity, the entity may place sig-
nificantly greater weight on the activity's effectiveness in
accomplishing program goals or may place significantly
greater weight on the activity's effectiveness in raising
contributions. The former may indicate that the purpose
criterion is met. The latter may indicate that the purpose
criterion is not met.
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• Qualifications. The qualifications and duties of those per-
forming the joint activity should be considered.

– If a third party, such as a consultant or contractor, per-
forms part or all of the joint activity, such as producing
brochures or making telephone calls, the third party's
experience and the range of services provided to the en-
tity should be considered in determining whether the
third party is performing fund-raising, program (other
than educating the public about causes), or manage-
ment and general activities on behalf of the entity.

– If the entity's employees perform part or all of the joint
activity, the full range of their job duties should be con-
sidered in determining whether those employees are
performing fund-raising, program (other than educat-
ing the public about causes), or management and gen-
eral activities on behalf of the entity. For example, (a)
employees who are not members of the fund-raising de-
partment and (b) employees who are members of the
fund-raising department but who perform non-fund-
raising activities are more likely to perform activities
that include program or management and general func-
tions than are employees who otherwise devote signif-
icant time to fund raising.

• Tangible evidence of intent. Tangible evidence indicating
the intended purpose of the joint activity should be con-
sidered. Examples of such tangible evidence include

– The entity's written mission statement, as stated in its
fund-raising activities, bylaws, or annual report.

– Minutes of board of directors', committees', or other
meetings.

– Restrictions imposed by donors (who are not related
parties) on gifts intended to fund the joint activity.

– Long-range plans or operating policies.
– Written instructions to other entities, such as script

writers, consultants, or list brokers, concerning the pur-
pose of the joint activity, audience to be targeted, or
method of conducting the joint activity.

– Internal management memoranda.

Audience
.12 A rebuttable presumption exists that the audience criterion is not met

if the audience includes prior donors or is otherwise selected based on its ability
or likelihood to contribute to the entity. That presumption can be overcome if
the audience is also selected for one or more of the reasons in paragraph .13a,
.13b, or .13c. In determining whether that presumption is overcome, entities
should consider the extent to which the audience is selected based on its abil-
ity or likelihood to contribute to the entity and contrast that with the extent
to which it is selected for one or more of the reasons in paragraph .13a, .13b,
or .13c. For example, if the audience's ability or likelihood to contribute is a
significant factor in its selection and it has a need for the action related to the
program component of the joint activity, but having that need is an insignificant
factor in its selection, the presumption would not be overcome.
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.13 In circumstances in which the audience includes no prior donors and
is not otherwise selected based on its ability or likelihood to contribute to the
entity, the audience criterion is met if the audience is selected for one or more
of the following reasons:

a. The audience's need to use or reasonable potential for use of the
specific action called for by the program component of the joint
activity

b. The audience's ability to take specific action to assist the entity in
meeting the goals of the program component of the joint activity

c. The entity is required to direct the management and general com-
ponent of the joint activity to the particular audience or the au-
dience has reasonable potential for use of the management and
general component

Content
.14 The content criterion is met if the joint activity supports program or

management and general functions, as follows:

a. Program. The joint activity calls for specific action by the recipi-
ent that will help accomplish the entity's mission. If the need for
and benefits of the action are not clearly evident, information de-
scribing the action and explaining the need for and benefits of the
action is provided.

b. Management and general. The joint activity fulfills one or more of
the entity's management and general responsibilities through a
component of the joint activity. 9

.15 Information identifying and describing the entity, causes, or how the
contributions provided will be used is considered in support of fund raising.

Allocation Methods
.16 The cost allocation methodology used should be rational and system-

atic, it should result in an allocation of joint costs that is reasonable, and it
should be applied consistently given similar facts and circumstances.

Incidental Activities
.17 Some fund-raising activities conducted in conjunction with program or

management and general activities are incidental to such program or manage-
ment and general activities. For example, an entity may conduct a fund-raising
activity by including a generic message, "Contributions to Organization X may
be sent to [address]" on a small area of a message that would otherwise be con-
sidered a program or management and general activity based on its purpose,
audience, and content. That fund-raising activity likely would be considered in-
cidental to the program or management and general activity being conducted.
Similarly, entities may conduct program or management and general activities
in conjunction with fund-raising activities that are incidental to such fund-
raising activities. For example, an entity may conduct a program activity by
including a generic program message such as "Continue to pray for [a partic-
ular cause]" on a small area of a message that would otherwise be considered

9 Some states or other regulatory bodies require that certain disclosures be included when solic-
iting contributions. For purposes of applying the guidance in this SOP, communications that include
such required disclosures are considered fund-raising activities and are not considered management
and general activities.
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fund raising based on its purpose, audience, and content. That program activ-
ity would likely be considered incidental to the fund-raising activity being con-
ducted. Similarly, an entity may conduct a management and general activity by
including a brief management and general message—"We recently changed our
phone number. Our new number is 123-4567"—on a small area of a message
that would otherwise be considered a program or fund-raising activity based
on its purpose, audience, and content. That management and general activity
would likely be considered incidental to the program or fund-raising activity
being conducted. In circumstances in which a fund-raising, program, or man-
agement and general activity is conducted in conjunction with another activity
and is incidental to that other activity, and the conditions in this SOP for alloca-
tion are met, joint costs are permitted but not required to be allocated and may
therefore be charged to the functional classification related to the activity that
is not the incidental activity. However, in circumstances in which the program
or management and general activities are incidental to the fund-raising activi-
ties, it is unlikely that the conditions required by this SOP to permit allocation
of joint costs would be met.

Disclosures
.18 Entities that allocate joint costs should disclose the following in the

notes to their financial statements:

a. The types of activities for which joint costs have been incurred
b. A statement that such costs have been allocated
c. The total amount allocated during the period and the portion al-

located to each functional expense category
.19 This SOP encourages, but does not require, that the amount of joint

costs for each kind of joint activity be disclosed, if practical.

Effective Date
.20 This SOP is effective for financial statements for years beginning on

or after December 15, 1998. Earlier application is encouraged in fiscal years
for which financial statements have not been issued. If comparative financial
statements are presented, retroactive application is permitted but not required.

The provisions of this Statement of Position need not be applied to im-
material items.
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Appendix A

Accounting for Joint Activities10

10 Note: This flowchart summarizes certain guidance in this SOP and is not intended as a sub-
stitute for the SOP.
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Appendix B

Background

B.1. As stated in paragraph .04, the provisions of Statement of Position (SOP)
87-2, Accounting for Joint Costs of Informational Materials and Activities of
Not-for-Profit Organizations That Include a Fund-Raising Appeal, have been
difficult to implement and applied inconsistently in practice. That difficulty has
been due in part to the following:

• The second sentence of paragraph 1 of SOP 87-2 stated that "some
of the costs incurred by such organizations are clearly identifi-
able with fundraising, such as the cost of fund-raising consulting
services." It is unclear whether activities that would otherwise be
considered program activities should be characterized as program
activities if they are performed or overseen by professional fund
raisers. Also, it is unclear whether activities would be reported
differently (for example, as program rather than fund raising) de-
pending on whether the fund-raising consultant is compensated
by a predetermined fee or by some other method, such as a per-
centage of contributions raised.

• SOP 87-2 was unclear about whether allocation of costs to fund-
raising expense is required if the activity for which the costs
were incurred would not have been undertaken without the fund-
raising component.

• SOP 87-2 defined joint costs through examples, and it is therefore
unclear what kinds of costs were covered by SOP 87-2. For exam-
ple, it is unclear whether salaries and indirect costs can be joint
costs.

• Some believe the guidance in SOP 87-2 was inadequate to deter-
mine whether joint activities, such as those that request contri-
butions and also list the warning signs of a disease, are designed
to motivate their audiences to action other than to provide con-
tributions to the entity. It is unclear what attributes the targeted
audience should possess in order to conclude that a program func-
tion is being conducted.

B.2. In 1992, the Accounting Standards Executive Committee (AcSEC) un-
dertook a project to supersede SOP 87-2, to provide clearer guidance than that
provided by SOP 87-2, as well as to provide guidance that would improve on the
guidance in SOP 87-2. In September 1993, AcSEC released an exposure draft
of a proposed SOP, Accounting for Costs of Materials and Activities of Not-for-
Profit Organizations and State and Local Governmental Entities That Include
a Fund-Raising Appeal, for public comment. AcSEC received more than 300
comment letters on the exposure draft. AcSEC redeliberated the issues based
on the comments received.

B.3. In 1996, after redeliberating the issues based on the comments received
and making certain revisions to the draft SOP, AcSEC conducted a field test of
the draft SOP. The objectives of the field test were to determine whether the pro-
visions of the draft SOP were sufficiently clear and definitive to generate con-
sistent and comparable application of the SOP. Based on the field test results,
AcSEC concluded that the provisions of the draft SOP, with certain revisions,
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were sufficiently clear and definitive to generate consistent and comparable
application of the SOP.
B.4. Some respondents who commented on the exposure draft, as well as some
interested parties who followed the project through its due process subsequent
to the exposure draft, commented that the SOP should be reexposed for public
comment. Reasons cited include:

• Approximately three years had passed between the end of the
comment period and AcSEC's decision to issue the SOP.

• AcSEC made significant revisions to the SOP subsequent to re-
leasing the exposure draft for comment.

Considering whether a proposed standard should be reexposed for public
comment is inherently a subjective process. Factors that AcSEC considered
include—

• The significance of changes made to the exposure draft and
whether those changes result in guidance that the public did not
have an opportunity to consider.

• Whether the scope was revised in such a way that affected entities
did not have an opportunity to comment.

• New information about or changes in the nature of the transac-
tions being considered, practice, or other factors.

AcSEC believes that the length of time between exposure and final issuance is
not pertinent to whether the SOP should be reexposed for public comment.
B.5. Based on consideration of the factors identified, AcSEC believes that the

SOP should not be reexposed for public comment. AcSEC notes that although
the SOP has been revised based on comments received on the exposure draft,
those revisions do not change the overall model in the SOP. Those revisions
were made primarily to clarify the SOP and improve its operationality. Further,
AcSEC believes that the project received a high level of attention from inter-
ested parties. AcSEC provided working drafts to interested parties and those
parties provided input throughout the process, up to and including the Finan-
cial Accounting Standard Board's and the Governmental Accounting Standards
Board's clearance of the SOP for issuance.
B.6. Appendix C [paragraph .23] discusses the key issues in the exposure draft
and comments received on those issues, as well as the basis for AcSEC's con-
clusions on those and certain other issues.
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Appendix C

Basis for Conclusions

C.1. This section discusses considerations that were deemed significant by
members of the Accounting Standards Executive Committee (AcSEC) in reach-
ing the conclusions in this Statement of Position (SOP). It includes reasons for
accepting certain views and rejecting others. Individual AcSEC members gave
greater weight to some factors than to others.

Overall Framework

C.2. This SOP uses the model in SOP 87-2, Accounting for Joint Costs of Infor-
mational Materials and Activities of Not-for-Profit Organizations That Include
a Fund-Raising Appeal, as a starting point and clarifies guidance that was un-
clear, provides more detailed guidance, revises some guidance, and expands the
scope of costs covered to include all costs of joint activities. The model estab-
lished by SOP 87-2 was to account for joint costs as fund raising unless an
entity could demonstrate that a program or management and general function
had been conducted. SOP 87-2 used verifiable indications of the reasons for con-
ducting the activity, such as content, audience, the action requested, if any, and
other corroborating evidence as a basis for determining whether a program or
management and general function had been conducted.

C.3. On an overall basis, the majority of respondents who commented on the
September 1993 exposure draft of a proposed SOP, Accounting for Costs of Ma-
terials and Activities of Not-for-Profit Organizations and State and Local Gov-
ernmental Entities That Include a Fund-Raising Appeal, opposed it, for various
reasons, including the following:

• The guidance in SOP 87-2 is operational, results in sound financial
reporting, and should be retained.

• The guidance in SOP 87-2 should be retained but clarified.

• The guidance proposed in the exposure draft should be revised.
(Some commented that it overstates fund raising; others com-
mented that it understates fund raising.)

C.4. AcSEC concluded that it supports the model in the exposure draft, subject
to certain revisions. AcSEC believes that this SOP provides clear, detailed ac-
counting guidance that, when applied, will increase comparability of financial
statements. Those statements will also include more meaningful disclosures
without incurring increased costs.

C.5. Some respondents commented that the model in the exposure draft would
adversely affect entities both financially and operationally. Various reasons
were given, including the following:

• It would inhibit the ability of entities, particularly small entities
and entities that raise contributions through direct solicitations,
to generate the necessary revenue to perform their program ser-
vices.

• Most entities would not meet the criteria in this SOP for reporting
costs of joint activities as program or management and general,
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because they must combine their mission statements, public in-
formation and education, and fund-raising appeals due to a lack
of resources. Some noted that this may result in unsatisfactory
ratings from public watchdog groups.

AcSEC did not find these arguments compelling. This SOP provides account-
ing guidance; it provides no guidance concerning how entities should under-
take their activities. Also, this SOP does not prohibit allocation merely because
activities carrying out different functions are combined. In fact, this SOP pro-
vides guidance for reporting costs as program or management and general in
circumstances in which those activities are combined with fund-raising. More-
over, actions taken by financial statement users are not the direct result of the
requirements of this SOP. Rather, those actions may result from more relevant
and useful information on which to base decisions.

C.6. Some respondents commented that the exposure draft is biased toward
reporting expenses as fund raising. AcSEC believes that determining whether
the costs of joint activities should be classified as program, management and
general, or fund raising sometimes is difficult, and such distinctions sometimes
are subject to a high degree of judgment. AcSEC believes that external finan-
cial statement users focus on and have perceptions about amounts reported as
program, management and general, and fund raising. That focus and those per-
ceptions provide incentives for entities to report expenses as program or man-
agement and general rather than fund raising. Therefore, in circumstances in
which joint activities are conducted, a presumption exists that expenses should
be reported as fund raising rather than as program or management and gen-
eral. The criteria in this SOP provide guidance for entities to overcome that
presumption.

Accounting for Joint Activities

C.7. This SOP requires that if any of the criteria of purpose, audience, and
content are not met, all costs of the activity should be reported as fund raising,
including costs that otherwise might be considered program or management
and general costs if they had been incurred in a different activity, subject to
the exception in the following sentence. Costs of goods or services provided in
exchange transactions that are part of joint activities, such as costs of direct
donor benefits of a special event (for example, a meal), should not be reported
as fund raising. (This SOP expands on the model established by SOP 87-2 by
including all costs of joint activities other than costs of goods or services pro-
vided in exchange transactions, rather than merely joint costs.) AcSEC believes
that the criteria of purpose, audience, and content are each relevant in deter-
mining whether a joint activity should be reported as fund raising, program, or
management and general because each provides significant evidence about the
benefits expected to be obtained by undertaking the activity.

C.8. Some respondents commented that reporting costs that otherwise might
be considered program or management and general costs if they had been in-
curred in a different activity as fund raising is misleading and that the scope
of the SOP should include only joint costs of joint activities. Some commented
that reporting costs that otherwise might be considered program or manage-
ment and general costs if they had been incurred in a different activity as fund
raising conflicts with Financial Accounting Standards Board (FASB) Statement
of Financial Accounting Standards No. 117, Financial Statements of Not-for-
Profit Organizations, which defines fund raising, program, and management
and general and requires not-for-profit organizations (NPOs) to report infor-
mation about expenses using those functional classifications.
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C.9. AcSEC believes that the purpose for which costs other than joint costs are
incurred may be fund raising, program, or management and general, depending
on the context in which they are used in the activity undertaken. For example, a
program-related pamphlet may be sent to an audience in need of the program.
In that context, the pamphlet is used for program purposes. However, in order to
demonstrate to potential donors that the entity's programs are worthwhile, that
same pamphlet may be sent to an audience that is likely to contribute, but that
has no need or reasonable potential for use of the program. In that context, the
pamphlet is used for fund raising. AcSEC believes this broader scope will result
in more comparability and more meaningful financial reporting by covering all
costs of activities that include fund raising and by assigning those costs to the
function for which they are incurred, consistent with the guidance in Statement
No. 117.

C.10. AcSEC believes that costs of goods or services provided in exchange
transactions should not be charged to fund raising because those costs are in-
curred in exchange for revenues other than contributions.

Criteria of Purpose, Audience, and Content

Call For Action

C.11. The definition of program in FASB Statement No. 117 includes public
education. As noted in paragraph C.6, AcSEC believes that in circumstances
in which joint activities are conducted, a presumption exists that expenses
should be reported as fund raising rather than as program or management
and general. AcSEC believes that in order to overcome that presumption, it
is not enough that (a) the purpose of the activity include educating the public
about causes, (b) the audience has a need or reasonable potential for use of any
educational component of the activity pertaining to causes, or (c) the audience
has the ability to assist the entity in meeting the goals of the program com-
ponent of the activity by becoming educated about causes. Therefore, AcSEC
concluded that for purposes of this SOP, in order to conclude that the criteria of
purpose, audience, and content are met program activities are required to call
for specific action by the recipient (other than becoming educated about causes)
that will help accomplish the entity's mission. As discussed in paragraph .09,
in certain circumstances educational activities may call for specific action by
the recipient that will help accomplish the entity's mission.

Purpose

C.12. AcSEC believes meeting the purpose criterion demonstrates that the
purpose of the activity includes accomplishing program or management and
general functions. Inherent in the notion of a joint activity is that the activ-
ity has elements of more than one function. Accordingly, the purpose criterion
provides guidance for determining whether the purpose of the activity includes
accomplishing program or management and general functions in addition to
fund raising.

Compensation and Evaluation Tests

C.13. The exposure draft proposed that all costs of the joint activity should be
charged to fund raising if (a) substantially all compensation or fees for perform-
ing the activity are based on amounts raised or (b) the evaluation of the party
performing the activity is based on amounts raised. Some respondents com-
mented that basing the method of compensation or evaluating the performance
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of the party performing the activity based on contributions raised should not
lead to the conclusion that all costs of the activity should be charged to fund
raising. Others commented that the method of compensation is unrelated to
whether the purpose criterion is met. The reasons given included the follow-
ing:

• It is counterintuitive to imply that those performing multipurpose
activities that include fund raising would not be compensated or
evaluated based on amounts raised.

• Such guidance would create a bias toward entities that use em-
ployees to raise contributions and against entities that hire pro-
fessional fund raisers and public relations firms and is therefore
not neutral.

Some respondents gave examples of circumstances in which substantially all
compensation is based on contributions raised and asserted that the activity
was nevertheless a program activity. In each of those examples, AcSEC consid-
ered all the facts presented and concluded that the activity was fund raising.
C.14. AcSEC continues to support the spirit of the proposed guidance, because
AcSEC believes that basing a majority of compensation on funds raised is per-
suasive evidence that the activity is a fund-raising activity. Nevertheless, Ac-
SEC believes that the proposed guidance was unclear and would be difficult
to implement, primarily because of the broad definition of "based on contri-
butions raised" included in the glossary of the exposure draft. In connection
with that issue, AcSEC was concerned that any joint activities performed by
a fund-raising department or by individuals whose duties include fund rais-
ing, such as executive officers of small NPOs who are employed based on their
ability to raise contributions, would be required to be reported as fund raising
because the compensation of the parties performing those activities is based
on amounts raised. Also, AcSEC had concerns that it would be difficult to de-
termine whether fixed contract amounts were negotiated based on expected
contributions. Therefore, AcSEC concluded that the compensation test should
be revised to provide that the purpose criterion is not met if a majority of com-
pensation or fees for any party's performance of any component of the discrete
joint activity varies based on contributions raised for that discrete joint activity.
AcSEC believes that guidance is sound and is operational.

C.15. AcSEC believes that the guidance in paragraph .10a is not biased against
entities that hire professional fund raisers, because it applies to the entity's
employees as well as professional fund raisers. For example, if a majority of an
employee's compensation or fees for performing a component of a discrete joint
activity varies based on contributions raised for that discrete joint activity, the
purpose criterion is not met.

Similar Function-Similar Medium Test

C.16. Some respondents misinterpreted the exposure draft as providing that,
in order to meet the purpose criterion, the program or management and gen-
eral activity must be conducted without the fund-raising component, using the
same medium and on a scale that is similar to or greater than the program or
management and general component of the activity being accounted for. That
was not a requirement proposed by the exposure draft. The exposure draft pro-
posed that meeting that condition would result in meeting the purpose crite-
rion. Failing the criterion merely leads to consideration of other evidence, such
as the indicators in paragraph .11. AcSEC has revised the SOP to state this
more clearly.
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Other Evidence

C.17. The compensation test and the similar function-similar medium test may
not always be determinative because the attributes that they consider may not
be present. Therefore, this SOP includes indicators that should be considered in
circumstances in which the compensation test and the similar function-similar
medium test are not determinative. The nature of those indicators is such that
they may be present in varying degrees. Therefore, all available evidence, both
positive and negative, should be considered to determine whether, based on the
weight of that evidence, the purpose criterion is met.

Audience

C.18. The exposure draft proposed that if the audience for the materials or
activities is selected principally on its ability or likelihood to contribute, the
audience criterion is not met and all the costs of the activity should be charged
to fund raising. Further, the exposure draft proposed that if the audience is se-
lected principally based on its need for the program or because it can assist the
entity in meeting its program goals other than by financial support provided
to the entity, the audience criterion is met. Some respondents commented that
that audience criterion is too narrow, because it is based on the principal rea-
son for selecting the audience. They asserted that for some activities no prin-
cipal reason exists for selecting an audience; entities select the audience for
those activities for multiple reasons, such as both the audience's ability to con-
tribute and its ability to help meet program goals. Some commented that for
some activities, entities select audiences that have provided past financial sup-
port because, by providing financial support, those audiences have expressed
an interest in the program.

C.19. AcSEC believes that meeting the audience criterion should demonstrate
that the audience is selected because it is a suitable audience for accomplish-
ing the activity's program or management and general functions. Therefore,
the reasons for selecting the audience should be consistent with the program
or management and general content of the activity. However, AcSEC believes
it is inherent in the notion of joint activities that the activity has elements
of more than one function, including fund raising, and acknowledges that it
may be difficult to determine the principal reason for selecting the audience.
Accordingly, AcSEC concluded that if the audience includes prior donors or is
otherwise selected based on its ability or likelihood to contribute, a rebuttable
presumption should exist that the audience was selected to raise funds. AcSEC
believes that the reasons for selecting the audience that can overcome that pre-
sumption, which are included in paragraph .13 of this SOP, demonstrate that
the audience is selected because it is a suitable audience for accomplishing the
activity's program or management and general functions based on the program
or management and general content of the activity.

Content

C.20. AcSEC believes that meeting the content criterion demonstrates that
the content of the activity supports program or management and general func-
tions. AcSEC believes that accounting guidance should not impose value judg-
ments about whether the entity's mission, programs, and responsibilities are
worthwhile. Therefore, whether the content criterion is met depends on the re-
lationship of the content to the entity's mission, programs, and management
and general responsibilities.

C.21. Paragraph .14 provides that, to meet the content criterion, program ac-
tivities should call for specific action by the recipient that will help accomplish
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the entity's mission. The exposure draft proposed that slogans, general calls
to prayer, and general calls to protest do not meet the content criterion; some
respondents disagreed. AcSEC concluded that this SOP should be silent con-
cerning whether slogans, general calls to prayer, and general calls to protest
are calls to action that meet the content criterion. AcSEC believes that deter-
mining whether those items are calls to action that meet the content criterion
requires judgments based on the particular facts and circumstances.

C.22. Some respondents commented that educating the public about causes
without calling for specific action should satisfy the content criterion. They
noted that this is particularly relevant for NPOs subject to Internal Revenue
Code (IRC) Section 501(c)4, because those NPOs are involved in legislative re-
form. Also, some noted that it may be the entity's mission or goal to educate the
public about causes. They believe that, in those cases, the NPO's program is to
educate the public about causes without necessarily calling for specific action
by the recipient.

C.23. As discussed in paragraph C.11, AcSEC concluded that education that
does not motivate the audience to action is in fact done in support of fund rais-
ing. However, this SOP acknowledges that some educational messages motivate
the audience to specific action, and those messages meet the content criterion.
AcSEC believes that that provision will result in the activities of some NPOs
subject to IRC Section 501(c)4 (and some other entities, whose mission or goal
is to educate the public) meeting the content criterion.

C.24. Paragraph .13c provides that one way that the audience criterion is met
is if the entity is required to direct the management and general component of
the activity to the particular audience. Further, as discussed in paragraph D.13,
in Discussion of Conclusions, an audience that includes prior donors and is se-
lected because the entity is required to send them certain information to comply
with requirements of the Internal Revenue Service (IRS) is an example of an
audience that is selected because the entity is required to direct the manage-
ment and general component of the activity to that audience. Paragraph .14b
provides that one way that the content criterion is met is if the activity fulfills
one or more of the entity's management and general responsibilities through a
component of the joint activity. However, footnote 9 to paragraph .14b provides
that disclosures made when soliciting contributions to comply with require-
ments of states or other regulatory bodies are considered fund-raising activi-
ties, and are not considered management and general activities. AcSEC consid-
ered whether it is inconsistent to conclude both that (a) activities conducted to
comply with requirements of regulatory bodies concerning contributions that
have been received are management and general activities, and that (b) activ-
ities conducted to comply with requirements of regulatory bodies concerning
soliciting contributions are fund-raising activities. AcSEC believes that those
provisions are not inconsistent. AcSEC believes there is a distinction between
(a) requirements that must be met as a result of receiving contributions and
(b) requirements that must be met in order to solicit contributions. AcSEC be-
lieves that activities that are undertaken as a result of receiving contributions
are management and general activities while activities that are undertaken in
order to solicit contributions are fund-raising activities.

Incidental Activities

C.25. Many entities conduct fund-raising activities in conjunction with pro-
gram or management and general activities that are incidental to such program
or management and general activities. Similarly, entities may conduct pro-
gram or management and general activities in conjunction with fund-raising
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activities that are incidental to such fund-raising activities. Such efforts may
be a practical and efficient means for entities to conduct activities, although the
principal purpose of the activity may be to fulfill either fund-raising, program,
or management and general functions. The exposure draft proposed that inci-
dental activities need not be considered in applying this SOP. Some respondents
disagreed with that guidance, while others commented that it was confusing.
AcSEC continues to support that guidance. AcSEC believes that guidance is
necessary to avoid requiring complex allocations in circumstances in which the
criteria of purpose, audience, and content are met but the activity is overwhelm-
ingly either fund raising, program, or management and general.

Allocation Methods

C.26. Respondents had various comments concerning allocation methods, in-
cluding the following:

• The SOP should focus on allocation methods rather than on cir-
cumstances in which entities should allocate.

• The SOP should prescribe allocation methods.

• The approach taken in the SOP—discussing, rather than requir-
ing or prohibiting allocation methods—is sound.

• Certain allocation methods should be prohibited.

• The SOP should set maximum allocation percentages.

AcSEC believes that no particular allocation method or methods are necessarily
more desirable than other methods in all circumstances. Therefore, this SOP
neither prescribes nor prohibits any particular allocation methods. AcSEC be-
lieves entities should apply the allocation methods that result in the most rea-
sonable cost allocations for their activities. Appendix F [paragraph .26] of this
SOP illustrates several allocation methods, any one of which may result in a
reasonable or unreasonable allocation of costs in particular circumstances. The
methods illustrated are not the only acceptable methods. However, AcSEC be-
lieves that the methods illustrated in this SOP are among those most likely to
result in meaningful cost allocations.

C.27. Accounting Principles Board (APB) Opinion No. 20, Accounting Changes,
states in paragraph 7 that "the term accounting principle includes 'not only
accounting principles and practices but also the methods of applying them.'"
APB Opinion 20 also states in paragraphs 15 and 16 that

...In the preparation of financial statements there is a presumption that an ac-
counting principle once adopted should not be changed in accounting for events
and transactions of a similar type....The presumption that an entity should not
change an accounting principle may be overcome only if the enterprise justifies
the use of an alternative acceptable accounting principle [allocation method]
on the basis that it is preferable.

A change in cost allocation methodology may be a change in accounting prin-
ciple for entities covered by this SOP. Accordingly, paragraph .16 of this SOP
provides that the cost allocation methodology used should be applied consis-
tently, given similar facts and circumstances.

Disclosures

C.28. Respondents made various comments concerning the required and en-
couraged disclosures, including recommendations for additional disclosures and
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recommendations that certain disclosures be deleted. AcSEC was not per-
suaded that the costs of the other disclosures recommended by respondents
are justified by their benefits. AcSEC believes that, with the exception of one
disclosure, the disclosures prescribed by the exposure draft provide relevant in-
formation about the kinds of activities for which joint costs have been incurred
and the manner in which those costs are reported in the financial statements.
In considering disclosures proposed by the exposure draft about the allocation
method, AcSEC observed that there are no requirements to disclose methods
of allocating other expenses and questioned the utility of disclosing the allo-
cation method in this circumstance. AcSEC concluded that the requirement to
disclose the allocation method should be deleted.
C.29. Paragraph .19 encourages, but does not require, certain disclosures. Ac-

SEC believes those disclosures provide useful information but that they should
be encouraged rather than required because the costs of making them may not
be justified by the benefits in all cases.

Effective Date
C.30. Some respondents commented that the effective date should be deferred.
AcSEC believes that the accounting systems required to implement this SOP
are already in place and that implementation should be relatively straight-
forward. However, AcSEC acknowledges that some entities may change their
operations based on the reporting that would result from this SOP. Therefore,
AcSEC concluded that this SOP should be effective for financial statements for
years beginning on or after December 15, 1998.

Cost-Benefit
C.31. Some respondents commented that the guidance would increase record

keeping costs. AcSEC believes that implementing this SOP will not signifi-
cantly increase record keeping costs, which are primarily the costs of docu-
menting reasons for undertaking joint activities. Further, AcSEC believes that
the costs of making the disclosures required by this SOP should be minimal,
because entities should already have the information that is required to be
disclosed. AcSEC believes that implementing this SOP will result in more rel-
evant, meaningful, and comparable financial reporting and that the cost of im-
plementing this SOP will be justified by its benefits.
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Appendix D

Discussion of Conclusions

Scope
D.1. This Statement of Position (SOP) applies only to costs of joint activities.

It does not address allocations of costs in other circumstances.

Reporting Models and Related Requirements
D.2. Paragraph 26 of Financial Accounting Standards Board (FASB) State-

ment of Financial Accounting Standards No. 117, Financial Statements of Not-
for-Profit Organizations, specifies that a statement of activities or notes to the
financial statements should provide information about expenses reported by
their functional classification, such as major classes of program services and
supporting activities. Paragraph 13.34 of the AICPA Audit and Accounting
Guide Not-for-Profit Organizations provides that the financial statements of
not-for-profit organizations (NPOs) should disclose the total fund-raising ex-
penses. [Revised, June 2004, to reflect conforming changes necessary due to
conforming changes made to the AICPA Audit and Accounting Guide Not-for-
Profit Organizations.]

D.3. Governmental Accounting Standards Board (GASB) Statement No. 29,
The Use of Not-for-Profit Accounting and Financial Reporting Principles by
Governmental Entities, provides that governmental entities should not change
their accounting and financial reporting to apply the provisions of FASB State-
ments No. 116, Accounting for Contributions Received and Contributions Made,
and No. 117. GASB Statement No. 29 permits governmental entities that have
applied the accounting and financial reporting principles in SOP 78-10, Ac-
counting Principles and Reporting Practices for Certain Nonprofit Organiza-
tions, or in the AICPA Industry Audit Guide Audits of Voluntary Health and
Welfare Organizations modified by all applicable FASB pronouncements issued
through November 30, 1989, and by most applicable GASB pronouncements)
to continue to do so, pending GASB pronouncements on the accounting and fi-
nancial reporting model for governmental entities. Alternatively, those govern-
mental entities are permitted to change to the current governmental financial
reporting model.‡

D.4. GASB Statement No. 15, Governmental College and University Accounting
and Financial Reporting Models, requires governmental colleges and universi-
ties to use one of two accounting and financial reporting models. One model, re-
ferred to as the "AICPA College Guide Model," encompasses the accounting and
financial reporting guidance in the 1973 AICPA Industry Audit Guide Audits of

‡ GASB Statement No. 34, Basic Financial Statements—and Management's Discussion and
Analysis—for State and Local Governments, supersedes the provisions of GASB Statement No. 29,
The Use of Not-for-Profit Accounting and Financial Reporting Principles by Governmental Entities,
relating to the use of the AICPA Not-for-Profit model. See GASB Statement No. 34, including para-
graph 147. The AICPA Audit and Accounting Guide State and Local Governments provides guidance
on the application of this SOP to state and local governments. [Footnote revised, June 2004, to reflect
conforming changes necessary due to the issuance of GASB Statement No. 34.]
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Colleges and Universities, as amended by SOP 74-8, Financial Accounting and
Reporting by Colleges and Universities, and as modified by applicable FASB
pronouncements issued through November 30, 1989, and all applicable GASB
pronouncements. (The other model, referred to as the "Governmental Model,"
is based on the pronouncements of the National Council on Governmental Ac-
counting [NCGA] and the GASB.)||

D.5. For state and local governmental entities, some are required to report
expenses by function using the functional classifications of program, manage-
ment and general, and fund raising. Other state and local governmental entities
that report expenses or expenditures by function have a functional structure
that does not include fund raising, program, or management and general. Still
other state and local governmental entities do not report expenses or expen-
ditures by function. Examples of those various reporting requirements are as
follows:#

• Entities applying the accounting and financial reporting prin-
ciples in the AICPA Industry Audit Guide Audits of Voluntary
Health and Welfare Organizations, as well as those that follow
SOP 78-10 and that receive significant amounts of contributions
from the public, are required to report separately the costs of the
fund-raising, program, and management and general functions.

• Entities applying the accounting and financial reporting princi-
ples in the AICPA Industry Audit Guide Audits of Colleges and
Universities, as amended by SOP 74-8, are required to report fund
raising as part of the "institutional support" function.

D.6. As discussed in footnote 3 to paragraph .01 of this SOP, this SOP is
not intended to require reporting the functional classifications of fund rais-
ing, program, and management and general. Rather, those functional classifi-
cations are discussed throughout this SOP for purposes of illustrating how the
guidance in this SOP would be applied by entities that use those functional
classifications. Entities that do not use the functional classifications of fund
raising, program, and management and general should apply the guidance in
this SOP for purposes of accounting for joint activities, using their reporting
model. For example, some entities may conduct membership-development ac-
tivities. As discussed in the Glossary [paragraph .30] of this SOP, if there are
no significant benefits or duties connected with membership, the substance of
the membership-development activities may, in fact, be fund raising. In such
circumstances, the costs of those activities should be charged to fund raising.
To the extent that member benefits are received, membership is an exchange
transaction. In circumstances in which membership development is in part so-
liciting revenues from exchange transactions and in part soliciting contribu-
tions and the purpose, audience, and content of the activity are appropriate for
achieving membership development, joint costs should be allocated between
fund raising and the exchange transaction.

|| GASB Statement No. 35, Basic Financial Statements—and Management's Discussion and
Analysis—for Public Colleges and Universities, supersedes GASB Statement No. 15, Governmental
College and University Accounting and Financial Reporting Models. See GASB Statements No. 34
and No. 35. The AICPA Audit and Accounting Guide State and Local Governments provides guidance
on the application of this SOP to governmental (public) colleges and universities. [Footnote revised,
June 2004, to reflect conforming changes necessary due to the issuance of GASB Statement No. 35.]

# This discussion is no longer applicable. See footnotes ‡ and || in paragraphs D.3 and D.4,
respectively. [Footnote added, June 2004, to reflect conforming changes necessary due to the issuance
of GASB Statements No. 34 and No. 35.]
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Assigning Costs of Joint Activities

D.7. Paragraph .07 provides: "If the criteria of purpose, audience, and content
are met, the costs of a joint activity that are identifiable with a particular func-
tion should be charged to that function and joint costs should be allocated be-
tween fund raising and the appropriate program or management and general
function. If any of the criteria are not met, all costs of the joint activity should
be reported as fund-raising costs, including costs that otherwise might be con-
sidered program or management and general costs if they had been incurred in
a different activity...." For example, if the criteria are met, the costs of materi-
als that accomplish program goals and that are unrelated to fund raising, such
as the costs of a program-related pamphlet included in a joint activity, should
be charged to program, while joint costs, such as postage, should be allocated
between fund raising and program. However, if the pamphlet is used in fund-
raising packets and the criteria are not met, the costs of the pamphlets used in
the fund-raising packets, as well as the joint costs, should be charged to fund
raising. (If some pamphlets are used in program activities that include no fund
raising, the cost of the pamphlets used in those separate program activities that
include no fund raising should be charged to program.)

Educational Activities

D.8. Some entities have missions that include educating the public (students)
in areas other than causes. Paragraph .09 provides that, for those entities, ed-
ucating the audience in areas other than causes or motivating the audience to
engage in specific activities, such as attending a lecture or class, that will edu-
cate them in areas other than causes is considered a call for specific action by
the recipients that will help accomplish the entity's mission. Educating the au-
dience about causes or motivating the audience to engage in specific activities
that will educate them about causes without educating them in other subjects
is not considered a call for specific action by the audience that will help accom-
plish the entity's mission. An example of a lecture or class that will educate
students in an area other than causes is a lecture on the nesting habits of the
bald eagle, given by the Save the Bald Eagle Society, an NPO whose mission
is to save the bald eagle from extinction and educate the public about the bald
eagle. An example of a lecture or class that will address particular causes is
a lecture by the Bald Eagle Society on the potential extinction of bald eagles
and the need to raise contributions to prevent their extinction. For purposes of
applying the guidance in this SOP, motivating the audience to attend a lecture
on the nesting habits of the bald eagle is a call for specific action that will help
accomplish the entity's mission. If the lecture merely addresses the potential
extinction of bald eagles and the need to raise contributions to prevent their
extinction, without addressing the nesting habits of the bald eagle, motivating
the audience to attend the lecture is not considered a call for specific action by
the recipient that will help accomplish the entity's mission.
D.9. AcSEC notes that most transactions in which a student attends a lecture
or class are exchange transactions and are not joint activities. Such transac-
tions are joint activities only if the activity includes fund raising.

Audience

D.10. Paragraph .12 provides that a rebuttable presumption exists that the
audience criterion is not met if the audience includes prior donors or is other-
wise selected based on its ability or likelihood to contribute to the entity. That
presumption can be overcome if the audience is also selected for the program
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or management and general reasons specified in paragraph .13. Further, para-
graph .12 provides that in determining whether that presumption is overcome,
entities should consider the extent to which the audience is selected based on
its ability or likelihood to contribute to the entity and contrast that with the
extent to which it is selected for the reasons that may overcome that presump-
tion. Some organizations conduct joint activities that are special events, such as
symposia, dinners, dances, and theater parties, in which the attendee receives
a direct benefit (for example, a meal or theater ticket) and for which the ad-
mission price includes a contribution. For example, it may cost $500 to attend
a dinner with a fair value of $50. In that case, the audience is required to make
a $450 contribution in order to attend. In circumstances in which the audience
is required to make a contribution to participate in a joint activity, such as at-
tending a special event, the audience's ability or likelihood to contribute is a
significant factor in its selection. Therefore, in circumstances in which the au-
dience is required to make a contribution to participate in a joint activity, the
extent to which the audience is selected for the program or management and
general reasons in paragraph .13 must be overwhelmingly significant in order
to rebut the presumption that the audience criterion is not met.

D.11. The source of the names and the characteristics of the audience should be
considered in determining the reason for selecting the audience. Some entities
use lists compiled by others to reach new audiences. The source of such lists may
indicate the purpose or purposes for which they were selected. For example, lists
acquired from entities with similar or related programs are more likely to meet
the audience criterion than are lists acquired from entities with dissimilar or
unrelated programs. Also, the characteristics of those on the lists may indicate
the purpose or purposes for which they were selected. For example, a list based
on a consumer profile of those who buy environmentally friendly products may
be useful to an entity whose mission addresses environmental concerns and
could therefore indicate that the audience was selected for its ability to take
action to assist the entity in meeting program goals. However, a list based on
net worth would indicate that the audience was selected based on its ability or
likelihood to contribute, unless there was a correlation between net worth and
the program or management and general components of the activity.

D.12. Some audiences may be selected because they have an interest in or
affinity to the program. For example, homeowners may have an interest in the
homeless because they are sympathetic to the plight of the homeless. Never-
theless, including homeowners in the audience of a program activity to provide
services to the homeless would not meet the audience criterion, because they
do not have a need or reasonable potential for use of services to the homeless.

D.13. Paragraph .13c provides that the audience criterion is met if the entity
is required to direct the management and general component of the joint ac-
tivity to the particular audience or the audience has reasonable potential for
use of the management and general component. An example of a joint activ-
ity in which the audience is selected because the entity is required to direct
the management and general component of the joint activity to the particular
audience is an activity in which the entity sends a written acknowledgment or
other information to comply with requirements of the Internal Revenue Service
to prior donors and includes a request for contributions. An example of a joint
activity in which the audience is selected because the audience has reasonable
potential for use of the management and general component is an activity in
which the entity sends its annual report to prior donors and includes a request
for contributions.
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Content

D.14. Paragraph .14 provides that, to meet the content criterion, program ac-
tivities should call for specific action by the recipient that will help accomplish
the entity's mission. As discussed in the Glossary [paragraph .30], the action
should benefit the recipient or society. Examples of actions that benefit the re-
cipient (such as by improving the recipient's physical, mental, emotional, or
spiritual health and well-being) or society (such as by addressing societal prob-
lems) include the following:

a. Actions that benefit the recipient:

• Stop smoking. Specific methods, instructions, references,
and resources should be suggested.

• Do not use alcohol or drugs. Specific methods, instructions,
references, and resources should be suggested.

b. Actions that benefit society:

• Write or call. The party to communicate with and the sub-
ject matter to be communicated should be specified.

• Complete and return the enclosed questionnaire. The re-
sults of the questionnaire should help the entity achieve
its mission. For example, if the entity discards the ques-
tionnaire, it does not help the entity achieve its mission.

• Boycott. The particular product or company to be boy-
cotted should be specified.

D.15. Paragraph .14b provides that to meet the content criterion, management
and general functions are required to fulfill one or more of the entity's manage-
ment and general responsibilities through a component of the joint activity.
Some states or other regulatory bodies require that certain disclosures be in-
cluded when soliciting contributions. Paragraph .14, footnote 9, of this SOP pro-
vides that for purposes of applying the guidance in this SOP, communications
that include such required disclosures are considered fund-raising activities
and are not considered management and general activities. Some examples of
such disclosures include the following:

• Information filed with the attorney general concerning this chari-
table solicitation may be obtained from the attorney general of [the
state] by calling 123-4567. Registration with the attorney general
does not imply endorsement.

• A copy of the registration and financial information may be ob-
tained from the Division of Consumer Services by calling toll-free,
within [the state], 1-800-123-4567. Registration does not imply en-
dorsement, approval, or recommendation by [the state].

• Information about the cost of postage and copying, and other infor-
mation required to be filed under [the state] law, can be obtained
by calling 123-4567.

• The organization's latest annual report can be obtained by calling
123-4567.

Allocation Methods

D.16. Paragraph .16 of this SOP states, "The cost allocation methodology used
should be rational and systematic, it should result in an allocation of joint costs
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that is reasonable, and it should be applied consistently given similar facts and
circumstances." The allocation of joint costs should be based on the degree to
which costs were incurred for the functions to which the costs are allocated
(that is, program, management and general, or fund raising). For purposes of
determining whether the allocation methodology for a particular joint activity
should be consistent with methodologies used for other particular joint activi-
ties, facts and circumstances that may be considered include factors related to
the content and relative costs of the components of the activity. The audience
should not be considered in determining whether the facts and circumstances
are similar for purposes of determining whether the allocation methodology
for a particular joint activity should be consistent with methodologies used for
other particular joint activities.

Practicability of Measuring Joint Costs
D.17. The Glossary [paragraph .30] of this SOP includes a definition of joint

costs. Some costs, such as utilities, rent, and insurance, commonly referred to
as indirect costs, may be joint costs. For example, the telephone bill for a de-
partment that, among other things, prepares materials that include both fund-
raising and program components may commonly be referred to as an indirect
cost. Such telephone bills may also be joint costs. However, for some entities, it
is impracticable to measure and allocate the portion of the costs that are joint
costs. Considerations about which joint costs should be measured and allocated,
such as considerations about materiality and the costs and benefits of develop-
ing and providing the information, are the same as considerations about cost
allocations in other circumstances.

ACC §10.24 ©2017, AICPA



Accounting for Costs of Activities of Not-for-Profit Organizations 2069

.25

Appendix E

Illustrations of Applying the Criteria of Purpose, Audience,
and Content to Determine Whether a Program or
Management and General Activity Has Been Conducted

Illustration 1
Facts

E.1. Entity A's mission is to prevent drug abuse. Entity A's annual report states
that one of its objectives in fulfilling that mission is to assist parents in prevent-
ing their children from abusing drugs.
E.2. Entity A mails informational materials to the parents of all junior high

school students explaining the prevalence and dangers of drug abuse. The ma-
terials encourage parents to counsel children about the dangers of drug abuse
and inform them about how to detect drug abuse. The mailing includes a re-
quest for contributions. Entity A conducts other activities informing the public
about the dangers of drug abuse and encouraging parents to counsel their chil-
dren about drug abuse that do not include requests for contributions and that
are conducted in different media. Entity A's executive director is involved in
the development of the informational materials as well as the request for con-
tributions. The executive director's annual compensation includes a significant
bonus if total annual contributions exceed a predetermined amount.

Conclusion

E.3. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.
E.4. The activity calls for specific action by the recipient (encouraging par-

ents to counsel children about the dangers of drug abuse and informing them
about how to detect drug abuse) that will help accomplish the entity's mis-
sion. Therefore, the guidance in paragraph .10 should be considered. Neither of
the factors in paragraph .10a or .10b is determinative of whether the purpose
criterion is met. (Although Entity A's executive director's annual compensa-
tion varies based on annual contributions, the executive director's compensa-
tion does not vary based on contributions raised for this discrete joint activity.)
Therefore, other evidence, such as the indicators in paragraph .11, should be
considered. The purpose criterion is met based on the other evidence, because
(a) the program component of this activity calls for specific action by the recip-
ient (encouraging parents to counsel children about the dangers of drug abuse)
that will help accomplish the entity's mission, and it otherwise conducts the
program activity in this illustration without a request for contributions, and
(b) performing such programs helps accomplish Entity A's mission. (Note that
had Entity A conducted the activity using the same medium on a scale that is
similar to or greater than the scale on which it is conducted with the request
for contributions, the purpose criterion would have been met under paragraph
.10b.)
E.5. The audience criterion is met because the audience (parents of junior high
school students) is selected based on its need to use or reasonable potential for
use of the action called for by the program component.
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E.6. The content criterion is met because the activity calls for specific action
by the recipient (encouraging parents to counsel children about the dangers of
drug abuse and informing them about how to detect drug abuse) that will help
accomplish the entity's mission (assisting parents in preventing their children
from abusing drugs), and it explains the need for and benefits of the action (the
prevalence and dangers of drug abuse).

Illustration 2
Facts

E.7. Entity B's mission is to reduce the incidence of illness from ABC disease,
which afflicts a broad segment of the population. One of Entity B's objectives
in fulfilling that mission is to inform the public about the effects and early
warning signs of the disease and specific action that should be taken to prevent
the disease.
E.8. Entity B maintains a list of its prior donors and sends them donor renewal
mailings. The mailings include messages about the effects and early warning
signs of the disease and specific action that should be taken to prevent it. That
information is also sent to a similar-sized audience but without the request
for contributions. Also, Entity B believes that recent donors are more likely to
contribute than nondonors or donors who have not contributed recently. Prior
donors are deleted from the mailing list if they have not contributed to Entity B
recently, and new donors are added to the list. There is no evidence of a correla-
tion between recent contributions and participation in the program component
of the activity. Also, the prior donors' need to use or reasonable potential for use
of the messages about the effects and early warning signs of the disease and
specific action that should be taken to prevent it is an insignificant factor in
their selection.

Conclusion

E.9. The purpose and content criteria are met. The audience criterion is not
met.11 All costs, including those that might otherwise be considered program or
management and general costs if they had been incurred in a different activity,
should be charged to fund raising.
E.10. The activity calls for specific action by the recipient (action that should be
taken to prevent ABC disease) that will help accomplish the entity's mission.
Therefore, the guidance in paragraph .10 should be considered. The purpose
criterion is met because (a) the program component of the activity calls for
specific action by the recipient that will help accomplish the entity's mission
(to reduce the incidence of illness from the disease), and (b) the program is
also conducted using the same medium on a scale that is similar to or greater
than the scale on which it is conducted with the request for contributions (a
similar mailing is done without the request for contributions, to a similar-sized
audience).
E.11. The audience criterion is not met. The rebuttable presumption that the

audience criterion is not met because the audience includes prior donors is not

11 Paragraph .07 of this SOP provides that all costs of joint activities, except for costs of goods
or services provided in exchange transactions that are part of joint activities, such as costs of direct
donor benefits of a special event (for example, a meal), should be charged to fund raising if any of
the criteria of purpose, audience, or content are not met. Accordingly, if one or more criteria are not
met, the other criteria need not be considered. However, the illustrations in this Appendix provide
conclusions about whether each of the criteria would be met in circumstances in which one or more
criteria are not met in order to provide further guidance.
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overcome in this illustration. Although the audience has a need to use or rea-
sonable potential for use of the program component, that was an insignificant
factor in its selection.

E.12. The content criterion is met because the activity calls for specific action
by the recipient (actions to prevent ABC disease) that will help accomplish the
entity's mission (to reduce the incidence of ABC disease), and it explains the
need for and benefits of the action (to prevent ABC disease).

Illustration 3

Facts

E.13. Entity C's mission is to reduce the incidence of illness from ABC disease,
which afflicts a broad segment of the population. One of Entity C's objectives in
fulfilling that mission is to increase governmental funding for research about
ABC disease.

E.14. Entity C maintains a list of its prior donors and its employees call them
on the telephone reminding them of the effects of ABC disease, asking for
contributions, and encouraging them to contact their elected officials to urge
increased governmental funding for research about ABC disease. The callers
are educated about ABC, do not otherwise perform fund-raising functions, and
are not compensated or evaluated based on contributions raised. Entity C's re-
search indicates that recent donors are likely to contact their elected officials
about such funding while nonrecent donors are not. Prior donors are deleted
from the calling list if they have not contributed to Entity C recently, and new
donors are added to the list.

Conclusion

E.15. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.

E.16. The activity calls for specific action by the recipient (contacting elected
officials concerning funding for research about ABC disease) that will help ac-
complish the entity's mission. Therefore, the guidance in paragraph .10 should
be considered. Neither of the factors in paragraph .10a or .10b is determina-
tive of whether the purpose criterion is met. Therefore, other evidence, such as
the indicators in paragraph .11, should be considered. The purpose criterion
is met based on the other evidence, because (a) the qualifications and duties
of the personnel performing the activity indicate that it is a program activity
(the callers are educated about ABC and do not otherwise perform fund-raising
functions), (b) the method of compensation for performing the activity does not
indicate that it is a fund-raising activity (the employees are not compensated
or evaluated based on contributions raised), and (c) performing such programs
helps accomplish Entity C's mission.

E.17. The audience criterion is met because the audience (recent donors) is
selected based on its ability to assist Entity C in meeting the goals of the pro-
gram component of the activity (recent donors are likely to contact their elected
officials about such funding while nonrecent donors are not).

E.18. The content criterion is met because the activity calls for specific action
by the recipient (contacting elected officials concerning funding for research
about ABC disease) that will help accomplish the entity's mission (to reduce
the incidence of ABC disease), and it explains the need for and benefits of the
action (to prevent ABC disease).
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Illustration 4

Facts

E.19. Entity D's mission is to improve the quality of life for senior citizens.
One of Entity D's objectives included in that mission is to increase the physical
activity of senior citizens. One of Entity D's programs to attain that objective
is to send representatives to speak to groups about the importance of exercise
and to conduct exercise classes.

E.20. Entity D mails a brochure on the importance of exercise that encourages
exercise in later years to residents over the age of sixty-five in three zip code
areas. The last two pages of the four-page brochure include a perforated contri-
bution remittance form on which Entity D explains its program and makes an
appeal for contributions. The content of the first two pages of the brochure is
primarily educational; it explains how seniors can undertake a self-supervised
exercise program and encourages them to undertake such a program. In addi-
tion, Entity D includes a second brochure on various exercise techniques that
can be used by those undertaking an exercise program.

E.21. The brochures are distributed to educate people in this age group about
the importance of exercising, to help them exercise properly, and to raise contri-
butions for Entity D. These objectives are documented in a letter to the public
relations firm that developed the brochures. The audience is selected based on
age, without regard to ability to contribute. Entity D believes that most of the
recipients would benefit from the information about exercise.

Conclusion

E.22. The purpose, audience, and content criteria are met, and the joint costs
should be allocated. (Note that the costs of the second brochure should be
charged to program because all the costs of the brochure are identifiable with
the program function.)

E.23. The activity calls for specific action by the recipient (exercising) that will
help accomplish the entity's mission. Therefore, the guidance in paragraph .10
should be considered. Neither of the factors in paragraph .10a or .10b is de-
terminative of whether the purpose criterion is met. Therefore, other evidence,
such as the indicators in paragraph .11, should be considered. The purpose cri-
terion is met based on the other evidence, because (a) performing such programs
helps accomplish Entity D's mission, and (b) the objectives of the program are
documented in a letter to the public relations firm that developed the brochure.

E.24. The audience criterion is met because the audience (residents over sixty-
five in certain zip codes) is selected based on its need to use or reasonable po-
tential for use of the action called for by the program component.

E.25. The content criterion is met because the activity calls for specific action
by the recipient (exercising) that will help accomplish the entity's mission (in-
creasing the physical activity of senior citizens), and the need for and benefits
of the action are clearly evident (explains the importance of exercising).

Illustration 5

Facts

E.26. The facts are the same as those in Illustration 4, except that Entity E
employs a fund-raising consultant to develop the first brochure and pays that
consultant 30 percent of contributions raised.

ACC §10.25 ©2017, AICPA



Accounting for Costs of Activities of Not-for-Profit Organizations 2073

Conclusion

E.27. The content and audience criteria are met. The purpose criterion is not
met, however, because a majority of compensation or fees for the fund-raising
consultant varies based on contributions raised for this discrete joint activity
(the fund-raising consultant is paid 30 percent of contributions raised). All costs
should be charged to fund raising, including the costs of the second brochure
and any other costs that otherwise might be considered program or manage-
ment and general costs if they had been incurred in a different activity.

Illustration 6
Facts

E.28. Entity F's mission is to protect the environment. One of Entity F's objec-
tives included in that mission is to take action that will increase the portion of
waste recycled by the public.
E.29. Entity F conducts a door-to-door canvass of a community that recycles a
low portion of its waste. The purpose of the activity is to help increase recycling
by educating the community about environmental problems created by not re-
cycling, and to raise contributions. Based on the information communicated by
the canvassers, the need for and benefits of the action are clearly evident. The
ability or likelihood of the residents to contribute is not a basis for communi-
ties selected, and all neighborhoods in the geographic area are covered if their
recycling falls below a predetermined rate. The canvassers are selected from
individuals who are well-informed about the organization's environmental con-
cerns and programs and who previously participated as volunteers in program
activities such as answering environmental questions directed to the organiza-
tion and developing program activities designed to influence legislators to take
actions addressing those concerns. The canvassers have not previously partic-
ipated in fund-raising activities.

Conclusion

E.30. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.
E.31. The activity calls for specific action by the recipient (implicitly—to help

increase recycling) that will help accomplish the entity's mission. Therefore, the
guidance in paragraph .10 should be considered. Neither of the factors in para-
graph .10a or .10b is determinative of whether the purpose criterion is met.
Therefore, other evidence, such as the indicators in paragraph .11, should be
considered. The purpose criterion is met based on the other evidence, because
(a) the qualifications and duties of the personnel performing the activity indi-
cate that it is a program activity (the canvassers are selected from individuals
who are well-informed about the organization's environmental concerns and
programs and who previously participated as volunteers in program activities
such as answering environmental questions directed to the organization and
developing program activities designed to influence legislators to take actions
addressing those concerns), and (b) performing such programs helps accomplish
Entity F's mission (to protect the environment).
E.32. The audience criterion is met because the audience (neighborhoods whose
recycling falls below a predetermined rate) is selected based on its need to use or
reasonable potential for use of the action called for by the program component.
E.33. The content criterion is met because the activity calls for specific ac-

tion by the recipient (implicitly—to help increase recycling) that will help
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accomplish the entity's mission (to protect the environment), and the need for
and benefits of the action are clearly evident (increased recycling will help al-
leviate environmental problems).

Illustration 7
Facts

E.34. Entity G's mission is to provide summer camps for economically disad-
vantaged youths. Educating the families of ineligible youths about the camps
is not one of the program objectives included in that mission.
E.35. Entity G conducts a door-to-door solicitation campaign for its camp pro-
grams. In the campaign, volunteers with canisters visit homes in middle-class
neighborhoods to collect contributions. Entity G believes that people in those
neighborhoods would not need the camp's programs but may contribute. The
volunteers explain the camp's programs, including why the disadvantaged chil-
dren benefit from the program, and distribute leaflets to the residents regard-
less of whether they contribute to the camp. The leaflets describe the camp, its
activities, who can attend, and the benefits to attendees. Requests for contribu-
tions are not included in the leaflets.

Conclusion

E.36. The purpose, audience, and content criteria are not met. All costs should
be charged to fund raising.
E.37. The activity does not include a call for specific action because it only

educates the audience about causes (describing the camp, its activities, who
can attend, and the benefits to attendees). Therefore, the purpose criterion is
not met.
E.38. The audience criterion is not met, because the audience is selected based
on its ability or likelihood to contribute, rather than based on (a) its need to use
or reasonable potential for use of the action called for by the program compo-
nent, or (b) its ability to take action to assist the entity in meeting the goals of
the program component of the activity. (Entity G believes that people in those
neighborhoods would not need the camp's programs but may contribute.)
E.39. The content criterion is not met because the activity does not call for

specific action by the recipient. (The content educates the audience about causes
that the program is designed to address without calling for specific action.)

Illustration 8
Facts

E.40. Entity H's mission is to educate the public about lifesaving techniques
in order to increase the number of lives saved. One of Entity H's objectives in
fulfilling that mission, as stated in the minutes of the board's meetings, is to
produce and show television broadcasts including information about lifesaving
techniques.
E.41. Entity H conducts an annual national telethon to raise contributions

and to reach the American public with lifesaving educational messages, such
as summary instructions concerning dealing with certain life-threatening situ-
ations. Based on the information communicated by the messages, the need for
and benefits of the action are clearly evident. The broadcast includes segments
describing Entity H's services. Entity H broadcasts the telethon to the entire
country, not merely to areas selected on the basis of giving potential or prior
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fund raising results. Also, Entity H uses national television broadcasts devoted
entirely to lifesaving educational messages to conduct program activities with-
out fund raising.

Conclusion

E.42. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.
E.43. The activity calls for specific action by the recipient (implicitly—to save

lives) that will help accomplish the entity's mission. Therefore, the guidance in
paragraph .10 should be considered. The purpose criterion is met because (a)
the program component of the activity calls for specific action by the recipient
that will help accomplish Entity H's mission (to save lives by educating the
public), and (b) a similar program activity is conducted without the fund rais-
ing using the same medium and on a scale that is similar to or greater than the
scale on which it is conducted with the appeal (Entity H uses national televi-
sion broadcasts devoted entirely to lifesaving educational messages to conduct
program activities without fund raising).
E.44. The audience criterion is met because the audience (a broad segment of

the population) is selected based on its need to use or reasonable potential for
use of the action called for by the program activity.
E.45. The content criterion is met because the activity calls for specific action

by the recipient (implicitly—to save lives) that will help accomplish the entity's
mission (to save lives by educating the public), and the need for and benefits of
the action are clearly evident (saving lives is desirable).

Illustration 9
Facts

E.46. Entity I's mission is to provide food, clothing, and medical care to children
in developing countries.
E.47. Entity I conducts television broadcasts in the United States that describe
its programs, show the needy children, and end with appeals for contributions.
Entity I's operating policies and internal management memoranda state that
these programs are designed to educate the public about the needs of children
in developing countries and to raise contributions. The employees producing the
programs are trained in audiovisual production and are familiar with Entity
I's programs. Also, the executive producer is paid $25,000 for this activity, with
a $5,000 bonus if the activity raises over $1,000,000.

Conclusion

E.48. The purpose, audience, and content criteria are not met. All costs should
be charged to fund raising.
E.49. The activity does not include a call for specific action because it only

educates the audience about causes (describing its programs and showing the
needy children). Therefore, the purpose criterion is not met. (Also, note that if
the factor in paragraph .10a were considered, it would not be determinative of
whether the purpose criterion is met. Although the executive producer will be
paid $5,000 if the activity raises over $1,000,000, that amount would not be a
majority of the executive producer's total compensation for this activity, because
$5,000 would not be a majority of the executive producer's total compensation of
$30,000 for this activity. Also, note that if other evidence, such as the indicators
in paragraph .11, were considered, the purpose criterion would not be met based
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on the other evidence. Although the qualifications and duties of the personnel
performing the activity indicate that the employees producing the program are
familiar with Entity I's programs, the facts that some, but less than a majority,
of the executive producer's compensation varies based on contributions raised,
and that the operating policies and internal management memoranda state
that these programs are designed to educate the public about the needs of chil-
dren in developing countries [with no call for specific action by recipients] and
to raise contributions, indicate that the purpose is fund raising.)

E.50. The audience criterion is not met because the audience is selected based
on its ability or likelihood to contribute, rather than based on (a) its need to use
or reasonable potential for use of the action called for by the program compo-
nent, or (b) its ability to take action to assist the entity in meeting the goals of
the program component of the activity. (The audience is a broad segment of the
population of a country that is not in need of or has no reasonable potential for
use of the program activity.)

E.51. The content criterion is not met because the activity does not call for
specific action by the recipient that will help accomplish the entity's mission.
(The content educates the audience about the causes without calling for specific
action.)

Illustration 10

Facts

E.52. Entity J is a university that distributes its annual report, which includes
reports on mission accomplishments, to those who have made significant con-
tributions over the previous year, its board of trustees, and its employees. The
annual report is primarily prepared by management and general personnel,
such as the accounting department and executive staff. The activity is coordi-
nated by the public relations department. Internal management memoranda
indicate that the purpose of the annual report is to report on how management
discharged its stewardship responsibilities, including the university's overall
performance, goals, financial position, cash flows, and results of operations. In-
cluded in the package containing the annual report are requests for contribu-
tions and donor reply cards.

Conclusion

E.53. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.

E.54. The activity has elements of management and general functions. There-
fore, no call for specific action is required. Neither of the factors in paragraph
.10a or .10b is determinative of whether the purpose criterion is met. There-
fore, other evidence, such as the indicators in paragraph .11, should be consid-
ered. The purpose criterion is met based on the other evidence, because (a) the
employees performing the activity are not members of the fund-raising depart-
ment and perform other non-fund-raising activities and (b) internal manage-
ment memoranda indicate that the purpose of the annual report is to fulfill one
of the university's management and general responsibilities.

E.55. The audience criterion is met because the audience is selected based on
its reasonable potential for use of the management and general component. Al-
though the activity is directed primarily at those who have previously made
significant contributions, the audience was selected based on its presumed in-
terest in Entity J's annual report (prior donors who have made significant
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contributions are likely to have an interest in matters discussed in the annual
report).

E.56. The content criterion is met because the activity (distributing annual
reports) fulfills one of the entity's management and general responsibilities (re-
porting concerning management's fulfillment of its stewardship function).

Illustration 11

Facts

E.57. Entity K is an NPO. In accordance with internal management memo-
randa documenting its policies requiring it to comply with Internal Revenue
Service (IRS) regulations, it mails prior donors who have made quid pro quo
payments in excess of $75 documentation required by the IRS. The documen-
tation is included on a perforated piece of paper. The information above the
perforation line pertains to the documentation required by the IRS. The infor-
mation below the perforation line includes a request for contributions and may
be used as a donor reply card.

Conclusion

E.58. The purpose, audience, and content criteria are met, and the joint costs
should be allocated. (Note that the costs of the information below the perfora-
tion line are identifiable with fund raising and therefore should be charged to
fund raising.)

E.59. The activity has elements of management and general functions. There-
fore, no call for specific action is required. Neither of the factors in paragraph
.10a or .10b is determinative of whether the purpose criterion is met. Therefore,
other evidence, such as the indicators in paragraph .11, should be considered.
The purpose criterion is met based on the other evidence, because internal man-
agement memoranda indicate that the purpose of the activity is to fulfill one of
Entity K's management and general responsibilities.

E.60. The audience criterion is met because the entity is required to direct the
management and general component of the activity to the particular audience.
Although the activity is directed at those who have previously contributed, the
audience was selected based on its need for the documentation.

E.61. The content criterion is met because the activity (sending documenta-
tion required by the IRS) fulfills one of the entity's management and general
responsibilities (complying with IRS regulations).

Illustration 12

Facts

E.62. Entity L is an animal rights organization. It mails a package of ma-
terial to individuals included in lists rented from various environmental and
other organizations that support causes that Entity L believes are congruent
with its own. In addition to donor response cards and return envelopes, the
package includes (a) materials urging recipients to contact their legislators and
urge the legislators to support legislation to protect those rights, and (b) post-
cards addressed to legislators urging support for legislation restricting the use
of animal testing for cosmetic products. The mail campaign is part of an overall
strategy that includes magazine advertisements and the distribution of similar
materials at various community events, some of which are undertaken without
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fund-raising appeals. The advertising and community events reach audiences
similar in size and demographics to the audience reached by the mailing.

Conclusion

E.63. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.

E.64. The activity calls for specific action by the recipient (mailing postcards to
legislators urging support for legislation restricting the use of animal testing
for cosmetic products) that will help accomplish the entity's mission. Therefore,
the guidance in paragraph .10 should be considered. Neither of the factors in
paragraph .10a or .10b is determinative of whether the purpose criterion is met.
Therefore, other evidence, such as the indicators in paragraph .11, should be
considered. The purpose criterion is met based on the other evidence, because
(a) the program component of this activity calls for specific action by the recipi-
ent that will help accomplish the entity's mission, and it otherwise conducts the
program activity in this illustration without a request for contributions, and (b)
performing such programs helps accomplish Entity L's mission.

E.65. The audience criterion is met because the audience (individuals included
in lists rented from various environmental and other organizations that sup-
port causes that Entity L believes are congruent with its own) is selected based
on its ability to take action to assist the entity in meeting the goals of the pro-
gram component of the activity.

E.66. The content criterion is met because the activity calls for specific action
by the recipient (mailing postcards to legislators urging support for legislation
restricting the use of animal testing for cosmetic products) that will help ac-
complish the entity's mission (to protect animal rights), and the need for and
benefits of the action are clearly evident (to protect animal rights).

Illustration 13
Facts

E.67. Entity M is a performing arts organization whose mission is to make
the arts available to residents in its area. Entity M charges a fee for attending
performances and sends advertisements, including subscription forms, for the
performances to residents in its area. These advertisements include a return
envelope with a request for contributions. Entity M evaluates the effectiveness
of the advertising based on the number of subscriptions sold as well as contri-
butions received. In performing that evaluation, Entity M places more weight
on the number of subscriptions sold than on the contributions received. Also,
Entity M advertises the performances on local television and radio without a
request for contributions but on a smaller scale than the mail advertising.

Conclusion

E.68. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.

E.69. The activity calls for specific action by the recipient (attending the per-
formances) that will help accomplish the entity's mission. Therefore, the guid-
ance in paragraph .10 should be considered. Neither of the factors in paragraph
.10a or .10b is determinative of whether the purpose criterion is met. Therefore,
other evidence, such as the indicators in paragraph .11, should be considered.
The purpose criterion is met based on the other evidence, because (a) the en-
tity measures program results and accomplishments of the joint activity and
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in evaluating the effectiveness of the activity, the entity places significantly
greater weight on the activity's effectiveness in accomplishing program goals
than on the activity's effectiveness in raising contributions (Entity M evaluates
the effectiveness of the advertising based on the number of subscriptions sold
as well as contributions received and places more weight on the number of sub-
scriptions sold than on the contributions received), (b) it otherwise conducts the
program activity without a request for contributions, and (c) performing such
programs helps accomplish Entity M's mission (to make the arts available to
residents in its area).

E.70. The audience criterion is met because the audience (a broad segment
of the population in Entity M's area) is selected based on its need to use or
reasonable potential for use of the action called for by the program component.

E.71. The content criterion is met because the activity calls for specific action
by the recipient (attending the performances) that will help accomplish the
entity's mission (making the arts available to area residents), and the need
for and benefits of the action are clearly evident (attending the performance is
a positive cultural experience). (Note that the purchase of subscriptions is an
exchange transaction and, therefore, is not a contribution.)

Illustration 14
Facts

E.72. Entity N is a university whose mission is to educate the public (students)
in various academic pursuits. Entity N's political science department holds a
special lecture series in which prominent world leaders speak about current
events. The speakers command relatively high fees and, in order to cover costs
and make a modest profit, the university sets a relatively expensive fee to at-
tend. However, the tickets are priced at the fair value of the lecture and no
portion of the ticket purchase price is a contribution. Entity N advertises the
lectures by sending invitations to prior attendees and to prior donors who have
contributed significant amounts, and by placing advertisements in local news-
papers read by the general public. At some of the lectures, including the lecture
being considered in this illustration, deans and other faculty members of Entity
N solicit significant contributions from attendees. Other lectures in the series
are conducted on a scale similar to the scale of the lecture in this illustration
without requesting contributions. Entity N's records indicate that historically
75 percent of the attendees have attended prior lectures. Of the 75 percent
who have attended prior lectures, 15 percent have made prior contributions
to Entity N. Of the 15 percent who have made prior contributions to Entity
N, 5 percent have made contributions in response to solicitations made at the
events. (Therefore, one-half of one percent of attendees make contributions in
response to solicitations made at the events. However, those contributions are
significant.) Overall, the audience's ability or likelihood to contribute is an in-
significant factor in its selection. Entity N evaluates the effectiveness of the
activity based on the number of tickets sold, as well as contributions received.
In performing that evaluation, Entity N places more weight on the number of
tickets sold than on the contributions received.

Conclusion

E.73. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.

E.74. The activity calls for specific action by the recipient (attending the lec-
ture) that will help accomplish the entity's mission. Therefore, the guidance in
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paragraph .10 should be considered. The purpose criterion is met because (a)
the program component of the activity calls for specific action by the recipient
that will help accomplish the entity's mission (educating the public [students]
in various academic pursuits), and (b) the program is also conducted using the
same medium on a scale that is similar to or greater than the scale on which
it is conducted with the request for contributions (other lectures in the series
are conducted on a scale similar to the scale of the lecture in this illustration
without requesting contributions).
E.75. The audience criterion is met. The rebuttable presumption that the audi-
ence criterion is not met because the audience includes prior donors is overcome
in this illustration because the audience (those who have shown prior interest
in the lecture series, prior donors, a broad segment of the population in Entity
N's area, and those attending the lecture) is also selected for its reasonable po-
tential for use of the program component (attending the lecture). Although the
audience may make significant contributions, that was an insignificant factor
in its selection.
E.76. The content criterion is met because the activity calls for specific action

by the recipient (attending the lecture) that will help accomplish the entity's
mission (educating the public [students] in various academic pursuits), and the
need for and benefits of the action are clearly evident (attending the lecture
is a positive educational experience). (Note that the purchase of the tickets is
an exchange transaction and, therefore, is not a contribution. As discussed in
paragraph .07 of this SOP, costs of goods or services provided in exchange trans-
actions that are part of joint activities, such as costs of direct donor benefits of
a special event, should not be reported as fund raising.12)

Illustration 15
Facts

E.77. Entity O is a university whose mission is to educate the public (students)
in various academic pursuits. Entity O's political science department holds a
special lecture series in which prominent world leaders speak about current
events. Admission is priced at $250, which is above the $50 fair value of the
lecture and, therefore, $200 of the admission price is a contribution. Therefore,
the audience's likelihood to contribute to the entity is a significant factor in
its selection. Entity O advertises the lectures by sending invitations to prior
attendees and to prior donors who have contributed significant amounts, and by
placing advertisements in local newspapers read by the general public. Entity
O presents similar lectures that are priced at the fair value of those lectures.

Conclusion

E.78. The purpose and content criteria are met. The audience criterion is not
met. All costs, including those that might otherwise be considered program or
management and general costs if they had been incurred in a different activity,
except for the costs of the direct donor benefit (the lecture), should be charged
to fund raising.
E.79. The activity calls for specific action by the recipient (attending the lec-

ture) that will help accomplish the entity's mission. Therefore, the guidance in

12 Paragraphs 13.21-13.26 of the Audit and Accounting Guide Not-for-Profit Organizations pro-
vide guidance concerning reporting special events. [Footnote revised, June 2004, to reflect conforming
changes necessary due to conforming changes made to the AICPA Audit and Accounting Guide Not-
for-Profit Organizations.]
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paragraph .10 should be considered. The purpose criterion is met because (a)
the program component of the activity calls for specific action by the recipient
that will help accomplish the entity's mission (educating the public [students]
in various academic pursuits), and (b) the program is also conducted using the
same medium on a scale that is similar to or greater than the scale on which
it is conducted with the request for contributions (other lectures in the series
are conducted on a scale similar to the scale of the lecture in this illustration
without including a contribution in the admission price.)

E.80. The audience criterion is not met. The rebuttable presumption that the
audience criterion is not met because the audience is selected based on its like-
lihood to contribute to the entity is not overcome in this illustration. The fact
that the $250 admission price includes a $200 contribution leads to the conclu-
sion that the audience's ability or likelihood to contribute is an overwhelmingly
significant factor in its selection, whereas there is no evidence that the extent
to which the audience is selected for its need to use or reasonable potential for
use of the action called for by the program component (attending the lecture)
is overwhelmingly significant.

E.81. The content criterion is met because the activity calls for specific action
by the recipient (attending the lecture) that will help accomplish the entity's
mission (educating the public [students] in various academic pursuits), and the
need for and benefits of the action are clearly evident (attending the lecture
is a positive educational experience). (Note that the purchase of the tickets is
an exchange transaction and, therefore, is not a contribution. As discussed in
paragraph .07 of this SOP, costs of goods or services provided in exchange trans-
actions that are part of joint activities, such as costs of direct donor benefits of
a special event, should not be reported as fund raising.13)

Illustration 16

Facts

E.82. Entity P's mission is to reduce the incidence of illness from ABC disease,
which primarily afflicts people over sixty-five years of age. One of Entity P's
objectives in fulfilling that mission is to have all persons over sixty-five screened
for ABC disease.

E.83. Entity P rents space at events attended primarily by people over sixty-
five years of age and conducts free screening for ABC disease. Entity P's em-
ployees, who are educated about ABC disease and screening procedures and do
not otherwise perform fund-raising functions, educate interested parties about
the effects of ABC disease and the ease and benefits of screening for it. En-
tity P also solicits contributions at the events. The effectiveness of the activity
is evaluated primarily based on how many screening tests are performed, and
only minimally based on contributions raised. The employees are not compen-
sated or evaluated based on contributions raised.

Conclusion

E.84. The purpose, audience, and content criteria are met, and the joint costs
should be allocated.

13 Paragraphs 13.21-13.26 of the Audit and Accounting Guide Not-for-Profit Organizations pro-
vide guidance concerning reporting special events. [Footnote revised, June 2004, to reflect conforming
changes necessary due to conforming changes made to the AICPA Audit and Accounting Guide Not-
for-Profit Organizations.]
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E.85. The activity calls for specific action by the recipient (being screened for
ABC disease) that will help accomplish the entity's mission. Therefore, the guid-
ance in paragraph .10 should be considered. Neither of the factors in paragraph
.10a or .10b is determinative of whether the purpose criterion is met. Therefore,
other evidence, such as the indicators in paragraph .11, should be considered.
The purpose criterion is met based on the other evidence, because (a) a pro-
cess exists to evaluate measured program results and accomplishments and in
evaluating the effectiveness of the joint activity, the entity places significantly
greater weight on the activity's effectiveness in accomplishing program goals
than on the activity's effectiveness in raising contributions (Entity P evaluates
the effectiveness of the activity based on the number of screening tests con-
ducted as well as contributions received and places more weight on the num-
ber of tests conducted than on the contributions received); (b) the qualifications
and duties of the personnel performing the activity indicate that it is a program
activity (the employees are educated about ABC disease and the testing pro-
cedures and do not otherwise perform fund-raising functions); (c) the method
of compensation for performing the activity does not indicate that it is a fund-
raising activity (the employees are not compensated or evaluated based on con-
tributions raised); and (d) performing such programs helps accomplish Entity
P's mission (to prevent ABC disease).

E.86. The audience criterion is met because the audience (people over sixty-
five years of age) is selected based on its need to use or reasonable potential for
use of the action called for by the program component.

E.87. The content criterion is met because the activity calls for specific action
by the recipient (being screened for ABC disease) that will help accomplish the
entity's mission (to reduce the incidence of ABC disease), and it explains the
need for and benefits of the action (to prevent ABC disease).

Illustration 17

Facts

E.88. Entity Q's mission is to provide cultural and educational television pro-
gramming to residents in its area. Entity Q owns a public television station
and holds a membership drive in which it solicits new members. The drive is
conducted by station employees and consists of solicitations that are shown
during long breaks between the station's regularly scheduled programs. Entity
Q's internal management memoranda state that these drives are designed to
raise contributions. Entity Q evaluates the effectiveness of the activity based
on the amount of contributions received. Entity Q shows the programs on a
similar scale, without the request for contributions. The audience is members
of the general public who watch the programs shown during the drive. Station
member benefits are given to those who contribute and consist of tokens of ap-
preciation with a nominal value.

Conclusion

E.89. The purpose, audience, and content criteria are met, and the joint costs
should be allocated. (Note that there would be few, if any, joint costs. Costs
associated with the fund-raising activities, such as costs of airtime, would be
separately identifiable from costs of the program activities, such as licensing
costs for a particular television program. Also, note that because no significant
benefits or duties are associated with membership, member dues are contribu-
tions. Therefore, the substance of the membership-development activities is, in
fact, fund raising.)
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E.90. The activity calls for specific action by the recipient (watching the tele-
vision program) that will help accomplish the entity's mission. Therefore, the
guidance in paragraph .10 should be considered. The purpose criterion is met
because (a) the program component of the activity calls for specific action by the
recipient that will help accomplish the entity's mission, and (b) the program is
also conducted using the same medium on a scale that is similar to or greater
than the scale on which it is conducted with the request for contributions (En-
tity Q shows the television programs on a similar scale, without the request for
contributions).
E.91. The audience criterion is met. The rebuttable presumption that the audi-
ence criterion is not met because the audience is selected based on its likelihood
to contribute is overcome in this illustration because the audience (members of
the general public who watch the television programs shown during the drive)
is also selected for its reasonable potential for use of the program component
(watching the television programs). Although the audience may make contri-
butions, that was an insignificant factor in its selection.
E.92. The content criterion is met because the activity calls for specific action

by the recipient (watching the television programs) that will help accomplish
the entity's mission (providing cultural and educational television program-
ming to residents in its area), and the need for and benefits of the action are
clearly evident (watching the programs is a positive cultural and educational
experience).
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.26

Appendix F

Illustrations of Allocation Methods

F.1. Some commonly used cost allocation methods follow.

Physical Units Method

F.2. Joint costs are allocated to materials and activities in proportion to the
number of units of output that can be attributed to each of the materials and
activities. Examples of units of output are lines, square inches, and physical
content measures. This method assumes that the benefits received by the fund-
raising, program, or management and general component of the materials or ac-
tivity from the joint costs incurred are directly proportional to the lines, square
inches, or other physical output measures attributed to each component of the
activity. This method may result in an unreasonable allocation of joint costs if
the units of output, for example, line counts, do not reflect the degree to which
costs are incurred for the joint activity. Use of the physical units method may
also result in an unreasonable allocation if the physical units cannot be clearly
ascribed to fund raising, program, or management and general. For example,
direct mail and telephone solicitations sometimes include content that is not
identifiable with fund raising, program, or management and general; or the
physical units of such content are inseparable.

Illustration

F.3. Assume a direct mail campaign is used to conduct programs of the entity
and to solicit contributions to support the entity and its programs. Further,
assume that the appeal meets the criteria for allocation of joint costs to more
than one function.

F.4. The letter and reply card include a total of one hundred lines. Forty-five
lines pertain to program because they include a call for action by the recipient
that will help accomplish the entity's mission, while fifty-five lines pertain to
the fund-raising appeal. Accordingly, 45 percent of the costs are allocated to
program and 55 percent to fund-raising.

Relative Direct Cost Method

F.5. Joint costs are allocated to each of the components on the basis of their
respective direct costs. Direct costs are those costs that are incurred in connec-
tion with the multipurpose materials or activity and that are specifically iden-
tifiable with a function (program, fund raising, or management and general).
This method may result in an unreasonable allocation of joint costs if the joint
costs of the materials and activity are not incurred in approximately the same
proportion and for the same reasons as the direct costs of the materials and
activity. For example, if a relatively costly booklet informing the reader about
the entity's mission (including a call for action by the recipient that will help
accomplish the entity's mission) is included with a relatively inexpensive fund-
raising letter, the allocation of joint costs based on the cost of these pieces may
be unreasonable, particularly if the booklet and letter weigh approximately the
same and therefore contribute equally to the postage costs.
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Illustration

F.6. The costs of a direct mail campaign that can be specifically identified with
program services are the costs of separate program materials and a postcard
which calls for specific action by the recipient that will help accomplish the
entity's mission. They total $20,000. The direct costs of the fund-raising com-
ponent of the direct mail campaign consist of the costs to develop and produce
the fund-raising letter. They total $80,000. Joint costs associated with the di-
rect mail campaign total $40,000 and would be allocated as follows under the
relative direct cost method:

Program $20,000/$100,000 × $40,000 = $8,000

Fund raising $80,000/$100,000 × $40,000 = $32,000

Stand-Alone Joint-Cost-Allocation Method
F.7. Joint costs are allocated to each component of the activity based on a ratio
that uses estimates of costs of items included in joint costs that would have been
incurred had the components been conducted independently. The numerator of
the ratio is the cost (of items included in joint costs) of conducting a single com-
ponent independently; the denominator is the cost (of items included in joint
costs) of conducting all components independently. This method assumes that
efforts for each component in the stand-alone situation are proportionate to
the efforts actually undertaken in the joint cost situation. This method may re-
sult in an unreasonable allocation because it ignores the effect of each function,
which is performed jointly with other functions, on other such functions. For ex-
ample, the programmatic impact of a direct mail campaign or a telemarketing
phone message may be significantly lessened when performed in conjunction
with a fund-raising appeal.

Illustration

F.8. Assume that the joint costs associated with a direct mail campaign in-
cluding both program and fund-raising components are the costs of stationery,
postage, and envelopes at a total of $100,000. The costs of stationery, postage,
and envelopes to produce and distribute each component separately would have
been $90,000 for the program component and $70,000 for the fund-raising
component. Under the stand-alone joint-cost-allocation method, the $100,000
in joint costs would be allocated as follows: $90,000/$160,000 × $100,000 =
$56,250 to program services and $70,000/$160,000 × $100,000 = $43,750 to
fund raising.
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Appendix G

Illustrations of Disclosures

G.1. The disclosures discussed in paragraphs .18 and .19 are illustrated below.
Alternative 1 reports the required and encouraged information in narrative
format. Alternative 2 reports that information in tabular format, as well as in-
formation concerning joint costs incurred for each kind of activity by functional
classification, which is neither required nor encouraged, but which is not pro-
hibited.

Alternative 1

Note X. Allocation of Joint Costs

In 19XX, the organization conducted activities that included requests for contri-
butions, as well as program and management and general components. Those
activities included direct mail campaigns, special events, and a telethon. The
costs of conducting those activities included a total of $310,000 of joint costs,
which are not specifically attributable to particular components of the activi-
ties (joint costs). [Note to reader: The following sentence is encouraged but not
required.] Joint costs for each kind of activity were $50,000, $150,000, and
$110,000 respectively. These joint costs were allocated as follows:

Fund raising $180,000
Program A 80,000
Program B 40,000
Management and general 10,000
Total $310,000

Alternative 2

Note X. Allocation of Joint Costs

In 19XX, the organization conducted activities that included appeals for contri-
butions and incurred joint costs of $310,000. These activities included direct
mail campaigns, special events, and a telethon. Joint costs were allocated as
follows:

Direct Mail
Special
Events Telethon Total

Fund raising $40,000 $50,000 $90,000 $180,000

Program A 10,000 65,000 5,000 80,000

Program B 25,000 15,000 40,000

Management
and general 10,000 10,000

Total $50,000 $150,000 $110,000 $310,000
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[Note to reader: Shading is used to highlight information that is neither re-
quired nor encouraged, but which is not prohibited. However, entities may prefer
to disclose it. Disclosing the total joint costs for each kind of activity ($50,000,
$150,000, and $110,000) is encouraged but not required.]
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Appendix H

Contrast of Guidance in This SOP With the Guidance in
SOP 87-214, **

This SOP SOP 87-2
Applies to all entities that solicit contributions,
including state and local governments.

Applied to entities that follow the AICPA
Industry Audit Guide Audits of Voluntary
Health and Welfare Organizations or SOP
78-10. (SOP 87-2 was not applicable to entities
that are within the scope of Governmental
Accounting Standards Board Statement No. 29,
The Use of Not-for-Profit Accounting and
Financial Reporting Principles by
Governmental Entities.)

Covers all costs of joint activities. (Costs that
otherwise might be considered program or
management and general costs if they had been
incurred in a different activity, except for costs
of goods or services provided in exchange
transactions that are part of joint activities,
such as costs of direct donor benefits of a special
event [for example, a meal], should be charged
to fund raising unless the criteria in the SOP
are met.)

Covers only joint costs of joint activities.

Criteria of purpose, audience, and content
should all be met in order to charge costs of the
activity to program or management and
general.

Unclear concerning whether all criteria should
be met in order to charge costs of the activity to
program or management and general.

Neither prescribes nor prohibits any allocation
methods. Includes a discussion to help users
determine whether an allocation is reasonable,
and provides some illustrations.

Neither prescribes nor prohibits any allocation
methods. No illustrations are provided.

Requires note disclosures about the types of
activities for which joint costs have been
incurred, amounts allocated during the period,
and amounts allocated to each functional
expense or expenditure category.

Requires less extensive note disclosures: total
amount allocated during the period and
amounts allocated to each functional expense
category.

14 In August 1996, the AICPA issued the Audit and Accounting Guide Not-for-Profit Organiza-
tions, which superseded SOP 87-2, Accounting for Joint Costs of Informational Materials and Activi-
ties of Not-for-Profit Organizations That Include a Fund-Raising Appeal, because the guidance in SOP
87-2 is incorporated into paragraphs 13.36 to 13.45 of the Guide. Also, Not-for-Profit Organizations su-
perseded the AICPA Industry Audit Guide Audits of Voluntary Health and Welfare Organizations and
SOP 78-10. Not-for-Profit Organizations applies to all nongovernmental not-for-profit organizations
other than those required to follow the Audit and Accounting Guide Health Care Organizations. There-
fore, incorporating the guidance in SOP 87-2 into Not-for-Profit Organizations broadened the scope
of the guidance previously included in SOP 87-2 to all not-for-profit organizations other than those
required to follow Health Care Organizations. The discussion in this SOP of SOP 87-2 refers to both
SOP 87-2 and the guidance included in paragraphs 13.36 to 13.45 of Not-for-Profit Organizations, ex-
cept that the guidance in Not-for-Profit Organizations applies to all not-for-profit organizations other
than those required to follow Health Care Organizations.

** See footnotes ‡ and || in paragraphs D.3 and D.4, respectively. [Footnote revised, June 2004,
to reflect conforming changes necessary due to the issuance of GASB Statements No. 34 and No. 35.]
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Appendix I

Effects on Other Guidance

I.1. For nongovernmental organizations, this Statement of Position (SOP)
amends the AICPA Audit and Accounting Guide Health Care Organizations
and paragraphs 13.35 to 13.44 of the AICPA Audit and Accounting Guide Not-
for-Profit Organizations. [Revised, June 2004, to reflect conforming changes
necessary due to conforming changes made to the AICPA Audit and Accounting
Guide Not-for-Profit Organizations.]
I.2. Also, this SOP amends the AICPA Audit and Accounting Guide Not-for-

Profit Organizations to clarify that costs of goods or services provided in ex-
change transactions that are part of joint activities, such as costs of direct donor
benefits of a special event (for example, a meal), should not be reported as fund-
raising. In particular, paragraphs 13.21, 13.23, and 13.24 of Not-for-Profit Or-
ganizations are amended as follows:

13.21 Some organizations conduct joint activities fn 9 that are special events,
including special social and educational events (such as symposia, dinners,
dances, and theater parties) in which the attendee receives a direct benefit (for
example, a meal or theater ticket). FASB Statement No. 117 requires the re-
porting of the gross amounts of revenues and expenses from special events and
other fund-raising activities that are ongoing major or central activities, but
permits (but does not require) reporting net amounts if the receipts and related
costs result from special events that are peripheral or incidental activities.

13.23 For example, assume that an organization has a special event that is
an ongoing and major activity with a ticket price of $100. Assume that the ac-
tivity does not meet the audience criterion in SOP 98-2, Accounting for Costs
of Activities of Not-for-Profit Organizations and State and Local Governmen-
tal Entities That Include Fund Raising, and, therefore, all costs of the activity,
other than the direct donor benefits, should be reported as fund raising. The
event includes a dinner that costs the organization $25 and that has a fair
value of $30. (Chapter 5, "Contributions Received and Agency Transactions,"
of this Guide, discusses the appropriate reporting if the meal or other items of
value are donated to the organization for resale.) In addition, the organization
incurs other direct costs of the event in connection with promoting and conduct-
ing the event, including incremental direct costs incurred in transactions with
independent third parties and the payroll and payroll-related costs for the ac-
tivities of employees who are directly associated with, and devote time to, the
event. Those other direct costs, which include (a) $5 that otherwise might be
considered management and general costs if they had been incurred in a dif-
ferent activity, and (b) fund-raising costs of $10, are unrelated to the direct
benefits to donors and, accordingly, should not be included as costs of benefits
to donors. In addition, the organization has the following transactions, which
are unrelated to the special event: unrestricted contributions of $200, program
expenses of $60, management and general expenses of $20, and fund-raising
expenses of $20.

13.24 Some ways in which the organization could display the results of the
special event as part of its statement of activities are illustrated as follows:
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Illustration 1
Changes in unrestricted net assets:

Contributions $200
Special event revenue 100
Less: Costs of direct benefits to donors (25)

Net revenues from special events 75
Contributions and net revenues
from special events

275

Other expenses:
Program 60
Management and general 20
Fund raising 35

Total other expenses 115
Increase in unrestricted net assets $160

Illustration 2
Changes in unrestricted net assets:
Revenues:

Contributions $200
Special event revenue 100

Total revenues 300
Expenses:

Program 60
Costs of direct benefits to donors 25
Management and general 20
Fund raising 35

Total expenses 140
Increase in unrestricted net assets $160

Illustration 3
Changes in unrestricted net assets:

Contributions $270
Dinner sales 30
Less: Costs of direct benefits to donors (25)
Gross profit on special events 5

Contributions and net revenues
from special events

275

Other expenses:
Program 60
Management and general 20
Fund raising 35

Total other expenses 115
Increase in unrestricted net assets $160

fn 9 See footnote 1.

[Revised, June 2004, to reflect conforming changes necessary due to conforming
changes made to the AICPA Audit and Accounting Guide Not-for-Profit Orga-
nizations.]
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I.3. For governmental entities that have applied the accounting and financial
reporting principles in SOP 78-10, Accounting Principles and Reporting Prac-
tices for Certain Nonprofit Organizations, or the AICPA Industry Audit Guide
Audits of Voluntary Health and Welfare Organizations (modified by all appli-
cable Financial Accounting Standards Board [FASB] pronouncements issued
through November 30, 1989, and by most applicable Governmental Accounting
Standards Board [GASB] pronouncements) in conformity with GASB State-
ment No. 29, The Use of Not-for-Profit Accounting and Financial Reporting
Principles by Governmental Entities, this SOP amends the principles—based
on SOP 78-10 and Audits of Voluntary Health and Welfare Organizations, as
modified—that those entities apply. For governmental entities that have ap-
plied the accounting and financial reporting principles in the 1973 AICPA In-
dustry Audit Guide Audits of Colleges and Universities, as amended by SOP
74-8, Financial Accounting and Reporting by Colleges and Universities, and
as modified by applicable FASB pronouncements issued through November
30, 1989, and all applicable GASB pronouncements in conformity with GASB
Statement No. 15, Governmental College and University Accounting and Finan-
cial Reporting Models, this SOP amends the principles—based on Audits of Col-
leges and Universities, as amended and modified—that those entities apply. For
other governmental organizations, this SOP amends the Audit and Accounting
Guide Audits of State and Local Governmental Units.††

†† See footnotes ‡ and || in paragraphs D.3 and D.4, respectively. Also, the AICPA Audit and
Accounting Guide State and Local Governments supersedes the 1994 AICPA Audit and Accounting
Guide Audits of State and Local Governmental Units and subsequent editions of that Guide with
conforming changes made by the AICPA staff. The AICPA Audit and Accounting Guide State and
Local Governments, provides guidance on the application of this SOP to state and local governments.
[Footnote added, June 2004, to reflect conforming changes necessary due to the issuance of GASB
Statements No. 34, No. 35, and the AICPA Audit and Accounting Guide Audits of State and Local
Governmental Units.]
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Glossary
Activities. Activities are efforts to accomplish specific objectives. Some activi-

ties include producing and distributing materials. For example, if an entity
undertakes a mass mailing that includes a letter and a pamphlet, produc-
ing and distributing the letter and pamphlet are part of the activity. Other
activities may include no materials, such as an annual dinner or a radio
commercial.

Compensation or fees. Reciprocal transfers of cash or other assets in ex-
change for services performed.

Contributions. Contributions are unconditional transfers of cash or other as-
sets to an entity or a settlement or cancellation of its liabilities in a vol-
untary nonreciprocal transfer by another entity acting other than as an
owner.

Costs of joint activities. Costs of joint activities are costs incurred for a joint
activity. Costs of joint activities may include joint costs and costs other
than joint costs. Costs other than joint costs are costs that are identifiable
with a particular function, such as fund raising, program, management and
general, and cost of sales. For example, some costs incurred for printing,
paper, professional fees, and salaries to produce donor cards are not joint
costs, although they may be incurred in connection with conducting joint
activities.

Fund-raising activities. Fund-raising activities are activities undertaken to
induce potential donors to contribute money, securities, services, materials,
facilities, other assets, or time. They include publicizing and conducting
fund-raising campaigns; maintaining donor mailing lists; conducting spe-
cial fund-raising events; preparing and distributing fund-raising manuals,
instructions, and other materials; and conducting other activities involved
with soliciting contributions from individuals, foundations, governments,
and others.

Help accomplish the entity's mission. Actions that help accomplish the en-
tity's mission are actions that either benefit the recipient (such as by im-
proving the recipient's physical, mental, emotional, or spiritual health and
well-being) or benefit society (by addressing societal problems).

Joint activity. A joint activity is an activity that is part of the fund-raising
function and has elements of one or more other functions, such as pro-
gram, management and general, membership development, or any other
functional category used by the entity.

Joint costs. Joint costs are the costs of conducting joint activities that are
not identifiable with a particular component of the activity. For example,
the cost of postage for a letter that includes both fund-raising and program
components is a joint cost. Joint costs may include the costs of salaries, con-
tract labor, consultants, professional fees, paper, printing, postage, event
advertising, telephones, airtime, and facility rentals.

Management and general activities. Management and general activities
are those that are not identifiable with a single program, fund-raising ac-
tivity, or membership-development activity but that are indispensable to
the conduct of those activities and to an organization's existence. They
include oversight, business management, general recordkeeping, budget-
ing, financing, soliciting revenue from exchange transactions, such as
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government contracts and related administrative activities, and all man-
agement and administration except for direct conduct of program services
or fund-raising activities. Disseminating information to inform the public
of the organization's "stewardship" of contributed funds, announcements
concerning appointments, and the annual report, among other activities,
are management and general activities, as are soliciting funds other than
contributions, including exchange transactions (whether program-related
or not).

Medium. A medium is a means of mass communication, such as direct mail,
direct response advertising, or television.

Membership-development activities. Membership-development activities
include soliciting for prospective members and membership dues, member-
ship relations, and similar activities. If there are no significant benefits or
duties connected with membership, however, the substance of membership-
development activities may, in fact, be fund-raising.

Program activities. Program activities are the activities that result in goods
or services being distributed to beneficiaries, customers, or members that
fulfill the purposes or mission for which the organization exists. Those ser-
vices are the major purpose for and the major output of the organization
and often relate to several major programs. For example, a large univer-
sity may have programs for student instruction, research, and patient care,
among others. Similarly, a health and welfare organization may have pro-
grams for health and family services, research, disaster relief, and public
education, among others.

Location
GASB Codification Reference

2015-16
Paragraph .07 Co5.801, Ho5.804
Paragraph .08 Co5.802, Ho5.805
Paragraph .09 Co5.803, Ho5.806
Paragraph .10 Co5.804, Ho5.807
Footnote 5 Co5 footnote 4, Ho5 footnote 8
Footnote 6 Co5 footnote 5, Ho5 footnote 9
Footnote 7 Co5 footnote 6, Ho5 footnote 10
Footnote 8 Co5 footnote 7, Ho5 footnote 11
Paragraph .11 Co5.805, Ho5.808
Paragraph .12 Co5.806, Ho5.809
Paragraph .13 Co5.807, Ho5.810
Paragraph .14 Co5.808, Ho5.811
Footnote 9 Co5 footnote 8, Ho5 footnote 12
Paragraph .15 Co5.809, Ho5.812
Paragraph .16 Co5.810, Ho5.813
Paragraph .17 Co5.811, Ho5.814
Paragraph .18 Co5.812, Ho5.815
Paragraph .19 Co5.813, Ho5.816
Paragraph .30 Co5.814-1–.814-12,

Ho5.817-1–.817-12
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AR-C Cross-References to SSARSs

Part I—Statements on Standards for Accounting and
Review Services and Sources of Sections in Current Text

Statements on Standards for Accounting and Review Services*

No. Date Issued Title AR-C Section
21 Oct. 2014 Statements on Standards for

Accounting and Review
Services: Clarification and
Recodification1

22 Sept. 2016 Compilation of Pro Forma
Financial Information

120

23 Oct. 2016 Omnibus Statement on
Standards for Accounting and
Review Services—20162

Sources of Sections in Current Text
AR-C

Section Contents Source
60 General Principles for Engagements

Performed in Accordance With Statements on
Standards for Accounting and Review
Services

SSARS No. 21

70 Preparation of Financial Statements SSARS No. 21
80 Compilation Engagements SSARS No. 21
90 Review of Financial Statements SSARS No. 21

120 Compilation of Pro Forma Financial
Information

SSARS No. 22

* This table lists Statements on Standards for Accounting and Review Services (SSARSs) issued
subsequent to SSARS No. 21, Statements on Standards for Accounting and Review Services: Clarifi-
cation and Recodification, which was issued in October 2014. Refer to part II, "List of Statements on
Standards for Accounting and Review Services Nos. 1–20," of this section for SSARSs issued prior to
SSARS No. 21.

1 SSARS No. 21 created various sections throughout Accounting and Review Services (Clarified).
See the following section, "Sources of Sections in Current Text," for a full list.

2 SSARS No. 23 has been integrated within sections 60.01, 60.03-.04, 60.07, 60.17, 60.26, 60.A4,
60.A12, 60.A21, 60.A26, 60.A33, 60.A38, 70.01, 70.10, 70.14, 70.19, 70.A1-.A3, 70.A9, 80.01, 80.10,
80.24-.25, 80.29-.30, 80.A1-.A4, 80.A14, 90.01, 90.05, 90.11-.12, 90.39g, 90.81-.83, 90.A1, 90.A11-.A12,
90.A20, and 90.A132-.A134.

©2017, AICPA



2096 AR-C Cross-References to SSARSs

Part II—List of Statements on Standards for Accounting
and Review Services Nos. 1–20

No. Date Issued Title
1 Dec. 1978 Compilation and Review of Financial Statements
2 Oct. 1979 Reporting on Comparative Financial Statements
3 Dec. 1981 Compilation Reports on Financial Statements

Included in Certain Prescribed Forms
4 Dec. 1981 Communications Between Predecessor and

Successor Accountants
5 July 1982 Reporting on Compiled Financial Statements
6 Sept. 1986 Reporting on Personal Financial Statements

Included in Written Personal Financial Plans
7 Nov. 1992 Omnibus Statement on Standards for Accounting

and Review Services—1992
8 Oct. 2000 Amendment to Statement on Standards for

Accounting and Review Services No. 1,
Compilation and Review of Financial Statements

9 Nov. 2002 Omnibus Statement on Standards for Accounting
and Review Services—2002

10 May 2004 Performance of Review Engagements
11 May 2004 Standards for Accounting and Review Services
12 July 2005 Omnibus Statement on Standards for Accounting

and Review Services—2005
13 July 2005 Compilation of Specified Elements, Accounts, or

Items of a Financial Statement
14 July 2005 Compilation of Pro Forma Financial Information
15 July 2007 Elimination of Certain References to Statements

on Auditing Standards and Incorporation of
Appropriate Guidance Into Statements on
Standards for Accounting and Review Services

16 Dec. 2007 Defining Professional Requirements in Statements
on Standards for Accounting and Review Services

17 Feb. 2008 Omnibus Statement on Standards for Accounting
and Review Services—2008

18 Feb. 2009 Applicability of Statements on Standards for
Accounting and Review Services

19 Dec. 2009 Compilation and Review Engagements
20 Feb. 2011 Revised Applicability of Statements on Standards

for Accounting and Review Services
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AR-C Introduction

Foreword

Clarified Statements on Standards for Accounting
and Review Services
In October 2011, the Auditing Standards Board (ASB) reached a major mile-
stone in its project to redraft all the auditing sections in the Codification of
Statements on Auditing Standards (contained in AICPA Professional Stan-
dards), with the release of Statement on Auditing Standards (SAS) Nos. 122–
124. The clarified auditing standards are designed to make the standards easier
to read, understand, and apply.
The Accounting and Review Services Committee (ARSC) concluded that by un-
dertaking a similar clarity project, it would serve the public interest and have
all professional literature for audits, reviews, and compilations drafted using
the same conventions. In addition, the resulting clarified compilation and re-
view standards would be easier to read, understand, and apply.
In May 2010, ARSC approved a project to revise all existing compilation and
review standards in the Codification of Statements on Standards for Account-
ing and Review Services (AR sections of AICPA Professional Standards) sub-
stantially using the drafting conventions adopted by the ASB in clarifying the
auditing literature.
ARSC determined, however, that there would be certain differences between its
clarity drafting conventions and those adopted by the ASB. Specifically, ARSC
determined to not include specific application guidance with respect to gov-
ernmental entities and smaller, less complex entities. Accordingly, the clarified
SSARSs have been drafted in accordance with ARSC's clarity drafting conven-
tions, which include the following:

• Establish objectives for each clarified AR-C section

• Include a Definitions section, where relevant, in each clarified
AR-C section

• Separate requirements from application and other explanatory
material

• Number application and other explanatory material paragraphs
using an A- prefix and present them in a separate section that
follows the Requirements section

• Use formatting techniques, such as bullet lists, to enhance read-
ability

Convergence

Whereas the ASB used, where applicable, the corresponding International
Standards on Auditing (ISA) as a base when drafting each clarified auditing
standard, ARSC has used AU-C section 930, Interim Financial Information, as
a base for the clarified review literature. AU-C section 930 was clarified us-
ing the corresponding international standard for reviews of interim financial
statements as a base (International Standard on Review Engagements [ISRE]
2410, Review of Interim Financial Information Performed by the Independent
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Auditor of the Entity), and there are no substantive differences between AU-C
section 930 and ISRE 2410. ARSC determined that it was more appropriate
to converge with the corresponding limited assurance engagement guidance in
the American auditing literature than with ISRE 2400 (Revised), Engagements
to Review Historical Financial Statements.

Although ARSC has considered International Standard on Related Services
(ISRS) 4410, Engagements to Compile Financial Statements, and has adopted
certain of the requirements, section 80, Compilation Engagements, has not been
fully harmonized with ISRS 4410 because some of the underlying premises
(for example, the requirement to determine independence) are different in the
United States of America.

SSARS No. 21
Statement on Standards for Accounting and Review Services (SSARS) No. 21
supersedes all outstanding SSARSs through No. 20, except SSARS No. 14, Com-
pilation of Pro Forma Financial Information, as amended (AR sec. 120). SSARS
No. 14 was superseded by SSARS No. 22, Compilation of Pro Forma Financial
Information (AR-C sec. 120).

All compilation and review interpretations of the SSARS have been considered
in the development of the clarified SSARS and either been incorporated accord-
ingly or will be considered for inclusion in the 2015 edition of the AICPA Guide
Review, Compilation, and Financial Statement Preparation Engagements.

SSARS No. 21 is a standalone standard and does not represent the Codification
of Statements on Standards for Accounting and Review Services.

Effective Date
Section 60 is effective for engagements performed in accordance with SSARSs
for periods ending on or after December 15, 2015.
Section 70 is effective for engagements to prepare financial statements for pe-
riods ending on or after December 15, 2015, unless otherwise indicated.
Section 80 is effective for compilations of financial statements for periods end-
ing on or after December 15, 2015, unless otherwise indicated.
Section 90 is effective for reviews of financial statements for periods ending on
or after December 15, 2015.
Section 120 is effective for compilation reports on pro forma financial informa-
tion dated on or after May 1, 2017.
Early implementation is permitted for all sections.
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AR-C Glossary

Glossary of Terms

Analytical procedures. Evaluations of financial information through analy-
sis of plausible relationships among both financial and nonfinancial data.
Analytical procedures also encompass such investigation, as is necessary,
of identified fluctuations or relationships that are inconsistent with other
relevant information or that differ from expected values by a significant
amount.

Applicable financial reporting framework. The financial reporting frame-
work adopted by management and, when appropriate, those charged with
governance, in the preparation and fair presentation of the financial state-
ments that is acceptable in view of the nature of the entity and the objective
of the financial statements or that is required by law or regulation.

Basic financial statements. Financial statements excluding supplementary
information and required supplementary information.

Comparative financial statements. A complete set of financial statements
for one or more prior periods included for comparison with the financial
statements of the current period.

Designated accounting standard-setter. A body designated by the Council
of the AICPA to promulgate accounting principles generally accepted in the
United States of America pursuant to the "Compliance With Standards
Rule" (ET sec. 1.310.001) and the "Accounting Principles Rule" (ET sec.
1.320.001) of the AICPA Code of Professional Conduct.

Emphasis-of-matter paragraph. A paragraph included in the accountant's
compilation or review report that is required by Statements on Standards
for Accounting and Review Services (SSARSs), or is included at the ac-
countant's discretion, and that refers to a matter appropriately presented
or disclosed in the financial statements that, in the accountant's profes-
sional judgment, is of such importance that it is fundamental to the users'
understanding of the financial statements.

Engagement partner.1 The partner or other person in the firm who is re-
sponsible for the engagement and its performance and for the report that
is issued on behalf of the firm and who, when required, has the appropriate
authority from a professional, legal, or regulatory body.

Engagement team. All partners and staff performing the engagement and
any individuals engaged by the firm or a network firm who perform proce-
dures on the engagement.

Error. Mistakes in the financial statements, including arithmetical or clerical
mistakes, and mistakes in the application of accounting principles, includ-
ing inadequate disclosures.

1 This term is also defined in paragraph .13 of QC section 10, A Firm's System of Quality Con-
trol, for purposes of the Statements on Quality Control Standards. Refer to QC section 10 for specific
language.
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Experienced accountant. An individual (whether internal or external to the
firm) who has practical review experience and a reasonable understanding
of

a. review processes;

b. SSARSs and applicable legal and regulatory requirements;

c. the business environment in which the entity operates; and

d. review and financial reporting issues relevant to the entity's
industry.

Financial reporting framework. A set of criteria used to determine mea-
surement, recognition, presentation, and disclosure of all material items
appearing in the financial statements (for example, accounting principles
generally accepted in the United States of America [U.S. GAAP], Interna-
tional Financial Reporting Standards promulgated by the International
Accounting Standards Board, or a special purpose framework).

Financial statements. A structured representation of historical financial in-
formation, including related notes, intended to communicate an entity's
economic resources and obligations at a point in time or the changes
therein for a period of time in accordance with a financial reporting frame-
work. The related notes ordinarily comprise a summary of significant ac-
counting policies and other explanatory information. The term financial
statements ordinarily refers to a complete set of financial statements as de-
termined by the requirements of the applicable financial reporting frame-
work but can also refer to a single financial statement.

Firm. A form of organization permitted by law or regulation whose characteris-
tics conform to resolutions of the Council of the AICPA and that is engaged
in the practice of public accounting.

Fraud. An intentional act that results in a misstatement in financial state-
ments.

Generally accepted accounting principles (GAAP). References to gener-
ally accepted accounting principles in SSARSs means generally accepted
accounting principles promulgated by bodies designated by the Council of
the AICPA pursuant to the "Compliance With Standards Rule" (ET sec.
1.310.001) and the "Accounting Principles Rule" (ET sec. 1.320.001) of the
AICPA Code of Professional Conduct.

Historical financial information. Information expressed in financial terms
regarding a particular entity, derived primarily from that entity's account-
ing system, about economic events occurring in past time periods or about
economic conditions or circumstances at points in time in the past.

Interpretive publications. Interpretations of SSARSs; exhibits to SSARSs;
AICPA Guide Preparation, Compilation, and Review Engagements, guid-
ance on preparation, compilation, and review engagements included in
AICPA Audit and Accounting Guides; and AICPA Statements of Position,
to the extent that those statements are applicable to such engagements.

Management. The person(s) with executive responsibility for the conduct of
the entity's operations. For some entities, management includes some or
all of those charged with governance (for example, executive members of a
governance board or an owner-manager).
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Misstatement. A difference between the amount, classification, presentation,
or disclosure of a reported financial statement item and the amount, clas-
sification, presentation, or disclosure that is required for the item to be
presented fairly in accordance with the applicable financial reporting
framework. Misstatements can arise from fraud or error.
Misstatements also include those adjustments of amounts, classifications,
presentations, or disclosures that, in the accountant's professional judg-
ment, are necessary for the financial statements to be presented fairly, in
all material respects.

Noncompliance. Acts of omission or commission by the entity, either inten-
tional or unintentional, which are contrary to the prevailing laws or reg-
ulations. Such acts include transactions entered into, by, or in the name
of, the entity or on its behalf by those charged with governance, manage-
ment, or employees. Noncompliance does not include personal misconduct
(unrelated to the business activities of the entity) by those charged with
governance, management, or employees of the entity.

Other-matter paragraph. A paragraph included in the accountant's compi-
lation or review report that is required by SSARSs, or is included at the
accountant's discretion, and that refers to a matter other than those pre-
sented or disclosed in the financial statements that, in the accountant's pro-
fessional judgment, is relevant to users' understanding of the compilation
or review, the accountant's responsibilities, or the accountant's compilation
or review report.

Other preparation, compilation and review publications. Publications
other than interpretive publications.

Professional judgment. The application of relevant training, knowledge, and
experience, within the context provided by SSARSs, accounting, and ethical
standards, in making informed decisions about the courses of action that
are appropriate in the circumstances of the preparation, compilation, or
review engagement.

Pro forma financial information. A presentation that shows what the sig-
nificant effects on historical financial information might have been had
a consummated or proposed transaction (or event) occurred at an earlier
date.

Prospective financial information Any financial information about the fu-
ture. The information may be presented as complete financial statements
or limited to one or more elements, items, or accounts.

Report release date. The date the accountant grants the entity permission to
use the accountant's review report in connection with the financial state-
ments.

Required supplementary information. Information that a designated ac-
counting standards-setter requires to accompany an entity's basic financial
statements. Required supplementary information is not part of the basic
financial statements; however, a designated accounting standards-setter
considers the information to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, eco-
nomic, or historical context. In addition, authoritative guidelines for the
methods of measurement and presentation of the information have been
established.
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Review documentation. The record of review procedures performed, relevant
review evidence obtained, and conclusions the accountant reached (terms
such as working papers or workpapers are also sometimes used).

Review evidence. Information used by the accountant to provide a reasonable
basis for obtaining limited assurance.

Special purpose framework. A financial reporting framework other than
GAAP that is one of the following bases of accounting:

a. Cash basis. A basis of accounting that the entity uses to record
cash receipts and disbursements and modifications of the cash
basis having substantial support (for example, recording depreci-
ation on fixed assets).

b. Tax basis. A basis of accounting that the entity uses to file its tax
return for the period covered by the financial statements.

c. Regulatory basis. A basis of accounting that the entity uses to
comply with the requirements or financial reporting provisions
of a regulatory agency to whose jurisdiction the entity is subject
(for example, a basis of accounting that insurance companies use
pursuant to the accounting practices prescribed or permitted by
a state insurance commission).

d. Contractual basis. A basis of accounting that the entity uses to
comply with an agreement between the entity and one or more
third parties other than the accountant.

e. Other basis. A basis of accounting that uses a definite set of log-
ical, reasonable criteria that is applied to all material items ap-
pearing in financial statements.

The cash-basis, tax-basis, regulatory-basis, and other-basis of account-
ing are commonly referred to as other comprehensive bases of accounting
(OCBOA).

Specified parties. The intended users of the accountant's compilation or re-
view report.

Subsequent events. Events occurring between the date of the financial state-
ments and the date of the accountant's compilation or review report.

Subsequently discovered facts. Facts that become known to the accountant
after the date of the accountant's review report that, had they been known
to the accountant at that date, may have caused the accountant to revise
the accountant's compilation or review report.

Supplementary information. Information presented outside the basic finan-
cial statements, excluding required supplementary information, that is not
considered necessary for the financial statements to be fairly presented in
accordance with the applicable financial reporting framework. Such infor-
mation may be presented in a document containing the reviewed financial
statements or separate from the reviewed financial statements.

Those charged with governance. The person(s) or organization(s) (for ex-
ample, a corporate trustee) with responsibility for overseeing the strategic
direction of an entity and the obligations related to the accountability of
the entity. This includes overseeing the financial reporting process. Those
charged with governance may include management personnel (for exam-
ple, executive members of a governance board or an owner-manager).

Updated report. A report issued by a continuing accountant that takes into
consideration information that the accountant becomes aware of during
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the accountant's current engagement and that re-expresses the accoun-
tant's previous conclusions or, depending on the circumstances, expresses
different conclusions on the financial statements of a prior period reviewed
by the accountant as of the date of the accountant's current report.

Written representation. A written statement by management provided to
the accountant to confirm certain matters or to support other review ev-
idence. Written representations in this context do not include financial
statements, the assertions therein, or supporting books and records.
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AR-C Section

STATEMENTS ON STANDARDS FOR
ACCOUNTING AND REVIEW SERVICES
(CLARIFIED)

The following is a Codification of Statements on Standards for Account-
ing and Review Standards (SSARSs) resulting from the Accounting and
Review Services Committee's (ARSC's) project to clarify and revise the
standards for reviews, compilations, and engagements to prepare finan-
cial statements. SSARSs are issued by the ARSC, the senior committee
of the AICPA designated to issue pronouncements in connection with
the unaudited financial statements or other unaudited financial infor-
mation of a nonpublic entity. Council has designated ARSC as a body to
establish technical standards under the "Compliance With Standards
Rule" (ET sec. 1.310.001) of the AICPA Code of Professional Conduct.
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AR-C Section 60

General Principles for Engagements
Performed in Accordance With Statements
on Standards for Accounting and Review
Services
Source: SSARS No. 21; SSARS No. 23.

Effective for engagements performed in accordance with SSARSs for
periods ending on or after December 15, 2015, unless otherwise indi-
cated.

Introduction

Scope of This Section
.01 This section provides general principles for engagements performed in

accordance with Statements on Standards for Accounting and Review Services
(SSARSs) issued by the Accounting and Review Services Committee (ARSC)
and codified into AR-C sections. This section also sets forth the meaning of cer-
tain terms used in SSARSs when describing the professional requirements im-
posed on accountants performing an engagement in accordance with SSARSs.
[As amended, effective October 2016, by SSARS No. 23.]

.02 This section is intended to help accountants better understand their
professional responsibilities when performing an engagement in accordance
with SSARSs. Additional sections have been established to set forth specific per-
formance and reporting requirements. Such additional requirements are based
on the general principles provided by this section, and any requirements cre-
ated by this section also have been incorporated into the additional sections.

.03 SSARSs do not address the responsibilities of the accountant that may
exist in legislation, regulation, or otherwise. Such responsibilities may differ
from those established in SSARSs. Accordingly, although the accountant may
find aspects of SSARSs helpful in such circumstances, it is the responsibility
of the accountant to ensure compliance with all relevant legal, regulatory, or
professional obligations. [As amended, effective October 2016, by SSARS No.
23.]

.04 The financial statements subject to the engagement performed in ac-
cordance with SSARSs are those of the entity. SSARSs do not impose respon-
sibilities on management and do not override laws and regulations that gov-
ern their responsibilities. (Ref: par. .A4–.A11) [Paragraph renumbered and
amended, effective October 2016, by SSARS No. 23.]

Effective Date
.05 This section is effective for engagements performed in accordance with

SSARSs for periods ending on or after December 15, 2015. Early implementa-
tion is permitted. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]
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Objective
.06 The objective of the accountant is to obtain an understanding of the

general principles for engagements performed in accordance with SSARSs.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Definitions
.07 For purposes of SSARSs, the following terms have the meanings at-

tributed as follows:

Engagement partner.1 The partner or other person in the firm who is
responsible for the engagement and its performance and for the report
that is issued on behalf of the firm and who, when required, has the
appropriate authority from a professional, legal, or regulatory body.

Engagement team. All partners and staff performing the engagement
and any individuals engaged by the firm or a network firm who per-
form procedures on the engagement.

Financial statements. A structured representation of historical finan-
cial information, including related notes, intended to communicate an
entity's economic resources and obligations at a point in time or the
changes therein for a period of time in accordance with a financial re-
porting framework. The related notes ordinarily comprise a summary
of significant accounting policies and other explanatory information.
The term financial statements ordinarily refers to a complete set of
financial statements as determined by the requirements of the appli-
cable financial reporting framework but can also refer to a single fi-
nancial statement.

Firm. A form of organization permitted by law or regulation whose char-
acteristics conform to resolutions of the Council of the AICPA and that
is engaged in the practice of public accounting.

Interpretive publications. Interpretations of SSARSs; exhibits to
SSARSs; AICPA Guide Preparation, Compilation, and Review Engage-
ments,[2] guidance on preparation, compilation, and review engage-
ments included in AICPA Audit and Accounting Guides; and AICPA
Statements of Position, to the extent that those statements are appli-
cable to such engagements.

Other preparation, compilation and review publications. Publica-
tions other than interpretive publications. (Ref: par. .A12)

Professional judgment. The application of relevant training, knowledge,
and experience, within the context provided by SSARSs, accounting,
and ethical standards, in making informed decisions about the courses
of action that are appropriate in the circumstances of the preparation,
compilation, or review engagement.

Prospective financial information Any financial information about the
future. The information may be presented as complete financial state-
ments or limited to one or more elements, items, or accounts.

1 This term is also defined in paragraph .13 of QC section 10, A Firm's System of Quality Con-
trol, for purposes of the Statements on Quality Control Standards. Refer to QC section 10 for specific
language.

[2] [Footnote deleted by the issuance of SSARS No. 23, October 2016.]
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[Paragraph renumbered and amended, effective October 2016, by SSARS
No. 23.]

Requirements

Ethical Requirements
.08 The accountant should comply with relevant ethical requirements.

(Ref: par. .A13–.A16)

Professional Judgment
.09 The accountant should exercise professional judgment in the perfor-

mance of an engagement in accordance with SSARSs. (Ref: par. .A17–.A21)

Conduct of the Engagement in Accordance With SSARSs
.10 The accountant must perform a review, compilation, or an engagement

to prepare financial statements in accordance with SSARSs, except for certain
reviews of interim financial information as discussed in section 90, Review of
Financial Statements.3

Complying With AR-C Sections Relevant to the Engagement
.11 The accountant should comply with all AR-C sections relevant to the

engagement. An AR-C section is relevant to the engagement when the AR-C
section is in effect, and the circumstances addressed by the AR-C section exist.
(Ref: par. .A22–.A27)

.12 The accountant should have an understanding of the entire text of an
AR-C section, including its application and other explanatory material, to un-
derstand its objectives and apply its requirements properly. (Ref: par. .A28–
.A32)

.13 An accountant should not represent compliance with SSARSs in the
accountant's compilation or review report unless the accountant has complied
with the requirements of this section and all other AR-C sections relevant to
the engagement.

Complying With Relevant Requirements
.14 Subject to paragraph .16, the accountant should comply with each re-

quirement of the relevant AR-C section unless, in the circumstances of the en-
gagement, the requirement is not relevant because it is conditional, and the
condition does not exist. (Ref: par. .A33)

Defining Professional Responsibilities in SSARSs
.15 SSARSs use the following two categories of professional requirements,

identified by specific terms, to describe the degree of responsibility they impose
on accountants:

• Unconditional requirements. The accountant must comply with an
unconditional requirement in all cases in which such requirement
is relevant. SSARSs use the word "must" to indicate an uncondi-
tional requirement.

3 Paragraph .02 of section 90, Review of Financial Statements.
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• Presumptively mandatory requirements. The accountant must
comply with a presumptively mandatory requirement in all cases
in which such a requirement is relevant, except in rare circum-
stances discussed in paragraph .16. SSARSs use the word "should"
to indicate a presumptively mandatory requirement. (Ref: par.
.A34)

.16 In rare circumstances, the accountant may judge it necessary to de-
part from a relevant presumptively mandatory requirement. In such circum-
stances, the accountant should perform alternative procedures to achieve the
intent of the requirement. The need for an accountant to depart from a rel-
evant, presumptively mandatory requirement is expected to arise only when
the requirement is for a specific procedure to be performed and, in the spe-
cific circumstances of the engagement, that procedure would be ineffective in
achieving the intent of the requirement.

.17 If, in rare circumstances, the accountant judges it necessary to depart
from a relevant presumptively mandatory requirement, the accountant must
document the justification for the departure and how the alternative proce-
dures performed in the circumstances were sufficient to achieve the intent of
that requirement. [Paragraph added, effective October 2016, by SSARS No. 23.]

Interpretive Publications
.18 The accountant should consider applicable interpretive publications in

the performance of an engagement in accordance with SSARSs. (Ref: par. .A35)
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Other Preparation, Compilation and Review Publications
.19 In applying the guidance included in an other preparation, compilation

and review publication, the accountant should, exercising professional judg-
ment, assess the relevance and appropriateness of such guidance to the cir-
cumstances of the engagement. (Ref: par. .A36–.A38) [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

Engagement Level Quality Control
.20 In an engagement performed in accordance with SSARSs, the engage-

ment partner should possess the competence and capabilities to perform the
engagement and competence in financial reporting, appropriate to the engage-
ment circumstances. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

.21 In an engagement performed in accordance with SSARSs, the engage-
ment partner should take responsibility for the following: (Ref: par. .A39–.A42)

a. The overall quality of each engagement to which that partner is
assigned

b. The direction, supervision, planning and performance of the en-
gagement in compliance with professional standards and appli-
cable legal and regulatory requirements (Ref: par. .A43)

c. The accountant's report being appropriate in the circumstances
d. The engagement being performed in accordance with the firm's

quality control policies and procedures, including the following:
i. Being satisfied that appropriate procedures regarding the

acceptance and continuance of client relationships and
engagements have been followed, and that conclusions
reached are appropriate, including considering whether
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there is information that would lead the engagement part-
ner to conclude that management lacks integrity (Ref: par.
.A44–.A45)

ii. Being satisfied that the engagement team collectively has
the appropriate competence and capabilities to perform
the engagement and expertise in financial reporting to

(1) perform the engagement in accordance with pro-
fessional standards and applicable legal and reg-
ulatory requirements and

(2) enable a report that is appropriate in the circum-
stances to be issued, if applicable

iii. Taking responsibility for appropriate engagement docu-
mentation being maintained.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Relevant Considerations After Engagement Acceptance
.22 If the engagement partner obtains information that would have caused

the firm to decline the engagement had that information been available earlier,
the engagement partner should communicate that information promptly to the
firm, so that the firm and the engagement partner can take the necessary ac-
tion. [Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Compliance With Relevant Ethical Requirements
.23 Throughout the engagement, the engagement partner should remain

alert, through observation and making inquiries as necessary, for evidence of
noncompliance with relevant ethical requirements by members of the engage-
ment team. If matters come to the engagement partner's attention through the
firm's system of quality control or otherwise that indicate that members of the
engagement team have not complied with relevant ethical requirements, the
engagement partner, in consultation with others in the firm, should determine
the appropriate action. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

Monitoring
.24 An effective system of quality control for a firm includes a monitoring

process designed to provide the firm with reasonable assurance that the firm's
policies and procedures relating to the system of quality control are relevant,
adequate, and operating effectively. The engagement partner should consider
the results of the firm's monitoring process as evidenced in the latest informa-
tion circulated by the firm and, if applicable, other network firms and whether
deficiencies noted in that information may affect the engagement. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Acceptance and Continuance of Client Relationships
and Engagements

.25 The accountant should not accept an engagement to be performed in
accordance with SSARSs if (Ref: par. .A46)

a. the accountant has reason to believe that relevant ethical require-
ments will not be satisfied; (Ref: par. .A47)

b. the accountant's preliminary understanding of the engagement
circumstances indicates that information needed to perform the
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engagement is likely to be unavailable or unreliable; or (Ref: par.
.A48)

c. the accountant has cause to doubt management's integrity such
that it is likely to affect the performance of the engagement.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.26 As a precondition for accepting an engagement to be performed in ac-

cordance with SSARSs, the accountant should

a. determine whether preliminary knowledge of the engagement cir-
cumstances indicate that ethical requirements regarding profes-
sional competence will be satisfied.

b. determine whether the financial reporting framework selected
by management to be applied in the preparation of the financial
statements is acceptable. (Ref: par. .A49)

c. obtain the agreement of management that it acknowledges and
understands its responsibility (Ref: par. .A50)

i. for the selection of the financial reporting framework to be
applied in the preparation of financial statements.

ii. for the design, implementation, and maintenance of inter-
nal control relevant to the preparation and fair presenta-
tion of the financial statements that are free from material
misstatement, whether due to fraud or error, unless the ac-
countant decides to accept responsibility for such internal
control.

iii. for preventing and detecting fraud.
iv. for ensuring that the entity complies with laws and regu-

lations applicable to its activities.
v. for the accuracy and completeness of the records, doc-

uments, explanations, and other information, including
significant judgments provided by management for the
preparation of financial statements.

vi. to provide the accountant with (Ref: par. .A51)
(1) access to all information of which management is

aware that is relevant to the preparation and fair
presentation of the financial statements, such as
records, documentation, and other matters.

(2) additional information that the accountant may
request from management for the purpose of the
engagement.

(3) unrestricted access to persons within the entity of
whom the accountant determines it necessary to
make inquiries.

[Paragraph renumbered and amended, effective October 2016, by SSARS
No. 23.]

Application and Other Explanatory Material

Financial Statements
[.A1–.A3] [Paragraphs deleted by the issuance of SSARS No. 23, October

2016.]
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Scope of This Section (Ref: par. .01 and .04)
.A4 If the accountant is engaged to perform a professional service in accor-

dance with SSARSs on financial information other than financial statements
(for example, the preparation or compilation of prospective financial informa-
tion or the compilation of pro forma financial information), references in this
section to financial statements are to be taken as references to such other fi-
nancial information. [Paragraph added, effective October 2016, by SSARS No.
23.]

.A5 The preparation and fair presentation of the financial statements re-
quire

• the identification of the applicable financial reporting framework,
in the context of any relevant laws or regulations.

• the preparation and fair presentation of the financial statements
in accordance with that framework.

• the inclusion of an adequate description of that framework in the
financial statements.

The preparation and fair presentation of the financial statements require man-
agement to exercise judgment when making accounting estimates that are rea-
sonable in the circumstances as well as when selecting and applying appropri-
ate accounting policies. These judgments are made in the context of the appli-
cable financial reporting framework. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A6 The financial statements may be prepared in accordance with one of
the following:

• A general purpose framework (a financial reporting framework
designed to meet the common financial information needs of a
wide range of users)

• A special purpose framework

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.A7 The applicable financial reporting framework often encompasses fi-

nancial accounting standards promulgated by an authorized or recognized
standards-setting organization or legislative or regulatory requirements. In
some cases, the financial reporting framework may encompass both financial
accounting standards promulgated by an authorized or recognized standards-
setting organization and legislative or regulatory requirements. Other sources
may provide direction on the application of the applicable financial reporting
framework. In some cases, the applicable financial reporting framework may
encompass such other sources or may even consist only of such sources. Such
other sources may include the following:

• The legal and ethical environment, including statutes, regula-
tions, court decisions, and professional ethical obligations regard-
ing accounting matters

• Published accounting interpretations of varying authority issued
by standards-setting, professional, or regulatory organizations

• Published views of varying authority on emerging accounting is-
sues issued by standards-setting, professional, or regulatory orga-
nizations

• General and industry practices widely recognized and prevalent

• Accounting literature
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When conflicts exist between the financial reporting framework and the sources
from which direction on its application may be obtained or among the sources
that encompass the financial reporting framework, the source with the highest
authority prevails. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

.A8 The requirements of the applicable financial reporting framework de-
termine the form and content of the financial statements. Although the frame-
work may not specify how to account for or disclose all transactions or events,
it ordinarily embodies sufficiently broad principles that can serve as a basis for
developing and applying accounting policies that are consistent with the con-
cepts underlying the requirements of the framework. [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

.A9 The financial accounting standards promulgated by organizations
that are authorized or recognized to promulgate standards to be used by en-
tities for preparing financial statements in accordance with a general purpose
framework include the FASB Accounting Standards Codification®; Interna-
tional Financial Reporting Standards, issued by the International Accounting
Standards Board; Statements of Federal Financial Accounting Standards, is-
sued by the Federal Accounting Standards Advisory Board for U.S. federal gov-
ernment entities; and Statements of the Governmental Accounting Standards
Board, issued by the Governmental Accounting Standards Board for U.S. state
and local governmental entities. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A10 The requirements of the applicable financial reporting framework
also determine what constitutes a complete set of financial statements. In the
case of many frameworks, financial statements are intended to provide infor-
mation about the financial position, financial performance, and cash flows of an
entity. For example, a complete set of financial statements might include a bal-
ance sheet, an income statement, a statement of changes in equity, a cash flow
statement, and related notes. For some other financial reporting frameworks,
a single financial statement and the related notes might constitute a complete
set of financial statements. Examples of a single financial statement, each of
which would include related notes, include the following:

• Balance sheet

• Statement of income or statement of operations

• Statement of retained earnings

• Statement of cash flows

• Statement of assets and liabilities

• Statement of changes in owners' equity

• Statement of revenue and expenses

• Statement of operations by product lines

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A11 An accountant may be engaged to prepare or perform a compilation
or review engagement on a complete set of financial statements or an individ-
ual financial statement (for example, balance sheet only). The financial state-
ments may be for an annual period or for a shorter or longer period, depending
on management's needs. However, it is likely not appropriate for the entity to
present financial statements for a period longer or shorter than an annual pe-
riod in a comparative presentation with financial statements for an annual pe-
riod. [Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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Definitions (Ref: par. .07)
.A12 Other preparation, compilation, and review publications include

• AICPA preparation, compilation, and review publications not de-
fined as interpretive publications;

• AICPA's annual alert addressing engagements performed in ac-
cordance with SSARSs;

• articles addressing preparation, compilation, and review engage-
ments in the Journal of Accountancy and other professional jour-
nals;

• continuing professional education programs and other instruction
materials,

• textbooks, guide books, programs for preparation, compilation,
and review engagements

• checklists; and

• other publications addressing preparation, compilation, and re-
view engagements from state CPA societies, other organizations,
and individuals.

[Paragraph added, effective October 2016, by SSARS No. 23.]

Ethical Requirements (Ref: par. .08)
.A13 The accountant is subject to relevant ethical requirements relating

to engagements performed in accordance with SSARSs. Ethical requirements
consist of those contained in the AICPA Code of Professional Conduct, together
with rules of state boards of accountancy and applicable regulatory agencies
that are more restrictive. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

.A14 The AICPA Code of Professional Conduct establishes the fundamen-
tal principles of professional ethics, which include the following:

• Responsibilities

• The public interest

• Integrity

• Objectivity and independence

• Due care

• Scope and nature of services

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A15 Due care requires the accountant to discharge professional responsi-
bilities with competence and have the appropriate capabilities to perform the
engagement and enable an appropriate accountant's report to be issued, if ap-
plicable. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A16 QC section 10, A Firm's System of Quality Control, sets out the firm's
responsibilities to establish and maintain its system of quality control for en-
gagements performed in accordance with SSARSs and establish policies and
procedures designed to provide it with reasonable assurance that the firm
and its personnel comply with relevant ethical requirements, including those
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pertaining to independence.4 [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

Professional Judgment (Ref: par. .09)
.A17 Professional judgment is essential to the proper conduct of an en-

gagement in accordance with SSARSs because interpretation of relevant ethi-
cal requirements and SSARSs and the informed decisions required throughout
the engagement cannot be made without the application of relevant knowledge
and experience to the facts and circumstances. [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]

.A18 The distinguishing feature of the professional judgment expected of
the accountant is that it is exercised by an accountant whose training, knowl-
edge, and experience have assisted in developing the necessary competencies
to achieve reasonable judgments and make informed decisions about appro-
priate courses of action when undertaking an engagement in accordance with
SSARSs. Consultation on difficult or contentious matters during the course
of the engagement, both within the engagement team and between the en-
gagement team and others at the appropriate level within or outside the firm,
assists the accountant in making informed and reasonable judgments. [Para-
graph renumbered by the issuance of SSARS No. 23, October 2016.]

.A19 The exercise of professional judgment in individual engagements
is based on the facts and circumstances that are known by the accountant
throughout the engagement, including

• knowledge acquired from engagements carried out for the entity's
financial statements in prior periods, where applicable.

• the accountant's understanding of the entity and its environment,
including its accounting system, and the application of the appli-
cable financial reporting framework in the entity's industry.

• the extent to which the preparation and presentation of the finan-
cial statements requires the exercise of judgment by management
or the accountant, if applicable.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A20 Professional judgment can be evaluated based on whether the judg-
ment reached reflects a competent application of SSARSs and accounting prin-
ciples and is appropriate in light of, and consistent with, the facts and circum-
stances that were known to the accountant up to the date of the issuance of
financial statements prepared by the accountant or the date of the accountant's
compilation or review report. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

.A21 Professional judgment needs to be exercised throughout the engage-
ment performed in accordance with SSARSs. It also needs to be appropriately
documented in accordance with the requirements of the applicable AR-C sec-
tion. Professional judgment is not to be used as the justification for decisions
that are not otherwise supported by the facts and circumstances of the engage-
ment or, in a review engagement, the evidence obtained. [Paragraph renum-
bered and amended, effective October 2016, by SSARS No. 23.]

4 Paragraphs .21–.25 of QC section 10.
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Conduct of an Engagement in Accordance With SSARSs

Complying With AR-C Sections Relevant to the Engagement
(Ref: par. .11–.12)

.A22 ARSC is designated to promulgate standards under the "General
Standards Rule" (ET sec. 1.300.001) and the "Compliance With Standards Rule"
(ET sec. 1.310.001) of the AICPA Code of Professional Conduct5 with respect to
unaudited financial statements or other unaudited financial information of an
entity that is not required to file financial statements with a regulatory agency
in connection with the sale or trading of its securities in a public market. ARSC
develops and issues standards in the form of SSARSs through a process that in-
cludes deliberation in meetings open to the public, public exposure of proposed
SSARSs, and a formal vote. SSARSs are codified in AR-C sections in AICPA
Professional Standards. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A23 SSARSs provide the standards used for fulfilling the overall objec-
tives of the accountant's work. SSARSs address the general responsibilities of
the accountant as well as the accountant's further considerations relevant to
the application of those responsibilities to specific topics. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

.A24 The scope, effective date, and any specific limitation of the applicabil-
ity of a specific AR-C section are made clear in the AR-C section. Unless other-
wise stated in the AR-C section, the accountant is permitted to apply an AR-C
section before the effective date specified therein. [Paragraph renumbered by
the issuance of SSARS No. 23, October 2016.]

.A25 In certain engagements, the accountant also may be required to com-
ply with other requirements in addition to SSARSs. SSARSs do not override
law or regulation that governs a review, compilation, or an engagement to pre-
pare financial statements. In the event that such law or regulation differs from
SSARSs, an engagement conducted only in accordance with law or regulation
will not necessarily comply with SSARSs. [Paragraph renumbered by the is-
suance of SSARS No. 23, October 2016.]

.A26 The accountant may also conduct the compilation or review of finan-
cial statements in accordance with both SSARSs and

• International Standard on Related Services 4410 (Revised), Com-
pilation Engagements,

• International Standard on Review Engagements 2400 (Revised),
Engagements to Review Historical Financial Statements, or

• compilation or review standards of a specific jurisdiction or coun-
try.

In such cases, in addition to complying with each of the AR-C sections relevant
to the engagement, it may be necessary for the accountant to perform additional
compilation or review procedures in order to comply with the other compilation
or review standards. [Paragraph renumbered and amended, effective October
2016, by SSARS No. 23.]

5 AICPA's Professional Ethics Executive Committee has restructured the Code of Professional
Conduct. References in this standard are to the revised code, which is effective December 15, 2014. It
is available at http://pub.aicpa.org/codeofconduct.
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.A27 SSARSs are relevant to engagements to prepare financial statements
and compilations and reviews of financial statements of governmental entities.
The accountant's responsibilities, however, may be affected by law, regulation,
or other authority (such as government policy requirements or resolutions of
the legislature), which may encompass a broader scope than an engagement in
accordance with SSARSs. These additional responsibilities are not dealt with
in SSARSs. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A28 In addition to objectives and requirements, an AR-C section contains
related guidance in the form of application and other explanatory material.
It may also contain introductory material that provides context relevant to a
proper understanding of the AR-C section and definitions. The entire text of an
AR-C section, therefore, is relevant to an understanding of the objectives stated
in an AR-C section and the proper application of the requirements of an AR-
C section. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A29 When necessary, the application and other explanatory material pro-
vides further explanation of the requirements of an AR-C section and guidance
for carrying them out. In particular, it may

• explain more precisely what a requirement means or is intended
to cover.

• include examples of procedures that may be appropriate in the
circumstances.

Although such guidance does not, in itself, impose a requirement, it is rele-
vant to the proper application of the requirements of an AR-C section. The ac-
countant is required by paragraph .12 to understand the application and other
explanatory material; how the accountant applies the guidance in the engage-
ment depends on the exercise of professional judgment in the circumstances
consistent with the objective of the AR-C section. The words "may," "might,"
and "could" are used to describe these actions and procedures. The application
and other explanatory material may also provide background information on
matters addressed in an AR-C section. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A30 Appendixes form part of the application and other explanatory ma-
terial. The purpose and intended use of an appendix are explained in the body
of the related AR-C section or within the title and introduction of the appendix
itself. [Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A31 Introductory material may include, as needed, such matters as ex-
planation of the following:

• The purpose and scope of the AR-C section, including how the AR-
C section relates to other AR-C sections

• The subject matter of the AR-C section

• The respective responsibilities of the accountant and others in re-
lation to the subject matter of the AR-C section

• The context in which the AR-C section is set

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.A32 An AR-C section may include, in a separate section under the head-

ing "Definitions," a description of the meanings attributed to certain terms for
purposes of SSARSs. These are provided to assist in the consistent application
and interpretation of SSARSs and are not intended to override definitions that
may be established for other purposes, whether in law, regulation, or otherwise.
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Unless otherwise indicated, those terms will carry the same meanings through-
out SSARSs. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Complying With Relevant Requirements (Ref: par. .14)
.A33 In some cases, a requirement may be expressed as being conditional

on applicable law or regulation. For example, the accountant may be required to
withdraw from the engagement when withdrawal is possible under applicable
law or regulation, or the accountant may be required to perform a certain action,
unless prohibited by law or regulation. [Paragraph renumbered and amended,
effective October 2016, by SSARS No. 23.]

Defining Professional Responsibilities in SSARSs (Ref: par. .15)
.A34 If an AR-C section provides that a procedure or action is one that

the accountant "should consider," consideration of the procedure or action is
presumptively required. Whether the accountant performs the procedure or
action is based upon the outcome of the accountant's consideration and the
accountant's professional judgment. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

Interpretive Publications (Ref: par. .18)
.A35 Interpretive publications are not SSARSs. Interpretive publications

are recommendations on the application of SSARSs in specific circumstances,
including engagements for entities in specialized industries. An interpretive
publication is issued under the authority of ARSC only after all ARSC mem-
bers have been provided an opportunity to consider and comment on whether
the proposed interpretive publication is consistent with SSARSs. Compilation
and review interpretations of SSARSs and exhibits to SSARSs are included in
the AR-C sections. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

Other Preparation, Compilation and Review Publications (Ref: par. .19)
.A36 Other preparation, compilation and review publications have no au-

thoritative status; however, they may help the accountant understand and ap-
ply SSARSs. The accountant is not expected to be aware of the full body of other
preparation, compilation and review publications. [Paragraph renumbered by
the issuance of SSARS No. 23, October 2016.]

.A37 Although the accountant determines the relevance of these publica-
tions in accordance with paragraph .19, the accountant may presume that other
preparation, compilation and review publications published by the AICPA that
have been reviewed by the AICPA Audit and Attest Standards staff are ap-
propriate. These other preparation, compilation and review publications are
listed in the exhibit, "Other Preparation, Compilation and Review Publica-
tions." [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A38 When determining whether an other preparation, compilation and
review publication that has not been reviewed by the AICPA Audit and Attest
Standards staff is appropriate to the circumstances of the engagement, the ac-
countant may wish to consider the degree to which the publication is recog-
nized as being helpful in understanding and applying SSARSs and the degree
to which the publisher or author is recognized as an authority in matters ad-
dressing preparation, compilation, and review engagements. An other prepa-
ration, compilation, and review publication that has not been reviewed by the
AICPA Audit and Attest Standards staff that contradicts an other preparation,
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compilation and review publication that has been reviewed by the AICPA Au-
dit and Attest Standards staff is inappropriate. [Paragraph renumbered and
amended, effective October 2016, by SSARS No. 23. Revised, February 2017, to
better reflect the AICPA Council Resolution designating the PCAOB to promul-
gate technical standards.]

Engagement Level Quality Control (Ref: par. .21)
.A39 Within the context of the firm's system of quality control, engagement

teams have a responsibility to implement quality control procedures applicable
to the engagement and provide the firm with relevant information to enable the
functioning of that part of the firm's system of quality control relating to inde-
pendence. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A40 The actions of the engagement partner and appropriate messages to
the other members of the engagement team, in the context of the engagement
partner taking responsibility for the overall quality of each engagement, em-
phasize the fact that quality is essential when performing an engagement in
accordance with SSARSs and the importance to the quality of the engagement
of

a. performing work that complies with professional standards and
regulatory and legal requirements.

b. complying with the firm's quality control policies and procedures,
as applicable.

c. issuing a report, if applicable, for the engagement that is appro-
priate in the circumstances.

d. the engagement team's ability to raise concerns without fear of
reprisals.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A41 Unless information provided by the firm or other parties suggests
otherwise, the engagement team is entitled to rely on the firm's system of qual-
ity control. For example, the engagement team may rely on the firm's system of
quality control in relation to

• competence of personnel through their recruitment and formal
training.

• independence through the accumulation and communication of
relevant independence information.

• maintenance of client relationships through acceptance and con-
tinuance systems.

• adherence to regulatory and legal requirements through the mon-
itoring process.

When considering the deficiencies identified in the firm's system of quality con-
trol that may affect the engagement, the engagement partner may consider
measures taken by the firm to rectify those deficiencies.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A42 A deficiency in the firm's system of quality control does not necessar-
ily indicate that an engagement was not performed in accordance with profes-
sional standards and applicable legal and regulatory requirements or that the
accountant's report, if applicable, was not appropriate. [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]
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Assignment of Engagement Teams (Ref: par. .21b)
.A43 When considering the appropriate competence and capabilities ex-

pected of the engagement team as a whole, the engagement partner may take
into consideration such matters as the team's

• understanding of, and practical experience with, engagements of a
similar nature and complexity through appropriate training and
participation.

• understanding of professional standards and applicable legal and
regulatory requirements.

• technical expertise, including expertise with relevant information
technology and specialized areas of accounting or attest services.

• knowledge of relevant industries in which the client operates.

• ability to apply professional judgment.

• understanding of the firm's quality control policies and proce-
dures.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Acceptance and Continuance of Client Relationships and Engagements
Performed in Accordance With SSARSs (Ref: par. .21d(i))

.A44 QC section 10 requires the firm to obtain information considered nec-
essary in the circumstances before accepting an engagement with a new client,
when deciding whether to continue an existing engagement, and when con-
sidering acceptance of a new engagement with an existing client. Information
such as the following assists the engagement partner in determining whether
the conclusions reached regarding the acceptance and continuance of client re-
lationships and engagements in accordance with SSARSs are appropriate:

• The integrity of the principal owners, key management, and those
charged with governance of the entity

• Whether the engagement team is competent to perform the en-
gagement and has the necessary capabilities, including time and
resources

• Whether the firm and the engagement team can comply with rel-
evant ethical requirements

• Significant findings or issues that have arisen during the current
or previous engagement and their implications for continuing the
relationship

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A45 If the engagement partner has cause to doubt management's in-
tegrity to a degree that is likely to affect proper performance of the engage-
ment, it is not appropriate to accept the engagement, unless required by law
or regulation, because doing so may lead to the accountant being associated
with the entity's financial statements in an inappropriate manner. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Acceptance and Continuance of Client Relationships and
Engagements (Ref: par. .25–.26)

.A46 The accountant's consideration of engagement continuance and rel-
evant ethical requirements occurs throughout the engagement as conditions
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and changes in circumstances occur. Performing initial procedures on engage-
ment continuance and evaluation of relevant ethical requirements at the begin-
ning of an engagement informs the accountant's decisions and actions prior to
the performance of other significant activities for the engagement. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A47 Relevant ethical requirements with respect to a review engagement
include independence. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A48 This consideration is not directed at the need that sometimes arises
in the course of an engagement to assist management by recommending adjust-
ing entries required to finalize the financial statements prepared by manage-
ment. An example of where the accountant may have cause to doubt whether
the information needed to perform the review will be available or reliable is
when the accounting records necessary for performing analytical procedures
are suspected to be substantially inaccurate or incomplete. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

.A49 Factors that are relevant to the accountant's determination of the
acceptability of the financial reporting framework selected by management to
be applied in the preparation of the financial statements include the following:

• The purpose of the financial statements (for example, whether
they are prepared to meet the common financial information
needs of a wide range of users)

• Whether law or regulation prescribes the applicable financial re-
porting framework

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.A50 In accordance with this section, the accountant is required to obtain

the agreement of management on management's responsibilities in relation to
the financial statements as a condition precedent to accepting the engagement.
In smaller entities, management may not be well-informed about what those
responsibilities are, including those arising in applicable law or regulation. In
order to obtain management's agreement on an informed basis, the accountant
may find it necessary to discuss those responsibilities with management in ad-
vance of seeking management's agreement on its responsibilities. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A51 The accountant is entitled to rely on management to provide all rel-
evant information for the engagement. The form of the information provided
by management for the purpose of the engagement will vary in different en-
gagement circumstances. In broad terms, it will comprise records, documents,
explanations, and other information relevant to the preparation of the financial
statements in accordance with the financial reporting framework adopted by
management. The information provided may include, for example, information
about management's assumptions, intentions, or plans underlying development
of accounting estimates needed to prepare the financial statements in accor-
dance with the applicable financial reporting framework. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]
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.A52

Exhibit—Other Preparation, Compilation and
Review Publications

This listing identifies other preparation, compilation and review publi-
cations published by the AICPA that have been reviewed by the AICPA
Audit and Attest Standards staff and are, therefore, presumed to be ap-
propriate, as defined in section 60. Products may be obtained through
www.cpa2biz.com.

Current AICPA Alerts
Developments in Review, Compilation, and Financial Statement Preparation
Engagements
Understanding the Financial Reporting Framework for Small- and Medium-
Sized Entities
Independence and Ethics Developments
AICPA Technical Questions and Answers Accounting and Compilation
and Review Technical Questions and Answers (Q&A) Sections (avail-
able in hard copy)
Special Purpose Frameworks

• Q&A Section 1500.07, "Disclosure Concerning Subsequent Events
in Special Purpose Financial Statements"

• Q&A Section 1800.06, "Applicability of Fair Value Disclosure Re-
quirements in FASB ASC 820 to Financial Statements Prepared
in Accordance With a Special Purpose Framework"

Compilation and Review Engagements

• Q&A Section 9150.04, "Financial Statements Marked As 'Unau-
dited'"

• Q&A Section 9150.08, "Supplementary Information"

• Q&A Section 9150.09, "Applicability of AR Section 300 to Certain
Companies Required to File With Regulatory Bodies"

• Q&A Section 9150.10, "Review of Financial Statements Included
in a Prescribed Form"

• Q&A Section 9150.16, "Reference to Accountant's Report in Notes
to Financial Statements"

• Q&A Section 9150.18, "Bank Engaged an Accountant to Compile
a Financial Statement of Another Entity"

• Q&A Section 9150.20, "Reissuance When Not Independent"

• Q&A Section 9150.24, "Issuing a Compilation Report on Finan-
cial Statements That Omit Substantially All Disclosures After Is-
suing a Report on the Same Financial Statements That Include
Substantially All Disclosures"

• Q&A Section 9150.29, "Effects on Compilation and Review En-
gagements When Management Does Not Assess Whether the
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Reporting Entity Is the Primary Beneficiary of a Variable Interest
Entity and Instructs the Accountant to Not Perform the Assess-
ment"

• Q&A Section 9150.30, "Disclosure of Independence Impairment in
the Accountant's Compilation Report on Comparative Financial
Statements When the Accountant's Independence Is Impaired in
Only One Period"

• Q&A Section 9150.31, "Break-Even Financial Statements"

Compilation of Financial Statements

• Q&A Section 1300.17, "Omission of Reconciliation of Net Income
to Cash Flow From Operations"

• Q&A Section 9160.26, "Compilation and Review—Comparative
Financial Statements"

• Q&A Section 8900.10, "Successor Accountant Becomes Aware of
Information During the Performance of a Compilation or Review
That Leads the Successor Accountant to Believe That Financial
Statements Reported On by a Predecessor Accountant Who Has
Ceased Operations May Require Revision"

Compilation Reports

• Q&A Section 1300.17, "Omission of Reconciliation of Net Income
to Cash Flow From Operations"

• Q&A Section 9110.07, "Statement of Cash Receipts and Disburse-
ments"

Review of Financial Statements

• Q&A Section 8900.10, "Successor Accountant Becomes Aware of
Information During the Performance of a Compilation or Review
That Leads the Successor Accountant to Believe That Financial
Statements Reported On by a Predecessor Accountant Who Has
Ceased Operations May Require Revision"

Review Reports

• Q&A Section 8800.30, "Making Reference to Review Report"

• Q&A Section 9110.07, "Statement of Cash Receipts and Disburse-
ments"

Other Publications
Corporations: Checklists and Illustrative Financial Statements
The Engagement Letter: Best Practices and Examples
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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AR-C Section 70

Preparation of Financial Statements

Source: SSARS No. 21; SSARS No. 23.

Effective for the preparation of financial statements for periods end-
ing on or after December 15, 2015, unless otherwise indicated.

Introduction

Scope of This Section
.01 This section applies when an accountant in public practice is engaged

to prepare financial statements or prospective financial information. (Ref: par.
.A1–.A2).

This section may also be applied, adapted as appropriate in the circumstances,
to the preparation of other historical financial information. (Ref: par. .A3)
This section does not apply when an accountant prepares financial statements
or prospective financial information

• and is engaged to perform an audit, review, or compilation of those
financial statements,

• solely for submission to taxing authorities,

• for inclusion in written personal financial plans prepared by the
accountant,

• in conjunction with litigation services that involve pending or po-
tential legal or regulatory proceedings, or

• in conjunction with business valuation services.[1]

[As amended, effective for prospective financial information prepared on or af-
ter May 1, 2017, by SSARS No. 23.]

.02 The determination about whether the accountant has been engaged to
prepare financial statements or merely assist in preparing financial statements
(which is a bookkeeping service that is not subject to this section) is determined
based on services the client requests the accountant to perform and requires
the accountant to apply professional judgment. (Ref: par. .A4)

The Preparation Engagement
.03 An engagement to prepare financial statements is a nonattest service

and does not require a determination about whether the accountant is inde-
pendent of the entity. (Ref: par. .A5)

.04 In addition, an engagement to prepare financial statements does not
require the accountant to verify the accuracy or completeness of the information
provided by management or otherwise gather evidence to express an opinion
or a conclusion on the financial statements or otherwise report on the financial
statements.

[1] [Footnote deleted by the issuance of SSARS No. 23, October 2016.]
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Effective Date
.05 This section is effective for the preparation of financial statements for

periods ending on or after December 15, 2015. Early implementation is permit-
ted.

Objective
.06 The objective of the accountant is to prepare financial statements pur-

suant to a specified financial reporting framework.

Definitions
.07 For purposes of Statements on Accounting and Review Standards

(SSARSs), the following terms have the meanings attributed as follows:

Applicable financial reporting framework. The financial reporting
framework adopted by management and, when appropriate, those
charged with governance, in the preparation and fair presentation of
the financial statements that is acceptable in view of the nature of the
entity and the objective of the financial statements or that is required
by law or regulation.

Financial reporting framework. A set of criteria used to determine
measurement, recognition, presentation, and disclosure of all material
items appearing in the financial statements (for example, accounting
principles generally accepted in the United States of America [U.S.
GAAP], International Financial Reporting Standards promulgated by
the International Accounting Standards Board, or a special purpose
framework).

Management. The person(s) with executive responsibility for the con-
duct of the entity's operations. For some entities, management includes
some or all of those charged with governance (for example, executive
members of a governance board or an owner-manager).

Special purpose framework. A financial reporting framework other
than GAAP that is one of the following bases of accounting:

a. Cash basis. A basis of accounting that the entity uses to record
cash receipts and disbursements and modifications of the cash
basis having substantial support (for example, recording de-
preciation on fixed assets).

b. Tax basis. A basis of accounting that the entity uses to file its
tax return for the period covered by the financial statements.

c. Regulatory basis. A basis of accounting that the entity uses
to comply with the requirements or financial reporting provi-
sions of a regulatory agency to whose jurisdiction the entity is
subject (for example, a basis of accounting that insurance com-
panies use pursuant to the accounting practices prescribed or
permitted by a state insurance commission). (Ref: par. .A6)

d. Contractual basis. A basis of accounting that the entity uses
to comply with an agreement between the entity and one or
more third parties other than the accountant.

e. Other basis. A basis of accounting that uses a definite set of
logical, reasonable criteria that is applied to all material items
appearing in financial statements.
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The cash-basis, tax-basis, regulatory-basis, and other-basis of account-
ing are commonly referred to as other comprehensive bases of account-
ing (OCBOA).

Those charged with governance. The person(s) or organization(s) (for
example, a corporate trustee) with responsibility for overseeing the
strategic direction of an entity and the obligations related to the ac-
countability of the entity. This includes overseeing the financial report-
ing process. Those charged with governance may include management
personnel (for example, executive members of a governance board or
an owner-manager).

Requirements

General Principles for Performing Engagements to Prepare
Financial Statements

.08 In addition to complying with this section, an accountant is required
to comply with section 60, General Principles For Engagements Performed in
Accordance With Statements on Standards for Accounting and Review Services.

Acceptance and Continuance of Client Relationships
and Engagements to Prepare Financial Statements

.09 If the accountant is not satisfied with any of the matters set out in
paragraph .26 of section 60 as preconditions for accepting an engagement to
prepare financial statements, the accountant should discuss the matter with
management or those charged with governance. If changes cannot be made to
satisfy the accountant about those matters, the accountant should not accept
the proposed engagement.

Agreement on Engagement Terms
.10 The accountant should agree upon the terms of the engagement with

management or those charged with governance, as appropriate. The agreed-
upon terms of the engagement should be documented in an engagement letter
or other suitable form of written agreement between the parties and should
include the following: (Ref: par. .A7–.A11)

a. The objective of the engagement
b. The responsibilities of management set forth in paragraph .26c of

section 60
c. The agreement of management that each page of the financial

statements will include a statement indicating that no assurance
is provided on the financial statements or the accountant will be
required to issue a disclaimer that makes clear that no assurance
is provided on the financial statements. (Ref: par. .A13)

d. The responsibilities of the accountant
e. The limitations of the engagement to prepare financial state-

ments
f. Identification of the applicable financial reporting framework for

the preparation of financial statements
g. Whether the financial statements are to contain a known depar-

ture or departures from the applicable financial reporting frame-
work (including inadequate disclosure) or omit substantially all
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disclosures required by the applicable financial reporting frame-
work

[As amended, effective October 2016, by SSARS No. 23.]

.11 The engagement letter or other suitable form of written agreement
should be signed by

a. the accountant or the accountant's firm and
b. management or those charged with governance, as appropriate.

(Ref: par. .A10)

The Accountant’s Knowledge and Understanding of the Entity’s
Financial Reporting Framework

.12 The accountant should obtain an understanding of the financial re-
porting framework and the significant accounting policies intended to be used
in the preparation of the financial statements. (Ref: par. .A12)

Preparing the Financial Statements
.13 The accountant should prepare the financial statements using the

records, documents, explanations, and other information provided by manage-
ment.

.14 The accountant should ensure that a statement is included on each
page of the financial statements indicating, at a minimum, that "no assurance
is provided" on the financial statements. If the accountant is unable to include
a statement on each page of the financial statements, the accountant should
(Ref: par. .A13)

a. issue either a disclaimer that makes clear that no assurance is
provided on the financial statements; (Ref: par. .A14)

b. perform a compilation engagement in accordance with section 80,
Compilation Engagements; or

c. withdraw from the engagement.

[As amended, effective October 2016, by SSARS No. 23.]

.15 When preparing financial statements in accordance with a special pur-
pose framework, the accountant should include a description of the financial
reporting framework on the face of the financial statements or in a note to the
financial statements. (Ref: par. .A15)

.16 If, during the preparation of financial statements, the accountant as-
sists management with significant judgments regarding amounts or disclosures
to be reflected in the financial statements, the accountant should discuss those
judgments with management so management understands the significant judg-
ments reflected in financial statements and accepts responsibility for those
judgments. (Ref: par. .A16 and .A20)

.17 If the accountant becomes aware that the records, documents, explana-
tions, or other information, including significant judgments, used in the prepa-
ration of the financial statements are incomplete, inaccurate, or otherwise un-
satisfactory, the accountant should bring that to the attention of management
and request additional or corrected information.

.18 When, after discussions with management, the accountant prepares
financial statements that contain a known departure or departures from the
applicable financial reporting framework (including inadequate disclosure), the
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accountant should disclose the material misstatement or misstatements in the
financial statements. (Ref: par. .A17)

Preparing Prospective Financial Information
.19 The summary of significant assumptions is essential to the user's un-

derstanding of prospective financial information. Accordingly, the accountant
should not prepare prospective financial information that excludes disclosure
of the summary of significant assumptions. Also, the accountant should not
prepare a financial projection that excludes either (a) an identification of the
hypothetical assumptions or (b) a description of the limitations on the useful-
ness of the presentation. [Paragraph added, effective for prospective financial
information prepared on or after May 1, 2017, by SSARS No. 23.]

Financial Statements That Omit Substantially All the Disclosures
Required by the Applicable Financial Reporting Framework

.20 When, after discussions with management, the accountant prepares
financial statements that omit substantially all disclosures required by the
applicable financial reporting framework, the accountant should disclose such
omission in the financial statements. (Ref: par. .A18) [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

.21 The accountant should not prepare financial statements that omit sub-
stantially all disclosures required by the financial reporting framework if the
accountant becomes aware that the omission of substantially all disclosures
was undertaken with the intention of misleading users of such financial state-
ments. (Ref: par. .A19) [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

Documentation in a Preparation Engagement
.22 The accountant should prepare documentation in connection with each

preparation engagement in sufficient detail to provide a clear understanding
of the work performed which, at a minimum, includes the following: (Ref: par.
.A20)

a. The engagement letter or other suitable form of written documen-
tation with management, as described in paragraphs .10–.11

b. A copy of the financial statements that the accountant prepared

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.23 If, in rare circumstances, the accountant judges it necessary to depart
from a relevant presumptively mandatory requirement, the accountant must
document the justification for the departure and how the alternative proce-
dures performed in the circumstances were sufficient to achieve the intent of
that requirement. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

Application and Other Explanatory Material

Scope of This Section (Ref: par. .01–.02)
.A1 If the accountant is engaged to prepare prospective financial infor-

mation, references in this section to financial statements are to be taken as a
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reference to prospective financial information. [Paragraph added, effective for
prospective financial information prepared on or after May 1, 2017, by SSARS
No. 23.]

.A2 AICPA Guide Prospective Financial Information (the guide) provides
comprehensive guidance regarding prospective financial information. Chapter
6, "Preparation Guidelines;" chapter 7, "Reasonably Objective Basis;" chapter
8, "Presentation Guidelines;" and chapter 9, "Illustrative Prospective Financial
Statements," of the guide establish the preparation and presentation guidelines
for financial forecasts and financial projections. The guide also includes infor-
mation about the types and uses of prospective financial information. The guide
provides suitable criteria for the preparation and presentation of prospective
financial information. The accountant is not prohibited from preparing prospec-
tive financial information prepared and presented in accordance with other
suitable criteria. [Paragraph added, effective for prospective financial informa-
tion prepared on or after May 1, 2017, by SSARS No. 23.]

.A3 Other historical financial information to which this section may be
applied includes the following:

• Specified elements, accounts, or items of a financial statement,
such as schedules of rentals, royalties, profit participation, or pro-
vision for income taxes

• Supplementary information

• Required supplementary information

• Pro forma financial information

[Paragraph renumbered and amended, effective October 2016, by SSARS No.
23.]

.A4 The appendix, "Preparation of Financial Statements Versus Assis-
tance in Preparing Financial Statements," provides examples of services that
the accountant may be engaged to perform and whether this section would
apply. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

The Preparation Engagement (Ref: par. .03)
.A5 The "Nonattest Services" subtopic of the "Independence Rule" (ET sec.

1.295) addresses the accountant's considerations with respect to independence
when performing nonattest services for attest clients. For example, the accoun-
tant may prepare monthly or other interim financial statements and be en-
gaged to perform an audit, review, or compilation engagement with respect to
the annual financial statements. The accountant needs to be aware that the
performance of the preparation services may impair independence unless the
safeguards described in this subtopic are met. [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]

Definitions (Ref: par. .07)
.A6 Certain regulators, including state and local government legislators,

regulatory agencies, or departments, require financial statements to be pre-
pared in accordance with a financial reporting framework that is based on
GAAP but does not comply with all the requirements of GAAP. Such frame-
works are regulatory-bases of accounting, as defined in paragraph .07. In some
circumstances, however, the cash- or tax-basis of accounting may be permitted

AR-C §70.A2 ©2017, AICPA



Preparation of Financial Statements 2139

by a regulator. For purposes of this section, the cash- and tax-bases of account-
ing are not regulatory-bases of accounting. [Paragraph renumbered by the is-
suance of SSARS No. 23, October 2016.]

Agreement on Engagement Terms (Ref: par. .10–.11)
.A7 Both management and the accountant have an interest in document-

ing the agreed-upon terms of the engagement to prepare financial statements
before the commencement of the engagement to help avoid misunderstandings
with respect to the engagement. For example, it reduces the risk that manage-
ment may inappropriately rely on or may expect the accountant to protect man-
agement against certain risks or to perform certain functions, including those
that are management's responsibility. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A8 When a third party has contracted for an engagement to prepare the
entity's financial statements, agreeing the terms of the engagement with man-
agement of the entity is necessary in order to establish that the preconditions
for an engagement to prepare financial statements are present. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A9 The understanding with management regarding the services to be per-
formed for engagements to prepare financial statements is required by para-
graph .10 to be in a documented form, and, accordingly, an oral understand-
ing is insufficient. An engagement letter is the most common, and usually the
most convenient, method for documenting the understanding with manage-
ment regarding the services to be performed for engagements to prepare fi-
nancial statements. [Paragraph renumbered and amended, effective October
2016, by SSARS No. 23.]

.A10 The roles of management and those charged with governance in
agreeing upon the terms of the engagement to prepare financial statements
for the entity depend on the governance structure of the entity and relevant
law or regulation. Depending on the entity's structure, the agreement may be
with management, those charged with governance, or both. Nonetheless, when
the agreement on the terms of engagement is only with those charged with
governance in accordance with paragraph .26c of section 60, the accountant is
required to obtain management's agreement that it acknowledges and under-
stands its responsibilities. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

.A11 An illustrative example of an engagement letter for an engagement
to prepare financial statements is presented in the exhibit, "Illustrative En-
gagement Letter." [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

The Accountant’s Knowledge and Understanding of the Entity’s
Financial Reporting Framework (Ref: par. .12)

.A12 The requirement that the accountant obtain an understanding of the
financial reporting framework adopted by management intended to be used in
the preparation of the financial statements and the significant accounting poli-
cies adopted by management does not prevent the accountant from accepting
an engagement to prepare financial statements for an entity in an industry
in which the accountant has no previous experience. The accountant may ob-
tain such understanding, for example, by consulting AICPA guides, industry

©2017, AICPA AR-C §70.A12



2140 Statements on Standards for Accounting and Review Services

publications, financial statements of other entities in the industry, textbooks
and periodicals, appropriate continuing professional education, or individuals
who are knowledgeable about the industry. [Paragraph renumbered by the is-
suance of SSARS No. 23, October 2016.]

Preparing the Financial Statements (Ref: par. .10, .14–.16,
and .18)

.A13 The statement on each page of the financial statements, including re-
lated notes, is intended to avoid misunderstanding on the part of users with re-
spect to the accountant's involvement with the financial statements. The state-
ment is made at management's discretion, and the accountant or the accoun-
tant's firm name is not required to be included. The accountant is concerned
that the indication is not misleading. Examples of a statement on each page of
the financial statements include the following:

• No assurance is provided on these financial statements.

• These financial statements have not been subjected to an audit or
review or compilation engagement, and no assurance is provided
on them.

Other statements that convey that no assurance is provided on the financial
statements would also be acceptable. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A14 An example of a disclaimer that the accountant may issue is as fol-
lows:

The accompanying financial statements of XYZ Company as of and for the year
ended December 31, 20XX, were not subjected to an audit, review, or compila-
tion engagement by me (us) and I (we) do not express an opinion, a conclusion,
nor provide any assurance on them.

[Signature of accounting firm or accountant, as appropriate]

[Accountant's city and state]

[Date]

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Re-
vised, October 2016, to reflect conforming changes necessary due to the issuance
of SSARS No. 23.]

.A15 A description of the special purpose framework is usually placed next
to or under the title of the financial statements (for example "statement of as-
sets and liabilities—modified cash basis"). However, the description may be
placed elsewhere in the financial statements. [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]

.A16 In the preparation of financial statements, the accountant may pro-
vide assistance to management with significant judgments (for example, the ac-
countant may advise management on alternative accounting policies that are
significant to the financial statements or help management with significant
judgments regarding material accounting estimates). [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

.A17 The disclosure of the material misstatement or misstatements may
be made on the face of the financial statements or in a note to the financial
statements. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]
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Financial Statements That Omit Substantially All the Disclosures
Required by the Applicable Financial Reporting Framework
(Ref: par. .20–.21)

.A18 The disclosure of the omission of substantially all disclosures re-
quired by the applicable financial reporting framework may be made on the
face of the financial statements or in a selected note to the financial statements.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A19 The accountant may prepare financial statements that include dis-
closures about only a few matters in the notes to the financial statements.
Such disclosures may be labeled "Selected Information—Substantially All Dis-
closures Required by [the applicable financial reporting framework] Are Not
Included." [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Documentation in a Preparation Engagement
(Ref: par. .16 and .22)

.A20 Documentation may include documentation regarding significant
consultations or significant professional judgments made throughout the en-
gagement. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]
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.A21

Appendix—Preparation of Financial Statements
Versus Assistance in Preparing Financial Statements
(Ref: par. .A4)
The determination about whether the accountant has been engaged to prepare
financial statements or merely assist in preparing financial statements (which
is a bookkeeping service that is not subject to this section) is determined based
on the services the client requests the accountant to perform and requires the
accountant to apply professional judgment. The following table provides exam-
ples of services that the accountant may be engaged to perform and whether
section 70 would apply. The table is not intended to be all inclusive, and profes-
sional judgment would still need to be applied.

Examples of Services for Which
This Section Applies

Examples of Accountant Services for
Which This Section Does Not Apply

Preparation of financial statements
prior to audit or review by another
accountant

Preparation of financial statements
when the accountant is engaged to
perform an audit, review, or
compilation of such financial
statements

Preparation of financial statements
for an entity to be presented
alongside the entity's tax return

Preparation of financial statements
with a tax return solely for
submission to taxing authorities

Preparation of personal financial
statements for presentation
alongside a financial plan

Personal financial statements that
are prepared for inclusion in written
personal financial plans prepared by
the accountant
Financial statements prepared in
conjunction with litigation services
that involve pending or potential
legal or regulatory proceedings
Financial statements prepared in
conjunction with business valuation
services
Maintaining depreciation schedules
Preparing or proposing certain
adjustments, such as those applicable
to deferred income taxes,
depreciation, or leases

Preparation of single financial
statements, such as a balance sheet
or income statement or financial
statements with substantially all
disclosures omitted

Drafting financial statement notes

Using the information in a general
ledger to prepare financial
statements outside of an accounting
software system

Entering general ledger transactions
or processing payments (general
bookkeeping) in an accounting
software system

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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.A22

Exhibit—Illustrative Engagement Letter (Ref: par. .A11)
The following is an example of an engagement letter for an engagement to pre-
pare financial statements prepared in accordance with accounting principles
generally accepted in the United States of America. This engagement letter is
intended as an illustration that may be used in conjunction with the considera-
tions outlined in Statements on Standards for Accounting and Review Services.
The engagement letter will vary according to individual requirements and cir-
cumstances and is drafted to refer to the preparation of financial statements for
a single reporting period. The accountant may seek legal advice about whether
a proposed letter is suitable.

To the appropriate representative of ABC Company:1

You2 have requested that we prepare the financial statements of ABC Company,
which comprise the balance sheet as of December 31, 20XX, and the related
statements of income, changes in stockholders' equity, and cash flows for the
year then ended and the related notes to the financial statements.3 4 We are
pleased to confirm our acceptance and our understanding of this engagement
to prepare the financial statements of ABC Company by means of this letter.

Our Responsibilities

The objective of our engagement is to prepare financial statements in accor-
dance with accounting principles generally accepted in the United States of
America based on information provided by you. We will conduct our engage-
ment in accordance with Statements on Standards for Accounting and Review
Services (SSARSs) promulgated by the Accounting and Review Services Com-
mittee of the AICPA and comply with the AICPA's Code of Professional Con-
duct, including the ethical principles of integrity, objectivity, professional com-
petence, and due care.

We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion or a conclusion or provide any assurance on the
financial statements.

Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to iden-
tify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.

1 The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the engagement to prepare financial statements, including the relevant jurisdic-
tion. It is important to refer to the appropriate persons. See paragraph .A10.

2 Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.

3 If the accountant is to be engaged to prepare financial statements that omit the statement of
cash flows and the related notes, the sentence may be revised to read, "You have requested that we
prepare the financial statements of ABC Company, which comprise the balance sheet as of December
31, 20XX, and the related statements of income and changes in stockholders' equity." The following
additional sentence may then be added: "These financial statements will not include a statement of
cash flows and related notes to the financial statements."

4 The accountant may include other nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping services.
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Management Responsibilities
The engagement to be performed is conducted on the basis that management
acknowledges and understands that our role is to prepare financial statements
in accordance with accounting principles generally accepted in the United
States of America. Management has the following overall responsibilities that
are fundamental to our undertaking the engagement to prepare your financial
statements in accordance with SSARSs:

a. The selection of accounting principles generally accepted in the
United States of America as the financial reporting framework to
be applied in the preparation of the financial statements

b. The design, implementation, and maintenance of internal con-
trol relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether
due to fraud or error

c. The prevention and detection of fraud
d. To ensure that the entity complies with the laws and regulations

applicable to its activities
e. The accuracy and completeness of the records, documents, expla-

nations, and other information, including significant judgments,
you provide to us for the engagement to prepare financial state-
ments

f. To provide us with:
i. Documentation, and other related information that is rel-

evant to the preparation and presentation of the financial
statements,

ii. Additional information that may be requested for the pur-
pose of the preparation of the financial statements, and

iii. Unrestricted access to persons within ABC Company of
whom we determine necessary to communicate.

The financial statements will not be accompanied by a report. However, you
agree that the financial statements will clearly indicate that no assurance is
provided on them.
[If the accountant expects to issue a disclaimer, instead of the preceding para-
graph, the following may be added:
As part of our engagement, we will issue a disclaimer that will state that the
financial statements were not subjected to an audit, review, or compilation en-
gagement by us and, accordingly, we do not express an opinion, a conclusion,
nor provide any assurance on them.]

Other Relevant Information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding lim-
itation of, or other arrangements regarding, the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us or resulting from any actions against us by
third parties relying on the financial statements described herein except for our
own intentional wrongdoing.]
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Please sign and return the attached copy of this letter to indicate your acknowl-
edgement of, and agreement with, the arrangements for our engagement to
prepare the financial statements described herein, and our respective respon-
sibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]

[Revised, February 2015, to include additional required engagement letter ele-
ments. Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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AR-C Section 80

Compilation Engagements
Source: SSARS No. 21; SSARS No. 23.

Effective for compilations of financial statements for periods ending
on or after December 15, 2015, unless otherwise indicated.

Introduction

Scope of This Section
.01 This section applies when the accountant is engaged to perform a com-

pilation of financial statements, prospective financial information, pro forma
financial information, or other historical financial information. (Ref: par. .A1–
.A4).[1] [As amended, effective for compilation reports on prospective financial
information dated on or after May 1, 2017, by SSARS No. 23.]

The Compilation Engagement
.02 Because a compilation engagement is not an assurance engagement,

a compilation engagement does not require the accountant to verify the accu-
racy or completeness of the information provided by management or otherwise
gather evidence to express an opinion or a conclusion on the financial state-
ments.

Effective Date
.03 This section is effective for compilations of financial statements for pe-

riods ending on or after December 15, 2015. Early implementation is permitted.

Objective
.04 The objective of the accountant in a compilation engagement is to ap-

ply accounting and financial reporting expertise to assist management in the
presentation of financial statements and report in accordance with this section
without undertaking to obtain or provide any assurance that there are no ma-
terial modifications that should be made to the financial statements in order for
them to be in accordance with the applicable financial reporting framework.

Definitions
.05 For purposes of Statements on Accounting and Review Standards

(SSARSs), the following terms have the meanings attributed as follows:

Applicable financial reporting framework. The financial reporting
framework adopted by management and, when appropriate, those
charged with governance, in the preparation and fair presentation of
the financial statements that is acceptable in view of the nature of the

[1] [Footnote deleted by the issuance of SSARS No. 23, October 2016.]
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entity and the objective of the financial statements or that is required
by law or regulation.

Basic financial statements. Financial statements excluding supplemen-
tary information and required supplementary information.

Financial reporting framework. A set of criteria used to determine
measurement, recognition, presentation, and disclosure of all material
items appearing in the financial statements (for example, accounting
principles generally accepted in the United States of America [U.S.
GAAP], International Financial Reporting Standards promulgated by
the International Accounting Standards Board, or a special purpose
framework).

Generally accepted accounting principles (GAAP). Reference to gen-
erally accepted accounting principles in SSARSs means generally ac-
cepted accounting principles promulgated by bodies designated by the
Council of the AICPA pursuant to the "Compliance With Standards
Rule" (ET sec. 1.310.001) and the "Accounting Principles Rule" (ET
sec. 1.320.001) of the AICPA Code of Professional Conduct.

Management. The person(s) with executive responsibility for the con-
duct of the entity's operations. For some entities, management includes
some or all of those charged with governance (for example, executive
members of a governance board or an owner-manager).

Misstatement. A difference between the amount, classification, presenta-
tion, or disclosure of a reported financial item and the amount, classi-
fication, presentation, or disclosure that is required for the item to be
presented fairly in accordance with the applicable financial reporting
framework. Misstatements can arise from fraud or error.

Misstatements also include those adjustments of amounts, classifica-
tions, presentations, or disclosures that, in the accountant's profes-
sional judgment, are necessary for the financial statements to be pre-
sented fairly, in all material respects.

Required supplementary information. Information that a designated
accounting standards-setter requires to accompany an entity's basic
financial statements. Required supplementary information is not part
of the basic financial statements; however, a designated accounting
standards-setter considers the information to be an essential part of
financial reporting for placing the basic financial statements in an ap-
propriate operational, economic, or historical context. In addition, au-
thoritative guidelines for the methods of measurement and presenta-
tion of the information have been established.

Special purpose framework. A financial reporting framework other
than GAAP that is one of the following bases of accounting:

a. Cash basis. A basis of accounting that the entity uses to record
cash receipts and disbursements and modifications of the cash
basis having substantial support (for example, recording de-
preciation on fixed assets).

b. Tax basis. A basis of accounting that the entity uses to file its
tax return for the period covered by the financial statements.

c. Regulatory basis. A basis of accounting that the entity uses
to comply with the requirements or financial reporting provi-
sions of a regulatory agency to whose jurisdiction the entity is
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subject (for example, a basis of accounting that insurance com-
panies use pursuant to the accounting practices prescribed or
permitted by a state insurance commission). (Ref: par. .A5)

d. Contractual basis. A basis of accounting that the entity uses
to comply with an agreement between the entity and one or
more third parties other than the accountant.

e. Other basis. A basis of accounting that uses a definite set of
logical, reasonable criteria that is applied to all material items
appearing in financial statements.

The cash-basis, tax-basis, regulatory-basis, and other-basis of account-
ing are commonly referred to as other comprehensive bases of account-
ing (OCBOA).

Supplementary information. Information presented outside the basic
financial statements, excluding required supplementary information,
that is not considered necessary for the financial statements to be
fairly presented in accordance with the applicable financial reporting
framework. Such information may be presented in a document con-
taining the financial statements subjected to the compilation engage-
ment or separate from the financial statements subjected to the com-
pilation engagement. (Ref: par. .A6–.A7)

Those charged with governance. The person(s) or organization(s) (for
example, a corporate trustee) with responsibility for overseeing the
strategic direction of the entity and the obligations related to the ac-
countability of the entity. This includes overseeing the financial report-
ing process. Those charged with governance may include management
personnel (for example, executive members of a governance board or
an owner-manager).

[Revised, October 2016, to reflect conforming changes necessary due to the is-
suance of SSARS No. 23.]

Requirements

General Principles for Performing and Reporting on
Compilation Engagements

.06 In addition to complying with this section, an accountant is required
to comply with section 60, General Principles for Engagements Performed in
Accordance With Statements on Standards for Accounting and Review Services.

Independence
.07 The accountant must determine whether the accountant is indepen-

dent of the entity. (Ref: par. .A8)

Acceptance and Continuance of Client Relationships
and Compilation Engagements

.08 As a condition for accepting an engagement to perform a compilation
with respect to an entity's financial statements, in addition to the requirements
in paragraph .26 of section 60, the accountant should obtain the agreement of
management that it acknowledges and understands its responsibility
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a. for the preparation and fair presentation of financial statements
in accordance with the applicable financial reporting framework
and the inclusion of all informative disclosures that are appro-
priate for the applicable financial reporting framework used to
prepare the entity's financial statements. If the financial state-
ments are prepared in accordance with a special purpose frame-
work, this includes (Ref: par. .A9)

i. a description of the special purpose framework, including
a summary of significant accounting policies, and how the
framework differs from GAAP, the effect of which need not
be quantified, and informative disclosures similar to those
required by GAAP, in the case of special purpose finan-
cial statements that contain items that are the same as,
or similar to, those in financial statements prepared in ac-
cordance with GAAP, (Ref: par. .A28)

ii. a description of any significant interpretations of the con-
tract on which the special purpose financial statements are
prepared, in the case of financial statements prepared in
accordance with a contractual-basis of accounting, and

iii. additional disclosures beyond those specifically required
by the framework that may be necessary for the special
purpose framework to achieve fair presentation.

b. to include the accountant's compilation report in any document
containing financial statements that indicates that the entity's
accountant has performed a compilation engagement on such fi-
nancial statements unless a different understanding is reached.
(Ref: par. .A10)

.09 If the accountant is not satisfied about any of the matters set out in
paragraph .26 of section 60 or paragraph .08 of this section as preconditions for
accepting a compilation engagement, the accountant should discuss the matter
with management or those charged with governance. If changes cannot be made
to satisfy the accountant about those matters, the accountant should not accept
the proposed engagement.

Agreement on Engagement Terms
.10 The accountant should agree upon the terms of the engagement with

management or those charged with governance, as appropriate. The agreed-
upon terms of the engagement should be documented in an engagement letter
or other suitable form of written agreement between the parties and should
include the following: (Ref: par. .A11–.A16)

a. The objectives of the engagement
b. The responsibilities of management set forth in paragraph .26c of

section 60 and paragraph .08 of this section
c. The responsibilities of the accountant
d. The limitations of the compilation engagement
e. Identification of the applicable financial reporting framework for

the preparation of the financial statements
f. The expected form and content of the accountant's compilation

report and a statement that there may be circumstances in which
the report may differ from its expected form and content

[As amended, effective October 2016, by SSARS No. 23.]
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.11 The engagement letter or other suitable form of written agreement
should be signed by

a. the accountant or the accountant's firm and

b. management or those charged with governance, as appropriate.
(Ref: par. .A12)

The Accountant’s Knowledge and Understanding of the Entity’s
Financial Reporting Framework

.12 The accountant should obtain an understanding of the applicable fi-
nancial reporting framework and the significant accounting policies intended
to be used in the preparation of the financial statements. (Ref: par. .A17)

Compilation Procedures
.13 The accountant should read the financial statements in light of the

accountant's understanding of the applicable financial reporting framework
and the significant accounting policies adopted by management and consider
whether such financial statements appear to be appropriate in form and free
from obvious material misstatements.

.14 If, in the course of the engagement, the accountant becomes aware that
the records, documents, explanations, or other information, including signifi-
cant judgments, provided by management are incomplete, inaccurate, or other-
wise unsatisfactory, the accountant should bring that to the attention of man-
agement and request additional or corrected information. (Ref: par. .A18)

.15 If the accountant becomes aware during the course of the engagement
that

a. the financial statements do not adequately refer to or describe the
applicable financial reporting framework (Ref: par. .A19);

b. revisions to the financial statements are required for the finan-
cial statements to be in accordance with the applicable financial
reporting framework; or

c. the financial statements are otherwise misleading (Ref: par. .A20–
.A21)

the accountant should propose the appropriate revisions to management.

.16 The accountant should withdraw from the engagement and inform
management of the reasons for withdrawing if (Ref: par. .A22–.A23)

a. the accountant is unable to complete the engagement because
management has failed to provide records, documents, explana-
tions, or other information, including significant judgments, as
requested, or

b. management does not make appropriate revisions that are pro-
posed by the accountant or does not disclose such departures in
the financial statements, and the accountant determines to not
disclose such departures in the accountant's compilation report.

The Accountant’s Compilation Report
.17 The accountant's compilation report should be in writing and (Ref: par.

.A24 and .A27)
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a. include a statement that management (owners) is (are) responsi-
ble for the financial statements.

b. identify the financial statements that have been subjected to the
compilation engagement.

c. identify the entity whose financial statements have been sub-
jected to the compilation engagement.

d. specify the date or period covered by the financial statements.
e. include a statement that the accountant performed the compila-

tion engagement in accordance with SSARSs promulgated by the
Accounting and Review Services Committee of the AICPA.

f. include a statement that the accountant did not audit or review
the financial statements nor was the accountant required to per-
form any procedures to verify the accuracy or completeness of the
information provided by management and does not express an
opinion, a conclusion, nor provide any assurance on the financial
statements.

g. include the signature of the accountant or the accountant's firm.
h. include the city and state where the accountant practices. (Ref:

par. .A26)
i. include the date of the report, which should be the date that the

accountant has completed the procedures required by this section.
[Revised, October 2016, to reflect conforming changes necessary due to the is-
suance of SSARS No. 23.]

The Accountant’s Compilation Report on Financial Statements
Prepared in Accordance With a Special Purpose Framework

.18 Unless the entity elects to omit substantially all disclosures, the ac-
countant should modify the compilation report when that accountant becomes
aware that the financial statements do not include

a. a description of the special purpose framework. (Ref: par. .A28)
b. a summary of significant accounting policies. (Ref: par. .A29)
c. an adequate description about how the special purpose frame-

work differs from GAAP. The effects of these differences need not
be quantified. (Ref: par. .A28)

d. informative disclosures similar to those required by GAAP when
the financial statements contain items that are the same as, or
similar to, those in financial statements prepared in accordance
with GAAP. (Ref: par. .A31)

.19 In the case of financial statements prepared in accordance with a
contractual-basis of accounting, the accountant should modify the compilation
report if the financial statements do not adequately describe any significant
interpretations of the contract on which the financial statements are based.

.20 The accountant's compilation report on financial statements prepared
in accordance with a special purpose framework should

a. make reference to management's responsibility for determining
that the applicable financial reporting framework is acceptable
in the circumstances when management has a choice of financial
reporting frameworks in the preparation of such financial state-
ments.
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b. describe the purpose for which the financial statements are pre-
pared or refer to a note in the financial statements that contains
that information when the financial statements are prepared in
accordance with a regulatory- or contractual-basis of accounting.
(Ref: par. .A32)

.21 The accountant's compilation report on financial statements prepared
in accordance with a special purpose framework should include a separate para-
graph that

a. indicates that the financial statements are prepared in accor-
dance with the applicable special purpose framework,

b. refers to the note to the financial statements that describes the
framework, if applicable, and

c. states that the special purpose framework is a basis of accounting
other than GAAP.

Reporting When the Accountant Is Not Independent
.22 When the accountant is not independent with respect to the entity,

the accountant should indicate the accountant's lack of independence in a final
paragraph of the accountant's compilation report. (Ref: par. .A33–.A35)

.23 If the accountant elects to disclose a description about the reasons the
accountant's independence is impaired, the accountant should include all such
reasons in the description.

Reporting on Financial Statements That Omit Substantially All
the Disclosures Required by the Applicable Financial Reporting
Framework

.24 The summary of significant assumptions is essential to the user's un-
derstanding of prospective financial information. Accordingly, the accountant
should not issue a compilation report on prospective financial information that
excludes disclosure of the summary of significant assumptions. Also, the ac-
countant should not issue a compilation report on a financial projection that
excludes either (a) an identification of the hypothetical assumptions or (b) a
description of the limitations on the usefulness of the presentation. [Paragraph
added, effective for compilation reports on prospective financial information
dated on or after May 1, 2017, by SSARS No. 23.]

.25 In addition to the reporting elements required by paragraph .17, an
accountant's compilation report on prospective financial information should in-
clude statements that

a. the forecasted or projected results may not be achieved and
b. the accountant assumes no responsibility to update the report for

events and circumstances occurring after the date of the report.
[Paragraph added, effective for compilation reports on prospective financial in-
formation dated on or after May 1, 2017, by SSARS No. 23.]

.26 The accountant should not issue an accountant's compilation report on
financial statements that omit substantially all disclosures required by the ap-
plicable financial reporting framework unless the omission of substantially all
disclosures is not, to the accountant's knowledge, undertaken with the inten-
tion of misleading those who might reasonably be expected to use such financial
statements. (Ref: par. .A21) [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]
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.27 When reporting on financial statements that omit substantially all dis-
closures required by the applicable financial reporting framework, the accoun-
tant should include a separate paragraph in the accountant's compilation re-
port that includes the following elements: (Ref: par. .A36–.A37)

a. A statement that management has elected to omit substantially
all the disclosures (and the statement of cash flows, if applicable)
required by the applicable financial reporting framework (or ordi-
narily included in the financial statements if the financial state-
ments are prepared in accordance with a special purpose frame-
work)

b. A statement that if the omitted disclosures (and the statement
of cash flows, if applicable) were included in the financial state-
ments, they might influence the user's conclusions about the en-
tity's financial position, results of operations, and cash flows (or
the equivalent for presentations other than GAAP)

c. A statement that, accordingly, the financial statements are not
designed for those who are not informed about such matters

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.28 The omission of one or more notes, when substantially all other disclo-
sures are presented, should be treated in a compilation report like any other
departure from the applicable financial reporting framework, and the nature of
the departure and its effects, if known, should be disclosed in accordance with
paragraphs .29–.33. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

Reporting Known Departures From the Applicable Financial
Reporting Framework

.29 When the accountant becomes aware of a departure from the applica-
ble financial reporting framework (including inadequate disclosure) that is ma-
terial to the financial statements and the financial statements are not revised,
the accountant should consider whether modification of the standard report is
adequate to disclose the departure. (Ref: par. .A39) [Paragraph renumbered and
amended, effective October 2016, by SSARS No. 23.]

.30 If the accountant concludes that modification of the standard report
is adequate, the departure should be disclosed in a separate paragraph of the
report. The effects of the departure on the financial statements should be dis-
closed if such effects have been determined by management or are readily
known to the accountant as the result of the accountant's procedures. [Para-
graph renumbered and amended, by SSARS No. 23, October 2016.]

.31 If the effects of the departure have not been determined by manage-
ment or are not readily known to the accountant as a result of the accountant's
procedures, the accountant is not required to determine the effects of a depar-
ture; however, in such circumstances, the accountant should state in the re-
port that such determination has not been made by management. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.32 If the accountant believes that modification of the compilation report is
not adequate to indicate the deficiencies in the financial statements as a whole,
the accountant should withdraw from the engagement and provide no further
services with respect to those financial statements. (Ref: par. .A23) [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]
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.33 The accountant should not modify the compilation report to include a
statement that the financial statements are not in conformity with the appli-
cable financial reporting framework. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

Supplementary Information That Accompanies Financial
Statements and the Accountant’s Compilation Report Thereon

.34 When supplementary information accompanies financial statements
and the accountant's compilation report thereon, the accountant should clearly
indicate the degree of responsibility, if any, the accountant is taking with respect
to such information in either

a. a separate paragraph in the accountant's compilation report on
the financial statements or

b. a separate report on the supplementary information.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Re-
vised, October 2016, to reflect conforming changes necessary due to the issuance
of SSARS No. 23.]

.35 When the accountant has performed a compilation engagement with
respect to both the financial statements and the supplementary information,
the accountant should include a separate paragraph in the accountant's com-
pilation report on the financial statements or issue a separate report on the
supplementary information that states (Ref: par. .A41 and .A43)

a. the supplementary information is presented for purposes of ad-
ditional analysis and is not a required part of the basic financial
statements;

b. the supplementary information is the responsibility of manage-
ment;

c. the supplementary information was subject to the compilation en-
gagement; and

d. the accountant has not audited or reviewed the supplementary
information and does not express an opinion, a conclusion, nor
provide any assurance on such information.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Re-
vised, October 2016, to reflect conforming changes necessary due to the issuance
of SSARS No. 23.]

.36 When the accountant has performed a compilation engagement with
respect to the financial statements but the supplementary information was not
subject to the compilation engagement, the accountant should include a sepa-
rate paragraph in the accountant's compilation report on the financial state-
ments or issue a separate report on the supplementary information that states
(Ref: par. .A42–.A43)

a. the supplementary information is presented for purposes of ad-
ditional analysis and is not a required part of the basic financial
statements;

b. the supplementary information is the responsibility of manage-
ment; and

c. the supplementary information was not subject to the compilation
engagement and the accountant does not express an opinion, a
conclusion, nor provide any assurance on such information.
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[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Re-
vised, October 2016, to reflect conforming changes necessary due to the issuance
of SSARS No. 23.]

Required Supplementary Information
.37 With regard to the requirement in paragraph .34, with respect to re-

quired supplementary information, the accountant should include a separate
paragraph in the accountant's compilation report on the financial statements.
The other-matter paragraph should include language to explain the following
circumstances, as applicable: (Ref: par. .A44)

a. The required supplementary information is included, and the ac-
countant performed a compilation engagement on the required
supplementary information.

b. The required supplementary information is included, and the ac-
countant did not perform a compilation, review, or audit on the
required supplementary information.

c. The required supplementary information is omitted.
d. Some required supplementary information is missing, and some

is presented in accordance with the prescribed guidelines. (Ref:
par. .A45)

e. The accountant has identified departures from the prescribed
guidelines.

f. The accountant has unresolved doubts about whether the re-
quired supplementary information is presented in accordance
with prescribed guidelines.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.38 If the entity has presented all or some of the required supplementary

information and the accountant did not perform a compilation engagement on
the required supplementary information, the separate paragraph in the ac-
countant's compilation report referred to in paragraph .34 should include the
following elements: (Ref: par. .A46)

a. A statement that [identify the applicable financial reporting
framework (for example, accounting principles generally accepted
in the United States of America)] requires that the [identify the
required supplementary information] be presented to supplement
the basic financial statements

b. A statement that such information, although not a part of the ba-
sic financial statements, is required by [identify designated ac-
counting standards-setter], who considers it to be an essential
part of financial reporting for placing the basic financial state-
ments in an appropriate operational, economic, or historical con-
text

c. A statement that the accountant did not perform a compilation,
review, or audit on the required supplementary information and
does not express an opinion, a conclusion, nor provide any assur-
ance on the information

d. If some of the required supplementary information is omitted:
i. A statement that management has omitted [description

of the missing required supplementary information] that
[identify the applicable financial reporting framework (for
example, accounting principles generally accepted in the
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United States of America)] require to be presented to sup-
plement the basic financial statements

ii. A statement that such missing information, although not a
part of the basic financial statements, is required by [iden-
tify designated accounting standards-setter], who consid-
ers it to be an essential part of financial reporting for plac-
ing the basic financial statements in an appropriate oper-
ational, economic, or historical context

e. If the measurement or presentation of the required supplemen-
tary information departs materially from the prescribed guide-
lines, a statement that material departures from prescribed
guidelines exist [describe the material departures from the appli-
cable financial reporting framework]

f. If the accountant has unresolved doubts about whether the re-
quired supplementary information is measured or presented in
accordance with prescribed guidelines, a statement that the ac-
countant has doubts about whether material modifications should
be made to the required supplementary information for it to be
presented in accordance with guidelines established by [identify
designated accounting standards-setter]

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Re-
vised, October 2016, to reflect conforming changes necessary due to the issuance
of SSARS No. 23.]

.39 If all the required supplementary information is omitted, the separate
paragraph in the accountant's compilation report should include the following
elements:

a. A statement that management has omitted [description of the
missing required supplementary information] that [identify the
applicable financial reporting framework (for example, account-
ing principles generally accepted in the United States of America)]
require to be presented to supplement the basic financial state-
ments

b. A statement that such missing information, although not a part
of the basic financial statements, is required by [identify desig-
nated accounting standards-setter], who considers it to be an es-
sential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical
context

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Documentation in a Compilation Engagement
.40 The accountant should prepare documentation in connection with each

compilation engagement in sufficient detail to provide a clear understanding of
the work performed which, at a minimum, includes the following:

a. The engagement letter or other suitable form of written documen-
tation with management, as described in paragraphs .10–.11 (Ref:
par. .A14 and .A16)

b. A copy of the financial statements

c. A copy of the accountant's report

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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Application and Other Explanatory Material
Scope of This Section (Ref: par. .01)

.A1 If the accountant is engaged to perform a compilation on prospective
financial information or pro forma financial information, references in this sec-
tion to financial statements are to be taken as a reference to such other financial
information. [Paragraph added, effective for compilation reports on prospective
financial information dated on or after May 1, 2017, by SSARS No. 23.]

.A2 AICPA Guide Prospective Financial Information (the guide) provides
comprehensive guidance regarding prospective financial information. Chapter
6, "Preparation Guidelines;" chapter 7, "Reasonably Objective Basis;" chapter
8, "Presentation Guidelines;" and chapter 9, "Illustrative Prospective Financial
Statements," of the guide establish the preparation and presentation guide-
lines for financial forecasts and financial projections. The guide also includes
information about the types and uses of prospective financial information. The
guide provides suitable criteria for the preparation and presentation of prospec-
tive financial information. The accountant is not prohibited from preparing
prospective financial information prepared and presented in accordance with
other suitable criteria. [Paragraph added, effective for compilation reports on
prospective financial information dated on or after May 1, 2017, by SSARS No.
23.]

.A3 Other historical financial information to which this section applies in-
cludes the following:

• Specified elements, accounts, or items of a financial statement,
such as schedules of rentals, royalties, profit participation, or pro-
vision for income taxes

• Supplementary information

• Required supplementary information

[Paragraph renumbered and amended, effective for compilation reports on
prospective financial information dated on or after May 1, 2017, by SSARS No.
23.]

.A4 In addition to the requirements of this section, in a compilation of pro
forma financial information, the accountant is also required to adhere to the
requirements of section 120, Compilation of Pro Forma Financial Information.
[Paragraph added, effective for compilation reports on prospective financial in-
formation dated on or after May 1, 2017, by SSARS No. 23.]

Definitions (Ref: par. .05)
.A5 Certain regulators, including state and local government legislators,

regulatory agencies, or departments, require financial statements to be pre-
pared in accordance with a financial reporting framework that is based on
GAAP but does not comply with all the requirements of GAAP. Such frame-
works are regulatory-bases of accounting, as defined in paragraph .05. In some
circumstances, however, the cash- or tax-basis of accounting may be permitted
by a regulator. For purposes of this section, the cash- and tax-bases of account-
ing are not regulatory-bases of accounting. [Paragraph renumbered by the is-
suance of SSARS No. 23, October 2016.]

.A6 Supplementary information includes additional details or explana-
tions of items in or related to the basic financial statements, consolidating infor-
mation, historical summaries of items extracted from the basic financial state-
ments, statistical data, and other material, some of which may be from sources
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outside the accounting system or outside the entity. [Paragraph added to reflect
conforming changes necessary due to the issuance of SSARS No. 23]

.A7 Supplementary information may be prepared in accordance with an
applicable financial reporting framework, by regulatory or contractual require-
ments, in accordance with management's criteria, or in accordance with other
requirements. [Paragraph added to reflect conforming changes necessary due
to the issuance of SSARS No. 23]

Independence (Ref: par. .07)
.A8 The interpretations of the "Independence Rule" (ET sec. 1.200.001) of

the AICPA Code of Professional Conduct provide authoritative guidance with
respect to independence. It is in the public interest and, therefore, required by
this section, that the accountant modify the accountant's compilation report
when the accountant is not independent of the entity whose financial state-
ments are the subject of the compilation engagement. The AICPA Code of Pro-
fessional Conduct also defines independence as consisting of two elements, in-
dependence of mind and independence in appearance. Independence enhances
the accountant's ability to act with integrity and be objective. Independence
implies an impartiality that recognizes an obligation to be fair not only to man-
agement but also to users of the financial statements, who may rely upon the
accountant's compilation report. In the absence of an interpretation of the "In-
dependence Rule" that addresses a particular relationship or circumstance, a
member should apply the "Conceptual Framework for Independence" interpre-
tation (ET sec. 1.210.010). [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016. Paragraph subsequently renumbered, October 2016, to
reflect conforming changes necessary due to the issuance of SSARS No. 23.]

Acceptance and Continuance of Client Relationships
and Compilation Engagements (Ref: par. .08)

.A9 A compilation in accordance with SSARSs is conducted on the premise
that management has acknowledged and understands that it has the respon-
sibility set out in paragraph .26c of section 60. The preparation of financial
statements, in whole or in part, is a nonattest service subject to the provisions
of the "Nonattest Services" subtopic of the "Independence Rule" (ET sec. 1.295).
To avoid misunderstanding, agreement is reached with management that it ac-
knowledges and understands that it has such responsibilities as part of agree-
ing and documenting the terms of the compilation engagement as required by
paragraphs .10–.11. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016. Paragraph subsequently renumbered, October 2016, to reflect
conforming changes necessary due to the issuance of SSARS No. 23.]

.A10 Documents containing financial statements that may include an indi-
cation that such financial statements have been subjected to a compilation en-
gagement by the entity's accountant includes documents submitted to bonding
companies. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016. Paragraph subsequently renumbered, October 2016, to reflect conforming
changes necessary due to the issuance of SSARS No. 23.]

Agreement on Engagement Terms (Ref: par. .10–.11 and .40)
.A11 Both management and the accountant have an interest in document-

ing the terms of the compilation engagement before the commencement of the
engagement to help avoid misunderstandings with respect to the engagement.
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For example, it reduces the risk that management may inappropriately rely on
or expect the accountant to protect management against certain risks or per-
form certain functions, including those that are management's responsibility.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]

.A12 The roles of management and those charged with governance in
agreeing upon the terms of the compilation engagement for the entity depend
on the governance structure of the entity and relevant law or regulation. De-
pending on the entity's structure, the agreement may be with management,
those charged with governance, or both. Nonetheless, when the agreement on
the terms of engagement is only with those charged with governance, in accor-
dance with paragraph .26c of section 60, the accountant is required to obtain
management's agreement that it acknowledges and understands its respon-
sibilities. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016. Paragraph subsequently renumbered, October 2016, to reflect conform-
ing changes necessary due to the issuance of SSARS No. 23.]

.A13 When a third party has contracted for a compilation of the entity's
financial statements, agreeing the terms of the compilation with management
of the entity is necessary in order to establish that the preconditions for a com-
pilation are present. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016. Paragraph subsequently renumbered, October 2016, to reflect
conforming changes necessary due to the issuance of SSARS No. 23.]

.A14 The understanding with management regarding the services to be
performed for compilation engagements is required by paragraph .10 to be in
a documented form, and, accordingly, an oral understanding is insufficient. An
engagement letter is the most common and usually the most convenient method
for documenting the understanding with management regarding the services
to be performed for compilation engagements. [Paragraph subsequently renum-
bered, October 2016, to reflect conforming changes necessary due to the is-
suance of SSARS No. 23. Paragraph renumbered and amended, effective Oc-
tober 2016, by SSARS No. 23.]

.A15 Although the accountant may prepare the financial statements, in
whole or in part, the financial statements are representations of management,
and the fairness of their presentation in accordance with the applicable finan-
cial reporting framework is management's responsibility. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016. Paragraph subsequently
renumbered, October 2016, to reflect conforming changes necessary due to the
issuance of SSARS No. 23.]

.A16 Illustrative examples of engagement letters for a compilation engage-
ment are presented in exhibit A, "Illustrative Engagement Letters." [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016. Paragraph sub-
sequently renumbered, October 2016, to reflect conforming changes necessary
due to the issuance of SSARS No. 23.]

The Accountant’s Knowledge and Understanding of the Entity’s
Financial Reporting Framework (Ref: par. .12)

.A17 The requirement that the accountant obtain an understanding of the
applicable financial reporting framework intended to be used in the prepara-
tion of the financial statements, and the significant accounting policies adopted
by management, does not prevent the accountant from accepting a compila-
tion engagement for an entity in an industry in which the accountant has no
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previous experience. The accountant may obtain such understanding, for exam-
ple, by consulting AICPA guides, industry publications, financial statements of
other entities in the industry, textbooks and periodicals, appropriate contin-
uing professional education, or individuals who are knowledgeable about the
framework or the industry. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016. Paragraph subsequently renumbered, October 2016, to
reflect conforming changes necessary due to the issuance of SSARS No. 23.]

Compilation Procedures (Ref: par. .14–.16, .26, and .32)
.A18 The accountant is not required to make inquiries or perform other

procedures to verify, corroborate, or review information supplied by the entity.
However, the accountant may have performed such inquiries or procedures and
the results of those inquiries or procedures, knowledge gained from prior en-
gagements, or the financial statements themselves may cause the accountant
to become aware that information provided by management is incorrect, in-
complete, or otherwise unsatisfactory. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016. Paragraph subsequently renumbered, October
2016, to reflect conforming changes necessary due to the issuance of SSARS
No. 23.]

.A19 The financial statements may adequately refer to or describe the ap-
plicable financial reporting framework via

• the financial statement titles or

• the notes to the financial statements.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]

.A20 Financial statements may be misleading, for example, if the applica-
ble financial reporting framework includes the premise that the financial state-
ments are prepared on the going concern basis, and undisclosed uncertainties
exist regarding the entity's ability to continue as a going concern. If the accoun-
tant becomes aware that uncertainties exist regarding the entity's ability to
continue as a going concern, the accountant may suggest additional disclosures
concerning the entity's ability to continue as a going concern in order to avoid
the financial statements being misleading. [Paragraph renumbered by the is-
suance of SSARS No. 23, October 2016. Paragraph subsequently renumbered,
October 2016, to reflect conforming changes necessary due to the issuance of
SSARS No. 23.]

.A21 Disclosure of items, such as an uncertainty, is not required in finan-
cial statements in which substantially all the disclosures required by the ap-
plicable financial reporting framework are omitted. [Paragraph renumbered by
the issuance of SSARS No. 23, October 2016. Paragraph subsequently renum-
bered, October 2016, to reflect conforming changes necessary due to the is-
suance of SSARS No. 23.]

.A22 In circumstances addressed by the requirements of this section in
which withdrawal from the engagement is necessary, the responsibility to in-
form management of the reasons for withdrawing provides an opportunity to
explain the accountant's ethical obligations. [Paragraph renumbered by the is-
suance of SSARS No. 23, October 2016. Paragraph subsequently renumbered,
October 2016, to reflect conforming changes necessary due to the issuance of
SSARS No. 23.]
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.A23 When making a determination about whether and how to withdraw
from an engagement, the accountant may wish to consult with legal counsel.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

The Accountant’s Compilation Report (Ref: par. .17)
.A24 The accountant's written report may become unattached from the

financial statements. To minimize the possibility that a user of the financial
statements may infer an unintended level of reliance on the financial state-
ments, the accountant may request that management include a reference on
each page of the financial statements to the accountant's written report. An ex-
ample of a reference to the accountant's written report included on each page
of the financial statements is "See Accountant's Report" or "See Accountant's
Compilation Report." [Paragraph renumbered by the issuance of SSARS No.
23, October 2016. Paragraph subsequently renumbered, October 2016, to re-
flect conforming changes necessary due to the issuance of SSARS No. 23.]

[.A25] [Paragraph deleted by the issuance of SSARS No. 23, October 2016.]

.A26 The city and state where the accountant practices may be indi-
cated on letterhead that contains the issuing office's city and state. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016. Paragraph sub-
sequently renumbered, October 2016, to reflect conforming changes necessary
due to the issuance of SSARS No. 23.]

.A27 Illustrative examples of accountant's compilation reports are pre-
sented in exhibit B, "Illustrative Examples of the Accountant's Compilation
Reports on Financial Statements." [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016. Paragraph subsequently renumbered, October
2016, to reflect conforming changes necessary due to the issuance of SSARS
No. 23.]

The Accountant’s Compilation Report on Financial Statements
Prepared in Accordance With a Special Purpose Framework
(Ref: par. .08, .18, and .20)

.A28 The description of the special purpose framework may be included in
the financial statement titles, in the notes to the financial statements, or oth-
erwise on the face of the financial statements. Although terms such as balance
sheet, statement of financial position, statement of income, statement of opera-
tions, and statement of cash flows, or similar unmodified titles, are generally
understood to be applicable only to financial statements that are intended to
present financial position, results of operations, or cash flows in accordance with
GAAP, such titles, with appropriate modification, may be used in connection
with financial statements prepared in accordance with a special purpose frame-
work. Suitable financial statement titles for financial statements prepared in
accordance with a special purpose framework include, but are not limited to

• a modified cash-basis financial statement that might be titled

— "Income Statement—Modified Cash-Basis," or

— "Statement of Cash Receipts and Disbursements."

• financial statements prepared in accordance with the tax-basis of
accounting that might be titled

— "Balance Sheet—Tax-Basis,"

— "Statement of Assets, Liabilities, and Equity—Tax-Basis,"
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— "Statement of Operations—Tax-Basis," or

— "Statement of Revenue and Expenses—Tax-Basis."

• a financial statement prepared in accordance with a regulatory-
basis of accounting that might be titled "Statement of Income—
Regulatory-Basis."

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]

.A29 Financial statements prepared in accordance with a special purpose
framework need not include a summary of significant accounting policies or
a description about how the special purpose framework differs from GAAP if
such financial statements omit substantially all disclosures, and the omission of
substantially all disclosures is not, to the accountant's knowledge, undertaken
with the intention of misleading those who might reasonably be expected to use
such financial statements. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

.A30 The description of how the special purpose framework differs from
GAAP ordinarily only includes the material differences between GAAP and the
special purpose framework. For example, if several items are accounted for dif-
ferently in accordance with the special purpose framework than they would
be in accordance with GAAP, but only the differences in how depreciation is
calculated are material, a brief description of the depreciation differences is all
that would be necessary, and the remaining differences need not be described or
quantified. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016. Paragraph subsequently renumbered, October 2016, to reflect conforming
changes necessary due to the issuance of SSARS No. 23.]

.A31 Financial statements prepared when applying a special purpose
framework are not considered appropriate in form unless the financial state-
ments include informative disclosures similar to those required by GAAP if the
financial statements contain items that are the same as, or similar to, those in
financial statements prepared in accordance with GAAP. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016. Paragraph subsequently
renumbered, October 2016, to reflect conforming changes necessary due to the
issuance of SSARS No. 23.]

.A32 When the financial statements are prepared in accordance with a
regulatory- or contractual-basis of accounting, the accountant is required by
paragraph .20b to describe the purpose for which the financial statements are
prepared or refer to a note in the financial statements that contains that infor-
mation. This is necessary to avoid misunderstandings when the financial state-
ments are used for purposes other than those for which they were intended. The
note to the financial statements may also describe any significant interpreta-
tions of the contract on which the financial statements are based. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016. Paragraph sub-
sequently renumbered, October 2016, to reflect conforming changes necessary
due to the issuance of SSARS No. 23.]

Reporting When the Accountant Is Not Independent
(Ref: par. .22)

.A33 An example of a disclosure that an accountant may make to indicate
the accountant's lack of independence would be

I am (We are) not independent with respect to XYZ Company.
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[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]

.A34 The accountant is not precluded from disclosing a description about
the reason(s) that the accountant's independence is impaired. The following are
examples of descriptions the accountant may use:

• I am (We are) not independent with respect to XYZ Company as of
and for the year ended December 31, 20XX, because I (a member
of the engagement team) had a direct financial interest in XYZ
Company.

• I am (We are) not independent with respect to XYZ Company as
of and for the year ended December 31, 20XX, because an individ-
ual of my immediate family (an immediate family member of one
of the members of the engagement team) was employed by XYZ
Company.

• I am (We are) not independent with respect to XYZ Company as
of and for the year ended December 31, 20XX, because I (we) per-
formed certain accounting services (the accountant may include a
specific description of those services) that impaired my (our) inde-
pendence.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]

.A35 Illustrative examples of accountant's compilation reports when the
accountant's independence has been impaired are presented in exhibit B.2
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]

Reporting on Financial Statements That Omit Substantially All
the Disclosures Required by the Applicable Financial Reporting
Framework (Ref: par. .27)

.A36 When management elects to include disclosures about only a few
matters in the notes to the financial statements, such disclosures may be
labeled "Selected Information—Substantially All Disclosures Required by
[the applicable financial reporting framework] Are Not Included." [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016. Paragraph sub-
sequently renumbered, October 2016, to reflect conforming changes necessary
due to the issuance of SSARS No. 23.]

.A37 An illustrative example of an accountant's compilation report on
financial statements that omit substantially all disclosures required by the

2 Illustration 4, "An Accountant's Compilation Report on Comparative Financial Statements Pre-
pared in Accordance With Accounting Principles Generally Accepted in the United States of America
When the Accountant's Independence Is Impaired, and the Accountant Determines to Not Disclose the
Reasons for the Independence Impairment" and illustration 5, "An Accountant's Compilation Report
on Comparative Financial Statements Prepared in Accordance With the AICPA's Financial Reporting
Framework for Small- and Medium-Sized Entities When the Accountant's Independence Has Been
Impaired Due to the Accountant Having a Financial Interest in the Entity, and the Accountant De-
cides to Disclose the Reasons for the Independence Impairment," of exhibit B, "Illustrative Examples
of the Accountant's Compilation Report on Financial Statements."
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applicable financial reporting framework is presented in exhibit B.3 [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016. Paragraph sub-
sequently renumbered, October 2016, to reflect conforming changes necessary
due to the issuance of SSARS No. 23.]

Reporting Known Departures From the Applicable Financial
Reporting Framework (Ref: par. .30 and .33)

.A38 The accountant is precluded from including a statement that the fi-
nancial statements are not in conformity with the applicable financial report-
ing framework because such a statement would be tantamount to expressing
an adverse opinion on the financial statements as a whole. Such an opinion can
be expressed only in the context of an audit engagement. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016. Paragraph subsequently
renumbered, October 2016, to reflect conforming changes necessary due to the
issuance of SSARS No. 23.]

.A39 An illustrative example of an accountant's compilation report on fi-
nancial statements that contain known departures from the applicable finan-
cial reporting framework that are not disclosed in the notes to the financial
statements is presented in exhibit B.4 [Paragraph subsequently renumbered,
October 2016, to reflect conforming changes necessary due to the issuance of
SSARS No. 23. Paragraph renumbered by the issuance of SSARS No. 23, Octo-
ber 2016.]

Supplementary Information That Accompanies Financial
Statements and the Accountant’s Compilation Report Thereon
(Ref: par. .34–.36)

[.A40] [Paragraph deleted to reflect conforming changes necessary due to
the issuance of SSARS No. 23, October 2016.]

.A41 The following is an example of how an accountant may word a sepa-
rate paragraph in the accountant's compilation report addressing supplemen-
tary information when the accountant has performed a compilation engage-
ment on both the financial statements and the supplementary information:

The accompanying [identify the supplementary information] is presented for
purposes of additional analysis and is not a required part of the basic financial
statements. Such information is the responsibility of management. The supple-
mentary information was subject to our compilation engagement. I (We) have
not audited or reviewed the supplementary information and do not express an
opinion, a conclusion, nor provide any assurance on such information.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered and revised, October 2016, to reflect conform-
ing changes necessary due to the issuance of SSARS No. 23.]

3 Illustration 3, "An Accountant's Compilation Report on Comparative Financial Statements Pre-
pared in Accordance With the Tax-Basis of Accounting, and Management Has Elected to Omit Sub-
stantially All Disclosures Ordinarily Included in Financial Statements Prepared in Accordance With
the Tax-Basis of Accounting," of exhibit B.

4 Illustration 6, "An Accountant's Compilation Report on Comparative Financial Statements, and
the Accountant is Aware of Departures From Accounting Principles Generally Accepted in the United
States of America," of exhibit B.
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.A42 The following is an example of how an accountant may word a sepa-
rate paragraph in the accountant's compilation report addressing supplemen-
tary information when the accountant has performed a compilation engage-
ment on the financial statements but has not performed a compilation on the
supplementary information:

The accompanying [identify the supplementary information] is presented for
purposes of additional analysis and is not a required part of the basic financial
statements. Such information is the responsibility of management. The supple-
mentary information was not subject to our compilation engagement. I (We) do
not express an opinion, a conclusion, nor provide any assurance on such infor-
mation.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered and revised, October 2016, to reflect conform-
ing changes necessary due to the issuance of SSARS No. 23.]

.A43 Supplementary information may become unattached from the ac-
countant's compilation report. To minimize the possibility that a user of the
supplementary information may infer, through the accountant's association
with such information, an unintended level of reliance on it, the accountant
may request that management include a reference to the accountant's compi-
lation report on each page of the supplementary information. An example of a
reference to the accountant's compilation report included on each page of the
supplementary information is "See Accountant's Report" or "See Accountant's
Compilation Report." [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016. Paragraph subsequently renumbered and revised, October 2016,
to reflect conforming changes necessary due to the issuance of SSARS No. 23.]

Required Supplementary Information (Ref: par. .37–.38)
.A44 Examples of required supplementary information that may accom-

pany financial statements and the accountant's compilation report thereon in-
clude the following:

• With respect to common interest realty associations, estimates of
current or future costs of major repairs and replacements of com-
mon property that will be required in the future as required by
FASB Accounting Standards Codification 972-235-50-3

• Management's discussion and analysis and budgetary comparison
statements as required by GASB Statement No. 34, Basic Finan-
cial Statements—and Management's Discussion and Analysis—
for State and Local Governments

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered and revised, October 2016, to reflect conform-
ing changes necessary due to the issuance of SSARS No. 23.]

.A45 Prescribed guidelines are the authoritative guidelines established
by the designated accounting standards-setter for the methods of measure-
ment and presentation of the required supplementary information. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016. Paragraph subse-
quently renumbered and revised, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]

.A46 Because the required supplementary information accompanies the
basic financial statements, the accountant's compilation report on the financial
statements includes a discussion of the responsibility taken by the accountant
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on that information. However, if the required supplementary information is
omitted by the entity, the accountant does not have a responsibility to present
that information. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016. Paragraph subsequently renumbered and revised, October 2016,
to reflect conforming changes necessary due to the issuance of SSARS No. 23.]
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.A47

Exhibit A—Illustrative Engagement Letters
(Ref: par. .A16)

Illustration 1—An Engagement Letter for a Compilation Engagement
With Respect to Financial Statements Prepared in Accordance With Ac-
counting Principles Generally Accepted in the United States of America
Illustration 2—An Engagement Letter for a Compilation Engage-
ment With Respect to Financial Statements Prepared in Accordance
With Accounting Principles Generally Accepted in the United States of
America, Except the Financial Statements Omit the Statement of Cash
Flows and Substantially All Disclosures Required by U.S. GAAP and in
Which the Accountant's Independence Is Impaired
Illustration 3—An Engagement Letter for a Compilation Engagement
With Respect to Financial Statements Prepared in Accordance With the
Tax-Basis of Accounting

The illustrative engagement letters in this exhibit are intended as illustrations
that may be used in conjunction with the considerations outlined in Statements
on Standards for Accounting and Review Services. The engagement letter will
vary according to individual requirements and circumstances, and the illustra-
tions are drafted to refer to a compilation engagement for a single reporting
period. The accountant may seek legal advice about whether a proposed letter
is suitable.

Illustration 1—An Engagement Letter for a Compilation Engagement With
Respect to Financial Statements Prepared in Accordance With Accounting
Principles Generally Accepted in the United States of America

Circumstances include the following:

• The accountant will prepare, as a nonattest service, the financial
statements, including related notes, subject to the compilation en-
gagement.

• The financial statements will be prepared in accordance with ac-
counting principles generally accepted in the United States of
America and will include all related notes required by accounting
principles generally accepted in the United States of America

• The accountant expects that his or her independence will not be
impaired

To the appropriate representative of management of ABC Company:1

1 The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the engagement, including the relevant jurisdiction. It is important to refer to
the appropriate persons. See paragraph .A12.
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You2 have requested that we prepare the financial statements of ABC Company,
which comprise the balance sheet as of December 31, 20XX, and the related
statements of income, changes in stockholders' equity, and cash flows for the
year then ended, and the related notes to the financial statements, and perform
a compilation engagement with respect to those financial statements.3,4 We are
pleased to confirm our acceptance and our understanding of this engagement
by means of this letter.

Our Responsibilities
The objective of our engagement is to

a. prepare financial statements in accordance with accounting prin-
ciples generally accepted in the United States of America based
on information provided by you and

b. apply accounting and financial reporting expertise to assist you in
the presentation of financial statements without undertaking to
obtain or provide any assurance that there are no material modi-
fications that should be made to the financial statements in order
for them to be in accordance with accounting principles generally
accepted in the United States of America.

We will conduct our compilation engagement in accordance with Statements
on Standards for Accounting and Review Services (SSARSs) promulgated by
the Accounting and Review Services Committee of the AICPA and comply with
the AICPA's Code of Professional Conduct, including the ethical principles of
integrity, objectivity, professional competence, and due care.
We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion or a conclusion nor provide any assurance on the
financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to iden-
tify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.

Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowl-
edge and understand that our role is to prepare financial statements in accor-
dance with accounting principles generally accepted in the United States of
America and assist you in the presentation of the financial statements in ac-
cordance with accounting principles generally accepted in the United States of
America. You have the following overall responsibilities that are fundamental
to our undertaking the engagement in accordance with SSARSs:

2 Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.

3 If the accountant is to be engaged to prepare financial statements that omit the statement of
cash flows and the related notes and perform a compilation engagement with respect to those fi-
nancial statements, the sentence may be revised to read, "You have requested that we prepare the
financial statements of ABC Company, which comprise the balance sheet as of December 31, 20XX,
and the related statements of income and changes in stockholders' equity, and perform a compilation
engagement with respect to those financial statements." The following additional sentence may then
be added: "These financial statements will not include a statement of cash flows and related notes to
the financial statements."

4 The accountant may include other nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping services.
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a. The selection of accounting principles generally accepted in the
United States of America as the financial reporting framework to
be applied in the preparation of the financial statements

b. The preparation and fair presentation of financial statements in
accordance with accounting principles generally accepted in the
United States of America and the inclusion of all informative dis-
closures that are appropriate for accounting principles generally
accepted in the United States of America

c. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements that are free from material misstatement, whether
due to fraud or error

d. The prevention and detection of fraud
e. To ensure that the entity complies with the laws and regulations

applicable to its activities
f. The accuracy and completeness of the records, documents, expla-

nations, and other information, including significant judgments,
you provide to us for the engagement

g. To provide us with
i. access to all information of which you are aware is rele-

vant to the preparation and fair presentation of the finan-
cial statements, such as records, documentation, and other
matters

ii. additional information that we may request from you for
the purpose of the compilation engagement

iii. unrestricted access to persons within the entity of whom
we determine it necessary to make inquiries

You are also responsible for all management decisions and responsibilities and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible for
evaluating the adequacy and results of the services performed and accepting
responsibility for such services.

Our Report
As part of our engagement, we will issue a report that will state that we did
not audit or review the financial statements and that, accordingly, we do not
express an opinion, a conclusion, nor provide any assurance on them.
You agree to include our accountant's compilation report in any document con-
taining financial statements that indicates that we have performed a compi-
lation engagement on such financial statements and, prior to inclusion of the
report, to ask our permission to do so.

Other Relevant Information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding limita-
tion of or other arrangements regarding the liability of the accountant or the en-
tity, such as indemnification to the accountant for liability arising from knowing
misrepresentations to the accountant by management (regulators may restrict
or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us or resulting from any actions against us by
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third parties relying on the financial statements described herein except for our
own intentional wrongdoing.]
Please sign and return the attached copy of this letter to indicate your acknowl-
edgement of, and agreement with, the arrangements for our engagement to pre-
pare the financial statements described herein and to perform a compilation en-
gagement with respect to those same financial statements, and our respective
responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
[Revised, February 2015, to include additional required engagement letter
elements.]

Illustration 2—An Engagement Letter for a Compilation Engagement With
Respect to Financial Statements Prepared in Accordance With Accounting
Principles Generally Accepted in the United States of America, Except the
Financial Statements Omit the Statement of Cash Flows and Substantially All
Disclosures Required by U.S. GAAP and in Which the Accountant’s
Independence Is Impaired

Circumstances include the following:

• The accountant will prepare, as a nonattest service, the financial
statements subject to the compilation engagement.

• The financial statements will be prepared in accordance with ac-
counting principles generally accepted in the United States of
America, except the statement of cash flows and substantially all
disclosures required by accounting principles generally accepted
in the United States of America will be omitted.

• The accountant's independence will be impaired as a result of the
performance of the nonattest preparation service.

To the appropriate representative of management of ABC Company:1

You2 have requested that we prepare the financial statements of ABC Company,
which comprise the balance sheet as of December 31, 20XX, and the related
statements of income and changes in stockholders' equity for the year then
ended, and perform a compilation engagement with respect to those financial
statements.3 These financial statements will not include a statement of cash

1 The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the engagement, including the relevant jurisdiction. It is important to refer to
the appropriate persons. See paragraph .A12.

2 Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.

3 The accountant may include other nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping service.
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flows and related notes to the financial statements. We are pleased to confirm
our acceptance and our understanding of this engagement by means of this
letter.

Our Responsibilities

The objective of our engagement is to

a. prepare financial statements in accordance with accounting prin-
ciples generally accepted in the United States of America based
on information provided by you and

b. apply accounting and financial reporting expertise to assist you in
the presentation of financial statements without undertaking to
obtain or provide any assurance that there are no material modi-
fications that should be made to the financial statements in order
for them to be in accordance with accounting principles generally
accepted in the United States of America.

We will conduct our compilation engagement in accordance with Statements
on Standards for Accounting and Review Services (SSARSs) promulgated by
the Accounting and Review Services Committee of the AICPA and comply with
the AICPA's Code of Professional Conduct, including the ethical principles of
integrity, objectivity, professional competence, and due care.

We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion, a conclusion, nor provide any assurance on the
financial statements.

Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to iden-
tify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.

Your Responsibilities

The compilation engagement to be performed is conducted on the basis that you
acknowledge and understand that our role is to prepare financial statements in
accordance with accounting principles generally accepted in the United States
of America and assist you in the presentation of the financial statements in ac-
cordance with accounting principles generally accepted in the United States of
America. You have the following overall responsibilities that are fundamental
to our undertaking the engagement in accordance with SSARSs:

a. The selection of accounting principles generally accepted in the
United States of America as the financial reporting framework to
be applied in the preparation of the financial statements

b. The preparation and fair presentation of financial statements in
accordance with accounting principles generally accepted in the
United States of America

c. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements that are free from material misstatement, whether
due to fraud or error

d. The prevention and detection of fraud

e. To ensure that the entity complies with the laws and regulations
applicable to its activities
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f. The accuracy and completeness of the records, documents, expla-
nations, and other information, including significant judgments,
you provide to us for the engagement

g. To provide us with
i. access to all information of which you are aware is rele-

vant to the preparation and fair presentation of the finan-
cial statements, such as records, documentation, and other
matters

ii. additional information that we may request from you for
the purpose of the compilation engagement

iii. unrestricted access to persons within the entity of whom
we determine it necessary to make inquiries

Our Report
As part of our engagement, we will issue a report that will state that we did
not audit or review the financial statements and that, accordingly, we do not
express an opinion, a conclusion, nor provide any assurance on them. We will
disclose that we are not independent in our report.
You agree to include our accountant's compilation report in any document con-
taining financial statements that indicates that we have performed a compi-
lation engagement on such financial statements and, prior to inclusion of the
report, to ask our permission to do so.

Other Relevant Information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding lim-
itation of, or other arrangements regarding, the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorneys' fees, resulting from management's
knowing misrepresentations to us or resulting from any actions against us by
third parties relying on the financial statements described herein except for our
own intentional wrongdoing.]
Please sign and return the attached copy of this letter to indicate your acknowl-
edgement of, and agreement with, the arrangements for our engagement to pre-
pare the financial statements described herein and to perform a compilation en-
gagement with respect to those same financial statements, and our respective
responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
[Revised, February 2015, to include additional required engagement letter
elements.]
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Illustration 3—An Engagement Letter for a Compilation Engagement With
Respect to Financial Statements Prepared in Accordance With the Tax-Basis
of Accounting

Circumstances include the following:

• The accountant will prepare, as a nonattest service, the financial
statements subject to the compilation engagement.

• The financial statements will be prepared in accordance with the
tax-basis of accounting.

• The accountant expects that his or her independence will not be
impaired.

To the appropriate representative of management of ABC Company:1

You2 have requested that we prepare the financial statements of ABC Com-
pany, which comprise the statement of assets, liabilities, and equity—tax-basis
as of December 31, 20XX, and the related statements of operations and related
earnings—tax-basis, and cash flows—tax-basis for the year then ended, and
the related notes to the financial statements and perform a compilation en-
gagement with respect to those financial statements. 3 4 We are pleased to con-
firm our acceptance and our understanding of this compilation engagement by
means of this letter.

Our Responsibilities
The objective of our engagement is to

a. prepare financial statements in accordance with the tax-basis of
accounting based on information provided by you and

b. apply accounting and financial reporting expertise to assist you in
the presentation of financial statements without undertaking to
obtain or provide any assurance that there are no material modi-
fications that should be made to the financial statements in order
for them to be in accordance with the tax-basis of accounting.

We will conduct our compilation engagement in accordance with Statements
on Standards for Accounting and Review Services (SSARSs) promulgated by
the Accounting and Review Services Committee of the AICPA and comply with
the AICPA's Code of Professional Conduct, including the ethical principles of
integrity, objectivity, professional competence, and due care.
We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,

1 The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the engagement, including the relevant jurisdiction. It is important to refer to
the appropriate persons. See paragraph .A12.

2 Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.

3 If the accountant is to be engaged to prepare financial statements that omit the statement of
cash flows—tax-basis and the related notes and perform a compilation engagement with respect to
those financial statements, the sentence may be revised to read, "You have requested that we pre-
pare the financial statements of ABC Company, which comprise the statement of assets, liabilities,
and equity—tax-basis as of December 31, 20XX, and the related statement of operations and retained
earnings—tax-basis, and perform a compilation engagement with respect to those financial state-
ments." The following additional sentence may then be added: "These financial statements will not
include a statement of cash flows—tax-basis and related notes to the financial statements."

4 The accountant may include nonattest services to be performed as part of the engagement, such
as income tax preparation and bookkeeping services.
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we will not express an opinion, a conclusion, nor provide any assurance on the
financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by fraud or error, or to iden-
tify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations.

Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowl-
edge and understand that our role is to prepare financial statements in accor-
dance with the tax-basis of accounting and assist you in the presentation of the
financial statements in accordance with the tax-basis of accounting. You have
the following overall responsibilities that are fundamental to our undertaking
the engagement in accordance with SSARSs:

a. The selection of the tax-basis of accounting as the financial report-
ing framework to be applied in the preparation of the financial
statements

b. The preparation and fair presentation of financial statements in
accordance with the tax-basis of accounting

c. The inclusion of all informative disclosures that is appropriate for
the tax-basis of accounting. This includes

i. a description of the tax-basis of accounting, including a
summary of significant accounting policies, and how the
tax-basis of accounting differs from accounting principles
generally accepted in the United States of America, the ef-
fects of which need not be quantified and

ii. informative disclosures similar to those required by ac-
counting principles generally accepted in the United
States of America. 5

d. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements that are free from material misstatement, whether
due to fraud or error

e. The prevention and detection of fraud
f. To ensure that the entity complies with the laws and regulations

applicable to its activities
g. The accuracy and completeness of the records, documents, expla-

nations, and other information, including significant judgments,
you provide to us for the compilation engagement

h. To provide us with
i. access to all information of which you are aware is rele-

vant to the preparation and fair presentation of the finan-
cial statements, such as records, documentation, and other
matters

ii. additional information that we may request from you for
the purpose of the compilation engagement

iii. unrestricted access to persons within the entity of whom
we determine it necessary to make inquiries

5 The responsibility described in c need not be included if the financial statements omit substan-
tially all disclosures required by the financial reporting framework.
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You are also responsible for all management decisions and responsibilities and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible for
evaluating the adequacy and results of the services performed and accepting
responsibility for such services.

Our Report
As part of our engagement, we will issue a report that will state that we did
not audit or review the financial statements and that, accordingly, we do not
express an opinion, a conclusion, nor provide any assurance on them.
You agree to include our accountant's compilation report in any document con-
taining financial statements that indicates that we have performed a compi-
lation engagement on such financial statements and, prior to inclusion of the
report, to ask our permission to do so.

Other Relevant Information
Our fees for these services. . . .
[The accountant may include language, such as the following, regarding lim-
itation of, or other arrangements regarding, the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorneys' fees, resulting from management's
knowing misrepresentations to us or resulting from any actions against us by
third parties relying on the financial statements described herein except for our
own intentional wrongdoing.]
Please sign and return the attached copy of this letter to indicate your acknowl-
edgement of, and agreement with, the arrangements for our engagement to
prepare the financial statements described herein and perform a compilation
engagement with respect to those same financial statements and our respective
responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23. Revised, February 2015, to in-
clude additional required engagement letter elements.]
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.A48

Exhibit B—Illustrative Examples of the Accountant’s
Compilation Report on Financial Statements
(Ref: par. .A27, .A35, .A37, and .A39)

Illustration 1—An Accountant's Compilation Report on Comparative
Financial Statements Prepared in Accordance With Accounting Princi-
ples Generally Accepted in the United States of America
Illustration 2—An Accountant's Compilation Report on Comparative
Financial Statements Prepared in Accordance With the AICPA's Finan-
cial Reporting Framework for Small- and Medium-Sized Entities
Illustration 3—An Accountant's Compilation Report on Comparative
Financial Statements Prepared in Accordance With the Tax-Basis of
Accounting, and Management Has Elected to Omit Substantially All
Disclosures Ordinarily Included in Financial Statements Prepared in
Accordance With the Tax-Basis of Accounting
Illustration 4—An Accountant's Compilation Report on Comparative
Financial Statements Prepared in Accordance With Accounting Princi-
ples Generally Accepted in the United States of America When the Ac-
countant's Independence Is Impaired, and the Accountant Determines
to Not Disclose the Reasons for the Independence Impairment
Illustration 5—An Accountant's Compilation Report on Comparative
Financial Statements Prepared in Accordance With the AICPA's Finan-
cial Reporting Framework for Small- and Medium-Sized Entities When
the Accountant's Independence Has Been Impaired Due to the Accoun-
tant Having a Financial Interest in the Entity, and the Accountant De-
cides to Disclose the Reason for the Independence Impairment
Illustration 6—An Accountant's Compilation Report on Comparative
Financial Statements, and the Accountant Is Aware of Departures
From Accounting Principles Generally Accepted in the United States of
America

Illustration 1—An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With Accounting Principles Generally
Accepted in the United States of America

Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the balance sheets as of December 31, 20X2 and
20X1 and the related statements of income, changes in stockholders' equity,
and cash flows for the years then ended, and the related notes to the finan-
cial statements in accordance with accounting principles generally accepted
in the United States of America. I (We) have performed compilation engage-
ments in accordance with Statements on Standards for Accounting and Re-
view Services promulgated by the Accounting and Review Services Commit-
tee of the AICPA. I (We) did not audit or review the financial statements nor
was (were) I (we) required to perform any procedures to verify the accuracy or
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completeness of the information provided by management. I (we) do not express
an opinion, a conclusion, nor provide any form of assurance on these financial
statements.

[Signature of accounting firm or accountant, as appropriate]

[Accountant's city and state]

[Date of the accountant's report]

Illustration 2—An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With the AICPA’s Financial Reporting
Framework for Small- and Medium-Sized Entities

Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the statements of financial position as of December
31, 20X2 and 20X1 and the related statements of operations and cash flows
for the years then ended, and the related notes to the financial statements in
accordance with the AICPA's Financial Reporting Framework for Small- and
Medium-Sized Entities, and for determining that the AICPA's Financial Re-
porting Framework for Small- and Medium-Sized Entities is an acceptable fi-
nancial reporting framework. I (We) have performed compilation engagements
in accordance with Statements on Standards for Accounting and Review Ser-
vices promulgated by the Accounting and Review Services Committee of the
AICPA. I (We) did not audit or review the financial statements nor was (were) I
(we) required to perform any procedures to verify the accuracy or completeness
of the information provided by management. I (we) do not express an opinion,
a conclusion, nor provide any form of assurance on these financial statements.

I (We) draw attention to Note X of the financial statements, which describes the
basis of accounting. The financial statements are prepared in accordance with
the AICPA's Financial Reporting Framework for Small- and Medium-Sized En-
tities, which is a basis of accounting other than accounting principles generally
accepted in the United States of America.

[Signature of accounting firm or accountant, as appropriate]

[Accountant's city and state]

[Date of the accountant's report]

Illustration 3—An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With the Tax-Basis of Accounting, and
Management Has Elected to Omit Substantially All Disclosures Ordinarily
Included in Financial Statements Prepared in Accordance With the Tax-Basis
of Accounting

Management is responsible for the accompanying financial statements of XYZ
Partnership, which comprise the statements of assets, liabilities, and partners'
capital—tax-basis as of December 31, 20X2 and 20X1 and the related state-
ments of revenue and expenses—tax-basis, and changes in partners' capital—
tax-basis for the years then ended in accordance with the tax-basis of account-
ing, and for determining that the tax-basis of accounting is an acceptable fi-
nancial reporting framework. I (We) have performed compilation engagements
in accordance with Statements on Standards for Accounting and Review Ser-
vices promulgated by the Accounting and Review Services Committee of the
AICPA. I (We) did not audit or review the financial statements nor was (were) I
(we) required to perform any procedures to verify the accuracy or complete-
ness of the information provided by management. I (we) do not express an
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opinion, a conclusion, nor provide any form of assurance on these financial
statements.

The financial statements are prepared in accordance with the tax-basis of ac-
counting, which is a basis of accounting other than accounting principles gen-
erally accepted in the United States of America.

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

[Signature of accounting firm or accountant, as appropriate]

[Accountant's city and state]

[Date of the accountant's report]

Illustration 4—An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With Accounting Principles Generally
Accepted in the United States of America When the Accountant’s Independence
Is Impaired, and the Accountant Determines to Not Disclose the Reasons for the
Independence Impairment

Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the balance sheets as of December 31, 20X2 and
20X1 and the related statements of income, changes in stockholders' equity,
and cash flows for the years then ended, and the related notes to the finan-
cial statements in accordance with accounting principles generally accepted
in the United States of America. I (We) have performed compilation engage-
ments in accordance with Statements on Standards for Accounting and Re-
view Services promulgated by the Accounting and Review Services Committee
of the AICPA. I (We) did not audit or review the financial statements nor was
(were) I (we) required to perform any procedures to verify the accuracy or com-
pleteness of the information provided by management. I (we) do not express
an opinion, a conclusion, nor provide any form of assurance on these financial
statements.

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

[Signature of accounting firm or accountant, as appropriate]

[Accountant's city and state]

[Date of the accountant's report]

Illustration 5—An Accountant’s Compilation Report on Comparative Financial
Statements Prepared in Accordance With the AICPA’s Financial Reporting
Framework for Small- and Medium-Sized Entities When the Accountant’s
Independence Has Been Impaired Due to the Accountant Having a Financial
Interest in the Entity, and the Accountant Decides to Disclose the Reason for the
Independence Impairment

Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the statements of financial position as of December
31, 20X2 and 20X1, and the related statements of operations and cash flows
for the years then ended, and the related notes to the financial statements in
accordance with the AICPA's Financial Reporting Framework for Small- and
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Medium-Sized Entities, and for determining that the AICPA's Financial Re-
porting Framework for Small- and Medium-Sized Entities is an acceptable fi-
nancial reporting framework. I (We) have performed compilation engagements
in accordance with Statements on Standards for Accounting and Review Ser-
vices promulgated by the Accounting and Review Services Committee of the
AICPA. I (We) did not audit or review the financial statements nor was (were) I
(we) required to perform any procedures to verify the accuracy or completeness
of the information provided by management. I (we) do not express an opinion,
a conclusion, nor provide any form of assurance on these financial statements.
I (We) draw attention to Note X of the financial statements, which describes the
basis of accounting. The financial statements are prepared in accordance with
the AICPA's Financial Reporting Framework for Small- and Medium-Sized En-
tities, which is a basis of accounting other than accounting principles generally
accepted in the United States of America.
I am (we are) not independent with respect to XYZ Company as during the year
ended December 31, 20X2, I (a member of the engagement team) had a direct
financial interest in XYZ Company.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]

Illustration 6—An Accountant’s Compilation Report on Comparative Financial
Statements, and the Accountant Is Aware of Departures From Accounting
Principles Generally Accepted in the United States of America

Management is responsible for the accompanying financial statements of XYZ
Company, which comprise the balance sheets as of December 31, 20X2 and
20X1 and the related statements of income, changes in stockholders' equity,
and cash flows for the years then ended, and the related notes to the financial
statements in accordance with accounting principles generally accepted in the
United States of America. I (We) have performed compilation engagements in
accordance with Statements on Standards for Accounting and Review Services
promulgated by the Accounting and Review Services Committee of the AICPA.
I (We) did not audit or review the financial statements nor was (were) I (we)
required to perform any procedures to verify the accuracy or completeness of
the information provided by management. I (we) do not express an opinion, a
conclusion, nor provide any form of assurance on these financial statements.
Accounting principles generally accepted in the United States of America re-
quire that land be stated at cost. Management has informed me (us) that XYZ
Company has stated its land at appraised value and that if accounting princi-
ples generally accepted in the United States of America had been followed, the
land account and stockholders' equity would have been decreased by $500,000.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016. Para-
graph subsequently renumbered, October 2016, to reflect conforming changes
necessary due to the issuance of SSARS No. 23.]
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AR-C Section 90

Review of Financial Statements

Source: SSARS No. 21; SSARS No. 23.

Effective for reviews of financial statements for periods ending on or
after December 15, 2015, unless otherwise indicated.

Introduction

Scope and Applicability of This Section
.01 This section applies when the accountant is engaged to perform a re-

view of financial statements. This section also applies when the accountant is
engaged to review other historical financial information, excluding pro forma
financial information. Reviews of pro forma financial information are to be
performed in accordance with Statements on Standards for Attestation En-
gagements. (Ref: par. .A1–.A3) [As amended, effective October 2016, by SSARS
No. 23.]

.02 This section does not apply when the accountant is engaged to review
interim financial information when

a. the entity's latest annual financial statements have been audited
by the accountant or a predecessor;

b. the accountant either

i. has been engaged to audit the entity's current year finan-
cial statements or

ii. audited the entity's latest annual financial statements
and, in situations in which it is expected that the current
year financial statements will be audited, the engagement
of another accountant to audit the current year financial
statements is not effective prior to the beginning of the pe-
riod covered by the review; and

c. the entity prepares its interim financial information in accor-
dance with the same financial reporting framework as that used
to prepare the annual financial statements.

AU-C section 930, Interim Financial Information, provides guidance for review
engagements when the conditions in a–c are met.

Effective Date
.03 This section is effective for reviews of financial statements for periods

ending on or after December 15, 2015. Early implementation is permitted.

Objective
.04 The objective of the accountant when performing a review of financial

statements is to obtain limited assurance as a basis for reporting whether the
accountant is aware of any material modifications that should be made to the
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financial statements for them to be in accordance with the applicable finan-
cial reporting framework, primarily through the performance of inquiry and
analytical procedures. (Ref: par. .A4–.A9)

Definitions
.05 For purposes of Statements on Standards for Accounting and Review

Services (SSARSs), the following terms have the meanings attributed as fol-
lows:

Analytical procedures. Evaluations of financial information through
analysis of plausible relationships among both financial and nonfinan-
cial data. Analytical procedures also encompass such investigation, as
is necessary, of identified fluctuations or relationships that are incon-
sistent with other relevant information or that differ from expected
values by a significant amount.

Applicable financial reporting framework. The financial reporting
framework adopted by management and, when appropriate, those
charged with governance in the preparation and fair presentation of
the financial statements that is acceptable in view of the nature of the
entity and the objective of the financial statements, or that is required
by law or regulation.

Comparative financial statements. A complete set of financial state-
ments for one or more prior periods included for comparison with the
financial statements of the current period.

Designated accounting standard-setter. A body designated by the
Council of the AICPA to promulgate accounting principles generally
accepted in the United States of America pursuant to the "Compli-
ance With Standards Rule" (ET sec. 1.310.001) and the "Accounting
Principles Rule" (ET sec. 1.320.001) of the AICPA Code of Professional
Conduct.

Emphasis-of-matter paragraph. A paragraph included in the accoun-
tant's review report that is required by SSARSs, or is included at the
accountant's discretion, and that refers to a matter appropriately pre-
sented or disclosed in the financial statements that, in the accountant's
professional judgment, is of such importance that it is fundamental to
the users' understanding of the financial statements.

Error. Mistakes in the financial statements, including arithmetical or cler-
ical mistakes, and mistakes in the application of accounting principles,
including inadequate disclosures.

Experienced accountant. An individual (whether internal or external
to the firm) who has practical review experience and a reasonable un-
derstanding of

a. review processes;
b. SSARSs and applicable legal and regulatory requirements;
c. the business environment in which the entity operates; and
d. review and financial reporting issues relevant to the entity's

industry.
Financial reporting framework. A set of criteria used to determine

measurement, recognition, presentation, and disclosure of all material
items appearing in the financial statements (for example, accounting
principles generally accepted in the United States of America [U.S.
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GAAP], International Financial Reporting Standards promulgated by
the International Accounting Standards Board, or a special purpose
framework).

Financial statements. A structured representation of historical finan-
cial information, including related notes, intended to communicate an
entity's economic resources and obligations at a point in time or the
changes therein for a period of time in accordance with a financial re-
porting framework. The related notes ordinarily comprise a summary
of significant accounting policies and other explanatory information.
The term financial statements ordinarily refers to a complete set of
financial statements as determined by the requirements of the appli-
cable financial reporting framework but can also refer to a single fi-
nancial statement.

Fraud. An intentional act that results in a misstatement in financial state-
ments.

Generally accepted accounting principles (GAAP). References to
GAAP in SSARSs means generally accepted accounting principles pro-
mulgated by bodies designated by the Council of the AICPA pursuant
to the "Compliance With Standards Rule" (ET sec. 1.310.001) and the
"Accounting Principles Rule" (ET sec. 1.320.001) of the AICPA Code of
Professional Conduct.

Historical financial information. Information expressed in financial
terms regarding a particular entity, derived primarily from that en-
tity's accounting system, about economic events occurring in past time
periods or about economic conditions or circumstances at points in
time in the past.

Management. The person(s) with executive responsibility for the con-
duct of the entity's operations. For some entities, management includes
some or all of those charged with governance, for example, executive
members of a governance board or an owner-manager.

Misstatement. A difference between the amount, classification, presen-
tation, or disclosure of a reported financial statement item and the
amount, classification, presentation, or disclosure that is required for
the item to be presented fairly in accordance with the applicable fi-
nancial reporting framework. Misstatements can arise from fraud or
error.

Misstatements also include those adjustments of amounts, classifica-
tions, presentations, or disclosures that, in the accountant's profes-
sional judgment, are necessary for the financial statements to be pre-
sented fairly, in all material respects.

Noncompliance. Acts of omission or commission by the entity, either in-
tentional or unintentional, which are contrary to the prevailing laws
or regulations. Such acts include transactions entered into, by, or in the
name of, the entity or on its behalf by those charged with governance,
management, or employees. Noncompliance does not include personal
misconduct (unrelated to the business activities of the entity) by those
charged with governance, management, or employees of the entity.

Other-matter paragraph. A paragraph included in the accountant's
review report that is required by SSARSs, or is included at the ac-
countant's discretion, and that refers to a matter other than those
presented or disclosed in the financial statements that, in the accoun-
tant's professional judgment, is relevant to users' understanding of the
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review, the accountant's responsibilities, or the accountant's review re-
port.

Report release date. The date the accountant grants the entity permis-
sion to use the accountant's review report in connection with the fi-
nancial statements.

Required supplementary information. Information that a designated
accounting standards-setter requires to accompany an entity's basic
financial statements. Required supplementary information is not part
of the basic financial statements; however, a designated accounting
standards-setter considers the information to be an essential part of
financial reporting for placing the basic financial statements in an ap-
propriate operational, economic, or historical context. In addition, au-
thoritative guidelines for the methods of measurement and presenta-
tion of the information have been established.

Review documentation. The record of review procedures performed,
relevant review evidence obtained, and conclusions the accountant
reached (terms such as working papers or workpapers are also some-
times used).

Review evidence. Information used by the accountant to provide a rea-
sonable basis for obtaining limited assurance.

Special purpose framework. A financial reporting framework other
than GAAP that is one of the following bases of accounting:

a. Cash basis. A basis of accounting that the entity uses to record
cash receipts and disbursements and modifications of the cash
basis having substantial support (for example, recording de-
preciation on fixed assets).

b. Tax basis. A basis of accounting that the entity uses to file its
tax return for the period covered by the financial statements.

c. Regulatory basis. A basis of accounting that the entity uses
to comply with the requirements or financial reporting provi-
sions of a regulatory agency to whose jurisdiction the entity is
subject (for example, a basis of accounting that insurance com-
panies use pursuant to the accounting practices prescribed or
permitted by a state insurance commission). (Ref: par. .A10)

d. Contractual basis. A basis of accounting that the entity uses
to comply with an agreement between the entity and one or
more third parties other than the accountant.

e. Other-basis. A basis of accounting that uses a definite set of
logical, reasonable criteria that is applied to all material items
appearing in financial statements.

The cash-basis, tax-basis, regulatory-basis, and other-basis of account-
ing are commonly referred to as other comprehensive bases of account-
ing.

Specified parties. The intended users of the accountant's review report.

Subsequent events. Events occurring between the date of the financial
statements and the date of the accountant's review report.

Subsequently discovered facts. Facts that become known to the accoun-
tant after the date of the accountant's review report that, had they
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been known to the accountant at that date, may have caused the ac-
countant to revise the accountant's review report.

Supplementary information. Information presented outside the basic
financial statements, excluding required supplementary information,
that is not considered necessary for the financial statements to be
fairly presented in accordance with the applicable financial report-
ing framework. Such information may be presented in a document
containing the reviewed financial statements or separate from the re-
viewed financial statements. (Ref: par. A11–.A12)

Those charged with governance. The person(s) or organization(s) (for
example, a corporate trustee) with responsibility for overseeing the
strategic direction of the entity and the obligations related to the ac-
countability of the entity. This includes overseeing the financial report-
ing process. Those charged with governance may include management
personnel (for example, executive members of a governance board or
an owner-manager).

Updated report. A report issued by a continuing accountant that takes
into consideration information that the accountant becomes aware of
during the accountant's current engagement and that re-expresses the
accountant's previous conclusions or, depending on the circumstances,
expresses different conclusions on the financial statements of a prior
period reviewed by the accountant as of the date of the accountant's
current report.

Written representation. A written statement by management provided
to the accountant to confirm certain matters or to support other re-
view evidence. Written representations in this context do not include
financial statements, the assertions therein, or supporting books and
records.

[As amended, effective October 2016, by SSARS No. 23.]

Requirements
General Principles for Performing and Reporting
on Review Engagements

.06 In addition to complying with this section, an accountant is required
to comply with section 60, General Principles for Engagements Performed in
Accordance With Statements on Standards for Accounting and Review Services.

Independence
.07 The accountant must be independent of the entity when performing a

review of financial statements in accordance with SSARSs. If, during the per-
formance of the review engagement, the accountant determines that the ac-
countant's independence is impaired, the accountant should withdraw from the
review engagement. (Ref: par. .A13–.A14)

Acceptance and Continuance of Client Relationships
and Review Engagements

.08 The accountant should not accept a review engagement if, in addi-
tion to the requirements in paragraph .25 of section 60, management or those
charged with governance impose a limitation on the scope of the accountant's
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work in terms of a proposed review engagement such that the accountant be-
lieves the limitation will result in the accountant being unable to perform re-
view procedures to provide an adequate basis for issuing a review report.

.09 As a condition for accepting an engagement to review an entity's finan-
cial statements, in addition to the requirements in paragraph .26 of section 60,
the accountant should obtain the agreement of management that it acknowl-
edges and understands its responsibility

a. for the preparation and fair presentation of the financial state-
ments in accordance with the applicable financial reporting
framework and the inclusion of all informative disclosures that
are appropriate for the applicable financial reporting framework
used to prepare the entity's financial statements. If the financial
statements are prepared in accordance with a special purpose
framework, this includes (Ref: par. .A15)

i. a description of the special purpose framework, including
a summary of significant accounting policies, and how the
framework differs from GAAP, the effect of which need not
be quantified, and informative disclosures similar to those
required by GAAP in the case of special purpose finan-
cial statements that contain items that are the same as,
or similar to, those in financial statements prepared in ac-
cordance with GAAP, (Ref: par. .A81)

ii. a description of any significant interpretations of the con-
tract on which the special purpose financial statements are
prepared in the case of financial statements prepared in
accordance with a contractual-basis of accounting, and

iii. additional disclosures beyond those specifically required
by the framework that may be necessary for the special
purpose framework to achieve fair presentation.

b. to provide the accountant, at the conclusion of the engagement,
with a letter that confirms certain representations made during
the review.

c. to include the accountant's review report in any document con-
taining financial statements that indicates that such financial
statements have been reviewed by the entity's accountant unless
a different understanding is reached. (Ref: par. .A16)

.10 If the accountant is not satisfied about any of the matters set out in
paragraph .26 of section 60 or paragraph .09 of this section as preconditions for
accepting a review engagement, the accountant should discuss the matter with
management or those charged with governance. If changes cannot be made to
satisfy the accountant about those matters, the accountant should not accept
the proposed engagement.

Agreement on Engagement Terms
.11 The accountant should agree upon the terms of the engagement with

management or those charged with governance, as appropriate. The agreed-
upon terms of the engagement should be documented in an engagement letter
or other suitable form of written agreement between the parties and should
include the following: (Ref: par. .A17–.A22)

a. The objectives of the engagement
b. The responsibilities of management set forth in paragraph .26c of

section 60 and paragraph .09 of this section
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c. The responsibilities of the accountant
d. The limitations of a review engagement
e. Identification of the applicable financial reporting framework for

the preparation of the financial statements
f. The expected form and content of the accountant's review report

and a statement that there may be circumstances in which the
report may differ from its expected form and content

[As amended, effective October 2016, by SSARS No. 23.]
.12 The engagement letter or other suitable form of written agreement

should be signed by

a. the accountant or the accountant's firm and
b. management or those charged with governance, as appropriate.

(Ref: par. .A18)
[As amended, effective October 2016, by SSARS No. 23.]

Communication With Management and Those Charged
With Governance

.13 The accountant should communicate with management or those
charged with governance, as appropriate, on a timely basis during the course of
the review engagement, all matters concerning the review engagement that, in
the accountant's professional judgment, are of significant importance to merit
the attention of management or those charged with governance, as appropriate.
(Ref: par. .A23–.A29)

Understanding of the Industry
.14 To perform the review engagement, the accountant should possess or

obtain an understanding of the industry in which the entity operates, includ-
ing the accounting principles and practices generally used in the industry, suf-
ficient to enable the accountant to review financial statements that are appro-
priate for an entity operating in that industry. (Ref: par. .A30)

Knowledge of the Entity
.15 The accountant should obtain knowledge about the entity, including

an understanding of

a. the entity's business and
b. the accounting principles and practices used by the entity

sufficient to identify areas in the financial statements where there is a greater
likelihood that material misstatements may arise and to be able to design pro-
cedures to address those areas. (Ref: par. .A31–.A32)

.16 In obtaining the understanding of the entity's accounting policies and
practices, the accountant should be alert to accounting policies and procedures
that, based on the accountant's knowledge of the industry, are unusual.

Designing and Performing Review Procedures
.17 The accountant should design and perform analytical procedures and

make inquiries and perform other procedures, as appropriate, to obtain limited
assurance as a basis for reporting whether the accountant is aware of any ma-
terial modifications that should be made to the financial statements in order
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for the statements to be in accordance with the applicable financial reporting
framework based on the accountant's (Ref: par. .A33)

a. understanding of the industry,
b. knowledge of the entity, and
c. awareness of the risk that the accountant may unknowingly fail

to modify the accountant's review report on financial statements
that are materially misstated. (Ref: par. .A34)

.18 The accountant should focus the analytical procedures and inquiries in
those areas where the accountant believes there are increased risks of material
misstatements.

Analytical Procedures
.19 The accountant should apply analytical procedures to the financial

statements to identify and provide a basis for inquiry about the relationships
and individual items that appear to be unusual and that may indicate a ma-
terial misstatement. Such analytical procedures should include the following:
(Ref: par. .A35–.A37)

a. Comparing the financial statements with comparable informa-
tion for the prior period, giving consideration to knowledge about
changes in the entity's business and specific transactions

b. Considering plausible relationships among both financial and,
when relevant, nonfinancial information (Ref: par. .A38)

c. Comparing recorded amounts or ratios developed from recorded
amounts to expectations developed by the accountant through
identifying and using relationships that are reasonably expected
to exist, based on the accountant's understanding of the entity
and the industry in which the entity operates (Ref: par. .A39)

d. Comparing disaggregated revenue data, as applicable (Ref: par.
.A40)

.20 When designing and performing analytical procedures, the accountant
should (Ref: par. .A41)

a. determine the suitability of particular analytical procedures;
b. consider the reliability of data from which the accountant's ex-

pectation of recorded amounts or ratios is developed, taking into
account the source, comparability, and nature and relevance of
information available;

c. develop an expectation of recorded amounts or ratios and evalu-
ate whether the expectation is sufficiently precise to provide the
accountant with limited assurance that a misstatement will be
identified that, either individually or when aggregated with other
misstatements, may cause the financial statements to be materi-
ally misstated; and

d. determine the amount of any difference of recorded amounts from
expected values that is acceptable without further investigation
as required by paragraph .21 and compare the recorded amounts,
or ratios developed from recorded amounts, with the expectations.

Investigating Results of Analytical Procedures
.21 If analytical procedures identify fluctuations or relationships that are

inconsistent with other relevant information or that differ from expected values
by a significant amount, the accountant should investigate such differences by
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a. inquiring of management and
b. performing other review procedures if considered necessary in the

circumstances. (Ref: par. .A42)

Inquiries of Members of Management Who Have Responsibility
for Financial and Accounting Matters

.22 The accountant should inquire of members of management who have
responsibility for financial and accounting matters concerning the financial
statements about (Ref: par. .A43)

a. whether the financial statements have been prepared and fairly
presented in accordance with the applicable financial reporting
framework consistently applied.

b. unusual or complex situations that may have an effect on the fi-
nancial statements. (Ref: par. .A44)

c. significant transactions occurring or recognized during the pe-
riod, particularly those in the last several days of the period.

d. the status of uncorrected misstatements identified during the pre-
vious review (that is, whether adjustments had been recorded
subsequent to the periods covered by the prior review and, if so,
the amounts recorded and period in which such adjustments were
recorded).

e. matters about which questions have arisen in the course of apply-
ing the review procedures.

f. events subsequent to the date of the financial statements that
could have a material effect on the fair presentation of such fi-
nancial statements.

g. its knowledge of any fraud or suspected fraud affecting the entity
involving

i. management,
ii. employees who have significant roles in internal control,

or
iii. others, when the fraud could have a material effect on the

financial statements. (Ref: par. .A45)
h. whether management is aware of allegations of fraud or sus-

pected fraud affecting the entity communicated by employees, for-
mer employees, regulators, or others.

i. whether management has disclosed to the accountant all known
instances of noncompliance or suspected noncompliance with
laws and regulations whose effects should be considered when
preparing financial statements.

j. significant journal entries and other adjustments.
k. communications from regulatory agencies, if applicable.
l. related parties and significant new related party transactions.

m. any litigation, claims, and assessments that existed at the date of
the balance sheet being reported on and during the period from
the balance sheet date to the date of management's response to
the accountant's inquiry.

n. whether management believes that significant assumptions used
by it in making accounting estimates are reasonable.
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o. actions taken at meetings of stockholders, the board of directors,
committees of the board of directors, or comparable meetings that
may affect the financial statements. (Ref: par. .A46)

p. any other matters that the accountant may consider necessary.
.23 The accountant should consider the reasonableness and consistency of

management's responses in light of the results of other review procedures and
the accountant's knowledge of the entity's business. However, the accountant
is not required to corroborate management's responses with other evidence.

Reading the Financial Statements
.24 The accountant should read the financial statements and consider

whether any information has come to the accountant's attention to indicate
that such financial statements do not conform to the applicable financial re-
porting framework.

Using the Work of Other Accountants
.25 If other accountants have issued a report on the financial statements

of significant components, such as subsidiaries and investees, the accountant
should obtain and read reports from such other accountants.

Reconciling the Financial Statements to the Underlying
Accounting Records

.26 The accountant should obtain evidence that the financial statements
agree or reconcile with the accounting records. (Ref: par. .A47)

Evaluating Evidence Obtained From the Procedures Performed
.27 The accountant should accumulate misstatements, including inade-

quate disclosure, identified by the accountant in performing the review pro-
cedures or brought to the accountant's attention during the performance of the
review.

.28 The accountant should evaluate, individually and in the aggregate,
misstatements, including inadequate disclosure, accumulated in accordance
with paragraph .27 to determine whether material modification should be made
to the financial statements for them to be in accordance with the applicable fi-
nancial reporting framework. (Ref: par. .A6 and .A48–.A49)

.29 If, during the performance of review procedures, the accountant be-
comes aware that information coming to the accountant's attention is incorrect,
incomplete, or otherwise unsatisfactory, the accountant should

a. request that management consider the effect of those matters on
the financial statements and communicate the results of its con-
sideration to the accountant and

b. consider the results communicated to the accountant by manage-
ment and whether such results indicate that the financial state-
ments may be materially misstated.

.30 If the accountant believes that the financial statements may be mate-
rially misstated, the accountant should perform additional procedures deemed
necessary to obtain limited assurance that there are no material modifications
that should be made to the financial statements in order for the statements to
be in accordance with the applicable financial reporting framework.
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.31 The accountant should evaluate whether sufficient appropriate review
evidence has been obtained from the procedures performed and, if not, the ac-
countant should perform other procedures judged by the accountant to be nec-
essary in the circumstances to be able to form a conclusion on the financial
statements. (Ref: par. .A50)

Written Representations

Written Representations as Review Evidence
.32 Written representations are necessary information that the accountant

requires in connection with a review of the entity's financial statements. Ac-
cordingly, similar to responses to inquiries, written representations are review
evidence. (Ref: par. .A51)

Management From Whom Written Representations Are Requested
.33 The accountant should request written representations from members

of management who have appropriate responsibilities for the financial state-
ments and knowledge of the matters concerned. (Ref: par. .A52–.A53)

Specific Written Representations
.34 For all financial statements presented and all periods covered by the

review, the accountant should request management to provide written repre-
sentations that are dated as of the date of the accountant's review report stating
that (Ref: par. .A55–.A61)

a. management has fulfilled its responsibility for the preparation
and fair presentation of the financial statements in accordance
with the applicable financial reporting framework, as set out in
the terms of the engagement.

b. management acknowledges its responsibility for designing, im-
plementing, and maintaining internal control relevant to the
preparation and fair presentation of financial statements, includ-
ing its responsibility to prevent and detect fraud.

c. management has provided the accountant with all relevant in-
formation and access, as agreed upon in the terms of the engage-
ment.

d. management has responded fully and truthfully to all of the ac-
countant's inquiries

e. all transactions have been recorded and are reflected in the finan-
cial statements.

f. management has disclosed to the accountant its knowledge of
fraud or suspected fraud affecting the entity involving

i. management,
ii. employees who have significant roles in internal control,

or
iii. others, when the fraud could have a material effect on the

financial statements.
g. management has disclosed to the accountant its knowledge of any

allegations of fraud or suspected fraud affecting the entity's finan-
cial statements communicated by employees, former employees,
regulators, or others.
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h. management has disclosed to the accountant all known instances
of noncompliance or suspected noncompliance with laws and reg-
ulations whose effects should be considered when preparing fi-
nancial statements.

i. whether management believes that the effects of uncorrected mis-
statements are immaterial, individually and in the aggregate, to
the financial statements as a whole. A summary of such items
should be included in, or attached to, the written representation.

j. management has disclosed to the accountant all known actual or
possible litigation and claims whose effects should be considered
when preparing the financial statements, and it has appropriately
accounted for and disclosed such litigation and claims in accor-
dance with the applicable financial reporting framework.

k. whether management believes that significant assumptions used
by it in making accounting estimates are reasonable.

l. management has disclosed to the accountant the identity of the
entity's related parties and all of the related party relationships
and transactions of which it is aware, and it has appropriately
accounted for and disclosed such relationships and transactions.

m. all events occurring subsequent to the date of the financial state-
ments and for which the applicable financial reporting framework
requires adjustment or disclosure have been adjusted or disclosed.

.35 If, in addition to the representations required by paragraph .34, the
accountant determines that it is necessary to obtain one or more written rep-
resentations to support other review evidence relevant to the financial state-
ments, the accountant should request such other written representations. (Ref:
par. .A62)

Form of Written Representations
.36 The written representations should be in the form of a representation

letter addressed to the accountant. (Ref: par. .A63–.A64)

Concerns About the Reliability of Written Representations and Requested
Written Representations Not Provided

.37 If, in relation to the written representations required by paragraphs
.34–.35

a. management does not provide the written representations, or

b. the accountant concludes that there is cause to doubt manage-
ment's integrity such that the written representations provided
are not reliable

the accountant should discuss the matter with management and those charged
with governance, as appropriate. If management does not provide the required
representations or the accountant continues to doubt management's integrity
such that the written representations provided may not be reliable, the accoun-
tant should withdraw from the engagement.

Reporting on the Financial Statements
.38 The accountant's review report should be in writing. (Ref: par. .A65–

.A67)
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Accountant’s Review Report
.39 The written review report should include (Ref: par. .A80)

a. a title that includes the word independent to clearly indicate that
it is the report of an independent accountant. (Ref: par. .A68)

b. an addressee, as appropriate for the circumstances of the engage-
ment. (Ref: par. .A69)

c. an introductory paragraph that (Ref: par. .A70–.A72)

i. identifies the entity whose financial statements have been
reviewed,

ii. states that the financial statements identified in the report
were reviewed,

iii. identifies the financial statements,

iv. specifies the date or period covered by each financial state-
ment,

v. includes a statement that a review includes primarily ap-
plying analytical procedures to management's (owner's) fi-
nancial data and making inquiries of company manage-
ment (owners), and

vi. includes a statement that a review is substantially less in
scope than an audit, the objective of which is the expres-
sion of an opinion regarding the financial statements as a
whole, and that, accordingly, the accountant does not ex-
press such an opinion.

d. a section with the heading "Management's Responsibility for the
Financial Statements" that includes an explanation that manage-
ment is responsible for the preparation and fair presentation of
the financial statements in accordance with the applicable finan-
cial reporting framework; this responsibility includes the design,
implementation, and maintenance of internal control sufficient
to provide a reasonable basis for the preparation and fair presen-
tation of financial statements in accordance with the applicable
financial reporting framework. (Ref: par. .A73)

e. a section with the heading "Accountant's Responsibility" that in-
cludes the following statements:

i. The accountant's responsibility is to conduct the review en-
gagement in accordance with SSARSs promulgated by the
Accounting and Review Services Committee of the AICPA.
The accountant's review report should also explain that
those standards require that the accountant perform the
procedures to obtain limited assurance as a basis for re-
porting whether the accountant is aware of any material
modifications that should be made to the financial state-
ments for them to be in accordance with the applicable fi-
nancial reporting framework. (Ref: par. .A74–.A76)

ii. The accountant believes that the review evidence the ac-
countant has obtained is sufficient and appropriate to pro-
vide a basis for the accountant's conclusion.

f. a concluding section with an appropriate heading that includes a
statement about whether the accountant is aware of any material
modifications that should be made to the accompanying financial
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statements for them to be in accordance with the applicable finan-
cial reporting framework and that identifies the country of origin
of those accounting principles, if applicable. (Ref: par. .A49)

g. the signature of the accountant or the accountant's firm.
h. the city and state where the accountant practices. (Ref: par. .A77)
i. the date of the review report, which should be dated no earlier

than the date on which the accountant completed procedures
sufficient to obtain limited assurance as a basis for reporting
whether the accountant is aware of any material modifications
that should be made to the financial statements for them to be
in accordance with the applicable financial reporting framework,
including evidence that

i. all the statements that the financial statements comprise,
including the related notes, have been prepared and

ii. management has asserted that they have taken responsi-
bility for those financial statements. (Ref: par. .A78–.A79)

[As amended, effective October 2016, by SSARS No. 23.]

Accountant’s Review Report on Financial Statements Prepared
in Accordance With a Special Purpose Framework

.40 The accountant should modify the review report when the accountant
becomes aware that the financial statements do not include

a. a description of the special purpose framework. (Ref: par. .A81)
b. a summary of significant accounting policies.
c. an adequate description about how the special purpose frame-

work differs from GAAP. The effects of these differences need not
be quantified. (Ref: par. .A82)

d. informative disclosures similar to those required by GAAP when
the financial statements contain items that are the same as, or
similar to, those in financial statements prepared in accordance
with GAAP. (Ref: par. .A83)

.41 In the case of financial statements prepared in accordance with a
contractual-basis of accounting, the accountant should modify the review re-
port if the financial statements do not adequately describe any significant in-
terpretations of the contract on which the financial statements are based.

.42 The accountant's review report on financial statements prepared in
accordance with a special purpose framework should

a. make reference to management's responsibility for determining
that the applicable financial reporting framework is acceptable
in the circumstances when management has a choice of financial
reporting frameworks in the preparation of such financial state-
ments.

b. describe the purpose for which the financial statements are pre-
pared or refer to a note in the financial statements that contains
that information when the financial statements are prepared in
accordance with a regulatory- or contractual-basis of accounting.
(Ref: par. .A84)

.43 The accountant's review report on financial statements prepared in
accordance with a special purpose framework should include an emphasis-of-
matter paragraph, under an appropriate heading, that
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a. indicates that the financial statements are prepared in accor-
dance with the applicable special purpose framework,

b. refers to the note to the financial statements that describes the
framework, and

c. states that the special purpose framework is a basis of accounting
other than GAAP.

.44 The accountant's review report on special purpose financial statements
should include, in accordance with paragraph .54, an other-matter paragraph,
under an appropriate heading, that, in accordance with paragraphs .61–.62,
restricts the use of the accountant's review report when the special purpose
financial statements are prepared in accordance with (Ref: par. .A85)

a. a contractual-basis of accounting,
b. a regulatory-basis of accounting, or
c. an other-basis of accounting when required pursuant to para-

graph .61a–b.

Comparative Financial Statements
.45 Comparative financial statements may be required by the applicable

financial reporting framework, or management may elect to provide such in-
formation. When comparative financial statements are presented, the accoun-
tant's report should refer to each period for which financial statements are pre-
sented. (Ref: par. .A86–.A87)

Updating the Report
.46 When reporting on all periods presented, a continuing accountant

should update the report on one or more prior periods presented on a compara-
tive basis with those of the current period. The accountant's report on compar-
ative financial statements should not be dated earlier than the date that the
accountant completed procedures sufficient to obtain limited assurance as a ba-
sis for reporting whether the accountant is aware of any material modifications
that should be made to the financial statements for them to be in accordance
with the applicable financial reporting framework with respect to the current
period. (Ref: par. .A88)

.47 When issuing an updated report, the continuing accountant should
consider information that the accountant has become aware of during the re-
view of the current period financial statements.

.48 If, during the current engagement, circumstances or events come to
the accountant's attention that may affect the prior-period financial statements
presented, the accountant should consider the effects on the review report.

Changed Reference to a Departure From the Applicable Financial
Reporting Framework

.49 When the accountant's report on the financial statements of the prior
period contains a changed reference to a departure from the applicable financial
reporting framework, the accountant's review report should include an other-
matter paragraph indicating (Ref: par. .A89)

a. the date of the accountant's previous review report.
b. the circumstances or events that caused the reference to be

changed.
c. when applicable, that the financial statements of the prior period

have been changed.
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Reporting When One Period Is Audited
.50 When the prior period financial statements were audited and the au-

ditor's report on the prior period financial statements is not reissued, the re-
view report on the current period financial statements should include an other-
matter paragraph indicating

a. that the financial statements of the prior period were previously
audited;

b. the date of the auditor's report on the prior period financial state-
ments;

c. the type of opinion issued on the prior period financial statements;

d. if the opinion was modified, the substantive reasons for the mod-
ification; and

e. that no auditing procedures were performed after the date of the
previous report.

Communicating to Management and Others Regarding Fraud
or Noncompliance With Laws and Regulations

.51 If the accountant becomes aware that fraud (including misappropri-
ation of assets) may have occurred, the accountant should communicate the
matter as soon as practicable to the appropriate level of management (at a
level above those involved with the suspected fraud, if possible). If the accoun-
tant becomes aware of matters involving identified or suspected noncompliance
with laws and regulations whose effects should be considered when preparing
financial statements, the accountant should communicate the matters to man-
agement, other than when matters are clearly inconsequential. If the fraud or
noncompliance with laws or regulations involves senior management or results
in a material misstatement of the financial statements, the accountant should
communicate the matter directly to those charged with governance. If manage-
ment or, as appropriate, those charged with governance do not provide sufficient
information that supports that (Ref: par. .A90–.A92)

a. the financial statements are not materially misstated due to fraud
or

b. the entity is in compliance with laws and regulations, and in the
accountant's professional judgment, the effect of the suspected
noncompliance may be material to the financial statements

the accountant should consider the need to obtain legal advice and take appro-
priate action, including potential withdrawal. (Ref: par. .A93)

Emphasis-of-Matter and Other-Matter Paragraphs
in the Accountant’s Review Report

Emphasis-of-Matter Paragraphs in the Accountant’s Review Report
.52 If the accountant considers it necessary to draw users' attention to a

matter appropriately presented or disclosed in the financial statements that,
in the accountant's professional judgment, is of such importance that it is fun-
damental to users' understanding of the financial statements, the accountant
should include an emphasis-of-matter paragraph in the accountant's review
report, provided that the accountant does not believe that the financial state-
ments may be materially misstated. Such a paragraph should refer only to
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information presented or disclosed in the financial statements. (Ref: par. .A94–
.A96)

.53 When the accountant includes an emphasis-of-matter paragraph in the
accountant's review report, the accountant should

a. include it immediately after the accountant's conclusion para-
graph in the accountant's review report,

b. use the heading "Emphasis of a Matter" or other appropriate
heading, (Ref: par. .A97)

c. include in the paragraph a clear reference to the matter being
emphasized and to where relevant disclosures that fully describe
the matter can be found in the financial statements, and

d. indicate that the accountant's conclusion is not modified with re-
spect to the matter emphasized. (Ref: par. .A98)

Other-Matter Paragraphs in the Accountant’s Review Report
.54 If the accountant considers it necessary to communicate a matter other

than those that are presented or disclosed in the financial statements that, in
the accountant's professional judgment, is relevant to the users' understand-
ing of the review, the accountant's responsibilities, or the accountant's review
report, the accountant should do so in a paragraph in the accountant's review
report with the heading "Other Matter" or other appropriate heading. The ac-
countant should include this paragraph immediately after the accountant's con-
clusion paragraph and any emphasis-of-matter paragraph. (Ref: .A94, .A97, and
.A99–.A101)

Communication With Management
.55 If the accountant expects to include an emphasis-of-matter or other-

matter paragraph in the accountant's review report, the accountant should
communicate with management regarding this expectation and the proposed
wording of this paragraph. (Ref: par. .A102–.A103)

Known Departures From the Applicable Financial
Reporting Framework

.56 When the accountant becomes aware of a departure from the appli-
cable financial reporting framework (including inadequate disclosure) that is
material to the financial statements and if the financial statements are not
revised, the accountant should consider whether modification of the standard
report is adequate to disclose the departure.

.57 If the accountant concludes that modification of the standard report
is adequate, the departure should be disclosed in a separate paragraph of the
report under the heading "Known Departures From the [identify the applica-
ble financial reporting framework]," including disclosure of the effects of the
departure on the financial statements if such effects have been determined by
management or are known to the accountant as the result of the accountant's
procedures. (Ref: par. .A104 and .A109)

.58 If the effects of the departure have not been determined by manage-
ment or are not known to the accountant as a result of the accountant's proce-
dures, the accountant is not required to determine the effects of a departure;
however, in such circumstances, the accountant should state in the report that
such determination has not been made.
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.59 If the accountant believes that modification of the standard report is
not adequate to indicate the deficiencies in the financial statements as a whole,
the accountant should withdraw from the review engagement. (Ref: par. .A105)

.60 The accountant should not modify the standard report to include a
statement that the financial statements are not in accordance with the appli-
cable financial reporting framework. (Ref: par. .A106–.A108)

Alert That Restricts the Use of the Accountant’s Review Report
.61 An accountant's review report should include an alert, in a separate

paragraph, that restricts its use when the subject matter of the accountant's
review report is based on (Ref: par. .A110–.A112)

a. measurement or disclosure criteria that are determined by the ac-
countant to be suitable only for a limited number of users who can
be presumed to have an adequate understanding of the criteria or

b. measurement or disclosure criteria that are available only to the
specified parties.

.62 The alert that restricts the use of the accountant's review report re-
quired by paragraph .61 should

a. state that the accountant's review report is intended solely for the
information and use of the specified parties.

b. identify the specified parties for whom use is intended.

c. state that the accountant's review report is not intended to be, and
should not be, used by anyone other than the specified parties.
(Ref: par. .A113)

Adding Other Specified Parties
.63 When, in accordance with paragraph .61, the accountant includes an

alert that restricts the use of the accountant's review report to certain specified
parties and the accountant is requested to add other parties as specified parties,
the accountant should determine whether to agree to add the other parties as
specified parties. (Ref: par. .A114)

.64 If the other parties are added after the release of the accountant's re-
view report, the accountant should either:

a. Amend the accountant's review report to add the other parties
and, in such circumstances, not change the original date of the
accountant's review report.

b. Provide a written acknowledgment to management and the other
parties that such parties have been added as specified parties and
state in the acknowledgment that no procedures were performed
subsequent to the original date of the accountant's review report.

The Accountant’s Consideration of an Entity’s Ability to Continue
as a Going Concern

Consideration of Conditions or Events That Indicate That There Could Be an
Uncertainty About the Entity’s Ability to Continue as a Going Concern

.65 The accountant should consider whether, during the performance of
review procedures, evidence or information came to the accountant's attention
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indicating that there could be an uncertainty about the entity's ability to con-
tinue as a going concern for a reasonable period of time. A reasonable period of
time is the same period of time required of management to assess going concern
when specified by the applicable financial reporting framework. If the applica-
ble financial reporting framework does not specify a period of time for manage-
ment, a reasonable period is one year from the date of the financial statements
being reviewed (hereinafter referred to as a reasonable period of time). (Ref:
par. .A115)

Consideration of Financial Statement Effects
.66 If, after considering the evidence or information from paragraph .65,

the accountant believes that there is an uncertainty about the entity's ability
to continue as a going concern for a reasonable period of time, the accountant
should request that management consider the possible effects of the going con-
cern uncertainty on the financial statements, including the need for related
disclosure. (Ref: par. .A116)

.67 After management communicates to the accountant the results of its
consideration of the possible effects on the financial statements, the accountant
should consider the reasonableness of management's conclusions, including the
adequacy of the related disclosure.

Consideration of the Effects on the Accountant’s Review Report
.68 If the accountant determines that the entity's disclosures with respect

to the entity's ability to continue as a going concern for a reasonable period of
time are inadequate, a departure from the applicable financial reporting frame-
work exists, and the accountant should follow the guidance in paragraphs .56–
.60. (Ref: par. .A117–.A119)

Subsequent Events and Subsequently Discovered Facts

Subsequent Events
.69 When evidence or information that subsequent events that require ad-

justment of, or disclosure in, the financial statements comes to the accountant's
attention, the accountant should request that management consider whether
each such event is appropriately reflected in the financial statements in accor-
dance with the applicable financial reporting framework. (Ref: par. .A120)

.70 If the accountant determines that the subsequent event is not ade-
quately accounted for in the financial statements or disclosed in the notes, the
accountant should follow the guidance in paragraphs .56–.60.

Subsequently Discovered Facts That Become Known to the Accountant
Before the Report Release Date

.71 The accountant is not required to perform any review procedures re-
garding the financial statements after the date of the accountant's review re-
port. However, if a subsequently discovered fact becomes known to the accoun-
tant before the report release date, the accountant should

a. discuss the matter with management and, when appropriate,
those charged with governance and

b. determine whether the financial statements need revision and, if
so, inquire how management intends to address the matter in the
financial statements.
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.72 If management revises the financial statements, the accountant should
perform the review procedures necessary in the circumstances on the revision.
The accountant also should either

a. date the accountant's review report as of a later date or
b. include an additional date in the accountant's review report on

the revised financial statements that is limited to the revision
(that is, dual-date the accountant's review report for that revi-
sion), thereby indicating that the accountant's review procedures
subsequent to the original date of the accountant's review report
are limited solely to the revision of the financial statements de-
scribed in the relevant note to the financial statements.

.73 If management does not revise the financial statements in circum-
stances when the accountant believes they need to be revised, the accountant
should modify the accountant's review report, as appropriate.

Subsequently Discovered Facts That Become Known to the Accountant After
the Report Release Date

.74 If a subsequently discovered fact becomes known to the accountant
after the report release date, the accountant should (Ref: par. .A121–.A122)

a. discuss the matter with management and, when appropriate,
those charged with governance and

b. determine whether the financial statements need revision and, if
so, inquire how management intends to address the matter in the
financial statements.

.75 If management revises the financial statements, the accountant should

a. apply the requirements of paragraph .72.
b. if the reviewed financial statements (before revision) have been

made available to third parties, assess whether the steps taken
by management are timely and appropriate to ensure that any-
one in receipt of those financial statements is informed of the sit-
uation, including that the reviewed financial statements are not
to be used. If management does not take the necessary steps, the
accountant should apply the requirements of paragraph .76. (Ref:
par. .A123)

c. if the accountant's conclusion on the revised financial statements
differs from the accountant's conclusion on the original financial
statements, disclose in an emphasis-of-matter paragraph, in ac-
cordance with paragraphs .52–.53

i. the date of the accountant's previous report,
ii. a description of the revisions, and

iii. the substantive reasons for the revisions.
.76 If management does not revise the financial statements in circum-

stances when the accountant believes they need to be revised, then

a. if the reviewed financial statements have not been made avail-
able to third parties, the accountant should notify management
and those charged with governance, unless all of those charged
with governance are involved in managing the entity, not to make
the reviewed financial statements available to third parties be-
fore the necessary revisions have been made and a new accoun-
tant's review report on the revised financial statements has been
provided. If the reviewed financial statements are, nevertheless,
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subsequently made available to third parties without the neces-
sary revisions, the accountant should apply the requirements of
paragraph .76b.

b. if the reviewed financial statements have been made available
to third parties, the accountant should assess whether the steps
taken by management are timely and appropriate to ensure that
anyone in receipt of the reviewed financial statements is informed
of the situation, including that the reviewed financial statements
are not to be used. If management does not take the necessary
steps, the accountant should apply the requirements of paragraph
.77. (Ref: par. .A121)

.77 If management does not take the necessary steps to ensure that anyone
in receipt of the financial statements is informed of the situation, as provided
by paragraph .75b or paragraph .76b, the accountant should notify manage-
ment and those charged with governance, unless all of those charged with gov-
ernance are involved in managing the entity, that the accountant will seek to
prevent future use of the accountant's review report. If, despite such notifica-
tion, management or those charged with governance do not take the necessary
steps, the accountant should take appropriate action to seek to prevent use of
the accountant's review report. (Ref: par. .A124–.A127)

Reference to the Work of Other Accountants
in an Accountant’s Review Report

.78 If other accountants audited or reviewed the financial statements of
significant components, such as consolidated and unconsolidated subsidiaries
and investees, and the accountant of the reporting entity decides not to assume
responsibility for the audit or review performed by the other accountants, the
accountant of the reporting entity should make reference to the review or audit
of such other accountants in the accountant's review report. In that instance,
the accountant should clearly indicate in the accountant's review report that
the accountant used the work of other accountants and should include the mag-
nitude of the portion of the financial statements audited or reviewed by the
other accountants. (Ref: par. .A128–.A130)

.79 Regardless of whether the accountant of the reporting entity decides
to make reference to the review or audit of other accountants, the accountant
of the reporting entity should communicate with the other accountants and
ascertain

a. that the other accountants are aware that the financial state-
ments of the component that the other accountants have audited
or reviewed are to be included in the financial statements on
which the accountant of the reporting entity will report and that
the other accountants' report thereon will be relied upon (and,
where applicable, referred to) by the accountant of the reporting
entity.

b. that the other accountants are familiar with the applicable finan-
cial reporting framework and with SSARSs or auditing standards
generally accepted in the United States of America, as applicable,
and will conduct the review or audit in accordance therewith.

c. that a review will be made of matters affecting elimination of in-
tercompany transactions and accounts and, if appropriate in the
circumstances, the uniformity of accounting practices among the
components included in the financial statements.
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Supplementary Information That Accompanies Reviewed
Financial Statements and the Accountant’s Review Report
Thereon

.80 When supplementary information accompanies reviewed financial
statements and the accountant's review report thereon, the accountant should
clearly indicate the degree of responsibility, if any, the accountant is taking with
respect to such information in either

a. an other-matter paragraph in the accountant's review report on
the financial statements or

b. a separate report on the supplementary information
.81 When the accountant has subjected the supplementary information to

the review procedures applied in the accountant's review of the basic financial
statements, the other-matter paragraph in the accountant's review report on
the financial statements or the separate report on the supplementary informa-
tion should state that (Ref: par. .A132 and .A134)

a. the supplementary information is presented for purposes of ad-
ditional analysis and is not a required part of the basic financial
statements;

b. the supplementary information is the responsibility of manage-
ment and was derived from, and relates directly to, the under-
lying accounting and other records used to prepare the financial
statements;

c. the supplementary information has been subjected to the review
procedures applied in the accountant's review of the basic finan-
cial statements and whether the accountant is aware of any ma-
terial modifications that should be made to the supplementary
information; and

d. the accountant has not audited the supplementary information
and does not express an opinion on such information.

[As amended, effective October 2016, by SSARS No. 23.]
.82 When the accountant has not subjected the supplementary informa-

tion to the review procedures applied in the accountant's review of the basic
financial statements, the other-matter paragraph in the accountant's review
report on the financial statements or the separate report on the supplemen-
tary information should state that (Ref: par. .A133–.A134)

a. the supplementary information is presented for purposes of ad-
ditional analysis and is not a required part of the basic financial
statements;

b. the supplementary information is the responsibility of manage-
ment; and

c. the accountant has not audited or reviewed the supplementary
information and, accordingly, does not express an opinion, a con-
clusion, nor provide any assurance on such information.

[As amended, effective October 2016, by SSARS No. 23.]

Required Supplementary Information
.83 Concerning the requirement in paragraph .80, with respect to required

supplementary information, the accountant should include an other-matter
paragraph in the accountant's review report on the financial statements. The
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other-matter paragraph should include language to explain the following cir-
cumstances, as applicable: (Ref: par. .A135)

a. The required supplementary information is included, and the ac-
countant performed a compilation engagement on the required
supplementary information.

b. The required supplementary information is included, and the ac-
countant reviewed the required supplementary information.

c. The required supplementary information is included, and the ac-
countant did not perform a compilation, review, or audit on the
required supplementary information.

d. The required supplementary information is omitted.

e. Some required supplementary information is missing, and some
is presented in accordance with the prescribed guidelines (Ref:
par. .A136)

f. The accountant has identified departures from the prescribed
guidelines.

g. The accountant has unresolved doubts about whether the re-
quired supplementary information is presented in accordance
with prescribed guidelines.

[As amended, effective October 2016, by SSARS No. 23.]

.84 If the entity has presented all or some of the required supplementary
information and the accountant did not perform a compilation or review on the
required supplementary information, the other-matter paragraph referred to
in paragraph .80 should include the following elements: (Ref: par. .A137)

a. A statement that [identify the applicable financial reporting
framework (for example, accounting principles generally accepted
in the United States of America)] require that the [identify the re-
quired supplementary information] be presented to supplement
the basic financial statements

b. A statement that such information, although not a part of the ba-
sic financial statements, is required by [identify designated ac-
counting standards-setter], who considers it to be an essential
part of financial reporting for placing the basic financial state-
ments in an appropriate operational, economic, or historical con-
text

c. A statement that the accountant did not perform a compilation,
review, or audit on the required supplementary information and
does not express an opinion or provide any assurance on the in-
formation

d. If some of the required supplementary information is omitted

i. a statement that management has omitted [description
of the missing required supplementary information] that
[identify the applicable financial reporting framework (for
example, accounting principles generally accepted in the
United States of America)] require to be presented to sup-
plement the basic financial statements

ii. a statement that such missing information, although not a
part of the basic financial statements, is required by [iden-
tify designated accounting standards-setter], who consid-
ers it to be an essential part of financial reporting for
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placing the basic financial statements in an appropriate
operational, economic, or historical context

e. If the measurement or presentation of the required supplemen-
tary information departs materially from the prescribed guide-
lines, a statement that material departures from prescribed
guidelines exist [describe the material departures from the appli-
cable financial reporting framework]

f. If the accountant has unresolved doubts about whether the re-
quired supplementary information is measured or presented in
accordance with prescribed guidelines, a statement that the ac-
countant has doubts about whether material modifications should
be made to the required supplementary information for it to be
presented in accordance with guidelines established by [identify
designated accounting standards-setter]

[As amended, effective October 2016, by SSARS No. 23.]

.85 If all the required supplementary information is omitted, the other-
matter paragraph should include the following elements:

a. A statement that management has omitted [description of the
missing required supplementary information] that [identify the
applicable financial reporting framework (for example, account-
ing principles generally accepted in the United States of America)]
require to be presented to supplement the basic financial state-
ments

b. A statement that such missing information, although not a part
of the basic financial statements, is required by [identify desig-
nated accounting standards-setter], who considers it to be an es-
sential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical
context

Change in Engagement From Audit to Review
.86 If the accountant, who was engaged to perform an audit engagement

in accordance with generally accepted auditing standards, has been requested
to change the engagement to a review engagement, the accountant should con-
sider the following before deciding whether to agree to the change: (Ref: par.
.A138–.A139)

a. The reason given for the request, particularly the implications
of a restriction on the scope of the audit engagement, whether
imposed by management or by circumstances (Ref: par. .A140)

b. The additional audit effort required to complete the audit engage-
ment

c. The estimated additional cost to complete the audit engagement

.87 In all circumstances, if the audit procedures are substantially complete
or the cost to complete such procedures is relatively insignificant, the accoun-
tant should consider the propriety of accepting a change in the engagement.

.88 If the accountant concludes, based upon the accountant's professional
judgment, that reasonable justification exists to change the engagement, and if
the accountant complies with the standards applicable to a review engagement,
the accountant should issue an appropriate review report.
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.89 The report should not include reference to

a. the original engagement,
b. any audit procedures that may have been performed, or
c. scope limitations that resulted in the changed engagement.

.90 When the accountant has been engaged to audit an entity's financial
statements and management refuses to allow the accountant to correspond
with the entity's legal counsel, the accountant, except in rare circumstances, is
precluded from accepting an engagement to review those financial statements.

Review Documentation
.91 The accountant should prepare review documentation that is sufficient

to enable an experienced accountant, having no previous connection to the re-
view, to understand (Ref: par. .A141–.A145)

a. the nature, timing, and extent of the review procedures performed
to comply with SSARSs;

b. the results of the review procedures performed and the review
evidence obtained; and

c. significant findings or issues arising during the review, the con-
clusions reached thereon, and significant professional judgments
made in reaching those conclusions.

.92 In addition to the requirements in paragraph .91, the review documen-
tation should include the following:

a. The engagement letter or other suitable form of written documen-
tation with management, as described in paragraphs .11–.12 (Ref:
par. .A20 and .A22)

b. Communications to management and others regarding fraud or
noncompliance with laws and regulations as required by para-
graph .51

c. Communications with management regarding the accountant's
expectation to include an emphasis-of-matter or other-matter
paragraph in the accountant's review report as required by para-
graph .55

d. Communications with other accountants that have audited or re-
viewed the financial statements of significant components as re-
quired by paragraph .79

e. The representation letter
f. A copy of the reviewed financial statements and the accountant's

review report thereon

Application and Other Explanatory Material

Scope and Applicability of This Section (Ref: par. .01)
.A1 If the accountant is engaged to perform a review of historical financial

information other than financial statements, references in this section to finan-
cial statements are to be taken as a reference to such other historical financial
information. [Paragraph added, effective October 2016, by SSARS No. 23.]

.A2 Examples of other historical financial information that an accountant
may be engaged to review include, but are not limited to, the following:
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• Specified elements, accounts, or items of a financial statement,
such as schedules of rentals, royalties, profit participation, or pro-
vision for income taxes

• Supplementary information

• Required supplementary information

• Financial information contained in a tax return

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A3 The accountant may review a single financial statement, such as a bal-
ance sheet, and not other related financial statements, such as the statements
of income, retained earnings, and cash flows, if the scope of the accountant's
inquiry and analytical procedures have not been restricted. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

Objective (Ref: par. .04 and .28)
.A4 A review differs significantly from an audit of financial statements in

which the auditor obtains reasonable assurance, which is a high, but not abso-
lute level of assurance, that the financial statements are free of material mis-
statement. A review does not contemplate obtaining an understanding of the
entity's internal control; assessing fraud risk; testing accounting records by ob-
taining sufficient appropriate audit evidence through inspection, observation,
confirmation, or the examination of source documents; or other procedures ordi-
narily performed in an audit. Accordingly, in a review, the accountant does not
obtain assurance that he or she will become aware of all significant matters
that would be disclosed in an audit. Therefore, a review is designed to obtain
only limited assurance as a basis for reporting whether the accountant is aware
of any material modifications that should be made to the financial statements
in order for the statements to be in accordance with the applicable financial
reporting framework. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

Materiality
.A5 The accountant's consideration of materiality is made in the context of

the applicable financial reporting framework. Some financial reporting frame-
works discuss the concept of materiality in the context of the preparation and
presentation of financial statements. Although financial reporting frameworks
may discuss materiality in different terms, they generally explain that

• misstatements, including omissions, are considered to be mate-
rial if they, individually or in the aggregate, could reasonably be
expected to influence the economic decisions of users taken on the
basis of the financial statements;

• judgments about materiality are made in light of surrounding cir-
cumstances and are affected by the size or nature of a misstate-
ment or a combination of both; and

• judgments about matters that are material to users of the finan-
cial statements are based on a consideration of the common finan-
cial information needs of users as a group. The possible effect of
misstatements on specific individual users, whose needs may vary
widely, is not considered.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

AR-C §90.A3 ©2017, AICPA



Review of Financial Statements 2207

.A6 If present in the applicable financial reporting framework, a discus-
sion of the concept of materiality provides a frame of reference to the accoun-
tant in determining, as required by paragraph .28, whether there are any ma-
terial modifications that should be made to the financial statements in order
for the statements to be in accordance with the applicable financial reporting
framework. If the applicable financial reporting framework does not include a
discussion of the concept of materiality, the characteristics referred to in para-
graph .A5 provide the accountant with such a frame of reference. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A7 The accountant's determination of materiality is a matter of profes-
sional judgment and is affected by the accountant's perception of the needs of
the intended users of the financial statements. In this context, it is reasonable
for the accountant to assume that users

• have a reasonable knowledge of business and economic activities
and accounting and a willingness to study the information in the
financial statements with reasonable diligence;

• understand that financial statements are prepared, presented,
and reviewed to levels of materiality;

• recognize the uncertainties inherent in the measurement of
amounts based on the use of estimates, judgment, and the con-
sideration of future events; and

• make reasonable economic decisions on the basis of the informa-
tion in the financial statements.

Further, unless the review engagement is undertaken for financial statements
that are intended to meet the particular needs of specific users, the possible
effect of misstatements on specific users, whose information needs may vary
widely, is not ordinarily considered. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A8 The accountant's judgment about what is material in relation to the
financial statements as a whole is the same regardless of the level of assur-
ance obtained by the accountant as a basis for expressing a conclusion on the
financial statements. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

Revising Materiality
.A9 The accountant's determination of materiality for the financial state-

ments as a whole may need to be revised during the engagement as a result
of

• a change in the circumstances that occurred during the review
(for example, a decision to dispose of a major part of the entity's
business).

• new information, or a change in the accountant's understanding
of the entity and its environment as a result of performing review
procedures (for example, if during the review it appears actual
financial results are likely to be substantially different from an-
ticipated period-end financial results that were used initially to
consider materiality for the financial statements as a whole).

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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Definitions (Ref: par. .05)
.A10 Certain regulators, including state and local government legislators,

regulatory agencies, or departments, require financial statements to be pre-
pared in accordance with a financial reporting framework that is based on
GAAP but does not comply with all of the requirements of GAAP. Such frame-
works are regulatory-bases of accounting, as defined in paragraph .05. In some
circumstances, however, the cash- or tax-basis of accounting may be permitted
by a regulator. For purposes of this section, the cash-and tax-bases of accounting
are not regulatory-bases of accounting. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A11 Supplementary information includes additional details or explana-
tions of items in or related to the basic financial statements, consolidating infor-
mation, historical summaries of items extracted from the basic financial state-
ments, statistical data, and other material, some of which may be from sources
outside the accounting system or outside the entity. [Paragraph added, effective
October 2016, by SSARS No. 23.]

.A12 Supplementary information may be prepared in accordance with an
applicable financial reporting framework, by regulatory or contractual require-
ments, in accordance with management's criteria, or in accordance with other
requirements. [Paragraph added, effective October 2016, by SSARS No. 23.]

Independence (Ref: par. .07)
.A13 The AICPA Code of Professional Conduct provides guidance with re-

spect to independence. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A14 Nothing prohibits an accountant who is unable to complete a review
engagement due to a determination that the accountant's independence is im-
paired from performing a compilation engagement on those financial state-
ments. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Acceptance and Continuance of Client Relationships and
Review Engagements (Ref: par. .09)

.A15 A review in accordance with SSARSs is conducted on the premise
that management has acknowledged and understands that it has the responsi-
bility set out in paragraph .26c of section 60. The preparation of financial state-
ments, in whole or in part, is a nonattest service subject to the provisions of the
"Nonattest Services" subtopic of the "Independence Rule" (ET sec. 1.295) of the
AICPA Code of Professional Conduct. To avoid misunderstanding, agreement
is reached with management that it acknowledges and understands that it has
such responsibilities as part of agreeing and documenting the terms of the re-
view engagement as required by paragraphs .11–.12. [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

.A16 Documents containing financial statements that may include an in-
dication that such financial statements have been reviewed by the entity's
accountant includes documents submitted to bonding companies. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Agreement on Engagement Terms (Ref: par. .11–.12 and .92)
.A17 Both management and the accountant have an interest in document-

ing the agreed-upon terms of the review engagement before the commencement
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of the review engagement to help avoid misunderstandings with respect to the
review engagement. For example, it reduces the risk that management may in-
appropriately rely on or expect the accountant to protect management against
certain risks or perform certain functions, including those that are manage-
ment's responsibility. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A18 The roles of management and those charged with governance in
agreeing upon the terms of the review engagement for the entity depend on
the governance structure of the entity and relevant law or regulation. Depend-
ing on the entity's structure, the agreement may be with management, those
charged with governance, or both. When the agreement on the terms of engage-
ment is only with those charged with governance, nonetheless, in accordance
with paragraph .26c of section 60, the accountant is required to obtain manage-
ment's agreement that it acknowledges and understands its responsibilities.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A19 When a third party has contracted for a review of the entity's finan-
cial statements, agreeing the terms of the review with management of the en-
tity is necessary in order to establish that the preconditions for a review are
present. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A20 The understanding with management regarding the services to be
performed for review engagements is required by paragraph .11 to be in a doc-
umented form, and, accordingly, an oral understanding is insufficient. An en-
gagement letter is the most common and usually the most convenient method
for documenting the understanding with management regarding the services to
be performed for review engagements. [Paragraph renumbered and amended,
effective October 2016, by SSARS No. 23.]

.A21 Although the accountant may prepare the financial statements, in
whole or in part, the financial statements are representations of management,
and the fairness of their presentation in accordance with the applicable finan-
cial reporting framework is management's responsibility. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

.A22 Illustrations of engagement letters for a review of financial state-
ments are presented in exhibit A, "Illustrative Engagement Letters." [Para-
graph renumbered by the issuance of SSARS No. 23, October 2016.]

Communication With Management and Those Charged With
Governance (Ref: par. .13)

.A23 In a review engagement, the accountant's communications with man-
agement and those charged with governance take the form of

a. inquiries the accountant makes in the course of performing the
procedures for the review and

b. other communications, in the context of having effective two-way
communication to understand matters arising and to develop a
constructive working relationship for the engagement.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.A24 The appropriate timing for communications will vary with the cir-

cumstances of the engagement. Relevant factors include the significance and
nature of the matter and any action expected to be taken by management or
those changed with governance. For example, it may be appropriate to com-
municate a significant difficulty encountered during the review as soon as
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practicable if management or those charged with governance are able to as-
sist the accountant to overcome the difficulty. [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]

.A25 Law or regulation may restrict the accountant's communication of
certain matters with those charged with governance. For example, law or reg-
ulation may specifically prohibit a communication, or other action, that might
prejudice an investigation by an appropriate authority into an actual, or sus-
pected, illegal act. In some circumstances, potential conflicts between the ac-
countant's obligations of confidentiality and obligations to communicate may
be complex. In such cases, the accountant may consider obtaining legal advice.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Communicating Matters Concerning the Review
.A26 Matters to be communicated to management or those charged with

governance, as appropriate, in accordance with this section may include the
following:

• The accountant's responsibilities in the review engagement, as in-
cluded in the engagement letter or other suitable form of written
agreement.

• Significant findings from the review, for example

— the accountant's views about significant qualitative as-
pects of the entity's accounting practices, including ac-
counting policies, accounting estimates, and financial
statement disclosures.

— significant findings from the performance of procedures,
including situations when the accountant considered per-
formance of additional procedures necessary in accordance
with this section. The accountant may need to confirm
that those charged with governance have the same under-
standing of the facts and circumstances relevant to specific
transactions or events.

— Matters arising that may lead to modification of the ac-
countant's review report.

— Significant difficulties, if any, encountered during the re-
view, for example, unavailability of expected information,
unexpected inability to obtain evidence that the accoun-
tant considers necessary for the review, or restrictions im-
posed on the accountant by management. In some cir-
cumstances, such difficulties may lead to the accountant's
withdrawal from the engagement.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A27 In some entities, different persons are responsible for the manage-
ment and governance of an entity. In these circumstances, management may
have the responsibility to communicate matters of governance interest to those
charged with governance. Communication by management with those charged
with governance of matters that the accountant is required to communicate
does not relieve the accountant of the responsibility to also communicate with
those charged with governance. However, communication of these matters by
management may affect the form or timing of the accountant's communication
with those charged with governance. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]
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Communication With Third Parties
.A28 The accountant may be required by law or regulation to, for example

• notify a regulatory or enforcement body of certain matters com-
municated with those charged with governance.

• submit copies of certain reports prepared for those charged with
governance to relevant regulatory or funding bodies or, in some
cases, make such reports publicly available.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A29 Unless required by law or regulation to provide a third party with a
copy of the accountant's written communications with those charged with gov-
ernance, the accountant may need the prior consent of management or those
charged with governance before doing so. [Paragraph renumbered by the is-
suance of SSARS No. 23, October 2016.]

Understanding of the Industry (Ref: par. .14)
.A30 The requirement that the accountant possess a level of knowledge of

the industry in which the entity operates does not prevent the accountant from
accepting a review engagement for an entity in an industry with which the ac-
countant has no previous experience. It does, however, place upon the accoun-
tant a responsibility to obtain the required level of knowledge. The accountant
may do so, for example, by consulting AICPA guides, industry publications, fi-
nancial statements of other entities in the industry, textbooks and periodicals,
appropriate continuing professional education, or individuals knowledgeable
about the industry. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

Knowledge of the Entity (Ref: par. .15)
.A31 The accountant may obtain knowledge of the entity through inquiry

of the entity's personnel, the review of documents prepared by the entity, or
experience with the entity or the entity's industry. Such knowledge includes
the following:

• An understanding of the entity's business

• An understanding of the accounting principles and practices used
by the entity in measuring, recognizing, recording, and disclosing
all significant accounts and disclosures in the financial statements

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A32 The accountant's understanding of the entity's business encompasses
a general understanding of the entity's organization; its operating characteris-
tics; and the nature of its assets, liabilities, revenues, and expenses. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Designing and Performing Review Procedures (Ref: par. .17)
.A33 Review evidence obtained through the performance of analytical pro-

cedures and inquiry will ordinarily provide the accountant with a reasonable
basis for obtaining limited assurance. However, in addition to analytical pro-
cedures and inquiries, in certain circumstances and based on the accountant's
professional judgment, the accountant may perform procedures ordinarily per-
formed in an audit. In such instances, the engagement remains a review, and
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the accountant is not required to perform an audit of the financial statements.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A34 The results of the accountant's analytical procedures and inquiries
may modify the accountant's risk awareness. For example, the response to an
inquiry that a related party transaction is not disclosed may revise the ac-
countant's awareness of risk relative to related party transactions. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Analytical Procedures (Ref: par. .19–.20)
.A35 Examples of analytical procedures that an accountant may consider

performing when conducting a review of financial statements are contained in
appendix A, "Analytical Procedures the Accountant May Consider Performing
When Conducting a Review of Financial Statements." [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

.A36 Analytical procedures include the consideration of comparisons of the
entity's financial information with, for example:

• Comparable information for prior periods

• Anticipated results of the entity, such as budgets or forecasts, or
expectations of the accountant, such as an estimation of depreci-
ation

• Similar industry information, such as a comparison of the entity's
ratio of sales to accounts receivable and gross margin percentages
with industry averages or other entities of comparable size in the
same industry

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.A37 Analytical procedures also include consideration of relationships, for

example:

• Among elements of financial information, such as gross margin
percentages, that would be expected to conform to a predictable
pattern based on recent history of the entity and industry

• Between financial information and relevant nonfinancial informa-
tion, such as payroll costs to number of employees

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.A38 When considering plausible relationships, the accountant may wish

to consider information developed and used by the entity (for example, analy-
ses prepared for management or those charged with governance). [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A39 Expectations developed by the accountant in performing analytical
procedures in connection with a review of financial statements may be less pre-
cise than those developed in an audit. Also, in a review, the accountant is not
required to corroborate management's responses with other evidence. [Para-
graph renumbered by the issuance of SSARS No. 23, October 2016.]

.A40 To compare disaggregated revenue data, the accountant may com-
pare, for example, revenue reported by month and product line or operating
segment during the current period with that of comparable prior periods. [Para-
graph renumbered by the issuance of SSARS No. 23, October 2016.]

.A41 Various methods may be used to perform analytical procedures.
These methods range from performing simple comparisons to performing

AR-C §90.A34 ©2017, AICPA



Review of Financial Statements 2213

complex analyses. Analytical procedures may be performed at the financial
statement level or at the detailed account level. The nature, timing, and ex-
tent of analytical procedures are a matter of professional judgment. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Investigating Results of Analytical Procedures (Ref: par. .21b)
.A42 Although the accountant is not required to corroborate manage-

ment's responses with other evidence, the need to perform other review proce-
dures may arise when, for example, management is unable to provide an expla-
nation, or the explanation is not considered adequate. [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

Inquiries of Members of Management Who Have Responsibility
for Financial and Accounting Matters (Ref: par. .22)

.A43 In addition to members of management who have responsibility for
financial and accounting matters, the accountant may determine to direct in-
quiries to others within the entity and those charged with governance, if ap-
propriate. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A44 Examples of unusual or complex situations about which the accoun-
tant may inquire of management are contained in appendix B, "Unusual or
Complex Situations to Be Considered by the Accountant When Performing In-
quiry Procedures in a Review of Financial Statements." [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

.A45 Management may obtain knowledge of fraud or suspected fraud
affecting the entity involving management or others when the fraud could
have a material effect on the financial statements through, among other
things, communications received from employees, former employees, or oth-
ers. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A46 The accountant may obtain and read minutes from meetings of stock-
holders, the board of directors, committees of the board of directors, or compa-
rable meetings that may affect the financial statements as an effective and
efficient procedure to meet the requirement in paragraph .22o to inquire of
members of management who have responsibility for financial and account-
ing matters concerning the financial statements about actions taken at such
meetings. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Reconciling the Financial Statements to the Underlying
Accounting Records (Ref: par. .26)

.A47 To obtain evidence that the financial statements agree or reconcile
with the accounting records, the accountant may compare the financial state-
ments to

• the accounting records, such as the general ledger;

• a consolidating schedule derived from the accounting records; or

• other supporting data in the entity's records.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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Evaluating Evidence Obtained From the Procedures Performed
(Ref: par. .28, .31, and .39f)

.A48 Considerations that may affect the evaluation of whether uncor-
rected misstatements, individually or in the aggregate, are material include
the following:

• The nature, cause (if known), and amount of the misstatements

• Whether the misstatements originated in the preceding year

• The potential effect of the misstatements on future periods

• The appropriateness of offsetting a misstatement of an estimated
amount with a misstatement of an item capable of precise mea-
surement

• Recognition that an accumulation of immaterial misstatements in
the balance sheet could contribute to material misstatements in
future periods

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A49 The accountant's reporting responsibilities when the accountant con-
cludes that the financial statements are materially misstated are addressed
in paragraphs .56–.60 with respect to known departures from the applica-
ble financial reporting framework. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A50 In some circumstances, the accountant may not have obtained the
evidence that the accountant had expected to obtain through the design of pri-
marily inquiry and analytical procedures and procedures addressing specific
circumstances. In these circumstances, the accountant considers that the evi-
dence obtained from the procedures performed is not sufficient and appropriate
to be able to form a conclusion on the financial statements. The accountant may

• extend the work performed or

• perform other procedures judged by the practitioner to be neces-
sary in the circumstances.

When neither of these is practicable in the circumstances, the accountant will
not be able to obtain sufficient appropriate evidence to be able to form a conclu-
sion and is required by this section to determine the effect on the accountant's
ability to complete the engagement. This situation may arise even though the
accountant has not become aware of a matter(s) that causes the accountant
to believe the financial statements may be materially misstated. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Written Representations

Written Representations as Review Evidence (Ref: par. .32)
.A51 Written representations are an important source of review evidence.

If management modifies or does not provide the requested written representa-
tions, it may alert the accountant to the possibility that one or more significant
issues may exist. Further, a request for written, rather than oral, representa-
tions, in many cases, may prompt management to consider such matters more
rigorously, thereby enhancing the quality of the representations. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]
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Management From Whom Written Representations Are Requested
(Ref: par. .33)

.A52 Written representations are requested from those with overall re-
sponsibility for financial and operating matters whom the accountant believes
are responsible for, and knowledgeable about, directly or through others in the
organization, the matters covered by the representations, including the prepa-
ration and fair presentation of the financial statements. Those individuals may
vary depending on the governance structure of the entity; however, manage-
ment (rather than those charged with governance) is often the responsible
party. Written representations may, therefore, be requested from the entity's
CEO and CFO or other equivalent persons in entities that do not use such ti-
tles. However, in some circumstances, other parties, such as those charged with
governance, also are responsible for the preparation and fair presentation of
the financial statements. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

.A53 Due to its responsibility for the preparation and fair presentation of
the financial statements and its responsibility for the conduct of the entity's
business, management would be expected to have sufficient knowledge of the
process followed by the entity in preparing the financial statements on which
to base the written representations. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A54 In some cases, management may include in the written representa-
tions qualifying language to the effect that representations are made to the best
of its knowledge and belief. It is reasonable for the accountant to accept such
wording if, in the accountant's judgment, the representations are being made by
those with appropriate responsibilities and knowledge of the matters included
in the representations. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

Specific Written Representations (Ref: par. .34–.35)
.A55 Review evidence obtained during the review that management has

acknowledged the responsibilities referred to in paragraph .34a–b is not suffi-
cient without obtaining representation from management that it believes that
it has fulfilled those responsibilities. This is because the accountant is not able
to judge solely on other review evidence whether management has prepared
and fairly presented the financial statements and provided information to the
accountant on the basis of the agreed acknowledgment and understanding of
its responsibilities. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

.A56 The written representations relating to fraud required by paragraph
.34f–g are important for the accountant to obtain, regardless of the size of the
entity, because of the nature of fraud and the difficulties encountered by accoun-
tants in detecting material misstatements in the financial statements resulting
from fraud. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A57 Because the preparation of financial statements requires manage-
ment to adjust the financial statements to correct material misstatements, the
accountant is required to request that management provide a written represen-
tation about uncorrected misstatements. In some circumstances, management
may not believe that certain uncorrected misstatements are misstatements.
For that reason, management may want to add to their written representation
words such as "We do not agree that items... and... constitute misstatements
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because [description of reasons]." [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A58 Circumstances in which it may be appropriate to obtain written rep-
resentations about related parties from those charged with governance in ad-
dition to management include the following:

• When they have approved specific related party transactions that

— materially affect the financial statements or

— involve management

• When they have made specific oral representations to the accoun-
tant on details of certain related party transactions

• When they have financial or other interests in the related parties
or the related party transactions

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
.A59 Because written representations are necessary review evidence, the

accountant has not obtained limited assurance as a basis for reporting whether
the accountant is aware of any material modifications that should be made to
the financial statements in order for the statements to be in accordance with the
applicable financial reporting framework and the accountant's review report
cannot be dated before the date of the written representations. Furthermore,
because the accountant is concerned with events occurring up to the date of
the accountant's review report that may require adjustment to, or disclosure
in, the financial statements, the written representations are dated as of the
date of the accountant's review report on the financial statements. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A60 The written representations cover all periods referred to in the ac-
countant's review report because management needs to reaffirm that the writ-
ten representations it previously made with respect to the prior periods remain
appropriate. The accountant and management may agree to a form of written
representation that updates written representations relating to the prior pe-
riods by addressing whether there are any changes to such written represen-
tations and, if so, what they are. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A61 Situations may arise in which current management was not present
during all periods referred to in the accountant's review report. Such persons
may assert that they are not in a position to provide some or all of the writ-
ten representations because they were not in place during the period. This
fact, however, does not diminish such persons' responsibilities for the financial
statements as a whole. Accordingly, the requirement for the accountant to re-
quest from them written representations that cover the whole of the relevant
period(s) still applies. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A62 The accountant may request additional representations regarding
matters specific to the entity's business or industry. In addition, the accountant
is not precluded from obtaining representations regarding services performed
in addition to the review engagement. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

Form of Written Representations (Ref: par. .36)
.A63 Occasionally, circumstances may prevent management from signing

the representation letter and returning it to the accountant on the date of the
accountant's review report. In those circumstances, the accountant may accept
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management's oral confirmation, on or before the date of the accountant's re-
view report, that management has reviewed the final representation letter and
will sign the representation letter without exception as of the date of the ac-
countant's review report. Possession of the signed management representation
letter prior to releasing the accountant's review report is necessary because
paragraph .36 requires that the representations be in the form of a written
letter from management. Furthermore, when there are delays in releasing the
report, a fact may become known to the accountant that, had it been known to
the accountant at the date of the accountant's review report, might affect the
accountant's review report and result in the need for updated representations.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A64 Exhibit B, "Illustrative Representation Letter," provides an illustra-
tive example of a representation letter.

Reporting on the Financial Statements (Ref: par. .38)
.A65 A written report encompasses reports issued in hard copy format and

those using an electronic medium. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A66 Financial statements that the accountant has reviewed may become
unattached from the accountant's review report. To minimize the possibility
that a user of the reviewed financial statements may infer, through the ac-
countant's association with the reviewed financial statements, an unintended
level of reliance on the reviewed financial statements, the accountant may con-
sider including a reference on each page of the reviewed financial statements to
the accountant's review report. An example of a reference to the accountant's
review report included on each page of the reviewed financial statements is
"See independent accountant's review report." [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]

.A67 When the accountant is unable to perform the inquiry, analytical pro-
cedures, and other review procedures the accountant considers necessary to ob-
tain limited assurance as a basis for reporting whether the accountant is aware
of any material modifications that should be made to the financial statements
in order for the statements to be in accordance with the applicable financial
reporting framework, or management does not provide the accountant with
a representation letter, the review will be incomplete. A review that is incom-
plete does not provide an adequate basis for issuing a review report. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Accountant’s Review Report (Ref: par. .39)

Title

.A68 An appropriate title would be "Independent Accountant's Review Re-
port." [Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Addressee

.A69 The accountant's review report is normally addressed to those for
whom the report is prepared. The report may be addressed to the entity whose
financial statements are being reviewed or to those charged with governance.
A report on financial statements of an unincorporated entity may be addressed
as circumstances dictate (for example, to the partners, general partner, or pro-
prietor). Occasionally, an accountant may be retained to review the financial
statements of an entity that is not a client; in such a case, the report may be
addressed to the entity and not to those charged with governance of the entity
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whose financial statements are being reviewed. [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]

Introductory Paragraph

.A70 The introductory paragraph states, for example, that the accountant
has "reviewed the accompanying financial statements of ABC Company, which
comprise the balance sheet as of December 31, 20X1, and the related state-
ments of income, changes in stockholders' equity and cash flows for the year
then ended, and the related notes to the financial statements." If the financial
statements include a separate statement of changes in stockholders' equity ac-
counts or a separate statement of comprehensive income, paragraph .39c(iii)
requires such statements to be identified in the introductory paragraph of the
report as a statement to which the financial statements are comprised. [Para-
graph renumbered by the issuance of SSARS No. 23, October 2016.]

.A71 When the accountant is aware that the reviewed financial statements
will be included in a document that contains other information, such as an an-
nual report, the accountant may consider, if the form of presentation allows,
identifying the page numbers on which the reviewed financial statements are
presented. This helps users identify the financial statements to which the ac-
countant's review report relates. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A72 The identification of the title for each statement that the financial
statements comprise may be achieved by referencing the table of contents.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Management's Responsibility

.A73 Management, and when appropriate, those charged with governance,
accept responsibility for the preparation of the financial statements in accor-
dance with the applicable financial reporting framework, including their fair
presentation. Management also accepts responsibility for the design, imple-
mentation, and maintenance of internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstate-
ment, whether due to fraud or error. The description of management's respon-
sibilities in the accountant's review report includes reference to both respon-
sibilities because it helps explain to users the premise on which a review is
conducted. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Accountant's Responsibility

.A74 The accountant's review report states that the accountant's respon-
sibility is to conduct the review engagement in accordance with SSARSs pro-
mulgated by the Accounting and Review Services Committee of the AICPA in
order to contrast it to management's responsibility for the financial statements.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A75 The reference to the standards used conveys to users of the accoun-
tant's review report that the review engagement has been conducted in accor-
dance with established standards. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A76 The accountant is not permitted to represent compliance with
SSARSs in the accountant's review report unless the accountant has complied
with the relevant requirements within the body of SSARSs. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]
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Accountant's Address
.A77 The city and state where the accountant practices may be indi-

cated on letterhead that contains the issuing office's city and state. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Date of the Accountant's Review Report
.A78 The date of the accountant's review report informs users of the ac-

countant's review report that the accountant has considered the effect of events
and transactions of which the accountant became aware and that occurred up
to that date. The accountant's responsibility for events and transactions after
the date of the accountant's review report is addressed in paragraphs .71–.77.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A79 Because the accountant's conclusion is provided on the financial
statements, and the financial statements are the responsibility of management,
the accountant is not in a position to conclude that the accountant has obtained
limited assurance as a basis for reporting whether the accountant is aware of
any material modifications that should be made to the financial statements for
them to be in accordance with the applicable financial reporting framework
until evidence is obtained that all the statements that the financial statements
comprise, including the related notes, have been prepared, and management
has accepted responsibility for them. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A80 Exhibit C, "Illustrations of Accountant's Review Reports on Financial
Statements," contains illustrations of accountant's review reports on financial
statements incorporating the elements required by paragraph .39. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Accountant’s Review Report on Financial Statements Prepared
in Accordance With a Special Purpose Framework
(Ref: par. .09, .40, .42, and .44)

.A81 The description of the special purpose framework may be included in
the financial statement titles, in the notes to the financial statements, or oth-
erwise on the face of the financial statements. Although terms such as balance
sheet, statement of financial position, statement of income, statement of opera-
tions, and statement of cash flows or similar unmodified titles, are generally
understood to be applicable only to financial statements that are intended to
present financial position, results of operations, or cash flows in accordance with
GAAP, such titles, with appropriate modification, may be used in connection
with financial statements prepared in accordance with a special purpose frame-
work. Suitable financial statement titles for financial statements prepared in
accordance with a special purpose framework include, but are not limited to

• a modified cash-basis financial statement that might be titled

— "Income Statement—Modified Cash-Basis," or

— "Statement of Cash Receipts and Disbursements."

• financial statements prepared in accordance with the tax-basis of
accounting that might be titled

— "Balance Sheet—Tax-Basis,"

— "Statement of Assets, Liabilities, and Equity—Tax-Basis,"

— "Statement of Operations—Tax-Basis," or

— "Statement of Revenue and Expenses—Tax-Basis."
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• a financial statement prepared in accordance with a regulatory-
basis of accounting that might be titled "Statement of Income—
Regulatory-Basis."

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A82 The description of how the special purpose framework differs from
GAAP ordinarily includes only the material differences between GAAP and the
special purpose framework. For example, if several items are accounted for dif-
ferently in accordance with the special purpose framework than they would be
in accordance with GAAP, but only the differences in how depreciation is calcu-
lated are material, a brief description of the depreciation differences is all that
would be necessary, and the remaining differences need not be described. The
differences need not be quantified. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

.A83 Financial statements prepared when applying a special purpose
framework are not considered appropriate in form unless the financial state-
ments include informative disclosures similar to those required by GAAP if the
financial statements contain items that are the same as, or similar to, those in
financial statements prepared in accordance with GAAP. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

.A84 When the financial statements are prepared in accordance with a
regulatory- or contractual-basis of accounting or an other-basis of accounting
that requires an alert that restricts the use of the accountant's review report
pursuant to paragraph .61a–b, the accountant is required by paragraph .42 to
describe the purpose for which the financial statements are prepared or refer
to a note in the financial statements that contains that information. This is
necessary to avoid misunderstandings when the financial statements are used
for purposes other than those for which they were intended. The note to the
financial statements may also describe any significant interpretations of the
contract on which the financial statements are based. [Paragraph renumbered
by the issuance of SSARS No. 23, October 2016.]

.A85 When use of the accountant's review report is restricted, the intended
users are the specified parties. The restriction on use of the accountant's review
report is necessary due to the nature of the report and the potential for the re-
port to be misunderstood when taken out of the context in which it was intended
to be used. For example, special purpose financial statements prepared in ac-
cordance with a contractual-basis of accounting are developed for and directed
only to the parties to the contract or agreement. Paragraphs .63–.64 address
the addition of other parties as specified parties. [Paragraph renumbered by
the issuance of SSARS No. 23, October 2016.]

Comparative Financial Statements (Ref: par. .45)
.A86 The level of information included for the prior periods in comparative

financial statements is comparable with that of financial statements of the cur-
rent period. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A87 If one firm of accountants merges with another firm, and the new
firm becomes the accountant of a client of one of the two former firms, the new
firm may accept responsibility and issue a review report on the financial state-
ments for the prior period(s) as well as for those of the current period. The new
firm may indicate in the accountant's review report or as part of the signature
that a merger took place and may name the firm with whom it was merged.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

AR-C §90.A82 ©2017, AICPA



Review of Financial Statements 2221

Updating the Report (Ref: par. .46)
.A88 An updated report is issued in conjunction with the continuing

accountant's report on the current period financial statements. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

Changed Reference to a Departure From the Applicable Financial Reporting
Framework (Ref: par. .49)

.A89 A changed reference includes the removal of a prior reference or the
inclusion of a new reference. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

Communicating to Management and Others Regarding Fraud or
Noncompliance With Laws and Regulations (Ref: par. .51)

.A90 The communication of matters involving identified or suspected non-
compliance may describe the act of identified or suspected noncompliance, the
circumstances of its occurrence, and the effect on the financial statements.
The accountant may reach agreement in advance with management and those
charged with governance, if applicable, on the nature and amount of matters
that would be considered not material and, thus, need not be communicated.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A91 The disclosure of any evidence or information that comes to the ac-
countant's attention during the performance of review procedures that fraud
or noncompliance with laws or regulations may have occurred to parties other
than the entity's senior management (or those charged with governance, if ap-
plicable) ordinarily is not part of the accountant's responsibility and, ordinarily,
would be precluded by the accountant's ethical or legal obligations of confiden-
tiality. [Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A92 A duty to disclose to parties outside of the entity may exist in the
following circumstances:

• To comply with certain legal and regulatory requirements

• To a successor accountant when management has given permis-
sion for communication between the predecessor accountant and
the successor accountant

• In response to a subpoena

In such circumstances, the accountant may consider it appropriate to consult
with legal counsel. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

.A93 The accountant may consider whether withdrawal from the engage-
ment is necessary when

• management or those charged with governance do not take the
remedial action that the accountant considers necessary in the
circumstances or

• matters regarding fraud or noncompliance with laws or regula-
tions involve an owner of the business.

When deciding whether withdrawal from the engagement is necessary, the ac-
countant may consider seeking legal advice. [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]
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Emphasis-of-Matter and Other-Matter Paragraphs in the
Accountant’s Review Report (Ref: par. .52 and .54)

.A94 The accountant is required to include an emphasis-of-matter or
other-matter paragraph in the accountant's review report relating to the fol-
lowing matters:

• In accordance with paragraphs .43–.44 with respect to financial
statements prepared in accordance with a special purpose frame-
work

• In accordance with paragraph .49 with respect to a changed refer-
ence to a departure from the applicable financial reporting frame-
work when reporting on comparative financial statements

• In accordance with paragraph .50 with respect to reporting on
comparative financial statements when the prior period is audited

• In accordance with paragraph .57 with respect to reporting a
known departure from the applicable financial reporting frame-
work that is material to the financial statements

• In accordance with paragraph .75c with respect to reporting when
management revises financial statements for a subsequently dis-
covered fact that became known to the accountant after the report
release date and the accountant's review report on the revised fi-
nancial statements differs from the accountant's review report on
the original financial statements

• In accordance with paragraph .80 with respect to supplementary
information that accompanies reviewed financial statements and
the accountant's review report thereon

• In accordance with paragraph .83 with respect to required supple-
mentary information

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Emphasis-of-Matter Paragraphs in the Accountant’s Review Report
(Ref: par. .52–.54)

.A95 In addition to the required emphasis-of-matter paragraphs listed in
paragraph .A91, the following are examples of circumstances when the accoun-
tant may consider it necessary to include an emphasis-of-matter paragraph:

• An uncertainty regarding the entity's ability to continue as a going
concern for a reasonable period of time

• An uncertainty relating to the future outcome of unusually impor-
tant litigation or regulatory action

• A major catastrophe that has had, or continues to have, a signifi-
cant effect on the entity's financial position

• Significant transactions with related parties

• Unusually important subsequent events

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A96 Paragraph .52 requires that an emphasis-of-matter paragraph refer
only to matters appropriately presented or disclosed in the financial state-
ments. To include information in an emphasis-of-matter paragraph about a
matter beyond what is presented or disclosed in the financial statements may
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raise questions about the appropriateness of such presentation or disclosure.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A97 Another heading may be considered appropriate if it adequately de-
scribes the nature of the matter being disclosed or communicated. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A98 The inclusion of an emphasis-of-matter paragraph in the accoun-
tant's review report does not affect the accountant's conclusion. An emphasis-
of-matter paragraph is not a substitute for disclosures in the financial state-
ments that the applicable financial reporting framework requires management
to make. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Other-Matter Paragraphs in the Accountant’s Review Report (Ref: par. .54)
.A99 If not properly presented or disclosed in the financial statements, a

matter cannot be included in an emphasis-of-matter paragraph. However, if the
matter is relevant to users' understanding of the review, the accountant's re-
sponsibilities, or the accountant's review report, the matter can be disclosed in
an other-matter paragraph. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

.A100 An entity may prepare one set of financial statements in accordance
with a general purpose framework (for example, accounting principles gener-
ally accepted in the United States of America) and another set of financial state-
ments in accordance with another general purpose framework (for example, In-
ternational Financial Reporting Standards promulgated by the International
Accounting Standards Board) and may engage the accountant to review both
sets of financial statements. If the accountant has determined that the frame-
works are acceptable in the respective circumstances, the accountant may in-
clude an other-matter paragraph in the accountant's review report referring to
the fact that another set of financial statements has been prepared by the same
entity in accordance with another general purpose framework and that the ac-
countant has issued a review report on those financial statements. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A101 The content of an other-matter paragraph reflects clearly that such
other matter is not required to be presented and disclosed in the financial state-
ments. An other-matter paragraph does not include information that the ac-
countant is prohibited from providing by law, regulation, or other professional
standards (for example, ethical standards relating to the confidentiality of in-
formation). An other-matter paragraph does not include information that is re-
quired to be provided by management. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

Communication With Management (Ref: par. .55)
.A102 The accountant's communication with management, as described in

paragraph .55, enables management to be made aware of the nature of any spe-
cific matters that the accountant intends to highlight in the accountant's review
report and provides them with an opportunity to obtain further clarification
from the accountant, when necessary. When the inclusion of an other-matter
paragraph on a particular matter in the accountant's review report recurs on
each successive engagement, the accountant may determine that it is unnec-
essary to repeat the communication on each engagement. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

.A103 In addition to management, the accountant may also consider it ap-
propriate to communicate with those charged with governance regarding the

©2017, AICPA AR-C §90.A103



2224 Statements on Standards for Accounting and Review Services

expectation of including an other-matter paragraph in the accountant's review
report and the proposed wording of this paragraph. [Paragraph renumbered by
the issuance of SSARS No. 23, October 2016.]

Known Departures From the Applicable Financial Reporting
Framework (Ref: par. .57 and .59–.60)

.A104 Examples of headings that an accountant may use to disclose de-
partures from an applicable financial reporting framework in the accountant's
review report include the following:

• Known Departures From Accounting Principles Generally Ac-
cepted in the United States of America

• Known Departures From International Financial Reporting Stan-
dards as Promulgated by the International Accounting Standards
Board

• Known Departures From the Cash-Basis of Accounting

• Known Departures From the Tax-Basis of Accounting

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A105 Prior to withdrawing from a review engagement in those circum-
stances when the accountant believes that modification of the standard re-
port is not adequate to indicate the deficiencies in the financial statements as
a whole, the accountant may wish to consult with legal counsel. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A106 Including a statement that the financial statements are not in accor-
dance with the applicable financial reporting framework would be tantamount
to expressing an adverse opinion on the financial statements. Such an opin-
ion can be expressed only in the context of an audit engagement. Furthermore,
such a statement in an accountant's review report may confuse users because it
would contradict the statement required in paragraph .39f about whether the
accountant is aware of any material modifications that should be made to the
financial statements for them to be in accordance with the applicable financial
reporting framework. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A107 Depending on the accountant's assessment of the possible dollar
magnitude of the effect of the departures, the significance of the affected items
to the entity, the pervasiveness and overall impact of the misstatements, and
whether disclosure has been made of the effect of the departures, the accoun-
tant may, in accordance with paragraphs .52–.55, include a separate paragraph
in the accountant's review report stating the limitations of the financial state-
ments. The following is an illustration of such a separate paragraph with re-
spect to an accountant's review report on financial statements prepared in ac-
cordance with accounting principles generally accepted in the United States of
America:

Limitations of the financial statements

Because the significance and pervasiveness of the matters described in the
Known Departures From Accounting Principles Generally Accepted in the
United States of America paragraphs makes it difficult to assess their im-
pact on the financial statements, users of the accompanying financial state-
ments should recognize that they might reach different conclusions about the
company's financial position, results of operations, and cash flows if they had
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access to revised financial statements prepared in accordance with accounting
principles generally accepted in the United States of America.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A108 Inclusion of a separate paragraph, such as that illustrated in para-
graph .A104 in the accountant's review report is not a substitute for disclosure
of the specific departures or the effects of such departures if such effects have
been determined by management or are known as a result of the accountant's
procedures. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A109 Exhibit C, "Illustrations of Accountant's Review Reports on Finan-
cial Statements," contains an illustrative example of an accountant's review
report that discloses a departure from the applicable financial reporting frame-
work. 1 [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Alert That Restricts the Use of the Accountant’s Review Report
(Ref: par. .61)

.A110 The need for an alert that restricts the use of the accountant's re-
view report arises from the potential for the accountant's review report to be
misunderstood if taken out of the context in which the accountant's review re-
port is intended to be used. [Paragraph renumbered by the issuance of SSARS
No. 23, October 2016.]

.A111 Accountant's review reports on financial statements prepared in ac-
cordance with a general purpose framework ordinarily do not include an alert
that restricts their use. A general purpose framework is a financial reporting
framework designed to meet the common financial information needs of a wide
range of users. However, nothing in SSARSs precludes an accountant from in-
cluding an alert in any accountant's review report. For example, financial state-
ments prepared specifically for use in an acquisition may be prepared in accor-
dance with a general purpose framework because the parties involved in the
transaction have agreed that such general purpose financial statements are ap-
propriate for their purposes. Nevertheless, when the terms of the engagement
to review those financial statements require the accountant to supply the ac-
countant's review report only to specified parties, the accountant may consider
it necessary in the circumstances to include an other-matter paragraph in the
accountant's review report that restricts the use of the accountant's review re-
port. [Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Distribution of the Accountant’s Review Report (Ref: par. .61)
.A112 An accountant is not responsible for controlling, and cannot control,

distribution of the accountant's review report after its release. The alert that
restricts the use of the accountant's review report is designed to avoid misun-
derstandings related to the use of the accountant's review report, particularly
if the accountant's review report is taken out of the context in which the ac-
countant's review report is intended to be used. An accountant may consider
informing the entity or other specified parties that the accountant's review re-
port is not intended for distribution to parties other than those specified in

1 Illustration 5, "An Accountant's Review Report on Comparative Financial Statements Disclos-
ing a Departure From Accounting Principles Generally Accepted in the United States of America," of
exhibit C, "Illustrations of Accountant's Review Reports on Financial Statements."
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the accountant's review report. The accountant may, in connection with estab-
lishing the terms of the engagement, reach an understanding with the entity
that the intended use of the accountant's review report will be restricted and
may obtain the entity's agreement that the entity and specified parties will not
distribute such accountant's review report to parties other than those identi-
fied therein. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

Illustrative Alert Language (Ref: par. .62)
.A113 The alert that restricts the use of the accountant's review report

may list the specified parties or refer to the specified parties listed elsewhere in
the accountant's review report. The following illustrates language that includes
the elements required by paragraph .62:

This report is intended solely for the information and use of [list or refer to the
specified parties] and is not intended to be, and should not be, used by anyone
other than these specified parties.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Adding Other Specified Parties (Ref: par. .63)
.A114 When the accountant is requested to add other parties as specified

parties, the accountant may agree to add other parties as specified parties based
on the accountant's consideration of factors such as the identity of the other par-
ties and the intended use of the accountant's review report. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

The Accountant’s Consideration of an Entity’s Ability to Continue
as a Going Concern

Consideration of Conditions or Events That Indicate That There Could Be an
Uncertainty About the Entity’s Ability to Continue as a Going Concern
(Ref: par. .65)

.A115 In performing review procedures, the accountant may identify in-
formation about certain conditions or events that, when considered in the ag-
gregate, indicate there could be an uncertainty about the entity's ability to con-
tinue as a going concern for a reasonable period of time. The significance of
such conditions and events will depend on the circumstances, and some may
have significance only when viewed in conjunction with others. The following
are examples of such conditions and events:

• Negative trends. For example, recurring operating losses, working
capital deficiencies, negative cash flows from operating activities,
adverse key financial ratios

• Other indications of possible financial difficulties. For example,
default on loan or similar agreements, arrearages in dividends,
denial of usual trade credit from suppliers, restructuring of debt,
noncompliance with statutory capital requirements, need to seek
new sources or methods of financing or to dispose of substantial
assets

• Internal matters. For example, work stoppages or other labor dif-
ficulties, substantial dependence on the success of a particular
project, uneconomic long-term commitments, need to significantly
revise operations
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• External matters that have occurred. For example, legal proceed-
ings, legislation, or similar matters that might jeopardize an en-
tity's ability to operate; loss of a key franchise, license, or patent;
loss of a principal customer or supplier; uninsured or underin-
sured catastrophe, such as a drought, earthquake, or flood

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Consideration of Financial Statement Effects (Ref: par. .66)
.A116 In considering the adequacy of disclosure, some of the information

that might be disclosed includes the following:

• Principal conditions and events giving rise to the assessment of
an uncertainty about the entity's ability to continue as a going
concern for a reasonable period of time

• The possible effects of such conditions and events

• Management's evaluation of the significance of those conditions
and events and any mitigating factors

• Possible discontinuance of operations

• Management's plans (including relevant prospective financial in-
formation)

• Information about the recoverability or classification of recorded
asset amounts or the amounts or classification of liabilities

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Consideration of the Effects on the Accountant’s Review Report
(Ref: par. .68)

.A117 If, after considering the evidence or information from paragraph .65
and management's consideration of the possible effects of the going concern un-
certainty on the financial statements from paragraph .66, the accountant con-
cludes that management has adequately disclosed the issue, the accountant
may include an emphasis-of-matter paragraph in the accountant's review re-
port pursuant to paragraphs .52–.53 and .54. The accountant is not required
to include an emphasis-of-matter paragraph with respect to a going concern
uncertainty. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A118 The following is an illustration of an emphasis-of-matter paragraph
the accountant may include in the accountant's review report when the ac-
countant concludes that management has adequately disclosed an uncertainty
about the entity's ability to continue as a going concern for a reasonable pe-
riod of time and determines to include an emphasis-of-matter paragraph with
respect to the going concern uncertainty:

Emphasis of Matter

The accompanying financial statements have been prepared assuming that the
Company will continue as a going concern. As discussed in Note X to the finan-
cial statements, the Company has suffered recurring losses from operations and
has a net capital deficiency that raises an uncertainty about its ability to con-
tinue as a going concern. Management's plans in regard to these matters are
also described in Note X. The financial statements do not include any adjust-
ments that might result from the outcome of this uncertainty. Our conclusion
is not modified with respect to this matter.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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.A119 Examples of inappropriate wording in an emphasis-of-matter para-
graph when the accountant concludes that management has adequately dis-
closed an uncertainty about the entity's ability to continue as a going con-
cern for a reasonable period of time and determines to include an emphasis-
of-matter paragraph with respect to the going concern uncertainty include the
following:

• If the company continues to suffer recurring losses from opera-
tions and continues to have a net capital deficiency, there may be
an uncertainty about its ability to continue as a going concern.

• The company has been unable to renegotiate its expiring credit
agreements. Unless the company is able to obtain financial sup-
port, there is an uncertainty about its ability to continue as a going
concern.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Subsequent Events and Subsequently Discovered Facts

Subsequent Events (Ref: par. .69)
.A120 Evidence or information that subsequent events that require ad-

justment of, or disclosure in, the financial statements may come to the accoun-
tant's attention in the following ways:

• During the performance of review procedures

• Subsequent to the date of the accountant's review report but prior
to the release of the report

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

Subsequently Discovered Facts That Became Known to the Accountant After
the Report Release Date (Ref: par. .74–.77)

.A121 New information may come to the accountant's attention that, had
such information been known to the accountant at the date of the accountant's
review report, may have caused the accountant to revise the accountant's re-
view report. When such information becomes known to the accountant after the
report release date, the requirements in paragraphs .74–.77 apply, even if the
accountant has withdrawn or been discharged. [Paragraph renumbered by the
issuance of SSARS No. 23, October 2016.]

.A122 Because of the variety of conditions that might be encountered, the
specific procedures or actions to be taken in a particular case may vary some-
what in light of the circumstances. For example, when determining whether the
financial statements need revision, as required by paragraph .74b, the accoun-
tant may consider, in addition to the requirements of the applicable financial
reporting framework, whether the accountant believes persons are currently
using, or are likely to use, the financial statements and who would attach impor-
tance to the subsequently discovered facts. Consideration may be given, among
other things, to the issuance of reviewed or audited financial statements for a
subsequent period, the time elapsed since the financial statements were issued
and the date of the accountant's review report released, and any legal implica-
tions. [Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A123 The steps taken by management to ensure that anyone in receipt of
the reviewed financial statements is informed of the situation, including that
the reviewed financial statements are not to be used, depend on the circum-
stances. Management's steps may include the following:

AR-C §90.A119 ©2017, AICPA



Review of Financial Statements 2229

• Notify anyone who is known to be using, or who is likely to use, the
financial statements and the accountant's review report that they
are not to be used and that revised financial statements, together
with a new accountant's review report, will be issued. This may be
necessary when the issuance of revised financial statements and
a new accountant's review report is not imminent.

• Issue, as soon as practicable, revised financial statements with
appropriate disclosure of the matter.

• Issue the subsequent period's financial statements with appropri-
ate disclosure of the matter. This may be appropriate when is-
suance of the subsequent period's reviewed or audited financial
statements is imminent.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A124 If management made the reviewed financial statements available to
third parties despite the accountant's notification not to do so, or if the accoun-
tant believes that management or those charged with governance have failed to
take the necessary steps to prevent use of the accountant's review report on the
previously issued reviewed financial statements despite the accountant's prior
notification that the accountant will take action to seek to prevent such use, the
accountant's course of action depends upon the accountant's legal and ethical
rights and obligations. Consequently, the accountant may consider it appropri-
ate to seek legal advice. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A125 The actions that the accountant may take to seek to prevent use of
the accountant's review report may depend upon the degree of certainty of the
accountant's knowledge that persons or entities exist who are currently using,
or who will use, the reviewed financial statements, and who would attach im-
portance to the information, and the accountant's ability as a practical matter
to communicate with them. In addition to seeking legal advice, the accountant
may consider taking the following steps to the extent applicable:

• Notify management and those charged with governance that the
accountant's review report is not to be used.

• Notify regulatory agencies having jurisdiction over the entity that
the accountant's review report is not to be used, including a re-
quest that the agency take whatever steps it may deem appropri-
ate to accomplish the necessary disclosure.

• Notify anyone known to the accountant to be using the financial
statements that the accountant's review report is not to be used. In
some instances, it will not be practicable for the accountant to give
appropriate individual notification to stockholders or investors at
large whose identities are unknown to the accountant; notifica-
tion to a regulatory agency having jurisdiction over the entity will
usually be the only practical means for the accountant to provide
appropriate disclosure, together with a request that the agency
take whatever steps it may deem appropriate to accomplish the
necessary disclosure.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A126 Depending on the circumstances, if the accountant is able to deter-
mine that the financial statements need revision, the accountant's notification
to anyone in receipt of the reviewed financial statements may, if permitted by
law, regulation, and relevant ethical requirements
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• include a description of the nature of the matter and of its effect
on the financial statements, avoiding comments concerning the
conduct or motives of any person.

• describe the effect that the matter would have had on the accoun-
tant's review report if it had been known to the accountant at the
date of the report and had not been reflected in the financial state-
ments.

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]

.A127 If the accountant was not able to determine whether the financial
statements need revision, the notification to anyone in receipt of the reviewed
financial statements may indicate that information became known to the ac-
countant and that, if the information is true, the accountant believes that the
accountant's review report is not to be used. The specific matter may not be
permitted by law, regulation, and ethical requirement to be detailed in the no-
tification.

Reference to the Work of Other Accountants in an Accountant’s
Review Report (Ref: par. .78)

.A128 The accountant of the reporting entity may make reference to any
or all other accountants who audited or reviewed significant components. For
example, if a significant component is audited or reviewed by an other accoun-
tant and a second significant component is audited or reviewed by a different
other accountant, the accountant of the reporting entity may decide to make
reference to one of the other accountants, both of the other accountants, or nei-
ther. The decision is solely at the discretion and judgment of the accountant of
the reporting entity. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

.A129 The disclosure of the magnitude of the portion of the financial state-
ments audited or reviewed by other accountants may be achieved by stating
the dollar amounts or percentages of total assets, total revenues, other appro-
priate criteria, or a combination of these, whichever most clearly describes the
portion of the financial statements audited or reviewed by other accountants.
When two or more other accountants participate in the audit or review, the
dollar amounts or the percentages covered by the other accountants may be
stated in the aggregate. [Paragraph renumbered by the issuance of SSARS No.
23, October 2016.]

.A130 Exhibit C contains an example of appropriate reporting in the ac-
countant's review report when reference is made to the audit or review of sig-
nificant components, such as consolidated and unconsolidated subsidiaries and
investees, by other accountants.2 [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]

Supplementary Information That Accompanies Reviewed
Financial Statements (Ref: par. .80–.82)

[.A131] [Paragraph renumbered and deleted by the issuance of SSARS No.
23, October 2016.]

2 Illustration 6, "An Accountant's Review Report on Comparative Consolidated Financial State-
ments in Which the Accountant Makes Reference to the Work of Other Accountants Who Were En-
gaged to Review the Financial Statements of a Significant Component," of exhibit C.
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.A132 The following is an example of how an accountant may word an
other-matter paragraph addressing supplementary information when the sup-
plementary information has been subjected to the review procedures applied
in the accountant's review of the basic financial statements:

Other Matter

The accompanying [identify the supplementary information] is presented for
purposes of additional analysis and is not a required part of the basic financial
statements. Such information is the responsibility of management and was de-
rived from, and relates directly to, the underlying accounting and other records
used to prepare the financial statements. The supplementary information has
been subjected to the review procedures applied in my (our) review of the ba-
sic financial statements. I am (We are) not aware of any material modifications
that should be made to the supplementary information. I (We) have not au-
dited the supplementary information and do not express an opinion on such
information.

[Paragraph renumbered and amended, effective October 2016, by SSARS
No. 23.]

.A133 The following is an example of how an accountant may word an
other-matter paragraph addressing supplementary information when the sup-
plementary information has not been subjected to the review procedures ap-
plied in the review of the basic financial statements:

Other Matter

The accompanying [identify the supplementary information] is presented for
purposes of additional analysis and is not a required part of the basic financial
statements. Such information is the responsibility of management. I (We) have
not audited or reviewed such information and I (we) do not express an opinion,
a conclusion, nor provide any assurance on it.

[Paragraph renumbered and amended, effective October 2016, by SSARS
No. 23.]

.A134 Supplementary information may become unattached from the ac-
countant's review report. To minimize the possibility that a user of the sup-
plementary information may infer, through the accountant's association with
such information, an unintended level of reliance on it, the accountant may
consider including a reference to the accountant's review report on each page
of the supplementary information. An example of a reference to the accoun-
tant's review report included on each page of the supplementary information
is "See independent accountant's review report." [Paragraph renumbered and
amended, effective October 2016, by SSARS No. 23.]

Required Supplementary Information (Ref: par. .83–.84)
.A135 Examples of required supplementary information that may accom-

pany reviewed financial statements include the following:

• With respect to common interest realty associations, estimates of
current or future costs of major repairs and replacements of com-
mon property that will be required in the future as required by
FASB Accounting Standards Codification 972-235-50-3

• Management's discussion and analysis and budgetary comparison
statements as required by GASB Statement No. 34, Basic Finan-
cial Statements—and Management's Discussion and Analysis—
for State and Local Governments

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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.A136 Prescribed guidelines are the authoritative guidelines established
by the designated accounting standard-setter for the methods of measure-
ment and presentation of the required supplementary information. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]

.A137 Because the required supplementary information accompanies the
basic financial statements, the accountant's review report on the financial
statements includes a discussion of the responsibility taken by the accountant
on that information. However, if the required supplementary information is
omitted by the entity, the accountant does not have a responsibility to present
that information. [Paragraph renumbered by the issuance of SSARS No. 23,
October 2016.]

Change in Engagement From Audit to Review (Ref: par. .86)
.A138 A request to change the engagement may result from a change in

circumstances affecting the entity's requirement for an audit engagement; a
misunderstanding regarding the nature of an audit or review engagement; or
a restriction on the scope of the audit engagement, whether imposed by man-
agement or caused by circumstances. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A139 A change in circumstances that affects the entity's requirement for
an audit engagement or a misunderstanding concerning the nature of an audit
or review engagement would ordinarily be considered a reasonable basis for re-
questing a change in the engagement. [Paragraph renumbered by the issuance
of SSARS No. 23, October 2016.]

.A140 The implications of a restriction on the scope of the audit engage-
ment include the possibility that information affected by the scope restriction
may be incorrect, incomplete, or otherwise unsatisfactory. [Paragraph renum-
bered by the issuance of SSARS No. 23, October 2016.]

Review Documentation (Ref: par. .91)
.A141 Review documentation may be recorded on paper or on electronic or

other media. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A142 The accountant need not include in review documentation super-
seded drafts of working papers and financial statements, notes that reflect in-
complete or preliminary thinking, previous copies of documents corrected for
typographical or other errors, and duplicates of documents. [Paragraph renum-
bered, effective October 2016, by SSARS No. 23.]

.A143 The accountant is not precluded from supporting the review report
by other means in addition to the review documentation. Such other means
might include written documentation contained in other engagement files (for
example, compilation or nonattest services) or quality control files (for exam-
ple, consultation files) and, in limited situations, oral explanations. On their
own, oral explanations by the accountant do not represent adequate support
for the work the accountant performed or conclusions reached, but they may
be used to explain or clarify information contained in the review documen-
tation. [Paragraph renumbered by the issuance of SSARS No. 23, October
2016.]

.A144 In the case of a review in which the engagement partner performs
all the review work, the engagement partner is still required to comply with the
overriding requirement in paragraph .91 to prepare review documentation that
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can be understood by an experienced accountant because the review documen-
tation may be subject to review by external parties. [Paragraph renumbered by
the issuance of SSARS No. 23, October 2016.]

.A145 Findings or issues that, in the accountant's professional judgment,
are significant may include the results of review procedures that indicate that
the financial statements could be materially misstated, including actions taken
to address such findings and the basis for the final conclusions. [Paragraph
renumbered by the issuance of SSARS No. 23, October 2016.]
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.A146

Appendix A—Analytical Procedures the Accountant
May Consider Performing When Conducting a Review
of Financial Statements (Ref: par. .A32)
Analytical procedures are designed to identify relationships and individual
items that appear to be unusual and that may reflect a material misstatement
of the financial statements. Examples of analytical procedures that an accoun-
tant may consider performing in a review of financial statements include the
following:

• Comparing current financial statements with the financial state-
ments of the prior period.

• Comparing current financial statements with anticipated results,
such as budgets or forecasts (for example, comparing tax bal-
ances and the relationship between the provision for income taxes
and pretax income in the current financial statements with corre-
sponding information in [a] budgets, using expected rates, and [b]
financial statements for prior periods). Caution is necessary when
comparing and evaluating current financial statements with bud-
gets, forecasts, or other anticipated results because of the inherent
lack of precision in estimating the future and the susceptibility of
such information to manipulation and misstatement by manage-
ment to reflect desired results.

• Comparing current financial statements with relevant nonfinan-
cial information.

• Comparing ratios and indicators for the current period with ex-
pectations based on prior periods (for example, performing gross
profit analysis by product line and operating segment using el-
ements of the current financial statements and comparing the
results with corresponding information for prior periods). Exam-
ples of key ratios and indicators are the current ratio, receivable
turnover or days sales outstanding, inventory turnover, deprecia-
tion to average fixed assets, debt to equity, gross profit percentage,
net income percentage, and plant operating rates.

• Comparing ratios and indicators for the current period with those
of entities in the same industry.

• Comparing relationships among elements in the current finan-
cial statements with corresponding relationships in the financial
statements of prior periods (for example, expense by type as a per-
centage of sales, assets by type as a percentage of total assets, and
percentage of change in sales to percentage of change in receiv-
ables).

• Comparing disaggregated data. The following are examples of how
data may be disaggregated:

— By period (for example, financial statement items disag-
gregated into quarterly, monthly, or weekly amounts)

— By product line or operating segment

— By location (for example, subsidiary, division, or branch)
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Analytical procedures may include such statistical techniques as trend anal-
ysis or regression analysis and may be performed manually or with the use
of computer-assisted techniques. [Paragraph renumbered by the issuance of
SSARS No. 23, October 2016.]
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.A147

Appendix B—Unusual or Complex Situations to Be
Considered by the Accountant When Performing
Inquiry Procedures in a Review of Financial Statements
(Ref: par. .A41)
The following are examples of situations about which the accountant may in-
quire of management:

• Business combinations

• New or complex revenue recognition methods

• Impairment of assets

• Disposal of a segment of a business

• Use of derivative instruments and hedging activities

• Sales and transfers that may call into question the classification
of investments in securities, including management's intent and
ability with respect to the remaining securities classified as held
to maturity

• Adoption of new stock compensation plans or changes to existing
plans

• Restructuring charges taken in the current and prior periods

• Significant, unusual, or infrequently occurring transactions

• Changes in litigation or contingencies

• Changes in major contracts with customers or suppliers

• Application of new accounting principles

• Changes in accounting principles or the methods of applying them

• Trends and developments affecting accounting estimates, such as
allowances for bad debts and excess or obsolete inventories, pro-
visions for warranties and employee benefits, and realization of
unearned income and deferred charges

• Compliance with debt covenants

• Changes in related parties or significant new related party trans-
actions

• Material off-balance sheet transactions, special purpose entities,
and other equity investments

• Unique terms for debt or capital stock that could affect classifica-
tion

[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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.A148

Exhibit A—Illustrative Engagement Letters
(Ref: par. .A19)

Illustration 1—An Engagement Letter for a Review Engagement
With Respect to Financial Statements Prepared in Accordance With Ac-
counting Principles Generally Accepted in the United States of America
Illustration 2—An Engagement Letter for a Review Engagement
With Respect to Financial Statements Prepared in Accordance With
the Tax-Basis of Accounting

The illustrative engagement letters in this exhibit are intended as illustrations
that may be used in conjunction with the considerations outlined in Statements
on Standards for Accounting and Review Services. The engagement letter will
vary according to individual requirements and circumstances, and the illus-
trations are drafted to refer to a review engagement for a single reporting pe-
riod. The accountant may seek legal advice about whether a proposed letter is
suitable.

Illustration 1—An Engagement Letter for a Review Engagement With Respect to
Financial Statements Prepared in Accordance With Accounting Principles
Generally Accepted in the United States of America

Circumstances include the following:

• The accountant will prepare, as a nonattest service, the financial
statements, including related notes, subject to the review engage-
ment.

• The financial statements will be prepared in accordance with ac-
counting principles generally accepted in the United States of
America.

To the appropriate representative of management of ABC Company: 1

You 2 have requested that we prepare the financial statements of ABC Com-
pany, which comprise the balance sheet as of December 31, 20XX, and the re-
lated statements of income, changes in stockholders' equity, and cash flows for
the year then ended, and the related notes to the financial statements and per-
form a review engagement with respect to those financial statements. 3 We are
pleased to confirm our acceptance and understanding of this engagement by
means of this letter.

1 The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the review engagement, including the relevant jurisdiction. It is important to
refer to the appropriate persons. See paragraph .A18.

2 Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.

3 The accountant may include other nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping services.
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Our Responsibilities

The objective of our engagement is to

a. prepare financial statements in accordance with accounting prin-
ciples generally accepted in the United States of America based
on information provided by you and

b. obtain limited assurance as a basis for reporting whether we are
aware of any material modifications that should be made to the
financial statements in order for the statements to be in accor-
dance with accounting principles generally accepted in the United
States of America.

We will conduct our engagement in accordance with Statements on Standards
for Accounting and Review Services (SSARSs) promulgated by the Accounting
and Review Services Committee of the AICPA and comply with the AICPA's
Code of Professional Conduct, including ethical principles of integrity, objectiv-
ity, professional competence, and due care.

A review engagement includes primarily applying analytical procedures to your
financial data and making inquiries of company management. A review engage-
ment is substantially less in scope than an audit engagement, the objective of
which is the expression of an opinion regarding the financial statements as a
whole. A review engagement does not contemplate obtaining an understanding
of the entity's internal control; assessing fraud risk; testing accounting records
by obtaining sufficient appropriate audit evidence through inspection, observa-
tion, confirmation, or the examination of source documents; or other procedures
ordinarily performed in an audit engagement. Accordingly, we will not express
an opinion regarding the financial statements.

Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by error or fraud, or to iden-
tify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations. However, we will inform the appropriate level of management
of any material errors and any evidence or information that comes to our atten-
tion during the performance of our review procedures that indicates fraud may
have occurred. In addition, we will report to you any evidence or information
that comes to our attention during the performance of our review procedures
regarding noncompliance with laws and regulations that may have occurred,
unless they are clearly inconsequential.

Your Responsibilities

The engagement to be performed is conducted on the basis that you acknowl-
edge and understand that our role is to prepare financial statements in accor-
dance with accounting principles generally accepted in the United States of
America and to obtain limited assurance as a basis for reporting whether we
are aware of any material modifications that should be made to the financial
statements in order for the statements to be in accordance with accounting
principles generally accepted in the United States of America. You have the
following overall responsibilities that are fundamental to our undertaking the
engagement in accordance with SSARSs:

a. The selection of accounting principles generally accepted in the
United States of America as the financial reporting framework to
be applied in the preparation of the financial statements

b. The preparation and fair presentation of the financial statements
in accordance with accounting principles generally accepted in
the United States of America and the inclusion of all informative
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disclosures that are appropriate for accounting principles gener-
ally accepted in the United States of America

c. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements that are free from material misstatement, whether
due to fraud or error

d. The prevention and detection of fraud
e. To ensure that the entity complies with the laws and regulations

applicable to its activities
f. The accuracy and completeness of the records, documents, expla-

nations, and other information, including significant judgments,
you provide to us for the engagement

g. To provide us with
i. access to all information of which you are aware is rele-

vant to the preparation and fair presentation of the finan-
cial statements, such as records, documentation, and other
matters

ii. additional information that we may request from you for
the purpose of the review engagement

iii. unrestricted access to persons within the entity of whom
we determine it necessary to make inquiries

h. To provide us, at the conclusion of the engagement, with a letter
that confirms certain representations made during the review

You are also responsible for all management decisions and responsibilities, and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible
for evaluating the adequacy and results of services performed and accepting
responsibility for such services.

Our Report
[Insert appropriate reference to the expected form and content of the accountant's
review report. Example follows.]
We will issue a written report upon completion of our review of ABC Company's
financial statements. Our report will be addressed to the board of directors of
ABC Company. We cannot provide assurance that an unmodified accountant's
review report will be issued. Circumstances may arise in which it is neces-
sary for us to report known departures from accounting principles generally
accepted in the United States of America, add an emphasis-of-matter or other-
matter paragraph(s), or withdraw from the engagement. If, for any reason, we
are unable to complete the review of your financial statements, we will not issue
a report on such statements as a result of this engagement.
You agree to include our accountant's review report in any document containing
financial statements that indicates that such financial statements have been
reviewed by us and, prior to inclusion of the report, to ask our permission to do
so.

Other Relevant Information
Our fees for these services. . .
[The accountant may include language, such as the following, regarding limita-
tion of or other arrangements regarding the liability of the accountant or the en-
tity, such as indemnification to the accountant for liability arising from knowing
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misrepresentations to the accountant by management (regulators may restrict
or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us or resulting from any actions against us by
third parties relying on the financial statements described herein except for our
own intentional wrongdoing.]
Please sign and return the attached copy of this letter to indicate your acknowl-
edgement of, and agreement with, the arrangements for our engagement to pre-
pare the financial statements described herein and to perform a review of those
same financial statements and our respective responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
[Revised, February 2015, to include additional required engagement letter ele-
ments.]

Illustration 2—An Engagement Letter for a Review Engagement With Respect to
Financial Statements Prepared in Accordance With the Tax-Basis of Accounting

Circumstances include the following:

• The accountant will prepare, as a nonattest service, the financial
statements, including related notes, subject to the review engage-
ment.

• The financial statements will be prepared in accordance with the
tax-basis of accounting.

To the appropriate representative of management of ABC Company: 1

You 2 have requested that we prepare the financial statements of ABC Com-
pany, which comprise the statement of assets, liabilities, and equity—tax-basis
as of December 31, 20XX, and the related statements of operations and retained
earnings—tax-basis, and cash flows—tax-basis for the year then ended, and the
related notes to the financial statements and to perform a review engagement
with respect to those financial statements. 3 We are pleased to confirm our ac-
ceptance and our understanding of this engagement by means of this letter.

Our Responsibilities
The objective of our engagement is to

1 The addresses and references in the engagement letter would be those that are appropriate in
the circumstances of the review engagement, including the relevant jurisdiction. It is important to
refer to the appropriate persons. See paragraph .A18.

2 Throughout this engagement letter, references to you, we, us, management, and accountant
would be used or amended as appropriate in the circumstances.

3 The accountant may include other nonattest services to be performed as part of the engagement,
such as income tax preparation and bookkeeping services.
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a. prepare financial statements in accordance with the tax-basis of
accounting based on information provided by you and

b. obtain limited assurance as a basis for reporting whether we are
aware of any material modifications that should be made to the fi-
nancial statements in order for the statements to be in accordance
with the tax-basis of accounting.

We will conduct our review engagement in accordance with Statements on
Standards for Accounting and Review Services (SSARSs) promulgated by the
Accounting and Review Services Committee of the AICPA and comply with the
AICPA's Code of Professional Conduct, including ethical principles of integrity,
objectivity, professional competence, and due care.
A review engagement includes primarily applying analytical procedures to your
financial data and making inquiries of company management. A review engage-
ment is substantially less in scope than an audit engagement, the objective of
which is the expression of an opinion regarding the financial statements as a
whole. A review engagement does not contemplate obtaining an understanding
of the entity's internal control; assessing fraud risk; testing accounting records
by obtaining sufficient appropriate audit evidence through inspection, observa-
tion, confirmation, or the examination of source documents; or other procedures
ordinarily performed in an audit engagement. Accordingly, we will not express
an opinion regarding the financial statements.
Our engagement cannot be relied upon to identify or disclose any financial
statement misstatements, including those caused by error or fraud, or to iden-
tify or disclose any wrongdoing within the entity or noncompliance with laws
and regulations. However, we will inform the appropriate level of management
of any material errors and any evidence or information that comes to our atten-
tion during the performance of our review procedures that indicates fraud may
have occurred. In addition, we will report to you any evidence or information
that comes to our attention during the performance of our review procedures
regarding noncompliance with laws and regulations that may have occurred,
unless they are clearly inconsequential.

Your Responsibilities
The engagement to be performed is conducted on the basis that you acknowl-
edge and understand that our role is to prepare financial statements in accor-
dance with the tax-basis of accounting and to obtain limited assurance as a
basis for reporting whether we are aware of any material modifications that
should be made to the financial statements in order for the statements to be
in accordance with the tax-basis of accounting. You have the following overall
responsibilities that are fundamental to our undertaking the engagement in
accordance with SSARSs:

a. The selection of the tax-basis of accounting as the financial report-
ing framework to be applied in the preparation of the financial
statements

b. The preparation and fair presentation of the financial statements
in accordance with the tax-basis of accounting and the inclusion of
all informative disclosures that are appropriate for the tax-basis
of accounting. This includes

i. a description of the tax-basis of accounting, including a
summary of significant accounting policies, and how the
tax-basis of accounting differs from accounting principles
generally accepted in the United States of America, the ef-
fects of which need not be qualified
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ii. informative disclosures similar to those required by ac-
counting principles generally accepted in the United
States of America

c. The design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the financial
statements that are free from material misstatement, whether
due to fraud or error

d. The prevention and detection of fraud
e. To ensure that the entity complies with the laws and regulations

applicable to its activities
f. The accuracy and completeness of the records, documents, expla-

nations, and other information, including significant judgments,
you provide to us for the engagement

g. To provide us with
i. access to all information of which you are aware is rele-

vant to the preparation and fair presentation of the finan-
cial statements, such as records, documentation, and other
matters

ii. additional information that we may request from you for
the purpose of the review engagement

iii. unrestricted access to persons within the entity of whom
we determine it necessary to make inquiries

h. To provide us, at the conclusion of the engagement, with a letter
that confirms certain representations made during the review

You are also responsible for all management decisions and responsibilities and
for designating an individual with suitable skills, knowledge, and experience
to oversee our preparation of your financial statements. You are responsible for
evaluating the adequacy and results of the services performed and accepting
responsibility for such services.

Our Report
[Insert appropriate reference to the expected form and content of the accountant's
review report. Example follows.]
We will issue a written report upon completion of our review of ABC Company's
financial statements. Our report will be addressed to the board of directors of
ABC Company. We cannot provide assurance that an unmodified accountant's
review report will be issued. Circumstances may arise in which it is neces-
sary of us to report known departures from the tax-basis of accounting, add
an emphasis-of-matter or other-matter paragraph(s), or withdraw from the en-
gagement. If, for any reason, we are unable to complete the review of your fi-
nancial statements, we will not issue a report on such statements as a result of
this engagement.
You agree to include our accountant's review report in any document containing
financial statements that indicates that such financial statements have been
reviewed by us and, prior to inclusion of the report, to ask our permission to do
so.

Other Relevant Information
Our fees for these services. . .
[The accountant may include language, such as the following, regarding limita-
tion of or other arrangements regarding the liability of the accountant or the en-
tity, such as indemnification to the accountant for liability arising from knowing
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misrepresentations to the accountant by management (regulators may restrict
or prohibit such liability limitation arrangements):
You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us or resulting from any actions against us by
third parties relying on the financial statements described herein except for our
own intentional wrongdoing.]
Please sign and return the attached copy of this letter to indicate your acknowl-
edgement of, and agreement with, the arrangements for our engagement to pre-
pare the financial statements described herein and to perform a review with
respect to those same financial statements and our respective responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and Title]

[Date]
[Revised, February 2015, to include additional required engagement letter ele-
ments. Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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.A149

Exhibit B—Illustrative Representation Letter
(Ref: par. .A61)
The following illustrative letter is intended as an illustration that may be used
to comply with the requirements of section 90. The representation letter will
vary according to individual requirements and circumstances.

It is assumed in this illustration that the applicable financial reporting frame-
work is accounting principles generally accepted in the United States of Amer-
ica, that no conditions or events exist that might be indicative of the entity's
inability to continue as a going concern, and that no exceptions exist to the
requested written representations. If circumstances differ from these assump-
tions, the representations would need to be modified to reflect the actual cir-
cumstances.

(Entity Letterhead)

(To Accountant)

(Date)

This representation letter is provided in connection with your review of the
financial statements of ABC Company, which comprise the balance sheets as of
December 31, 20X2 and 20X1, and the related statements of income, changes
in stockholders' equity and cash flows for the years then ended, and the related
notes to the financial statements, for the purpose of obtaining limited assurance
as a basis for reporting whether you are aware of any material modifications
that should be made to the financial statements in order for the statements to
be in accordance with accounting principles generally accepted in the United
States of America.

Certain representations in this letter are described as being limited to matters
that are material. Items are considered material, regardless of size, if they in-
volve an omission or misstatement of accounting information that, in the light
of surrounding circumstances, makes it probable that the judgment of a rea-
sonable person relying on the information would be changed or influenced by
the omission or misstatement.

We represent that [to the best of our knowledge and belief, having made such
inquiries as we considered necessary for the purpose of appropriately informing
ourselves] [as of (date of accountant's review report)]:

Financial Statements

• We acknowledge our responsibility and have fulfilled our respon-
sibilities for the preparation and fair presentation of the financial
statements in accordance with accounting principles generally ac-
cepted in the United States of America.

• We acknowledge our responsibility and have fulfilled our respon-
sibilities for the design, implementation, and maintenance of in-
ternal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement,
whether due to fraud or error.

• We acknowledge our responsibility for the design, implementa-
tion, and maintenance of internal control to prevent and detect
fraud.
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• Significant assumptions used by us in making accounting esti-
mates, including those measured at fair value, are reasonable.

• Related party relationships and transactions have been appropri-
ately accounted for and disclosed in accordance with the require-
ments of accounting principles generally accepted in the United
States of America.

• Guarantees, whether written or oral, under which the company is
contingently liable have been properly accounted for and disclosed
in accordance with the requirements of accounting principles gen-
erally accepted in the United States of America.

• Significant estimates and material concentrations known to man-
agement that are required to be disclosed in accordance with
FASB Accounting Standards Codification (ASC) 275, Risks and
Uncertainties, have been properly accounted for and disclosed in
accordance with the requirements of accounting principles gener-
ally accepted in the United States of America. [Significant esti-
mates are estimates at the balance sheet date that could change
materially within the next year. Concentrations refer to volumes of
business, revenues, available sources of supply, or markets or geo-
graphic areas for which events could occur that would significantly
disrupt normal finances within the next year.]

• All events subsequent to the date of the financial statements and
for which accounting principles generally accepted in the United
States of America requires adjustment or disclosure have been
adjusted or disclosed.

• The effects of uncorrected misstatements are immaterial, both in-
dividually and in the aggregate, to the financial statements as a
whole.

• The effects of all known actual or possible litigation and claims
have been accounted for and disclosed in accordance with account-
ing principles generally accepted in the United States of America.

[Any other matters that the accountant may consider appropriate.]

Information Provided

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

• We have provided you with

— access to all information, of which we are aware, that is
relevant to the preparation and fair presentation of the
financial statements, such as records, documentation, and
other matters;

— minutes of meetings of stockholders, directors, and com-
mittees of directors or summaries of actions of recent meet-
ings for which minutes have not yet been prepared;

— additional information that you have requested from us
for the purpose of the review; and

— unrestricted access to persons within the entity from
whom you determined it necessary to obtain review evi-
dence.

©2017, AICPA AR-C §90.A149



2246 Statements on Standards for Accounting and Review Services

• All transactions have been recorded in the accounting records and
are reflected in the financial statements.

• We have [no knowledge of any] [disclosed to you all information
that we are aware of regarding] fraud or suspected fraud that af-
fects the entity and involves

— management,

— employees who have significant roles in internal control,
or

— others when the fraud could have a material effect on the
financial statements.

• We have [no knowledge of any] [disclosed to you all information
that we are aware of regarding] allegations of fraud, or suspected
fraud, affecting the entity's financial statements as a whole com-
municated by employees, former employees, analysts, regulators,
or others.

• We have no plans or intentions that may materially affect the car-
rying amounts or classification of assets and liabilities.

• We have disclosed to you all known instances of noncompliance or
suspected noncompliance with laws or regulations whose effects
should be considered when preparing financial statements.

• We [have disclosed to you all known actual or possible] [are not
aware of any pending or threatened] litigation and claims whose
effects should be considered when preparing the financial state-
ments [and we have not consulted legal counsel concerning litiga-
tion or claims]

• We have disclosed to you any other material liabilities or gain or
loss contingencies that are required to be accrued or disclosed by
FASB ASC 450, Contingencies.

• We have disclosed to you the identity of the entity's related parties
and all the related party relationships and transactions of which
we are aware.

• No material losses exist (such as from obsolete inventory or pur-
chase or sale commitments) that have not been properly accrued
or disclosed in the financial statements.

• The company has satisfactory title to all owned assets, and no
liens or encumbrances on such assets exist, nor has any asset been
pledged as collateral, except as disclosed to you and reported in the
financial statements.

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

• We are in agreement with the adjusting journal entries that you
have recommended, and they have been posted to the company's
accounts (if applicable).

[Any other matters that the accountant may consider necessary.]

[Name of Chief Executive Officer and Title]
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[Name of Chief Financial Officer and Title]
Representation letters ordinarily are tailored to include additional appropriate
representations from management relating to matters specific to the entity's
business or industry.
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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Exhibit C—Illustrations of Accountant’s Review Reports
on Financial Statements (Ref: par. .A77, .A106, and
.A127)
The illustrative accountant's review reports in this exhibit are intended as il-
lustrations that may be used to comply with the requirements of section 90.
The accountant's review report will vary according to individual requirements
and circumstances.

Illustration 1—An Accountant's Review Report on Comparative Fi-
nancial Statements Prepared in Accordance With Accounting Princi-
ples Generally Accepted in the United States of America When a Re-
view Has Been Performed for Both Periods
Illustration 2—An Accountant's Review Report on Single Year Finan-
cial Statements Prepared in Accordance With Accounting Principles
Generally Accepted in the United States of America
Illustration 3—An Accountant's Review Report on Single Year Finan-
cial Statements Prepared in Accordance With the Tax-Basis of Account-
ing
Illustration 4—An Accountant's Review Report on Interim Financial
Statements Prepared in Accordance With Accounting Principles Gen-
erally Accepted in the United States of America
Illustration 5—An Accountant's Review Report on Comparative Fi-
nancial Statements Disclosing a Departure From Accounting Princi-
ples Generally Accepted in the United States of America
Illustration 6—An Accountant's Review Report on Comparative Con-
solidated Financial Statements in Which the Accountant Makes Refer-
ence to the Work of Other Accountants Who Were Engaged to Review
the Financial Statements of a Significant Component

Illustration 1—An Accountant’s Review Report on Comparative Financial
Statements Prepared in Accordance With Accounting Principles Generally
Accepted in the United States of America When a Review Has Been Performed
for Both Periods

Circumstances include the following:

• Review of a complete set of comparative financial statements.

• The financial statements are prepared in accordance with ac-
counting principles generally accepted in the United States of
America.

Independent Accountant's Review Report

[Appropriate Addressee]

I (We) have reviewed the accompanying financial statements of XYZ Company,
which comprise the balance sheets as of December 31, 20X2 and 20X1, and the
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related statements of income, changes in stockholders' equity, and cash flows
for the years then ended, and the related notes to the financial statements.
A review includes primarily applying analytical procedures to management's
(owners') financial data and making inquiries of company management (own-
ers). A review is substantially less in scope than an audit, the objective of which
is the expression of an opinion regarding the financial statements as a whole.
Accordingly, I (we) do not express such an opinion.

Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presen-
tation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the prepara-
tion and fair presentation of financial statements that are free from material
misstatement whether due to fraud or error.

Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services promul-
gated by the Accounting and Review Services Committee of the AICPA. Those
standards require me (us) to perform procedures to obtain limited assurance as
a basis for reporting whether I am (we are) aware of any material modifications
that should be made to the financial statements for them to be in accordance
with accounting principles generally accepted in the United States of America.
I (We) believe that the results of my (our) procedures provide a reasonable basis
for my (our) conclusion.

Accountant’s Conclusion
Based on my (our) reviews, I am (we are) not aware of any material modifica-
tions that should be made to the accompanying financial statements in order
for them to be in accordance with accounting principles generally accepted in
the United States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

Illustration 2—An Accountant’s Review Report on Single Year Financial
Statements Prepared in Accordance With Accounting Principles Generally
Accepted in the United States of America

Circumstances include the following:

• Review of a complete set of financial statements (single year).

• The financial statements are prepared in accordance with ac-
counting principles generally accepted in the United States of
America.

Independent Accountant's Review Report

[Appropriate Addressee]
I (We) have reviewed the accompanying financial statements of XYZ Company,
which comprise the balance sheet as of December 31, 20XX, and the related
statements of income, changes in stockholders' equity, and cash flows for the
year then ended, and the related notes to the financial statements. A review
includes primarily applying analytical procedures to management's (owners')
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financial data and making inquiries of company management (owners). A re-
view is substantially less in scope than an audit, the objective of which is the
expression of an opinion regarding the financial statements as a whole. Accord-
ingly, I (we) do not express such an opinion.

Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presen-
tation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the prepara-
tion and fair presentation of financial statements that are free from material
misstatement whether due to fraud or error.

Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagement in accordance with
Statements on Standards for Accounting and Review Services promulgated by
the Accounting and Review Services Committee of the AICPA. Those standards
require me (us) to perform procedures to obtain limited assurance as a basis
for reporting whether I am (we are) aware of any material modifications that
should be made to the financial statements for them to be in accordance with
accounting principles generally accepted in the United States of America. I (We)
believe that the results of my (our) procedures provide a reasonable basis for
my (our) conclusion.

Accountant’s Conclusion
Based on my (our) review, I am (we are) not aware of any material modifica-
tions that should be made to the accompanying financial statements in order
for them to be in accordance with accounting principles generally accepted in
the United States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

Illustration 3—An Accountant’s Review Report on Single Year Financial
Statements Prepared in Accordance With the Tax-Basis of Accounting

Circumstances include the following:

• Review of a complete set of financial statements (single year).

• The financial statements are of a partnership and prepared in ac-
cordance with the basis of accounting the partnership uses for in-
come tax purposes (that is, a special purpose framework).

• Management has a choice of financial reporting frameworks.

Independent Accountant's Review Report

[Appropriate Addressee]
I (We) have reviewed the accompanying financial statements of XYZ Partner-
ship, which comprise the statement of assets, liabilities, and partners' capital—
tax-basis as of December 31, 20XX, and the related statements of revenue and
expenses—tax-basis, and partners' capital—tax-basis for the year then ended,
and the related notes to the financial statements. A review includes primarily
applying analytical procedures to management's (partners') financial data and
making inquiries of partnership management (partners). A review is substan-
tially less in scope than an audit, the objective of which is the expression of an
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opinion regarding the financial statement as a whole. Accordingly, I (we) do not
express such an opinion.

Management’s Responsibility for the Financial Statements
Management (Partners) is (are) responsible for the preparation and fair presen-
tation of these financial statements in accordance with the basis of accounting
the partnership uses for income tax purposes; this includes determining that
the basis of accounting the partnership uses for income tax purposes is an ac-
ceptable basis for the preparation of financial statements in the circumstances.
Management (Partners) is (are) also responsible for the design, implementa-
tion, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagement in accordance with
Statements on Standards for Accounting and Review Services promulgated by
the Accounting and Review Services Committee of the AICPA. Those standards
require me (us) to perform procedures to obtain limited assurance as a basis
for reporting whether I am (we are) aware of any material modifications that
should be made to the financial statements for them to be in accordance with
the basis of accounting the partnership uses for income tax purposes. I (We)
believe that the results of my (our) procedures provide a reasonable basis for
my (our) conclusion.

Accountant’s Conclusion
Based on my (our) review, I am (we are) not aware of any material modifica-
tions that should be made to the accompanying financial statements in order
for them to be in accordance with the basis of accounting the partnership uses
for income tax purposes.

Basis of Accounting
I (We) draw attention to Note X of the financial statements, which describes the
basis of accounting. The financial statements are prepared in accordance with
the basis of accounting the partnership uses for income tax purposes, which is a
basis of accounting other than accounting principles generally accepted in the
United States of America. Our conclusion is not modified with respect to this
matter.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

Illustration 4—An Accountant’s Review Report on Interim Financial Statements
Prepared in Accordance With Accounting Principles Generally Accepted in the
United States of America

Circumstances include the following:

• Review of a complete set of interim financial statements for the pe-
riod ended September 30, 20XX, and for the three and nine months
then ended.

• The interim financial statements are prepared in accordance with
accounting principles generally accepted in the United States of
America.
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• The accountant appropriately performs the engagement in accor-
dance with SSARSs (that is, AU-C section 930, Interim Financial
Information [AICPA, Professional Standards], is not applicable).

Independent Accountant's Review Report

[Appropriate Addressee]
I (We) have reviewed the accompanying interim financial statements of XYZ
Company, which comprise the balance sheet as of September 30, 20XX, and the
related statements of income, changes in stockholders' equity, and cash flows
for the three and nine months then ended, and the related notes to the interim
financial statements. A review includes primarily applying analytical proce-
dures to management's (owners') financial data and making inquiries of com-
pany management (owners). A review is substantially less in scope than an
audit, the objective of which is the expression of an opinion regarding the in-
terim financial statements as a whole. Accordingly, I (we) do not express such
an opinion.

Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair pre-
sentation of these interim financial statements in accordance with accounting
principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of interim financial statements that are
free from material misstatement whether due to fraud or error.

Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services promul-
gated by the Accounting and Review Services Committee of the AICPA. Those
standards require me (us) to perform procedures to obtain limited assurance
as a basis for reporting whether I am (we are) aware of any material modifi-
cations that should be made to the interim financial statements for them to
be in accordance with accounting standards generally accepted in the United
States of America. I (We) believe that the results of my (our) procedures provide
a reasonable basis for my (our) conclusion.

Accountant’s Conclusion
Based on my (our) review, I am (we are) not aware of any material modifications
that should be made to the accompanying interim financial statements in order
for them to be in accordance with accounting principles generally accepted in
the United States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

Illustration 5—An Accountant’s Review Report on Comparative Financial
Statements Disclosing a Departure From Accounting Principles Generally
Accepted in the United States of America

Circumstances include the following:

• Review of a complete set of comparative financial statements.

• The financial statements contain a departure from accounting
principles generally accepted in the United States of America.
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Independent Accountant's Review Report

[Appropriate Addressee]
I (We) have reviewed the accompanying financial statements of XYZ Company,
which comprise the balance sheets as of December 31, 20X2 and 20X1, and the
related statements of income, changes in stockholders' equity, and cash flows
for the years then ended, and the related notes to the financial statements.
A review includes primarily applying analytical procedures to management's
(owners') financial data and making inquiries of company management (own-
ers). A review is substantially less in scope than an audit, the objective of which
is the expression of an opinion regarding the financial statements as a whole.
Accordingly, I (we) do not express such an opinion.

Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presen-
tation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the prepara-
tion and fair presentation of financial statements that are free from material
misstatement whether due to fraud or error.

Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services promul-
gated by the Accounting and Review Services Committee of the AICPA. Those
standards require me (us) to perform procedures to obtain limited assurance as
a basis for reporting whether I am (we are) aware of any material modifications
that should be made to the financial statements for them to be in accordance
with accounting principles generally accepted in the United States of America.
I (We) believe that the results of my (our) procedures provide a reasonable basis
for my (our) conclusion.

Accountant’s Conclusion
Based on my (our) reviews, except for the issue noted in the Known Depar-
ture From Accounting Principles Generally Accepted in the United States of
America paragraph, I am (we are) not aware of any material modifications that
should be made to the accompanying financial statements in order for them to
be in accordance with accounting principles generally accepted in the United
States of America.

Known Departure From Accounting Principles Generally Accepted in
the United States of America
As disclosed in Note X to these financial statements, accounting principles gen-
erally accepted in the United States of America require that inventory cost con-
sist of material, labor, and overhead. Management has informed me (us) that
the inventory of finished goods and work in process is stated in the accompa-
nying financial statements at material and labor cost only, and that the effects
of this departure from accounting principles generally accepted in the United
States of America on financial position, results of operations, and cash flows
have not been determined.

or

As disclosed in Note X to these financial statements, the company has adopted
[description of newly adopted method], whereas it previously used [description
of previous method]. Although the [description of newly adopted method] is in

©2017, AICPA AR-C §90.A150



2254 Statements on Standards for Accounting and Review Services

accordance with accounting principles generally accepted in the United States
of America, the company does not appear to have reasonable justification for
making a change as required by FASB Accounting Standards Codification 250,
Accounting Changes and Error Corrections.

[Signature of accounting firm or accountant, as appropriate]

[Accountant's city and state]

[Date of the accountant's review report]

Illustration 6—An Accountant’s Review Report on Comparative Consolidated
Financial Statements in Which the Accountant Makes Reference to the Work of
Other Accountants Who Were Engaged to Review the Financial Statements of a
Significant Component

Circumstances include the following:

• Review of a complete set of comparative consolidated financial
statements.

• The financial statements of B Company, a wholly-owned sub-
sidiary, whose financial statements reflect total assets constitut-
ing 20 percent and 22 percent, respectively, of consolidated total
assets at December 31, 20X2 and 20X1, and total revenues con-
stituting 18 percent and 20 percent, respectively, of consolidated
total revenues for the years then ended, were reviewed by other
accountants, and the accountant has decided to make reference to
the work of other accountants in the accountant's review report.

Independent Accountant's Review Report

[Appropriate Addressee]

I (We) have reviewed the accompanying consolidated financial statements of
XYZ Company and its subsidiaries, which comprise the consolidated balance
sheets as of December 31, 20X2 and 20X1, and the related consolidated state-
ments of income, changes in stockholders' equity, and cash flows for the years
then ended, and the related notes to the financial statements. A review includes
primarily applying analytical procedures to management's (owners') financial
data and making inquiries of company management (owners). A review is sub-
stantially less in scope than an audit, the objective of which is the expression
of an opinion regarding the financial statements as a whole. Accordingly, I (we)
do not express such an opinion.

Management’s Responsibility for the Financial Statements
Management (Owners) is (are) responsible for the preparation and fair presen-
tation of these consolidated financial statements in accordance with accounting
principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are
free from material misstatement whether due to fraud or error.

Accountant’s Responsibility
My (Our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services (SSARSs)
promulgated by the Accounting and Review Services Committee of the AICPA.
We have not reviewed the financial statements of B Company, a wholly-owned
subsidiary, whose financial statements reflect total assets constituting 20 per-
cent and 22 percent, respectively, of consolidated total assets at December 31,
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20X2 and 20X1, and total revenues constituting 18 percent and 20 percent, re-
spectively, of consolidated total revenues for the years then ended. These state-
ments were reviewed by other accountants, whose report has been furnished to
me (us), and our conclusion, insofar as it relates to the amounts included for B
Company, is based solely on the report of the other accountants.
SSARSs require me (us) to perform procedures to obtain limited assurance as a
basis for reporting whether I am (we are) aware of any material modifications
that should be made to the consolidated financial statements for them to be in
accordance with accounting principles generally accepted in the United States
of America. I (We) believe that the results of my (our) procedures provide a
reasonable basis for my (our) conclusion.

Accountant’s Conclusion
Based on my (our) reviews, and the report of other accountants, I am (we are)
not aware of any material modifications that should be made to the accompa-
nying consolidated financial statements in order for them to be in accordance
with accounting principles generally accepted in the United States of America.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]
[Paragraph renumbered by the issuance of SSARS No. 23, October 2016.]
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AR-C Section 9090

Review of Financial Statements:
Accounting and Review Services
Interpretation of Section 90

1. Considerations Related to Reviews Performed in Accordance With
International Standard on Review Engagements (ISRE) 2400 (Revised),
Engagements to Review Historical Financial Statements

.01 Question—Section 90, Review of Financial Statements, requires that
the written review report include a statement that the accountant's responsi-
bility is to conduct the review engagement in accordance with Statements on
Standards for Accounting and Review Services (SSARSs) promulgated by the
Accounting and Review Services Committee of the AICPA. 1 May a practitioner
also indicate that the review was conducted in accordance with ISRE 2400 (Re-
vised), issued by the International Auditing and Assurance Standards Board?

.02 Interpretation—Yes. A practitioner may review the financial state-
ments of an entity in accordance with SSARSs and in accordance with another
set of review standards (for example, ISRE 2400 [Revised]). In circumstances in
which the accountant's review report states that the review was conducted in
accordance with SSARSs and another set of review standards, the practitioner
should comply with both sets of standards.

The following illustrates an independent accountant's review report in which
the review was conducted in accordance with both SSARSs and ISRE 2400
(Revised).

Circumstances include the following:

• Review of a complete set of general purpose consolidated
financial statements (comparative).

• Financial statements prepared in accordance with ac-
counting principles generally accepted in the United
States of America.

Independent Accountant's Review Report

[Appropriate Addressee]

I (We) have reviewed the accompanying financial statements of XYZ Company,
which comprise the balance sheets as of December 31, 20X2 and 20X1, and the
related statements of income, changes in stockholders' equity, and cash flows
for the years then ended, and the related notes to the financial statements. A
review includes primarily applying analytical procedures to management (own-
ers') financial data and making inquiries of company management (owners). A
review is substantially less in scope than an audit, the objective of which is the
expression of an opinion regarding the financial statements as a whole. Accord-
ingly, I (we) do not express such an opinion.

1 Paragraph .39e(i) of section 90, Review of Financial Statements.
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Management’s Responsibility for the Financial Statements

Management (Owners) is (are) responsible for the preparation and fair pre-
sentation of the financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design, im-
plementation, and maintenance of internal control relevant to the preparation
and fair presentation of the financial statements that are free from material
misstatement whether due to fraud or error.

Accountant’s Responsibility

My (our) responsibility is to conduct the review engagements in accordance
with Statements on Standards for Accounting and Review Services promul-
gated by the Accounting and Review Services Committee of the AICPA and
in accordance with International Standard on Review Engagements 2400 (Re-
vised) issued by the International Auditing and Assurance Standards Board.
Those standards require me (us) to perform procedures to obtain limited as-
surance as a basis for reporting whether I am (we are) aware of any material
modifications that should be made to the financial statements for them to be in
accordance with accounting principles generally accepted in the United States
of America. I (We) believe that the results of my (our) procedures provide a
reasonable basis for my (our) conclusion.

Accountant’s Conclusion

Based on my (our) reviews, I am (we are) not aware of any material modifica-
tions that should be made to the accompanying financial statements in order
for them to be in accordance with accounting principles generally accepted in
the United States of America.

[Signature of accounting firm, or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's review report]

The accountant should not refer to having conducted a review in accordance
with ISRE 2400 (Revised) in addition to SSARSs, unless the review was con-
ducted in accordance with both sets of standards in their entirety.

[Issue Date: February 2016.]
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AR-C Section 120

Compilation of Pro Forma Financial
Information

(Supersedes SSARS No. 14)

Source: SSARS No. 22

Effective for compilation reports on pro forma financial information
dated on or after May 1, 2017.

Introduction

Scope of This Section
.01 This section contains performance and reporting requirements and ap-

plication guidance for accountants engaged to perform a compilation engage-
ment on pro forma financial information. (Ref: par. .A1)

Effective Date
.02 This section is effective for compilation reports on pro forma financial

information dated on or after May 1, 2017.

Objective
.03 The objective of the accountant in a compilation of pro forma financial

information is to apply accounting and financial reporting expertise to assist
management in the presentation of pro forma financial information and report
in accordance with this section without undertaking to obtain or provide any
assurance on the pro forma financial information.

Definition
.04 For purposes of this section, the following term has the meaning at-

tributed as follows:

Pro forma financial information. A presentation that shows what the
significant effects on historical financial information might have been
had a consummated or proposed transaction (or event) occurred at an
earlier date. (Ref: par. .A2–.A5)

Requirements

General Principles for Compilations of Pro Forma
Financial Information

.05 In addition to complying with this section, an accountant is required
to comply with section 60, General Principles for Engagements Performed in
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Accordance With Statements on Standards for Accounting and Review Services,
adapted as necessary.

Independence
.06 In a compilation of pro forma financial information, the accountant

must determine whether the accountant is independent of the entity. (Ref:
par. .A6)

Acceptance and Continuance of Client Relationships
.07 As a condition for accepting an engagement to perform a compilation

on pro forma financial information, in addition to the requirements in para-
graph .25 of section 60, adapted as necessary, the accountant should obtain the
agreement of management that it acknowledges and understands its responsi-
bility for the following: (Ref: par. .A7)

a. The preparation and fair presentation of pro forma financial in-
formation in accordance with the applicable financial reporting
framework (Ref: par. .A8)

b. To include the following in any document that contains the pro
forma financial information:

i. The complete financial statements of the entity for the
most recent year (or for the preceding year if financial
statements for the most recent year are not yet available)
or such financial statements are readily available (Ref: par.
.A9)

ii. If pro forma financial information is presented for an in-
terim period, either historical interim financial informa-
tion for that period (which may be in condensed form) or
that such interim information is readily available (Ref: par.
.A10)

iii. In the case of a business combination, the relevant his-
torical financial information for the significant constituent
parts of the combined entity

c. To ensure that the financial statements of the entity (or, in the
case of a business combination, of each significant constituent
part of the combined entity) on which the pro forma financial in-
formation is based have been subjected to a compilation, review,
or an audit engagement

d. To include the accountant's compilation or review report or the
auditor's report on the financial statements (or to have readily
available) in any document containing the pro forma financial in-
formation

e. To present a summary of significant assumptions with the pro
forma financial information

f. To obtain the accountant's permission prior to including the ac-
countant's compilation report in any document containing the pro
forma financial information that indicates that the entity's ac-
countant has performed a compilation engagement on such pro
forma financial information

.08 If the accountant is not satisfied about any of the matters set out in
paragraph .25 of section 60 or paragraph .07 of this section as preconditions for

AR-C §120.06 ©2017, AICPA



Compilation of Pro Forma Financial Information 2261

accepting a compilation engagement with respect to pro forma financial infor-
mation, the accountant should discuss the matter with management. If changes
cannot be made to satisfy the accountant about those matters, the accountant
should not accept the proposed compilation engagement.

Agreement on Engagement Terms
.09 The accountant should agree upon the terms of the engagement with

management or those charged with governance, as appropriate. The agreed-
upon terms of the engagement should be documented in an engagement letter
or other suitable form of written agreement between the parties and should
include the following: (Ref: par. .A11–.A16)

a. The objectives of the engagement
b. The responsibilities of management set forth in paragraph .25c of

section 60 and paragraph .07 of this section
c. The responsibilities of the accountant
d. The limitations of the compilation engagement
e. Identification of the applicable financial reporting framework for

the preparation of the pro forma financial information
f. The expected form and content of the accountant's compilation

report and a statement that there may be circumstances in which
the report may differ from its expected form and content

.10 The engagement letter or other suitable form of written agreement
should be signed by

a. the accountant or the accountant's firm, and
b. management or those charged with governance, as appropriate.

(Ref: par. .A12)

The Accountant’s Knowledge and Understanding of the
Entity’s Financial Reporting Framework

.11 The accountant should obtain an understanding of the applicable fi-
nancial reporting framework and the significant accounting policies intended
to be used in the preparation of the pro forma financial information. If the en-
tity is a combined entity, the accountant should obtain an understanding of
the significant accounting policies adopted by management of each significant
constituent part of the combined entity that would have been required to have
been obtained by the accountant performing a compilation engagement with
respect to the financial statements of each entity for the most recent annual or
interim period for which the pro forma financial information is presented. (Ref:
par. .A17–.A18)

Compilation Procedures
.12 In performing a compilation of pro forma financial information, the

accountant should do the following:

a. Comply with the requirements set forth in paragraphs .13–.16 of
section 80, adapted as necessary. (Ref: par. .A19)

b. Obtain an understanding of the underlying transaction or event.
c. Ascertain that management has fulfilled its agreement pursuant

to paragraph .07b of this section to include the following in any
document that contains the pro forma financial information:
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i. The complete financial statements of the entity for the
most recent year (or for the preceding year if financial
statements for the most recent year are not yet available)
or such financial statements are readily available

ii. If pro forma financial information is presented for an in-
terim period, either historical interim financial informa-
tion for that period (which may be in condensed form) or
that such interim information is readily available

iii. In the case of a business combination, the relevant finan-
cial information for the significant constituent parts of the
combined entity

d. Ascertain that management has fulfilled its agreement pursuant
to paragraph .07c of this section to ensure that the financial state-
ments of the entity (or, in the case of a business combination, of
each significant constituent part of the combined entity) on which
the pro forma financial information is based have been subjected
to a compilation, review, or an audit engagement.

e. Ascertain that management has fulfilled its agreement pursuant
to paragraph .07d of this section to include the accountant's com-
pilation or review report or the auditor's report on the financial
statements (or have readily available) in any document contain-
ing the pro forma financial information.

The Accountant’s Compilation Report on Pro Forma
Financial Information

.13 The accountant's compilation report should be in writing and comply
with the requirements set forth in paragraphs .17–.31 of section 80 (Ref: par.
.A20–.A22)

.14 In addition to the report elements required by paragraph .17 of sec-
tion 80, an accountant's compilation report on pro forma financial information
should include the following:

a. A reference to the financial statements from which the historical
financial information is derived and a statement as to whether
such financial statements were subjected to an audit, a review, or
a compilation engagement

b. A reference to any modification of the audit, review, or compilation
report on the historical financial information

c. A description of the nature and limitations of pro forma financial
information

Documentation
.15 The accountant should prepare documentation in connection with each

compilation of pro forma financial information in sufficient detail to provide a
clear understanding of the work performed, which, at a minimum, includes the
following: (Ref: par. .A23)

a. The engagement letter or other suitable form of written documen-
tation with management, as described in paragraphs .09–.10

b. The results of procedures performed in accordance with para-
graph .12
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c. A copy of the pro forma financial information
d. A copy of the accountant's compilation report

Application and Other Explanatory Material

Scope of This Section (Ref: par. .01)
.A1 A compilation engagement on pro forma financial information may be

undertaken as a separate engagement or in conjunction with a compilation, a
review, or an audit of financial statements.

Definition (Ref: par. .04)
.A2 Pro forma financial information is developed by applying pro forma

adjustments to historical financial information. Appropriate pro forma adjust-
ments are based on management's assumptions, give effect to all significant
effects directly attributable to the transaction (or event), and are stated on a
basis consistent with the financial reporting framework of the reporting entity
and its accounting policies under that framework.

.A3 Pro forma financial information is commonly used to show the effects
of a transaction (or event) such as the following:

• Business combination

• Change in capitalization

• Disposition of a significant portion of the business

• Change in the form of business organization or status as an au-
tonomous entity

• Proposed sale of securities and the application of the proceeds

.A4 Adequately disclosed pro forma financial information is labeled as
such to distinguish it from other historical financial information. In addition,
adequately disclosed financial information

• describes the transaction (or event) that is reflected in the pro
forma financial information, the date on which the transaction (or
event) is assumed to occur, the financial reporting framework of
the financial statements, the source of the historical financial in-
formation on which it is based, the significant assumptions used
to develop the pro forma adjustments, and any significant uncer-
tainties about those assumptions.

• indicates that the pro forma financial information should be read
in conjunction with the related historical financial information
and that the pro forma financial information is not necessarily in-
dicative of the results (such as financial position, results of opera-
tions, and cash flows, as applicable) that would have been attained
had the transaction (or event) actually taken place earlier.

.A5 Article 11 of Regulation S-X provides further guidance on the presen-
tation of pro forma financial information included in filings with the SEC.

Independence (Ref: par. .06)
.A6 The interpretations of the "Independence Rule", (ET sec. 1.200.001) of

the AICPA Code of Professional Conduct provide authoritative guidance on in-
dependence. It is in the public interest and, therefore, required by this section,

©2017, AICPA AR-C §120.A6



2264 Statements on Standards for Accounting and Review Services

that the accountant modify the accountant's compilation report when the ac-
countant is not independent of the entity whose pro forma financial information
is the subject of the compilation engagement. The AICPA Code of Professional
Conduct also defines independence as consisting of two elements, independence
of mind and independence in appearance. Independence enhances the accoun-
tant's ability to act with integrity and be objective. Independence implies an
impartiality that recognizes an obligation to be fair not only to the responsi-
ble party but also to users of the pro forma financial information who may rely
upon the accountant's compilation report. In the absence of an interpretation
of the "Independence Rule" that addresses a particular relationship or circum-
stance, a member should apply the "Conceptual Framework for Independence"
interpretation (ET sec. 1.210.010).

Acceptance and Continuance of Client Relationships
(Ref: par. .07)

.A7 Financial statements and historical interim financial information are
deemed to be readily available if they are obtainable by a third-party user with-
out any further action by the entity. For example, historical interim financial
information on an entity's website may be considered readily available; how-
ever being available upon request is not considered readily available.

.A8 A compilation in accordance with SSARSs is conducted on the premise
that management has acknowledged and understands that it has the respon-
sibility set out in paragraph .25c of section 60. The preparation of pro forma
financial information, in whole or in part, is a nonattest service subject to the
provisions of the "Nonattest Services" subtopic (ET section 1.295) of the "Inde-
pendence Rule." To avoid misunderstanding, agreement is reached with man-
agement that it acknowledges and understands that it has such responsibilities
as part of agreeing and documenting the terms of the compilation engagement
as required by paragraphs .13–.15.

.A9 For purposes of this standard, complete financial statements means
the financial statement or financial statements, including related notes if pre-
sented, that have been subjected to a compilation, a review, or an audit engage-
ment. For example, if a balance sheet, income statement, statement of cash
flows, and related notes were subjected to a compilation, a review, or an audit
engagement, all are presented. If only a single financial statement is subjected
to a compilation, a review, or an audit engagement or financial statements that
omit all or substantially all disclosures are subjected to a compilation engage-
ment, only that financial statement is (or those statements are) presented.

.A10 Interim historical financial information may be presented as a col-
umn in the pro forma financial information.

Agreement on Engagement Terms (Ref: par. .09–.10)
.A11 Both management and the accountant have an interest in document-

ing the terms of the compilation engagement before the commencement of the
engagement to help avoid misunderstandings about the engagement. For ex-
ample, it reduces the risk that management may inappropriately rely on or
expect the accountant to protect management against certain risks or perform
certain functions, including those that are management's responsibility.

.A12 The roles of management and those charged with governance in
agreeing upon the terms of the compilation engagement for the entity depend
on the governance structure of the entity and relevant law or regulation. De-
pending on the entity's structure, the agreement may be with management,
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those charged with governance, or both. Nonetheless, when the agreement on
the terms of engagement is with only those charged with governance, in accor-
dance with paragraph .25c of section 60, the accountant is required to obtain
management's agreement that it acknowledges and understands its responsi-
bilities.

.A13 When a third party has contracted for a compilation of the entity's
pro forma financial information, agreeing on the terms of the compilation with
management of the entity is necessary in order to establish that the precondi-
tions for a compilation are present.

.A14 The understanding with management regarding the services to be
performed for compilation engagements is required by paragraph .09 to be in
a documented form, and, accordingly, an oral understanding is insufficient. An
engagement letter is the most common and usually the most convenient method
for documenting the understanding with management regarding the services
to be performed for compilation engagements.

.A15 Although the accountant may prepare the pro forma financial infor-
mation, in whole or in part, the pro forma financial information is a represen-
tation of management, and the fairness of its presentation in accordance with
the applicable financial reporting framework is management's responsibility.

.A16 Exhibit A, "Illustrative Engagement Letter," provides an example of
an engagement letter for a compilation of pro forma financial information.

The Accountant’s Knowledge and Understanding of the Entity’s
Financial Reporting Framework (Ref: par. .11)

.A17 The requirement that the accountant obtain an understanding of the
applicable financial reporting framework intended to be used in the preparation
of the pro forma financial information and the significant accounting policies
adopted by management does not prevent the accountant from accepting a com-
pilation engagement for an entity in an industry in which the accountant has
no previous experience. The accountant may obtain such understanding by, for
example, consulting AICPA guides, industry publications, financial statements
of other entities in the industry, textbooks and periodicals, appropriate contin-
uing professional education, or individuals who are knowledgeable about the
framework or the industry.

.A18 If another accountant has performed a compilation engagement on
the financial statements of a significant constituent part of the combined en-
tity, the need for the accountant to obtain an understanding of the significant
accounting policies adopted by management is not diminished.

Compilation Procedures (Ref: par. .12)
.A19 The requirement in paragraph .13 of section 80 that the accountant

read the financial statements in light of the accountant's understanding of the
applicable financial reporting framework and the significant accounting poli-
cies adopted by management and consider whether such financial statements
appear to be appropriate in form and free from obvious material misstatements
requires the accountant to also read the pro forma financial information and
consider the following:

• Whether the underlying transaction (or event), the pro forma ad-
justments, the significant assumptions, and the significant uncer-
tainties, if any, about those assumptions have been appropriately
described
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• Whether the source of the historical financial information on
which the pro forma financial information is based has been ap-
propriately identified

The Accountant’s Compilation Report on Pro Forma Financial
Information (Ref: par. .13)

.A20 The accountant's compilation report on pro forma financial informa-
tion may be added to the accountant's report on financial statements or it may
appear separately.

.A21 An uncertainty about whether the underlying transaction (or event)
will be consummated would not require a report modification.

.A22 Exhibit B, "Illustrative Accountant's Compilation Report on Pro
Forma Financial Information," provides an example of an accountant's com-
pilation report on pro forma financial information.

Documentation (Ref: par. .15)
.A23 Documentation may include significant consultations or significant

professional judgments made throughout the engagement.
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.A24

Exhibit A—Illustrative Engagement Letter
(Ref: par. .A16)
The illustrative engagement letter in this exhibit is intended as an illustration
that may be used in conjunction with the considerations outlined in Statements
on Standards for Accounting and Review Services. The engagement letter will
vary according to individual requirements and circumstances. The accountant
may seek legal advice about whether a proposed letter is suitable.

Circumstances include the following:

• The accountant will prepare, as a nonattest service, the pro forma
financial information and perform a compilation on the pro forma
financial information the accountant prepared.

• The pro forma financial information is presented in accordance
with accounting principles generally accepted in the United
States of America.

• The accountant expects that his or her independence will not be
impaired.

To the appropriate representative of management of ABC Company:1

You2 have requested that we prepare the pro forma financial information
of ABC Company (the Company) and perform a compilation engagement with
respect to that pro forma financial information. We are pleased to confirm our
acceptance and our understanding of this engagement by means of this letter.

Pro forma financial information is a presentation that shows what the sig-
nificant effects on historical financial information might have been had a con-
summated or proposed transaction (or event) occurred at an earlier date.

Our Responsibilities

The objective of our engagement is to

a. prepare the pro forma financial information in accordance with
accounting principles generally accepted in the United States of
America, and

b. perform a compilation engagement on the pro forma financial in-
formation we prepared in which we will apply accounting and fi-
nancial reporting expertise to assist you in the presentation of
the pro forma financial information and report without undertak-
ing to obtain or provide any assurance that there are no material
modifications that should be made to the pro forma financial in-
formation in order for it to be in accordance with accounting prin-
ciples generally accepted in the United States of America.

We will conduct our engagement in accordance with Statements on Standards
for Accounting and Review Services (SSARSs) promulgated by the Accounting
and Review Services Committee of the American Institute of Certified Public

1 The addresses and references in the engagement letter will be those that are appropriate in
the circumstances of the compilation of pro forma financial information, including the relevant juris-
diction. It is important to refer to the appropriate persons.

2 Throughout this engagement letter, references to you, we, us, management, and accountant will
be used or amended as appropriate in the circumstances.
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Accountants (AICPA) and comply with the AICPA's Code of Professional Con-
duct, including the ethical principles of integrity, objectivity, professional com-
petence, and due care.

We are not required to, and will not, verify the accuracy or completeness of
the information you will provide to us for the engagement or otherwise gather
evidence for the purpose of expressing an opinion or a conclusion. Accordingly,
we will not express an opinion or provide any assurance on the pro forma fi-
nancial information.

Our engagement cannot be relied upon to identify or disclose any pro forma
financial information misstatements, including those caused by fraud or error,
or to identify or disclose any wrongdoing within the Company or noncompliance
with laws and regulations.

Management Responsibilities

The engagement to be performed is conducted on the basis that management
acknowledges and understands that our role is to prepare the pro forma finan-
cial information in accordance with accounting principles generally accepted in
the United States of America and perform a compilation engagement on the pro
forma financial information we prepared. Management has the following over-
all responsibilities that are fundamental to our undertaking the engagement
in accordance with SSARSs:

a. For the preparation and fair presentation of the pro forma finan-
cial information in accordance with accounting principles gener-
ally accepted in the United States of America and for the selection
of accounting principles generally accepted in the United States
of America as the applicable financial reporting framework

b. To include the following in any document that contains the pro
forma financial information:

i. The complete financial statements of the entity for the
most recent year (or for the preceding year if financial
statements for the most recent year are not yet available)
or such financial statements are readily available

ii. If pro forma financial information is presented for an in-
terim period, either historical interim financial informa-
tion for that period (which may be in condensed form) or
that such interim information is readily available

iii. In the case of a business combination, the relevant his-
torical financial information for the significant constituent
parts of the combined entity

c. To ensure that the financial statements of the entity (or, in the
case of a business combination, of each significant constituent
part of the combined entity) on which the pro forma financial in-
formation is based have been subjected to a compilation, review,
or an audit engagement.

d. To include the accountant's compilation or review report or the au-
ditor's report on the financial statements (or make readily avail-
able) in any document containing the pro forma financial infor-
mation

e. To present a summary of significant assumptions with the pro
forma financial information

f. To obtain the accountant's permission prior to including the ac-
countant's compilation report in any document containing the pro
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forma financial information that indicates that the entity's ac-
countant has performed a compilation engagement on such pro
forma financial information

g. To prevent and detect fraud
h. To ensure that the Company complies with the laws and regula-

tions applicable to its activities
i. For the accuracy and completeness of the records, documents,

explanations, and other information, including significant judg-
ments, you provide to us for the engagement

j. To provide us with the following:
i. Assumptions that provide a reasonable basis for present-

ing the significant effects directly attributable to the un-
derlying transaction (or event)

ii. Documentation and other related information that is rele-
vant to the preparation and presentation of the pro forma
financial information

iii. Additional information that may be requested for the pur-
pose of the preparation of the pro forma financial informa-
tion

iv. Unrestricted access to persons within the Company of
whom we determine necessary to communicate

You are also responsible for all management decisions and responsibilities and
for designating an individual with suitable skills, knowledge, and expertise to
oversee our preparation of your pro forma financial information. You are re-
sponsible for evaluating the adequacy and results of the services performed
and accepting responsibility for such services.
Our Report
As part of our engagement, we will issue a report that will state that we did not
examine or review the pro forma financial information and that, accordingly,
we do not express an opinion nor provide any assurance on it. There may be
circumstances in which the report differs from the expected form and content.
We have no responsibility to update our report for events and circumstances
occurring after the date of such report.

If management intends to reproduce and publish the pro forma financial
information and our report thereon, they must be reproduced in their entirety,
and both the first and subsequent corrected drafts of the document containing
the pro forma financial information and any accompanying material must be
submitted to us for approval.

Other Relevant Information
Our fees for these services . . .
[The accountant may include language, such as the following, regarding lim-
itation of, or other arrangements regarding, the liability of the accountant or
the entity, such as indemnification to the accountant for liability arising from
knowing misrepresentations to the accountant by management (regulators may
restrict or prohibit such liability limitation arrangements):

You agree to hold us harmless and to release, indemnify, and defend us from
any liability or costs, including attorney's fees, resulting from management's
knowing misrepresentations to us or resulting from any actions against us by
third parties relying on the pro forma financial information described herein
except for our own intentional wrongdoing.]
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Please sign and return the attached copy of this letter to indicate your acknowl-
edgement of, and agreement with, the arrangements for our engagement to
prepare the pro forma financial information described herein and to perform
a compilation engagement with respect to that same pro forma financial infor-
mation, and our respective responsibilities.
Sincerely yours,

[Signature of accountant or accountant's firm]
Acknowledged and agreed on behalf of ABC Company by:

[Signed]
[Name and title]

[Date]
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.A25

Exhibit B—Illustrative Accountant’s Compilation Report on
Pro Forma Financial Information (Ref: par. .A22)
Management is responsible for the accompanying pro forma condensed balance
sheet of XYZ Company as of December 31, 20X1, and the related pro forma
condensed statement of income for the year then ended (pro forma financial
information), based on the criteria in Note 1. The historical condensed finan-
cial statements are derived from the financial statements of XYZ Company, on
which I (we) performed a compilation engagement, and of ABC Company, on
which other accountants performed a compilation engagement. The pro forma
adjustments are based on management's assumptions described in Note 1. (We)
have performed a compilation engagement in accordance with Statements on
Standards for Accounting and Review Services promulgated by the Account-
ing and Review Services Committee of the AICPA. I (we) did not examine or
review the pro forma financial information nor was (were) I (we) required to
perform any procedures to verify the accuracy or completeness of the informa-
tion provided by management. Accordingly, I (we) do not express an opinion, a
conclusion, nor provide any form of assurance on the pro forma financial infor-
mation.

The objective of this pro forma financial information is to show what the
significant effects on the historical financial information might have been had
the underlying transaction (or event) occurred at an earlier date. However, the
pro forma condensed financial statements are not necessarily indicative of the
results of operations or related effects on financial position that would have
been attained had the above mentioned transaction (or event) actually occurred
at such earlier date.

[Additional paragraph(s) may be added to emphasize certain matters relating
to the compilation engagement or the subject matter.]
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]
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AR-C Appendix A

Schedule of Changes in Statements on
Standards for Accounting and Review
Services*

Section Paragraph Changes Date of Change
60 .01 Amended by SSARS No. 23. October 2016
60 .03 Amended by SSARS No. 23. October 2016
60 .04 Amended by SSARS No. 23. October 2016
60 .07 Amended by SSARS No. 23. October 2016
60 .17 Added by SSARS No. 23. October 2016
60 .26 Amended by SSARS No. 23. October 2016
60 .A1–.A3 Superseded by SSARS No. 23. October 2016
60 .A4 Added by SSARS No. 23. October 2016
60 .A12 Added by SSARS No. 23. October 2016
60 .A21 Amended by SSARS No. 23. October 2016
60 .A26 Amended by SSARS No. 23. October 2016
60 .A33 Amended by SSARS No. 23. October 2016
60 .A38 Amended by SSARS No. 23. October 2016
70 .01 Amended by SSARS No. 23. October 2016
70 .10 Amended by SSARS No. 23. October 2016
70 .14 Amended by SSARS No. 23. October 2016
70 .19 Added by SSARS No. 23. October 2016
70 .A1–.A2 Added by SSARS No. 23. October 2016
70 .A3 Amended by SSARS No. 23. October 2016
70 .A9 Amended by SSARS No. 23. October 2016
80 .01 Amended by SSARS No. 23. October 2016
80 .10 Amended by SSARS No. 23. October 2016
80 .24–.25 Added by SSARS No. 23. October 2016
80 .29–.30 Amended by SSARS No. 23. October 2016
80 .A1–.A2 Added by SSARS No. 23. October 2016
80 .A3 Amended by SSARS No. 23. October 2016
80 .A4 Added by SSARS No. 23. October 2016
80 .A14 Amended by SSARS No. 23. October 2016
80 .A25 Superseded by SSARS No. 23. October 2016
90 .01 Amended by SSARS No. 23. October 2016

(continued)

* This table lists changes resulting from Statements on Standards for Accounting and Review
Services (SSARSs) issued subsequent to SSARS No. 21, Statements on Standards for Accounting and
Review Services: Clarification and Recodification, which was issued in October 2014.
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Section Paragraph Changes Date of Change
90 .05 Amended by SSARS No. 23. October 2016
90 .11–.12 Amended by SSARS No. 23. October 2016
90 .39g Amended by SSARS No. 23. October 2016
90 .81–.83 Amended by SSARS No. 23. October 2016
90 .A1 Added by SSARS No. 23. October 2016
90 .A11–.A12 Added by SSARS No. 23. October 2016
90 .A20 Amended by SSARS No. 23. October 2016
90 .A131 Superseded by SSARS No. 23. October 2016
90 .A132–.A134 Amended by SSARS No. 23. October 2016

120 Added by SSARS No. 22. September 2016
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0.100 Overview of the Code of Professional Conduct
.01 The AICPA Code of Professional Conduct (the code) begins with this

preface, which applies to all members The term member, when used in part 1 of
the code, applies to and means a member in public practice; when used in part 2
of the code, applies to and means a member in business; and when used in part
3 of the code, applies to and means all other members, such as those members
who are retired or unemployed.

.02 A member may have multiple roles, such as a member in business and
a member in public practice. In such circumstances, the member should consult
all applicable parts of the code and apply the most restrictive provisions. [No
prior reference: new content]

Effective Date
.03 Effective December 15, 2014.

0.100.010 Principles and Rules of Conduct
.01 The AICPA membership adopted the Code of Professional Conduct (the

code) to provide guidance and rules to all members in the performance of their
professional responsibilities. The code consists of principles and rules as well
as interpretations and other guidance which are discussed in 0.100.020. The
principles provide the framework for the rules that govern the performance of
their professional responsibilities.

.02 The AICPA bylaws require that members adhere to the rules of the
code. Compliance with the rules depends primarily on members' understand-
ing and voluntary actions; secondarily on reinforcement by peers and public
opinion; and ultimately on disciplinary proceedings, when necessary, against
members who fail to comply with the rules. Members must be prepared to jus-
tify departures from these rules.

0.100.020 Interpretations and Other Guidance
.01 Interpretations of the rules of conduct are adopted after exposure to

the membership, state societies, state boards, and other interested parties. The
interpretations of the rules of conduct, "Definitions" [0.400], "Application of the
AICPA Code" [0.200.020], and "Citations" [0.200.030], provide guidelines about
the scope and application of the rules but are not intended to limit such scope
or application. A member who departs from the interpretations shall have the
burden of justifying such departure in any disciplinary hearing. Interpretations
that existed before the adoption of the code on January 12, 1988, will remain
in effect until further action is deemed necessary by the appropriate senior
committee.

.02 A member should also consult the following, if applicable:

• The ethical requirements of the member's state CPA society and
authoritative regulatory bodies such as state board(s) of accoun-
tancy

• The Securities and Exchange Commission (SEC)

• The Public Company Accounting Oversight Board (PCAOB)

• The Government Accountability Office (GAO)

• The Department of Labor (DOL)

• Federal, state and local taxing authorities
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• Any other body that regulates a member who performs profes-
sional services for an entity when the member or entity is subject
to the rules and regulations of such regulatory body. [Prior refer-
ence: Introduction]

0.200 Structure and Application of the AICPA Code

0.200.010 Structure of the AICPA Code
.01 A variety of topics appear in parts 1–3 of the code. When applicable,

topics are aligned with the relevant rule or rules of conduct. Topics may be fur-
ther divided into subtopics, and some subtopics include one or more sections.
Topics, subtopics, and sections interpret the rules of conduct (see "Interpreta-
tions and Other Guidance" [0.100.020]).

.02 Defined terms (see "Definitions" [0.400]) as well as the plurals and pos-
sessives thereof, are shown in italics throughout the code. When a defined term
is used in the code but is not shown in italics, the definition in 0.400 should not
be applied. [No prior reference: new content]

Effective Date
.03 Effective December 15, 2014.

0.200.020 Application of the AICPA Code
.01 The Code of Professional Conduct (the code) was originally adopted

on January 12, 1988, and was periodically revised through June 1, 2014. On
June 1, 2014, the AICPA issued a codification of the code's principles, rules,
interpretations and rulings (revised code). The revised code will be effective
December 15, 2014, excluding the Conceptual Framework sections. These sec-
tions, "Conceptual Framework for Members in Public Practice" [1.000.010] and
"Conceptual Framework for Members in Business" [2.000.010], will be effective
December 15, 2015. Members are permitted to implement the revised code prior
to December 15, 2014, but a member may not implement the relevant Concep-
tual Framework prior to implementing the entire revised code. Revisions made
subsequent to June 1, 2014, are identified in appendix C, the Revision History
Table, which notes the month and year of the change, the effective date of the
change, the purpose for the revision, and when possible, a link to the marked
revision of the content that appeared in the Journal of Accountancy. If the inter-
pretation or paragraph does not contain a specific effective date or a reference
to the revision history table, then the content was effective prior to June 1, 2014.
[No prior reference: new content.]

.02 When used in the preface of the code, the term member includes mem-
bers, associate members, and affiliate members, as well as international asso-
ciates of the AICPA.

.03 The rules of conduct apply to all professional services performed, except

a. when the wording of the rule indicates otherwise.

b. that a member who is practicing outside the United States will not
be considered in violation of a particular rule for departing from
any of the rules stated herein, as long as the member's conduct
is in accordance with the rules of the organized accounting pro-
fession in the country in which he or she is practicing. However,
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when a member is associated with financial statements under cir-
cumstances that would lead the reader to assume that practices of
the United States were followed, the member must comply with
the "Compliance With Standards Rule" [1.310.001 for members
in public practice and 2.310.001 for members in business] and
the "Accounting Principles Rule" [1.320.001 for members in public
practice and 2.320.001 for members in business].

c. that a member who is a member of a group engagement team
(see the clarified Statement on Auditing Standards Special
Considerations—Audits of Group Financial Statements [Includ-
ing the Work of Component Auditors] [AICPA, Professional Stan-
dards, AU-C sec. 600]) will not be considered in violation of a par-
ticular rule if a foreign component auditor (accountant) departed
from any of the rules stated herein with respect to the audit or re-
view of group financial statements or other attest engagement, as
long as the foreign component auditor's (accountant's) conduct, at
a minimum, is in accordance with the ethics and independence re-
quirements set forth in the International Ethics Standards Board
for Accountants' (IESBA's) Code of Ethics for Professional Accoun-
tants, and the members of the group engagement team are in com-
pliance with the rules stated therein.

d. that the independence of the member's firm will not be consid-
ered impaired if another firm or entity located outside the United
States that is within the member firm's network departed from
any of the rules stated herein, as long as the other firm or entity's
conduct, at a minimum, is in accordance with the independence
requirements set forth in the IESBA's Code of Ethics for Profes-
sional Accountants.

.04 A member shall not knowingly permit a person whom the member has
the authority or capacity to control to carry out on his or her behalf, either with
or without compensation, acts that, if carried out by the member, would place
the member in violation of the rules. Further, a member may be held responsible
for the acts of all persons associated with the member in public practice whom
the member has the authority or capacity to control.

.05 The independence of a member in public practice or a covered member
may be impaired with respect to a client as the result of the actions or relation-
ships, as described in the "Independence Rule" [1.200.001] and its interpreta-
tions, of certain persons or entities whom the member or covered member does
not have the authority or capacity to control. Even if the member is unable to
control the actions or relationships of such persons or entities, the member's
independence may still be impaired. [Prior reference: ET section 91]

Effective Date
.06 The "Breach of an Independence Interpretation" [1.298.010] of the "In-

dependence Rule" [1.200.001] contains guidance with which a member should
comply if the member identifies a breach of an independence interpretation of
the code. If a member identifies a breach of any other provision of this code,
the member should evaluate the significance of the breach and its effect on
the member's ability to comply with the rules of the code. The member should
take whatever actions may be available, as soon as practicable, to satisfacto-
rily address the consequences of the breach. The member should determine
whether to report the breach, for example, to those who may have been affected
by the breach, a professional body, relevant regulator, or oversight authority. In
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making the evaluation and in determining what actions should be taken, the
member should exercise professional judgment and take into account whether
a reasonable and informed third party, weighing the significance of the breach,
the action to be taken, and all the specific facts and circumstances available
to the member at that time, would be likely to conclude that the member is
able to comply with the rules of the code. A member's determination that the
member has satisfactorily addressed the consequences of the breach will not,
however, preclude an investigation or enforcement action concerning the un-
derlying breach of the code and the member should be prepared to justify such
determination.

Effective Date
.07 Paragraph .01 is effective December 15, 2014. Paragraph .06 is effec-

tive March 31, 2016, with early implementation allowed.

[See Revision History Table.]

0.200.030 Citations

Prior ET Sections
.01 The code has been revised by codifying the principles, rules, interpre-

tations, and rulings. These revisions are effective December 15, 2014. To facili-
tate implementation of the revised code, the prior ET references from the pro-
fessional standards of the AICPA will be included for a four-year period (until
December 15, 2018) in appendix D, "Mapping Document," and in bracketed text
at the end of standards, where applicable.

Numeric Citations
.02 The numbering system for the code is "ET section X.XXX.XXX." The

single digit that begins the citation identifies the part wherein the content
resides. Accordingly, content from the preface begins with the single digit
0.XXX.XXX, whereas content for part 1 begins with a 1.XXX.XXX, part 2 with
2.XXX.XXX, and part 3 with a 3.XXX.XXX.

.03 Next are two sets of three digit numbers that identify the topics and,
when applicable, subtopics or sections. When a topic, subtopic or section ap-
pears in two or more parts of the code, the same number is used. For example,
the "Acts Discreditable Rule" appears in parts 1, 2, and 3 and the citations
for this rule are 1.400.001, 2.400.001, and 3.400.001, respectively. Accordingly,
the two sets of three digit numbers remain the same with only the first digit
changing.

.04 When only two digits appear, those digits represent the paragraph
number. For example, the complete citation for this paragraph would be
0.200.030.04.

.05 All bracketed section references, such as [0.200.030.04] refer to sec-
tions within the Code of Professional Conduct. [No prior reference: new con-
tent]

Effective Date
.06 Effective December 15, 2014.
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0.200.040 Transition Provisions
.01 The text of the transition provisions in effect as of May 31, 2013,

has not been codified because the transition provisions apply to a limited
number of situations. Nevertheless, these transition provisions are still au-
thoritative. The texts of these transition provisions are available at http://aicpa
.org/InterestAreas/ProfessionalEthics/Community/DownloadableDocuments/
Transistion%20Periods.pdf. [No prior reference: new content]

Effective Date
.02 Effective December 15, 2014.

0.200.050 Drafting Conventions
.01 The code utilizes certain drafting conventions to enhance the clarity of

the interpretations and definitions. For example, when the term "should con-
sider" is used in connection with a specified procedure or action, consideration
of the procedure or action by the member is presumptively required. Actual per-
formance of the action or procedure is up to the member, based upon the out-
come of the member's consideration and the member's professional judgment.
Other drafting conventions used in the code include use of the terms "consider,"
"evaluate," and "determine," as follows:

a. "Consider" is used when the member is required to think about
several matters.

b. "Evaluate" is used when the member has to assess and weigh the
significance of a matter.

c. "Determine" is used when the member has to come to a conclusion
and make a decision on a matter. [No prior reference: new content]

Effective Date
.02 Effective December 15, 2014.

A complete nonauthoritative guide, Drafting Guide—Drafting Guidelines
for Integrating the Conceptual Framework and Drafting Conventions
and Style Guidance, is also available at http://aicpa.org/InterestAreas/
ProfessionalEthics/Community/DownloadableDocuments/Drafting%20
Guide.pdf.

0.300 Principles of Professional Conduct

0.300.010 Preamble
.01 Membership in the American Institute of Certified Public Accountants

is voluntary. By accepting membership, a member assumes an obligation of self-
discipline above and beyond the requirements of laws and regulations.

.02 These Principles of the Code of Professional Conduct of the American
Institute of Certified Public Accountants express the profession's recognition
of its responsibilities to the public, to clients, and to colleagues. They guide
members in the performance of their professional responsibilities and express
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the basic tenets of ethical and professional conduct. The Principles call for an
unswerving commitment to honorable behavior, even at the sacrifice of personal
advantage. [Prior reference: ET section 51]

0.300.020 Responsibilities
.01 Responsibilities principle. In carrying out their responsibilities as pro-

fessionals, members should exercise sensitive professional and moral judg-
ments in all their activities.

.02 As professionals, members perform an essential role in society. Consis-
tent with that role, members of the American Institute of Certified Public Ac-
countants have responsibilities to all those who use their professional services.
Members also have a continuing responsibility to cooperate with each other to
improve the art of accounting, maintain the public's confidence, and carry out
the profession's special responsibilities for self-governance. The collective ef-
forts of all members are required to maintain and enhance the traditions of the
profession. [Prior reference: ET section 52]

0.300.030 The Public Interest
.01 The public interest principle. Members should accept the obligation to

act in a way that will serve the public interest, honor the public trust, and
demonstrate a commitment to professionalism.

.02 A distinguishing mark of a profession is acceptance of its responsibil-
ity to the public. The accounting profession's public consists of clients, credit
grantors, governments, employers, investors, the business and financial com-
munity, and others who rely on the objectivity and integrity of members to
maintain the orderly functioning of commerce. This reliance imposes a public
interest responsibility on members. The public interest is defined as the collec-
tive well-being of the community of people and institutions that the profession
serves.

.03 In discharging their professional responsibilities, members may en-
counter conflicting pressures from each of those groups. In resolving those
conflicts, members should act with integrity, guided by the precept that when
members fulfill their responsibility to the public, clients' and employers' inter-
ests are best served.

.04 Those who rely on members expect them to discharge their responsi-
bilities with integrity, objectivity, due professional care, and a genuine interest
in serving the public. They are expected to provide quality services, enter into
fee arrangements, and offer a range of services—all in a manner that demon-
strates a level of professionalism consistent with these Principles of the Code
of Professional Conduct.

.05 All who accept membership in the American Institute of Certified Pub-
lic Accountants commit themselves to honor the public trust. In return for
the faith that the public reposes in them, members should seek to continually
demonstrate their dedication to professional excellence. [Prior reference: ET
section 53]

0.300.040 Integrity
.01 Integrity principle. To maintain and broaden public confidence, mem-

bers should perform all professional responsibilities with the highest sense of
integrity.
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.02 Integrity is an element of character fundamental to professional recog-
nition. It is the quality from which the public trust derives and the benchmark
against which a member must ultimately test all decisions.

.03 Integrity requires a member to be, among other things, honest and can-
did within the constraints of client confidentiality. Service and the public trust
should not be subordinated to personal gain and advantage. Integrity can ac-
commodate the inadvertent error and honest difference of opinion; it cannot
accommodate deceit or subordination of principle.

.04 Integrity is measured in terms of what is right and just. In the absence
of specific rules, standards, or guidance or in the face of conflicting opinions, a
member should test decisions and deeds by asking: "Am I doing what a person
of integrity would do? Have I retained my integrity?" Integrity requires a mem-
ber to observe both the form and the spirit of technical and ethical standards;
circumvention of those standards constitutes subordination of judgment.

.05 Integrity also requires a member to observe the principles of objectivity
and independence and of due care. [Prior reference: ET section 54]

0.300.050 Objectivity and Independence
.01 Objectivity and independence principle. A member should maintain ob-

jectivity and be free of conflicts of interest in discharging professional responsi-
bilities. A member in public practice should be independent in fact and appear-
ance when providing auditing and other attestation services.

.02 Objectivity is a state of mind, a quality that lends value to a member's
services. It is a distinguishing feature of the profession. The principle of objec-
tivity imposes the obligation to be impartial, intellectually honest, and free of
conflicts of interest. Independence precludes relationships that may appear to
impair a member's objectivity in rendering attestation services.

.03 Members often serve multiple interests in many different capacities
and must demonstrate their objectivity in varying circumstances. Members in
public practice render attest, tax, and management advisory services. Other
members prepare financial statements in the employment of others, perform
internal auditing services, and serve in financial and management capacities
in industry, education, and government. They also educate and train those who
aspire to admission into the profession. Regardless of service or capacity, mem-
bers should protect the integrity of their work, maintain objectivity, and avoid
any subordination of their judgment.

.04 For a member in public practice, the maintenance of objectivity and in-
dependence requires a continuing assessment of client relationships and pub-
lic responsibility. Such a member who provides auditing and other attestation
services should be independent in fact and appearance. In providing all other
services, a member should maintain objectivity and avoid conflicts of interest.

.05 Although members not in public practice cannot maintain the appear-
ance of independence, they nevertheless have the responsibility to maintain
objectivity in rendering professional services. Members employed by others to
prepare financial statements or to perform auditing, tax, or consulting services
are charged with the same responsibility for objectivity as members in pub-
lic practice and must be scrupulous in their application of generally accepted
accounting principles and candid in all their dealings with members in public
practice. [Prior reference: ET section 55]

©2017, AICPA ET §0.300.050



2296 Code of Professional Conduct---Revised

0.300.060 Due Care
.01 Due care principle. 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.

.02 The quest for excellence is the essence of due care. Due care requires
a member to discharge professional responsibilities with competence and dili-
gence. It imposes the obligation to perform professional services to the best of a
member's ability, with concern for the best interest of those for whom the ser-
vices are performed, and consistent with the profession's responsibility to the
public.

.03 Competence is derived from a synthesis of education and experience. It
begins with a mastery of the common body of knowledge required for designa-
tion as a certified public accountant. The maintenance of competence requires
a commitment to learning and professional improvement that must continue
throughout a member's professional life. It is a member's individual responsi-
bility. In all engagements and in all responsibilities, each member should un-
dertake to achieve a level of competence that will assure that the quality of the
member's services meets the high level of professionalism required by these
Principles.

.04 Competence represents the attainment and maintenance of a level of
understanding and knowledge that enables a member to render services with
facility and acumen. It also establishes the limitations of a member's capabili-
ties by dictating that consultation or referral may be required when a profes-
sional engagement exceeds the personal competence of a member or a member's
firm. Each member is responsible for assessing his or her own competence of
evaluating whether education, experience, and judgment are adequate for the
responsibility to be assumed.

.05 Members should be diligent in discharging responsibilities to clients,
employers, and the public. Diligence imposes the responsibility to render ser-
vices promptly and carefully, to be thorough, and to observe applicable technical
and ethical standards.

.06 Due care requires a member to plan and supervise adequately any
professional activity for which he or she is responsible. [Prior reference: ET
section 56]

0.300.070 Scope and Nature of Services
.01 Scope and nature of services principle. A member in public practice

should observe the Principles of the Code of Professional Conduct in determin-
ing the scope and nature of services to be provided.

.02 The public interest aspect of members' services requires that such ser-
vices be consistent with acceptable professional behavior for members. Integrity
requires that service and the public trust not be subordinated to personal gain
and advantage. Objectivity and independence require that members be free
from conflicts of interest in discharging professional responsibilities. Due care
requires that services be provided with competence and diligence.

.03 Each of these Principles should be considered by members in determin-
ing whether or not to provide specific services in individual circumstances. In
some instances, they may represent an overall constraint on the nonaudit ser-
vices that might be offered to a specific client. No hard-and-fast rules can be
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developed to help members reach these judgments, but they must be satisfied
that they are meeting the spirit of the Principles in this regard.

.04 In order to accomplish this, members should

a. Practice in firms that have in place internal quality control proce-
dures to ensure that services are competently delivered and ade-
quately supervised.

b. Determine, in their individual judgments, whether the scope and
nature of other services provided to an audit client would create
a conflict of interest in the performance of the audit function for
that client.

c. Assess, in their individual judgments, whether an activity is con-
sistent with their role as professionals. [Prior reference: ET sec-
tion 57]

0.400 Definitions

Pursuant to its authority under the bylaws (paragraph .01 [3.6.2.2] of BL
section 360, Committees [AICPA, Professional Standards]) to interpret the
code, the Professional Ethics Executive Committee has issued the following
definitions of terms appearing in the code.

.01 Acceptable level. In connection with independence, an acceptable
level is a level at which a reasonable and informed third party who is aware of
the relevant information would be expected to conclude that a member's inde-
pendence is not impaired. When used in connection with any rule but the "Inde-
pendence Rule" [1.200.001] an acceptable level is a level at which a reasonable
and informed third party who is aware of the relevant information would be
expected to conclude that a member's compliance with the rules is not compro-
mised. [Prior reference: ET section 100-1 and new content]

Effective Date
When this definition is used in connection with any rule but the "Independence
Rule" [1.200.001] it is effective December 15, 2014.

.02 Affiliate. The following entities are affiliates of a financial statement
attest client:

a. An entity (for example, subsidiary, partnership, or limited liabil-
ity company [LLC]) that a financial statement attest client can
control.

b. An entity in which a financial statement attest client or an en-
tity controlled by the financial statement attest client has a direct
financial interest that gives the financial statement attest client
significant influence over such entity and that is material to the
financial statement attest client.

c. An entity (for example, parent, partnership, or LLC) that controls
a financial statement attest client when the financial statement
attest client is material to such entity.

d. An entity with a direct financial interest in the financial statement
attest client when that entity has significant influence over the
financial statement attest client, and the interest in the financial
statement attest client is material to such entity.
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e. A sister entity of a financial statement attest client if the financial
statement attest client and sister entity are each material to the
entity that controls both.

f. A trustee that is deemed to control a trust financial statement
attest client that is not an investment company.

g. The sponsor of a single employer employee benefit plan financial
statement attest client.

h. Any entity, such as a union, participating employer, or a group as-
sociation of employers, that has significant influence over a mul-
tiemployer employee benefit plan financial statement attest client
and the plan is material to such entity.

i. The participating employer that is the plan administrator of a
multiple employer employee benefit plan financial statement at-
test client.

j. A single or multiple employer employee benefit plan sponsored
by either a financial statement attest client or an entity controlled
by the financial statement attest client. All participating employ-
ers of a multiple employer employee benefit plan are considered
sponsors of the plan.

k. A multiemployer employee benefit plan when a financial state-
ment attest client or entity controlled by the financial statement
attest client has significant influence over the plan and the plan
is material to the financial statement attest client.

l. An investment adviser, a general partner, or a trustee of an invest-
ment company financial statement attest client (fund) if the fund
is material to the investment adviser, general partner, or trustee
that is deemed to have either control or significant influence over
the fund. When considering materiality, members should consider
investments in, and fees received from, the fund.

Nonauthoritative questions and answers related to the application of the in-
dependence rules to affiliates of employee benefit plans are available at www
.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/Downloadable
Documents/faqs-application-independence-rules-affiliates-of-employee-
benefit-plans.pdf.

[Prior reference: paragraph .20 of ET section 101]
[See Revision History Table.]

.03 Attest client. A client that engages a member to perform an attest
engagement or with respect to which a member performs an attest engagement.
[No prior reference: new content]
See paragraph .06 of the "Client Affiliate" interpretation [1.224.010] for ac-
quisitions and business combinations that involve a financial statement attest
client.

Effective Date
This definition is effective December 15, 2014.

[See Revision History Table.]

.04 Attest engagement. An engagement that requires independence, as
set forth in the AICPA Statements on Auditing Standards (SASs), Statements
on Standards for Accounting and Review Services (SSARSs), and Statements
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on Standards for Attestation Engagements (SSAEs). [Prior reference: para-
graph .01 of ET section 92]

.05 Attest engagement team. Those individuals participating in the
attest engagement, including those who perform concurring and engagement
quality reviews. The attest engagement team includes all employees and con-
tractors retained by the firm who participate in the attest engagement, regard-
less of their functional classification (for example, audit, tax, or management
consulting services). The attest engagement team excludes specialists, as dis-
cussed in AU-C section 620, Using the Work of an Auditor's Specialist (AICPA,
Professional Standards), and individuals who perform only routine clerical
functions, such as word processing and photocopying. [Prior reference: para-
graph .02 of ET section 92]

.06 Beneficially owned. Describes a financial interest of which an indi-
vidual or entity is not the record owner but has a right to some or all of the
underlying benefits of ownership. These benefits include the authority to direct
the voting or disposition of the interest or to receive the economic benefits of
the ownership of the interest. [Prior reference: paragraph .17 of ET section 101]

.07 Client. Any person or entity, other than the member's employer, that
engages a member or member's firm to perform professional services and, if
different, the person or entity with respect to which professional services are
performed. For purposes of this definition, the term employer does not include
the following:

a. Person or entity engaged in public practice.
b. Federal, state, and local government or component unit thereof,

provided that the member performing professional services with
respect to the entity is

i. directly elected by voters of the government or component
unit thereof with respect to which professional services are
performed;

ii. an individual who is (1) appointed by a legislative body
and (2) subject to removal by a legislative body; or

iii. appointed by someone other than the legislative body, so
long as the appointment is confirmed by the legislative
body and removal is subject to oversight or approval by
the legislative body.

[Prior reference: paragraph .03 of ET section 92]
.08 Close relative. A parent, sibling, or nondependent child. [Prior refer-

ence: paragraph .04 of ET section 92]
.09 Confidential client information. Any information obtained from

the client that is not available to the public. Information that is available to
the public includes, but is not limited to, information

a. in a book, periodical, newspaper, or similar publication;
b. in a client document that has been released by the client to the

public or that has otherwise become a matter of public knowledge;
c. on publicly accessible websites, databases, online discussion fo-

rums, or other electronic media by which members of the public
can access the information;

d. released or disclosed by the client or other third parties in media
interviews, speeches, testimony in a public forum, presentations
made at seminars or trade association meetings, panel discus-
sions, earnings press release calls, investor calls, analyst sessions,
investor conference presentations, or a similar public forum;
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e. maintained by, or filed with, regulatory or governmental bodies
that is available to the public; or

f. obtained from other public sources.

Unless the particular client information is available to the public, such informa-
tion should be considered confidential client information. Members are advised
that federal, state, or local statutes, rules, or regulations concerning confiden-
tiality of client information may be more restrictive than the requirements in
the code. [Prior reference: paragraph .05 of ET section 92]

.10 Control (s) (led). As used in FASB Accounting Standards Codifica-
tion (ASC) 810, Consolidation. When used in the "Client Affiliates" interpreta-
tion [1.224.010] of the "Independence Rule" [1.200.001], control depends upon
the entity in question. For example, when used for not-for-profit entities, control
is as used in FASB ASC 958-805-20; for commercial entities, control is as used
in FASB ASC 810. [Prior reference: numerous ET sections; also see "Breakdown
of the Term Control in the Code" at AICPA.org www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/DownloadableDocuments/breakdown-of-the-
term-control.pdf]

.11 Council. The AICPA Council. [Prior reference: paragraph .06 of ET
section 92]

.12 Covered member. All of the following:

a. an individual on the attest engagement team.

b. an individual in a position to influence the attest engagement.

c. a partner, partner equivalent, or manager who provides more than
10 hours of nonattest services to the attest client within any fiscal
year. Designation as covered member ends on the later of (i) the
date that the firm signs the report on the financial statements for
the fiscal year during which those services were provided or (ii)
the date he or she no longer expects to provide 10 or more hours
of nonattest services to the attest client on a recurring basis.

d. a partner or partner equivalent in the office in which the lead attest
engagement partner or partner equivalent primarily practices in
connection with the attest engagement.

e. the firm, including the firm's employee benefit plans.

f. an entity whose operating, financial, or accounting policies can be
controlled by any of the individuals or entities described in items
a–e or two or more such individuals or entities if they act together.
[Prior reference: paragraph .07 of ET section 92]

Effective Date
The addition of partner equivalents to this definition is effective for engage-
ments covering periods beginning on or after December 15, 2014.

.13 Direct financial interest. A financial interest that is

a. owned directly by an individual or entity, including those man-
aged on a discretionary basis by others.

b. under the control of an individual or entity, including those man-
aged on a discretionary basis by others.

c. beneficially owned through an investment vehicle, estate, trust,
or other intermediary when the beneficiary
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i. controls the intermediary or
ii. has the authority to supervise or participate in the inter-

mediary's investment decisions.
When used in this definition, the term control includes situations in which the
covered member has the ability to exercise such control, either individually or
acting together with his or her firm or other partners or professional employees
of his or her firm. [Prior reference: paragraph .17 of ET section 101]

.14 Employing organization. Any entity that employs the member or
engages the member on a contractual or volunteer basis in an executive, a staff,
a governance, an advisory, or an administrative capacity to provide professional
services. [No prior reference: new content]

Effective Date
This definition is effective December 15, 2014.

.15 Financial interest. An ownership interest in an equity or a debt se-
curity issued by an entity, including rights and obligations to acquire such an
interest and derivatives directly related to such interest. [Prior reference: para-
graph .17 of ET section 101]

.16 Financial statement attest client. An entity whose financial state-
ments are audited, reviewed, or compiled when the member's compilation report
does not disclose a lack of independence. This term is used in the "Client Affili-
ates" interpretation [1.224.010] of the "Independence Rule" [1.200.001] and in
the definition of an affiliate [0.400.02]. [Prior reference: paragraph .20 of ET
section 101]

.17 Financial statements. A presentation of financial data, including ac-
companying disclosures, if any, intended to communicate an entity's economic
resources or obligations, or both, at a point in time or the changes therein for a
period of time, in accordance with the applicable financial reporting framework.
Incidental financial data to support recommendations to a client or in (a) doc-
uments for which the reporting is governed by SSAEs and (b) tax returns and
supporting schedules do not, for this purpose, constitute financial statements.
The statement, affidavit, or signature of preparers required on tax returns nei-
ther constitutes an opinion on financial statements nor requires a disclaimer
of such opinion. [Prior reference: paragraph .10 of ET section 92]

.18 Firm. A form of organization permitted by law or regulation whose
characteristics conform to resolutions of the Council and that is engaged in pub-
lic practice. A firm includes the individual partners thereof, except for purposes
of applying the "Independence Rule" [1.200.001] and related interpretations.
For purposes of applying the "Independence Rule," a firm includes a network
firm when the engagement is either a financial statement audit or review en-
gagement and the audit or review report is not restricted, as set forth in the
AICPA SASs and SSARSs (AICPA, Professional Standards). [Prior reference:
paragraph .11 of ET section 92]

.19 Immediate family. A spouse, spousal equivalent, or dependent (re-
gardless of whether the dependent is related). [Prior reference: paragraph .13
of ET section 92]

.20 Impair(ed)(ing). In connection with independence, to effectively ex-
tinguish independence. When a member's independence is impaired, the mem-
ber is not independent. [Prior reference: paragraph .09 of ET section 100-1]

.21 Independence. Consists of two elements, defined as follows:

a. Independence of mind is the state of mind that permits a
member to perform an attest service without being affected by

©2017, AICPA ET §0.400



2302 Code of Professional Conduct---Revised

influences that compromise professional judgment, thereby allow-
ing an individual to act with integrity and exercise objectivity and
professional skepticism.

b. Independence in appearance is the avoidance of circumstances
that would cause a reasonable and informed third party who has
knowledge of all relevant information, including the safeguards
applied, to reasonably conclude that the integrity, objectivity, or
professional skepticism of a firm or member of the attest engage-
ment team is compromised.

This definition should not be interpreted as an absolute. For example, the
phrase "without being affected by influences that compromise professional
judgment" is not intended to convey that the member must be free of any and
all influences that might compromise objective judgment. Instead, the mem-
ber should determine whether such influences, if present, create a threat that
is not at an acceptable level that a member would not act with integrity and
exercise objectivity and professional skepticism in the conduct of a particular
engagement or would be perceived as not being able to do so by a reasonable
and informed third party with knowledge of all relevant information. [Prior
reference: paragraphs .06–.08 of ET section 100-1]

.22 Indirect financial interest. A financial interest beneficially owned
through an investment vehicle, an estate, a trust, or an other intermediary
when the beneficiary neither controls the intermediary nor has the authority
to supervise or participate in the intermediary's investment decisions. When
used in this definition, control includes situations in which the covered member
has the ability to exercise such control, either individually or acting together
with his or her firm or other partners or professional employees of his or her
firm. [Prior reference: paragraph .17 of ET section 101]

.23 Individual in a position to influence the attest engagement. One
who

a. evaluates the performance or recommends the compensation of
the attest engagement partner;

b. directly supervises or manages the attest engagement partner,
including all successively senior levels above that individual
through the firm's chief executive;

c. consults with the attest engagement team regarding technical or
industry-related issues specific to the attest engagement; or

d. participates in or oversees, at all successively senior levels, qual-
ity control activities, including internal monitoring, with respect
to the specific attest engagement.

[Prior reference: paragraph .14 of ET section 92]

.24 Institute. The AICPA. [Prior reference: paragraph .15 of ET section
92]

.25 Interpretation. Pronouncements issued by the division of profes-
sional ethics to provide guidelines concerning the scope and application of the
rules of conduct. [Prior reference: paragraph .16 of ET section 92]

.26 Joint closely held investment. An investment in an entity or a prop-
erty by the member and client (or the client's officers or directors or any owner
who has the ability to exercise significant influence over the client) that en-
ables them to control the entity or property. [Prior reference: paragraph .17 of
ET section 92]
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.27 Key position. A position in which an individual has

a. primary responsibility for significant accounting functions that
support material components of the financial statements;

b. primary responsibility for the preparation of the financial state-
ments; or

c. the ability to exercise influence over the contents of the finan-
cial statements, including when the individual is a member of the
board of directors or similar governing body, chief executive offi-
cer, president, chief financial officer, chief operating officer, gen-
eral counsel, chief accounting officer, controller, director of inter-
nal audit, director of financial reporting, treasurer, or any equiv-
alent position.

For purposes of attest engagements not involving a client's financial statements,
a key position is one in which an individual is primarily responsible for, or
able to influence, the subject matter of the attest engagement, as previously
described. [Prior reference: paragraph .18 of ET section 92]

.28 Lending institution. An entity that, as part of its normal business
operations, makes loans. This definition is not meant to include an organiza-
tion that might schedule payment for services for a client over a period of time.
Examples of such entities are banks, credit unions, certain retailers, and insur-
ance and finance companies. For example, for automobile leases addressed by
the "Loans and Leases With Lending Institutions" interpretation [1.260.020]
of the "Independence Rule" [1.200.001], an entity is considered a lending insti-
tution if it leases automobiles as part of its normal business operations. [Prior
reference: paragraph .09 of ET section 92]

Effective Date
This revised definition is effective December 15, 2014.

.29 Loan. A contractual obligation to pay or right to receive money on de-
mand or on a fixed or determinable date and includes a stated or implied rate of
return to the lender. For purposes of this definition, loans include, among other
things, a guarantee of a loan, a letter of credit, a line of credit, or a loan com-
mitment. However, for purposes of this definition, a loan would not include debt
securities (which are considered a financial interest) or lease arrangements.
[Prior reference: paragraph .19 of ET section 92]

Effective Date
This revised definition is effective December 15, 2014.

.30 Manager. A professional employee of the firm who has continuing
responsibility for the planning and supervision of engagements for specified
clients. [Prior reference: paragraph .20 of ET section 92]

.31 Member. A member, associate member, affiliate member, or interna-
tional associate of the AICPA. When the term member is used in part 1 of the
code, it means a member in public practice; when used in part 2 of the code, it
means a member in business; and when used in part 3 of the code, it means all
other members. [Prior reference: paragraph .21 of ET section 92]

.32 Member(s) in business. A member who is employed or engaged on a
contractual or volunteer basis in a(n) executive, staff, governance, advisory, or
administrative capacity in such areas as industry, the public sector, education,
the not-for-profit sector, and regulatory or professional bodies. This does not
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include a member engaged in public practice. [Prior reference: paragraph .22 of
ET section 92]

.33 Network. For purposes of the "Network and Network Firms" inter-
pretation [1.220.010] of the "Independence Rule" [1.200.001], a network is an
association of entities that includes one or more firms that (a) cooperate for the
purpose of enhancing the firms' capabilities to provide professional services and
(b) share one or more of the following characteristics:

a. The use of a common brand name, including common initials, as
part of the firm name

b. Common control among the firms through ownership, manage-
ment, or other means

c. Profits or costs, excluding costs of operating the association; costs
of developing audit methodologies, manuals, and training courses;
and other costs that are immaterial to the firm

d. A common business strategy that involves ongoing collaboration
amongst the firms whereby the firms are responsible for imple-
menting the association's strategy and are held accountable for
performance pursuant to that strategy

e. A significant part of professional resources
f. Common quality control policies and procedures that firms are

required to implement and that are monitored by the association
A network may comprise a subset of entities within an association only if that
subset of entities cooperates and shares one or more of the characteristics set
forth in the preceding list. [Prior reference: paragraph .23 of ET section 92]

.34 Network firm. A firm or other entity that belongs to a network. This
includes any entity (including another firm) that the network firm, by itself or
through one or more of its owners, controls, is controlled by, or is under common
control with. [Prior reference: paragraph .24 of ET section 92]

.35 Normal lending procedures, terms, and requirements. In con-
nection with a covered member's loan from a lending institution, lending pro-
cedures, terms, and requirements that are reasonably comparable with those
relating to loans of a similar character committed to other borrowers during the
period in which the loan to the covered member is committed. Accordingly, in
making such comparison and evaluating whether a loan was made under nor-
mal lending procedures, terms, and requirements, the covered member should
consider all the circumstances under which the loan was granted, including the
following:

a. The amount of the loan in relation to the value of the collateral
pledged as security and the credit standing of the covered member

b. Repayment terms
c. Interest rate, including points
d. Closing costs
e. General availability of such loans to the public

Related prohibitions that may be more restrictive are prescribed by certain
state and federal agencies having regulatory authority over such lending in-
stitutions. Broker-dealers, for example, are subject to regulation by the SEC.
[Prior reference: paragraph .25 of ET section 92]

.36 Office. A reasonably distinct subgroup within a firm, whether con-
stituted by formal organization or informal practice, in which personnel who
make up the subgroup generally serve the same group of clients or work on the
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same categories of matters. Substance should govern the office classification.
For example, the expected regular personnel interactions and assigned report-
ing channels of an individual may well be more important than an individual's
physical location. [Prior reference: paragraph .26 of ET section 92]

.37 Partner. A proprietor, a shareholder, an equity or a nonequity partner,
or any individual who assumes the risks and benefits of firm ownership or is
otherwise held out by the firm to be the equivalent of any of the aforementioned.
[Prior reference: paragraph .27 of ET section 92]

.38 Partner equivalent. A professional employee who is not a partner of
the firm but who either

a. has the ultimate responsibility for the conduct of an attest engage-
ment, including the authority to sign or affix the firm's name to
an attest report or issue, or authorize others to issue, an attest
report on behalf of the firm without partner approval; or

b. has the authority to bind the firm to conduct an attest engagement
without partner approval. For example, the professional employee
has the authority to sign or affix the firm's name to an attest en-
gagement letter or contract to conduct an attest engagement with-
out partner approval.

Firms may use different titles to refer to professional employees with this au-
thority, although a title is not determinative of a partner equivalent. For pur-
poses of this definition, partner approval does not include any partner approvals
that are part of the firm's normal approval and quality control review proce-
dures applicable to a partner.

This definition is solely for the purpose of applying the "Independence Rule"
[1.200.001] and its interpretations and should not be used or relied upon in any
other context, including the determination of whether the partner equivalent
is an owner of the firm. [Prior reference: paragraph .28 of ET section 92.]

Effective Date
This definition is effective for engagements covering periods beginning on or
after December 15, 2014.

.39 Period of the professional engagement. The period begins when a
member either signs an initial engagement letter or other agreement to perform
attest services or begins to perform an attest engagement for a client, whichever
is earlier. The period lasts for the entire duration of the professional relation-
ship, which could cover many periods, and ends with the formal or informal no-
tification, either by the member or client, of the termination of the professional
relationship or by the issuance of a report, whichever is later. Accordingly, the
period does not end with the issuance of a report and recommence with the be-
ginning of the following year's attest engagement. [Prior reference: paragraph
.29 of ET section 92]

.40 Professional services. Include all services requiring accountancy or
related skills that are performed by a member for a client, an employer, or on a
volunteer basis. These services include, but are not limited to accounting, audit
and other attest services, tax, bookkeeping, management consulting, financial
management, corporate governance, personal financial planning, business val-
uation, litigation support, educational, and those services for which standards
are promulgated by bodies designated by Council. [Prior reference: paragraph
.31 of ET section 92]
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.41 Public interest entities. All of the following:

a. All listed entities, including entities that are outside the United
States whose shares, stock, or debt are quoted or listed on a rec-
ognized stock exchange or marketed under the regulations of a
recognized stock exchange or other equivalent body.

b. Any entity for which an audit is required by regulation or legis-
lation to be conducted in compliance with the same independence
requirements that apply to an audit of listed entities (for example,
requirements of the SEC, the PCAOB, or other similar regulators
or standard setters).

Members may wish to consider whether additional entities should also be
treated as public interest entities because they have a large number and wide
range of stakeholders. Factors to be considered may include

• the nature of the business, such as the holding of assets in a fidu-
ciary capacity for a large number of stakeholders;

• size; and

• number of employees.

Members should refer to the independence regulations of applicable authorita-
tive regulatory bodies when a member performs attest services and is required
to be independent of the client under such regulations. [Prior reference: para-
graph .20 of ET section 100-1]

.42 Public practice. Consists of the performance of professional services
for a client by a member or member's firm. [Prior reference: paragraph .30 of
ET section 92]

.43 Safeguards. Actions or other measures that may eliminate a threat
or reduce a threat to an acceptable level. [Prior reference: paragraph .20 of ET
section 100-1]

.44 Share-based compensation arrangements. As defined in the
FASB ASC glossary under the term share-based payment arrangements. [Prior
reference: paragraph .02 ET section 101]

.45 Significant influence. As defined in FASB ASC 323-10-15. [Prior ref-
erence: paragraph .32 of ET section 92]

.46 Source documents. The documents upon which evidence of an ac-
counting transaction are initially recorded. Source documents are often fol-
lowed by the creation of many additional records and reports that do not, how-
ever, qualify as initial recordings. Examples of source documents are purchase
orders, payroll time cards, and customer orders. [Prior reference: footnote 17 in
paragraph .05 of ET section 101]

.47 Third-party service provider. All of the following:

a. An entity that the member does not control, individually or collec-
tively with his or her firm or with members of his or her firm.

b. An individual not employed by the member who assists the mem-
ber in providing professional services to clients (for example, book-
keeping, tax return preparation, consulting, or attest services, in-
cluding related clerical and data entry functions). [Prior refer-
ence: paragraphs .224–.225 of ET section 191, .023–.024 of ET
section 291, and .001–.002 of ET section 391]

.48 Those charged with governance. The person(s) or organization(s)
(for example, a corporate trustee) with responsibility for overseeing the strate-
gic direction of the entity and the obligations related to the accountability of the
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entity. This includes overseeing the financial reporting process. Those charged
with governance may include management personnel (for example, executive
members of a governance board or an owner-manager).

When an interpretation requires communicating with those charged with gov-
ernance, the member should determine the appropriate person(s) within the
entity's governance structure with whom to communicate, based on the nature
and importance of the particular circumstances and matter to be communi-
cated. If the member communicates with a subgroup of those charged with gov-
ernance (for example, an audit committee or an individual), the member should
determine whether communication with all of those charged with governance
is also necessary, so that they are adequately informed. [Prior reference: para-
graph .33 of ET section 92]

Effective Date
This definition is effective April 30, 2014.

.49 Threat(s). In connection with independence, threats are relationships
or circumstances that could impair independence. In connection with any rule
but the "Independence Rule" [1.200.001], threats are relationships or circum-
stances that could compromise a member's compliance with the rules. [Prior
reference: paragraph .10 of ET section 100-1]

Effective Date
When this definition is used in connection with any rule but the "Independence
Rule" it is effective December 15, 2014.

0.500 Nonauthoritative Guidance
.01 The code is the only authoritative source of AICPA ethics rules and

interpretations. The staff of the Professional Ethics Division has issued nonau-
thoritative guidance to assist members and others in their implementation of
the code. Such guidance does not amend or override the code. Further, the guid-
ance is not meant to be exhaustive and does not establish best practices, set
standards, or serve as official pronouncements of the AICPA. These documents
were not approved in accordance with normal due process, which requires pro-
posed changes to be exposed to the public and requires consideration of mem-
bers' and others' comments.

.02 References to relevant nonauthoritative guidance, when available, are
provided throughout the code in boxed text at the end of the applicable inter-
pretation. [No prior reference: new content]

Effective Date
.03 Effective December 15, 2014.

0.600 New, Revised, and Pending Interpretations
and Other Guidance

0.600.010 New and Revised Interpretations and Other Guidance
.01 Periodically, new or revised authoritative ethics interpretations and

other guidance are issued. Publication of the text of a new or revised pronounce-
ment or a notice with a link to the text of a new or revised authoritative inter-
pretation and other guidance in the Journal of Accountancy constitutes notice
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to members. Hence, the effective date of the interpretation and other guidance
is the last day of the month in which the pronouncement or notice is published
in the Journal of Accountancy, unless otherwise noted. The Professional Ethics
Division takes into consideration the time that would have been reasonable for
the member to comply with the pronouncement. This section lists the citation
and title of any new or revised interpretation or other guidance for a period of
12 months after its effective date. When an interpretation or other guidance is
not yet effective, it will appear as a pending interpretation or other guidance
(see "Pending Interpretations and Other Guidance" [0.600.020]).

• "Disclosing Client Information in Connection With a Review or Ac-
quisition of the Member's Practice" [1.700.050]. (Revised August,
2016. Effective October 31, 2016)

• "Unsolicited Financial Interest" interpretation [1.240.020]. (Re-
vised June 2016. Effective upon revision.)

• "Firm Mergers and Acquisitions" interpretation [1.220.040].
(Added October 2015. Effective for mergers or acquisitions with
a closing date on or after January 31, 2016. Early implementation
is allowed.)

• "Application of AICPA Code" [0.200.020]. (Revised January 2015.
Effective March 31, 2016, early implementation allowed.)

• "Breach of an Independence Interpretation" [1.298]. (Added Jan-
uary 2015. Effective March 31, 2016, early implementation al-
lowed.)

• "Breach of an Independence Interpretation" [1.298.010]. (Added
January 2015. Effective March 31, 2016, early implementation al-
lowed.)

• "Unsolicited Financial Interest" interpretation [1.240.020]. (Re-
vised June 2016. Effective upon revision.)

• "Firm Mergers and Acquisitions" interpretation [1.220.040].
(Added October 2015. Effective for mergers or acquisitions with
a closing date on or after January 31, 2016. Early implementation
is allowed.)

• "Application of AICPA Code" [0.200.020]. (Revised January 2015.
Effective March 31, 2016, early implementation allowed.)

• "Breach of an Independence Interpretation" [1.298]. (Added Jan-
uary 2015. Effective March 31, 2016, early implementation al-
lowed.)

• "Breach of an Independence Interpretation" [1.298.010]. (Added
January 2015. Effective March 31, 2016, early implementation
allowed.)

• "Conceptual Framework for Members in Public Practice"
[1.000.010]. (Issued June 2014. Effective December 15, 2015.
Early implementation is allowed provided the member has im-
plemented the revised code.)

• "Application of the Conceptual Framework for Members in Public
Practice and Ethical Conflicts" interpretation [1.100.005] of the
"Integrity and Objectivity Rule" (Issued June 2014. Paragraphs
.01 and .02 are effective December 15, 2015, and early implemen-
tation is allowed provided the member has implemented the re-
vised code.)
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• "Application of the Conceptual Framework for Members in Pub-
lic Practice and Ethical Conflicts" interpretation [1.300.005] of
the "General Standards Rule." (Issued June 2014. Paragraphs .01
and .02 are effective December 15, 2015, and early implementa-
tion is allowed provided the member has implemented the revised
code.)

• "Application of the Conceptual Framework for Members in Pub-
lic Practice and Ethical Conflicts" interpretation [1.310.005] of
the "Compliance with Standards Rule." (Issued June 2014. Para-
graphs .01 and .02 are effective December 15, 2015, and early im-
plementation is allowed provided the member has implemented
the revised code.)

• "Application of the Conceptual Framework for Members in Public
Practice and Ethical Conflicts" interpretation [1.320.005] of the
"Accounting Standards Rule." (Issued June 2014. Paragraphs .01
and .02 are effective December 15, 2015, and early implementa-
tion is allowed provided the member has implemented the revised
code.)

• "Application of the Conceptual Framework for Members in Public
Practice and Ethical Conflicts" interpretation [1.400.005] of the
"Acts Discreditable Rule." (Issued June 2014. Paragraphs .01 and
.02 are effective December 15, 2015, and early implementation is
allowed provided the member has implemented the revised code.)

• "Application of the Conceptual Framework for Members in Pub-
lic Practice and Ethical Conflicts" interpretation [1.510.005] of
the "Contingent Fees Rule." (Issued June 2014. Paragraphs .01
and .02 are effective December 15, 2015, and early implementa-
tion is allowed provided the member has implemented the revised
code.)

• "Application of the Conceptual Framework for Members in Public
Practice and Ethical Conflicts" interpretation [1.520.005] of the
"Commissions and Referral Fees Rule." (Issued June 2014. Para-
graphs .01 and .02 are effective December 15, 2015, and early im-
plementation is allowed provided the member has implemented
the revised code.)

• "Application of the Conceptual Framework for Members in Public
Practice and Ethical Conflicts" interpretation [1.600.005] of the
"Advertising and Other Forms of Solicitation Rule." (Issued June
2014. Paragraphs .01 and .02 are effective December 15, 2015 and
early implementation is allowed provided the member has imple-
mented the revised code.)

• "Application of the Conceptual Framework for Members in Public
Practice and Ethical Conflicts" interpretation [1.700.005] of the
"Confidential Client Information Rule." (Issued June 2014. Para-
graphs .01 and .02 are effective December 15, 2015, and early im-
plementation is allowed provided the member has implemented
the revised code.)

• "Application of the Conceptual Framework for Members in Public
Practice and Ethical Conflicts" interpretation [1.800.005] of the
"Form of Organization and Name Rule." (Issued June 2014. Para-
graphs .01 and .02 are effective December 15, 2015, and early im-
plementation is allowed provided the member has implemented
the revised code.)
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• "Conceptual Framework for Members in Business" [2.000.010].
(Issued June 2014. Effective December 15, 2015. Early implemen-
tation is allowed provided the member has implemented the re-
vised code.)

• "Application of the Conceptual Framework for Members in Busi-
ness and Ethical Conflicts" interpretation [2.100.005] of the "In-
tegrity and Objectivity Rule." (Issued June 2014. Paragraphs .01
and .02 are effective December 15, 2015, and early implementa-
tion is allowed if the member has implemented the revised code.)

• "Application of the Conceptual Framework for Members in Busi-
ness and Ethical Conflicts" interpretation [2.300.005] of the "Gen-
eral Standards Rule." (Issued June 2014. Paragraphs .01 and .02
are effective December 15, 2015, and early implementation is al-
lowed provided the member has implemented the revised code.)

• "Application of the Conceptual Framework for Members in Busi-
ness and Ethical Conflicts" interpretation [2.310.005] of the
"Compliance with Standards Rule." (Issued June 2014. Para-
graphs .01 and .02 are effective December 15, 2015, and early im-
plementation is allowed provided the member has implemented
the revised code.)

• "Application of the Conceptual Framework for Members in Busi-
ness and Ethical Conflicts" interpretation [2.320.005] of the "Ac-
counting Standards Rule." (Issued June 2014. Paragraphs .01 and
.02 are effective December 15, 2015, and early implementation is
allowed provided the member has implemented the revised code.)

• "Application of the Conceptual Framework for Members in Busi-
ness and Ethical Conflicts" interpretation [2.400.005] of the "Acts
Discreditable Rule." (Issued June 2014. Paragraphs .01 and .02
are effective December 15, 2015, and early implementation is al-
lowed provided the member has implemented the revised code.)

• Revised paragraph .02 of "Definitions" [0.400] (Revised October,
2015. Effective October 31, 2015.)

Effective Date
.02 Paragraph .01, excluding the bulleted text, is effective December 15,

2014.

0.600.020 Pending Interpretations and Other Guidance
.01 Periodically, new or revised authoritative ethics interpretations and

other guidance are issued. This section lists the titles and citations of any pend-
ing new or revised interpretations or other guidance until they are effective and
notes whether early application is permitted or encouraged. Once the interpre-
tation or other guidance becomes effective, it will appear under the "New and
Revised Interpretation and Other Guidance" section of the preface [0.600.010].

• "Transfer of Files and Return of Client Records in Sale, Transfer,
Discontinuance or Acquisition of a Practice" [1.400.205]. (Added
August 2016. Effective June 30, 2017. Early implementation is al-
lowed)

• "Disclosure of Commissions and Referral Fees" [1.520.080].
(Added August 2016. Effective for commission or a referral fee ar-
rangements entered into on or after January 31, 2017.)
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Effective Date
.02 Paragraph .01, excluding the bulleted text, is effective December 15,

2014.

0.700 Deleted Interpretations and Other Guidance
.01 The following interpretations and other guidance were deleted from

the code during the 10 years prior to the 2014 edition:

• Definition of holding out (ET sec. 92 par. .12) (Deleted March 2013,
effective May 31, 2013)

• Ethics Ruling No. 65, "Use of the CPA Designation by Member Not
in Public Practice" (ET sec. 191 par. .130) (Deleted March 2013,
effective May 31, 2013)

• Ethics Ruling No. 38, "CPA Title, Controller of Bank" (ET sec. 591
par. .075–.076) (Deleted March 2013, effective May 31, 2013)

• Ethics Ruling No. 78, "Letterhead: Lawyer-CPA" (ET sec. 591 par.
.155–.156) (Deleted March 2013, effective May 31, 2013)

• Ethics Ruling No. 134, "Association of Accountants Not Partners"
(ET sec. 591 par. .267–.268) (Deleted August 2012)

• Ethics Ruling No. 74, "Audits, Reviews, or Compilations and a
Lack of Independence" (ET sec. 191 par. .148–.149) (Deleted April
2012).

• Ethics Ruling No. 135, "Association of Firms Not Partners" (ET
sec. 591 par. .269–.270) (Deleted April 2012).

• Interpretation No. 101-8, "Effect on Independence of Financial In-
terests in Nonclients Having Investor or Investee Relationships
With a Covered Member's Client" (ET sec. 101 par. .10) (Deleted
November 2011. Reestablished and effective October 31, 2012
until the earlier of January 1, 2014, or adoption of Interpre-
tation 101-18).

• Ethics Ruling No. 9, "Member as Representative of Creditor's
Committee" (ET sec. 191 par. .017–.018) (Deleted November 2011)

• Ethics Ruling No. 10, "Member as Legislator" (ET sec. 191 par.
.019–.020) (Deleted November 2011)

• Ethics Ruling No. 12, "Member as Trustee of Charitable Founda-
tion" (ET sec. 191 par. .023–.024) (Deleted November 2011)

• Ethics Ruling No. 16, "Member on Board of Directors of Nonprofit
Social Club" (ET sec. 191 par. .031–.032) (Deleted November 2011)

• Ethics Ruling No. 19, "Member on Deferred Compensation Com-
mittee" (ET sec. 191 par. .037–.038) (Deleted November 2011)

• Ethics Ruling No. 21, "Member as Director and Auditor of an En-
tity's Profit Sharing and Retirement Trust" (ET sec. 191 par. .041–
.042) (Deleted November 2011. Reestablished and effective Oc-
tober 31, 2012 until the earlier of January 1, 2014, or adop-
tion of Interpretation 101-18)

• Ethics Ruling No. 29, "Member as Bondholder" (ET sec. 191 par.
.057–.058) (Deleted November 2011)
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• Ethics Ruling No. 38, "Member as Co-Fiduciary With Client Bank"
(ET sec. 191 par. .075–.076) (Deleted November 2011. Reestab-
lished and effective October 31, 2012 until the earlier of Jan-
uary 1, 2014, or adoption of Interpretation 101-18)

• Ethics Ruling No. 48, "Faculty Member as Auditor of a Student
Fund" (ET sec. 191 par. .095–.096) (Deleted November 2011)

• Ethics Ruling No. 60, "Employee Benefit Plans—Member's Rela-
tionships With Participating Employer," (ET sec. 191 par. .119–
.120) (Deleted November 2011. Reestablished and effective Oc-
tober 31, 2012 until the earlier of January 1, 2014, or adop-
tion of Interpretation 101-18)

• Ethics Ruling No. 69, "Investment With a General Partner" (ET
sec. 191 par. .138–.139) (Deleted November 2011. Reestablished
and effective October 31, 2012 until the earlier of January
1, 2014, or adoption of Interpretation 101-18)

• Ethics Ruling No. 81, "Member's Investment in a Limited Part-
nership" (ET sec. 191 par. .162–.163) (Deleted November 2011.
Reestablished and effective October 31, 2012 until the ear-
lier of January 1, 2014, or adoption of Interpretation 101-18)

• Ethics Ruling No. 98, "Member's Loan From a Nonclient Sub-
sidiary or Parent of an Attest Client" (ET sec. 191 par. .196–.197)
(Deleted November 2011. Reestablished and effective October
31, 2012 until the earlier of January 1, 2014, or adoption of
Interpretation 101-18)

• Ethics Ruling No. 103, "Attest Report on Internal Controls" (ET
sec. 191 par. .206–.207) (Deleted November 2011)

• Ethics Ruling No. 106, "Member Has Significant Influence Over an
Entity That Has Significant Influence Over a Client" (ET sec. 191
par. .212–.213) (Deleted November 2011. Reestablished and ef-
fective October 31, 2012 until the earlier of January 1, 2014,
or adoption of Interpretation 101-18)

• Ethics Ruling No. 111, "Employee Benefit Plan Sponsored by
Client" (ET sec. 191 par. .222–.223) (Deleted November 2011.
Reestablished and effective October 31, 2012 until the ear-
lier of January 1, 2014, or adoption of Interpretation 101-18)

• Ethics Ruling No. 11, "Applicability of Rule 203 to Members Per-
forming Litigation Support Services" (ET sec. 291 par. .021–.022)
(Deleted November 2011)

• Ethics Ruling No. 2, "Fees: Collection of Notes Issued in Payment"
(ET sec. 591 par. .003–.004) (Deleted November 2011)

• Ethics Ruling No. 33, "Course Instructor" (ET sec. 591 par. .065–
.066) (Deleted November 2011)

• Ethics Ruling No. 108, "Member Interviewed by the Press" (ET
sec. 591 par. .215–.216) (Deleted November 2011)

• Ethics Ruling No. 117, "Consumer Credit Company Director" (ET
sec. 591 par. .233–.234) (Deleted November 2011)

• Ethics Ruling No. 140, "Political Election" (ET sec. 591 par. .279–
.280) (Deleted November 2011)

• Ethics Ruling No. 144, "Title: Partnership Roster" (ET sec. 591 par.
.287–.288) (Deleted November 2011)
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• Ethics Ruling No. 176, "Member's Association With Newsletters
and Publications" (ET sec. 591 par. .351–.352) (Deleted November
2011)

• Ethics Ruling No. 177, "Data Processing: Billing Services" (ET sec.
591 par. .353–.354) (Deleted November 2011)

• Ethics Ruling No. 179, "Practice of Public Accounting Under Name
of Association or Group" (ET sec. 591 par. .357–.358) (Deleted
November 2011)

• Ethics Ruling No. 101, "Client advocacy and Expert Witness Ser-
vices" (ET sec. 191 par. .202–.203) (Deleted July 2007)

• Ethics Ruling No. 182, "Termination of Engagement Prior to Com-
pletion" (ET sec. 591 par. .363–.364) (Deleted April 2006).

• Ethics Ruling No. 1, "Acceptance of a Gift" (ET sec. 191 par. .001–
.002) (Deleted January 2006).

• Ethics Ruling No. 35, "Stockholder in Mutual Funds" (ET sec. 191
par. .069–.070) (Deleted December 2005).

• Ethics Ruling No. 36, "Participant in Investment Club" (ET sec.
191 par. .071–.072) (Deleted December 2005).

• Ethics Ruling No. 79, "Member's Investment in a Partnership
That Invests in Client" (ET sec. 191 par. .158–.159) (Deleted De-
cember 2005).

• Ethics Ruling No. 109, "Member's Investment in Financial Ser-
vices Products that Invest in Clients" (ET sec. 191 par. .218–.219)
(Deleted December 2005).

• Ethics Ruling No. 66, "Member's Retirement or Savings Plan Has
Financial Interest in Client" (ET sec. 191 par. .132–.133) (Deleted
December 2005).

• Ethics Ruling No. 68, "Blind Trust" (ET sec. 191 par. .136–.137)
(Deleted December 2005).

The content of these deleted standards is available in a nonau-
thoritative document at http://aicpa.org/InterestAreas/ProfessionalEthics/
Community/DownloadableDocuments/Deletions.pdf.
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1.000 Introduction
.01 Part 1 of the Code of Professional Conduct (the code) applies to mem-

bers in public practice. Accordingly, when the term member is used in part 1
of the code, the requirements apply only to members in public practice. When
a member in public practice is also a member in business (for example, serves
as a member of an entity's board of directors), the member should also consult
part 2 of the code, which applies to a member in business.

.02 Government auditors within a government audit organization who au-
dit federal, state, or local governments or component units thereof, that are
structurally located within the government audit organization, are considered
in public practice with respect to those entities provided the head of the audit
organization meets one of the organizational structures described in paragraph
.07b(i–iii) of the "Client" definition [0.400.07]. [No prior reference: new content]

Effective Date
.03 Effective December 15, 2014.

1.000.010 Conceptual Framework for Members in Public Practice

Introduction
.01 Members may encounter various relationships or circumstances that

create threats to the member's compliance with the rules. The rules and inter-
pretations seek to address many situations; however, they cannot address all
relationships or circumstances that may arise. Thus, in the absence of an inter-
pretation that addresses a particular relationship or circumstance, a member
should evaluate whether that relationship or circumstance would lead a rea-
sonable and informed third party who is aware of the relevant information to
conclude that there is a threat to the member's compliance with the rules that
is not at an acceptable level. When making that evaluation, the member should
apply the conceptual framework approach as outlined in this interpretation.

.02 The code specifies that in some circumstances no safeguards can reduce
a threat to an acceptable level. For example, the code specifies that a member
may not subordinate the member's professional judgment to others without vi-
olating the "Integrity and Objectivity Rule" [1.100.001]. A member may not use
the conceptual framework to overcome this prohibition or any other prohibition
or requirement in the code.

.03 The "Conceptual Framework for Independence" interpretation
[1.210.010] of the "Independence Rule" [1.200.001] provides authoritative
guidance that members should use when making decisions on independence
matters that are not explicitly addressed by the "Independence Rule" and its
interpretations.

Definitions Used in Applying the Conceptual Framework
.04 Acceptable level. A level at which a reasonable and informed third

party who is aware of the relevant information would be expected to conclude
that a member's compliance with the rules is not compromised.

.05 Safeguards. Actions or other measures that may eliminate a threat
or reduce a threat to an acceptable level.

.06 Threats. Relationships or circumstances that could compromise a
member's compliance with the rules.
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Conceptual Framework Approach
.07 Under the conceptual framework approach, members should identify

threats to compliance with the rules and evaluate the significance of those
threats. Members should evaluate identified threats both individually and in
the aggregate because threats can have a cumulative effect on a member's com-
pliance with the rules. Members should perform three main steps in applying
the conceptual framework approach:

a. Identify threats. The relationships or circumstances that a mem-
ber encounters in various engagements and work assignments
will often create different threats to complying with the rules.
When a member encounters a relationship or circumstance that
is not specifically addressed by a rule or an interpretation, un-
der this approach, the member should determine whether the re-
lationship or circumstance creates one or more threats, such as
those identified in paragraphs .10–.16 that follow. The existence
of a threat does not mean that the member is in violation of the
rules; however, the member should evaluate the significance of
the threat.

b. Evaluate the significance of a threat. In evaluating the signif-
icance of an identified threat, the member should determine
whether a threat is at an acceptable level. A threat is at an
acceptable level when a reasonable and informed third party
who is aware of the relevant information would be expected
to conclude that the threat would not compromise the mem-
ber's compliance with the rules. Members should consider both
qualitative and quantitative factors when evaluating the sig-
nificance of a threat, including the extent to which existing
safeguards already reduce the threat to an acceptable level. If
the member evaluates the threat and concludes that a rea-
sonable and informed third party who is aware of the rele-
vant information would be expected to conclude that the threat
does not compromise a member's compliance with the rules,
the threat is at an acceptable level, and the member is not re-
quired to evaluate the threat any further under this conceptual
framework approach.

c. Identify and apply safeguards. If, in evaluating the significance
of an identified threat, the member concludes that the threat is
not at an acceptable level, the member should apply safeguards to
eliminate the threat or reduce it to an acceptable level. The mem-
ber should apply judgment in determining the nature of the safe-
guards to be applied because the effectiveness of safeguards will
vary, depending on the circumstances. When identifying appro-
priate safeguards to apply, one safeguard may eliminate or reduce
multiple threats. In some cases, the member should apply multi-
ple safeguards to eliminate or reduce one threat to an acceptable
level. In other cases, an identified threat may be so significant
that no safeguards will eliminate the threat or reduce it to an
acceptable level, or the member will be unable to implement effec-
tive safeguards. Under such circumstances, providing the specific
professional services would compromise the member's compliance
with the rules, and the member should determine whether to de-
cline or discontinue the professional services or resign from the
engagement.
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Threats
.08 Many threats fall into one or more of the following seven broad cate-

gories: adverse interest, advocacy, familiarity, management participation, self-
interest, self-review, and undue influence.

.09 Examples of threats associated with a specific relationship or circum-
stance are identified in the interpretations of the code. Paragraphs .10–.16 of
this section define and provide examples, which are not all inclusive, of each of
these threat categories.

.10 Adverse interest threat. The threat that a member will not act with
objectivity because the member's interests are opposed to the client's interests.
Examples of adverse interest threats include the following:

a. The client has expressed an intention to commence litigation
against the member.

b. A client or officer, director, or significant shareholder of the client
participates in litigation against the firm.

c. A subrogee asserts a claim against the firm for recovery of insur-
ance payments made to the client.

d. A class action lawsuit is filed against the client and its officers
and directors and the firm and its professional accountants.

.11 Advocacy threat. The threat that a member will promote a client's
interests or position to the point that his or her objectivity or independence is
compromised. Examples of advocacy threats include the following:

a. A member provides forensic accounting services to a client in liti-
gation or a dispute with third parties.

b. A firm acts as an investment adviser for an officer, a director, or a
10 percent shareholder of a client.

c. A firm underwrites or promotes a client's shares.

d. A firm acts as a registered agent for a client.

e. A member endorses a client's services or products.

.12 Familiarity threat. The threat that, due to a long or close relationship
with a client, a member will become too sympathetic to the client's interests or
too accepting of the client's work or product. Examples of familiarity threats
include the following:

a. A member's immediate family or close relative is employed by the
client.

b. A member's close friend is employed by the client.

c. A former partner or professional employee joins the client in a key
position and has knowledge of the firm's policies and practices for
the professional services engagement.

d. Senior personnel have a long association with a client.

e. A member has a significant close business relationship with an
officer, a director, or a 10 percent shareholder of a client.

.13 Management participation threat. The threat that a member will
take on the role of client management or otherwise assume management re-
sponsibilities, such may occur during an engagement to provide nonattest ser-
vices.
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.14 Self-interest threat. The threat that a member could benefit, finan-
cially or otherwise, from an interest in, or relationship with, a client or per-
sons associated with the client. Examples of self-interest threats include the
following:

a. The member has a financial interest in a client, and the outcome
of a professional services engagement may affect the fair value of
that financial interest.

b. The member's spouse enters into employment negotiations with
the client.

c. A firm enters into a contingent fee arrangement for a tax refund
claim that is not a predetermined fee.

d. Excessive reliance exists on revenue from a single client.
.15 Self-review threat. The threat that a member will not appropriately

evaluate the results of a previous judgment made or service performed or su-
pervised by the member or an individual in the member's firm and that the
member will rely on that service in forming a judgment as part of another ser-
vice. Examples of self-review threats include the following:

a. The member relies on the work product of the member's firm.
b. The member performs bookkeeping services for a client.
c. A partner in the member's office was associated with the client as

an employee, an officer, a director, or a contractor.
.16 Undue influence threat. The threat that a member will subordinate

his or her judgment to an individual associated with a client or any relevant
third party due to that individual's reputation or expertise, aggressive or dom-
inant personality, or attempts to coerce or exercise excessive influence over the
member. Examples of undue influence threats include the following:

a. The firm is threatened with dismissal from a client engagement.
b. The client indicates that it will not award additional engagements

to the firm if the firm continues to disagree with the client on an
accounting or tax matter.

c. An individual associated with a client or any relevant third party
threatens to withdraw or terminate a professional service unless
the member reaches certain judgments or conclusions.

Safeguards
.17 Safeguards may partially or completely eliminate a threat or diminish

the potential influence of a threat. The nature and extent of the safeguards ap-
plied will depend on many factors. To be effective, safeguards should eliminate
the threat or reduce it to an acceptable level.

.18 Safeguards that may eliminate a threat or reduce it to an acceptable
level fall into three broad categories:

a. Safeguards created by the profession, legislation, or regulation.
b. Safeguards implemented by the client. It is not possible to rely

solely on safeguards implemented by the client to eliminate or
reduce significant threats to an acceptable level.

c. Safeguards implemented by the firm, including policies and pro-
cedures to implement professional and regulatory requirements.

.19 The effectiveness of a safeguard depends on many factors, including
those listed here:
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a. The facts and circumstances specific to a particular situation
b. The proper identification of threats
c. Whether the safeguard is suitably designed to meet its objectives
d. The party(ies) who will be subject to the safeguard
e. How the safeguard is applied
f. The consistency with which the safeguard is applied
g. Who applies the safeguard
h. How the safeguard interacts with a safeguard from another cate-

gory
i. Whether the client is a public interest entity

.20 Examples of safeguards within each category are presented in the fol-
lowing paragraphs. Because these are only examples and are not intended to
be all inclusive, it is possible that threats may be sufficiently mitigated through
the application of other safeguards not specifically identified herein.

.21 The following are examples of safeguards created by the profession,
legislation, or regulation:

a. Education and training requirements on independence and ethics
rules

b. Continuing education requirements on independence and ethics
c. Professional standards and the threat of discipline
d. External review of a firm's quality control system
e. Legislation establishing prohibitions and requirements for a firm

or a firm's professional employees
f. Competency and experience requirements for professional licen-

sure
g. Professional resources, such as hotlines, for consultation on ethi-

cal issues
.22 Examples of safeguards implemented by the client that would operate

in combination with other safeguards are as follows:

a. The client has personnel with suitable skill, knowledge, or expe-
rience who make managerial decisions about the delivery of pro-
fessional services and makes use of third-party resources for con-
sultation as needed.

b. The tone at the top emphasizes the client's commitment to fair fi-
nancial reporting and compliance with the applicable laws, rules,
regulations, and corporate governance policies.

c. Policies and procedures are in place to achieve fair financial re-
porting and compliance with the applicable laws, rules, regula-
tions, and corporate governance policies.

d. Policies and procedures are in place to address ethical conduct.
e. A governance structure, such as an active audit committee, is in

place to ensure appropriate decision making, oversight, and com-
munications regarding a firm's services.

f. Policies are in place that bar the entity from hiring a firm to pro-
vide services that do not serve the public interest or that would
cause the firm's independence or objectivity to be considered im-
paired.

.23 The following are examples of safeguards implemented by the firm:
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a. Firm leadership that stresses the importance of complying with
the rules and the expectation that engagement teams will act in
the public interest.

b. Policies and procedures that are designed to implement and mon-
itor engagement quality control.

c. Documented policies regarding the identification of threats to
compliance with the rules, the evaluation of the significance of
those threats, and the identification and application of safeguards
that can eliminate identified threats or reduce them to an accept-
able level.

d. Internal policies and procedures that are designed to monitor
compliance with the firm's policies and procedures.

e. Policies and procedures that are designed to identify interests or
relationships between the firm or its partners and professional
staff and the firm's clients.

f. The use of different partners, partner equivalents, and engage-
ment teams from different offices or that report to different su-
pervisors.

g. Training on, and timely communication of, a firm's policies and
procedures and any changes to them for all partners and profes-
sional staff.

h. Policies and procedures that are designed to monitor the firm's,
partner's, or partner equivalent's reliance on revenue from a sin-
gle client and that, if necessary, trigger action to address excessive
reliance.

i. Designation of someone from senior management as the person
responsible for overseeing the adequate functioning of the firm's
quality control system.

j. A means for informing partners and professional staff of attest
clients and related entities from which they must be independent.

k. A disciplinary mechanism that is designed to promote compliance
with policies and procedures.

l. Policies and procedures that are designed to empower staff to
communicate to senior members of the firm any engagement is-
sues that concern them without fear of retribution.

m. Policies and procedures relating to independence and ethics com-
munications with audit committees or others charged with client
governance.

n. Discussion of independence and ethics issues with the audit com-
mittee or others responsible for the client's governance.

o. Disclosures to the audit committee or others responsible for the
client's governance regarding the nature of the services that are
or will be provided and the extent of the fees charged or to be
charged.

p. The involvement of another professional accountant who (a) re-
views the work that is done for a client or (b) otherwise advises
the engagement team. This individual could be someone from out-
side the firm or someone from within the firm who is not otherwise
associated with the engagement.

q. Consultation on engagement issues with an interested third
party, such as a committee of independent directors, a professional
regulatory body, or another professional accountant.
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r. Rotation of senior personnel who are part of the engagement team.
s. Policies and procedures that are designed to ensure that members

of the engagement team do not make or assume responsibility for
management decisions for the client.

t. The involvement of another firm to perform part of the engage-
ment.

u. Having another firm to reperform a nonattest service to the extent
necessary for it to take responsibility for that service.

v. The removal of an individual from an attest engagement team
when that individual's financial interests or relationships pose a
threat to independence or objectivity.

w. A consultation function that is staffed with experts in account-
ing, auditing, independence, ethics, and reporting matters who
can help engagement teams

i. assess issues when guidance is unclear or when the issues
are highly technical or require a great deal of judgment;
and

ii. resist undue pressure from a client when the engagement
team disagrees with the client about such issues.

x. Client acceptance and continuation policies that are designed to
prevent association with clients that pose a threat that is not at
an acceptable level to the member's compliance with the rules.

y. Policies that preclude audit partners or partner equivalents from
being directly compensated for selling nonattest services to the
attest client.

z. Policies and procedures addressing ethical conduct and compli-
ance with laws and regulations. [No prior reference: new content]

Effective Date
.24 Effective December 15, 2015. Early implementation is allowed pro-

vided the member has implemented the revised code.

A nonauthoritative Conceptual Framework Toolkit for Members in Public
Practice is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/DownloadableDocuments/ToolkitsandAids/ConceptualFramework
ToolkitForMembersInPublicPractice.docm.

1.000.020 Ethical Conflicts
.01 An ethical conflict arises when a member encounters one or both of the

following:

a. Obstacles to following an appropriate course of action due to in-
ternal or external pressures

b. Conflicts in applying relevant professional standards or legal
standards

For example, a member suspects a fraud may have occurred, but reporting the
suspected fraud would violate the member's responsibility to maintain client
confidentiality.

.02 Once an ethical conflict is encountered, a member may be required
to take steps to best achieve compliance with the rules and law. In weighing
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alternative courses of action, the member should consider factors such as the
following:

a. Relevant facts and circumstances, including applicable rules,
laws, or regulations

b. Ethical issues involved
c. Established internal procedures

.03 The member should also be prepared to justify any departures that
the member believes were appropriate in applying the relevant rules and law.
If the member was unable to resolve the conflict in a way that permitted com-
pliance with the applicable rules and law, the member may have to address the
consequences of any violations.

.04 Before pursuing a course of action, the member should consider con-
sulting with appropriate persons within the firm or the organization that em-
ploys the member.

.05 If a member decides not to consult with appropriate persons within
the firm or the organization that employs the member and the conflict remains
unresolved after pursuing the selected course of action, the member should con-
sider either consulting with other individuals for help in reaching a resolution
or obtaining advice from an appropriate professional body or legal counsel. The
member also should consider documenting the substance of the issue, the par-
ties with whom the issue was discussed, details of any discussions held, and
any decisions made concerning the issue.

.06 If the ethical conflict remains unresolved, the member will in all like-
lihood be in violation of one or more rules if he or she remains associated with
the matter creating the conflict. Accordingly, the member should consider his
or her continuing relationship with the engagement team, specific assignment,
client, firm, or employer. [No prior reference: new content.]

Effective Date
.07 Effective December 15, 2014.

1.100 Integrity and Objectivity

1.100.001 Integrity and Objectivity Rule
.01 In the performance of any professional service, a member shall main-

tain objectivity and integrity, shall be free of conflicts of interest, and shall not
knowingly misrepresent facts or subordinate his or her judgment to others.
[Prior reference: paragraph .01 of ET section 102]

Interpretations Under the Integrity and Objectivity Rule

1.100.005 Application of the Conceptual Framework for Mem-
bers in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Integrity and Objectivity
Rule" [1.100.001] that addresses a particular relationship or circumstance, a
member should apply the "Conceptual Framework for Members in Public Prac-
tice" [1.000.010].

.02 A member would be considered in violation of the "Integrity and Objec-
tivity Rule" [1.100.001] if the member cannot demonstrate that safeguards were
applied that eliminated or reduced significant threats to an acceptable level.
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.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the member
encounters obstacles to following an appropriate course of action. Such obsta-
cles may be due to internal or external pressures or to conflicts in applying rel-
evant professional or legal standards, or both. [No prior reference: new content]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015 and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.110 Conflicts of Interest

1.110.010 Conflicts of Interest for Members in Public Practice
.01 A member or his or her firm may be faced with a conflict of interest

when performing a professional service. In determining whether a professional
service, relationship or matter would result in a conflict of interest, a member
should use professional judgment, taking into account whether a reasonable
and informed third party who is aware of the relevant information would con-
clude that a conflict of interest exists.

.02 A conflict of interest creates adverse interest and self-interest
threats to the member's compliance with the "Integrity and Objectivity Rule"
[1.100.001]. For example, threats may be created when

a. the member or the member's firm provides a professional service
related to a particular matter involving two or more clients whose
interests with respect to that matter are in conflict, or

b. the interests of the member or the member's firm with respect
to a particular matter and the interests of the client for whom
the member or the member's firm provides a professional service
related to that matter are in conflict.

.03 Certain professional engagements, such as audits, reviews and other
attest services require independence. Independence impairments under the "In-
dependence Rule" [1.200.001], its interpretations, and rulings cannot be elim-
inated by the safeguards provided in this interpretation or by disclosure and
consent.

.04 The following are examples of situations in which conflicts of interest
may arise:

a. Providing corporate finance services to a client seeking to acquire
an audit client of the firm, when the firm has obtained confidential
information during the course of the audit that may be relevant
to the transaction

b. Advising two clients at the same time who are competing to ac-
quire the same company when the advice might be relevant to the
parties' competitive positions

c. Providing services to both a vendor and a purchaser who are
clients of the firm in relation to the same transaction

d. Preparing valuations of assets for two clients who are in an ad-
versarial position with respect to the same assets

e. Representing two clients at the same time regarding the same
matter who are in a legal dispute with each other, such as during
divorce proceedings or the dissolution of a partnership
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f. Providing a report for a licensor on royalties due under a license
agreement while at the same time advising the licensee of the
correctness of the amounts payable under the same license agree-
ment

g. Advising a client to invest in a business in which, for example, the
immediate family member of the member has a financial interest
in the business

h. Providing strategic advice to a client on its competitive position
while having a joint venture or similar interest with a competitor
of the client

i. Advising a client on the acquisition of a business which the firm
is also interested in acquiring

j. Advising a client on the purchase of a product or service while
having a royalty or commission agreement with one of the poten-
tial vendors of that product or service

k. Providing forensic investigation services to a client for the pur-
pose of evaluating or supporting contemplated litigation against
another client of the firm

l. Providing tax or personal financial planning services for several
members of a family whom the member knows to have opposing
interests

m. Referring a personal financial planning or tax client to an insur-
ance broker or other service provider, which refers clients to the
member under an exclusive arrangement

n. A client asks the member to provide tax or personal financial plan-
ning services to its executives, and the services could result in the
member recommending to the executives actions that may be ad-
verse to the company. [Prior reference: paragraphs .198–.199 of
ET section 191]

o. A member serves as a director or an officer of a local United Way or
similar organization that operates as a federated fund-raising or-
ganization from which local charities receive funds. Some of those
charities are clients of the member's firm. [Prior reference: para-
graphs .186–.187 of ET section 191]

p. A member who is an officer, a director, or a shareholder of an entity
has significant influence over the entity, and that entity has a loan
to or from a client of the firm. [Prior reference: paragraphs .220–
.221 of ET section 191]

Identification of a Conflict of Interest
.05 Before accepting a new client relationship, engagement, or business

relationship, a member should take reasonable steps to identify circumstances
that might create a conflict of interest including identification of

a. the nature of the relevant interests and relationships between the
parties involved and

b. the nature of the service and its implication for relevant parties.
.06 The nature of the relevant interests and relationships and the services

may change during the course of the engagement. This is particularly true when
a member is asked to conduct an engagement for a client in a situation that
may become adversarial with respect to another client or the member or mem-
ber's firm, even though the parties who engage the member may not initially
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be involved in a dispute. A member should remain alert to such changes for the
purpose of identifying circumstances that might create a conflict of interest.

.07 For the purpose of identifying interests and relationships that might
create a conflict of interest, having an effective conflict identification process
assists a member in identifying actual or potential conflicts of interest that
may create significant threats to compliance with the "Integrity and Objectiv-
ity Rule" [1.100.001] prior to determining whether to accept an engagement
and throughout an engagement. This includes matters identified by external
parties, for example clients or potential clients. The earlier an actual or poten-
tial conflict of interest is identified, the greater the likelihood of a member being
able to apply safeguards to eliminate or reduce significant threats to an accept-
able level. The process to identify actual or potential conflicts of interest will
depend on such factors as

a. the nature of the professional services provided,
b. the size of the firm,
c. the size and nature of the client base, and
d. the structure of the firm, for example the number and geographic

location of offices.
.08 If the firm is a member of a network, the member is not required to take

specific steps to identify conflicts of interest of other network firms; however, if
the member knows or has reason to believe that such conflicts of interest may
exist or might arise due to interests and relationships of a network firm, the
member should evaluate the significance of the threat created by such conflicts
of interest as described below.

Evaluation of a Conflict of Interest
.09 When an actual conflict of interest has been identified, the member

should evaluate the significance of the threat created by the conflict of interest
to determine if the threat is at an acceptable level. Members should consider
both qualitative and quantitative factors when evaluating the significance of
the threat, including the extent to which existing safeguards already reduce
the threat to an acceptable level. In evaluating the significance of an identified
threat, members should consider both of the following:

a. The significance of relevant interests or relationships.
b. The significance of the threats created by performing the profes-

sional service or services. In general, the more direct the connec-
tion between the professional service and the matter on which the
parties' interests are in conflict, the more significant the threat to
compliance with the rule will be.

.10 If the member concludes that the threat is not at an acceptable level,
the member should apply safeguards to eliminate the threat or reduce it to an
acceptable level. Examples of safeguards include the following:

a. Implementing mechanisms to prevent unauthorized disclosure of
confidential information when performing professional services
related to a particular matter for two or more clients whose inter-
ests with respect to that matter are in conflict. This could include

i. using separate engagement teams who are provided with
clear policies and procedures on maintaining confidential-
ity;

ii. creating separate areas of practice for specialty functions
within the firm, which may act as a barrier to the passing
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of confidential client information from one practice area to
another within a firm;

iii. establishing policies and procedures to limit access to
client files, the use of confidentiality agreements signed by
employees and partners of the firm and the physical and
electronic separation of confidential information.

b. Regularly reviewing the application of safeguards by a senior in-
dividual not involved with the client engagement or engagements.

c. Having a member of the firm who is not involved in providing
the service or otherwise affected by the conflict, review the work
performed to assess whether the key judgments and conclusions
are appropriate.

d. Consulting with third parties, such as a professional body, legal
counsel, or another professional accountant.

.11 In cases where an identified threat may be so significant that no safe-
guards will eliminate the threat or reduce it to an acceptable level, or the mem-
ber is unable to implement effective safeguards, the member should (a) decline
to perform or discontinue the professional services that would result in the con-
flict of interest; or (b) terminate the relevant relationships or dispose of the
relevant interests to eliminate the threat or reduce it to an acceptable level.

Disclosure of a Conflict of Interest and Consent
.12 When a conflict of interest exists, the member should disclose the na-

ture of the conflict of interest to clients and other appropriate parties affected
by the conflict and obtain their consent to perform the professional services. The
member should disclose the conflict of interest and obtain consent even if the
member concludes that threats are at an acceptable level.

.13 Disclosure and consent may take different forms. The following are
examples:

a. General disclosure to clients of circumstances in which the mem-
ber, in keeping with common commercial practice, does not pro-
vide services exclusively for any one client (for example, in a par-
ticular service in a particular market sector) in order for the client
to provide general consent accordingly. Such disclosure might be
made in a member's standard terms and conditions for the en-
gagement.

b. Specific disclosure to affected clients of the circumstances of the
particular conflict including an explanation of the situation and
any planned safeguards, sufficient to enable the client to make
an informed decision with respect to the matter and to provide
specific consent.

.14 The member should determine whether the nature and significance
of the conflict of interest is such that specific disclosure and specific consent
are necessary, as opposed to general disclosure and general consent. For this
purpose, the member should exercise professional judgment in evaluating the
circumstances that create a conflict of interest, including the parties that might
be affected, the nature of the issues that might arise and the potential for the
particular matter to develop in an unexpected manner.

.15 When a member has requested specific consent from a client and that
consent has been refused by the client, the member should (a) decline to perform
or discontinue professional services that would result in the conflict of interest;
or (b) terminate the relevant relationships or dispose of the relevant interests
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to eliminate the threat or reduce it to an acceptable level, such that consent can
be obtained, after applying any additional safeguards, if necessary.

.16 The member is encouraged to document the nature of the circum-
stances giving rise to the conflict of interest, the safeguards applied to eliminate
or reduce the threats to an acceptable level, and the consent obtained.

.17 When addressing conflicts of interest, including making disclosures
and seeking guidance of third parties, a member should remain alert to the re-
quirements of the "Confidential Client Information Rule" [1.700.001] and the
"Confidential Information Obtained From Employment or Volunteer Activities"
interpretation [1.400.070] of the "Acts Discreditable Rule" [1.400.001]. In addi-
tion, federal, state, or local statutes, or regulations concerning confidentiality
of client information may be more restrictive than the requirements contained
in the Code of Professional Conduct.

.18 When practicing before the IRS or other taxing authorities, members
should ensure compliance with any requirements that are more restrictive. For
example, Treasury Department Circular No. 230, Regulations Governing Prac-
tice before the Internal Revenue Service, provides more restrictive requirements
concerning written consent by the client when a conflict of interest exists.

[See Revision History Table.]

A nonauthoritative question and answer regarding independent contractors
retained by the firm who are simultaneously employed or associated with
an attest client is available in the FAQ at www.aicpa.org/InterestAreas/
ProfessionalEthics/Resources/Tools/DownloadableDocuments/Ethics-
General-FAQs.pdf.

1.110.020 Director Positions
.01 When a member serves as a director of an entity, such as a bank, the

member's fiduciary responsibilities to the entity may create threats to the mem-
ber's compliance with the "Integrity and Objectivity Rule" [1.100.001] and the
"Confidential Client Information Rule" [1.700.001]. For example, an adverse in-
terest threat to the member's objectivity may exist if the member's clients are
customers of the entity or likely to engage in significant transactions with the
entity. A member's general knowledge and experience may be very helpful to
an entity in formulating policies and making business decisions. Nevertheless,
if the member's clients are likely to engage in significant transactions with the
entity, it would be more appropriate for the member to serve as a consultant
to the board. Under such an arrangement, the member could limit activities to
those that do not threaten the member's compliance with these rules. If, how-
ever, the member serves as a board member, the member should evaluate the
significance of any threats and apply safeguards, when necessary, to eliminate
or reduce the threats to an acceptable level.

.02 Refer to the "Disclosing Client Information in Director Positions" inter-
pretation [1.700.080] of the "Confidential Client Information Rule" [1.700.001]
for additional guidance. [Prior reference: paragraphs .170–.171 of ET section
191]

Effective Date
.03 This revised interpretation is effective December 15, 2014.
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1.120 Gifts and Entertainment

1.120.010 Offering or Accepting Gifts or Entertainment
.01 For purposes of this interpretation, a client includes the client, an

individual in a key position with the client, or an individual owning 10 per-
cent or more of the client's outstanding equity securities or other ownership
interests.

.02 When a member offers to a client or accepts gifts or entertainment from
a client, self-interest, familiarity, or undue influence threatsto the member's
compliance with the "Integrity and Objectivity Rule" [1.100.001] may exist.

.03 Threats to compliance with the "Integrity and Objectivity Rule"
[1.100.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards and the member would be
presumed to lack integrity in violation of the "Integrity and Objectivity Rule"
in the following circumstances:

a. The member offers to a client or accepts gifts or entertainment
from a client that violate the member's or client's policies or ap-
plicable laws, rules, and regulations; and

b. The member knows of the violation or demonstrates recklessness
in not knowing.

.04 A member should evaluate the significance of any threats to determine
if they are at an acceptable level. Threats are at an acceptable level when gifts or
entertainment are reasonable in the circumstances. The member should exer-
cise judgment in determining whether gifts or entertainment would be consid-
ered reasonable in the circumstances. The following are examples of relevant
facts and circumstances:

a. The nature of the gift or entertainment

b. The occasion giving rise to the gift or entertainment

c. The cost or value of the gift or entertainment

d. The nature, frequency, and value of other gifts and entertainment
offered or accepted

e. Whether the entertainment was associated with the active con-
duct of business directly before, during, or after the entertainment

f. Whether other clients also participated in the entertainment

g. The individuals from the client and member's firm who partici-
pated in the entertainment

.05 Threats to compliance with the "Integrity and Objectivity Rule"
[1.100.001] would not be at an acceptable level and could not be reduced to
an acceptable level through the application of safeguards if a member offers
to a client or accepts gifts or entertainment from a client that is not reason-
able in the circumstances. The member would be presumed to lack objectiv-
ity in violation of the "Integrity and Objectivity Rule" under these circum-
stances.

.06 Refer to the "Offering or Accepting Gifts or Entertainment" interpreta-
tion [1.285.010] of the "Independence Rule" [1.200.001] for additional guidance.
[Prior reference: paragraphs .226–.227 of ET section 191]
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A nonauthoritative basis-for-conclusions document summarizing consid-
erations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Gifts_Basis_Document.pdf.

A nonauthoritative question and answer regarding campaign contri-
butions is available at the following address. The subject is member
contributions made to the campaign of an individual who holds a key
position with or has a financial interest in an attest client. www.aicpa
.org/InterestAreas/ProfessionalEthics/Resources/Tools/Downloadable
Documents/Ethics-General-FAQs.pdf.

1.130 Preparing and Reporting Information

1.130.010 Knowing Misrepresentations in the Preparation of Financial
Statements or Records

.01 Threats to compliance with the "Integrity and Objectivity Rule"
[1.100.001] would not be at an acceptable level and could not be reduced to an
acceptable level by the application of safeguards and the member would be con-
sidered to have knowingly misrepresented facts in violation of the "Integrity
and Objectivity Rule," if the member

a. makes, or permits or directs another to make, materially false and
misleading entries in an entity's financial statements or records;

b. fails to correct an entity's financial statements or records that are
materially false and misleading when the member has the author-
ity to record the entries; or

c. signs, or permits or directs another to sign, a document contain-
ing materially false and misleading information. [Prior reference:
paragraph .02 of ET section 102]

1.130.020 Subordination of Judgment
.01 The "Integrity and Objectivity Rule" [1.100.001] prohibits a member

from knowingly misrepresenting facts or subordinating his or her judgment
when performing professional services for a client, for an employer, or on a vol-
unteer basis. This interpretation addresses differences of opinion between a
member and his or her supervisor or any other person within the member's
organization.

.02 Self-interest, familiarity, and undue influence threats to the member's
compliance with the "Integrity and Objectivity Rule" [1.100.001] may exist
when a member and his or her supervisor or any other person within the mem-
ber's organization have a difference of opinion relating to the application of
accounting principles; auditing standards; or other relevant professional stan-
dards, including standards applicable to tax and consulting services or appli-
cable laws or regulations.

.03 A member should evaluate the significance of any threats to determine
if they are at an acceptable level. Threats are at an acceptable level if the member
concludes that the position taken does not result in a material misrepresenta-
tion of fact or a violation of applicable laws or regulations. If threats are not
at an acceptable level, the member should apply the safeguards in paragraphs
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.06–.08 to eliminate or reduce the threat(s) to an acceptable level so that the
member does not subordinate his or her judgment.

.04 In evaluating the significance of any identified threats, the member
should determine, after appropriate research or consultation, whether the re-
sult of the position taken by the supervisor or other person

a. fails to comply with professional standards, when applicable;

b. creates a material misrepresentation of fact; or

c. may violate applicable laws or regulations.

.05 If the member concludes that threats are at an acceptable level the
member should discuss his or her conclusions with the person taking the po-
sition. No further action would be needed under this interpretation.

.06 If the member concludes that the position results in a material misrep-
resentation of fact or a violation of applicable laws or regulations, then threats
would not be at an acceptable level. In such circumstances, the member should
discuss his or her concerns with the supervisor.

.07 If the difference of opinion is not resolved after discussing the concerns
with the supervisor, the member should discuss his or her concerns with the ap-
propriate higher level(s) of management within the member's organization (for
example, the supervisor's immediate superior, senior management, and those
charged with governance).

.08 If after discussing the concerns with the supervisor and appropriate
higher level(s) of management within the member's organization, the member
concludes that appropriate action was not taken, then the member should con-
sider, in no specific order, the following safeguards to ensure that threats to the
member's compliance with the "Integrity and Objectivity Rule" [1.100.001] are
eliminated or reduced to an acceptable level:

a. Determine whether the organization's internal policies and proce-
dures have any additional requirements for reporting differences
of opinion.

b. Determine whether he or she is responsible for communicating to
third parties, such as regulatory authorities or the organization's
(former organization's) external accountant. In considering such
communications, the member should be cognizant of his or her
obligations under the "Confidential Information Obtained From
Employment or Volunteer Activities" interpretation [1.400.070]
of the "Acts Discreditable Rule" [1.400.001].

c. Consult with his or her legal counsel regarding his or her respon-
sibilities.

d. Document his or her understanding of the facts, the account-
ing principles, auditing standards, or other relevant professional
standards involved or applicable laws or regulations and the con-
versations and parties with whom these matters were discussed.

.09 If the member concludes that no safeguards can eliminate or reduce the
threats to an acceptable level or if the member concludes that appropriate action
was not taken, then he or she should consider the continuing relationship with
the member's organization and take appropriate steps to eliminate his or her
exposure to subordination of judgment.

.10 Nothing in this interpretation precludes a member from resigning from
the organization at any time. However, resignation may not relieve the member
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of responsibilities in the situation, including any responsibility to disclose con-
cerns to third parties, such as regulatory authorities or the employer's (former
employer's) external accountant.

.11 A member should use professional judgment and apply similar safe-
guards, as appropriate, to other situations involving a difference of opinion as
described in this interpretation so that the member does not subordinate his or
her judgment. [Prior reference: paragraph .05 of ET section 102]

1.140 Client Advocacy

1.140.010 Client Advocacy
.01 An advocacy threat to compliance with the "Integrity and Objectivity

Rule" [1.100.001] may exist when a member or the member's firm is engaged
to perform nonattest services, such as tax and consulting services, that involve
acting as an advocate for the client or to support a client's position on accounting
or financial reporting issues either within the firm or outside the firm with
standard setters, regulators, or others.

.02 The code governs these types of professional services, and the member
shall perform such services in compliance with the "General Standards Rule"
[1.300.001], the "Compliance With Standards Rule" [1.310.001], the "Account-
ing Principles Rule" [1.320.001], and any interpretations thereof. The member
shall also comply with the "Integrity and Objectivity Rule" [1.100.001] that re-
quires maintaining objectivity and integrity and prohibits subordinating one's
judgment to others.

.03 Some professional services involving client advocacy may stretch the
bounds of performance standards, go beyond sound and reasonable profes-
sional practice, or compromise credibility, thereby creating threats to the mem-
ber's compliance with the rules and damaging the reputation of the member
and the member's firm. If such circumstances exist, the member and member's
firm should determine whether it is appropriate to perform the professional
services.

.04 When performing professional services requiring independence, a mem-
ber shall also comply with the "Independence Rule" [1.200.001]. [Prior refer-
ence: paragraph .07 of ET section 102]

1.150 Use of a Third-Party Service Provider

1.150.040 Use of a Third-Party Service Provider
.01 When a member uses a third-party service provider to assist the mem-

ber in providing professional services, threats to compliance with the "Integrity
and Objectivity Rule" [1.100.001] may exist.

.02 Clients might not have an expectation that a member would use a
third-party service provider to assist the member in providing the professional
services. Therefore, before disclosing confidential client information to a third-
party service provider, the member should inform the client, preferably in writ-
ing, that the member may use a third-party service provider. If the client objects
to the member's use of a third-party service provider, the member either should
not use the third-party service provider to perform the professional services or
should decline to perform the engagement.
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.03 A member is not required to inform the client when he or she uses a
third-party service provider to provide administrative support services to the
member (for example, record storage, software application hosting, or autho-
rized e-file tax transmittal services).

.04 Refer to the "Use of a Third-Party Service Provider" interpretation
[1.300.040] of the "General Standards Rule" [1.300.001] and the "Disclosing
Information to a Third-Party Service Provider" interpretation [1.700.040] of
the "Confidential Client Information Rule" [1.700.001] for additional guidance.
[Prior reference: paragraphs .224–.225 of ET section 191]

A nonauthoritative basis for conclusions document that summarizes con-
siderations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsOutsourcing
.pdf.

In addition, nonauthoritative sample client disclosure language a member
could use to fulfill the requirement discussed in this interpretation is also
available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
Tools/DownloadableDocuments/Sample_Disclosure_Notification.pdf.

1.200 Independence

1.200.001 Independence Rule
.01 A member in public practice shall be independent in the performance

of professional services as required by standards promulgated by bodies desig-
nated by Council. [Prior reference: paragraph .01 of ET section 101]

Interpretations Under the Independence Rule

1.200.005 Application of the Conceptual Framework for Inde-
pendence and Ethical Conflicts

.01 In the absence of an interpretation of the "Independence Rule"
[1.200.001] that addresses a particular relationship or circumstance, a mem-
ber should apply the "Conceptual Framework for Independence" interpretation
[1.210.010].

.02 A member would be considered in violation of the "Independence Rule"
[1.200.001] if the member cannot demonstrate that safeguards were applied
that eliminated or reduced significant threats to an acceptable level. [Prior ref-
erence: "Other Considerations" section of paragraph .02 of ET section 101]

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the member
encounters obstacles to following an appropriate course of action. Such obsta-
cles may be due to internal or external pressures or to conflicts in applying
relevant professional or legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraph .03 is effective December 15, 2014.
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1.210 Conceptual Framework Approach

1.210.010 Conceptual Framework for Independence

Introduction
.01 It is impossible to enumerate all relationships or circumstances in

which the appearance of independence might be questioned. Thus, in the
absence of an independence interpretation that addresses a particular rela-
tionship or circumstance, a member should evaluate whether that relation-
ship or circumstance would lead a reasonable and informed third party who
is aware of the relevant information to conclude that there is a threat to either
the member's or firm's independence, or both, that is not at an acceptable level.
When making that evaluation, a member should apply the conceptual frame-
work approach as outlined in this interpretation to analyze independence mat-
ters. A member may also wish to consider the conceptual framework approach
described in this interpretation to gain a better understanding of the conclu-
sions reached in other interpretations in ET section 1.200, "Independence."
[Prior reference: "Other Considerations" section of paragraph .02 of ET sec-
tion 101]

.02 The code specifies that in some circumstances no safeguards can reduce
an independence threat to an acceptable level. For example, the code specifies
that a covered member may not own even an immaterial direct financial inter-
est in an attest client because there is no safeguard to reduce the self-interest
threat to an acceptable level. A member may not use the conceptual framework
to overcome this prohibition or any other prohibition or requirement in an in-
dependence interpretation.

Definitions Used in Applying the Conceptual Framework for Indepen-
dence

.03 Acceptable level. A level at which a reasonable and informed third
party who is aware of the relevant information would be expected to conclude
that a member's independence is not impaired.

.04 Impair(ed). In connection with independence, to effectively extinguish
independence. When a member's independence is impaired, the member is not
independent.

.05 Safeguards. Actions or other measures that may eliminate a threat
or reduce a threat to an acceptable level.

.06 Threats. Relationships or circumstances that could impair indepen-
dence.

Conceptual Framework Approach
.07 The conceptual framework approach entails identifying threats and

evaluating the threat that the member would not be independent or would be
perceived by a reasonable and informed third party who is aware of the rel-
evant information as not being independent. The member must eliminate or
reduce that threat to an acceptable level to conclude that the member is inde-
pendent. Threats are at an acceptable level either because of the types of threats
and their potential effect or because safeguards have eliminated or reduced
the threat, so that a reasonable and informed third party who is aware of the
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relevant information would perceive that the member's professional judgment
is not compromised.

.08 Refer to paragraph .07 of the "Conceptual Framework for Members
in Public Practice" [1.000.010.07] for a detailed description of the conceptual
framework approach. [Prior reference: ET section 100-1]

Documentation
.09 When the member applies safeguards to eliminate or reduce signifi-

cant threats to an acceptable level, as described in paragraph .07c of the "Con-
ceptual Framework for Members in Public Practice" [1.000.010.07], the mem-
ber should document the identified threats and safeguards applied. Failure to
prepare the required documentation would be considered a violation of the
"Compliance With Standards Rule" [1.310.001] rather than the "Independence
Rule" [1.200.001] if the member can demonstrate that safeguards were applied
that eliminated or reduced significant threats to an acceptable level. [Prior ref-
erence: "Other Considerations" section of paragraph .02 of ET section 101]

Threats
.10 Many different relationships or circumstances (or combinations of re-

lationships or circumstances) can create threats to compliance with the "Inde-
pendence Rule" [1.200.001]. It is impossible to identify every relationship or
circumstance that creates a threat. Many threats fall into one or more of the
following seven broad categories: adverse interest, advocacy, familiarity, man-
agement participation, self-interest, self-review, and undue influence.

.11 Examples of threats associated with a specific relationship or circum-
stance are identified in the interpretations of the code. Paragraphs .12–.18 in
this section define and provide examples, which are not all inclusive, of each of
these threat categories. In certain circumstances, the code specifies that because
of the type of threat and its potential effect, either no safeguards can eliminate
or reduce the threat to an acceptable level, or a member would need to apply
specific safeguards to eliminate or reduce an independence threat to an accept-
able level. When independence interpretations in the code address one of these
examples, a specific reference to the independence interpretation is provided in
brackets after that example. If an example does not contain a specific refer-
ence to an independence interpretation , a member should use this "Conceptual
Framework for Independence" interpretation to evaluate whether a threat is
significant.

.12 Adverse interest threat. The threat that a member will not act with ob-
jectivity because the member's interests are in opposition to the interests of
an attest client. An example is either the attest client or the member commenc-
ing litigation against the other or expressing the intent to commence litigation.
[1.290.010]

.13 Advocacy threat. The threat that a member will promote an attest
client's interests or position to the point that his or her independence is com-
promised. Examples of advocacy threats include the following:

a. A member promotes the attest client's securities as part of an ini-
tial public offering. [1.295.130]

b. A member provides expert witness services to an attest client.
[1.295.140]

c. A member represents an attest client in U.S. tax court or other
public forum. [1.295.160]
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.14 Familiarity threat. The threat that, because of a long or close relation-
ship with an attest client, a member will become too sympathetic to the attest
client's interests or too accepting of the attest client's work or product. Examples
of familiarity threats include the following:

a. A member of the attest engagement team has an immediate family
member or close relative in a key position at the attest client, such
as the attest client's CEO. [1.270.020 and 1.270.100]

b. A partner or partner equivalent of the firm has been a member of
the attest engagement team for a prolonged period.

c. A member of the firm has recently been a director or an officer of
the attest client. [1.277.010]

d. A member of the attest engagement team has a close friend who is
in a key position at the attest client.

.15 Management participation threat. The threat that a member will take
on the role of attest client management or otherwise assume management
responsibilities for an attest client. Examples of management participation
threats include the following:

a. A member serves as an officer or a director of the attest client.
[1.275.005]

b. A member accepts responsibility for designing, implementing, or
maintaining internal controls for the attest client. [1.295.030]

c. A member hires, supervises, or terminates the attest client's em-
ployees. [1.295.135]

.16 Self-interest threat. The threat that a member could benefit, financially
or otherwise, from an interest in, or relationship with, an attest client or persons
associated with the attest client. Examples of self-interest threats include the
following:

a. A member has a direct financial interest or material indirect fi-
nancial interest in the attest client. [1.240.010]

b. A member has a loan from the attest client, an officer or a director
of the attest client, or an individual who owns 10 percent or more
of the attest client's outstanding equity securities. [1.260.010]

c. A member or his or her firm relies excessively on revenue from a
single attest client.

d. A member or member's firm has a material joint venture or other
material joint business arrangement with the attest client. [1.265]

.17 Self-review threat. The threat that a member will not appropriately
evaluate the results of a previous judgment made, or service performed or su-
pervised by the member or an individual in the member's firm and that the
member will rely on that service in forming a judgment as part of an attest
engagement. Certain self-review threats, such as preparing source documents
used to generate the attest client's financial statements [1.295.120], pose such
a significant self-review threat that no safeguards can eliminate or reduce the
threats to an acceptable level.

.18 Undue influence threat. The threat that a member will subordinate his
or her judgment to that of an individual associated with an attest client or any
relevant third party due to that individual's reputation or expertise, aggressive
or dominant personality, or attempts to coerce or exercise excessive influence
over the member. Examples of undue influence threats include the following:

a. Management threatens to replace the member or member's firm
over a disagreement on the application of an accounting principle.
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b. Management pressures the member to reduce necessary audit
procedures in order to reduce audit fees.

c. The member receives a gift from the attest client, its management,
or its significant shareholders. [1.285.010]

Safeguards
.19 Safeguards may partially or completely eliminate a threat or diminish

the potential influence of a threat. The nature and extent of the safeguards
applied will depend on many factors, including the size of the firm and whether
the attest client is a public interest entity. To be effective, safeguards should
eliminate the threat or reduce it to an acceptable level.

.20 The following are three broad categories of safeguards:

a. Safeguards created by the profession, legislation, or regulation.

b. Safeguards implemented by the attest client. It is not possible to
rely solely on safeguards implemented by the attest client to elim-
inate or reduce significant threats to an acceptable level.

c. Safeguards implemented by the firm, including policies and pro-
cedures to implement professional and regulatory requirements.

.21 The effectiveness of a safeguard depends on many factors, including
those listed here:

a. The facts and circumstances specific to a particular situation

b. The proper identification of threats

c. Whether the safeguard is suitably designed to meet its objectives

d. The party(ies) that will be subject to the safeguard

e. How the safeguard is applied

f. The consistency with which the safeguard is applied

g. Who applies the safeguard

h. How the safeguard interacts with a safeguard from another cate-
gory

i. Whether the attest client is a public interest entity

.22 Examples of various safeguards within each category are presented in
paragraphs .21–.23 of the "Conceptual Framework for Members in Public Prac-
tice" [1.000.010]. The examples presented in these paragraphs are not intended
to be all inclusive. In addition, threats may be sufficiently mitigated through the
application of other safeguards not specifically identified in these paragraphs.
[Prior reference: ET section 100-1]

Effective Date
.23 The addition of partner equivalents to paragraph .14b is effective for

engagements covering periods beginning on or after December 15, 2014.

A nonauthoritative Conceptual Framework Toolkit for Independence is
available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
DownloadableDocuments/ToolkitsandAids/
ConceptualFrameworkToolkitForIndependence.docm.
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1.220 Accounting Firms

A nonauthoritative question and answer regarding letter of intent to
purchase practice is available in the Ethics FAQ at www.aicpa.org/Interest
Areas/ProfessionalEthics/Resources/Tools/DownloadableDocuments/Ethics-
General-FAQs.pdf.

1.220.010 Network and Network Firms

General
.01 To enhance their capabilities to provide professional services, firms fre-

quently join larger groups, which typically are membership associations that
are separate legal entities and otherwise unrelated to their members. The as-
sociations facilitate their members' use of association services and resources.
They do not themselves typically engage in public practice or provide profes-
sional services to their members' clients or other third parties.

.02 Firms and other entities in the association cooperate with the firms
and other entities that are members of the association to enhance their capabil-
ities to provide professional services. For example, a firm may become a member
of an association in order to refer work to, or receive referrals from, other asso-
ciation members. That characteristic alone would not be sufficient for the asso-
ciation to constitute a network or for the firm to be considered a network firm.

.03 However, an association would be considered a network if, in addition
to cooperation among member firms and other entities to enhance their capa-
bilities to provide professional services, member firms and other entities share
one or more additional characteristics described in paragraphs .07–.18 of this
section. If an association is considered a network and an entity is considered a
network firm the classification should be applied consistently by all members of
the association. When determining if one or more additional characteristics ex-
ist, members should give due consideration to what a reasonable and informed
third party who is aware of the relevant information would be expected to con-
clude.

.04 A network firm is required to comply with the "Independence Rule"
[1.200.001] with respect to the financial statement audit and review clients of
the other network firms if the use of the audit or review report for the client is
not restricted, as defined by professional standards. For all other attest clients,
the covered member should consider any threats that the covered member knows
or has reason to believe may be created by another network firm's interests and
relationships. If those threats are not at an acceptable level, the covered member
should apply safeguards to eliminate the threats or reduce them to an accept-
able level. If safeguards cannot be applied to eliminate or reduce the threats
to an acceptable level, independence will be impaired. Entities within the net-
work that meet the definition of a network firm are subject to the "Independence
Rule."

.05 The determination that a firm or other entity or an association of firms
or other entities meets the definition of a network firm and network is solely
for purposes of this interpretation and may not be used or relied upon in any
other context. In particular, determining whether a firm or other entity is a
network firm or whether an association of firms or other entities is a network
for purposes of defining legal responsibilities from one firm to the other or to
third parties is beyond the scope of this interpretation.
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Characteristics of a Network
.06 When an association is formed for the purpose of cooperating to en-

hance the firms' capabilities to provide professional services, and one of the
characteristics described in paragraphs .07–.18 of this section also applies, the
association is considered to be a network.

.07 Sharing a common brand name. This characteristic exists when the
association's members or entities controlled by the association's members share
the use of a common brand name or share common initials as part of the firm
name.

.08 A firm that does not use a common brand name as part of its firm name
but makes reference in its stationery or promotional materials to being a mem-
ber of an association of firms should carefully consider how it describes that
membership and take steps to avoid the perception that it belongs to a network.
The firm may wish to avoid such perception by clearly describing the nature of
its membership in the association (for example, by stating on its stationery or
promotional material that it is "an independently owned and operated member
firm of XYZ Association").

.09 Sharing common control. This characteristic exists when entities
within the association are under common control with other firms in the as-
sociation through ownership, management, or other means (for example, by
contract). However, compliance with association requirements as a condition of
membership does not indicate that members are under common control; rather,
it reflects the type of cooperation that is expected when an entity joins the as-
sociation.

.10 Sharing profits or costs. This characteristic exists when entities within
the association share profits or costs. Following are examples of profit and cost
sharing that would not create a network:

a. Sharing immaterial costs

b. Sharing costs related to operating the association

c. Sharing costs related to the development of audit methodologies,
manuals, and training courses

d. Arrangements between a firm and an otherwise unrelated entity
to jointly provide a service or develop a product

.11 Sharing a common business strategy. This characteristic exists when
entities within the association share a common business strategy. Sharing
a common business strategy involves ongoing collaboration among the firms
whereby the firms are responsible for implementing the association's strategy
and held accountable for performance pursuant to that strategy. An entity's
ability to pursue an alternative strategy may be limited by the common busi-
ness strategy because, as a member, it must act in accordance with the common
business strategy and, therefore, in the best interest of the association.

.12 An entity is not considered to be a network firm merely because it co-
operates with another entity solely to market professional services or responds
jointly to a request for a proposal for the provision of a professional service.

.13 Sharing significant professional resources. This characteristic exists
when entities within the association share a significant part of professional
resources. Members should consider both qualitative and quantitative factors
in determining whether the shared professional resources are significant.
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.14 Examples of professional resources include the following:

a. Common systems that enable firms to exchange information, such
as client data, billing, and time records

b. Partners and staff
c. Technical departments to consult on technical or industry-specific

issues, transactions, or events for assurance engagements
d. Audit methodology or audit manuals
e. Training courses and facilities

.15 When shared professional resources involve the exchange of client in-
formation or personnel, such as when staff are drawn from a shared pool or
a common technical department is created within the association to provide
participating firms with technical advice that the firms are required to follow,
a reasonable and informed third party who is aware of the relevant informa-
tion would be expected to conclude that the shared professional resources are
significant.

.16 When the entities within the association do not share a significant
amount of human resources (for example, a firm occasionally uses personnel of
another member firm to assist with an engagement, such as observing a client's
physical inventory count) or significant client information (for example, client
data, billing, and time records) and have the ability to make independent de-
cisions regarding technical matters, audit methodology, training, and the like,
the entities are not considered to be sharing a significant part of professional
resources.

.17 When the shared professional resources are limited to a common audit
methodology, audit manuals, training courses, or facilities and do not include
a significant amount of human resources or clients or markets, the shared pro-
fessional resources are not considered significant.

.18 Sharing common quality control policies and procedures. This charac-
teristic exists when entities within the association are required to follow com-
mon quality control policies and procedures that the association monitors. Mon-
itoring is the ongoing consideration and evaluation of the firms' systems of qual-
ity control, which enables the association to obtain reasonable assurance that
the firms' systems of quality control are designed appropriately and operating
effectively.

.19 Refer to paragraph .03d of the "Application of the AICPA Code"
[0.200.020] for additional guidance. [Prior reference: paragraph .19 of ET sec-
tion 101]

Nonauthoritative implementation guidance can be found at www.aicpa.org/
InterestAreas/ProfessionalEthics/Resources/Tools/DownloadableDocuments/
Ethics-Division-Network-Firm-Implementation-Guidance.pdf.

Nonauthoritative frequently asked questions (FAQ) and case studies can be
found at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/
DownloadableDocuments/NetworkFirmFAQandCaseStudies.pdf

1.220.020 Alternative Practice Structures
.01 Members practicing public accounting in nontraditional practice struc-

tures (alternative practice structures [APS]) should apply this interpretation
to determine whether they are in compliance with the "Independence Rule"
[1.200.001].
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.02 All such structures must be organized in a form that complies with
applicable laws, rules, and regulations, the "Form of Organization and Name
Rule" [1.800.001] and the related "Alternative Practice Structures" interpreta-
tion [1.810.050] of the "Form of Organization and Name Rule."

.03 For example, in an APS, a substantial piece of the nonattest portion of
a member's practice may be conducted under public or private ownership, and
the attest portion of the practice may be conducted through a separate firm
that the member owns and controls.

Terminology
.04 The following terms are defined solely for the purpose of applying this

interpretation:

a. APS is a form of organization in which a firm that provides attest
services is closely aligned with another public or private organi-
zation that performs other professional services.

b. A covered member includes both employed and leased individuals
who meet the definition of a covered member.

c. The term direct superiors includes those persons so closely asso-
ciated with a partner or manager who is a covered member that
such persons can directly control the partner's or manager's ac-
tivities. For this purpose, a person who can directly control is the
immediate superior of the partner or manager who has the power
to direct the activities of that person so as to be able to directly
or indirectly (for example, through another entity over which the
direct superior can exercise significant influence) derive a benefit
from that person's activities. An example is the person who has
day-to-day responsibility for the activities of the partner or man-
ager and is in a position to recommend promotions and compen-
sation levels. This group of persons is so closely aligned through
direct reporting relationships that their interests seem to be in-
separable.

d. Indirect superiors are not connected with partners and managers
who are covered members through direct reporting relationships;
rather, they are one or more levels above direct superiors of cov-
ered members (that is, there always is a level in between). Gen-
erally, this starts with persons in an organization structure to
whom direct superiors report and go up the line from there. In-
direct superiors also include the immediate family of indirect
superiors.

e. Other public company entities include the public company and all
entities consolidated in the public company financial statements
that are not subject to the "Independence Rule" [1.200.001] and
its interpretations in their entirety.

f. Significant influence is having the ability to exercise significant
influence over the financial, operating, or accounting policies of
the entity by, for example

i. being connected with the entity as a promoter, an under-
writer, a voting trustee, a general partner, or a director;

ii. being in a policy-making position, such as chief executive
officer, chief operating officer, chief financial officer, or chief
accounting officer; or
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iii. meeting the criteria in Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC)
323-10-15 to determine the ability of an investor to exer-
cise such influence with respect to an entity.

APS Model
.05 The APS described in paragraphs .06–.07 in this section and the re-

lated chart provides an example of a structure in use at the time that this in-
terpretation was developed. Many of the references in this interpretation are
to the example, but members should apply the concepts in spirit and substance
to variations of the example structure as they develop.

.06 The example APS in this interpretation is one in which an existing
CPA practice (Oldfirm) is sold by its owners to another (possibly public) entity
(PublicCo). PublicCo has subsidiaries or divisions, such as a bank, an insurance
company, or a broker-dealer. It also has one or more professional service sub-
sidiaries (PSS) or divisions that offer nonattest services (for example, tax, per-
sonal financial planning, and management consulting) to clients. The owners
and employees of Oldfirm become employees of one of PublicCo's subsidiaries
or divisions and may provide those nonattest services. In addition, the owners
of Oldfirm form a new CPA firm (Newfirm) to provide attest services. CPAs, in-
cluding the former owners of Oldfirm, own a majority of Newfirm (with regard
to voting and financial interests). Attest services are performed by Newfirm
and supervised by its owners. The arrangement between Newfirm and Pub-
licCo (or one of its subsidiaries or divisions) includes the lease of employees,
office space, and equipment; the performance of back-office functions, such as
billing and collections; and advertising. Newfirm pays a negotiated amount for
these services.

.07 The chief executive of the local office of the PSS where the partners of
Newfirm are employed would be a direct superior. The chief executive of the
PSS itself would be an indirect superior, and there may be indirect superiors in
between, such as a regional chief executive of all PSS offices within a geographic
area.
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Interpretation
.08 The "Independence Rule" [1.200.001] and interpretations normally ex-

tend only to those persons and entities included in the definition of covered
members. However, in an APS environment, the self-interest, management par-
ticipation, self-review, advocacy, or undue influence threats to a covered mem-
ber's compliance with the "Independence Rule" may not be at an acceptable level
unless certain safeguards are implemented by other individuals or entities.

.09 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level, could not be reduced to an acceptable level by the
application of safeguards, and independence would be impaired when the fol-
lowing individuals or entities fail to apply the "Independence Rule" and inter-
pretations with respect to attest clients of Newfirm:

a. Covered members of Newfirm

b. Direct superiors of any partner or manager who is a covered mem-
ber of Newfirm and entities within the APS over which such in-
dividuals can exercise significant influence

.10 In addition, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level, could not be reduced to an
acceptable level by the application of safeguards, and independence would be
impaired in the following circumstances:

a. Indirect superiors and other public company entities have a ma-
terial relationship with an attest client of Newfirm that is pro-
hibited by the "Overview of Financial Interests" interpretation
[1.240.010], the "Trustee or Executor" interpretation [1.245.010],
the "Loans" interpretation [1.260.010], or the "Joint Closely Held
Investments" interpretation [1.265.020] of the "Independence
Rule" (for example, investments, loans, and so on). In making the
test for materiality for financial relationships of an indirect su-
perior, all the financial relationships with an attest client held by
that person should be aggregated and, to determine materiality,
assessed in relation to the person's net worth. In making the ma-
teriality test for financial relationships of other public company
entities, all the financial relationships with an attest client held
by such entities should be aggregated and, to determine materi-
ality, assessed in relation to the consolidated financial statements
of PublicCo.

b. Any other public company entity over which an indirect superior
has direct responsibility has a financial relationship with an at-
test client during the period of the professional engagement that is
material in relation to the other public company entity's financial
statements.

c. Financial relationships of indirect superiors or other public com-
pany entities allow such persons or entities to exercise significant
influence over the attest client during the period of the profes-
sional engagement. In making the test for significant influence,
financial relationships of all indirect superiors and other public
company entities should be aggregated.

d. Other public company entities or any of their employees are con-
nected with an attest client of Newfirm as a promoter, an under-
writer, a voting trustee, a director, or an officer during the period
of the professional engagement or during the period covered by the
financial statements.
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.11 Indirect superiors and other public company entities may provide ser-
vices to an attest client of Newfirm that would impair independence if performed
by Newfirm, except as noted in paragraph .10d.

.12 When Newfirm and its partners and professional employees perform
attest engagements for PublicCo or any of its subsidiaries or divisions, threats
to compliance with the "Independence Rule" [1.200.001] would not be at an
acceptable level and could not be reduced to an acceptable level through the
application of safeguards. Accordingly, independence would be impaired.

.13 If an attest client of Newfirm holds an investment in PublicCo that is
material to the attest client or that allows the attest client to exercise signifi-
cant influence over PublicCo during the period of the professional engagement,
threats to compliance with the "Independence Rule" [1.200.001] would not be
at an acceptable level and could not be reduced to an acceptable level through
the application of safeguards. Accordingly, independence would be impaired.

.14 When making referrals of services between Newfirm and any of the
entities within PublicCo, a member should consider the provisions of the "Con-
flicts of Interest" interpretation [1.110.010] of the "Integrity and Objectiv-
ity Rule" [1.100.001] and the "Alternative Practice Structures" interpretation
[1.810.050] of the "Form of Organization and Name Rule" [1.800.001]. [Prior
reference: paragraph .16 of ET section 101]

1.220.030 Use of a Nonindependent CPA Firm on an Engagement
.01 If partners or professional employees from another firm that was not

independent of an attest client participate on the attest engagement team,
threats to compliance with the "Independence Rule" [1.200.001] would not be
at an acceptable level and could not be reduced to an acceptable level through
the application of safeguards. Accordingly, the firm's independence would be
impaired.

.02 However, the firm may use the work of such individuals in a manner
similar to internal auditors, provided that the firm complies with AU-C sec-
tion 610, Using the Work of Internal Auditors (AICPA, Professional Standards).
[Prior reference: paragraphs .142–.143 of ET section 191]

1.220.040 Firm Mergers and Acquisitions
.01 When (1) a member's firm merges with or acquires another firm or

entity or all or part of the business thereof (acquired firm) or (2) a member's
firm, or all or part of the business thereof, is merged with or acquired by an-
other firm (acquiring firm), threats to compliance with the "Independence Rule"
[1.200.001] may exist as a result of employment or association with, or the pro-
vision of nonattest services to, an attest client of the acquired or acquiring firm.

.02 When determining which firm is the acquirer, members should consider
the guidance contained in paragraphs 11–15 of FASB ASC 805-10-55, among
other sources.

Employment or Association With an Attest Client
.03 If a partner or professional employee was formerly employed by or as-

sociated with an entity as a director, officer, employee, promoter, underwriter,
voting trustee, trustee of any pension or profit-sharing trust of the entity, or in
any capacity equivalent to that of a member of management and that entity
becomes an attest client through a merger or acquisition, then threats will be
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at an acceptable level and independence will not be impaired provided all of the
following safeguards are met:

a. The partner or professional employee terminates the relationship
with the attest client (for example, resigns as a director) prior to
the closing date of the merger or acquisition.

b. The partner or professional employee does not participate on the
attest engagement team and is not an individual in a position to
influence the attest engagement for the attest client when the at-
test engagement covers any period that includes his or her former
employment or association with that attest client.

c. The applicable disassociation safeguards in paragraph .04 of the
"Former Employment or Association With an Attest Client" inter-
pretation [1.277.010] are implemented prior to the closing date of
the merger or acquisition.

d. As soon as practicable under the circumstances but before issuing
the attest report, a responsible individual within the firm assesses
the prior relationship of the partner or professional employee with
the attest client, as well as the position he or she holds at the firm,
to determine if threats are created that are not at an acceptable
level. If the responsible individual determines that threats are not
at an acceptable level, he or she should be satisfied that safeguards
are applied to eliminate or reduce the threats to an acceptable
level. Threats will not be at an acceptable level if

i. the partner or professional employee will have interaction
with members of the attest engagement team regarding the
attest client or

ii. the attest engagement team is placed in a position of eval-
uating the partner or professional employee's representa-
tions and work while he or she was employed or associated
with the attest client.

In such situations, an individual within the firm with the appro-
priate stature, expertise, and objectivity should review the subse-
quent attest engagement prior to issuing the attest report to deter-
mine whether the attest engagement team maintained integrity;
objectivity; and, as appropriate, professional skepticism.

e. As soon as practicable under the circumstances but before is-
suing the attest report, the nature of the relationship and any
safeguards that were applied are discussed with those charged
with governance. Documentation of the substance of the discus-
sion with those charged with governance is encouraged.

Nonattest Services
.04 Nonattest services provided to an entity that becomes an attest client

through a merger or an acquisition may create self-review, management par-
ticipation, and advocacy threats to the member's compliance with the "Inde-
pendence Rule" [1.200.001]. Specifically, threats may exist if, during the period
of the professional engagement or the period covered by the financial state-
ments, nonattest services that would otherwise impair independence (prohib-
ited nonattest services) under the interpretations of the "Nonattest Services"
subtopic [1.295] are performed by

a. the acquiring firm, with respect to an attest client of the acquired
firm or
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b. the acquired firm, with respect to an attest client of the acquiring
firm.

Prohibited Nonattest Services Provided by Acquiring Firm
.05 If the acquiring firm provided prohibited nonattest services to an attest

client of the acquired firm during the period covered by the financial statements,
threats to compliance with the "Independence Rule" [1.200.001] will not be at an
acceptable level and cannot be reduced to an acceptable level by the application
of safeguards. Accordingly, the acquiring firm's independence will be impaired
with respect to the attest client.

Prohibited Nonattest Services Provided by Acquired Firm
.06 If the acquired firm provided prohibited nonattest services to an attest

client of the acquiring firm prior to the financial statement period covered by
the acquiring firm's next attest report, the acquiring firm's independence would
not be impaired.

.07 If the acquired firm provided prohibited nonattest services to an attest
client of the acquiring firm during the period of the professional engagement
(except as provided for in paragraph .06) or the period covered by the financial
statements, the acquiring firm's independence would be impaired unless all of
the following conditions are satisfied:

a. The acquired firm terminates the prohibited nonattest services
(or modifies the service offerings such that they would not impair
independence) prior to the closing date of the merger or acquisi-
tion.

b. Any individual who participated in the engagement to provide
the prohibited nonattest services is neither on the attest engage-
ment team nor an individual in a position to influence the attest
engagement.

c. An evaluation of the threats is performed and threats are deter-
mined to be at an acceptable level or reduced to an acceptable level
by the application of safeguards. The evaluation should be con-
ducted on the basis of the attribution of the results of the nonattest
services to the acquiring firm. That is, if the nonattest services

i. can be attributed to the acquiring firm because the acquir-
ing firm will assume responsibility for the results of the
nonattest services, then the evaluation should assess all
prohibited nonattest services that the acquired firm per-
formed for the attest client during the financial statement
period to be covered by the acquiring firm's next attest re-
port; or

ii. cannot be attributed to the acquiring firm, then the evalu-
ation should assess all prohibited nonattest services that
the acquired firm performed for the attest client during
the period in which the merger or acquisition was pending
(that is, from the commencement of negotiations through
the closing date of the merger or acquisition).

.08 In evaluating the significance of any threats, consideration should also
be given to the following:

a. Whether the nonattest service is attributed to the acquiring firm
and whether the work performed or its results will be subject to
attest procedures.
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b. The significance of the results of the nonattest service to the attest
client's financial statements.

c. The extent to which the attest client and its management were
involved in overseeing the nonattest services performed (includ-
ing making any significant judgments and decisions with respect
to the nonattest services) and whether the attest client and its
management possessed the suitable skill, knowledge and/or ex-
perience to oversee such services.

d. Whether the nonattest services involved the assumption of a
management responsibility.

.09 If the member concludes that the threats to independence are not at an
acceptable level, the member should apply safeguards to reduce threats to an
acceptable level.

.10 Examples of safeguards include the following:

a. An individual not associated with the nonattest engagement re-
views the nonattest services work performed.

b. Another firm performs an attest engagement on the subject matter
of the nonattest service.

c. Another firm re-performs the nonattest service to the extent nec-
essary for it to take responsibility for that service.

If no safeguards exist that will eliminate or reduce the threats to an acceptable
level, independence will be impaired.

Communications With Those Charged With Governance
.11 As soon as practicable under the circumstances but before issuing the

attest report, the nature of the prohibited nonattest services performed by the
acquired firm that are subject to evaluation in paragraph .07c and any safe-
guards applied should be discussed with those charged with governance. Doc-
umentation of the substance of the discussion with those charged with gover-
nance is encouraged.

Other Interests in and Relationships With an Attest Client
.12 This interpretation addresses only threats to independence that may

arise as a result of a merger or an acquisition relating to employment or asso-
ciation with, or the provision of nonattest services to, an attest client. However
other interests in, and relationships with, an attest client may also result in
threats to compliance with the "Independence Rule" [1.200.001] or other rules
during a merger or acquisition. Accordingly, members should take whatever
pre-merger actions are necessary to be satisfied that the firm is in compliance
with all relevant rules prior to the closing date of the merger or acquisition.

Confidentiality Considerations
.13 Refer to the "Disclosing Client Information in Connection With a Re-

view of the Member's Practice" interpretation [1.700.050] of the "Confidential
Client Information Rule" [1.700.001] for additional guidance.

Effective Date
.14 This interpretation is effective for mergers or acquisitions with closing

dates on or after January 31, 2016. Early implementation is allowed.
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1.224 Affiliates, Including Governmental Units

1.224.010 Client Affiliates
.01 Financial interests in, and other relationships with, affiliates of a finan-

cial statement attest client may create threats to a member's compliance with
the "Independence Rule" [1.200.001].

.02 When a client is a financial statement attest client, members should ap-
ply the "Independence Rule" [1.200.001] and related interpretations applicable
to the financial statement attest client to their affiliates, except in the following
situations:

a. A covered member may have a loan to or from an individual who
is an officer, a director, or a 10 percent or more owner of an af-
filiate of a financial statement attest client during the period of
the professional engagement unless the covered member knows
or has reason to believe that the individual is in such a position
with the affiliate. If the covered member knows or has reason to
believe that the individual is an officer, a director, or a 10 percent
or more owner of the affiliate, the covered member should eval-
uate the effect that the relationship would have on the covered
member's independence by applying the "Conceptual Framework
for Independence" [1.210.010].

b. A member or the member's firm may provide prohibited nonattest
services to entities described under items c–l of the definition of
affiliate during the period of the professional engagement or dur-
ing the period covered by the financial statements, provided that
it is reasonable to conclude that the services do not create a self-
review threat with respect to the financial statement attest client
because the results of the nonattest services will not be subject to
financial statement attest procedures. For any other threats that
are created by the provision of the nonattest services that are not
at an acceptable level (in particular, those relating to management
participation), the member should apply safeguards to eliminate
or reduce the threats to an acceptable level.

c. A firm will only have to apply the "Subsequent Employment or
Association With an Attest Client" interpretation [1.279.020] of
the "Independence Rule" if the former employee, by virtue of his
or her employment at an entity described under items c–l of the
definition of affiliate, is in a key position with respect to the fi-
nancial statement attest client. Individuals in a position to influ-
ence the attest engagement and on the attest engagement team who
are considering employment with an affiliate of a financial state-
ment attest client will still need to report consideration of employ-
ment to an appropriate person in the firm and remove themselves
from the financial statement attest engagement, even if the posi-
tion with the affiliate is not a key position.

d. A covered member's immediate family members and close rela-
tives may be employed in a key position at an entity described
under items c–l of the definition of affiliate during the period of
the professional engagement or during the period covered by the
financial statements, provided they are not in a key position with
respect to the financial statement attest client.
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.03 A member must expend best efforts to obtain the information necessary
to identify the affiliates of a financial statement attest client. If, after expending
best efforts, a member is unable to obtain the information to determine which
entities are affiliates of a financial statement attest client, threats would be at an
acceptable level and independence would not be impaired if the member (a) dis-
cusses the matter, including the potential impact on independence, with those
charged with governance; (b) documents the results of that discussion and the
efforts taken to obtain the information; and (c) obtains written assurance from
the financial statement attest client that it is unable to provide the member with
the information necessary to identify the affiliates of the financial statement at-
test client.

.04 This interpretation does not apply to a financial statement attest client
that is covered by the "Entities Included in State and Local Government Fi-
nancial Statements" interpretation [1.224.020] of the "Independence Rule"
[1.200.001]. [Prior reference: paragraph .20 of ET section 101]

Acquisitions and Other Business Combinations That Involve a Financial
Statement Attest Client

.05 The exception in paragraph .06 would apply when (1) a financial state-
ment attest client is acquired during the period of the professional engagement
by either a non-client or a nonattest client (acquirer), (2) the attest engage-
ment covers only periods prior to the acquisition, and (3) the member or mem-
ber's firm will not continue to provide financial statement attest services to the
acquirer.

.06 Independence will not be considered impaired with respect to the finan-
cial statement attest client because a member or member's firm has an interest
in or relationship with the acquirer that may otherwise impair independence
as a result of the requirements of this interpretation or the definition of "at-
test client" (as it relates to the entity or person that engages the member or
member's firm to perform the attest engagement).

.07 Notwithstanding paragraph .06, a member should give consideration to
the requirements of the "Conflicts of Interest" interpretation [1.110.010], under
the "Integrity and Objectivity Rule" [1.100.001], with regard to any relation-
ships that the member knows or has reason to believe exist with the acquirer,
the financial statement attest client, or the firm.

.08 A member should refer to paragraph .03 of "Application of the AICPA
Code" [0.200.020] for guidance on circumstances involving foreign network
firms.

Effective Date
.09 Paragraphs .01–.04 are effective for engagements covering periods be-

ginning on or after January 1, 2014. Early implementation is allowed.

[See Revision History Table.]

Nonauthoritative questions and answers regarding the application of the
independence rules to affiliates of employee benefit plans are available
at http://www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/
DownloadableDocuments/faqs-application-independence-rules-affiliates-of-
employee-benefit-plans.pdf.
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1.224.020 Entities Included in State and Local Government
Financial Statements

.01 For purposes of this interpretation, a financial reporting entity's basic
financial statements issued in conformity with generally accepted accounting
principles (GAAP) include the following:

a. The government-wide financial statements (consisting of the en-
tity's governmental activities, business-type activities, and dis-
cretely presented component units)

b. The fund financial statements (consisting of major funds, non-
major governmental and enterprise funds, internal service funds,
blended component units, and fiduciary funds)

c. Other entities disclosed in the notes to the basic financial state-
ments. Examples of other entities that should be disclosed include
the following:

i. Related organizations
ii. Joint ventures

iii. Jointly governed organizations
iv. Component units of another government with characteris-

tics of a joint venture or jointly governed organization
.02 Certain terminology used in this interpretation is specifically defined

by the Governmental Accounting Standards Board (GASB).

.03 When a covered member audits the basic financial statements of a fi-
nancial reporting entity or the financial statements of a major fund, a nonmajor
fund, an internal service fund, a fiduciary fund, or a component unit of the fi-
nancial reporting entity or other entity that should be disclosed in the notes
to the basic financial statements, the covered member must be independent of
the entity, fund, or component unit that the covered member is auditing, as dis-
cussed in this interpretation.

Auditor of the Financial Reporting Entity
.04 When a covered member audits the basic financial statements of the

financial reporting entity, the covered member must also be independent of any
major or nonmajor fund, internal service fund, fiduciary fund, or component
unit or other entities disclosed in the basic financial statements unless the pri-
mary auditor explicitly states reliance on other auditors' reports.

.05 Independence is not required with respect to an entity disclosed in the
notes to the basic financial statements if the financial reporting entity is not
financially accountable for the entity and the required disclosure does not in-
clude financial information. For example, a disclosure limited to the financial
reporting entity's ability to appoint the governing board members would not
require the covered member to be independent of that entity.

.06 Regardless of the exceptions in paragraph .05, if a covered member or a
covered member's immediate family holds a key position in any of the following
entities during the period of the professional engagement or during the period
covered by the financial statements, threats to compliance with the "Indepen-
dence Rule" [1.200.001] would not be at an acceptable level and could not be
reduced to an acceptable level by the application of safeguards and the covered
member's independence would be impaired:

a. Major fund, nonmajor fund, internal service fund, fiduciary fund,
or component unit of the financial reporting entity
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b. Other entity that should be disclosed in the notes to the basic
financial statements

Auditor Does Not Audit the Primary Government
.07 When a covered member does not audit the primary government but

audits the financial statements of the following entities, the covered member is
not required to be independent of entities that the covered member does not
audit:

a. A major fund, a nonmajor fund, an internal service fund, a fidu-
ciary fund, or a component unit of the financial reporting entity

b. An entity that should be disclosed in the notes to the basic finan-
cial statements of the financial reporting entity

.08 However, if a covered member or a covered member's immediate family
holds a key position within the primary government during the period of the
professional engagement or during the period covered by the financial state-
ments, threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards. Accordingly, the covered member's independence
would be impaired. For purposes of this interpretation, a covered member and
the covered member's immediate family would not be considered employed by
the primary government if the exceptions provided for in paragraph .07b of the
"Client" definition [0.400.07] were met. [Prior reference: paragraph .12 of ET
section 101]

1.226 Reissued Reports

1.226.010 Consenting to the Use of a Previously Issued Report
.01 A member or member's firm who was in compliance with the "Indepen-

dence Rule" [1.200.001] when initially issuing a report may reissue the previ-
ously issued report or consent to, or acknowledge the inclusion or incorporation
by reference of, the report when the member or member's firm's independence
is impaired, provided that the member or member's firm does not perform pro-
cedures that require updating the date or dual dating the report.

.02 In order to consent to, or acknowledge the inclusion or incorporation by
reference of, a previously issued report, the member or member's firm may per-
form procedures required by applicable professional standards when the mem-
ber's or member's firm's independence is impaired. Such procedures include
making inquiries of successor auditors, reading the subsequent financial state-
ments, or other procedures that the member believes are necessary to assess
the effect of subsequently discovered facts on the financial statements covered
by the previously issued report. [Prior reference: paragraphs .200–.201 of ET
section 191]

1.228 Engagement Contractual Terms

1.228.010 Indemnification of a Covered Member
.01 Threats to compliance with the "Independence Rule" [1.200.001] would

be at an acceptable level and a covered member's independence would not be
impaired if the covered member includes in engagement letters a clause that
provides that its attest client would release, indemnify, defend, and hold the
covered member (and the covered member's partners, heirs, executors, personal
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representatives, successors, and assigns) harmless from any liability and costs
resulting from knowing misrepresentations by management. [Prior reference:
paragraphs .188–.189 of ET section 191]

.02 Refer to the "Indemnification and Limitation of Liability Provisions"
interpretation [1.400.060] of the "Acts Discreditable Rule" [1.400.001].

1.228.020 Indemnification of an Attest Client
.01 Threats to compliance with the "Independence Rule" [1.200.001] would

not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards if the covered member enters into an agreement
providing, among other things, that the covered member indemnifies the attest
client for damages, losses, or costs arising from lawsuits, claims, or settlements
that relate, directly or indirectly, to the attest client's acts. The covered member's
independence would be impaired under these circumstances. [Prior reference:
paragraphs .204–.205 of ET section 191]

1.228.030 Alternative Dispute Resolution
.01 A covered member may include in an engagement letter a provision to

use alternative dispute resolution (ADR) techniques to resolve disputes relat-
ing to past services (in lieu of litigation). Threats to compliance with the "Inde-
pendence Rule" [1.200.001] would be at an acceptable level and independence
would not be impaired because the covered member and attest client would not
be in positions of material adverse interests due to threatened or actual litiga-
tion.

.02 The covered member should exercise professional judgment when ren-
dering current services, regardless of the existence of the provision. [Prior ref-
erence: paragraphs .190–.191 of ET section 191]

.03 If ADR techniques are initiated to resolve a dispute with the attest
client, threats to compliance with the "Independence Rule" [1.200.001] would
be at an acceptable level when the ADR techniques are designed to facilitate
negotiation, and the conduct of those negotiations does not place the covered
member and the attest client in positions of material adverse interests. Inde-
pendence would not be impaired under these circumstances. If, however, the
ADR proceedings are sufficiently similar to litigation (as in the case of binding
arbitration), an adverse interest threat may exist and place the covered mem-
ber and the attest client in a position of material adverse interests. Under such
circumstances, the member should apply the guidance under the "Actual or
Threatened Litigation" interpretation [1.290.010] of the "Independence Rule."
[Prior reference: paragraphs .192–.193 of ET section 191]

1.230 Fees

A nonauthoritative question and answer regarding pro bono and below
cost fees is available in the Ethics FAQ at www.aicpa.org/InterestAreas/
ProfessionalEthics/Resources/Tools/DownloadableDocuments/Ethics-
General-FAQs.pdf.

1.230.010 Unpaid Fees
.01 The existence of unpaid fees to a covered member for professional ser-

vices previously rendered to an attest client may create self-interest, undue
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influence, or advocacy threats to the covered member's compliance with the "In-
dependence Rule" [1.200.001].

.02 Threats to the covered member's compliance with the "Independence
Rule" [1.200.001] would not be at an acceptable level and could not be reduced
to an acceptable level by the application of safeguards if a covered member has
unpaid fees from an attest client for any previously rendered professional ser-
vice provided more than one year prior to the date of the current-year report.
Accordingly, independence would be impaired. Unpaid fees include fees that are
unbilled or a note receivable arising from such fees.

.03 This interpretation does not apply to fees outstanding from an attest
client in bankruptcy. [Prior reference: paragraphs .103–.104 of ET section 191]

.04 Refer to the "Fees and Other Types of Remuneration" topic [1.500] for
additional guidance.

1.230.020 Fees and Other Types of Remuneration
.01 See the "Fees and Other Types of Remuneration" topic [1.500] for guid-

ance on contingent fees, commissions, and referral fees. [No prior reference: new
content]

Effective Date
.02 Effective December 15, 2014.

1.240 Financial Interests

1.240.010 Overview of Financial Interests
.01 If a covered member had or was committed to acquire any direct finan-

cial interest in an attest client during the period of the professional engagement,
the self-interest threat to the covered member's compliance with the "Indepen-
dence Rule" [1.200.001] would not be at an acceptable level and could not be
reduced to an acceptable level by the application of safeguards. Accordingly, in-
dependence would be impaired. [Prior reference: paragraphs .02A(1) and .17 of
ET section 101]

.02 If a covered member had or was committed to acquire any material in-
direct financial interest in an attest client during the period of the professional
engagement, the self-interest threat to the covered member's compliance with
the "Independence Rule" [1.200.001] would not be at an acceptable level and
could not be reduced to an acceptable level by the application of safeguards.
Accordingly, independence would be impaired. [Prior reference: paragraphs
.02A(1) and .17 of ET section 101]

.03 If a partner or professional employee of the firm, his or her immediate
family, or any group of such persons acting together owned more than 5 per-
cent of an attest client's outstanding equity securities or other ownership inter-
ests during the period of the professional engagement, the self-interest threat
to compliance with the "Independence Rule" [1.200.001] would not be at an ac-
ceptable level and could not be reduced to an acceptable level by the application
of safeguards. Accordingly, independence would be impaired. [Prior reference:
paragraph .02B of ET section 101]

.04 Refer to the "Joint Closely Held Investments" interpretation
[1.265.020] for additional guidance.
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1.240.020 Unsolicited Financial Interests
.01 When a covered member becomes aware that he or she will receive,

or has received, an unsolicited financial interest in an attest client during the
period of the professional engagement, such as through a gift or an inheritance,
the self-interest threat would be at an acceptable level and independence would
not be impaired if both of the following safeguards are met:

a. The covered member disposes of the financial interest as soon as
practicable but no later than 30 days after the covered member
has knowledge of and obtains the right to dispose of the financial
interest.

b. The covered member does not participate on the attest engagement
team during the period in which the covered member does not have
the right to dispose of a material direct financial interest or mate-
rial indirect financial interest. [Prior reference: paragraph .17 of
ET section 101]

[See Revision History Table.]

1.240.030 Mutual Funds
.01 A covered member who owns shares in a mutual fund has a direct finan-

cial interest in the mutual fund. However, whether the underlying investments
in the mutual fund are considered to be the covered member's direct financial
interests or indirect financial interests depends on the proportion of the mu-
tual fund's outstanding shares that the covered member owns and whether the
mutual fund is diversified.

.02 If a covered member owns 5 percent or less of the outstanding shares of
a diversified mutual fund, the underlying investments would be considered im-
material indirect financial interests. Accordingly, the self-interest threat would
be at an acceptable level, and independence would not be impaired. To deter-
mine if the mutual fund is diversified, the covered member should consider re-
ferring to (a) the mutual fund's prospectus for disclosure regarding fund man-
agement's determination regarding diversification and (b) Section 5(b)(1) of the
Investment Company Act of 1940.

.03 If a covered member owns more than 5 percent of a diversified mutual
fund's outstanding shares, or if a covered member owns a financial interest in
a nondiversified mutual fund, the covered member should evaluate the mutual
fund's underlying investments to determine whether the covered member holds
a material indirect financial interest in any of the underlying investments.

.04 The following example illustrates how to determine if the underlying
investments are material to a covered member's net worth. If

• a nondiversified mutual fund owns shares in client company A,

• the mutual fund's net assets are $10 million,

• the covered member owns 1 percent of the outstanding shares of
the mutual fund, having a value of $100,000, and

• the mutual fund has 10 percent of its assets invested in company
A,

then the covered member's indirect financial interest in company A is $10,000
($100,000 × 10%). The covered member would then compare the $10,000 indi-
rect financial interest with his or her net worth, including the net worth of his or
her immediate family, to determine if the indirect financial interest in company
A is material. [Prior reference: paragraph .17 of ET section 101]
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1.240.040 Retirement, Savings, Compensation, or Similar Plans
.01 Depending upon the facts and circumstances, financial interests held in

a retirement, savings, compensation, or similar plan are either direct financial
interests or indirect financial interests.

.02 Investments held by a retirement, savings, compensation, or similar
plan sponsored by a firm are direct financial interests of the firm.

.03 If a covered member or his or her immediate family self-directs the
investments in a retirement, savings, compensation, or similar plan or has
the ability to supervise or participate in the plan's investment decisions, the
financial interests held by the plan are direct financial interests of the covered
member. For example,

a. when a covered member or his or her immediate family member is
a trustee of a retirement, savings, compensation, or similar plan
or otherwise has the authority to supervise or participate in the
plan's investment decisions (including through the selection of in-
vestment managers or pooled investment vehicles), the underly-
ing investments are direct financial interests of the covered mem-
ber.

b. for self-directed or participant-directed plans (that is, the covered
member or his or her immediate family member selects the under-
lying plan investments or selects from investment alternatives of-
fered by the plan), the underlying investments are direct financial
interests of the covered member.

.04 When the covered member or his or her immediate family do not par-
ticipate in a self-directed or participant-directed plan and have no authority to
supervise or participate in the plan's investment decisions, the underlying in-
vestments would be considered to be indirect financial interests of the covered
member.

.05 Financial interests held by a defined benefit plan are not considered
financial interests of the covered member unless the covered member or his or
her immediate family member is a trustee of the plan or otherwise has the
ability to supervise or participate in the plan's investment decisions.

.06 Allocated shares held in an employee stock ownership plan (ESOP) are
considered beneficially owned by the covered member. Until the covered mem-
ber or his or her immediate family member has the right to dispose of the al-
located shares of the ESOP, the beneficial ownership is considered an indirect
financial interest. Once the participant has the right to dispose of the finan-
cial interests, the financial interests are direct financial interests of the covered
member.

.07 Rights to acquire equity interests, restricted stock awards, or other
share-based compensation arrangements are considered the direct financial in-
terests of the covered member, regardless of whether such financial interests are
vested or exercisable.

.08 See the "Plan Is an Attest Client or Is Sponsored by an Attest
Client" interpretation [1.250.010] and the "Former Employment or Association
With an Attest Client" interpretation [1.277.010] of the "Independence Rule"
[1.200.001] and the interpretations of the "Family Relationships With Attest
Clients" subtopic [1.270] under the "Independence Rule." [Prior reference: para-
graph .17 of ET section 101]
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1.240.050 Partnerships
.01 When used in this interpretation, control includes situations in which

the covered member has the ability to exercise such control, either individu-
ally or acting together with his or her firm or other partners or professional
employees of his or her firm.

.02 The ownership of a general or limited partnership interest is consid-
ered a direct financial interest in the partnership.

.03 General partner. If the covered member is a general partner, the finan-
cial interests held by a partnership are a covered member's direct financial in-
terests because the covered member is in a position to control the partnership
or supervise or participate in the partnership's investment decisions.

.04 Limited partner. If the covered member is a limited partner, the finan-
cial interests held by a limited partnership are a covered member's indirect fi-
nancial interests as long as the covered member does not control the partnership
or supervise or participate in the partnership's investment decisions. However,
if the covered member has the ability to replace the general partner or has the
authority to supervise or participate in the partnership's investment decisions,
the partnership's financial interests would be the covered member's direct fi-
nancial interests.

.05 Refer to the "Client Affiliates" interpretation [1.224.010] [1.200.001]
and the "Joint Closely Held Investments" interpretation [1.265.020] of the "In-
dependence Rule" for additional guidance. [Prior reference: paragraph .17 of
ET section 101]

1.240.060 Limited Liability Companies
.01 When used in this interpretation, control includes situations in which

the covered member has the ability to exercise such control, either individu-
ally or acting together with his or her firm or other partners or professional
employees of his or her firm.

.02 Ownership of an interest in a limited liability company (LLC) is a direct
financial interest in the LLC.

.03 In an LLC, managing members control the LLC and have the authority
to supervise or participate in the LLC's investment decisions. Accordingly, if a
covered member is a manager of the LLC, the financial interests of the LLC are
the covered member's direct financial interests. When a covered member is not a
managing member of the LLC, the covered member should review the LLC's op-
erating agreement to determine whether he or she can control the LLC or has
the authority to supervise or participate in the LLC's investment decisions. In
situations in which the covered member does not control the LLC and does not
have the authority to supervise or participate in the LLC's investment deci-
sions, the financial interests held by the LLC are the covered member's indirect
financial interests. [Prior reference: paragraph .17 of ET section 101]

1.240.070 Section 529 Plans
.01 Section 529 plans are sponsored by states or higher education insti-

tutions and may be prepaid tuition plans or savings plans. An account owner
establishes both types of plans for the benefit of a single beneficiary. The ac-
count owner may change the beneficiary at any time to another individual who
is a relative of the previous beneficiary.

.02 Prepaid tuition plan. A covered member who is the account owner of
a Section 529 prepaid tuition plan is considered to have a direct financial in-
terest in the plan. The account owner does not have any financial interests in
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the plan's underlying investments because the credits purchased represent an
obligation of the state or educational institution to provide the education re-
gardless of the plan's investment performance or the cost of the education at
the future date.

.03 Savings plan. A covered member who is the account owner of a Section
529 savings plan is considered to have a direct financial interest in both the
plan and the plan's underlying investments because the account owner elects
which sponsor's Section 529 savings plan to invest in, and prior to making the
investment decision, the covered member has access to information about the
plan's investment options or funds. However, if the Section 529 savings plan
does not hold financial interests in an attest client at the time of the investment
but the plan subsequently invests in that attest client, the financial interest
threat would be at an acceptable level and independence would not be impaired
if the covered member applies both of the following safeguards:

a. The covered member transfers the account to another sponsor's
Section 529 savings plan.

b. The covered member transfers the account to another account
owner who is not a covered member.

When the transfer of the account will result in a penalty or tax that is signifi-
cant to the account, the covered member may continue to own the account until
the account can be transferred without significant penalty or tax, provided that
the covered member does not participate on the attest engagement team and is
not an individual in a position to influence the attest engagement.

.04 Beneficiary of Section 529 account. A covered member who is a bene-
ficiary of a Section 529 account is not considered to have a financial interest
in the plan or the plan's underlying investments because the covered member
does not own the account or possess any of the underlying benefits of owner-
ship. The beneficiary's only interest is to receive distributions from the account
for qualified higher education expenses if and when they are authorized by the
account owner.

.05 Government or governmental entity sponsors Section 529 plan. Before
becoming engaged to perform an attest engagement for a government or govern-
mental entity that sponsors a Section 529 plan, covered members who are ac-
count owners of a Section 529 plan should consider the guidance in the "Entities
Included in State and Local Government Financial Statements" interpretation
[1.224.020]. [Prior reference: paragraph .17 of ET section 101]

1.245 Trusts and Estates

1.245.010 Trustee or Executor
.01 The designation of a covered member to serve as a trustee of a trust

or an executor or administrator of an estate that held, or was committed to
acquire, any direct financial interest or any material indirect financial interest
in an attest client during the period of the professional engagement does not in
itself create a self-interest threat to the covered member's compliance with the
"Independence Rule" [1.200.001]. [Prior reference: paragraphs .021–.022 of ET
section 191]

.02 However, when the covered member serves as the trustee or executor
during the period of the professional engagement, threats to compliance with
the "Independence Rule" [1.200.001] would not be at an acceptable level and
could not be reduced to an acceptable level by the application of safeguards if
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a. the covered member (individually or with others) has the author-
ity to make investment decisions for the trust or estate,

b. the trust or estate owned or was committed to acquire more than
10 percent of the attest client's outstanding equity securities or
other ownership interests, or

c. the value of the trust's or estate's holdings in the attest client ex-
ceeds 10 percent of the total assets of the trust or estate.

Accordingly, in these situations, independence would be impaired. [Prior refer-
ence: paragraph .02A(2) of ET section 101]

1.245.020 Trust Investments
.01 When used in this interpretation, control includes situations in which

the covered member has the ability to exercise such control, either individu-
ally or acting together with his or her firm or other partners or professional
employees of his or her firm.

.02 When a covered member is a grantor of a trust, including a blind trust,
the trust and its underlying investments are considered to be the covered mem-
ber's direct financial interest if any of the following rights or responsibilities
exist:

a. The covered member has the ability to amend or revoke the trust.
b. The covered member has authority to control the trust.
c. The covered member has ability to supervise or participate in the

trust's investment decisions.
d. The underlying trust investments will ultimately revert to the

covered member as the grantor of the trust.
However, the trust and the trust's underlying investments are not considered to
be financial interests of a covered member if the covered member is the grantor
of the trust and the covered member does not have any of the rights or respon-
sibilities in items a–d.

.03 When a covered member is only a beneficiary of a trust and does not
have any of the rights or responsibilities noted in paragraph .02, the trust is
considered to be the direct financial interest of the covered member, and the
trust's underlying investments are considered to be indirect financial interests
of the covered member. [Prior reference: paragraph .17 of ET section 101]

Effective Date
.04 This revised interpretation is effective December 15, 2014.

A nonauthoritative question and answer regarding the use of blind trusts
is available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
Tools/DownloadableDocuments/Ethics-General-FAQs.pdf.

1.250 Participation in Employee Benefit Plans

1.250.010 Plan Is an Attest Client or Is Sponsored by an Attest Client
.01 When a covered member participates in an employee benefit plan that

is an attest client or is sponsored by an attest client, during the period of the pro-
fessional engagement or during the period covered by the financial statements,
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the self-interest threat to compliance with the "Independence Rule" [1.200.001]
would not be at an acceptable level. Independence with respect to the employee
benefit plan and the sponsor would be impaired except in the following specific
situations:

a. Governmental organization. When a covered member is an em-
ployee of a governmental organization that sponsors, cosponsors,
or participates with other governmental organizations in a pub-
lic employee retirement plan (the plan) and the covered member
is required by law, rule, or regulation to audit the plan, threats to
independence would be at an acceptable level if all of the following
safeguards are met:

i. The covered member is required to participate in the plan
as a condition of employment.

ii. The plan is offered to all employees in comparable employ-
ment positions.

iii. The covered member is not associated with the plan in
any capacity prohibited by the "Simultaneous Employ-
ment or Association With an Attest Client" interpretation
[1.275.005] of the "Independence Rule."

iv. The covered member has no influence or control over the
investment strategy, benefits, or other management activ-
ities associated with the plan.

b. Former employment or association with the attest client. The re-
quirements of paragraph .04 of the "Former Employment or As-
sociation With an Attest Client" interpretation [1.277.010] must
be met. [Prior reference: paragraphs .214–.215 of ET section 191]

.02 When an immediate family member participates as a result of his or
her employment, in an employee benefit plan that is an attest client or is spon-
sored by an attest client, the requirements of the "Immediate Family Member
Participation in an Employee Benefit Plan That Is an Attest Client or Is Spon-
sored by an Attest Client (Other Than Certain Share-Based Arrangements or
Nonqualified Deferred Compensation Plans)" interpretation [1.270.030] of the
"Independence Rule" [1.200.001] must be met. [Prior reference: paragraph .17
of ET section 101]

1.250.020 Former Partners and Professional Employees Participation in
a Firm-Sponsored Plan

.01 When partners and professional employees leave a firm and are subse-
quently employed by, or associated with, an attest client of the firm in a key po-
sition, the requirements of paragraph .02a–c of the "Subsequent Employment
or Association With an Attest Client" interpretation [1.279.020] must be met
to reduce the familiarity, self-interest, or management participation threats to
an acceptable level. [Prior reference: paragraph .04 of ET section 101]

1.255 Depository, Brokerage, and Other Accounts

1.255.010 Depository Accounts
.01 If a covered member maintains checking, savings, certificates of de-

posit, money market, or other depository accounts (depository accounts) at a
bank or similar depository institution that is an attest client during the period
of the professional engagement, a self-interest threat to the covered member's
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compliance with the "Independence Rule" [1.200.001] may exist. For specific
guidance applicable to any other types of custodial accounts (for example,
brokerage accounts), see the "Brokerage and Other Accounts" interpretation
[1.255.020] of the "Independence Rule."

.02 When the covered member is a firm, the threat would be at an accept-
able level, and independence would not be impaired if the firm concludes that
the likelihood is remote that the bank or similar depository institution will ex-
perience financial difficulties.

.03 When the covered member is an individual, the threat would be at an
acceptable level, and independence would not be impaired if

a. the balance in the depository account(s) is fully insured by the ap-
propriate state or federal government deposit insurance agencies
or by any other insurer, or

b. any uninsured amounts, in the aggregate, were not material to
the covered member's net worth, or

c. if uninsured amounts were considered material, any uninsured
amounts, in the aggregate, are reduced to an immaterial amount
no later than 30 days from the date that the uninsured amount
becomes material to the covered member's net worth.

.04 Refer to the "Member of a Credit Union" interpretation [1.280.040] of
the "Independence Rule" [1.200.001] for additional guidance. [Prior reference:
paragraphs .140–.141 of ET section 191]

1.255.020 Brokerage and Other Accounts
.01 If an attest client in the financial services industry, such as an insur-

ance company, an investment adviser, a broker-dealer, a bank, or similar deposi-
tory institution, has custody of a covered member's assets other than depository
accounts, including retirement plan assets, during the period of the professional
engagement, a self-interest threat to the covered member's compliance with the
"Independence Rule" [1.200.001] may exist. For specific guidance applicable to
depository accounts held at a bank or similar depository institution, see the
"Depository Accounts" interpretation [1.255.010] of the "Independence Rule."

.02 Threats would not be at an acceptable level and independence would be
impaired unless the following safeguards are met

a. The attest client's services were rendered under the attest client's
normal terms, procedures, and requirements.

b. Any covered member's assets subject to the risk of loss are imma-
terial to the covered member's net worth.

.03 In determining if there is a risk of loss, the covered member should
consider losses arising from the attest client's insolvency, bankruptcy, or acts of
fraud or other illegal acts but should not consider potential losses arising from
a market decline in the value of the assets.

.04 When considering the materiality of assets subject to the risk of loss,
the covered member should consider the following:

a. Protection that state or federal regulators provide for the assets,
such as state insurance funds

b. Private insurance or other forms of protection that the financial
services company obtains to protect its customers' assets, such as
coverage by the Securities Investor Protection Corporation
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c. Protection from creditors, such as assets held in a pooled separate
account or separate escrow accounts [Prior reference: paragraphs
.081–.082 of ET section 191]

1.257 Insurance Products

1.257.010 Insurance Policies With No Investment Option
.01 An insurance policy obtained from a stock or mutual insurance com-

pany that does not offer the policy holder an investment option is not considered
a financial interest.

.02 If during the period of the professional engagement, a covered mem-
ber owns an insurance policy with no investment option issued by an attest
client, a self-interest threat to the covered member's compliance with the "In-
dependence Rule" [1.200.001] may exist. Threats would not be at an acceptable
level, and could not be reduced to an acceptable level through the application
of safeguards, if the covered member purchased the policy not under the nor-
mal terms, procedures, and requirements. Accordingly, independence would be
impaired. [Prior reference: paragraph .17 of ET section 101]

1.257.020 Insurance Policies With Investment Options
.01 If during the period of the professional engagement the covered member

owns an insurance policy with investment options issued by an attest client, but
the covered member did not purchase the policy under the insurance company's
normal terms, procedures, and requirements, threats would not be at an accept-
able level and could not be reduced to an acceptable level by the application of
safeguards. Accordingly, independence would be impaired.

.02 When a covered member purchases an insurance policy, under the in-
surance company's normal terms, procedures, and requirements, which offers
an investment option that allows the covered member to invest part of the pol-
icy's cash value in various investment products, the policy's underlying invest-
ments are considered to be financial interests of the covered member. Accord-
ingly, a self-interest threat to the covered member's compliance with the "Inde-
pendence Rule" [1.200.001] may exist.

.03 If the covered member has the ability to select the policy's underlying
investments or the authority to supervise or participate in the investment de-
cisions and the covered member invests in an attest client during the period
of the professional engagement, threats to compliance with the "Independence
Rule" [1.200.001] would not be at an acceptable level and could not be reduced
to an acceptable level by the application of safeguards. Accordingly, indepen-
dence would be impaired because the investment would be considered a direct
financial interest. For example, if the covered member invested the policy's cash
value into a mutual fund that is an attest client, the investment in the mutual
fund would be considered a direct financial interest and independence would be
impaired. However, the mutual fund's underlying investments are considered
to be indirect financial interests.

.04 Refer to the "Financial Interests" subtopic [1.240] and the "Joint
Closely Held Investments" interpretation [1.265.020] of the "Independence
Rule" [1.200.001] for additional guidance. [Prior reference: paragraph .17 of
ET section 101]

1.257.030 Insurer Undergoes Demutualization
.01 If a mutual insurance company begins demutualization, a covered

member who holds an insurance policy from the insurer should apply the
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guidance in the "Unsolicited Financial Interests" interpretation [1.240.020] of
the "Independence Rule" [1.200.001]. [Prior reference: paragraph .17 of ET sec-
tion 101]

1.260 Loans, Leases, and Guarantees

1.260.010 Loans
.01 If a covered member has a loan to or from an attest client, any officer

or director of the attest client, or any individual owning 10 percent or more of
the attest client's outstanding equity securities or other ownership interests,
a self-interest threat to the covered member's compliance with the "Indepen-
dence Rule" [1.200.001] may exist. Threats would not be at an acceptable level
and independence would be impaired if the loan exists during the period of the
professional engagement, except as provided for in the "Loans and Leases With
Lending Institutions" interpretation [1.260.020] of the "Independence Rule."
[Prior reference: paragraph .02A(4) of ET section 101]

1.260.020 Loans and Leases With Lending Institutions
.01 The "Loans" interpretation [1.260.010] of the "Independence Rule"

[1.200.001] provides that a self-interest threat would not be at an acceptable
level and independence would be impaired if a covered member had a loan to or
from an attest client, any officer or director of the attest client, or any individual
owning 10 percent or more of the attest client's outstanding equity securities or
other ownership interests, except as provided for in this interpretation.

.02 Home mortgages, secured loans, and immaterial unsecured loans. How-
ever, threats would be at an acceptable level and independence would not be
impaired if a covered member or his or her immediate family has an unsecured
loan that is not material to the covered member's net worth (that is, immaterial
unsecured loan), a home mortgage, or a secured loan from a lending institution
attest client, if all the following safeguards are met:

a. The home mortgage, secured loan, or immaterial unsecured loan
was obtained under the lending institution's normal lending pro-
cedures, terms, and requirements. In determining when the home
mortgage, secured loan, or immaterial unsecured loan was ob-
tained, the date a commitment or line of credit is granted must
be used, rather than the date a transaction closes or funds are
obtained.

b. The home mortgage, secured loan, or immaterial unsecured loan
was obtained

i. from the lending institution prior to its becoming an attest
client;

ii. from a lending institution for which independence was not
required and was later sold to an attest client;

iii. after May 31, 2002, from a lending institution attest client
by a borrower prior to his or her becoming a covered mem-
ber with respect to that attest client; or

iv. prior to May 31, 2002 and the requirements of the loan
transition provision in www.aicpa.org/interestareas/
professionalethics/community/downloadabledocuments/
transistion%20periods.pdf are met.

c. After becoming a covered member, any home mortgage, se-
cured loan, or immaterial unsecured loan must be kept current
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regarding all terms at all times, and the terms may not change
in any manner not provided for in the original agreement. Exam-
ples of changed terms are a new or extended maturity date, a new
interest rate or formula, revised collateral, and revised or waived
covenants.

d. The estimated fair value of the collateral for a home mortgage or
other secured loan must equal or exceed the outstanding balance
during the term of the home mortgage or other secured loan. If the
estimated fair value of the collateral is less than the outstanding
balance of the home mortgage or other secured loan, the portion
that exceeds the estimated fair value of the collateral may not be
material to the covered member's net worth.

.03 Loans to partnerships and other similar entities. For purposes of apply-
ing the loan provision in paragraph .02 when the covered member is a partner
in a partnership, a loan to a limited partnership (or similar type of entity) or
general partnership would be ascribed to each covered member who is a part-
ner in the partnership on the basis of his or her legal liability as a limited or
general partner if

a. the covered member's interest in the limited partnership, either
individually or combined with the interest of one or more covered
members, exceeds 50 percent of the total limited partnership in-
terest, or

b. the covered member, either individually or together with one or
more covered members, can control the general partnership.

Even if no amount of a partnership loan is ascribed to the covered mem-
ber(s) previously identified, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to an
acceptable level through the application of safeguards if the partnership rene-
gotiates a loan or obtains a new loan that is not a permitted loan, as described
in paragraph .04 of this interpretation. Accordingly, independence would be im-
paired.

.04 Other loans and leases. Threats would be at an acceptable level and
independence would not be impaired if a covered member obtains one of the
following types of loans or leases under the lending institution's normal lend-
ing procedures, terms, and requirements, provided the covered member complies
with the terms of the loan or lease agreement at all times (for example, keeping
payments current):

a. Automobile loans and leases collateralized by the automobile

b. Loans fully collateralized by the cash surrender value of an in-
surance policy

c. Loans fully collateralized by cash deposits at the same lending
institution (for example, passbook loans)

d. Aggregate outstanding balances from credit cards and overdraft
reserve accounts that have a balance of $10,000 or less after pay-
ment of the most recent monthly statement made by the due date
or within any available grace period

.05 Members should consider that certain state and federal agencies may
proscribe more restrictive requirements over lending institutions that are sub-
ject to their oversight and that, in turn, impose more restrictive requirements
upon members that perform attest engagements for these lending institutions.
For example, the Securities and Exchange Commission (SEC) proscribes more
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restrictive requirements over members providing attest services to lending in-
stitutions and broker-dealers within their purview. [Prior reference: paragraph
.07 of ET section 101 and paragraphs .150–.151 of ET section 191]

.06 Covered members may be subject to additional restrictions, as de-
scribed in the "Depository Accounts" interpretation [1.255.010] and the "Mem-
ber of a Credit Union" interpretation [1.280.040] of the "Independence Rule"
[1.200.001].

1.260.030 Servicing of a Loan
.01 The self-interest threat to compliance with the "Independence Rule"

[1.200.001] would be at an acceptable level and independence would not be im-
paired if a lending institution attest client services a loan originally extended to
a covered member by another lending institution. [Prior reference: paragraphs
.134–.135 of ET section 191]

1.260.040 Leases
.01 If a covered member enters into a leasing agreement with an attest

client during the period of the professional engagement, the self-interest threat
would be at an acceptable level and independence would not be impaired if all
the following safeguards are met:

a. The lease meets the criteria of an operating lease (as described in
GAAP).

b. The terms and conditions set forth in the lease agreement are
comparable with other leases of a similar nature.

c. All amounts are paid in accordance with the lease terms or pro-
visions.

This paragraph excludes leases addressed by paragraph .04 of the "Loans and
Leases With Lending Institutions" interpretation [1.260.020] of the "Indepen-
dence Rule" [1.200.001].

.02 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards, and independence would be impaired, if a covered
member has a lease that meets the criteria of a capital lease (as described in
GAAP). Accordingly, independence would be impaired because the lease would
be considered to be a loan with an attest client. This paragraph excludes a lease
that is in compliance with the "Loans and Leases With Lending Institutions"
interpretation [1.260.020] of the "Independence Rule." [Prior reference: para-
graphs .182–.183 of ET section 191]

1.260.050 Association With an Entity That Has a Loan To or From
an Attest Client

.01 If a covered member is an officer, a director, or a shareholder of an en-
tity and the entity has a loan to or from an attest client during the period of the
professional engagement, a self-interest threat to the covered member's compli-
ance with the "Independence Rule" [1.200.001] may exist. Threats to compliance
with the "Independence Rule" would not be at an acceptable level and could not
be reduced to an acceptable level by the application of safeguards if the cov-
ered member has control over the entity. Accordingly, independence would be
impaired because the lease would be considered to be a loan with an attest
client. This paragraph excludes a lending relationship that is permitted under
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the "Loans and Leases With Lending Institutions" interpretation [1.260.020]
of the "Independence Rule."

.02 If any partner or professional employee of the firm is an officer, a direc-
tor, or a shareholder of an entity and the entity has a loan to or from an attest
client, threats to the partner's or professional employee's objectivity may exist.
If the partner or professional employee is able to exercise significant influence
over the entity but is not a covered member who can control the entity (see para-
graph .01), the partner or professional employee should consider the "Conflicts
of Interest" interpretation [1.110.010] of the "Integrity and Objectivity Rule"
[1.100.001].

.03 When making the decision about whether to perform a professional
service and in making disclosure to the appropriate parties, the member should
consider the "Confidential Client Information Rule" [1.700.001]. [Prior refer-
ence: paragraphs .220–.221 of ET section 191]

1.265 Business Relationships

1.265.010 Cooperative Arrangements With Attest Clients
.01 If a member or his or her firm has a cooperative arrangement with an

attest client, self-interest, familiarity, and undue influence threats to the mem-
ber or his or her firm's compliance with the "Independence Rule" [1.200.001]
may exist. Threats to compliance with the "Independence Rule" would not be
at an acceptable level and could not be reduced to an acceptable level by the
application of safeguards if, during the period of the professional engagement,
the cooperative arrangement is material to the firm or attest client. Accordingly,
independence would be impaired.

.02 A cooperative arrangement exists when a member or the member's
firm and an attest client jointly participate in a business activity. However, a
cooperative arrangement would not exist when all of the following safeguards
are met:

a. The participation of the firm and attest client are governed by sep-
arate agreements, arrangements, or understandings that do not
create rights or obligations between the firm and attest client.

b. Neither the firm nor the attest client assumes responsibility for
the other's activities or results.

c. Neither party has the authority to act as the other's representa-
tive or agent.

.03 Examples of cooperative arrangements include the following:

a. Prime and subcontractor arrangements to provide services or
products to a third party

b. Joint ventures to develop or market products or services
c. Arrangements to combine one or more of the firm's services or

products with one or more of the attest client's services or prod-
ucts and market the package with references to both parties

d. Arrangements under which the firm acts as a distributor or mar-
keter of the attest client's products or services or the attest client
acts as the distributor or marketer of the firm's products or ser-
vices

.04 Refer to the "Contingent Fees Rule" [1.510.001] and the "Commissions
and Referral Fees Rule" [1.520.001] for additional guidance. [Prior reference:
paragraph .14 of ET section 101]
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1.265.020 Joint Closely Held Investments
.01 If a covered member has a joint closely held investment, a self-interest

threat to the covered member's compliance with the "Independence Rule"
[1.200.001] may exist. Threats to compliance with the "Independence Rule"
would not be at an acceptable level and could not be reduced to an accept-
able level by the application of safeguards if the covered member holds a ma-
terial joint closely held investment during the period of the professional en-
gagement. Accordingly, independence would be impaired. [Prior reference: para-
graph .02A(3) of ET section 101]

.02 A joint closely held investment includes a joint interest in a vacation
home shared by a covered member and an attest client (or one of the client's
officers or directors, or any owner who has the ability to exercise significant in-
fluence over the attest client), if the covered member and attest client (or one of
the client's officers or directors or any owner who has the ability to exercise sig-
nificant influence over the attest client) control the investment and the vacation
home is material to the covered member. Such is the case even if the vacation
home is solely intended for the personal use of the owners. [Prior reference:
paragraphs .184–.185 of ET section 191]

1.270 Family Relationships With Attest Clients

1.270.010 Immediate Family Members
.01 The immediate family of a covered member must comply with the "In-

dependence Rule" [1.200.001] and its interpretations, except as permitted in the
following interpretations:

a. "Immediate Family Member Is Employed by the Attest Client"
[1.270.020]

b. "Immediate Family Member Participation in an Employee Benefit
Plan That Is an Attest Client or Is Sponsored by an Attest Client
(Other Than Certain Share-Based Arrangements or Nonqualified
Deferred Compensation Plans)" [1.270.030]

c. "Immediate Family Member Participation in an Employee Benefit
Plan With Financial Interests in an Attest Client" [1.270.040]

d. "Immediate Family Member Participation in Share-Based Com-
pensation Arrangements Resulting in Beneficially Owned Finan-
cial Interests in Attest Clients" [1.270.050]

e. "Immediate Family Member Participation in Share-Based Com-
pensation Arrangements Resulting in Rights to Acquire Shares
in an Attest Client" [1.270.060]

f. "Immediate Family Member Participation in Share-Based
Compensation Arrangements Based Upon Stock Appreciation"
[1.270.070]

g. "Immediate Family Member Participation in a Nonqualified De-
ferred Compensation Plan" [1.270.080]

.02 Notwithstanding any exceptions provided for in paragraph .01, the
ownership interests of a covered member's immediate family may not exceed
those specified in paragraph .03 of the "Overview of Financial Interests" inter-
pretation [1.240.010] of the "Independence Rule" [1.200.001].

.03 When materiality of a financial interest is identified as a factor affect-
ing independence in the interpretations of the "Independence Rule" [1.200.001],
interests of the immediate family member and the covered member should be
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combined to determine materiality to the covered member. [Prior reference:
paragraph .02 of ET section 101]

A nonauthoritative white paper, Independence Rules Modernization Project,
provides some discussion on changes made to the independence provi-
sions that are applicable to close relatives. The white paper is available at
www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/Download
ableDocuments/IndependenceModernizationWhitePaper.doc.

A nonauthoritative basis-for-conclusions document summarizing consid-
erations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.

1.270.020 Immediate Family Member Is Employed by the Attest Client
.01 When an individual in a covered member's immediate family is em-

ployed by an attest client, management participation, familiarity, and self-
interest threats to the covered member's compliance with the "Independence
Rule" [1.200.001] may exist.

.02 If a covered member's immediate family is employed by an attest client
but is not in a key position, threats would be at an acceptable level and indepen-
dence would not be impaired.

.03 If a covered member's immediate family is in a key position with an
attest client during the period covered by the financial statements or during
the period of the professional engagement, threats to compliance with the "In-
dependence Rule" [1.200.001] would not be at an acceptable level and could not
be reduced to an acceptable level by the application of safeguards. Accordingly,
independence would be impaired.

Grandfathered Employment Relationships
.04 For information about grandfathered employment relationships for

immediate family members, refer to www.aicpa.org/interestareas/professional
ethics/community/downloadabledocuments/transistion%20periods.pdf. [Prior
reference: paragraph .02 of ET section 101]

A nonauthoritative white paper, Independence Rules Modernization Project,
provides some discussion on changes made to the independence provisions
that are applicable to close relatives. The white paper is available at www
.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/Downloadable
Documents/IndependenceModernizationWhitePaper.doc.

A nonauthoritative basis-for-conclusions document summarizing consid-
erations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.
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1.270.030 Immediate Family Member Participation in an Employee
Benefit Plan That Is an Attest Client or Is Sponsored by an Attest Client
(Other Than Certain Share-Based Arrangements or Nonqualified
Deferred Compensation Plans)

.01 If during the period covered by the financial statements or during the
period of the professional engagement, an immediate family member of a covered
member participates in an employee benefit plan (plan) that is an attest client
or is sponsored by an attest client (other than an attest client's share-based com-
pensation arrangement and nonqualified deferred compensation plan), threats
would be at an acceptable level and independence would not be impaired if all
of the following safeguards were met:

a. The immediate family member does not serve in a key position for
the attest client, as discussed in the "Immediate Family Member
Is Employed by the Attest Client" interpretation [1.270.020] of
the "Independence Rule" [1.200.001].

b. The plan is offered to all employees in comparable employment
positions.

c. The immediate family member does not serve in a position of gov-
ernance (for example, board of trustees) for the plan.

d. The immediate family member does not have the ability to su-
pervise or participate in the plan's investment decisions or in the
selection of the investment options made available to plan partic-
ipants. [Prior reference: paragraph .02 of ET section 101]

.02 Share-based compensation arrangements and nonqualified deferred
compensation plans are discussed in the following interpretations:

a. "Immediate Family Member Participation in Share-Based Com-
pensation Arrangements Resulting in Beneficially Owned Finan-
cial Interests in Attest Clients" interpretation [1.270.050] of the
"Independence Rule" [1.200.001]

b. "Immediate Family Member Participation in Share-Based Com-
pensation Arrangements Resulting in Rights to Acquire Shares in
an Attest Client" interpretation [1.270.060] of the "Independence
Rule"

c. "Immediate Family Member Participation in Share-Based Com-
pensation Arrangements Based Upon Stock Appreciation" inter-
pretation [1.270.070] of the "Independence Rule"

d. "Immediate Family Member Participation in a Nonqualified De-
ferred Compensation Plan" interpretation [1.270.080] of the "In-
dependence Rule"

A nonauthoritative basis-for-conclusions document that summarizes con-
siderations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.
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1.270.040 Immediate Family Member Participation in an Employee Ben-
efit Plan With Financial Interests in an Attest Client

.01 If during the period of the professional engagement, an immediate fam-
ily member of a covered member is employed at a non-client or employed in a
non-key position at an attest client, the immediate family member may hold a
direct financial interest or material indirect financial interest in an attest client
through participation in an employee benefit plan if threats are at an accept-
able level. Threats would be at an acceptable level, and independence would not
be impaired, if all of the following safeguards were met:

a. The covered member neither participates on the attest engagement
team nor is an individual in a position to influence the attest en-
gagement.

b. Such investment is an unavoidable consequence of such participa-
tion. Unavoidable consequence means that the immediate family
member has no other investment options available for selection,
including money market or invested cash options, except for se-
lecting an investment option in an attest client.

c. In the event that a plan provides an option that permits the imme-
diate family member to invest in a nonattest client or a non-client
investment option that becomes available, the immediate family
member is required to select the investment option in the non-
client or nonattest client and dispose of financial interests in the
attest client as soon as practicable but no later than 30 days after
such option becomes available. When legal or other similar re-
strictions exist on an immediate family member's right to dispose
of a financial interest at a particular time, the immediate fam-
ily member need not dispose of the interest until the restrictions
have lapsed. For example, an immediate family member is not re-
quired to dispose of a financial interest in an attest client if doing
so would violate an employer's policies on insider trading. On the
other hand, waiting for more advantageous market conditions to
dispose of the interest would not fall within this exception. [Prior
reference: paragraph .02 of ET section 101]

This paragraph excludes participation in share-based compensation arrange-
ments and nonqualified deferred compensation arrangements (see paragraph
.02).

.02 Share-based compensation arrangements and nonqualified deferred
compensation plans are discussed in the following interpretations:

a. "Immediate Family Member Participation in Share-Based
Compensation Arrangements Resulting in Beneficially Owned
Financial Interests in Attest Clients" interpretation [1.270.050]
of the "Independence Rule" [1.200.001]

b. "Immediate Family Member Participation in Share-Based Com-
pensation Arrangements Resulting in Rights to Acquire Shares in
an Attest Client" interpretation [1.270.060] of the "Independence
Rule"

c. "Immediate Family Member Participation in Share-Based Com-
pensation Arrangements Based Upon Stock Appreciation" inter-
pretation [1.270.070] of the "Independence Rule"
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d. "Immediate Family Member Participation in a Nonqualified De-
ferred Compensation Plan" interpretation [1.270.080] of the "In-
dependence Rule"

A nonauthoritative basis-for-conclusions document that summarizes con-
siderations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.

1.270.050 Immediate Family Member Participation in Share-Based
Compensation Arrangements Resulting in Beneficially Owned Financial
Interests in Attest Clients

.01 If during the period of the professional engagement, an immediate fam-
ily member of a covered member participates in a share-based compensation ar-
rangement of an attest client, such as an ESOP, that results in the immediate
family member holding a financial interest in an attest client that is benefi-
cially owned, threats are at an acceptable level and independence would not be
impaired if all of the following safeguards were met:

a. The immediate family member does not serve in a key position for
the attest client, as discussed in the "Immediate Family Member
Is Employed by the Attest Client" interpretation [1.270.020] of
the "Independence Rule" [1.200.001].

b. The covered member neither participates on the attest engagement
team nor is an individual in a position to influence the attest en-
gagement.

c. The immediate family member does not serve as a trustee for
the share-based compensation arrangement and does not have the
ability to supervise or participate in the selection of any invest-
ment options made available to plan participants.

d. When the financial interests that are beneficially owned are dis-
tributed or the immediate family member has the right to dis-
pose of the financial interests, the immediate family member is
required to do one of the following:

i. Dispose of the financial interests as soon as practicable but
no later than 30 days after he or she has the right to dis-
pose of the financial interests.

ii. Exercise his or her put option to require the employer to
repurchase the financial interests as soon as permitted by
the terms of the share-based compensation arrangement.
In addition, any repurchase obligation due to the immedi-
ate family member arising from exercise of the option that
is outstanding for more than 30 days needs to be immate-
rial to the covered member during the payout period. When
legal or other similar restrictions exist on an immediate
family member's right to dispose of a financial interest at
a particular time, the immediate family member need not
dispose of the interest until the restrictions have lapsed.
For example, an immediate family member does not have
to dispose of a financial interest in an attest client if doing
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so would violate an employer's policies on insider trading.
On the other hand, waiting for more advantageous mar-
ket conditions to dispose of the interest does not qualify
for this exception.

e. Benefits payable from the share-based compensation arrange-
ment to the immediate family member upon termination of em-
ployment, whether through retirement, death, disability, or vol-
untary or involuntary termination, are funded by investment op-
tions other than the employer's financial interests, and any un-
funded benefits payable are immaterial to the covered member at
all times during the payout period. [Prior reference: paragraph
.02 of ET section 101]

A nonauthoritative basis-for-conclusions document that summarizes con-
siderations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.

1.270.060 Immediate Family Member Participation in Share-Based
Compensation Arrangements Resulting in Rights to Acquire Shares
in an Attest Client

.01 If during the period of the professional engagement an immediate fam-
ily member of a covered member participates in a share-based compensation
arrangement resulting in a right to acquire shares in an attest client, such as
an ESOP or restricted stock rights plan, threats are at an acceptable level and
independence would not be impaired if all of the following safeguards were met:

a. The immediate family member does not serve in a key position for
the attest client, as discussed in the "Immediate Family Member
Is Employed by the Attest Client" interpretation [1.270.020] of
the "Independence Rule" [1.200.001].

b. The covered member neither participates on the attest engagement
team nor is an individual in a position to influence the attest en-
gagement.

c. The immediate family member exercises or forfeits these rights
once he or she is vested, and the closing market price of the un-
derlying stock equals or exceeds the exercise price for 10 consecu-
tive days (market period). The exercise or forfeiture should occur
as soon as practicable but no later than 30 days after the end of
the market period. In addition, if the immediate family member
exercises his or her right to acquire shares in the attest client, he
or she should dispose of the shares as soon as practicable but no
later than 30 days after the exercise date. Also, note the following:

i. When legal or other similar restrictions exist on an im-
mediate family member's right to dispose of a financial
interest at a particular time, the immediate family mem-
ber need not dispose of the interest until the restrictions
have lapsed. For example, an immediate family member
does not have to dispose of a financial interest in an at-
test client if doing so would violate an employer's policies
on insider trading. On the other hand, waiting for more
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advantageous market conditions to dispose of the interest
would not qualify for this exception.

ii. If the employer repurchases the shares, any employer re-
purchase obligation due to the immediate family member
that is outstanding for more than 30 days needs to be im-
material to the covered member during the payout period.

.02 Refer to paragraph .06 of the "Retirement, Savings, Compensa-
tion, or Similar Plans" interpretation [1.240.040] of the "Independence Rule"
[1.200.001] for additional guidance. [Prior reference: paragraph .02 of ET sec-
tion 101]

A nonauthoritative basis-for-conclusions document that summarizes con-
siderations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.

1.270.070 Immediate Family Member Participation in Share-Based
Compensation Arrangements Based Upon Stock Appreciation

.01 If during the period of the professional engagement an immediate fam-
ily member of a covered member participates in a share-based compensation
arrangement based on the appreciation of an attest client's underlying shares,
such as a stock appreciation plan or phantom stock plan, threats are at an ac-
ceptable level and independence would not be impaired if all of the following
safeguards were met:

a. The immediate family member does not serve in a key position for
the attest client, as discussed in the "Immediate Family Member
Is Employed by the Attest Client" interpretation [1.270.020] of
the "Independence Rule" [1.200.001].

b. The share-based compensation arrangement does not provide for
the issuance of rights to acquire the employer's financial interests.

c. The covered member neither participates on the attest engagement
team nor is an individual in a position to influence the attest en-
gagement.

d. The immediate family member exercises or forfeits these rights
once he or she is vested, if the underlying price of the employer's
shares equals or exceeds the exercise price for 10 consecutive days
(market period). Exercise or forfeiture should occur as soon as
practicable but no later than 30 days after the end of the mar-
ket period.

e. Any resulting compensation payable to the immediate family
member that is outstanding for more than 30 days is immaterial
to the covered member during the payout period. [Prior reference:
paragraph .02 of ET section 101]

A nonauthoritative basis-for-conclusions document that summarizes con-
siderations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.
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1.270.080 Immediate Family Member Participation in a Nonqualified
Deferred Compensation Plan

.01 If during the period of the professional engagement an immediate fam-
ily member of a covered member participates in a nonqualified deferred com-
pensation plan of an attest client as a result of his or her employment, threats
are at an acceptable level and independence would not be impaired if all of the
following safeguards were met:

a. The immediate family member does not serve in a key position for
the attest client, as discussed in the "Immediate Family Member
Is Employed by the Attest Client" interpretation [1.270.020] of
the "Independence Rule" [1.200.001].

b. The covered member neither participates on the attest engagement
team nor is an individual in a position to influence the attest en-
gagement.

c. The amount of the deferred compensation payable to the immedi-
ate family member is funded through life insurance, an annuity, a
trust, or similar vehicle, and any unfunded portion is immaterial
to the covered member.

d. Any funding of the deferred compensation does not include finan-
cial interests in the attest client. [Prior reference: paragraph .02
of ET section 101]

A nonauthoritative basis-for-conclusions document summarizing consid-
erations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsImmediate
FamilyMember6-1-10Final.doc.

1.270.100 Close Relatives
.01 When a close relative of a covered member is employed by an attest

client or has financial interests in an attest client, management participation,
familiarity, and self-interest threats to the covered member's compliance with
the "Independence Rule" [1.200.001] may exist.

.02 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level
by the application of safeguards, and independence would be impaired, if an
individual participating on the attest engagement team has a close relative who
has either of the following:

a. A key position with the attest client during the period covered by
the financial statements or during the period of the professional
engagement.

b. A financial interest in the attest client during the period of the
professional engagement that

i. the individual knows or has reason to believe was material
to the close relative or

ii. enabled the close relative to exercise significant influence
over the attest client.
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.03 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards and independence will be impaired if an individ-
ual in a position to influence the attest engagement or any partner or partner
equivalent in the office in which the lead attest engagement partner or partner
equivalent primarily practices in connection with the attest engagement has a
close relative who has either of the following:

a. A key position with the attest client during the period covered by
the financial statements or during the period of the professional
engagement.

b. A financial interest in the attest client during the period of the
professional engagement that

i. the individual, partner, or partner equivalent knows or has
reason to believe was material to the close relative and

ii. enabled the close relative to exercise significant influence
over the attest client.

Grandfathered Employment Relationships
.04 For information about grandfathered employment relationships

for close relatives, refer to www.aicpa.org/interestareas/professionalethics/
community/downloadabledocuments/transistion%20periods.pdf. [Prior refer-
ence: paragraph .02 of ET section 101]

Effective Date
.05 The addition of partner equivalents to paragraph .03 is effective for

engagements covering periods beginning on or after December 15, 2014.

A nonauthoritative white paper, Independence Rules Modernization Project,
provides some discussion about changes made to the independence provi-
sions that are applicable to close relatives. The white paper is available at
www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/Download
ableDocuments/IndependenceModernizationWhitePaper.doc.

1.275 Current Employment or Association With an Attest Client

1.275.005 Simultaneous Employment or Association With an
Attest Client

.01 In this interpretation, simultaneous employment or association with
an attest client is serving as a director, an officer, an employee, a promoter, an
underwriter, a voting trustee, a trustee for any pension or profit-sharing trust
of the attest client, or in any capacity equivalent to that of a member of manage-
ment of an attest client during the period covered by the financial statements
or the period of the professional engagement.

.02 If a partner or professional employee of the member's firm is simulta-
neously employed or associated with an attest client, familiarity, management
participation, advocacy, or self-review threats to the member's compliance with
the "Independence Rule" [1.200.001] would not be at an acceptable level and
could not be reduced to an acceptable level by the application of safeguards.
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Accordingly, independence would be impaired. [Prior reference: paragraph .02C
of ET section 101]

.03 However, threats will be at an acceptable level and independence will
not be impaired if a partner or professional employee of a firm serves as an
adjunct faculty member of an educational institution that is an attest client of
the firm, provided that the partner or professional employee meets all of the
following safeguards:

a. Does not hold a key position at the educational institution
b. Does not participate on the attest engagement team
c. Is not an individual in a position to influence the attest engage-

ment
d. Is employed by the educational institution on a part-time and

non-tenure basis
e. Does not participate in any employee benefit plans sponsored by

the educational institution, unless participation is required
f. Does not assume any management responsibilities or set policies

for the educational institution
Upon termination of employment, the partner or professional employee should
comply with the requirements of the "Former Employment or Association
With an Attest Client" interpretation [1.277.010] of the "Independence Rule"
[1.200.001]. [Prior reference: paragraph .21 of ET section 101]

.04 Members that are simultaneously employed or associated with an at-
test client should consider their obligations as a member in business under part
2 of the code. [No prior reference: new content]

Effective Date
.05 Paragraph .04 of this interpretation is effective December 15, 2014.

A nonauthoritative question and answer regarding independent contractors
retained by the firm who are simultaneously employed or associated with an
attest client is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Ethics-General-FAQs.pdf.

1.275.010 Honorary Director or Trustee of a Not-for-Profit Organization
.01 When a partner or professional employee of a member's firm is asked

to lend the prestige of his or her name to a not-for-profit organization (the as-
sumption is that the organization limits its activities to charitable, religious,
or civic or other matters of a similar nature) by serving as an honorary di-
rector or trustee of the organization during the period covered by the financial
statements or during the period of the professional engagement, familiarity, self-
review, or management participation threats to the member's compliance with
the "Independence Rule" [1.200.001] may exist. However, threats would be at an
acceptable level and independence would not be impaired if all of the following
safeguards are met:

a. The position is clearly honorary and the individual holds the po-
sition in name only.

b. The individual cannot vote or otherwise participate in board or
management responsibilities.
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c. If the individual is named in letterheads and externally circulated
materials, the individual is identified as an honorary director or
honorary trustee. [Prior reference: paragraph .06 of ET section
101]

.02 Members that are simultaneously employed or associated with an at-
test client should consider their obligations as a member in business under part
2 of the code. [No prior reference: new content]

Effective Date
.03 Paragraph .02 of this interpretation is effective December 15, 2014.

1.275.015 Member of Advisory Board
.01 If a partner or professional employee of a member's firm serves on

an advisory board of an attest client, familiarity, self-review, or management
participation threats to the member's compliance with the "Independence
Rule" [1.200.001] may exist. However, threats would be at an acceptable level
and independence would not be impaired if all of the following safeguards
are met:

a. The responsibilities of the advisory board are in fact advisory in
nature.

b. The advisory board has no authority to make nor does it appear
to make management decisions on behalf of the attest client.

c. The advisory board and those having authority to make manage-
ment decisions, including the board of directors or its equivalent,
are distinct groups with minimal, if any, common membership.
[Prior reference: paragraphs .144–.145 of ET section 191]

.02 Members in such positions should consider their obligations as mem-
bers in business under part 2 of the code. [No prior reference: new content]

Effective Date
.03 Paragraph .02 of this interpretation is effective December 15, 2014.

1.275.020 Member of Governmental Advisory Committee
.01 If a partner or professional employee of the firm serves on a citizens' ad-

visory committee that is studying possible changes in the form of a county gov-
ernment that is an attest client of the member's firm, familiarity, self-review, or
management participation threats to the member's compliance with the "Inde-
pendence Rule" [1.200.001] may exist. However, threats would be at an accept-
able level and independence would not be impaired with respect to the county.

.02 If a partner or professional employee of the firm serves on an advisory
committee appointed to study the financial status of the state in which the
county is located, threats to the member's compliance with the "Independence
Rule" [1.200.001] would be at an acceptable level. Accordingly, independence
would not be impaired with respect to the county. [Prior reference: paragraphs
.039–.040 of ET section 191]

.03 Members in such positions should consider their obligations as mem-
bers in business under part 2 of the code. [No prior reference: new content]
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Effective Date
.04 Paragraph .03 of this interpretation is effective December 15, 2014.

1.275.025 Individual in a Campaign Treasurer or Similar
Financial Position

.01 For purposes of this interpretation, a campaign treasurer would also
include individuals with similar financial responsibilities as a campaign trea-
surer. While other campaign positions may result in threats to compliance with
the "Independence Rule" [1.200.001], such positions are not covered by this in-
terpretation. Accordingly, members should consult the Conceptual Framework
for Independence [1.210.010] if partners or professional employees serve in
campaign positions not specifically addressed by this interpretation.

Campaign Organization Is Attest Client
.02 If during the period of the professional engagement or during the pe-

riod covered by the financial statements, a partner or professional employee of
a member's firm serves as a campaign treasurer and the campaign organiza-
tion is an attest client, the management participation threat to the member's
compliance with the "Independence Rule" [1.200.001] would not be at an ac-
ceptable level and could not be reduced to an acceptable level by the application
of safeguards. Accordingly, independence would be impaired.

Candidate Running for Election of a Governmental Entity
That Is an Attest Client

.03 If, during the period of the professional engagement or during the pe-
riod covered by the financial statements, a partner or professional employee
serves as a campaign treasurer for either (a) an elected official of a govern-
mental entity that is an attest client, or (b) for a candidate who is running for
election but is not yet an elected official of such attest client, then advocacy,
adverse interest, and familiarity threats to compliance with the "Independence
Rule" [1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards. Accordingly, independence
would be impaired.

Political Party Is Attest Client
.04 If during the period of the professional engagement or during the period

covered by the financial statements a partner or professional employee serves
as a campaign treasurer for a candidate and the political party for which the
candidate is a member is an attest client, advocacy and familiarity threats may
exist. Accordingly, a responsible individual within the firm should evaluate the
significance of the threats to determine if the threats are at an acceptable level.
If the responsible individual within the firm determines that threats are not at
an acceptable level, he or she should apply safeguards to eliminate or reduce
the threats to an acceptable level. However, threats would not be at an accept-
able level and could not be reduced to an acceptable level by the application of
safeguards and independence would be impaired if the candidate is a member
of one of the political party's governing bodies.

General
.05 In the state and local government environment, members should

consult the "Entities Included in State and Local Government Financial
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Statements" interpretation [1.224.020] to determine which entities related to
their attest client require the member's independence. Also refer to the "Con-
flicts of Interest for Members in Public Practice" interpretation [1.110.010] of
the "Integrity and Objectivity Rule" [1.100.001] for additional guidance. In ad-
dition, members in such positions should consider their obligations as members
in business under part 2 of the code. [Prior reference: paragraphs .164–.165 of
ET section 191]

Grandfathered Positions
.06 Independence would not be impaired as a result of the more restrictive

requirements of this interpretation that are effective on May 31, 2015, provided
the attest engagement commenced prior to April 30, 2015, and the member was
in compliance with the preexisting requirements of this interpretation.

[See Revision History Table.]

1.275.030 Member of Federated Fund-Raising Organization
.01 When a partner or professional employee of a member's firm serves as

a director or an officer of a federated fund-raising organization, such as United
Way (the organization), during the period covered by the financial statements
or during the period of the professional engagement, and a charity that receives
funds from the organization is an attest client of the member's firm , manage-
ment participation or self-review threats to the member's compliance with the
"Independence Rule" [1.200.001] may exist.

.02 If the organization has managerial control over the charity, the threats
to the member's compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards. Accordingly, independence would be impaired.

.03 Even if the organization does not have managerial control over the
charity, a conflict of interest could arise that may create a threat to the mem-
ber's compliance with the "Integrity and Objectivity Rule" [1.100.001]. In such
situations, the member should consult the "Conflicts of Interest" interpretation
[1.110.010]. [Prior reference: paragraphs .027–.028 of ET section 191]

.04 In addition, members in such positions should consider their obliga-
tions as members in business under part 2 of the code. [No prior reference: new
content]

Effective Date
.05 Paragraph .04 of this interpretation is effective December 15, 2014.

1.275.035 Member of Organization that Receives Funds From
Fund-Raising Organization

.01 When a partner or professional employee of a member's firm serves
on the board of directors of an organization during the period covered by the
financial statements or during the period of the professional engagement and
the organization receives funds from a fund-raising foundation that is an attest
client, management participation or self-review threats to the member's com-
pliance with the "Independence Rule" [1.200.001] may exist.

.02 If the fund-raising foundation functions solely to raise funds for that or-
ganization, the threat to compliance with the "Independence Rule" [1.200.001]
would not be at an acceptable level and could not be reduced to an acceptable
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level by the application of safeguards. Accordingly, independence would be im-
paired.

.03 However, if the directorship is clearly honorary, in accordance with the
"Honorary Director or Trustee of a Not-for-Profit Organization" interpretation
[1.275.010] of the "Independence Rule" [1.200.001], threats would be at an ac-
ceptable level. Accordingly, independence would not be impaired. [Prior refer-
ence: paragraphs .128–.129 of ET section 191]

.04 Members in such positions should consider their obligations as a mem-
ber in business under part 2 of the code. [No prior reference: new content]

Effective Date
.05 Paragraph .04 of this interpretation is effective December 15, 2014.

1.277 Former Employment or Association With an Attest Client

1.277.010 Former Employment or Association With an Attest Client
.01 This interpretation applies to covered members who were formerly em-

ployed by an entity or associated with an entity as an officer, a director, a pro-
moter, an underwriter, a voting trustee, or a trustee for the entity's pension or
profit sharing trust and subsequently became employed by a firm that provides
attest service to that entity.

.02 When a member becomes a partner or professional employee of a
firm that provides attest services to an entity where the member was for-
merly employed or otherwise associated, familiarity, self-interest, self-review, or
management participation threats to the member's compliance with the "Inde-
pendence Rule" [1.200.001] may exist.

.03 If a covered member participates on the client's attest engagement or
is an individual in a position to influence the attest engagement covering any
period that includes the covered member's former employment or association
with the attest client, threats to the member's compliance with the "Indepen-
dence Rule" [1.200.001] would not be at an acceptable level and could not be
reduced to an acceptable level by the application of safeguards. Accordingly, in-
dependence would be impaired.

.04 If a member fails to disassociate from the attest client before becoming
a covered member, threats to the member's compliance with the "Independence
Rule" [1.200.001] would not be at an acceptable level and independence would
be impaired unless all of the following safeguards are met:

a. The covered member ceases to participate in all employee health
and welfare plans sponsored by the attest client, unless the at-
test client is legally required to allow the member to participate
in the plan (for example, the Consolidated Omnibus Budget Rec-
onciliation Act [COBRA]) and the member pays 100 percent of the
member's portion of the cost of participation on a current basis.

b. The covered member ceases to participate in all other employee
benefit plans by liquidating or transferring, at the earliest date
permitted under the plan, all vested benefits in the attest client's
defined benefit plans, defined contribution plans, share-based
compensation arrangements, deferred compensation plans, and
other similar arrangements.
However, when a covered member's participation in one of these
plans results from former employment or association with an
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attest client, threats would be at an acceptable level and indepen-
dence would not be impaired provided the liquidation or transfer
of any vested benefits is either not permitted under the terms of
the plan or would result in a penalty significant to the benefits
being imposed upon such liquidation or transfer and the covered
member

i. does not participate on the attest engagement team or

ii. is not an individual in a position to influence the attest en-
gagement.

A penalty includes an early withdrawal penalty levied under the
applicable tax law but excludes other income taxes that would be
owed, or market losses that may be incurred, as a result of such
liquidation or transfer.

c. The covered member disposes of any direct financial interest or
material indirect financial interests in the attest client.

d. The covered member collects or repays any loans to or from the
attest client, except for loans specifically permitted or grandfa-
thered by the interpretations of the "Loans, Leases, and Guaran-
tees" subtopic [1.260] under the "Independence Rule."

e. Covered members should evaluate whether other relationships
with the attest client create threats that require the member to
apply safeguards to reduce those threats to an acceptable level.
[Prior reference: paragraph .02 of ET section 101]

1.279 Considering or Subsequent Employment or Association
With an Attest Client

1.279.010 Considering Employment or Association With an Attest Client
.01 This interpretation applies to a member of the attest engagement team

or an individual in a position to influence the attest engagement (individual) who
intends to seek or discuss potential employment or association with an attest
client or is in receipt of a specific offer of employment from an attest client.

.02 The undue influence and self-interest threats to compliance with the
"Independence Rule" [1.200.001] would be at an acceptable level and indepen-
dence would not be impaired if all of the following safeguards are met:

a. The individual promptly reports such consideration or offer to an
appropriate person in the firm.

b. The individual immediately ceases participation in the engage-
ment and does not provide any services to the attest client un-
til the employment offer is rejected or employment is no longer
sought.

c. If a covered member becomes aware that an individual is consid-
ering employment or association with an attest client, the covered
member should notify an appropriate person in the firm.

d. The appropriate person in the firm should consider whether,
based on the nature of the engagement and the individual in-
volved, the firm should perform additional procedures to pro-
vide reasonable assurance that any work that the individual per-
formed for the attest client was performed in compliance with the
"Integrity and Objectivity Rule" [1.100.001].
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.03 If the individual accepts an offer of employment or otherwise becomes
associated with the attest client in a key position, see the "Subsequent Employ-
ment or Association With an Attest Client" interpretation [1.279.020] of the
"Independence Rule" [1.200.001] for additional requirements. [Prior reference:
paragraph .04 of ET section 101]

1.279.020 Subsequent Employment or Association With an Attest Client
.01 This interpretation applies to partners and professional employees who

leave their firms and are subsequently employed by, or associated with, one of
the firm's attest clients in a key position.

.02 The familiarity, self-interest, undue influence, or management par-
ticipation threats to the member's compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and independence would be im-
paired unless all of the safeguards in items a–e of the following list are met:

Individual Safeguards
a. Amounts due to the former partner or professional employee for

his or her previous interest in the firm and unfunded, vested re-
tirement benefits cannot be material to the firm, and the underly-
ing formula used to calculate the payments remain fixed during
the payout period. The firm may adjust the retirement benefits
for inflation and pay interest on amounts due.

b. The former partner or professional employee is not in a position
to influence the firm's operations or financial policies.

c. The former partner or professional employee does not participate
or appear to participate in the firm's business and is not other-
wise associated with the firm, regardless of whether he or she is
compensated for such participation or association, once employ-
ment or association with the attest client begins. For example, the
individual would appear to participate in, or be associated with,
the firm if

i. the individual provides consultation to the firm;
ii. the firm provides the individual with an office and related

amenities, such as administrative and technology services;
iii. the individual's name is included in the firm's office direc-

tory; or
iv. the individual is identified as a member of the firm in

membership lists of business, professional, or civic organi-
zations, unless the member is clearly designated as retired.

Ongoing Attest Engagement Team Safeguards
d. The ongoing attest engagement team should consider whether to

modify the engagement procedures to adjust for the risk that the
former partner's or professional employee's prior knowledge of the
audit plan could reduce audit effectiveness. In addition, if the in-
dividual will have significant interaction with the attest engage-
ment team, an appropriate individual in the firm should evaluate
whether the existing attest engagement team members have suffi-
cient experience and stature to deal effectively with the individual
in conducting the engagement.

e. If the former partner or professional employee joins the attest
client in a key position within one year of disassociating from the
firm and has significant interaction with the attest engagement
team, an appropriate professional in the firm should review the
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subsequent attest engagement to determine whether the engage-
ment team members maintained the appropriate level of skepti-
cism when evaluating the individual's representations and work.
The professional applying this safeguard should have appropri-
ate stature, expertise, and objectivity. In performing this review,
the professional should consider relevant factors, such as the fol-
lowing:

i. The position that the individual assumed at the attest
client.

ii. The position that the individual held at the firm.
iii. The nature of the services that the individual provided to

the attest client. The professional should take appropriate
actions, as deemed necessary, based on the results of this
review.

.03 The procedures performed in applying items d–e of paragraph .02 of
this interpretation will depend on several factors, including the following:

a. Whether the individual served on the engagement team
b. The positions that the individual held at the firm and has ac-

cepted at the attest client
c. The length of time that has elapsed since the individual left the

firm
d. The circumstances of the individual's departure

.04 An inadvertent and isolated failure to apply items d–e in paragraph .02
of this interpretation would not impair independence provided that the relevant
parties perform the required procedures promptly upon discovery of the failure
to do so and all other provisions of this interpretation are met. [Prior reference:
paragraph .04 of ET section 101]

1.280 Memberships

1.280.010 Member of a Social Club
.01 If a covered member belongs to a social club (for example, a country

club, tennis club) that is an attest client and is required to acquire a pro rata
share of the club's equity or debt securities, then management participation,
self-review, and self-interest threats to the covered member's compliance with
the "Independence Rule" [1.200.001] may exist. Threats would be at an accept-
able level if the club membership is essentially a social matter, because such
equity or debt ownership would not be considered to be a direct financial inter-
est. Accordingly, independence would not be impaired.

.02 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards if a partner or professional employee is simultane-
ously employed or associated with the attest client's social club as described in
the "Simultaneous Employment or Association With an Attest Client" interpre-
tation [1.275.005] of the "Independence Rule." Accordingly, independence would
be impaired. [Prior reference: paragraphs .033–.034 of ET section 191]

1.280.020 Member of a Trade Association
.01 If a covered member belongs to a trade association that is an attest

client, management participation or self-review threats to the covered member's
compliance with the "Independence Rule" [1.200.001] may exist.
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.02 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards if a partner or professional employee is simulta-
neously employed or associated with the trade association as described in the
"Simultaneous Employment or Association With an Attest Client" interpreta-
tion [1.275.005] of the "Independence Rule." Accordingly, independence would
be impaired. [Prior reference: paragraphs .003–.004 of ET section 191]

1.280.030 Member of Common Interest Realty Association
.01 If a covered member belongs to a common interest realty association

(CIRA) because the covered member owns or leases real estate, then manage-
ment participation, self-interest, self-review, or advocacy threats to the covered
member's compliance with the "Independence Rule" [1.200.001] may exist. Ex-
amples of CIRAs include cooperatives, condominium associations, planned unit
developments, homeowners associations, and timeshare developments.

.02 Threats would be at an acceptable level and independence would not be
impaired if all of the following safeguards are met:

a. The CIRA performs functions similar to local governments, such
as public safety, road maintenance, and utilities.

b. The covered member's annual assessment is not material to ei-
ther the covered member or the CIRA's operating budgeted as-
sessments.

c. The liquidation of the CIRA or the sale of common assets would
not result in a distribution to the covered member.

d. The CIRA's creditors would not have recourse to the covered mem-
ber's assets if the CIRA became insolvent.

.03 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and cannot be reduced to an acceptable level
by the application of safeguards if a partner or professional employee is si-
multaneously employed or associated with the CIRA as described in the "Si-
multaneous Employment or Association With an Attest Client" interpretation
[1.275.005] of the "Independence Rule." Accordingly, independence would be
impaired.

.04 A member who has a personal or professional relationship with a real
estate developer or management company that is associated with the CIRA
should consider the "Conflicts of Interest" interpretation [1.110.010] under the
"Integrity and Objectivity Rule" [1.100.001]. [Prior reference: paragraphs .061–
.062 of ET section 191]

1.280.040 Member of a Credit Union
.01 When a covered member is a member of a credit union that is an at-

test client, the self-interest threat would be at an acceptable level, and indepen-
dence would not be impaired, if the covered member individually qualifies to
join the credit union other than by virtue of the professional services provided
to the client. However, if during the period of the professional engagement the
member's qualification to join the credit union is a result of the professional
services provided to the client, threats to compliance with the "Independence
Rule" [1.200.001] would not be at an acceptable level and could not be reduced
to an acceptable level by the application of safeguards. Accordingly, indepen-
dence would be impaired.

.02 Covered members may be subject to additional restrictions, as de-
scribed in the "Depository Accounts" interpretation [1.255.010] and the "Loans
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and Leases With Lending Institutions" interpretation [1.260.020] of the "Inde-
pendence Rule" [1.200.001]. In addition, partners and professional employees
may be subject to additional restrictions, as described in paragraph .03 of the
"Overview of Financial Interests" interpretation [1.240.010] of the "Indepen-
dence Rule." [Prior reference: paragraphs .150–.151 of ET section 191]

1.285 Gifts and Entertainment

1.285.010 Offering or Accepting Gifts or Entertainment
.01 For purposes of this interpretation, the attest client also includes an

individual in a key position with the attest client and individuals owning 10
percent or more of the attest client's outstanding equity securities or other own-
ership interests.

.02 Accepting a gift from an attest client during the period of the profes-
sional engagement may create undue influence or self-interest threats to a mem-
ber's compliance with the "Independence Rule" [1.200.001]. If a member's firm,
a member of the attest engagement team, or an individual in a position to influ-
ence the attest engagement accepts a gift from an attest client and the value is
not clearly insignificant to the recipient, the threat to the member's compliance
with the "Independence Rule" would not be at an acceptable level and could not
be reduced to an acceptable level by the application of safeguards. Accordingly,
independence would be impaired.

.03 Accepting entertainment from an attest client during the period of the
professional engagement may create undue influence or self-interest threats to
a member's compliance with the "Independence Rule" [1.200.001]. If a covered
member accepts entertainment from an attest client that is not reasonable in
the circumstances, the threats to the member's compliance with the "Indepen-
dence Rule" would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards. Accordingly, independence
would be impaired.

.04 Offering gifts or entertainment to an attest client during the period
of the professional engagement may create a familiarity threat to a member's
compliance with the "Independence Rule" [1.200.001]. If a covered member of-
fers a gift or entertainment to an attest client that is not reasonable in the
circumstances, the threat to the member's compliance with the "Independence
Rule" would not be at an acceptable level and could not be reduced to an accept-
able level by the application of safeguards. Accordingly, independence would be
impaired.

.05 The member should exercise judgment in determining whether gifts or
entertainment would be considered reasonable in the circumstances. Examples
of relevant facts and circumstances include the following:

a. The nature of the gift or entertainment

b. The occasion giving rise to the gift or entertainment

c. The cost or value of the gift or entertainment

d. The nature, frequency, and value of other gifts and entertainment
offered or accepted

e. Whether the entertainment was associated with the active con-
duct of business directly before, during, or after the entertainment

f. Whether other attest clients also participated in the entertain-
ment
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g. The individuals from the attest client's and member's firm who
participated in the entertainment

.06 Refer to the "Offering or Accepting Gifts or Entertainment" interpre-
tation [1.120.010] of the "Integrity and Objectivity Rule" [1.100.001] for addi-
tional guidance. [Prior reference: paragraphs .228–.229 of ET section 191]

A nonauthoritative basis-for-conclusions document summarizing consid-
erations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Gifts_Basis_Document.pdf.

A nonauthoritative question and answer regarding campaign contributions
made to the campaign of an individual that is associated with an attest client
in a key position or holds a financial interest in an attest client that is ma-
terial or enables the individual to exercise significant influence over the at-
test client is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Ethics-General-FAQs.pdf.

1.290 Actual or Threatened Litigation

1.290.010 Actual or Threatened Litigation
.01 The relationship between an attest client's management and a covered

member must be characterized by complete candor and full disclosure regard-
ing all aspects of the attest client's business operations. In addition, the covered
member must not be biased so that the covered member can exercise profes-
sional judgment and objectivity in evaluating management's financial report-
ing decisions.

.02 Litigation or the expressed intention to commence litigation between
a covered member and an attest client or its management and, in some cases,
other parties during the period of the professional engagement may create self-
interest or adverse interest threats to the member's compliance with the "Inde-
pendence Rule" [1.200.001]. Accordingly, covered members should evaluate all
such circumstances in accordance with this interpretation.

.03 Litigation or the expressed intention to commence litigation between a
covered member and an attest client or its management and, in some cases, other
parties requires the covered member to assess the materiality of the litigation
to the covered member, the covered member's firm, and the attest client. The
covered member's assessment should include an evaluation of the nature of the
matter(s) underlying the litigation and all other relevant factors.

Litigation Between the Attest Client and Member
.04 When an attest client's present management commences, or expresses

an intention to commence, legal action against a covered member, the covered
member and the attest client's management may be placed in adversarial po-
sitions in which self-interest may affect the covered member's objectivity and
management's willingness to make complete disclosures.

.05 Accordingly, independence may be impaired whenever the covered
member and the covered member's attest client or its management are in threat-
ened or actual positions of material adverse interests due to threatened or ac-
tual litigation.
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.06 Situations involving threatened or actual litigation are complex and
diverse, making it difficult to identify precise points at which threats to the cov-
ered member's compliance with the "Independence Rule" [1.200.001] would be
at an acceptable level. There are situations regarding litigation between covered
members and attest clients in which threats to the covered member's compliance
with the "Independence Rule" would not be at an acceptable level and could not
be reduced to an acceptable level by safeguards and independence would be im-
paired. Examples of these situations are:

a. An attest client's present management commences litigation al-
leging deficiencies in audit work performed for the attest client or
expresses its intention to commence such litigation, and the cov-
ered member concludes that it is probable that such a claim will
be filed.

b. A covered member commences litigation against an attest client's
present management alleging management fraud or deceit.

.07 If threatened or actual litigation is unrelated to the performance of
a client's attest engagement and is for an amount that is not material to the
covered member's firm or the attest client, threats to the covered member's
compliance with the "Independence Rule" [1.200.001] would be at an accept-
able level, and independence would not be impaired. Such claims may arise, for
example, out of immaterial disputes regarding billings for services, results of
tax or management services advice, or similar matters.

Litigation by Security Holders
.08 A covered member may also become involved in litigation (primary liti-

gation) in which the covered member and the attest client or its management are
defendants. For example, one or more stockholders may bring a stockholders'
derivative action or class-action lawsuit against the attest client or its manage-
ment, the attest client's officers, directors, or underwriters, and covered mem-
bers.

.09 Such primary litigation by itself would not threaten the covered mem-
ber's compliance with the "Independence Rule" [1.200.001]. However, if other
circumstances exist that may create threats, the covered member should ap-
ply the "Conceptual Framework for Independence" interpretation [1.210.010]
to evaluate whether the threats are at an acceptable level. For example, threats
will exist if cross-claims are filed against the covered member alleging that the
covered member is responsible for any deficiencies in work performed for the at-
test client or if the covered member, as a defense, alleges that the attest client's
management engaged in fraud or deceit.

.10 The following are examples of situations in which threats to the cov-
ered member's compliance with the "Independence Rule" [1.200.001] would not
be at an acceptable level and could not be reduced to an acceptable level by
safeguards, thereby impairing independence:

a. The attest client or its management or directors have filed cross-
claims to protect a right to legal redress in the event of a future ad-
verse decision in the primary litigation (or, in lieu of cross-claims,
agreements to extend the statute of limitations), and there is a
significant risk that the cross-claim will result in a settlement or
judgment in an amount that is material to the covered member's
firm or the attest client.

b. The attest client's underwriter and the attest client or its present
management assert cross-claims against the covered member.
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.11 If only the underwriter or officers or directors of other clients of the cov-
ered member file cross-claims against the covered member, threats to the covered
member's compliance with the "Independence Rule" [1.200.001] would be at an
acceptable level unless other circumstances create threats to compliance with
the "Independence Rule."

Other Third-Party Litigation
.12 A lending institution or other creditor, security holder, or insurance

company that alleges reliance on the attest client's financial statements as a
basis for having extended credit or insurance coverage to an attest client may
commence third-party litigation against the covered member to recover their
loss. An example is an insurance company commencing litigation either as a re-
sult of receiving an assignment of a claim or under subrogation rights against
the covered member in the attest client's name to recover losses that the in-
surer reimbursed to the attest client. If the attest client is only the nominal
plaintiff, threats to the covered member's compliance with the "Independence
Rule" [1.200.001] would be at an acceptable level unless other circumstances
exist, such as when the covered member alleges, as a defense, that present
management engaged in fraud or deceit. The attest client is a nominal plaintiff
when the insurance company or lender sues in the name of the attest client as
a result of obtaining subrogation rights or an assignment from the attest client
and the attest client does not have a beneficial interest in the claim.

.13 If the real party in interest in the litigation (for example, the insurance
company) is also the covered member's attest client (the plaintiff client), threats
to the covered member's compliance with the "Independence Rule" [1.200.001]
may exist if the litigation carries a significant risk of a settlement or judgment
in an amount that would be material to the covered member's firm or the plain-
tiff client.

Termination of Impairment
.14 Threats to the covered member's compliance with the "Independence

Rule" [1.200.001] would be eliminated or reduced to an acceptable level when
the parties reach a final resolution of the matter(s) at issue and the matter(s) no
longer affects the relationship between the covered member and the attest client,
as described in paragraph .01 of this interpretation. The covered member should
determine whether the conditions of such resolution have effectively eliminated
such threats or reduced them to an acceptable level. [Prior reference: paragraph
.08 of ET section 101]

1.295 Nonattest Services
1.295.010 Scope and Applicability of Nonattest Services

.01 When a member performs nonattest services for an attest client, self-
review, management participation, or advocacy threats to the member's com-
pliance with the "Independence Rule" [1.200.001] may exist. When significant
independence threats exist during the period of the professional engagement or
the period covered by the financial statements (except as provided for in para-
graph .03), independence will be impaired unless the threats are reduced to
an acceptable level and any requirements included in the interpretations of the
"Nonattest Services" subtopic [1.295] under the "Independence Rule" have been
met.

.02 For purposes of the interpretations of the "Nonattest Services" subtopic
[1.295] under the "Independence Rule" [1.200.001], the term member includes
the member's firm.
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.03 Period of engagement. A member's independence would not be impaired
if the member performed nonattest services that would have otherwise im-
paired independence during the period covered by the financial statements if
all of the following conditions exist:

a. The nonattest services were provided prior to period of the profes-
sional engagement.

b. The nonattest services related to periods prior to the period cov-
ered by the financial statements.

c. The financial statements for the period to which the nonattest ser-
vices relate were audited by another firm (or in the case of a re-
view engagement, reviewed or audited by another firm).

Nonauthoritative questions and answers regarding the period of the pro-
fessional engagement are available at www.aicpa.org/InterestAreas/
ProfessionalEthics/Resources/Tools/DownloadableDocuments/
NonattestServicesFAQs.pdf.

.04 Activities related to attest services. Performing attest services often in-
volves communications between the member and client management regarding

a. the client's selection and application of accounting standards or
policies and financial statement disclosure requirements;

b. the appropriateness of the client's methods used in determining
accounting and financial reporting;

c. adjusting journal entries that the member has prepared or pro-
posed for client management consideration; and

d. the form or content of the financial statements.
These communications are considered a normal part of the attest engagement
and are not considered nonattest services subject to the "General Requirements
for Performing Nonattest Services" [1.295.040] and "Documentation Require-
ments When Providing Nonattest Services" [1.295.050] interpretations.

.05 However, the member should exercise judgment in determining
whether his or her involvement has become so extensive that it would con-
stitute performing a separate service which would be subject to the "General
Requirements for Performing Nonattest Services" interpretation [1.295.040].

.06 For example, activities such as financial statement preparation, cash-
to-accrual conversions, and reconciliations are considered outside the scope of
the attest engagement and, therefore, constitute a nonattest service. Such activ-
ities would not impair independence if the requirements of the interpretations
of the "Nonattest Services" subtopic [1.295] are met.

Nonauthoritative questions and answers regarding routine activities are
available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
Tools/DownloadableDocuments/NonattestServicesFAQs.pdf.

.07 Engagements subject to independence rules of certain regulatory or
standard-setting bodies. Threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level through the application of safeguards if a member is not
in compliance with the independence regulations of authoritative regulatory
bodies that are more restrictive than the interpretations of the "Nonattest
Services" subtopic [1.295] under the "Independence Rule" (examples of such
authoritative bodies are the SEC, the Government Accountability Office [GAO],
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the Department of Labor [DOL], the Public Company Accounting Oversight
Board [PCAOB], and state boards of accountancy) when a member performs
nonattest services for an attest client and is required to be independent of the
attest client under the regulations of the applicable regulatory body. Indepen-
dence would be impaired under these circumstances. [Prior reference: para-
graph .05 of ET section 101]

Effective Date
.08 Paragraph .06 of this interpretation is effective for engagements cov-

ering periods beginning on or after December 15, 2014.

1.295.020 Cumulative Effect on Independence When Providing Multiple
Nonattest Services

.01 The interpretations of the "Nonattest Services" subtopic [1.295] under
the "Independence Rule" [1.200.001] include various examples of nonattest ser-
vices that individually would not impair independence because the safeguards
in the "General Requirements for Performing Nonattest Services" interpreta-
tion [1.295.040] reduce the self-review and management participation threats
to an acceptable level. However, performing multiple nonattest services can in-
crease the significance of these threats as well as other threats to independence.

.02 Before agreeing to perform nonattest services, the member should eval-
uate whether the performance of multiple nonattest services by the member or
member's firm in the aggregate creates a significant threat to the member's in-
dependence that cannot be reduced to an acceptable level by the application of
the safeguards in the "General Requirements for Performing Nonattest Ser-
vices" interpretation [1.295.040].

.03 In situations in which a member determines that threats are not at
an acceptable level, safeguards in addition to those in the "General Require-
ments for Performing Nonattest Services" interpretation [1.295.040] should be
applied to eliminate the threats or reduce them to an acceptable level. If no
safeguards exist that will eliminate or reduce the threats to an acceptable level,
independence would be impaired.

.04 For purposes of this interpretation, the member is not required to con-
sider the possible threats to independence created due to the provision of nonat-
test services by other network firms within the firm's network. [Prior reference:
paragraph .05 of ET section 101]

Effective Date
.05 This interpretation is effective for engagements covering periods be-

ginning on or after December 15, 2014.

1.295.030 Management Responsibilities
.01 If a member were to assume a management responsibility for an at-

test client, the management participation threat would be so significant that
no safeguards could reduce the threat to an acceptable level and independence
would be impaired. It is not possible to specify every activity that is a manage-
ment responsibility. However, management responsibilities involve leading and
directing an entity, including making significant decisions regarding the acqui-
sition, deployment, and control of human, financial, physical, and intangible
resources.

.02 Whether an activity is a management responsibility depends on the
circumstances and requires the exercise of judgment. Examples of activities
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that would be considered management responsibilities and, as such, impair
independence if performed for an attest client, include

a. setting policy or strategic direction for the attest client.
b. directing or accepting responsibility for actions of the attest

client's employees except to the extent permitted when using
internal auditors to provide assistance for services performed un-
der auditing or attestation standards.

c. authorizing, executing, or consummating transactions or other-
wise exercising authority on behalf of an attest client or having
the authority to do so.

d. preparing source documents, in electronic or other form, that evi-
dence the occurrence of a transaction.

e. having custody of an attest client's assets.
f. deciding which recommendations of the member or other third

parties to implement or prioritize.
g. reporting to those charged with governance on behalf of manage-

ment.
h. serving as an attest client's stock transfer or escrow agent, regis-

trar, general counsel or equivalent.
i. accepting responsibility for the management of an attest client's

project.
j. accepting responsibility for the preparation and fair presentation

of the attest client's financial statements in accordance with the
applicable financial reporting framework.

k. accepting responsibility for designing, implementing, or main-
taining internal control.

l. performing ongoing evaluations of the attest client's internal con-
trol as part of its monitoring activities.

[Prior reference: paragraph .05 of ET section 101]

Nonauthoritative questions and answers regarding management re-
sponsibilities and controllership services are available at www.aicpa.org/
InterestAreas/ProfessionalEthics/Resources/Tools/DownloadableDocuments/
NonattestServicesFAQs.pdf.

1.295.040 General Requirements for Performing Nonattest Services
.01 When a member performs a nonattest service for an attest client,

threats to the member's compliance with the "Independence Rule" [1.200.001]
may exist. Unless an interpretation of the "Nonattest Services" subtopic [1.295]
under the "Independence Rule" states otherwise, threats would be at an ac-
ceptable level, and independence would not be impaired, when all the following
safeguards are met:

a. The member determines that the attest client and its manage-
ment agree to

i. assume all management responsibilities as described
in the "Management Responsibilities" interpretation
[1.295.030].

ii. oversee the service, by designating an individual, prefer-
ably within senior management, who possesses suitable
skill, knowledge, and/or experience. The member should
assess and be satisfied that such individual understands
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the services to be performed sufficiently to oversee them.
However, the individual is not required to possess the ex-
pertise to perform or re-perform the services.

iii. evaluate the adequacy and results of the services per-
formed.

iv. accept responsibility for the results of the services.
b. The member does not assume management responsibilities (See

the "Management Responsibilities" interpretation [1.295.030]
of the "Independence Rule") when providing nonattest services
and the member is satisfied that the attest client and its manage-
ment will

i. be able to meet all of the criteria delineated in item a;
ii. make an informed judgment on the results of the member's

nonattest services; and
iii. accept responsibility for making the significant judgments

and decisions that are the proper responsibility of manage-
ment.

If the attest client is unable or unwilling to assume these responsi-
bilities (for example, the attest client cannot oversee the nonattest
services provided or is unwilling to carry out such responsibilities
due to lack of time or desire), the member's performance of nonat-
test services would impair independence.

c. Before performing nonattest services the member establishes and
documents in writing his or her understanding with the attest
client (board of directors, audit committee, or management, as ap-
propriate in the circumstances) regarding

i. objectives of the engagement,
ii. services to be performed,

iii. attest client's acceptance of its responsibilities,
iv. member's responsibilities, and
v. any limitations of the engagement.

.02 The safeguards in paragraph .01 and the "Documentation Require-
ments When Providing Nonattest Services" interpretation [1.295.050] of the
"Independence Rule" [1.200.001] do not apply to certain routine activities per-
formed by the member, such as providing advice and responding to the attest
client's questions as part of the client-member relationship. However, in provid-
ing such services, the member must not assume management responsibilities,
as described in the "Management Responsibilities" interpretation [1.295.030]
of the "Independence Rule." [Prior reference: paragraph .05 of ET section 101]

Nonauthoritative questions and answers regarding suitable skill, knowl-
edge, and experience are available at www.aicpa.org/InterestAreas/
ProfessionalEthics/Resources/Tools/DownloadableDocuments/
NonattestServicesFAQs.pdf.

1.295.050 Documentation Requirements When Providing
Nonattest Services

.01 Before performing nonattest services, the member should document
in writing the member's understanding established with the attest client,
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as described in paragraph .01c of the "General Requirements for Perform-
ing Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001].

.02 Failure to prepare the required documentation does not impair inde-
pendence provided that the member did establish the understanding with the
attest client. However, failure to prepare the required documentation would be
considered a violation of the "Compliance With Standards Rule" [1.310.001].

.03 The documentation requirement does not apply to nonattest services
performed prior to the period of the professional engagement for an attest client.
However, for nonattest services provided during the period covered by the finan-
cial statements, the member should document in writing that the requirements
of the "General Requirements for Performing Nonattest Services" interpreta-
tion [1.295.040] were met prior to the period of the professional engagement,
including the requirement to establish an understanding with the attest client.
[Prior reference: paragraph .05 of ET section 101]

Sample language for how to document your understanding with the at-
test client is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/NonattestServicesFAQs.pdf.

1.295.105 Advisory Services
.01 Self-review or management participation threats to compliance with

the "Independence Rule" [1.200.001] may exist when a member performs advi-
sory services for an attest client.

.02 If the member's services are only advisory in nature and the member
applies the "General Requirements for Performing Nonattest Services" inter-
pretation [1.295.040] of the "Independence Rule" [1.200.001], threats would be
at an acceptable level and independence would not be impaired. For example, a
member may

a. provide advice, research materials, and recommendations to as-
sist management in performing its functions and making deci-
sions.

b. attend board meetings as a nonvoting advisor.
c. interpret financial statements, forecasts, or other analyses.
d. provide management with advice regarding its potential plans,

strategies, or relationships.
.03 However, threats to compliance with the "Independence Rule"

[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards if a member assumes any
management responsibilities, as described in the "Management Responsibili-
ties" interpretation [1.295.030]. Accordingly, independence is impaired. [Prior
reference: paragraph .05 of ET section 101 and paragraphs .015–.016 of ET
section 191]

1.295.110 Appraisal, Valuation, and Actuarial Services
.01 Self-review or management participation threats to compliance with

the "Independence Rule" [1.200.001] may exist when a member performs ap-
praisal, valuation, or actuarial service for an attest client.

.02 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by the
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application of safeguards if the member performs an appraisal, a valuation,
or an actuarial service for an attest client when (a) the services involve a
significant degree of subjectivity and (b) the results of the service, individually
or when combined with other valuation, appraisal, or actuarial services, are
material to the attest client's financial statements. Accordingly, independence
would be impaired under these circumstances.

.03 When performing appraisal, valuation, and actuarial services for an
attest client that are permitted under this interpretation, all requirements of
the "General Requirements for Performing Nonattest Services" interpretation
[1.295.040] of the "Independence Rule" [1.200.001] should be met, including
that all significant assumptions and matters of judgment are determined or
approved by the attest client, and the attest client is in a position to have an
informed judgment on, and accepts responsibility for, the results of the service.

Valuations Involving a Significant Degree of Subjectivity
.04 Examples of valuations that generally involve a significant degree of

subjectivity include, ESOPs, business combinations, or appraisals of assets or
liabilities. Accordingly, if these services produce results that are material to the
attest client's financial statements, independence would be impaired.

Actuarial Valuations of Pension or Postemployment Benefit Liabilities
.05 An actuarial valuation of an attest client's pension or postemployment

benefit liabilities generally does not involve a significant degree of subjectivity
because reasonably consistent results are produced when the same assump-
tions and information are used in performing the valuation. Therefore, threats
would be at an acceptable level and independence would not be impaired.

Appraisal, Valuations, and Actuarial Services for Nonfinancial
Statement Purposes

.06 Threats would be at an acceptable level if a member provided appraisal,
valuation, or actuarial services solely for nonfinancial statement purposes.
Some examples are appraisal, valuation, and actuarial services performed for
tax planning or tax compliance, estate and gift taxation, and divorce proceed-
ings. Accordingly, independence would not be impaired. [Prior reference: para-
graph .05 of ET section 101]

Nonauthoritative questions and answers regarding appraisal, valuation,
and actuarial services are available at www.aicpa.org/InterestAreas/
ProfessionalEthics/Resources/Tools/DownloadableDocuments/
NonattestServicesFAQs.pdf.

1.295.115 Benefit Plan Administration
.01 When a member provides benefit plan administration services to an

attest client, self-review and management participation threats to the member's
compliance with the "Independence Rule" [1.200.001] may exist.

.02 Notwithstanding the conclusions reached in paragraph .03 of this in-
terpretation, a member should comply with the more restrictive independence
provisions of the Employee Retirement Income Security Act (ERISA) of 1974
and DOL regulations when performing audits of employee benefit plans subject
to those regulations.
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.03 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001], threats would be at an acceptable level and independence would
not be impaired. For example, the member may

a. communicate summary plan data to a plan trustee.
b. advise management regarding the application and impact of pro-

visions in a plan document.
c. process certain transactions that have been initiated by plan

participations or approved by the plan administrators using the
member's electronic media, such as an interactive voice response
system or Internet connection or other media. Such transactions
may include processing investment or benefit elections, changes
in contributions to the plan, data entry, participant confirmations,
and distributions and loans.

d. prepare account valuations for plan participants using data col-
lected through the member's electronic or other media.

e. prepare and transmit participant statements to plan participants
based on data collected through the member's electronic or other
media.

.04 However, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level, and could not be reduced to
an acceptable level by the application of safeguards, and independence would
be impaired if, for example, a member

a. makes policy decisions on behalf of management.
b. interprets the provisions in a plan document for a plan partici-

pant on behalf of management without first obtaining manage-
ment's concurrence.

c. makes disbursements on behalf of the plan.
d. has custody of the plan's assets.
e. serves in a fiduciary capacity, as defined by ERISA. [Prior refer-

ence: paragraph .05 of ET section 101]

1.295.120 Bookkeeping, Payroll, and Other Disbursements
.01 When a member provides bookkeeping, payroll, and other disburse-

ment services to an attest client, self-review and management participation
threats to the covered member's compliance with the "Independence Rule"
[1.200.001] may exist.

.02 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001], threats would be at an acceptable level and independence would
not be impaired. For example, a member may

a. record transactions to an attest client's general ledger when man-
agement has determined or approved the account classifications
for the transaction.

b. post client-coded transactions to an attest client's general ledger.
c. prepare financial statements based on information in the attest

client's trial balance.
d. post client-approved journal or other entries to an attest client's

trial balance.
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e. propose standard, adjusting, or correcting journal entries or other
changes affecting the financial statements to the attest client.
Prior to the member posting these journal entries or changes, the
member should be satisfied that management has reviewed the
entries and understands the nature of the proposed entries and
the effect the entries will have on the attest client's financial state-
ments.

f. generate unsigned checks using source documents or other
records provided and approved by the attest client.

g. process an attest client's payroll using payroll time records that
the attest client has provided and approved.

h. transmit client-approved payroll or other disbursement informa-
tion to a bank or similar entity subsequent to the attest client's re-
view and authorization for the member to make the transmission.
Prior to such transmission, the attest client is responsible for mak-
ing the arrangements with the bank or similar entity to limit the
corresponding individual payments regarding the amount and
payee. In addition, once transmitted, the attest client must autho-
rize the bank or similar entity to process the payroll information.

i. prepare a reconciliation (for example, bank and accounts receiv-
able) that identifies reconciling items for the client's evaluation.

.03 However, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and independence would
be impaired, if, for example, a member

a. determines or changes journal entries, any account coding or clas-
sification of transactions, or any other accounting records without
first obtaining the attest client's approval.

b. authorizes or approves transactions.

c. prepares source documents.

d. makes changes to source documents without the attest client's ap-
proval.

e. accepts responsibility to authorize payment of attest client funds,
electronically or otherwise, except for electronic payroll tax pay-
ments when the member complies with the requirements of the
"Tax Services" interpretation [1.295.160] of the "Independence
Rule."

f. accepts responsibility to sign or cosign an attest client's checks,
even if only in emergency situations.

g. maintains an attest client's bank account or otherwise has custody
of an attest client's funds or makes credit or banking decisions for
the attest client.

h. approves vendor invoices for payment. [Prior reference: para-
graph .05 of ET section 101]

Nonauthoritative questions and answers about bookkeeping services are
available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
Tools/DownloadableDocuments/NonattestServicesFAQs.pdf.
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1.295.125 Business Risk Consulting
.01 When a member provides business risk consulting services to an attest

client, self-review and management participation threats to the covered mem-
ber's compliance with the "Independence Rule" [1.200.001] may exist.

.02 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001], threats would be at an acceptable level and independence would
not be impaired. For example, a member may

a. assist management in its assessment of the attest client's business
risk control processes.

b. recommend improvements to an attest client's business risk con-
trol processes and assists in the implementation of these improve-
ments.

.03 However, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and independence would
be impaired, if, for example, a member

a. makes or approves business risk decisions.

b. presents business risk considerations to the board or others on be-
half of management. [Prior reference: paragraph .05 of ET section
101]

1.295.130 Corporate Finance Consulting
.01 When a member provides corporate finance consulting services to an

attest client, self-review, management participation, and advocacy threats to the
covered member's compliance with the "Independence Rule" [1.200.001] may
exist.

.02 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001], threats would be at an acceptable level and independence would
not be impaired. For example, a member may

a. assist management in developing its corporate strategies.

b. assist management in identifying possible sources of capital that
meet the attest client's specifications or criteria.

c. introduce management to possible sources of capital that meet
the attest client's specifications or criteria.

d. assist management in analyzing the effects of proposed transac-
tions with potential buyers, sellers, or capital sources.

e. advise an attest client during its negotiations with potential buy-
ers, sellers, or capital sources.

f. assist the attest client in drafting its offering document or memo-
randum.

g. participate with management in its transaction negotiations in
an advisory capacity.

h. be named as a financial adviser in an attest client's private place-
ment memoranda or offering documents.

.03 However, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to
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an acceptable level by the application of safeguards, and independence would
be impaired, if, for example, a member

a. commits the attest client to the terms of a transaction.
b. consummates a transaction on behalf of the attest client.
c. acts as a promoter, an underwriter, a broker-dealer, or a guarantor

of an attest client's securities or as a distributor of private place-
ment memoranda or offering documents.

d. maintains custody of an attest client's securities. [Prior reference:
paragraph .05 of ET section 101]

1.295.135 Executive or Employee Recruiting
.01 When a member provides executive or employee recruiting services to

an attest client, self-review and management participation threats to the cov-
ered member's compliance with the "Independence Rule" [1.200.001] may exist.

.02 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001], threats would be at an acceptable level and independence would
not be impaired. For example, a member may

a. recommend a position description or candidate specifications.
b. solicit and screen candidates based on client-approved criteria,

such as required education, skills, or experience.
c. recommend qualified candidates to the attest client for their con-

sideration based on client-approved criteria.
d. participate in employee hiring or compensation discussions in an

advisory capacity.
.03 However, threats to compliance with the "Independence Rule"

[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and independence would
be impaired, if, for example, a member

a. commits the attest client to employee compensation or benefit ar-
rangements.

b. hires or terminates the attest client's employees. [Prior reference:
paragraph .05 of ET section 101]

1.295.140 Forensic Accounting
.01 Forensic accounting services. For purposes of this interpretation, foren-

sic accounting services are nonattest services that involve the application of (a)
special skills in accounting, auditing, finance, quantitative methods or certain
areas of the law, and research and (b) investigative skills to collect, analyze, and
evaluate evidential matter and to interpret and communicate findings. Forensic
accounting services consist of investigative services and litigation services.

.02 Attest client. For purposes of this interpretation, the term attest client
refers to an underlying party to the litigation for whom the member is pro-
viding services, not the law firm that engages the member on behalf of the law
firm's client. If the law firm that engages the member on behalf of the member's
attest client is also an attest client of the member, the member should consider
the applicability of the "Cooperative Arrangements With Attest Clients" inter-
pretation [1.265.010] of the "Independence Rule" [1.200.001].

.03 Investigative services. For purposes of this interpretation, investigative
services include all forensic services that do not involve actual or threatened

ET §1.295.135 ©2017, AICPA



Members in Public Practice 2401

litigation, such as performing analyses or investigations that may require the
same skills used in litigation services. When a member provides investigative
services to an attest client, self-review and management participation threats
to the covered member's compliance with the "Independence Rule" [1.200.001]
may exist. However, if the member applies the "General Requirements for Per-
forming Nonattest Services" interpretation [1.295.040] of the "Independence
Rule," threats will be at an acceptable level and independence will not be im-
paired.

.04 Litigation services. For purposes of this interpretation, litigation ser-
vices recognize the role of the member as an expert or a consultant and consist
of providing assistance for actual or potential legal or regulatory proceedings
before a trier of fact in connection with the resolution of disputes between par-
ties. Litigation services consist of expert witness services, litigation consulting
services, or other litigation services:

a. Expert witness services. For purposes of this interpretation, expert
witness services are those litigation services in which a member
is engaged to render an opinion before a trier of fact about the
matter(s) in dispute based on the member's expertise, rather than
his or her direct knowledge of the disputed facts or events:

i. Expert witness services create the appearance that a
member is advocating or promoting an attest client's po-
sition. Therefore, the advocacy threat would not be at an
acceptable level and could not be reduced to an accept-
able level by the application of safeguards. Accordingly, if
a member is engaged conditionally or unconditionally to
provide expert witness services or expert testimony for an
attest client, independence would be impaired, except as
discussed in the following item ii.

ii. Threats to compliance with the "Independence Rule"
[1.200.001] would be at an acceptable level, and indepen-
dence would not be impaired, if a member provides expert
witness services for a large group of plaintiffs or defen-
dants that includes one or more attest clients of the firm,
provided that at the outset of the engagement

1. the member's attest clients constitute less than 20
percent of the members of the group, voting inter-
ests of the group, and the claim;

2. no attest client within the group is designated as
the lead plaintiff or defendant of the group; and

3. no attest client has the sole decision-making
power to select or approve the selection of the ex-
pert witness.

iii. Fact witness testimony. Acting as a fact witness (also re-
ferred to as a "percipient witness" or "sensory witness")
would not be considered a nonattest service. Fact witness
testimony is based on the member's direct knowledge of
the matters, facts, or events in dispute obtained through
the member's performance of prior professional services
for the attest client. As a fact witness, the member's role
is to provide factual testimony to the trier of fact. While
testifying as a fact witness, the trier of fact or counsel
may question a member about the member's opinions per-
taining to matters within the member's area of expertise.
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Answering such questions would not impair the member's
independence.

iv. In determining whether the member's services are con-
sidered expert witness services or fact witness testimony,
members should refer to Rules 701–703 of Article VII,
"Opinions and Expert Testimony," of the Federal Rules of
Evidence and also refer to other applicable laws, regula-
tions, and rules.

v. When providing expert witness services or fact witness
testimony, members are required to comply with the "In-
tegrity and Objectivity Rule" [1.100.001].

b. Litigation consulting services. For purposes of this interpretation,
litigation consulting services are those litigation services in which
a member provides advice about the facts, issues, or strategy per-
taining to a matter. The consultant does not testify as an expert
witness before a trier of fact:

i. When a member provides litigation consulting services,
advocacy and management participation threats to the
covered member's compliance with the "Independence
Rule" may exist. If the member applies the "General
Requirements for Performing Nonattest Services" inter-
pretation [1.295.040] of the "Independence Rule," threats
would be at an acceptable level and independence would
not be impaired. For purposes of complying with para-
graph .01b of the "General Requirements for Performing
Nonattest Services" interpretation of the "Independence
Rule," the attest client may designate its attorney to over-
see the litigation consulting services.

ii. However, if the member providing litigation consulting
services subsequently agrees to serve as an expert wit-
ness, threats to the member's compliance with the "Inde-
pendence Rule" would not be at an acceptable level and
could not be reduced to an acceptable level by the appli-
cation of safeguards. Accordingly, independence would be
impaired.

c. Other litigation services. The advocacy threat would not be at an
acceptable level and could not be reduced to an acceptable level
by the application of safeguards if a member serves as a trier of
fact, a special master, a court-appointed expert, or an arbitrator
(including serving on an arbitration panel) in a matter involv-
ing an attest client. These services create the appearance that the
member is not independent; accordingly, independence would be
impaired.

d. However, if the member applies the "General Requirements for
Performing Nonattest Services" interpretation of the "Indepen-
dence Rule," threats would be at an acceptable level and indepen-
dence would not be impaired when a member serves as a mediator
or any similar role in a matter involving an attest client, provided
that the member is not making any decisions on behalf of the par-
ties but, rather, is acting as a facilitator by assisting the parties
in reaching their own agreement. When providing such services,
the member should consider the requirements of the "Conflicts of

ET §1.295.140 ©2017, AICPA



Members in Public Practice 2403

Interest" interpretation [1.110.010] of the "Integrity and Objec-
tivity Rule." [Prior reference: paragraph .05 of ET section 101]

.05 See www.aicpa.org/interestareas/professionalethics/community/down
loadabledocuments/transistion%20periods.pdf for information about transition
provision for engagements commenced prior to February 28, 2007.

.06 When providing any type of forensic accounting service, members are
required to comply with the "Integrity and Objectivity Rule" [1.100.001].

1.295.145 Information Systems Design, Implementation, or Integration
.01 When a member provides information systems design, implementa-

tion, or integration services to an attest client, self-review and management
participation threats to the covered member's compliance with the "Indepen-
dence Rule" [1.200.001] may exist.

.02 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001], threats would be at an acceptable level and independence would
not be impaired. For example, a member may

a. install or integrate an attest client's financial information system
that the member did not design or develop (for example, an off-
the-shelf accounting package).

b. assist in setting up the attest client's chart of accounts and finan-
cial statement format with respect to the attest client's financial
information system.

c. design, develop, install, or integrate an attest client's information
system that is unrelated to the attest client's financial statements
or accounting records.

d. provide training and instruction to an attest client's employees on
an information and control system.

e. perform network maintenance, such as updating virus protection,
applying routine updates and patches, or configuring user set-
tings consistent with management's request.

.03 However, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and independence would
be impaired, if, for example, a member

a. designs or develops an attest client's financial information system.
b. makes other than insignificant modifications to source code un-

derlying an attest client's existing financial information system.
c. supervises attest client personnel in the daily operation of an at-

test client's information system.
d. operates an attest client's network. [Prior reference: paragraph

.05 of ET section 101]

Nonauthoritative questions and answers regarding information systems
design, implementation, and integration services are available at www
.aicpa.org/InterestAreas/ProfessionalEthics/Resources/Tools/Downloadable
Documents/NonattestServicesFAQs.pdf.
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1.295.150 Internal Audit
.01 For purposes of this interpretation, internal audit services involve as-

sisting the attest client in the performance of its internal audit activities, some-
times referred to as "internal audit outsourcing." When a member provides in-
ternal audit services to an attest client, self-review and management participa-
tion threats to the covered member's compliance with the "Independence Rule"
[1.200.001] may exist.

.02 The attest client's management is responsible for directing the inter-
nal audit function, including the management thereof. Such responsibilities in-
clude, but are not limited to, designing, implementing and maintaining internal
control. Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level, cannot be reduced to an acceptable level by the ap-
plication of safeguards, and independence would be impaired if the attest client
outsources the internal audit function to the member, whereby the member, in
effect, manages the attest client's internal audit activities.

.03 However, except for the outsourcing services discussed in paragraph
.02, threats to compliance with the "Independence Rule" [1.200.001] would be
at an acceptable level and independence would not be impaired if the member
assists the attest client in performing financial and operational internal audit
activities, provided that, in addition to the "General Requirements for Perform-
ing Nonattest Services" interpretation [1.295.040] of the "Independence Rule,"
the member is satisfied that management

a. designates an individual or individuals who possess suitable skill,
knowledge, and experience, preferably within senior manage-
ment, to be responsible for the internal audit function.

b. determines the scope, risk, and frequency of internal audit activ-
ities, including those the member will perform in providing the
services.

c. evaluates the findings and results arising from the internal audit
activities, including those the member will perform in providing
the services.

d. evaluates the adequacy of the audit procedures performed and
the findings resulting from the performance of those procedures.

.04 For example, if the member applies the safeguards in paragraph .03,
the member may assess whether performance is in compliance with manage-
ment's policies and procedures, identify opportunities for improvement, and
recommend improvement or further action for management consideration and
decision making.

.05 The member may assist the individual responsible for the internal au-
dit function in performing preliminary audit risk assessments, preparing audit
plans, and recommending audit priorities. The member should also be satis-
fied that those charged with governance are informed about the member's and
management's respective roles and responsibilities in connection with the en-
gagement. Such information should provide those charged with governance a
basis for developing guidelines for management and the member to follow in
carrying out these responsibilities and monitoring how well the respective re-
sponsibilities have been met.

.06 Threats to compliance with the "Independence Rule" [1.200.001] would
not be at an acceptable level and could not be reduced to an acceptable level by
the application of safeguards, and independence would be impaired, if, for exam-
ple, in addition to those activities listed in the "Management Responsibilities"
interpretation [1.295.030] of the "Independence Rule," a member
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a. performs ongoing evaluations (see paragraph .10 that follows) or
control activities (for example, reviewing loan originations as part
of the attest client's approval process or reviewing customer credit
information as part of the customer's sales authorization process)
that affect the execution of transactions or ensure that transac-
tions are properly executed or accounted for, or both, and performs
routine activities in connection with the attest client's operating
or production processes that are equivalent to those of an ongoing
compliance or quality control function.

b. performs separate evaluations on the effectiveness of a significant
control such that the member is, in effect, performing routine op-
erations that are built into the attest client's business process.

c. has attest client management rely on the member's work as the
primary basis for the attest client's assertions on the design or
operating effectiveness of internal controls.

d. determines which, if any, recommendations for improving the in-
ternal control system should be implemented.

e. reports to the board of directors or audit committee on behalf of
management or the individual responsible for the internal audit
function.

f. approves or is responsible for the overall internal audit work plan,
including the determination of the internal audit risk and scope,
project priorities, and frequency of performance of audit proce-
dures.

g. is connected with the attest client as an employee or in any capac-
ity equivalent to a member of management (for example, being
listed as an employee in the attest client's directories or other at-
test client publications, permitting himself or herself to be referred
to by title or description as supervising or being in charge of the
attest client's internal audit function, or using the attest client's
letterhead or internal correspondence forms in communications).

.07 Monitoring activities. Designing, implementing, or maintaining the at-
test client's monitoring activities are management responsibilities. Accordingly,
independence would be impaired if a member accepts responsibility for per-
forming such activities. Monitoring activities are procedures performed to as-
sess whether components of internal control are present and functioning. Mon-
itoring can be done through ongoing evaluations, separate evaluations, or some
combination of the two. Ongoing evaluations are generally defined, routine op-
erations built in to the attest client's business processes and performed on a
real-time basis. Ongoing evaluations, including managerial activities and ev-
eryday supervision of employees, monitor the presence and functioning of the
components of internal control in the ordinary course of managing the business.
A member who performs such activities for an attest client would be considered
to be accepting responsibility for maintaining the attest client's internal control.
Accordingly, the management participation threat created by a member per-
forming ongoing evaluations is so significant that no safeguards could reduce
the threat to an acceptable level, and thus independence would be impaired.

.08 Separate evaluations are conducted periodically and generally not in-
grained within the business but can be useful in taking a fresh look at whether
internal controls are present and functioning. Such evaluations include obser-
vations, inquiries, reviews, and other examinations, as appropriate, to ascertain
whether controls are designed, implemented, and conducted. The scope and fre-
quency of separate evaluations is a matter of judgment and vary depending on
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assessment of risks, effectiveness of ongoing evaluations, and other considera-
tions. Because separate evaluations are not built into the attest client's business
process, separate evaluations generally do not create a significant management
participation threat to independence.

.09 Members should refer to the Committee of Sponsoring Organizations
of the Treadway Commission's (COSO's) Internal Control—Integrated Frame-
work, for additional guidance on monitoring activities and distinguishing be-
tween ongoing and separate evaluations.

.10 Members should use judgment in determining whether otherwise per-
mitted internal audit services performed may result in a significant manage-
ment participation threat to independence, considering factors such as the sig-
nificance of the controls being tested, the scope or extent of the controls being
tested in relation to the overall financial statements of the client, as well as the
frequency of the internal audit services. If the threat to independence is con-
sidered significant, the member should apply safeguards to eliminate or reduce
the threat to an acceptable level. If no safeguards could reduce the threat to an
acceptable level, then independence would be impaired.

.11 Attest-related services. Services considered extensions of the member's
audit scope applied in the audit of the attest client's financial statements, such
as confirming accounts receivable and analyzing fluctuations in account bal-
ances, are not considered internal audit services and would not be subject to
this interpretation even if the extent of such testing exceeds that required by
generally accepted auditing standards (GAAS). In addition, engagements per-
formed under the attestation standards would not be considered internal audit
services and, therefore, would not impair independence.

.12 When a member performs internal audit services that would not im-
pair independence under this interpretation and is subsequently engaged to
perform an attestation engagement to report on management's assertion re-
garding the effectiveness of its internal control, independence would not be con-
sidered impaired, provided the member is satisfied that attest client manage-
ment does not rely on the member's work as the primary basis for its assertion.
[Prior reference: paragraph .05 of ET section 101]

1.295.155 Investment Advisory or Management
.01 When a member provides investment advisory or management ser-

vices to an attest client, self-review and management participation threats to
the covered member's compliance with the "Independence Rule" [1.200.001]
may exist.

.02 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
[1.200.001], threats would be at an acceptable level and independence would
not be impaired. For example, a member may

a. recommend the attest client's allocation of funds among various
investments or asset classes based upon the attest client's desired
rate of return, risk tolerance, or other parameters.

b. perform recordkeeping and reporting of the attest client's portfolio
balances, including providing the attest client with a comparative
analysis of the attest client's investments to third-party bench-
marks.

c. evaluate the manner in which an attest client's portfolio is being
managed by investment account managers, including assessing
whether the managers are
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i. following the guidelines of the attest client's investment
policy statement.

ii. meeting the attest client's investment objectives.
iii. conforming to the attest client's stated investment param-

eters or risk tolerance.
d. transmit an attest client's investment selection, with the attest

client's consent, to the attest client's broker-dealer or equivalent,
provided that the attest client has authorized the broker-dealer or
equivalent to execute the transaction.

.03 However, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and independence would
be impaired, if, for example, a member

a. makes investment decisions on behalf of management or other-
wise has discretionary authority over an attest client's invest-
ments.

b. executes a transaction to buy or sell an attest client's investments.
c. has custody of an attest client's assets, such as taking temporary

possession of securities purchased by an attest client. [Prior refer-
ence: paragraph .05 of ET section 101]

1.295.160 Tax Services
.01 For purposes of this interpretation, tax services include preparation

of a tax return, transmittal of a tax return, and transmittal of any related tax
payment to the taxing authority, signing and filing a tax return, having a power
of attorney limited strictly to tax matters; and authorized representation of
attest clients in administrative proceedings before a taxing authority.

.02 For purposes of this interpretation, a tax return includes all tax filings,
including informational tax forms (such as estimated tax vouchers), extension
forms, and Forms 990, 5500, 1099, and W-2, filed with a taxing authority or
other regulatory agency.

.03 Preparation and transmittal. When a member prepares a tax return
and transmits the tax return and related tax payment to a taxing authority in
paper or electronic form, self-review and management participation threats to
the member's compliance with the "Independence Rule" [1.200.001] may exist.
If the member applies the "General Requirements for Performing Nonattest
Services" interpretation [1.295.040] of the "Independence Rule," threats would
be at an acceptable level and independence would not be impaired, provided
that the member does not have custody or control over the attest client's funds
or assets and the individual designated by the attest client to oversee the tax
services

a. reviews and approves the tax return and related tax payment.
b. if required for filing, signs the tax return prior to the member

transmitting the return to the taxing authority.
The following are not considered having custody or control over an attest client's
funds: making electronic tax payments authorized by an attest client pursuant
to a taxing authority's prescribed criteria (as discussed in paragraph .04), af-
fixing the attest client's depository account information on a tax return, or re-
mitting an attest client's check made payable to the taxing authority.

.04 If the member applies the "General Requirements for Performing
Nonattest Services" interpretation [1.295.040] of the "Independence Rule"
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[1.200.001], threats would be at an acceptable level and independence would
not be impaired when a member signs and files a tax return on behalf of man-
agement, provided that the member has the legal authority to do so and

a. the taxing authority has prescribed procedures in place for an
attest client to permit a member to sign and file a tax return on
behalf of the attest client (for example, Forms 8879 or 8453), and
such procedures meet, at the minimum, standards for electronic
return originators and officers outlined in Form 8879, or

b. an individual in management who is authorized to sign and file
the attest client's tax return provides the member with a signed
statement that clearly identifies the return being filed and repre-
sents that such individual

i. is authorized to sign and file the tax return.

ii. has reviewed the tax return, including accompanying
schedules and statements, and it is true, correct, and com-
plete to the best of the individual's knowledge and belief.

iii. authorizes the member or another named individual in the
member's firm to sign and file the tax return on the attest
client behalf.

.05 Authorized representation in administrative proceedings. If the mem-
ber applies the "General Requirements for Performing Nonattest Services" in-
terpretation [1.295.040] of the "Independence Rule" [1.200.001], threats would
be at an acceptable level and independence would not be impaired if a mem-
ber acts as the attest client's authorized representative in administrative pro-
ceedings before a taxing authority, provided that the member obtains the attest
client's agreement prior to committing the attest client to a specific resolution
with the taxing authority. [Prior reference: paragraph .05 of ET section 101]

.06 Power of attorney. When a member has an attest client's power of at-
torney, the self-review, management participation, and advocacy threats to the
covered member's compliance with the "Independence Rule" [1.200.001] may
exist. If the member applies the "General Requirements for Performing Nonat-
test Services" interpretation [1.295.040] of the "Independence Rule," threats
would be at an acceptable level and independence would not be impaired, pro-
vided that the member's use of the power of attorney is limited strictly to tax
matters and the member does not bind the attest client to any agreement with
a taxing authority or other regulatory agency. [No prior reference: new content]

.07 Representation in court. Threats to compliance with the "Independence
Rule" [1.200.001] would not be at an acceptable level, and could not be reduced
to an acceptable level through the application of safeguards, and independence
would be impaired if a member represents an attest client in court to resolve a
tax dispute. For purposes of this interpretation, court encompasses a tax, dis-
trict, or federal court of claims and the equivalent state, local, or foreign forums.
[Prior reference: paragraph .05 of ET section 101]

.08 For information about transition provision for engagements com-
menced prior to February 28, 2007, see www.aicpa.org/interestareas/
professionalethics/community/downloadabledocuments/transistion%20periods
.pdf.

Effective Date
.09 Paragraph .06 of this interpretation is effective December 15, 2014.
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A nonauthoritative basis-for-conclusions document that summarizes con-
siderations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsNonAttest
Services.doc.

In addition, nonauthoritative questions and answers regarding per-
formance tax services are available at www.aicpa.org/InterestAreas/
ProfessionalEthics/Resources/Tools/DownloadableDocuments/
NonattestServicesFAQs.pdf.

1.297 Independence Standards for Engagements Performed
in Accordance With Statements on Standards for
Attestation Engagements

1.297.010 Application of the Independence Rule to Engagements
Performed in Accordance With Statements on Standards for
Attestation Engagements

.01 The "Independence Rule" [1.200.001] and its interpretations apply to
all attest engagements. However, when performing engagements to issue re-
ports in accordance with Statements on Standards for Attestation Engage-
ments (SSAEs), when independence is required or when the member's compila-
tion report does not disclose a lack of independence, the covered member needs
to be independent with respect to the responsible party(ies), as defined in the
SSAEs.

.02 If the individual or entity that engages the covered member is not the
responsible party, the covered member need not be independent of that indi-
vidual or entity. However, the covered member should consider the "Conflicts
of Interest" interpretation [1.110.010] of the "Integrity and Objectivity Rule"
[1.100.001], with regard to any relationships that may exist with the individ-
ual or entity that engages the covered member to perform these services.

.03 In addition, application of the "Independence Rule" [1.200.001] is fur-
ther modified as set forth in the "Agreed-Upon Procedures Engagements in Ac-
cordance With SSAEs" interpretation [1.297.020] and the "Engagements, Other
Than AUPs, Performed in Accordance With SSAEs" interpretation [1.297.030]
of the "Independence Rule." [Prior reference: paragraph .13 of ET section 101]

1.297.020 Agreed-Upon Procedure Engagements Performed
in Accordance With SSAEs

.01 For purposes of this interpretation, subject matter is as defined in the
SSAEs.

.02 When performing agreed-upon procedures (AUP) engagements in
accordance with the SSAEs, the application of the "Independence Rule"
[1.200.001] is modified, as described in the "Application of the Independence
Rule to Engagements Performed in Accordance With Statements on Standards
for Attestation Engagements" interpretation [1.297.010] of the "Independence
Rule" and this interpretation.
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.03 When providing nonattest services that would otherwise impair inde-
pendence under the interpretations of the "Nonattest Services" subtopic [1.295]
under the "Independence Rule" [1.200.001], threats would be at an acceptable
level and independence would not be impaired, provided that the nonattest
services do not relate to the specific subject matter of the SSAE engagement.
Threats would be at an acceptable level and independence would also not be
impaired if the "General Requirements for Performing Nonattest Services" in-
terpretation [1.295.040] of the "Independence Rule" were not applied when pro-
viding the nonattest services, provided that the nonattest services do not relate
to the specific subject matter of the AUP engagement.

.04 In addition, when performing an AUP engagement under the SSAEs,
threats would be at an acceptable level and independence would not be impaired,
if the following covered members and their immediate families are independent
of the responsible party(ies):

a. Individuals participating on the AUP engagement team

b. Individuals who directly supervise or manage the AUP engage-
ment partner or partner equivalent

c. Individuals who consult with the attest engagement team regard-
ing technical or industry-related issues specific to the AUP en-
gagement

.05 Furthermore, threats to compliance with the "Independence Rule"
[1.200.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and independence would
be impaired, if the firm had a material financial relationship with the respon-
sible party(ies) that was covered by any of the following interpretations of the
"Independence Rule":

a. Paragraph .02 of "Overview of Financial Interests" [1.240.010]

b. "Trustee or Executor" [1.245.010]

c. "Joint Closely Held Investments" [1.265.020]

d. "Loans" [1.260.010] [Prior reference: paragraph .13 of ET section
101]

Effective Date
.06 The addition of partner equivalents to paragraph .04 is effective for

engagements covering periods beginning on or after December 15, 2014.

1.297.030 Engagements, Other Than AUPs, Performed
in Accordance With SSAEs

.01 For purposes of this interpretation, subject matter is as defined in the
SSAEs.

.02 When performing an engagement, other than an AUP, in accordance
with the SSAEs, the application of the "Independence Rule" [1.200.001] is modi-
fied, as described in the "Application of the Independence Rule to Engagements
Performed in Accordance With Statements on Standards for Attestation En-
gagements" interpretation [1.297.010] of the "Independence Rule" and this in-
terpretation.

.03 When providing nonattest services that would otherwise impair inde-
pendence under the interpretations of the "Nonattest Services" subtopic [1.295],
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threats would be at an acceptable level and independence would not be impaired
if the following safeguards are met:

a. Nonattest services do not relate to the specific subject matter of
the SSAE engagement.

b. The "General Requirements for Performing Nonattest Services"
interpretation [1.295.040] of the "Independence Rule" [1.200.001]
are met when providing the nonattest service. [Prior reference:
paragraph .13 of ET section 101]

1.298 Breach of an Independence Interpretation

1.298.010 Breach of an Independence Interpretation

Introduction
.01 AICPA bylaws require members to comply with the "Independence

Rule" [1.200.001]. This interpretation provides guidance to assist members in
evaluating and addressing the consequences of a breach of an independence
interpretation and the effect on the attest engagement team's integrity, objectiv-
ity, and professional skepticism so the member or member's firm can determine
if the consequences of a breach can be satisfactorily addressed. This interpre-
tation also provides specific steps and actions the member should take when
the member becomes aware that a breach of an independence interpretation
has occurred. However, a member's determination that the consequences of a
breach of an independence interpretation have been satisfactorily addressed
will not preclude an investigation or enforcement action. In any case, the mem-
ber should be prepared to justify such determination.

Required Policies and Procedures Established by the Firm
.02 In order for the consequences of an independence breach to be ad-

dressed by a member or the member's firm pursuant to the provisions of this
interpretation, the firm must be compliant with QC section 10, A Firm's System
of Quality Control (AICPA, Professional Standards), which requires the mem-
ber's firm to have established policies and procedures designed to provide it
with reasonable assurance that the firm, its personnel, and, when applicable,
others subject to independence requirements, maintain independence when re-
quired. The policies and procedures should enable the firm to communicate its
independence requirements to its personnel and, when applicable, others sub-
ject to them; to identify and evaluate circumstances and relationships that cre-
ate threats to independence; and to take appropriate action to eliminate those
threats or reduce them to an acceptable level by applying safeguards or, if effec-
tive safeguards cannot be applied, withdrawing from the engagement. These
policies and procedures should be designed to provide the firm with reasonable
assurance that it is notified of breaches of independence requirements and to
enable it to take appropriate actions to resolve such situations.

Breaches Resulting in Significant Threats
.03 In situations in which a partner or professional employee of the firm

breaches an independence interpretation and the threat to independence re-
sulting from the breach is significant such that the attest engagement team's
integrity, objectivity, and professional skepticism are compromised, the provi-
sions of this interpretation could not address the consequences of the breach
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as no actions could be taken to satisfactorily address the consequences of the
breach.

.04 In situations in which the lead attest engagement partner or an in-
dividual in a position to influence the attest engagement either (1) committed
the breach or (2) knows of a breach and fails to ensure the breach is promptly
communicated to or known by an appropriate individual within the firm as de-
scribed in this interpretation, there is a rebuttable presumption the provisions
of this interpretation would not be able to address the breach as the threats
to the attest engagement team's integrity, objectivity, and professional skepti-
cism and the threats to the appearance of independence would be considered
so significant that no actions could be taken to satisfactorily address the con-
sequences of the breach.

Identifying and Communicating a Breach
.05 When a breach is identified, the member should, in accordance with his

or her firm's policies and procedures, promptly communicate the breach to an
appropriate individual within the firm, for example, an individual or individu-
als with responsibility for the policies and procedures relating to independence,
or the attest engagement partner (the responsible individual).

.06 The responsible individual should report the breach to those who need
to take appropriate action and, when appropriate, should report the breach
to relevant network firms. The responsible individual should be satisfied that
the interest or relationship that caused the breach has been terminated, sus-
pended, or eliminated and should address the consequences of the breach. A
consequence of a breach may be that termination of the attest engagement is
necessary.

Evaluating the Significance of a Breach
.07 The responsible individual should evaluate the significance of the

breach and its effect on the attest engagement team's integrity, objectivity, and
professional skepticism and the ability to issue an attest report. The signifi-
cance of the breach will depend on factors such as the following:

a. The nature and duration of the breach
b. The number and nature of any previous breaches with respect to

the current attest engagement
c. Whether a member of the attest engagement team had knowledge

of the interest or relationship that caused the breach
d. Whether the individual who caused the breach is a member of the

attest engagement team or another individual for whom there are
independence requirements

e. The role of the individual if the breach relates to a member of the
attest engagement team

f. The effect of the service, if any, on the accounting records or the
attest client's financial statements if the breach was caused by the
provision of a professional service

g. Whether a partner or partner equivalent of the firm had knowl-
edge of the breach and failed to ensure that the breach was
promptly communicated to an appropriate individual within the
firm

h. Whether the breach involved solely an affiliate of a financial state-
ment attest client and if so, the nature of the affiliate relationship
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i. The extent of the self-interest, advocacy, undue influence, or other
threats created by the breach

Addressing the Consequences of a Breach
.08 Depending upon the significance of the breach, it may be necessary

to terminate the attest engagement or it may be possible to take action that
satisfactorily addresses the consequences of the breach. Certain breaches de-
scribed in this interpretation cannot be addressed by the provisions of this in-
terpretation. For all other breaches, the responsible individual should deter-
mine whether satisfactory action can be taken and is appropriate in the cir-
cumstances. In making this determination, the responsible individual should
exercise professional judgment and take into account whether a reasonable and
informed third party, weighing the significance of the breach, the action to be
taken, and all the specific facts and circumstances available to the member at
that time, would likely conclude that the attest engagement team's integrity,
objectivity, and professional skepticism would be compromised and therefore
whether independence is impaired.

.09 Examples of actions that the responsible individual may consider in-
clude the following:

a. Removing the relevant individual from the attest engagement
team

b. Conducting an additional review of the affected attest work or
re-performing that work to the extent necessary; in either case,
using different personnel

c. Recommending that the attest client engage another firm to re-
view or re-perform the affected attest work to the extent neces-
sary

d. Engaging another firm to evaluate the results of the nonattest
service or having another firm re-perform the nonattest service
to the extent necessary to enable it to take responsibility for the
service if the breach relates to a nonattest service that affects the
accounting records or an amount that is recorded in the financial
statements

Communicating With Those Charged With Governance at the Attest Client
.10 If the responsible individual determines that action cannot be taken

to satisfactorily address the consequences of the breach, the responsible indi-
vidual should inform those charged with governance as soon as practicable and
take the steps necessary to terminate the attest engagement in compliance with
any applicable legal or regulatory requirements relevant to terminating the at-
test engagement. Where termination is not permitted by law or regulation, the
responsible individual should comply with any reporting or disclosure require-
ments.

.11 If the responsible individual determines that action can be taken to
satisfactorily address the consequences of the breach, the responsible individ-
ual should discuss the breach and the action taken or proposed to be taken with
those charged with governance as soon as practicable, unless those charged with
governance have specified an alternative timing for reporting less significant
breaches. The matters to be discussed should include the following:

a. The significance of the breach, including its nature and duration

b. How the breach occurred and how it was identified
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c. The action taken or proposed to be taken and the responsible in-
dividual's rationale for how the action will satisfactorily address
the consequences of the breach and enable the firm to issue the
attest report

d. The conclusion that, in the responsible individual's professional
judgment, the integrity, objectivity, and professional skepticism
of the attest engagement team has not been compromised and the
rationale for that conclusion

e. Any steps that the responsible individual has taken or proposes
to take to reduce or avoid the risk of further breaches occurring

.12 The responsible individual should communicate in writing with those
charged with governance all matters discussed in accordance with the para-
graph above and obtain the concurrence of those charged with governance that
action can be, or has been, taken to satisfactorily address the consequences of
the breach. The communication shall include a description of the firm's policies
and procedures relevant to the breach designed to provide it with reasonable as-
surance that independence is maintained and any steps that the firm has taken,
or proposes to take, to reduce or avoid the risk of further breaches occurring.
If those charged with governance do not concur that the action satisfactorily
addresses the consequences of the breach, the responsible individual should
take the steps necessary to terminate the attest engagement, where permitted
by law or regulation, in compliance with any applicable legal or regulatory re-
quirements relevant to terminating the attest engagement. Where termination
is not permitted by law or regulation, the responsible individual should comply
with any reporting or disclosure requirements.

Breaches Relating to Previously Issued Reports
.13 If the breach occurred prior to the issuance of the previous attest re-

port, the responsible individual should comply with this section in evaluating
the significance of the breach and its effect on the attest engagement team's ob-
jectivity, integrity, and professional skepticism and its ability to issue an attest
report in the current period. The responsible individual should also consider
the effect of the breach, if any, on the attest engagement team's integrity, objec-
tivity, and professional skepticism in relation to any previously issued attest
reports, and the possibility of withdrawing such attest reports in accordance
with professional standards, and discuss the matter with those charged with
governance.

Documentation
.14 The responsible individual should document the breach, the action

taken, key decisions made and all the matters discussed with those charged
with governance and any discussions with a professional body, relevant regu-
lator, or oversight authority. When the firm continues with the attest engage-
ment, the matters to be documented should also include the conclusion that,
in the responsible individual's professional judgment, the integrity, objectivity,
and professional skepticism of the attest engagement team have not been com-
promised and the rationale for why the action taken satisfactorily addressed
the consequences of the breach such that the firm could issue an attest report.
Failure to prepare the required documentation does not impair independence
provided the member can demonstrate the member satisfactorily addressed the
consequences of the breach and discussed the breach, the action taken, and
key decisions made with those charged with governance, and as applicable, a
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professional body, relevant regulator, or oversight authority. However, failure
to prepare the required documentation would be considered a violation of the
"Compliance With Standards Rule" [1.310.001].

.15 Refer to the "Unsolicited Financial Interests" interpretation
[1.240.020] of the "Independence Rule" [1.200.001] for guidance on unso-
licited financial interests.

Effective Date
.16 This interpretation is effective March 31, 2016. Early implementation

is allowed.

1.300 General Standards

1.300.001 General Standards Rule
.01 A member shall comply with the following standards and with any in-

terpretations thereof by bodies designated by Council:

a. Professional Competence. Undertake only those professional ser-
vices that the member or the member's firm can reasonably expect
to be completed with professional competence.

b. Due Professional Care. Exercise due professional care in the per-
formance of professional services.

c. Planning and Supervision. Adequately plan and supervise the
performance of professional services.

d. Sufficient Relevant Data. Obtain sufficient relevant data to afford
a reasonable basis for conclusions or recommendations in relation
to any professional services performed.

(See appendix A, "Council Resolution Designating Bodies to Promulgate Tech-
nical Standards.") [Prior reference: paragraph .01 of ET section 201]

Interpretations Under the General Standards Rule

1.300.005 Application of the Conceptual Framework for
Members in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "General Standards Rule"
[1.300.001] that addresses a particular relationship or circumstance, a mem-
ber should apply the "Conceptual Framework for Members in Public Practice"
[1.000.010].

.02 A member would be considered in violation of the "General Standards
Rule" [1.300.001] if the member cannot demonstrate that safeguards were ap-
plied that eliminated or reduced significant threats to an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional or legal standards, or both. [No prior reference: new con-
tent]
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Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.300.010 Competence
.01 Competence, in this context, means that the member or member's staff

possess the appropriate technical qualifications to perform professional services
and that the member, as required, supervises and evaluates the quality of work
performed. Competence encompasses knowledge of the profession's standards,
the techniques and technical subject matter involved, and the ability to exercise
sound judgment in applying such knowledge in the performance of professional
services.

.02 A member's agreement to perform professional services implies that
the member has the necessary competence to complete those services accord-
ing to professional standards and to apply the member's knowledge and skill
with reasonable care and diligence. However, the member does not assume a
responsibility for infallibility of knowledge or judgment.

.03 The member may have the knowledge required to complete the services
in accordance with professional standards prior to performance. A normal part
of providing professional services involves performing additional research or
consulting with others to gain sufficient competence.

.04 If a member is unable to gain sufficient competence, the member should
suggest, in fairness to the client and public, the engagement of a competent
person to perform the needed professional service, either independently or as
an associate. [Prior reference: paragraph .02 of ET section 201]

1.300.020 Supervision of a Specialist on
Consulting Engagements

.01 A member who employs a specialist to perform consulting services for
the member's clients must be qualified to supervise and evaluate the work of
that specialist. Although the member is not required to be able to perform each
of the specialist's tasks, the member should be able to define the tasks and
evaluate the end product. [Prior reference: paragraphs .017–.018 of ET section
291]

1.300.030 Submission of Financial Statements
.01 When a member prepares or submits financial statements as a stock-

holder, a partner, a director, an officer, or an employee of an entity using the
firm's letterhead or similar identification, the member should comply with the
"Compliance With Standards Rule" [1.310.001], including any requirements to
disclose a lack of independence in the member's report.

.02 Refer to the "Use of a CPA Credential" interpretation [2.400.100] of the
"Acts Discreditable Rule" [2.400.001] and the "Submission of Financial State-
ments" interpretation [2.300.030] of the "General Standards Rule" [2.300.001]
for additional guidance. [Prior reference: paragraphs .019–.020 of ET section
291]
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1.300.040 Use of a Third-Party Service Provider
.01 A member who uses a third-party service provider to assist the mem-

ber in providing professional services such as bookkeeping, tax preparation, or
consulting or attest services, including related clerical or data entry functions,
is required to comply with the "General Standards Rule" [1.300.001] and the
"Compliance With Standards Rule" [1.310.001]. To accomplish this,

a. before using a third-party service provider, the member should en-
sure that the third-party service provider has the required profes-
sional qualifications, technical skills, and other resources. Factors
that can be helpful in evaluating a prospective third-party service
provider include business, financial, and personal references from
banks, other CPAs, and other customers of the third-party service
provider; the third-party service provider's professional reputa-
tion and recognition in the community; published materials (ar-
ticles and books that he or she has authored); and the member's
personal evaluation of the third-party service provider.

b. the member must adequately plan and supervise the third-party
service provider's professional services so that the member en-
sures that the services are performed with competence and due
professional care. The member must also obtain sufficient rele-
vant data to support the work product and comply with all tech-
nical standards applicable to the professional services.

.02 The member's responsibility for planning and supervising the third-
party service provider's work does not extend beyond the requirements of ap-
plicable professional standards, which may vary depending upon the nature of
the member's engagement.

.03 Refer to the "Use of a Third-Party Service Provider" interpretation
[1.150.040] of the "Integrity and Objectivity Rule" [1.100.001] and the "Disclos-
ing Information to a Third-Party Service Provider" interpretation [1.700.040] of
the "Confidential Client Information Rule" [1.700.001] for additional guidance.
[Prior references: paragraphs .015–.016 and .023–.024 of ET section 291]

A nonauthoritative basis-for-conclusion document summarizing considera-
tions that were deemed significant in the development of this interpretation
is available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
Tools/DownloadableDocuments/BasisforConclusionsOutsourcing.pdf.

1.310 Compliance With Standards

1.310.001 Compliance With Standards Rule
.01 A member who performs auditing, review, compilation, management

consulting, tax, or other professional services shall comply with standards pro-
mulgated by bodies designated by Council.

.02 See Appendix A "Council Resolution Designating Bodies to Promulgate
Technical Standards." [Prior reference: paragraph .01 of ET section 202]

A nonauthoritative question and answer regarding use of standards that
have not been established by a body designated by AICPA Council is
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available in the FAQ at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Ethics-General-FAQs.pdf.

Interpretations Under the Compliance with Standards Rule

1.310.005 Application of the Conceptual Framework for
Members in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Compliance With Standards
Rule" [1.310.001] that addresses a particular relationship or circumstance, a
member should apply the "Conceptual Framework for Members in Public Prac-
tice" [1.000.010].

.02 A member would be considered in violation of the "Compliance With
Standards Rule" [1.310.001] if the member cannot demonstrate that safeguards
were applied that eliminated or reduced significant threats to an acceptable
level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the member
encounters obstacles to following an appropriate course of action. Such obsta-
cles may be due to internal or external pressures or to conflicts in applying rel-
evant professional or legal standards, or both. [No prior reference: new content]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.320 Accounting Principles

1.320.001 Accounting Principles Rule
.01 A member shall not (1) express an opinion or state affirmatively that

the financial statements or other financial data of any entity are presented in
conformity with generally accepted accounting principles or (2) state that he
or she is not aware of any material modifications that should be made to such
statements or data in order for them to be in conformity with generally ac-
cepted accounting principles, if such statements or data contain any departure
from an accounting principle promulgated by bodies designated by Council to
establish such principles that has a material effect on the statements or data
taken as a whole. If, however, the statements or data contain such a departure
and the member can demonstrate that due to unusual circumstances the finan-
cial statements or data would otherwise have been misleading, the member can
comply with the rule by describing the departure, its approximate effects, if
practicable, and the reasons why compliance with the principle would result in
a misleading statement.

.02 See appendix A "Council Resolution Designating Bodies to Promulgate
Technical Standards." [Prior reference: paragraph .01 of ET section 203]
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Interpretations Under the Accounting Standards Rule

1.320.005 Application of the Conceptual Framework for
Members in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Accounting Principles
Rule" [1.320.001] that addresses a particular relationship or circumstance, a
member should apply the "Conceptual Framework for Members in Public Prac-
tice" [1.000.010].

.02 A member would be considered in violation of the "Accounting Princi-
ples Rule" [1.320.001] if the member cannot demonstrate that safeguards were
applied that eliminated or reduced significant threats to an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the member
encounters obstacles to following an appropriate course of action. Such obsta-
cles may be due to internal or external pressures or to conflicts in applying rel-
evant professional or legal standards, or both. [No prior reference: new content]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.320.010 Responsibility for Affirming That Financial Statements
Are in Conformity With the Applicable Financial Reporting
Framework

.01 A member shall not state affirmatively that an entity's financial state-
ments or other financial data are presented in conformity with generally ac-
cepted accounting principles (GAAP) if such statements or data contain any
departure from an accounting principle promulgated by a body designated by
Council to establish such principles. Members who affirm that financial state-
ments or other financial data are presented in conformity with GAAP should
comply with the "Accounting Principles Rule" [1.320.001]. A member's repre-
sentation in a letter or other communication that an entity's financial state-
ments are in conformity with GAAP may be considered an affirmative state-
ment within the meaning of this rule with respect to the member who signed
the letter or other communication (for example, the member signed a report to
a regulatory authority). [Prior reference: paragraph .05 of ET section 203]

1.320.020 Status of Financial Accounting Standards Board,
Governmental Accounting Standards Board, Federal Accounting
Standards Advisory Board, and International Accounting
Standards Board Interpretations

.01 The "Accounting Principles Rule" [1.320.001] authorizes Council to
designate bodies to establish accounting principles. Council has designated the
Financial Accounting Standards Board (FASB) as such a body and has resolved
that FASB Accounting Standards Codification® (ASC) constitutes accounting
principles as contemplated in the rule. Council designated the Governmental
Accounting Standards Board (GASB), with respect to Statements of Govern-
mental Accounting Standards issued in July 1984 and thereafter, as the body
to establish financial accounting principles for state and local governmental
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entities, pursuant to the "Accounting Principles Rule." Council designated the
Federal Accounting Standards Advisory Board (FASAB), with respect to State-
ments of Federal Accounting Standards adopted and issued in March 1993 and
subsequently, as the body to establish accounting principles for federal gov-
ernment entities, pursuant to the "Accounting Principles Rule." Council desig-
nated the International Accounting Standards Board (IASB) as an accounting
body for purposes of establishing international financial accounting and report-
ing principles.

.02 Reference to GAAP in the "Accounting Principles Rule" [1.320.001]
means those accounting principles promulgated by bodies designated by Coun-
cil, which are listed in paragraph .01 and in appendix A, "Council Resolution
Designating Bodies to Promulgate Technical Standards."

.03 The Professional Ethics Division will look to the codification or state-
ments and any interpretations thereof issued by FASB, GASB, FASAB, or IASB
in determining whether a member has departed from an accounting principle
established by a designated accounting standard-setter in FASB ASC, a State-
ment of Governmental Accounting Standards, a Statement of Federal Account-
ing Standards, or International Financial Reporting Standards (IFRS). [Prior
reference: paragraph .03 of ET section 203]

1.320.030 Departures From Generally
Accepted Accounting Principles

.01 It is difficult to anticipate all the circumstances in which accounting
principles may be applied. However, there is a strong presumption that adher-
ence to GAAP would, in nearly all instances, result in financial statements that
are not misleading. The "Accounting Principles Rule" [1.320.001] recognizes
that, upon occasion, there may be unusual circumstances when the literal ap-
plication of GAAP would have the effect of rendering financial statements mis-
leading. In such cases, the proper accounting treatment to apply is that which
will not render the financial statements misleading.

.02 The question of what constitutes unusual circumstances, as referred
to in the "Accounting Principles Rule" [1.320.001], is a matter of professional
judgment involving the ability to support the position that adherence to a pro-
mulgated principle within GAAP would be regarded generally by reasonable
persons as producing misleading financial statements.

.03 Examples of circumstances that may justify a departure from GAAP
include new legislation or evolution of a new form of business transaction. Ex-
amples of circumstances that do not justify departures from GAAP include an
unusual degree of materiality or conflicting industry practices. [Prior reference:
paragraph .02 of ET section 203]

.04 If the statements or data contain such departures, see the "Accounting
Principles Rule" [1.320.001] for further guidance.

1.320.040 Financial Statements Prepared Pursuant to Financial
Reporting Frameworks Other Than GAAP

.01 Reference to GAAP in the "Accounting Principles Rule" [1.320.001]
means those accounting principles promulgated by bodies designated by Coun-
cil, which are listed in appendix A. The bodies designed by Council to promul-
gate accounting principles are
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a. FASAB,
b. FASB,
c. GASB, and
d. IASB.

.02 Financial statements prepared pursuant to other accounting principles
would be considered financial reporting frameworks other than GAAP within
the context of the "Accounting Principles Rule" [1.320.001].

.03 However, the "Accounting Principles Rule" [1.320.001] does not pre-
clude a member from preparing or reporting on client financial statements that
have been prepared pursuant to financial reporting frameworks other than
GAAP, such as

a. financial reporting frameworks generally accepted in another
country, including jurisdictional variations of IFRS such that the
client's financial statements do not meet the requirements for full
compliance with IFRS, as promulgated by the IASB;

b. financial reporting frameworks prescribed by an agreement or a
contract; or

c. other special purpose frameworks, including statutory financial
reporting provisions required by law or a U.S. or foreign govern-
mental regulatory body to whose jurisdiction the entity is subject.

.04 In such circumstances, however, the client's financial statements and
member's reports thereon should not purport that the financial statements are
in accordance with GAAP, and the financial statements or reports on those fi-
nancial statements, or both, should clarify the financial reporting framework(s)
used. [Prior reference: paragraph .06 of ET section 203]

1.400 Acts Discreditable

1.400.001 Acts Discreditable Rule
.01 A member shall not commit an act discreditable to the profession.

[Prior reference: paragraph .01 of ET section 501]

Interpretations Under the Acts Discreditable Rule

1.400.005 Application of the Conceptual Framework for
Members in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Acts Discreditable Rule"
[1.400.001] that addresses a particular relationship or circumstance, a mem-
ber should apply the "Conceptual Framework for Members in Public Practice"
[1.000.010].

.02 A member would be considered in violation of the "Acts Discreditable
Rule" [1.400.001] if the member cannot demonstrate that safeguards were ap-
plied that eliminated or reduced significant threats to an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
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relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.400.010 Discrimination and Harassment
in Employment Practices

.01 A member would be presumed to have committed an act discreditable
to the profession, in violation of the "Acts Discreditable Rule" [1.400.001] if a
final determination, no longer subject to appeal, is made by a court or an ad-
ministrative agency of competent jurisdiction that a member has violated any
antidiscrimination laws of the United States, a state, or a municipality, includ-
ing those related to sexual and other forms of harassment. [Prior reference:
paragraph .03 of ET section 501]

1.400.020 Solicitation or Disclosure of CPA Examination
Questions and Answers

.01 A member who solicits or knowingly discloses the Uniform CPA Ex-
amination question(s) or answer(s), or both, without the AICPA's written au-
thorization shall be considered to have committed an act discreditable to the
profession, in violation of the "Acts Discreditable Rule" [1.400.001]. [Prior ref-
erence: paragraph .07 of ET section 501]

1.400.030 Failure to File a Tax Return or Pay a Tax Liability
.01 A member who fails to comply with applicable federal, state, or local

laws or regulations regarding (a) the timely filing of the member's personal tax
returns or tax returns of the member's firm that the member has the authority
to timely file or (b) the timely remittance of all payroll and other taxes collected
on behalf of others may be considered to have committed an act discreditable to
the profession, in violation of the "Acts Discreditable Rule" [1.400.001]. [Prior
reference: paragraph .08 of ET section 501]

1.400.040 Negligence in the Preparation of Financial
Statements or Records

.01 A member shall be considered in violation of the "Acts Discreditable
Rule" [1.400.001] if the member, by virtue of his or her negligence, does any of
the following:

a. Makes, or permits or directs another to make, materially false
and misleading entries in the financial statements or records of
an entity.

b. Fails to correct an entity's financial statements that are materially
false and misleading when the member has the authority to record
an entry.

c. Signs, or permits or directs another to sign, a document contain-
ing materially false and misleading information. [Prior reference:
paragraph .05 of ET section 501]

ET §1.400.010 ©2017, AICPA



Members in Public Practice 2423

1.400.050 Governmental Bodies, Commissions, or Other
Regulatory Agencies

.01 Many governmental bodies, commissions, or other regulatory agencies
have established requirements, such as audit standards, guides, rules, and reg-
ulations, that members are required to follow in the preparation of financial
statements or related information or in performing attest or similar services
for entities subject to their jurisdiction. For example, the SEC; the Federal
Communications Commission; state insurance commissions; and other regu-
latory agencies, such as the PCAOB, have established such requirements.

.02 If a member prepares financial statements or related information for
purposes of reporting to such bodies, commissions, or regulatory agencies, the
member should follow the requirements of such organizations, in addition to
the applicable financial reporting framework.

.03 If a member agrees to perform an attest or a similar service for the
purpose of reporting to such bodies, commissions, or regulatory agencies, the
member should follow such requirements, in addition to the applicable financial
reporting framework.

.04 A member's material departure from such requirements would be con-
sidered a violation of the "Acts Discreditable Rule" [1.400.001] unless the mem-
ber discloses in the financial statements or his or her report, as applicable, that
such requirements were not followed and the applicable reasons. [Prior refer-
ence: paragraph .06 of ET section 501]

1.400.055 Governmental Audits
.01 Engagements for audits of government grants, government units, or

other recipients of government monies typically require that such audits be
in compliance with government audit standards, guides, procedures, statutes,
rules, and regulations, in addition to GAAS.

.02 If a member accepts such an engagement and undertakes an obligation
to follow specified government audit standards, guides, procedures, statutes,
rules, and regulations, the member is obligated to follow such requirements, in
addition to GAAS.

.03 Failure to do so is a violation of the "Acts Discreditable Rule"
[1.400.001] unless the member discloses in his or her report that such require-
ments were not followed and the applicable reasons for not following the re-
quirements. [Prior reference: paragraph .04 of ET section 501]

1.400.060 Indemnification and Limitation of Liability Provisions
.01 Certain governmental bodies, commissions, or other regulatory agen-

cies (collectively, regulators) have established requirements through laws, reg-
ulations, or published interpretations that

a. prohibit entities subject to their regulation (regulated entity)
from including certain types of indemnification and limitation of
liability provisions in agreements for the performance of audit or
other attest services that are required by such regulators or

b. provide that the existence of such provisions disqualifies a mem-
ber from rendering such services to these entities.

For example, federal banking regulators, state insurance commissions, and the
SEC have established such requirements.
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.02 If a member enters into or directs or knowingly permits another in-
dividual to enter into a contract for the performance of audit or other attest
services that are subject to the requirements of these regulators, the member
should not include or knowingly permit or direct another individual to include
an indemnification or limitation of liability provision that would cause the reg-
ulated entity or a member to be in violation of such requirements or disqualify
a member from providing such services to the regulated entity. A member who
enters into or directs or knowingly permits another individual to enter into
such an agreement for the performance of audit or other attest services would
be considered in violation of the "Acts Discreditable Rule" [1.400.001].

.03 Refer to the "Indemnification of a Covered Member" [1.228.010] and
"Indemnification of an Attest Client" [1.228.020] interpretations of the "Inde-
pendence Rule" [1.200.001] for additional guidance. [Prior reference: paragraph
.09 of ET section 501]

1.400.070 Confidential Information Obtained From Employment
or Volunteer Activities

.01 A member should maintain the confidentiality of his or her employer's
or firm's (employer) confidential information and should not use or disclose
any confidential employer information obtained as a result of an employment
relationship, such as discussions with the employer's vendors, customers, or
lenders (for example, any confidential information pertaining to a current or
previous employer, subsidiary, affiliate, or parent thereof, as well as any enti-
ties for which the member is working in a volunteer capacity).

.02 For purposes of this interpretation, confidential employer information
is any proprietary information pertaining to the employer or any organization
for whom the member may work in a volunteer capacity that is not known to
be available to the public and is obtained as a result of such relationships.

.03 A member should be alert to the possibility of inadvertent disclosure,
particularly to a close business associate or close relative or immediate family
member. The member should also take reasonable steps to ensure that staff un-
der his or her control or others within the employing organization and persons
from whom advice and assistance are obtained are aware of the confidential
nature of the information.

.04 When a member changes employment, a member should not use con-
fidential employer information acquired as a result of a prior employment re-
lationship to his or her personal advantage or the advantage of a third party,
such as a current or prospective employer. The requirement to maintain the
confidentiality of an employer's confidential information continues even after
the end of the relationship between a member and the employer. However, the
member is entitled to use experience and expertise gained through prior em-
ployment relationships.

.05 A member would be considered in violation of the "Acts Discreditable
Rule" [1.400.001] if the member discloses or uses any confidential employer in-
formation acquired as a result of employment or volunteer relationships with-
out the proper authority or specific consent of the employer or organization for
whom the member may work in a volunteer capacity, unless there is a legal or
professional responsibility to use or disclose such information.

.06 The following are examples of situations in which members are permit-
ted or may be required to disclose confidential employer information or when
such disclosure may be appropriate:

a. Disclosure is permitted by law and authorized by the employer.
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b. Disclosure is required by law, for example, to
i. comply with a validly issued and enforceable subpoena or

summons or
ii. inform the appropriate public authorities of violations of

law that have been discovered.
c. There is a professional responsibility or right to disclose informa-

tion, when not prohibited by law, to
i. initiate a complaint with, or respond to any inquiry made

by, the Professional Ethics Division or trial board of the
AICPA or a duly constituted investigative or disciplinary
body of a state CPA society, board of accountancy, or other
regulatory body;

ii. protect the member's professional interests in legal pro-
ceedings;

iii. comply with professional standards and other ethics re-
quirements; or

iv. report potential concerns regarding questionable account-
ing, auditing, or other matters to the employer's confiden-
tial complaint hotline or those charged with governance.

d. Disclosure is permitted on behalf of the employer to
i. obtain financing with lenders;

ii. communicate with vendors, clients, and customers; or
iii. communicate with the employer's external accountant, at-

torneys, regulators, and other business professionals.
.07 In deciding whether to disclose confidential employer information, rel-

evant factors to consider include the following:

a. Whether all the relevant information is known and substantiated
to the extent that it is practicable. When the situation involves un-
substantiated facts, incomplete information, or unsubstantiated
conclusions, the member should use professional judgment in de-
termining the type of disclosure to be made, if any.

b. Whether the parties to whom the communication may be ad-
dressed are appropriate recipients.

.08 A member may wish to consult with his or her legal counsel prior to
disclosing, or determining whether to disclose, confidential employer informa-
tion.

.09 Refer to the "Subordination of Judgment" interpretation [1.130.020] of
the "Integrity and Objectivity Rule" [1.100.001] and the "Confidential Informa-
tion" topic [1.700] for additional guidance. [Prior reference: paragraph .10 of ET
section 501]

1.400.090 False, Misleading, or Deceptive Acts in Promoting
or Marketing Professional Services

.01 A member would be in violation of the "Acts Discreditable Rule"
[1.400.001] if the member promotes or markets the member's abilities to pro-
vide professional services or makes claims about the member's experience or
qualifications in a manner that is false, misleading, or deceptive.

.02 Promotional efforts would be false, misleading, or deceptive if they con-
tain any claim or representation that would likely cause a reasonable person
to be misled or deceived. This includes any representation about CPA licensure
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or any other professional certification or accreditation that is not in compliance
with the requirements of the relevant licensing authority or designating body.

.03 Refer to the "False, Misleading, or Deceptive Acts in Advertising or
Solicitations" interpretation [1.600.010] of the "Advertising and Other Forms
of Solicitation Rule" [1.600.001] for additional guidance. [No prior reference:
new content]

Effective Date
.04 Effective December 15, 2014.

1.400.100 Use of the CPA Credential
.01 A member should refer to applicable state accountancy laws and board

of accountancy rules and regulations for guidance regarding the use of the CPA
credential. A member who fails to follow the accountancy laws, rules, and reg-
ulations on use of the CPA credential in any of the jurisdictions in which the
CPA practices would be considered to have used the CPA credential in a manner
that is false, misleading, or deceptive and in violation of the "Acts Discreditable
Rule" [1.400.001]. [Prior reference .12 section 501]

1.400.200 Records Requests

Terminology
.01 The following terms are defined here solely for use with this interpre-

tation:

a. A client includes current and former clients.

b. A member means the member or the member's firm.

c. Client-provided records are accounting or other records, including
hardcopy and electronic reproductions of such records, belonging
to the client that were provided to the member by, or on behalf of,
the client.

d. Member-prepared records are accounting or other records that
the member was not specifically engaged to prepare and that are
not in the client's books and records or are otherwise not avail-
able to the client, thus rendering the client's financial informa-
tion incomplete. Examples include adjusting, closing, combining,
or consolidating journal entries (including computations support-
ing such entries) and supporting schedules and documents that
the member proposed or prepared as part of an engagement (for
example, an audit).

e. Member's work products are deliverables set forth in the terms of
the engagement, such as tax returns.

f. Working papers are all other items prepared solely for purposes
of the engagement and include items prepared by the

i. member, such as audit programs, analytical review sched-
ules, and statistical sampling results and analyses.

ii. client at the request of the member and reflecting testing
or other work done by the member.
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Interpretation
.02 Members must comply with the rules and regulations of authoritative

regulatory bodies, such as the member's state board(s) of accountancy, when the
member performs services for a client and is subject to the rules and regulations
of such regulatory body. For example, a member's state board(s) of accountancy
may not permit a member to withhold certain records, even though fees are
due to the member for the work performed. Failure to comply with the more
restrictive provisions of the applicable regulatory body's rules and regulations
concerning the return of certain records would constitute a violation of this
interpretation.

.03 The member should return client-provided records in the member's
custody or control to the client at the client's request.

.04 Unless a member and the client have agreed to the contrary, when a
client makes a request for member-prepared records or a member's work prod-
ucts that are in the member's custody or control and that have not previously
been provided to the client, the member should respond to the client's request
as follows:

a. The member should provide member-prepared records relating
to a completed and issued work product to the client, except that
such records may be withheld if fees are due to the member for
that specific work product.

b. Member's work products should be provided to the client, except
that such work products may be withheld

i. if fees are due to the member for the specific work product;
ii. if the work product is incomplete;

iii. if for purposes of complying with professional standards
(for example, withholding an audit report due to outstand-
ing audit issues); or

iv. if threatened or outstanding litigation exists concerning
the engagement or member's work.

.05 Once a member has complied with these requirements, he or she is
under no ethical obligation to

a. comply with any subsequent requests to again provide records or
copies of records described in paragraphs .03–.04. However, if sub-
sequent to complying with a request, a client experiences a loss
of records due to a natural disaster or an act of war, the member
should comply with an additional request to provide such records.

b. retain records for periods that exceed applicable professional
standards, state and federal statutes and regulations, and con-
tractual agreements relating to the service performed. [Prior ref-
erence: paragraph .02 of ET section 501]

.06 A member who has provided records to an individual designated or
held out as the client's representative, such as the general partner, majority
shareholder, or spouse, is not obligated to provide such records to other individ-
uals associated with the client. [Prior reference: paragraphs .377–.378 of ET
section 591]

.07 Working papers are the member's property, and the member is not re-
quired to provide such information to the client. However, state and federal
statutes and regulations and contractual agreements may impose additional
requirements on the member.
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.08 In fulfilling a request for client-provided records, member-prepared
records, or a member's work products, the member may

a. charge the client a reasonable fee for the time and expense in-
curred to retrieve and copy such records and require that the
client pay the fee before the member provides the records to the
client.

b. provide the requested records in any format usable by the client.
However, the member is not required to convert records that are
not in electronic format to electronic format. If the client requests
records in a specific format and the records are available in such
format within the member's custody and control, the client's re-
quest should be honored. In addition, the member is not required
to provide the client with formulas, unless the formulas support
the client's underlying accounting or other records or the mem-
ber was engaged to provide such formulas as part of a completed
work product.

c. make and retain copies of any records that the member returned
or provided to the client.

.09 A member who is required to return or provide records to the client
should comply with the client's request as soon as practicable but, absent ex-
tenuating circumstances, no later than 45 days after the request is made.

.10 The fact that the statutes of the state in which the member practices
grant the member a lien on certain records in his or her custody or control does
not relieve the member of his or her obligation to comply with this interpreta-
tion. [Prior reference: paragraph .02 of ET section 501]

.11 A member would be considered in violation of the "Acts Discreditable
Rule" [1.400.001] if the member does not comply with the requirements of this
interpretation.

1.400.205 Transfer of Files and Return of Client Records in Sale,
Transfer, Discontinuance or Acquisition of a Practice

Sale or Transfer of Member’s Practice
.01 A member or member's firm (member) that sells or transfers all or part

of the member's practice to another person, firm, or entity (successor firm) and
will no longer retain any ownership in the practice should do all of the following:

a. Submit a written request to each client subject to the sale or trans-
fer, requesting the client's consent to transfer its files to the suc-
cessor firm and, notify the client that its consent may be presumed
if it does not respond to the member's request within a period of
not less than 90 days, unless prohibited by law, including but not
limited to the rules and regulations of the applicable state boards
of accountancy. The member should not transfer any client files
to the successor firm until either the client's consent is obtained
or the 90 days has lapsed, whichever is shorter. The member is
encouraged to retain evidence of consent, whether obtained from
the client or presumed after 90 days.

b. With respect to files not subject to the sale or transfer, make ar-
rangements to return any client records that the member is re-
quired to provide to the client as set forth in the "Records Request"
interpretation [1.400.200] unless the member and client agree to
some other arrangement.
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.02 In cases in which the member is unable to contact the client, client files
and records not transferred should be retained in a confidential manner and in
accordance with the firm's record retention policy or as required by applicable
legal or regulatory requirements, whichever is longer. When practicing before
the IRS or other taxing authorities or regulatory bodies, members should en-
sure compliance with any requirements that are more restrictive.

Discontinuation of Member’s Practice
.03 A member who discontinues his or her practice but does not sell or

transfer the practice to a successor firm, should do all of the following:

a. Notify each client in writing of the discontinuation of the practice.
The member is encouraged to retain evidence of notification made
to clients. The member is not required to provide notification to
former clients of the firm.

b. Make arrangements to return any client records that the member
is required to provide to the client as set forth in the "Records
Request" interpretation [1.400.200] unless the member and client
agree to some other arrangement.

.04 In cases in which the member is unable to contact the client, client
files should be retained in a confidential manner and in accordance with the
firm's record retention policy or as required by applicable legal or regulatory
requirements, whichever is longer. When practicing before the IRS or other tax-
ing authorities or regulatory bodies, members should ensure compliance with
any requirements that are more restrictive.

Acquisition of Practice by a Member
.05 A member who acquires all or part of a practice from another person,

firm, or entity (predecessor firm) should be satisfied that all clients of the prede-
cessor firm subject to the acquisition have, as required in paragraph .01, con-
sented to the member's continuation of professional services and retention of
any client files or records the successor firm retains

.06 A member will be considered in violation of the "Acts Discreditable
Rule" [1.400.001] if the member does not comply with any of the requirements
of this interpretation.

Effective Date
.07 This interpretation is effective June 30, 2017. Early implementation is

allowed.

Nonauthoritative questions and answers related to form of communication
and transfer of client files to another partner in the firm are available
in the FAQ document at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Ethics-General-FAQs.pdf.

1.400.210 Removing Client Files or Proprietary Information
From a Firm

.01 A member whose employment relationship is terminated would be con-
sidered in violation of the "Acts Discreditable Rule" [1.400.001] if the member
takes or retains (a) originals or copies (in any format) from the firm's client files
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or (b) proprietary information without the firm's permission, unless the mem-
ber has a contractual arrangement with the firm allowing such action. [Prior
reference: paragraphs .381–.382 of ET section 591]

.02 A firm's ownership agreement would govern ownership of client files
and proprietary information; accordingly, this interpretation would not apply
to owners of firms. [No prior reference: new content]

Effective Date
.03 Paragraph .02 of this interpretation is effective December 15, 2014.

1.400.240 Use of Confidential Information From
Nonclient Sources

.01 If a member discloses confidential information obtained from a prospec-
tive client or nonclient without consent, the member would be in violation of the
"Acts Discreditable Rule" [1.400.001]. [Prior reference: paragraphs .027–.028 of
ET section 391 and new content]

Effective Date
.02 This interpretation is effective December 15, 2014.

1.500 Fees and Other Types of Remuneration

1.500.008 Unpaid Fees
.01 Refer to the "Fees" topic [1.230] of the "Independence Rule" [1.200.001]

for guidance. [No prior reference: new content]

Effective Date
.02 Effective December 15, 2014.

1.510 Contingent Fees

1.510.001 Contingent Fees Rule
.01 A member in public practice shall not

a. Perform for a contingent fee any professional services for, or re-
ceive such a fee from a client for whom the member or the mem-
ber's firm performs,

i. an audit or review of a financial statement; or
ii. a compilation of a financial statement when the member

expects, or reasonably might expect, that a third party will
use the financial statement and the member's compilation
report does not disclose a lack of independence; or

iii. an examination of prospective financial information; or
b. Prepare an original or amended tax return or claim for a tax re-

fund for a contingent fee for any client.
.02 The prohibition in a. above applies during the period in which the mem-

ber or member's firm is engaged to perform any of the services listed above and
the period covered by any historical financial statements involved in any such
listed services.
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.03 Except as stated in the next sentence, a contingent fee is a fee estab-
lished for the performance of any service pursuant to an arrangement in which
no fee will be charged unless a specified finding or result is attained, or in
which the amount of the fee is otherwise dependent upon the finding or re-
sult of such service. Solely for purposes of this rule, fees are not regarded as
being contingent if fixed by courts or other public authorities, or, in tax mat-
ters, if determined based on the results of judicial proceedings or the findings
of governmental agencies.

.04 A member's fees may vary depending, for example, on the complexity
of services rendered. [Prior reference: paragraph .01 of ET section 302]

Interpretations Under the Contingent Fees Rule

1.510.005 Application of the Conceptual Framework for Members
in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Contingent Fees Rule"
[1.510.001] that addresses a particular relationship or circumstance, a mem-
ber should apply the "Conceptual Framework for Members in Public Practice"
[1.000.010].

.02 A member would be considered in violation of the "Contingent Fees
Rule" [1.510.001] if the member cannot demonstrate that safeguards were ap-
plied that eliminated or reduced significant threats to an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.510.010 Tax Matters
.01 This interpretation defines certain terms used in the "Contingent Fees

Rule" [1.510.001] and provides examples of the application of the rule in tax
matters. When practicing before the IRS or before other taxing authorities,
members should also comply with other applicable and more restrictive require-
ments.

Contingent Fee Language
.02 Preparation of an original or amended tax return or claim for tax re-

fund includes giving advice on events that have occurred at the time that the
advice is given if such advice is directly relevant to determining the existence,
character, or amount of a schedule, an entry, or another portion of a return or
claim for refund

.03 A fee is considered determined based on the findings of governmental
agencies and, therefore, is not a contingent fee if the member can demonstrate
a reasonable expectation, at the time of a fee arrangement, that a government
agency will provide substantive consideration of the subject matter with respect
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to the member's client. Such an expectation is not reasonable if the member
prepares a client's original tax returns as outlined in paragraph .02 above.

Examples of When a Contingent Fee Is Permitted
.04 The following are examples of circumstances in which a contingent fee

is permitted under the "Contingent Fees Rule" [1.510.001]:

a. Representing a client in connection with a revenue agent's exam-
ination of the client's federal or state income tax return

b. Filing an amended federal or state income tax return claiming a
tax refund based on a tax issue that is the subject of a test case
involving a different taxpayer or with respect to which the taxing
authority is developing a position

c. Filing an amended federal or state income tax return (or re-
fund claim) claiming a tax refund in an amount greater than the
threshold for review by the Joint Committee on Taxation or state
taxing authority

d. Requesting a refund of either overpayments of interest or penal-
ties charged to a client's account or tax deposits that a federal or
state taxing authority improperly accounted for in circumstances
in which the taxing authority has established procedures for the
substantive review of such refund requests

e. Requesting, by means of a protest or similar document, the state
or local taxing authority's consideration of a reduction in a prop-
erty's assessed value under an established taxing authority's re-
view process for hearing all taxpayer arguments relating to as-
sessed value

f. Representing a client in connection with obtaining a private letter
ruling or influencing the drafting of a regulation or statute

Example of When a Contingent Fee Is Not Permitted
.05 A contingent fee is not permitted if a member prepared a client's

amended federal or state income tax return claiming a refund of taxes because
a valid deduction was inadvertently omitted from the originally filed return.
[Prior reference: paragraph .02 of ET section 302]

1.510.020 Receipt of Contingent Fee
.01 A contingent fee is considered to be received when the member has

completed the related services and the fee is determined. [Prior reference: para-
graphs .033–.034 of ET section 391]

1.510.030 Services Performed by a Member’s Spouse For a
Contingent Fee

.01 A member's spouse may provide services for a contingent fee to a client
for whom the member performs a service listed in paragraph .01a of the "Con-
tingent Fees Rule" [1.510.001] without causing the member to be in violation of
the "Contingent Fees Rule" if

a. the activities of the member's spouse are separate from the mem-
ber's practice and

b. the member is not significantly involved in the spouse's activities.
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.02 In all such situations, the members should consider the "Conflicts
of Interest" interpretation [1.110.010] of the "Integrity and Objectivity Rule"
[1.100.001] to determine the appropriate action. [Prior reference: paragraphs
.037–.038 of ET section 391]

1.510.040 Contingent Fee Arrangements With an Investment Advisory
Services Nonattest Client That Is Related to a Client

.01 A member or member's firm may provide investment advisory services
for a contingent fee to

a. owners, officers, or employees of a client for whom the member
performs a service listed in paragraph .01a of the "Contingent
Fees Rule" [1.510.001].

b. a nonattest client employee benefit plan that is sponsored by a
client for whom the member performs a service listed in para-
graph .01a of the "Contingent Fees Rule."

.02 The member should also consider the "Conflicts of Interest" interpre-
tation [1.110.010] and the "Confidential Client Information Rule" [1.700.001]
to determine the appropriate action(s). [Prior reference: paragraphs .049–.050
of ET section 391]

1.510.050 Investment Advisory Services
.01 A member or member's firm may provide investment advisory services

for a fee based on a percentage of the investment portfolio to a client for whom
the member performs a service listed in paragraph .01a of the "Contingent Fees
Rule" [1.510.001] without violating that rule if all of the following safeguards
are met:

a. The fee is determined based on a specified percentage of the
client's investment portfolio.

b. The dollar amount of the portfolio on which the fee is based is
determined at the beginning of each quarter (or longer period of
time as may be agreed upon) and is adjusted only for the client's
additions or withdrawals during the period.

c. The fee arrangement is not renewed with the client more fre-
quently than on a quarterly basis. [Prior reference: paragraphs
.047–.048 of ET section 391]

.02 When performing such services, the member should also consider the
"Independence Rule" [1.200.001], especially the interpretations of the "Nonat-
test Services" subtopic [1.295] under the "Independence Rule."

1.520 Commissions and Referral Fees

1.520.001 Commissions and Referral Fees Rule
.01 Prohibited commissions. A member in public practice shall not for a

commission recommend or refer to a client any product or service, or for a com-
mission recommend or refer any product or service to be supplied by a client,
or receive a commission, when the member or member's firm also performs for
that client

a. an audit or review of a financial statement; or
b. a compilation of a financial statement when the member expects,

or reasonably might expect, that a third party will use the finan-
cial statement and the member's compilation report does not dis-
close a lack of independence; or
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c. an examination of prospective financial information.
.02 This prohibition applies during the period in which the member is en-

gaged to perform any of the services listed above and the period covered by any
historical financial statements involved in such listed services.

.03 Disclosure of permitted commissions. A member in public practice who
is not prohibited by this rule from performing services for or receiving a com-
mission and who is paid or expects to be paid a commission shall disclose that
fact to any person or entity to whom the member recommends or refers a prod-
uct or service to which the commission relates.

.04 Referral fees. Any member who accepts a referral fee for recommending
or referring any service of a CPA to any person or entity or who pays a referral
fee to obtain a client shall disclose such acceptance or payment to the client.
[Prior reference: paragraph .01 of ET section 503]

A nonauthoritative question and answer regarding disclosure of a com-
mission is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Ethics-General-FAQs.pdf.

Interpretations Under the Commission and Referral Fees Rule

1.520.005 Application of the Conceptual Framework for Members
in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Commissions and Referral
Fees Rule" [1.520.001] that addresses a particular relationship or circumstance,
a member should apply the "Conceptual Framework for Members in Public
Practice" [1.000.010].

.02 A member would be considered in violation of the "Commissions and
Referral Fees Rule" [1.520.001] if the member cannot demonstrate that safe-
guards were applied that eliminated or reduced significant threats to an ac-
ceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.520.020 Receipt of Commission
.01 A commission is considered to be received when the performance of the

related services is complete and the fee has been determined. For example, if
in one year a member sells a life insurance policy to a client, and the member's
commission payments are determined to be a fixed percentage of future years'
renewal premiums, the commission is deemed to be received in the year that
the policy is sold. [Prior reference: paragraphs .367–.368 of ET section 591]
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1.520.030 Services Performed by a Member’s Spouse For a Commission
.01 A member's spouse may receive a commission for referring products or

services to or from a client for whom the member performs a service listed in
paragraph .01 of the "Commissions and Referral Fees Rule" [1.520.001] without
causing the member to be in violation of the "Commissions and Referral Fees
Rule" if both

a. the activities of the member's spouse are separate from the mem-
ber's practice and

b. the member is not significantly involved in the spouse's activities.
.02 In such situations, members should consider the "Conflicts of Interest"

interpretation [1.110.010] of the "Integrity and Objectivity Rule" [1.100.001] to
determine the appropriate action. [Prior reference: paragraphs .373–.374 of ET
section 591]

1.520.040 Referral of Products of Others
.01 Paragraph .04 of the "Application of the AICPA Code" [0.200.020] sec-

tion of the preface provides that a member shall not permit others to perform
acts on the member's behalf that, if carried out by the member, would place the
member in violation of the rules. Therefore, the member would be held respon-
sible for the actions of third parties, such as distributors or agents, that act on
the member's behalf.

.02 For example, if the member or member's firm performs for a client a
service listed in paragraph .01 of the "Commissions and Referral Fees Rule"
[1.520.001], the member may not recommend or refer to that client any product
or services for a commission that will be paid through a distributor or an agent
or receive a commission for the recommendation or referral. This prohibition
applies during the period in which the member is engaged to perform any of
the services listed in paragraph .01 of the rule and during the period covered
by any historical financial statements in such services.

.03 In addition, if a member receives a commission for referring a third
party's product or service to a client for whom the member does not perform
a service listed in paragraph .01 of the "Commissions and Referral Fees Rule"
[1.520.001] through a distributor or an agent and receives a commission from
the third party, the member should disclose the commission to the client, as
discussed in paragraph .03 of the "Commissions and Referral Fees Rule." How-
ever, any subsequent performance of a service listed in paragraph .01 of that
rule during a period in which the commission was received would be considered
to violate the rule. [Prior reference: paragraphs .375–.376 of ET section 591]

1.520.050 Commission Arrangements With an Investment Advisory
Services Nonattest Client That Is Related to a Client

.01 A member or member's firm may receive a commission for referring a
nonclient or nonattest client's products or services to the following:

a. Owners, officers, or employees of a client for whom the member
performs a service listed in paragraph .01 of the "Commissions
and Referral Fees Rule" [1.520.001]

b. A nonattest client employee benefit plan that is sponsored by a
client for whom the member performs a service listed in para-
graph .01 of the "Commissions and Referral Fees Rule"

.02 In such instances, the member should disclose the commission arrange-
ment to the client's owners, officers, or employees or the employee benefit plan.
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The member's failure to disclose the commission would be in violation of the
"Commissions and Referral Fees Rule" [1.520.001].

.03 When making the disclosure, members should also consider the appli-
cability of the "Conflicts of Interest" interpretation [1.110.010] of the "Integrity
and Objectivity Rule" [1.100.001] and the member's professional responsibili-
ties under the "Confidential Client Information Rule" [1.700.001] to determine
the appropriate action(s). [Prior reference: paragraphs .383–.384 of ET section
591]

1.520.060 Sale of Products to Clients
.01 If a member purchases a product, taking title to the product and as-

suming all the associated risks of ownership, any profit the member receives
on reselling it to a client would not constitute a commission. [Prior reference:
paragraphs .369–.370 of ET section 591]

1.520.070 Billing for a Subcontractor’s Services
.01 If, in providing professional services to a client, a member subcontracts

the services of another person or entity, any mark-up of the cost of the subcon-
tracted services would not constitute a commission.

.02 Refer to the following for additional guidance:

• "Use of a Third-Party Service Provider" interpretation [1.150.040]
of the "Integrity and Objectivity Rule" [1.100.001]

• "Fees" subtopic [1.230] under the "Independence Rule" [1.200.001]

• "Use of a Third-Party Service Provider" interpretation [1.300.040]
of the "General Standards Rule" [1.300.001]

• "Disclosing Information to a Third-Party Service Provider" in-
terpretation [1.700.040] of the "Confidential Client Information
Rule" [1.700.001] [Prior reference: paragraphs .371–.372 of ET
section 591]

Effective Date
.03 The revisions to this interpretation are effective December 15, 2014.

1.520.080 Disclosure of Commissions and Referral Fees
.01 The member should make the disclosures required by paragraphs .03

and .04 of the "Commissions and Referral Fees Rule" [1.520.001] in writing.

Effective Date
.02 Effective for commission or a referral fee arrangements entered into

on or after January 31, 2017.

1.600 Advertising and Other Forms of Solicitation

1.600.001 Advertising and Other Forms of Solicitation Rule
.01 A member in public practice shall not seek to obtain clients by adver-

tising or other forms of solicitation in a manner that is false, misleading, or
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deceptive. Solicitation by the use of coercion, over-reaching, or harassing con-
duct is prohibited. [Prior reference: paragraph .01 of ET section 502]

Interpretations Under the Advertising and Other Forms
of Solicitation Rule

1.600.005 Application of the Conceptual Framework
for Members in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Advertising and Other Forms
of Solicitation Rule" [1.600.001] that addresses a particular relationship or
circumstance, a member should apply the "Conceptual Framework for Mem-
bers in Public Practice" [1.000.010].

.02 A member would be considered in violation of the "Advertising and
Other Forms of Solicitation Rule" [1.600.001] if the member cannot demonstrate
that safeguards were applied that eliminated or reduced significant threats to
an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.600.010 False, Misleading, or Deceptive Acts in
Advertising or Solicitations

.01 A member would be in violation of the "Advertising and Other Forms
of Solicitation Rule" [1.600.001] if the member's promotional efforts are false,
misleading, or deceptive. If a member is asked to perform professional services
for a client or customer of a third party, the member should determine that the
third party's promotional efforts comply with the "Advertising and Other Forms
of Solicitation Rule." Such action is required because the member will receive
the benefits of such efforts by third parties, and members must not do through
others what they are prohibited from doing themselves. [Prior reference: para-
graph .06 of ET section 502]

.02 Promotional efforts would be considered false, misleading, or deceptive
if they

a. create false or unjustified expectations of favorable results.
b. imply the ability to influence any court, tribunal, regulatory

agency, or similar body or official.
c. contain a representation that the member will perform specific

professional services in current or future periods for a stated fee,
estimated fee, or fee range when it was likely at the time of the
representation that such fees would be substantially increased
and the member failed to advise the prospective client of that like-
lihood.
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d. contain any other representations that would be likely to cause a
reasonable person to misunderstand or be deceived. [Prior refer-
ence: paragraph .03 of ET section 502]

1.600.030 Use of AICPA-Awarded Designation
.01 A member who holds an AICPA-awarded designation, such as the Per-

sonal Financial Specialist (PFS) designation, may use the designation after the
member's name.

.02 A member's firm may use an AICPA-awarded designation, such as the
PFS designation, on firm letterhead and in marketing materials if all the firm's
partners hold the AICPA-awarded designation. [Prior reference: paragraphs
.365–.366 of ET section 591]

Effective Date
.03 The revisions to this interpretation are effective December 15, 2014.

1.600.100 Use of the CPA Credential
.01 A member should refer to applicable state accountancy laws and board

of accountancy rules and regulations for guidance regarding the use of the
CPA credential. A member who fails to follow the accountancy laws, rules, and
regulations on use of the CPA credential in any of the jurisdictions in which
the CPA practices would be considered to have used the CPA credential in a
manner that is false, misleading, or deceptive and in violation of the "Advertis-
ing and Other Forms of Solicitation Rule" [1.600.001]. [Prior reference .07 sec-
tion 502.]

1.700 Confidential Information

1.700.001 Confidential Client Information Rule
.01 A member in public practice shall not disclose any confidential client

information without the specific consent of the client.

.02 This rule shall not be construed (1) to relieve a member of his or her
professional obligations of the "Compliance With Standards Rule" [1.310.001]
or the "Accounting Principles Rule" [1.320.001], (2) to affect in any way the
member's obligation to comply with a validly issued and enforceable subpoena
or summons, or to prohibit a member's compliance with applicable laws and
government regulations, (3) to prohibit review of a member's professional prac-
tice under AICPA or state CPA society or Board of Accountancy authorization,
or (4) to preclude a member from initiating a complaint with, or responding to
any inquiry made by, the professional ethics division or trial board of the In-
stitute or a duly constituted investigative or disciplinary body of a state CPA
society or Board of Accountancy. Members of any of the bodies identified in (4)
above and members involved with professional practice reviews identified in
(3) above shall not use to their own advantage or disclose any member's con-
fidential client information that comes to their attention in carrying out those
activities. This prohibition shall not restrict members' exchange of information
in connection with the investigative or disciplinary proceedings described in (4)
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above or the professional practice reviews described in (3) above. [Prior refer-
ence: paragraph .01 of ET section 301]

Interpretations Under the Confidential Client Information Rule

1.700.005 Application of the Conceptual Framework for
Members in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Confidential Client Infor-
mation Rule" [1.700.001] that addresses a particular relationship or circum-
stance, a member should apply the "Conceptual Framework for Members in
Public Practice" [1.000.010].

.02 A member would be considered in violation of the "Confidential Client
Information Rule" [1.700.001] if the member cannot demonstrate that safe-
guards were applied that eliminated or reduced significant threats to an ac-
ceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.700.010 Client Competitors
.01 When a member provides professional services to clients that are com-

petitors, threats to compliance with the "Confidential Client Information Rule"
[1.700.001] may exist because the member may have access to confidential client
information, such as sales, purchases, and gross profit percentages of the re-
spective competitors.

.02 To reduce the threat of disclosing confidential client information to a
competitor, the member should emphasize to all relevant parties, including em-
ployees of the firm and affected clients, that the "Confidential Client Informa-
tion Rule" [1.700.001] prohibits members from revealing to others any confiden-
tial client information obtained in their professional capacity. [Prior reference:
paragraphs .011–.012 of ET section 391]

1.700.020 Disclosing Information From Previous Engagements
.01 When a member evaluates whether to accept a new client engagement,

the member should consider whether knowledge and experience that the mem-
ber or member's firm will share while providing the professional services to the
prospective client would be confidential client information. If such information
would be confidential client information, and the circumstances are such that
the prospective client would be able to identify the client or clients that are the
source of the information, the engagement should not be accepted unless the
member obtains the original client's specific consent to disclose the information.
[Prior reference: paragraphs .029–.030 of ET section 391]
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.02 When a member withdraws from an engagement due to, for example,
discovery of irregularities in a client's tax return, if contacted by the succes-
sor, the member should suggest that the successor ask the client to permit the
member to discuss all matters freely with the successor. The successor is then
on notice of some conflict.

.03 The "Confidential Client Information Rule" [1.700.001] is not intended
to help an unscrupulous client cover up illegal acts or otherwise hide infor-
mation by changing CPAs. Due to the possibility of legal implications in such
matters, the member should seek legal advice on the member's status and obli-
gations in the matter. [Prior reference: paragraphs .005–.006 of ET section 391]

1.700.030 Disclosing Information to Persons or Entities
Associated With Clients

.01 When a member is engaged to prepare a married couple's joint tax re-
turn, both spouses are considered to be the member's client, even if the member
was engaged by one spouse and deals exclusively with that spouse.

.02 Accordingly, if the married couple is undergoing a divorce and one
spouse directs the member to withhold joint tax information from the other
spouse, the member may provide the information to both spouses, in compli-
ance with the "Confidential Client Information Rule" [1.700.001], because both
are the member's client. The member should consider reviewing

a. the legal implications of such disclosure with an attorney and

b. responsibilities under any tax performance standards, such as
Section 10.29 of IRS Circular 230. [Prior reference: paragraphs
.031–.032 of ET section 391]

.03 If a member provides professional services to a company's executives
at the request of the company, the member's disclosure of confidential client
information to the company without the consent of the applicable executives
would be a violation of the "Confidential Client Information Rule" [1.700.001],
even if the company is not otherwise a client. [Prior reference: paragraphs .041–
.042 of ET section 391]

1.700.040 Disclosing Information to a Third-Party
Service Provider

.01 When a member uses a third-party service provider to assist the mem-
ber in providing professional services, threats to compliance with the "Confiden-
tial Client Information Rule" [1.700.001] may exist.

.02 Clients may not expect the member to use a third-party service provider
to assist the member in providing the professional services. Therefore, before
disclosing confidential client information to a third-party service provider, the
member should do one of the following:

a. Enter into a contractual agreement with the third-party ser-
vice provider to maintain the confidentiality of the information
and provide reasonable assurance that the third-party service
provider has appropriate procedures in place to prevent the unau-
thorized release of confidential information to others. The nature
and extent of procedures necessary to obtain reasonable assur-
ance depends on the facts and circumstances, including the ex-
tent of publicly available information on the third-party service
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provider's controls and procedures to safeguard confidential client
information.

b. Obtain specific consent from the client before disclosing confiden-
tial client information to the third-party service provider.

.03 Refer to the "Use of a Third-Party Service Provider" interpretation
[1.150.040] of the "Integrity and Objectivity Rule" [1.100.001] and the "Use of a
Third-Party Service Provider" interpretation [1.300.040] of the "General Stan-
dards Rule" [1.300.001] for additional guidance. [Prior reference: paragraphs
.001–.002 of ET section 391]

A nonauthoritative basis-for-conclusions document that summarizes consid-
erations that were deemed significant in the development of this interpre-
tation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/BasisforConclusionsOutsourcing
.pdf.

In addition, nonauthoritative sample client disclosure language that could
be used to fulfill the requirement discussed in this interpretation is also
available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
Tools/DownloadableDocuments/Sample_Disclosure_Notification.pdf.

1.700.050 Disclosing Client Information in Connection With
a Review or Acquisition of the Member’s Practice

.01 For purposes of the "Confidential Client Information Rule" [1.700.001],
a review of a member's professional practice includes a review performed in con-
junction with a prospective purchase, sale, or merger of all or part of a member's
practice. Such reviews may threaten a member's compliance with the "Confi-
dential Client Information Rule." To reduce the threat to an acceptable level,
a member must take appropriate precautions (for example, through a written
confidentiality agreement with the prospective purchaser) to help ensure that
the prospective purchaser does not disclose any confidential client information
obtained in the course of the review.

.02 Members who perform such reviews should not use to their advantage
or disclose any confidential client information that comes to their attention dur-
ing the review. [Prior reference: paragraph .04 of ET section 301]

.03 Members who obtain client files as the result of acquiring all or part
of another member's professional practice should not disclose any confidential
client information contained in such files. Members should refer to the "Trans-
fer of Files and Return of Client Records in Sale, Transfer Discontinuance or
Acquisition of a Practice " interpretation under the "Acts Discreditable Rule"
[1.400.205] for guidance related to client files obtained through acquiring a
practice.

[See Revision History Table.]

1.700.060 Disclosure of Client Information to Third Parties
.01 When a member receives a request from a third party (for example,

a trade association, member of academia, or surveying or benchmarking orga-
nization) to disclose client information or intends to use such information for
the member's own purposes (for example, publication of benchmarking data or
studies) in a manner that may result in the client's information being disclosed
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to others without the client being specifically identified, threats to compliance
with the "Confidential Client Information Rule" [1.700.001] may exist.

.02 If the information is considered to be confidential client information,
the member would be in violation of the "Confidential Client Information Rule"
[1.700.001] if the member discloses or uses the information unless the member
has the client's specific consent, preferably in writing, for the disclosure or use
of such information. The consent should specify the nature of the information
that may be disclosed, the type of third party to whom it may be disclosed, and
its intended use.

.03 If the information is not considered to be confidential client informa-
tion, the disclosure or use of the information is not subject to the "Confidential
Client Information Rule" [1.700.001]. However, the member should be cautious
in the disclosure or use of the information so as not to disclose client informa-
tion that may go beyond what is available to the public or that the client has
agreed may be disclosed.

.04 A member is not prohibited from marketing his or her services or
advising a third party, such as a current or prospective client, of information
based on his or her expertise or knowledge obtained from prior experiences
with clients (for example, the nature of services provided to other clients or
common practices within a client's industry). However, if the information may
be identifiable to one or more clients, specific consent, preferably in writing, is
required from such client(s). Prior to disclosing confidential client information
to a third party, the member should consider whether a contractual agreement
with the third party to maintain the confidentiality or limit the use of the
information is necessary.

.05 In addition, the member should consider whether federal, state, or local
statutes, rules, or regulations concerning the confidentiality of client informa-
tion may be more restrictive than the requirements in this interpretation.

.06 Refer to the "Use of a Third-Party Service Provider" interpretation
[1.300.040] of the "General Standards Rule" [1.300.001] for additional guid-
ance. [Prior reference: paragraphs .003–.004 of ET section 391]

A nonauthoritative table providing examples of client information that is
available to the public, client information not available to the public, and
other information in the member's possession is available at www.aicpa.org/
InterestAreas/ProfessionalEthics/Resources/Tools/DownloadableDocuments/
Categories-of-Information.pdf.

1.700.070 Disclosing Client Information During Litigation
.01 The "Confidential Client Information Rule" [1.700.001] is not intended

to prohibit a member from disclosing information necessary to initiate, pursue,
or defend the member in an actual or a threatened lawsuit or alternative dis-
pute resolution proceeding. Accordingly, releasing confidential client informa-
tion to the member's liability insurance carrier solely to assist in the defense
against an actual or a potential claim against the member would not violate the
"Confidential Client Information Rule." [Prior reference: paragraphs .039–.040
and .045–.046 of ET section 391]
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1.700.080 Disclosing Client Information in Director Positions
.01 When a member serves as a director of an organization, such as a bank

or an insurance company, the member's fiduciary responsibilities to the orga-
nization may create threats to compliance with the "Integrity and Objectivity
Rule" [1.100.001] and the "Confidential Client Information Rule" [1.700.001].
For example, the member's fiduciary duty to the organization may conflict
with the member's obligations pursuant to the "Confidential Client Informa-
tion Rule" (for example, failure to disclose information may constitute a breach
of the director's fiduciary responsibilities) when the member's clients are cus-
tomers of the organization.

.02 A member's general knowledge and experience may be very helpful
to an organization in formulating a policy and making business decisions.
Nevertheless, if the member's clients are likely to engage in significant trans-
actions with the organization, it would be more appropriate for the member to
serve as a consultant to the board. Under such an arrangement, the member
could limit activities to those that do not threaten the member's compliance with
the "Integrity and Objectivity Rule" [1.100.001] and the "Confidential Client In-
formation Rule" [1.700.001]. If, however, the member serves as a board member
of the organization, the member should evaluate the significance of any threats
and apply safeguards, when necessary, to eliminate or reduce the threats to an
acceptable level.

.03 See the "Director Positions" interpretation [1.110.020] of the "Integrity
and Objectivity Rule" [1.100.001]. [Prior reference: paragraphs .035–.036 of ET
section 391]

Effective Date
.04 The revisions to this interpretation are effective December 15, 2014.

1.700.090 Disclosing Client Names
.01 The member's disclosure of a client's name would not violate the "Con-

fidential Client Information Rule" [1.700.001] if disclosure of the client's name
does not constitute the release of confidential client information. For exam-
ple, if a member's practice is limited to bankruptcy matters, disclosure of the
client's name could suggest that the client may be experiencing financial dif-
ficulties, which may be confidential client information. [Prior reference: para-
graphs .013–.014 of ET section 391]

1.700.100 Disclosing Confidential Client Information as a Result
of a Subpoena or Summons

.01 The member's disclosure of confidential client information in compli-
ance with a validly issued and enforceable subpoena or summons would not
violate the "Confidential Client Information Rule" [1.700.001].

.02 When complying with such subpoena or summons, the member is not
required to notify the client that its records have been subpoenaed or that a
summons related to the client's records has been issued. The member may also
wish to consult with legal counsel to determine the validity and enforceability
of the subpoena or summons and the specific client information required to be
provided. The member may also wish to consult with his or her state board of
accountancy. [No prior reference: New content from informal policy position]
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Effective Date
.03 Effective December 15, 2014.

1.800 Form of Organization and Name

1.800.001 Form of Organization and Name Rule
.01 A member may practice public accounting only in a form of organiza-

tion permitted by law or regulation whose characteristics conform to resolu-
tions of Council.

.02 A member shall not practice public accounting under a firm name that
is misleading.

.03 Names of one or more past owners may be included in the firm name
of a successor organization.

.04 A firm may not designate itself as "Members of the American Institute
of Certified Public Accountants" unless all its CPA owners are members of the
AICPA.

.05 See appendix B, "Council Resolution Concerning Form of Organization
and Name." [Prior reference: paragraph .01 of ET section 505]

Interpretations Under the Form of Organization and Name Rule

1.800.005 Application of the Conceptual Framework for Mem-
bers in Public Practice and Ethical Conflicts

.01 In the absence of an interpretation of the "Form of Organization and
Name Rule" [1.800.001] that addresses a particular relationship or circum-
stance, a member should apply the "Conceptual Framework for Members in
Public Practice" [1.000.010].

.02 A member would be considered in violation of the "Form of Organiza-
tion and Name Rule" [1.800.001] if the member cannot demonstrate the appli-
cation of safeguards that eliminated or reduced significant threats to an accept-
able level.

.03 A member should consider the guidance in "Ethical Conflicts"
[1.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015 and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

1.810 Form of Organization and Related Practice Issues

1.810.010 Ownership of a Separate Business
.01 A member may own an interest in a separate business that performs

for clients accounting, tax, personal financial planning, or litigation support
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services or other services for which standards are promulgated by bodies des-
ignated by Council.

.02 If the member, either individually or collectively with the member's
firm or others in the firm, controls the separate business, then the separate
business, its owners (including the member), and its professional employees
must comply with the code. For example, if one or more members individually
or collectively control the separate business, the member(s) and others associ-
ated with the separate business are subject to the "Commissions and Referral
Fees Rule" [1.520.001] and its interpretations. With respect to an attest client,
the "Independence Rule" [1.200.001] and its interpretations would apply to the
activities of the separate business, its owners, and its professional employees.

.03 When the member, individually or collectively with the member's firm
or others in the firm, does not control the separate business, the provisions
of the code would apply to the member's actions but not to the separate busi-
ness, its other (nonmember) owners, and its professional employees. For exam-
ple, the separate business could enter into a contingent fee arrangement with
the member's attest client or accept commissions for the referral of products
or services to the member's attest client. [Prior reference: paragraph .03 of ET
section 505]

.04 When the owners of the separate business are non-CPAs, to prevent
any misunderstanding or misrepresentation, the CPA member should advise
clients and other interested parties that the CPA member is an owner in two
separate businesses: one made up of non-CPAs (except for the CPA member)
and another that is a CPA firm. [Prior reference: paragraphs .275–.276 of ET
section 591]

.05 See the "Network and Network Firms" interpretation [1.220.010] of the
"Independence Rule" [1.200.001] and the definitions of networks and network
firms for guidance applicable to these entities.

1.810.020 Partner Designation
.01 Only members of a firm who are legally partners should use the desig-

nation partner. Members who are not parties to the firm's partnership agree-
ment should not hold themselves out in any manner that might lead clients
or the public to believe that they are partners. For example, using the designa-
tion "nonproprietary partner" to describe a high-ranking professional employee
would be misleading and in violation of the "Form of Organization and Name
Rule" [1.800.001] even if the professional employee was a partner in one of the
predecessor firms that merged into the firm. [Prior reference: paragraphs .273–
.274 of ET section 591]

1.810.030 A Member’s Responsibility for Nonmember Practitioners
.01 A member who becomes an employee of a firm made up of one or more

nonmember practitioners must still comply with the code. If the member be-
comes an owner in the firm, the member will be responsible for firm's profes-
sional employees, including the nonmember practitioners.

.02 Similarly, if a member forms a partnership with a nonmember, the
member is ethically responsible for all the activities of the partnership. If the
nonmember partner violates the code, the member would be held accountable
for that partner's actions.

.03 See paragraph .04 of the "Application of the AICPA Code" [0.200.020]
section of the preface and appendix B. [Prior reference: paragraphs .005–.006
and .281–.282 of ET section 591]
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1.810.040 Attest Engagement Performed With a Former Partner
.01 Unless there are laws, rules or regulations that are applicable to the

member that conclude otherwise, two former partners may continue to jointly
perform an attest engagement even if one of them is not a CPA. However, to be
clear that a partnership no longer exists and to assure the attest client and oth-
ers that both individuals performed the attest engagement, they should present
their report on plain paper (that is, paper with no letterhead) that is signed in
the following manner:

John Doe, Certified Public Accountant
Richard Roe, Accountant

[Prior reference: paragraphs .271–.272 of ET section 591]

Effective Date
.02 The revisions to this interpretation are effective December 15, 2014.

1.810.050 Alternative Practice Structures
.01 The "Form of Organization and Name Rule" [1.800.001] states, "A

member may practice public accounting only in a form of organization permit-
ted by law or regulation whose characteristics conform to resolutions of Coun-
cil." The Council resolution (appendix B) requires, among other things, that
CPAs own a majority of the financial interests in a firm engaged to provide at-
test services (as defined therein) to the public. This interpretation explains the
application of this rule to an alternative practice structure (APS) in which (a)
the majority of the financial interests in the attest firm is owned by CPAs and
(b) all or substantially all of the revenues are paid to another entity in return
for services and the lease of employees, equipment, and office space.

.02 To protect the public interest, the overriding focus of the resolution
is that CPAs remain responsible, financially and otherwise, for a firm's attest
work. In addition to the provisions of the resolution, other requirements of the
code and bylaws ensure responsibility for

a. compliance with all aspects of applicable law or regulation,
b. enrollment in an AICPA-approved practice monitoring program,
c. compliance with the "Independence Rule" [1.200.001], and
d. compliance with applicable standards promulgated by Council-

designated bodies ("Compliance With Standards Rule"
[1.310.001]) and all other provisions of the code, including
"Structure and Application of the AICPA Code" [0.200].

.03 Given all the previously mentioned safeguards that protect the public
interest, if the CPAs who own the attest firm remain financially responsible,
under applicable law or regulation, for the firm's attest work, the member is
considered to be in compliance with the financial interests provision of the res-
olution. [Prior reference: paragraph .04 of ET section 505]

1.820 Firm Name

1.820.010 Use of a Retired Partner’s Name
.01 The "Form of Organization and Name Rule" [1.800.001] permits the

use of the name(s) of former partner(s) in a firm's name. For example, if two
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firms merge, the newly formed firm may use in its firm name the name of retired
or other partners in either or both of the merged firms without violating the
"Form of Organization and Name Rule." [Prior reference: paragraphs .289–.290
of ET section 591]

1.820.020 A Practice With Non-CPA Partners
.01 Unless there are laws, rules, or regulations that are applicable to the

member that conclude otherwise, a CPA member who is in a partnership with
non-CPAs may sign reports in the firm's name and also affix the designation,
"Certified Public Accountant," to the member's signature if it is clear that the
partnership itself is not being held out as entirely comprising CPAs. [Prior ref-
erence: paragraphs .379–.380 of ET section 591]

1.820.030 Misleading Firm Names
.01 The "Form of Organization and Name Rule" [1.800.001] prohibits a

member from practicing public accounting under a firm name that is mislead-
ing. If the firm name contains any representation that would be likely to cause
a reasonable person to misunderstand, or be confused about, what the legal
form of the firm is or who the owners or members of the firm are, the firm name
would be misleading and the member would be in violation of the "Form of Or-
ganization and Name Rule." For example, the member should not refer to a type
of organization or an abbreviation thereof that does not accurately reflect the
form under which the firm is organized.

.02 In addition, the member should consider the rules and regulations of
his or her state board(s) of accountancy concerning misleading firm names that
may be more restrictive than the requirements in this interpretation. [Prior
reference: paragraph .05 of ET section 505]

1.820.040 Use of a Common Brand Name in Firm Name
.01 Firms within a network sometimes share the use of a common brand

or share common initials as part of the firm name. The sharing of a common
brand name or common initials of a network as part of the member's firm name
would not be considered misleading, provided the firm is a network firm.

.02 The sharing of a common brand name or common initials of a network
as the entire name of the member's firm would not be considered misleading, if
the firm is a network firm and shares one or more of the following characteristics
with other firms in the network:

a. Common control among the firms through ownership, manage-
ment, or other means

b. Profits or costs, excluding costs of operating the network; costs of
developing audit methodologies, manuals, and training courses;
and other costs that are immaterial to the firm

c. Common business strategy that involves ongoing collaboration
amongst the firms whereby the firms are responsible for imple-
menting the network's strategy and are held accountable for per-
formance pursuant to that strategy

d. Significant part of professional resources
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e. Common quality control policies and procedures that firms are
required to implement and that are monitored by the network

.03 Refer to the "Network and Network Firms" interpretation [1.220.010]
of the "Independence Rule" [1.200.001] for additional guidance. [Prior refer-
ence: paragraph .06 of ET section 505]
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2.000 Introduction
.01 Part 2 of the Code of Professional Conduct (the code) applies to mem-

bers in business. Accordingly, when the term member is used in part 2 of the
code, the requirements apply only to members in business. When a member in
business is also a member in public practice (for example, a member has a part-
time tax practice), the member should also consult part 1 of the code, which
applies to members in public practice. [No prior reference: new content]

Effective Date
.02 Effective December 15, 2014.

2.000.010 Conceptual Framework for Members in Business

Introduction
.01 Members may encounter various relationships or circumstances that

create threats to the member's compliance with the rules. The rules and inter-
pretations seek to address many situations; however, they cannot address all
relationships or circumstances that may arise. Thus, in the absence of an inter-
pretation that addresses a particular relationship or circumstance, a member
should evaluate whether that relationship or circumstance would lead a rea-
sonable and informed third party who is aware of the relevant information to
conclude that there is a threat to the member's compliance with the rules that
is not at an acceptable level. When making that evaluation, the member should
apply the conceptual framework approach as outlined in this interpretation.

.02 The code specifies that in some circumstances, no safeguards can re-
duce a threat to an acceptable level. For example, the code specifies that a mem-
ber may not subordinate the member's professional judgment to others without
violating the "Integrity and Objectivity Rule" [2.100.001]. A member may not
use the conceptual framework to overcome this or any other prohibition or re-
quirement in the code.

Definitions Used in Applying the Conceptual Framework
.03 Acceptable level. A level at which a reasonable and informed third

party who is aware of the relevant information would be expected to conclude
that a member's compliance with the rules is not compromised.

.04 Safeguards. Actions or other measures that may eliminate a threat
or reduce a threat to an acceptable level.

.05 Threat(s). Relationships or circumstances that could compromise a
member's compliance with the rules.

Conceptual Framework Approach
.06 Under the conceptual framework approach, members should identify

threats to compliance with the rules and evaluate the significance of those
threats. Members should evaluate identified threats both individually and in
the aggregate because threats can have a cumulative effect on a member's com-
pliance with the rules. Members should perform three main steps in applying
the conceptual framework approach:

a. Identify threats. The relationships or circumstances that a mem-
ber encounters in various engagements and work assignments or
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positions will often create different threats to complying with the
rules. When a member encounters a relationship or circumstance
that is not specifically addressed by a rule or an interpretation,
under this approach, the member should determine whether the
relationship or circumstance creates one or more threats, such as
those identified in paragraphs .09–.14 that follow. The existence
of a threat does not mean that the member is in violation of the
rules; however, the member should evaluate the significance of the
threat.

b. Evaluate the significance of a threat. In evaluating the signif-
icance of an identified threat, the member should determine
whether a threat is at an acceptable level. A threat is at an ac-
ceptable level when a reasonable and informed third party who
is aware of the relevant information would be expected to con-
clude that the threat would not compromise the member's com-
pliance with the rules. Members should consider both qualitative
and quantitative factors when evaluating the significance of a
threat, including the extent to which existing safeguards already
reduce the threat to an acceptable level. If the member evaluates
the threat and concludes that a reasonable and informed third
party who is aware of the relevant information would be expected
to conclude that the threat does not compromise a member's com-
pliance with the rules, the threat is at an acceptable level and the
member is not required to evaluate the threat any further under
this conceptual framework approach.

c. Identify and apply safeguards. If, in evaluating the significance
of an identified threat, the member concludes that the threat is
not at an acceptable level, the member should apply safeguards to
eliminate the threat or reduce it to an acceptable level. The mem-
ber should apply judgment in determining the nature of the safe-
guards to be applied because the effectiveness of safeguards will
vary depending on the circumstances. When identifying appro-
priate safeguards to apply, one safeguard may eliminate or reduce
multiple threats. In some cases, the member should apply multiple
safeguards to eliminate or reduce one threat to an acceptable level.
In other cases, an identified threat may be so significant that no
safeguards will eliminate the threat or reduce it to an acceptable
level, or the member will be unable to implement effective safe-
guards. Under such circumstances, providing the specific profes-
sional services would compromise the member's compliance with
the rules, and the member should determine whether to decline or
discontinue the professional services or resign from the employing
organization.

Threats
.07 Many threats fall into one or more of the following six broad categories:

adverse interest, advocacy, familiarity, self-interest, self-review, and undue in-
fluence.

.08 Examples of threats associated with a specific relationship or circum-
stance are identified in the interpretations of the code. Paragraphs .09–.14 of
this section define and provide examples, which are not all inclusive, of each of
these threat categories.

.09 Adverse interest threat. The threat that a member will not act with
objectivity because the member's interests are opposed to the interests of
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the employing organization. Examples of adverse interest threats include the
following:

a. A member has charged, or expressed an intention to charge, the
employing organization with violations of law.

b. A member or the member's immediate family or close relative has
a financial or another relationship with a vendor, customer, com-
petitor, or potential acquisition of the employing organization.

c. A member has sued or expressed an intention to sue the employing
organization or its officers, directors, or employees.

.10 Advocacy threat. The threat that a member will promote an employing
organization's interests or position to the point that his or her objectivity is
compromised. Examples of advocacy threats include the following:

a. Obtaining favorable financing or additional capital is dependent
upon the information that the member includes in, or excludes
from, a prospectus, an offering, a business plan, a financing appli-
cation, or a regulatory filing.

b. The member gives or fails to give information that the member
knows will unduly influence the conclusions reached by an exter-
nal service provider or other third party.

.11 Familiarity threat. The threat that, due to a long or close relationship
with a person or an employing organization, a member will become too sym-
pathetic to their interests or too accepting of the person's work or employing
organization's product or service. Examples of familiarity threats include the
following:

a. A member uses an immediate family's or a close relative's com-
pany as a supplier to the employing organization.

b. A member may accept an individual's work product with little or
no review because the individual has been producing an accept-
able work product for an extended period of time.

c. A member's immediate family or close relative is employed as a
member's subordinate.

d. A member regularly accepts gifts or entertainment from a vendor
or customer of the employing organization.

.12 Self-interest threat. The threat that a member could benefit, financially
or otherwise, from an interest in, or relationship with, the employing organiza-
tion or persons associated with the employing organization. Examples of self-
interest threats include the following:

a. A member's immediate family or close relative has a financial in-
terest in the employing organization.

b. A member holds a financial interest (for example, shares or share
options) in the employing organization, and the value of that fi-
nancial interest is directly affected by the member's decisions.

c. A member is eligible for a profit or other performance-related
bonus, and the value of that bonus is directly affected by the mem-
ber's decisions.

.13 Self-review threat. The threat that a member will not appropriately
evaluate the results of a previous judgment made or service performed or super-
vised by the member, or an individual in the employing organization and that
the member will rely on that service in forming a judgment as part of another
service. Examples of self-review threats include the following:
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a. When performing an internal audit procedure, an internal auditor
accepts work that he or she previously performed in a different
position.

b. The member accepts the work previously performed by the mem-
ber, alone or with others, that will be the basis for providing an-
other professional service.

.14 Undue influence threat. The threat that a member will subordinate his
or her judgment to that of an individual associated with the employing organi-
zation or any relevant third party due to that individual's position, reputation
or expertise, aggressive or dominant personality, or attempts to coerce or exer-
cise excessive influence over the member. Examples of undue influence threats
include the following:

a. A member is pressured to become associated with misleading in-
formation.

b. A member is pressured to deviate from a company policy.
c. A member is pressured to change a conclusion regarding an ac-

counting or a tax position.
d. A member is pressured to hire an unqualified individual.

Safeguards
.15 Safeguards may partially or completely eliminate a threat or diminish

the potential influence of a threat. The nature and extent of the safeguards ap-
plied will depend on many factors. To be effective, safeguards should eliminate
the threat or reduce it to an acceptable level.

.16 Safeguards that may eliminate a threat or reduce it to an acceptable
level fall into two broad categories:

a. Safeguards created by the profession, legislation, or regulation
b. Safeguards implemented by the employing organization

.17 The effectiveness of a safeguard depends on many factors, including
those listed here:

a. The facts and circumstances specific to a particular situation
b. The proper identification of threats
c. Whether the safeguard is suitably designed to meet its objectives
d. The party(ies) who will be subject to the safeguard
e. How the safeguard is applied
f. The consistency with which the safeguard is applied
g. Who applies the safeguard
h. How the safeguard interacts with a safeguard from another cate-

gory
i. Whether the employing organization is a public interest entity

.18 Examples of safeguards within each category are presented in the fol-
lowing paragraphs. Because these are only examples and are not intended to
be all inclusive, it is possible that threats may be sufficiently mitigated through
the application of other safeguards not specifically identified herein.

.19 The following are examples of safeguards created by the profession,
legislation, or regulation:

a. Education and training requirements on ethics and professional
responsibilities
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b. Continuing education requirements on ethics
c. Professional standards and the threat of discipline
d. Legislation establishing prohibitions and requirements for enti-

ties and employees
e. Competency and experience requirements for professional licen-

sure
f. Professional resources, such as hotlines, for consultation on ethi-

cal issues
.20 Examples of safeguards implemented by the employing organization

are as follows:

a. A tone at the top emphasizing a commitment to fair financial re-
porting and compliance with applicable laws, rules, regulations,
and corporate governance policies

b. Policies and procedures addressing ethical conduct and compli-
ance with laws, rules, and regulations

c. Audit committee charter, including independent audit committee
members

d. Internal policies and procedures requiring disclosure of identified
interests or relationships among the employing organization, its
directors or officers, and vendors, suppliers, or customers

e. Internal policies and procedures related to purchasing controls
f. Internal policies and procedures related to customer acceptance

or credit limits
g. Dissemination of corporate ethical compliance policies and proce-

dures, including whistle-blower hotlines, the reporting structure,
dispute resolution, or other similar policies, to promote compli-
ance with laws, rules, regulations, and other professional require-
ments

h. Human resource policies and procedures safeguarding against
discrimination or harassment, such as those concerning a
worker's religion, sexual orientation, gender, or disability

i. Human resource policies and procedures stressing the hiring and
retention of technically competent employees

j. Policies and procedures for implementing and monitoring ethical
policies

k. Assigning sufficient staff with the necessary competencies to
projects and other tasks

l. Policies segregating personal assets from company assets
m. Staff training on applicable laws, rules, and regulations
n. Regular monitoring of internal policies and procedures
o. A reporting structure whereby the internal auditor does not re-

port to the financial reporting group
p. Policies and procedures that do not allow an internal auditor to

monitor areas where the internal auditor has operational or func-
tional responsibilities

q. Policies for promotion, rewards, and enforcement of a culture of
high ethics and integrity

r. Use of third-party resources for consultation as needed on signif-
icant matters of professional judgment [No prior reference: new
content]
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Effective Date
.21 Effective December 15, 2015. Early implementation is allowed pro-

vided the member has implemented the revised code.

A nonauthoritative Conceptual Framework Toolkit for Members in Business
is available at www.aicpa.org/InterestAreas/ProfessionalEthics/Resources/
DownloadableDocuments/ToolkitsandAids/ConceptualFrameworkToolkit
ForMembersInBusiness.docm.

2.000.020 Ethical Conflicts
.01 An ethical conflict arises when a member encounters one or both of the

following:

a. Obstacles to following an appropriate course of action due to in-
ternal or external pressures

b. Conflicts in applying relevant professional and legal standards.
For example, a member suspects a fraud may have occurred, but reporting the
suspected fraud would violate the member's responsibility to maintain the con-
fidentiality of his or her employer's confidential information.

.02 Once an ethical conflict is encountered, a member may be required to
take steps to best achieve compliance with the rules and law. In weighing al-
ternative courses of action, the member should consider factors such as the
following:

a. Relevant facts and circumstances, including applicable rules,
laws, or regulations

b. Ethical issues involved
c. Established internal procedures

.03 The member should also be prepared to justify any departures that
the member believes were appropriate in applying the relevant rules and law.
If the member was unable to resolve the conflict in a way that permitted com-
pliance with the applicable rules and law, the member may have to address the
consequences of any violations.

.04 Before pursuing a course of action, the member should consider con-
sulting with appropriate persons within the organization that employs the
member.

.05 If a member decides not to consult with appropriate persons within
the organization that employs the member, and the conflict remains unresolved
after pursuing the selected course of action, the member should consider either
consulting with other individuals for help in reaching a resolution or obtaining
advice from an appropriate professional body or legal counsel. The member also
should consider documenting the substance of the issue, the parties with whom
the issue was discussed, details of any discussions held, and any decisions made
concerning the issue.

.06 If the ethical conflict remains unresolved, the member will in all like-
lihood be in violation of one or more rules if he or she remains associated with
the matter creating the conflict. Accordingly, the member should consider his or
her continuing relationship with the specific assignment or employer. [No prior
reference: new content]

Effective Date
.07 Effective December 15, 2014.
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2.100 Integrity and Objectivity

2.100.001 Integrity and Objectivity Rule
.01 In the performance of any professional service, a member shall main-

tain objectivity and integrity, shall be free of conflicts of interest, and shall not
knowingly misrepresent facts or subordinate his or her judgment to others.
[Prior reference: paragraph .01 of ET section 102]

Interpretations Under the Integrity and Objectivity Rule

2.100.005 Application of the Conceptual Framework for
Members in Business and Ethical Conflicts

.01 In the absence of an interpretation of the "Integrity and Objectivity
Rule" [2.100.001] that addresses a particular relationship or circumstance, a
member should apply the "Conceptual Framework for Members in Business"
[2.000.010].

.02 A member would be considered in violation of the "Integrity and Ob-
jectivity Rule" [2.100.001] if the member cannot demonstrate that safeguards
were applied that eliminated or reduced significant threats to an acceptable
level.

.03 A member should consider the guidance in "Ethical Conflicts"
[2.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

2.110 Conflicts of Interest

2.110.010 Conflicts of Interest for Members in Business
.01 A member may be faced with a conflict of interest when undertaking

a professional service. In determining whether a professional service, relation-
ship, or matter would result in a conflict of interest, a member should use profes-
sional judgment, taking into account whether a reasonable and informed third
party who is aware of the relevant information would conclude that a conflict
of interest exists.

.02 A conflict of interest creates adverse interest and self-interest
threats to the member's compliance with the "Integrity and Objectivity Rule"
[2.100.001]. For example, threats may be created when

a. a member undertakes a professional service related to a particular
matter involving two or more parties whose interests with respect
to that matter are in conflict, or
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b. the interests of a member with respect to a particular matter and
the interests of a party for whom the member undertakes a pro-
fessional service related to that matter are in conflict.

.03 A party may include an employing organization, a vendor, a customer,
a lender, a shareholder, or other party.

.04 The following are examples of situations in which conflicts of interest
may arise:

a. Serving in a management or governance position for two employ-
ing organizations and acquiring confidential information from
one employing organization that could be used by the member to
the advantage or disadvantage of the other employing organiza-
tion

b. Undertaking a professional service for each of two parties in a
partnership employing the member to assist in dissolving their
partnership

c. Preparing financial information for certain members of manage-
ment of the employing organization who are seeking to undertake
a management buy-out

d. Being responsible for selecting a vendor for the member's employ-
ing organization when the member or his or her immediate family
member could benefit financially from the transaction

e. Serving in a governance capacity or influencing an employing or-
ganization that is approving certain investments for the company
in which one of those specific investments will increase the value
of the personal investment portfolio of the member or his or her
immediate family member

Identification of a Conflict of Interest
.05 In identifying whether a conflict of interest exists or may be created, a

member should take reasonable steps to determine

a. the nature of the relevant interests and relationships between the
parties involved and

b. the nature of the services and its implication for relevant parties.
.06 The nature of the relevant interests and relationships and the services

may change over time. The member should remain alert to such changes for the
purposes of identifying circumstances that might create a conflict of interest.

Evaluation of a Conflict of Interest
.07 When an actual conflict of interest has been identified, the member

should evaluate the significance of the threat created by the conflict of interest
to determine if the threat is at an acceptable level. Members should consider
both qualitative and quantitative factors when evaluating the significance of
the threat, including the extent to which existing safeguards already reduce
the threat to an acceptable level.

.08 In evaluating the significance of an identified threat, members should
consider the following:

a. The significance of relevant interests or relationships.
b. The significance of the threats created by undertaking the profes-

sional service or services. In general, the more direct the connec-
tion between the member and the matter on which the parties'
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interests are in conflict, the more significant the threat to compli-
ance with the rule will be.

.09 If the member concludes that the threat is not at an acceptable level,
the member should apply safeguards to eliminate the threat or reduce it to an
acceptable level. Examples of safeguards include the following:

a. Restructuring or segregating certain responsibilities and duties

b. Obtaining appropriate oversight

c. Withdrawing from the decision making process related to the
matter giving rise to the conflict of interest

d. Consulting with third parties, such as a professional body, legal
counsel, or another professional accountant

.10 In cases where an identified threat may be so significant that no safe-
guards will eliminate the threat or reduce it to an acceptable level, or the mem-
ber is unable to implement effective safeguards, the member should (a) decline
to perform or discontinue the professional services that would result in the con-
flict of interest; or (b) terminate the relevant relationships or dispose of the
relevant interests to eliminate the threat or reduce it to an acceptable level.

Disclosure of a Conflict of Interest and Consent
.11 When a conflict of interest exists, the member should disclose the na-

ture of the conflict to the relevant parties, including to the appropriate levels
within the employing organization and obtain their consent to undertake the
professional service. The member should disclose the conflict of interest and ob-
tain consent even if the member concludes that threats are at an acceptable
level.

.12 The member is encouraged to document the nature of the circum-
stances giving rise to the conflict of interest, the safeguards applied to eliminate
or reduce the threats to an acceptable level, and the consent obtained.

.13 When addressing a conflict of interest, a member is encouraged to seek
guidance from within the employing organization or from others, such as a pro-
fessional body, legal counsel, or another professional accountant. When making
disclosures and seeking guidance of third parties, the member should remain
alert to the requirements of the "Confidential Information Obtained From Em-
ployment or Volunteer Activities" interpretation [2.400.070] of the "Acts Dis-
creditable Rule" [2.400.001]. In addition, federal, state, or local statutes, or
regulations concerning confidentiality of employer information may be more
restrictive than the requirements contained in the Code of Professional Con-
duct.

.14 A member may encounter other threats to compliance with the "In-
tegrity and Objectivity Rule" [2.100.001]. This may occur, for example, when
preparing or reporting financial information as a result of undue pressure from
others within the employing organization or financial, business or personal re-
lationships that close relatives or immediate family members of the member
have with the employing organization. Guidance on managing such threats
is covered by the "Knowing Misrepresentations in the Preparation of Finan-
cial Statements or Records" interpretation [2.130.010] and the "Subordination
of Judgment" interpretation [2.130.020] under the "Integrity and Objectivity
Rule."

[See Revision History Table.]
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2.120 Gifts and Entertainment

2.120.010 Offering or Accepting Gifts or Entertainment
.01 For purposes of this interpretation, a customer or vendor of the mem-

ber's employer includes a representative of the customer or vendor.

.02 When a member offers to, or accepts gifts or entertainment from, a cus-
tomer or vendor of the member's employer, self-interest, familiarity, or undue
influence threats to the member's compliance with the "Integrity and Objectiv-
ity Rule" [2.100.001] may exist.

.03 Threats to compliance with the "Integrity and Objectivity Rule"
[2.100.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and the member would be
presumed to lack integrity in violation of the "Integrity and Objectivity Rule"
in the following circumstances:

a. The member offers to, or accepts gifts or entertainment from, a
customer or vendor of the member's employer that violate appli-
cable laws, rules, or regulations or the policies of the member's
employer or the customer or vendor.

b. The member knows of the violation or demonstrates recklessness
in not knowing.

.04 A member should evaluate the significance of any threats to determine
if they are at an acceptable level. Threats are at an acceptable level when gifts or
entertainment are reasonable in the circumstances. The member should exer-
cise judgment in determining whether gifts or entertainment would be consid-
ered reasonable in the circumstances. The following are examples of relevant
facts and circumstances:

a. The nature of the gift or entertainment

b. The occasion giving rise to the gift or entertainment

c. The cost or value of the gift or entertainment

d. The nature, frequency, and value of other gifts and entertainment
offered or accepted

e. Whether the entertainment was associated with the active con-
duct of business directly before, during, or after the entertainment

f. Whether other customers or vendors also participated in the en-
tertainment

g. The individuals from the customer or vendor and a member's em-
ployer who participated in the entertainment

.05 Threats to compliance with the "Integrity and Objectivity Rule"
[2.100.001] would not be at an acceptable level and could not be reduced to
an acceptable level through the application of safeguards if a member offers
to, or accepts gifts or entertainment from, a customer or vendor of the mem-
ber's employer that is not reasonable in the circumstances. The member would
be considered to lack objectivity in violation of the "Integrity and Objectivity
Rule," under these circumstances. [Prior reference: paragraphs .226–.227 of ET
section 191]
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A nonauthoritative basis-for-conclusions document summarizing consid-
erations that were deemed significant in the development of this inter-
pretation is available at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/ Gifts_Basis_Document.pdf.

2.130 Preparing and Reporting Information

2.130.010 Knowing Misrepresentations in the Preparation of Financial
Statements or Records

.01 Threats to compliance with the "Integrity and Objectivity Rule"
[2.100.001] would not be at an acceptable level and could not be reduced to
an acceptable level by the application of safeguards, and the member would be
considered to have knowingly misrepresented facts in violation of the "Integrity
and Objectivity Rule," if the member

a. makes, or permits or directs another to make, materially false and
misleading entries in an entity's financial statements or records;

b. fails to correct an entity's financial statements or records that are
materially false and misleading when the member has the author-
ity to record the entries; or

c. signs, or permits or directs another to sign, a document contain-
ing materially false and misleading information. [Prior reference:
paragraph .02 of ET section 102]

2.130.020 Subordination of Judgment
.01 The "Integrity and Objectivity Rule" [2.100.001] prohibits a member

from knowingly misrepresenting facts or subordinating his or her judgment
when performing professional services for an employer or on a volunteer basis.
This interpretation addresses differences of opinion between a member and his
or her supervisor or any other person within the member's organization.

.02 Self-interest, familiarity, and undue influence threats to the member's
compliance with the "Integrity and Objectivity Rule" [2.100.001] may exist
when a member and his or her supervisor or any other person within the mem-
ber's organization have a difference of opinion relating to the application of
accounting principles; auditing standards; or other relevant professional stan-
dards, including standards applicable to tax and consulting services or appli-
cable laws or regulations.

.03 A member should evaluate the significance of any threats to determine
if they are at an acceptable level. Threats are at an acceptable level if the member
concludes that the position taken does not result in a material misrepresenta-
tion of fact or a violation of applicable laws or regulations. If threats are not
at an acceptable level, the member should apply the safeguards in paragraphs
.06–.08 to eliminate or reduce the threat(s) to an acceptable level so that the
member does not subordinate his or her judgment.

.04 In evaluating the significance of any identified threats, the member
should determine, after appropriate research or consultation, whether the re-
sult of the position taken by the supervisor or other person

a. fails to comply with professional standards, when applicable;
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b. creates a material misrepresentation of fact; or

c. may violate applicable laws or regulations.

.05 If the member concludes that threats are at an acceptable level, the
member should discuss his or her conclusions with the person taking the posi-
tion. No further action would be needed under this interpretation.

.06 If the member concludes that the position results in a material misrep-
resentation of fact or a violation of applicable laws or regulations, then threats
would not be at an acceptable level. In such circumstances, the member should
discuss his or her concerns with the supervisor.

.07 If the difference of opinion is not resolved after discussing the concerns
with the supervisor, the member should discuss his or her concerns with the ap-
propriate higher level(s) of management within the member's organization (for
example, the supervisor's immediate superior, senior management, and those
charged with governance).

.08 If after discussing the concerns with the supervisor and appropriate
higher level(s) of management within the member's organization, the member
concludes that appropriate action was not taken, then the member should con-
sider, in no specific order, the following safeguards to ensure that threats to the
member's compliance with the "Integrity and Objectivity Rule" [2.100.001] are
eliminated or reduced to an acceptable level:

a. Determine whether the organization's internal policies and proce-
dures have any additional requirements for reporting differences
of opinion.

b. Determine whether he or she is responsible for communicating to
third parties, such as regulatory authorities or the organization's
(former organization's) external accountant. In considering such
communications, the member should be cognizant of his or her
obligations under the "Confidential Information Obtained From
Employment or Volunteer Activities" interpretation [2.400.070]
of the "Acts Discreditable Rule" [2.400.001] and the "Obligation
of a Member to His or Her Employer's External Accountant" in-
terpretation [2.130.030] of the "Integrity and Objectivity Rule"
[2.100.001].

c. Consult with his or her legal counsel regarding his or her respon-
sibilities.

d. Document his or her understanding of the facts, the account-
ing principles, auditing standards, or other relevant professional
standards involved or applicable laws or regulations and the con-
versations and parties with whom these matters were discussed.

.09 If the member concludes that no safeguards can eliminate or reduce the
threats to an acceptable level or if the member concludes that appropriate action
was not taken, then he or she should consider the continuing relationship with
the member's organization and take appropriate steps to eliminate his or her
exposure to subordination of judgment.

.10 Nothing in this interpretation precludes a member from resigning
from the organization at any time. However, resignation may not relieve the
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member of responsibilities in the situation, including any responsibility to dis-
close concerns to third parties, such as regulatory authorities or the employer's
(former employer's) external accountant.

.11 A member should use professional judgment and apply similar safe-
guards, as appropriate, to other situations involving a difference of opinion as
described in this interpretation so that the member does not subordinate his or
her judgment. [Prior reference: paragraph .05 of ET section 102]

2.130.030 Obligation of a Member to His or Her Employer’s
External Accountant

.01 The "Integrity and Objectivity Rule" [2.100.001] requires a member to
maintain objectivity and integrity in the performance of a professional service.
When dealing with an employer's external accountant, a member must be can-
did and not knowingly misrepresent facts or knowingly fail to disclose material
facts. This would include, for example, responding to specific inquiries for which
the employer's external accountant requests written representation. [Prior ref-
erence: paragraph .04 of ET section 102]

2.160 Educational Services

2.160.010 Educational Services
.01 Members who perform educational services, such as teaching full or

part time at a university, teaching a continuing professional education course,
or engaging in research and scholarship, are performing professional services
and, therefore, are subject to the "Integrity and Objectivity Rule" [2.100.001].
[Prior reference: paragraph .06 of ET section 102]

2.300 General Standards

2.300.001 General Standards Rule
.01 A member shall comply with the following standards and with any in-

terpretations thereof by bodies designated by Council.

a. Professional Competence. Undertake only those professional ser-
vices that the member or the member's firm can reasonably expect
to be completed with professional competence.

b. Due Professional Care. Exercise due professional care in the per-
formance of professional services.

c. Planning and Supervision. Adequately plan and supervise the
performance of professional services.

d. Sufficient Relevant Data. Obtain sufficient relevant data to afford
a reasonable basis for conclusions or recommendations in relation
to any professional services performed.

.02 See appendix A, "Council Resolution Designating Bodies to Promul-
gate Technical Standards." [Prior reference: paragraph .01 of ET section 201]

©2017, AICPA ET §2.300.001



2464 Code of Professional Conduct---Revised

Interpretations Under the General Standards Rule

2.300.005 Application of the Conceptual Framework
for Members in Business and Ethical Conflicts

.01 In the absence of an interpretation of the "General Standards Rule"
[2.300.001] that addresses a particular relationship or circumstance, a mem-
ber should apply the "Conceptual Framework for Members in Business"
[2.000.010].

.02 A member would be considered in violation of the "General Standards
Rule" [2.300.001] if the member cannot demonstrate that safeguards were ap-
plied that eliminated or reduced significant threats to an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[2.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional and legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

2.300.010 Competence
.01 Competence, in this context, means that the member or member's

staff possesses the appropriate technical qualifications to perform professional
services and, as required, supervises and evaluates the quality of work per-
formed. Competence encompasses knowledge of the profession's standards, the
techniques and technical subject matter involved, and the ability to exercise
sound judgment in applying such knowledge in the performance of professional
services.

.02 A member's agreement to perform professional services implies that
the member has the necessary competence to complete those services accord-
ing to professional standards and to apply the member's knowledge and skill
with reasonable care and diligence. However, the member does not assume a
responsibility for infallibility of knowledge or judgment.

.03 The member may have the knowledge required to complete the services
in accordance with professional standards prior to performance. A normal part
of providing professional services involves performing additional research or
consulting with others to gain sufficient competence.

.04 If a member is unable to gain sufficient competence, the member should
suggest the involvement of a competent person to perform the needed profes-
sional service, either independently or as an associate. [Prior reference: para-
graph .02 of ET section 201]

2.300.030 Submission of Financial Statements
.01 When a member is a stockholder, a partner, a director, an officer, or

an employee of an entity and, in this capacity, prepares or submits the en-
tity's financial statements to third parties, the member should clearly com-
municate, preferably in writing, the member's relationship to the entity and
should not imply that the member is independent of the entity. In addition, if the
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communication states affirmatively that the financial statements are presented
in conformity with the applicable financial reporting framework, the member
should comply with the "Accounting Principles Rule" [2.320.001].

.02 Refer to the "Use of CPA Credential" interpretation [2.400.100] of the
"Acts Discreditable Rule" [2.400.001] for additional guidance. [Prior reference:
paragraphs .019–.020 of ET section 291]

2.310 Compliance With Standards

2.310.001 Compliance With Standards Rule
.01 A member who performs auditing, review, compilation, management

consulting, tax, or other professional services shall comply with standards pro-
mulgated by bodies designated by Council.

.02 See appendix A," Council Resolution Designating Bodies to Promul-
gate Technical Standards." [Prior reference: paragraph .01 of ET section 202]

A nonauthoritative question and answer regarding use of standards that
have not been established by a body designated by AICPA Council is
available in the FAQ at www.aicpa.org/InterestAreas/ProfessionalEthics/
Resources/Tools/DownloadableDocuments/Ethics-General-FAQs.pdf.

Interpretations Under the Compliance with Standards Rule

2.310.005 Application of the Conceptual Framework
for Members in Business and Ethical Conflicts

.01 In the absence of an interpretation of the "Compliance With Standards
Rule" [2.310.001] that addresses a particular relationship or circumstance, a
member should apply the "Conceptual Framework for Members in Business"
[2.000.010]

.02 A member would be considered in violation of the "Compliance With
Standards Rule" [2.310.001] if the member cannot demonstrate that safeguards
were applied that eliminated or reduced significant threats to an acceptable
level.

.03 A member should consider the guidance in "Ethical Conflicts"
[2.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional or legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015, and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

2.320 Accounting Principles

2.320.001 Accounting Principles Rule
.01 A member shall not (1) express an opinion or state affirmatively that

the financial statements or other financial data of any entity are presented in
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conformity with generally accepted accounting principles or (2) state that he
or she is not aware of any material modifications that should be made to such
statements or data in order for them to be in conformity with generally ac-
cepted accounting principles, if such statements or data contain any departure
from an accounting principle promulgated by bodies designated by Council to
establish such principles that has a material effect on the statements or data
taken as a whole. If, however, the statements or data contain such a departure
and the member can demonstrate that due to unusual circumstances the finan-
cial statements or data would otherwise have been misleading, the member can
comply with the rule by describing the departure, its approximate effects, if
practicable, and the reasons why compliance with the principle would result in
a misleading statement.

.02 See appendix A, "Council Resolution Designating Bodies to Promul-
gate Technical Standards." [Prior reference: paragraph .01 of ET section 203]

Interpretations Under the Accounting Principles Rule

2.320.005 Application of the Conceptual Framework for
Members in Business and Ethical Conflicts

.01 In the absence of an interpretation of the "Accounting Principles
Rule" [2.320.001] that addresses a particular relationship or circumstance, a
member should apply the "Conceptual Framework for Members in Business"
[2.000.010].

.02 A member would be considered in violation of the "Accounting Princi-
ples Rule" [2.320.001] if the member cannot demonstrate that safeguards were
applied that eliminated or reduced significant threats to an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[2.000.020] when addressing ethical conflicts that may arise when the mem-
ber encounters obstacles to following an appropriate course of action. Such ob-
stacles may be due to internal or external pressures or to conflicts in applying
relevant professional or legal standards, or both. [No prior reference: new con-
tent]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015 and early im-

plementation is allowed provided the member has implemented the revised
code. Paragraph .03 is effective December 15, 2014.

2.320.010 Responsibility for Affirming That Financial Statements
Are in Conformity With the Applicable Financial Reporting
Framework

.01 A member shall not state affirmatively that an entity's financial state-
ments or other financial data are presented in conformity with generally ac-
cepted accounting principles (GAAP) if such statements or data contain any
departure from an accounting principle promulgated by a body designated
by Council to establish such principles. Members who affirm that financial
statements or other financial data are presented in conformity with GAAP
should comply with the "Accounting Principles Rule" [2.320.001]. A member's
representation in a letter or other communication that an entity's financial
statements are in conformity with GAAP may be considered an affirmative
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statement within the meaning of this rule with respect to the member who
signed the letter or other communication (for example, the member signed a re-
port to a regulatory authority, a creditor, or an auditor). [Prior reference: para-
graph .05 ET section 203]

2.320.020 Status of Financial Accounting Standards Board,
Governmental Accounting Standards Board, Federal Accounting
Standards Advisory Board, and International Accounting
Standards Board Interpretations

.01 The "Accounting Principles Rule" [2.320.001] authorizes Council to
designate bodies to establish accounting principles. Council has designated
the Financial Accounting Standards Board (FASB) as such a body and has
resolved that FASB Accounting Standards Codification(ASC) constitutes ac-
counting principles as contemplated in the rule. Council designated the Gov-
ernmental Accounting Standards Board (GASB), with respect to Statements
of Governmental Accounting Standards issued in July 1984 and thereafter, as
the body to establish financial accounting principles for state and local govern-
mental entities, pursuant to the "Accounting Principles Rule." Council desig-
nated the Federal Accounting Standards Advisory Board (FASAB), with respect
to Statements of Federal Accounting Standards adopted and issued in March
1993 and subsequently, as the body to establish accounting principles for fed-
eral government entities, pursuant to the "Accounting Principles Rule." Coun-
cil designated the International Accounting Standards Board (IASB) as an ac-
counting body for purposes of establishing international financial accounting
and reporting principles.

.02 Reference to GAAP in the "Accounting Principles Rule" [2.320.001]
means those accounting principles promulgated by bodies designated by Coun-
cil, which are listed in paragraph .01 and in appendix A, "Council Resolution
Designating Bodies to Promulgate Technical Standards."

.03 The Professional Ethics Division will look to the codification or state-
ments and any interpretations thereof issued by FASB, GASB, FASAB, or IASB
in determining whether a member has departed from an accounting principle
established by a designated accounting standard-setter in FASB ASC, a State-
ment of Governmental Accounting Standards, a Statement of Federal Account-
ing Standards, or International Financial Reporting Standards (IFRS). [Prior
reference: paragraph .03 of ET section 203]

2.320.030 Departures From Generally Accepted
Accounting Principles

.01 It is difficult to anticipate all the circumstances in which accounting
principles may be applied. However, there is a strong presumption that adher-
ence to GAAP would, in nearly all instances, result in financial statements that
are not misleading. The "Accounting Principles Rule" [2.320.001] recognizes
that, upon occasion, there may be unusual circumstances when the literal ap-
plication of GAAP would have the effect of rendering financial statements mis-
leading. In such cases, the proper accounting treatment to apply is that which
will not render the financial statements misleading.

.02 The question of what constitutes unusual circumstances, as referred
to in the "Accounting Principles Rule" [2.320.001], is a matter of professional
judgment involving the ability to support the position that adherence to a
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promulgated principle within GAAP would be regarded generally by reason-
able persons as producing misleading financial statements.

.03 Examples of circumstances that may justify a departure from GAAP
include new legislation or evolution of a new form of business transaction. Ex-
amples of circumstances that would not justify departures from GAAP include
an unusual degree of materiality or conflicting industry practices. [Prior refer-
ence: paragraph .02 of ET section 203]

.04 If the statements or data contain such departures, see the "Accounting
Principles Rule" [2.320.001] for further guidance.

2.320.040 Financial Statements Prepared Pursuant to Financial
Reporting Frameworks Other Than GAAP

.01 Reference to GAAP in the "Accounting Principles Rule" [2.320.001]
means those accounting principles promulgated by bodies designated by Coun-
cil, which are listed in appendix A. The bodies designed by Council to promul-
gate accounting principles are

a. FASAB,

b. FASB,

c. GASB, and

d. IASB.

.02 Financial statements prepared pursuant to other accounting principles
would be considered financial reporting frameworks other than GAAP within
the context of the "Accounting Principles Rule" [2.320.001].

.03 However, the "Accounting Principles Rule" [2.320.001] does not pre-
clude a member from preparing or reporting on financial statements that have
been prepared pursuant to financial reporting frameworks other than GAAP,
such as

a. financial reporting frameworks generally accepted in another
country, including jurisdictional variations of IFRS such that the
entity's financial statements do not meet the requirements for full
compliance with IFRS, as promulgated by the IASB;

b. financial reporting frameworks prescribed by an agreement or a
contract; or

c. other special purpose frameworks, including statutory financial
reporting provisions required by law or a U.S. or foreign govern-
mental regulatory body to whose jurisdiction the entity is subject.

.04 In such circumstances, however, the financial statements or member's
reports thereon should not purport that the financial statements are in accor-
dance with GAAP and the financial statements or reports on those financial
statements, or both, should clarify the financial reporting framework(s) used.
[Prior reference: paragraph .06 of ET section 203]

2.400 Acts Discreditable

2.400.001 Acts Discreditable Rule
.01 A member shall not commit an act discreditable to the profession.

[Prior reference: paragraph .01 of ET section 501]
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Interpretations Under the Acts Discreditable Rule

2.400.005 Application of the Conceptual Framework
for Members in Business and Ethical Conflicts

.01 In the absence of an interpretation of the "Acts Discreditable Rule"
[2.400.001] that addresses a particular relationship or circumstance, a mem-
ber should apply the "Conceptual Framework for Members in Business"
[2.000.010].

.02 A member would be considered in violation of the "Acts Discreditable
Rule" [2.400.001] if the member cannot demonstrate that safeguards were ap-
plied that eliminated or reduced significant threats to an acceptable level.

.03 A member should consider the guidance in "Ethical Conflicts"
[2.000.020] when addressing ethical conflicts that may arise when the member
encounters obstacles to follow an appropriate course of action. Such obstacles
may be due to internal or external pressures or to conflicts in applying rele-
vant professional standards or legal standards, or both. [No prior reference:
new content]

Effective Date
.04 Paragraphs .01 and .02 are effective December 15, 2015 and early im-

plementation is allowed. Paragraph .03 is effective December 15, 2014.

2.400.010 Discrimination and Harassment
in Employment Practices

.01 A member would be presumed to have committed an act discreditable
to the profession, in violation of the "Acts Discreditable Rule" [2.400.001] if a
final determination, no longer subject to appeal, is made by a court or an ad-
ministrative agency of competent jurisdiction that a member has violated any
antidiscrimination laws of the United States, state, or municipality, including
those related to sexual and other forms of harassment. [Prior reference: para-
graph .03 of ET section 501]

2.400.020 Solicitation or Disclosure of CPA Examination
Questions and Answers

.01 A member who solicits or knowingly discloses the Uniform CPA Ex-
amination question(s) or answer(s), or both, without the AICPA's written au-
thorization shall be considered to have committed an act discreditable to the
profession, in violation of the "Acts Discreditable Rule" [2.400.001]. [Prior ref-
erence: paragraph .07 of ET section 501]

2.400.030 Failure to File a Tax Return or Pay a Tax Liability
.01 A member who fails to comply with applicable federal, state, or local

laws or regulations regarding (a) the timely filing of the member's personal
tax returns or tax returns for the member's employer that the member has the
authority to timely file or (b) the timely remittance of all payroll and other
taxes collected on behalf of others may be considered to have committed an
act discreditable to the profession, in violation of the "Acts Discreditable Rule"
[2.400.001]. [Prior reference: paragraph .08 of ET section 501]
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2.400.040 Negligence in the Preparation of Financial State-
ments or Records

.01 A member shall be considered in violation of the "Acts Discreditable
Rule" [2.400.001] if the member, by virtue of his or her negligence, does any of
the following:

a. Makes, or permits or directs another to make, materially false
and misleading entries in the financial statements or records of
an entity.

b. Fails to correct an entity's financial statements that are materially
false and misleading when the member has the authority to record
an entry.

c. Signs, or permits or directs another to sign, a document contain-
ing materially false and misleading information. [Prior reference:
paragraph .05 of ET section 501]

2.400.050 Governmental Bodies, Commissions, or Other
Regulatory Agencies

.01 Many governmental bodies, commissions, or other regulatory agencies
have established requirements, such as standards, guides, rules, and regula-
tions, that members are required to follow in the preparation of financial state-
ments or related information. For example, the SEC, the Federal Communica-
tions Commission, state insurance commissions, and other regulatory agencies
have established such requirements.

.02 If a member prepares financial statements or related information (for
example, management's discussion and analysis) for purposes of reporting to
such bodies, commissions, or regulatory agencies, the member should follow the
requirements of such organizations in addition to the applicable financial re-
porting framework.

.03 A member's material departure from such requirements would be con-
sidered a violation of the "Acts Discreditable Rule" [2.400.001] unless the mem-
ber discloses in the financial statements or related information that such re-
quirements were not followed and the applicable reasons. [Prior reference:
paragraph .06 of ET section 501]

2.400.060 Indemnification and Limitation of Liability Provisions
.01 Certain governmental bodies, commissions, or other regulatory agen-

cies (collectively, regulators) have established requirements through laws, reg-
ulations, or published interpretations that

a. prohibit entities subject to their regulation (regulated entity)
from including certain types of indemnification and limitation of
liability provisions in agreements for the performance of audit or
other attest services that are required by such regulators; or

b. provide that the existence of such provisions disqualifies a mem-
ber from rendering such services to these entities.

For example, federal banking regulators, state insurance commissions, and the
SEC have established such requirements.

.02 If a member enters into, or directs or knowingly permits another in-
dividual to enter into, a contract for the performance of audit or other attest
services that are subject to the requirements of these regulators, the member
should not include, or knowingly permit or direct another individual to include,
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an indemnification or limitation of liability provision that would cause the reg-
ulated entity or a member to be in violation of such requirements or disqualify
a member from providing such services to the regulated entity. A member who
enters into, or directs or knowingly permits another individual to enter into,
such an agreement for the performance of audit or other attest services would
be considered in violation of the "Acts Discreditable Rule" [2.400.001]. [Prior
reference: paragraph .09 of ET section 501]

2.400.070 Confidential Information Obtained From Employment
or Volunteer Activities

.01 A member should maintain the confidentiality of his or her employer's
confidential information and should not use or disclose any confidential em-
ployer information obtained as a result of an employment relationship, such
as discussions with the employer's vendors, customers, or lenders (for example,
any confidential information pertaining to a current or previous employer, sub-
sidiary, affiliate, or parent thereof, as well as any entities for which the member
is working in a volunteer capacity).

.02 For purposes of this interpretation, confidential employer information
is any proprietary information pertaining to the employer or any organization
for whom the member may work in a volunteer capacity that is not known to
be available to the public and is obtained as a result of such relationships.

.03 A member should be alert to the possibility of inadvertent disclosure,
particularly to a close business associate or close relative or immediate family
member. The member should also take reasonable steps to ensure that staff un-
der his or her control or others within the employing organization and persons
from whom advice and assistance are obtained are aware of the confidential
nature of the information.

.04 When a member changes employment, a member should not use con-
fidential employer information acquired as a result of a prior employment re-
lationship to his or her personal advantage or the advantage of a third party,
such as a current or prospective employer. The requirement to maintain the
confidentiality of an employer's confidential information continues even after
the end of the relationship between a member and the employer. However, the
member is entitled to use experience and expertise gained through prior em-
ployment relationships.

.05 A member would be considered in violation of the "Acts Discreditable
Rule" [2.400.001] if the member discloses or uses any confidential employer in-
formation acquired as a result of employment or volunteer relationships with-
out the proper authority or specific consent of the employer or organization for
whom the member may work in a volunteer capacity, unless there is a legal or
professional responsibility to use or disclose such information.

.06 The following are examples of situations in which members are permit-
ted or may be required to disclose confidential employer information or when
such disclosure may be appropriate:

a. Disclosure is permitted by law and authorized by the employer.

b. Disclosure is required by law, for example, to

i. comply with a validly issued and enforceable subpoena or
summons or

ii. inform the appropriate public authorities of violations of
law that have been discovered.
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c. There is a professional responsibility or right to disclose informa-
tion, when not prohibited by law, to

i. initiate a complaint with, or respond to any inquiry made
by, the Professional Ethics Division or trial board of the
AICPA or a duly constituted investigative or disciplinary
body of a state CPA society, board of accountancy, or other
regulatory body;

ii. protect the member's professional interests in legal pro-
ceedings;

iii. comply with professional standards and other ethics re-
quirements; or

iv. report potential concerns regarding questionable account-
ing, auditing, or other matters to the employer's confiden-
tial complaint hotline or those charged with governance.

d. Disclosure is permitted on behalf of the employer to

i. obtain financing with lenders;

ii. communicate with vendors, clients, and customers; or

iii. communicate with the employer's external accountant, at-
torneys, regulators, and other business professionals.

.07 In deciding whether to disclose confidential employer information, rel-
evant factors to consider include the following:

a. Whether all the relevant information is known and substantiated
to the extent that it is practicable. When the situation involves un-
substantiated facts, incomplete information, or unsubstantiated
conclusions, the member should use professional judgment in de-
termining the type of disclosure to be made, if any.

b. Whether the parties to whom the communication may be ad-
dressed are appropriate recipients.

.08 A member may wish to consult with his or her legal counsel prior to
disclosing, or determining whether to disclose, confidential employer informa-
tion.

.09 Refer to the "Subordination of Judgment" interpretation [2.130.020] of
the "Integrity and Objectivity Rule" [2.100.001] for additional guidance. [Prior
reference: paragraph .10 of ET section 501]

2.400.090 False, Misleading, or Deceptive Acts in Promoting
or Marketing Professional Services

.01 A member would be in violation of the "Acts Discreditable Rule"
[2.400.001] if the member promotes or markets the member's abilities to pro-
vide professional services or makes claims about the member's experience or
qualifications in a manner that is false, misleading, or deceptive.

.02 Promotional efforts would be false, misleading, or deceptive if they con-
tain any claim or representation that would likely cause a reasonable person
to be misled or deceived. This includes any representation about CPA licensure
or any other professional certification or accreditation that is not in compliance
with the requirements of the relevant licensing authority or designating body.
[Prior reference: paragraph .11 of ET section 501]
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2.400.100 Use of the CPA Credential
.01 A member should refer to applicable state accountancy laws and board

of accountancy rules and regulations for guidance regarding the use of the CPA
credential. A member who fails to follow the accountancy laws, rules, and reg-
ulations on use of the CPA credential in any of the jurisdictions in which the
CPA practices would be considered to have used the CPA credential in a manner
that is false, misleading, or deceptive and in violation of the "Acts Discreditable
Rule" [2.400.001]. [Prior reference: paragraph .12 of ET section 501].
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3.000 Introduction
.01 Part 3 of the Code of Professional Conduct (the code) applies to mem-

bers who are not in public practice and are not members in business. Accord-
ingly, when the term member is used in part 3 of the code, the requirements
apply only to such members. [No prior reference: new content]

Effective Date
.02 Effective December 15, 2014.

3.000.030 Applicability
.01 Part 3 of the code applies to members who are neither members in pub-

lic practice nor members in business, for example members who are retired or
not currently employed. These members are subject to the "Acts Discreditable
Rule" [3.400.001]. [No prior reference: new content]

Effective Date
.02 Effective December 15, 2014.

3.400 Acts Discreditable

3.400.001 Acts Discreditable Rule
.01 A member shall not commit an act discreditable to the profession.

[Prior reference: paragraph .01 of ET section 501]

Interpretations Under the Acts Discreditable Rule

3.400.010 Discrimination and Harassment
in Employment Practices

.01 A member would be presumed to have committed an act discreditable
to the profession, in violation of the "Acts Discreditable Rule" [3.400.001] if a
final determination, no longer subject to appeal, is made by a court or an ad-
ministrative agency of competent jurisdiction that a member has violated any
antidiscrimination laws of the United States, state, or municipality, including
those related to sexual and other forms of harassment. [Prior reference: para-
graph .03 of ET section 501]

3.400.020 Solicitation or Disclosure of CPA Examination
Questions and Answers

.01 A member who solicits or knowingly discloses the Uniform CPA Ex-
amination question(s) or answer(s), or both, without the AICPA's written au-
thorization shall be considered to have committed an act discreditable to the
profession, in violation of the "Acts Discreditable Rule" [3.400.001]. [Prior ref-
erence: paragraph .07 of ET section 501]

3.400.030 Failure to File a Tax Return or Pay a Tax Liability
.01 A member who fails to comply with applicable federal, state, or local

laws or regulations regarding (a) the timely filing of the member's personal tax
returns or (b) the timely remittance of all payroll and other taxes collected on
behalf of others may be considered to have committed an act discreditable to
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the profession, in violation of the "Acts Discreditable Rule" [3.400.001]. [Prior
reference: paragraph .08 of ET section 501]

3.400.070 Confidential Information Obtained From Former
Employment or Previous Volunteer Activities

.01 A member should maintain the confidentiality of his or her former em-
ployer's confidential information and should not use or disclose any confidential
employer information obtained as a result of an employment relationship, such
as discussions with the employer's vendors, customers, or lenders (for example,
any confidential information pertaining to a previous employer, subsidiary, af-
filiate, or parent thereof, as well as any entities for which the member worked
in a volunteer capacity).

.02 For purposes of this interpretation, confidential employer information
is any proprietary information pertaining to the former employer or any orga-
nization for whom the member may have worked in a volunteer capacity that
is not known to be available to the public and is obtained as a result of such
relationships.

.03 A member should be alert to the possibility of inadvertent disclosure,
particularly to a close business associate or close relative or immediate family
member.

.04 A member should not use confidential employer information acquired
as a result of a prior employment relationship to his or her personal advantage
or the advantage of a third party, such as a current or prospective employer.
The requirement to maintain the confidentiality of an employer's confidential
information continues even after the end of the relationship between a mem-
ber and the employer. However, the member is entitled to use experience and
expertise gained through prior employment relationships.

.05 A member would be considered in violation of the "Acts Discreditable
Rule" [3.400.001] if the member discloses or uses any confidential employer in-
formation acquired as a result of former employment or volunteer relationships
without the proper authority or specific consent of the former employer or orga-
nization for whom the member may work in a volunteer capacity, unless there
is a legal or professional responsibility to use or disclose such information.

.06 The following are examples of situations in which members are permit-
ted or may be required to disclose confidential employer information or when
such disclosure may be appropriate:

a. Disclosure is permitted by law and authorized by the former em-
ployer.

b. Disclosure is required by law, for example, to
i. comply with a validly issued and enforceable subpoena or

summons or
ii. inform the appropriate public authorities of violations of

law that have been discovered.
c. There is a professional responsibility or right to disclose informa-

tion, when not prohibited by law, to
i. initiate a complaint with, or respond to any inquiry made

by, the Professional Ethics Division or trial board of the
AICPA or a duly constituted investigative or disciplinary
body of a state CPA society, board of accountancy, or other
regulatory body;
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ii. protect the member's professional interests in legal pro-
ceedings;

iii. comply with professional standards and other ethics re-
quirements; or

iv. report potential concerns regarding questionable account-
ing, auditing, or other matters to the former employer's
confidential complaint hotline or those charged with gov-
ernance.

d. Disclosure is permitted on behalf of the former employer to

i. obtain financing with lenders;

ii. communicate with vendors, clients, and customers; or

iii. communicate with the former employer's external accoun-
tant, attorneys, regulators, and other business profession-
als.

.07 In deciding whether to disclose confidential employer information, rel-
evant factors to consider include the following:

a. Whether all the relevant information is known and substantiated
to the extent that it is practicable. When the situation involves un-
substantiated facts, incomplete information, or unsubstantiated
conclusions, the member should use professional judgment in de-
termining the type of disclosure to be made, if any.

b. Whether the parties to whom the communication may be ad-
dressed are appropriate recipients.

.08 A member may wish to consult with his or her legal counsel prior to dis-
closing, or determining whether to disclose, confidential employer information.
[Prior reference: paragraph .10 of ET section 501]

3.400.090 False, Misleading, or Deceptive Acts in Promoting
or Marketing Services

.01 A member would be in violation of the "Acts Discreditable Rule"
[3.400.001] if the member promotes or markets the member's abilities to pro-
vide services or makes claims about the member's experience or qualifications
in a manner that is false, misleading, or deceptive.

.02 Promotional efforts would be false, misleading, or deceptive if they con-
tain any claim or representation that would likely cause a reasonable person
to be misled or deceived. This includes any representation about CPA licensure
or any other professional certification or accreditation that is not in compliance
with the requirements of the relevant licensing authority or designating body.
[No prior reference: new content]

Effective Date
.03 Effective December 15, 2014.

3.400.100 Use of the CPA Credential
.01 A member should refer to applicable state accountancy laws and board

of accountancy rules and regulations for guidance regarding the use of the
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CPA credential. A member who fails to follow the accountancy laws, rules, and
regulations on use of the CPA credential in any of the jurisdictions in which the
CPA practices would be considered to have used the CPA credential in a manner
that is false, misleading, or deceptive and in violation of the "Acts Discreditable
Rule" [3.400.001]. [Prior reference: paragraph .12 of ET section 501]

ET §3.400.100 ©2017, AICPA



Table of Contents 2481

ET

APPENDIXES

CONTENTS
Page

Appendix A—Council Resolution Designating Bodies to Promulgate
Technical Standards . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2483

Appendix B—Council Resolution Concerning the Form of
Organization and Name Rule. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2487

Appendix C—Revision History Table . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2489

Appendix D—Mapping Document . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2491

©2017, AICPA Contents





Designating Bodies to Promulgate Technical Standards 2483

ET Appendix A

Council Resolution Designating Bodies
to Promulgate Technical Standards

[As amended January 12, 1988; Revised April 1992, October 1999, May 2004,
October 2007, May 2008, October 2012 and May 2013.]

Federal Accounting Standards Advisory Board
RESOLVED: That the Federal Accounting Standards Advisory Board, with re-
spect to its statements of federal accounting standards and concepts adopted
and issued in March of 1993 and subsequently, in accordance with its rules of
procedure, the memorandum of understanding, and public notice designating
FASAB's standards and concepts as having substantial authoritative support,
be, and hereby is, designated by the Council of the American Institute of Certi-
fied Public Accountants as the body to establish financial accounting principles
for federal governmental entities pursuant to the "Accounting Principles Rule"
(AICPA, Professional Standards, ET sec. 1.320.001 and 2.320.001) of the Code.1

[Added by Council October 1999.]

Financial Accounting Standards Board
WHEREAS: In 1959 the Council designated the Accounting Principles Board
to establish accounting principles, and

WHEREAS: The Council is advised that the Financial Accounting Standards
Board (FASB) has become operational, it is

RESOLVED: That as of the date hereof the FASB, in respect of statements of fi-
nancial accounting standards finally adopted by such board in accordance with
its rules of procedure and the bylaws of the Financial Accounting Foundation,
be, and hereby is, designated by this Council as the body to establish account-
ing principles pursuant to the "Accounting Principles Rule," (AICPA, Profes-
sional Standards, ET sec. 1.320.001 and 2.320.001) and standards on disclosure
of financial information for such entities outside financial statements in pub-
lished financial reports containing financial statements under the "Compliance
With Standards Rule" (AICPA, Professional Standards, ET sec. 1.310.001 and
2.310.001) of the Code of Professional Conduct of the American Institute of Cer-
tified Public Accountants provided, however, any accounting research bulletins,
or opinions of the accounting principles board issued or approved for exposure
by the accounting principles board prior to April 1, 1973, and finally adopted by
such board on or before June 30, 1973, shall constitute statements of account-
ing principles promulgated by a body designated by Council as contemplated
in the "Accounting Principles Rule" (AICPA, Professional Standards, ET sec.
1.320.001 and 2.320.001) of the Code unless and until such time as they are
expressly superseded by action of the FASB.1

1 The changes to this appendix as of December 15, 2014 are administrative changes that were
made to conform to the reformatted Code of Professional Conduct.
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Governmental Accounting Standards Board
WHEREAS: The Governmental Accounting Standards Board (GASB) has been
established by the board of trustees of the Financial Accounting Foundation
(FAF) to issue standards of financial accounting and reporting with respect to
activities and transactions of state and local governmental entities, and
WHEREAS: The American Institute of Certified Public Accountants is a sig-
natory to the agreement creating the GASB as an arm of the FAF and has
supported the GASB professionally and financially, it is
RESOLVED: That as of the date hereof, the GASB, with respect to statements of
governmental accounting standards adopted and issued in July 1984 and sub-
sequently, in accordance with its rules of procedure and the bylaws of the FAF,
be, and hereby is, designated by the Council of the American Institute of Certi-
fied Public Accountants as the body to establish financial accounting principles
for state and local governmental entities, pursuant to the "Accounting Princi-
ples Rule" (AICPA, Professional Standards, ET sec. 1.320.001 and 2.320.001) of
the Code of Professional Conduct, and standards on disclosure of financial in-
formation for such entities outside financial statements in published financial
reports containing financial statements under the "Compliance With Standards
Rule" (AICPA, Professional Standards, ET sec. 1.310.001 and 2.310.001) of the
Code of Professional Conduct.1

Public Company Accounting Oversight Board
WHEREAS: The Public Company Accounting Oversight Board (PCAOB) has
been established pursuant to the Sarbanes-Oxley Act of 2002 (the Act), and
WHEREAS: The PCAOB has authority under the Act to establish or adopt,
or both, by PCAOB rule, auditing and related attestation standards, quality
control, ethics, independence and other standards relating to the preparation
and issuance of audit reports for issuers as defined in the Act.
RESOLVED: That the PCAOB be, and hereby is, designated by the Council of
the American Institute of Certified Public Accountants as the body to establish
standards relating to the preparation and issuance of audit reports for entities
within its jurisdiction as defined by the Act pursuant to the "General Standards
Rule" (AICPA, Professional Standards, ET sec. 1.300.001) and the "Compliance
With Standards Rule" (AICPA, Professional Standards, ET sec. 1.310.001) of
the Code of Professional Conduct.1

[Added by Council May 2004.]

International Accounting Standards Board
RESOLVED: That the International Accounting Standards Board (IASB) is
hereby designated as the body to establish professional standards with respect
to international financial accounting and reporting principles pursuant to the
"Compliance With Standards Rule" (AICPA, Professional Standards, ET sec.
1.310.001 and 2.310.001) and the "Accounting Principles Rule" (AICPA, Profes-
sional Standards, ET sec. 1.320.001 and 2.320.001) of the Code of Professional
Conduct; and
BE IT FURTHER RESOLVED: That the Council shall reassess, no sooner
than three years but no later than five years after the effective date of this

1 The changes to this appendix as of December 15, 2014 are administrative changes that were
made to conform to the reformatted Code of Professional Conduct.
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resolution, whether continued recognition of the IASB as the body designated
to establish professional standards with respect to international financial ac-
counting and reporting principles under the "Compliance With Standards Rule"
(AICPA, Professional Standards, ET sec. 1.310.001 and 2.310.001) and the "Ac-
counting Principles Rule" (AICPA, Professional Standards, ET sec. 1.320.001
and 2.320.001) of the Code of Professional Conduct is appropriate.1

[Added by Council May 18, 2008; readopted by Council, May 19, 2013.]

AICPA COMMITTEES AND BOARDS
WHEREAS: The membership of the Institute has adopted the "General Stan-
dards Rule" (AICPA, Professional Standards, ET sec. 1.300.001 and 2.300.001)
of the Code of Professional Conduct, which authorizes the Council to designate
bodies to promulgate technical standards with which members must comply,
and therefore it is1

Accounting and Review Services Committee
RESOLVED: That the AICPA accounting and review services committee is
hereby designated to promulgate standards under the "General Standards
Rule" (AICPA, Professional Standards, ET sec. 1.300.001) and the "Compli-
ance With Standards Rule" (AICPA, Professional Standards, ET sec. 1.310.001)
of the Code of Professional Conduct with respect to unaudited financial state-
ments or other unaudited financial information of an entity that is not required
to file financial statements with a regulatory agency in connection with the sale
or trading of its securities in a public market.1

Auditing Standards Board
RESOLVED: That, with respect to standards relating to the preparation and
issuance of audit reports not included within the resolution on the Public Com-
pany Accounting Oversight Board, the AICPA auditing standards board is
hereby designated as the body authorized under the "General Standards Rule"
(AICPA, Professional Standards, ET sec. 1.300.001) and the "Compliance With
Standards Rule" (AICPA, Professional Standards, ET sec. 1.310.001) of the
Code of Professional Conduct to promulgate auditing, attestation, and quality
control standards and procedures.
RESOLVED: That the auditing standards board shall establish under state-
ments on auditing standards, the responsibilities of members with respect to
standards for disclosure of financial information outside of the financial state-
ments in published financial reports containing financial statements.1

[Revised May 2004.]

Management Consulting Services Executive Committee
RESOLVED: That the AICPA management consulting services executive com-
mittee is hereby designated to promulgate standards under the "General Stan-
dards Rule" (AICPA, Professional Standards, ET sec. 1.300.001 and 2.300.001)
and the "Compliance With Standards Rule" (AICPA, Professional Standards,
ET sec. 1.310.001 and 2.310.001) of the Code of Professional Conduct with
respect to the offering of management consulting services, provided, however,
that such standards do not deal with the broad question of what, if any, services
should be proscribed.

1 The changes to this appendix as of December 15, 2014 are administrative changes that were
made to conform to the reformatted Code of Professional Conduct.
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AND FURTHER RESOLVED: That any Institute committee or board now or in
the future authorized by the Council to issue enforceable standards under the
"General Standards Rule" (AICPA, Professional Standards, ET sec. 1.300.001
and 2.300.001) and the "Compliance With Standards Rule" (AICPA, Profes-
sional Standards, ET sec. 1.310.001 and 2.310.001) of the Code of Professional
Conduct must observe an exposure process seeking comment from other af-
fected committees and boards, as well as the general membership.1

[Revised April 1992.]

Attestation Standards
RESOLVED: That the AICPA accounting and review services committee, audit-
ing standards board, and management consulting services executive commit-
tee are hereby designated as bodies authorized under the "General Standards
Rule" (AICPA, Professional Standards, ET sec. 1.300.001) and the "Compliance
With Standards Rule" (AICPA, Professional Standards, ET sec. 1.310.001) of
the Code of Professional Conduct to promulgate attestation standards in their
respective areas of responsibility.1

[Added by Council, May 1988; revised April 1992.]

Tax Executive Committee
RESOLVED: That the Tax Executive Committee is hereby designated as the
body authorized under the "General Standards Rule" (AICPA, Professional
Standards, ET sec. 1.300.001 and 2.300.001) and the "Compliance With Stan-
dards Rule" (AICPA, Professional Standards, ET sec. 1.310.001 and 2.310.001)
of the Code of Professional Conduct to promulgate professional practice stan-
dards with respect to tax services.1

[Added by Council, October 1999.]

Forensic and Valuation Services Executive Committee
RESOLVED: That the Forensic and Valuation Services Executive Committee
is hereby designated as the body to promulgate professional standards with re-
spect to forensic and valuation services under the "General Standards Rule"
(AICPA, Professional Standards, ET sec. 1.300.001 and 2.300.001) and the
"Compliance With Standards Rule" (AICPA, Professional Standards, ET sec.
1.310.001 and 2.310.001) of the Code of Professional Conduct.1

[Added by Council, October 2007.]

Personal Financial Planning Executive Committee
RESOLVED: That the Personal Financial Planning Executive Committee is
hereby designated as the body to promulgate professional standards with re-
spect to personal financial planning services under the "General Standards
Rule" (AICPA, Professional Standards, ET sec. 1.300.001 and 2.310.001) and
the "Compliance With Standards Rule" (AICPA, Professional Standards, ET
sec. 1.310.001 and 2.310.001) of the Code of Professional Conduct.1

[Added by Council, October 2012.]

1 The changes to this appendix as of December 15, 2014 are administrative changes that were
made to conform to the reformatted Code of Professional Conduct.
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Council Resolution Concerning the Form of
Organization and Name Rule

[As adopted May 23, 1994; revised May 7, 1997, May 15, 2000, May 22, 2006
August 2011, and October 19, 2014.]

A. RESOLVED: That with respect to a member engaged in public
practice in a firm or organization which performs (1) any audit or
other engagement performed in accordance with the Statements
on Auditing Standards, (2) any review of a financial statement per-
formed in accordance with the Statements on Standards for Ac-
counting and Review Services, (3) any examination of prospective
financial information performed in accordance with the State-
ments on Standards for Attestation Engagements, (4) any engage-
ment to be performed in accordance with the standards of the
Public Company Accounting Oversight Board (PCAOB), or (5) any
examination, review, or agreed upon procedures engagement to be
performed in accordance with the SSAE, other than an examina-
tion described in subsection (A) (3), or which holds itself out as
a firm of certified public accountants or uses the term "certified
public accountant(s)" or the designation "CPA" in connection with
its name, the characteristics of such a firm or organization under
the "Form of Organization and Name Rule" (AICPA, Professional
Standards, ET sec. 1.800.001) of the Code of Professional Conduct
are as set forth below:

1. A majority of the ownership of the member's firm in terms
of financial interests and voting rights must belong to
CPAs. Any non-CPA owner would have to be actively en-
gaged as a member of the firm or its affiliates. Owner-
ship by investors or commercial enterprises not actively
engaged as members of the firm or its affiliates is against
the public interest and continues to be prohibited.

2. There must be a CPA who has ultimate responsibility for
all the services described in A above, compilation services
and other engagements governed by Statements on Audit-
ing Standards or Statements on Standards for Accounting
and Review Services, and non-CPA owners could not as-
sume ultimate responsibility for any such services or en-
gagements.

3. Non-CPA owners would be permitted to use the title "prin-
cipal," "owner," "officer," "member" or "shareholder" or any
other title permitted by state law, but not hold themselves
out to be CPAs.

4. A member shall not knowingly permit a person, whom the
member has the authority or capacity to control, to carry
out on his or her behalf, either with or without compensa-
tion, acts which, if carried out by the member, would place
the member in violation of the rules. Further, a member
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may be held responsible for the acts of all persons associ-
ated with him or her in the public practice whom the mem-
ber has the authority or capacity to control.

5. Owners shall at all times own their equity in their own
right and shall be the beneficial owners of the equity capi-
tal ascribed to them. Provision would have to be made for
the ownership to be transferred, within a reasonable pe-
riod of time, to the firm or to other qualified owners if the
owner ceases to be actively engaged in the firm or its affil-
iates.

6. Non-CPA owners would not be eligible for regular mem-
bership in the AICPA, unless they meet the requirements
in BL section 2.2.1.

B. RESOLVED: The characteristics of all other firms or organiza-
tions are deemed to be whatever is legally permissible under ap-
plicable law or regulation, except as otherwise provided in para-
graph C below.

C. RESOLVED: That with respect to a member engaged in public
practice in a firm or organization which is not within the descrip-
tion of a firm or organization set forth in paragraph A above, but
who performs compilations of financial statements performed in
accordance with the Statements on Standards for Accounting and
Review Services, the characteristics of such a firm or organization
under the "Form of Organization and Name Rule" of the Code are
as set forth below.

1. There must be a CPA who has ultimate responsibility for
any financial statement compilation services provided by
the firm and by each business unit performing such com-
pilation services and non-CPA owners could not assume
ultimate responsibility for any such services.

2. Any compilation report must be signed individually by a
CPA, and may not be signed in the name of the firm or
organization.
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Revision History Table
Revisions made to the Code of Professional Conduct subsequent to June 1,
2014, appear below in the Revision History Table. In addition to identifying
the numeric citation for the change, the effective date is identified and a link to
the marked version of the content is provided when available. If the revision
changes guidance that is already authoritative, the action taken (see "Action"
column) will be identified as "revised." If the revision is new guidance, the ac-
tion taken will be identified as "added."
The "New and Revised Interpretations and Other Guidance" [0.600.010] sec-
tion and the "Pending Interpretations and Other Guidance" [0.600.020] section
provide a listing of current activity.

Appendix C
Revision History

Citation Action Effective Date Official Release

1.110.010.04n, o, p Technical
Correction,
August 2016

Effective Upon Revision www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2016October
OfficialRelease.pdf

1.700.050 Revision October 31, 2016 www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2016October
OfficialRelease.pdf

1.520.080 Addition Effective for
commission or referral
fee arrangements
entered into on or after
January 31, 2017.

www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2016October
OfficialRelease.pdf

1.400.205 Addition June 30, 2017. Early
implementation
allowed.

www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2016October
OfficialRelease.pdf

1.240.020.01b Technical
Correction,
June 2016

Effective Upon Revision www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2016/2016May26
TechnicalCorrectionUnsolicited
FinancialInterest.pdf

0.400.02
[1.224.010
conforming
changes to items
b, c, and d of
paragraph .02]

Revised
October 2015

October 31, 2015 www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015October
OfficialReleases.pdf

1.220.040 Added October
2015

January 31, 2016 www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015October
OfficialReleases.pdf

(continued)
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Appendix C
Revision History

Citation Action Effective Date Official Release

1.275.025
paragraphs
.01–.06

Revised April
2015

April 30, 2015 www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015April
OfficialReleases.pdf

1.224.010
paragraphs
.05–.09

Revised April
2015

April 30, 2015 www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015April
OfficialReleases.pdf

0.400.03 Revised April
2015

April 30, 2015 www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015April
OfficialReleases.pdf

1.298.010 Added January
2015

March 31, 2016, early
implementation allowed

www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015March
OfficialReleases.pdf

1.298 Added January
2015

March 31, 2016, early
implementation allowed

www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015March
OfficialReleases.pdf

0.200.020.06–.07 Revised
January 2015

March 31, 2016, early
implementation allowed

www.aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2015/2015March
OfficialReleases.pdf

Appendix B Revised
October 2014

October 19, 2014 http://aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2014/2014October
19OfficialRelease.pdf

2.110.010 Revised June
2014

September 30, 2014 http://aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2014/2014August
OfficialReleases.pdf

1.110.010 Revised June
2014

September 30, 2014 http://aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2014/2014August
OfficialReleases.pdf

0.200.020 Revised June
2014

September 30, 2014 http://aicpa.org/InterestAreas/
ProfessionalEthics/Community/
ExposureDrafts/Downloadable
Documents/2014/2014August
OfficialReleases.pdf
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Mapping Document

[As of December 31, 2013]
On June 1, 2014, the AICPA issued a codification of the code's principles, rules,
interpretations and rulings (revised code). To assist users in understanding
where the content from the prior code appears in the revised code, this map-
ping document was created. The first two columns identify the citation and title
where the content resided in the prior code and the second two columns identify
the citation and title where the content now resides in the revised code. The
"Prior Code Citations" box has been left blank where the content did not exist
in the prior code and is new to the revised code. "New Titles" that appear in
regular roman text are effective December 15, 2014, in bold italic December 15,
2015, and in italic have components that are effective both December 15, 2014,
and December 15, 2015.

Prior Code
Citations Title in Prior Code

New
Citation New Title

0.100 Overview of the Code
of Professional
Conduct

Introduction Composition,
Applicability, and
Compliance

0.100.010 Principles and Rules
of Conduct

Introduction Other Guidance 0.100.020 Interpretations and
Other Guidance

0.200.010 Structure of the
AICPA Code

0.200.020.01 Application of the
AICPA Code

ET section 91 Applicability 0.200.020.02–.05 Application of the
AICPA Code

0.200.030 Citations
0.200.040 Transition Provisions
0.200.050 Drafting Conventions

ET section 51 Preamble 0.300.010 Preamble
ET section 52 Article I—

Responsibilities
0.300.020 Responsibilities

ET section 53 Article II—The
Public Interest

0.300.030 The Public Interest

ET section 54 Article III—
Integrity

0.300.040 Integrity

ET section 55 Article IV—
Objectivity and
Independence

0.300.050 Objectivity and
Independence

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 56 Article V—Due Care 0.300.060 Due Care
ET section 57 Article VI—Scope and

Nature of Services
0.300.070 Scope and Nature of

Services
ET section 92 Definitions 0.400 Definitions
ET section 100-1 Conceptual

Framework for
AICPA Independence
Standards—
Introduction

0.400.01 Acceptable level

0.400.01 Acceptable level
ET section 101.20 Application of the

Independence Rules
to Affiliates—
Definitions

0.400.02 Affiliate

0.400.03 Attest Client
ET section 92.01 Attest engagement 0.400.04 Attest Engagement
ET section 92.02 Attest engagement

team
0.400.05 Attest Engagement

Team
ET section 101.17 Financial

Relationships—
Definitions

0.400.06 Beneficially Owned

ET section 92.03 Client 0.400.07 Client
ET section 92.04 Close relative 0.400.08 Close Relative
ET section 92.05 Confidential Client

Information
0.400.09 Confidential Client

Information
Various locations 0.400.10 Control (s) (led)
ET section 92.06 Council 0.400.11 Council
ET section 92.07 Covered Member 0.400.12 Covered Member
ET section 101.17 Financial

Relationships—
Definitions

0.400.13 Direct financial
interest

0.400.14 Employing
organization

ET section 101.17 Financial
Relationships—
Definitions

0.400.15 Financial interest

ET section 101.20 Application of the
Independence Rules
to Affiliates—
Definitions

0.400.16 Financial statement
attest client

ET section 92.10 Financial statements 0.400.17 Financial statements
ET section 92.11 Firm 0.400.18 Firm
ET section 92.13 Immediate family 0.400.19 Immediate family
ET section 100-1
paragraph .09

Conceptual
Framework for
AICPA Independence
Standards—
Definitions

0.400.20 Impair(ed)(ing)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 100-1
paragraphs .06–.08

Conceptual
Framework for AICPA
Independence
Standards—
Definitions

0.400.21 Independence

ET section 101.17 Financial
Relationships—
Definitions

0.400.22 Indirect financial
interest

ET section 92.14 Individual in a
position to influence
the attest engagement

0.400.23 Individual in a
position to influence
the attest engagement

ET section 92.15 Institute 0.400.24 Institute
ET section 92.16 Interpretation of a

rules of conduct
0.400.25 Interpretation

ET section 92.17 Joint closely held
investment

0.400.26 Joint Closely-Held
Investments

ET section 92.18 Key position 0.400.27 Key position
ET section 92.09 Financial institution 0.400.28 Lending institution
ET section 92.19 Loan 0.400.29 Loan
ET section 92.20 Manager 0.400.30 Manager
ET section 92.21 Member 0.400.31 Member
ET section 92.22 Member in business 0.400.32 Member in business
ET section 92.23 Network 0.400.33 Network
ET section 92.24 Network Firm 0.400.34 Network Firm
ET section 92.25 Normal Lending

Procedures, Terms,
and Requirements

0.400.35 Normal lending
procedures, terms, and
requirements

ET section 92.26 Office 0.400.36 Office
ET section 92.27 Partner 0.400.37 Partner
ET section 92.28 Partner Equivalents 0.400.38 Partner Equivalents
ET section 92.29 Period of the

professional
engagement

0.400.39 Period of the
professional
engagement

ET section 92.31 Professional services 0.400.40 Professional Services
ET section 100-1
paragraph .20

Conceptual
Framework for AICPA
Independence
Standards—
Definitions

0.400.41 Public interest entities

ET section 92.30 Practice of public
accounting

0.400.42 Public Practice (also
referred to as the
practice of public
accounting)

ET section 100-1
paragraph .20

Conceptual
Framework for AICPA
Independence
Standards—
Definitions

0.400.43 Safeguards

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.02 Interpretation of Rule
101— Application of
the Independence
Rules to Covered
Members Formerly
Employed by a Client
or Otherwise
Associated with a
Client

0.400.44 Share-based
compensation
arrangements

ET section 92.32 Significant influence 0.400.45 Significant influence
ET section 101.05 Performance of

nonattest services—
Management
Responsibilities

0.400.46 Source Documents

ET section
191.224–.225

Use of a Third-Party
Service Provider to
Assist a Member in
Providing Professional
Services

0.400.47 Third-party service
provider

ET section
291.023–.024

Applicability of
General and Technical
Standards When
Using a Third-Party
Service Provider

0.400.47 Third-party service
provider

ET section
391.001–.002

Use of a Third-Party
Service Provider to
Provide Professional
Services to Clients or
Administrative
Support Services to the
Member

0.400.47 Third-party service
provider

ET section 92.33 Those Charged with
Governance

0.400.48 Those Charged With
Governance

0.400.49 Threats
0.500 Nonauthoritative

Guidance
0.600.010 New and Revised

Interpretations and
Other Guidance

0.600.020 Pending
Interpretations and
Other Guidance

0.700 Deleted
Interpretations and
Other Guidance

1.000 Members in Public
Practice—
Introduction

1.000.010 Conceptual
Framework for
Members in Public
Practice
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

1.000.020 Members in Public
Practice—Ethical
Conflicts

ET section 102.01 Integrity and
Objectivity

1.100.001 Integrity and
Objectivity Rule

1.100.005 Integrity and
Objectivity Rule—
Application of the
Conceptual
Framework for
Members in Public
Practice and the
Ethical Conflicts

ET section 102.03 Conflicts of Interest 1.110.010 Conflicts of Interest
ET section
191.186–.187

Service on Board of
Directors of Federated
Fund-Raising
Organization

1.110.010.01j Conflicts of Interest

ET section
191.198–.199

Member Providing
Services for Company
Executives

1.110.010.01k Conflicts of Interest

ET section
191.220–.221

Member is Connected
With an Entity That
has a Loan to or From
a Client

1.110.010.01l Conflicts of Interest

ET section
191.170–.171

Bank Director 1.110.020 Director Positions

ET section
191.226–.227

Acceptance or Offering
of Gifts or
Entertainment

1.120.010 Offering or Accepting
Gifts or
Entertainment

ET section 102.02 Knowing
misrepresentations in
the preparation of
financial statements or
records

1.130.010 Knowing
Misrepresentations in
the Preparation of
Financial Statements
or Records

ET section 102.05 Subordination of
judgment by a member

1.130.020 Subordination of
Judgment

ET section 102.07 Professional Services
involving client
advocacy

1.140.010 Client Advocacy

ET section
191.224–.225

Use of a Third-Party
Service Provider to
Assist a Member in
Providing Professional
Services

1.150.040 Use of a Third-Party
Service Provider

ET section 101.01 Rule 101—
Independence

1.200.001 Independence Rule

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.02 Interpretation of Rule
101—Other
Considerations

1.200.005.01–
.02

Application of the
Conceptual
Framework for
Independence and
Ethical Conflicts
Interpretation

1.200.005.03 Application of the
Conceptual
Framework for
Independence and
Ethical Conflicts
Interpretation

ET section 101.02 Interpretation of Rule
101—Other
Considerations

1.210.010.01 Conceptual
Framework for
Independence

ET section 100-1 Conceptual
Framework for AICPA
Independence
Standards—
Introduction

1.210.010.02–
.08

Conceptual
Framework for
Independence

ET section 101.02 Interpretation of Rule
101—Other
Considerations

1.210.010.09 Conceptual
Framework for
Independence

ET section 100-1 Conceptual
Framework for AICPA
Independence
Standards—
Introduction

1.210.010.10–
.21

Conceptual
Framework for
Independence

ET section 101.19 Network and network
firms

1.220.010.01–
.05

Network and Network
Firms

ET section 101.19 Network and network
firms—
Characteristics of a
Network

1.220.010.06–
.19

Characteristics of a
Network

ET section 101.16 The effect of
alternative practice
structures on the
applicability of
independence rules

1.220.020 Alternative Practice
Structures

ET section
191.142–.143

Use of
Nonindependent CPA
Firm on an
Engagement

1.220.030 Use of a
Nonindependent CPA
Firm on an
Engagement

ET section 101.20 Application of the
Independence Rules to
Affiliates

1.224.010 Client Affiliates

ET section 101.12 The effect of
independence of
relationships with
entities included in
the governmental
financial statements

1.224.020 Entities Included in
State and Local
Government
Financial Statements

ET section
191.200–.201

Actions Permitted
When Independence is
Impaired

1.226.010 Consenting to the Use
of a Previously Issued
Report
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section
191.188–.189

Indemnification
Clause in Engagement
Letters

1.228.010 Indemnification of a
Covered Member

ET section
191.204–.205

Indemnification of a
Client

1.228.020 Indemnification of an
Attest Client

ET section
191.190–.191

Agreement with Attest
Client to Use ADR
Techniques

1.228.030.01–
.02

Alternative Dispute
Resolution

ET section
191.192–.193

Commencement of
ADR Proceeding

1.228.030.03 Alternative Dispute
Resolution

New 1.230.010.01 Unpaid Fees
ET section
191.103–.104

Unpaid Fees 1.230.010.02–
.03

Unpaid Fees

New 1.230.020 Fees and Other Types
of Remuneration

ET section
101.02(A)(1)

Interpretation of Rule
101-A1

1.240.010.01–
.02

Overview of Financial
Interests

ET section 101.17 Financial
Relationships—
Financial Interests

1.240.010.01–
.02

Overview of Financial
Interests

ET section
101.02(B)

Interpretation of Rule
101-B

1.240.010.03 Overview of Financial
Interests

ET section 101.17 Financial
Relationships—
Unsolicited Financial
Interest

1.240.020 Unsolicited Financial
Interests

ET section 101.17 Financial
Relationships—
Mutual Funds

1.240.030 Mutual Funds

ET section 101.17 Financial
Relationships—
Retirement, Savings,
Compensation, or
Similar Plans

1.240.040 Retirement, Savings,
Compensation, or
Similar Plans

ET section 101.17 Financial
Relationships—
Partnerships

1.240.050 Partnerships

ET section 101.17 Financial
Relationships—
Limited Liability
Companies

1.240.060 Limited Liability
Companies

ET section 101.17 Financial
Relationships—
Section 529 Plans

1.240.070 Section 529 Plans

ET section
191.021–.022

Member Designated to
Serve as Executor or
Trustee

1.245.010.01 Trustee or Executor

ET section
101.02(A)(2)

Interpretation of Rule
101-A2

1.245.010.02 Trustee or Executor

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.17 Financial
Relationships—Trust
Investments

1.245.020 Trust Investments

ET section
191.214–.215

Participation in
Employee Benefit Plan
Sponsored by Client

1.250.010.01 Plan is an Attest
Client or is Sponsored
by an Attest Client

ET section 101.17 Financial
Relationships—
Retirement, Savings,
Compensation, or
Similar Plans

1.250.010.02 Plan is an Attest
Client or is Sponsored
by an Attest Client

ET section 101.04 Employment or
Association with
Attest Clients

1.250.020 Former Partners and
Professional
Employees
Participation in a
Firm-Sponsored Plan

ET section
191.140–.141

Member's Depository
Relationship With
Client Financial
Institution

1.255.010 Depository Accounts

ET section
191.081–.082

Financial Services
Company Client Has
Custody of a Member's
Assets

1.255.020 Brokerage and Other
Accounts

ET section 101.17 Financial
Relationships—
Insurance Products

1.257.010 Insurance Policies
with No Investment
Option

ET section 101.17 Financial
Relationships—
Insurance Products

1.257.020 Insurance Policies
with Investment
Options

ET section 101.17 Financial
Relationships—
Insurance Products

1.257.030 Insurer Undergoes
Demutualization

ET section
101.02(A)(4)

Interpretation of Rule
101-A4

1.260.010 Loans

ET section 101.07 Loans from financial
institution clients and
related terminology

1.260.020 Loans and Leases
with Lending
Institutions

ET section
191.150–.151

Membership in Client
Credit Union

1.260.020 Loans and Leases
with Lending
Institutions

ET section
191.134–.135

Servicing of Loan 1.260.030 Servicing of a Loan

ET section
191.182–.183

Member Leasing
Property to or From
Client

1.260.040 Leases

ET section
191.220–.221

Member is Connected
With an Entity That
has a Loan to or From
a Client

1.260.050 Association with an
Entity that has a
Loan To or From an
Attest Client
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.14 Independence and
cooperative
arrangements with
clients

1.265.010 Cooperative
Arrangements with
Attest Clients

ET section
101.02(A)(3)

Interpretation of Rule
101-A3

1.265.020.01 Joint Closely-Held
Investments

ET section
191.184–.185

Joint Interest in
Vacation Home

1.265.020.02 Joint Closely-Held
Investments

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Covered
Member's Immediate
Family

1.270.010 Immediate Family
Members

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Covered
Member's Immediate
Family—Permitted
Employment

1.270.020.01–
.03

Immediate Family
Member is Employed
by the Attest Client

ET section 101.02 Interpretation of Rule
101—Grandfathered
Employment
Relationships

1.270.020.04 Immediate Family
Member is Employed
by the Attest Client

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Covered
Member's Immediate
Family— Employee
Benefits Plans Other
Than Certain
Share-Based
Arrangements or
Nonqualified Deferred
Compensation Plans

1.270.030 Immediate Family
Member Participation
in an Employee
Benefit Plan That Is
an Attest Client or Is
Sponsored by an
Attest Client (Other
than Certain
Share-Based
Arrangements or
Nonqualified Deferred
Compensation Plans)

ET section 101.02 Interpretation of Rule
101— Application of
the Independence
Rules to a Covered
Member's Immediate
Family—Employee
Benefits Plans Other
Than Certain
Share-Based
Arrangements or
Nonqualified Deferred
Compensation Plans

1.270.040 Immediate Family
Member Participation
in an Employee
Benefit Plan With
Financial Interests in
an Attest Client

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Covered
Member's Immediate
Family—Share-Based
Compensation
Arrangements
Resulting in Beneficial
Financial Interests in
Attest Clients

1.270.050 Immediate Family
Member Participation
in Share-Based
Compensation
Arrangements
Resulting in
Beneficially Owned
Financial Interests in
Attest Clients

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Covered
Member's Immediate
Family—Share-Based
Compensation
Arrangements
Resulting in Rights to
Acquire Shares in an
Attest Client

1.270.060 Immediate Family
Member Participation
in Share-Based
Compensation
Arrangements
Resulting in Rights to
Acquire Shares in an
Attest Client

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Covered
Member's Immediate
Family—Share-Based
Compensation
Arrangements Based
Upon Stock
Appreciation

1.270.070 Immediate Family
Member Participation
in Share-Based
Compensation
Arrangements Based
Upon Stock
Appreciation

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Covered
Member's Immediate
Family—Nonqualified
Deferred
Compensation Plans

1.270.080 Immediate Family
Member Participation
in a Nonqualified
Deferred
Compensation Plan

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to a Close
Relatives

1.270.100.01–
.03

Close Relatives
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.02 Interpretation of Rule
101—Grandfathered
Employment
Relationships

1.270.100.04 Close Relatives

ET section
101.02(C)

Interpretation of Rule
101-C

1.275.005.01–
.02

Simultaneous
Employment or
Association with an
Attest Client

ET section 101.21 Permitted
Employment With
Client Educational
Institution

1.275.005.03 Simultaneous
Employment or
Association with an
Attest Client

ET section 101.06 Honorary
directorships and
trusteeships of
not-for-profit
organization

1.275.010 Honorary Director or
Trustee of a
Not-for-Profit
Organization

ET section
191.144–.145

Member on Advisory
Board of Client

1.275.015 Member of Advisory
Board

ET section
191.039–.040

Member Serving on
Governmental
Advisory Unit

1.275.020 Member of
Governmental
Advisory Committee

ET section
191.164–.165

Campaign Treasurer 1.275.025 Campaign Treasurer

ET section
191.027–.028

Member on Board of
Federated
Fund-Raising
Organization

1.275.030 Member of Federated
Fund-Raising
Organization

ET section
191.128–.129

Member Serves on
Board of Organization
for Which Client
Raises Funds

1.275.035 Member of
Organization that
Receives Funds From
Fund-Raising
Organization

ET section 101.02 Interpretation of Rule
101—Application of
the Independence
Rules to Covered
Members Formerly
Employed by a Client
or Otherwise
Associated with a
Client

1.277.010 Former Employment
or Association with an
Attest Client

ET section 101.04 Employment or
Association with
Attest Clients—
Considering
Employment or
Association with the
Client

1.279.010 Considering
Employment or
Association with an
Attest Client

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.04 Employment or
Association with
Attest Clients

1.279.020 Subsequent
Employment or
Association with an
Attest Client

ET section
191.033–.034

Member of Social Club 1.280.010 Member of a Social
Club

ET section
191.003–.004

Association
Membership

1.280.020 Member of a Trade
Association

ET section
191.061–.062

Performance of
Services for CIRAs,
Including
Cooperatives,
Condominium
Associations, Planned
Unit Developments,
Homeowners
Associations, and
Timeshare
Developments

1.280.030 Member of a Common
Interest Realty
Association

ET section
191.150–.151

Membership in Client
Credit Union

1.280.040 Member of a Credit
Union

ET section
191.228–.229

Acceptance or Offering
of Gifts and
Entertainment to or
From an Attest Client

1.285.010 Offering or Accepting
Gifts or
Entertainment

ET section 101.08 The effect of actual or
threatened litigation
on independence

1.290.010 Actual or Threatened
Litigation

ET section 101.05 Performance of
nonattest services—
Introduction and
Engagements Subject
to Independence Rules
of Certain Regulatory
Bodies

1.295.010 Scope and
Applicability of
Nonattest Services

ET section 101.05 Cumulative Effect
Providing Multiple
Nonattest Services

1.295.020 Cumulative Effect on
Independence When
Providing Multiple
Nonattest Services

ET section 101.05 Performance of
nonattest services—
Management
Responsibilities

1.295.030 Management
Responsibilities

ET section 101.05 Performance of
nonattest services—
General Requirements

1.295.040 General
Requirements for
Performing Nonattest
Services

ET section 101.05 Performance of
nonattest services—
General Requirements

1.295.050 Documentation
Requirements When
Providing Nonattest
Services
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.05 Performance of
nonattest services—
Management
Responsibilities

1.295.105 Advisory Services

ET section
191.015–.016

Member Providing
Advisory Services

1.295.105 Advisory Services

ET section 101.05 Performance of
nonattest services—
Appraisal, Valuation
and Actuarial Services

1.295.110 Appraisal, Valuation,
and Actuarial
Services

ET section 101.05 Performance of
nonattest services—
Benefit Plan
Administration

1.295.115 Benefit Plan
Administration

ET section 101.05 Performance of
nonattest services—
Bookkeeping

1.295.120 Bookkeeping, Payroll,
and Other
Disbursements

ET section 101.05 Performance of
nonattest services—
Nontax
Disbursements

1.295.120 Bookkeeping, Payroll,
and Other
Disbursements

ET section 101.05 Performance of
nonattest services—
Business Risk
Consulting

1.295.125 Business Risk
Consulting

ET section 101.05 Performance of
nonattest services—
Corporate Finance—
Consulting or Advisory

1.295.130 Corporate Finance
Consulting

ET section 101.05 Performance of
nonattest services—
Executive or employee
search

1.295.135 Executive or
Employee Recruiting

ET section 101.05 Performance of
nonattest services—
Forensic Accounting
Services

1.295.140 Forensic Accounting

ET section 101.05 Performance of
nonattest services—
Information
Systems—Design,
Installation or
integration

1.295.145 Information Systems
Design,
Implementation, or
Integration

ET section 101.05 Performance of
nonattest services—
Internal Audit
Assistance Services

1.295.150 Internal Audit

ET section 101.05 Performance of
nonattest services—
Investment—
Advisory or
Management

1.295.155 Investment Advisory
or Management

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 101.05 Performance of
nonattest services—
Tax Compliance
Services

1.295.160.01–
.05,
.07

Tax Services

1.295.160.06 Tax Services—Power
of Attorney

ET section 101.13 Modified Application
of Rule 101 for
Engagements
Performed in
Accordance with
Statements on
Standards for
Attestations
Engagements

1.297.010 Application of the
Independence Rule to
Engagements
Performed in
Accordance with
Statements on
Standards for
Attestation
Engagements

ET section 101.13 Modified Application
of Rule 101 for
Engagements
Performed in
Accordance with
Statements on
Standards for
Attestations
Engagements—AUP
Engagements

1.297.020 Agreed-Upon
Procedure
Engagements
Performed in
Accordance with
SSAEs

ET section 101.13 Modified Application
of Rule 101 for
Engagements
Performed in
Accordance with
Statements on
Standards for
Attestations
Engagements

1.297.030 Engagements, Other
Than AUPs,
Performed in
Accordance with
SSAEs

ET section 201.01 General Standards 1.300.001 General Standards
Rule

New 1.300.005 General Standards
Rule—Application of
the Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section 201.02 Competence 1.300.010 Competence
ET section
291.017–.018

Supervision of
Technical Specialist on
Management
Consulting Services
Engagements

1.300.020 Supervision of a
Specialist on
Consulting
Engagements

ET section
291.019–.020

Submission of
Financial Statements
by a Member in Public
Practice

1.300.030 Submission of
Financial Statements
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section
291.015–.016

Subcontractor
Selection for
Management
Consulting Service
Engagements

1.300.040 Use of a Third-Party
Service Provider

ET section
291.023–.024

Applicability of
General and Technical
Standards When
Using a Third-Party
Service Provider

1.300.040 Use of a Third-Party
Service Provider

ET section 202.01 Compliance with
Standards

1.310.001 Compliance with
Standards Rule

1.310.005 Compliance with
Standards Rule—
Application of the
Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section 203.01 Accounting Principles 1.320.001 Accounting Principles
Rule

1.320.005 Accounting Principles
Rule—Application of
the Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section 203.05 Responsibility of
employees for the
preparation of
financial statements in
conformity with GAAP

1.320.010 Responsibility for
Affirming that
Financial Statements
Are in Conformity
With the Applicable
Financial Reporting
Framework

ET section 203.03 Status of FASB, GASB
and FASAB
interpretations

1.320.020 Status of Financial
Accounting Standards
Board, Governmental
Accounting Standards
Board, Federal
Accounting Standards
Advisory Board, and
International
Accounting Standards
Board Interpretations

ET section 203.02 Departures from
Generally Accepted
Accounting Principles

1.320.030 Departures From
Generally Accepted
Accounting Principles

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 203.06 Financial Statements
Prepared Pursuant to
Financial Reporting
Frameworks Other
than GAAP

1.320.040 Financial Statements
Prepared Pursuant to
Financial Reporting
Frameworks Other
than GAAP

ET section 501.01 Acts Discreditable 1.400.001 Acts Discreditable
Rule

1.400.005 Acts Discreditable
Rule—Application of
the Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section 501.03 Discrimination and
Harassment in
Employment Practices

1.400.010 Discrimination and
Harassment in
Employment
Practices

ET section 501.07 Solicitation or
disclosure of CPA
examination questions
and answers

1.400.020 Solicitation or
Disclosure of CPA
Examination
Questions and
Answers

ET section 501.08 Failure to file tax
returns or pay tax
liability

1.400.030 Failure to File a Tax
Return or Pay a Tax
Liability

ET section 501.05 Negligence in the
preparation of
financial statements
or records

1.400.040 Negligence in the
Preparation of
Financial Statements
or Records

ET section 501.06 Failure to follow
requirements of
governmental bodies,
commissions, or other
regulatory agencies

1.400.050 Governmental Bodies,
Commissions, or
Other Regulatory
Agencies

ET section 501.04 Failure to follow
standards and/or
procedures or other
requirements in
governmental audits

1.400.055 Governmental Audits

ET section 501.09 Failure to follow
requirements of
governmental bodies,
commissions, or other
regulatory agencies on
indemnification and
limitation of liability
provisions in
connection with audit
and other attest
services

1.400.060 Indemnification and
Limitation of Liability
Provisions
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 501.10 Confidential
Information Obtained
From Employment or
Volunteer Activities

1.400.070 Confidential
Information Obtained
from Employment or
Volunteer Activities

1.400.090 False, Misleading, or
Deceptive Acts in
Promoting or
Marketing
Professional Services

ET section 501.12 Use of CPA Credential 1.400.100 Use of the CPA
Credential

ET section 501.02 Response to Requests
by Clients and Former
Clients for Records—
Terminology

1.400.200.01–
.05,
.07–.10

Records Request

ET section
591.377–.378

Requests for Records
Pursuant to
Interpretation 501-1

1.400.200.06 Records Request

1.400.200.11 Records Request
ET section
591.381–.382

Member Removing
Client Files From an
Accounting Firm

1.400.210.01 Removing Client Files
or Proprietary
Information From a
Firm

1.400.210.02 Removing Client Files
or Proprietary
Information From a
Firm

ET section
391.027–.028

Use of Confidential
Information on
Management
Consulting Service
Engagements

1.400.240 Use of Confidential
Information From
Nonclient Sources

1.400.240 Use of Confidential
Information From
Nonclient Sources

1.500.008 Unpaid Fees
ET section 302.01 Contingent Fees 1.510.001 Contingent Fee Rule

1.510.005 Contingent Fee Rule—
Application of the
Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section 302.02 Contingent Fees in tax
matters

1.510.010 Tax Matters

ET section
391.033–.034

Definition of the
Receipt of a
Contingent Fee or a
Commission

1.510.020 Receipt of Contingent
Fee

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section
391.037–.038

Receipt of Contingent
Fees or Commissions
by Member's Spouse

1.510.030 Services Performed by
a Member's Spouse for
a Contingent Fee

ET section
391.049–.050

Commission and
Contingent Fee
Arrangements with
Nonattest Client

1.510.040 Contingent Fee
Arrangements with
an Investment
Advisory Services
Nonattest Client that
is Related to a Client

ET section
391.047–.048

Investment Advisory
Services

1.510.050 Investment Advisory
Services

ET section 503.01 Commissions and
Referral Fees

1.520.001 Commissions and
Referral Fee Rule

1.520.005 Commissions and
Referral Fee Rule—
Application of the
Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section
591.367–.368

Definition of the
Receipt of a
Contingent Fee or a
Commission

1.520.020 Receipt of
Commission

ET section
591.373–.374

Receipt of Contingent
Fees or Commissions
by Member's Spouse

1.520.030 Services Performed by
a Member's Spouse for
a Commission

ET section
591.375–.376

Referral of Products of
Others

1.520.040 Referral of Products of
Others

ET section
591.383–.384

Commission and
Contingent Fee
Arrangements with
Nonattest Client

1.520.050 Commission
Arrangements with
an Investment
Advisory Services
Nonattest Client that
is Related to a Client

ET section
591.369–.370

Sale of Products to
Clients

1.520.060 Sale of Products to
Clients

ET section
591.371–.372

Billing for
Subcontractor's
Services

1.520.070 Billing for a
Subcontractor's
Services

ET section 502.01 Advertising and other
forms of solicitation

1.600.001 Advertising and
Other Forms of
Solicitation Rule

1.600.005 Advertising and Other
Forms of Solicitation
Rule—Application of
the Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 502.06 Engagements obtained
through efforts of third
parties

1.600.010.01 False, Misleading, or
Deceptive Acts in
Advertising or
Solicitations

ET section 502.03 False, Misleading, or
Deceptive Acts in
Advertising or
Solicitation

1.600.010.02 False, Misleading, or
Deceptive Acts in
Advertising or
Solicitations

ET section
591.365–.366

Use of the AICPA
Personal Financial
Specialist Designation

1.600.030 Use of
AICPA-Awarded
Designation

ET section 502.07 Use of CPA Credential 1.600.100 Use of the CPA
Credential

ET section 301.01 Confidential Client
Information

1.700.001 Confidential Client
Information Rule

1.700.005 Confidential Client
Information Rule—
Application of the
Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section
391.011–.012

Revealing Client
Information to
Competitors

1.700.010 Client Competitors

ET section
391.029–.030

Earlier Similar
Management
Consulting Service
Study with Negative
Outcome

1.700.020.01 Disclosing
Information From
Previous
Engagements

ET section
391.005–.006

Information to
Successor Accountant
About Tax Return
Irregularities

1.700.020.02–
.03

Disclosing
Information From
Previous
Engagements

ET section
391.031–.032

Disclosure of
Confidential Client
Information

1.700.030.01–
.02

Disclosing
Information to
Persons or Entities
Associated with Clients

ET section
391.041–.042

Member Providing
Services for Company
Executives

1.700.030.03 Disclosing
Information to
Persons or Entities
Associated with Clients

ET section
391.001–.002

Use of a Third-Party
Service Provider to
Provide Professional
Services to Clients or
Administrative
Support Services to
the Member

1.700.040 Disclosing
Information to a
Third-Party Service
Provider

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 301.04 Confidential
information and the
purchase, sale, or
merger of a practice

1.700.050 Disclosing Client
Information in
Connection with a
Review of the
Member's Practice

ET section
391.003–.004

Disclosure of Client
Information to Trade
Associations

1.700.060 Disclosure of Client
Information to Third
Parties

ET section
391.039–.040

Disclosure of
Confidential Client
Information to
Professional Liability
Insurance Carrier

1.700.070 Disclosing Client
Information During
Litigation

ET section
391.045–.046

Disclosure of
Confidential Client
Information in Legal
or Alternative Dispute
Resolution
Proceedings

1.700.070 Disclosing Client
Information During
Litigation

ET section
391.035–.036

Bank Director 1.700.080 Disclosing Client
Information in
Director Positions

ET section
391.013–.014

Revealing Names of
Clients

1.700.090 Disclosing Client
Names

1.700.100 Disclosing
Confidential Client
Information as a
Result of a Subpoena
or Summons

ET section 505.01 Form of Organization
and Name

1.800.001 Form of Organization
and Name Rule

1.800.005 Form of Organization
and Name Rule—
Application of
Conceptual
Framework for
Members in Public
Practice and Ethical
Conflicts

ET section 505.03 Application of rules of
conduct to members
who own a separate
business

1.810.010.01–
.03

Ownership of a
Separate Business

ET section
591.275–.276

Partner Having
Separate
Proprietorship

1.810.010.04 Ownership of a
Separate Business

ET section
591.273–.274

Nonproprietary
Partners

1.810.020 Partner Designation

ET section
591.005–.006

Employment by
Non-CPA Firm

1.810.030 A Member's
Responsibility for
Nonmember
Practitioners
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section
591.281–.282

Responsibility for
Non-CPA Partner

1.810.030 A Member's
Responsibility for
Nonmember
Practitioners

ET section
591.271–.272

Audit with Former
Partner

1.810.040 Attest Engagement
Performed with a
Former Partner

ET section 505.04 Application of rule 505
to alternative practice
structures

1.810.050 Alternative Practice
Structures

ET section
591.289–.290

Firm Name of Merged
Partnerships

1.820.010 Use of a Retired
Partner's Name

ET section
591.379–.380

Non-CPA Partner 1.820.020 A Practice with
Non-CPA Partners

ET section 505.05 Misleading Firm
Names

1.820.030 Misleading Firm
Names

ET section 505.06 Common Network
Brand in Firm Name

1.820.040 Use of a Common
Brand Name in Firm
Name

2.000 Members in
Business—Introduction

2.000.010 Conceptual
Framework for
Members in
Business

2.000.020 Members in Business
—Ethical Conflicts

ET section 102.01 Integrity and
Objectivity

2.100.001 Integrity and
Objectivity Rule

2.100.005 Integrity and
Objectivity Rule—
Application of the
Conceptual
Framework for
Members in Business
and Ethical Conflicts

ET section 102.03 Conflicts of Interest 2.110.010 Conflicts of Interest
ET section
191.226–.227

Acceptance or Offering
of Gifts or
Entertainment

2.120.010 Offering or Accepting
Gifts or
Entertainment

ET section 102.02 Knowing
misrepresentations in
the preparation of
financial statements
or records

2.130.010 Knowing
Misrepresentations in
the Preparation of
Financial Statements
or Records

ET section 102.05 Subordination of
judgment by a member

2.130.020 Subordination of
Judgment

ET section 102.04 Obligations of a
member to his or her
employer's external
accountant

2.130.030 Obligation of a
Member to His or Her
Employer's External
Accountant

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 102.06 Applicability of rule
102 to members
performing
educational services

2.160.010 Educational Services

ET section 201.01 General Standards 2.300.001 General Standards
Rule

2.300.005 General Standards
Rule—Application of
the Conceptual
Framework for
Members in Business
and Ethical Conflicts

ET section 201.02 Competence 2.300.010 Competence
ET section
291.019–.020

Submission of
Financial Statements
by a Member in Public
Practice

2.300.030 Submission of
Financial Statements

ET section 202.01 Compliance with
Standards

2.310.001 Compliance with
Standards Rule

2.310.005 Compliance with
Standards Rule—
Application of the
Conceptual
Framework for
Members in Business
and Ethical Conflicts

ET section 203.01 Accounting Principles 2.320.001 Accounting Principles
Rule

2.320.005 Accounting Principles
Rule—Application of
the Conceptual
Framework for
Members in Business
and Ethical Conflicts

ET section 203.05 Responsibility of
employees for the
preparation of
financial statements in
conformity with GAAP

2.320.010 Responsibility for
Affirming that
Financial Statements
Are in Conformity
With the Applicable
Financial Reporting
Framework

ET section 203.03 Status of FASB, GASB
and FASAB
interpretations

2.320.020 Status of Financial
Accounting Standards
Board, Governmental
Accounting Standards
Board, Federal
Accounting Standards
Advisory Board, and
International
Accounting Standards
Board Interpretations

ET APP D ©2017, AICPA



Mapping Document 2513

Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 203.02 Departures from
Generally Accepted
Accounting Principles

2.320.030 Departures From
Generally Accepted
Accounting Principles

ET section 203.06 Financial Statements
Prepared Pursuant to
Financial Reporting
Frameworks Other
than GAAP

2.320.040 Financial Statements
Prepared Pursuant to
Financial Reporting
Frameworks Other
than GAAP

ET section 501.01 Acts Discreditable 2.400.001 Acts Discreditable
Rule

New 2.400.005 Acts Discreditable
Rule—Application of
the Conceptual
Framework for
Members in Business
and Ethical Conflicts

ET section 501.03 Discrimination and
Harassment in
Employment Practices

2.400.010 Discrimination and
Harassment in
Employment
Practices

ET section 501.07 Solicitation or
disclosure of CPA
examination questions
and answers

2.400.020 Solicitation or
Disclosure of CPA
Examination
Questions and
Answers

ET section 501.08 Failure to file tax
returns or pay tax
liability

2.400.030 Failure to File a Tax
Return or Pay a Tax
Liability

ET section 501.05 Negligence in the
preparation of
financial statements
or records

2.400.040 Negligence in the
Preparation of
Financial Statements
or Records

ET section 501.06 Failure to follow
requirements of
governmental bodies,
commissions, or other
regulatory agencies

2.400.050 Governmental Bodies,
Commissions, or
Other Regulatory
Agencies

ET section 501.09 Failure to follow
requirements of
governmental bodies,
commissions, or other
regulatory agencies on
indemnification and
limitation of liability
provisions in
connection with audit
and other attest
services

2.400.060 Indemnification and
Limitation of Liability
Provisions

(continued)
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Prior Code
Citations

Title in Prior
Code

New
Citation New Title

ET section 501.10 Confidential
Information Obtained
From Employment or
Volunteer Activities

2.400.070 Confidential
Information Obtained
from Employment or
Volunteer Activities

ET section 501.11 False, Misleading, or
Deceptive Acts in
Promoting or
Marketing
Professional Services

2.400.090 False, Misleading, or
Deceptive Acts in
Promoting or
Marketing
Professional Services

ET section 501.12 Use of CPA Credential 2.400.100 Use of the CPA
Designation

3.000 Other Members—
Introduction

3.000.030 Applicability
ET section 501.01 Acts Discreditable 3.400.001 Acts Discreditable

Rule
ET section 501.03 Discrimination and

Harassment in
Employment Practices

3.400.010 Discrimination and
Harassment in
Employment
Practices

ET section 501.07 Solicitation or
disclosure of CPA
examination questions
and answers

3.400.020 Solicitation or
Disclosure of CPA
Examination
Questions and
Answers

ET section 501.08 Failure to file tax
returns or pay tax
liability

3.400.030 Failure to File a Tax
Return or Pay a Tax
Liability

ET section 501.10 Confidential
Information Obtained
From Employment or
Volunteer Activities

3.400.070 Confidential
Information Obtained
from Former
Employment or
Previous Volunteer
Activities

3.400.090 False, Misleading, or
Deceptive Acts in
Promoting or
Marketing Services

ET section 501.12 Use of CPA Credential 3.400.100 Use of the CPA
Credential
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ET TOPICAL INDEX
References are to ET section numbers.

A

ACCEPTABLE LEVEL
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.01
. Members in business . . . . . . . . . . 2.000.010.02,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.000.010.06
. Members in public practice . . . . 1.000.010.02,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.000.010.07
ACCOUNTANTS
. Obligation of member to . . . . . . . . . . . 2.130.030

ACCOUNTING FIRMS
. Alternative practice structures . . . . . 1.220.020,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.810.050
. Network. See network firms
. Nonindependent CPA firms on

engagement . . . . . . . . . . . . . . . . . . . . .1.220.030
ACCOUNTING PRINCIPLES
. Bodies designated to establish

accounting principles . . . . . . . . . . . .1.320.020,
. . . . . . . . . . . . . . . . . . . . 2.320.020, Appendix A

. Client advocacy . . . . . . . . . . . . . . . . 1.140.010.02

. Departures from. . . . . . .1.320.030, 2.320.030

. Financial statements prepared pursuant to
frameworks other than GAAP . . . . 1.320.040,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.320.040

. Generally . . . . . . . . . . . . . . . . . . . . . . . . . 1.320.001

. Interpretations under. . .1.320.005, 2.320.005

. Members in public practice . . . . 1.140.010.02,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.320

. Responsibility for affirming that financial
statements are in conformity. . . . .1.320.010,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.320.010

ACTS DISCREDITABLE
. Advertising and marketing. . . . . . . . .1.400.090,

. . . . . . . . . . . . . . . . . . . . 2.400.090, 3.400.090
. Citation . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.200.030
. Confidential information from employment or

volunteer activities . . . . . . . . . . . . . . 1.400.070,
. . . . . . . . . . . . . . . . . . . . 2.400.070, 3.400.070

. Confidential information from nonclient
sources . . . . . . . . . . . . . . . . . . . . . . . . . 1.400.240

. CPA credential use . . . . 1.400.100, 2.400.100,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.100

. CPA examination question and answer
solicitation or disclosure . . . . . . . . .1.400.020,
. . . . . . . . . . . . . . . . . . . . 2.400.020, 3.400.020

. Discrimination and harassment in employment
practices . . . . . . . . . . . 1.400.010, 2.400.010,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.010

. Failure to file tax return or pay tax
liability. . .1.400.030, 2.400.030, 3.400.030

. Failure to follow requirements of governmental
bodies, commissions, or other regulatory
agencies . . . . . . . . . . . . 1.400.050, 2.400.050

ACTS DISCREDITABLE—continued
. Generally . . . . . . . . . . . . . 1.400.001, 2.400.001,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.001
. Governmental audits . . . . . . . . . . . . . . .1.400.055
. Indemnification and limitation of liability

provisions . . . . . . . . . . . 1.400.060, 2.400.060
. Interpretations under. . .1.400.005, 2.400.005
. Members in business. . . . . . . . . . . . . . . . . . .2.400
. Members in public practice . . . . . . . . . . . . . 1.400
. Negligence in preparation of financial

statements or records. . . . . . . . . . .1.400.040,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.400.040

. Other members . . . . . . . . . . . . . . . . . . . . . . . . 3.400

. Records requests . . . . . . . . . . . . . . . . . 1.400.200

. Removal of client files or proprietary
information from firm . . . . . . . . . . . . 1.400.210

. Transfer of files and return of client records in
sale, transfer, discontinuance or acquisition
of a practice . . . . . . . . . . . . . . . . . . . . 1.400.205

ACTUARIAL SERVICES
. Independence rule compliance . . . . . 1.295.110

ADR. See alternative dispute resolution
ADVERSE INTEREST THREAT
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.210.010.12
. Litigation between attest client and

member . . . . . . . . . . . . . . . . . . . . . 1.290.010.02
. Members in business . . . . . . . . . . . 2.000.010.09
. Members in public practice . . . . . 1.000.010.10

ADVERTISING AND OTHER FORMS
OF SOLICITATION

. Acts discreditable violations . . . . . . . 1.400.090,
. . . . . . . . . . . . . . . . . . . . 2.400.090, 3.400.090

. AICPA-awarded designation use . . . . 1.600.030

. CPA credential use . . . . . . . . . . . . . . . . 1.600.100

. False, misleading, or deceptive
acts . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.600.010

. Generally . . . . . . . . . . . . . . . . . . . . . . . . . 1.600.001

. Interpretations under . . . . . . . . . . . . . . 1.600.005

ADVISORY BOARD MEMBERS
. Independence rule compliance . . . . . 1.275.015

ADVISORY SERVICES
. Independence rule compliance . . . . . 1.295.105

ADVOCACY THREAT
. Common interest realty association

members . . . . . . . . . . . . . . . . . . . . . . . 1.280.030
. Corporate finance consulting . . . . . . . 1.295.130
. Expert witness services . . . . . . . . 1.295.140.04
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.210.010.13
. Litigation consulting services . . . 1.295.140.04
. Members in business . . . . . . . . . . . 2.000.010.10
. Members in public practices . . . . 1.000.010.11
. Nonattest services

performance . . . . . . . . . . . . . . . . . 1.295.010.01
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ADVOCACY THREAT—continued
. Other litigation services . . . . . . . . 1.295.140.04
. Power of attorney . . . . . . . . . . . . . . 1.295.160.06

AFFILIATES
. Client . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.224.010
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.02

AGREED-UPON PROCEDURES (AUP)
ENGAGEMENTS

. Independence rule application . . . . . . 1.297.020

AICPA-AWARDED DESIGNATIONS
. Advertising and other forms of

solicitation . . . . . . . . . . . . . . . . . . . . . . 1.600.030

AICPA COUNCIL
. Council resolution concerning form of

organization and name . . . . . . . . . . . Appendix B
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.11
. Resolution designating to promulgate technical

standards . . . . . . . . . . . . . . . . . . . . . . . Appendix A

ALTERNATIVE DISPUTE RESOLUTION (ADR)
. Audit engagement contractual

terms . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.228.030

ALTERNATIVE PRACTICE STRUCTURES (APS)
. Defined . . . . . . . . . . . . . . . . . . . . . . . .1.220.020.04
. Effect on applicability of independence

rules . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.220.020
. Form of organization and name. . . . .1.810.050
. Illustrative example . . . . . . . . . . . . .1.220.020.05
. Threats to

independence . . . . . . . . . . . 1.220.020.09–.10,
. . . . . . . . . . . . . . . . . . . . . . . . 1.220.020.12–.13

APPRAISAL SERVICES
. Independence rule compliance . . . . . 1.295.110

APS. See alternative practice structures

ATTEST CLIENTS
. Affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.02
. Bankruptcy . . . . . . . . . . . . . . . . . . . . 1.230.010.03
. Cooperative arrangements . . . . . . . . . 1.265.010
. Defined . . . . . . . . . . . . . 0.400.03, 1.295.140.02
. Employee benefit plan as . . . . . . . . . . 1.250.010
. Employment or association with. See

employment or association with attest client
. Family relationships. See family relationships

with attest clients
. Financial statement. See financial statement

attest clients
. Indemnification of . . . . . . . . . . . . . . . . . 1.228.020
. Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.260.050

ATTEST ENGAGEMENTS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.04
. Individual in position to influence . . . . . 0.400.23
. Performance with former partner . . .1.810.040
. Period of . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.39

ATTEST ENGAGEMENT TEAMS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.05
. Nonindependent CPA firms on . . . . . . 1.220.030
. Subsequent employment or association with

attest client safeguards . . . . . . . . . . 1.279.020

ATTEST-RELATED SERVICES
. Internal audits. . . . . . . . . . . . . . . . . .1.295.150.11

ATTEST SERVICES. See also third-party
service providers

. Activities related to . . . . . . . . . . . . .1.295.010.04

. Defined as professional services. . . . .0.400.40

AUDIT ENGAGEMENT CONTRACTUAL TERMS
. Alternative dispute resolution . . . . . . .1.228.030
. Indemnification of attest client . . . . . .1.228.020
. Indemnification of covered

member. . . . . . . . . . . . . . . . . . . . . . . . .1.228.010
. Members in public practice . . . . . . . . . . . . . 1.228

AUDITING
. Network sharing significance . . . 1.220.010.17

AUP ENGAGEMENTS. See agreed-upon
procedures

AUTOMOBILE LOANS
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.260.020.04

B

BANKRUPTCY
. Attest clients . . . . . . . . . . . . . . . . . . 1.230.010.03

BANKS AND BANKING. See also lending
institutions

. Depository accounts. . . . . . . . . . . . . . .1.255.010

BENEFICIALLY OWNED
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.06

BENEFIT PLAN ADMINISTRATION
. Independence rule compliance . . . . . 1.295.115

BILLING
. Subcontractor’s services. . . . . . . . . . .1.520.070

BLIND TRUSTS
. Financial interest

determination . . . . . . . . . . . . . . . . 1.245.020.02
. Bookkeeping. See also third-party service

providers
. Independence rule compliance . . . . . 1.295.120

BRAND NAMES
. Use in firm name . . . . . . . . . . . . . . . . . . 1.820.040

BROKERAGE ACCOUNTS
. Independence rule compliance . . . . . 1.255.020

BUSINESS MEMBERS. See members in
business

BUSINESS RELATIONSHIPS
. Cooperative arrangements with attest

clients. . . . . . . . . . . . . . .1.265.010, 1.280.030
. Joint closely held investments . . . . . . 0.400.26,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.265.020

BUSINESS RISK CONSULTING
. Independence rule compliance . . . . . 1.295.125

BUSINESS STRATEGY
. Networks . . . . . . . 1.220.010.11, 1.220.010.12
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BYLAWS
. Compliance with rules of

code. . . . . . . . . . . . . . . . . . . . . . . . .0.100.010.02

C

CAMPAIGN TREASURERS
. Independence rule compliance . . . . . 1.275.025

CHARITIES. See also fund-raising
organizations

. Conflicts of interests . . . . . . . . . . . 1.110.010.01

CITATIONS
. Numeric . . . . . . . . . . . . . . . . . . . . . . . 0.200.030.02
. Prior ET sections. . . . . . . . . . . . . . .0.200.030.01

CLASS-ACTION LAWSUITS
. Independence rule compliance

and . . . . . . . . . . . . . . . . . . . . . . . . . . 1.290.010.08

CLIENT ADVOCACY
. Appropriateness of professional

services . . . . . . . . . . . . . . . . . . . . . 1.140.010.03
. Independence. . . . . . . . . . . . . . . . . .1.140.010.04
. Members in public practice . . . . . . . . . . . . . 1.140
. Threats to integrity and

objectivity . . . . . . . . . . . . . . . . . . . .1.140.010.01

CLIENT AFFILIATES
. Effect on applicability of independence

rules . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.224.010

CLIENT COMPETITORS
. Confidential Client Information

Rule . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.700.010

CLIENT FILES
. Removal from firm. . . . . . . . . . . . . . . . .1.400.210

CLIENT NAMES
. Disclosure . . . . . . . . . . . . . . . . . . . . . . . . 1.700.090

CLIENTS
. Defined . . . . . . . . . . . . . 0.400.07, 1.120.010.01
. Members’ public responsibility

to . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.030.02
. Safeguards created by . . . . . . . . . 1.000.010.22

CLOSE RELATIVES
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.08
. Grandfathered employment

relationships . . . . . . . . . . . . . . . . . 1.270.100.04
. Independence rule compliance . . . . . 1.270.100

CODE OF PROFESSIONAL CONDUCT
(THE CODE)

. Adoption. . . . . . . . . . . . . . . . . . . . . . .0.200.020.01

. Application . . . . . . . . . . . . . . . . . . . . . . . . 0.200.020

. Citations . . . . . . . . . . . . . . . . . . . . . . . . . . 0.200.030

. Definitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400

. Drafting conventions. . . . . . . . . . . . . . .0.200.050

. Exceptions . . . . . . . . . . . . . . . . . . . . 0.200.020.03

. Generally . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.100

. Interpretations. See under interpretations

. Mapping document . . . . . . . . . . . . . . . .Appendix D

. Nonauthoritative guidance . . . . . . . . . . . . . . 0.500

. Principles and rules. . . . . . . . . . . . . . . .0.100.010

CODE OF PROFESSIONAL CONDUCT
(THE CODE)—continued

. Principles of Professional Conduct . . . . . . 0.300

. Revisions . . . . . . . . . . 0.200.020.01, Appendix C

. Structure . . . . . . . . . . . . . . . . . . . . . . . . . 0.200.010

. Transition provisions . . . . . . . . . . . . . . . 0.200.040

COLLEGE SAVINGS PLANS
. Financial interest determination. . . . .1.240.070

COMMISSIONS AND REFERRAL FEES
. Billing for subcontractor’s

services. . . . . . . . . . . . . . . . . . . . . . . . .1.520.070
. Disclosure of commission . . . . . . 1.520.001.03
. Disclosure of commissions and referral

fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.520.080
. Interpretations under . . . . . . . . . . . . . . 1.520.005
. Investment advisory services

commissions . . . . . . . . . . . . . . . . . . . . 1.520.050
. Prohibited commissions . . . . . . . . 1.520.001.01
. Receipt of commission . . . . . . . . . . . . 1.520.020
. Referral fees . . . . . . . 1.520.001.04, 1.520.040
. Sale of products to clients . . . . . . . . . 1.520.060
. Services performed by member’s spouse

for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.520.030

COMMON INTEREST REALTY ASSOCIATIONS
(CIRA)

. Independence rule compliance . . . . . 1.280.030

COMPENSATION
. Commissions. See commissions and referral

fees
. Financial interest determination. . . . .1.240.040
. Nonqualified deferred compensation

plans. . . . . . . . . . . . . . . . . . . . . . . . . . . .1.270.080
. Share-based. See share-based compensation

arrangements

COMPETENCE, PROFESSIONAL
. Basis for . . . . . . . . . . . . . . . . . . . . . . 0.300.060.03
. Defined . . . . . . . . . . . . . . . . . . . . . . . .0.300.060.04
. General standards . . . . 1.300.001, 1.300.010,

. . . . . . . . . . . . . . . . . . . . 2.300.001, 2.300.010
. Self-assessment . . . . . . . . . . . . . . . 0.300.060.04

COMPLIANCE WITH STANDARDS
. Failure to prepare

documentation. . . . . . . . . . . . . . .1.210.010.09,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.295.050.02

. Generally. . . . . . . . . . . . . .1.310.001, 2.310.001

. Interpretations under. . .1.310.005, 2.310.005

. Members in business. . . . . . . . . . . . . . . . . . .1.310

. Members in public practice . . . . 1.140.010.02,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.310

. Members practicing outside
U.S. . . . . . . . . . . . . . . . . . . . . . . . . . 0.200.020.03

. Third-party service provider
use . . . . . . . . . . . . . . . . . . . . . . . . . . 1.300.040.01

CONCEPTUAL FRAMEWORK APPROACH
. Accounting principles . . . . . . . . . . . . . 1.320.005,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.320.005
. Acts discreditable . . . . . 1.400.005, 2.400.005
. Advertising and other forms of

solicitation . . . . . . . . . . . . . . . . . . . . . . 1.600.005
. Commission and referral fees . . . . . . 1.520.005
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CONCEPTUAL FRAMEWORK
APPROACH—continued

. Compliance with standards . . . . . . . . 1.310.005,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.310.005

. Confidential client information . . . . . . 1.700.005

. Contingent fees . . . . . . . . . . . . . . . . . . . 1.510.005

. General standards . . . . . 1.300.005, 2.300.005

. For independence matters . . . . . 1.000.010.03,
. . . . . . . . . . . . . . . . . . . . 1.200.005, 1.210.010

. Integrity and objectivity. . . . . . . . . . . .1.100.005,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.100.005

. Members in business . . . . . . . . . . . . . . 2.000.010

. Members in public practice . . . . . . . . 1.000.010

CONFIDENTIAL CLIENT INFORMATION
. Client competitors . . . . . . . . . . . . . . . . .1.700.010
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.09
. Disclosure of. See disclosure
. Employment or volunteer

activities . . . . . . . . . . . . 1.400.070, 2.400.070,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.070

. Generally . . . . . . . . . . . . . . . . . . . . . . . . . 1.700.001

. Interpretations under . . . . . . . . . . . . . . 1.700.005

. Investment advisory services for contingent
fee . . . . . . . . . . . . . . . . . . . . . . . . . . 1.510.040.02

. Investment advisory services with
commission . . . . . . . . . . . . . . . . . . 1.520.050.03

. Nonclient sources . . . . . . . . . . . . . . . . . 1.400.240

. Removal from firm. . . . . . . . . . . . . . . . .1.400.210

CONFLICTS OF INTEREST
. Director positions . . . . . . . . . . . . . . . . . 1.110.020
. Examples . . . . . . . . . . . . . 1.110.010, 2.110.010
. Fund-raising organization

members . . . . . . . . . . . . . . . . . . . . 1.275.030.03
. Members in business. . . . . . . . . . . . . . . . . . .2.110
. Members in public practice . . . . . . . . . . . . . 1.110
. Public interest principle . . . . . . . . . 0.300.030.03
. Threats to integrity and

objectivity . . . . . . . . . . . 1.110.010, 2.110.010

CONSULTANTS. See also third-party service
providers

. Supervision . . . . . . . . . . . . . . . . . . . . 1.300.020.01

CONTINGENT FEES
. Generally . . . . . . . . . . . . . . . . . . . . . . . . . 1.510.001
. Interpretations under . . . . . . . . . . . . . . 1.510.005
. Investment advisory services . . . . . . 1.510.040,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.510.050
. Receipt of . . . . . . . . . . . . . . . . . . . . . . . . 1.510.020
. Services performed by member’s

spouse. . . . . . . . . . . . . . . . . . . . . . . . . .1.510.030
. Tax matters . . . . . . . . . . . . . . . . . . . . . . . 1.510.010

CONTROL(S)
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.10
. Networks . . . . . . . . . . . . . . . . . . . . . . 1.220.010.09

COOPERATIVE ARRANGEMENTS
. Independence rule compliance. . . . .1.265.010,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.280.030

CORPORATE FINANCE CONSULTING
. Independence rule compliance . . . . . 1.295.130

COST SHARING
. Networks . . . . . . . . . . . . . . . . . . . . . . 1.220.010.10

COUNTRY CLUBS
. Independence rule compliance . . . . . 1.280.010

COVERED MEMBERS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.12
. Indemnification . . . . . . . . . . . . . . . . . . . . 1.228.010

CPA CREDENTIAL
. Act Discreditable Rule . . . . . . . . . . . . .1.400.100,

. . . . . . . . . . . . . . . . . . . . 2.400.100, 3.400.100
. Advertising and other forms of

solicitation . . . . . . . . . . . . . . . . . . . . . . 1.600.100

CPA EXAMINATION
. Solicitation or disclosure of questions and

answers . . . . . . . . . . . . 1.400.020, 2.400.020,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.020

CREDIT CARD BALANCES
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.260.020.04

CREDIT GRANTORS
. Members’ public responsibility

to . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.030.02

CREDIT UNION MEMBERS
. Independence rule compliance . . . . . 1.280.040

D

DEFINED BENEFIT PLANS
. Financial interest

determination . . . . . . . . . . . . . . . . 1.240.040.05

DEMUTUALIZATION
. Independence rule application . . . . . . 1.257.030

DEPOSITORY ACCOUNTS
. Independence rule compliance . . . . . 1.255.010

DIRECT FINANCIAL INTEREST
. Compensation plans . . . . . . . . . . . . . . . 1.240.040
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.13
. Effect on applicability of independence

rules. . . . . . . . . . . . . . . . . . . . . . . . .1.240.010.01
. Mutual funds . . . . . . . . . . . . . . . . . . . . . . 1.240.030
. Retirement plans . . . . . . . . . . . . . . . . . . 1.240.040
. Savings plans . . . . . . . . . . . . . . . . . . . . . 1.240.040
. Trusts and estates . . . . . . . . . . . . . . . . . . . . . 1.245

DIRECTORS
. Conflicts of interest. . . . . . . . . . . . . . . .1.110.020
. Disclosure of client information

in . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.700.080
. Not-for-profit organizations . . . . . . . . . 1.275.010
. Simultaneous employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.275.005.01
. Threats to integrity and

objectivity . . . . . . . . . . . . . . . . . . . .1.700.080.01
DIRECT SUPERIORS
. Defined . . . . . . . . . . . . . . . . . . . . . . . .1.220.020.04
. Impairment of independence . . . . 1.220.020.09
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DISCLOSURE
. Client names . . . . . . . . . . . . . . . . . . . . . . 1.700.090
. Commissions . . . . . . . . . . . . . . . . . . 1.520.001.03
. CPA Examination questions and

answers . . . . . . . . . . . . 1.400.020, 2.400.020,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.020

. Directors . . . . . . . . . . . . . . . . . . . . . . . . . 1.700.080

. Information from previous
engagements. . . . . . . . . . . . . . . . . . . .1.700.020

. Litigation requirements . . . . . . . . . . . . 1.700.070

. Persons or entities associated with
clients . . . . . . . . . . . . . . . . . . . . . . . . . . 1.700.030

. Review or acquisition of member’s
practice . . . . . . . . . . . . . . . . . . . . . . . . . 1.700.050

. Subpoena or summons
compliance. . . . . . . . . . . . . . . . . . . . . .1.700.100

. Third parties . . . . . . . . . . . . . . . . . . . . . . 1.700.060

. Third-party service providers . . . 1.150.040.02,
. . . . . . . . . . . . . . . . . 1.150.040.03, 1.700.040

DISCRIMINATION
. Acts discreditable violations . . . . . . . 1.400.010,

. . . . . . . . . . . . . . . . . . . . 2.400.010, 3.400.010

DIVORCE
. Appraisal, valuations, and actuarial

services . . . . . . . . . . . . . . . . . . . . . 1.295.110.06

DOCUMENTATION. See records and
documentation

DRAFTING CONVENTIONS. . . . . . . . .0.200.050

DUE CARE PRINCIPLE . . . . . . . . . . . . . 0.300.060

E

EDUCATIONAL SERVICES
. Integrity and objectivity rule

compliance. . . . . . . . . . . . . . . . . . . . . .2.160.010

EMPLOYEE BENEFIT PLANS
. As attest client or sponsored by attest

client . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.250.010
. Former partners and professional employees

participation . . . . . . . . . . . . . . . . . . . . . 1.250.020
. Immediate family member

participation . . . . . . . . . 1.270.030, 1.270.040

EMPLOYEE RECRUITMENT . . . . . . . . 1.295.135

EMPLOYEE STOCK OWNERSHIP PLANS
(ESOPS) . . . . . . . . . . . . . . . . . . . . . 1.240.040.06

EMPLOYERS AND EMPLOYMENT
. With attest client. See employment or

association with attest client
. Confidential information from . . . . . . 1.400.070,

. . . . . . . . . . . . . . . . . . . . 2.400.070, 3.400.070
. Discrimination and harassment . . . . 1.400.010,

. . . . . . . . . . . . . . . . . . . . 2.400.010, 3.400.010
. Members’ public responsibility

to . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.030.02

EMPLOYING ORGANIZATIONS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.14

EMPLOYMENT OR ASSOCIATION WITH
ATTEST CLIENT

. Advisory board membership . . . . . . . 1.275.015

. Campaign treasurers . . . . . . . . . . . . . . 1.275.025

. Considering or subsequent . . . . . . . . . . . . . 1.279

. Former employment . . . . . . . . . . . 1.250.010.01,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.277.010

. Fund-raising organization
memberships. . . . . . . . . . . . . . . . . . . .1.275.030

. Government advisory committee
membership . . . . . . . . . . . . . . . . . . . . .1.275.020

. Honorary director or trustee for not-for-profit
organization . . . . . . . . . . . . . . . . . . . . . 1.275.010

. Immediate family members . . . . . . . . 1.270.020

. Simultaneous employment . . . . . . . . . 1.275.005

ENTERTAINMENT. See gifts and
entertainment

ESTATE TAX
. Appraisal, valuations, and actuarial services

for. . . . . . . . . . . . . . . . . . . . . . . . . . .1.295.110.06

ETHICAL CONFLICTS
. Members in business . . . . . . . . . . . . . 2.000.020,

. . . . . . . . . . . . . . . . . . . . 2.100.005, 2.300.005
. Members in public practice . . . . . . . .1.000.020,

. . . . . . . . . . . . . . . . . . . . 1.100.005, 1.300.005

EXECUTIVES
. Professional services provided

to . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.700.030.03
. Recruitment . . . . . . . . . . . . . . . . . . . . . . .1.295.135

EXPERT WITNESS SERVICES
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.295.140.04

F

FACT WITNESS TESTIMONY
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.295.140.04

FAMILIARITY THREAT
. Advisory board members . . . . . . . . . . 1.275.015
. Close relatives employed by attest

client . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.100
. Cooperative arrangements . . . . . 1.265.010.01
. Gifts and entertainment. . . . . . . . .1.285.010.04
. Governmental advisory committee

members . . . . . . . . . . . . . . . . . . . . . . . 1.275.020
. Honorary directors or trustees of

not-for-profit organizations . . . . . . . .1.275.010
. Immediate family member employed

by attest client . . . . . . . . . . . . . . . . . . 1.270.020
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.285.010.04
. Members in business . . . . . . . . . . . 2.000.010.11
. Members in public practice . . . . . 1.000.010.12
. Subsequent employment or association with

attest client . . . . . . . . . . . . . . . . . . 1.279.020.02
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FAMILY RELATIONSHIPS WITH ATTEST
CLIENTS

. Close relatives . . . . . . . . . . . . . . . . . . . . 1.270.100

. Immediate family members. See immediate
family

FASB. See Financial Accounting Standards
Board

FEDERAL ACCOUNTING STANDARDS
ADVISORY BOARD (FASAB) STATUS

. Council resolution designating to promulgate
technical standards . . . . . . . . . . . . . . Appendix A

. Members in business . . . . . . . . . . . . . . 2.320.020

. Members in public practice . . . . . . . . 1.320.020

FEDERAL REGULATORY AGENCIES
. Failure to follow requirements of . . . 1.400.050,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.400.050

FEES
. Contingent . . . . . . . . . . . . . . . . .1.230.020, 1.510
. Referral . . . . . . . . . . . .1.520.001.04, 1.520.040
. Unpaid . . . . . . . . . . . . . . . . 1.230.010, 1.500.008

FINANCIAL ACCOUNTING STANDARDS
BOARD (FASB) STATUS

. Council resolution designating to promulgate
technical standards . . . . . . . . . . . . . . Appendix A

. Members in business . . . . . . . . . . . . . . 2.320.020

. Members in public practice . . . . . . . . 1.320.020

FINANCIAL INTERESTS
. Compensation plans . . . . . . . . . . . . . . . 1.240.040
. Conflicts of interest . . . . . . . . . . . . 1.110.010.01
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.15
. Direct. See direct financial interest
. Effect on applicability of independence

rules . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.240
. Indirect. See indirect financial interest
. Insurance products . . . . . . . . . . . . . . . . 1.257.020
. Limited liability companies . . . . . . . . . 1.240.060
. Mutual funds . . . . . . . . . . . . . . . . . . . . . . 1.240.030
. Partnerships . . . . . . . . . . . . . . . . . . . . . . 1.240.050
. Retirement plans . . . . . . . . . . . . . . . . . . 1.240.040
. Savings plans . . . . . . . . . . . . . . . . . . . . . 1.240.040
. Section 529 plans . . . . . . . . . . . . . . . . . 1.240.070
. Trusts and estates . . . . . . . . . . . . . . . . . . . . . 1.245
. Unsolicited . . . . . . . . . . . . . . . . . . . . . . . . 1.240.020

FINANCIAL STATEMENT ATTEST CLIENTS
. Affiliates of . . . . . . . . . . . . . 0.400.02, 1.224.010
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.16

FINANCIAL STATEMENTS. See also
accounting principles

. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.17

. Entities included in state and local
government . . . . . . . . . . . . . . . . . . . . . 1.224.020

. Knowing misrepresentations in preparation
of . . . . . . . . . . . . . . . . . . . 1.130.010, 2.130.010

. Negligence in preparation of. . . . . . .1.400.040,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.400.040

. Submission . . . . . . . . . . . 1.300.030, 2.300.030

FIRMS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.18

529 PLANS
. Financial interest determination. . . . .1.240.070

FORENSIC ACCOUNTING
. Defined . . . . . . . . . . . . . . . . . . . . . . . .1.295.140.01
. Investigative services. . . . . . . . . . .1.295.140.03
. Litigation services. . . . . . . . . . . . . .1.295.140.04

FORMER EMPLOYEES
. Employee benefit plan

participation . . . . . .1.250.010.01, 1.250.020

FORMER EMPLOYMENT OR ASSOCIATION
WITH ATTEST CLIENT

. Employee benefit plan
participation. . . . . . . . . . . . . . . . . .1.250.010.01

. Independence rule compliance . . . . . 1.277.010

FORMER PARTNERS
. Name use. . . . . . . . . . . . . . . . . . . . . . . . .1.820.010

FORM OF ORGANIZATION AND NAME
. Alternative practice structures. . . . . .1.810.050
. Attest engagement performed with former

partner. . . . . . . . . . . . . . . . . . . . . . . . . .1.810.040
. Council resolution concerning . . . . . . Appendix B
. Firm name. . . . . . . . . . . . . . . . . . . . . . . . . . . . .1.820
. Generally . . . . . . . . . . . . . . . . . . . . . . . . . 1.800.001
. Interpretations under . . . . . . . . . . . . . . 1.800.005
. Member’s responsibility for nonmember

practitioners. . . . . . . . . . . . . . . . . . . . .1.810.030
. Ownership of separate business. . . .1.810.010
. Partner designation. . . . . . . . . . . . . . . .1.810.020

FUND-RAISING ORGANIZATIONS
. Member receiving funds from . . . . . . 1.275.035
. Membership . . . . . . . . . . . . . . . . . . . . . . 1.275.030
. Threats to integrity and

objectivity . . . . . . . . . . . . . . . . . . . .1.275.030.03

G

GAAP. See Generally Accepted Accounting
Principles

GASB. See Government Accounting
Standards Board

GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES (GAAP)

. Defined. . . . . . . . .1.320.020.02, 2.320.020.02

. Departures from. . . . . . .1.320.030, 2.320.030

GENERAL PARTNERS AND PARTNERSHIPS
. Financial interest

determination . . . . . . . . . . . . . . . . 1.240.050.03
. Loans to. . . . . . . . . . . . . . . . . . . . . . .1.260.020.03

GENERAL STANDARDS
. Client advocacy . . . . . . . . . . . . . . . . 1.140.010.02
. Due professional care . . . . . . . . . . . . .1.300.001,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.300.001
. Financial statement submission . . . . 1.300.030,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.300.030
. Interpretations under. . .1.300.005, 2.300.005
. Members in business. . . . . . . . . . . . . . . . . . .2.300
. Members in public practice . . . . 1.140.010.02,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.300
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GENERAL STANDARDS—continued
. Planning and supervision . . . . . . . . . . 1.300.001,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.300.001
. Professional competence . . . . . . . . . 1.300.001,

. . . . . . . . 1.300.010, 2.300.001, 2.300.010
. Sufficient relevant data . . . . . . . . . . . . 1.300.001,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.300.001
. Supervision of specialist . . . . . . . . . . . 1.300.020
. Third-party service provider use . . . . 1.300.040

GIFTS AND ENTERTAINMENT
. Members in business. . . . . . . . . . . . . . . . . . .2.120
. Members in public practice . . . . . . 1.120, 1.285
. Threats to integrity and

objectivity . . . . . . . . . . . 1.120.010, 2.120.010

GIFT TAX
. Appraisal, valuations, and actuarial services

for. . . . . . . . . . . . . . . . . . . . . . . . . . .1.295.110.06

GOVERNMENT ACCOUNTABILITY OFFICE
(GAO) GUIDANCE. . . . . . . . . . . .0.100.020.02

GOVERNMENT ACCOUNTING STANDARDS
BOARD (GASB) STATUS

. Council resolution designating to promulgate
technical standards . . . . . . . . . . . . . . Appendix A

. Members in business . . . . . . . . . . . . . . 2.320.020

. Members in public practice . . . . . . . . 1.320.020

GOVERNMENT ADVISORY COMMITTEE
MEMBERSHIP

. Independence rule compliance . . . . . 1.275.020

GOVERNMENTAL AUDITS
. Acts discreditable violations . . . . . . . .1.400.055

GOVERNMENTAL ORGANIZATIONS
. Public retirement plans . . . . . . . . . 1.250.010.01

GOVERNMENT AUDITORS
. As members in public practice. . . . . . .1.000.02

GOVERNMENTS
. Members’ public responsibility

to . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.030.02

GROUP ENGAGEMENT TEAMS
. Code compliance exception. . . . .0.200.020.03

H

HARASSMENT
. Acts discreditable violations . . . . . . . 1.400.010,

. . . . . . . . . . . . . . . . . . . . 2.400.010, 3.400.010

HOME MORTGAGES
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.260.020.02

HOMEOWNERS ASSOCIATIONS
. Independence rule compliance . . . . . 1.280.030

HUMAN RESOURCES
. Network sharing significance . . . 1.220.010.15

I

IASB. See International Accounting
Standards Board

IESBA. See International Ethics Standards
Board for Accountants

IMMEDIATE FAMILY
. Attest client employment. . . . . . . . . . .1.270.020
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.19
. Employee benefit plan

participation . . . . . 1.250.010.02, 1.270.030,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.040

. Grandfathered employment
relationships . . . . . . . . . . . . . . . . . 1.270.020.04

. Independence rule compliance . . . . . 1.270.010

. Nonqualified deferred compensation plan
participation . . . . . . . . . . . . . . . . . . . . . 1.270.080

. Share-based compensation
arrangements . . . . . . . 1.270.050, 1.270.060,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.070

IMPAIRMENT OF INDEPENDENCE
. Advisory services . . . . . . . . . . . . . . 1.295.105.03
. Agreed-upon procedure engagements in

accordance with SSAEs. . . . . . .1.297.020.05
. Alternative dispute resolution . . . 1.228.030.01
. Alternative practice structures. . . . . .1.220.020
. Appraisal, valuation, and actuarial

services. . . . . . . . . . . . . . . . . . . . .1.295.110.02,
. . . . . . . . . . . . . . . . . . . . . . . . 1.295.110.04–.06

. Benefit plan administration . . . . . .1.295.115.04

. Bookkeeping, payroll, and other
disbursements . . . . . . . . . . . . . . . 1.295.120.03

. Brokerage accounts . . . . . . . . . . . .1.255.020.02

. Business risk consulting . . . . . . . . 1.295.125.03

. Campaign treasurers . . . . . . . . . . . 1.275.025.01

. Common interest realty association
membership . . . . . . . . . . . . . . . . . 1.280.030.02

. Conflicts of interest. . . . . . . . . . . . . . . .1.110.010

. Considering or subsequent employment with
attest clients . . . . . . . . . . . . . . . . 1.279.010.02,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.279.020.02

. Cooperative arrangements . . . . . 1.265.010.01

. Corporate finance consulting. . . .1.295.130.03

. Credit union membership . . . . . . . 1.280.040.01

. Defined . . . . . . . . . . . . . 0.400.20, 1.210.010.04

. Employee benefit plans . . . . . . . . . 1.250.010.01

. Executive or employee
recruiting . . . . . . . . . . . . . . . . . . . . 1.295.135.03

. Federated fund-raising organization
membership and funds received
from . . . . . . . . . . 1.275.030.02, 1.275.035.02

. Financial interests . . . . . 1.240.010, 1.240.020

. Forensic accounting . . . . . . . . . . . . 1.295.140.04

. Former employment with attest
clients . . . . . . . . . . . . . . . . . . .1.277.010.03–.04

. Generally . . . . . . . . . . . . . . . . . . . . . . 0.200.020.05

. Gifts or entertainment
acceptance . . . . . . . . . . . . . . . . . . . . . 1.285.010

. Immediate family members employed
by attest clients . . . . . . . . . . . . . . 1.270.020.03

. Indemnification of attest
client . . . . . . . . . . . . . . . . . . . . . . . . 1.228.020.01

. Indemnification of covered
member . . . . . . . . . . . . . . . . . . . . . 1.228.010.01
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IMPAIRMENT OF INDEPENDENCE—continued
. Information systems design, implementation,

or integration . . . . . . . . . . . . . . . . 1.295.145.03
. Insurance policies . . . . . . . . . . . . . 1.257.010.02,

. . . . . . . . . . . . . . 1.257.020.01, 1.257.020.03
. Internal audits. . . . . . . . . . . . .1.295.150.02–.03,

. . . . . . . . . 1.295.150.06–.07, 1.295.150.10
. Investment advisory or management

services . . . . . . . . . . . . . . . . . . . . . 1.295.155.03
. Joint closely held investments. . .1.265.020.01
. Leases . . . . . . . . . . . . . . . . . . . . . . . . 1.260.040.02
. Litigation between attest client and

member . . . . . . . . . . . . . . . . . 1.290.010.05–.07
. Litigation by security holders . . . 1.290.010.10
. Loans . . . . . . . . . 1.260.010.01, 1.260.020.01,

. . . . . . . . . . . . . . 1.260.020.03, 1.260.050.01
. Members in public practice . . . . . 0.200.020.05
. Mutual funds . . . . . . . . . . . . . . . . . . . 1.240.030.02
. Nonattest services . . . . 1.295.010, 1.295.020,

. . . . . . . . . . . . . . . . . . . . 1.295.030, 1.295.040
. Partners’ or professional employees’

employment with attest
clients . . . . . . . . 1.270.100.03, 1.275.005.02

. Reissued reports . . . . . . . . . . . . . . . . . . 1.226.010

. Social club membership . . . . . . . . 1.280.010.02

. Tax services . . . . . . . . . . . . . . . . . . . 1.295.160.07

. Termination of . . . . . . . . . . . . . . . . . 1.290.010.14

. Trade association
membership . . . . . . . . . . . . . . . . . 1.280.020.02

. Trustees and executors. . . . . . . . .1.245.010.02

. Unpaid fees. . . . . . . . . . . . . . . . . . . .1.230.010.02

INDEMNIFICATION
. Acts discreditable . . . . . 1.400.060, 2.400.060
. Attest clients . . . . . . . . . . . . . . . . . . . . . . 1.228.020
. Covered members. . . . . . . . . . . . . . . . .1.228.010

INDEPENDENCE
. Advisory board membership . . . . . . . 1.275.015
. Advisory services . . . . . . . . . . . . . . . . . 1.295.105
. Alternative dispute resolution . . . . . . .1.228.030
. Alternative practice structures. . . . . .1.220.020
. Appraisal, valuation, and actuarial

services. . . . . . . . . . . . . . . . . . . . . . . . .1.295.110
. Benefit plan administration . . . . . . . . . 1.295.115
. Brokerage and other accounts . . . . . 1.255.020
. Business risk consulting . . . . . . . . . . . 1.295.125
. Campaign treasurers . . . . . . . . . . . . . . 1.275.025
. Client advocacy . . . . . . . . . . . . . . . . 1.140.010.04
. Client affiliates . . . . . . . . . . . . . . . . . 1.224.010.02
. Common interest realty association

membership . . . . . . . . . . . . . . . . . . . . .1.280.030
. Conceptual framework . . . . . . . . . 1.000.010.03,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.210
. Considering or subsequent employment or

association with attest clients . . . . 1.279.010,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.279.020

. Cooperative arrangements . . . . . . . . . 1.265.010

. Corporate finance consulting . . . . . . . 1.295.130

. Credit union membership . . . . . . . . . . 1.280.040

. Demutualization . . . . . . . . . . . . . . . . . . . 1.257.030

. Depository accounts. . . . . . . . . . . . . . .1.255.010

INDEPENDENCE—continued
. Employee benefit plans . . . . . . . . . . . . 1.250.010
. Employment or association with attest

clients . . . . . . . . . . . . . . 1.275.005, 1.277.010,
. . . . . . . . . . . . . . . . . . . . 1.279.010, 1.279.020

. Entities included in state and local government
financial statements . . . . . . 1.224.020.05–.06

. Executive or employee recruiting . . . 1.295.135

. Family relationships with attest clients . . . 1.270

. Financial interests . . . . . . . . . . . . . . . . . 1.240.010

. Forensic accounting . . . . . . . . . . . . . . . 1.295.140

. Former employment or association with attest
clients . . . . . . . . . . . . . . . . . . . . . . . . . . 1.277.010

. Fund-raising organization membership and fund
recipients. . . . . . . . . . . .1.275.030, 1.275.035

. Generally . . . . . . . . . . . . . . . . . . . . . . . . . 1.200.001

. Gifts and entertainment . . . . . . . . . . . 1.120.010,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.285.010

. Governmental advisory committee
membership . . . . . . . . . . . . . . . . . . . . .1.275.020

. Honorary director or trustee of not-for-profit
organizations . . . . . . . . . . . . . . . . . . . . 1.275.010

. Impairment. See impairment of independence

. Indemnification of attest client . . . . . .1.228.020

. Indemnification of covered
member . . . . . . . . . . . . . . . . . . . . . 1.228.010.01

. Information systems design, implementation,
or integration . . . . . . . . . . . . . . . . . . . . 1.295.145

. Insurance products with investment
option. . . . . . . . . . . . . . . . . . . . . . . . . . .1.257.020

. Insurance products with no investment
option. . . . . . . . . . . . . . . . . . . . . . . . . . .1.257.010

. Internal audit services . . . . . . . . . . . . . 1.295.150

. Interpretations under . . . . . . . . . . . . . . 1.200.005

. Investment advisory or management
services. . . . . . . . . . . . . . . . . . . . . . . . .1.295.155

. Jointly closely held investments . . . . 1.265.020

. Leases . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.260.040

. Litigation. . . . . . . . . . . . . . . . . . . . . . . . . .1.290.010

. Loans . . . . . . . . . . . . . . . . 1.260.010, 1.260.020,
. . . . . . . . . . . . . . . . . . . . 1.260.030, 1.260.050

. Network firms. . . . . . . . . . . . . . . . . .1.220.010.04

. Nonattest services . . . . 1.295.010, 1.295.020,
. . . . . . . . . . . . . . . . . . . . 1.295.040, 1.295.050

. Nonindependent CPA firms on
engagement . . . . . . . . . . . . . . . . . 1.220.030.01

. Principle . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.050

. Reissued reports . . . . . . . . . . . . . . . . . . 1.226.010

. Scope and nature of. . . . . . . . . . . .0.300.070.02

. Social club membership . . . . . . . . . . . 1.280.010

. Standards for engagements performed in
accordance with SSAEs. . . . . . . . . . . . . . .1.297

. Tax services . . . . . . . . . . . . . . . . . . . . . . 1.295.160

. Trade association membership . . . . . 1.280.020

. Trustees or executors . . . . . . . . . . . . . 1.245.010

. Unpaid fees . . . . . . . . . . . . . . . . . . . . . . . 1.230.010
INDIRECT FINANCIAL INTEREST
. Compensation plans . . . . . . . . . . . . . . . 1.240.040
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.22
. Effect on applicability of independence

rules. . . . . . . . . . . . . . . . . . . . . . . . .1.240.010.02
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INDIRECT FINANCIAL INTEREST—continued
. Mutual funds . . . . . . . . . . . . . . . . . . . . . . 1.240.030
. Retirement plans . . . . . . . . . . . . . . . . . . 1.240.040
. Savings plans . . . . . . . . . . . . . . . . . . . . . 1.240.040
. Trusts and estates . . . . . . . . . . . . . . . . . . . . . 1.245

INDIRECT SUPERIORS
. Defined . . . . . . . . . . . . . . . . . . . . . . . .1.220.020.04
. Impairment of independence . . . . 1.220.020.09

INDIVIDUAL IN POSITION TO INFLUENCE
ATTEST ENGAGEMENT

. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.23

INFORMATION SYSTEMS DESIGN,
IMPLEMENTATION, OR INTEGRATION

. Independence rule compliance . . . . . 1.295.145

INSTITUTE
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.24

INSURANCE COMMISSIONS
. Failure to follow requirements of . . . 1.400.050,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.400.050

INSURANCE COMPANIES
. Third-party litigation . . . . . . . . . . . . 1.290.010.12

INSURANCE PRODUCTS
. Independence rule compliance . . . . . . . . . . 1.257
. Loans collateralized by cash surrender

value . . . . . . . . . . . . . . . . . . . . . . . . 1.260.020.04
. Policies with investment option . . . . . 1.257.020
. Policies with no investment

option. . . . . . . . . . . . . . . . . . . . . . . . . . .1.257.010

INTEGRITY AND OBJECTIVITY
. Client advocacy . . . . . . . . . . . . . . . . . . . 1.140.010
. Conflicts of interest . . . . 1.110.010, 2.110.010
. Director positions . . . . . . . . . . . . . . . . . 1.110.020
. Disclosure of client information in director

positions . . . . . . . . . . . . . . . . . . . . .1.700.080.01
. Educational services. . . . . . . . . . . . . . .2.160.010
. Forensic accounting services . . . . . . 1.295.140
. Fund-raising organization

membership . . . . . . . . . . . . . . . . . 1.275.030.03
. Generally . . . . . . . 1.100.001.01, 2.100.001.01
. Gifts and entertainment . . . . . . . . . . . 1.120.010,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.120.010
. Interpretations under. . .1.100.005, 2.100.005
. Measurement . . . . . . . . . . . . . . . . . . 0.300.040.04
. Members in business. . . . . . . . . . . . . . . . . . .2.100
. Members in public practice . . . . . . . . . . . . . 1.100
. Preparation and reporting

information . . . . . . . . . . . . . . . . . . . 1.130, 2.130
. Scope and nature of. . . . . . . . . . . .0.300.070.02
. Third-party service providers . . . . 1.150.040.01

INTEGRITY PRINCIPLE. . . . . . . . . . . . .0.300.040
INTERNAL AUDIT SERVICES
. Independence rule compliance . . . . . 1.295.150

INTERNATIONAL ACCOUNTING STANDARDS
BOARD (IASB) STATUS

. Council resolution designating to promulgate
technical standards . . . . . . . . . . . . . . Appendix A

. Members in business . . . . . . . . . . . . . . 2.320.020

. Members in public practice . . . . . . . . 1.320.020

INTERNATIONAL ETHICS STANDARDS BOARD
FOR ACCOUNTANTS (IESBA)

. Code of Ethics for Professional
Accountants. . . . . . . . . . . . . . . . . .0.200.020.03

INTERPRETATIONS
. Accounting principles . . . . . . . . . . . . . 1.320.005,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.320.005
. Acts discreditable . . . . . 1.400.005, 2.400.005
. Adoption. . . . . . . . . . . . . . . . . . . . . . .0.100.020.01
. Advertising and other forms of

solicitation . . . . . . . . . . . . . . . . . . . . . . 1.600.005
. Commissions and referral fees . . . . . 1.520.005
. Compliance with standards . . . . . . . . 1.310.005,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.310.005
. Confidential client information . . . . . . 1.700.005
. Contingent fees . . . . . . . . . . . . . . . . . . . 1.510.005
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.25
. Deletions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.700
. Form of organization and name. . . . .1.800.005
. General standards . . . . . 1.300.005, 2.300.005
. Independence, breach of an. . . . . . . .1.298.010
. Integrity and objectivity rule . . . . . . . 1.100.005,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.100.005
. Members’ noncompliance. . . . . . .0.100.020.01
. New or revised . . . . . . . . . . . . . . . . . . . . 0.600.010
. Notice . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.600.010
. Pending. . . . . . . . . . . . . . . . . . . . . . . . . . .0.600.020
. Threats . . . . . . . . . . . . . . . . . . . . . . . .1.000.010.09

INVESTIGATIVE SERVICES
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.295.140.03

INVESTMENT ADVISORY SERVICES
. Commissions and referral fees . . . . . 1.520.050
. Contingent fees rule . . . 1.510.040, 1.510.050
. Independence rule compliance . . . . . 1.295.155

INVESTMENT MANAGEMENT SERVICES
. Independence rule compliance . . . . . 1.295.155

INVESTMENTS. See also financial interest
. Insurance policies . . . . . . . . . . . . . . . . . 1.257.020

INVESTORS
. Members’ public responsibility

to . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.030.02

J

JOINT CLOSELY HELD INVESTMENTS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.26
. Independence rule compliance . . . . . 1.265.020

JOURNAL OF ACCOUNTANCY
. Notice to members of new or revised

interpretations . . . . . . . . . . . . . . . . . . . 0.600.010

JUDGMENT, SUBORDINATION OF. See
subordination of judgment

K

KEY POSITION
. Considering employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.279.010.03
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.27
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L

LABOR, DEPARTMENT OF
. Guidance . . . . . . . . . . . . . . . . . . . . . . 0.100.020.02

LEASES
. Independence rule compliance . . . . . 1.260.040

LEGISLATION
. Safeguards created by . . . . . . . . . 1.000.010.21

LENDING INSTITUTIONS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.28
. Loans and leases with . . . . . . . . . . . . . 1.260.020
. Third-party litigation . . . . . . . . . . . . 1.290.010.12

LIMITATION OF LIABILITY
. Acts discreditable . . . . . 1.400.060, 2.400.060

LIMITED LIABILITY COMPANIES (LLCS)
. Financial interest determination. . . . .1.240.060

LIMITED PARTNERS AND PARTNERSHIPS
. Financial interest

determination . . . . . . . . . . . . . . . . 1.240.050.04
. Loans to. . . . . . . . . . . . . . . . . . . . . . .1.260.020.03

LITIGATION
. Conflicts of interest . . . . . . . . . . . . 1.110.010.01
. Disclosure of client information

during. . . . . . . . . . . . . . . . . . . . . . . . . . .1.700.070
. Members in public practice . . . . . . . . . . . . . 1.290

LITIGATION CONSULTING SERVICES
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.295.140.04

LITIGATION SERVICES
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.295.140.04

LOANS
. Association with entity with loan to or from

attest client . . . . . . . . . . . . . . . . . . . . . 1.260.050
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.29
. Independence rule compliance . . . . . . . . . . 1.260
. With lending institutions . . . . . . . . . . . . 1.260.020
. Servicing . . . . . . . . . . . . . . . . . . . . . . . . . 1.260.030

LOCAL GOVERNMENT
. Financial statements . . . . . . . . . . . . . . .1.224.020

M

MANAGEMENT PARTICIPATION THREAT
. Advisory board members . . . . . . . . . . 1.275.015
. Advisory services . . . . . . . . . . . . . . . . . 1.295.105
. Appraisal, valuation, and actuarial

services . . . . . . . . . . . . . . . . . . . . . 1.295.110.01
. Benefit plan administration . . . . . . . . . 1.295.115
. Bookkeeping, payroll, and other

disbursements. . . . . . . . . . . . . . . . . . .1.295.120
. Business risk consulting . . . . . . . . . . . 1.295.125
. Close relatives employed by attest

client . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.100
. Common interest realty association

members . . . . . . . . . . . . . . . . . . . . . . . 1.280.030
. Corporate finance consulting . . . . . . . 1.295.130

MANAGEMENT PARTICIPATION
THREAT—continued

. Defined. . . . . . . . .1.000.010.13, 1.210.010.15

. Executive or employee
recruitment . . . . . . . . . . . . . . . . . . . . . .1.295.135

. Fund-raising organization
members . . . . . . . . . . . .1.275.030, 1.275.035

. Governmental advisory committee
members . . . . . . . . . . . . . . . . . . . . . . . 1.275.020

. Honorary directors or trustees of not-for-profit
organizations . . . . . . . . . . . . . . . . . . . . 1.275.010

. Immediate family member employed by attest
client . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.020

. Information systems design, implementation,
or integration . . . . . . . . . . . . . . . . . . . . 1.295.145

. Internal audit services . . . . . . . . . . 1.295.150.01

. Investigative services. . . . . . . . . . .1.295.140.03

. Investment advisory or management
services. . . . . . . . . . . . . . . . . . . . . . . . .1.295.155

. Litigation consulting services . . . 1.295.140.04

. Mayoral campaign treasurers . . . . . . 1.275.025

. Nonattest services
performance . . . . . . . . . . . . . . . . 1.295.010.01,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.295.020.01

. Power of attorney . . . . . . . . . . . . . . 1.295.160.06

. Subsequent employment or association with
attest client . . . . . . . . . . . . . . . . . . 1.279.020.02

. Tax services . . . . . . . . . . . . . . . . . . . 1.295.160.03

. Trade association members . . . . . . . .1.280.020

MANAGERS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.30

MARKETING. See Advertising and other
forms of solicitation

MARRIED CLIENTS
. Disclosure of information . . . . . . . 1.700.030.01

MAYORAL CAMPAIGN TREASURERS
. Independence rule compliance . . . . . 1.275.025

MEMBERS
. Defined . . . 0.100.01, 0.200.020.02, 0.400.31
. Obligation of self-discipline. . . . . .0.300.010.01
. Roles . . . . . . . . . . . . . . . 0.100.02, 0.300.020.02

MEMBERS, OTHER
. Acts discreditable . . . . . . . . . . . . . . . . . . . . . . 3.400
. Application of code . . . . . . . . . . . . . . . . . . . . 3.000

MEMBERSHIP
. Voluntary nature. . . . . . . . . . . . . . . .0.300.010.01

MEMBERSHIP ASSOCIATIONS. See also
networks

. Characteristics. . . . . . . . . . . . . . . . .1.220.010.01

MEMBERSHIPS
. Common interest realty

associations . . . . . . . . . . . . . . . . . . . . .1.280.030
. Credit unions . . . . . . . . . . . . . . . . . . . . . .1.280.040
. Social clubs . . . . . . . . . . . . . . . . . . . . . . .1.280.010
. Trade associations . . . . . . . . . . . . . . . . 1.280.020

MEMBERS IN BUSINESS
. Accounting principles . . . . . . . . . . . . . . . . . . 2.320
. Acts discreditable . . . . . . . . . . . . . . . . . . . . . . 2.400
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MEMBERS IN BUSINESS—continued
. Application of code . . . . . . . . . . . . . . . . . 2.000.01
. Compliance with standards . . . . . . . . . . . . . 2.310
. Conceptual framework . . . . . . . . . . . . .2.000.010
. Conflicts of interest . . . . . . . . . . . . . . . . . . . . 2.110
. Defined . . . . . . . . . . . . . 0.100.01, 0.400.31–.32
. Ethical conflicts . . . . . . . . . . . . . . . . . . . 2.000.020
. General standards . . . . . . . . . . . . . . . . . . . . . 2.300
. Integrity and objectivity . . . . . . . . . . . . . . . . . 2.100
. Roles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.100.02

MEMBERS IN PUBLIC PRACTICE
. Accounting firms . . . . . . . . . . . . . . . . . . . . . . . 1.220
. Accounting principles rule . . . . . . . . . . . . . . 1.320
. Acts discreditable rule. . . . . . . . . . . . . . . . . .1.400
. Advertising and solicitation . . . . . . . . . . . . . 1.600
. Affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .1.224
. Application of the code. . . . . . . . . . . . . .1.000.01
. Business relationships. . . . . . . . . . . . . . . . . .1.265
. Client advocacy . . . . . . . . . . . . . . . . . . . . . . . .1.140
. Compliance with standards . . . . . . . . . . . . . 1.310
. Conceptual framework . . . . . . . . . . . . .1.000.010
. Conceptual framework for

independence . . . . . . . . . . . . . . . . . . . . . . . . 1.210
. Confidential information . . . . . . . . . . . . . . . . 1.700
. Conflicts of interest . . . . . . . . . . . . . . . . . . . . 1.110
. Considering or subsequent employment

or association with attest client . . . . . . . 1.279
. Current employment or association with

attest client . . . . . . . . . . . . . . . . . . . . . . . . . . 1.275
. Defined . . . . . . . . . . . . . . . . . . 0.100.01, 0.400.31
. Dependence rule . . . . . . . . . . . . . . . . . . . . . . .1.200
. Depository, brokerage, and other

accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.255
. Employee benefit plan participation . . . . . 1.250
. Engagement contractual terms . . . . . . . . . 1.228
. Ethical conflicts . . . . . . . . . . . . . . . . . . . 1.000.020
. Family relationships with attest clients . . . 1.270
. Fees . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.230, 1.500
. Financial interests . . . . . . . . . . . . . . . . . . . . . .1.240
. Former employment or association with attest

client . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.277
. General standards . . . . . . . . . . . . . . . . . . . . . 1.300
. Gifts and entertainment . . . . . . . . . 1.120, 1.285
. Government auditors as . . . . . . . . . . . . .1.000.02
. Impairment of independence . . . . 0.200.020.05
. Independence standards for engagements

performed in accordance with statements
on standards for attestation
engagements . . . . . . . . . . . . . . . . . . . . . . . . 1.297

. Insurance products. . . . . . . . . . . . . . . . . . . . .1.257

. Integrity and objectivity . . . . . . . . . . . . . . . . . 1.100

. Litigation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.290

. Loans, leases, and guarantees. . . . . . . . . .1.260

. Memberships . . . . . . . . . . . . . . . . . . . . . . . . . . 1.280

. Nonattest services . . . . . . . . . . . . . . . . . . . . . 1.295

. Objectivity and
independence. . . . . . . . . . . .0.300.050.03–.04

. Organization form. . . . . . . . . . . . . . .1.800, 1.810

. Organization name . . . . . . . . . . . . . . 1.800, 1.820

. Reissued reports. . . . . . . . . . . . . . . . . . . . . . .1.226

. Reporting information . . . . . . . . . . . 1.130, 2.130

MEMBERS IN PUBLIC PRACTICE—continued
. Roles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.100.02
. Third-party service providers. . . . . . . . . . . .1.150
. Trusts and estates . . . . . . . . . . . . . . . . . . . . . 1.245

MISREPRESENTATIONS, KNOWING IN
PREPARATION OF FINANCIAL
STATEMENTS OR RECORDS

. Members in business . . . . . . . . . . . . . . 2.130.010

. Members in public practice . . . . . . . . 1.130.010

. Threats to integrity and
objectivity . . . . . . . . . . . 1.130.010, 2.130.010

MONITORING ACTIVITIES
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.295.150.07

MUTUAL FUNDS
. Financial interest determination. . . . .1.240.030

N

NAMES, CLIENT
. Disclosure . . . . . . . . . . . . . . . . . . . . . . . . 1.700.090

NAMES, FIRM
. Common brand name use. . . . . . . . . .1.820.040
. Members in public practice . . . . . . 1.800, 1.820
. Misleading names . . . . . . . . . . . . . . . . . 1.820.030
. Networks . . . . . . . . . . . . . . . . . 1.220.010.07–.08
. Practice with non-CPA partners . . . . . 1.820.020
. Retired partner’s name use . . . . . . . . 1.820.010

NEGLIGENCE, IN PREPARATION OF
FINANCIAL STATEMENTS OR
RECORDS . . . . . . . . . . 1.400.040, 2.400.040

NETWORK FIRMS
. Characteristics . . . . . . . . . . . . . . . . . . . . 1.220.010
. Code compliance exception. . . . .0.200.020.03
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.34
. Nonattest services . . . . . . . . . . . . . 1.295.020.04

NETWORKS
. Characteristics . . . . . . . . . . . . . . . . . . . . 1.220.010
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.33

NONATTEST SERVICES
. Advisory services . . . . . . . . . . . . . . . . . 1.295.105
. Agreed-upon procedure

engagements. . . . . . . . . . . . . . . . . . . .1.297.020
. Appraisal, valuation, and actuarial

services. . . . . . . . . . . . . . . . . . . . . . . . .1.295.110
. Benefit plan administration . . . . . . . . . 1.295.115
. Bookkeeping, payroll, and other

disbursements. . . . . . . . . . . . . . . . . . .1.295.120
. Business risk consulting . . . . . . . . . . . 1.295.125
. Corporate finance consulting . . . . . . . 1.295.130
. Documentation requirements . . . . . . . 1.295.050
. Executive or employee

recruitment . . . . . . . . . . . . . . . . . . . . . .1.295.135
. Forensic accounting . . . . . . . . . . . . . . . 1.295.140
. General requirements . . . . . . . . . . . . . . 1.295.040
. Information systems design, implementation,

or integration . . . . . . . . . . . . . . . . . . . . 1.295.145
. Internal audits . . . . . . . . . . . . . . . . . . . . . 1.295.150
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NONATTEST SERVICES—continued
. Investment advisory or management

services. . . . . . . . . . . . . . . . . . . . . . . . .1.295.155
. Management responsibilities . . . . . . . 1.295.030
. Multiple nonattest services . . . . . . . . . 1.295.020
. Scope and applicability . . . . . . . . . . . . 1.295.010
. Tax services . . . . . . . . . . . . . . . . . . . . . . 1.295.160

NONAUTHORITATIVE GUIDANCE
. Scope. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .0.500

NONINDEPENDENT CPA FIRMS
. On attest engagement teams . . . . . . 1.220.030

NONMEMBER PRACTITIONERS
. Member’s responsibility for. . . . . . . . .1.810.030

NONQUALIFIED DEFERRED COMPENSATION
PLANS

. Immediate family member
participation . . . . . . . . . . . . . . . . . . . . . 1.270.080

NORMAL LENDING PROCEDURES, TERMS
AND REQUIREMENTS

. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.35

NOT-FOR-PROFIT ORGANIZATIONS
. Honorary directors or trustees . . . . . 1.275.010

NOTICE
. New or revised interpretations . . . . . 0.600.010

O

OBJECTIVITY. See also integrity and
objectivity

. Principle . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.050

. Scope and nature of. . . . . . . . . . . .0.300.070.02

. Threats to . . . . . . . . . . . . . . . . . 1.000.010.02–.03

OFFICERS
. Simultaneous employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.275.005.01

OFFICES
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.36

ORGANIZATION FORM. See form of
organization and name

OTHER MEMBERS. See members, other

OTHER PUBLIC COMPANY ENTITIES
. Defined . . . . . . . . . . . . . . . . . . . . . . . .1.220.020.04
. Impairment of independence . . . . 1.220.020.09

OVERDRAFT RESERVE ACCOUNTS
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.260.020.04

P

PARTNER EQUIVALENT
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.38

PARTNERS AND PARTNERSHIPS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.37
. Designation of . . . . . . . . . . . . . . . . . . . . 1.810.020
. Employee benefit plan participation of former

partners . . . . . . . . . . . . . . . . . . . . . 1.250.020.01

PARTNERS AND PARTNERSHIPS—continued
. Financial interest determination. . . . .1.240.050
. Fund-raising organization

members . . . . . . . . . . . . . . . . . . . . . . . 1.275.030
. Government advisory committee

membership . . . . . . . . . . . . . . . . . . . . .1.275.020
. Honorary director or trustee for not-for-profit

organization . . . . . . . . . . . . . . . . . . . . . 1.275.010
. Loans to. . . . . . . . . . . . . . . . . . . . . . .1.260.020.03
. Non-CPA . . . . . . . . . . . . . . . . . . . . . . . . . . 1.820.020
. Retired . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.820.010
. Simultaneous employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.275.005.02

PAYROLL
. Independence rule compliance . . . . . 1.295.120

PENSION LIABILITIES
. Actuarial valuations. . . . . . . . . . . . .1.295.110.05

PERIOD OF PROFESSIONAL ENGAGEMENT
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.39
. Nonattest services . . . . . . . . . . . . . 1.295.010.03

PERSONAL FINANCIAL PLANNING (PFP)
. Conflicts of interest . . . . . . . . . . . . 1.110.010.01

POSTEMPLOYMENT BENEFIT LIABILITIES
. Actuarial valuations. . . . . . . . . . . . .1.295.110.05

PREVIOUS ENGAGEMENTS
. Disclosure of information from . . . . . 1.700.020

PRINCIPLES OF PROFESSIONAL CONDUCT
. Preamble . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.010
. Responsibilities. . . . . . . . . . . . . . . . . . . .0.300.020
. The Public Interest. . . . . . . . . . . . . . . . .0.300.030
. Integrity . . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.040
. Objectivity and Independence . . . . . . 0.300.050
. Due Care . . . . . . . . . . . . . . . . . . . . . . . . . 0.300.060
. Scope and Nature of Services. . . . . .0.300.070

PROFESSION
. Safeguards created by . . . . . . . . . 1.000.010.21

PROFESSIONAL EMPLOYEES
. Employee benefit plan participation of former

employees . . . . . . . . . . . . . . . . . . . 1.250.020.01
. Fund-raising organization

members . . . . . . . . . . . . . . . . . . . . . . . 1.275.030
. Government advisory committee

membership . . . . . . . . . . . . . . . . . . . . .1.275.020
. Honorary director or trustee for not-for-profit

organization . . . . . . . . . . . . . . . . . . . . . 1.275.010
. Simultaneous employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.275.005.02

PROFESSIONAL RESOURCE SHARING
. Examples . . . . . . . . . . . . . . . . . . . . . .1.220.010.14
. Significance determination . . . . . 1.220.010.13,

. . . . . . . . . . . . . . . . . . . . . . . . 1.220.010.15–.17

PROFESSIONAL SERVICES
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.40

PROFIT SHARING
. Networks . . . . . . . . . . . . . . . . . . . . . . 1.220.010.10
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PROMOTERS
. Simultaneous employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.275.005.01

PUBLIC COMPANY ACCOUNTING OVERSIGHT
BOARD (PCAOB)

. Council resolution designating to promulgate
technical standards . . . . . . . . . . . . . . Appendix A

. Failure to file requirements of . . . . . . 1.400.050,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.400.050

. Guidance . . . . . . . . . . . . . . . . . . . . . . 0.100.020.02

PUBLIC INTEREST ENTITIES
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.41

PUBLIC INTEREST PRINCIPLE . . . . . 0.300.030

PUBLIC PRACTICE. See also members in
public practice

. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.42

Q

QUALITY CONTROL
. Network sharing . . . . . . . . . . . . . . . 1.220.010.18

R

REAL ESTATE
. Common interest realty association

membership . . . . . . . . . . . . . . . . . . . . .1.280.030
. Conflicts of interest . . . . . . . . . . . . 1.110.010.01

RECORDS AND DOCUMENTATION
. Independence threats . . . . . . . . . . 1.210.010.09
. Knowing misrepresentations in preparation

of . . . . . . . . . . . . . . . . . . . 1.130.010, 2.130.010
. Negligence in preparation of. . . . . . .1.400.040,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.400.040
. Nonattest services . . . . . . . . . . . . . . . . 1.295.050
. Requests for . . . . . . . . . . . . . . . . . . . . . . 1.400.200

REFERRAL FEES. . .1.520.001.04, 1.520.040

REPORTING INFORMATION. See also
financial statements

. Consent to use of previously issued
reports. . . . . . . . . . . . . . . . . . . . . . . . . .1.226.010

. Members in business. . . . . . . . . . . . . . . . . . .2.130

. Members in public practice . . . . . . . . . . . . . 1.130

. Subordination of judgment . . . . . . . . 1.130.020,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.130.020

. Threats to integrity and
objectivity . . . . . . . . . . . . . . . . . . . . 1.130, 2.130

REPRESENTATION IN COURT
. Tax disputes . . . . . . . . . . . . . . . . . . . 1.295.160.07

REQUESTS FOR RECORDS
. Acts discreditable . . . . . . . . . . . . . . . . . 1.400.200

RESPONSIBILITIES PRINCIPLE . . . . 0.300.020

RETIRED PARTNERS
. Name use. . . . . . . . . . . . . . . . . . . . . . . . .1.820.010

RETIREMENT PLANS
. Financial interest determination. . . . .1.240.040

S

SAFEGUARDS
. Application . . . . . 1.000.010.07, 2.000.010.06
. Categories . . . . . 1.000.010.18, 1.210.010.20,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.000.010.16
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.43
. Effectiveness. . . . . . . . . . . . . . . . . .1.000.010.19,

. . . . . . . . . . . . . . 1.210.010.21, 2.000.010.17
. Examples created by profession, legislation, or

regulation . . . . . 1.000.010.21, 2.000.010.19
. Examples implemented by

client . . . . . . . . . . . . . . . . . . . . . . . . 1.000.010.22
. Examples implemented by employing

organization . . . . . . . . . . . . . . . . . .2.000.010.20
. Examples implemented by

firm. . . . . . . . . . . . . . . . . . . . . . . . . .1.000.010.23
. Gifts and entertainment. . . . . . . . .1.120.010.05
. Identification . . . . 1.000.010.07, 2.000.010.06
. Independence . . . . . . . . . . . . . . . . . 1.210.010.02,

. . . . . . . . . . . . . . . . . . . . . . . . 1.210.010.19–.21
. Members in business . . . . . . . . . . . . . . 2.000.010
. Members in public practice . . . . . . . . 1.000.010
. Nature and extent . . . . . . . . . . . . . 1.000.010.17,

. . . . . . . . . . . . . . 1.210.010.19, 2.000.010.15

SALE OF PRODUCTS TO CLIENTS
. Commissions and referral fees . . . . . 1.520.060

SAVINGS PLANS
. Financial interest determination. . . . .1.240.040

SCOPE AND NATURE OF SERVICES
PRINCIPLE . . . . . . . . . . . . . . . . . . . . . . 0.300.070

SECTION 529 PLANS
. Financial interest determination. . . . .1.240.070

SECURED LOANS
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.260.020.02

SECURITIES AND EXCHANGE COMMISSION
(SEC)

. Failure to follow requirements of . . . 1.400.050,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.400.050

. Guidance . . . . . . . . . . . . . . . . . . . . . . 0.100.020.02

SECURITY HOLDERS
. Litigation by . . . . . . . . . . . . . . . . . . . 1.290.010.08

SELF-DIRECTED INVESTMENTS
. Financial interest

determination . . . . . . . . . . . . . . . . 1.240.040.03

SELF-INTEREST THREAT
. Brokerage accounts . . . . . . . . . . . . . . . 1.255.020
. Close relatives employed by attest

client . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.100
. Common interest realty association

members . . . . . . . . . . . . . . . . . . . . . . . 1.280.030
. Considering employment or association with

attest client . . . . . . . . . . . . . . . . . . 1.279.010.02
. Cooperative arrangements . . . . . 1.265.010.01
. Credit union members . . . . . . . . . . . . . 1.280.040
. Depository accounts. . . . . . . . . . . . . . .1.255.010
. Employee benefit plans . . . . . . . . . 1.250.010.01
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SELF-INTEREST THREAT—continued
. Financial interests . . . . . . . . . . . . . . . . . . . . . .1.240
. Gifts and entertainment . . . . 1.285.010.02–.03
. Immediate family member employed by attest

client . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.020
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.210.010.16
. Insurance products. . . . . . . . . . . . . . . . . . . . .1.257
. Join closely held investments . . . 1.265.020.01
. Leases . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.260.040
. Litigation between attest client and

member . . . . . . . . . . . . . . . . . . . . . 1.290.010.02
. Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.260
. Members in business . . . . . . . . . . . 2.000.010.12
. Members in public practice . . . . . 1.000.010.14
. Subsequent employment or association with

attest client . . . . . . . . . . . . . . . . . . 1.279.020.02
. Trusts and estates. . . . . . . . . . . . . . . . .1.245.010

SELF-REVIEW THREAT
. Advisory board members . . . . . . . . . . 1.275.015
. Advisory services . . . . . . . . . . . . . . . . . 1.295.105
. Appraisal, valuation, and actuarial

services . . . . . . . . . . . . . . . . . . . . . 1.295.110.01
. Benefit plan administration . . . . . . . . . 1.295.115
. Bookkeeping, payroll, and other

disbursements. . . . . . . . . . . . . . . . . . .1.295.120
. Business risk consulting . . . . . . . . . . . 1.295.125
. Common interest realty association

members . . . . . . . . . . . . . . . . . . . . . . . 1.280.030
. Corporate finance consulting . . . . . . . 1.295.130
. Executive or employee

recruitment . . . . . . . . . . . . . . . . . . . . . .1.295.135
. Fund-raising organization

members . . . . . . . . . . . .1.275.030, 1.275.035
. Governmental advisory committee

members . . . . . . . . . . . . . . . . . . . . . . . 1.275.020
. Honorary directors or trustees of not-for-profit

organizations . . . . . . . . . . . . . . . . . . . . 1.275.010
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.210.010.17
. Information systems design, implementation,

or integration . . . . . . . . . . . . . . . . . . . . 1.295.145
. Internal audit services . . . . . . . . . . 1.295.150.01
. Investigative services. . . . . . . . . . .1.295.140.03
. Investment advisory or management

services. . . . . . . . . . . . . . . . . . . . . . . . .1.295.155
. Members in business . . . . . . . . . . . 2.000.010.13
. Members in public practice . . . . . 1.000.010.15
. Nonattest services

performance . . . . . . . . . . . . . . . . 1.295.010.01,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.295.020.01

. Power of attorney . . . . . . . . . . . . . . 1.295.160.06

. Tax services . . . . . . . . . . . . . . . . . . . 1.295.160.03

. Trade association members . . . . . . . .1.280.020

SEPARATE BUSINESS
OWNERSHIP . . . . . . . . . . . . . . . . . . . . 1.810.010

SERVICING, LOAN
. Independence rule compliance . . . . . 1.260.030

SHARE-BASED COMPENSATION
ARRANGEMENTS

. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.44

. Immediate family member
participation . . . . . . . . 1.270.050, 1.270.060,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.270.070

SIGNIFICANT INFLUENCE
. Conflicts of interest . . . . . . . . . . . . 1.110.010.01
. Defined . . . . . . . . . . . . . 0.400.45, 1.220.020.04

SOCIAL CLUBS
. Independence rule compliance . . . . . 1.280.010
. Solicitation. See advertising and other forms of

solicitation

SOURCE DOCUMENTS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.46

SPECIALISTS
. Supervision . . . . . . . . . . . . . . . . . . . . 1.300.020.01

SPOUSES. See also immediate family
. Services performed for

commission . . . . . . . . . . . . . . . . . . . . . 1.520.030
. Services performed for contingent

fee. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .1.510.030

SSAE. See Statements on Standards for
Attestation Engagements

. Compliance with. See compliance with
standards

. General. See general standards

STATE GOVERNMENT
. Financial statements . . . . . . . . . . . . . . .1.224.020

STATEMENTS ON STANDARDS FOR
ATTESTATION ENGAGEMENTS
(SSAES)

. Agreed-upon procedure
engagements. . . . . . . . . . . . . . . . . . . .1.297.020

. Engagements other than AUPs . . . . . 1.297.030

. Independence rule application . . . . . . 1.297.010

STOCKHOLDERS’ DERIVATIVE ACTIONS
. Independence rule compliance

and . . . . . . . . . . . . . . . . . . . . . . . . . . 1.290.010.08

SUBCONTRACTOR’S SERVICES
. Billing for . . . . . . . . . . . . . . . . . . . . . . . . . 1.520.070

SUBORDINATION OF JUDGMENT
. Members in business . . . . . . . . . . . . . . 2.130.020
. Members in public practice . . . . . . . . 1.130.020
. Threats to integrity and

objectivity . . . . . . . . . . . . . . . . . . . . . . 1.130.020,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.130.020

SUBPOENAS
. Disclosure of confidential client

information . . . . . . . . . . . . . . . . . . . . . . 1.700.100

SUBSEQUENT EMPLOYMENT OR
ASSOCIATION ATTEST CLIENT

. Independence rule compliance . . . . . 1.279.020
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SUMMONS
. Disclosure of confidential client

information . . . . . . . . . . . . . . . . . . . . . . 1.700.100

SUPERVISION
. Specialists. . . . . . . . . . . . . . . . . . . . .1.300.020.01
. Third-party service

providers . . . . . . . . . . . . . . . . 1.300.040.01–.02

T

TAX LIABILITIES
. Failure to pay . . . . . . . . . 1.400.030, 2.400.030,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.030

TAX MATTERS
. Contingent fees rule . . . . . . . . . . . . . . . 1.510.010

TAX PLANNING
. Appraisal, valuations, and actuarial

services . . . . . . . . . . . . . . . . . . . . . 1.295.110.06
. Conflicts of interest . . . . . . . . . . . . 1.110.010.01

TAX RETURNS
. Defined . . . . . . . . . . . . . . . . . . . . . . . .1.295.160.02
. Failure to file. . . . . . . . . .1.400.030, 2.400.030,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.400.030
. Joint returns . . . . . . . . . . . . . . . . . . . 1.700.030.01

TAX SERVICES
. Authorized representation in administrative

proceedings . . . . . . . . . . . . . . . . . 1.295.160.05
. Defined . . . . . . . . . . . . . . . . . . . . . . . .1.295.160.01
. Independence rule compliance . . . . . 1.295.160
. Power of attorney . . . . . . . . . . . . . . 1.295.160.05
. Preparation and transmittal . . . . . 1.295.160.03
. Representation in court . . . . . . . . .1.295.160.07

TERMINATION OF IMPAIRMENT
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.290.010.14

THIRD PARTIES
. Disclosure of client information . . . . .1.700.060

THIRD-PARTY SERVICE PROVIDERS
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.47
. Disclosure of information to . . . . . . . . 1.700.040
. Members in public practice use . . . . . . . . 1.150,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.300.040
. Qualifications . . . . . . . . . . . . . . . . . . 1.300.040.01
. Supervision . . . . . . . . . . . . . . . 1.300.040.01–.02
. Threats to integrity and

objectivity . . . . . . . . . . . . . . . . . . . . . . . 1.150.040

THOSE CHARGED WITH GOVERNANCE
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.400.48
. Internal audits. . . . . . . . . . . . . . . . . .1.295.150.05

THREAT(S). See also impairment of
independence

. Adverse interest. See adverse interest threat

. Advocacy. See advocacy threat

. Alternative practice
structures . . . . . . . . . . . . . . . 1.220.020.09–.10

. Client advocacy . . . . . . . . . . . . . . . . . . . . . . . .1.140

.

THREAT(S)—continued
. Conceptual framework approach. See

conceptual framework approach
. Defined. . . . . . . . . . . . .0.400.49, 1.000.010.06,

. . . . . . . . . . . . . . 1.210.010.06, 2.000.010.03
. Familiarity. See familiarity threat
. Gifts and entertainment . . . . . . . . . . . . . . . . 1.120
. Identification . . . . . . . . . . . . . . . . . . 1.000.010.07,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.000.010.06
. Independence . . . . . . . . . . . . . . . . . . . . . 1.210.010
. Interpretations . . . . . . . . . . . . . . . . . 1.000.010.09
. Management participation. See management

participation threat
. Members in business . . . . . . . . . . . . . . 2.000.010
. Members in public practice . . . . . . . . 1.000.010
. Safeguards. See safeguards
. Self-interest. See self-interest threat
. Self-review. See self-review threat
. Significance . . . . 1.000.010.07, 2.000.010.06
. Third-party service providers . . . . 1.150.040.01
. Undue influence. See undue influence threat

TIME SHARE DEVELOPMENTS
. Independence rule compliance . . . . . 1.280.030

TRADE ASSOCIATION MEMBERS
. Independence rule compliance . . . . . 1.280.020

TRANSITION PROVISIONS
. Generally . . . . . . . . . . . . . . . . . . . . . . . . . 0.200.040

TRUSTEES
. Not-for-profit organizations . . . . . . . . . 1.275.010
. Simultaneous employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.275.005.01

TRUSTS AND ESTATES
. Financial interest determination . . . . . . . . . 1.245

U

UNDERWRITERS
. Simultaneous employment with attest

client . . . . . . . . . . . . . . . . . . . . . . . . 1.275.005.01

UNDUE INFLUENCE THREAT
. Considering employment or association with

attest client . . . . . . . . . . . . . . . . . . 1.279.010.02
. Cooperative arrangements . . . . . 1.265.010.01
. Gifts and entertainment . . . . 1.285.010.02–.03
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.210.010.18
. Members in business . . . . . . . . . . . 2.000.010.13
. Members in public practices . . . . 1.000.010.16
. Subsequent employment or association with

attest client . . . . . . . . . . . . . . . . . . 1.279.020.02

UNITED WAY PARTICIPATION
. Independence rule compliance . . . . . 1.275.030

UNPAID FEES
. Effect on compliance with independence

rule . . . . . . . . . . . . . . . . . 1.230.010, 1.500.008
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UNSECURED LOANS
. Independence rule

compliance . . . . . . . . . . . . . . . . . . 1.260.020.02

V

VALUATION SERVICES
. Independence rule compliance . . . . . 1.295.110

VOLUNTEER ACTIVITIES
. Confidential information from . . . . . . 1.400.070,

. . . . . . . . . . . . . . . . . . . . 2.400.070, 3.400.070

W

WORKING PAPERS
. Requests for . . . . . . . . . . . . . . . . . . .1.400.200.07
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Bylaws of the American Institute
of Certified Public Accountants

As Amended October 28, 1997, unless otherwise indicated

DEFINITIONS
As used in these bylaws, implementing resolutions of Council thereun-

der, or the Code of Professional Conduct, masculine terms shall be understood
to include the feminine; "state" shall be understood to include the District of
Columbia, Puerto Rico, and the territories, or territorial possessions of the
United States of America; "firm" shall be understood to mean any organiza-
tion permitted by law or regulation; "owner" shall be understood to include
partners, partner equivalents, shareholders, or other owners of a firm; "official
records of the Institute" shall be understood to mean the records of the mem-
bership department; and "committee" shall be understood to include any board
(except the AICPA Board of Directors), division, task force, or any subdivision
thereof. "Association" shall be understood to mean the Association of Interna-
tional Certified Professional Accountants as it may be constituted after June
30, 2016. "President" shall be understood to mean the Chief Executive Officer
of the Institute.

[As revised May 15, 2000; revised November 6, 2007; revised June 16, 2016.]
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1. NAME AND PURPOSE
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BL Section 101

Name and Purpose

As amended
January 12, 1988

.01 The name of this organization shall be the American Institute of Cer-
tified Public Accountants. In keeping with the Institute's certificate of incorpo-
ration, its objectives shall be to unite certified public accountants in the United
States; to promote and maintain high professional standards of practice; to as-
sist in the maintenance of standards for entry to the profession; to promote
the interests of CPAs; to develop and improve accounting education; and to en-
courage cordial relations between CPAs and professional accountants in other
countries.
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2.1 Members
As amended

January 12, 1988

.01 Members of the Institute shall be

2.1.1 Members of the Institute at the effective date of these bylaws,
and

2.1.2 Persons who shall qualify for admission as provided in section 2.2
of this article and who shall be admitted under procedures adopted by the
Board of Directors.
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BL Section 220

2.2 Requirements for Admission to
Membership

As amended
January 12, 1988,

unless otherwise indicated

.01 Persons may qualify for admission as members of the Institute if they
satisfy the criteria listed below:

2.2.1 They are in possession of a valid and unrevoked certified public
accountant certificate issued by a legally constituted authority, or at any
time possessed the certificate described herein and the certificate was not
revoked as a result of a disciplinary action, or meet the education, exami-
nation, and experience requirements set out in the Uniform Accountancy
Act and who are of good moral character and have never been granted a
right to practice,

2.2.2 They have passed an examination in accounting and other re-
lated subjects satisfactory to the Board of Directors, and

2.2.3 With respect to those persons who are engaged in the practice of
public accounting as an owner or as an employee who has been licensed
as a CPA for more than two years, either they are practicing in a firm
that is enrolled in an Institute-approved practice-monitoring program if
the services performed by such a firm are within the scope of the AICPA's
practice-monitoring standards and the firm issues reports purporting to
be in accordance with AICPA professional standards, or if authorized by
Council, are themselves enrolled in such a program.
[As amended October 28, 1997, May 15, 2000, and October 8, 2010.]

(See section 220R.)

2.2.4 With respect to persons who first become eligible to take the ex-
amination required by section 2.2.2 after the year 2012, they shall have
obtained 150 semester hours of education at an accredited college or uni-
versity including a bachelor's degree or its equivalent. After 2012, a person
who does not meet the educational requirement set out in this section shall,
nonetheless, be eligible for membership upon enactment (regardless of the
effective date) of the education requirement set out in this section by the
state which grants the certificate required under section 2.2.1.

[As revised May 15, 2000; revised November 6, 2007.]
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BL Section 220R

Implementing Resolution Under Section 2.2
Requirements for Admission to Membership

As amended
October 24, 1994,

unless otherwise indicated

Under Sections 2.2.3 and 2.3.4 to Implement the
Practice-Monitoring Requirement
Resolved:

.01 That the Board of Directors is authorized to establish within the In-
stitute a peer review division governed by an executive committee named the
"peer review board" having senior status with authority to carry out the activ-
ities of the division. The primary activities of the division will be to establish
and conduct, in cooperation with state CPA societies, practice-monitoring pro-
grams for AICPA and state society members engaged in the practice of public
accounting. Such activities shall not conflict with the policies and standards
of the AICPA and shall be subject to the oversight of the Board of Directors.
The nominees to serve on the peer review board shall be selected by the AICPA
nominations committee and elected by Council.

[As revised by Council May 15, 2000.]
Further Resolved:

.02 A firm within the description of subparagraph A of Council Resolu-
tion Concerning the Form of Organization and Name Rule shall be required to
enroll in an Institute-approved practice-monitoring program. An individual en-
gaged in the practice of public accounting in a firm not within the description
of Subparagraph A of Council Resolution Concerning the Form of Organiza-
tion and Name Rule, but who performs compilations of financial statements in
accordance with the Statements on Standards for Accounting and Review Ser-
vices shall be enrolled in an Institute-approved practice-monitoring program. A
firm or individual enrolled in a practice-monitoring program established herein
shall be deemed to be enrolled in an approved practice-monitoring program un-
der sections 2.2.3 and 2.3.4 of the bylaws. A firm or individual which is dropped
for disciplinary reasons from enrollment in a practice-monitoring program es-
tablished herein is ineligible to enroll in another Institute-approved practice-
monitoring program until the cause of the disciplinary action is removed.

[As amended by Council October 28, 1997; revised May 15, 2000; revised
November 6, 2007.]
Further Resolved:

[.03] [Deleted May 15, 2000.]
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2.3 Requirements for Retention of
Membership

As amended
January 8, 1990,

unless otherwise indicated

.01 Members of the Institute shall

2.3.1 Pay dues as established by Council.
2.3.2 Conform with these bylaws and the Rules of the Code of Profes-

sional Conduct.
2.3.3 Complete continuing professional education requirements estab-

lished by Council.

(See section 230R.)

2.3.4 Engage in the practice of public accounting with a firm that is
enrolled in an Institute-approved practice-monitoring program if the ser-
vices performed by such a firm are within the scope of the AICPA's practice-
monitoring standards and the firm issues reports purporting to be in ac-
cordance with AICPA professional standards or, if authorized by Council,
themselves enroll in such a program.

[As amended October 28, 1997; revised May 15, 2000.]

(See section 220R, as amended October 24, 1994.)

2.3.5
[Deleted November 6, 2007.]
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Implementing Resolutions Under Section 2.3
Requirements for Retention of Membership

As amended
January 12, 1988,

unless otherwise indicated

Under Sections 2.2.3 and 2.3.4 to Implement the
Practice-Monitoring Requirement

[.01–.03] [Deleted March 1995. See section 220R.]

Under Section 2.3.3 Continuing Professional Education
for Members
Resolved:

.04 That pursuant to section 2.3.3 of the bylaws the continuing profes-
sional education requirement for membership in the American Institute of Cer-
tified Public Accountants shall be as follows:

From January 1, 2001, forward and for each three-year reporting period there-
after, all AICPA members shall complete 120 hours, or its equivalent, of con-
tinuing professional education. Compliance can be achieved either by a formal
program of education or by any other means, however measured, that would
be reasonably expected to maintain professional competencies in the member's
area of practice or employment. Members shall report compliance with such
requirement to the AICPA each year and shall keep appropriate records and
submit copies of such on request of the Institute.
[As amended by Council September 23, 1989 and May 7, 1997.]

[.05–.06] [Deleted January 1, 2001.]

Further Resolved:
.07 That the Board of Directors, or a body designated or appointed by it,

shall have the power and authority to

a. Identify and accept methods of learning to meet and measure this
continuing professional education requirement.

b. Grant exceptions for reasons such as retirement, inactive dues
status, health, military service, foreign residency, or any other
reason it deems appropriate.

[As amended by Council May 7, 1997.]

Under Section 2.3.5, Definition of "SEC Client"
[.08] [Deleted November 6, 2007.]
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2.4 Certificate of Membership

As amended
January 12, 1988

.01 Upon admission each member shall be entitled to a certificate setting
forth that the person is a member of the Institute, but no certificate shall be
issued until receipt of dues for the current year. Certificates of membership
shall be returned upon the demand of the secretary of the Institute in the event
of suspension or termination of membership.
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2.5 Right of Members to Describe
Themselves as Such

As amended
January 12, 1988,

unless otherwise indicated

.01 A member of the Institute shall be entitled to use the designation
"Member of the American Institute of Certified Public Accountants." A firm
shall be entitled to use the designation "Members of the American Institute of
Certified Public Accountants" only if all of its CPA owners are members.

[As revised May 15, 2000.]
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2.6 International Associates

As amended
January 12, 1988,

unless otherwise indicated

.01 International associates shall include those who were international
associates on or before January 12, 1988. Thereafter, citizens of other coun-
tries who shall satisfy such requirements as the Council may prescribe may be
admitted as international associates. The Council shall adopt rules governing
such association and indications thereof.

[As revised May 15, 2000.]
(See section 260R.)
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Implementing Resolution Under Section 2.6
International Associates

As adopted
May 7, 1997,

unless otherwise indicated
Resolved:

.01 That membership in the nonvoting international associate category
created pursuant to bylaw section 2.6 shall be available to any individual who
holds a valid non-U.S. accounting credential from a professional organization,
governmental entity, or similar accountancy body with which the AICPA Board
of Directors has approved a recognition agreement, and who is of good moral
character and does not hold a CPA certificate issued by a U.S. jurisdiction and
who meets either the CPE requirement for a CPA or its equivalent in the indi-
vidual's home country or for an AICPA member. If reasonably practicable and
appropriate, all member benefits will be made available to international as-
sociates, except for voting, eligibility for a seat on Council and as a nonpublic
member of the Board of Directors.

[As revised by Council May 24, 2010.]
Further Resolved:

.02 That any individual who was an international associate as of May 25,
2010, shall be eligible to continue as a member of the international associate
category.

[As adopted by Council May 24, 2010.]
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3.1 General

As amended
January 12, 1988,

unless otherwise indicated

.01 The organization of the Institute shall include the members, the Coun-
cil, the Board of Directors, officers, and committees.

.02 The Board of Directors may from time to time organize the committees
and staff of the Institute into divisions and, subject to section 3.6, may adopt
rules of procedure and operating policies for such divisions.

3.1.1 Communications With Members
Any communication, notification or other action required by these by-

laws to be provided or undertaken by mail or in writing, to or from the
members, may be provided or undertaken by any means including but not
limited to electronic or telephonic means, as authorized by Council. Except
for determining a member's residence for voting purposes under section
3.2.3, a member's mailing address for purposes of these bylaws may be an
electronic or other form of address, in lieu of a postal address.
[As adopted May 15, 2000.]
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3.2 Membership
As amended

June 17, 1996,
unless otherwise indicated

.01 The rights and powers of the membership of the Institute shall be as
defined herein.

3.2.1 Attendance at Meetings
Every member and international associate of the Institute shall be

entitled to attend all meetings of the Institute.
3.2.2 Voting Rights
Every member, but no international associate, shall be entitled to vote

in person, when in attendance, upon all questions brought before duly
called meetings of the Institute, and by mail ballot for the election of Coun-
cil members pursuant to sections 6.1 through 6.1.6, on proposed amend-
ments to these bylaws or to the Code of Professional Conduct as provided
in article 8, and upon proposed resolutions of the membership as provided
in section 5.1.4.

3.2.3 Residence for Voting Purposes
The state from which a member may vote shall be that indicated by the

member's mailing address as carried in the official records of the Institute,
and may be either the state in which the member resides or that in which
the member's office is located.

3.2.4 Resolutions of the Membership
As provided in section 5.1.4, the members by mail ballot may enact

resolutions of the membership, not inconsistent with these bylaws, which
shall be binding upon the membership, the Council, the Board of Directors,
officers, committees, and staff.

3.2.5 Certain Positions to Be Held Only by Members
With the exceptions noted below, only members of the Institute, as de-

fined in section 2.1, may serve as members of the Council, the Board of
Directors, or any committee or board designated as "senior" by the Council
(see section 3.6.1) or as "permanent" by these bylaws (see section 3.6.2).
Exceptions to this rule are as follows:

1. Three representatives of the public, none of whom shall be mem-
bers of the Institute, shall be members of the Board of Directors
and Council.

2. Council may authorize the appointment of persons who are not In-
stitute members to any senior or permanent committee or board
provided the non-Institute members do not constitute more than
twenty-five percent of its membership.

[As revised May 15, 2000.]
3.2.6 Dual Membership
Every member of the Institute shall have dual membership in the In-

stitute and the Association, as long as such individual is a member of the
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Institute. Every individual who belongs to any of the Institute's associate
or affiliate categories shall also be in a similar membership category of the
Association in a manner determined by the Association's Board of Direc-
tors, as long as such individual belongs to any Institute associate or affiliate
category.
[As adopted June 16, 2016.]
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Implementing Resolution Under Section
3.2 Membership

As adopted
May 15, 2000,

unless otherwise indicated

Under Section 3.2.5 Certain Positions to Be Held
Only by Members
Resolved:

.01 That pursuant to bylaw section 3.2.5, persons who are not Institute
members may be appointed to the following senior or permanent committees
or boards:

• Board of Examiners

• Professional Ethics Executive Committee

• Auditing Standards Board

• Financial Reporting Executive Committee

• Center for Audit Quality Governing Board

• Peer Review Board

• Personal Financial Planning Executive Committee

• Information Management and Technology Assurance Executive
Committee

• Forensic and Valuation Services Executive Committee

• National Accreditation Commission

[As revised by Council October 21, 2003; revised October 24, 2005; revised May
21, 2006; revised May 24, 2010; revised May 20, 2013.]
Further Resolved:

.02 That except as otherwise provided by Council, and except for com-
mittees of the Board of Directors, such as the Committee on Audit, no public
member on a senior or permanent committee or board may serve as its chair.
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3.3 Council

As amended
January 12, 1988

.01 The governing body of the Institute shall be the Council.

3.3.1 Composition
The Council shall be composed of

3.3.1.1 Members of the Institute directly elected by the member-
ship in each state in accordance with sections 6.1.1 through 6.1.6;

3.3.1.2 Representatives of the recognized state societies of certified
public accountants selected in accordance with section 6.2;

3.3.1.3 Twenty-one members-at-large selected in accordance with
section 6.3;

3.3.1.4 All members of the Board of Directors of the Institute;
3.3.1.5 All past presidents of the American Institute of Certified

Public Accountants who served prior to December 31, 1973, and are
members of the Institute;

3.3.1.6 All past chairmen of the board of the American Institute of
Certified Public Accountants who are members of the Institute.
3.3.2 Powers
The Council may exercise all powers requisite for the purposes of the

Institute, not inconsistent with these bylaws or with duly enacted resolu-
tions of the membership, including but not limited to the authority to pre-
scribe the policies and procedures of the Institute and to enact resolutions
binding upon the Board of Directors, the officers, committees, and staff.

3.3.3 Reports to Membership
The actions of the Council shall be reported to the membership at least

annually.
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3.4 Board of Directors

As amended
January 12, 1988

.01 Between meetings of the Council, the activities of the Institute shall be
directed by the Board of Directors, the composition of which shall be prescribed
by the Council.

(See section 340R.)

3.4.1 Powers
The Board of Directors shall act as the executive committee of Coun-

cil between meetings of Council, shall control and manage the property,
business, and activities of the Institute, and shall take whatever action it
deems desirable including the establishment of policies for the conduct of
the affairs of the Institute consistent with the provisions of these bylaws,
resolutions of the membership, or actions of the Council.

3.4.2 Reports to Council
The actions of the Board of Directors shall be reported to the Council

at least semiannually.
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Implementing Resolution Under Section 3.4
Board of Directors

As amended
May 23, 1994

Resolved:
.01 That the Institute's Board of Directors shall be composed of

(a) The chairman, and the vice chairman of the Board of Directors;
(b) The president of the Institute;
(c) Ten present or former members of the Council elected pursuant to

section 6.3 to serve for three years or until the election of their suc-
cessors; and

(d) Three representatives of the public, who are not members of the Insti-
tute, one of whom is either the immediate past president or another
current Honorary Officer of The Chartered Institute of Management
Accountants.

[As amended by Council June 16, 2016.]
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3.5 Officers Elected by Council

As amended
June 17, 1996

.01 The officers of the Institute elected by the Council shall be a chairman
of the Board of Directors and a vice chairman of the board, who shall be the
chairman of the board nominee, both of whom shall be members possessing
valid and unrevoked certified public accountant certificates. The chairman and
the vice chairman of the board shall have such terms of office, powers, and
privileges as the Council may prescribe.

(See section 350R.)

3.5.1 Officers Authorized by the Board of Directors
The officers of the Institute authorized by the Board of Directors shall

be a president, who shall be an employee and who shall be a member pos-
sessing a valid and unrevoked certified public accountant certificate, and
a secretary, who shall be an employee, but need not be a member of the
Institute. The president and the secretary shall have such terms of office,
powers, and privileges as the Institute's Board of Directors may prescribe.
The president of the Institute may also appoint senior staff who shall be
neither members of the board nor of the Council and who shall perform
such duties and have such titles as may be assigned to them by the presi-
dent.
[As revised June 16, 2016.]

©2017, AICPA BL §350.01





Officers Elected by Council 2573

BL Section 350R

Implementing Resolution Under Section
3.5 Officers Elected by Council

As amended
January 14, 1992

Resolved:
Term of Office

.01 That the chairman and the vice chairman of the Board of Directors
shall each be elected annually by the Council for a term of one year or until
the election of that person's successor. Neither may succeed oneself in the same
office after serving a full term of one year. The term of the president and the
secretary shall be determined by the Board of Directors.

Chairman of the Board
.02 That the chairman of the Board of Directors shall preside at meet-

ings of members of the Institute, the Council, and the Board of Directors. The
chairman shall appoint committees and boards as provided in section 3.6 of the
bylaws. The chairman shall act as a spokesperson for the Institute and appear
on its behalf before other organizations.

Vice Chairman of the Board
.03 That the vice chairman shall be chairman-nominee of the Board of

Directors and shall preside in the absence of the chairman at meetings of the
Institute, the Council, and the Board of Directors. The vice chairman shall fa-
miliarize oneself with the duties of the office of chairman and shall perform
such other related duties as may be assigned to the vice chairman by the chair-
man.

President
.04 That the president shall have full responsibility for the execution of

the policies and programs of the Institute, act as a spokesperson for the Insti-
tute, and perform such other services as may be assigned to the president by
the Council and the Board of Directors.

Secretary
.05 That the secretary of the Institute shall have the usual duties of a cor-

porate secretary and shall perform such other related duties as may be assigned
to the secretary by the president. An assistant secretary to serve in the secre-
tary's absence, who need not be a member of the Institute, may be appointed
by the Board of Directors.
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3.6 Committees

As amended
June 17, 1996,

unless otherwise indicated

.01 Except as otherwise provided by these bylaws or the Council (see
section 3.6.1), the chairman of the Board of Directors, or the chairman's del-
egate, may appoint committees and boards with such duties, powers, respon-
sibilities, and procedures as the chairman may prescribe. The chairman of the
board and the president shall have the privilege of the floor at meetings of
all committees.

(See section 360R.)

3.6.1 Senior Committees
The Council may designate any committee as a "senior" committee.

The appointment by the chairman of the Board of Directors of members
and any appointed pursuant to bylaw 3.2.5, to senior committees shall re-
quire the approval of the Board of Directors. The scope of responsibility of
senior committees shall be as the Council may prescribe consistent with
the specific provisions of these bylaws. The Board of Directors shall pre-
scribe the duties, powers, and procedures of such committees.
[As revised November 6, 2007.]

(See section 360R.)

3.6.2 Permanent Committees, Boards, and Divisions
The following shall be permanent committees, boards, or divisions of

the Institute: the nominations committee (see section 3.6.2.1); the pro-
fessional ethics division (see section 3.6.2.2); the trial board (see section
3.6.2.3); and the board of examiners (see section 3.6.2.4).

(See section 360R.)

3.6.2.1 Nominations Committee
There shall be a nominations committee composed of eight per-

sons, including any appointed pursuant to bylaw 3.2.5 and members
of the Institute, elected by the Council in such manner as the Council
shall prescribe. It shall be the responsibility of the committee to make
nominations for the offices of chairman of the Institute's Board of Di-
rectors, vice chairman of the Institute's Board of Directors, the elected
members of the Institute's Board of Directors, the joint trial board, the
peer review board, and the Council, as elsewhere provided in these by-
laws, and to apportion among the states directly elected Council seats
pursuant to section 6.1.2.
[As revised June 16, 2016.]

(See section 360R.)
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3.6.2.2 Professional Ethics Division
The executive committee of the professional ethics division, includ-

ing any appointed pursuant to bylaw 3.2.5, shall serve as the ethics
committee of the Institute, and there shall be such other committees
within the division as the Board of Directors shall authorize. The ex-
ecutive committee shall (1) subject to amendment, suspension, or re-
vocation by the Board of Directors, adopt rules governing procedures
consistent with these bylaws or actions of Council to investigate po-
tential disciplinary matters involving members, (2) arrange for pre-
sentation of a case before the trial board where the committee finds
prima facie evidence of infraction of these bylaws or of the Code of
Professional Conduct, (3) interpret the Code of Professional Conduct,
(4) propose amendments thereto, and (5) perform such related services
as the Council may prescribe.

(See section 360R.)

3.6.2.3 Joint Trial Board
There shall be a trial board that, in addition to any appointed

pursuant to bylaw 3.2.5, shall consist of members possessing a valid
and unrevoked certified public accountant certificate, each of whom
shall have been a member for at least five consecutive years prior to
that person's appointment to the joint trial board, to adjudicate disci-
plinary charges against members of the Institute pursuant to section
7.4. Members of the trial board shall be elected by the Council for such
terms as the Council may prescribe.

The trial board is empowered to adopt rules, consistent with these
bylaws or actions of the Council, governing procedure in cases heard by
any hearing panel, and in connection with any application for review
of a decision of a hearing panel.

Decisions of any hearing panel shall be subject to review only by
the trial board.

(See section 360R.)

3.6.2.4 Board of Examiners
There shall be a board of examiners, that, in addition to any ap-

pointed pursuant to bylaw 3.2.5, shall consist of persons who have
passed the Uniform CPA Examination and who possess valid and un-
revoked certified public accountant certificates, appointed by the chair-
man of the Board of Directors subject to the approval of the Board
of Directors. It shall supervise the preparation of a uniform examina-
tion which may be adopted by the legally constituted authorities of the
states in examining candidates for the certified public accountant cer-
tificate and the conduct of the grading service offered by the Institute.
The board of examiners shall formulate the necessary rules and regu-
lations for the conduct of its work, but all such rules and regulations
may be amended, suspended, or revoked by the Board of Directors. The
board of examiners may delegate to members of the Institute's staff or
other duly qualified persons the preparation of examination questions
and the operation of the grading service conducted by the Institute.
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Implementing Resolutions Under
Section 3.6 Committees

As amended
January 12, 1988,

unless otherwise indicated

Resolved:

.01 (1) That the following be designated as senior committees and boards:*

• Accounting and review services committee∗

• Assurance services executive committee∗

• Auditing standards board∗

• Board of examiners

• Center for audit quality governing board∗

• Employee benefit plans audit quality center executive committee

• Financial reporting executive committee∗

• Forensic and valuation services executive committee∗

• Government audit quality center executive committee

• Information management and technology assurance executive
committee

• Management consulting services executive committee∗

• National Accreditation Commission

• Peer review board∗

• Personal financial planning executive committee∗

• Private companies practice executive committee∗

• Professional ethics executive committee∗

• Tax executive committee∗

[As amended by Council May 1988 and May 1991; revised April 1992; amended
October 1994; revised June 1996; revised May 1997; revised October 21, 2003;
revised October 24, 2005; revised October 2007; revised May 24, 2010; revised
October 2012.]

[.02]

[As amended by Council May 1988 and May 1991; revised April 1992; amended
October 24, 1994; revised May 1997; revised October 21, 2003; revised October
24, 2005; deleted October 2007.]

* Note: ∗ Indicates a senior committee which is authorized to make statements, without clearance
with the Council or the Board of Directors, in matters related to its area of practice.
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Under Section 3.6.2.1 Nominations Committee
Resolved:

.03 That the nominations committee shall be chaired by the immediate
past chairman of the Institute's Board and shall consist of seven additional
members serving two-year terms. At the Council meeting held in conjunction
with the annual meeting, the Institute's Board of Directors, after having con-
sidered at least seven candidates, shall recommend the candidates necessary
to fill the projected vacancies for election to the nominations committee, each
for a two-year term. At any one time, no more than two members, in addition to
the chairman, shall be members of Council, and none shall be a member of the
Institute's Board of Directors. Other nominations from the floor shall be per-
mitted. Voting shall be by voice vote of the incoming Council, or, if requested by
a majority of those present, by written ballot. A majority vote shall elect. With
the exception of its chairman, no member, having served on the nominations
committee, shall be eligible again to serve on the nominations committee until
the passage of five years.

[As amended by Council May 1991; revised May 15, 2000; amended by Council
June 16, 2016.]
Further Resolved:

.04 That the nominations committee shall not select any of its members
for positions to be filled by the committee.

Under Section 3.6.2.2 Professional Ethics Division
Resolved:

.05 That in cases where the professional ethics executive committee con-
cludes that a prima facie violation of the Code of Professional Conduct or by-
laws is not of sufficient gravity to warrant further formal action, the committee
may direct the member or members concerned to complete specified continuing
professional education courses, or to take other remedial or corrective action,
provided, however, that there will be no publication of such action in the Insti-
tute's principal membership periodical and the member concerned is notified of
the member's right to reject such direction. In the case of such a rejection, the
professional ethics executive committee shall determine whether to bring the
matter to a hearing panel of the trial board for a hearing.

Further Resolved:
.06 That in cases where there is prima facie evidence of one or more actions

by or with respect to a member as described in subparagraphs 7.4.1 through
and including 7.4.6 of bylaw section 7.4, the professional ethics executive com-
mittee may decide to offer the member or members concerned the opportunity
to avoid further investigation and a possible hearing before the trial board by
entering into a settlement agreement under such terms and conditions as the
committee deems appropriate including but not limited to agreement by the
member or members (a) to resign from membership or (b) to complete speci-
fied continuing professional education courses and/or to submit to independent
preissuance review of some or all financial statements and accountant's reports
and/or submit to an accelerated practice-monitoring review, and/or to perform
other remedial or corrective action as the committee may determine and/or (c)
to submit to disciplinary action with publication by the Institute as provided
in Council resolutions under bylaw section 7.6. The committee shall monitor
compliance with the settlement agreement and may initiate an investigation
where it finds there has been noncompliance.
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[As revised by Council April 28, 2003; revised November 6, 2007.]
.07 A member's rejection of the terms and conditions of a proposed settle-

ment agreement will not in any way affect the rights of a member under the
bylaws and implementing resolutions in any subsequent investigation by the
professional ethics executive committee in a hearing before the trial board.

[As adopted by Council May 26, 1993.]

Under Section 3.6.2.3 Joint Trial Board
Resolved:

.08 That the joint trial board shall consist of at least thirty-six members
elected for a three-year term by Council on a staggered basis on nomination
of the nominations committee. No member shall serve more than two full suc-
cessive terms. The size of the trial board shall be determined by the Board of
Directors. No member of the Institute's professional ethics division, of a state
society ethics committee, or of a state board of accountancy shall be a member
of the trial board.

[As revised by Council June 17, 1996.]
.09 The trial board shall elect from its membership a chairman and a vice

chairman, the vice chairman to serve as chairman during any period of un-
availability of the chairman. It shall also elect a secretary who need not be a
member.

.10 The chairman or vice chairman, when acting as chairman, pursuant
to the trial board rules of practice and procedure, may appoint from the mem-
bers of the trial board a panel consisting of not less than three members, which
may, but need not, include the chairman to sit as a hearing panel and hear and
adjudicate charges against members, or an ad hoc committee consisting of not
less than three members of the trial board to consider requests for nonapplica-
tion of sections 7.2 and 7.3. Decisions of hearing panels shall be reviewable by
the trial board under the conditions and procedures as provided for in Council
resolution under section 7.4 of the bylaws.

[As revised by Council May 15, 2000.]
Resolved:

.11 That the trial board is authorized to receive and act on petitions re-
questing review of a decision of the peer review board terminating a firm's or
an individual's enrollment in the practice-monitoring program or of an AICPA
peer review committee's decision terminating a firm's or an individual's en-
rollment in another Institute-approved practice-monitoring program. Follow-
ing such review, the trial board may affirm, modify, or reverse all or any part
of the peer review board's or an AICPA peer review committee's decision, but
it may not increase the severity of the peer review board's or an AICPA peer
review committee's sanction.

[As revised by Council June 17, 1996; revised October 24, 2005; revised
November 6, 2007.]
Resolved:

.12 That the trial board is authorized to receive and act on petitions re-
questing review of a decision by the Center for Audit Quality Governing Board
which imposed a sanction upon, or denied a reinstatement request by, a mem-
ber or associate member of the Center for Audit Quality. Following such review,
the trial board may affirm or reverse the Board's decision.

[As adopted by Council October 24, 2005.]
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Resolved:
.13 That the trial board may hear and adjudicate charges involving alleged

violations of a state CPA society's bylaws or code of professional conduct when
there is in force a written agreement for such procedure between the Institute
and the state CPA society concerned.
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BL Section 401

Financial Management and Controls

As amended
January 12, 1988

.01 The Council shall delegate to the Institute's Board of Directors, and
through it to the Association's Board of Directors, financial management and
budgetary controls to ensure the effective governance, management and oper-
ations of the Institute and Association.

[As revised June 16, 2016.]
(See section 401R.)
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BL Section 401R

Implementing Resolution Under Article 4
Financial Management and Controls

As amended
January 12, 1988,

unless otherwise indicated

Resolved:
.01 That Council, at each regular meeting, shall be presented for review a

report that contains information related to the Institute's and the Association's
financial operations and material variations from the annual budget. The In-
stitute's Board of Directors shall approve the Institute's annual budget for the
succeeding fiscal year, which shall be incorporated into the consolidated Asso-
ciation budget and approved by the Association's Board of Directors.

[As revised by Council May 15, 2000, and June 16, 2016.]
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BL Section 410

4.1 Audit

As amended
January 12, 1988

.01 The Council shall, for each fiscal year, appoint a certified public ac-
countant or certified public accountants to express an opinion on the financial
statements of the Institute and its affiliated organizations. The financial state-
ments of the Institute and the report of the auditor or auditors for each fiscal
year shall be published for the information of the membership.
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BL Section 420

4.2 Committee on Audit

As amended
January 12, 1988,

unless otherwise indicated

.01 The chairman of the board shall appoint from among the members of
the Board of Directors, other than the officers, a committee on audit to make
arrangements with the auditor or auditors for their examination, to review the
audit report, and to perform such other duties appropriate for such a committee
as directed by the Board of Directors.

[As revised May 15, 2000.]
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BL Section 430

4.3 Execution of Instruments on Behalf
of the Institute

As amended
January 12, 1988

.01 All checks, drafts, deeds, mortgages, bonds, contracts, reports, proxies,
and other instruments may be executed on behalf of the Institute by such of-
ficers or employees as the Council or the Board of Directors may from time to
time designate, either generally or in specific instances.
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BL Section 440

4.4 Indemnification

As amended
January 12, 1988

.01 The Institute shall indemnify to the full extent authorized by law for
the good faith exercise of judgment in the performance of assigned duties any
person made or threatened to be made a party to any action, suit, or proceeding,
whether criminal, civil, administrative, or investigative, by reason of the fact
that the person, the person's testator, or intestate is or was a member of Council,
the Board of Directors, or any committee, trustee, officer, employee, or agent of
the Institute or any affiliated entity or serves or served any other enterprise as
a director, trustee, officer, employee, or agent at the request of the Institute.

.02 Without limiting the generality of the foregoing, the Institute may con-
tract for insurance against all or a portion of any liabilities and expenses, if any,
resulting from the indemnification of any of the foregoing persons pursuant to
this section or otherwise as permitted by law, and may also contract for com-
panion insurance directly insuring any or all of such persons against liabilities
and expenses.
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BL Section 450

4.5 Dues

As amended
January 14, 1992

.01 The Council shall determine the annual dues which shall be paid by
each member and international associate in accordance with such classifica-
tions as it deems appropriate, and may require dues of a different amount for
each class so created.

.02 Dues shall be payable on or before the first day of each fiscal year of
the Institute or in such other manner as the Council shall prescribe. For new
members or international associates, dues shall be apportioned to the end of
the fiscal year.

.03 No dues shall be paid by members or international associates of the
Institute while they are engaged in military service of the United States or
its allies during war. Individual members or international associates may be
excused from payment of dues for reasonable cause by the chairman of the
Finance Committee.

©2017, AICPA BL §450.03





Fiscal Year 2597

BL Section 460

4.6 Fiscal Year

As amended
January 12, 1988

.01 The fiscal year of the Institute shall be as the Council shall prescribe.

(See section 460R.)
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BL Section 460R

Implementing Resolution Under Section 4.6
Fiscal Year

As amended
January 12, 1988

Resolved:
.01 That the fiscal year of the Institute shall be the twelve months begin-

ning January 1 and ending December 31.

[As amended by Council October 25, 2016.]
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BL Section 501

Meetings of the Institute and the Council

As amended
January 12, 1988

.01 This article shall govern meetings of the Institute and of the Council.
The Board of Directors shall determine the dates of meetings of Council and
the matters to be presented for action.
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BL Section 510

5.1 Meetings of the Institute
As amended

January 12, 1988

.01 The membership shall meet pursuant to sections 5.1.1 through 5.1.3,
conduct its business pursuant to section 5.1.3, and may adopt resolutions pur-
suant to section 5.1.4. Meetings of the membership shall be known as meetings
of the Institute.

5.1.1 Regular Meetings of the Institute
There shall be a regular annual meeting of the Institute on a date to

be fixed by the Institute's Board of Directors. This meeting shall also be
known as the annual meeting of the Institute.
[As revised June 16, 2016.]

5.1.2 Special Meetings of the Institute
The chairman of the board shall call special meetings of the Institute

when so requested by the Council or the Board of Directors, or upon the
written request of at least 5 percent of the membership of the Institute or
any thirty members of Council. Special meetings of the Institute shall be
held at places designated by the Board of Directors. No business shall be
transacted at a special meeting of the Institute other than that for which
the meeting shall have been convened.

5.1.3 Notice of Meetings of the Institute
Notice of each meeting of the Institute, whether regular or special, shall

be mailed to each member of the Institute, at the member's mailing address
as shown on the official records of the Institute, at least thirty days prior
to the date of such meeting.

5.1.4 Resolution of the Membership by Mail Ballot
A majority of the members of the Institute, assembled at any duly

called corporate meeting of the Institute at which a quorum is present,
may direct that the chairman of the board submit any question to the en-
tire membership for a vote by mail. Any resolution enacted in such a mail
ballot by two-thirds of the members voting shall be declared by the chair-
man of the board a resolution of the membership and shall be binding,
if consistent with these bylaws, upon the Council, the Board of Directors,
committees, officers, and staff. Mail ballots shall be valid and counted only
if received within sixty days after the date of the mailing of ballot forms.
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BL Section 520

5.2 Meetings of Council
As amended

January 12, 1988,
unless otherwise indicated

.01 Meetings of the Council shall be governed by sections 5.2.1 through
5.2.5, section 5.3, and section 6.6.

5.2.1 Regular Meetings of Council
A regular meeting of the Council shall be held in conjunction with the

annual meeting of the Institute and on such other dates as the Council or
the Board of Directors may designate.

[As revised May 15, 2000.]

5.2.2 Special Meetings of Council
The chairman of the board shall call special meetings of the Council

when requested to do so by the Board of Directors or when requested in
writing by at least thirty members of the Council. Special meetings of the
Council shall be held at places designated by the Board of Directors.

5.2.3 Mail Ballot in Lieu of Special Meeting of Council
In lieu of a special meeting of the Council, the chairman of the board,

with the approval of the Board of Directors, may submit any question to the
Council for a vote by mail, and any action therein approved in writing by
not less than two-thirds of those voting shall be declared by the chairman
of the board an act of the Council and shall be recorded in the minutes of
the Council provided, however, that at least a majority of the Council must
have cast ballots on the question.
[As revised November 6, 2007.]

5.2.4 Notice
Notice of each meeting of the Council shall be sent to each member

of the Council, at the member's mailing address as shown in the official
records of the Institute, at least twenty-one days before such meeting. Such
notice, as far as practicable, shall contain a statement of the business to be
transacted.

5.2.5 Minutes
A copy of the minutes of each meeting of the Council shall be forwarded

to each member of the Council within forty-five days after such meeting.
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BL Section 530

5.3 General Provisions Governing Meetings

As amended
January 12, 1988

.01 The following general provisions shall govern quorum and parliamen-
tary procedure.

5.3.1 Meetings—Quorum
Five hundred members of the Institute shall constitute a quorum for

the transaction of any business duly presented at any meeting of the Insti-
tute. Thirty members of Council shall constitute a quorum of the Council
at any duly called meeting of the Council. A majority of the members of the
Institute's Board of Directors shall constitute a quorum of the board.
[As revised June 16, 2016.]

5.3.2 Meetings—Rules of Parliamentary Procedure Applicable
The rules of parliamentary procedure contained in Robert's Rules of

Order Revised shall govern all meetings of the Institute and of the Council.
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BL Section 601

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

As amended
January 12, 1988

.01 Except for ex officio members of Council (see sections 3.3.1.4 through
3.3.1.6), the election of members of the Council, the Board of Directors, and
officers of the Institute shall be in accordance with the provisions of this article.
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BL Section 610

6.1 Members of Council Directly Elected by
Members of the Institute

As amended
June 17, 1996,

unless otherwise indicated

.01 Members of Council directly elected by the membership in the respec-
tive states (see section 3.3.1.1) shall be elected in accordance with sections 6.1.1
through 6.1.6 as supplemented by Council resolution.

6.1.1 At Least One Member of Council Directly Elected by Mem-
bership of Each State

There shall be at least one member of Council directly elected by the
members of the Institute in each state having one or more persons enrolled
upon the membership lists of the Institute.

6.1.2 Number and Allocation of Directly Elected Council Seats
Among the States

The total number of directly elected members of Council, in addition to
those provided for by section 6.1.1, shall be eighty-five except as modified
by section 6.1.2.1. The number of seats, excluding those extended by section
6.1.2.1, shall be equitably allocated among the states in direct proportion
to the number of Institute members enrolled from each state.

6.1.2.1 Unexpired Terms Unaffected by Reduced Allocation
No member of Council directly elected by the membership in any

state shall lose the member's seat for the term the member then serves
should the allocation of that state be diminished by virtue of section
6.1.2; but, no state's allocation of directly elected Council seats shall be
extended by this section beyond the natural expiration of a seat's full
term or its vacation by the member filling it, whichever first occurs.

6.1.2.2 Allocation to Be Made by Nominations Committee
The nominations committee shall make the allocation provided

in section 6.1.2. It shall be made at five-year intervals, at least nine
months prior to annual meetings to be held each calendar year which
ends in one and in six, and shall govern the five annual elections im-
mediately following. It shall be based upon the membership figures
and addresses carried on the books of the Institute the last day of the
fiscal year immediately preceding the date of such determination.

If a state gains an additional seat from such allocation, the state
society may request the nominations committee to authorize election
for an initial term of less than three years in order to promote orderly
rotation of Council members from that state. Upon receipt of such re-
quest, the nominations committee may authorize such shortened term.
Following the expiration of such shortened term, subsequent terms for
the seat shall be for three years, as provided in section 6.1.3.
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In the event that a state has three or more directly elected mem-
bers whose terms are not evenly staggered over a three-year cycle, the
state society may request the nominations committee, for the election
following the year these bylaws are adopted and thereafter in calen-
dar years ending in one and in six, to approve the election of a nominee
to fill a vacancy for a term of less than three years in order to effect
a more orderly rotation of the Council members from that state. The
nominations committee may authorize such shortened term. Subse-
quent terms for such a seat shall be three years, as provided in section
6.1.3.

6.1.3 Term of Office

Except as specified by this section 6.1.3, the term of office of a directly
elected member of the Council shall commence when the member's election
is announced by the chairman of the Board of Directors at the meeting of
the Council held in conjunction with the annual meeting of the Institute,
as prescribed by section 6.6, and shall run until the announcement of the
election of new directly elected members of the Council at the meeting of
the Council held in conjunction with the annual meeting of the Institute
three years after the member's election. If any such member of the Council
shall not serve that member's full term, the vacancy so created may be
filled pursuant to section 6.5. The term of office of any member directly
elected by the members in that member's state to fill such vacancy shall
be the remainder of the three-year term with respect to which the vacancy
occurred.

No member having served for two consecutive full terms as a directly
elected member of the Council shall be eligible to serve another such term
until at least one year after the completion of the member's second consec-
utive full term.

6.1.4 Number of Council Seats to Be Filled by Election

The number of Council seats to be filled in a state's quota of directly
elected members of the Council for any given year shall be the number of
its allocation of directly elected Council seats less the number of members
of the Council from that state filling such seats for terms running through
that year.

6.1.5 Nominations

At least eight months prior to the annual meeting of the Institute, the
nominations committee shall request, from the recognized society of certi-
fied public accountants in each state for which any vacancies (see section
6.1.4) will arise in the coming year, the names of suggested candidates from
the state represented by such society to fill each such vacancy. The commit-
tee shall give due consideration to the names so submitted, but shall not be
required to select its nominees from among such names. In the absence of
a satisfactory response from any such state society, the nominations com-
mittee shall select the nominees from such state.

The nominations committee shall make its nominations for directly
elected members of the Council at least six months prior to the annual
meeting of the Institute. Notice of such nominations shall be published to
the membership by the secretary at least five months prior to the annual
meeting of the Institute. Five percent, but in no event less than twenty
members of the Institute from any given state for which a vacancy shall
arise, may submit to the secretary independent nominations for directly
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elected members of the Council from that state provided that such nomi-
nations be filed with the secretary at least four months prior to the annual
meeting of the Institute.

[As revised November 6, 2007.]

6.1.6 Election
The nominees of the nominations committee for directly elected seats

on Council shall be declared elected by the secretary if no independent
nominations are filed for such seats as required by section 6.1.5.

If independent nominations are received, the secretary shall mail to
all members of the Institute in each state in which there is a contest for
a directly elected seat on Council, at least ninety days prior to the annual
meeting of the Institute, mail ballots containing the names and relevant
background information of nominees from that state nominated by the
nominations committee and the names and relevant background informa-
tion of nominees independently nominated. Each ballot shall contain an
announcement that votes will be counted only if received by the secretary
at least forty-five days before the annual meeting of the Institute. Election
to contested seats on Council shall be determined by a plurality of the votes
received from each jurisdiction by that date. Mail ballots shall be counted
by the secretary, who shall certify the results for publication to the mem-
bership. Newly elected members shall be notified promptly and advised to
attend the meeting of Council held in conjunction with the annual meeting
of the Institute. They shall take office as provided in section 6.6.

[As revised May 15, 2000; revised November 6, 2007]

(See section 610R.)
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BL Section 610R

Implementing Resolution Under Section 6.1
Members of Council Directly Elected by
Members of the Institute

As amended
January 12, 1988

Under Section 6.1.6 Election
Resolved:

.01 That the withdrawal of a nomination for whatever reason after the
balloting has commenced will not be acted upon until the certification of elec-
tion has been completed. Vacancies then arising will be filled in accordance with
section 6.5 of the bylaws, except that in states where the number of nominees
exceeds the number of vacancies, the vacancy created by any withdrawal will
be filled by that nominee having the highest number of votes after all other
vacancies have been filled.
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BL Section 620

6.2 Selection of Members of Council to
Represent State Societies

As amended
June 17, 1996,

unless otherwise indicated

.01 Each recognized state society of certified public accountants shall des-
ignate, in a manner it deems appropriate, an Institute member to represent it
on the Council. The term of each member of the Council so designated shall
commence at the meeting of Council held in conjunction with the annual meet-
ing of the Institute after notification to the secretary by the society designating
the member. The term shall run for one year or until the commencement of the
successor's term, provided that no such member of the Council shall represent
a state society for more than six consecutive years.

[As revised May 15, 2000.]
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BL Section 630

6.3 Election of Members-at-Large of Council,
Board of Directors, Chairman of the Board,
and Vice Chairman of the Board

As amended
January 14, 1992,

unless otherwise indicated

.01 At the meeting of the Council held in conjunction with the annual
meeting of the Institute, following the completion of such other business as the
Council may transact, seven Institute members, without regard to the states
in which they reside, shall be elected annually by the Council as members-at-
large of the Council. This election shall occur prior to the installation of the
members of the Council newly elected under section 6.1. The at-large members
shall serve for a term of three years or until the election of their successors. At
the same meeting, but after all newly elected and designated Council members
have been installed, the Council shall elect the chairman of the board, the vice
chairman of the board, one-third (or as near to one-third as mathematically pos-
sible) of the elected members of the Board of Directors. The elected members of
the Board of Directors shall serve for a term of three years or until election of
their successors. The Council shall also elect one representative of the public,
who is not a member of the Institute, to the Board of Directors for a term of
three years, or until election of a successor. Nominations for all these positions
on the Board of Directors shall be made by the nominations committee at least
six months prior to the annual meeting of the Institute. Notice of those nomina-
tions shall be published to the membership of the Institute at least five months
prior to such annual meeting. Independent nominations may be made by any
twenty members of the Council if filed with the secretary at least four months
prior to the annual meeting of the Institute. No nominations from the floor will
be recognized. A majority of votes shall elect. Nominees may be invited to the
meeting at which the election is to be held, and those elected shall take office
as prescribed in section 6.6.

[As amended June 17, 1996; revised May 15, 2000.]
.02 No member having served for two consecutive full terms as a member-

at-large of the Council shall be eligible to serve another such term until at least
one year after the completion of the member's second consecutive full term.

6.3.1. Re-election to Board of Directors
No elected member of the Board of Directors who has served a full

three-year term shall be eligible for re-election to such a term until the
meeting of the Council one year after the completion of the member's full
three-year term, provided, however, that a public member may be elected
to serve a second three-year term.
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BL Section 640

6.4 Forfeiture of Office for Nonattendance

As amended
January 12, 1988

.01 Any directly elected member or member-at-large of Council who shall
be absent from three consecutive meetings shall forfeit that member's seat.

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996.]
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BL Section 650

6.5 Vacancies

As amended
June 17, 1996

.01 Vacancies in the membership of Council, or in the Board of Directors,
or in any of the offices of the Institute elected by the Council, occurring between
annual meetings of the Institute, may be filled by election of replacements by
the Council, either at a meeting of Council or by mail ballot, under such condi-
tions as the Council may prescribe. If the Council should so replace a directly
elected member of the Council, such interim appointment will run only until the
member's seat is filled by direct election of the membership of that member's
state as provided in these bylaws.

.02 Pending action by the Council to fill a vacancy among any of the officers
of the Institute who are elected by the Council, the Board of Directors may
appoint a temporary successor to act in the capacity indicated.

(See section 650R.)

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996.]
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BL Section 650R

Implementing Resolution Under Section 6.5
Vacancies

As amended
June 17, 1996

Resolved:
.01 That if a vacancy occurs in the membership of Council, or in the Board

of Directors, or in any of the offices of the Institute elected by the Council be-
tween annual meetings of the Institute, the Board of Directors shall recommend
replacements for election by Council. Voting on such replacement may be con-
ducted by mail ballot, in which case provision shall be made for write-in votes,
or at the next meeting of Council, as may appear most desirable in the circum-
stances. If the voting takes place at a Council meeting, nominations from the
floor shall be permitted; voting may be by voice vote, or, at the request of a
majority of those present, by written ballot. A majority vote shall elect. In any
event, persons elected to fill vacancies in the Board of Directors, in the Council,
or in any of the offices of the Institute elected by the Council shall serve only
for the remainder of the unexpired term of the previous incumbent or until a
successor is elected.

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996.]
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BL Section 660

6.6 Election Meeting of Council

As amended
June 17, 1996,

unless otherwise indicated

.01 New members-at-large of Council elected pursuant to section 6.3 shall
take office as soon as their election is completed, replacing those members-at-
large whose terms shall have expired. Then the presiding officer shall announce
the installation of members of the Council newly elected under section 6.1, at
which time they shall take office, replacing those directly elected members of
Council whose terms shall have expired. Election of officers who are elected
by the Council, new members of the Board of Directors, and others shall then
be held, and each officer or member of the Board of Directors so elected shall
replace that person's predecessor upon such election, provided, however, that
the retiring chairman of the board shall continue in office through the end of
the annual meeting of the Institute.

[Section renumbered as a result of the deletion of the former sections 640 and
640R on June 17, 1996; as revised May 15, 2000.]
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BL Section 670

6.7 Term Limit

As adopted
November 6, 2007

.01 Regardless of whether a member has served as a designated, directly
elected, or at-large member of Council, no Council member who has served in
any, or all, of the foregoing categories may serve more than seven consecutive
years. A member who has served seven consecutive years shall not be eligible
to serve on Council as a designated, directly elected, or at-large member of the
Council until at least one year after the seventh consecutive year the member
last served on the Council. Notwithstanding anything to the contrary in any
section of these bylaws, any period during which an individual served as an ex
officio Council member, such as president or a member of the Board of Directors,
shall not be included in any determination of eligibility under this section.
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7. TERMINATION OF MEMBERSHIP AND
DISCIPLINARY SANCTIONS

TABLE OF CONTENTS
Section Paragraph

701 Termination of Membership and Disciplinary Sanctions. . . . . . . . . . . . . . . . .01

710 7.1 Resignation of Membership . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

710R Implementing Resolution Under Section 7.1 Resignation
of Membership . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

720 7.2 Termination of Membership for Nonpayment of Financial Obligation
or for Failure to Comply With Membership-Retention
Requirements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

720R Implementing Resolution Under Section 7.2 Termination of Membership
for Nonpayment of Financial Obligation or for Failure to Comply
With Membership-Retention Requirements . . . . . . . . . . . . . . . . . . . . . . . . .01-.04

730 7.3 Disciplinary Action Without a Hearing . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

730R Implementing Resolution Under Section 7.3 Disciplinary Action Without
a Hearing. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01-.07

740 7.4 Disciplining of Member by Trial Board. . . . . . . . . . . . . . . . . . . . . . . . . . . . .01-.02

740R Implementing Resolution Under Section 7.4 Disciplining of Member by
Trial Board . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01-.04

750 7.5 Reinstatement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

750R Implementing Resolution Under Section 7.5 Reinstatement . . . . . . . . . . . . . .01-.02

760 7.6 Publication of Disciplinary Action. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

760R Implementing Resolution Under Section 7.6 Publication of Disciplinary
Action . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01

770 7.7 Disciplinary Sections Not to Be Applied Retroactively . . . . . . . . . . . . . .01

©2017, AICPA Contents





Termination of Membership and Disciplinary Sanctions 2637

BL Section 701

Termination of Membership and Disciplinary
Sanctions

As amended
January 12, 1988

.01 This article shall govern the termination or suspension of member-
ship in the Institute, whether imposed as a matter of discipline or voluntarily
sought, and the imposition of any other disciplinary sanction, or administrative
reprimand, whether public or private, or imposition of conditions for retention
of membership.
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BL Section 710

7.1 Resignation of Membership
As amended

January 12, 1988,
unless otherwise indicated

.01 Resignations of members shall be in writing and may be offered at
any time. Actions on such resignations and applications for reinstatement of
resigned members shall be taken by the Board of Directors under such provi-
sions as the Council may prescribe. Council may make separate provision for
action on resignations of members not in good standing or against whom dis-
ciplinary proceedings or investigations are pending or as to whom or to whose
firm a practice-monitoring review has begun but has not been completed, and
the resignation or resignations would make the firm or member ineligible to
enroll in an Institute-approved practice-monitoring program, and on applica-
tions for reinstatement of persons whose resignation was accepted when in such
classification.

[As revised November 6, 2007]

(See section 710R.)
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BL Section 710R

Implementing Resolution Under Section 7.1
Resignation of Membership

As amended,
January 12, 1988,

unless otherwise indicated

Resolved:
.01 That the Board of Directors shall act upon resignation of members,

which shall become effective on the date of acceptance, but no action shall be
taken on the resignation of a member with respect to whom charges are un-
der investigation by the professional ethics division, or against whom a com-
plaint is pending before the trial board, or as to whom or whose firm a practice-
monitoring review has begun but has not been completed, and the resigna-
tion or resignations would make the firm or member ineligible to enroll in an
Institute-approved practice-monitoring program unless the division, the trial
board, or the Peer Review Board or peer review committee, as the case may be,
recommends that such resignation be accepted. If a person whose resignation
was accepted when that person was under investigation or the object of a com-
plaint or during the pendency of a practice-monitoring review when that res-
ignation or resignations would make the firm or member ineligible to enroll in
an Institute-approved practice-monitoring program, should subsequently ap-
ply for reinstatement, the Board of Directors shall not reinstate such person
without the consent of the division or the trial board, or the Peer Review Board
or committee as the case may be.

[As revised November 6, 2007.]
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BL Section 720

7.2 Termination of Membership for
Nonpayment of Financial Obligation
or for Failure to Comply With
Membership-Retention Requirements

As amended
January 12, 1988,

unless otherwise indicated

.01 The Board of Directors may, in its discretion, terminate the member-
ship of a member who fails to pay dues or any other obligation to the Institute
within five months after such debt has become due and terminate the member-
ship of a member who fails to comply with the practice-monitoring or continu-
ing education membership-retention requirements. The Council shall provide
for consideration and disposition by the trial board, with or without hearing,
of a timely written petition that membership should not be terminated pur-
suant to this section. Any membership so terminated may be reinstated by the
Board of Directors, under such conditions and procedures as the Council may
prescribe.

(See section 720R.)

7.2.1 Termination of Association of International Associate
The Board of Directors may terminate the affiliation of an international

associate at its discretion.
[As revised May 15, 2000.]
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BL Section 720R

Implementing Resolution Under
Section 7.2 Termination of Membership
for Nonpayment of Financial Obligation
or for Failure to Comply With
Membership-Retention Requirements

As amended
January 12, 1988

Resolved:
.01 That if a person whose membership has terminated for nonpayment

of dues or other financial obligation shall apply for reinstatement, the Board of
Directors, in its discretion, may reinstate the member, provided that all dues
and other obligations owing to the Institute at the time membership was ter-
minated shall have been paid.

Further Resolved:
.02 That if a person whose membership has terminated for failure to

comply with membership-retention requirements relating to CPE or practice-
monitoring shall apply for reinstatement, the Board of Directors, in its discre-
tion, may reinstate the person as a member provided the person shall have
satisfactorily demonstrated that the failure to comply with the CPE or practice-
monitoring requirements has been rectified.

Further Resolved:
.03 That no person shall be considered to have resigned in good standing

if at the time of resignation the person was in debt to the Institute for dues
or other obligations. A member submitting a resignation after the beginning of
the fiscal year, but before expiration of the time limit for payment of dues or
other obligations, may attain good standing by paying dues prorated according
to the portion of the fiscal year which has elapsed, provided obligations other
than dues shall have been paid in full.

.04 A member who has resigned or whose membership has terminated in
any manner may not file a new application for admission but may apply for
reinstatement under this resolution or applicable provisions of the bylaws.
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BL Section 730

7.3 Disciplinary Action Without a Hearing
As amended

January 12, 1988,
unless otherwise indicated

.01 Membership in the Institute shall be suspended or terminated without
a hearing for disciplinary purposes, or a member may be subjected to other dis-
ciplinary actions, as provided in sections 7.3.1 and 7.3.2, under such conditions
and by such procedure as shall be prescribed by the Council.

[As revised October 18, 2003.]

(See section 730R.)

7.3.1 Criminal Conviction of Member
Membership in the Institute shall be suspended without a hearing

should there be filed with the secretary of the Institute a judgment of con-
viction imposed upon any member for

7.3.1.1 A crime punishable by imprisonment for more than one
year;

7.3.1.2 The willful failure to file any income tax return which the
member, as an individual taxpayer, is required by law to file;

7.3.1.3 The filing of a false or fraudulent income tax return on the
member's or a client's behalf; or

7.3.1.4 The willful aiding in the preparation and presentation of a
false and fraudulent income tax return of a client; and

shall be terminated in like manner upon the similar filing of a final judg-
ment of conviction; however, the Council shall provide for the consideration
and disposition by the trial board, with or without hearing, of a timely writ-
ten petition of any member that the member's membership should not be
suspended or terminated pursuant to section 7.3.1.1, herein.

7.3.2 Other Disciplinary Action
7.3.2.1 Membership in the Institute shall be suspended without a

hearing should a member's certificate as a certified public accountant
or license or permit to practice as such or to practice public account-
ing be suspended as a disciplinary measure; however, such suspension
of membership shall terminate upon reinstatement of the certificate,
license or permit. Membership in the Institute shall be terminated
without a hearing should such certificate, license, or permit be revoked,
withdrawn, surrendered, indefinitely suspended, or cancelled as a dis-
ciplinary measure or in connection therewith.
[As revised October 18, 2003.]

7.3.2.2 The professional ethics executive committee and the Board
of Directors may jointly approve certain governmental agencies and
other organizations whose disciplinary actions against a member will
permit the Institute to take disciplinary action against that mem-
ber without a hearing. To be eligible for approval, the governmental
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agency must be one which has the authority to prohibit a member from
either practicing before it or serving as a director, officer or trustee of
an entity. To be eligible for approval, an organization other than a gov-
ernmental agency must be one which has been granted the authority
by statute or regulation to regulate accountants. If such approved gov-
ernmental agency or organization temporarily suspends, prohibits or
restricts a member from practicing before it or another governmental
agency, or from serving as a director, officer or trustee of any entity, the
member's membership in the Institute shall be suspended; however,
such suspension of membership shall terminate upon such agency's or
organization's termination of the suspension, prohibition or restriction.
If such approved governmental agency or organization bars or perma-
nently or indefinitely suspends, prohibits or restricts a member from
practicing before it or another governmental agency, or from serving as
a director, officer or trustee of any entity, the member's membership in
the Institute shall be terminated.
[As adopted October 18, 2003.]

7.3.2.3 A member who has been subjected to any sanction as a
disciplinary measure other than or in addition to those sanctions ad-
dressed above, by an authority covered in section 7.3.2.1 or section
7.3.2.2, may also be subjected to discipline by the Institute without a
hearing pursuant to guidelines established by the professional ethics
executive committee and approved by the Board of Directors.
[As adopted October 18, 2003.]

7.3.2.4 Council shall permit the trial board, with or without a hear-
ing, to consider a timely written petition by the professional ethics ex-
ecutive committee or the member that the member should not be dis-
ciplined pursuant to this section 7.3.2.
[As revised October 18, 2003.]
7.3.3 Trial Board Disciplining Not Precluded
Application of the provisions of section 7.3.1 and section 7.3.2 shall

not preclude the summoning of the member concerned to appear before a
hearing panel of the trial board pursuant to section 7.4.
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BL Section 730R

Implementing Resolution Under Section 7.3
Disciplinary Action Without a Hearing

As amended
January 12, 1988,

unless otherwise indicated

Resolved:

.01 (1) That the membership of a member who is convicted by a court of
any of the criminal offenses enumerated in section 7.3.1 of the bylaws shall be-
come automatically suspended upon the mailing of a notice of such suspension,
as provided in paragraph (6) of this resolution. Such notice shall be mailed
within a reasonable time after a certified copy of a judgment of conviction of
such criminal offense has been filed with the secretary of the Institute.

[As revised by Council October 18, 2003.]

.02 (2) That the membership of a member who has been convicted by a
court of any of the offenses enumerated in section 7.3.1 of the bylaws, and which
conviction has become final, shall become automatically terminated upon the
mailing of a notice of such termination, as provided in paragraph (6) of this
resolution. Such notice shall be mailed within a reasonable time after a certified
copy of such conviction and evidence that it has become final has been filed with
the secretary of the Institute.

[As revised by Council October 18, 2003.]

.03 (3) That the membership of a member (a) whose certificate, license
or permit to practice public accounting or as a certified public accountant has
been suspended as a disciplinary measure or (b) who is subject to a temporary
suspension, prohibition or restriction by an approved governmental agency or
organization covered in section 7.3.2 as a disciplinary measure shall, except as
provided in paragraph (7) of this resolution, become automatically suspended
upon the expiration of thirty days after the mailing of a notice of such suspen-
sion, as provided in paragraph (6) of this resolution. Such notice shall be mailed
within a reasonable time after a statement by such authority showing the sus-
pension, prohibition or restriction and specifying the cause and duration of such
authority's action has been filed with the secretary of the Institute. Such auto-
matic suspension shall cease upon the expiration of the period of suspension,
prohibition or restriction so specified.

[As revised by Council October 18, 2003.]

.04 (4) That the membership of a member (a) whose certificate, license
or permit to practice public accounting or as a certified public accountant has
been revoked, withdrawn, indefinitely suspended, surrendered or cancelled as
a disciplinary measure, or (b) who has been subjected to a bar, to a permanent
or indefinite suspension, prohibition or restriction by an approved governmen-
tal agency or organization covered in section 7.3.2 shall, except as provided
in paragraph (7) of this resolution, become automatically terminated upon the
expiration of thirty days after the mailing of a notice of such termination, as
provided in paragraph (6) of this resolution. Such notice shall be mailed within
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a reasonable time after a statement by such authority showing the revocation,
withdrawal, surrender, cancellation, bar, permanent or indefinite suspension,
prohibition or restriction and specifying the cause of such authority's action,
has been filed with the secretary of the Institute.

[As revised by Council October 18, 2003.]
.05 (5) That, if a member has been subjected to any sanction as a disci-

plinary measure, other than or in addition to those set out in paragraph (1),
(2), (3) or (4), the member shall, except as provided in paragraph (7), have their
membership suspended or terminated or be otherwise disciplined upon the ex-
piration of thirty days after the mailing of a notice of such disciplinary action
taken pursuant to guidelines developed by the professional ethics executive
committee and approved by the Board of Directors, under section 7.3.2.

[As adopted by Council October 18, 2003.]
.06 (6) That notices of disciplinary action pursuant to paragraph (1), (2),

(3), (4) or (5) of this resolution shall be signed by the secretary of the Institute
and mailed by registered or certified mail, postage prepaid, addressed to the
member concerned at the member's last known address according to the official
records of the Institute, which are the records of the membership department.

[As revised by Council June 17, 1996; revised October 18, 2003.]
.07 (7) That the operation of paragraph (1), (2), (3), (4) or (5) of this resolu-

tion shall become postponed if, before the expiration of thirty days after mail-
ing the notice of disciplinary action, the secretary of the Institute receives a
written petition from either the member concerned or the professional ethics
executive committee that the pertinent provision not become operative. The
petition shall state briefly the facts and reasons relied upon. All such petitions
shall be referred to the trial board for action thereon by a panel of the trial
board consisting of at least three members appointed by the chairman of the
trial board or vice chairman, when acting as chairman. If the petition is denied,
the disciplinary action shall become effective upon such denial, and the party
that made the petition shall be so notified in writing by the secretary of the In-
stitute. No appeal shall be allowable with respect to a denial of such a petition.
If the petition is granted, the disciplinary action shall not become effective. In
such event, the secretary shall transmit the matter to the professional ethics
division to take whatever action it considers proper in the circumstances. A
determination that paragraph (1), (2), (3), (4) or (5) of this resolution shall not
become operative shall be made only when it clearly appears that, because of
exceptional or unusual circumstances, it would be inequitable to permit such
automatic disciplinary action.

[As revised by Council May 15, 2000; revised October 18, 2003.]
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BL Section 740

7.4 Disciplining of Member by Trial Board
As amended

January 12, 1988,
unless otherwise indicated

.01 Under such conditions and by such procedure as the Council may pre-
scribe, a hearing panel of the trial board, by a two-thirds vote of the members
present and voting, may expel a member (except as otherwise provided in sec-
tion 7.4.3), or by a majority vote of the members present and voting, may sus-
pend a member for a period not to exceed two years not counting any suspension
imposed under sections 7.3.1 and 7.3.2, or may impose such lesser sanctions as
the Council may prescribe on any member if the member

7.4.1 Infringes any of these bylaws or any rule of the Code of Profes-
sional Conduct;

7.4.2 Is declared by a court of competent jurisdiction to have committed
any fraud;

7.4.3 Is held by a hearing panel of the trial board to have been guilty of
an act discreditable to the profession, or to have been convicted of a crim-
inal offense which tends to discredit the profession; provided that should
a hearing panel of the trial board find by a majority vote that the member
has been convicted by a criminal court of an offense involving moral turpi-
tude, or any of the offenses enumerated in section 7.3.1, the penalty shall
be expulsion;

7.4.4 Is declared by any competent court to be insane or otherwise
incompetent;

7.4.5 Is subject to a disciplinary action by an authority covered in sec-
tion 7.3.2 that could result in automatic discipline under section 7.3.2; or

[As revised October 18, 2003.]

7.4.6 Fails to cooperate with the professional ethics division in any dis-
ciplinary investigation of the member, owner or employee of the firm by
not making a substantive response to interrogatories or a request for doc-
uments from a committee of the professional ethics division or by not com-
plying with the educational and remedial or corrective action determined
to be necessary by the professional ethics executive committee, within
thirty days after the posting of notice of such interrogatories, or a request
for documents, or directive to take CPE or corrective action by registered or
certified mail, postage prepaid, to the member at the member's last known
address shown in the official records of the Institute.

[As revised May 15, 2000.]

.02 With respect to a member residing in a state in which the state society
has entered into an agreement approved by the Institute's Board of Directors
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to deal with complaints against society members in cooperation with the profes-
sional ethics division, disciplinary hearings shall be conducted before a hearing
panel of the joint trial board.

(See section 740R.)
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BL Section 740R

Implementing Resolution Under Section 7.4
Disciplining of Member by Trial Board

As amended
January 12, 1988,

unless otherwise indicated

Resolved:
.01 (1) Any complaint preferred against a member under section 7.4 of

the bylaws shall be submitted to the professional ethics division, which in turn
may refer the complaint for investigation and recommendation to an ethics
committee (or its equivalent) of a state society of certified public accountants
that has made an agreement with the Institute of the type authorized in sec-
tion 7.4 of the bylaws. If, upon consideration of the complaint, investigation
and/or recommendation thereon, it appears that a prima facie case is estab-
lished showing a violation of any applicable bylaws or any rule of the Code of
Professional Conduct of the Institute or any state society making an agreement
with the Institute referred to above or showing any conduct discreditable to a
certified public accountant, the professional ethics division or the ethics com-
mittee of such state society, except as provided in the implementing resolution
under section 3.6.2.2 of the bylaws, shall report the matter to the secretary of
the joint trial board who shall summon the member involved to respond to the
charges preferred against the member, which response may include the enter-
ing of a plea of guilty without a hearing, in accordance with rules established
by the trial board, provided, however, that with respect to a case in which the
trial board has granted a petition that automatic discipline shall not become
operative under the provisions of paragraph (7) in the implementing resolution
under section 7.3.2 of the bylaws, the division or such state society ethics com-
mittee shall have discretion as to whether and when to report the matter to the
secretary for such summoning.

[As revised by Council October 18, 2003.]

.02 (2)

(a) If the professional ethics division or state society ethics committee dis-
misses any complaint preferred against a member or shall fail to ini-
tiate its inquiry within ninety days after such complaint is presented
to it in writing, the member preferring the complaint may present the
complaint in writing to the trial board, provided, however, that this
provision shall not apply to a case falling within the scope of section
7.3.

(b) The chairman of the trial board shall cause such investigation to be
made of the matter as the chairman may deem necessary, and shall ei-
ther dismiss the complaint or refer it to the secretary of the trial board
who shall summon the member to answer the complaint in accordance
with the provisions in paragraph (1) hereof.

(c) Prior to causing the investigation referred to in paragraph (b), the
chairman of the trial board shall designate six members of the trial
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board who shall not be involved in such investigation in order that
not less than three of them may be appointed to an independent hear-
ing panel if necessary. The chairman shall report the names of such
members to the secretary of the trial board prior to any action under
paragraph (b).

[As revised by Council May 15, 2000.]

.03 (3) For the purpose of adjudicating charges against members of the In-
stitute, as provided in the foregoing paragraphs of this resolution, the following
must take place:

(a) The secretary shall mail to the member concerned, at least thirty
days prior to the proposed meeting of a panel appointed to hear
the case, written notice of the charges to be adjudicated. Such no-
tice, when mailed by registered or certified mail, postage prepaid, ad-
dressed to the member concerned at the member's last known ad-
dress according to the official records of the Institute, which are the
records of the membership department, shall be deemed properly
served.

(b) After considering the evidence presented by the professional ethics
division or other complainant and by the defense, the panel hear-
ing the case, a quorum present, by vote of the members present and
voting, may, in a manner consistent with section 7.4 of the bylaws,
admonish, suspend for a period of not more than two years, or ex-
pel the member against whom the complaint is made and take such
other disciplinary, remedial or corrective action as the panel deems
appropriate.

(c) In a case decided by a panel, the member concerned may request a
review by the trial board of the decision of the panel, provided such a
request for review is filed with the secretary of the trial board within
thirty days after the decision of the panel, and that such information
as may be required by the rules of the trial board shall be filed with
such request. Such a review shall not be a matter of right. Each such
request for a review shall be considered by an ad hoc committee to be
appointed by the chairman of the trial board, or its vice chairman in
the event of the chairman's unavailability, and to consist of not less
than three members of the trial board who did not participate in the
prior proceedings in the case. The ad hoc committee shall have power
to decide whether such request for review by the trial board shall be
granted, and such committee's decision that such request shall not be
granted shall be final and subject to no further review. A quorum of
such ad hoc committee shall consist of a majority of the appointed.
If such request for review is granted, the trial board shall review the
decision of the panel in accordance with its rules of practice and proce-
dure. On review of such decision, the trial board may affirm, modify, or
reverse all or any part of such decision or make such other disposition
of the case as it deems appropriate. The trial board may, by general
rule, indicate the character of reasons that may be considered to be
of sufficient importance to warrant an ad hoc committee granting a
request for review of a decision of a panel.

[As revised by Council May 15, 2000.]

BL §740R.03 ©2017, AICPA



Disciplining of Member by Trial Board 2655

(d) Any decision of the trial board, including any decision reviewing a de-
cision of a panel, shall become effective when made, unless the trial
board's decision indicates otherwise, in which latter event it shall be-
come effective at the time determined by the trial board. Any decision
of a panel shall become effective as follows:

(i) Upon the expiration of thirty days after it is made, if no request
for review is properly filed within such thirty-day period.

(ii) Upon the denial of a request for review, if such request has been
properly filed within such thirty-day period and is denied by an
ad hoc committee.

(iii) Upon the date of a decision of a review panel affirming the deci-
sion of a hearing panel in cases where a review has been granted
by an ad hoc committee.

(e) A plea of guilty, if it conforms to the rules and procedures of the trial
board, shall become effective upon acceptance by the trial board.

[As revised by Council June 17, 1996.]
.04 (4) In the case of a settlement agreement between a member and

the professional ethics executive committee that provides for disciplinary ac-
tion pursuant to the Council resolution implementing bylaw section 3.6.2.2,
the matter shall be referred to a panel of the trial board which, upon finding
that there has been a waiver of the member's rights under Article 7.4, shall
recognize such settlement agreement and arrange for publication of such dis-
ciplinary action under section 7.6 of the bylaws.

[As revised by Council May 26, 1993; revised April 28, 2003.]
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7.5 Reinstatement
As amended

January 12, 1988

.01 The Council may prescribe the conditions and procedures under which
members suspended or terminated under sections 7.3 and 7.4 may be rein-
stated.

(See section 750R.)
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Implementing Resolution Under
Section 7.5 Reinstatement

As amended
January 12, 1988,

unless otherwise indicated

Resolved:

.01 (1) That at any time after the publication by the Institute of a state-
ment of a case and decision, including cases in which a guilty plea was entered
without a hearing, on application of the member concerned to the secretary of
the trial board, the appropriate panel of the trial board that last heard the case
and whose decision provided the basis for the publication or, where the origi-
nal panel cannot be reappointed, or in the case of a guilty plea, a newly formed
panel, may, by a two-thirds vote of the members present and voting, rescind or
modify such decision. Any such action shall be published by the Institute. The
denial of an application under this section shall not be published and shall not
prevent the member concerned from applying for reinstatement under section
(2) hereof.

[As revised by Council May 26, 1993; revised May 15, 2000.]

.02 (2) That

(a) Should an order, judgment of conviction, decision or action on which
the suspension or termination of membership was based under sec-
tion 7.3 of the bylaws be reversed or otherwise set aside or invali-
dated, such suspension shall terminate or such member shall become
reinstated when a certified copy of the order reversing or otherwise
setting aside or invalidating such order, conviction, decision or ac-
tion is filed with the secretary of the joint trial board, who shall refer
the matter to the professional ethics division for whatever action it
deems appropriate.

[As revised by Council October 18, 2003.]

(b) A member who has been suspended or expelled by the trial board
pursuant to section 7.4 of the bylaws may request that the suspen-
sion terminate or may request reinstatement if an order, judgment
of conviction, decision or action on which the suspension or termi-
nation was based has been reversed or otherwise set aside or invali-
dated. Such request shall be referred to the trial board whereupon a
hearing panel composed of five members designated by the chairman
of the trial board may, after investigating all related circumstances,
terminate the suspension or reinstate the member concerned by a
majority vote of the members present and entitled to vote.

[As revised by Council October 18, 2003.]

(c) Except as provided in subparagraphs (a) and (b) of this paragraph
(2), a member whose membership has been automatically terminated
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under section 7.3, or who has been expelled by or had the member's
resignation accepted by a panel of the trial board may, at any time af-
ter three years from the effective date of such termination, expulsion,
or acceptance of resignation, request reinstatement of their member-
ship. Such request shall be referred to the trial board, whereupon
the chairman shall designate five members of the board to a hear-
ing panel which may, after investigation, reinstate such member on
such terms and conditions as it shall determine to be appropriate.
If an application for reinstatement under this subparagraph is de-
nied, the member concerned may again apply for reinstatement at
any time after two years from the date of such denial.
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7.6 Publication of Disciplinary Action
As amended

January 12, 1988,
unless otherwise indicated

.01 Notice of disciplinary action pursuant to section 7.3 or 7.4 or of termi-
nation of enrollment of a member or a member's firm in an Institute-approved
practice-monitoring program, together with a statement of the reasons there-
fore, shall be published in such form and manner as the Council may prescribe.
Council also may prescribe any additional disclosures regarding any matter
within the jurisdiction of the professional ethics executive committee.

[As revised May 15, 2000; revised October 18, 2003; revised November 6, 2007.]

(See section 760R.)
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Implementing Resolution Under Section 7.6
Publication of Disciplinary Action

As amended
May 26, 1993,

unless otherwise indicated

Resolved:
.01 That notice of disciplinary action taken under section 7.3 or 7.4 of the

bylaws or of termination of enrollment of a member or a member's firm in an
Institute-approved practice monitoring program, and the basis therefore shall
be published by the Institute and that the professional ethics division, the Peer
Review Board or peer review committee as appropriate shall maintain a record
of such information and disclose that information upon request. In the case of
disciplinary action pursuant to section 7.3 of the bylaws, such notice shall be
in a form approved by the chairman of the trial board and consistent with this
Council resolution. In any action pursuant to section 7.4 of the bylaws in which
the member is found guilty or has entered into a settlement agreement with the
professional ethics executive committee, the trial board or panel hearing the
case shall decide on the form of the notice of the case and the decision to be
published. All notices shall disclose, at least, the name of the member involved
and, when appropriate, the terms and conditions of any settlement agreement
and the nature of the violation. The statement and decision, as released by the
chairman, trial board, or hearing panel, shall be published by the Institute.
No such publication shall be made until such decision has become effective.
The professional ethics executive committee may inform the complainant of
the outcome of its investigation without regard to whether the action taken
results in publication under section 7.6 of the bylaws.

[As revised by Council May 15, 2000; revised October 18, 2003; revised Novem-
ber 6, 2007.]
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7.7 Disciplinary Sections Not to Be
Applied Retroactively

As amended
January 12, 1988

.01 Sections 7.3 and 7.4 shall not be applied to offenses of wrongful con-
duct occurring prior to their effective dates, but such offenses shall be subject
to discipline under the bylaws of the Institute in effect at the time of their
occurrence.
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Amendments
As amended

January 12, 1988

.01 Amendments to these bylaws and the Code of Professional Conduct
shall be accomplished in a manner consistent with this article.
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8.1 Proposals to Amend the Bylaws
As amended

June 17, 1996

.01 Proposals to amend the bylaws may be made by any thirty members
of the Council, by any two hundred or more members of the Institute in good
standing, by the Board of Directors, or by petition of 5 percent of the mem-
bership as of the end of the prior fiscal year. Any such petition shall include
the member's name (typed or printed), membership number and the date it is
signed, and the signature of a member on such a petition shall be valid for one
year from the date thereof. The changes to this provision will not apply to pe-
titions, regardless of when they are signed, submitted pursuant to efforts to
gather such petitions which were ongoing as of July 13, 1995.
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8.2 Proposals to Amend the Code of
Professional Conduct

As amended
June 17, 1996

.01 Proposals to amend the Code of Professional Conduct may be made
by any thirty members of the Council, by any two hundred or more members
of the Institute in good standing, by the Board of Directors, by the professional
ethics division, or by petition of 5 percent of the membership as of the end of
the prior fiscal year. Any such petition shall include the member's name (typed
or printed), membership number and the date it is signed, and the signature of
a member on such a petition shall be valid for one year from the date thereof.
The changes to this provision will not apply to petitions, regardless of when
they are signed, submitted pursuant to efforts to gather such petitions which
were ongoing as of July 13, 1995.
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8.3 Submission to Council via
Board of Directors

As amended
January 12, 1988

.01 All such proposals to amend the bylaws or the Code of Professional
Conduct, unless made at a meeting of the Council or the Board of Directors,
shall be submitted in writing to the Board of Directors. The Board of Directors
shall submit all such proposals, accompanied by its recommendation, to the
Council for action.

8.3.1 Proposals Not Requiring Council Approval
Following discussion at a meeting of the Council, proposals sponsored

by at least 5 percent of the membership shall be submitted to the member-
ship of the Institute for vote by mail ballot pursuant to section 8.4.

©2017, AICPA BL §830.01





Submission to Membership by Mail Ballot 2677

BL Section 840

8.4 Submission to Membership by Mail Ballot
As amended

January 12, 1988,
unless otherwise indicated

.01 Amendments proposed under section 8.3.1 and those authorized by the
Council under section 8.3 shall be submitted to all of the members of the In-
stitute for a vote by mail ballot no later than 180 days following discussion
or authorization by the Council. If at least two-thirds of those voting approve
such proposal, it shall become effective as an amendment to the bylaws or to
the Code of Professional Conduct, as applicable. Mail ballots shall be consid-
ered valid and counted only if received as instructed by the Institute for the
return of such votes within sixty days from the date of mailing the ballots to
the members.

[As revised May 15, 2000; revised November 6, 2007.]
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A Description of the Professional Practice
of Certified Public Accountants

.01 Certified public accountants practice in the broad field of accounting.

.02 Accounting is a discipline which provides financial and other infor-
mation essential to the efficient conduct and evaluation of the activities of any
organization.

.03 The information which accounting provides is essential for (1) effective
planning, control, and decision-making by management, and (2) discharging
the accountability of organizations to investors, creditors, government agencies,
taxing authorities, association members, contributors to welfare institutions,
and others.

.04 Accounting includes the development and analysis of data, the test-
ing of their validity and relevance, and the interpretation and communication
of the resulting information to intended users. The data may be expressed in
monetary or other quantitative terms, or in symbolic or verbal forms.

.05 Some of the data with which accounting is concerned are not pre-
cisely measurable, but necessarily involve assumptions and estimates as to the
present effect of future events and other uncertainties. Accordingly, account-
ing requires not only technical knowledge and skill, but even more important,
disciplined judgment, perception, and objectivity.

.06 Within this broad field of accounting, certified public accountants are
the identified professional accountants. They provide leadership in account-
ing research and education. In the practice of public accounting CPAs bring
competence of professional quality, independence, and a strong concern for the
usefulness of the information and advice they provide, but they do not make
management decisions.

.07 The professional quality of their services is based upon experience
and the requirements for the CPA certificate—education and examination—
and upon the ethical and technical standards established and enforced by their
profession.

.08 CPAs have a distinctive role in auditing financial statements submit-
ted to investors, creditors, and other interested parties, and in expressing in-
dependent opinions on the fairness of such statements. This distinctive role
has inevitably encouraged a demand for the opinions of CPAs on a wide vari-
ety of other representations, such as compliance with rules and regulations of
government agencies, sales statistics under lease and royalty agreements, and
adherence to covenants in indentures. [Revised, July 1997, to reflect conform-
ing changes necessary due to the issuance of Statement on Auditing Standards
No. 58.]

.09 The audit of financial statements requires CPAs to review many as-
pects of an organization's activities and procedures. Consequently they can ad-
vise clients of needed improvements in internal control and make constructive
suggestions on financial, tax, and other operating matters. [Revised, July 1997,
to reflect conforming changes necessary due to the issuance of Statement on
Auditing Standards No. 58.]
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.10 In addition to furnishing advice in conjunction with their independent
audits of financial statements, CPAs are engaged to provide objective advice
and consultation on various management problems. Many of these involve in-
formation and control systems and techniques, such as budgeting, cost control,
profit planning, internal reporting, automatic data processing, and quantitative
analysis. CPAs also assist in the development and implementation of programs
approved by management. [Revised, July 1997, to reflect conforming changes
necessary due to the issuance of Statement on Auditing Standards No. 58.]

.11 Among the major management problems depending on the accounting
function is compliance with tax requirements. An important part of the prac-
tice of CPAs includes tax planning and advice, preparation of tax returns, and
representation of clients before government agencies.

.12 CPAs also participate in conferences with government agencies such
as the Securities and Exchange Commission, and with other interested parties,
such as bankers.

.13 Like other professionals, CPAs are often consulted on business, civic,
and other problems on which their judgment, experience, and professional stan-
dards permit them to provide helpful advice and assistance.

.14 The complexities of an industrial society encourage a high degree of
specialization in all professions. The accounting profession is no exception. Its
scope is so wide and varied that many individual CPAs choose to specialize in
particular types of service.

.15 Although their activities may be diverse, all CPAs have demonstrated
basic competence of professional quality in the discipline of accounting. It is this
which unites them as members of one profession, and provides a foundation for
extension of their services into new areas.
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. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . 360R.12

BOARDS OF INSTITUTE
. Appointed by Chairman of Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .360.01
. Board of Directors—See Board of Directors
. Board of Examiners—See Board of Examiners
. Resolutions of Membership . . . . . . . . . . . .320.01
. Trial Board—See Joint Trial Board

BUDGETS
. Prescribed by Council . . . . . . . . . . . . . . . . .401.01

BYLAWS OF INSTITUTE
. Admission to Membership and

Association . . . . . . . . . . . . . . . . . . . . . . . . . 210.01
. Amendment Petition’s Contents and

Validity . . . . . . . . . . . . . . . . . . . . .810.01; 820.01
. Amendments . . . . . . . . . . . . . . . . . . . . . . . . . 801.01
. Council Resolutions—See Resolutions of

Council
. Disciplinary Actions . . . . . . .701.01; 740.01-.02
. Elections . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601.01
. Financial Management and Controls . . . .401.01
. Infringement . . . . . . . . . . . . . . . . 740.01; 740R.01
. Meetings of Institute and Council . . . . . . 501.01
. Name and Purpose of Institute. . . . . . . . .101.01
. Organization and Procedure . . . . . . . 310.01-.02
. Proposals for Amendment . . . . 320.01; 810.01
. Retention of Membership . . . . . . . . . . . . . .230.01
. Retroactivity of Disciplinary

Sanctions . . . . . . . . . . . . . . . . . . . . . . . . . . 770.01
. Termination of Membership. . . . . . . . . . . .701.01

C
CENSURE
. Public or Private . . . . . . . . . . . . . . . . . . . . . . 701.01

CERTIFICATE, CPA—See CPA Certificate

CERTIFICATE OF MEMBERSHIP
. Dues Required for Certificate . . . . . . . . . . 240.01
. Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 240.01
. Requirement for Return . . . . . . . . . . . . . . . 240.01

CERTIFIED PUBLIC ACCOUNTANTS
. Audit of Institute . . . . . . . . . . . . . . . . . . . . . . 410.01
. Description of Professional

Practice . . . . . . . . . . . . . . . . . . . . . . . . 921.01-.15
. Designation as Member . . . . . . . . . . . . . . . 250.01

CHAIRMAN OF BOARD OF DIRECTORS
. Appointment of Committees

and Boards . . . . . . . . . . . . . . . . 360.01; 420.01
. Attendance at Board Meetings. . . . . . . . .360.01
. Attendance at Committee Meetings . . . . 360.01
. Audit Committee. . . . . . . . . . . . . . . . . . . . . .420.01
. Duties of Chairman . . . . . . . . . . . . . . . . . . 350R.02
. Election by Council . . . . . . . . . .350.01; 350R.01
. Election to Board . . . . . . . . . . . . . . . . . . . . . 630.01
. Powers Prescribed by Council . . . . . . . . . 350.01
. Qualifications for Office . . . . . . . . . . . . . . . 350.01
. Special Meetings of Council . . . . . . . . . . . 520.01
. Term of Office . . . . . . . . . . . . . . 350R.01; 660.01

CODE OF CONDUCT—See Conduct,
Code of Professional

COMMITTEE
. Accounting and Review Services

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Appointment by Chairman of Board . . . . 360.01
. Audit—See Audit Committee
. Auditing Standards Board . . . . . . . . . . . . 360R.01
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COMMITTEE—continued
. Board of Examiners . . . . . . . . . 360.01; 360R.01
. Board of Public Company Auditor’s

Forum . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Eligibility for Service . . . . . . . . . . . . . . . . . . 320.01
. Employee Benefit Plans Audit Quality

Center Executive Committee . . . . . . . 360R.01
. Financial Reporting Executive

Committee . . . . . . . . . . . . . . 320R.01; 360R.01
. Government Audit Quality Center

Executive Committee . . . . . . . . . . . . . . 360R.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01
. Information Technology Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . . 360.01
. Management Consulting Services Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Nominations Committee . . . . . . . . . . . . . . 360.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.03-.04
. Organization of Institute . . . . . . . . . . . 310.01-.02
. Organization Prescribed . . . . . . . . . . . . . . .360.01
. Peer Review Board . . . . . . . . 220R.01; 360R.01
. Peer Review Committee . . . . . . . . . . . . . 360R.11
. Permanent Committees, Boards,

and Divisions . . . . . . . . . . 360.01; 360R.03-.04
. Personal Financial Planning Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Private Companies Practice Executive

Committee . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Professional Ethics Executive

Committee. . . . . . . . . . . . . . . .360.01; 360R.01
. Resolutions of Membership . . . . . . . . . . . .320.01
. Scope of Responsibility . . . . . . . . . . . . . . . 360.01
. Senior Committees and Boards . . . . . .220R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 360.01; 360R.01
. Tax Executive Committee . . . . . . . . . . . . 360R.01

COMMUNICATION
. By Mail or in Writing. . . . . . . . . . . . . . . . . . .310.02
. Electronic Notification . . . . . . . . . . . . . . . . .310.02
. To or From Members . . . . . . . . . . . . . . . . . 310.02

COMPLAINTS AGAINST MEMBERS
. Referred to Professional Ethics

Division. . . . . . . . . . . . . . . . . . . . . . . .740R.01-.04
. Referred to Trial Board. . . . . . . . . . . . . . .740R.02
. Resignation or Reinstatement . . . . . . . . 710R.01

CONDUCT, CODE OF PROFESSIONAL
. Amendments Petition’s Contents and

Validity . . . . . . . . . . . . . . . . . . . . .810.01; 820.01
. Amendments . . . . . . . . . . . . . . . . . . . . . . . . . 801.01
. Disciplinary Actions . . . . . . . . . . . . . 360R.05-.07;

. . . . . . . . . . . . . . . . . . . . . 730.01; 730R.01-.07;
. . . . . . . . . . . . . . . . . . . . . . 740.01; 740R.01-.04

. Infringement . . . . . . 740.01; 740R.01; 740R.03

. Interpretations and Amendments. . . . . . .360.01

. Proposals to Amend . . . . . . . . . 320.01; 820.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01

. Retention of Membership . . . . . . . . . . . . . .230.01

CONTINUING PROFESSIONAL
EDUCATION—See Training and Education

CONVICTION OF CRIME—See
Criminal Conviction

COUNCIL OF INSTITUTE
. Action on Reinstatement . . . . . . . . . . . . . . 710.01
. Action on Resignations . . . . . . . . . . . . . . . . 710.01
. Admission of International

Associates . . . . . . . . . . . . 260.01; 260R.01-.02
. Amendment Proposals . . . . . . . 810.01; 820.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01
. Appointment of Auditor. . . . . . . . . . . . . . . .410.01
. Budgetary Controls . . . . . . . . . . . . . . . . . . . 401.01
. Composition of Council . . . . . . . . . . . . . . . 330.01
. Disciplining of Membership . . . . . . . . 740.01-.02
. Disclosures Regarding PEEC

Matters. . . . . . . . . . . . . . . . . . . . . . . . . . . . .760.01
. Dues Determination by Council . . . . . . . . 450.01
. Election Meeting . . . . . . . . . . . . . . . . . . . . . .660.01
. Election of Members . . . . . . . . . 601.01; 610.01
. Election of Members-at-Large . . . . . . 630.01-.02
. Election of Nominating

Committee . . . . . . . . . . . . . . . . . . . . 360R.03-.04
. Election of Officers . . . . . . . 350.01; 630.01-.02
. Election of Public Representatives . . . . . 630.01
. Execution of Instruments . . . . . . . . . . . . . . 430.01
. Financial Management and

Controls . . . . . . . . . . . . . . . . . . 401.01; 401R.01
. Fiscal Year Prescribed. . . . . . .460.01; 460R.01
. Forfeiture of Office. . . . . . . . . . . . . . . . . . . .640.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01
. Interim Appointments. . . . . . . . . . . . . .650.01-.02
. Joint Trial Board Election . . . . . . . . . . . . .360R.08
. Meetings—See Meetings of Council
. Members-at-Large . . . . . . . . . . . . . . . . . . . .330.01;

. . . . . . . . . . . . . . . . . . . . . . . 630.01-.02; 670.01
. Members Elected to Board of

Directors . . . . . . . . . . . . . . . . . . . . . . . . . . 340R.01
. Membership . . . . . . . . . . . . . . . . . . . . . . . . . .330.01
. Nomination . . . . . . . . . . . . . . . . . . . . . . . . . . .610.01
. Notification of Nomination . . . . . . . . . . . . . 610.01
. Number of Council Members . . . . . . . . . . 610.01
. Organization of Institute . . . . . . . . . . . . . . . 310.01
. Powers of Council . . . . . . . . . . . . . . . . . . . . 330.01
. Proportional Representations

of Members . . . . . . . . . . . . . . . . . . . . . . . . 610.01
. Proposals to Amend Bylaws . . . . . . . . . . 810.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01
. Proposals to Amend Code of

Conduct . . . . . . . . . . . 820.01; 830.01; 840.01
. Publication of Disciplinary Action . . . . . . 760.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760R.01
. Publication of Termination of Practice-Monitoring

Program Participation . . . . . . . . . . . . . . . 760.01
. Qualifications for Membership . . . . . . . . . 320.01
. Reinstatement of Membership . . . . . . . . 710.01;

. . . . . . . . . . . . . . . . . 710R.01; 720.01; 750.01
. Reports From Board of Directors . . . . . . 340.01
. Reports to Membership . . . . . . . . . . . . . . . 330.01
. Resolutions of Membership . . . . . . . . . . . .320.01
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COUNCIL OF INSTITUTE—continued
. Rules Governing International

Associates . . . . . . . . . . . . 260.01; 260R.01-.02
. Selection of Council Members . . . . . . . . . 330.01
. Senior Committees Designated . . . . . . . . 360.01
. Special Meetings of Council . . . . . . . . . . . 520.01
. State Society Representatives . . . . . . . . . 620.01
. Term of Office . . . . . . . . . . . . . . . 610.01; 670.01
. Termination of International Associate

Affiliation . . . . . . . . . . . . . . . . . . . . . . . . . . . 720.01
. Termination of Membership. . . . . . . . . . . .720.01
. Unexpired Terms. . . . . . . . . . . .610.01; 650R.01
. Vacancies . . . . . . . . . . . . . . . . . 610.01; 610R.01;

. . . . . . . . . . . . . . . . . . . . . . 650.01-.02; 650R.01

COUNCIL RESOLUTIONS—See Resolutions
of Council

CPA CERTIFICATE
. Disciplinary Actions . . . . . 730.01; 730R.03-.04;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740.01-.02
. Joint Trial Board Members. . . . . . . . . . . . .360.01
. Officers Appointed by Board of

Directors . . . . . . . . . . . . . . . . . . . . . . . . . . . 350.01
. Officers Elected by Council . . . . . . . . . . . . 350.01
. Requirement for Membership . . . . . . . . . . 220.01
. Requirements . . . . . . . . . . . . . . . . . . . . . . . . 921.07

CPA EXAMINATION—See Examination,
Uniform CPA

CRIMINAL CONVICTION
. Disciplinary Actions Without

a Hearing . . . . . . . . . . . . . 730.01; 730R.01-.02
. Disciplining of Member by

Trial Board . . . . . . . . . . . . . . . . . . . . . . 740.01-.02
. Judgment Reversed . . . . . . . . . . . . . . . . . 750R.02

D
DIRECTORS—See Board of Directors

DISCIPLINARY ACTIONS
. Disciplining by Trial Board . . . . . . . 360R.05-.07;

. . . . . . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . 701.01
. Maintaining Records . . . . . . . . . . . . . . . . . 760R.01
. Practice-Monitoring Programs . . . 220R.01-.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760.01
. Publication of Action . . . . . . 740R.04; 750R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 760.01; 760R.01
. Reinstatement . . . . . . . . . . . . . . . . . . . 750R.01-.02
. Retroactivity . . . . . . . . . . . . . . . . . . . . . . . . . .770.01
. Settlement Agreement . . . . . . . . . . . . . . 360R.07;

. . . . . . . . . . . . . . . . . . . . . . . . 740R.04; 760R.01
. Without a Hearing. . . . . . . . . . . . . . . . . . . . .730.01

DISCIPLINARY SUSPENSION—See
Suspension of Membership

DISCREDITABLE ACTS—See Acts Discreditable

DIVISION FOR CPA FIRMS (AICPA)
. Practice-Monitoring Programs . . . . 220R.01-.02
. Private Companies Practice

Section . . . . . . . . . . . . . . . . . . . . . . . . . . . 220R.01

DUES
. Classifications . . . . . . . . . . . . . . . . . . . . . . . . 450.01
. Date Payable . . . . . . . . . . . . . . . . . . . . . . . . . 450.02
. International Associates . . . . . . . . . . . 450.01-.03
. Military Service . . . . . . . . . . . . . . . . . . . . . . . 450.03
. Nonpayment . . . . . . . . . . . . 720.01; 720R.01-.02
. Required for Certification of

Membership . . . . . . . . . . . . . . . . . . . . . . . . 240.01

E
EDUCATION AND TRAINING—See Training

and Education

ELECTIONS
. Board of Directors. . . . . . . .630.01-.02; 660.01
. Chairman of Board of Directors . . . . . . . .630.01
. Council Members . . . . . . . . . . . . . . . . . . . . . 610.01
. Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . 601.01
. Members-at-Large . . . . . . . . . . . . 630.01; 660.01
. Notification of Election to Council . . . . . . 610.01
. Notification of Nomination to Council . . . 610.01
. Officers of Institute . . . . . . . . . . . . . . . . . . . 660.01
. Proportional Representation

in Council . . . . . . . . . . . . . . . . . . . . . . . . . . .610.01
. Public Representatives . . . . . . . . . . . . . . . . 630.01
. Term of Office of Council Members . . . . 610.01
. Vacancies . . . . . . . . . . . . . . 650.01-.02; 650R.01
. Vice Chairman of Board of Directors . . . 630.01
. Withdrawal of Nomination . . . . . . . . . . . . 610R.01

EMPLOYEE BENEFIT PLANS AUDIT QUALITY
CENTER EXECUTIVE COMMITTEE

. Designation as Senior Committee . . . . 360R.01

ETHICS DIVISION—See Professional
Ethics Division

EXAMINATION, UNIFORM CPA
. Requirement for Membership . . . . . . . . . . 220.01
. Supervision by Board of Examiners . . . . 360.01

EXAMINERS—See Board of Examiners

EXECUTION OF INSTRUMENTS
. Designation of Officers

or Employees . . . . . . . . . . . . . . . . . . . . . . .430.01

EXPENSES
. Indemnification Provision . . . . . . . . . . . . . . 440.02

F
FELONY—See Criminal Conviction

FINANCIAL REPORTING
. Description of Practice . . . . . . . . . . . 921.02-.03;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 921.08-.10

FINANCIAL REPORTING EXECUTIVE
COMMITTEE
. Authority to Make Public

Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01
. Designation as Senior Committee . . . . 360R.01
. Qualifications for Membership. . . . . . . . .320.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320R.01
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FINANCIAL STATEMENTS OF INSTITUTE
. Audit Committee. . . . . . . . . . . . . . . . . . . . . .420.01
. Fiscal Year . . . . . . . . . . . . . . . . . . . . . . . . . . 460R.01
. Publication for Membership . . . . . . . . . . . 410.01

FIRM
. Designation as Member . . . . . . . . . . . . . . . 250.01

FISCAL PERIOD
. Prescribed by Council . . . . . . . 460.01; 460R.01

FOREIGN CITIZENSHIP—See International
Associates

G
GOVERNMENT AUDIT QUALITY CENTER

EXECUTIVE COMMITTEE
. Designation as Senior Committee . . . . 360R.01

GOVERNMENTAL AGENCIES
. Compliance With Rules and

Regulations . . . . . . . . . . . . . . . . . . . . . . . . . 921.08

I
INCOME TAX RETURNS—See Tax Returns

INCOMPETENCE
. Disciplining by Trial Board . . . . . . . . . 740.01-.02

INDEPENDENCE
. Description of Practice . . . . . . . . . . . . . . . .921.06

INFORMATION TECHNOLOGY EXECUTIVE
COMMITTEE

. Designation as Senior Committee . . . . 360R.01

INSTITUTE—See American Institute of CPAs

INSTRUMENTS—See Execution of Instruments

INSURANCE
. Indemnification Provision . . . . . . . . . . . . . . 440.02

INTERNATIONAL ASSOCIATE
. Admission . . . . . . . . . . . . . . 260.01; 260R.01-.02
. Attendance at Meetings . . . . . . . . . . . . . . . 320.01
. Dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450.01-.03
. Member Benefits . . . . . . . . . . . . . . . . 260R.01-.02
. Termination of Association . . . . . . . . . . . . 720.01
. Voting Rights . . . . . . . . . . . 260R.01-.02; 320.01
. Waiver of Dues . . . . . . . . . . . . . . . . . . . . . . . 450.03

J
JOINT TRIAL BOARD
. Board of Public Company Auditor’s

Forum . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.11
. Complaints Against Members . . . . . . . . 740R.02
. Composition . . . . . . . . . . . . 360.01; 360R.08-.10
. Disciplining of Member . . . . . 730.01; 730R.07;

. . . . . . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Duties and Powers. . . . . . . . . . . . . . . . . . . .360.01
. Effective Date of Decision. . . . . . . . . . . .740R.03
. Expulsion of Member . . . . . . . . . . . . . . . . . 740.01
. Membership Requirements . . . . . . . . . . . . 360.01
. Notification to Member . . . . . . . . . . . . . . 740R.03
. Panel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740R.03
. Powers . . . . . . . . . . . . . . . . . . . . . . . . . 360R.10-.12

JOINT TRIAL BOARD—continued
. Peer Review Board . . . . . . . . . . . . . . . . . . 360R.11
. Peer Review Committee . . . . . . . . . . . . . 360R.11
. Practice-Monitoring Program . . . . . . . . . 360R.11
. Publication of Disciplinary Action . . . . . 760R.01
. Publication of Reinstatement . . . . . . . . . 750R.01
. Reinstatement of Membership . . . . . . . 710R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 750R.01-.02
. Request for Trial. . . . . . . . . . . . . . . . . . . . .740R.03
. Resignation of Membership . . . . . . . . . . 710R.01
. Review Procedure. . . . . .740R.03; 750R.01-.02
. State Societies, CPA. . . . . . . . . . . . . . . . .360R.13
. Sub-Board . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.10
. Summoning of Member . . . . . . . . . . . . . . . 730.01

L
LAWSUITS—See Litigation

LIABILITIES
. Indemnification Provision . . . . . . . . . . . . . . 440.02

LITIGATION
. Indemnification Provision . . . . . . . . . . 440.01-.02

M
MAIL BALLOT
. Council Vote. . . . . . . . . . . . . . . . . . . . . . . . . .520.01
. Proposed Amendments . . . . . . .830.01; 840.01
. Resolutions of Membership . . . . . . . . . . . .510.01
. Vacancies . . . . . . . . . . . . . . . . . . 650.01; 650R.01
. Voting for Council Members . . . . . . . . . . . 610.01
. Voting Rights . . . . . . . . . . . . . . . . . . . . . . . . . 320.01

MANAGEMENT
. Audit Committee. . . . . . . . . . . . . . . . . . . . . .420.01
. Audit of Institute . . . . . . . . . . . . . . . . . . . . . . 410.01
. Authority of Council . . . . . . . . . . . . . . . . . . . 401.01
. Budgets of Institute . . . . . . . . . 401.01; 401R.01
. Dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450.01-.03
. Fiscal Year . . . . . . . . . . . . . . . . . 460.01; 460R.01
. Implementing Resolutions

of Council . . . . . . . . . . . . . . . . . . . . . . . . . 401R.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01

MANAGEMENT CONSULTING SERVICES
. Description of Practice . . . . . . . . . . . . 921.10-.11

MANAGEMENT CONSULTING SERVICES
EXECUTIVE COMMITTEE

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

MEETINGS, GENERAL PROVISIONS
. Quorum . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 530.01
. Rules of Procedure . . . . . . . . . . . . . . . . . . . 530.01

MEETINGS OF BOARD OF DIRECTORS
. Amendment Proposals . . . . . . . . . . . . . . . . 830.01
. Quorum . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 530.01

MEETINGS OF COUNCIL
. Agenda Determined by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .501.01
. Amendment Proposals . . . . . . . . . . . . . . . . 830.01
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MEETINGS OF COUNCIL—continued
. Dates Determined by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .501.01
. Dates of Meetings . . . . . . . . . . . . . . . . . . . . 520.01
. Election Meeting . . . . . . . . . . . . . . . . . . . . . .660.01
. Elections . . . . . . . . . . . . . . . 650.01-.02; 650R.01
. Mail Ballot in Lieu of Special

Meeting . . . . . . . . . . . . . . . . . . . . . . . . . . . . 520.01
. Minutes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 520.01
. Non-attendance. . . . . . . . . . . . . . . . . . . . . . .640.01
. Notice of Meetings . . . . . . . . . . . . . . . . . . . 520.01
. Quorum . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 530.01
. Regular Meetings . . . . . . . . . . . . . . . . . . . . . 520.01
. Rules of Procedure . . . . . . . . . . . . . . . . . . . 530.01
. Special Meetings . . . . . . . . . . . . . . . . . . . . . 520.01

MEETINGS OF INSTITUTE
. Council Meeting Held in Conjunction

With . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .660.01
. Notice of Meetings . . . . . . . . . . . . . . . . . . . 510.01
. Quorum . . . . . . . . . . . . . . . . . . . . . 510.01; 530.01
. Regular Meetings . . . . . . . . . . . . . . . . . . . . . 510.01
. Resolution of Membership . . . . . . . . . . . . .510.01
. Rules of Procedure . . . . . . . . . . . . . . . . . . . 530.01
. Special Meetings . . . . . . . . . . . . . . . . . . . . . 510.01

MEMBERS—See Membership

MEMBERS-AT-LARGE OF COUNCIL
. Council Members . . . . . . . . . . . . . . . . . . . . . 330.01
. Elections. . . . . . . . . . . . . . . . .630.01-.02; 660.01
. Forfeiture of Office. . . . . . . . . . . . . . . . . . . .640.01
. Nonattendance at Council Meetings . . . .640.01
. Term of Office . . . . . . . . . . . . . . . 630.01; 670.01

MEMBERSHIP
. Administrative Reprimand. . . . . . . .360R.05-.07;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 701.01
. Admission to Membership . . . . . . . . . . . . 220.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 220R.02; 240.01
. Amendment Petition’s Contents

and Validity. . . . . . . . . . . . . . . . .810.01; 820.01
. Amendment Proposals . . . . . . . 810.01; 820.01
. Attendance at Meetings . . . . . . . . . . . . . . . 320.01
. Certificate—See Certificate of Membership
. Communications With . . . . . . . . . . . . . . . . . 310.02
. Conditions for Retention. . . . . . . . . . . . . . .701.01
. Continuing Professional Education. . . . .720.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 720R.02
. Designation as Member . . . . . . . . . . . . . . . 250.01
. Disciplinary Sanctions—See Disciplinary

Sanctions
. Disciplining of Member by Trial

Board . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Dues . . . . . . . . . . . . . . . . . . . . 230.01; 450.01-.03
. Education Requirements . . . . . . . . . . . . . . 220.01
. Elections—See Elections
. Financial Statements of Institute . . . . . . . 410.01
. International Associates—See International

Associates
. Mail Ballot. . . . . . . . . . . . . . . . . . .320.01; 510.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 610.01; 830.01
. Meetings—See Meetings of Institute
. Members Defined . . . . . . . . . . . . . . . . . . . . .210.01

MEMBERSHIP—continued
. Nonpayment of Dues. . . . . . . .720.01; 720R.01
. Notice of Meetings . . . . . . . . . . . . . . . . . . . 510.01
. Objectives of Institute . . . . . . . . . . . . . . . . . 101.01
. Organization—See Organization of Institute
. Positions Held Only by Members . . . . . . 320.01;

. . . . . . . . . . . . . . . . . . . . . . . 630.01-.02; 660.01
. Positions That May Be Held by

Non-Members. . . . . . . . . . . . . . . . . .320R.01-.02
. Practice-Monitoring

Programs . . . . . . . . . . . .220R.01-.02; 710.01;
. . . . . . . . . . . . . . . . 710R.01; 720.01; 720R.02

. Proposals to Amend Bylaws . . . . . . . . . . 810.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . 830.01; 840.01

. Proposals to Amend Code of
Conduct . . . . . . . . . . . 820.01; 830.01; 840.01

. Publication of Disciplinary Action . . . . . . 760.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760R.01

. Publication of Termination of
Practice-Monitoring Program
Participation . . . . . . . . . . . . . . . . . . . . . . . . 760.01

. Qualifications . . . . . . . . . . . . . . . 220.01; 220R.02

. Reinstatement—See Reinstatement
of Membership

. Reports of Council Action . . . . . . . . . . . . . 330.01

. Requirements for Admission . . . . . . . . . . 220.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 220R.02

. Requirements for Joint Trial Board . . . . . 360.01

. Requirements for Retention. . . . . . . . . . . .230.01

. Residence for Voting Purposes . . . . . . . . 320.01

. Resignation—See Resignation

. Resolutions—See Resolutions of Membership

. Retention of Membership . . . . . . . . . . . . . 230.01;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 230R.04-.07

. Rights and Powers . . . . . . . . . . . . . . . . . . . .320.01

. Settlement Agreement . . . . . . . . . . . . . . . 360R.07

. Suspension—See Suspension of Membership

. Term Limit . . . . . . . . . . . . . . . . . . . . . . . . . . . 670.01

. Termination—See Termination of
Membership

. Unity of Profession. . . . . . . . . . . . . . . . . . . .921.15

. Voting on Amendments . . . . . . . . . . . . . . . 840.01

. Voting Rights . . . . . . . . . . . . . . . . . . . . . . . . . 320.01

. Waiver of Dues . . . . . . . . . . . . . . . . . . . . . . . 450.03

MILITARY SERVICE
. Dues. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .450.03

MINUTES OF MEETINGS
. Meetings of Council . . . . . . . . . . . . . . . . . . .520.01

N
NOMINATIONS
. Council Members . . . . . . . . . . . . 610.01; 670.01
. Duties of Committee . . . . . . . . . 360.01; 610.01
. Election of Council Members. . . . . . . . . .610.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 630.01; 670.01
. Election of Members . . . . . . . . . . . . . 360R.03-.04
. Election of Officers . . . . . . . . . . . . . . . . . . . 630.01
. Floor Nominations . . . . . . . . . . . . . . . . . . . . 630.01
. Vacancies. . . . . . . . . . . . . . . . . . . . . . . . . . .650R.01
. Withdrawal . . . . . . . . . . . . . . . . . . . . . . . . . . 610R.01
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NONPAYMENT OF FINANCIAL OBLIGATION
. Termination of Membership . . . . . . . . . . . 720.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 720R.01-.02

NOTIFICATION
. Charges Against Members . . . . . . . . . . . 740R.03
. Disciplinary Actions . . . . . . . . . . . . . . . . . 730R.05;

. . . . . . . . . . . . . . . . . . . . . . . . . 760.01; 760R.01
. Notice of Meetings . . . . . . . . . . . 510.01; 520.01

O
OBJECTIVES OF INSTITUTE
. Certificate of Incorporation . . . . . . . . . . . . 101.01

OBJECTIVITY
. Description of Practice . . . . . . . . . . . . . . . .921.05

OFFICERS OF INSTITUTE
. Appointed by Board of Directors . . . . . . . 350.01
. Chairman of Board—See Chairman

of Board of Directors
. Election by Council . . . . . . . . . . . . . . . . . . . 350.01
. Election Meetings. . . . . . . . . . . . . . . . . . . . .660.01
. Election of Members . . . . . . . . . . . . . . . . . . 601.01
. Execution of Instruments . . . . . . . . . . . . . . 430.01
. Indemnification Provision . . . . . . . . . . . . . . 440.01
. Nominations Committee. . . . . . . . . . . . . . .360.01
. Organization of Institute . . . . . . . . . . . . . . . 310.01
. Powers of Council . . . . . . . . . . . . . . . . . . . . 330.01
. President—See President of Institute
. Resolutions of Membership . . . . . . . . . . . .320.01
. Secretary—See Secretary of Institute
. Term of Office. . . . . . . . . . . . . . . . . . . . . . .350R.01
. Unexpired Terms . . . . . . . . . . . . . . . . . . . . 650R.01
. Vacancies . . . . . . . . . . . . . . . . . . . . . . . 650.01-.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 650R.01
. Vice Chairman—See Vice Chairman

of Board of Directors
. Vice President—See Vice Presidents

of Institute (Appointed)

ORGANIZATION OF INSTITUTE
. Board of Directors . . . . . . . . . . 340.01; 340R.01
. Committees and Boards . . . . . . . . . . . . . . 360.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.01-.12
. Council of Institute . . . . . . . . . . . . . . . . . . . . 330.01
. General Structure . . . . . . . . . . . . . . . . . 310.01-.02
. Membership . . . . . . . . . . . . . . . . . . . . . . . . . .320.01
. Officers Elected by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .350.01
. Officers Elected by Council . . . . . . . . . . . 350.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350R.01-.05

P
PEER REVIEW BOARD
. Authority to Make Public

Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01
. Designation as Senior Committee. . . .220R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360R.01
. Disciplinary Action . . . . . . . . . . . . . . . . . . . . 760.01
. Election of Members. . . . . . . . . . . . . . . . .220R.01
. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . 360R.11

PEER REVIEW BOARD—continued
. Practice-Monitoring Program . . . . . . . . . 710R.01
. Qualifications for Membership . . . . 320R.01-.02
. Selection of Nominees . . . . . . . . . . . . . . .220R.01

PEER REVIEW COMMITTEE
. Disciplinary Action . . . . . . . . . . . . . . . . . . . 760R.01
. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . 360R.11
. Practice-Monitoring Program . . . . . . . . . 710R.01

PEER REVIEW DIVISION
. Activities . . . . . . . . . . . . . . . . . . . . . . . . . . . .220R.01
. Agreements With State Societies . . . . . 220R.01

PERMANENT COMMITTEES, BOARDS,
AND DIVISIONS

. Composition. . . . . . . . . . . . . . . . . . . . . . . . . .360.01

PERSONAL FINANCIAL PLANNING EXECUTIVE
COMMITTEE

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

PRACTICE-MONITORING PROGRAMS
. Disciplinary Sanctions . . . . . . . . . . . . . . . 220R.02
. Institute Approved . . . . . . . . . . 710.01; 710R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760.01
. Publication of Disciplinary Action. . . . . . .760.01
. Reinstatement of Membership . . . . . . . . 710.01;

. . . . . . . . . . . . . . . . . . . . . . . . 710R.01; 720R.02
. Requirement for Membership . . . . . . . . . 220.01;

. . . . . . . . . . . . . . . . . . . . . . 220R.01-.02; 230.01
. Termination of Membership. . . . . . . . . . . .720.01

PRACTICE OF PUBLIC ACCOUNTING
. Description . . . . . . . . . . . . . . . . . . . . . . . 921.01-.15
. Enrollment in Practice-Monitoring

Program. . . . . . . . . . . . . . . . . . . . . . .220R.01-.02
. Requirements for Membership . . . . . . . . 220.01;

. . . . . . . . 220R.01-.02; 230.01; 230R.04-.07

PRESIDENT OF INSTITUTE
. Appointed by Board of Directors . . . . . . . 350.01
. Duties of President . . . . . . . . . . . . . . . . . . 350R.04
. Powers Prescribed by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .350.01
. Qualifications for Office . . . . . . . . . . . . . . . 350.01

PRIVATE COMPANIES PRACTICE
EXECUTIVE COMMITTEE

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

PROFESSIONAL DEVELOPMENT—See Training
and Education
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PROFESSIONAL ETHICS DIVISION
. Action on Complaints . . . . . . . . . . . . . . . . 740R.02
. Action on Reinstatement . . . . . . . . . . . . . 710R.01
. Action on Resignations . . . . . . . . . . . . . . 710R.01
. Administrative Reprimand. . . . . . . .360R.05-.07;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740R.04
. Amendment Proposals . . . . . . . . . . . . . . . . 820.01
. Complaints Against Members. . . . .740R.01-.04
. Continuing Professional Education

Prescribed. . . . . . . . . . . . . . . . . . . . .360R.05-.06
. Disciplinary Actions . . . . . 730.01; 730R.01-.07;

. . . . . . . . . . . . . . . . . . 740.01-.02; 740R.01-.04
. Failure to Cooperate . . . . . . . . . . . . . . 740.01-.02
. Proposals to Amend Code of

Conduct . . . . . . . . . . . . . . . . . . . . . . . . . . . . 820.01
. Record of Disciplinary Actions . . . . . . . . 760R.01
. Reinstatement of Membership . . . . . . . .750R.02

PROFESSIONAL ETHICS EXECUTIVE
COMMITTEE

. Administrative Reprimand . . . . . . . . 360R.05-.07

. Authority to Make Public
Statements. . . . . . . . . . . . . . . . . . . . . . . .360R.01

. Designation as Senior Committee . . . . 360R.01

. Disciplinary Actions . . . . . 730.01; 730R.01-.07

. Duties of Committee . . . . . . . . . . . . . . . . . . 360.01

. Interpretations and Amendments
of Code . . . . . . . . . . . . . . . . . . . . . . . . . . . . 360.01

. Outcome of Investigation
of Disciplinary Action. . . . . . . . . . . . . . .760R.01

. Qualifications for Membership . . . . 320R.01-.02

. Settlement Agreement . . . . 360R.07; 740R.04;
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 760R.01

PUBLIC REPRESENTATIVES
. Elected by Council . . . . . . . . . . . . . . . . . . . . 630.01
. Members of Board of Directors . . . . . . . 320.01;

. . . . . . . . . . . . . . . . . . . . . . 340R.01; 630.01-.02

PUBLIC STATEMENTS
. Authority to Issue. . . . . . . . . . . . . . . . . . . .360R.02

Q
QUORUM
. Meetings of Boards of Directors . . . . . . . 530.01
. Meetings of Council . . . . . . . . . . . . . . . . . . .530.01
. Meetings of Institute . . . . . . . . . . . . . . . . . . 530.01

R
REINSTATEMENT OF MEMBERSHIP
. Application for Reinstatement . . . . . . . . . 710.01;

. . . . . . . . . . . . . . . . . . . . 710R.01; 720R.01-.02;
. . . . . . . . . . . . . . . . . . . . 720R.04; 750R.01-.02

. Conditions and Procedures . . . . . . . . 750.01-.02

. Continuing Professional Education . . . . 720R.02

. Payment of Dues . . . . . . . . . . . . . . . . . . . . 720R.01

. Payment of Financial Obligations . . . . . 720R.01

. Practice-Monitoring Programs. . . . . . . . .710.01;
. . . . . . . . . . . . . . . . . . . . . . . . 710R.01; 720R.02

REPORTS
. Actions of Board of Directors . . . . . . . . . .340.01
. Actions of Council . . . . . . . . . . . . . . . . . . . . 330.01
. Requirement for Membership . . . . . . . . . 220.01;

. . . . . . . . . . . . . . . . . . . . . . . . . 220R.02; 230.01

RESEARCH
. Description of Practice . . . . . . . . . . . . . . . .921.06

RESIGNATION
. Membership . . . . . . . . . . . . . . . 710.01; 710R.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 720R.03-.04
. Practice-Monitoring Review . . . . . . . . . . 360R.06;

. . . . . . . . . . . . . . . . . . . . . . . . . 710.01; 710R.01

RESOLUTIONS OF COUNCIL
. Board of Directors. . . . . . . . . . . . . . . . . . .340R.01
. Committees of Institute . . . . . . . . . . 360R.01-.12
. Disciplinary Actions . . . . . . . . . . . . . . 730R.01-.07
. Disciplining by Trial Board . . . . . . . . 740R.01-.04
. Election of Council Members . . . . . . . . . 610R.01
. Financial Management

and Controls . . . . . . . . . . . . . . . . . . . . . . 401R.01
. Fiscal Year . . . . . . . . . . . . . . . . . . . . . . . . . . 460R.01
. International Associates . . . . . . . . . . 260R.01-.02
. Nonpayment of Financial

Obligations . . . . . . . . . . . . . . . . . . . . 720R.01-.04
. Officers of Institute . . . . . . . . . . . . . . 350R.01-.05
. Publication of Disciplinary Action . . . . . 760R.01
. Reinstatement of Membership . . . . 750R.01-.02
. Resignation of Membership . . . . . . . . . . 710R.01
. Retention of Membership. . . . . . . . .230R.04-.07
. Term Limit . . . . . . . . . . . . . . . . . . . . . . . . . . . 670.01
. Vacancies. . . . . . . . . . . . . . . . . . . . . . . . . . .650R.01

RESOLUTIONS OF MEMBERSHIP
. Positions That May Be Held by

Non-Members. . . . . . . . . . . . . . . . . .320R.01-.02
. Rights and Powers . . . . . . . . . . . 320.01; 510.01

RETENTION OF MEMBERSHIP—See
Membership

RETROACTIVITY
. Disciplinary Sanctions. . . . . . . . . . . . . . . . .770.01

RIGHTS
. Administrative Reprimand . . . . . . . . 360R.05-.07
. Attendance at Meetings . . . . . . . . . . . . . . . 320.01
. Designation as Members of Institute . . . 250.01
. Resolutions. . . . . . . . . . . . . . . . . . . . . . . . . . .320.01
. Settlement Agreement . . . . . . . . . . . . . . . 360R.07
. Voting—See Voting Rights

RULES OF PROCEDURE
. Meeting of Institute and Council . . . . . . . .530.01

S
SANCTIONS—See Disciplinary Sanctions

SCOPE OF PRACTICE
. Specialization of CPAs . . . . . . . . . . . . . . . . 921.14

SCOPE OF RESPONSIBILITY
. Senior Committees . . . . . . . . . . . . . . . . . . . 360.01
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SECRETARY OF INSTITUTE
. Appointed by Board of Directors . . . . . . . 350.01
. Duties of Secretary . . . . . . . . . 350R.05; 610.01
. Member of Board of Directors . . . . . . . . . 320.01
. Powers Prescribed by Board

of Directors. . . . . . . . . . . . . . . . . . . . . . . . .350.01
. Qualifications for Office . . . . . . . . . . . . . . . 350.01

SECURITIES AND EXCHANGE COMMISSION
. Description of Practice . . . . . . . . . . . . . . . .921.12

SPECIALIZATION
. Scope of Practice . . . . . . . . . . . . . . . . . . . . 921.14

STAFF MEMBERS
. Organization of Institute . . . . . . . . . . . . . . . 310.02
. Resolutions Binding on Staff . . . . . . . . . . . 320.01

STANDARDS OF PERFORMANCE
. Description of Practice . . . . . . . . . . . . . . . .921.13

STANDARDS, TECHNICAL—See Technical
Standards

STATE SOCIETIES, CPA
. Agreement With Institute . . . . 360R.13; 740.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740R.01
. Disciplining of Member . . . . . . . . . . .740R.01-.04
. Joint Trial Board . . . . . . . . . . . . . . . . . . . . . 360R.13
. Notification to Member . . . . . . . . . . . . . . 740R.03
. Representation on Council . . . . . . . . . . . . .620.01
. Selection of Council Members . . . . . . . . 330.01;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610.01

SUSPENSION OF ASSOCIATION
. Return of Certificate . . . . . . . . . . . . . . . . . . 240.01

SUSPENSION OF MEMBERSHIP
. Criminal Conviction . . . . . . . . . 730.01; 730R.01
. Disciplinary Actions . . . . . 730.01; 730R.01-.07;

. . . . . . . . . . . . . . . . . . . . . . . . . 740.01; 740R.03
. Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . 701.01
. Publication of Reinstatement . . . . . . . . . 750R.01
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VS Section 100

Valuation of a Business, Business Ownership
Interest, Security, or Intangible Asset

Source: Statement on Standards for Valuation Services No. 1

June 2007

Foreword
Why Issued

Valuations of businesses, business ownership interests, securities, or intangible
assets (hereinafter collectively referred to in this Foreword as business valua-
tions) may be performed for a wide variety of purposes including the following:

1. Transactions (or potential transactions), such as acquisitions, mergers,
leveraged buyouts, initial public offerings, employee stock ownership
plans and other share based plans, partner and shareholder buy-ins
or buyouts, and stock redemptions

2. Litigation (or pending litigation) relating to matters such as marital
dissolution, bankruptcy, contractual disputes, owner disputes, dissent-
ing shareholder and minority ownership oppression cases, and employ-
ment and intellectual property disputes

3. Compliance-oriented engagements, including (a) financial reporting
and (b) tax matters such as corporate reorganizations; S corporation
conversions; income, estate, and gift tax compliance; purchase price
allocations; and charitable contributions

4. Planning oriented engagements for income tax, estate tax, gift tax,
mergers and acquisitions, and personal financial planning

In recent years, the need for business valuations has increased significantly. Pe-
rforming an engagement to estimate value involves special knowledge and skill.

Given the increasing number of members of the AICPA who are performing
business valuation engagements or some aspect thereof, the AICPA Consult-
ing Services Executive Committee has written this standard to improve the
consistency and quality of practice among AICPA members performing busi-
ness valuations. AICPA members will be required to follow this standard when
they perform engagements to estimate value that culminate in the expression
of a conclusion of value or a calculated value.

The Consulting Services Executive Committee is a body designated by AICPA
Council to promulgate professional standards under the "General Standards
Rule" (ET sec. 1.300.001 and 2.300.001) and the "Compliance with Standards
Rule" (ET sec. 1.310.001 and 2.310.001) of the AICPA Code of Professional Con-
duct (the code).

Introduction and Scope
.01 This statement establishes standards for AICPA members (hereinafter

referred to in this statement as members) who are engaged to, or, as part of

©2017, AICPA VS §100.01



2700 Valuation Services

another engagement, estimate the value of a business,1 business ownership
interest, security, or intangible asset (hereinafter collectively referred to in
this statement as subject interest). For purposes of this statement, the defini-
tion of a business includes not-for-profit entities or activities.

.02 As described in this statement, the term engagement to estimate
value refers to an engagement or any part of an engagement (for example,
a tax, litigation, or acquisition-related engagement) that involves estimating
the value of a subject interest. An engagement to estimate value culminates
in the expression of either a conclusion of value or a calculated value (see
paragraph .21). A member who performs an engagement to estimate value is
referred to, in this statement, as a valuation analyst.

.03 Valuation analysts should be aware of any governmental regulations
and other professional standards applicable to the engagement, including the
code and the Statement on Standards for Consulting Services (SSCS) No. 1,
Consulting Services: Definitions and Standards (CS sec. 100), and the extent
to which they apply to engagements to estimate value. Compliance is the re-
sponsibility of the valuation analyst.

.04 In the process of estimating value as part of an engagement, the val-
uation analyst applies valuation approaches and valuation methods, as
described in this statement, and uses professional judgment. The use of profes-
sional judgment is an essential component of estimating value.

Exceptions From This Statement
.05 This statement is not applicable to a member who participates in esti-

mating the value of a subject interest as part of performing an attest engage-
ment defined by the "Independence Rule" of the code (ET sec. 1.200.001) (for
example, as part of an audit, review, or compilation engagement).

.06 This statement is not applicable when the value of a subject interest
is provided to the member by the client or a third party, and the member does
not apply valuation approaches and methods, as discussed in this statement.

.07 This statement is not applicable to internal use assignments from em-
ployers to employee members not in public practice, as that term is defined in
the code (ET sec. 0.400.42). See also Valuation Interpretation No. 1, "Scope of
Applicable Services" (VS sec. 9100), illustrations 24 and 25 (VS sec. 9100 par.
.78–.81).

.08 This statement is not applicable to engagements that are exclusively
for the purpose of determining economic damages (for example, lost profits)
unless those determinations include an engagement to estimate value. See also
Interpretation No. 1, illustrations 1, 2, and 3 (VS sec. 9100 par. .06–.11).

.09 This statement is not applicable to mechanical computations that do
not rise to the level of an engagement to estimate value; that is, when the mem-
ber does not apply valuation approaches and methods and does not use pro-
fessional judgment. See Interpretation No. 1, illustration 8 (VS sec. 9100 par.
.20–.23).

1 This statement includes two glossaries. Appendix B, "International Glossary of Business Val-
uation Terms" (par. .81), is a verbatim reproduction of the glossary jointly developed by the AICPA,
the American Society of Appraisers (ASA), the Canadian Institute of Chartered Business Valuators,
the National Association of Certified Valuation Analysts, and the Institute of Business Appraisers.
Appendix C, "Glossary of Additional Terms" (par. .82), provides definitions for terms included in this
statement but not defined in the jointly developed glossary. The terms defined in appendix B are in
boldface type the first time they appear in this statement; the terms defined in appendix C are in
italicized boldface type the first time they appear in this statement.

VS §100.02 ©2017, AICPA



Valuation of a Business 2701

This statement is not applicable when it is not practical or not reasonable to
obtain or use relevant information; as a result, the member is unable to apply
valuation approaches and methods that are described in this statement.2

Jurisdictional Exception
.10 If any part of this statement differs from published governmental, ju-

dicial, or accounting authority, or such authority specifies valuation develop-
ment procedures or valuation reporting procedures, then the valuation analyst
should follow the applicable published authority or stated procedures with re-
spect to that part applicable to the valuation in which the member is engaged.
The other parts of this statement continue in full force and effect (Interpreta-
tion No. 1 [VS sec. 9100 par. .01–.89]).

Overall Engagement Considerations

Professional Competence
.11 The "General Standards Rule" of the code (ET sec. 1.300.001 and

2.300.001) states that a member shall "undertake only those professional ser-
vices that the member or the member's firm can reasonably expect to be com-
pleted with professional competence." Performing a valuation engagement with
professional competence involves special knowledge and skill. A valuation ana-
lyst should possess a level of knowledge of valuation principles and theory and
a level of skill in the application of such principles that will enable him or her
to identify, gather, and analyze data, consider and apply appropriate valuation
approaches and methods, and use professional judgment in developing the es-
timate of value (whether a single amount or a range). An in-depth discussion of
valuation theory and principles, and how and when to apply them, is not within
the scope of this statement.

.12 In determining whether he or she can reasonably expect to complete
the valuation engagement with professional competence, the valuation analyst
should consider, at a minimum, the following:

a. Subject entity and its industry
b. Subject interest
c. Valuation date
d. Scope of the valuation engagement

i. Purpose of the valuation engagement
ii. Assumptions and limiting conditions expected to apply to the

valuation engagement (see paragraph .18)
iii. Applicable standard of value (for example, fair value or fair

market value) and the applicable premise of value (for exam-
ple, going concern)

iv. Type of valuation report to be issued (see paragraph .48), intended
use and users of the report, and restrictions on the use of the re-
port

e. Governmental regulations or other professional standards that apply
to the subject interest or to the valuation engagement

2 Unless prohibited by statute or by rule, a member may use the client's estimates for compliance
reporting to a third party if the member determines that the estimates are reasonable (based on the
facts and circumstances known to the member). See Interpretation No. 1, "Scope of Applicable Ser-
vices" (VS sec. 9100 par. .01–.89), and Statement for Standards on Tax Services No. 4, Use of Estimates
(TS sec. 400).
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Nature and Risks of the Valuation Services and Expectations of
the Client

.13 In understanding the nature and risks of the valuation services to
be provided, and the expectations of the client, the valuation analyst should
consider the matters in paragraph .12, and in addition, at a minimum, the fol-
lowing:

a. The proposed terms of the valuation engagement
b. The identity of the client
c. The nature of the interest and ownership rights in the business, busi-

ness interest, security, or intangible asset being valued, including con-
trol characteristics and the degree of marketability of the interest

d. The procedural requirements of a valuation engagement and the ex-
tent, if any, to which procedures will be limited by either the client or
circumstances beyond the client's or the valuation analyst's control

e. The use of and limitations of the report, and the conclusion or calcu-
lated value

f. Any obligation to update the valuation

Objectivity and Conflict of Interest
.14 The code requires objectivity in the performance of all professional ser-

vices, including valuation engagements. Objectivity is a state of mind. The prin-
ciple of objectivity imposes the obligation to be impartial, intellectually honest,
disinterested, and free from conflicts of interest. Where a potential conflict of
interest may exist, a valuation analyst should make the disclosures and ob-
tain consent as required by the "Conflicts of Interest" interpretation (ET sec.
1.110.010 and 2.110.010) under the "Integrity and Objectivity Rule" (ET sec.
1.100.001 and 2.100.001).

Independence and Valuation
.15 If valuation services are performed for a client for which the valuation

analyst or valuation analyst's firm also performs an attest engagement (defined
by the "Independence Rule" of the code), the valuation analyst should meet
the requirements included in the interpretations of the "Nonattest Services"
subtopic (ET sec. 1.295) under the "Independence Rule" (ET sec. 1.200.001) so
as not to impair the member's independence with respect to the client.

Establishing an Understanding With the Client
.16 The valuation analyst should establish an understanding with the

client, preferably in writing, regarding the engagement to be performed. If the
understanding is oral, the valuation analyst should document that understand-
ing by appropriate memoranda or notations in the working papers. (If the en-
gagement is being performed for an attest client, the "General Requirements
for Performing Nonattest Services" interpretation [ET sec. 1.295.040] of the "In-
dependence Rule" [ET sec. 1.200.001] requires the engagement understanding
to be in writing.) Regardless of whether the understanding is written or oral,
the valuation analyst should modify the understanding if he or she encounters
circumstances during the engagement that make it appropriate to modify that
understanding.

.17 The understanding with the client reduces the possibility that either
the valuation analyst or the client may misinterpret the needs or expectations
of the other party. The understanding should include, at a minimum, the nature,
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purpose, and objective of the valuation engagement, the client's responsibilities,
the valuation analyst's responsibilities, the applicable assumptions and limit-
ing conditions, the type of report to be issued, and the standard of value to be
used.

Assumptions and Limiting Conditions
.18 Assumptions and limiting conditions are common to valuation engage-

ments. Examples of typical assumptions and limiting conditions for a business
valuation are provided in appendix A, "Illustrative List of Assumptions and
Limiting Conditions for a Business Valuation" (par. .80). The assumptions and
limiting conditions should be disclosed in the valuation report (see paragraphs
.52l, .68g, and .71m).

Scope Restrictions or Limitations
.19 A restriction or limitation on the scope of the valuation analyst's work,

or the data available for analysis, may be present and known to the valua-
tion analyst at the outset of the valuation engagement or may arise during the
course of a valuation engagement. Such a restriction or limitation should be
disclosed in the valuation report (see paragraphs .52m, .68e, and .71n).

Using the Work of Specialists in the Engagement
to Estimate Value

.20 In performing an engagement to estimate value, the valuation analyst
may rely on the work of a third party specialist (for example, a real estate or
equipment appraiser). The valuation analyst should note in the assumptions
and limiting conditions the level of responsibility, if any, being assumed by the
valuation analyst for the work of the third party specialist. At the option of
the valuation analyst, the written report of the third party specialist may be
included in the valuation analyst's report.

Development

Types of Engagement
.21 There are two types of engagements to estimate value—a valuation

engagement and a calculation engagement. The valuation engagement re-
quires more procedures than does the calculation engagement. The valuation
engagement results in a conclusion of value. The calculation engagement re-
sults in a calculated value. The type of engagement is established in the under-
standing with the client (see paragraphs .16 and .17):

a. Valuation engagement. A valuation analyst performs a valuation en-
gagement when (1) the engagement calls for the valuation analyst to
estimate the value of a subject interest and (2) the valuation analyst
estimates the value (as outlined in paragraphs .23–.45) and is free to
apply the valuation approaches and methods he or she deems appro-
priate in the circumstances. The valuation analyst expresses the re-
sults of the valuation as a conclusion of value; the conclusion may be
either a single amount or a range.

b. Calculation engagement. A valuation analyst performs a calculation
engagement when (1) the valuation analyst and the client agree on
the valuation approaches and methods the valuation analyst will use
and the extent of procedures the valuation analyst will perform in the
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process of calculating the value of a subject interest (these procedures
will be more limited than those of a valuation engagement) and (2) the
valuation analyst calculates the value in compliance with the agree-
ment. The valuation analyst expresses the results of these procedures
as a calculated value. The calculated value is expressed as a range or
as a single amount. A calculation engagement does not include all of
the procedures required for a valuation engagement (see paragraph
.46).

Hypothetical Conditions
.22 Hypothetical conditions affecting the subject interest may be required

in some circumstances. When a valuation analyst uses hypothetical conditions
during a valuation or calculation engagement, he or she should indicate the
purpose for including the hypothetical conditions and disclose these conditions
in the valuation or calculation report (see paragraphs .52n, .71o, and .74).

Valuation Engagement
.23 In performing a valuation engagement, the valuation analyst should

do the following:

• Analyze the subject interest (paragraphs .25–.30)

• Consider and apply appropriate valuation approaches and meth-
ods (paragraphs .31–.42)

• Prepare and maintain appropriate documentation (paragraphs
.44–.45)

.24 Even though the list in paragraph .23 and some requirements and
guidance in this statement are presented in a manner that suggests a sequen-
tial valuation process, valuations involve an ongoing process of gathering, up-
dating, and analyzing information. Accordingly, the sequence of the require-
ments and guidance in this statement may be implemented differently at the
option of the valuation analyst.

Analysis of the Subject Interest
.25 The analysis of the subject interest will assist the valuation analyst in

considering, evaluating, and applying the various valuation approaches and
methods to the subject interest. The nature and extent of the information
needed to perform the analysis will depend on, at a minimum, the following:

• Nature of the subject interest

• Scope of the valuation engagement

• Valuation date

• Intended use of the valuation

• Applicable standard of value

• Applicable premise of value

• Assumptions and limiting conditions

• Applicable governmental regulations or other professional standards

.26 In analyzing the subject interest, the valuation analyst should consider
financial and nonfinancial information. The type, availability, and significance
of such information vary with the subject interest.
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Nonfinancial Information

.27 The valuation analyst should, as available and applicable to the valu-
ation engagement, obtain sufficient nonfinancial information to enable him or
her to understand the subject entity, including the following:

• Nature, background, and history

• Facilities

• Organizational structure

• Management team (which may include officers, directors, and key em-
ployees)

• Classes of equity ownership interests and rights attached thereto

• Products or services, or both

• Economic environment

• Geographical markets

• Industry markets

• Key customers and suppliers

• Competition

• Business risks

• Strategy and future plans

• Governmental or regulatory environment

Ownership Information
.28 The valuation analyst should obtain, where applicable and available,

ownership information regarding the subject interest to enable him or her to

• determine the type of ownership interest being valued and ascertain
whether that interest exhibits control characteristics.

• analyze the different ownership interests of other owners and assess
the potential effect on the value of the subject interest.

• understand the classes of equity ownership interests and rights at-
tached thereto.

• understand the rights included in, or excluded from, each intangible
asset.

• understand other matters that may affect the value of the subject in-
terest, such as the following:

— For a business, business ownership interest, or security: Share-
holder agreements, partnership agreements, operating agree-
ments, voting trust agreements, buy-sell agreements, loan
covenants, restrictions, and other contractual obligations or re-
strictions affecting the owners and the subject interest.

— For an intangible asset: Legal rights, licensing agreements,
sublicense agreements, nondisclosure agreements, development
rights, commercialization or exploitation rights, and other con-
tractual obligations.

Financial Information
.29 The valuation analyst should obtain, where applicable and available,

financial information on the subject entity such as the following:
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• Historical financial information (including annual and interim finan-
cial statements and key financial statement ratios and statistics) for
an appropriate number of years

• Prospective financial information (for example, budgets, forecasts, and
projections)

• Comparative summaries of financial statements or information cover-
ing a relevant time period

• Comparative common size financial statements for the subject entity
for an appropriate number of years

• Comparative common size industry financial information for a rele-
vant time period

• Income tax returns for an appropriate number of years

• Information on compensation for owners including benefits and per-
sonal expenses

• Information on key man or officers' life insurance

• Management's response to inquiry regarding the following:

— Advantageous or disadvantageous contracts
— Contingent or off-balance-sheet assets or liabilities
— Information on prior sales of company stock

.30 The valuation analyst should read and evaluate the information to de-
termine that it is reasonable for the purposes of the engagement.

Valuation Approaches and Methods
.31 In developing the valuation, the valuation analyst should consider the

three most common valuation approaches:

• Income (income-based) approach

• Asset (asset-based) approach (used for businesses, business owner-
ship interests, and securities) or cost approach (used for intangible
assets)

• Market (market-based) approach

.32 The valuation analyst should use the valuation approaches and meth-
ods that are appropriate for the valuation engagement. General guidance on
the use of approaches and methods appears in paragraphs .33–.41, but detailed
guidance on specific valuation approaches and methods and their applicability
is outside the scope of this statement.

.33 Income Approach. Two frequently used valuation methods under the
income approach include the capitalization of benefits method (for exam-
ple, earnings or cash flows) and the discounted future benefits method (for
example, earnings or cash flows). When applying these methods, the valuation
analyst should consider a variety of factors, including but not limited to, the
following:

a. Capitalization of benefits (for example, earnings or cash flows) method.
The valuation analyst should consider the following:

i. Normalization adjustments

ii. Nonrecurring revenue and expense items

iii. Taxes

iv. Capital structure and financing costs
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v. Appropriate capital investments

vi. Noncash items

vii. Qualitative judgments for risks used to compute discount and
capitalization rates

viii. Expected changes (growth or decline) in future benefits (for ex-
ample, earnings or cash flows)

b. Discounted future benefits method (for example, earnings or cash flows).
In addition to the items in item a, the valuation analyst should con-
sider the following:

i. Forecast or projection assumptions

ii. Forecast or projected earnings or cash flows

iii. Terminal value

c. For an intangible asset, the valuation analyst should also consider,
when relevant, the following:

i. Remaining useful life

ii. Current and anticipated future use of the intangible asset

iii. Rights attributable to the intangible asset

iv. Position of intangible asset in its life cycle

v. Appropriate discount rate for the intangible asset

vi. Appropriate capital or contributory asset charge, if any

vii. Research and development or marketing expense needed to sup-
port the intangible asset in its existing state

viii. Allocation of income (for example, incremental income, resid-
ual income, or profit split income) to intangible asset

ix. Whether any tax amortization benefit would be included in the
analysis

x. Discounted multi-year excess earnings

xi. Market royalties

xii. Relief from royalty

Asset Approach and Cost Approach
.34 A frequently used method under the asset approach is the adjusted net

asset method. When using the adjusted net asset method in valuing a business,
business ownership interest, or security, the valuation analyst should consider,
as appropriate, the following information related to the premise of value:

• Identification of the assets and liabilities

• Value of the assets and liabilities (individually or in the aggregate)

• Liquidation costs (if applicable)

.35 When using methods under the cost approach to value intangible as-
sets, the valuation analyst should consider the type of cost to be used (for ex-
ample, reproduction cost or replacement cost), and, where applicable, the ap-
propriate forms of depreciation and obsolescence and the remaining useful life
of the intangible asset.
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Market Approach
.36 Three frequently used valuation methods under the market approach

for valuing a business, business ownership interest, or security are as follows:

• Guideline public company method

• Guideline company transactions method

• Guideline sales of interests in the subject entity, such as business own-
ership interests or securities

Three frequently used market approach valuation methods for intangible as-
sets are as follows:

• Comparable uncontrolled transactions method (which is based on
arm's-length sales or licenses of guideline intangible assets)

• Comparable profit margin method (which is based on comparison of
the profit margin earned by the subject entity that owns or operates
the intangible asset to profit margins earned by guideline companies)

• Relief from royalty method (which is based on the royalty rate, of-
ten expressed as a percentage of revenue that the subject entity that
owns or operates the intangible asset would be obligated to pay to a
hypothetical third-party licensor for the use of that intangible asset)

For the methods involving guideline intangible assets (for example, the compa-
rable profit margin method), the valuation analyst should consider the subject
intangible asset's remaining useful life relative to the remaining useful life of
the guideline intangible assets, if available.

.37 In applying the methods listed in paragraph .36 or other methods to
determine valuation pricing multiples or metrics, the valuation analyst should
consider the following:

• Qualitative and quantitative comparisons

• Arm's-length transactions and prices

• The dates and, consequently, the relevance of the market data

.38 The valuation analyst should set forth in the report the rationale and
support for the valuation methods used (see paragraph .47).

.39 Rules of Thumb. Although technically not a valuation method, some
valuation analysts use rules of thumb or industry benchmark indicators (here-
inafter, collectively referred to as rules of thumb) in a valuation engagement.
A rule of thumb is typically a reasonableness check against other methods used
and should generally not be used as the only method to estimate the value of
the subject interest.

Valuation Adjustments
.40 During the course of a valuation engagement, the valuation ana-

lyst should consider whether valuation adjustments (discounts or premiums)
should be made to a pre-adjustment value. Examples of valuation adjust-
ments for valuation of a business, business ownership interest, or security in-
clude a discount for lack of marketability or liquidity and a discount
for lack of control. An example of a valuation adjustment for valuation of an
intangible asset is obsolescence.

.41 When valuing a controlling ownership interest under the income ap-
proach, the value of any non-operating assets, non-operating liabilities, or
excess or deficient operating assets should be excluded from the computa-
tion of the value based on the operating assets and should be added to or deleted
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from the value of the operating entity. When valuing a non-controlling owner-
ship interest under the income approach, the value of any non-operating assets,
non-operating liabilities, or excess or deficient operating assets may or may not
be used to adjust the value of the operating entity depending on the valuation
analyst's assessment of the influence exercisable by the non-controlling inter-
est. In the asset-based or cost approach, it may not be necessary to separately
consider non-operating assets, non-operating liabilities, or excess or deficient
operating assets.

Conclusion of Value
.42 In arriving at a conclusion of value, the valuation analyst should

a. correlate and reconcile the results obtained under the different ap-
proaches and methods used.

b. assess the reliability of the results under the different approaches and
methods using the information gathered during the valuation engage-
ment.

c. determine, based on items a and b, whether the conclusion of value
should reflect
i. the results of one valuation approach and method, or

ii. a combination of the results of more than one valuation approach
and method.

Subsequent Events
.43 The valuation date is the specific date at which the valuation analyst

estimates the value of the subject interest and concludes on his or her esti-
mation of value. Generally, the valuation analyst should consider only circum-
stances existing at the valuation date and events occurring up to the valuation
date. An event that could affect the value may occur subsequent to the valu-
ation date; such an occurrence is referred to as a subsequent event. Subse-
quent events are indicative of conditions that were not known or knowable at
the valuation date, including conditions that arose subsequent to the valuation
date. The valuation would not be updated to reflect those events or conditions.
Moreover, the valuation report would typically not include a discussion of those
events or conditions because a valuation is performed as of a point in time—the
valuation date—and the events described in this subparagraph, occurring sub-
sequent to that date, are not relevant to the value determined as of that date.
In situations in which a valuation is meaningful to the intended user beyond
the valuation date, the events may be of such nature and significance as to war-
rant disclosure (at the option of the valuation analyst) in a separate section of
the report in order to keep users informed (see paragraphs .52p, .71r, and .74).
Such disclosure should clearly indicate that information regarding the events is
provided for informational purposes only and does not affect the determination
of value as of the specified valuation date.

Documentation
.44 Documentation is the principal record of information obtained and an-

alyzed, procedures performed, valuation approaches and methods considered
and used, and the conclusion of value. The quantity, type, and content of docu-
mentation are matters of the valuation analyst's professional judgment. Docu-
mentation may include the following:

• Information gathered and analyzed to obtain an understanding of mat-
ters that may affect the value of the subject interest (paragraphs .25–
.30)
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• Assumptions and limiting conditions (paragraph .18)

• Any restriction or limitation on the scope of the valuation analyst's
work or the data available for analysis (paragraph .19)

• Basis for using any valuation assumption during the valuation en-
gagement

• Valuation approaches and methods considered

• Valuation approaches and methods used including the rationale and
support for their use

• If applicable, information relating to subsequent events considered by
the valuation analyst (paragraph .43)

• For any rule of thumb used in the valuation, source(s) of data used,
and how the rule of thumb was applied (paragraph .39)

• Other documentation considered relevant to the engagement by the
valuation analyst

.45 The valuation analyst should retain the documentation for a period of
time sufficient to meet the needs of applicable legal, regulatory, or other profes-
sional requirements for records retention.

Calculation Engagement
.46 In performing a calculation engagement, the valuation analyst should

consider, at a minimum, the following:

a. Identity of the client
b. Identity of the subject interest
c. Whether or not a business interest has ownership control characteris-

tics and its degree of marketability
d. Purpose and intended use of the calculated value
e. Intended users of the report and the limitations on its use
f. Valuation date
g. Applicable premise of value
h. Applicable standard of value
i. Sources of information used in the calculation engagement
j. Valuation approaches or valuation methods agreed upon with the

client
k. Subsequent events, if applicable (see paragraph .43)

In addition, the valuation analyst should comply with the documentation re-
quirements listed in paragraphs .44 and .45. The quantity, type, and content of
documentation are matters of the valuation analyst's professional judgment.

The Valuation Report
.47 A valuation report is a written or oral communication to the client con-

taining the conclusion of value or the calculated value of the subject interest.
Reports issued for purposes of certain controversy proceedings are exempt from
this reporting standard (see paragraph .50).

.48 The three types of written reports that a valuation analyst may use
to communicate the results of an engagement to estimate value are as follows:
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either a detailed report or a summary report for a valuation engagement and
a calculation report for a calculation engagement:

a. Valuation engagement—detailed report. This report may be used only
to communicate the results of a valuation engagement (conclusion of
value); it should not be used to communicate the results of a calculation
engagement (calculated value) (paragraph .51).

b. Valuation engagement—summary report. This report may be used only
to communicate the results of a valuation engagement (conclusion of
value); it should not be used to communicate the results of a calcu-
lation engagement (calculated value) (paragraph .71). For a valuation
engagement, the determination of whether to prepare a detailed report
or a summary report is based on the level of reporting detail agreed to
by the valuation analyst and the client.

c. Calculation engagement—calculation report. This type of report should
be used only to communicate the results of a calculation engagement
(calculated value); it should not be used to communicate the results of
a valuation engagement (conclusion of value) (see paragraph .73).

.49 The valuation analyst should indicate in the valuation report the re-
strictions on the use of the report (which may include restrictions on the users
of the report, the uses of the report by such users, or both) (paragraph .65d).

Reporting Exemption for Certain Controversy Proceedings
.50 A valuation performed for a matter before a court, an arbitrator, a

mediator or other facilitator, or a matter in a governmental or administrative
proceeding, is exempt from the reporting provisions of this statement. The re-
porting exemption applies whether the matter proceeds to trial or settles. The
exemption applies only to the reporting provisions of this statement (see para-
graphs .47–.49 and .51–.78). The developmental provisions of the statement
(see paragraphs .21–.46) still apply whenever the valuation analyst expresses
a conclusion of value or a calculated value (Interpretation No. 1 [VS sec. 9100
par. .01–.89]).

Detailed Report
.51 The detailed report is structured to provide sufficient information to

permit intended users to understand the data, reasoning, and analyses underly-
ing the valuation analyst's conclusion of value. A detailed report should include,
as applicable, the following sections titled using wording similar in content to
that shown:

• Letter of transmittal

• Table of contents

• Introduction

• Sources of information

• Analysis of the subject entity and related nonfinancial information

• Financial statement or financial information analysis

• Valuation approaches and methods considered

• Valuation approaches and methods used

• Valuation adjustments
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• Non-operating assets, non-operating liabilities, and excess or deficient
operating assets (if any)

• Representation of the valuation analyst

• Reconciliation of estimates and conclusion of value

• Qualifications of the valuation analyst

• Appendixes and exhibits

The report sections previously listed and the detailed information within the
sections described in the following paragraphs .52–.77 may be positioned in the
body of the report or elsewhere in the report at the discretion of the valuation
analyst.

Introduction
.52 This section should provide an overall description of the valuation en-

gagement. The information in the section should be sufficient to enable the
intended user of the report to understand the nature and scope of the valua-
tion engagement, as well as the work performed. The introduction section may
include, among other things, the following information:

a. Identity of the client

b. Purpose and intended use of the valuation

c. Intended users of the valuation

d. Identity of the subject entity

e. Description of the subject interest

f. Whether the business interest has ownership control characteristics
and its degree of marketability

g. Valuation date

h. Report date

i. Type of report issued (namely, a detailed report) (paragraph .51)

j. Applicable premise of value

k. Applicable standard of value

l. Assumptions and limiting conditions (alternatively, these often appear
in an appendix) (paragraph .18)

m. Any restrictions or limitations in the scope of work or data available
for analysis (paragraph .19)

n. Any hypothetical conditions used in the valuation engagement, includ-
ing the basis for their use (paragraph .22)

o. If the work of a specialist was used in the valuation engagement, a
description of how the specialist's work was relied upon (paragraph
.20)

p. Disclosure of subsequent events in certain circumstances (paragraph
.43)

q. Any application of the jurisdictional exception (paragraph .10)

r. Any additional information the valuation analyst deems useful to en-
able the user(s) of the report to understand the work performed

If the items previously listed are not included in the introduction, they should
be included elsewhere in the valuation report.
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Sources of Information
.53 This section of the report should identify the relevant sources of infor-

mation used in performing the valuation engagement. It may include, among
other things, the following:

a. For valuation of a business, business ownership interest, or security,
whether and to what extent the subject entity's facilities were visited

b. For valuation of an intangible asset, whether the legal registration,
contractual documentation, or other tangible evidence of the asset was
inspected

c. Names, positions, and titles of persons interviewed and their relation-
ships to the subject interest

d. Financial information (paragraphs .54 and .56)

e. Tax information (paragraph .55)

f. Industry data

g. Market data

h. Economic data

i. Other empirical information

j. Relevant documents and other sources of information provided by or
related to the entity

.54 If the financial information includes financial statements that were
reported on (audit, review, compilation, or attest engagement performed under
the Statements on Standards for Attestation Engagements [SSAEs] [AT sec.
20–701]) by the valuation analyst's firm, the valuation report should disclose
this fact and the type of report issued. If the valuation analyst or the valuation
analyst's firm did not audit, review, compile, or attest under the SSAEs (AT sec.
20–701) to the financial information, the valuation analyst should so state and
should also state that the valuation analyst assumes no responsibility for the
financial information.

.55 The financial information may be derived from or may include infor-
mation derived from tax returns. With regard to such derived information and
other tax information (see paragraph .53e), the valuation analyst should iden-
tify the tax returns used and any existing relationship between the valuation
analyst and the tax preparer. If the valuation analyst or the valuation analyst's
firm did not audit, review, compile, or attest under the SSAEs (AT sec. 20–701)
to any financial information derived from tax returns that is used during the
valuation engagement, the valuation analyst should so state and should also
state that the valuation analyst assumes no responsibility for that derived in-
formation.

.56 If the financial information used was derived from financial statements
prepared by management that were not the subject of an audit, review, compi-
lation, or attest engagement performed under the SSAEs, the valuation report
should do the following:

• Identify the financial statements

• State that, as part of the valuation engagement, the valuation analyst
did not audit, review, compile, or attest under the SSAEs (AT sec. 20–
710) to the financial information and assumes no responsibility for
that information

©2017, AICPA VS §100.56



2714 Valuation Services

Analysis of the Subject Entity and Related Nonfinancial Information
.57 The valuation analyst should include a description of the relevant non-

financial information listed and discussed in paragraph .27.

Financial Statement or Financial Information Analysis
.58 This section should include a description of the relevant information

listed in paragraph .29. Such description may include the following:

a. The rationale underlying any normalization or control adjustments
to financial information

b. Comparison of current performance with historical performance

c. Comparison of performance with industry trends and norms, where
available

Valuation Approaches and Methods Considered
.59 This section should state that the valuation analyst has considered the

valuation approaches discussed in paragraph .31.

Valuation Approaches and Methods Used
.60 In this section, the valuation analyst should identify the valuation

methods used under each valuation approach and the rationale for their use.

.61 This section should also identify the following for each of the three
approaches (if used):

a. Income approach:

• Composition of the representative benefit stream

• Method(s) used, and a summary of the most relevant risk factors
considered in selecting the appropriate discount rate, the capi-
talization rate, or both

• Other factors as discussed in paragraph .33

b. Asset-based approach or cost approach:

• Asset-based approach. Any adjustments made by the valuation an-
alyst to the relevant balance sheet data

• Cost approach. The type of cost used, how this cost was estimated,
and, if applicable, the forms of and costs associated with depre-
ciation and obsolescence used under the approach and how those
costs were estimated

c. Market approach:

• For the guideline public company method:

— The selected guideline companies and the process used in
their selection

— The pricing multiples used, how they were used, and the ra-
tionale for their selection. If the pricing multiples were ad-
justed, the rationale for such adjustments

• For the guideline company transactions method, the sales trans-
actions and pricing multiples used, how they were used, and the
rationale for their selection; if the pricing multiples were adjusted,
the rationale for such adjustments
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• For the guideline sales of interests in the subject entity method,
the sales transactions used, how they were used, and the rationale
for determining that these sales are representative of arm's length
transactions

.62 When a rule of thumb is used in combination with other methods, the
valuation report should disclose the source(s) of data used and how the rule of
thumb was applied (see paragraph .39).

Valuation Adjustments
.63 This section should (a) identify each valuation adjustment considered

and determined to be applicable, for example, discount for lack of marketability,
(b) describe the rationale for using the adjustment and the factors considered
in selecting the amount or percentage used, and (c) describe the pre-adjustment
value to which the adjustment was applied (see paragraph .40).

Non-Operating Assets and Excess Operating Assets
.64 When the subject interest is a business, business ownership interest, or

security, the valuation report should identify any related non-operating assets,
non-operating liabilities, or excess or deficient operating assets and their effect
on the valuation (see paragraph .41).

Representation of the Valuation Analyst
.65 Each written report should contain the representation of the valuation

analyst. The representation is the section of the report wherein the valuation
analyst summarizes the factors that guided his or her work during the engage-
ment. Examples of these factors include the following:

a. The analyses and conclusion of value included in the valuation report
are subject to the specified assumptions and limiting conditions (see
paragraph .18), and they are the personal analyses and conclusion of
value of the valuation analyst.

b. The economic and industry data included in the valuation report have
been obtained from various printed or electronic reference sources that
the valuation analyst believes to be reliable (any exceptions should
be noted). The valuation analyst has not performed any corroborating
procedures to substantiate that data.

c. The valuation engagement was performed in accordance with the
American Institute of Certified Public Accountants Statement on
Standards for Valuation Services.

d. The parties for which the information and use of the valuation report is
restricted are identified; the valuation report is not intended to be and
should not be used by anyone other than such parties (see paragraph
.49).

e. The analyst's compensation is fee-based or is contingent on the out-
come of the valuation.

f. The valuation analyst used the work of one or more outside specialists
to assist during the valuation engagement. (An outside specialist is a
specialist other than those employed in the valuation analyst's firm.)
If the work of such a specialist was used, the specialist should be iden-
tified. The valuation report should include a statement identifying the
level of responsibility, if any, the valuation analyst is assuming for the
specialist's work.
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g. The valuation analyst has no obligation to update the report or the
conclusion of value for information that comes to his or her attention
after the date of the report.

h. The valuation analyst and, if applicable, the person(s) assuming re-
sponsibility for the valuation should sign the representation in their
own name(s). The names of those providing significant professional as-
sistance should be identified.

Representations Regarding Information Provided to the Valuation Analyst
.66 It may be appropriate for the valuation analyst to obtain written rep-

resentations regarding information that the subject entity's management pro-
vides to the valuation analyst for purposes of his or her performing the valu-
ation engagement. The decision whether to obtain a representation letter is a
matter of judgment for the valuation analyst.

Qualifications of the Valuation Analyst
.67 The report should contain information regarding the qualifications of

the valuation analyst.

Conclusion of Value
.68 This section should present a reconciliation of the valuation analyst's

estimate or various estimates of the value of the subject interest. In addition
to a discussion of the rationale underlying the conclusion of value, this section
should include the following or similar statements:

a. A valuation engagement was performed, including the subject interest
and the valuation date.

b. The analysis was performed solely for the purpose described in this
report, and the resulting estimate of value should not be used for any
other purpose.

c. The valuation engagement was conducted in accordance with the
Statement(s) on Standards for Valuation Services of the American In-
stitute of Certified Public Accountants.

d. A statement that the estimate of value resulting from a valuation en-
gagement is expressed as a conclusion of value.

e. The scope of work or data available for analysis is explained, including
any restrictions or limitations (see paragraph .19).

f. A statement describing the conclusion of value, either a single amount
or a range.

g. The conclusion of value is subject to the assumptions and limiting con-
ditions (see paragraph .18) and to the valuation analyst's representa-
tion (see paragraph .65).

h. The report is signed in the name of the valuation analyst or the valu-
ation analyst's firm.

i. The date of the valuation report is included.
j. The valuation analyst has no obligation to update the report or the

conclusion of value for information that comes to his or her attention
after the date of the report.

.69 The following is an example of report language that could be used, but
is not required, when reporting the results of a valuation engagement:

We have performed a valuation engagement, as that term is defined in the State-
ment on Standards for Valuation Services (SSVS) of the American Institute of
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Certified Public Accountants, of [DEF Company, GHI business ownership inter-
est of DEF Company, GHI security of DEF Company, or GHI intangible asset of
DEF Company] as of [valuation date]. This valuation was performed solely to
assist in the matter of [purpose of the valuation]; the resulting estimate of value
should not be used for any other purpose or by any other party for any purpose.
This valuation engagement was conducted in accordance with the SSVS. The
estimate of value that results from a valuation engagement is expressed as a
conclusion of value.

[If applicable] We were restricted or limited in the scope of our work or data
available for analysis as follows: [describe restrictions or limitations].

Based on our analysis, as described in this valuation report, the estimate of
value of [DEF Company, GHI business ownership interest of DEF Company,
GHI security of DEF Company, or GHI intangible asset of DEF Company] as of
[valuation date] was [value, either a single amount or a range]. This conclusion
is subject to the Statement of Assumptions and Limiting Conditions found in
[reference to applicable section of valuation report] and to the Valuation Ana-
lyst's Representation found in [reference to applicable section of valuation re-
port]. We have no obligation to update this report or our conclusion of value for
information that comes to our attention after the date of this report.

[Signature]

[Date]

Appendixes and Exhibits
.70 Appendixes or exhibits may be used for required information or in-

formation that supplements the detailed report. Often, the assumptions and
limiting conditions and the valuation analyst's representation are provided in
appendixes to the detailed report.

Summary Report
.71 A summary report is structured to provide an abridged version of the

information that would be provided in a detailed report, and therefore, need
not contain the same level of detail as a detailed report. However, a summary
report should, at a minimum, include the following:

a. Identity of the client
b. Purpose and intended use of the valuation
c. Intended users of the valuation
d. Identity of the subject entity
e. Description of the subject interest
f. The business interest's ownership control characteristics, if any, and

its degree of marketability
g. Valuation date
h. Valuation report date
i. Type of report issued (namely, a summary report) (paragraph .48)
j. Applicable premise of value
k. Applicable standard of value
l. Sources of information used in the valuation engagement

m. Assumptions and limiting conditions of the valuation engagement
(paragraph .18)
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n. The scope of work or data available for analysis including any restric-
tions or limitations (paragraph .19)

o. Any hypothetical conditions used in the valuation engagement, includ-
ing the basis for their use (paragraph .22)

p. If the work of a specialist was used in the valuation (paragraph .20),
a description of how the specialist's work was used, and the level of
responsibility, if any, the valuation analyst is assuming for the special-
ist's work

q. The valuation approaches and methods used

r. Disclosure of subsequent events in certain circumstances (paragraph
.43)

s. Any application of the jurisdictional exception (paragraph .10)

t. Representation of the valuation analyst (paragraph .65)

u. The report is signed in the name of the valuation analyst or the valu-
ation analyst's firm

v. A section summarizing the reconciliation of the estimates and the con-
clusion of value as discussed in paragraphs .68 and .69

w. A statement that the valuation analyst has no obligation to update the
report or the conclusion of value for information that comes to his or
her attention after the date of the valuation report

.72 Appendixes or exhibits may be used for required information (see para-
graph .70) or information that supplements the summary report. Often, the as-
sumptions, limiting conditions, and the valuation analyst's representation are
provided in appendixes to the summary report.

Calculation Report
.73 As indicated in paragraph .48, a calculation report is the only report

that should be used to report the results of a calculation engagement. The re-
port should state that it is a calculation report. The calculation report should
include the representation of the valuation analyst similar to that in paragraph
.65, but adapted for a calculation engagement.

.74 The calculation report should identify any hypothetical conditions
used in the calculation engagement, including the basis for their use (para-
graph .22), any application of the jurisdictional exception (paragraph .10), and
any assumptions and limiting conditions applicable to the engagement (para-
graph .18). If the valuation analyst used the work of a specialist (paragraph
.20), the valuation analyst should describe in the calculation report how the
specialist's work was used and the level of responsibility, if any, the valuation
analyst is assuming for the specialist's work. The calculation report may also
include a disclosure of subsequent events in certain circumstances (paragraph
.43).

.75 Appendixes or exhibits may be used for required information (para-
graph .72) or information that supplements the calculation report. Often, the
assumptions and limiting conditions and the valuation analyst's representation
are provided in appendixes to the calculation report.

.76 The calculation report should include a section summarizing the cal-
culated value. This section should include the following (or similar) statements:

a. Certain calculation procedures were performed; include the identity of
the subject interest and the calculation date.
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b. Describe the calculation procedures and the scope of work performed
or reference the section(s) of the calculation report in which the calcu-
lation procedures and scope of work are described.

c. Describe the purpose of the calculation procedures, including that the
calculation procedures were performed solely for that purpose and that
the resulting calculated value should not be used for any other purpose
or by any other party for any purpose.

d. The calculation engagement was conducted in accordance with the
Statement on Standards for Valuation Services of the American In-
stitute of Certified Public Accountants.

e. A description of the business interest's characteristics, including
whether the subject interest exhibits control characteristics, and a
statement about the marketability of the subject interest.

f. The estimate of value resulting from a calculation engagement is ex-
pressed as a calculated value.

g. A general description of a calculation engagement is given, including
that
i. a calculation engagement does not include all of the procedures

required for a valuation engagement, and
ii. had a valuation engagement been performed, the results may

have been different.
h. The calculated value, either a single amount or a range, is described.
i. The report is signed in the name of the valuation analyst or the valu-

ation analyst's firm.
j. The date of the valuation report is given.
k. The valuation analyst has no obligation to update the report or the

calculation of value for information that comes to his or her attention
after the date of the report.

.77 The following is an example of report language that could be used, but
is not required, in reporting a calculation engagement:

We have performed a calculation engagement, as that term is defined in the
Statement on Standards for Valuation Services (SSVS) of the American Insti-
tute of Certified Public Accountants. We performed certain calculation proce-
dures on [DEF Company, GHI business ownership interest of DEF Company,
GHI security of DEF Company, or GHI intangible asset of DEF Company] as
of [calculation date]. The specific calculation procedures are detailed in para-
graphs [reference to paragraph numbers] of our calculation report. The calcu-
lation procedures were performed solely to assist in the matter of [purpose of
valuation procedures], and the resulting calculation of value should not be used
for any other purpose or by any other party for any purpose. This calculation
engagement was conducted in accordance with the SSVS. The estimate of value
that results from a calculation engagement is expressed as a calculated value.

In a calculation engagement, the valuation analyst and the client agree on the
specific valuation approaches and valuation methods the valuation analyst will
use and the extent of valuation procedures the valuation analyst will perform
to estimate the value of the subject interest. A calculation engagement does
not include all of the procedures required in a valuation engagement, as that
term is defined in the SSVS. Had a valuation engagement been performed, the
results might have been different.

Based on our calculations, as described in this report, which are based solely on
the procedures agreed upon as previously referred to, the resulting calculated
value of [DEF Company, GHI business ownership interest of DEF Company,
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GHI security of DEF Company, or GHI intangible asset of DEF Company] as of
[valuation date] was [calculated value, either a single amount or a range]. This
calculated value is subject to the Statement of Assumptions and Limiting Con-
ditions found in [reference to applicable section of valuation report] and to the
Valuation Analyst's Representation found in [reference to applicable section of
valuation report]. We have no obligation to update this report or our calculation
of value for information that comes to our attention after the date of this report.

[Signature]

[Date]

Oral Report
.78 An oral report may be used in a valuation engagement or a calculation

engagement. An oral report should include all information the valuation an-
alyst believes necessary to relate the scope, assumptions, limitations, and the
results of the engagement so as to limit any misunderstandings between the
analyst and the recipient of the oral report. The member should document in
the working papers the substance of the oral report communicated to the client.

Effective Date
.79 This statement applies to engagements to estimate value accepted on

or after January 1, 2008. Earlier application is encouraged.
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.80

Appendix A

Illustrative List of Assumptions and Limiting Conditions for
a Business Valuation

The valuation report or calculation report should include a list of assump-
tions and limiting conditions under which the engagement was performed. This
appendix includes an illustrative list of assumptions and limiting conditions
that may apply to a business valuation.

Illustrative List of Assumptions and Limiting Conditions
1. The conclusion of value (or the calculated value) arrived at herein

is valid only for the stated purpose as of the date of the valuation.
2. Financial statements and other related information provided by

[ABC Company] or its representatives, in the course of this en-
gagement, have been accepted without any verification as fully
and correctly reflecting the enterprise's business conditions and
operating results for the respective periods, except as specifically
noted herein. [Valuation Firm] has not audited, reviewed, or com-
piled the financial information provided to us and, accordingly, we
express no audit opinion or any other form of assurance on this
information.

3. Public information and industry and statistical information have
been obtained from sources we believe to be reliable. However, we
make no representation as to the accuracy or completeness of such
information and have performed no procedures to corroborate the
information.

4. We do not provide assurance on the achievability of the results
forecasted by [ABC Company] because events and circumstances
frequently do not occur as expected; differences between actual
and expected results may be material; and achievement of the
forecasted results is dependent on actions, plans, and assump-
tions of management.

5. The conclusion of value (or the calculated value) arrived at herein
is based on the assumption that the current level of management
expertise and effectiveness would continue to be maintained, and
that the character and integrity of the enterprise through any
sale, reorganization, exchange, or diminution of the owners' par-
ticipation would not be materially or significantly changed.

6. This report and the conclusion of value (or the calculated value)
arrived at herein are for the exclusive use of our client for the sole
and specific purposes as noted herein. They may not be used for
any other purpose or by any other party for any purpose. Further-
more the report and conclusion of value (or the calculated value)
are not intended by the author and should not be construed by the
reader to be investment advice in any manner whatsoever. The
stated valuation represents the considered conclusion of value (or
the calculated value) of [Valuation Firm], based on information
furnished to them by [ABC Company] and other sources.

7. Neither all nor any part of the contents of this report (especially
the conclusion of value [or the calculated value], the identity of any
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valuation specialist(s), or the firm with which such valuation spe-
cialists are connected or any reference to any of their professional
designations) should be disseminated to the public through ad-
vertising media, public relations, news media, sales media, mail,
direct transmittal, or any other means of communication without
the prior written consent and approval of [Valuation Firm].

8. Future services regarding the subject matter of this report, in-
cluding, but not limited to testimony or attendance in court, shall
not be required of [Valuation Firm] unless previous arrangements
have been made in writing.

9. [Valuation Firm] is not an environmental consultant or auditor,
and it takes no responsibility for any actual or potential envi-
ronmental liabilities. Any person entitled to rely on this report,
wishing to know whether such liabilities exist, or the scope and
their effect on the value of the property, is encouraged to obtain
a professional environmental assessment. [Valuation Firm] does
not conduct or provide environmental assessments and has not
performed one for the subject property.

10. [Valuation Firm] has not determined independently whether
[ABC Company] is subject to any present or future liability re-
lating to environmental matters (including, but not limited to
CERCLA/Superfund liability) nor the scope of any such liabili-
ties. [Valuation Firm]'s valuation takes no such liabilities into ac-
count, except as they have been reported to [Valuation Firm] by
[ABC Company] or by an environmental consultant working for
[ABC Company], and then only to the extent that the liability was
reported to us in an actual or estimated dollar amount. Such mat-
ters, if any, are noted in the report. To the extent such information
has been reported to us, [Valuation Firm] has relied on it without
verification and offers no warranty or representation as to its ac-
curacy or completeness.

11. [Valuation Firm] has not made a specific compliance survey or
analysis of the subject property to determine whether it is subject
to, or in compliance with, the American Disabilities Act of 1990,
and this valuation does not consider the effect, if any, of noncom-
pliance.

12. [Sample wording for use if the jurisdictional exception is invoked.]
The conclusion of value (or the calculated value) in this report de-
viates from the Statement on Standards for Valuation Services
as a result of published governmental, judicial, or accounting au-
thority.

13. No change of any item in this report shall be made by anyone
other than [Valuation Firm], and we shall have no responsibility
for any such unauthorized change.

14. Unless otherwise stated, no effort has been made to determine
the possible effect, if any, on the subject business due to future
Federal, state, or local legislation, including any environmental
or ecological matters or interpretations thereof.

15. If prospective financial information approved by management has
been used in our work, we have not examined or compiled the
prospective financial information and therefore, do not express
an audit opinion or any other form of assurance on the prospec-
tive financial information or the related assumptions. Events and
circumstances frequently do not occur as expected and there will
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usually be differences between prospective financial information
and actual results, and those differences may be material.

16. We have conducted interviews with the current management of
[ABC Company] concerning the past, present, and prospective op-
erating results of the company.

17. Except as noted, we have relied on the representations of the own-
ers, management, and other third parties concerning the value
and useful condition of all equipment, real estate, investments
used in the business, and any other assets or liabilities, except as
specifically stated to the contrary in this report. We have not at-
tempted to confirm whether or not all assets of the business are
free and clear of liens and encumbrances or that the entity has
good title to all assets.
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.81

Appendix B

International Glossary of Business Valuation Terms*

To enhance and sustain the quality of business valuations for the benefit of the
profession and its clientele, the subsequently identified societies and organiza-
tions have adopted the definitions for the terms included in this glossary.

The performance of business valuation services requires a high degree of skill
and imposes upon the valuation professional a duty to communicate the val-
uation process and conclusion in a manner that is clear and not misleading.
This duty is advanced through the use of terms whose meanings are clearly
established and consistently applied throughout the profession.
If, in the opinion of the business valuation professional, one or more of these
terms needs to be used in a manner which materially departs from the enclosed
definitions, it is recommended that the term be defined as used within that
valuation engagement.
This glossary has been developed to provide guidance to business valuation
practitioners by further memorializing the body of knowledge that constitutes
the competent and careful determination of value and, more particularly, the
communication of how that value was determined.
Departure from this glossary is not intended to provide a basis for civil lia-
bility and should not be presumed to create evidence that any duty has been
breached.

American Institute of Certified Public Accountants

American Society of Appraisers

Canadian Institute of Chartered Business Valuators

National Association of Certified Valuation Analysts

The Institute of Business Appraisers

Adjusted Book Value Method—a method within the asset approach whereby
all assets and liabilities (including off-balance sheet, intangible, and con-
tingent) are adjusted to their fair market values. {NOTE: In Canada on a
going concern basis}

Adjusted Net Asset Method —see Adjusted Book Value Method.

Appraisal—see Valuation.

Appraisal Approach—see Valuation Approach.

Appraisal Date—see Valuation Date.

Appraisal Method—see Valuation Method.

Appraisal Procedure—see Valuation Procedure.

Arbitrage Pricing Theory—a multivariate model for estimating the cost of
equity capital, which incorporates several systematic risk factors.

* Reproduced verbatim from the International Glossary of Business Valuation Terms
(the Glossary), which appears at www.aicpa.org/InterestAreas/ForensicAndValuation/Membership/
DownloadableDocuments/Intl%20Glossary%20of%20BV%20Terms.pdf. Note that the phrase, "we dis-
courage the use of this term," that appears herein is also reproduced verbatim.
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Asset (Asset-Based) Approach—a general way of determining a value indi-
cation of a business, business ownership interest, or security using one or
more methods based on the value of the assets net of liabilities.

Beta—a measure of systematic risk of a stock; the tendency of a stock's price
to correlate with changes in a specific index.

Blockage Discount—an amount or percentage deducted from the current
market price of a publicly traded stock to reflect the decrease in the per
share value of a block of stock that is of a size that could not be sold in a
reasonable period of time given normal trading volume.

Book Value—see Net Book Value.

Business—see Business Enterprise.

Business Enterprise—a commercial, industrial, service, or investment entity
(or a combination thereof) pursuing an economic activity.

Business Risk—the degree of uncertainty of realizing expected future returns
of the business resulting from factors other than financial leverage. See
Financial Risk.

Business Valuation—the act or process of determining the value of a business
enterprise or ownership interest therein.

Capital Asset Pricing Model (CAPM)—a model in which the cost of capital
for any stock or portfolio of stocks equals a risk-free rate plus a risk pre-
mium that is proportionate to the systematic risk of the stock or portfolio.

Capitalization—a conversion of a single period of economic benefits into
value.

Capitalization Factor—any multiple or divisor used to convert anticipated
economic benefits of a single period into value.

Capitalization of Earnings Method—a method within the income approach
whereby economic benefits for a representative single period are converted
to value through division by a capitalization rate.

Capitalization Rate—any divisor (usually expressed as a percentage) used
to convert anticipated economic benefits of a single period into value.

Capital Structure—the composition of the invested capital of a business en-
terprise; the mix of debt and equity financing.

Cash Flow—cash that is generated over a period of time by an asset, group
of assets, or business enterprise. It may be used in a general sense to en-
compass various levels of specifically defined cash flows. When the term is
used, it should be supplemented by a qualifier (for example, "discretionary"
or "operating") and a specific definition in the given valuation context.

Common Size Statements—financial statements in which each line is ex-
pressed as a percentage of the total. On the balance sheet, each line item is
shown as a percentage of total assets, and on the income statement, each
item is expressed as a percentage of sales.

Control—the power to direct the management and policies of a business en-
terprise.

Control Premium—an amount or a percentage by which the pro rata value
of a controlling interest exceeds the pro rata value of a non-controlling in-
terest in a business enterprise to reflect the power of control.
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Cost Approach—a general way of determining a value indication of an indi-
vidual asset by quantifying the amount of money required to replace the
future service capability of that asset.

Cost of Capital—the expected rate of return that the market requires in order
to attract funds to a particular investment.

Debt-Free—we discourage the use of this term. See Invested Capital.

Discount for Lack of Control—an amount or percentage deducted from the
pro rata share of value of 100% of an equity interest in a business to reflect
the absence of some or all of the powers of control.

Discount for Lack of Marketability—an amount or percentage deducted
from the value of an ownership interest to reflect the relative absence of
marketability.

Discount for Lack of Voting Rights—an amount or percentage deducted
from the per share value of a minority interest voting share to reflect the
absence of voting rights.

Discount Rate—a rate of return used to convert a future monetary sum into
present value.

Discounted Cash Flow Method—a method within the income approach
whereby the present value of future expected net cash flows is calculated
using a discount rate.

Discounted Future Earnings Method—a method within the income ap-
proach whereby the present value of future expected economic benefits is
calculated using a discount rate.

Economic Benefits—inflows such as revenues, net income, net cash flows, etc.

Economic Life—the period of time over which property may generate eco-
nomic benefits.

Effective Date—see Valuation Date.

Enterprise—see Business Enterprise.

Equity—the owner's interest in property after deduction of all liabilities.

Equity Net Cash Flows—those cash flows available to pay out to equity hold-
ers (in the form of dividends) after funding operations of the business enter-
prise, making necessary capital investments, and increasing or decreasing
debt financing.

Equity Risk Premium—a rate of return added to a risk-free rate to reflect the
additional risk of equity instruments over risk free instruments (a compo-
nent of the cost of equity capital or equity discount rate).

Excess Earnings—that amount of anticipated economic benefits that exceeds
an appropriate rate of return on the value of a selected asset base (often
net tangible assets) used to generate those anticipated economic benefits.

Excess Earnings Method—a specific way of determining a value indication
of a business, business ownership interest, or security determined as the
sum of a) the value of the assets derived by capitalizing excess earnings
and b) the value of the selected asset base. Also frequently used to value
intangible assets. See Excess Earnings.

Fair Market Value—the price, expressed in terms of cash equivalents, at
which property would change hands between a hypothetical willing and
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able buyer and a hypothetical willing and able seller, acting at arms length
in an open and unrestricted market, when neither is under compulsion
to buy or sell and when both have reasonable knowledge of the relevant
facts. {NOTE: In Canada, the term "price" should be replaced with the term
"highest price."}

Fairness Opinion—an opinion as to whether or not the consideration in a
transaction is fair from a financial point of view.

Financial Risk—the degree of uncertainty of realizing expected future re-
turns of the business resulting from financial leverage. See Business Risk.

Forced Liquidation Value—liquidation value, at which the asset or assets
are sold as quickly as possible, such as at an auction.

Free Cash Flow—we discourage the use of this term. See Net Cash Flow.

Going Concern—an ongoing operating business enterprise.

Going Concern Value—the value of a business enterprise that is expected
to continue to operate into the future. The intangible elements of Going
Concern Value result from factors such as having a trained work force, an
operational plant, and the necessary licenses, systems, and procedures in
place.

Goodwill—that intangible asset arising as a result of name, reputation, cus-
tomer loyalty, location, products, and similar factors not separately identi-
fied.

Goodwill Value—the value attributable to goodwill.

Guideline Public Company Method—a method within the market ap-
proach whereby market multiples are derived from market prices of stocks
of companies that are engaged in the same or similar lines of business and
that are actively traded on a free and open market.

Income (Income-Based) Approach—a general way of determining a value
indication of a business, business ownership interest, security, or intan-
gible asset using one or more methods that convert anticipated economic
benefits into a present single amount.

Intangible Assets—nonphysical assets such as franchises, trademarks,
patents, copyrights, goodwill, equities, mineral rights, securities, and con-
tracts (as distinguished from physical assets) that grant rights and privi-
leges and have value for the owner.

Internal Rate of Return—a discount rate at which the present value of the
future cash flows of the investment equals the cost of the investment.

Intrinsic Value—the value that an investor considers, on the basis of an eval-
uation or available facts, to be the "true" or "real" value that will become the
market value when other investors reach the same conclusion. When the
term applies to options, it is the difference between the exercise price and
strike price of an option and the market value of the underlying security.

Invested Capital—the sum of equity and debt in a business enterprise. Debt
is typically (a) all interest-bearing debt or (b) long-term, interest-bearing
debt. When the term is used, it should be supplemented by a specific defi-
nition in the given valuation context.

Invested Capital Net Cash Flows—those cash flows available to pay out to
equity holders (in the form of dividends) and debt investors (in the form of
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principal and interest) after funding operations of the business enterprise
and making necessary capital investments.

Investment Risk—the degree of uncertainty as to the realization of expected
returns.

Investment Value—the value to a particular investor based on individual
investment requirements and expectations. {NOTE: in Canada, the term
used is "Value to the Owner."}

Key Person Discount—an amount or percentage deducted from the value of
an ownership interest to reflect the reduction in value resulting from the
actual or potential loss of a key person in a business enterprise.

Levered Beta—the beta reflecting a capital structure that includes debt.

Limited Appraisal—the act or process of determining the value of a business,
business ownership interest, security, or intangible asset with limitations
in analyses, procedures, or scope.

Liquidity —the ability to quickly convert property to cash or pay a liability.

Liquidation Value—the net amount that would be realized if the business is
terminated and the assets are sold piecemeal. Liquidation can be either
"orderly" or "forced."

Majority Control—the degree of control provided by a majority position.

Majority Interest—an ownership interest greater than 50% of the voting in-
terest in a business enterprise.

Market (Market-Based) Approach—a general way of determining a value
indication of a business, business ownership interest, security, or intangible
asset by using one or more methods that compare the subject to similar
businesses, business ownership interests, securities, or intangible assets
that have been sold.

Market Capitalization of Equity—the share price of a publicly traded stock
multiplied by the number of shares outstanding.

Market Capitalization of Invested Capital—the market capitalization of
equity plus the market value of the debt component of invested capital.

Market Multiple—the market value of a company's stock or invested capi-
tal divided by a company measure (such as economic benefits, number of
customers).

Marketability—the ability to quickly convert property to cash at minimal cost.

Marketability Discount—see Discount for Lack of Marketability.

Merger and Acquisition Method—a method within the market approach
whereby pricing multiples are derived from transactions of significant in-
terests in companies engaged in the same or similar lines of business.

Mid-Year Discounting—a convention used in the Discounted Future Earn-
ings Method that reflects economic benefits being generated at midyear,
approximating the effect of economic benefits being generated evenly
throughout the year.

Minority Discount—a discount for lack of control applicable to a minority
interest.
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Minority Interest—an ownership interest less than 50% of the voting interest
in a business enterprise.

Multiple—the inverse of the capitalization rate.

Net Book Value—with respect to a business enterprise, the difference between
total assets (net of accumulated depreciation, depletion, and amortization)
and total liabilities as they appear on the balance sheet (synonymous with
Shareholder's Equity). With respect to a specific asset, the capitalized cost
less accumulated amortization or depreciation as it appears on the books
of account of the business enterprise.

Net Cash Flows—when the term is used, it should be supplemented by a
qualifier. See Equity Net Cash Flows and Invested Capital Net Cash
Flows.

Net Present Value—the value, as of a specified date, of future cash inflows
less all cash outflows (including the cost of investment) calculated using
an appropriate discount rate.

Net Tangible Asset Value—the value of the business enterprise's tangible
assets (excluding excess assets and nonoperating assets) minus the value
of its liabilities.

Nonoperating Assets—assets not necessary to ongoing operations of the busi-
ness enterprise. {NOTE: in Canada, the term used is "Redundant Assets."}

Normalized Earnings—economic benefits adjusted for nonrecurring, noneco-
nomic, or other unusual items to eliminate anomalies and/or facilitate com-
parisons.

Normalized Financial Statements—financial statements adjusted for non-
operating assets and liabilities and/or for nonrecurring, noneconomic, or
other unusual items to eliminate anomalies and/or facilitate comparisons.

Orderly Liquidation Value—liquidation value at which the asset or assets
are sold over a reasonable period of time to maximize proceeds received.

Premise of Value—an assumption regarding the most likely set of transac-
tional circumstances that may be applicable to the subject valuation; for
example, going concern, liquidation.

Present Value—the value, as of a specified date, of future economic benefits
and/or proceeds from sale, calculated using an appropriate discount rate.

Portfolio Discount—an amount or percentage deducted from the value of a
business enterprise to reflect the fact that it owns dissimilar operations or
assets that do not fit well together.

Price/Earnings Multiple—the price of a share of stock divided by its earnings
per share.

Rate of Return—an amount of income (loss) and/or change in value realized
or anticipated on an investment, expressed as a percentage of that invest-
ment.

Redundant Assets—see Nonoperating Assets.

Report Date—the date conclusions are transmitted to the client.

Replacement Cost New—the current cost of a similar new property having
the nearest equivalent utility to the property being valued.

Reproduction Cost New—the current cost of an identical new property.
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Required Rate of Return—the minimum rate of return acceptable by in-
vestors before they will commit money to an investment at a given level of
risk.

Residual Value—the value as of the end of the discrete projection period in a
discounted future earnings model.

Return on Equity—the amount, expressed as a percentage, earned on a com-
pany's common equity for a given period.

Return on Investment—See Return on Invested Capital and Return on
Equity.

Return on Invested Capital—the amount, expressed as a percentage, earned
on a company's total capital for a given period.

Risk-Free Rate—the rate of return available in the market on an investment
free of default risk.

Risk Premium—a rate of return added to a risk-free rate to reflect risk.

Rule of Thumb—a mathematical formula developed from the relationship
between price and certain variables based on experience, observation,
hearsay, or a combination of these; usually industry specific.

Special Interest Purchasers—acquirers who believe they can enjoy post-
acquisition economies of scale, synergies, or strategic advantages by com-
bining the acquired business interest with their own.

Standard of Value—the identification of the type of value being utilized in a
specific engagement; for example, fair market value, fair value, investment
value.

Sustaining Capital Reinvestment—the periodic capital outlay required to
maintain operations at existing levels, net of the tax shield available from
such outlays.

Systematic Risk—the risk that is common to all risky securities and cannot
be eliminated through diversification. The measure of systematic risk in
stocks is the beta coefficient.

Tangible Assets—physical assets (such as cash, accounts receivable, inven-
tory, property, plant and equipment, etc.).

Terminal Value—See Residual Value.

Transaction Method—See Merger and Acquisition Method.

Unlevered Beta—the beta reflecting a capital structure without debt.

Unsystematic Risk—the risk specific to an individual security that can be
avoided through diversification.

Valuation—the act or process of determining the value of a business, business
ownership interest, security, or intangible asset.

Valuation Approach—a general way of determining a value indication of a
business, business ownership interest, security, or intangible asset using
one or more valuation methods.

Valuation Date—the specific point in time as of which the valuator's opinion
of value applies (also referred to as "Effective Date" or "Appraisal Date").

Valuation Method—within approaches, a specific way to determine value.
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Valuation Procedure—the act, manner, and technique of performing the
steps of an appraisal method.

Valuation Ratio—a fraction in which a value or price serves as the numerator
and financial, operating, or physical data serve as the denominator.

Value to the Owner—see Investment Value.

Voting Control—de jure control of a business enterprise.

Weighted Average Cost of Capital (WACC)—the cost of capital (discount
rate) determined by the weighted average, at market value, of the cost of
all financing sources in the business enterprise's capital structure.
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Appendix C

Glossary of Additional Terms
assumptions and limiting conditions. Parameters and boundaries under

which a valuation is performed, as agreed upon by the valuation analyst
and the client or as acknowledged or understood by the valuation analyst
and the client as being due to existing circumstances. An example is the
acceptance, without further verification, by the valuation analyst from the
client of the client's financial statements and related information.

business ownership interest. A designated share in the ownership of a busi-
ness (business enterprise).

calculated value. An estimate as to the value of a business, business owner-
ship interest, security, or intangible asset, arrived at by applying valuation
procedures agreed upon with the client and using professional judgment
as to the value or range of values based on those procedures.

calculation engagement. An engagement to estimate value wherein the val-
uation analyst and the client agree on the specific valuation approaches
and valuation methods that the valuation analyst will use and the extent
of valuation procedures the valuation analyst will perform to estimate the
value of a subject interest. A calculation engagement generally does not
include all of the valuation procedures required for a valuation engage-
ment. If a valuation engagement had been performed, the results might
have been different. The valuation analyst expresses the results of the cal-
culation engagement as a calculated value, which may be either a single
amount or a range.

capital or contributory asset charge. A fair return on an entity's contribu-
tory assets, which are tangible and intangible assets used in the production
of income or cash flow associated with an intangible asset being valued. In
this context, income or cash flow refers to an applicable measure of income
or cash flow, such as net income, or operating cash flow before taxes and
capital expenditures. A capital charge may be expressed as a percentage
return on an economic rent associated with, or a profit split related to, the
contributory assets.

capitalization of benefits method. A method within the income approach
whereby expected future benefits (for example, earnings or cash flow) for a
representative single period are converted to value through division by a
capitalization rate.

comparable profits method. A method of determining the value of intangible
assets by comparing the profits of the subject entity with those of similar
uncontrolled companies that have the same or similar complement of in-
tangible assets as the subject company.

comparable uncontrolled transaction method. A method of determining
the value of intangible assets by comparing the subject transaction to sim-
ilar transactions in the market place made between independent (uncon-
trolled) parties.

conclusion of value. An estimate of the value of a business, business own-
ership interest, security, or intangible asset, arrived at by applying the
valuation procedures appropriate for a valuation engagement and using
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professional judgment as to the value or range of values based on those
procedures.

control adjustment. A valuation adjustment to financial statements to reflect
the effect of a controlling interest in a business. An example would be an
adjustment to owners' compensation that is in excess of market compen-
sation.

engagement to estimate value. An engagement, or any part of an engage-
ment (for example, a tax, litigation, or acquisition-related engagement),
that involves determining the value of a business, business ownership in-
terest, security, or intangible asset. Also known as valuation service.

excess operating assets. Operating assets in excess of those needed for the
normal operation of a business.

fair value. In valuation applications, there are two commonly used definitions
for fair value:

(1) For financial reporting purposes only, the price that would be re-
ceived to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement
date. Source: Financial Accounting Standards Board Accounting
Standards Codification glossary.

(2) For state legal matters only, some states have laws that use the
term fair value in shareholder and partner matters. For state le-
gal matters only, therefore, the term may be defined by statute or
case law in the particular jurisdiction.

guideline company transactions method. A method within the market ap-
proach whereby market multiples are derived from the sales of entire com-
panies engaged in the same or similar lines of business.

hypothetical condition. That which is or may be contrary to what exists, but
is supposed for the purpose of analysis.

incremental income. Additional income or cash flow attributable to an en-
tity's ownership or operation of an intangible asset being valued, as deter-
mined by a comparison of the entity's income or cash flow with the intangi-
ble asset to the entity's income or cash flow without the intangible asset. In
this context, income or cash flow refers to an applicable measure of income
or cash flow, such as license royalty income or operating cash flow before
taxes and capital expenditures.

normalization. See Normalized Earnings in appendix B, "International
Glossary of Business Valuation Terms." (see paragraph .81).

pre-adjustment value. The value arrived at prior to the application, if appro-
priate, of valuation discounts or premiums.

profit split income. With respect to the valuation of an intangible asset of an
entity, a percentage allocation of the entity's income or cash flow whereby
(1) a split (or percentage) is allocated to the subject intangible and (2) the
remainder is allocated to all of the entity's tangible and other intangible
assets. In this context, income or cash flow refers to an applicable measure
of income or cash flow, such as net income or operating cash flow before
taxes and capital expenditures.

relief from royalty method. A valuation method used to value certain in-
tangible assets (for example, trademarks and trade names) based on the
premise that the only value that a purchaser of the assets receives is the
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exemption from paying a royalty for its use. Application of this method
usually involves estimating the fair market value of an intangible asset by
quantifying the present value of the stream of market–derived royalty pay-
ments that the owner of the intangible asset is exempted from or "relieved"
from paying.

residual income. For an entity that owns or operates an intangible asset be-
ing valued, the portion of the entity's income or cash flow remaining after
subtracting a capital charge on all of the entity's tangible and other intan-
gible assets. Income or cash flows can refer to any appropriate measure of
income or cash flow, such as net income or operating cash flow before taxes
and capital expenditures.

security. A certificate evidencing ownership or the rights to ownership in a
business enterprise that (1) is represented by an instrument or by a book
record or contractual agreement, (2) is of a type commonly dealt in on secu-
rities exchanges or markets or, when represented by an instrument, is com-
monly recognized in any area in which it is issued or dealt in as a medium
for investment, and (3) either one of a class or series or, by its terms, is
divisible into a class or series of shares, participations, interests, rights, or
interest-bearing obligations.

subject interest. A business, business ownership interest, security, or intan-
gible asset that is the subject of a valuation engagement.

subsequent event. An event that occurs subsequent to the valuation date.

valuation analyst. For purposes of this statement, an AICPA member who
performs an engagement to estimate value that culminates in the expres-
sion of a conclusion of value or a calculated value.

valuation assumptions. Statements or inputs utilized in the performance of
an engagement to estimate value that serve as a basis for the application
of particular valuation methods.

valuation engagement. An engagement to estimate value in which a val-
uation analyst determines an estimate of the value of a subject interest
by performing appropriate valuation procedures, as outlined in the AICPA
Statement on Standards for Valuation Services, and is free to apply the
valuation approaches and methods he or she deems appropriate in the cir-
cumstances. The valuation analyst expresses the results of the valuation
engagement as a conclusion of value, which may be either a single amount
or a range.

valuation service. See engagement to estimate value.

[Revised, June 2009, to reflect conforming changes necessary due to the
issuance of FASB ASC; Revised, January 2015, to reflect the revised Code of

Professional Conduct.]
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VS Section 9100

Valuation of a Business, Business Ownership
Interest, Security, or Intangible Asset:
Valuation Services Interpretations of
Section 100

1. Scope of Applicable Services

Background

.01 The Statement on Standards for Valuation Services (SSVS) No. 1, Val-
uation of a Business, Business Ownership Interest, Security, or Intangible As-
set [VS section 100] establishes standards of performance and reporting for all
AICPA members performing those valuation services that are within the scope
of the Statement. When originally proposed on March 30, 2005, the Exposure
Draft contained a list of questions and answers (Appendix A of the March 30,
2005 Exposure Draft) that were intended to assist members in determining
if an engagement, particularly with regard to litigation or tax engagements,
fell within the scope of the Statement. Through the Exposure Draft process, it
was determined that the questions and answers were an integral part of the
Statement and should be made authoritative. This Interpretation is part of the
AICPAs continuing efforts at self-regulation of its members in valuation prac-
tice, and its desire to provide guidance to members when providing valuation
services. The Interpretation does not change or elevate any level of conduct
prescribed by any standard. Its goal is to clarify existing standards.

General Interpretation

.02 The SSVSs apply to an engagement to estimate value if, as all or as part
of another engagement, a member determines the value of a business, business
ownership interest, security, or intangible asset (SSVS No. 1, paragraphs 1 and
2 [VS section 100.01–.02]). In the process of estimating value, professional judg-
ment is used to apply valuation approaches and valuation methods as described
in the SSVS No. 1, paragraph 4 [VS section 100.04].

.03 In determining whether a particular service falls within the scope of
the Statement, a member should consider those services that are specifically
excluded:

• Audit, review, and compilation engagements (SSVS No. 1, paragraph
5 [VS section 100.05])

• Use of values provided by the client or a third party (SSVS No. 1, para-
graph 6 [VS section 100.06])

• Internal use assignments from employers to employee members not in
the practice of public accounting (SSVS No. 1, paragraph 7 [VS section
100.07])

• Engagements that are exclusively for the purpose of determining eco-
nomic damages (for example, lost profits) and that do not include an
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engagement to estimate value (SSVS No. 1, paragraph 8 [VS section
100.08])

• Mechanical computations that do not rise to the level of an engagement
to estimate value (SSVS No. 1, paragraph 9(a) [VS section 100.09a])

• Engagements where it is not practical or reasonable to obtain or use
relevant information and, therefore, the member is unable to apply
valuation approaches and methods described in this Statement. (SSVS
No. 1, paragraph 9(b) [VS section 100.09b])

• Engagements meeting the jurisdictional exception (SSVS No. 1, para-
graph 10 [VS section 100.10])

.04 A member should be diligent in determining if an engagement falls
within the scope of the Statement. Unless specifically excluded by the SSVS, if
the engagement requires a member to apply valuation approaches and meth-
ods, and use professional judgment in applying those approaches and methods,
the SSVS would apply. In determining the scope and requirements of the en-
gagement, a member should consider the clients needs, or the requirements of
a third party for which the valuation is intended, including governmental, ju-
dicial, and accounting authorities. In addition, a member should consider other
professional standards that might apply.

Specific Illustrations

.05 The following illustrations address general fact patterns. Accordingly,
the application of the guidance discussed in the "General Interpretation" sec-
tion to variations in general facts, or to particular facts and circumstances, may
lead to different conclusions. In each illustration, there is no authority other
than that indicated.

Illustrations Relating to Litigation Engagements and Certain
Controversy Proceedings

.06 Illustration 1. Do lost profits damage computations fall within the
scope of the Statement?

.07 Conclusion. No, unless the computations are undertaken as part of an
engagement to estimate value (SSVS No. 1, paragraphs 1, 2, and 8 [VS section
100.01, .02, and .08]).

.08 Illustration 2. Is an economic damages computation that incorporates
a terminal value within the scope of the Statement?

.09 Conclusion. The use of a terminal value exclusively for the determina-
tion of lost profits is not within the scope of this statement unless that determi-
nation will be used as part of an engagement to estimate value (Illustration 1).

.10 Illustration 3. If a start-up business is destroyed, is the economic dam-
ages computation within the scope of the Statement?

.11 Conclusion. There are two common measures of damages: lost profits
and loss of value. If a valuation analyst performs an engagement to estimate
value to determine the loss of value of a business or intangible asset, the State-
ment applies. Otherwise, the Statement does not apply (Illustration 1). In order
to determine whether the Statement applies, a member acting as an expert wit-
ness should evaluate whether the particular damages calculation constitutes an
engagement to estimate value with respect to the business, business interest,
security, or intangible asset or whether it constitutes a lost-profits computation.
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.12 Illustration 4. Does the Statement include any exceptions relating to
litigation or controversy proceedings?

.13 Conclusion. Yes, the Statement includes a reporting exemption for cer-
tain controversy proceedings (SSVS No. 1, paragraph 50 [VS section 100.50]);
however, there is no litigation or controversy proceeding exemption from the
developmental provisions of the Statement (SSVS No. 1, paragraphs 21–46
[VS section 100.21–.46]) in circumstances in which an engagement to estimate
value is performed (Illustration 1).

.14 Illustration 5. Is the Statements reporting exemption for litigation or
controversy proceedings (see SSVS No. 1, paragraph 50 [VS section 100.50]) the
same as the "litigation exemption" in the AICPA attestation standards?

.15 Conclusion. No, the so-called "litigation exemption" is provided for in
the AICPA attestation standards and is further discussed in the attestation in-
terpretations. The attestation standards do not apply to engagements in which
a practitioner is engaged to testify as an expert witness in accounting, auditing,
taxation, or other matters, given certain stipulated facts. This is clarified in the
attestation interpretation, which states, in part, that the attestation standards
do not apply to litigation services engagements when (among other require-
ments) the practitioner "has not been engaged to issue and does not issue an
examination, a review, or an agreed-upon procedures report on the subject mat-
ter, or an assertion about the subject matter that is the responsibility of another
party." (Interpretation No. 3, "Applicability of Attestation Standards to Litiga-
tion Services," of Chapter 1, "Attest Engagements," of Statement on Standards
for Attestation Engagements No. 10, Attestation Standards: Revision and Re-
codification, as revised [AT section 9101.34–.42]. However, unlike the AICPA
attestation standards, which do not apply in any capacity to litigation or con-
troversy proceeding situations, as discussed above, the Statements exemption
for litigation or certain controversy proceedings is an exemption from the re-
porting provisions of the Statement (SSVS No. 1, paragraphs 47–78 [VS section
100.47–.78]).

Illustrations Relating to Tax Engagements

.16 Illustration 6. When does the Statement apply to members who deter-
mine values related to tax reporting and planning engagements?

.17 Conclusion. The Statement applies when the member is engaged to
estimate the value of a business, business ownership interest, security, or in-
tangible asset (SSVS No. 1, paragraph 1 [VS section 100.01]). The application of
valuation approaches and methods and the use of professional judgment (SSVS
No. 1, paragraph 4 [VS section 100.04]) are required, unless an exception ap-
plies (SSVS No. 1, paragraphs 5–10 [VS section 100.05–.10]).

.18 Illustration 7. If the sole purpose of an engagement is reporting a value
in a tax return and the Statement applies to this engagement, are any sepa-
rate reports (specifically, valuation reports) required to be issued? To whom are
those reports required to be provided? Is a report required to be attached to the
tax return? Are any specific disclosures required?

.19 Conclusion. The Statement requires the preparation of a written or oral
valuation report (SSVS No. 1, paragraphs 47–78 [VS section 100.47–.78]) that is
communicated to the client (SSVS No. 1, paragraph 47 [VS section 100.47])
but does not require that any report be attached to the tax return or mandate
any other tax-specific disclosures. In limited circumstances, a taxing authority
may require its own report, which would obviate the need for a separate valua-
tion report (SSVS No. 1, paragraph 10 [VS section 100.10] and Illustration 18).
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There is also a reporting exemption for certain controversy proceedings (SSVS
No. 1, paragraph 50 [VS section 100.50] and Illustration 4).

.20 Illustration 8. Are mechanical computations of value, for example, com-
putations using actuarial tables, excluded from the Statement?

.21 Conclusion. Mechanical computations of value are excluded from the
Statement if they do not rise to the level of an engagement to estimate value,
that is, if the member does not apply valuation approaches and methods, and
does not use professional judgment, as described in the Statement (SSVS No.
1, paragraph 9(a) [VS section 100.09a]).

.22 Examples of services that do not rise to the level of an engagement
to estimate value include: (a) computations of a remainder interest under a
grantor retained annuity trust (GRAT) using actuarial tables; (b) determining
the value of relatively small blocks (relative to the total amount of corporate
stock outstanding) of publicly traded stock whose per share price is readily as-
certainable; (c) preparing a tax return using the valuation of a business that
was provided by a third-party appraiser, or by the client (SSVS No. 1, para-
graph, [VS section 100.06]); and (d) calculating cash "hold back" requirements
for tax contingencies (SSVS No. 1, paragraphs 4 and 9(a) [VS section 100.01,
.04, and .09a]).

.23 Examples of services that rise to the level of an engagement to esti-
mate value include: (a) valuing a block of publicly traded stock, if the analysis
includes consideration of a discount for blockage, lock-up, or other contractual
or market restrictions such that valuation approaches and methods are ap-
plied, and professional judgment is used to determine the fair value, fair market
value, or other applicable standard of value; (b) valuing stock that is not pub-
licly traded; and (c) computing the fair market value of assets in a charitable
remainder trust (CRT), if the engagement requires the application of valuation
approaches and methods, and the use of professional judgment to estimate the
fair market value.

.24 Illustration 9. Does the "jurisdictional exception" (SSVS No. 1, para-
graph 10 [VS section 100.10]) provide that an engagement to estimate value is
not subject to the Statement if a member determines and reports values using
procedures mandated or allowed by the Internal Revenue Code (IRC), Internal
Revenue Service (IRS) regulations, court cases, or other published guidance and
other sources of federal, state, and local law solely for purposes of tax return
preparation and other tax services using these methods?

.25 Conclusion. No, the "jurisdictional exception" would not exempt the
engagement from this Statement, even if the engagements sole purpose was
to value a subject interest (SSVS No. 1, paragraph 1 [VS section 100.01]) for
tax reporting purposes. Only the portion of the Statement that differs from the
published governmental or judicial authority is superseded for purposes of the
engagement. The remainder of the Statement applies to the engagement.

.26 Illustration 10. Is an interest in a publicly traded partnership whose
shares are frequently traded considered a "security" under the Statement? Is
an interest in a family limited partnership (FLP), or in another nontraded part-
nership, considered a "security" under the Statement?

.27 Conclusion. Whether interest constitutes a "security" is a legal deter-
mination. However, where the value of a security is readily ascertainable, a
valuation analyst does not need to apply valuation approaches and methods
and use professional judgment. Accordingly, the valuation of such an interest
would not be subject to the Statement (SSVS No. 1, paragraphs 1 and 9(a) [VS
section 100.01 and .09a]). An interest in a nonpublicly traded partnership, such
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as an FLP, whether considered a security or not, is a business ownership inter-
est. The valuation of such nonpublicly traded interest requires the application
of valuation approaches and methods and the use of professional judgment,
and, accordingly, would be subject to the Statement (SSVS No. 1, paragraphs 1,
4, [VS section 100.01 and .04], and Illustration 6), unless the exception under
SSVS No. 1, paragraph 9(b) [VS section 100.09b] applies (Illustration 13e). If the
engagement requires the valuation analyst to consider and apply adjustments,
for example, valuation discounts or premiums, then the engagement would be
subject to the Statement.

.28 Illustration 11. A client engages a member to provide advice for plan-
ning purposes (such as estate planning, personal financial planning, or merger
and acquisitions planning). The client holds an ownership interest in a family
business being operated as a limited liability company, an interest in a private
real estate limited partnership, publicly traded stock, a personal residence, and
a retirement account (not an IRA). Is this a valuation engagement subject to
the Statement?

.29 Conclusion. It depends. Providing technical advice, without reference
to values for the various assets, is not subject to the Statement. However,
if a member calculates a value to illustrate various planning options, he or
she may fall under the Statement with regard to various assets. If one or
more of the assets for which value is to be determined for purposes of the
plan illustrations is a business, business ownership interest, security, or in-
tangible asset, and the client or a third party does not provide the values
for these assets, or the member does not use assumed or hypothetical val-
ues as part of the overall engagement, the member performing the valua-
tion(s) is subject to the Statement with regard to these assets (SSVS No. 1,
paragraph 1, [VS section 100.01] and Illustration 6). In this example, if the
member applies valuation approaches and methods and uses professional judg-
ment to determine the value of the ownership interest in the family business
or the interest in the private real estate limited partnership in order to pro-
vide planning advice, the Statement would apply. In contrast, if the client or
a third party provides the values for these assets, or the member uses as-
sumed or hypothetical values, the Statement would not apply because the
member would not be applying valuation approaches and methods and us-
ing professional judgment. In addition, the exception under SSVS No. 1, para-
graph 9(b), [VS section 100.09b], where it is not practical or reasonable to ob-
tain or use relevant information, could apply (see Illustration 13e). The com-
putation of the "estimated estate tax" or other taxes once the values have
been determined, assumed, or provided is not subject to the Statement, as
the computation is a tax computation but would be subject to the Statements
on Standards for Tax Services [TS sections 100–900] (Illustration 10 at para-
graph .27 of this Interpretation).

.30 Illustration 12. There are many instances where a tax engagement in-
volves the need for a member to estimate value. The estimation of value may
not be the primary purpose of the engagement, but rather a necessary task
to perform or item to consider, when making a tax determination concerning
the reporting of a transaction on a tax return. Consider the following practice
situations:

.31 Illustration 12a. A member has been engaged to determine the de-
ductibility of interest on a nonrecourse loan. Under applicable regulations, in-
terest on a nonrecourse loan cannot be deducted if it is clear that the company
will be unable to service the debt. For purposes of tax reporting, a conclusion
must be reached concerning the ability of the company to service the debt. Is
this considered a valuation engagement subject to the Statement?
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.32 Conclusion. This is not a valuation engagement covered by the State-
ment because it is not the valuation of a subject interest (SSVS No. 1, paragraph
1 [VS section 100.01]). This example is a debt-service analysis.

.33 Illustration 12b. There are compliance filings that require an estimate
of the value of a company. For example, the "market value" of "intangible per-
sonal property," as defined by a states taxing authority may need to be reported
annually on an intangible personal property tax return. A client has a subject
interest that is considered intangible personal property for purposes of the re-
turn. The member has been engaged to prepare the tax return. Is this a valua-
tion engagement subject to the Statement?

.34 Conclusion. It depends. If the state requires an estimation of the value
of a subject interest, and the estimation of value requires the application of val-
uation approaches and methods and the use of professional judgment (SSVS
No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]), the Statement applies.
If, however, the client or a third-party appraiser provides the value of the sub-
ject interest to the member, the Statement does not apply (SSVS No. 1, para-
graphs 1 and 6 [VS section 100.01 and .06]). In addition, the exception under
SSVS No. 1, paragraph 9(b) [VS section 100.09b], where it is not practical or
reasonable to obtain or use relevant information, could apply (Illustration 13e).
Alternatively, if the state follows more informal rules where the application of
valuation approaches or valuation methods are not necessary, the Statement
does not apply (SSVS No. 1, paragraph 4 [VS section 100.04]).

.35 Illustration 12c. There are times when a member must allocate value
among various assets. For example, IRC sections 1060 and 338 require the allo-
cation to assets, based on relative values, of consideration paid. In partnership
taxation, there may be allocations under IRC sections 754, 743, and 734 and
special tax basis adjustments for partnerships (sales or exchanges and trans-
fers at or upon death) may require an allocation of value among various part-
nership assets. Are these types of allocations engagements to estimate value
subject to the Statement?

.36 Conclusion. It depends. If one or more of the assets to which value is
to be allocated is a subject interest (that is, a business, business ownership
interest, security, or intangible asset), and the client or a third party did not
provide the member with a value for those assets, then the member performing
the allocation would be subject to the Statement, and the member is required
to apply valuation approaches and methods, and use professional judgment to
value those assets (SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04],
and Illustration 6), unless an exception applies (SSVS No. 1, paragraphs 5–10
[VS section 100.05–.10]). For example, in an IRC section 1060 allocation, after
the allocation of purchase price to cash, receivables, inventory, and depreciable
tangible assets, there is a residual amount of value allocable to goodwill or go-
ing concern. The mechanical assignment of the residual amount to goodwill or
going concern is not subject to the Statement. However, if the member allocates
this residual amount to specific intangible assets (such as to various customer-
based and supplier-based intangibles), such allocation is based on the assets
relative values. Because the member applies valuation approaches and meth-
ods and uses professional judgment to value those specific intangible assets,
the Statement applies.

.37 Illustration 12d. If the member does not apply any discount and simply
computes the fair market value of an interest in a family limited partnership
(FLP) for tax purposes, is this a valuation engagement subject to the Statement?

.38 Conclusion. Yes, the Statement applies if the member determines
the value of the FLP or an interest in an FLP. The application of valuation
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approaches and methods, and the use of professional judgment are required,
unless an exception applies (SSVS No. 1, paragraphs 5–10 [VS section 100.05–
.10]). The fact that the member does not apply a discount does not exempt the
engagement from the Statement (SSVS No. 1, paragraphs 1–4 and 9(a) [VS
section 100.01–.04 and .09a]).

.39 Illustration 12e. Would the Statement apply to the computation of the
fair market value of assets in, or the computation of the required distribution
of, a charitable remainder trust (CRT)?

.40 Conclusion. It depends on the underlying assets held by the CRT. The
Statement would apply only if the member determines the value of a business,
business ownership interest, security, or intangible asset (SSVS No. 1, para-
graph 1 [VS section 100.01]). To the extent that the CRT holds assets that, to
be valued, require the application of valuation approaches and methods, and
the use of professional judgment, such as an interest in a limited liability cor-
poration (LLC), the Statement would apply. However, if the CRT only holds
publicly traded stock with a readily ascertainable value, the Statement would
not apply because valuation approaches and methods and professional judg-
ment would not be needed in the computation (SSVS No. 1, paragraphs 1 and
4 [VS section 100.01 and .04], and Illustration 6).

.41 Illustration 12f. In circumstances in which the value of assets con-
tributed by partners to a partnership differ from their cost basis, each difference
must be tracked for tax purposes under IRC section 704(c) so that amounts of
gain or loss can be properly assigned to the contributing partners. Are these
types of asset value assignments valuation engagements subject to the State-
ment?

.42 Conclusion. It depends. If one or more of the assets for which value
is relevant under IRC section 704(c) is a subject interest that is, a business,
business ownership interest, security, or intangible asset, and the client or a
third party does not provide the valuation, and the member applies valuation
approaches and methods and uses professional judgment to value these assets
for IRC section 704(c) tax purposes, then the Statement applies (SSVS No. 1,
paragraphs 1 and 6 [VS section 100.01 and .06], and Illustration 6).

.43 Illustration 12g. A member has been engaged to perform a cost segre-
gation study. The study involves an analysis of the costs of building a structure
and the allocation of such costs to the real and personal property components
of the structure so that depreciation of those components may be properly com-
puted. Is this a valuation engagement subject to the Statement?

.44 Conclusion. No, none of the assets constitutes a subject interest (SSVS
No. 1, paragraph 1 [VS section 100.01]).

.45 Illustration 12h. A member has been engaged to provide advice to a
company regarding the tax planning for income from discharge of indebtedness
under IRC section 108. The company has advised the member that the company
will be able to negotiate a settlement in complete satisfaction of an obligation at
30 cents on the dollar. Is this a valuation engagement subject to the Statement?

.46 Conclusion. It depends. Under IRC section 108(a), gross income of the
company excludes income from discharge of indebtedness only under certain
circumstances. One of those circumstances is the insolvency of the company.
Under IRC section 108(d) (3), insolvency results from an excess of liabilities over
the fair market value of assets. If (a) the company must rely on the insolvency
provisions of IRC section 108; (b) one or more of the assets for which value is
relevant under IRC section 108 is a subject interest (that is, a business, business
ownership interest, security, or intangible asset); (c) the company or a third
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party does not provide the valuation; and (d) the member applies valuation
approaches and methods, and uses professional judgment to value the subject
interest(s) for purposes of the IRC section 108(d)(3) insolvency determination,
the Statement applies.

.47 Illustration 13. An executor has engaged a member to prepare an es-
tate tax return, which requires determining values for the following estate as-
sets: (a) shares in a publicly traded company, "TI Corporation," whose shares
are infrequently traded; (b) a large block of stock in "LB Corporation," a publicly
traded company; (c) a brokerage account consisting of shares in various pub-
licly traded companies; (d) "CHB Corporation," a closely held business owned
by the decedent and the decedent's family; and (e) a 5 percent interest in "RP," a
privately held rental real estate partnership. Does the Statement apply to any
of the following assets owned by the estate? (See Illustration 10 at paragraph
.27 of this Interpretation regarding the valuation of a security.)

.48 Illustration 13a. Does the Statement apply to shares in a publicly
traded company, "TI Corporation," whose shares are traded infrequently?

.49 Conclusion. It depends; although the price of a share of publicly traded
stock is ascertainable from published sources, there are no definitive criteria
that would indicate when the Statement applies to shares that are infrequently
traded. A key consideration is the average daily trading volume of TI Corpora-
tion stock on or around the valuation date. The concept of fair market value
incorporates the notions that (1) cash could have been received for the stock
at the valuation date, and (2) the share price of an infrequently traded stock
could decrease if a relatively large block of the stock were to be put on the mar-
ket on that date. If the subject shares held by the estate do not represent a
significant percentage of the daily trading volume of TI stock on or around the
valuation date, and the price of a share of the stock is readily ascertainable
on the valuation date, then the resulting value (the quoted share price times
the number of shares owned) represents a cash price that could have been re-
ceived at the valuation date for the block, and the Statement does not apply
because the calculation of value is mechanical (SSVS No. 1, paragraph 9(a) [VS
section 100.09a]). If, however, the subject shares held by the estate represent
a large percentage of the average daily trading volume of the stock, the quoted
market price for a share may not be adequate for purposes of determining the
fair market value of the block of shares on the valuation date. In that case, the
Statement applies because valuation approaches and methods need to be ap-
plied, and professional judgment needs to be used in determining the value of
the block (SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]) (See
Illustration 10 at paragraph .27 of this Interpretation regarding the valuation
of a security.)

.50 Illustration 13b. Does the Statement apply to a large block of stock in
"LB Corporation," a publicly traded company?

.51 Conclusion. The answer depends on the amount of shares to be val-
ued in relation to the average daily trading volume in LB Corporation on or
around the valuation date. There are no definitive criteria that would indicate
when the Statement applies to the valuation of a large block of publicly traded
stock. The concept of fair market value incorporates the notion that cash could
have been received from a sale of the block on the valuation date. A large block
could decrease the share price if sold on the valuation date. The Statement
would typically not apply to the valuation of a large block (for example, 200,000
shares) of a large and actively-traded public company. Even though the value
of the estate's stock may be large in absolute terms, the daily trading volume
in such stock on the valuation date may be sufficiently high that a sale of the
block on the valuation date would not affect the market price of a company's
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shares. In such a case, the quoted market price of a share times the num-
ber of shares held by the estate may be considered to reflect the fair market
value of the subject block of stock, and because it would not be the case that
valuation approaches and methods would need to be applied and professional
judgment used, the Statement would not apply. If, however, the large block of
publicly traded shares represents a significant percentage of the daily trading
volume, the Statement would apply because valuation approaches and meth-
ods would need to be applied and professional judgment used to determine the
value (SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]).

.52 Illustration 13c. Does the Statement apply to a brokerage account con-
sisting of shares in various publicly traded companies?

.53 Conclusion. The Statement would not apply to the determination of
the value of a brokerage account consisting of publicly traded securities, except
as discussed in paragraphs .49 and .51 of this Interpretation. Absent certain
scenarios involving infrequently traded securities or large blocks of stock, the
application of valuation approaches and methods and the use of professional
judgment are not necessary in that determination (SSVS No. 1, paragraphs 1
and 4 [VS section 100.01 and .04]).

.54 Illustration 13d. Does the Statement apply to "CHB Corporation," a
closely held business owned by the decedent and the decedent's family?

.55 Conclusion. The Statement would apply to the determination of value
of CHB Corporation because valuation approaches and methods need to be ap-
plied, and professional judgment needs to be used to determine the fair market
value of the ownership interest in CHB (SSVS No. 1, paragraphs 1 and 4 [VS
section 100.01 and .04]).

.56 Illustration 13e. Does the Statement apply to a 5 percent interest in a
privately held rental real estate partnership (RP)?

.57 Conclusion. The Statement would apply to the determination of value
of the 5 percent interest in rental real estate partnership (RP) because valu-
ation approaches and methods need to be applied and professional judgment
needs to be used to determine the fair market value of the ownership of a frac-
tional interest in a privately held partnership (SSVS No. 1, paragraphs 1 and
4 [VS section 100.01 and .04]). However, where it is not practical or not rea-
sonable to obtain or use relevant information and, therefore, the member is
unable to apply valuation approaches and methods, the Statement would not
apply. For example, the member has requested from RP's general partner fi-
nancial information the member needs in order to apply valuation approaches
and methods. The general partner is not responsive to the member's requests,
and the due date for filing the estate tax return is near. Given the small owner-
ship interest, and given that RP is likely a relatively small percent of the total
estate, unless prohibited by statute or by rule, the member may then use the
taxpayer's estimates if the member determines that the estimates are reason-
able (based on the facts and circumstances known to the member) (SSVS No.
1, paragraph 9(b) [VS section 100.09b]).

.58 Illustration 14. Would the answers to Illustration 13 change if the val-
ues were provided by the client or a client-engaged third party?

.59 Conclusion. The Statement would not apply if the values were provided
by the client or by a client-engaged third party because the member is not ap-
plying valuation approaches and methods and using professional judgment to
determine value (SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]).
However, the member would be subject to Statement on Standards for Tax Ser-
vices No. 3, Certain Procedural Aspects of Preparing Returns [TS section 300],
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in providing appropriate due diligence with respect to the values provided to
the member . It is also recommended that the understanding between member
and client in these circumstances include documentation of the fact that the
member is not determining but rather is being provided with the value of the
subject interest.

.60 Illustration 15. Would the answers to Illustration 13 change if the val-
ues were provided by an outside third-party specialist hired by the member?

.61 Conclusion. If the member engages an outside third-party specialist to
assist with the member's work, and it is the member expressing a conclusion or
calculated value, the member will be applying valuation approaches and meth-
ods and using professional judgment; thus, the Statement would apply (SSVS
No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]; SSVS No. 1, paragraph
20, "Using the Work of Specialists in the Valuation Engagement," [VS section
100.20]). If, however, the third-party specialist is determining the value in his
or her own name and providing that value to the client, and the member will not
be applying valuation approaches and methods or using professional judgment
(SSVS No. 1, paragraphs 1 and 4 [VS section 100.01 and .04], and Illustration 6),
the Statement would not apply, but the member would be subject to Statement
on Standards for Tax Services No. 3, Certain Procedural Aspects of Preparing
Returns [TS section 300] in providing appropriate due diligence with respect to
the values provided.

.62 Illustration 16. The client and the member agree that the member will
value a partnership interest and then apply an "average" discount that the
member is to determine (based on the results of various studies and case law).
Does the Statement apply? If so, is this a valuation engagement or a calculation
engagement?

.63 Conclusion. Yes, the Statement applies because the member deter-
mined the value of the partnership interest by applying valuation approaches
and valuation methods and using professional judgment. This would be consid-
ered a calculation engagement because the member and the client have agreed
on the specific valuation approaches or valuation methods the valuation ana-
lyst will use and the extent of valuation procedures the valuation analyst will
perform (SSVS No. 1, paragraph 21(b) [VS section 100.21b] and Illustration 6).

.64 Illustration 17. Would the Statement apply if a member has an infor-
mal conversation or communicates in writing with a client regarding the alter-
native tax consequences of gifting versus selling a business using a presump-
tion of a specific value of the business?

.65 Conclusion. No, the Statement would not apply. The member is pro-
viding tax advice using an assumed or hypothetical value of a business and is
not determining value, applying valuation approaches and methods, and using
professional judgment to value a business (SSVS No. 1, paragraphs 1 and 4 [VS
section 100.01 and .04], and Illustration 6).

.66 Illustration 18. Would the Statement apply to a transfer pricing study
(IRC section 482) that involves the use of specific methodologies, data, termi-
nology, and documentation requirements that are provided in the IRS regu-
lations and procedures, and whose methodologies and documentation require-
ments differ from those contained in the Statement?

.67 Conclusion. No. To the extent that the transfer pricing study applies,
for example, to the valuation of inventory or services, the Statement would not
apply (see SSVS No. 1, paragraph 1 [VS section 100.01] and Illustration 6).
To the extent that the transfer pricing study applies to the valuation of in-
tangible assets, the Statement would normally apply. However, because the
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IRS regulations require that the taxpayer reasonably calculate an arm's-length
price according to the best method that is determined using third-party compa-
rable data under explicit IRS rules and documentation procedures, and to the
extent these IRS rules and procedures differ from the Statement, the jurisdic-
tional exception (SSVS No. 1, paragraph 10 [VS section 100.10]) would exempt
the valuation of the intangible assets from the developmental provisions of the
Statement (SSVS No. 1, paragraphs 25–48 [VS section 100.25–.48]). In addition,
to the extent that the IRS regulations (such as IRS regulation section 1.6662-
6(d) (2) (iii)) and procedures provide specific documentation requirements for
avoiding potential penalties, and if a transfer pricing report is provided to a
client according to such IRS documentation requirements, the jurisdictional ex-
ception would apply to the reporting provisions of the Statement (SSVS No. 1,
paragraphs 50–78 [VS section 100.50–.78]) and thus a valuation report would
not be necessary.

.68 Illustration 19. In a situation where the Statement applies to members
who determine value as part of tax engagements, would the member also be
required to be in compliance with the Statements on Standards for Tax Services
(SSTSs) [TS sections 100–900]?

.69 Conclusion. Yes, the Statement would apply only to the valuation de-
termination and reporting aspects of the engagement but the SSTSs would ap-
ply to all aspects of the engagement. For example, even though the Statement
would govern the determination of value of an applicable asset reported on a
tax return, the member would also have to be in compliance with SSTS No. 1,
Tax Return Positions, [TS section 100], for that valuation.

.70 Illustration 21. Do settlements or negotiations of value in offers-in-
compromise or tax disputes fall under the Statement?

.71 Conclusion. No, settlements or negotiations of value in offers-in-
compromise or tax disputes are part of a tax process. However, if a member
prepares a valuation in preparation for a settlement or negotiation of value,
and the valuation involves the application of valuation approaches and meth-
ods and the use of professional judgment, the valuation would fall under the
developmental aspects of the Statement. The settlement or negotiation process
itself is not a valuation and would not fall under the Statement. In addition,
the Statement's reporting exemption for certain controversy proceedings would
apply as the valuation was performed specifically for the administrative matter
(SSVS No. 1, paragraph 50 [VS section 100.50]).

Illustrations Relating to Other Engagements

.72 Illustration 20. Does determining the value of accounts receivable fall
under the Statement?

.73 Conclusion. No, accounts receivable constitute tangible assets under
the Statement (SSVS No. 1, Appendix B [VS section 100.81], and do not consti-
tute a subject interest (SSVS No. 1, paragraph 1 [VS section 100.01]).

.74 Illustration 22. In the course of performing a valuation under the State-
ment, if a valuation analyst prepares prospective financial information (for ex-
ample, as part of a discounted cash flow or discounted earnings analysis within
the income approach), does this require the valuation analyst to examine or
compile such information in accordance with the Statements on Standards for
Attestation Engagements (SSAEs) [AT sections 20–701]?
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.75 Conclusion. No, Chapter 1, "Attest Engagements," of SSAE No. 10,
Attestation Standards: Revision and Recodification, as amended [AT section
101.01] states that the attestation standards apply when a practitioner is "en-
gaged to issue or does issue an examination, a review, or an agreed-upon proce-
dures report on subject matter, or an assertion about the subject matter..., that
is the responsibility of another party." If the valuation analyst has not been en-
gaged to examine, compile, assemble, review, or apply agreed-upon procedures
to prospective financial information, and does not issue an examination, com-
pilation, assembly, or agreed-upon report on prospective financial information,
the SSAEs [AT sections 20–701] do not apply (SSARS 14 [AR section 120]).

.76 Illustration 23. Under a valuation engagement, a valuation analyst is
free to select any and all valuation approaches and methods the valuation ana-
lyst deems appropriate in the circumstances. Under a calculation engagement,
the valuation analyst and the client agree to the specific approaches or meth-
ods the valuation analyst will use or the extent of calculation procedures the
valuation analyst will perform. (SSVS No. 1, paragraph 21 [VS section 100.21])
Under SSVS No. 1, paragraph 18 [VS section 100.18], a restriction or limitation
on the scope of the valuation analyst's work, or the data available for analysis
may be present and known to the valuation analyst at the outset of the engage-
ment, or may arise during the course of an engagement (and such restriction or
limitation should be disclosed in the report). Is it possible to have a restriction
or limitation that is of such a degree that a valuation analyst engaged to per-
form a valuation engagement should propose altering the engagement to be a
calculation engagement?

.77 Conclusion. Although the two engagements represent two different
types of service performed by valuation analysts, the possibility exists. If, in
the course of a valuation engagement, restrictions, or limitations on the scope
of the valuation analyst's work or the data available for analysis are so sig-
nificant that the valuation analyst believes that he or she cannot, even with
disclosure in the valuation report of the restrictions or limitations, adequately
perform a valuation engagement leading to a conclusion of value, the valuation
analyst should determine whether he or she has the ability to adequately com-
plete the engagement as a calculation engagement or should consider resigning
from the engagement.

.78 Illustration 24. If a member employed in industry, government, or ed-
ucation "moonlights" doing engagements to estimate value, do the Standards
apply?

.79 Conclusion. Yes, the Standard applies. By moonlighting, the member
is holding him or herself out as a certified public account and as being in public
practice. The Standard would apply just as it would to any other member in
public practice unless one of the exceptions applies.

.80 Illustration 25. Does the Statement apply to an assignment from an
employer to an employee member not in public practice to prepare a valuation
for internal financial reporting purposes?

.81 Conclusion. No, SSVS No. 1, paragraph 7 [VS section 100.07] exempts
internal use assignments from an employer to an employee member not in the
practice of public accounting. However, if the valuation is to be used for finan-
cial reporting purposes, the employer and the employee may wish to consider
whether the work will be accepted by the employer's outside auditors if the
statement is not followed.

VS §9100.75 ©2017, AICPA



Valuation Services Interpretations of Section 100 2747

Illustrations for PFP-Specific Engagements

These illustrations assume the member has not been engaged to perform a busi-
ness valuation.

.82 Illustration 26. When does the Statement apply to members who de-
termine values related to personal financial planning engagements?

.83 Conclusion. The Statement applies to personal financial planning en-
gagements when the member determines the value of a business, business own-
ership interest, security, or intangible asset (SSVS No. 1, paragraph 1 [VS sec-
tion 100.01]) and in the process of determining the value applies valuation ap-
proaches and methods and uses professional judgment (SSVS No. 1, paragraph
4 [VS section 100.04]) unless an exception applies (SSVS No. 1, paragraphs
5–10 [VS section 100.05–.10]).

.84 Illustration 27. If a member is engaged to provide personal financial
planning services to a client and, in the course of the engagement, estimates
the proceeds from a hypothetical future sale of the client's business interest,
does the Statement apply?

.85 Conclusion. No. The Statement does not apply because estimate of fu-
ture sales proceeds does not in itself constitute a valuation engagement (SSVS
No. 1, paragraphs 1 and 4 [VS section 100.01 and .04]).

.86 Illustration 28. A member is engaged to provide personal financial
planning services to a client and, in the course of the engagement, estimates
the proceeds from a hypothetical future sale of the client's business interest.
As part of that engagement, the member shares general industry knowledge to
assist the client in estimating the current value of the business interest. Does
the Statement apply?

.87 Conclusion:

(a) If, in the process of determining the current value from which the mem-
ber estimates future sales proceeds, the member applies valuation approaches
and methods and uses professional judgment, the Statement applies to the de-
termination of the current value (SSVS No. 1, paragraph 4 [VS section 100.04]).
However, the Statement does not apply when the member shares general in-
dustry knowledge with the client instead of applying professional judgment.

(b) If the client or another party provides the current value, and the mem-
ber does not apply valuation approaches and methods, the Statement does not
apply (SSVS No. 1, paragraphs 4 and 6 [VS section 100.04 and .06]).

(c) If the member uses a hypothetical or assumed value as the starting point
for the calculation of future sales proceeds and does not apply valuation ap-
proaches and methods, the Statement does not apply (SSVS No. 1, paragraphs
1 and 4 [VS section 100.01 and .04]). The Statement does not apply to a gen-
eral discussion with the client of valuation concepts or industry price multiples
based on the member's industry knowledge, which assists the client in deter-
mining a hypothetical or assumed value (SSVS No. 1, paragraphs 4 and 6 [VS
section 100.04 and .06]).

.88 Illustration 29. The client has asked the member to prepare a per-
sonal financial plan that includes an estimate of future proceeds from a sale
of the business interest at retirement. The member estimates the future pro-
ceeds based on an estimate of the business' current value by applying a rule of
thumb for the business' industry, but the member does not consider the risk fac-
tors of the subject interest or exercise other professional judgment in applying
the multiple. Does the Statement apply?

©2017, AICPA VS §9100.88



2748 Valuation Services

.89 Conclusion. No, the Statement does not apply because the member did
not use professional judgment (SSVS No. 1, paragraph 4 [VS section 100.04]). If
the member considers specific risk factors of the business interest in applying
the price multiple, the Statement applies.

This Statement titled Valuation of a Business, Business Ownership Interest,
Security, or Intangible Asset was unanimously adopted by the assenting votes
of the AICPA Consulting Services Executive Committee.
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CONSULTING SERVICES

STATEMENT ON
STANDARDS FOR CONSULTING SERVICES

Statements on Standards for Consulting Services are issued by the
AICPA Management Consulting Services Executive Committee, the se-
nior technical committee of the Institute designated to issue pronounce-
ments in connection with consulting services. Council has designated
the AICPA Management Consulting Services Executive Committee as
a body to establish professional standards under the "Compliance with
Standards Rule" (ET sec. 1.310.001) of the Institute's Code of Profes-
sional Conduct (code). Members should be prepared to justify depar-
tures from this statement.
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CS Section 100

Consulting Services: Definitions and
Standards
Source: Statement on Standards for Consulting Services No. 1

Effective for engagements accepted on or after January 1, 1992,
unless otherwise indicated.

Introduction
.01 Consulting services that CPAs provided to their clients have evolved

from advice on accounting-related matters to a wide range of services involving
diverse technical disciplines, industry knowledge, and consulting skills. Most
practitioners, including those who provide audit and tax services, also provide
business and management consulting services to their clients.

.02 Consulting services differ fundamentally from the CPA's function of at-
testing to the assertions of other parties. In an attest service, the practitioner
expresses a conclusion about the reliability of a written assertion that is the
responsibility of another party, the asserter. In a consulting service, the practi-
tioner develops the findings, conclusions, and recommendations presented. The
nature and scope of work is determined solely by the agreement between the
practitioner and the client. Generally, the work is performed only for the use
and benefit of the client.

.03 Historically, CPA consulting services have been commonly referred to
as management consulting services, management advisory services, business
advisory services, or management services. A series of Statements on Stan-
dards for Management Advisory Services (SSMASs) previously issued by the
AICPA contained guidance on certain types of consulting services provided by
members. This Statement on Standards for Consulting Services (SSCS) super-
sedes the SSMASs and provides standards of practice for a broader range of
professional services, as described in paragraph .05.

.04 This SSCS and any subsequent SSCSs apply to any AICPA member
holding out as a CPA while providing consulting services as defined herein.

Definitions
.05 Terms established for the purpose of SSCSs are as follows:

Consulting services practitioner. Any AICPA member holding out as
a CPA while engaged in the performance of a Consulting Service for a
client, or any other individual who is carrying out a Consulting Service
for a client on behalf of any Institute member or member's firm holding
out as a CPA.

Consulting process. The analytical approach and process applied in a
Consulting Service. It typically involves some combination of activi-
ties relating to determination of client objective, fact-finding, definition
of the problems or opportunities, evaluation of alternatives, formula-
tion of proposed action, communication of results, implementation, and
follow-up.
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Consulting services. Professional services that employ the practitioner's
technical skills, education, observations, experiences, and knowledge
of the consulting process.1 Consulting services may include one or more
of the following:

a. Consultations, in which the practitioner's function is to provide
counsel in a short time frame, based mostly, if not entirely, on ex-
isting personal knowledge about the client, the circumstances, the
technical matters involved, client representations, and the mu-
tual intent of the parties. Examples of consultations are reviewing
and commenting on a client-prepared business plan and suggest-
ing computer software for further client investigation.

b. Advisory services, in which the practitioner's function is to de-
velop findings, conclusions, and recommendations for client con-
sideration and decision making. Examples of advisory services
are an operational review and improvement study, analysis of an
accounting system, assistance with strategic planning, and defi-
nition of requirements for an information system.

c. Implementation services, in which the practitioner's function is to
put an action plan into effect. Client personnel and resources may
be pooled with the practitioner's to accomplish the implementa-
tion objectives. The practitioner is responsible to the client for the
conduct and management of engagement activities. Examples of
implementation services are providing computer system instal-
lation and support, executing steps to improve productivity, and
assisting with the merger of organizations.

d. Transaction services, in which the practitioner's function is to pro-
vide services related to a specific client transaction, generally
with a third party. Examples of transaction services are insol-
vency services, valuation services, preparation of information for
obtaining financing, analysis of a potential merger or acquisition,
and litigation services.

e. Staff and other support services, in which the practitioner's func-
tion is to provide appropriate staff and possibly other support to
perform tasks specified by the client. The staff provided will be
directed by the client as circumstances require. Examples of staff
and other support services are data processing facilities manage-
ment, computer programming, bankruptcy trusteeship, and con-
trollership activities.

f. Product services, in which the practitioner's function is to provide
the client with a product and associated professional services in
support of the installation, use, or maintenance of the product.

1 The definition of consulting services excludes the following:

a. Services subject to other AICPA professional standards such as Statements on Auditing Stan-
dards (SASs), Statements on Standards for Attestation Engagements (SSAEs), or Statements
on Standards for Accounting and Review Services (SSARSs). (These excluded services may
be performed in conjunction with consulting services, but only the consulting services are
subject to the Statement on Standards for Consulting Services [SSCS].)

b. Engagements specifically to perform tax return preparation, tax planning or advice, tax rep-
resentation, personal financial planning or bookkeeping services, or situations involving the
preparation of written reports or the provision of oral advice on the application of accounting
principles to specified transactions or events, either completed or proposed, and the reporting
thereof.

c. Recommendations and comments prepared during the same engagement as a direct result of
observations made while performing the excluded services.
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Examples of product services are the sale and delivery of pack-
aged training programs, the sale and implementation of computer
software, and the sale and installation of systems development
methodologies.

Standards for Consulting Services
.06 The general standards of the profession are contained in the "General

Standards Rule" of the code (ET sec. 1.300.001 and 2.300.001) and apply to all
services performed by members. They are as follows:

• Professional competence. Undertake only those professional ser-
vices that the member or the member's firm can reasonably expect
to be completed with professional competence.

• Due professional care. Exercise due professional care in the per-
formance of professional services.

• Planning and supervision. Adequately plan and supervise the per-
formance of professional services.

• Sufficient relevant data. Obtain sufficient relevant data to afford
a reasonable basis for conclusions or recommendations in relation
to any professional services performed.

.07 The following additional general standards for all consulting services
are promulgated to address the distinctive nature of consulting services in
which the understanding with the client may establish valid limitations on
the practitioner's performance of services. These standards are established un-
der the "Compliance with Standards Rule" of the code (ET sec. 1.310.001 and
2.310.001):

• Client interest. Serve the client interest by seeking to accomplish
the objectives established by the understanding with the client
while maintaining integrity and objectivity.2

• Understanding with client. Establish with the client a written or
oral understanding about the responsibilities of the parties and
the nature, scope, and limitations of services to be performed, and
modify the understanding if circumstances require a significant
change during the engagement.

• Communication with client. Inform the client of (a) conflicts of in-
terest that may occur pursuant to the "Integrity and Objectivity
Rule" of the code (ET sec. 1.100.001 and 2.100.001),3 (b) significant

2 In "Integrity" (ET sec. 0.300.040), integrity is described as follows: "Integrity requires a member
to be, among other things, honest and candid within the constraints of client confidentiality. Service
and the public trust should not be subordinated to personal gain and advantage. Integrity can accom-
modate the inadvertent error and the honest difference of opinion; it cannot accommodate deceit or
subordination of principle."

In "Objectivity and Independence" (ET sec. 0.300.050), objectivity and independence are differ-
entiated as follows: "Objectivity is a state of mind, a quality that lends value to a member's services. It
is a distinguishing feature of the profession. The principle of objectivity imposes the obligation to be
impartial, intellectually honest, and free of conflicts of interest. Independence precludes relationships
that may appear to impair a member's objectivity in rendering attestation services."

3 The "Conflict of Interest Rule" (ET sec. 1.110.010) states, in part, the following:

A conflict of interest may occur if a member or the member's firm has a relationship with an-
other person, entity, product, or service that, in the member's professional judgment, the client
or other appropriate parties may view as impairing the member's objectivity...

A member may perform the professional service if he or she determines that the service can
be performed with objectivity because the threats are not significant or can be reduced to an
acceptable level through the application of safeguards...
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reservations concerning the scope or benefits of the engagement,
and (c) significant engagement findings or events.

.08 Professional judgment must be used in applying Statements on Stan-
dards for Consulting Services in a specific instance because the oral or written
understanding with the client may establish constraints within which services
are to be provided. For example, the understanding with the client may limit
the practitioner's effort with regard to gathering relevant data. The practitioner
is not required to decline or withdraw from a consulting engagement when the
agreed-upon scope of services includes such limitations.

Consulting Services for Attest Clients
.09 The performance of consulting services for an attest client does not

impair independence.4 However, members and their firms performing attest
services for a client should comply with applicable independence standards,
rules and regulations issued by AICPA, the state boards of accountancy, state
CPA societies, and other regulatory agencies.

Effective Date
.10 This section is effective for engagements accepted on or after January

1, 1992. Early application of the provisions of this section is permissible.

[Revised, January 2015, to reflect the revised Code of Professional Conduct.]

4 AICPA independence standards relate only to the performance of attestation services; objectiv-
ity standards apply to all services. See footnote 2.
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QC Section 10

A Firm’s System of Quality Control

(Supersedes SQCS No. 7.)

Source: SQCS No. 8; SAS No. 122; SAS No. 128.

Effective date: Applicable to a CPA firm's system of quality control for
its accounting and auditing practice as of January 1, 2012.

Introduction

Scope of This Section
.01 This section addresses a CPA firm's responsibilities for its system of

quality control for its accounting and auditing practice. This section is to be
read in conjunction with the AICPA Code of Professional Conduct and other
relevant ethical requirements.

.02 This section, although applicable to audit and attestation engagements
performed by CPA firms in accordance with Government Auditing Standards,
does not apply to government audit organizations. Instead, those government
audit organizations are subject to the quality control and assurance require-
ments of Government Auditing Standards, which are similar to those of this
section.

.03 Other professional standards set out additional requirements and
guidance on the responsibilities of firm personnel regarding quality control
procedures for specific types of engagements. AU-C section 220, Quality Control
for an Engagement Conducted in Accordance With Generally Accepted Auditing
Standards, for example, addresses quality control procedures for engagements
conducted in accordance with generally accepted auditing standards. [Revised,
October 2011, to reflect conforming changes necessary due to the issuance of
SAS No. 122.]

.04 A system of quality control consists of policies designed to achieve the
objective set out in paragraph .12 and the procedures necessary to implement
and monitor compliance with those policies.

Authority of the SQCSs
.05 This section applies to all CPA firms with respect to engagements in

their accounting and auditing practice. The nature and extent of the policies
and procedures developed by an individual firm to comply with this section
will depend on various factors, such as the size and operating characteristics of
the firm and whether it is part of a network.

.06 Statements on Quality Control Standards (SQCSs) contain the objec-
tive of the firm in following the SQCSs and requirements designed to enable the
firm to meet that stated objective. In addition, SQCSs contain related guidance
in the form of application and other explanatory material, as discussed further
in paragraph .09, and introductory material that provides context relevant to
a proper understanding of the SQCSs and definitions.
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.07 The objective provides the context in which the requirements of SQCSs
are set and is intended to assist the firm in the following:

• Understanding what needs to be accomplished

• Deciding whether more needs to be done to achieve the objective

.08 SQCSs use two categories of professional requirements, identified by
specific terms, to describe the degree of responsibility they impose on firms, as
follows:

• Unconditional requirements. The firm is required to comply with
an unconditional requirement in all cases in which such a require-
ment is relevant. SQCSs use the word must to indicate an uncon-
ditional requirement.

• Presumptively mandatory requirements. The firm is also required
to comply with a presumptively mandatory requirement in all
cases in which such a requirement is relevant; however, in rare
circumstances, the firm may depart from a presumptively manda-
tory requirement, provided that the firm documents the justifi-
cation for the departure and how the alternative policies estab-
lished, or procedures performed, in the circumstances were suf-
ficient to achieve the objectives of the presumptively mandatory
requirement. SQCSs use the word should to indicate a presump-
tively mandatory requirement.

If an SQCS provides that a procedure or action is one that the firm "should con-
sider," the consideration of the procedure or action is presumptively required,
whereas carrying out the procedure or action is not. The professional require-
ments of an SQCS are to be understood and applied in the context of the ex-
planatory material that provides guidance for their application.

.09 When necessary, the application and other explanatory material pro-
vides further explanation of the requirements and guidance for carrying them
out. In particular, it may

• explain more precisely what a requirement means or is intended
to cover.

• include examples of policies and procedures that may be appro-
priate in the circumstances.

The words may, might, and could, among others, are used to describe these
actions and procedures. Although such guidance does not, in itself, impose a
requirement, it is relevant to the proper application of the requirements. The
application and other explanatory material may also provide background infor-
mation on matters addressed in SQCSs. When appropriate, additional consid-
erations specific to governmental entities or smaller firms are included within
the application and other explanatory material. These additional considera-
tions assist in the application of the requirements in SQCSs. They do not, how-
ever, limit or reduce the responsibility of the firm to apply and comply with the
requirements in SQCSs.

.10 SQCSs include, under the heading "Definitions," a description of the
meanings attributed to certain terms for purposes of the SQCSs. These are pro-
vided to assist in the consistent application and interpretation of SQCSs and
are not intended to override definitions that may be established for other pur-
poses, whether in law, regulation, or otherwise. The AU-C glossary contains
a complete listing of terms defined in this section. It also includes descrip-
tions of other terms found in this section to assist in common and consistent
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interpretation. [Revised, October 2011, to reflect conforming changes necessary
due to the issuance of SAS No. 122.]

Effective Date
.11 The provisions of this section are applicable to a CPA firm's system of

quality control for its accounting and auditing practice as of January 1, 2012.

Objective
.12 The objective of the firm is to establish and maintain a system of qual-

ity control to provide it with reasonable assurance that

a. the firm and its personnel comply with professional standards
and applicable legal and regulatory requirements and

b. reports issued by the firm are appropriate in the circumstances.

Definitions
.13 For purposes of SQCSs, the following terms have the meanings at-

tributed as follows:

Accounting and auditing practice. A practice that performs engage-
ments covered by this section, which are audit, attestation, compila-
tion, review, and any other services for which standards have been
promulgated by the AICPA Auditing Standards Board (ASB) or the
AICPA Accounting and Review Services Committee (ARSC) under the
"General Standards Rule" (ET sec. 1.300.001) or the "Compliance With
Standards Rule" (ET sec. 1.310.001) of the AICPA Code of Professional
Conduct. Although standards for other engagements may be promul-
gated by other AICPA technical committees, engagements performed
in accordance with those standards are not encompassed in the defi-
nition of an accounting and auditing practice.

Engagement documentation. The record of the work performed, results
obtained, and conclusions that the practitioner reached (also known as
working papers or workpapers).

Engagement partner. The partner or other person in the firm who is
responsible for the engagement and its performance and for the report
that is issued on behalf of the firm and who, when required, has the
appropriate authority from a professional, legal, or regulatory body.

Engagement quality control review. A process designed to provide an
objective evaluation, before the report is released, of the significant
judgments the engagement team made and the conclusions it reached
in formulating the report. The engagement quality control review pro-
cess is only for those engagements, if any, for which the firm has de-
termined that an engagement quality control review is required, in
accordance with its policies and procedures.

Engagement quality control reviewer. A partner, other person in the
firm, suitably qualified external person, or team made up of such indi-
viduals, none of whom is part of the engagement team, with sufficient
and appropriate experience and authority to objectively evaluate the
significant judgments that the engagement team made and the con-
clusions it reached in formulating the report.

Engagement team. All partners and staff performing the engagement
and any individuals engaged by the firm or a network firm who
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perform procedures on the engagement. This excludes external spe-
cialists engaged by the firm or a network firm. 1

The term engagement team also excludes individuals within the
client's internal audit function who provide direct assistance on an au-
dit engagement when the external auditor complies with the require-
ments of section 610, Using the Work of Internal Auditors.

Firm. A form of organization permitted by law or regulation whose char-
acteristics conform to resolutions of the Council of the AICPA and that
is engaged in public practice.

Inspection. A retrospective evaluation of the adequacy of the firm's qual-
ity control policies and procedures, its personnel's understanding of
those policies and procedures, and the extent of the firm's compliance
with them. Inspection includes a review of completed engagements.

Monitoring. A process comprising an ongoing consideration and evalua-
tion of the firm's system of quality control, including inspection or a
periodic review of engagement documentation, reports, and clients' fi-
nancial statements for a selection of completed engagements, designed
to provide the firm with reasonable assurance that its system of qual-
ity control is designed appropriately and operating effectively.

Network. An association of entities, as defined in ET section 0.400, Defi-
nitions.

Network firm. A firm or other entity that belongs to a network, as defined
in ET section 0.400.

Partner. Any individual with authority to bind the firm with respect to
the performance of a professional services engagement. For purposes
of this definition, partner may include an employee with this authority
who has not assumed the risks and benefits of ownership. Firms may
use different titles to refer to individuals with this authority.

Personnel. Partners and staff.
Professional standards. Standards promulgated by the ASB or ARSC

under the "General Standards Rule" or the "Compliance With Stan-
dards Rule" of the AICPA Code of Professional Conduct, or other
standards-setting bodies that set auditing and attest standards ap-
plicable to the engagement being performed and relevant ethical re-
quirements.

Reasonable assurance. In the context of this section, a high, but not ab-
solute, level of assurance.

Relevant ethical requirements. Ethical requirements to which the firm
and its personnel are subject, which consist of the AICPA Code of Pro-
fessional Conduct together with rules of applicable state boards of ac-
countancy and applicable regulatory agencies that are more restric-
tive.

Staff. Professionals, other than partners, including any specialists that the
firm employs.

Suitably qualified external person. An individual outside the firm with
the competence and capabilities to act as an engagement partner (for
example, a partner of another firm).

1 Paragraph .06 of AU-C section 620, Using the Work of an Auditor's Specialist, defines the term
auditor's specialist. [Footnote revised, October 2011, to reflect conforming changes necessary due to
the issuance of SAS No. 122.]
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[Revised, October 2011, to reflect conforming changes necessary due to the is-
suance of SAS No. 122. As amended, effective for audits of financial statements
for periods ending on or after December 15, 2014, by SAS No. 128. Revised, Jan-
uary 2015, to reflect conforming changes necessary due to the issuance of the
revised AICPA Code of Professional Conduct, effective December 15, 2014.]

Requirements

Applying and Complying With Relevant Requirements
.14 Personnel within the firm responsible for establishing and maintaining

the firm's system of quality control should have an understanding of the entire
text of this section, including its application and other explanatory material, to
understand its objective and apply its requirements properly.

.15 The firm should comply with each requirement of this section unless,
in the circumstances of the firm, the requirement is not relevant to the services
provided by a firm's accounting and auditing practice. (Ref: par. .A1)

.16 The requirements are designed to enable the firm to achieve the objec-
tive stated in this section. The proper application of the requirements is, there-
fore, expected to provide a sufficient basis for the achievement of the objective.
However, because circumstances vary widely and all such circumstances cannot
be anticipated, the firm should consider whether there are particular matters
or circumstances that require the firm to establish policies and procedures in
addition to those required by this section to meet the stated objective.

Elements of a System of Quality Control
.17 The firm must establish and maintain a system of quality control. The

system of quality control should include policies and procedures addressing
each of the following elements:

a. Leadership responsibilities for quality within the firm (the tone
at the top)

b. Relevant ethical requirements
c. Acceptance and continuance of client relationships and specific

engagements
d. Human resources
e. Engagement performance
f. Monitoring

Policies and procedures established by the firm related to each element are
designed to achieve reasonable assurance with respect to the purpose of that
element. Deficiencies in policies and procedures for an element may result in
not achieving reasonable assurance with respect to the purpose of that ele-
ment; however, the system of quality control as a whole may still be effective in
achieving the objective described in paragraph .12.

.18 The firm should document its policies and procedures and communi-
cate them to the firm's personnel. (Ref: par. .A2–.A3)

Leadership Responsibilities for Quality Within the Firm
.19 The firm should establish policies and procedures designed to promote

an internal culture based on the recognition that quality is essential in per-
forming engagements. Such policies and procedures should require the firm's
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leadership (managing partner or board of managing partners, CEO, or equiva-
lent) to assume ultimate responsibility for the firm's system of quality control.
(Ref: par. .A4–.A5)

.20 The firm should establish policies and procedures designed to provide
it with reasonable assurance that any person or persons assigned operational
responsibility for the firm's system of quality control by the firm's leadership
has sufficient and appropriate experience and ability, and the necessary au-
thority, to assume that responsibility. (Ref: par. .A6)

Relevant Ethical Requirements
.21 The firm should establish policies and procedures designed to provide

it with reasonable assurance that the firm and its personnel comply with rele-
vant ethical requirements. (Ref: par. .A7–.A9)

Independence
.22 The firm should establish policies and procedures designed to provide

it with reasonable assurance that the firm; its personnel; and, when applicable,
others subject to independence requirements (including network firm person-
nel) maintain independence when required by relevant ethical requirements.
Such policies and procedures should enable the firm to

a. communicate its independence requirements to its personnel and,
when applicable, others subject to them and

b. identify and evaluate circumstances and relationships that create
threats to independence and to take appropriate action to elimi-
nate those threats or reduce them to an acceptable level by apply-
ing safeguards or, if considered appropriate, to withdraw from the
engagement when withdrawal is possible under applicable law or
regulation.

.23 Such policies and procedures should require

a. engagement partners to provide the firm with relevant informa-
tion about client engagements, including the scope of services, to
enable the firm to evaluate the overall effect, if any, on indepen-
dence requirements;

b. personnel to promptly notify the firm of circumstances and rela-
tionships that create a threat to independence so that appropriate
action can be taken; and

c. the accumulation and communication of relevant information to
appropriate personnel so that

i. the firm and its personnel can readily determine whether
they satisfy independence requirements,

ii. the firm can maintain and update information relating to
independence, and

iii. the firm can take appropriate action regarding identified
threats to independence that are not at an acceptable level.

.24 The firm should establish policies and procedures designed to provide
it with reasonable assurance that it is notified of breaches of independence
requirements and to enable it to take appropriate actions to resolve such situ-
ations. The policies and procedures should include requirements for

a. personnel to promptly notify the firm of independence breaches
of which they become aware;
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b. the firm to promptly communicate identified breaches of these
policies and procedures to

i. the engagement partner who, with the firm, needs to ad-
dress the breach and

ii. other relevant personnel in the firm and, when appropri-
ate, the network and those subject to the independence re-
quirements who need to take appropriate action; and

c. prompt communication to the firm, if necessary, by the engage-
ment partner and the other individuals referred to in subpara-
graph (b)(ii) of the actions taken to resolve the matter so that the
firm can determine whether it should take further action.

.25 At least annually, the firm should obtain written confirmation of com-
pliance with its policies and procedures on independence from all firm person-
nel required to be independent by the requirements set forth in the "Indepen-
dence Rule" (ET sec. 1.200.001) and related interpretations of the AICPA Code
of Professional Conduct and the rules of state boards of accountancy and ap-
plicable regulatory agencies. (Ref: par. .A10) [Revised, January 2015, to reflect
conforming changes necessary due to the issuance of the revised AICPA Code
of Professional Conduct, effective December 15, 2014.]

.26 The firm should establish policies and procedures for all audit or at-
testation engagements for which regulatory or other authorities require the
rotation of personnel after a specified period, in compliance with such require-
ments.

Acceptance and Continuance of Client Relationships
and Specific Engagements

.27 The firm should establish policies and procedures for the acceptance
and continuance of client relationships and specific engagements, designed to
provide the firm with reasonable assurance that it will undertake or continue
relationships and engagements only when the firm

a. is competent to perform the engagement and has the capabilities,
including time and resources, to do so; (Ref: par. .A11)

b. can comply with legal and relevant ethical requirements; and
c. has considered the integrity of the client and does not have in-

formation that would lead it to conclude that the client lacks in-
tegrity. (Ref: par. .A12–.A13)

.28 Such policies and procedures should

a. require the firm to obtain such information as it considers neces-
sary in the circumstances before accepting an engagement with
a new client, when deciding whether to continue an existing en-
gagement, and when considering acceptance of a new engagement
with an existing client. (Ref: par. .A14)

b. require the firm to determine whether it is appropriate to accept
the engagement if a potential conflict of interest is identified in
accepting an engagement from a new or an existing client.

c. if issues have been identified and the firm decides to accept or
continue the client relationship or a specific engagement, require
the firm to

i. consider whether ethical requirements that exist un-
der the "Conflicts of Interest" interpretation (ET sec.

©2017, AICPA QC §10.28



2766 Quality Control

1.110.010) under the "Integrity and Objectivity Rule" (ET
sec. 1.100.001) apply, and

ii. document how the issues were resolved.

[Revised, January 2015, to reflect conforming changes necessary due to the is-
suance of the revised AICPA Code of Professional Conduct, effective December
15, 2014.]

.29 To minimize the risk of misunderstandings regarding the nature,
scope, and limitations of the services to be performed, the firm should estab-
lish policies and procedures that provide for obtaining an understanding with
the client regarding those services. (Ref: par. .A15)

.30 The firm should establish policies and procedures on continuing an
engagement and the client relationship that address the circumstances when
the firm obtains information that would have caused it to decline the engage-
ment had that information been available earlier. Such policies and procedures
should include consideration of the following:

a. The professional and legal responsibilities that apply to the cir-
cumstances, including whether there is a requirement for the firm
to report to regulatory authorities

b. The possibility of withdrawing from the engagement or from both
the engagement and the client relationship (Ref: par. .A16)

Human Resources
.31 The firm should establish policies and procedures designed to provide

it with reasonable assurance that it has sufficient personnel with the compe-
tence, capabilities, and commitment to ethical principles necessary to

a. perform engagements in accordance with professional standards
and applicable legal and regulatory requirements and

b. enable the firm to issue reports that are appropriate in the cir-
cumstances. (Ref: par. .A17–.A24)

.32 The firm's policies and procedures should provide that personnel se-
lected for advancement have the qualifications necessary for fulfillment of the
responsibilities that they will be called on to assume.

Assignment of Engagement Teams
.33 The firm should assign responsibility for each engagement to an en-

gagement partner and should establish policies and procedures requiring that

a. the identity and role of the engagement partner are communi-
cated to management and those charged with governance;

b. the engagement partner has the appropriate competence, capabil-
ities, and authority to perform the role; and (Ref: par. .A25–.A30)

c. the responsibilities of the engagement partner are clearly defined
and communicated to that individual.

.34 The firm should establish policies and procedures to assign appropriate
personnel with the necessary competence and capabilities to

a. perform engagements in accordance with professional standards
and applicable legal and regulatory requirements and

b. enable the firm to issue reports that are appropriate in the cir-
cumstances. (Ref: par. .A31)
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Engagement Performance
.35 The firm should establish policies and procedures designed to provide

it with reasonable assurance that engagements are performed in accordance
with professional standards and applicable legal and regulatory requirements
and that the firm issues reports that are appropriate in the circumstances. Such
policies and procedures should include the following:

a. Matters relevant to promoting consistency in the quality of en-
gagement performance (Ref: par. .A32–.A33)

b. Supervision responsibilities (Ref: par. .A34)
c. Review responsibilities (Ref: par. .A35)

.36 The firm's review responsibility policies and procedures should be de-
termined on the basis that suitably experienced engagement team members,
which may include the engagement partner, review work performed by other
engagement team members.

Consultation
.37 The firm should establish policies and procedures designed to provide

it with reasonable assurance that

a. appropriate consultation takes place on difficult or contentious
issues;

b. sufficient resources are available to enable appropriate consulta-
tion to take place;

c. the nature and scope of such consultations are documented and
are agreed upon by both the individual seeking consultation and
the individual consulted; and

d. the conclusions resulting from consultations are documented, un-
derstood by both the individual seeking consultation and the in-
dividual consulted, and implemented. (Ref: par. .A36–.A40)

Engagement Quality Control Review
.38 The firm should establish criteria against which all engagements cov-

ered by this section should be evaluated to determine whether an engagement
quality control review should be performed. (Ref: par. .A41)

.39 The firm's policies and procedures should require that if an engage-
ment meets the criteria established, an engagement quality control review
should be performed for that engagement.

.40 The firm should establish policies and procedures setting out the na-
ture, timing, and extent of an engagement quality control review. Such policies
and procedures should require that the engagement quality control review be
completed before the report is released. (Ref: par. .A42–.A44)

.41 The firm should establish policies and procedures to require the en-
gagement quality control review to include

a. discussion of significant findings and issues with the engagement
partner;

b. reading the financial statements or other subject matter informa-
tion and the proposed report;

c. review of selected engagement documentation relating to signifi-
cant judgments that the engagement team made and the related
conclusions it reached; and
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d. evaluation of the conclusions reached in formulating the report
and consideration of whether the proposed report is appropriate.
(Ref: par. .A45–.A47)

Criteria for the Eligibility of Engagement Quality Control Reviewers

.42 The firm should establish policies and procedures to address the ap-
pointment of engagement quality control reviewers and to establish their eli-
gibility through

a. the technical qualifications required to perform the role, including
the necessary experience and authority, and (Ref: par. .A48)

b. the degree to which an engagement quality control reviewer can
be consulted on the engagement without compromising the re-
viewer's objectivity. (Ref: par. .A49)

.43 The firm should establish policies and procedures designed to main-
tain the objectivity of the engagement quality control reviewer. Such policies
and procedures should provide that although the engagement quality control
reviewer is not a member of the engagement team, the engagement quality
control reviewer should satisfy the independence requirements relating to the
engagements reviewed. Accordingly, such policies and procedures should pro-
vide that the engagement quality control reviewer

a. when practicable, is not selected by the engagement partner.

b. does not otherwise participate in the performance of the engage-
ment during the period of review.

c. does not make decisions for the engagement team.

d. is not subject to other considerations that would threaten the re-
viewer's objectivity.

.44 The firm's policies and procedures should provide for the replacement
of the engagement quality control reviewer when the reviewer's ability to per-
form an objective review is likely to have been impaired. (Ref: par. .A50)

Documentation of the Engagement Quality Control Review

.45 The firm should establish policies and procedures on documentation of
the engagement quality control review, which require documentation that

a. the procedures required by the firm's policies on engagement
quality control review have been performed;

b. the engagement quality control review has been completed before
the report is released; and

c. the reviewer is not aware of any unresolved matters that would
cause the reviewer to believe that the significant judgments that
the engagement team made and the conclusions it reached were
not appropriate.

Differences of Opinion
.46 The firm should establish policies and procedures for addressing and

resolving differences of opinion within the engagement team; with those con-
sulted; and, when applicable, between the engagement partner and the engage-
ment quality control reviewer. (Ref: par. .A51–.A52)

.47 Such policies and procedures should enable a member of the engage-
ment team to document that member's disagreement with the conclusions
reached after appropriate consultation.
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.48 Such policies and procedures should require the following:

a. Conclusions reached be documented and implemented
b. The report not be released until the matter is resolved

Engagement Documentation
Completion of the Assembly of Final Engagement Files

.49 The firm should establish policies and procedures for engagement
teams to complete the assembly of final engagement files on a timely basis after
the engagement reports have been released. (Ref: par. .A53–.A54)

Confidentiality, Safe Custody, Integrity, Accessibility, and Retrievability of En-
gagement Documentation

.50 The firm should establish policies and procedures designed to main-
tain the confidentiality, safe custody, integrity, accessibility, and retrievability
of engagement documentation. (Ref: par. .A55–.A58)

Retention of Engagement Documentation

.51 The firm should establish policies and procedures for the retention of
engagement documentation for a period sufficient to meet the needs of the firm,
professional standards, laws, and regulations. (Ref: par. .A59–.A62)

Monitoring

Monitoring the Firm’s Quality Control Policies and Procedures
.52 The firm should establish a monitoring process designed to provide

it with reasonable assurance that the policies and procedures relating to the
system of quality control are relevant, adequate, and operating effectively. This
process should

a. include an ongoing consideration and evaluation of the firm's sys-
tem of quality control, including inspection or a periodic review of
engagement documentation, reports, and clients' financial state-
ments for a selection of completed engagements;

b. require responsibility for the monitoring process to be assigned
to a partner or partners or other persons with sufficient and ap-
propriate experience and authority in the firm to assume that re-
sponsibility; and

c. assign the performance of monitoring the firm's system of quality
control to qualified individuals. (Ref: par. .A63–.A73)

Evaluating, Communicating, and Remedying Identified Deficiencies
.53 Any system of quality control has inherent limitations that can reduce

its effectiveness. Deficiencies in individual engagements covered by this section
do not, in and of themselves, indicate that the firm's system of quality control is
insufficient to provide it with reasonable assurance that its personnel comply
with applicable professional standards.

.54 The firm should evaluate the effect of deficiencies noted as a result of
the monitoring process and determine whether they are either

a. instances that do not necessarily indicate that the firm's system of
quality control is insufficient to provide it with reasonable assur-
ance that it complies with professional standards and applicable
legal and regulatory requirements and that the reports issued by
the firm are appropriate in the circumstances or
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b. systemic, repetitive, or other significant deficiencies that require
prompt corrective action.

.55 The firm should communicate to relevant engagement partners, and
other appropriate personnel, deficiencies noted as a result of the monitoring
process and recommendations for appropriate remedial action. (Ref: par. .A74)

.56 Recommendations for appropriate remedial actions for deficiencies
noted should include one or more of the following:

a. Taking appropriate remedial action in relation to an individual
engagement or member of personnel

b. The communication of the findings to those responsible for train-
ing and professional development

c. Changes to the quality control policies and procedures
d. Disciplinary action against those who fail to comply with the poli-

cies and procedures of the firm, especially those who do so repeat-
edly

.57 The firm should establish policies and procedures to address cases
when the results of the monitoring procedures indicate that a report may be
inappropriate or that procedures were omitted during the performance of the
engagement. Such policies and procedures should require the firm to

a. determine what further action is appropriate to comply with rel-
evant professional standards and legal and regulatory require-
ments and

b. consider whether to obtain legal advice.
.58 The firm should communicate, at least annually, the results of the

monitoring of its system of quality control to engagement partners and other
appropriate individuals within the firm, including the firm's leadership. This
communication should be sufficient to enable the firm and these individuals
to take prompt and appropriate action, when necessary, in accordance with
their defined roles and responsibilities to provide a basis for them to rely on the
firm's system of quality control. Information communicated should include the
following:

a. A description of the monitoring procedures performed
b. The conclusions drawn from the monitoring procedures
c. When relevant, a description of systemic, repetitive, or other sig-

nificant deficiencies and of the actions taken to resolve or amend
those deficiencies

.59 Some firms operate as part of a network and, for consistency, may im-
plement some of their monitoring procedures on a network basis. When firms
within a network operate under common monitoring policies and procedures
designed to comply with this section, and these firms place reliance on such a
monitoring system, the firm's policies and procedures should require that

a. at least annually, the network communicate the overall scope, ex-
tent, and results of the monitoring process to appropriate individ-
uals within the network firms and

b. the network communicate promptly any identified deficiencies in
the quality control system to appropriate individuals within the
relevant network firm or firms so that the necessary action can be
taken in order that engagement partners in the network firms can
rely on the results of the monitoring process implemented within
the network, unless the firms or the network advise otherwise.
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Complaints and Allegations
.60 The firm should establish policies and procedures designed to provide

it with reasonable assurance that it deals appropriately with

a. complaints and allegations that the work performed by the firm
fails to comply with professional standards and applicable legal
and regulatory requirements and

b. allegations of noncompliance with the firm's system of quality
control.

As part of this process, the firm should establish clearly defined channels for
firm personnel to raise any concerns in a manner that enables them to come
forward without fear of reprisals. (Ref: par. .A75)

.61 If, during the investigations into complaints and allegations, deficien-
cies in the design or operation of the firm's quality control policies and proce-
dures, or instances of noncompliance with the firm's system of quality control
by an individual or individuals are identified, the firm should take appropriate
actions, as set out in paragraph .56. (Ref: par. .A76–.A77)

Documentation of the System of Quality Control
.62 The firm should establish policies and procedures requiring appropri-

ate documentation to provide evidence of the operation of each element of its
system of quality control. (Ref: par. .A78–.A80)

.63 The firm should establish policies and procedures that require reten-
tion of documentation for a period of time sufficient to permit those performing
monitoring procedures and peer review of the firm to evaluate the firm's com-
pliance with its system of quality control or for a longer period if required by
law or regulation. 2

.64 The firm should establish policies and procedures requiring documen-
tation of complaints and allegations described in paragraph .60 and the re-
sponses to them.

Application and Other Explanatory Material

Applying and Complying With Relevant Requirements

Considerations Specific to Smaller Firms (Ref: par. .15)
.A1 This section does not call for compliance with requirements that are

not relevant (for example, in the circumstances of a sole practitioner with no
staff). Requirements in this section, such as those for policies and procedures
for the assignment of appropriate personnel to the engagement team (see para-
graph .34), for review responsibilities (see paragraph .36), and for the annual
communication of the results of monitoring to engagement partners within the
firm (see paragraph .58) are not relevant in the absence of staff.

Elements of a System of Quality Control (Ref: par. .18)
.A2 In general, communication of quality control policies and procedures

to firm personnel includes a description of the quality control policies and proce-
dures and the objectives they are designed to achieve and the message that each

2 PR section 100, Standards for Performing and Reporting on Peer Reviews, is applicable to firms
enrolled in the AICPA Peer Review Program.
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individual has a personal responsibility for quality and is expected to comply
with these policies and procedures. By encouraging firm personnel to commu-
nicate their views or concerns on quality control matters, the firm recognizes
the importance of obtaining feedback on the firm's system of quality control.
Although communication is enhanced if it is in writing, the communication of
quality control policies and procedures is not required to be in writing.

Considerations Specific to Smaller Firms
.A3 Documentation and communication of policies and procedures for

smaller firms may be less formal and extensive than for larger firms.

Leadership Responsibilities for Quality Within the Firm

Promoting an Internal Culture of Quality (Ref: par. .19)
.A4 The firm's leadership, and the examples it sets, significantly influences

the internal culture of the firm. The promotion of a quality-oriented internal
culture depends on clear, consistent, and frequent actions and messages from
all levels of the firm's management that emphasize the firm's quality control
policies and procedures and the requirement to

a. perform work that complies with professional standards and ap-
plicable legal and regulatory requirements.

b. issue reports that are appropriate in the circumstances.

Such actions and messages encourage a culture that recognizes and rewards
quality work. These actions and messages may be communicated by, but are not
limited to, training seminars, meetings, formal or informal dialogue, mission
statements, newsletters, or briefing memoranda. They may be incorporated in
partner and staff appraisal procedures and the firm's internal documentation
and training materials, such that they will support and reinforce the firm's view
on the importance of quality and how, practically, it is to be achieved.

.A5 Of particular importance in promoting an internal culture based on
quality is the need for the firm's leadership to recognize that the firm's business
strategy is subject to the overarching requirement for the firm to achieve the
objectives of the system of quality control in all the engagements that the firm
performs. Promoting such an internal culture includes the following:

a. Establishment of policies and procedures that address perfor-
mance evaluation, compensation, and advancement (including in-
centive systems) with regard to its personnel in order to demon-
strate the firm's overarching commitment to quality

b. Assignment of management responsibilities so that commercial
considerations do not override the quality of the work performed

c. Provision of sufficient and appropriate resources for the develop-
ment, documentation, and support of its quality control policies
and procedures

Assigning Operational Responsibility for the Firm’s System of Quality
Control (Ref: par. .20)

.A6 Sufficient and appropriate experience and ability enables the person
or persons responsible for the firm's system of quality control to identify and
understand quality control issues and to develop appropriate policies and pro-
cedures. Necessary authority enables the person or persons to implement those
policies and procedures.
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Relevant Ethical Requirements

Compliance With Relevant Ethical Requirements (Ref: par. .21)
.A7 The AICPA Code of Professional Conduct establishes the fundamental

principles of professional ethics, which include the following:

• Responsibilities

• The public interest

• Integrity

• Objectivity and independence

• Due care

• Scope and nature of services
.A8 Independence requirements are set forth in the " Independence Rule"

and related interpretations of the AICPA Code of Professional Conduct and
the rules of state boards of accountancy and applicable regulatory agencies.
Guidance on threats to independence and safeguards to mitigate such threats
involving matters that are not explicitly addressed in the Code of Professional
Conduct are set forth in the "Conceptual Framework for Independence" (ET sec.
1.210.010). [Revised, January 2015, to reflect conforming changes necessary
due to the issuance of the revised AICPA Code of Professional Conduct, effective
December 15, 2014.]

.A9 The fundamental principles are reinforced, in particular, by the follow-
ing:

• The leadership of the firm

• Education and training

• Monitoring

• A process for dealing with noncompliance
Written Confirmation (Ref: par. .25)

.A10 Written confirmation may be in paper or electronic form. By obtain-
ing confirmation and taking appropriate action on information indicating non-
compliance, the firm demonstrates the importance that it attaches to indepen-
dence and keeps the issue current for, and visible to, its personnel.

Acceptance and Continuance of Client Relationships and
Specific Engagements

Competence, Capabilities, and Resources (Ref: par. .27a)
.A11 Consideration of whether the firm has the competence, capabilities,

and resources to undertake a new engagement from a new or an existing client
involves reviewing the specific requirements of the engagement and the exist-
ing partner and staff profiles at all relevant levels, including whether

• firm personnel have knowledge of relevant industries or subject
matters or the ability to effectively gain the necessary knowledge;

• firm personnel have experience with relevant regulatory or report-
ing requirements or the ability to effectively gain the necessary
competencies;

• the firm has sufficient personnel with the necessary competence
and capabilities;

• specialists are available, if needed;
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• individuals meeting the criteria and eligibility requirements to
perform an engagement quality control review are available, when
applicable; and

• the firm is able to complete the engagement within the reporting
deadline.

Integrity of a Client (Ref: par. .27c)
.A12 Matters to consider regarding the integrity of a client include, for

example, the following:

• The identity and business reputation of the client's principal own-
ers, key management, and those charged with governance

• The nature of the client's operations, including its business prac-
tices

• Information concerning the attitude of the client's principal own-
ers, key management, and those charged with governance toward
such matters as internal control or aggressive interpretation of
accounting standards

• Indications of an inappropriate limitation in the scope of the work

• Indications that the client might be involved in money laundering
or other criminal activities

• The reasons for the proposed appointment of the firm and non-
reappointment of the previous firm

The extent of knowledge that a firm will have regarding the integrity of a client
will generally grow within the context of an ongoing relationship with that
client.

.A13 Sources of information on such matters obtained by the firm may
include the following:

• Communications with existing or previous providers of profes-
sional accountancy services to the client, in accordance with rele-
vant ethical requirements, and discussions with other third par-
ties

• Inquiry of other firm personnel or third parties, such as bankers,
legal counsel, and industry peers

• Background searches of relevant databases

Continuance of a Client Relationship (Ref: par. .28a)
.A14 Deciding whether to continue a client relationship includes consid-

eration of significant issues that have arisen during the current or previous
engagements and their implications for continuing the relationship. For exam-
ple, a client may have started to expand its business operations into an area
where the firm does not possess, and cannot obtain, the necessary expertise.

Obtaining an Understanding With the Client (Ref: par. .29)
.A15 Professional standards applicable to the engagement may contain re-

quirements for obtaining a written understanding with the client.

Withdrawal (Ref: par. .30)
.A16 Policies and procedures on withdrawal from an engagement or from

both the engagement and the client relationship may address issues that in-
clude the following:
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• Discussing with the appropriate level of the client's management
and those charged with governance the appropriate action that
the firm might take based on the relevant facts and circumstances

• If the firm determines that it is appropriate to withdraw, dis-
cussing with the appropriate level of the client's management and
those charged with governance withdrawal from the engagement
or from both the engagement and the client relationship and the
reasons for the withdrawal

• Considering whether there is a professional, legal, or regulatory
requirement for the firm to remain in place or for the firm to re-
port the withdrawal from the engagement or from both the en-
gagement and the client relationship, together with the reasons
for the withdrawal, to regulatory authorities

• Documenting significant matters, consultations, conclusions, and
the basis for the conclusions

Human Resources (Ref: par. .31)
.A17 Personnel issues relevant to the firm's policies and procedures re-

lated to human resources include, for example, the following:

• Recruitment and hiring, if applicable

• Performance evaluation, compensation, and advancement

• Determining competencies and capabilities, including time to per-
form assignments

• Professional development

• The estimation of personnel needs

Effective recruitment processes and procedures help the firm select individuals
of integrity who have the capacity to develop the competence and capabilities
necessary to perform the firm's work and possess the appropriate characteris-
tics to enable them to perform competently. Examples of such characteristics
may include meeting minimum academic requirements established by the firm,
maturity, integrity, and leadership traits.

.A18 Competencies and capabilities are the knowledge, skills, and abilities
that qualify personnel to perform an engagement covered by this section. Com-
petencies and capabilities are not measured by periods of time because such a
quantitative measurement may not accurately reflect the kinds of experiences
gained by personnel in any given time period. Accordingly, for purposes of this
section, a measure of overall competency is qualitative rather than quantita-
tive.

.A19 Competence can be developed through a variety of methods; these
methods include, for example, the following:

• Professional education

• Continuing professional development, including training

• Work experience

• Mentoring by more experienced staff, such as other members of
the engagement team

• Independence education for personnel who are required to be in-
dependent
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.A20 The continuing competence of the firm's personnel depends, to a sig-
nificant extent, on an appropriate level of continuing professional development
so that personnel maintain their knowledge and capabilities. Effective policies
and procedures emphasize the need for all levels of firm personnel to participate
in general and industry-specific continuing professional education (CPE) and
other professional development activities that enable them to fulfill responsi-
bilities assigned and to satisfy applicable CPE requirements of the AICPA and
regulatory agencies. Effective policies and procedures also place importance on
passing the Uniform CPA Examination. The firm may provide the necessary
training resources and assistance to enable personnel to develop and maintain
the required competence and capabilities.

.A21 The firm may use a suitably qualified external person, for example,
when internal technical and training resources are unavailable.

.A22 Effective performance evaluation, compensation, and advancement
procedures give due recognition and reward to the development and mainte-
nance of competence and commitment to ethical principles. Steps that a firm
may take in developing and maintaining competence and commitment to ethi-
cal principles include the following:

• Making personnel aware of the firm's expectations regarding per-
formance and ethical principles

• Providing personnel with an evaluation of, and counseling on, per-
formance, progress, and career development

• Helping personnel understand that their compensation and ad-
vancement to positions of greater responsibility depend upon,
among other things, performance quality and adherence to eth-
ical principles and that failure to comply with the firm's policies
and procedures may result in disciplinary action.

Considerations Specific to Smaller Firms
.A23 The size and circumstances of the firm are important considera-

tions in determining the structure of the firm's performance evaluation process.
Smaller firms, in particular, may employ less formal methods of evaluating the
performance of their personnel.

The Relationship of the Competency Requirement of the Uniform
Accountancy Act to the Human Resource Element of Quality Control

.A24 CPAs are required to follow the accountancy laws of the individual
licensing jurisdictions in the United States that govern public practice. These
jurisdictions may have adopted, in whole or in part, the Uniform Accountancy
Act (UAA), which is a model legislative statute, including related administra-
tive rules, designed by the AICPA and the National Association of State Boards
of Accountancy to provide a uniform approach to the regulation of the account-
ing profession. The UAA provides that "[a]ny individual licensee ... who is re-
sponsible for supervising attest or compilation services and signs or autho-
rizes someone to sign the accountant's report on the financial statements on
behalf of the firm, shall meet the competency requirements set out in the pro-
fessional standards for such services." A firm's compliance with this section is
intended to enable a practitioner who performs accounting and auditing ser-
vices on the firm's behalf to meet the competency requirement referred to in
the UAA. [Revised, January 2015, to reflect conforming changes necessary due
to the issuance of the revised AICPA Code of Professional Conduct, effective
December 15, 2014.]
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Assignment of Engagement Teams
Engagement Partners (Ref: par. .33)

.A25 In most cases, an engagement partner will have gained the neces-
sary competencies through relevant and appropriate experience in engage-
ments covered by this section. In some cases, however, an engagement part-
ner may have obtained the necessary competencies through disciplines other
than public practice, such as in relevant industry, governmental, and academic
positions. When necessary, the experience of the engagement partner may be
supplemented by CPE and consultation. The following are examples:

• An engagement partner whose recent experience has consisted
primarily in providing tax services may acquire the competencies
necessary in the circumstances to perform a compilation or review
engagement by obtaining relevant CPE.

• An engagement partner whose experience consists of performing
review and compilation engagements may be able to obtain the
necessary competencies to perform an audit by becoming familiar
with the industry in which the client operates, obtaining CPE re-
lating to auditing, using consulting sources during the course of
performing the audit engagement, or any combination of these.

• A person in academia might obtain the necessary competencies
to perform engagements covered by this section by (a) obtaining
specialized knowledge through teaching or authorship of research
projects or similar papers and (b) performing a rigorous self-study
program or by engaging a consultant to assist on such engage-
ments.

[Revised, January 2015, to reflect conforming changes necessary due to the is-
suance of the revised AICPA Code of Professional Conduct, effective December
15, 2014.]

.A26 The characteristics of a particular client, industry, and the kind of
service being provided determine the nature and extent of competencies estab-
lished by a firm that are expected of the engagement partner. For example

• the competencies expected of an engagement partner to compile
financial statements would be different than those expected of a
practitioner engaged to review or audit financial statements.

• supervising engagements and signing or authorizing others to
sign reports for clients in certain industries or engagements, such
as financial services, governmental, or employee benefit plan en-
gagements, would require different competencies than those ex-
pected in performing attest services for clients in other industries.

• the engagement partner for an attestation engagement to exam-
ine the effectiveness of an entity's internal control over financial
reporting that is integrated with an audit of financial statements
would be expected to have technical proficiency in understanding
and evaluating the effectiveness of controls, whereas an engage-
ment partner of an attestation engagement to examine invest-
ment performance statistics would be expected to have different
competencies, including an understanding of the subject matter of
the underlying assertion.

.A27 In practice, the competencies necessary for the engagement partner
are broad and varied in both their nature and number. Competencies include
the following, as well as other competencies as necessary in the circumstances:

©2017, AICPA QC §10.A27



2778 Quality Control

• Understanding of the role of a system of quality control and the
Code of Professional Conduct. An understanding of the role of a
firm's system of quality control and the AICPA's Code of Profes-
sional Conduct, both of which play critical roles in assuring the
integrity of the various kinds of reports.

• Understanding of the service to be performed. An understanding of
the performance, supervision, and reporting aspects of the engage-
ment. This understanding is usually gained through actual partic-
ipation under appropriate supervision in that type of engagement.

• Technical proficiency. An understanding of the applicable profes-
sional standards, including those standards directly related to the
industry in which a client operates, and the kinds of transactions
in which a client engages.

• Familiarity with the industry. An understanding of the industry
in which a client operates to the extent required by professional
standards applicable to the kind of service being performed. In
performing an audit or review of financial statements, this under-
standing would include an industry's organization and operating
characteristics sufficient to identify areas of high or unusual risk
associated with an engagement and to evaluate the reasonable-
ness of industry-specific estimates.

• Professional judgment. Skills that indicate sound professional
judgment. In performing engagements covered by this section,
such skills would typically include the ability to exercise profes-
sional skepticism and identify areas requiring special considera-
tion, including, for example, the evaluation of the reasonableness
of estimates and representations made by management and the
determination of the kind of report appropriate in the circum-
stances.

• Understanding the organization's IT systems. A sufficient under-
standing of how the organization is dependent on, or enabled by,
information technologies and the manner in which the informa-
tion systems are used to record and maintain financial informa-
tion to determine when involvement of an IT professional is nec-
essary for an audit engagement.

Interrelationship of Competencies and Other Elements of a Firm’s System
of Quality Control

.A28 The competencies previously listed are interrelated and gaining one
particular competency may be related to achieving another. For example, fa-
miliarity with the client's industry interrelates with a practitioner's ability to
make professional judgments relating to the client.

.A29 In establishing policies and procedures related to the nature of com-
petencies needed by the engagement partner of an engagement, a firm may
consider the requirements of policies and procedures established for other ele-
ments of quality control. For example, a firm might consider its requirements
related to engagement performance in determining the nature of competency
requirements that describe the degree of technical proficiency necessary in a
given set of circumstances.

.A30 Policies and procedures may include systems to monitor the workload
and availability of engagement partners so as to enable these individuals to
have sufficient time to adequately discharge their responsibilities.
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Engagement Teams (Ref: par. .34)

.A31 The firm's assignment of engagement teams and the determination
of the level of supervision required include, for example, consideration of the
engagement team's

• understanding of, and practical experience with, engagements of a
similar nature and complexity through appropriate training and
participation;

• understanding of professional standards and legal and regulatory
requirements;

• technical knowledge and expertise, including knowledge of rele-
vant IT;

• knowledge of relevant industries in which the clients operate;

• ability to apply professional judgment; and

• understanding of the firm's quality control policies and proce-
dures.

Generally, as the ability and experience levels of assigned staff increase, the
need for direct supervision decreases.

Engagement Performance

Consistency in the Quality of Engagement Performance (Ref: par. .35a)
.A32 The firm promotes consistency in the quality of engagement perfor-

mance through its policies and procedures. This is often accomplished through
written or electronic manuals, software tools or other forms of standardized doc-
umentation, and industry or subject matter-specific guidance materials. Mat-
ters addressed may include the following:

• How engagement teams are briefed on the engagement to obtain
an understanding of the objectives of their work

• Processes for complying with applicable engagement standards

• Processes of engagement supervision, staff training, and mentor-
ing

• Methods of reviewing the work performed, the significant judg-
ments made, and the type of report being issued

• Appropriate documentation of the work performed and of the tim-
ing and extent of the review

• Processes to keep all policies and procedures current

.A33 Appropriate teamwork and training assist less experienced members
of the engagement team to clearly understand the objectives of the assigned
work.

Supervision (Ref: par. .35b)
.A34 Engagement supervision includes the following:

• Tracking the progress of the engagement

• Considering the competence and capabilities of individual mem-
bers of the engagement team, whether they have sufficient time to
carry out their work, whether they understand their instructions,
and whether the work is being carried out in accordance with the
planned approach to the engagement
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• Addressing significant findings and issues arising during the
engagement, considering their significance, and modifying the
planned approach appropriately

• Identifying matters for consultation or consideration by more ex-
perienced engagement team members during the engagement

Review (Ref: par. .35c)
.A35 A review consists of consideration of whether

• the work has been performed in accordance with professional
standards and applicable legal and regulatory requirements;

• significant findings and issues have been raised for further con-
sideration;

• appropriate consultations have taken place and the resulting con-
clusions have been documented and implemented;

• the nature, timing, and extent of the work performed is appropri-
ate and without need for revision;

• the work performed supports the conclusions reached and is ap-
propriately documented;

• the evidence obtained is sufficient and appropriate to support the
report; and

• the objectives of the engagement procedures have been achieved.

Consultation (Ref: par. .37)
.A36 Consultation includes discussion at the appropriate professional

level with individuals within or outside the firm who have relevant specialized
expertise.

.A37 Consultation uses appropriate research resources, as well as the col-
lective experience and technical expertise of the firm. Consultation helps pro-
mote quality and improves the application of professional judgment. Appropri-
ate recognition of consultation in the firm's policies and procedures helps pro-
mote a culture in which consultation is recognized as a strength and personnel
are encouraged to consult on difficult or contentious issues.

.A38 Effective consultation on significant technical, ethical, and other mat-
ters within the firm or, when applicable, outside the firm can be achieved when
those consulted

• are given all the relevant facts that will enable them to provide
informed advice and

• have appropriate knowledge, authority, and experience

and when conclusions resulting from consultations are appropriately docu-
mented and implemented.

.A39 Documentation that is sufficiently complete and detailed of consul-
tations with other professionals that involve difficult or contentious matters
contributes to an understanding of

• the issue on which consultation was sought and

• the results of the consultation, including any decisions made, the
basis for those decisions, and how they were implemented.
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Considerations Specific to Smaller Firms
.A40 A firm needing to consult externally may take advantage of advisory

services provided by the following:

• Other firms

• Professional and regulatory bodies

• Commercial organizations that provide relevant quality control
services

Before contracting for such services, consideration of the competence and capa-
bilities of the external provider helps the firm determine whether the external
provider is suitably qualified for that purpose.

Engagement Quality Control Review
Criteria for an Engagement Quality Control Review (Ref: par. .38)

.A41 The structure and nature of the firm's practice are important consid-
erations in establishing criteria for determining which engagements are to be
subject to an engagement quality control review. Such criteria may include, for
example, the following:

• The nature of the engagement, including the extent to which it
involves a matter of public interest

• The identification of unusual circumstances or risks in an engage-
ment or class of engagements

• Whether laws or regulations require an engagement quality con-
trol review

Nature, Timing, and Extent of the Engagement Quality Control Review (Ref: par.
.40–.41)

.A42 An engagement quality control review may include consideration of
the following:

• The engagement team's evaluation of the firm's independence in
relation to the specific engagement

• Whether appropriate consultation has taken place on matters in-
volving differences of opinion or other difficult or contentious mat-
ters and the conclusions arising from those consultations

• Whether documentation selected for review reflects the work per-
formed in relation to the significant judgments and supports the
conclusions reached

.A43 If the engagement quality control review is completed after the report
is dated and identifies instances where additional procedures are needed or ad-
ditional evidence is required, the date of the report is changed to the date when
the additional procedures have been satisfactorily completed or the additional
evidence has been obtained, in accordance with the professional standards ap-
plicable to the engagement.

.A44 Conducting the engagement quality control review in a timely man-
ner at appropriate stages during the engagement allows significant issues to
be promptly resolved to the engagement quality control reviewer's satisfaction
before the report is released.

.A45 The extent of the engagement quality control review may depend
upon, among other things, the complexity of the engagement and the risk that
the report might not be appropriate in the circumstances. The performance of
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an engagement quality control review does not reduce the responsibilities of
the engagement partner.

.A46 Other matters relevant to evaluating the significant judgments made
by the engagement team that may be considered in an engagement quality
control review for audits, as well as reviews of financial statements and other
assurance and related services engagements, include the following:

• Significant risks identified during the engagement and the re-
sponses to those risks

• Judgments made, particularly with respect to materiality and sig-
nificant risks

• The significance and disposition of corrected and uncorrected mis-
statements identified during the engagement

• The matters to be communicated to management and those
charged with governance and, when applicable, other parties, such
as regulatory bodies

.A47 When the engagement quality control reviewer makes recommen-
dations that the engagement partner does not accept and the matter is not
resolved to the reviewer's satisfaction, the firm's procedures for dealing with
differences of opinion apply.

Criteria for the Eligibility of Engagement Quality Control Reviewers

Sufficient and Appropriate Technical Expertise, Experience, and Authority
(Ref: par. .42a)

.A48 What constitutes sufficient and appropriate technical expertise, ex-
perience, and authority depends on the circumstances of the engagement.

Consultation With the Engagement Quality Control Reviewer (Ref: par.
.42b)

.A49 The engagement partner may consult the engagement quality con-
trol reviewer at any stage during the engagement (for example, to establish
that a judgment made by the engagement partner will be acceptable to the en-
gagement quality control reviewer). Such consultation avoids identification of
differences of opinion at a late stage of the engagement and does not neces-
sarily impair the engagement quality control reviewer's eligibility to perform
the role. When the nature and extent of the consultations become significant,
the reviewer's objectivity may be impaired unless both the engagement team
and the reviewer are careful to maintain the reviewer's objectivity. When this is
not possible, another individual within the firm or a suitably qualified external
person may be appointed to take on the role of either the engagement quality
control reviewer or the person to be consulted on the engagement.

Objectivity of the Engagement Quality Control Reviewer (Ref: par. .43–.44)

Considerations Specific to Smaller Firms

.A50 Suitably qualified external persons may be contracted when sole
practitioners or small firms identify engagements requiring engagement qual-
ity control reviews and no person in the firm meets the eligibility requirements
for an engagement quality control reviewer. Alternatively, some sole practition-
ers or small firms may wish to use other firms to facilitate engagement quality
control reviews. When the firm contracts suitably qualified external persons or
other firms, the requirements in paragraphs .43–.44 and the guidance in para-
graph .A49 apply.
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Differences of Opinion (Ref: par. .46)
.A51 Effective procedures encourage identification of differences of opin-

ion at an early stage, provide clear guidelines about the successive steps to be
taken thereafter, and require documentation regarding the resolution of the
differences and the implementation of the conclusions reached.

.A52 Procedures to resolve such differences may include consulting with
another practitioner or firm or a professional or regulatory body.

Engagement Documentation
Completion of the Assembly of Final Engagement Files (Ref: par. .49)

.A53 Professional standards, law, or regulation may prescribe the time lim-
its by which the assembly of final engagement files for specific types of engage-
ments is to be completed. When no such time limits are prescribed, paragraph
.49 requires the firm to establish time limits that reflect the need to complete
the assembly of final engagement files on a timely basis.

.A54 When two or more different reports are issued regarding the same
subject matter information of an entity, the firm's policies and procedures re-
lating to time limits for the assembly of final engagement files address each
report as if it were for a separate engagement. This may, for example, be the
case when the firm issues an auditor's report on financial information prepared
in accordance with generally accepted accounting principles and, at a subse-
quent date, an auditor's report on the same financial information prepared in
accordance with a special purpose framework for regulatory purposes.

Confidentiality, Safe Custody, Integrity, Accessibility, and Retrievability of En-
gagement Documentation (Ref: par. .50)

.A55 Relevant ethical requirements establish an obligation for the firm's
personnel to observe at all times the confidentiality of information contained
in engagement documentation, unless specific client authority has been given
to disclose information or a legal or professional duty exists to do so. Specific
laws or regulations may impose additional obligations on the firm's personnel
to maintain client confidentiality, particularly when data of a personal nature
are concerned.

.A56 Whether engagement documentation is in paper, electronic, or other
media, the integrity, accessibility, or retrievability of the underlying data may
be compromised if the documentation could be altered, added to, or deleted
without the firm's knowledge or if it could be permanently lost or damaged.
Accordingly, controls that the firm designs and implements to avoid unautho-
rized alteration or loss of engagement documentation may include those that

• enable the determination of when and by whom engagement doc-
umentation was prepared or reviewed;

• protect the integrity of the information at all stages of the en-
gagement, especially when the information is shared within the
engagement team or transmitted to other parties via electronic
means;

• prevent unauthorized changes to the engagement documentation;
and

• allow access to the engagement documentation by the engagement
team and other authorized parties, as necessary, to properly dis-
charge their responsibilities.
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.A57 Controls that the firm designs and implements to maintain the confi-
dentiality, safe custody, integrity, accessibility, and retrievability of engagement
documentation may include the following:

• The use of a password by engagement team members and data
encryption to restrict access to electronic engagement documen-
tation to authorized users

• Appropriate back-up routines for electronic engagement docu-
mentation at appropriate stages during the engagement

• Procedures for properly distributing engagement documentation
to the team members at the start of the engagement, processing it
during the engagement, and collating it at the end of the engage-
ment

• Procedures for restricting access to, and enabling proper distribu-
tion and confidential storage of, hard copy engagement documen-
tation

.A58 For practical reasons, original paper documentation may be electroni-
cally scanned or otherwise copied to another media for inclusion in engagement
files. In such cases, the firm's procedures designed to maintain the integrity, ac-
cessibility, and retrievability of the documentation may include requiring the
engagement teams to

• generate scanned copies that reflect the entire content of the orig-
inal paper documentation, including manual signatures, cross-
references, and annotations.

• integrate the scanned copies into the engagement files, including
indexing and signing off on the scanned copies as necessary.

• enable the scanned copies to be retrieved and printed as necessary.

There may be legal, regulatory, or other reasons for a firm to retain original
paper documentation.
Retention of Engagement Documentation (Ref: par. .51)

.A59 The needs of the firm for retention of engagement documentation and
the period of such retention will vary with the nature of the engagement and
the firm's circumstances (for example, whether the engagement documentation
is needed to provide a record of matters of continuing significance to future en-
gagements). The retention period may also depend on other factors, such as
whether professional standards, law, or regulation prescribe specific retention
periods for certain types of engagements or whether generally accepted reten-
tion periods exist in the absence of specific legal or regulatory requirements.

.A60 In the specific case of audit engagements, the retention period would
be no shorter than five years from the report release date.3

.A61 Procedures that the firm may adopt for retention of engagement doc-
umentation include those that enable the requirements of paragraph .51 to be
met during the retention period, such as, for example, procedures to

• enable the retrieval of, and access to, the engagement documenta-
tion during the retention period, particularly in the case of elec-
tronic documentation because the underlying technology may be
upgraded or changed over time.

3 Paragraph .17 of AU-C section 230, Audit Documentation. [Footnote revised, October 2011, to
reflect conforming changes necessary due to the issuance of SAS No. 122.]
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• provide, when necessary, a record of changes made to engagement
documentation after the assembly of engagement files has been
completed.

• enable authorized external parties to access and review specific
engagement documentation for quality control or other purposes.

Ownership of Engagement Documentation

.A62 Unless otherwise specified by law or regulation, engagement docu-
mentation is the property of the firm. The firm may, at its discretion, make
portions of, or extracts from, engagement documentation available to clients,
provided that such disclosure does not undermine the validity of the work per-
formed or, in the case of assurance engagements, the independence of the firm
or its personnel.

Monitoring

Monitoring the Firm’s Quality Control Policies and Procedures (Ref: par. .52)
.A63 The purpose of monitoring compliance with quality control policies

and procedures is to assess, for the system of quality control as a whole, whether
the firm is achieving the objective described in paragraph .12 through an eval-
uation of the following:

• Adherence to professional standards and applicable legal and reg-
ulatory requirements

• Whether the system of quality control has been appropriately de-
signed and effectively implemented

• Whether the firm's quality control policies and procedures have
been operating effectively so that reports that are issued by the
firm are appropriate in the circumstances

The evaluation may identify circumstances that necessitate changes to, or im-
prove compliance with, the firm's policies and procedures to provide the firm
with reasonable assurance that its system of quality control is effective.

.A64 Ongoing consideration and evaluation of the system of quality control
may include matters such as the following:

• Review of selected administrative and personnel records pertain-
ing to the quality control elements

• Review of engagement documentation, reports, and clients' finan-
cial statements

• Discussions with the firm's personnel

• Determination of corrective actions to be taken and improvements
to be made in the system, including providing feedback into the
firm's policies and procedures relating to education and training

• Communication to appropriate firm personnel of weaknesses
identified in the system, in the level of understanding of the sys-
tem, or compliance with the system

• Follow-up by appropriate firm personnel so that necessary mod-
ifications are promptly made to the quality control policies and
procedures
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.A65 Monitoring procedures also may include an assessment of the follow-
ing:

• The appropriateness of the firm's guidance materials and any
practice aids

• New developments in professional standards and legal and regu-
latory requirements and how they are reflected in the firm's poli-
cies and procedures, when appropriate

• Written confirmation of compliance with policies and procedures
on independence

• The effectiveness of continuing professional development, includ-
ing training

• Decisions related to acceptance and continuance of client relation-
ships and specific engagements

• Firm personnel's understanding of the firm's quality control poli-
cies and procedures and implementation thereof

.A66 Some of the monitoring procedures discussed previously may be ac-
complished through the performance of the following:

• Engagement quality control review

• Review of engagement documentation, reports, and clients' finan-
cial statements for selected engagements after the report release
date

• Inspection procedures

Reviews of the work or report when performed by engagement team members
prior to the date of the report are not monitoring procedures.

.A67 The need for, and extent of, inspection procedures depends, in part, on
the existence and effectiveness of the other monitoring procedures. The nature
of inspection procedures varies based on the firm's quality control policies and
procedures and the effectiveness and results of other monitoring procedures.

.A68 The inspection of a selection of completed engagements may be per-
formed on a cyclical basis. For example, engagements selected for inspection
may include at least one engagement for each engagement partner over an in-
spection cycle that spans three years. The manner in which the inspection cycle
is organized, including the timing of selection of individual engagements, de-
pends on many factors, such as the following:

• The size of the firm

• The number and geographical location of offices

• The results of previous monitoring procedures

• The degree of authority of both personnel and office (for example,
whether individual offices are authorized to conduct their own in-
spections or whether only the head office may conduct them)

• The nature and complexity of the firm's practice and organization

• The risks associated with the firm's clients and specific engage-
ments

.A69 Inspection procedures with respect to the engagement performance
element of a quality control system are particularly appropriate in a firm with
more than a limited number of management-level individuals responsible for
the conduct of its accounting and auditing practice.
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.A70 The inspection process involves the selection of individual engage-
ments, some of which may be selected without prior notification to the engage-
ment team. In determining the scope of the inspections, the firm may take into
account the scope or conclusions of a peer review or regulatory inspections.

The Relationship of Peer Review to Monitoring
.A71 A peer review does not substitute for all monitoring procedures. How-

ever, because the objective of a peer review is similar to that of inspection proce-
dures, a firm's quality control policies and procedures may provide that a peer
review conducted under standards established by the AICPA may substitute
for the inspection of engagement documentation, reports, and clients' financial
statements for some or all engagements for the period covered by the peer re-
view.

Considerations Specific to Smaller Firms

.A72 In small firms with a limited number of persons with sufficient and
appropriate experience and authority in the firm, monitoring procedures may
need to be performed by some of the same individuals who are responsible for
compliance with the firm's quality control policies and procedures. This includes
review of engagement working papers, reports, and clients' financial statements
by the engagement partner or other qualified personnel after the report release
date. To effectively monitor one's own compliance with the firm's policies and
procedures, it is necessary that an individual be able to critically review his
or her own performance, assess his or her own strengths and weaknesses, and
maintain an attitude of continual improvement. Changes in conditions and the
environment within the firm (such as obtaining clients in an industry not pre-
viously serviced or significantly changing the size of the firm) may indicate
the need to have quality control policies and procedures monitored by another
qualified individual.

.A73 Having an individual inspect his or her own compliance with a qual-
ity control system may be less effective than having such compliance inspected
by another qualified individual. When one individual inspects his or her own
compliance, the firm has a higher risk that noncompliance with policies and
procedures will not be detected. Accordingly, a firm with a limited number of
persons with sufficient and appropriate experience and authority in the firm
may find it beneficial to engage a suitably qualified external person or another
firm to perform engagement inspections and other monitoring procedures.

Communicating Deficiencies (Ref: par. .55)
.A74 The reporting of identified deficiencies to individuals other than the

relevant engagement partners need not include an identification of the specific
engagements concerned, unless such identification is necessary for the proper
discharge of the responsibilities of the individuals other than the engagement
partners.

Complaints and Allegations
Source of Complaints and Allegations (Ref: par. .60)

.A75 Complaints and allegations of noncompliance with the firm's system
of quality control (which do not include those that are clearly frivolous) may
originate from within or outside the firm. They may be made by firm personnel,
clients, state boards of accountancy, other regulators, or other third parties.
They may be received by engagement team members or other firm personnel.
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Investigation Policies and Procedures (Ref: par. .61)

.A76 Policies and procedures established for the investigation of com-
plaints and allegations may include, for example, that the partner supervising
the investigation

• has sufficient and appropriate experience,

• has authority within the firm, and

• is otherwise not involved in the engagement.

The partner supervising the investigation may involve legal counsel as neces-
sary.
Considerations Specific to Smaller Firms

.A77 In the case of firms with few partners, it may not be practicable for
the partner supervising the investigation not to be involved in the engagement.
These small firms and sole practitioners may use the services of a suitably
qualified external person or another firm to carry out the investigation into
complaints and allegations.

Documentation of the System of Quality Control (Ref: par. .62)
.A78 The form and content of documentation evidencing the operation of

each of the elements of the system of quality control is a matter of judgment
and depends on a number of factors, including the following:

• The size of the firm and the number of offices

• The nature and complexity of the firm's practice and organization

For example, large firms may use electronic databases to document matters
such as independence confirmations, performance evaluations, and the results
of monitoring inspections.

.A79 Appropriate documentation relating to monitoring includes, for ex-
ample, the following:

• Monitoring procedures, including the procedure for selecting com-
pleted engagements to be inspected

• A record of the evaluation of the following:

— Adherence to professional standards and applicable legal
and regulatory requirements

— Whether the system of quality control has been appropri-
ately designed and effectively implemented

— Whether the firm's quality control policies and procedures
have been appropriately applied so that the reports that
are issued by the firm are appropriate in the circum-
stances

• Identification of the deficiencies noted, an evaluation of their ef-
fect, and the basis for determining whether and what further ac-
tion is necessary

Considerations Specific to Smaller Firms
.A80 Smaller firms may use more informal methods in the documentation

of their systems of quality control, such as manual notes, checklists, and forms.
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.A81

Exhibit—Comparison of Section 10, A Firm’s System
of Quality Control, and International Standard on
Quality Control 1, Quality Control for Firms that
Perform Audits and Reviews of Financial Statements,
and Other Assurance and Related Services
Engagements

This analysis was prepared by the AICPA Audit and Attest Standards
staff to highlight substantive differences between section 10, A Firm's
System of Quality Control, and International Standard on Quality Con-
trol (ISQC) 1, Quality Control for Firms that Perform Audits and Re-
views of Financial Statements, and Other Assurance and Related Ser-
vices Engagements, and the rationale therefore. This analysis is not au-
thoritative and is prepared for informational purposes only. It has not
been acted on or reviewed by the Auditing Standards Board (ASB).

Differences in Language

The ASB has made various changes to the language throughout section 10, as
compared with ISQC 1. Such changes have been made to use terms applicable
in the United States and to make section 10 easier to read and apply. The ASB
believes that such changes will not create differences between the application
of ISQC 1 and the application of section 10.

Requirements in Section 10 Not in ISQC 1

Section 10 requires firms to establish policies and procedures providing

• in paragraph .30, for obtaining an understanding with the client
regarding the nature, scope, and limitations of the services to be
performed.

• in paragraph .33, that personnel selected for advancement have
the qualifications necessary for fulfillment of the responsibilities
they will be called on to assume.

• in paragraph .44, that although the engagement quality control
reviewer is not a member of the engagement team, the engage-
ment quality control reviewer should satisfy the independence re-
quirements relating to the engagements reviewed.

• in paragraph .48, that when differences of opinion exist, a mem-
ber of the engagement team be able to document that member's
disagreement with the conclusions reached, after appropriate con-
sultation.

ISQC 1 does not have equivalent requirements.
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Requirements in ISQC 1 Not in Section 10
Paragraph 25 of ISQC 1 requires the firm to establish policies and procedures
setting out criteria for determining the need for safeguards to reduce the fa-
miliarity threat to an acceptable level when using the same senior personnel
on an assurance engagement over a long period of time. The ASB believes that
the familiarity threat should not be singled out among other threats to inde-
pendence.
Paragraph 48(a) of ISQC 1 requires including, on a cyclical basis, inspection of
at least one completed engagement for each engagement partner as a monitor-
ing procedure. The ASB believes that this requirement is overly prescriptive
and that a risk-based approach to inspections is more appropriate.

Requirements in ISQC 1 Revised in Section 10
Paragraph .41 of section 10 requires that when an engagement quality control
review is performed, the engagement quality control review be completed be-
fore the report is released. Paragraph 36 of ISQC 1 requires that the quality
control review be completed before the report is dated. The ASB believes that
an engagement quality control review is an independent review of the engage-
ment team's significant judgments, including the date selected by the engage-
ment team to date the report. As noted in the application material to section 10,
when the engagement quality control review results in additional procedures
having to be performed, the date of the report would be changed.
Paragraph 48(c) of ISQC 1 requires that those performing the engagement or
the engagement quality control review are not involved in inspecting the en-
gagements. Paragraph .53c of section 10, consistent with the requirement in
paragraph 100 of Statement on Quality Control Standards No. 7, A Firm's Sys-
tem of Quality Control, requires that performance of monitoring of the firm's
system of quality control be assigned to qualified individuals. Paragraph .A72
of section 10 notes that in small firms with a limited number of persons with
sufficient and appropriate experience and authority in the firm, monitoring pro-
cedures may need to be performed by some of the same individuals who are
responsible for compliance with the firm's quality control policies and proce-
dures. The ASB concluded that it was not necessary to change existing practice
because in the United States, the peer review process provides a safeguard and
provides evidence that the monitoring procedures are effective.
Paragraph A49 of ISQC 1 references the requirement in paragraph 40 of ISQC
1 to establish policies and procedures to maintain the objectivity of the en-
gagement quality control reviewer and states, "Accordingly, such policies and
procedures provide.… " The ASB believes that notwithstanding its placement
as application material, the language is indicative of a requirement and, ac-
cordingly, has included a requirement for the provision of these specific policies
and procedures in paragraph .44 of section 10. The ASB believes this will not
create a difference in the application of ISQC 1 and the application of section
10.

[Revised, October 2011, to reflect conforming changes necessary due to the
issuance of SAS No. 122.]
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PR Section 100

Standards for Performing and Reporting
on Peer Reviews
Effective for Peer Reviews Commencing on or After January 1, 2009.

Notice to Readers

In order to be admitted to or retain their membership in the AICPA, members
of the AICPA who are engaged in the practice of public accounting in the
United States or its territories are required to be practicing as partners or
employees of firms enrolled in an approved practice-monitoring program or,
if practicing in firms not eligible to enroll, are themselves enrolled in such a
program

• if the services performed by such a firm or individual are within
the scope of the AICPA's practice-monitoring standards and

• the firm or individual issues reports purporting to be in accor-
dance with AICPA professional standards.

Firms have peer reviews because of the public interest in the quality of the
accounting, auditing, and attestation services provided by public accounting
firms. In addition, firms indicate that peer review contributes to the quality
and effectiveness of their practices. Furthermore, most state boards of accoun-
tancy require its licensees to undergo peer review, which they may also call
compliance assurance, to practice in their state. Other regulators require peer
review in order to perform engagements and to issue reports under their stan-
dards. Therefore, due to this public interest, we allow firms without AICPA
members to enroll in the AICPA Peer Review Program.

A firm (or individual) enrolled in the AICPA Peer Review Program is deemed
to be enrolled in an approved practice-monitoring program. See BL sections
230, 2.3 Requirements for Retention of Membership, 220, 2.2 Requirements
for Admission to Membership, and 760, 7.6 Publication of Disciplinary Action
(AICPA, Professional Standards); "Form of Organization and Name Rule" and
its interpretations (AICPA, Professional Standards, ET sec. 1.800.001); and
the implementing council resolutions under those sections.

These standards are applicable to firms (and individuals) enrolled in the
AICPA Peer Review Program and to individuals and firms who perform and
report on such peer reviews, to entities approved to administer the peer re-
views, and to associations of CPA firms authorized by the AICPA Peer Review
Board (board) to assist its members in forming review teams. A firm or orga-
nization without CPA majority ownership (a non-CPA owned entity) would
not be eligible to enroll in the program. If an individual CPA at such a firm
performs compilation and/or preparation engagements, the individual may
enroll in the AICPA Peer Review Program. The use of firm in these materials
should apply to such enrolled individuals. The AICPA Peer Review Program
may not be administered by any entity without written permission from the
AICPA Peer Review Board. These standards are not intended for peer reviews
of organizations that are not public accounting firms.

Users of these standards should be knowledgeable about the standards and
their interpretations and effective dates, as well as guidance issued by the
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board that might affect the application of these standards. Those subject to
the standards should be prepared to justify departures from these standards,
and it is expected that departures will be rare.

These standards are effective for peer reviews commencing on or after Jan-
uary 1, 2009.

Overview

Summary of the Nature, Objectives, Scope, Limitations of, and
Procedures Performed in System and Engagement Reviews
(as Referred to in a Peer Review Report)

.01 The purpose of this document is to provide standards for administer-
ing, planning, performing, reporting on and the acceptance of peer reviews of
CPA firms (and individuals) enrolled in the AICPA Peer Review Program (pro-
gram) (see interpretations). Those processes collectively are also called practice
monitoring because it is the monitoring of a CPA firm's accounting and auditing
practice.

.02 The goal of practice monitoring, and the program itself, is to promote
and enhance quality in the accounting and auditing services provided by the
CPA firms (and individuals) subject to these standards. This goal serves the
public interest and enhances the significance of AICPA membership.

.03 Firms (and individuals) (see interpretations) enrolled in the program
are required to have a peer review, once every three years, of their accounting
and auditing practice not subject to PCAOB permanent inspection (see inter-
pretations) covering a one-year period. The peer review is conducted by an inde-
pendent evaluator known as a peer reviewer. The AICPA oversees the program,
and the review is administered by an entity approved by the AICPA to perform
that role.

.04 There are two types of peer reviews: System Reviews and Engagement
Reviews. System Reviews focus on a firm's system of quality control, and En-
gagement Reviews focus on work performed on selected engagements. A further
description of these peer reviews as well as a summary of the nature, objectives,
scope, limitations of, and procedures performed in them is included in appendix
A, "Summary of the Nature, Objectives, Scope, Limitations of, and Procedures
Performed in System and Engagement Reviews and Quality Control Materials
Reviews (as Referred to in a Peer Review Report)."

Introduction and Scope
.05 Firms (and individuals) (see interpretations) enrolled in the program

have the responsibility to:

a. Design and comply with a system of quality control for its account-
ing and auditing practice that provides the firm with reasonable
assurance of performing and reporting in conformity with appli-
cable professional standards in all material respects. Statement
on Quality Control Standards (SQCS) No. 8, A Firm's System of
Quality Control (Redrafted) (AICPA, Professional Standards, QC
sec. 10), requires every CPA firm, regardless of its size, to have a
system of quality control for its accounting and auditing practice.
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b. Perform accounting and auditing engagements in accordance
with applicable professional standards using competent person-
nel1 (partners2 and staff).3

c. Have independent peer reviews of their accounting and auditing
practices (see interpretations). All enrolled firms should undergo
a peer review if the services performed and reports issued by the
firm require a peer review.

d. Engage a peer reviewer to perform the peer review in accordance
with these standards, in a timely manner.

e. Take such measures, if any, as may be necessary to satisfy its obli-
gations concerning client confidentiality any time state statutes
or ethics rules promulgated by state boards of accountancy do not
clearly provide an exemption from confidentiality requirements
when peer reviews are undertaken.

f. Provide written representations to describe matters significant to
the peer review (see appendix B "Considerations and Illustrations
of Firm Representations").

g. Understand the AICPA Peer Review Board's (board) guidance on
resignations from the program (see interpretations).

h. Cooperate with the peer reviewer, administering entity, and the
board in all matters related to the peer review, that could impact
the firm's enrollment in the program, including paying adminis-
trative fees, arranging, scheduling, and completing the review and
taking remedial, corrective actions and implementing other plans
as needed (see interpretations).

.06 An accounting and auditing practice for the purposes of these stan-
dards is defined as all engagements performed under Statements on Audit-
ing Standards (SASs); Statements on Standards for Accounting and Review
Services (SSARSs);4 Statements on Standards for Attestation Engagements
(SSAEs); Government Auditing Standards (the Yellow Book) issued by the U.S.
Government Accountability Office; and engagements performed under PCAOB
standards (see interpretations). Engagements covered in the scope of the pro-
gram are those included in the firm's accounting and auditing practice that are
not subject to PCAOB permanent inspection (see interpretations).

.07 The objectives of the program are achieved through the performance of
peer reviews involving procedures tailored to the size of the firm and the nature
of its practice. Firms that perform engagements under the SASs or Government
Auditing Standards, examinations under the SSAEs, or engagements under
PCAOB standards, as their highest level of service have peer reviews called
System Reviews. A System Review includes determining whether the firm's
system of quality control for its accounting and auditing practice is designed
and complied with to provide the firm with reasonable assurance of performing
and reporting in conformity with applicable professional standards, including
SQCS No. 8, in all material respects. Firms that only perform services under

1 Personnel are defined per Statement on Quality Control Standards (SQCS) as partners and
staff.

2 Partners are defined per SQCS as any individual with authority to bind the firm with respect
to the performance of a professional services engagement.

3 Staff are defined per SQCS as professionals, other than partners, including any specialists that
the firm employs.

4 Statements on Standards for Accounting and Review Services that provide an exemption from
those standards in certain situations are likewise excluded from this definition of an accounting and
auditing practice for peer review purposes (see interpretations).
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SSARSs or services under the SSAEs not included in System Reviews are eli-
gible to have peer reviews called Engagement Reviews, however firms that only
perform preparation engagements (with or without disclaimer reports) under
SSARSs are not required to enroll in the program (see interpretations). These
standards are not intended for and exclude the review of the firm's accounting
and auditing practice applicable to engagements subject to PCAOB permanent
inspection (see interpretations). Firms that do not provide any of the services
listed in paragraph .06 are not peer reviewed (see interpretations).

.08 The majority of the procedures in a System Review should be per-
formed at the reviewed firm's office (see interpretations). Engagement Reviews
are normally performed at a location other than the reviewed firm's office.

.09 The program is based on the principle that a systematic monitoring
and educational process is the most effective way to attain high quality perfor-
mance throughout the profession. Thus, it depends on mutual trust and coop-
eration. On System Reviews, the reviewed firm is expected to take appropriate
actions in response to findings, deficiencies, and significant deficiencies identi-
fied with their system of quality control or their compliance with the system,
or both. On Engagement Reviews, the reviewed firm is expected to take appro-
priate actions in response to findings, deficiencies, and significant deficiencies
identified in engagements. On both System and Engagement Reviews, the firm
is also expected to follow professional standards in response to engagements
identified as not performed or reported in conformity with applicable profes-
sional standards in all material respects ("nonconforming"). These actions will
be positive and remedial. Disciplinary actions (including those that can result
in the termination of a firm's enrollment in the program and the subsequent
loss of membership, if applicable, in the AICPA and some state CPA societies
by its partners5 and employees) will be taken only for a failure to cooperate,
failure to correct inadequacies, or when a firm is found to be so seriously defi-
cient in its performance that education and remedial, corrective actions are not
adequate.

.10 Compliance with the positive enforcement program of a state board
of accountancy does not constitute compliance with the AICPA's peer review
requirements.

General Considerations

Administrative Requirements
.11 All peer reviews intended to meet the requirements of the program

should be carried out in conformity with these standards under the supervision
of a state CPA society, group of state CPA societies, the board's committees
including but not limited to the National Peer Review Committee (National
PRC) (see interpretations), or other entity (hereinafter, administering entity)
approved by the board to administer peer reviews.

.12 Peer reviews, including the reviewed firm and peer reviewers, are sub-
ject to oversight by the administering entity. In addition, peer reviews and
administering entities are subject to oversight by the board and other bodies

5 A partner is a proprietor, shareholder, equity or non-equity partner, or any individual who as-
sumes the risks and benefits of firm ownership or who is otherwise held out by the firm to be the
equivalent of any of the aforementioned. Depending on how a CPA firm is legally organized, its part-
ner(s) could have other names, such as shareholder, member, or proprietor.
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agreed upon by the board or the administering entity. The objectives of over-
sight are to ensure compliance with the standards and consistency in imple-
mentation. Reviewed firms, peer reviewers, and administering entities are ex-
pected to cooperate during the oversight process.

Timing of Peer Reviews
.13 A firm's due date for its initial peer review is ordinarily 18 months from

the date it enrolled in the program or should have enrolled, whichever date is
earlier (see interpretations).

.14 A firm does not undergo a peer review if it does not perform engage-
ments requiring it to undergo a peer review (see paragraph .07). However, when
a firm performs its first engagement requiring a peer review or its first engage-
ment requiring it to have a System Review, the firm's next due date ordinarily
will be 18 months from the year-end of that engagement (18 months from the
report date if it is a financial forecast, projection or agreed upon procedures
engagement) (see interpretations).

.15 A firm's subsequent peer review ordinarily has a due date of three
years and six months from the year-end of the previous peer review.

.16 The due date for a peer review is the date by which the peer review
report, and if applicable, letter of response, and the peer reviewer's materials
are to be submitted to the administering entity.

.17 Peer reviews must cover a current period of one year to be mutually
agreed upon by the reviewed firm and the reviewing firm. Ordinarily, the peer
review should be conducted within three to five months following the end of the
year to be reviewed (see interpretations).

.18 A firm is expected to maintain the same year-end on subsequent peer
reviews (which is three years from the previous year-end) and the same review
due date (which is three years from the previous review due date) (see inter-
pretations).

.19 If a firm resigns from the program and subsequently reenrolls in the
program, the firm's due date is the later of the due date originally assigned or
90 days after reenrolling.

Confidentiality
.20 A peer review should be conducted in compliance with the confidential-

ity requirements set forth in the "Confidential Client Information Rule" and its
interpretations (AICPA, Professional Standards, ET sec. 1.700.001). Except as
discussed in paragraph .146, information concerning the reviewed firm or any
of its clients or personnel that is obtained as a consequence of the review is con-
fidential. Such information should not be disclosed, except as required by law,
by review team members or by administering entities to anyone not involved in
performing the review, or administering or carrying out the program, or used
in any way not related to meeting the objectives of the program.

Independence, Integrity, and Objectivity
.21 Independence in fact and in appearance should be maintained with re-

spect to the reviewed firm by a reviewing firm, by review team members, and by
any other individuals who participate in or are associated with the review (see
interpretations). In addition, the review team should perform all peer review
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responsibilities with integrity and maintain objectivity in discharging those re-
sponsibilities.

.22 Independence encompasses an impartiality that recognizes an obliga-
tion for fairness not only to the reviewed firm but also to those who may use
the peer review report. The reviewing firm, the review team, and any other in-
dividuals who participate on the peer review should be free from any obligation
to, or interest in, the reviewed firm or its personnel. The concepts in the "In-
tegrity" principle (ET sec. 0.300.040) and the "Objectivity and Independence"
principle (ET sec. 0.300.050) (AICPA, Professional Standards), should be con-
sidered in making independence judgments. Integrity requires the review team
to be honest and candid within the constraints of the reviewed firm's confiden-
tiality. Service and the public trust should not be subordinated to personal gain
and advantage. Objectivity is a state of mind and a quality that lends value to
a review team's services. The principle of objectivity imposes the obligation to
be impartial, intellectually honest, and free of conflicts of interest.

Due Professional Care
.23 Due professional care, as addressed by the "Due Care" principle

(AICPA, Professional Standards, ET sec. 0.300.060), should be exercised in per-
forming and reporting on the review. This imposes an obligation on all those
involved in carrying out the review to fulfill assigned responsibilities in a pro-
fessional manner (see interpretations).

Peer Review Documentation and Retention Policy
.24 Peer review documentation should be prepared in sufficient detail

to provide a clear understanding of its purpose, source, and the conclusions
reached. The documentation provides evidence of the work performed and is
the basis for the review of the quality of the work. It should demonstrate that
the peer reviewer complied with these standards and should support the basis
for the peer reviewer's conclusions. Also, the documentation should be appro-
priately organized to provide a clear link from the working papers to the peer
review report (see interpretations).

.25 Peer review documentation should not be retained for an extended pe-
riod of time after the peer review's completion, with the exception of certain
documents that are maintained until the subsequent peer review's acceptance
and completion (see interpretations).

Organizing the System or Engagement Review Team
.26 A System Review team comprises one or more individuals, depending

upon the size and nature of the reviewed firm's practice and other factors. An
Engagement Review team ordinarily comprises one individual. A review team
may be formed by a firm engaged by the firm under review (a firm-on-firm
review) or an association of CPA firms authorized by the board to assist its
members in forming review teams (an association formed review team) (see
interpretations). For Engagement Reviews, review teams may also be formed
by the administering entity if it chooses to appoint such teams (hereinafter, a
committee-appointed review team, also known as a CART review).

.27 A reviewing firm (including for these purposes the team captain, for
an association formed review team) must determine its capability to perform a
peer review. This determination includes assigning peer reviewers with appro-
priate levels of expertise and experience to perform the review. Before accepting
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a peer review engagement, the reviewing firm should obtain and consider in-
formation about the firm to be reviewed, including certain operating statis-
tics concerning size, nature of practice, industry specializations, and levels of
service.

.28 In determining its capability to perform the review, the reviewing firm
should consider the size of the firm to be reviewed in relation to its own size.
A reviewing firm must recognize that the performance of a peer review may
demand substantial commitments of time, especially from its supervisory ac-
counting and auditing personnel. Therefore, a reviewing firm should consider
carefully the number and availability of its supervisory personnel in determin-
ing whether it can perform a peer review of another firm.

.29 One member of the System Review team is designated the team cap-
tain. The individual performing an Engagement Review is designated the re-
view captain. The team captain or review captain is responsible for supervising
and conducting the review, communicating the review team's findings to the re-
viewed firm and to the administering entity, preparing the report on the review,
and ensuring that peer review documentation is complete and submitted to the
administering entity on a timely basis. If applicable, the team captain, or review
captain in unusual circumstances, should supervise and review the work per-
formed by other reviewers on the review team to the extent deemed necessary
under the circumstances.

.30 A System Review team, a review captain on an Engagement Review
and, in unusual circumstances any additional reviewers on an Engagement
Review, ordinarily should be approved by the administering entity prior to the
planning and commencement of the peer review (see interpretations).

Qualifying for Service as a Peer Reviewer

System and Engagement Reviewers
.31 Performing and reporting on a peer review requires the exercise of pro-

fessional judgment by peers (see paragraphs .147–.153 for a discussion of a
reviewer's responsibilities when performing a peer review). Accordingly, an in-
dividual serving as a reviewer on a System or Engagement Review should at a
minimum:

a. Be a member of the AICPA in good standing (that is, AICPA mem-
bership in active, non-suspended status) licensed to practice as a
CPA.

b. Be currently active in public practice at a supervisory level in
the accounting or auditing function of a firm enrolled in the pro-
gram (see interpretations), as a partner of the firm, or as a man-
ager or person with equivalent supervisory responsibilities.6 To
be considered currently active in the accounting or auditing func-
tion, a reviewer should be presently involved in the accounting
or auditing practice of a firm supervising one or more of a firm's
accounting or auditing engagements or carrying out a quality
control function on a firm's accounting or auditing engagements
(see interpretations). CPAs who wish to serve as reviewers should

6 A manager or person with equivalent supervisory responsibilities is a professional employee
of the firm who has either a continuing responsibility for the overall planning and supervision of
engagements for specified clients or authority to determine that an engagement is complete subject
to final partner approval if required.
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carefully consider whether their day-to-day involvement in ac-
counting and auditing work is sufficiently comprehensive to en-
able them to perform a peer review with professional expertise
(see interpretations).

c. Be associated with a firm (or all firms if associated with more than
one firm) that has received a report with a peer review rating
of pass for its most recent System or Engagement Review that
was accepted timely, ordinarily within the last three years and
six months (see interpretations).

d. Possess current knowledge of professional standards applicable
to the kind of practice to be reviewed, including quality control
and peer review standards. This includes recent experience in and
knowledge about current rules and regulations appropriate to the
level of service applicable to the industries of the engagements
that the individual will be reviewing (see interpretations).7

e. Have spent the last five years in the practice of public accounting
in the accounting or auditing function.

f. Have provided the administering entity with information that ac-
curately reflects the qualifications of the reviewer including re-
cent industry experience, which is updated on a timely basis (see
interpretations).

g. If the reviewer will review engagements that must be selected in
a System Review under paragraph .63, possess specific additional
qualifications (see interpretations).

h. If the reviewer is from a firm that is a provider of quality control
materials (QCM) or is affiliated with a provider of quality con-
trol materials and is required to have a QCM review under these
standards, be associated with a provider firm or affiliated entity
that has received a QCM report with a review rating of pass for
its most recent QCM review that was submitted timely, ordinarily
within six months of the provider's year-end.

Team Captain or Review Captain
.32 In addition to adhering to the requirements in paragraph .31a–f to be

a peer reviewer, a System Review team captain must be a partner.8 For an En-
gagement Review, the review captain is not required to be a partner. The team
captain, or the review captain in limited circumstances, is required to ensure
that all team members possess the necessary capabilities and competencies to
perform assigned responsibilities and that team members are adequately su-
pervised. The team captain or review captain has the ultimate responsibility
for the review, including the work performed by team members (see interpre-
tations).

.33 Also, team captains and review captains should have completed peer
review training that meets the requirements established by the board (see in-
terpretations). For additional team captain qualification requirements, see the
interpretations.

7 A reviewer should be cautious of those high-risk engagements or industries in which new stan-
dards or regulations have been issued. For example, in those cases in which new industry standards
or practices have occurred in the most recent year, it may be necessary to have current practice expe-
rience in that industry.

8 If the peer reviewer's firm's (see paragraph .31c) most recent peer review was an Engagement
Review, then the peer reviewer is not eligible to be a System Review team captain.
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Other Peer Reviewer or Reviewing Firm Qualification
Considerations

.34 Communications from regulatory, monitoring, or enforcement bodies
relating to allegations or investigations of a peer reviewer or reviewing firm's
accounting and auditing practice, and notifications of limitations or restrictions
on a peer reviewer or reviewing firm to practice, may impact the peer reviewer
or reviewing firm's ability to perform the peer review. The peer reviewer or
reviewing firm has a responsibility to inform the administering entity of such
communications or notifications (see interpretations).

.35 If required by the nature of the reviewed firm's practice, individuals
with expertise in specialized areas may assist the review team in a consult-
ing capacity (see interpretations). For example, computer specialists, statistical
sampling specialists, actuaries, or experts in continuing professional education
(CPE) may participate in certain segments of the review.

Performing System Reviews

Objectives
.36 A System Review is intended to provide the reviewer with a reasonable

basis for expressing an opinion on whether, during the year under review:

a. The reviewed firm's system of quality control for its accounting
and auditing practice has been designed in accordance with qual-
ity control standards established by the AICPA (see SQCS No. 8).

b. The reviewed firm's quality control policies and procedures were
being complied with to provide the firm with reasonable assur-
ance of performing and reporting in conformity with applicable
professional standards in all material respects.

.37 A System Review is designed to test a reasonable cross section of the
firm's engagements with a focus on high-risk engagements, in addition to sig-
nificant risk areas where the possibility exists of engagements not being per-
formed or reported on in conformity with applicable professional standards in
all material respects. A System Review is not designed to test every engagement
or compliance with every professional standard and every detailed component
of the firm's system of quality control.

Basic Requirements
.38 A System Review should include, but not be limited to, the following

procedures:

a. Planning the review, as follows:
i. Obtain the results of the prior peer review (see paragraph

.39).
ii. Inquire of the firm about the areas to be addressed in the

written representations (see paragraph .40).
iii. Obtain a sufficient understanding of the nature and extent

of the firm's accounting and auditing practice to plan the
review (see paragraphs .41–.45).

iv. Obtain a sufficient understanding of the design of
the firm's system of quality control, including an
understanding of the monitoring procedures performed
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since the prior review, to plan the review (see paragraphs
.41–.45).

v. Assess peer review risk (see paragraphs .46–.52).
vi. Use the knowledge obtained from the foregoing to select

the offices and the engagements to be reviewed and to de-
termine the nature and extent of the tests to be applied in
the functional areas (see paragraphs .53–.63).

b. Performing the review, as follows:
i. Review the firm's design and compliance with its system of

quality control. The review should cover all organizational
or functional levels within the firm (see paragraphs .53–
.54).

ii. Review significant risk areas on selected engagements,
including the relevant accounting, audit, and attestation
documentation and reporting (see paragraphs .64–.65).

iii. Conclude on the review of engagements (see paragraphs
.66–.67).

iv. Reassess the adequacy of the scope of the review based
on the results obtained to determine whether additional
procedures are necessary (see paragraph .68).

v. Determine the relative importance of matters (see para-
graphs .69–.72).

vi. Prepare the Matter for Further Consideration (MFC)
forms, Disposition of MFC (DMFC) forms, and any related
Finding for Further Consideration (FFC) forms (see para-
graphs .73–.74).

vii. Aggregate and systemically evaluate the matters (see
paragraphs .75–.86).

viii. Form conclusions on the type of report to issue (see para-
graphs .87–.90).

ix. Obtain the written representations from the reviewed firm
(see paragraph .05f and appendix B).

x. If at the conclusion of fieldwork, the firm needs more time
to consider its response to matters identified during the
peer review, conduct a closing meeting in advance of the
exit conference. The purpose of the closing meeting is to
discuss with senior members of the reviewed firm the re-
view team's observations, matters, findings, deficiencies,
and significant deficiencies identified; the expected type of
report to be issued, and firm's responsibilities related to
such matters.

xi. After the firm has responded to matters identified in the
peer review, conduct an exit conference with senior mem-
bers of the firm to discuss a summary of the peer review
results, the firm responses, and the type of report to be is-
sued (see paragraphs .91–.92).

xii. Prepare a written report on the results of the review (see
paragraphs .94–.96).

xiii. Evaluate the firm's actions taken or planned in response
to FFCs and the report, if applicable (see paragraphs .97–
.101).
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xiv. The team captain submits the report, the firm's letter of
response, if applicable, and applicable working papers to
the administering entity (see paragraph .100).

Planning Considerations
.39 To assist the review team in the planning of the review, the team cap-

tain should obtain the prior peer review report, letter of response, if applicable,
letter of acceptance, FFC forms, if applicable, and the firm's representation let-
ter from the firm or administering entity. The team captain should consider
whether the issues discussed in those documents require additional emphasis
in the current review and, in the course of the review, should evaluate the ac-
tions of the firm in response to the prior report and FFC forms, if applicable
(see interpretations).

.40 The reviewer should inquire of the firm regarding the areas to be ad-
dressed in the written representation (see paragraph .05f and appendix B) and
consider whether the areas discussed require additional emphasis in the course
of the review (see interpretations).

Understanding the Firm’s Accounting and Auditing Practice
and System of Quality Control

.41 The review team should obtain a sufficient understanding of the nature
and extent of the reviewed firm's accounting and auditing practice to plan the
review. This understanding should include knowledge about the reviewed firm's
organization and philosophy, as well as the composition of its accounting and
auditing practice.

.42 The review team should also obtain a sufficient understanding of the
reviewed firm's system of quality control with respect to each of the quality
control elements in SQCS No. 8 to plan the review (see interpretations). SQCS
No. 8 requires every CPA firm, regardless of its size, to have a system of qual-
ity control for its accounting and auditing practice. It states that the quality
control policies and procedures applicable to a professional service provided by
the firm should encompass the following elements: leadership responsibilities
for quality within the firm (the "tone at the top"); relevant ethical requirements
(such as independence, integrity and objectivity); acceptance and continuance
of client relationships and specific engagements; human resources; engagement
performance; and monitoring. It also states that the nature, extent, and formal-
ity of a firm's quality control policies and procedures should be appropriately
comprehensive and suitably designed in relation to the firm's size, the number
of its offices, the degree of operating autonomy allowed its personnel and its of-
fices, the knowledge and experience of its personnel, the nature and complexity
of the firm's practice, and appropriate cost-benefit considerations.

.43 The understanding obtained by the review team should include knowl-
edge about the design of the reviewed firm's quality control policies and proce-
dures in accordance with quality control standards established by the AICPA
and how the policies and procedures identify and mitigate risk of material non-
compliance with applicable professional standards.

.44 The understanding of the firm's accounting and auditing practice and
system of quality control is ordinarily obtained through such procedures as in-
quiries of appropriate management and other personnel, reviewing the firm's
internal policies and procedures, and reviewing the firm's quality control doc-
umentation.
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.45 The review team should obtain a sufficient understanding of the re-
viewed firm's monitoring policies and procedures since its last peer review and
their potential effectiveness. In doing so, the review team may determine that
the firm's current year's internal monitoring procedures could enable the re-
view team to reduce, in a cost-beneficial manner, the number of offices and en-
gagements selected for review or the extent of the other testing (see interpre-
tations).

Understanding and Assessing Peer Review Risk Factors
.46 Just as the performance of an audit involves audit risk, the perfor-

mance of a System Review involves peer review risk. Peer review risk is the
risk that the review team:

a. Fails to identify significant weaknesses in the reviewed firm's sys-
tem of quality control for its accounting and auditing practice, its
lack of compliance with that system, or a combination thereof.

b. Issues an inappropriate opinion on the reviewed firm's system of
quality control for its accounting and auditing practice, its com-
pliance with that system, or a combination thereof.

c. Reaches an inappropriate decision about the matters to be in-
cluded in, or excluded from, the report.

.47 Peer review risk consists of the following two parts:

a. The risk (consisting of inherent risk and control risk) that an en-
gagement will not be performed or reported on in conformity with
applicable professional standards in all material respects, that
the reviewed firm's system of quality control will not prevent such
failure, or both.9, 10

b. The risk (detection risk) that the review team will fail to detect
and report on the design or compliance deficiencies or significant
deficiencies in the reviewed firm's system of quality control.

.48 Inherent risk and control risk relate to the reviewed firm's account-
ing and auditing practice and its system of quality control. These risks may
be affected by circumstances arising within the firm (for example, individual
partners have engagements in numerous specialized industries or the firm has
a few engagements constituting a significant portion of the firm's accounting
and auditing practice) or outside the firm (for example, new professional stan-
dards being applied for the first time or adverse economic developments in an
industry).

Assessing Peer Review Risk
.49 In planning the review, the review team should use the understand-

ing it has obtained of the reviewed firm's accounting and auditing practice
and its system of quality control to assess the inherent and control risks. The

9 Inherent risk is the likelihood that an accounting or auditing engagement will fail to conform
to professional standards, assuming the firm does not have a system of quality control.

10 Control risk is the risk that a firm's system of quality control will not prevent the performance
of an engagement that does not conform to professional standards. It consists of two parts: the firm's
control environment and its quality control policies and procedures. The control environment repre-
sents the collective effort of various factors on establishing, enhancing, or mitigating the effectiveness
of specific quality control policies and procedures. The control environment reflects the overall atti-
tude, awareness, and actions of firm management concerning the importance of quality work and its
emphasis in the firm.
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assessment of risks is qualitative and not quantitative. The lower the inherent
and control risk, the higher the detection risk that can be tolerated and vice
versa. Based on its assessment of inherent and control risk, the review team
determines the acceptable level of detection risk.

.50 When assessing risk, the review team should evaluate the reviewed
firm's quality control policies and procedures over its accounting and auditing
practice in relation to the requirements contained in SQCS No. 8. This evalu-
ation provides a basis for the review team to determine whether the reviewed
firm has adopted appropriately comprehensive and suitably designed policies
and procedures that are relevant to the size and nature of its practice.

Relationship of Risk to Scope
.51 The review team should consider the combined assessed levels of in-

herent and control risk when selecting offices and engagements to be reviewed.
The higher the combined assessed levels of inherent and control risk, the higher
the peer review risk. To reduce the peer review risk to an acceptable low level,
the detection risk needs to be low, and thus the greater the scope (that is, the
greater the number of offices that should be visited or the greater the number of
engagements that should be reviewed, or both). Conversely, the lower the com-
bined assessed levels of inherent and control risk, the smaller the scope that
needs to be considered for review. The combined assessed levels of inherent and
control risk may vary among offices and engagements so that the scope may be
greater for some types of offices and engagements than for others.

.52 However, even when the combined assessed levels are low, the peer re-
view team must review some engagements to obtain reasonable assurance that
the reviewed firm is complying with its quality control policies and procedures
and applicable professional standards. For the review team to obtain such as-
surance, a reasonable cross section of the reviewed firm's accounting and au-
diting engagements must be reviewed or inspected, with greater emphasis on
those portions of the practice with higher combined assessed levels of inherent
and control risk (see interpretations).

Planning and Performing Compliance Tests
.53 After performing the aforementioned planning procedures, the team

captain should then develop a general plan for the nature and extent of con-
ducting compliance tests of engagements (to directly test the "engagement per-
formance" element in SQCS No. 8) and the other elements described in SQCS
No. 8 (collectively referred to as the functional areas). The compliance tests
should be tailored to the practice of the reviewed firm and, taken as a whole,
should be sufficiently comprehensive to provide a reasonable basis for conclud-
ing whether the reviewed firm's system of quality control was complied with
to provide the firm with reasonable (not absolute) assurance of performing and
reporting in conformity with applicable professional standards in the conduct
of its accounting and auditing practice in all material respects.

.54 Such tests should be performed at the practice office(s) visited and
should relate to individual engagements and the functional areas (elements
of the firm's system of quality control). The tests should include the following:

a. Review significant risk areas (see paragraph .65) on selected en-
gagements, including accounting and auditing documentation,
and reports, to evaluate whether the engagements were per-
formed and reported on in conformity with applicable professional
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standards and in compliance with relevant firm quality control
policies and procedures.

b. Interview firm personnel at various levels and, if applicable, other
persons responsible for a function or activity to assess their un-
derstanding of, and compliance with, the firm's quality control
policies and procedures.

c. Review evidential material to determine whether the firm has
complied with its policies and procedures for each element of its
system of quality control, which may include evidence since the
previous peer review.

d. Review other evidential material as appropriate. Examples in-
clude selected administrative or personnel files, correspondence
files documenting consultations on technical or ethical questions,
files evidencing compliance with human resource requirements,
and the firm's technical reference sources (see interpretations).

Scope Limitations
.55 There is a presumption that all engagements and all aspects of func-

tional areas otherwise subject to the peer review will be included in the scope of
the review. However, in the rare situations when exclusions or other limitations
on the scope of the review are being contemplated, a team captain should care-
fully consider the implications of such exclusion. This includes communicating
to the firm and the administering entity the effect on the review and on the
ability of the team captain to issue a peer review report (see interpretations).

Selection of Offices
.56 Visits to practice offices should be sufficient to provide the review team

with a reasonable basis for its conclusions regarding whether the reviewed
firm's quality control policies and procedures are adequately communicated
throughout the firm and whether its system of quality control was complied
with during the year under review based on a reasonable cross section of the re-
viewed firm's accounting and auditing practice, with greater emphasis on those
offices with higher assessed levels of peer review risk. Examples of the factors
to consider when assessing peer review risk at the office level include the fol-
lowing (see interpretations):

a. The number, size, and geographic distribution of offices

b. The degree of centralization of accounting and auditing practice
control and supervision

c. The review team's evaluation, if applicable, of the firm's monitor-
ing procedures

d. Recently merged or recently opened offices

e. The significance of industry concentrations and of specialty prac-
tice areas, such as governmental compliance audits or regulated
industries, to the firm and to individual offices

f. Extent of non-audit services to audit clients

g. Significant clients' fees to practice office(s) and partner(s)

.57 For a multi-office firm, the review should include, in addition to any
offices selected using the risk-based criteria, a visit to the firm's executive office
if one is designated as such.
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Selection of Engagements
.58 Engagements subject to selection for review ordinarily should be those

with periods ending during the year under review, except financial forecasts or
projections and agreed upon procedures (see interpretations). Financial fore-
casts or projections and agreed upon procedures with report dates during the
year under review would be subject to selection. If the current year's engage-
ment has not been completed and issued, and if a comparable engagement
within the peer review year is not available, the prior year's engagement may
be reviewed. If the subsequent year's engagement has been completed and is-
sued, the review team should consider, based on its assessment of peer review
risk, whether the more recently completed and issued engagement should be
reviewed instead (see interpretations). Review team members should not have
contact with or access to any client of the reviewed firm in connection with the
peer review.

.59 Engagements selected for review should provide a reasonable cross
section of the reviewed firm's accounting and auditing practice, with greater
emphasis on those engagements in the practice with higher assessed levels
of peer review risk. Examples of the factors to consider when assessing peer
review risk at the engagement level include size; industry area; level of ser-
vice; personnel (including turnover, use of merged-in personnel, or personnel
not routinely assigned to accounting and auditing engagements); communica-
tions from regulatory, monitoring, or enforcement bodies; extent of non-audit
services to audit clients; significant clients' fees to practice office(s) and part-
ner(s); and initial engagements (see interpretations).

.60 The review of engagements should usually be directed toward the ac-
counting and auditing work performed by the practice office visited, including
the work performed on those engagements by other practice offices of the re-
viewed firm or other public accounting firms. For those situations in which the
practice office being visited performed accounting and auditing work for an-
other practice office, the review team may limit its review to portions of the
engagements performed by the practice office being visited but should evalu-
ate the appropriateness of the instructions issued by the other practice office
and the adequacy of the procedures followed in performing and reporting in
conformity with applicable professional standards. When combined with other
procedures performed, the number and type of accounting and auditing engage-
ments selected by the review team for review should be sufficient to provide the
review team with a reasonable basis for its conclusions regarding the reviewed
firm's system of quality control.

.61 The initial selection of engagements to be reviewed should ordinar-
ily be provided to the reviewed firm no earlier than three weeks prior to the
commencement of the peer review procedures at the related practice office or
location. This should provide ample time to enable the firm (or office) to assem-
ble the required client information and engagement documentation before the
review team commences the review. However, at least one engagement from the
initial selection to be reviewed should be provided to the firm once the review
commences and not provided to the firm in advance. Ordinarily, based on the
nature of the firm's practice and assuming that the engagement would not be
automatically anticipated for selection by the reviewed firm, the engagement
should be an audit. Otherwise, the engagement should be the firm's next high-
est level of service where the same criteria can be met. This should not increase
the scope of the review (see interpretations).

.62 The process of engagement selection, except as noted in paragraph .63,
like office selection, is not subject to definitive criteria. Nevertheless, if the team
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captain finds that meeting all of the preceding criteria results in the selection
of an inappropriate scope of the firm's accounting and auditing practice, the
team captain should consult with the administering entity about the selection
of engagements for review (see interpretations).

.63 Specific types or number of engagements must be selected in a System
Review (see interpretations).

Extent of the Review of Engagements
.64 The review of engagements should include the review of financial state-

ments, accountants' reports, accounting and audit documentation, and corre-
spondence, as well as discussions with professional personnel of the reviewed
firm.

.65 Audit engagements have areas in which risk may be inherently signif-
icant, such as, but not limited to, fraud considerations, use of estimates, emerg-
ing issues, and assertions that are difficult to audit. The review team's proce-
dures should include determining whether the reviewed firm has appropriately:

a. Identified the significant risk areas on each audit engagement se-
lected for the peer review,

b. Performed the necessary audit procedures related to the identi-
fied significant risk areas, and

c. Documented the auditing procedures performed in these signifi-
cant risk areas.

Concluding on the Review of an Engagement
.66 For each engagement reviewed, the review team should conclude on its

review by documenting whether anything came to its attention that caused it
to believe that the engagement was not performed or reported on in conformity
with applicable professional standards in all material respects (see interpreta-
tions).

.67 The team captain should promptly inform the firm when an engage-
ment is not performed or reported on in conformity with applicable professional
standards and remind the firm of its obligation under professional standards
to take appropriate actions (see interpretations).

Expansion of Scope
.68 If, during the peer review, the review team concludes that there was

a failure to reach an appropriate conclusion on the application of professional
standards in all material respects on one or more of the reviewed engagements
or elements of the firm's system of quality control, the review team should con-
sider whether the application of additional peer review procedures is necessary.
This consideration should be documented in the peer review working papers.
The objective of the application of additional procedures would be to determine
whether the failure is indicative of a pattern of such failures, whether it is a
finding, deficiency, or significant deficiency in the design of the reviewed firm's
system of quality control or in its compliance with the system, or whether it is
both. In some circumstances, the reviewer may conclude that, because of com-
pensating controls or for other reasons, further procedures are unnecessary. If,
however, additional procedures are deemed necessary, they may include an ex-
pansion of scope to review all or relevant portions of one or more additional
engagements or aspects of functional areas. Additional engagements may be in
the same industry, supervised by the same individual in the reviewed firm, or
otherwise have characteristics associated with the failure to perform or report
in conformity with professional standards.
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Identifying Matters, Findings, Deficiencies,
and Significant Deficiencies

.69 In understanding the firm's system of quality control, the team captain
may note that the system is not designed appropriately. Similarly, the perfor-
mance of compliance tests may uncover that the system is not being complied
with appropriately or may identify a design weakness that was not identified
during the planning of the peer review. With any of these items, the team cap-
tain has available a set of definitions to assist in classifying the condition noted.

.70 Determining the relative importance of matters noted during the peer
review, individually or combined with others, requires professional judgment.
Careful consideration is required in forming conclusions. The descriptions that
follow, used in conjunction with practice aids (MFC, DMFC, and FFC forms) to
document these items when applicable, are intended to assist in aggregating
and evaluating the peer review results, concluding on them, and determining
the nature of the peer review report to issue:

a. A peer reviewer notes a matter as a result of his or her evalua-
tion of the design of the reviewed firm's system of quality con-
trol or tests of compliance with it. Tests of compliance include
inspection, inquiry, and observation performed by reviewing en-
gagements and testing other aspects of the reviewed firm's system
of quality control. Matters are typically one or more "No" answers
to questions in peer review questionnaire(s) that a reviewer con-
cludes warrants further consideration in the evaluation of a firm's
system of quality control. A matter is documented on a Matter for
Further Consideration (MFC) form.

b. A finding is one or more related matters that result from a con-
dition in the reviewed firm's system of quality control or compli-
ance with it such that there is more than a remote possibility that
the reviewed firm would not perform or report in conformity with
applicable professional standards. A peer reviewer will conclude
whether one or more findings are a deficiency or significant defi-
ciency. If the peer reviewer concludes that no finding, individually
or combined with others, rises to the level of deficiency or signif-
icant deficiency, a report rating of pass is appropriate. A finding
not rising to the level of a deficiency or significant deficiency is
documented on a Finding for Further Consideration (FFC) form.

c. A deficiency is one or more findings that the peer reviewer has
concluded, due to the nature, systemic causes (see paragraph .75),
pattern, or pervasiveness, including the relative importance of
the finding to the reviewed firm's system of quality control taken
as a whole, could create a situation in which the firm would not
have reasonable assurance of performing or reporting in confor-
mity with applicable professional standards in one or more impor-
tant respects. It is not a significant deficiency if the peer reviewer
has concluded that except for the deficiency or deficiencies, the
reviewed firm has reasonable assurance of performing and re-
porting in conformity with applicable professional standards in
all material respects. Such deficiencies are communicated in a re-
port with a peer review rating of pass with deficiencies.

d. A significant deficiency is one or more deficiencies that the peer
reviewer has concluded results from a condition in the reviewed
firm's system of quality control or compliance with it such that the
reviewed firm's system of quality control taken as a whole does
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not provide the reviewed firm with reasonable assurance of per-
forming or reporting in conformity with applicable professional
standards in all material respects. Such deficiencies are commu-
nicated in a report with a peer rating of fail.

.71 A broad understanding of the peer review process, from the prelimi-
nary evaluation of the design of the system of quality control, to the tests of
compliance, to the decision making process of determining whether an item
noted during a System Review is a matter, finding, deficiency, or significant de-
ficiency, is shown in exhibit A. The exhibit also illustrates the aggregation of
these items, where those items are documented in the practice aids and how
they might affect the type of report issued.
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Exhibit A
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.72 As described by exhibit A in paragraph .71, depending on the resolution
of a matter and the process of aggregating and evaluating peer review results,
a matter may develop into a finding. Findings will also be evaluated and, after
considering the nature, systemic causes (see paragraph .75), pattern, perva-
siveness, and relative importance to the system of quality control as a whole,
may not get elevated to a deficiency. A matter may develop into a finding and
get elevated to a deficiency. That deficiency may or may not be further elevated
to a significant deficiency.

.73 A matter is documented on a MFC form. If the matter, after further
evaluation, gets elevated to a finding but not a deficiency or significant defi-
ciency, it is documented on a FFC form. The FFC form is a standalone document
that includes the description of the finding, the systemic cause, if known (see
paragraph .75), and the reviewed firm's response regarding actions planned
or taken and the timing of those actions by the firm. The description of the
finding should include the applicable requirement of Statements on Quality
Control Standards, the scenario that led to the finding, and should reference
nonconforming engagements as a result of the finding, if applicable. MFC and
FFC forms are subject to review and oversight by the administering entity,
who will evaluate the reviewed firm's FFC form responses for appropriate-
ness and responsiveness (see paragraphs .141–.145) and determine whether
any further action is necessary. If the matter documented on the MFC form
is instead elevated to a deficiency or significant deficiency, then it is commu-
nicated in the report itself. The firm submits a letter of response regarding
actions planned or taken and the timing of those actions by the firm, which
is also evaluated for appropriateness and responsiveness (see paragraphs
.139–.140).

.74 In order to document the disposition of all the MFCs, the team captain
completes a DMFC form. The DMFC form is part of the working papers and
provides a trail of the disposition of the MFCs for the peer reviewer, adminis-
tering entity, and individuals conducting technical reviews or oversight. All of
the MFCs are identified on the DMFC form with an indication after each as to
whether it was cleared, discussed with the firm during the closing meeting or
exit conference (see paragraphs .91 and .92), included on a specific FFC form
(individually or combined with other MFCs), or included as a deficiency in a
report with a peer review rating of pass with deficiencies or as a significant
deficiency in a report with a peer review rating of fail.

Aggregating and Evaluating Matters
.75 The team captain, in collaboration with the firm, should determine the

systemic cause of matters identified. A systemic cause is a weakness in the
firm's system of quality control that allowed a matter to occur or remain un-
detected. Proper determination of the systemic cause is essential to assist the
firm with identifying the appropriate remediation of the firm's system of qual-
ity control. To conclude on the results of a peer review, the review team must
aggregate the matters noted during the peer review and determine whether the
matters were the result of the design of the reviewed firm's system of quality
control or the failure of its personnel to comply with the firm's quality control
policies and procedures. The review team should consider the relative impor-
tance of the matters to the firm's system of quality control as a whole, including
the nature, systemic causes, pattern, and pervasiveness, to determine the im-
pact to the peer review report. In rare circumstances where it is not practicable
to identify the systemic cause, the team captain should document the reason(s)
as part of his or her summary review memorandum.
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.76 Proper application of the standards assists team captains in evaluating
the systemic cause of matters and, as a result, the type of report to issue. Use
of professional judgment is essential in determining whether the aggregation
of the matters noted during the review are findings and whether one or more
findings is a deficiency or significant deficiency for purposes of reporting on the
results of the peer review.

Design Matters
.77 A design matter exists when the reviewed firm's system of quality con-

trol is missing a quality control policy or procedure or the reviewed firm's exist-
ing quality control policies and procedures, even if fully complied with, would
not result in engagements performed or reported on in accordance with pro-
fessional standards in some respect. To be effective, a system of quality control
must be designed properly, and all of the quality control policies and procedures
necessary to provide the reviewed firm with reasonable assurance of perform-
ing and reporting in conformity with applicable professional standards in all
material respects should be in place. Therefore, the review team will need to
determine whether the quality control policies and procedures would be effec-
tive if they were complied with. To make this determination, the review team
should consider the implications of the evidence obtained during its evalua-
tion of the system of quality control and its tests of compliance, including its
reviews of engagements. For example, a pattern of engagement failures to per-
form or report in conformity with applicable professional standards in all ma-
terial respects (that is, failures requiring the application of AU-C section 560,
Subsequent Events and Subsequently Discovered Facts, or AU-C section 585,
Consideration of Omitted Procedures After the Report Release Date [AICPA, Pro-
fessional Standards]), likely is indicative of a matter pertaining to the design
of the reviewed firm's quality control policies and procedures. Depending upon
the resolution of the matter and the process of aggregating and evaluating peer
review results, the matter may develop into a finding, deficiency, or significant
deficiency.

.78 As noted in SQCS No. 8, "The nature of the policies and procedures de-
veloped by individual firms to comply with this Statement will depend on vari-
ous factors such as the size and operating characteristics of the firm." Likewise,
the relative importance of design matters noted in the reviewed firm's quality
control policies and procedures, individually and in the aggregate, need to be
evaluated in the context of the firm's size, organizational structure, and the
nature of its practice. For example, a matter noted during the review of a qual-
ity control policy or procedures may be particularly or wholly offset by another
policy or procedure. In this circumstance, the review team should consider the
interrelationships among the elements of quality and weigh the matters noted
against compensating policies and procedures to determine whether a finding
exists and its relative importance.

.79 There may be circumstances in which the reviewer identifies few find-
ings in the work performed by the firm and yet may conclude that the design of
the firm's system of quality control needs to be improved. For example, a firm
that is growing rapidly and adding personnel and clients may not be giving ap-
propriate attention to the policies and procedures necessary in areas such as
human resources (hiring, assigning personnel to engagements, and advance-
ment) and acceptance and continuance of clients and engagements. A reviewer
might conclude that these conditions could create a situation in which the firm
would not have reasonable assurance of performing or reporting in conformity
with applicable professional standards in one or more important respects and
may result in a deficiency in a report with a peer review rating of pass with
deficiencies or fail (interpretations).

©2017, AICPA PR §100.79



2818 Peer Review

Compliance Matters
.80 A compliance matter exists when a properly designed quality control

policy or procedure does not operate as designed because of the failure of the
personnel of the reviewed firm to comply with it. Because a variance in individ-
ual performance and professional interpretation will affect the degree of com-
pliance, adherence to all policies and procedures in every case generally is not
possible. However, the degree of compliance by the personnel of the reviewed
firm with its prescribed quality control policies and procedures should be ad-
equate to provide the reviewed firm with reasonable assurance of performing
and reporting in conformity with applicable professional standards in all ma-
terial respects.

.81 In assessing whether the degree of compliance was adequate to provide
the required assurance, the review team should consider the nature, systemic
causes, pattern, and pervasiveness of the instances of noncompliance noted and
their relative importance to the firm's system of quality control as a whole,
not merely their importance in the specific circumstances in which they were
observed. As with the evaluation of design matters, compliance matters also
need to be evaluated in the context of the firm's size, organizational structure,
and the nature of its practice.

.82 To determine the degree of noncompliance, the review team should
evaluate the matters of noncompliance, both individually and in the aggregate,
recognizing that adherence to certain policies and procedures of the reviewed
firm is more critical to the firm obtaining reasonable assurance of performing
and reporting in conformity with applicable professional standards than adher-
ence to others. In this context, the review team should consider the likelihood
that noncompliance with a given quality control policy or procedure could have
resulted in engagements not being performed or reported on in conformity with
applicable professional standards in all material respects. The more direct the
relationship between a specific quality control policy or procedure and the ap-
plication of professional standards, the lower the degree of noncompliance nec-
essary to determine whether a matter (or matters) is a finding and whether a
finding is a deficiency or significant deficiency.

Determining Whether There is a Systemic Cause
.83 When the review team is faced with an indication that a matter(s)

could be a finding, the review team's first task in such circumstances, in collab-
oration with the firm, is to determine the systemic cause (see interpretations).
Causes that might be systemic and might affect the type of peer review report
issued include, but are not limited to, the following:

a. The failure related to a specialized industry practice, and the firm
had no experience in that industry and made no attempt to ac-
quire training in the industry or to obtain appropriate consulta-
tion and assistance.

b. The failure related to an issue covered by a recent professional
pronouncement, and the firm had failed to identify, through pro-
fessional development programs or appropriate supervision, the
relevance of that pronouncement to its practice.

c. The failure should have been detected if the firm's quality control
policies and procedures had been followed.

d. The failure should have been detected by the application of qual-
ity control policies and procedures commonly found in firms simi-
lar in size or nature of practice. That judgment can often be made
by the reviewer based on personal experience or knowledge; in
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some cases, the reviewer will wish to consult with the adminis-
tering entity before reaching such a conclusion.

.84 A matter may be the result of an isolated human error and, therefore,
would not necessarily mean that a finding, deficiency, or significant deficiency
exists (see interpretations). However, if the reviewer believes that the systemic
cause (for example, a failure to provide or follow appropriate policies for su-
pervision of the work of assistants) of a matter on an engagement or within
a functional area also exists in other engagements or in other functional ar-
eas, the reviewer needs to consider carefully whether to elevate the matter to
a finding, deficiency, or significant deficiency.

.85 Although an isolated matter or an instance of noncompliance with the
firm's quality control policies and procedures ordinarily would not be included
in the report, its nature, systemic cause (if determinable), and relative impor-
tance for the firm's system of quality control as a whole should be evaluated in
conjunction with the review team's other matters before making a final deter-
mination (see interpretations).

The Pattern and Pervasiveness of Matters
.86 The review team must consider the pattern and pervasiveness of mat-

ters and their implications for compliance with the firm's system of quality
control as a whole, in addition to their nature, systemic causes, and relative
importance in the specific circumstances in which they were observed. As noted
in the preceding paragraphs, the review team's first task is to try to determine
why the matters occurred. In some cases, the design of the firm's system of qual-
ity control may be deficient (for example, when it does not provide for timely
involvement in the planning process by a partner of the firm or there is in-
adequate supervision of engagement planning). In other cases, there may be
a pattern of noncompliance with a quality control policy or procedure such as
when firm policy requires the completion of a financial statement disclosure
checklist but such checklists often were not used or relevant questions or points
were incorrectly considered. That increases the possibility that the firm might
not perform or report in conformity with applicable professional standards in
all material respects, which also means that the reviewer must consider care-
fully whether the matter(s) individually or in the aggregate is (are) a finding,
deficiency, or a significant deficiency. On the other hand, the types of matters
noted may be individually different, not individually significant, and not di-
rectly traceable to the design of or compliance with a particular quality control
policy or procedure. This may lead the reviewer to the conclusion that the mat-
ters were isolated cases of human error that should not result in a peer review
report with a peer review rating of pass with deficiencies or fail.

Forming Conclusions on the Type of Report to Issue
in a System Review

.87 The team captain must use professional judgment in determining the
type of peer review report to issue. This judgment requires the consideration
of several factors, including an understanding of the firm's system of quality
control and the nature, systemic causes, pattern, and pervasiveness of matters
and their relative importance to the firm's system of quality control taken as a
whole, including limitations on the scope of the review.

System Review Report With a Peer Review Rating of Pass
.88 A report with a peer review rating of pass should be issued when

the team captain concludes that the firm's system of quality control for the
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accounting and auditing practice has been suitably designed and complied with
to provide the firm with reasonable assurance of performing and reporting
in conformity with applicable professional standards in all material respects.
There are no deficiencies or significant deficiencies that affect the nature of the
report and, therefore, the report does not contain any deficiencies or significant
deficiencies. In the event of a scope limitation, a report with a peer review rating
of pass (with a scope limitation) is issued.

System Review Report With a Peer Review Rating of Pass With Deficiencies
.89 A report with a peer review rating of pass with deficiencies should be

issued when the team captain concludes that the firm's system of quality con-
trol for the accounting and auditing practice has been suitably designed and
complied with to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects with the exception of a certain deficiency or deficiencies that are de-
scribed in the report. These deficiencies are conditions related to the firm's de-
sign of and compliance with its system of quality control that could create a
situation in which the firm would have less than reasonable assurance of per-
forming or reporting in conformity with applicable professional standards in
one or more important respects due to the nature, systemic causes, pattern, or
pervasiveness, including the relative importance of the deficiencies to the qual-
ity control system taken as a whole. In the event of a scope limitation, a report
with a peer review rating of pass with deficiencies (with a scope limitation) is
issued.

System Review Report With a Peer Review Rating of Fail
.90 A report with a peer review rating of fail should be issued when the

team captain has identified significant deficiencies and concludes that the
firm's system of quality control is not suitably designed to provide the firm with
reasonable assurance of performing and reporting in conformity with applica-
ble professional standards in all material respects or the firm has not complied
with its system of quality control to provide the firm with reasonable assur-
ance of performing and reporting in conformity with applicable professional
standards in all material respects. In the event of a scope limitation, a report
with a peer review rating of fail (with a scope limitation) is issued.

Communicating Requirements for Closing Meeting and
Exit Conference

.91 Prior to issuing his or her report or finalizing MFC and FFC form(s),
if applicable, the team captain should communicate his or her conclusions to
senior members of the firm at a closing meeting. The team captain should ordi-
narily be physically present at the closing meeting, unless the System Review is
performed at a location other than the reviewed firm's office. The closing meet-
ing may also be attended by representatives of the administering entity, the
board, AICPA staff, or other board authorized organizations with oversight re-
sponsibilities. The team captain should discuss the following during the closing
meeting (see interpretations):

a. Preliminary peer review results, including any matters, findings,
deficiencies or significant deficiencies, and the type of report ex-
pected to be issued if determinable at this point.

b. The firm's requirement to respond to the MFC form(s), FFC
form(s), or the deficiency(ies) or significant deficiency(ies) in-
cluded in the peer review report.
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c. Other suggestions and observations for the firm to consider. For
example, implications of upcoming changes in professional stan-
dards, operational or efficiency suggestions, and minor areas for
improvement considerations.

.92 An exit conference will be held after the firm has responded to the MFC
forms, FFC forms, and deficiencies or significant deficiencies in the report and
the team captain has assessed whether the responses are appropriate and has
considered any additional impact to the peer review results, and may be held
via teleconference. Accordingly, except in rare circumstances that should be ex-
plained to the reviewed firm, the exit conference should be postponed if there is
uncertainty about the report to be issued or the deficiencies or significant defi-
ciencies to be included in the report. The purpose of a separate closing meeting
and exit conference is to provide the firm sufficient time to determine appropri-
ate responses to the matters, findings, deficiencies, and significant deficiencies
identified and to provide the team captain with sufficient time to assess the
firm's responses prior to the report date (exit conference date). If these steps
have been taken prior to the closing meeting or are not necessary, the closing
meeting and exit conference may be combined. If combined, the meeting should
be held in person. In either circumstance, the exit conference should ordinarily
be held prior to but no later than the review due date (see interpretations). The
team captain should discuss the following during the exit conference:

a. Peer review results, including any changes to the information
communicated at the closing meeting after consideration of the
firm's responses to MFC forms, FFC forms, and deficiencies and
significant deficiencies in the report.

b. Potential implications of the RAB acceptance process such as cor-
rective actions (for deficiencies and significant deficiencies) and
implementation plans (for findings) that may be imposed by the
RAB, if applicable. The review team should also discuss with the
reviewed firm the implications of these steps on the acceptance
and completion of the peer review and the reviewed firm's enroll-
ment in the program.

c. Peer review noncooperation implications of consecutive non-pass
report ratings, if applicable (see interpretations).

Addressing Disagreements Between the Reviewer
and the Reviewed Firm

.93 Disagreements may arise during attempts to resolve various issues, for
instance, related to the review of particular engagements, the systemic cause
of a deficiency, or issues related to a design deficiency. In addition, there could
be a disagreement on the appropriate approach to be taken in performing or
reporting in conformity with applicable professional standards, or the review
team might not believe that the actions planned or taken by the firm, if any,
are appropriate (for example, if the reviewed firm believes that it can continue
to support a previously issued report and the review team continues to believe
that there may be a failure to reach appropriate conclusions in the application of
professional standards). Reviewers and reviewed firms should understand that
professional judgment often becomes a part of the process and that each party
has the right to challenge each other on an issue. Nevertheless, a disagreement
during the resolution of an issue may persist in some circumstances. The re-
viewed firm or reviewer should consult with their administering entity and, if
necessary, request that a panel of the administering entity's peer review com-
mittee members resolve the disagreement. The panel must reach a decision to
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resolve the disagreement. Any of the disagreeing parties may request an ap-
peal by writing the board and explaining why he or she believes a review of
the panel's decision is warranted. A panel formed by the board will review and
consider the request and take further action pursuant to fair procedures that
it has established.

Reporting on System Reviews

General
.94 The team captain should furnish the reviewed firm with a written re-

port within 30 days of the exit conference date or by the firm's peer review due
date, whichever is earlier. A report on a review performed by a firm should be
issued on the letterhead of the firm performing the review. A report by a review
team formed by an association of CPA firms should be issued on the letterhead
of the firm of the team captain performing the review. The report in a System
Review ordinarily should be dated as of the date of the exit conference. See in-
terpretations for guidance on notification requirements and submission of peer
review documentation to the administering entity.

Preparing the Report in a System Review
.95 The standard form for a report with a peer review rating of pass is il-

lustrated in appendix C, "Illustration of a Report With a Peer Review Rating
of Pass in a System Review." Illustrations of reports with a peer review rating
of pass with deficiencies and fail are presented in appendixes E, "Illustration
of a Report With a Peer Review Rating of Pass With Deficiencies in a System
Review," and I, "Illustration of a Report With a Peer Review Rating of Fail in a
System Review," respectively. Illustrations of reports with a peer review rating
of pass (with a scope limitation), pass with deficiencies (with a scope limitation),
and fail (with a scope limitation) are presented in appendixes D, "Illustration
of a Report With a Peer Review Rating of Pass (With a Scope Limitation) in a
System Review;" G, "Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies (With a Scope Limitation) in a System Review;" and K, "Illus-
tration of a Report With a Peer Review Rating of Fail (With a Scope Limitation)
in a System Review," respectively.

.96 The written report in a System Review should:

a. State at the top of the report the title "Report on the Firm's Sys-
tem of Quality Control."

b. Include headings for each of the following sections:

i. Firm's Responsibility

ii. Peer Reviewer's Responsibility

iii. Required Selections and Considerations, if applicable

iv. Deficiency(ies) or Significant Deficiency(ies) Identified in
the Firm's System of Quality Control, if applicable

v. Scope Limitation, if applicable

vi. Opinion

c. State that the system of quality control for the accounting and
auditing practice of the firm was reviewed and include the year-
end covered by the peer review.
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d. State that the peer review was conducted in accordance with the
Standards for Performing and Reporting on Peer Reviews estab-
lished by the Peer Review Board of the AICPA.

e. State that a summary of the nature, objectives, scope, limitations
of, and procedures performed in a System Review as described
in the Standards can be found on the AICPA website where the
Standards are summarized.

f. Include a URL reference to the AICPA website where the stan-
dards are located. State that the summary includes an explana-
tion of how engagements identified as not performed or reported
in conformity with applicable professional standards, if any, are
evaluated by a peer reviewer to determine a peer review rating.

g. State that the firm is responsible for designing a system of quality
control and complying with it to provide the firm with reasonable
assurance of performing and reporting in conformity with appli-
cable professional standards in all material respects and for eval-
uating actions to promptly remediate engagements deemed as not
performed or reported in conformity with professional standards,
where appropriate, and for remediating weaknesses in its system
of quality control, if any.

h. State that the reviewer's responsibility is to express an opinion
on the design of the system of quality control and the firm's com-
pliance therewith based on the review.

i. Identify engagement types required to be selected and indicate
whether single or multiple engagements (for example, an audit
versus audits) were reviewed, when applicable.

j. State that reviews by regulatory entities as communicated by the
firm, if applicable, were considered in determining the nature and
extent of procedures.

k. In the event of a scope limitation, include an additional para-
graph before the opinion paragraph that describes the relation-
ship of the excluded engagement(s) or functional area(s) to the
firm's practice as a whole, the highest level of service and indus-
try concentration, if any, of the engagement(s) excluded from po-
tential selection, and the effect of the exclusion on the scope and
results of the peer review. Tailor the opinion, as appropriate, to
address the scope limitation.

l. Identify the different peer review ratings that the firm could re-
ceive.

m. In a report with a peer review rating of pass:
i. Express an opinion that the system of quality control for

the accounting and auditing practice of the reviewed firm
in effect for the year-ended has been suitably designed and
complied with to provide the firm with reasonable assur-
ance of performing and reporting in conformity with appli-
cable professional standards in all material respects.

ii. State the firm has received a peer review rating of pass.
n. In a report with a peer review rating of pass with deficiencies:11

11 Reference to plural could also apply to a singular item within the standards. For instance,
there could be deficiencies or a deficiency. The wording in the peer review report should be tailored as
necessary.
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i. Express an opinion that, except for the deficiencies previ-
ously described, the system of quality control for the ac-
counting and auditing practice of the reviewed firm in ef-
fect for the year-ended has been suitably designed and
complied with to provide the firm with reasonable assur-
ance of performing and reporting in conformity with appli-
cable professional standards in all material respects.

ii. State the firm has received a peer review rating of pass
with deficiencies.

o. In a report with a peer review rating of fail:

i. Express an opinion that as a result of the significant defi-
ciencies previously described, the system of quality control
for the accounting and auditing practice of the reviewed
firm in effect for the year-ended was not suitably designed
or complied with to provide the firm with reasonable as-
surance of performing and reporting in conformity with
applicable professional standards in all material respects.

ii. State the firm has received a peer review rating of fail.

p. In a report with a peer review rating of pass with deficiencies or
fail:

i. Include descriptions of the deficiencies or significant defi-
ciencies (each of these should be numbered) which include
reference to the applicable requirement of Statements on
Quality Control Standards, the scenario that led to the de-
ficiency or significant deficiency, and reference to noncon-
forming engagements as a result of the deficiency or sig-
nificant deficiency, if applicable (see interpretations).

ii. Identify any deficiencies or significant deficiencies that
were also made in the report issued on the firm's previ-
ous peer review (see interpretations). This should be de-
termined based on the systemic cause of the deficiencies
or significant deficiencies.

iii. Identify the level of service for any deficiencies or signifi-
cant deficiencies.

iv. Identify the applicable industry if a deficiency or signifi-
cant deficiency is industry specific.

v. Identify must select industries and practice areas in which
nonconforming engagements were noted as a result of a
deficiency or significant deficiency.

Firm Responses in a System Review and Related
Team Captain Considerations

.97 The firm should discuss matters, findings, deficiencies, and significant
deficiencies with the team captain. If the firm disagrees with one or more of
the findings, deficiencies, or significant deficiencies, the firm should contact the
administering entity for assistance and follow the guidance in paragraph .93
to resolve the disagreement.

.98 The firm should respond to all matters communicated on an MFC form,
findings communicated on an FFC form and deficiencies, or significant deficien-
cies communicated in the peer review report. The firm's response to deficiencies
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or significant deficiencies should be communicated in a letter of response ad-
dressed to the administering entity's peer review committee. The firm's draft
responses should be provided to the team captain as soon as practicable to al-
low the team captain sufficient time to assess the firm's response prior to the
exit conference.

.99 If the reviewed firm receives an FFC form or a report with a peer review
rating of pass with deficiencies or fail, it is the firm's responsibility to identify
the appropriate remediation of any findings, deficiencies, and significant de-
ficiencies and to appropriately respond. The reviewed firm should address the
following in its response with respect to each finding, deficiency, and significant
deficiency (see interpretations):

a. Nonconforming engagements, including the following:

i. The firm's actions taken or planned to remediate the en-
gagements identified on the FFC form or in the report as
nonconforming.

ii. The firm's actions taken or planned to remediate findings
and deficiencies in the firm's system of quality control (see
interpretations)

b. Systemic issues unrelated to nonconforming engagements:

i. The firm's actions taken or planned to remediate findings
and deficiencies in the firm's system of quality control

c. Timing of the remediation

.100 The team captain should review and evaluate the firm's responses on
the FFC forms and letter of response prior to the exit conference. The appropri-
ateness of the firm's response should be discussed during the exit conference.
The firm's letter of response should be finalized and dated as of the exit confer-
ence date and provided to the team captain. The team captain should include
the firm's letter of response with his or her report and working papers submit-
ted to the administering entity (see interpretations).

.101 Illustrations of letters of response by a reviewed firm to reports in
a System Review with a peer review rating of pass with deficiencies and fail
are included in appendixes F, "Illustration of a Response by a Reviewed Firm
to a Report With a Peer Review Rating of Pass With Deficiencies in a System
Review;" H, "Illustration of a Response by a Reviewed Firm to a Report With
a Peer Review Rating of Pass With Deficiencies (With a Scope Limitation) in a
System Review;" J, "Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail in a System Review;" and L, "Illustration of
a Response by a Reviewed Firm to a Report With a Peer Review Rating of Fail
(With a Scope Limitation) in a System Review."

Performing Engagement Reviews

Objectives
.102 The objective of an Engagement Review is to evaluate whether en-

gagements submitted for review are performed and reported on in conformity
with applicable professional standards in all material respects. An Engagement
Review consists of reading the financial statements or information submitted
by the reviewed firm and the accountant's report thereon, together with certain
background information and representations and the applicable documenta-
tion required by professional standards.
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.103 Engagement Reviews are not available to firms that perform engage-
ments under the SASs, engagements under Government Auditing Standards,
examinations under the SSAEs, or engagements performed under PCAOB
standards. However, firms eligible to have an Engagement Review may elect
to have a System Review (see interpretations).

Basic Requirements
.104 The criteria for selecting the peer review year-end and the period to be

covered by an Engagement Review are the same as those for a System Review
(see paragraphs .13–.19). Engagements subject to review ordinarily should be
those with periods ending during the year under review, except for financial
forecasts or projections and agreed upon procedures. Financial forecasts or pro-
jections and agreed upon procedures with report dates during the year under
review would be subject to selection. The reviewed firm should provide summa-
rized information showing the number of its compilation, review and prepara-
tion engagements performed under SSARSs and engagements performed un-
der the SSAEs, classified into industry categories. That information should be
provided for each partner, or individual if not a partner, of the firm who is re-
sponsible for the issuance of reports on such engagements or the issuance of
prepared financial statements with or without disclaimer reports. On the basis
of that information, the review captain or the administering entity ordinarily
should select the types of engagements to be submitted for review, in accordance
with the following guidelines (see interpretations):

a. One engagement should be selected from each of the following
areas of service performed by the firm:

1. Review of financial statements (performed under SSARSs)
2. Compilation of financial statements, with disclosures (per-

formed under SSARSs)
3. Compilation of financial statements that omits substan-

tially all disclosures (performed under SSARSs)
4. Engagements performed under the SSAEs other than ex-

aminations
b. One engagement should be selected from each partner, or indi-

vidual of the firm if not a partner, responsible for the issuance of
reports listed in item a.

c. Selection of preparation engagements should only be made in the
following instances:

1. One preparation engagement with disclosures (performed
under SSARSs) should be selected when performed by an
individual in the firm who does not perform any engage-
ments included in item a or when the firm's only engage-
ments with disclosures are preparation engagements.

2. One preparation engagement that omits substantially all
disclosures (performed under SSARSs) should be selected
when performed by an individual in the firm who does not
perform any engagements included in item a or when the
firm's only omit disclosure engagements are preparation
engagements.

3. One preparation engagement should be selected if needed
to meet the requirement in item d.

d. Ordinarily, at least two engagements should be selected for re-
view.
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.105 The preceding criteria are not mutually exclusive. The objective is to
ensure that one engagement is selected for each partner and one engagement is
selected from each of the areas of service performed by the firm listed in item a
in the previous list. Therefore, one of every type of engagement that a partner,
or individual if not a partner, responsible for the issuance of the reports listed
in item a in the previous list performs does not have to be reviewed as long as,
for the firm taken as a whole, all types of engagements noted in item a in the
previous list performed by the firm are covered.

.106 The review captain should obtain the required representations from
the firm (see paragraph .05f) for the current review. The review captain should
also obtain the firm's prior peer review report, letter of response, if applica-
ble, letter accepting those documents, FFC forms, if applicable, and the firm's
representation letter from the firm or administering entity.

.107 For each engagement selected for review, the reviewed firm should
submit the appropriate financial statements or information and the accoun-
tant's report, masking client identity if it desires, along with specified back-
ground information, representations about each engagement and the firm's
documentation required by applicable professional standards for each of these
engagements. There is a presumption that all engagements otherwise subject
to the peer review will be included in the scope of the review. However, in the
rare situations when exclusions or other limitations on the scope of the review
are being contemplated, a review captain should carefully consider the impli-
cations of such exclusion. This includes communicating with the firm and the
administering entity the effect on the review and on the ability of the review
captain to issue a peer review report.

.108 The evaluation of each engagement submitted for review includes the
following:

a. Consideration of the financial statements or information and the
related accountant's report on the compilation, review and prepa-
ration engagements performed under SSARS and engagements
performed under SSAEs (see interpretations)

b. Consideration of the documentation on the engagements per-
formed via reviewing background and engagement profile infor-
mation, representations made by the firm, and inquiries

c. Review of all other documentation required by applicable profes-
sional standards on the engagements

.109 An Engagement Review does not include a review of other documen-
tation prepared on the engagements submitted for review (other than the docu-
mentation referred to in paragraphs .107–.108), tests of the firm's administra-
tive or personnel files, interviews of selected firm personnel, or other procedures
performed in a System Review (see interpretations). Accordingly, an Engage-
ment Review does not provide the review captain with a basis for expressing
any form of assurance on the firm's system of quality control for its accounting
practice. The review captain's report does indicate, however, whether anything
came to the review captain's attention that caused him or her to believe that
the engagements submitted for review were not performed and reported on in
conformity with applicable professional standards in all material respects (see
interpretations). The review captain should promptly inform the firm when an
engagement is not performed or reported on in conformity with applicable pro-
fessional standards and remind the firm of its obligation under professional
standards to take appropriate actions (see interpretations).
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Identifying Matters, Findings, Deficiencies,
and Significant Deficiencies

.110 Determining the relative importance of matters noted during the peer
review, individually or combined with others, is a matter of professional judg-
ment. Careful consideration is required in forming conclusions. The descrip-
tions that follow, used in conjunction with practice aids (MFC, DMFC, and FFC
forms) to document these items, are intended to assist in determining the na-
ture of the peer review report to issue:

a. A matter is noted as a result of evaluating whether an engage-
ment submitted for review was performed or reported on in con-
formity with applicable professional standards. The evaluation
includes reviewing the financial statements or information, the
related accountant's reports, and the adequacy of procedures per-
formed, including related documentation. Matters are typically
one or more "No" answers to questions in peer review question-
naire(s). A matter is documented on a Matter for Further Consid-
eration (MFC) form.

b. A finding is one or more matters that the review captain has con-
cluded result in financial statements or information, the related
accountant's reports submitted for review, or the procedures per-
formed, including related documentation, not being performed or
reported on in conformity with the requirements of applicable pro-
fessional standards. A review captain will conclude whether one
or more findings are a deficiency or significant deficiency. If the re-
view captain concludes that no finding, individually or combined
with others, rises to the level of deficiency or significant deficiency,
a report rating of pass is appropriate. A finding not rising to the
level of a deficiency or significant deficiency is documented on a
Finding for Further Consideration (FFC) form.

c. A deficiency is one or more findings that the review captain con-
cludes are material to the understanding of the financial state-
ments or information or related accountant's reports or that rep-
resent omission of a critical procedure, including documentation,
required by applicable professional standards. When a deficiency
is noted, the review captain concludes that at least one but not
all engagements submitted for review were not performed or re-
ported on in conformity with applicable professional standards
in all material respects. When the review captain concludes that
deficiencies are not evident on all of the engagements submitted
for review, such deficiencies are communicated in a report with a
peer review rating of pass with deficiencies.

d. A significant deficiency exists when the review captain concludes
that deficiencies are evident on all of the engagements submitted
for review. When a significant deficiency is noted, the review cap-
tain concludes that all engagements submitted for review were
not performed or reported on in conformity with applicable pro-
fessional standards in all material respects. Such significant de-
ficiencies are communicated in a report with a peer review rating
of fail.

.111 A broad understanding of the peer review process, from the review of
submitted engagements to the decision making process of determining whether
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an item noted during an Engagement Review is a matter, finding, deficiency, or
significant deficiency, is shown in exhibit B. The exhibit also illustrates the
aggregation of these items, where those items are documented in the practice
aids, and how they might affect the type of report issued.
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Exhibit B
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.112 As described by exhibit B in paragraph .111, depending on the reso-
lution of a matter and the process of aggregating and evaluating peer review
results, a matter may develop into a finding. Findings will also be evaluated,
and after considering their nature and relative importance, including whether
they are material to the understanding of the report or financial statements
or represent the omission of a critical procedure including documentation, may
not get elevated to a deficiency. Alternatively, a matter may develop into a find-
ing and get elevated to a deficiency. That deficiency may or may not be further
elevated to a significant deficiency.

.113 A matter is documented on an MFC form. If the matter, after further
evaluation, gets elevated to a finding, but not a deficiency or significant defi-
ciency, it is documented on a FFC form. The FFC form is a standalone document
that includes the reviewed firm's response regarding actions planned or taken
and the timing of those actions by the firm. MFC and FFC forms are subject
to review and oversight by the administering entity, who will evaluate the re-
viewed firm's FFC form responses for appropriateness and responsiveness (see
paragraphs .141–.145). If the matter documented on the MFC form is instead
elevated to a deficiency or significant deficiency, then it is communicated in the
report itself. The firm submits a letter of response regarding actions planned
or taken and the timing of those actions by the firm, which is also evaluated for
appropriateness and responsiveness (see paragraphs .139–.140).

.114 In order to document the disposition of all the MFCs, the review cap-
tain completes a DMFC form. The DMFC form is part of the working papers
and provides a trail of the disposition of the MFCs for the peer reviewer, admin-
istering entity, and individuals conducting technical reviews or oversight. All
of the MFCs are identified on the DMFC form with an indication after each as
to whether it was cleared, discussed with the firm, included on a specific FFC
form (individually or combined with other MFCs), or included as a deficiency
in a report with a peer review rating of pass with deficiencies or as a significant
deficiency in a report with a peer review rating of fail.

Communication Requirements for Closing Meeting
and Exit Conference

.115 Prior to issuing his or her report or finalizing MFC and FFC form(s),
if applicable, the review captain should communicate his or her conclusions to
the firm at a closing meeting. The closing meeting is normally held via tele-
conference and may also be attended by representatives of the administering
entity, the board, AICPA staff, or other board authorized organizations with
oversight responsibilities. The review captain should discuss the following dur-
ing the closing meeting:

a. Preliminary peer review results, including any matters, findings,
deficiencies or significant deficiencies, and the type of report to be
issued.

b. The firm's requirement to respond to the MFC form(s), FFC
form(s), or the deficiency(ies) or significant deficiency(ies) in-
cluded in the peer review report.

c. Other suggestions and observations for the firm to consider. For
example, implications of upcoming changes in professional stan-
dards, operational or efficiency suggestions, and minor areas for
improvement considerations.
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An exit conference will be held after the firm has responded to the MFC form(s),
FFC form(s), and deficiencies or significant deficiencies in the report and the
review captain has assessed whether the responses are appropriate and has
considered any additional impact to the peer review results, and is normally
held via teleconference. Accordingly, except in rare circumstances that should
be explained to the firm, the exit conference should be postponed if there is
uncertainty about the report to be issued or the deficiencies or significant defi-
ciencies to be included in the report. The purpose of a separate closing meeting
and exit conference is to provide the firm sufficient time to determine appropri-
ate responses to the matters, findings, deficiencies, and significant deficiencies
identified and to provide the review captain with sufficient time to assess the
firm's responses prior to the report date (exit conference date). If these steps
have been taken prior to the closing meeting or are not necessary, the closing
meeting and exit conference may be combined. In either circumstance, the exit
conference should ordinarily be held prior to but no later than the review due
date (see interpretations). The review captain should discuss the following dur-
ing the exit conference:

a. Final peer review results, including any changes to the informa-
tion communicated at the closing meeting after consideration of
the firm's responses to MFCs, FFCs, and deficiencies and signifi-
cant deficiencies in the report.

b. Potential implications of the RAB acceptance process such as cor-
rective actions (for deficiencies and significant deficiencies) and
implementation plans (for findings) that may be imposed by the
RAB, if applicable. The review captain should also discuss with
the firm the implications of these steps on the acceptance and
completion of the peer review and the firm's enrollment in the
program.

c. Peer review noncooperation implications of consecutive non-pass
report ratings, if applicable (see interpretations).

Addressing Disagreements Between the Reviewer
and the Reviewed Firm

.116 Disagreements may arise during attempts to resolve various issues.
For instance, there could be a disagreement on the appropriate approach to per-
forming or reporting in conformity with applicable professional standards, or
the review team might not believe that the actions planned or taken by the firm,
if any, are appropriate (for example, if the reviewed firm believes that it can con-
tinue to support a previously issued report and the review team continues to
believe that there may be a failure to reach appropriate conclusions in the appli-
cation of professional standards). Reviewers and reviewed firms should under-
stand that professional judgment often becomes a part of the process and that
each party has the right to challenge each other on an issue. Nevertheless, a dis-
agreement during the resolution of an issue may persist in some circumstances.
The reviewed firm and reviewer should consult with their administering entity
and, if necessary, request that a panel of the administering entity's peer review
committee members resolve the disagreement. The panel must reach a deci-
sion to resolve the disagreement. Any of the disagreeing parties may request
an appeal by writing the board and explaining why he or she believes a review
of the panel's decision is warranted. A panel formed by the board will review
and consider the request and take further action pursuant to fair procedures
that it has established.
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Reporting on Engagement Reviews

Forming Conclusions on the Type of Report to Issue
in an Engagement Review

Engagement Review Report With a Peer Review Rating of Pass
.117 A report with a peer review rating of pass is issued when the reviewer

concludes that nothing came to his or her attention that caused him or her to
believe that the engagements submitted for review were not performed and re-
ported on in conformity with applicable professional standards in all material
respects. There are no deficiencies or significant deficiencies that affect the na-
ture of the report and, therefore, the report does not contain any deficiencies or
significant deficiencies. In the event of a scope limitation, a report with a peer
review rating of pass (with a scope limitation) is issued.

Engagement Review Report With a Peer Review Rating
of Pass With Deficiencies

.118 A report with a peer review rating of pass with deficiencies is issued
when at least one but not all of the engagements submitted for review contain a
deficiency. In the event of a scope limitation, a report with a peer review rating
of pass with deficiencies (with a scope limitation) is issued.

Engagement Review Report With a Peer Review Rating of Fail
.119 A report with a peer review rating of fail is issued when the review

captain concludes that, as a result of the deficiencies described in the report, the
engagements submitted for review were not performed or reported on in confor-
mity with applicable professional standards in all material respects. A report
with a peer review rating of fail is issued when deficiencies are evident on all
of the engagements submitted for review. The review captain should not ex-
pand scope beyond the original selection of engagements in an effort to change
the conclusion from a peer review rating of fail in these circumstances. In the
event of a scope limitation, a report with a peer review rating of fail (with a
scope limitation) is issued.

General
.120 In an Engagement Review, the review captain should furnish the re-

viewed firm with a written report within 30 days of the exit conference date or
by the firm's peer review due date, whichever is earlier. A report on a review
performed by a firm should be issued on the letterhead of the firm performing
the review. A report by a review team formed by an association of CPA firms
should be issued on the letterhead of the firm of the review captain performing
the review. Other reports are issued on the letterhead of the administering en-
tity. The report in an Engagement Review ordinarily should be dated as of the
date of the exit conference. See interpretations for guidance on notification re-
quirements and submission of peer review documentation to the administering
entity.

Illustrations of Reports in an Engagement Review
.121 The standard form for a report with a peer review rating of pass is

illustrated in appendix M, "Illustration of a Report with a Peer Review Rat-
ing of Pass in an Engagement Review." Illustrations of reports with a peer re-
view rating of pass with deficiencies and fail are presented in appendixes N,
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"Illustration of a Report with a Peer Review Rating of Pass with Deficiencies in
an Engagement Review," and P, "Illustration of a Report with a Peer Review
Rating of Fail in an Engagement Review," respectively. Additional paragraphs
included for scope limitations follow the illustrations for System Reviews with
scope limitations (see appendixes D, G, and K).

.122 The written report in an Engagement Review should:

a. State at the top of the report the title "Report on the Firm's Con-
formity With Professional Standards on Engagements Reviewed."

b. Include headings for each of the following sections:

i. Firm's Responsibility

ii. Peer Reviewer's Responsibility

iii. Deficiency(ies) or Significant Deficiency(ies) Identified on
the Firm's Conformity With Professional Standards on En-
gagements Reviewed, if applicable

iv. Scope Limitation, if applicable

v. Conclusion

c. State that the review captain reviewed selected accounting en-
gagements of the firm and include the year-end covered by the
peer review.

d. State that the peer review was conducted in accordance with the
Standards for Performing and Reporting on Peer Reviews estab-
lished by the Peer Review Board of the American Institute of Cer-
tified Public Accountants.

e. State that the nature, objectives, scope, limitations of, and proce-
dures performed in an Engagement Review as described in the
Standards can be found on the AICPA website where the Stan-
dards are summarized.

f. State that the firm is responsible for designing a system of quality
control and complying with it to provide the firm with reasonable
assurance of performing and reporting in conformity with appli-
cable professional standards in all material respects and for eval-
uating actions to promptly remediate engagements deemed as not
performed or reported in conformity with professional standards,
where appropriate, and for remediating weaknesses in its system
of quality control, if any.

g. State that the reviewer's responsibility is to evaluate whether the
engagements submitted for review were performed and reported
on in conformity with applicable professional standards in all ma-
terial respects.

h. State that an Engagement Review does not include reviewing the
firm's system of quality control and compliance therewith and,
accordingly, the reviewers express no opinion or any form of as-
surance on that system.

i. In the event of a scope limitation, include an additional paragraph
before the last paragraph that describes the relationship of the ex-
cluded engagement(s) to the firm's practice as a whole, the highest
level of service and industry concentration, if any, of the engage-
ment(s) excluded from the potential selection, and the effect of the
exclusion on the scope and results of the peer review. Tailor the
conclusion, as appropriate, to address the scope limitation.
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j. Identify the different peer review ratings that the firm could re-
ceive.

k. In a report with a peer review rating of pass, state:
i. That nothing came to the review captain's attention that

caused the review captain to believe that the engagements
submitted for review were not performed and reported on
in conformity with applicable professional standards in all
material respects.

ii. That the firm has received a peer review rating of pass.
l. In a report with a peer review rating of pass with deficiencies,12

state:
i. That as a result of the deficiencies previously described,

the review captain believes that at least one but not all of
the engagements submitted for review were not performed
and reported on in conformity with applicable professional
standards in all material respects.

ii. That the firm has received a peer review rating of pass
with deficiencies.

m. In a report with a peer review rating of fail, state:
i. That as a result of the deficiencies previously described,

the review captain believes that all the engagements sub-
mitted for review were not performed or reported on in
conformity with applicable professional standards in all
material respects.

ii. That the firm has received a peer review rating of fail.
n. In a report with a peer review rating of pass with deficiencies or

fail:
i. Include descriptions of the deficiencies or significant defi-

ciencies (each of these should be numbered) (see interpre-
tations).

ii. Identify any deficiencies or significant deficiencies that
were also made in the report in the firm's previous peer
review. However, if the specific types of reporting, presen-
tation, disclosure, or documentation deficiencies or signif-
icant deficiencies are not substantially the same on the
current review as on the prior review, the deficiencies or
significant deficiencies would not be considered a repeat
(see interpretations).

iii. Identify the level of service for any deficiencies or signifi-
cant deficiencies. If the deficiency or significant deficiency
is industry specific, also identify the industry.

Firm Responses in an Engagement Review and Related Review
Captain Considerations

.123 The firm should discuss matters, findings, deficiencies, and significant
deficiencies with the review captain. If the firm disagrees with one or more of
the findings, deficiencies, or significant deficiencies, the firm should contact the

12 See footnote 11.
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administering entity for assistance and follow the guidance in paragraph .116
to resolve the disagreement.

.124 The firm should respond to all matters communicated on an MFC
form, findings communicated on an FFC form, and deficiencies or significant
deficiencies communicated in the peer review report. The firm's response to
deficiencies or significant deficiencies should be communicated in a letter of
response addressed to the administering entity's peer review committee. The
firm's draft responses should be provided to the review captain as soon as prac-
ticable to allow the review captain sufficient time to assess the firm's response
prior to the exit conference.

.125 If the firm receives an FFC form or a report with a peer review rating
of pass with deficiencies or fail, it is the firm's responsibility to identify the ap-
propriate remediation of findings, deficiencies, and significant deficiencies and
to appropriately respond (see interpretations). The reviewed firm should ad-
dress the firm's actions taken or planned to remediate the findings, deficiencies
or significant deficiencies, including timing of the remediation and additional
procedures to ensure the finding, deficiency, or significant deficiency is not re-
peated in the future.

.126 The review captain should review and evaluate the responses on the
FFC forms and letter of response prior to the exit conference. The appropriate-
ness of the firm's response should be discussed during the exit conference. The
firm's letter of response should be finalized and dated as of the exit conference
date and provided to the review captain. The review captain should include the
firm's letter of response with his or her report and working papers submitted
to the administering entity (see interpretations).

.127 Illustrations of letters of responses by a reviewed firm to reports with
a peer review rating of pass with deficiencies and fail are included in appendixes
O, "Illustration of a Response by a Reviewed Firm to a Report With a Peer
Review Rating of Pass With Deficiencies in an Engagement Review," and Q,
"Illustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Fail in an Engagement Review."

Administering Peer Reviews
.128 All peer reviews intended to meet the requirements of the program

should be carried out in conformity with these standards under the supervi-
sion of a state CPA society, group of state CPA societies, the board's committees
including but not limited to the National PRC (see interpretations), or other
entity (hereinafter, administering entity) approved by the board to administer
peer reviews. This imposes an obligation on reviewed firms to facilitate com-
pletion of their peer reviews in compliance with the procedures established by
the board, and to cooperate with the peer reviewer, administering entity, and
the board in all matters related to the review, that could impact the firm's en-
rollment in the program.

.129 Entities requesting to administer the program are required to com-
plete and sign a Plan of Administration (plan) annually whereby the entity
agrees to administer the program in compliance with these standards, inter-
pretations, and other guidance established by the board. Upon receipt of the
plans by the AICPA, including jurisdictions requesting another entity to ad-
minister the program for firms in its state, the board annually approves the
administering entities for all of the jurisdictions covered by the program.

.130 This imposes an obligation on the administering entities to en-
sure that their staff, technical reviewers, committee members, and all others
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involved in the administration of the program and performance of peer reviews
comply with these standards, interpretations, and other guidance established
by the board. Administering entities shall also cooperate with the board in all
matters related to the administration of the program. Failure to comply with
these standards, interpretations, and other guidance may result in the revoca-
tion of the administering entity's plan by the board. If an administering entity
refuses to cooperate or is found to be deficient in administering the program in
compliance with these standards or with other guidance, the board may decide
pursuant to fair procedures whether the administering entity's plan should be
revoked or whether some other action should be taken.

.131 Due to the volume of peer reviews, firms, reviewers, and other con-
tributing factors, the board recognizes that administering entities, and in some
situations firms and peer reviewers, may need the flexibility, in specific cir-
cumstances, to implement alternate methods of complying with the standards,
interpretations, or guidance issued by the board. The board or its staff will con-
sider reasonable requests from administering entities' peer review committees
on such matters. The comprehensiveness of the administering entity's oversight
policies and procedures will be considered as well as such factors as whether the
objectives of the standards, interpretations, or guidance would still be met. Re-
quests for consideration of alternative methods must be approved by the board
in writing prior to implementing alternative methods of complying with the
standards, interpretations, or other guidance. Ordinarily, such requests should
be submitted in conjunction with an administering entity's plan.

Fulfilling Peer Review Committee and Report
Acceptance Body Responsibilities

.132 An administering entity appoints a peer review committee to oversee
the administration, acceptance, and completion of peer reviews. The commit-
tee may decide to delegate a portion of the report acceptance function to report
acceptance bodies (RABs), whose members may be, but are not required to be,
members of the committee as well. Members of a committee or a RAB must meet
minimum qualification requirements (see interpretations). It is ultimately the
committee's responsibility to ensure that it (or a RAB on its behalf) considers
the results of peer reviews it administers that are undertaken to meet the re-
quirements of the program. The activities of the committee should be carried
out in accordance with administrative procedures and guidance issued by the
board. Committee members may not participate in any discussion or have any
vote with respect to a reviewed firm if the member lacks independence or has a
conflict of interest with the reviewing firm, the reviewer, or the reviewed firm.

.133 The committee's report acceptance body responsibilities include, but
are not limited to:

a. Ensuring that peer reviews are presented to an RAB in a timely
manner, ordinarily within 120 days of the receipt of the working
papers, peer review report, and letter of response, if applicable,
from the team captain or review captain, or within 60 days for En-
gagement Reviews meeting certain criteria (see paragraphs .137–
.138).

b. Considering whether the review has been performed in accor-
dance with these standards, interpretations, and related guidance
materials.

c. Considering whether the report, and the response thereto, if ap-
plicable, are in accordance with these standards, interpretations,
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and related guidance materials, including an evaluation of the ad-
equacy of the corrective actions the reviewed firm has represented
that it has taken or will take in its letter of response.

d. Determining whether it should require any remedial, corrective
actions related to the deficiencies or significant deficiencies noted
in the peer review report, in addition to or in affirmation of those
described by the reviewed firm in its letter of response. Exam-
ples of such corrective actions include, but are not limited to, re-
quiring certain individuals to obtain specified kinds and specified
amounts of CPE, requiring the firm to carry out more compre-
hensive monitoring procedures, or requiring it to engage another
CPA to perform pre-issuance or post-issuance reviews of financial
statements, reports, and accounting and audit documentation to
attempt to strengthen the performance of the firm's personnel.

e. In relation to FFCs:

1. Considering whether FFC (and associated MFC and
DMFC) forms are prepared in accordance with these stan-
dards, interpretations, and related guidance materials, in-
cluding whether the findings addressed on the FFC forms
should have been included in a report with a peer review
rating of pass with deficiencies or fail.

2. Determining the adequacy of the plan the reviewed firm
has represented that it has implemented or will imple-
ment in its response on the FFC form(s).

3. Determining whether it should require an implementation
plan in addition to or as an affirmation of the plan de-
scribed by the reviewed firm in its response to the findings
on the FFC form(s).

f. Ensuring that all corrective actions related to deficiencies or sig-
nificant deficiencies in the peer review report and all implementa-
tion plans related to findings on FFC forms have been completed
to the satisfaction of the committee.

g. Ensuring that all firms within its jurisdiction have timely peer
reviews and keeping track of the timing of the completion of cor-
rective actions and implementation plans by all firms that the
committee has required, including those that are overdue.

.134 In reaching its conclusions on the preceding items, the committee is
authorized to make whatever inquiries or initiate whatever actions it considers
necessary in the circumstances, including but not limited to requesting expan-
sion of scope, revisions to the report, or the reviewed firm's response thereto.
Such inquiries or actions by the committee should be made with the under-
standing that the program is intended to be positive and remedial in nature
and is based on mutual trust and cooperation.

.135 In the rare event of a disagreement between the administering entity
and either the reviewer or the reviewed firm that cannot be resolved by ordi-
nary good-faith efforts, the administering entity may request that the matter
be referred to the board for final resolution. Only the approved administering
entity's peer review committee will be responsible for determining whether a
disagreement still exists in order to refer the matter to the board. In these cir-
cumstances, the board may consult with representatives of other AICPA com-
mittees or with appropriate AICPA staff.
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Accepting System and Engagement Reviews
.136 Technical reviews are required to be performed by the administering

entity on all peer reviews. Technical reviewers must meet minimum qualifica-
tion requirements (see interpretations).

.137 All System Reviews are required to be presented for committee con-
sideration, but committee consideration is not always required in an Engage-
ment Review. The technical reviewer13 should be delegated the authority from
the committee to accept Engagement Reviews in certain circumstances (see in-
terpretations).

.138 Engagement Reviews that do not require committee consideration
are required to be accepted by the technical reviewer within 60 days of receipt
of the working papers and report from the review captain. If the committee does
not delegate the authority to the technical reviewer to accept Engagement Re-
views under the specific criteria indicated previously, the review is required to
be presented to the committee within 60 days of receipt of the working papers
and report from the review captain.

.139 In deciding on the need for and nature of any corrective actions, the
committee should consider the nature and significance (and for System Re-
views, the systemic causes, pattern, pervasiveness, and relative importance
to the system of quality control as a whole) of the deficiencies or significant
deficiencies. It should evaluate whether the reviewed firm's actions taken or
planned to remediate deficiencies in the system of quality control and noncon-
forming engagements, if applicable, appear comprehensive, genuine, and feasi-
ble.

.140 If the peer review committee determines that corrective actions re-
lated to the deficiencies or significant deficiencies noted in the peer review re-
port, in addition or as an affirmation of those described by the firm in its letter of
response, are appropriate, the firm will be required to evidence its agreement
to perform these corrective action(s) in writing before the report is accepted
and complete the action(s) as a condition of cooperation with the administering
entity and the board.

Cooperating in a Peer Review
.141 Paragraph .05h of the standards noted that firms (and individuals)

enrolled in the program have the responsibility to cooperate with the peer re-
viewer, administering entity, and the board in all matters related to the peer
review, that could impact the firm's enrollment in the program, including taking
remedial, corrective actions or implementing FFC plans as needed.

.142 In deciding on the need for and nature of any implementation plan
in addition to, or in affirmation of, that described by the firm in its response
on the FFC form, the committee should consider the nature and significance
(and for System Reviews, the systemic causes, pattern, pervasiveness, and rel-
ative importance to the system of quality control as a whole) of the findings. It
should evaluate whether the reviewed firm's actions taken or planned to reme-
diate nonconforming engagements and systemic findings appear comprehen-
sive, genuine, and feasible.

.143 If the peer review committee determines, as part of its deliberations
regarding the peer review, that an implementation plan in addition to or as an

13 The responsibilities and the role of technical reviewers are included in the AICPA Peer Review
Program Report Acceptance Body Handbook, which is provided to all administering entities.
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affirmation of those described by the firm in its responses on the FFC form are
warranted, the firm will be required to evidence its agreement to perform this
FFC implementation plan in writing and complete the plan as a condition of
cooperation with the administering entity and the board (see interpretations).
Although agreeing to and completing such a plan is not tied to the acceptance
of the peer review, if a firm fails to cooperate, the firm would be subject to fair
procedures that could result in the firm's enrollment in the program being ter-
minated (see interpretations). The resulting MFC, DMFC, and FFC forms, as
well as any correspondence relating to the implementation plan to be followed
by the firm related to these documents, are outside of the reporting and accep-
tance process.

.144 If a reviewed firm refuses to cooperate, fails to correct deficiencies
or significant deficiencies, or is found to be so seriously deficient in its perfor-
mance that education and remedial, corrective actions or implementation plans
are not adequate, the board may decide, pursuant to fair procedures that it has
established, to appoint a hearing panel to consider whether the firm's enroll-
ment in the program should be terminated or whether some other action should
be taken. A firm that receives peer reviews with recurring deficiencies or sig-
nificant deficiencies that are not corrected may be deemed as a firm refusing to
cooperate. In addition, a firm that fails to correct deficiencies or significant de-
ficiencies after consecutive corrective actions requested by the committee may
also be deemed as a firm refusing to cooperate.

.145 If a decision is made by the hearing panel to terminate a firm's enroll-
ment in the program, firms with AICPA members will have the right to appeal
to the AICPA Joint Trial Board for a review of the termination decision. As
to AICPA members, the fact that a firm's enrollment in the program has been
terminated shall be published in such form and manner as the AICPA Council
may prescribe. Firms without AICPA members will have the right to appeal
in accordance with fair procedures developed by the board for a review of the
termination decision.

Publicizing Peer Review Information
.146 The reviewed firm should not publicize the results of the review or dis-

tribute copies of the peer review report to its personnel, clients, or others until
it has been advised that the report has been accepted (see interpretations) by
the administering entity as meeting the requirements of the program. Neither
the administering entity nor the AICPA shall make the results of the review,
or information related to the acceptance or completion of the review, available
to the public, except as authorized or permitted by the firm under certain cir-
cumstances (see interpretations). The administering entity and the AICPA may
disclose the following information:

a. The firm's name and address
b. The firm's enrollment in the program
c. The date of acceptance and the period covered by the firm's most

recently accepted peer review
d. If applicable, whether the firm's enrollment in the program has

been dropped or terminated

Peer Reviewers’ Performance and Cooperation
.147 A team captain, review captain, or reviewer (hereinafter, reviewer)

has a responsibility to perform a review in a timely, professional manner. This
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relates not only to the initial submission of the report and materials on the
review, but also to the timely completion of any additional actions necessary
to complete the review, such as completing any omitted documentation of the
work performed on the review and resolving questions raised by the committee
or technical reviewer accepting the review as well as the board and AICPA staff.

.148 In considering peer review documents for acceptance, the committee
evaluates the reviewer's performance on the peer review. In addition to the com-
mittee's evaluation, the board and AICPA staff also evaluate and track review-
ers' performance on peer reviews. If a pattern of reviewer performance find-
ings14 by a particular reviewer is noted, then the board or committee should
issue a performance deficiency letter requiring the reviewer to complete one or
more corrective actions or recommend to the board that the reviewer be pro-
hibited from performing peer reviews in the future. If more than one reviewer
performance deficiency15 is noted (regardless of whether a pattern is present),
then the board or committee should either issue a performance deficiency letter
requiring the reviewer to complete one or more corrective actions or recommend
to the board that the reviewer be prohibited from performing peer reviews in
the future.

.149 In situations in which one or more of such corrective actions are re-
quired, the administering entity must inform AICPA staff and such actions will
be recognized by all other administering entities. Any corrective action required
of a reviewer will apply to the individual's participation in the performance of
any peer review unless the condition is specific to the individual's service as
only a team captain, review captain, team member, or QCM reviewer.

.150 If the reviewer disagrees with the corrective action(s) required by the
committee or board, he or she may appeal the decision by writing the board
and explaining why he or she believes that the action(s) are unwarranted. A
hearing panel formed by the board will review and consider the request and
take further action pursuant to fair procedures that it has established.

.151 If a reviewer fails to correct reviewer performance deficiencies after
a corrective action has been required or has committed egregious acts16 in the
performance of a peer review, the committee should recommend to the board
that the reviewer be prohibited from performing peer reviews in the future.

.152 When a committee recommends that a reviewer should be prohibited
from performing peer reviews in the future, the board shall appoint a hearing
panel to consider, pursuant to fair procedures that it has established, whether
the reviewer should be removed from the list of qualified reviewers or whether
some other action should be taken. The board may appoint such a hearing panel
without a committee recommendation. If the reviewer disagrees with the deci-
sion of the panel, he or she may appeal the decision by writing the board and
explaining why he or she believes removal from the list of qualified reviewers
is unwarranted. The board will take further action pursuant to fair procedures
that it has established.

.153 If a reviewer has a corrective or other action(s) imposed on him or her
by the committee or board, and the reviewer had previously been approved to

14 These terms are defined in the AICPA Peer Review Program Report Acceptance Body Hand-
book.

15 These terms are defined in the AICPA Peer Review Program Report Acceptance Body Hand-
book.

16 These terms are defined in the AICPA Peer Review Program Report Acceptance Body Hand-
book.
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perform a peer review that has either begun or has yet to begin, then the com-
mittee or board will need to consider whether the review should be performed
by another reviewer, or if the review should be overseen by a member of the
committee at the reviewer's expense, or other actions, if any (whether or not
the reviewer has filed an appeal with the board). If the reviewer has completed
the fieldwork on one or more peer reviews prior to the imposition of the cor-
rective action, then the committee or board will consider what action, if any, to
take regarding those peer reviews based on the facts and circumstances.

Performing and Reporting on Reviews of Quality
Control Materials (QCM)

Introduction
.154 Quality control materials (QCM) are materials that are suitable for

adoption by a firm as an integral part of that firm's system of quality control.
Such materials provide guidance to assist firms in performing and reporting
in conformity with professional standards and may include, but are not limited
to, such items as engagement aids, including accounting and auditing manuals,
checklists, questionnaires, work programs, computer-aided accounting and au-
diting tools, and similar materials intended for use by accounting and auditing
engagement teams.

.155 Organizations (hereinafter referred to as providers) may sell or oth-
erwise distribute to CPA firms (hereinafter referred to as user firms) QCM that
they have developed.

.156 Providers may elect voluntarily or be required to have an independent
review of their system of quality control for the development and maintenance
of the QCM they have developed, and of the resultant materials (see paragraph
.159). The reasons for having such a review are:

a. Providing reasonable assurance to user firms that the provider's
system of quality control to develop and maintain QCM is appro-
priately designed and complied with, and that the resultant mate-
rials are reliable aids to assist them in conforming with all those
components which are integral to the professional standards the
materials purport to encompass.

b. Providing more cost-effective peer reviews for firms that use such
materials by allowing the peer reviewers of user firms to place
reliance on the results of the QCM review in evaluating the design
of the user firm's system of quality control.

c. Ensuring that independence and objectivity on peer reviews of
user firms is maintained when such peer reviews are performed
by providers.

.157 A summary of the nature, objectives, scope, limitations of, and proce-
dures performed on QCM reviews is included in appendix A.

Objectives of a QCM Review
.158 The objectives of a review of QCM developed by a provider are deter-

mining:

a. Whether the provider's system for the development and mainte-
nance of the QCM was suitably designed and was being complied

PR §100.154 ©2017, AICPA



Standards for Performing and Reporting on Peer Reviews 2843

with during the period under review to provide user firms with
reasonable assurance that the materials are reliable aids.

b. Whether the resultant materials are reliable aids to assist user
firms in conforming with all those components which are integral
to the professional standards the materials purport to encompass.

Applicability
.159 Generally, there are two categories of providers:

a. A CPA firm or its affiliate or related entity (see interpretations)
that develops and maintains QCM (collectively, a provider firm).
A provider firm is ordinarily permitted to perform the peer review
of a user firm if an independent review of both the provider firm's
system of quality control for the development and maintenance
of the QCM and the provider firm's resultant materials (the QCM
review) is performed as a safeguard of independence.

b. Any other type of organization that does not fall under the de-
scription of a provider firm (voluntary provider), including an as-
sociation of CPA firms providing QCM or a third party organiza-
tion that provides QCM as a primary function of its business.

All QCM reviews are administered by the National PRC and performed in ac-
cordance with these standards.

.160 With respect to a provider firm, the initial QCM review is due within
six months of the elected year-end date. The initial QCM review is required to
be completed before the provider firm can be scheduled to perform the peer re-
view of a user firm. A provider firm's subsequent QCM review has a due date
of three years and six months from the year-end of the previous QCM review.
The due date for a QCM review is the date by which the QCM review report,
letter of response (if applicable), and the QCM reviewer's working papers are
to be submitted to the National PRC. If the QCM review working papers are
not submitted by the due date, the provider firm will no longer be independent
to perform peer reviews of user firms after that date (that is, the necessary
independence safeguard was not implemented timely, which is considered non-
cooperation).

.161 Subsequent to the QCM review, if there are substantial changes in
either the system for the development and maintenance of the materials or in
the resultant materials themselves, the provider firm should consult with the
National PRC to determine whether an accelerated QCM review is required.

.162 In addition, a provider firm that will perform the peer review of a user
firm is required to have its own firm's subsequent peer reviews administered
by the National PRC (from the point of scheduling the QCM review onward)
(see interpretations).

.163 Voluntary providers of QCM that elect (but are not required) to have a
QCM review should consult with the National PRC. Reviews of providers that
voluntarily elect to have a QCM review under these standards must comply
with the standards in all respects.

.164 Materials relating to the PCAOB standards are not within the scope
of these standards.

.165 The National PRC will administer reviews of QCM based on the
standards and the RAB Handbook. When not otherwise addressed in this sec-
tion, QCM reviewers and providers should refer to the other sections of the
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Standards for Performing and Reporting on Peer Reviews for additional guid-
ance on performing, reporting on, and accepting QCM reviews.

Qualifications for Serving as a QCM Reviewer
.166 The National PRC establishes minimum requirements to qualify as

a QCM reviewer. In addition to the peer reviewer qualifications set forth in the
paragraphs under "Organizing the System or Engagement Review Team" and
"Qualifying for Service as a Peer Reviewer" (see paragraphs .26–.35) and in the
interpretations, the National PRC will consider other factors in determining
whether a potential QCM reviewer is qualified (see interpretations). Members
of the QCM review team must be approved by the National PRC prior to the
commencement of the review. Final approval of QCM review teams is at the
National PRC's discretion.

Procedures for Planning and Performing QCM Reviews
.167 A QCM review should include procedures to plan and perform the

review. The provider should identify the specific materials subject to the QCM
review that will be opined upon in the report. Procedures to test the provider's
system of quality control should be determined based on the specific materials
included in the scope of the review.

.168 Once materials are identified for review purposes, they cannot be sub-
sequently excluded from the scope of the review without resulting in a scope
limitation. If the QCM review is required because the provider firm plans to
peer review user firms, ordinarily all of the provider firm's materials should
be included in the scope of the QCM review. If specific materials are excluded
from the scope of the QCM review, then the provider firm will not be indepen-
dent of firms that use those specific materials excluded from the scope of the
QCM review.

Planning Considerations
.169 The QCM reviewer should obtain the prior QCM report, letter of

response, if applicable, acceptance letter, FFC forms, if applicable, and the
provider's representation letter from the provider or National PRC. The QCM
reviewer should consider whether the issues discussed in those documents
require additional emphasis in the current review, and should evaluate the
provider's performance of the actions noted in the prior review letter of response
and FFC forms, if applicable.

.170 In addition, the QCM review team should assess the risk associated
with QCM reviews. This is the risk that the QCM review team:

a. Fails to identify significant weaknesses in the provider's system of
quality control for the development and maintenance of its qual-
ity control materials, its lack of compliance with that system, or
a combination thereof.

b. Fails to identify significant weaknesses in the materials.
c. Issues an inappropriate opinion on the provider's system of qual-

ity control for the development and maintenance of its quality
control materials, its compliance with that system, or a combina-
tion thereof.

d. Issues an inappropriate opinion on the materials.
e. Reaches an inappropriate decision about the matters to be in-

cluded in, or excluded from, the report.
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.171 QCM review risk consists of:

a. The risk (consisting of inherent risk and control risk) that the
quality control materials are not reliable aids, that the provider's
system of quality control will not prevent such failure, or both.

b. The risk (detection risk) that the review team will fail to detect
and report on design or compliance deficiencies or significant de-
ficiencies in the provider's system of quality control or in the re-
sultant materials.

.172 In planning the review, the QCM review team should assess and doc-
ument the relevant inherent and control risk factors, and how the combined
risks affect detection risk and, therefore, the scope of review procedures. This
assessment should include but is not limited to consideration of the nature and
environment of the provider (including economic and competitive pressures);
experience with developing and maintaining QCM; the level of risk; complexity
and change inherent in the industries and professional standards covered by
the QCM; prior findings on previously-issued materials and the disposition of
those findings; and any investigations, allegations, or restrictions on authors
and technical reviewers (including outside and guest authors or technical re-
viewers).

Understanding the Provider’s System of Quality Control
.173 A provider's system of quality control for the development and main-

tenance of the materials normally should include:

a. A requirement that the provider's system of quality control be
documented.

b. A requirement that the provider perform on-going monitoring of
its system of quality control.

c. A requirement that the materials be developed and maintained
by individuals qualified in the subject matter.

d. A requirement that the materials be reviewed for technical accu-
racy by a qualified person(s) other than the developer(s).

e. Procedures to ensure that the individuals who develop, maintain,
or review the materials for technical accuracy are appropriately
qualified in the subject matter.

f. Procedures to ensure that the materials are current and address
the relevant professional standards and industry guidance.

g. Procedures for soliciting and evaluating feedback from users of
the materials.

h. Procedures for communicating the period and, where appropriate,
the professional standards encompassed by the materials.

i. Procedures (if any) regarding the issuance of updates to the ma-
terials and, if a policy exists, the method of updating. If the
provider's policy is not to provide updates to the materials be-
tween versions, then include the procedures for communicating
this policy to users.

j. Procedures for ensuring that the materials are updated in accor-
dance with the provider's policy when it has undertaken to update
them.

k. Procedures for ensuring that the system of quality control as de-
signed is operating effectively.

©2017, AICPA PR §100.173



2846 Peer Review

.174 A study and evaluation of the system for the development and main-
tenance of the materials normally should include the following procedures:

a. Reviewing and evaluating the procedures established for monitor-
ing the system of quality control, and assessing how any findings
or issues were resolved.

b. Reviewing and evaluating the procedures established for devel-
oping and maintaining the materials.

c. Reviewing and evaluating the procedures established for updat-
ing (including distributing) the materials to ensure that the ma-
terials remain current and relevant when the provider has under-
taken the responsibility for updating the materials.

d. Reviewing the technical competence of the developers and up-
daters (if applicable) of the materials.

e. Obtaining evidence that the materials were reviewed for techni-
cal accuracy by qualified person(s) other than the developers or
updaters.

f. Determining whether the provider has appropriately communi-
cated its policy regarding the period covered by the materials, the
professional standards the materials purport to encompass, and
the provider's policy regarding updating the materials.

g. Reviewing the system developed for soliciting and evaluating
feedback from users of the materials.

Performing Tests of the Materials
.175 The scope of the QCM review includes all of the materials identi-

fied by the provider and covered in the opinion (see paragraph .167). The ex-
tent to which individual manuals, guides, checklists, practice aids, and so on
are reviewed is subject to the QCM review team's judgment and should be
documented in the risk assessment (see interpretations). For QCM reviews of
provider firms, all materials should be within the scope of the review. A QCM
review team should review the resultant materials, to the extent deemed nec-
essary, to evaluate whether the materials are reliable aids to assist user firms
in conforming with all those components which are integral to the professional
standards the materials purport to encompass.

.176 For all of the materials tested, the QCM review team should as-
sess whether or not the materials are reliable aids. This includes evaluating
whether the materials can assist users in conforming with all those compo-
nents which are integral to the professional standards that the materials pur-
port to encompass. The QCM review team performs this evaluation by assessing
the level of instructions and explanatory guidance in the materials, and deter-
mining whether the methodology inherent in the materials is appropriate (see
interpretations).

Identifying Matters, Findings, Deficiencies,
and Significant Deficiencies

.177 In evaluating the provider's system of quality control, the QCM re-
view team may note that the system is not appropriately designed or complied
with. Similarly, the tests of the provider's materials may uncover that design
weaknesses or lack of compliance with the system resulted in one or more ma-
terials that do not reach the threshold of reliable aids. With any of these items,
the QCM review team has available a set of definitions to assist in classifying
the condition noted.
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.178 Determining the relative importance of matters noted during the
QCM review, individually or combined with others, requires professional judg-
ment. Careful consideration is required in forming conclusions. The descrip-
tions that follow are intended to assist in aggregating and evaluating the QCM
review results, concluding on them, and determining the nature of the QCM
review report to issue:

a. A matter is noted as a result of

i. the QCM reviewer's evaluation of the design of and com-
pliance with the provider's system of quality control. Mat-
ters can be one or more "no" answers to questions in
QCM review questionnaire(s) that a QCM reviewer con-
cludes warrants further consideration in the evaluation of
a provider's system of quality control.

ii. the QCM reviewer's evaluation of whether the materials
submitted for review are reliable aids. Matters can arise
from either the QCM reviewer's comments based on tests
of the materials, or one or more "no" answers to questions
in QCM review questionnaire(s) that the QCM reviewer
concludes warrants further consideration by the provider
in the evaluation of the materials.

A matter is documented on a MFC form.

b. A finding is one or more matters that result from

i. a condition in the provider's system of quality control or
compliance with it such that there is more than a remote
possibility that the provider would not develop or maintain
reliable aids, or

ii. the QCM reviewer's conclusion that one or more of the ma-
terials tested do not encompass some portion of the com-
ponents of the professional standards that the materials
purport to encompass.

A QCM reviewer will conclude whether one or more findings are a
deficiency or significant deficiency. If the QCM reviewer concludes
that no finding, individually or combined with others, rises to the
level of deficiency or significant deficiency, a report rating of pass
is appropriate. A finding not rising to the level of a deficiency or
significant deficiency is documented on a FFC form.

c. A deficiency is one or more findings that

i. the QCM reviewer has concluded, due to the nature, sys-
temic causes, pattern, or pervasiveness, could create a sit-
uation in which the provider would not have reasonable
assurance of developing or maintaining reliable aids, or

ii. affects the reliability of one or more of the materials tested,
such that one or more of the materials do not encom-
pass the components which are integral to the professional
standards that the materials purport to encompass.

This includes the relative importance of the deficiency to either
the provider's system of quality control taken as a whole, or any
of the materials tested (individually or collectively). It is not a sig-
nificant deficiency if the QCM reviewer has concluded that except
for the deficiency or deficiencies the provider has reasonable as-
surance of developing and maintaining reliable aids or that the
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nature of the deficiency or deficiencies is limited to a small num-
ber of the total materials reviewed. Such deficiencies are commu-
nicated in a report with a QCM review rating of pass with defi-
ciencies.

d. A significant deficiency is one or more deficiencies that the QCM
reviewer has concluded results from a condition in the provider's
system of quality control when the system taken as a whole does
not provide reasonable assurance of developing or maintaining
reliable aids, and it has affected the reliability of one or more of
the materials reviewed.

Such deficiencies are communicated in a report with a QCM rat-
ing of fail.

Aggregating and Evaluating Matters in the Provider’s System
.179 The QCM review team must aggregate matters noted during the re-

view of the provider's system of quality control to develop and maintain the
materials in order to conclude on the opinion of the provider's system. This en-
tails determining whether any matters noted were the result of the design of
the provider's system of quality control or the failure of its personnel to comply
with the provider's quality control policies and procedures. The QCM review
team should consider their relative importance to both the provider's system
of quality control as a whole and the impact on the materials (individually and
collectively), and their nature, systemic causes, pattern, and pervasiveness, to
determine the impact to the QCM report. In rare circumstances where it is not
practicable to identify the systemic cause, the team captain should document
the reason(s) as part of his or her summary review memorandum.

.180 The use of professional judgment is essential in determining whether
matters should be aggregated as findings, and whether one or more findings is
a deficiency or significant deficiency.

Design Matters
.181 A design matter in a QCM review exists when the provider's system

of quality control is missing a quality control policy or procedure or when the
provider's existing quality control policies and procedures (even if fully com-
plied with) would not result in the development or maintenance of reliable aids
in one or more respects. To be effective, a system of quality control must be de-
signed properly, and all of the quality control policies and procedures necessary
to provide the provider with reasonable assurance of developing and maintain-
ing reliable aids should be in place. Therefore, the QCM review team will need
to determine whether the quality control policies and procedures would be ef-
fective if they were complied with. To make this determination, the QCM review
team should consider the implications of the evidence obtained during its eval-
uation of the system of quality control and its tests of compliance, including its
review of the materials.

.182 The relative importance of design matters noted in the provider's
quality control policies and procedures, individually and in the aggregate, need
to be evaluated in the context of the provider's organizational structure, the
nature of its practice, the number of users, and so on. For example, a matter
noted during the review of a quality control policy or procedure may be par-
tially or wholly offset by another policy or procedure. In this circumstance, the
QCM review team should consider the interrelationships among the elements
of quality control and weigh the matters noted against compensating policies
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and procedures to determine whether a finding exists and its relative impor-
tance.

.183 There may be circumstances in which the QCM reviewer finds few
findings in the materials developed and maintained by the provider, yet he or
she still concludes that the design of the provider's system of quality control
needs to be improved. For example, a provider that has a rapidly growing cus-
tomer base may not have appropriately revised its policies and procedures to
solicit user feedback. However, this type of finding may not result in less than
reasonable assurance of developing or maintaining reliable aids. The QCM re-
viewer should exercise judgment in determining whether this matter should
be addressed in an FFC as a finding or result in a report with a QCM review
rating of pass with deficiencies or fail.

Compliance Matters
.184 A compliance matter exists when a properly designed quality con-

trol policy or procedure does not operate as designed because of the failure of
the personnel of the provider to comply with it. Because a variance in individ-
ual performance will affect the degree of compliance, adherence to all policies
and procedures in every case generally is not possible. However, the degree of
compliance by the personnel of the provider with its prescribed quality con-
trol policies and procedures should be adequate to give the provider reasonable
assurance of developing and maintaining reliable aids.

.185 In assessing whether the degree of compliance was adequate to pro-
vide the required assurance, the QCM review team should consider the nature,
systemic causes, pattern, and pervasiveness of the instances of noncompliance
noted and their relative importance to the provider's system of quality control
as a whole, as well as their importance in the specific circumstances in which
they were observed. As with the evaluation of design matters, compliance mat-
ters also need to be evaluated in the context of the provider's organizational
structure, the nature of its practice, the number of users, and so on.

.186 To determine the degree of noncompliance, the QCM review team
should evaluate the matters of noncompliance, both individually and in the
aggregate, recognizing that adherence to certain policies and procedures of the
provider is more critical to the provider obtaining reasonable assurance of de-
veloping and maintaining reliable aids. In this context, the QCM review team
should consider the likelihood that noncompliance with a given quality control
policy or procedure could have resulted in materials that are not reliable aids.
The more direct the relationship between a specific quality control policy or
procedure and the reliability of the aids, the lower the degree of noncompliance
necessary to determine whether a matter (or matters) is a finding and whether
a finding is a deficiency or significant deficiency.

Aggregating and Evaluating Matters in the Provider’s Materials
.187 The QCM review team must also aggregate matters noted during the

QCM review in order to conclude on the separate opinion on the reliability of
the materials. Any design or compliance matters will usually be addressed in
the consideration of the provider's system. However, all matters that impact
the system also have to be evaluated for their impact and relative importance
on the individual materials reviewed and opined upon in the report. The use of
professional judgment is essential in determining whether matters should be
aggregated as findings, and whether one or more findings is a deficiency. One
or more deficiencies in the materials is indicative of a deficiency or significant
deficiency in the provider's system of quality control.
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.188 The QCM review team should consider whether design matters noted
in the review of the provider's quality control system, individually and in the
aggregate, impact the reliability of the materials. For example, a provider may
not specify in its policies and procedures that authors must have a certain level
of professional experience or expertise. In this circumstance, the QCM review
team should consider whether this design matter resulted in a potentially in-
experienced or otherwise unqualified author writing portions of the materials,
and whether those portions of the materials are technically accurate, to deter-
mine the impact on the reliability of the materials, and whether a finding or
deficiency exists with respect to the materials.

.189 Similarly, the QCM review team should consider whether compliance
matters noted in either the review of the provider's quality control system or
in the tests of the materials impact the reliability of the aids. For example,
personnel that performed technical review on a particular industry manual
may not have obtained the appropriate type or amount of CPE for that industry
in compliance with the provider's policies and procedures. In this circumstance,
the QCM review team should consider if this compliance matter resulted in a
failure to include new or recent changes in professional standards or industry
guidance, or other omissions, to determine whether a finding or deficiency exists
with respect to the materials.

Reporting on QCM Reviews

General
.190 The QCM review team should furnish the provider with a written re-

port and the final FFC forms within 30 days of the date of the exit conference
or by the provider's review due date, whichever is earlier. A report on a QCM
review performed by a firm should be issued on the letterhead of the firm per-
forming the review. A report by a QCM review team formed by an association
of CPA firms should be issued on the letterhead of the firm of the team cap-
tain performing the review. The report in a QCM review ordinarily should be
dated as of the date of the exit conference. See interpretations for guidance on
notification requirements and submission of peer review documentation to the
administering entity.

Forming Conclusions on the Type of Report to Issue in a QCM Review
.191 The following circumstances ordinarily would be considered deficien-

cies or significant deficiencies:

a. The scope of the review is limited by conditions that preclude the
application of one or more review procedures considered neces-
sary (that is, a scope limitation).

b. The provider's system of quality control for the development and
maintenance of QCM, as designed, did not provide reasonable as-
surance that reliable aids had been developed or maintained.

c. The degree of compliance with the provider's system of quality
control for the development and maintenance of QCM was not
sufficient to provide user firms with reasonable assurance that
reliable aids had been developed or maintained.

d. The resultant QCM are not reliable aids to assist user firms in
conforming with the components integral to the professional stan-
dards the materials purport to encompass (generally resulting
from the condition described in b or c).
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.192 In those instances in which the QCM review team determines that a
report with a review rating of pass with deficiencies or fail is required, all the
reasons should be disclosed, and the QCM review team should consult with the
National PRC prior to the issuance of the report.

Preparing the Report in a QCM Review
.193 The standard forms for a QCM review report with a review rating of

pass, pass with deficiencies, and fail are included in appendixes R, "Illustration
of a Report With a Review Rating of Pass in a Review of Quality Control Materi-
als;" S, "Illustration of a Report with a Review Rating of Pass with Deficiencies
in a Review of Quality Control Materials;" and T, "Illustration of a Report with
a Review Rating of Fail in a Review of Quality Control Materials," respectively.

.194 A QCM report with a rating of pass, pass with deficiencies, or fail
contains elements similar to those in a System Review report. As such, the
written report in a QCM System Review should:

a. State at the top of the page the title "Report on the Provider's
System of Quality Control and Resultant Materials."

b. Include headings for each of the following sections:
i. Provider's Responsibility

ii. Peer Reviewer's Responsibility
iii. User's Responsibility
iv. Deficiency(ies) or Significant Deficiency(ies) Identified in

the Provider's System of Quality Control and Resultant
Materials, if applicable

v. Opinion
c. State that the system of quality control for the development and

maintenance of the materials and the resultant materials in effect
at the year-end covered by the QCM review were reviewed.

d. Identify the items covered by the opinion or refer to an attached
listing.

e. State that the review was conducted in accordance with the Stan-
dards for Performing and Reporting on Peer Reviews established
by the Peer Review Board of the American Institute of Certified
Public Accountants.

f. State that the nature, objectives, scope, limitations of, and proce-
dures performed in a QCM review as described in the Standards
can be found on the AICPA website where the Standards are sum-
marized.

g. State that the provider is responsible for designing a system of
quality control and complying with it to provide users of the ma-
terials with reasonable assurance that the materials are reliable
aids to assist them in performing and reporting in conformity
with the components which are integral to the professional stan-
dards that the materials purport to encompass and for evaluating
actions to promptly remediate materials not deemed as reliable
aids, where appropriate, and for remediating weaknesses in its
system of quality control, if any.

h. State that the reviewer's responsibility is to express an opinion
on the design of the system of quality control, the provider's com-
pliance with that system, and the reliability of the resultant ma-
terials based on the review.
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i. State that the users of the materials are responsible for imple-
menting, tailoring, and augmenting the materials as appropriate.

j. State that there may be important elements of a quality control
system in accordance with Statements on Quality Control Stan-
dards that are not part of the materials that have been subject to
this QCM review.

k. Identify the different peer review ratings that the provider could
receive.

l. In a report with a peer review rating of pass:
i. Express an opinion that the system of quality control for

the development and maintenance of the quality control
materials was suitably designed and was being complied
with during the year ended to provide reasonable assur-
ance that the materials are reliable aids.

ii. Express an opinion that the quality control materials were
reliable aids to assist users in conforming with the compo-
nents which are integral to the professional standards the
materials purport to encompass at year-end.

iii. State that the provider has received a review rating of
pass.

m. In a report with a review rating of pass with deficiencies:17

i. Express an opinion that, except for the deficiencies de-
scribed previously, the system of quality control for the de-
velopment and maintenance of the quality control mate-
rials was suitably designed and was being complied with
during the year ended to provide reasonable assurance
that the materials are reliable aids.

ii. Express an opinion that, except for the deficiencies de-
scribed previously, the quality control materials were re-
liable aids to assist users in conforming with the compo-
nents which are integral to the professional standards the
materials purport to encompass at year-end.

iii. State that the provider has received a review rating of pass
with deficiencies.

n. In a report with a peer review rating of fail:
i. Express an opinion that as a result of the significant defi-

ciencies described previously, the system of quality control
for the development and maintenance of the quality con-
trol materials was not suitably designed and being com-
plied with during the year ended and, therefore, cannot
provide reasonable assurance that the materials are reli-
able aids.

ii. Express an opinion that also, as a result of the significant
deficiencies described previously, the quality control mate-
rials are not reliable aids and do not assist users in con-
forming with the components which are integral to the pro-
fessional standards the materials purport to encompass at
year-end.

iii. State that the provider has received a review rating of fail.

17 See footnote 11.
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o. In a report with a peer review rating of pass with deficiencies or
fail:

i. Include written descriptions of the deficiencies or signifi-
cant deficiencies (each of these should be numbered).

ii. Identify any deficiencies or significant deficiencies that
were also made in the report issued on the provider's previ-
ous QCM review. This should be determined based on the
systemic cause of the deficiencies or significant deficien-
cies.

Provider Responses on QCM Reviews and Related
QCM Reviewer Considerations

.195 The provider should discuss matters, findings, deficiencies, and signif-
icant deficiencies with the QCM reviewer. If the provider disagrees with one or
more of the findings, deficiencies, or significant deficiencies, the provider should
contact the National PRC for assistance and follow the guidance in paragraph
.93 to resolve the disagreement.

.196 The provider should respond to all matters communicated on an MFC
form, findings communicated on an FFC form, and deficiencies or significant
deficiencies communicated in the QCM report. The provider's draft response
to deficiencies or significant deficiencies should be communicated in a letter
of response addressed to the National PRC. The provider's responses should be
provided to the QCM reviewer as soon as practicable to allow the QCM reviewer
sufficient time to assess the firm's response prior to the exit conference.

.197 If the provider receives an FFC form or a report with a review rating
of pass with deficiencies or fail, it is the provider's responsibility to identify the
appropriate remediation of any findings, deficiencies, and significant deficien-
cies and to appropriately respond. The provider should address the following in
its response with respect to each finding, deficiency and significant deficiency:

a. Materials that have an error or omission, including the following:

i. The provider's actions taken or planned to remediate the
error or omission identified on the FFC form or in the
report, including the provider's plan for notifying known
users of the materials

ii. The provider's actions taken or planned to remediate find-
ings and deficiencies in the provider's system of quality
control

b. Systemic issues unrelated to materials that have an error or omis-
sion:

i. The provider's actions taken or planned to remediate find-
ings and deficiencies in the provider's system of quality
control

c. Timing of the remediation

.198 The QCM reviewer should review and evaluate the responses on the
FFC forms and letter of response prior to the exit conference. The appropriate-
ness of the provider's response should be discussed during the exit conference.
The provider's letter of response should be finalized and dated as of the exit
conference date and provided to the QCM reviewer. The QCM reviewer should
include the provider's letter of response with his or her report and working
papers submitted to the National PRC.
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Cooperating in a QCM Review
.199 Providers that undertake to have a QCM review under these stan-

dards have a responsibility to cooperate with the QCM review team, the Na-
tional PRC, and the board in all matters related to the QCM review.

.200 If a provider firm fails to cooperate during the course of a QCM review,
the provider firm's independence with respect to user firms may be impaired
(see interpretations).

QCM Reviewers’ Performance and Cooperation
.201 A QCM reviewer has a responsibility to perform a QCM review in a

timely, professional manner. This relates not only to the initial submission of
the report and materials on the review, but also to the timely completion of any
additional actions necessary to complete the review, such as resolving questions
raised by the National PRC, as well as the board and AICPA staff.

.202 In considering QCM review documents for acceptance, the National
PRC evaluates the QCM reviewer's performance on the QCM review. In addi-
tion to the National PRC's evaluation, the board and AICPA staff also evaluate
and track reviewers' performance on both peer reviews and QCM reviews.

.203 If weaknesses in a QCM reviewer's performance are noted on a par-
ticular QCM review (for example, submitting incomplete review documenta-
tion, not performing sufficient review procedures, a failure to resolve questions
raised by the committee or technical reviewer, and so on), or if the QCM re-
viewer refuses to cooperate with the National PRC at any time during the re-
view process, the QCM reviewer will be required to comply with the actions
described in paragraphs .148–.153. In addition, the National PRC has the dis-
cretion to no longer approve that individual to perform future QCM reviews or
other peer reviews.

Publicizing QCM Review Information
.204 The provider should not publicize the results of the review or dis-

tribute copies of the QCM report to its personnel, users, or others until it has
been advised that the report has been accepted by the National PRC.

.205 Providers that elect or are required to have a QCM review under these
standards agree that the National PRC and the AICPA may disclose the fol-
lowing information to allow peer reviewers of user firms to easily obtain this
information for consideration during the user firm's peer review:

a. The provider's name
b. The results of the QCM review (that is, report, letter of response

(LOR) (if applicable), and so on)
c. The date of acceptance and the year covered by the provider's

most recently accepted QCM review

Effective Date
.206 The effective date for these standards is for peer reviews commencing

on or after January 1, 2009 and QCM reviews commencing on or after January
1, 2011.
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.207

Appendix A

Summary of the Nature, Objectives, Scope, Limitations of,
and Procedures Performed in System and Engagement
Reviews and Quality Control Materials Reviews
(as Referred to in a Peer Review Report)
(Effective for Peer Reviews Commencing on or After January 1, 2009)

1. Firms (and individuals) enrolled in the AICPA Peer Review Program are
required to have a peer review, once every three years, of their accounting
and auditing practice. An accounting and auditing practice for the purposes
of these standards is defined as all engagements performed under Statements
on Auditing Standards (SASs); Statements on Standards for Accounting and
Review Services (SSARSs); Statements on Standards for Attestation Engage-
ments (SSAEs); Government Auditing Standards (the Yellow Book) issued by
the U.S. Government Accountability Office; and engagements performed un-
der Public Company Accounting Oversight Board (PCAOB) standards. Engage-
ments covered in the scope of the program are those included in the firm's
accounting and auditing practice that are not subject to PCAOB permanent
inspection. A firm is not required to enroll in the AICPA Peer Review Pro-
gram if its only level of service is performing preparation engagements under
SSARSs, however, if it elects to enroll due to licensing or other requirements,
it is required to have a peer review under these Standards. The peer review is
conducted by an independent evaluator, known as a peer reviewer. The AICPA
oversees the program, and the review is administered by an entity approved by
the AICPA to perform that role.

2. The peer review helps to monitor a CPA firm's accounting and auditing prac-
tice (practice monitoring). The goal of the practice monitoring, and the program
itself, is to promote and enhance quality in the accounting and auditing ser-
vices provided by the CPA firms subject to these standards. This goal serves
the public interest and enhances the significance of AICPA membership and
accounting and audit quality.

3. There are two types of peer reviews: System Reviews and Engagement Re-
views. System Reviews focus on a firm's system of quality control and Engage-
ment Reviews focus on work performed on particular selected engagements.
Quality Control Materials (QCM) Reviews focus on the system of quality con-
trol of a provider of QCM to CPA firms. A further description of System, Engage-
ment, and QCM Reviews, as well as a summary of the nature, objectives, scope,
limitations of, and procedures performed on them, is provided in the following
sections.

System Reviews

4. A System Review is a type of peer review that is a study and appraisal by
an independent evaluator(s), known as a peer reviewer, of a CPA firm's sys-
tem of quality control to perform accounting and auditing work. The system
represents the policies and procedures that the CPA firm has designed, and is
expected to follow, when performing its work. The peer reviewer's objective with
professional standards and whether the firm is complying with is to determine
whether the system is designed to ensure conformity its system appropriately.
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5. Professional standards are literature, issued by various organizations, that
contain the framework and rules that a CPA firm is expected to comply with
when designing its system and when performing its work. Professional stan-
dards for design of a system of quality control include but are not limited to the
Statements on Quality Control Standards (SQCSs) issued by the AICPA that
pertain to leadership responsibilities for quality within the firm (the "tone at
the top"); relevant ethical requirements (such as independence, integrity and
objectivity); acceptance and continuance of client relationships and specific en-
gagements; human resources; engagement performance; and monitoring.
6. To plan a System Review, a peer reviewer obtains an understanding of (1) the
firm's accounting and auditing practice, such as the industries of its clients, and
(2) the design of the firm's system, including its policies and procedures and how
the firm checks itself that it is complying with them. The reviewer assesses the
risk levels implicit within different aspects of the firm's practice and its system.
The reviewer obtains this understanding through inquiry of firm personnel and
review of documentation on the system, such as firm manuals.
7. Based on the types of engagements firms perform, they may also have their
practices reviewed or inspected on a periodic basis by regulatory or governmen-
tal entities, including but not limited to the Department of Health and Human
Service, the Department of Labor, and the PCAOB. The team captain obtains
an understanding of those reviews or inspections, and he or she considers their
impact on the nature and extent of the peer review procedures performed.
8. Based on the peer reviewer's planning procedures, the reviewer looks at a
sample of the CPA firm's work, individually called engagements. The reviewer
selects engagements for the period covered by the review from a cross sec-
tion of the firm's practice with emphasis on higher risk engagements. The en-
gagements selected must include those performed under Government Auditing
Standards, audits of employee benefit plans, audits of depository institutions
(with assets of $500 million or greater), audits of carrying broker-dealers, and
examinations of service organizations (SOC 1® and SOC 2® engagements) when
applicable (these are known as must select engagements). The scope of a peer re-
view only covers accounting and auditing engagements performed under SASs,
SSARSs, SSAEs, Government Auditing Standards, and PCAOB standards and
does not include the firm's engagements subject to PCAOB permanent inspec-
tion, nor does it include tax or consulting services. The reviewer will also look
at administrative elements of the firm's practice to test the elements listed pre-
viously from the SQCSs.
9. The reviewer examines engagement working paper files and reports, inter-
views selected firm personnel, reviews representations from the firm, and ex-
amines selected administrative and personnel files. The objectives of obtaining
an understanding of the system and then testing the system forms the basis
for the reviewer's conclusions in the peer review report.
10. When a CPA firm receives a report from the peer reviewer with a peer review
rating of pass, the report means that the system is appropriately designed and
being complied with by the CPA firm in all material respects. If a CPA firm
receives a report with a peer review rating of pass with deficiencies, this means
the system is designed and being complied with appropriately by the CPA firm
in all material respects, except in certain situations that are explained in detail
in the peer review report. When a firm receives a report with a peer review
rating of fail, the peer reviewer has determined that the firm's system is not
suitably designed or being complied with, and the reasons why are explained
in detail in the report.
11. If a deficiency or significant deficiency included in the peer review report
is associated with an engagement that was not performed and reported on in
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conformity with applicable professional standards in all material respects
("nonconforming") in a must select industry or practice area or is industry spe-
cific, the report will identify the industry or practice area. However, because the
purpose of a System Review is to report on the firm's system of quality control,
the peer review report might not describe every engagement that was deemed
nonconforming.

12. The firm is responsible for evaluating actions to promptly remediate engage-
ments deemed as not performed or reported in conformity with professional
standards, when appropriate, and for remediating weaknesses in its system
of quality control, if any. The firm's response is evaluated to determine if it is
appropriate, whether lack of response is indicative of other weaknesses in the
firm's system of quality control, or whether monitoring procedures are neces-
sary to verify if the deficiencies and nonconforming engagements were remedi-
ated.

13. There are inherent limitations in the effectiveness of any system and, there-
fore, noncompliance with the system may occur and not be detected. A peer re-
view is based on selective tests. It is directed at assessing whether the design of
and compliance with the firm's system provides the firm with reasonable, not
absolute, assurance of conforming to applicable professional standards. Conse-
quently, it would not necessarily detect all weaknesses in the system or all in-
stances of noncompliance with it. It does not provide assurance with respect to
any individual engagement conducted by the firm or that none of the financial
statements audited by the firm should be restated. Projection of any evalua-
tion of a system to future periods is subject to the risk that the system may
become inadequate because of changes in conditions or because the degree of
compliance with the policies or procedures may deteriorate.

Engagement Reviews

14. An Engagement Review is a type of peer review that is a study and appraisal
by an independent evaluator(s), known as a peer reviewer, of a sample of a
CPA firm's actual accounting work, including accounting reports issued and
documentation prepared by the CPA firm, as well as other procedures that the
firm performed.

15. By definition, CPA firms undergoing Engagement Reviews do not perform
audits or other similar engagements but do perform other accounting work in-
cluding reviews and compilations, which are a lower level of service than audits.
The peer reviewer's objective is to evaluate whether the CPA firm's reports are
issued and procedures performed appropriately in accordance with applicable
professional standards. Therefore, the objective of an Engagement Review is
different from the objectives of a System Review, which is more system ori-
ented and involves determining whether the system is designed in conformity
with applicable professional standards and whether the firm is complying with
its system appropriately.

16. Professional standards represent literature, issued by various organiza-
tions, that contain the framework and rules that a CPA firm is expected to
follow when performing accounting work.

17. The reviewer looks at a sample of the CPA firm's work, individually called
engagements. The scope of an Engagement Review only covers accounting en-
gagements; it does not include tax or consulting services. An Engagement Re-
view consists of reading the financial statements or information submitted by
the reviewed firm and the accountant's report thereon, together with certain
background information and representations from the firm and, except for cer-
tain compilation engagements, the documentation required by applicable pro-
fessional standards.
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18. When the CPA firm receives a report with a peer review rating of pass,
the peer reviewer has concluded that nothing came to his or her attention that
the CPA firm's work was not performed and reported on in conformity with
applicable professional standards in all material respects. A report with a peer
review rating of pass with deficiencies is issued when the reviewer concludes
that nothing came to his or her attention that the work was not performed and
reported on in conformity with applicable professional standards in all material
respects, except in certain situations that are explained in detail in the report.
A report with a peer review rating of fail is issued when the reviewer concludes
that as a result of the situations described in the report, the work was not
performed or reported on in conformity with applicable professional standards
in all material respects.

19. If a deficiency or significant deficiency is industry specific, the report will
identify the industry.

20. The firm is responsible for evaluating actions to promptly remediate engage-
ments deemed as not performed or reported in conformity with professional
standards, when appropriate, and for remediating weaknesses in its system of
quality control, if any.

21. An Engagement Review does not provide the reviewer with a basis for ex-
pressing any assurance as to the firm's system of quality control for its ac-
counting practice, and no opinion or any form of assurance is expressed on that
system.

Quality Control Materials Reviews

22. An organization (hereinafter referred to as provider) may sell or otherwise
distribute quality control materials (QCM or materials) that it has developed
to CPA firms (hereinafter referred to as user firms). QCM may be all or part
of a user firm's documentation of its system of quality control, and it may in-
clude manuals, guides, programs, checklists, practice aids (forms and question-
naires) and similar materials intended for use in conjunction with a user firm's
accounting and auditing practice. User firms rely on QCM to assist them in per-
forming and reporting in conformity with the professional standards covered by
the materials (as described in the preceding paragraphs).

23. A QCM review is a study and appraisal by an independent evaluator (known
as a QCM reviewer) of a provider's materials, as well as the provider's system
of quality control to develop and maintain the materials (hereinafter referred
to as provider's system). The QCM reviewer's objective is to determine whether
the provider's system is designed and complied with and whether the materi-
als produced by the provider are appropriate so that user firms can rely on the
materials. The scope of a QCM review only covers materials related to account-
ing and auditing engagements under U.S. professional standards. The scope
does not include SEC or PCAOB guidance, nor does it cover materials for tax
or consulting services.

24. To plan a QCM review, a QCM reviewer obtains an understanding of (1)
the provider's QCM, including the industries and professional standards that
they cover, and (2) the design of the provider's system, including the provider's
policies and procedures and how it ensures that they are being complied with.
The QCM reviewer assesses the risk levels implicit within different aspects of
the provider's system and materials. The QCM reviewer obtains this under-
standing through inquiry of provider personnel, review of documentation on
the provider's system, and review of the materials.

25. Based on the planning procedures, the QCM reviewer looks at the provider's
QCM, including the instructions, guidance, and methodology therein. The scope
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of a QCM review encompasses those materials which the provider elects to in-
clude in the QCM review report; QCM designed to aid user firms with tax or
other non-attest services are outside of the scope of this type of review. The
QCM reviewer will also look at the provider's system and will test elements in-
cluding, but not limited to, requirements regarding the qualifications of authors
and developers, procedures for ensuring that the QCM are current, procedures
for reviewing the technical accuracy of the materials, and procedures for solic-
iting feedback from users. The extent of a provider's policies and procedures
and the manner in which they are implemented will depend upon a variety of
factors, such as the size and organizational structure of the provider and the
nature of the materials provided to users. Variance in individual performance
and professional interpretation affects the degree of compliance with prescribed
quality control policies and procedures. Therefore, adherence to all policies and
procedures in every case may not be possible. The objectives of obtaining an
understanding of the provider's system and the materials forms the basis for
the QCM reviewer's conclusions in the QCM review report.
26. When a provider receives a QCM review report from an approved QCM
reviewer with a review rating of pass, this means the provider's system is de-
signed and being complied with and the materials produced by the provider are
appropriate so that user firms can rely on the QCM to assist them in perform-
ing and reporting in conformity with the professional standards covered by the
materials. If a provider receives a QCM review report with a review rating of
pass with deficiencies, this means the provider's system is designed and being
complied with and the materials produced by the provider are appropriate so
that user firms can rely on the QCM to assist them in performing and reporting
in conformity with the professional standards covered by the materials, except
in certain situations that are explained in detail in the review report. When a
provider receives a report with a review rating of fail, the QCM reviewer has
determined that the provider's system is not suitably designed or being com-
plied and the materials produced by the provider are not appropriate, and the
reasons why are explained in detail in the report.
27. The provider is responsible for evaluating actions to promptly remediate
materials not deemed as reliable aids, when appropriate, and for remediating
weaknesses in its system of quality control, if any. The provider's response is
evaluated to determine if it is appropriate and whether lack of response is in-
dicative of other weaknesses in the provider's system of quality control.
28. There are inherent limitations in the effectiveness of any system and, there-
fore, noncompliance with the system may occur and not be detected. A QCM
review is based on the review of the provider's system and its materials. It is
directed at assessing whether the provider's system is designed and complied
with and whether the QCM produced by the provider are appropriate so that
user firms have reasonable, not absolute, assurance that they can rely on the
materials to assist them in performing and reporting in conformity with the
professional standards covered by the materials. Consequently, a QCM review
would not necessarily detect all weaknesses in the provider's system, all in-
stances of noncompliance with it, or all aspects of the materials that should
not be relied upon. Projection of any evaluation of a system or the materials to
future periods is subject to the risk that the system or materials may become in-
adequate because of changes in conditions or because the degree of compliance
with the policies or procedures may deteriorate.
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Appendix B

Considerations and Illustrations of Firm Representations

1. The team captain or review captain obtains written representations from
management of the reviewed firm to describe matters significant to the peer
review in order to assist in the planning and performance of and the reporting
on the peer review.

2. The written representations should be obtained for the entire firm and not
for each individual engagement the firm performs. Firm management's refusal
to furnish written representations to the team captain or review captain con-
stitutes a failure to cooperate with the peer review program and the firm would
be subject to fair procedures that could result in the firm's enrollment in the
program being terminated (see interpretations). If termination occurs, it may
result in an investigation of a possible violation by an appropriate regulatory,
monitoring, and enforcement body.

3. On System Reviews, the written representations should be addressed to the
team captain (for example, "To John Smith, CPA"). Because the team captain
is concerned with events occurring during the peer review period and through
the date of his or her peer review report that may require an adjustment to the
report or other peer review documents, the representations should be dated the
same date as the peer review report.

4. On Engagement Reviews, the written representations should be addressed
to the review captain (for example, "To John Smith, CPA" or on committee-
appointed review team reviews where appropriate, it may be addressed "To the
Review Captain") and dated the same date as the peer review report.

5. The written representations should be signed by individual members of man-
agement whom the team captain, review captain, or the administering entity
believes are responsible for and knowledgeable about, directly or through oth-
ers in the firm, the matters covered in the representations, the firm, and its
system of quality control. Such members of management normally include the
managing partner and partner in charge of the firm's system of quality control
(this should not be a firm signature).

6. If a representation made by management is contradicted by other informa-
tion obtained, the team captain or review captain should investigate the cir-
cumstances and consider the reliability of the representations made and any
effect on the report.

7. The firm is required to make specific representations, as noted in the text
that follows. The firm is not prohibited from making additional representations
and may tailor the representation letter as it deems appropriate, as long as the
minimum applicable representations are made to the team captain or review
captain (see interpretations). The team captain or review captain may request
additional representations based on the circumstances and nature of the peer
review.

8. As of the date of the representation letter and for the peer review year, the
firm should do the following:

a. Compliance with Rules and Regulations
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i. Acknowledge responsibility for complying with the rules
and regulations of state boards of accountancy and other
regulations

ii. Confirm, to the best of its knowledge and belief, that there
are no known situations in which the firm or its person-
nel have not complied with the rules and regulations of
state board(s) of accountancy or other regulatory bodies,
including applicable firm and individual licensing require-
ments in each state in which it practices for the year under
review

(1) If there are known situations of noncompliance,
the confirmation should first summarize the sit-
uation(s) where management is aware that the
firm or its personnel has not complied with the
rules and regulations of state board(s) of accoun-
tancy or other regulatory bodies (including appli-
cable firm and individual licensing requirements
in each state in which it practices for the year un-
der review) and, if applicable, how the firm has
or is addressing and rectifying situations of non-
compliance (see interpretations). The confirma-
tion should be written such that other than the
summarized situation(s), to the best of its knowl-
edge and belief, there are no known situations in
which the firm or its personnel have not complied
with the rules and regulations of state board(s) of
accountancy or other regulatory bodies, including
applicable firm and individual licensing require-
ments in each state in which it practices for the
year under review.

b. Completeness of the Engagement Listing

i. State the list of engagements provided to the reviewer:

(1) Included all engagements with periods ending
(report date for financial forecasts or projections
and agreed upon procedures) during the year un-
der review, regardless of whether issued

(2) Included, but was not limited to, all engage-
ments performed under Government Auditing
Standards, including compliance audits under
the Single Audit Act, audits of employee benefit
plans, audits performed under FDICIA, audits of
carrying broker-dealers, examinations of service
organizations (SOC 1 and SOC 2 engagements),
as applicable

ii. For System Reviews, where applicable, state that the firm
performed the following must-select engagements for the
period covered by the peer review and, to the best of their
knowledge and belief, at least one of each type of must-
select engagement that was performed was selected and
reviewed by the peer reviewer: engagements performed
under Government Auditing Standards, including compli-
ance audits under the Single Audit Act, audits of employee
benefit plans, audits performed under FDICIA, audits of
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carrying broker-dealers, examinations of service organiza-
tions (SOC 1 and SOC 2 engagements). If the reviewer se-
lected an engagement under Government Auditing Stan-
dards (excluding engagements subject to the Single Au-
dit Act) and also selected an engagement solely to evalu-
ate the compliance audit under the Single Audit Act, the
list of engagements should read as follows: "Engagements
performed under Government Auditing Standards; com-
pliance audit(s) under the Single Audit Act,..."

iii. For Engagement Reviews, state that the firm does not
perform engagements under the Statements on Auditing
Standards (SASs) or Government Auditing Standards, ex-
aminations under the Statements on Standards for Attes-
tation Engagements (SSAEs), or engagements under the
Public Company Accounting Oversight Board (PCAOB)
Standards that are not subject to PCAOB permanent in-
spection

iv. Acknowledge that failure to properly include these engage-
ments on the list could be deemed as failure to cooperate
and may result in termination from the Peer Review Pro-
gram and, if termination occurs, may result in an investi-
gation of a possible violation by the appropriate regulatory,
monitoring, and enforcement body

c. Firm Remediation of Nonconforming Engagements, if applicable

i. Confirm it will remediate nonconforming engagements as
stated by the firm on the Matter For Further Consider-
ation Form, Finding for Further Consideration Form, or
Letter of Response, as applicable.

d. Communications From Regulatory, Monitoring, or Enforcement
Bodies

i. State that the firm has discussed significant issues from
reports and communications (see interpretations) from
regulatory, monitoring and enforcement bodies (see inter-
pretations), with the team captain or review captain, if ap-
plicable

ii. State that the firm has provided the team captain or re-
view captain with any other information requested, in-
cluding communications or summaries of communications
from regulatory, monitoring, or enforcement bodies relat-
ing to allegations or investigations of deficiencies in the
conduct of an accounting, audit, or attestation engagement
performed and reported on by the firm, whether the mat-
ter relates to the firm or its personnel, within three years
preceding the current peer review year-end.

iii. Confirm, to the best of its knowledge and belief, that there
are no known restrictions or limitations on the firm's or its
personnel's ability to practice public accounting by regula-
tory, monitoring, or enforcement bodies within three years
preceding the current peer review year-end OR

iv. Include a summary of the restrictions or limitations on
the firm's or its personnel's ability to practice public ac-
counting by regulatory, monitoring, or enforcement bodies
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within three years preceding the current peer review year-
end.

e. Quality Control Materials
i. State that it understands the intended uses and limita-

tions of the quality control materials it has developed or
adopted.

ii. For System Reviews, state that it has tailored and aug-
mented the materials as appropriate such that the quality
control materials encompass guidance which is sufficient
to assist it in conforming with professional standards (in-
cluding the Statements on Quality Control Standards) ap-
plicable to its accounting and auditing practice.

iii. For Engagement Reviews, state it has tailored and aug-
mented the materials as appropriate such that the quality
control materials encompass guidance which is sufficient
to assist it in conforming with professional standards (in-
cluding the Statements on Quality Control Standards) ap-
plicable to its accounting practice.

f. Other Representations
i. Include other representations requested by the team cap-

tain or review captain based on the circumstances and na-
ture of the peer review.

Illustration of a Representation Letter That Has No Significant Mat-
ters to Report to the Team Captain for a System Review
(The firm may tailor the language in this illustration and refer to attachments
to the letter as long as adequate representations pertaining to the matters pre-
viously discussed, as applicable, are included to the satisfaction of the team
captain.)

October 31, 20XX

To [Name of Team Captain]:

We are providing this letter in connection with the peer review of [name of firm]
as of the date of this letter and for the year ended June 30, 20XX.

We understand that we are responsible for complying with the rules and regu-
lations of state boards of accountancy and other regulators. We confirm, to the
best of our knowledge and belief, that there are no known situations in which
[name of firm] or its personnel have not complied with the rules and regulations
of state board(s) of accountancy or other regulatory bodies, including applicable
firm and individual licensing requirements in each state in which it practices
for the year under review.

We have provided a list of all engagements to the team captain with periods
ending (report date for financial forecasts or projections and agreed upon proce-
dures) during the year under review, regardless of whether issued as of the date
of this letter. This list appropriately identified and included, but was not limited
to, all engagements performed under Government Auditing Standards, includ-
ing compliance audits under the Single Audit Act, audits of employee benefit
plans, audits performed under FDICIA, audits of carrying broker-dealers, and
examinations of service organizations (SOC 1 and SOC 2 engagements), as ap-
plicable. We understand that failure to properly include engagements subject
to the scope of the peer review could be deemed as failure to cooperate. We also
understand this may result in termination from the Peer Review Program and,
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if termination occurs, may result in an investigation of a possible violation by
the appropriate regulatory, monitoring, and enforcement body.
[For system reviews; customized where applicable] We have completed and is-
sued the following must-select engagements and, to the best of our knowledge
and belief, the peer review team has selected and reviewed at least one of each
category:

1. Engagements performed under Government Auditing Standards
2. Compliance audits under the Single Audit Act
3. Audits of employee benefit plans
4. Audits performed under FDICIA
5. Audits of carrying broker-dealers
6. Examinations of service organizations (SOC 1 and SOC 2 engage-

ments)
We have discussed significant issues from reports and communications from
regulatory, monitoring and enforcement bodies with the team captain, if ap-
plicable. We have also provided the team captain with any other information
requested, including communications or summaries of communications from
regulatory, monitoring, or enforcement bodies relating to allegations or inves-
tigations of deficiencies in the conduct of an accounting, audit, or attestation
engagement performed and reported on by the firm, whether the matter re-
lates to the firm or its personnel, within three years preceding the current peer
review year-end. We confirm, to the best of our knowledge and belief, that there
are no known restrictions or limitations on the firm's or its personnel's ability
to practice public accounting by regulatory, monitoring, or enforcement bodies
within three years preceding the current peer review year-end.
We understand the intended uses and limitations of the quality control materi-
als we have developed or adopted. We have tailored and augmented the materi-
als as appropriate such that the quality control materials encompass guidance
that is sufficient to assist us in conforming with professional standards (includ-
ing the Statements on Quality Control Standards) applicable to our accounting
and auditing practice in all material respects.
Sincerely,
[Reviewed Firm Representative(s)]1

Illustration of a Representation Letter That Has Been Tailored for Sig-
nificant Matters to Report to the Team Captain for a System Review
(The firm may tailor the language in this illustration and refer to attachments
to the letter as long as adequate representations pertaining to the matters pre-
viously discussed, as applicable, are included to the satisfaction of the team
captain.)
October 31, 20XX
To [Name of Team Captain]
We are providing this letter in connection with the peer review of [name of firm]
as of the date of this letter and for the year ended June 30, 20XX.
We understand that we are responsible for complying with the rules and regula-
tions of state boards of accountancy and other regulators. Other than the firm

1 Members of management as noted in section 5 of appendix B, "Considerations and Illustrations
of Firm Representations."
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not having a practice unit license during the year under review in one state
where the firm practices (which has been subsequently obtained), we confirm,
to the best of our knowledge and belief, that there are no known situations in
which [name of firm] or its personnel have not complied with the rules and reg-
ulations of state board(s) of accountancy or other regulatory bodies, including
applicable firm and individual licensing requirements in each state in which it
practices for the year under review.

We have provided a list of all engagements to the team captain with periods
ending (report date for financial forecasts or projections and agreed upon proce-
dures) during the year under review, regardless of whether issued as of the date
of this letter. This list appropriately identified and included, but was not limited
to, all engagements performed under Government Auditing Standards, includ-
ing compliance audits under the Single Audit Act, audits of employee benefit
plans, audits performed under FDICIA, audits of carrying broker-dealers, and
examinations of service organizations (SOC 1 and SOC 2 engagements), as ap-
plicable. We understand that failure to properly include engagements subject
to the scope of the peer review could be deemed as failure to cooperate. We also
understand this may result in termination from the Peer Review Program and,
if termination occurs, may result in an investigation of a possible violation by
the appropriate regulatory, monitoring, and enforcement body.

[For system reviews; where applicable] We have completed and issued the fol-
lowing must-select engagements and, to the best of our knowledge and be-
lief, the peer review team has selected and reviewed at least one of each
category:

1. Engagements performed under Government Auditing Standards

2. Compliance audits under the Single Audit Act

3. Audits of employee benefit plans

4. Audits performed under FDICIA

5. Audits of carrying broker-dealers

6. Examinations of service organizations (SOC 1 and SOC 2 engage-
ments)

We confirm that we will implement the remedial plans for nonconforming en-
gagements stated in our response to Finding for Further Consideration Forms
1 and 3.

We have discussed significant issues from reports and communications from
regulatory, monitoring and enforcement bodies with the team captain, if ap-
plicable. We have also provided the team captain with any other information
requested, including communications or summaries of communications from
regulatory, monitoring, or enforcement bodies relating to allegations or investi-
gations of deficiencies in the conduct of an accounting, audit, or attestation en-
gagement performed and reported on by the firm, whether the matter relates to
the firm or its personnel, within three years preceding the current peer review
year-end. Other than the single partner restriction to perform employee bene-
fit plans as determined by the AICPA Professional Ethics Division, we confirm,
that to the best of our knowledge and belief, there are no known restrictions or
limitations on the firm's or its personnel's ability to practice public accounting
within three years preceding the current peer review year-end.

We understand the intended uses and limitations of the quality control mate-
rials we have developed or adopted. We have tailored and augmented the ma-
terials as appropriate such that the quality control materials encompass guid-
ance that is sufficient to assist us in conforming with professional standards
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(including the Statements on Quality Control Standards) applicable to our ac-
counting and auditing practice in all material respects.

Sincerely,
[Reviewed Firm Representative(s)]2

Illustration of a Representation Letter That Has No Significant Mat-
ters to Report to the Review Captain for an Engagement Review
(The firm may tailor the language in this illustration and refer to attachments
to the letter as long as adequate representations pertaining to the matters pre-
viously discussed, as applicable, are included to the satisfaction of the review
captain.)

October 31, 20XX
To [Name of Review Captain]:
We are providing this letter in connection with the peer review of [name of firm]
as of the date of this letter and for the year ended June 30, 20XX.
We understand that we are responsible for complying with the rules and regu-
lations of state boards of accountancy and other regulators. We confirm, to the
best of our knowledge and belief, that there are no known situations in which
[name of firm] or its personnel have not complied with the rules and regulations
of state board(s) of accountancy or other regulatory bodies, including applicable
firm and individual licensing requirements in each state in which it practices
for the year under review.
We have provided a list of all engagements to the review captain with periods
ending (report date for financial forecasts or projections and agreed upon pro-
cedures) during the year under review, regardless of whether issued. This list
included, but was not limited to, all engagements performed under Government
Auditing Standards, audits of employee benefit plans, audits performed under
FDICIA, audits of carrying broker-dealers, and examinations of service orga-
nizations (SOC 1 and SOC 2 engagements), as applicable. The firm does not
perform engagements under the Statements on Auditing Standards (SASs) or
Government Auditing Standards, examinations under the Statements on Stan-
dards for Attestation Engagements (SSAEs), or engagements under the Public
Company Accounting Oversight Board (PCAOB) Standards that are not subject
to permanent inspection by the PCAOB. We understand that failure to properly
include these engagements on the list could be deemed as failure to cooperate.
We also understand this may result in termination from the Peer Review Pro-
gram and, if termination occurs, may result in an investigation of a possible
violation by the appropriate regulatory, monitoring, and enforcement body.
We have discussed significant issues from reports and communications from
regulatory, monitoring and enforcement bodies with the review captain, if ap-
plicable. We have also provided the review captain with any other information
requested, including communications or summaries of communications from
regulatory, monitoring, or enforcement bodies relating to allegations or inves-
tigations of deficiencies in the conduct of an accounting, audit, or attestation
engagement performed and reported on by the firm, whether the matter re-
lates to the firm or its personnel, within three years preceding the current peer
review year-end. We confirm, that to the best of our knowledge and belief, there
are no known restrictions or limitations on the firm's or its personnel's ability

2 Members of management as noted in section 5 of appendix B, "Considerations and Illustrations
of Firm Representations."
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to practice public accounting by regulatory, monitoring, or enforcement bodies
within three years preceding the current peer review year-end.
We understand the intended uses and limitations of the quality control materi-
als we have developed or adopted. We have tailored and augmented the materi-
als as appropriate such that the quality control materials encompass guidance
that is sufficient to assist us in conforming with professional standards (includ-
ing the Statements on Quality Control Standards) applicable to our accounting
practice in all material respects.
Sincerely,
[Reviewed Firm Representative(s)]3

Illustration of a Representation Letter That Has Been Tailored for Sig-
nificant Matters to Report to the Review Captain for an Engagement
Review
(The firm may tailor the language in this illustration and refer to attachments
to the letter as long as adequate representations pertaining to the matters pre-
viously discussed, as applicable, are included to the satisfaction of the review
captain.)
October 31, 20XX
To [Name of Review Captain]:
We are providing this letter in connection with the peer review of [name of firm]
as of the date of this letter and for the year ended June 30, 20XX.
We understand that we are responsible for complying with the rules and regula-
tions of state boards of accountancy and other regulators. Other than the firm
not having a practice unit license during the year under review in one state
where the firm practices (which has been subsequently obtained), we confirm,
to the best of our knowledge and belief, that there are no known situations in
which [name of firm] or its personnel have not complied with the rules and reg-
ulations of state board(s) of accountancy or other regulatory bodies, including
applicable firm and individual licensing requirements in each state in which it
practices for the year under review.
We have provided a list of all engagements to the review captain with periods
ending (report date for financial forecasts or projections and agreed upon pro-
cedures) during the year under review, regardless of whether issued. This list
included, but was not limited to, all engagements performed under Government
Auditing Standards, audits of employee benefit plans, audits performed under
FDICIA, audits of carrying broker-dealers, and examinations of service orga-
nizations (SOC 1 and SOC 2 engagements), as applicable. The firm does not
perform engagements under the Statements on Auditing Standards (SASs) or
Government Auditing Standards, examinations under the Statements on Stan-
dards for Attestation Engagements (SSAEs), or engagements under the Public
Company Accounting Oversight Board (PCAOB) Standards that are not subject
to permanent inspection by the PCAOB. We understand that failure to properly
include these engagements on the list could be deemed as failure to cooperate.
We also understand this may result in termination from the Peer Review Pro-
gram and, if termination occurs, may result in an investigation of a possible
violation by the appropriate regulatory, monitoring, and enforcement body.
We confirm that we will implement the remedial plans for nonconforming en-
gagements stated in our letter of response to the peer review report.

3 Members of management as noted in section 5 of appendix B, "Considerations and Illustrations
of Firm Representations."
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We have discussed significant issues from reports and communications from
regulatory, monitoring and enforcement bodies with the review captain, if ap-
plicable. We have also provided the review captain with any other information
requested, including communications or summaries of communications from
regulatory, monitoring, or enforcement bodies relating to allegations or inves-
tigations of deficiencies in the conduct of an accounting, audit, or attestation
engagement performed and reported on by the firm, whether the matter re-
lates to the firm or its personnel, within three years preceding the current peer
review year-end. Other than the single partner restriction to perform reviews
under Statements on Standards for Accounting and Review Services (SSARS)
as determined by the AICPA Professional Ethics Division, we confirm, that to
the best of our knowledge and belief, there are no known restrictions or limita-
tions on the firm's or its personnel's ability to practice public accounting within
three years preceding the current peer review year-end.
We understand the intended uses and limitations of the quality control materi-
als we have developed or adopted. We have tailored and augmented the materi-
als as appropriate such that the quality control materials encompass guidance
that is sufficient to assist us in conforming with professional standards (includ-
ing the Statements on Quality Control Standards) applicable to our accounting
and auditing practice in all material respects.
Sincerely,
[Reviewed Firm Representative(s)]4

4 Members of management as noted in section 5 of appendix B, "Considerations and Illustrations
of Firm Representations."
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Appendix C

Illustration of a Report With a Peer Review Rating of Pass
in a System Review

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

Report on the Firm's System of Quality Control

October 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering
entity]1

We2 have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm)3 in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants (Standards).

A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a System Review as described in the Standards may be found
at www.aicpa.org/prsummary. The summary also includes an explanation of
how engagements identified as not performed or reported in conformity with
applicable professional standards, if any, are evaluated by a peer reviewer to
determine a peer review rating.

Firm's Responsibility

The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.

Peer Reviewer's Responsibility

Our responsibility is to express an opinion on the design of the system of quality
control and the firm's compliance therewith based on our review.

1 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

2 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

3 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Required Selections and Considerations
Engagements selected for review included (engagements performed under Gov-
ernment Auditing Standards, including compliance audits under the Single
Audit Act; audits of employee benefit plans, audits performed under FDICIA,
audits of carrying broker-dealers, and examinations of service organizations
[SOC 1 and SOC 2 engagements].)4

As a part of our peer review, we considered reviews by regulatory entities as
communicated by the firm, if applicable, in determining the nature and extent
of our procedures.
Opinion
In our opinion, the system of quality control for the accounting and auditing
practice of XYZ & Co.5 in effect for the year ended June 30, 20XX, has been
suitably designed and complied with to provide the firm with reasonable as-
surance of performing and reporting in conformity with applicable professional
standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies) or fail. XYZ & Co. has received a peer review rating of pass.
Smith, Jones and Associates
[Name of team captain's firm]

4 If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards including compliance audits under the Single Audit Act, audits of depository
institutions with total assets of $500 million or greater at the beginning of its fiscal year, audits of
carrying broker-dealers, examinations of service organizations [SOC 1 and SOC 2 engagements], or
other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. If
the reviewer selected an engagement under Government Auditing Standards (excluding engagements
subject to the Single Audit Act) and also selected an engagement solely to evaluate a compliance audit
under the Single Audit Act, this portion of the sentence should read as follows "Government Auditing
Standards, compliance audits under the Single Audit Act," etc. For SOC engagements, the paragraph
should be tailored to reflect the type(s) selected for review. The paragraph should be tailored to indi-
cate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in
the report.

5 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix D

Illustration of a Report With a Peer Review Rating of Pass
(With a Scope Limitation) in a System Review
Limitation on Scope of Review

A report with a scope limitation should be issued when the scope of the review is
limited by conditions (including those discussed in the standards) that preclude
the application of one or more peer review procedure(s) considered necessary
in the circumstances and the review team cannot accomplish the objectives of
those procedures through alternate procedures. For example, a review team
may be able to apply appropriate alternate procedures if one or more engage-
ments have been excluded from the scope of the review. Ordinarily, however,
the team would be unable to apply alternate procedures if the firm's only en-
gagement in an industry that must be selected is unavailable for review and
there isn't an earlier issued engagement that may be able to replace it, or when
a significant portion of the firm's accounting and auditing practice during the
year reviewed had been divested before the review began (see interpretation).
A scope limitation may be included in a report with a peer review rating of
pass, pass with deficiency(ies) or fail. In this example, the scope limitation was
included in a report with a peer review rating of pass.
[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

Report on the Firm's System of Quality Control

October 31, 20XX
To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering
entity]1

We2 have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm)3 in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants (Standards).
The nature, objectives, scope, limitations of, and the procedures performed in
a System Review as described in the Standards may be found at www.aicpa
.org/prsummary. The summary also includes an explanation of how engage-
ments identified as not performed or reported in conformity with applicable

1 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

2 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

3 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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professional standards, if any, are evaluated by a peer reviewer to determine a
peer review rating.
The Firm's Responsibility
The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
Peer Reviewer's Responsibility
Our responsibility is to express an opinion on the design of the system of quality
control and the firm's compliance therewith based on our review.
Required Selections and Considerations
Engagements selected for review included (engagements performed under Gov-
ernment Auditing Standards including compliance audits under the Single Au-
dit Act; audits of employee benefit plans, audits performed under FDICIA, au-
dits of carrying broker-dealers, and examinations of service organizations [SOC
1 and SOC 2 engagements]).4

As a part of our peer review, we considered reviews by regulatory entities as
communicated by the firm, if applicable, in determining the nature and extent
of our procedures.
Scope Limitation5

In performing our review, the firm notified us that we would be unable to review
the engagements performed by one of its former partners who left the firm dur-
ing the peer review year. Accordingly, we were unable to include in our engage-
ment selection any of the divested engagements. That partner's responsibility
was concentrated in the construction industry. The engagements excluded from
our engagement selection process included audit engagements and comprised
approximately 15 percent of the firm's audit and accounting practice during the
peer review year.
Opinion
In our opinion, except for any deficiencies or significant deficiencies that might
have come to our attention had we been able to review divested engagements,
as previously described, the system of quality control for the accounting and
auditing practice of XYZ & Co.6 in effect for the year ended June 30, 20XX,

4 If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards including compliance audits under the Single Audit Act, audits of depository
institutions with total assets of $500 million or greater at the beginning of its fiscal year, audits of
carrying broker-dealers, examinations of service organizations [SOC 1 and SOC 2 engagements] or
other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. If
the reviewer selected an engagement under Government Auditing Standards (excluding engagements
subject to the Single Audit Act) and also selected an engagement solely to evaluate a compliance audit
under the Single Audit Act, this portion of the sentence should read as follows "Government Auditing
Standards, compliance audits under the Single Audit Act," etc. For SOC engagements, the paragraph
should be tailored to reflect the type(s) selected for review. The paragraph should be tailored to indi-
cate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in
the report.

5 The scope limitation provided is an example provided for illustrative purposes only.
6 The report of a firm who is required to be registered with and inspected by the PCAOB should

be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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has been suitably designed and complied with to provide the firm with rea-
sonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects. Firms can receive a rating of
pass, pass with deficiency(ies) or fail. XYZ & Co. has received a peer review
rating of pass (with a scope limitation).
Smith, Jones and Associates
[Name of team captain's firm]
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Appendix E

Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies in a System Review

The deficiencies provided are examples for illustrative purposes only. Any one
or more of the deficiencies, based on the relative importance of the deficiency
to the system of quality control as a whole, could result in a report with a peer
review rating of pass with deficiencies or fail.

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

Report on the Firm's System of Quality Control

August 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering
entity]1

We2 have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm)3 in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants (Standards).

A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a System Review as described in the Standards may be found
at www.aicpa.org/prsummary. The summary also includes an explanation of
how engagements identified as not performed or reported in conformity with
applicable professional standards, if any, are evaluated by a peer reviewer to
determine a peer review rating.

Firm's Responsibility

The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.

1 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

2 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

3 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Peer Reviewer's Responsibility

Our responsibility is to express an opinion on the design of the system of quality
control and the firm's compliance therewith based on our review.

Required Selections and Considerations

Engagements selected for review included (engagements performed under Gov-
ernment Auditing Standards including compliance audits under the Single Au-
dit Act; audits of employee benefit plans, audits performed under FDICIA, au-
dits of carrying broker-dealers, and examinations of service organizations [SOC
1 and SOC 2 engagements]).4

As a part of our peer review, we considered reviews by regulatory entities as
communicated by the firm, if applicable, in determining the nature and extent
of our procedures.

Deficiencies5 Identified in the Firm's System of Quality Control

We noted the following deficiencies6 during our review:

1. The firm's quality control policies and procedures addressing con-
tinuing professional education (CPE) are not suitably designed or
complied with to provide reasonable assurance that its person-
nel will have the competence necessary to perform engagements
in accordance with professional and regulatory requirements. Al-
though the firm's policies require that personnel attain a mini-
mum of 40 hours of CPE courses annually and comply with CPE
requirements of the applicable external bodies, it lacks appropri-
ate procedures to determine whether the personnel are in com-
pliance with these requirements. During our review, we noted
several personnel who did not comply with CPE requirements
of Government Auditing Standards. In our opinion, this con-
tributed to audit engagements performed under Government Au-
diting Standards that did not conform to professional standards
in all material respects.

2. The firm's quality control policies and procedures regarding en-
gagement performance have not been suitably designed or com-
plied with to provide reasonable assurance that audit engage-
ments are consistently performed in accordance with professional
standards. The firm requires the use of a non-industry specific au-
dit program, but does not require that program to be tailored to
cover requirements of specialized industries or those subject to
regulatory bodies. During our review we noted procedures were

4 If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards including compliance audits under the Single Audit Act, audits of depository
institutions with total assets of $500 million or greater at the beginning of its fiscal year, audits of
carrying broker-dealers, examinations of service organizations [SOC 1 and SOC 2 engagements] or
other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. If
the reviewer selected an engagement under Government Auditing Standards (excluding engagements
subject to the Single Audit Act) and also selected an engagement solely to evaluate a compliance audit
under the Single Audit Act, this portion of the sentence should read as follows "Government Auditing
Standards, compliance audits under the Single Audit Act," etc. For SOC engagements, the paragraph
should be tailored to reflect the type(s) selected for review. The paragraph should be tailored to indi-
cate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in
the report.

5 Should be tailored to indicate a single deficiency, when applicable.
6 The deficiencies provided are examples for illustrative purposes only.
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not performed to determine if a banking institution met its min-
imum capital requirements. In our opinion, this contributed to
audit engagements in the banking industry that did not conform
to professional standards in all material respects.

Opinion
In our opinion, except for the deficiencies previously described, the system of
quality control for the accounting and auditing practice of XYZ & Co.7 in effect
for the year ended June 30, 20XX, has been suitably designed and complied
with to provide the firm with reasonable assurance of performing and reporting
in conformity with applicable professional standards in all material respects.
Firms can receive a rating of pass, pass with deficiency(ies), or fail. XYZ & Co
has received a peer review rating of pass with deficiencies.
Smith, Jones and Associates
[Name of team captain's firm]

7 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix F

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Pass With Deficiencies in a
System Review

The purpose of a letter of response is to describe the actions the firm has taken
or will take, including the timing of the planned actions, to prevent a recur-
rence of each deficiency discussed in the report. If the reviewed firm disagrees
with one or more of the deficiencies in the report, the reviewed firm should
contact the administering entity for assistance. For more information related
to disagreements, see paragraph .93 of the standards. The letter of response
should be carefully prepared because of the important bearing it may have on
the decisions reached in connection with acceptance of the report on the review
(see paragraphs .136–.140, "Accepting System and Engagement Reviews") and
should be tailored to address the firm's remediation plans for the deficiencies
described in its peer review report. The letter of response should be submitted
to the team captain for review and comment prior to the exit conference.
[Reviewed firm's letterhead]

August 31, 20XX
[Addressed to the peer review committee of the administering entity]1

Ladies and Gentlemen:
This letter represents our2 response to the report issued in connection with the
peer review of the firm's system of quality control for the accounting and audit-
ing practice in effect for the year ended June 30, 20XX. The remedial actions
discussed in this letter will be monitored to ensure that they are effectively
implemented as part of our system of quality control.

1.3 The firm modified its quality control policies and procedures to in-
clude monitoring of firm personnel's compliance with regulatory
and organization membership requirements. The importance of
meeting these CPE requirements was discussed in a recent train-
ing session held in connection with a recent firm wide staff meet-
ing. Additionally, the training session included sufficient Yellow
Book CPE such that all firm personnel have met the regulatory
requirements. The impact to the Yellow Book audits for failure to
take sufficient CPE timely is currently being discussed with the
Government Accountability Office (GAO) and the firm will reme-
diate as necessary based on that discussion.

2. In addition, at that training session, the importance of proper use
of the firm's checklists appropriate to the industry of the engage-
ment being performed was discussed. We discussed the proper

1 The response of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the National Peer Review Committee.

2 The response should use the singular I, me, and my only when the reviewed firm is a sole prac-
titioner.

3 The numbering of responses, to coincide with the numbered comments in the report, is optional.
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resolution of points or topics unfamiliar to the individual com-
pleting the checklist or those reviewing its completion. The firm's
CPE plan for partners and managers now includes annual up-
dates on industry specific issues. The omitted procedures have
been performed.

These remedial actions will also be emphasized in our monitoring procedures
and internal inspection.
We believe these actions are responsive to the findings of the review.
Sincerely,
[Name of Firm]4

4 Signed by an authorized partner of the firm.
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Appendix G

Illustration of a Report With a Peer Review Rating of Pass
With Deficiency (With a Scope Limitation) in a System
Review

The deficiencies provided are examples for illustrative purposes only. Any one
or more of the deficiencies, based on the relative importance of the deficiency
to the system of quality control as a whole, could result in a report with a peer
review rating of pass with deficiencies or fail.

Limitation on Scope of Review

A report with a scope limitation should be issued when the scope of the review is
limited by conditions (including those discussed in the standards) that preclude
the application of one or more peer review procedure(s) considered necessary
in the circumstances and the review team cannot accomplish the objectives of
those procedures through alternate procedures. For example, a review team
may be able to apply appropriate alternate procedures if one or more engage-
ments have been excluded from the scope of the review. Ordinarily, however,
the team would be unable to apply alternate procedures if the firm's only en-
gagement in an industry that must be selected is unavailable for review and
there isn't an earlier issued engagement that may be able to replace it, or when
a significant portion of the firm's accounting and auditing practice during the
year reviewed had been divested before the review began (see interpretation).
A scope limitation may be included in a report with a peer review rating of
pass, pass with deficiency(ies), or fail. In this example, the scope limitation was
included in a report with a peer review rating of pass with deficiencies, where
one of the deficiencies related to the circumstances of the scope limitation.
[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

Report on the Firm's System of Quality Control

October 31, 20XX
To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering
entity]1

We2 have reviewed the system of quality control for the accounting and au-
diting practice of XYZ & Co. (the firm)3 in effect for the year ended June 30,

1 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

2 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

3 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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20XX. Except as subsequently described, our peer review was conducted in ac-
cordance with the Standards for Performing and Reporting on Peer Reviews
established by the Peer Review Board of the American Institute of Certified
Public Accountants (Standards).
A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a System Review as described in the Standards may be found
at www.aicpa.org/prsummary. The summary also includes an explanation of
how engagements identified as not performed or reported in conformity with
applicable professional standards, if any, are evaluated by a peer reviewer to
determine a peer review rating.
Firm's Responsibility
The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
Peer Reviewer's Responsibility
Our responsibility is to express an opinion on the design of the system of quality
control and the firm's compliance therewith based on our review.
Required Selections and Considerations
Engagements selected for review included (audits of employee benefit plans,
audits performed under FDICIA, audits of carrying broker-dealers, and exam-
inations of service organizations [SOC 1 and SOC 2 engagements]).4

As a part of our peer review, we considered reviews by regulatory entities as
communicated by the firm, if applicable, in determining the nature and extent
of our procedures.
Deficiency5 Identified in the Firm's System of Quality Control
We noted the following deficiency6 during our review:

1. The firm's quality control policies and procedures regarding en-
gagement performance have not been suitably designed or com-
plied with to provide reasonable assurance that audit engage-
ments are consistently performed in accordance with applicable
regulatory requirements. As noted in the following text, we were
unable to select the firm's only audit subject to Government Au-
diting Standards (Yellow Book). As a result, the firm was not in

4 If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards including compliance audits under the Single Audit Act, audits of depository
institutions with total assets of $500 million or greater at the beginning of its fiscal year, audits of
carrying broker-dealers, examinations of service organizations [SOC 1 and SOC 2 engagements] or
other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. If
the reviewer selected an engagement under Government Auditing Standards (excluding engagements
subject to the Single Audit Act) and also selected an engagement solely to evaluate a compliance audit
under the Single Audit Act, this portion of the sentence should read as follows "Government Auditing
Standards, compliance audits under the Single Audit Act," etc. For SOC engagements, the paragraph
should be tailored to reflect the type(s) selected for review. The paragraph should be tailored to indi-
cate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in
the report.

5 Should be tailored to indicate a single deficiency, when applicable.
6 The deficiencies provided are examples for illustrative purposes only.
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compliance with the Yellow Book peer review engagement selec-
tion requirements.

Scope Limitation7

In performing our review, the firm notified us that we would be unable to select
its only audit subject to Government Auditing Standards (Yellow Book). As a
result, we were unable to review all of the types of engagements required to be
selected by the standards established by the Peer Review Board of the AICPA.
Opinion
In our opinion, except for the effects of the deficiency previously described and
any additional deficiencies or significant deficiencies that might have come to
our attention had we been able to review the engagement as previously de-
scribed, the system of quality control for the accounting and auditing practice
of XYZ & Co.8 in effect for the year ended June 30, 20XX, has been suitably
designed and complied with to provide the firm with reasonable assurance of
performing and reporting in conformity with applicable professional standards
in all material respects. Firms can receive a rating of pass, pass with defi-
ciency(ies), or fail. XYZ & Co has received a peer review rating of pass with
deficiency (with a scope limitation).
Smith, Jones and Associates
[Name of team captain's firm]

7 The scope limitation provided is an example provided for illustrative purposes only.
8 The report of a firm who is required to be registered with and inspected by the PCAOB should

be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix H

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Pass With Deficiencies (With
a Scope Limitation) in a System Review

The purpose of a letter of response is to describe the actions the firm has taken
or will take, including the timing of the planned actions, to prevent a recur-
rence of each deficiency discussed in the report. If the reviewed firm disagrees
with one or more of the deficiencies in the report, the reviewed firm should
contact the administering entity for assistance. For more information related
to disagreements, see paragraph .93 of the standards. The letter of response
should be carefully prepared because of the important bearing it may have on
the decisions reached in connection with acceptance of the report on the review
(see paragraphs .136–.140, "Accepting System and Engagement Reviews") and
should be tailored to address the firm's remediation plans for the deficiencies
described in its peer review report. The letter of response should be submitted
to the team captain for review and comment prior to the exit conference.
[Reviewed firm's letterhead]

October 31, 20XX
[Addressed to the peer review committee of the administering entity]1

Ladies and Gentlemen:
This letter represents our2 response to the report issued in connection with
the peer review of the firm's system of quality control for the accounting and
auditing practice in effect for the year ended June 30, 20XX.

1.3 Due to circumstances that we deemed appropriate, we notified
the peer reviewer that he would be unable to select our only au-
dit subject to Government Auditing Standards in the peer review.
This was an initial engagement and an engagement performed
under Government Auditing Standards, so there were no previous
audits for the reviewer to select. We have considered the conse-
quences of noncompliance related to this matter. We understand
that until our firm's most recently completed peer review includes
selection of an engagement performed under Government Audit-
ing Standards our audit reports for such engagements will need
to include an exception regarding our lack of compliance with peer
review requirements.

Sincerely,
[Name of Firm]4

1 The response of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the National Peer Review Committee.

2 The response should use the singular I, me, and my only when the reviewed firm is a sole prac-
titioner.

3 The numbering of responses, to coincide with the numbered comments in the report, is optional.
4 Signed by an authorized partner of the firm.
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Appendix I

Illustration of a Report With a Peer Review Rating of Fail
in a System Review

The deficiencies provided are examples for illustrative purposes only. Any one
or more of the deficiencies, based on the relative importance of the deficiency
to the system of quality control as a whole, could result in a report with a peer
review rating of pass with deficiencies or fail.

[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

Report on the Firm's System of Quality Control

October 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering
entity]1

We2 have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm)3 in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants (Standards).

A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a System Review as described in the standards may be found
at www.aicpa.org/prsummary. The summary also includes an explanation of
how engagements identified as not performed or reported in conformity with
applicable professional standards, if any, are evaluated by a peer reviewer to
determine a peer review rating.

Firm's Responsibility

The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.

1 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

2 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

3 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Peer Reviewer's Responsibility
Our responsibility is to express an opinion on the design of the system of quality
control and the firm's compliance therewith based on our review.
Required Selections and Considerations
Engagements selected for review included (engagements performed under Gov-
ernment Auditing Standards including compliance audits under the Single Au-
dit Act; audits of employee benefit plans, audits performed under FDICIA, au-
dits of carrying broker-dealers, and examinations of service organizations [SOC
1 and SOC 2 engagements]).4

As a part of our peer review, we considered reviews by regulatory entities as
communicated by the firm, if applicable, in determining the nature and extent
of our procedures.
Significant Deficiencies5 Identified in the Firm's System of Quality
Control
We noted the following significant deficiencies6 during our review:

1. The firm's quality control policies and procedures do not provide
reasonable assurance that the firm will comply with applicable
professional standards and will issue reports that are appropri-
ate in the circumstances, as a result of the following significant
deficiencies:

a. The firm lacks policies and procedures addressing new en-
gagement acceptance to only undertake engagements for
which it has the capabilities, resources, and professional
competence to complete in accordance with applicable pro-
fessional standards.

b. The firm lacks policies and procedures addressing contin-
uing professional education (CPE) to require its personnel
to obtain relevant training to prepare for engagements in
new industries or service areas.

c. Firm leadership has not implemented policies and proce-
dures to provide clear, consistent, and frequent actions and
messages from all levels of the firm's management that
emphasize the firm's commitment to quality.

In our opinion, the significant deficiencies described previously
contributed to an employee benefit plan audit that did not con-
form to professional standards in all material respects. During

4 If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards including compliance audits under the Single Audit Act, audits of depository
institutions with total assets of $500 million or greater at the beginning of its fiscal year, audits of
carrying broker-dealers, examinations or service organizations [SOC 1 and SOC 2 engagements] or
other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. If
the reviewer selected an engagement under Government Auditing Standards (excluding engagements
subject to the Single Audit Act) and also selected an engagement solely to evaluate a compliance audit
under the Single Audit Act, this portion of the sentence should read as follows "Government Auditing
Standards, compliance audits under the Single Audit Act," etc. For SOC engagements, the paragraph
should be tailored to reflect the type(s) selected for review. The paragraph should be tailored to indi-
cate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in
the report.

5 Should be tailored to indicate a single significant deficiency, when applicable.
6 When considered together, the deficiencies rise to the level of significant deficiencies. The sig-

nificant deficiencies provided are examples for illustrative purposes only.
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our review, we discovered that the firm had undertaken an em-
ployee benefit plan audit without performing appropriate accep-
tance procedures, including the engagement partner obtaining
relevant CPE or otherwise obtaining sufficient knowledge to con-
duct the audit.

2. The firm's quality control policies and procedures addressing con-
tinuing professional education (CPE) are not sufficient to pro-
vide reasonable assurance that its personnel will have the com-
petence necessary to perform engagements in accordance with
professional and regulatory requirements. The courses taken by
firm personnel did not provide them with sufficient information
about current developments in accounting and auditing matters.
In our opinion, this led to firm personnel being unable to appropri-
ately address recent pronouncements and new disclosure require-
ments; and failure to consider new auditing standards and other
required communications. This contributed to audit engagements
performed under Government Auditing Standards, and audits in
other industries that did not conform to professional standards in
all material respects.

3. The firm's quality control policies and procedures regarding mon-
itoring do not provide it with reasonable assurance that the poli-
cies and procedures relating to the system of quality control are
relevant, adequate, and operating effectively. The firm's quality
control policies and procedures do not

a. include an ongoing consideration and evaluation of the
firm's system of quality control, including inspection or
a periodic review of engagement documentation, reports,
and clients' financial statements for a selection of com-
pleted engagements.

b. require responsibility for the monitoring process to be as-
signed to a partner or partners or other persons with suffi-
cient and appropriate experience and authority in the firm
to assume that responsibility.

c. assign the performance of monitoring the firm's system of
quality control to qualified individuals.

Opinion
In our opinion, as a result of the significant deficiencies previously described,
the system of quality control for the accounting and auditing practice of XYZ
& Co.7 in effect for the year ended June 30, 20XX, was not suitably designed or
complied with to provide the firm with reasonable assurance of performing or
reporting in conformity with applicable professional standards in all material
respects. Firms can receive a rating of pass, pass with deficiency(ies), or fail.
XYZ & Co has received a peer review rating of fail.
Smith, Jones and Associates
[Name of team captain's firm]

7 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix J

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail in a System Review

The purpose of a letter of response is to describe the actions the firm has taken
or will take, including the timing of the planned actions, to prevent a recurrence
of each of the significant deficiencies discussed in the report. If the reviewed
firm disagrees with one or more of the significant deficiencies in the report, the
reviewed firm should contact the administering entity for assistance. For more
information related to disagreements, see paragraph .93 of the standards. The
letter of response should be carefully prepared because of the important bearing
it may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136–.140, "Accepting System and Engagement
Reviews") and should be tailored to address the firm's remediation plans for
the significant deficiencies described in its peer review report. The letter of
response should be submitted to the team captain for review and comment prior
to the exit conference.

October 31, 20XX

[Addressed to the peer review committee of the administering entity]1

Ladies and Gentlemen:

This letter represents our2 response to the report issued in connection with the
peer review of the firm's system of quality control for the accounting and audit-
ing practice in effect for the year ended June 30, 20XX. The firm is committed to
providing clear, consistent, and frequent actions and messages from all levels
of the firm's management to emphasize the firm's commitment to quality. The
remedial actions discussed in this letter will be monitored to ensure that they
are effectively implemented as part of our system of quality control.

1.3 The firm modified its quality control policies and procedures to
require the following:

a. Use of practice aids to document procedures performed to
assess competency for undertaking new engagements. The
practice aid is designed to ensure that the firm 1) is compe-
tent to perform the engagement and has the capabilities,
including time and resources, to do so, 2) can comply with
legal and relevant ethical requirements, and 3) has consid-
ered the integrity of the client.

b. Inclusion of a CPE plan for obtaining relevant training to
prepare for engagements in new industries or service ar-
eas in the client acceptance file

1 The response of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the National Peer Review Committee.

2 The response should use the singular I, me, and my only when the reviewed firm is a sole prac-
titioner.

3 The numbering of responses, to coincide with the numbered comments in the report, is optional.
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The firm has recalled the audit report for the employee benefit
plan audit and has hired a third party to perform a preissuance
review prior to reissuing our report.

2. We have joined the AICPA Governmental Audit Quality Center
and Employee Benefit Plan Audit Quality Center. The firm modi-
fied its quality control policies and procedures to require person-
nel that perform engagements in these specialized areas to attend
at least eight hours of CPE annually in the specialized area. We
are committed to promptly completing our evaluation of the au-
dit engagements, including whether audited financial statements
should be recalled and reissued to include the omitted disclosures.
The omitted procedures will be performed and documentation will
be added in a memo to the engagement files of the audit performed
under Government Auditing Standards and the audits in other
industries identified as not in conformity with professional stan-
dards.

3. The firm's system of quality control was modified to include mon-
itoring procedures to provide it with reasonable assurance that
the firm's policies and procedures relating to the system of quality
control are relevant, adequate, and operating effectively. Specifi-
cally, the firm will monitor compliance with all functional areas of
the system and will perform annual inspections on a sample of en-
gagements. We intend to hire a Quality Control Director who will
be responsible for developing and implementing our monitoring
and inspection procedures.

The results of our peer review will be discussed in a firm-wide meeting to be
held on November 22, 20XX, and an emphasis on quality will be reinforced with
all engagement partners and their teams.
Sincerely,
[Name of Firm]4

4 Signed by an authorized partner of the firm.

©2017, AICPA PR §100.216



2888 Peer Review

.217

Appendix K

Illustration of a Report With a Peer Review Rating of Fail
(With a Scope Limitation) in a System Review

The deficiencies provided are examples for illustrative purposes only. Any one
or more of the deficiencies, based on the relative importance of the deficiency
to the system of quality control as a whole, could result in a report with a peer
review rating of pass with deficiencies or fail.

Limitation on Scope of Review

A report with a scope limitation should be issued when the scope of the review is
limited by conditions (including those discussed in the standards) that preclude
the application of one or more peer review procedure(s) considered necessary
in the circumstances and the review team cannot accomplish the objectives of
those procedures through alternate procedures. For example, a review team
may be able to apply appropriate alternate procedures if one or more engage-
ments have been excluded from the scope of the review. Ordinarily, however, the
team would be unable to apply alternate procedures if the firm's only engage-
ment in an industry that must be selected is unavailable for review and there
is not an earlier issued engagement that may be able to replace it, or when
a significant portion of the firm's accounting and auditing practice during the
year reviewed had been divested before the review began (see interpretation).
A scope limitation may be included in a report with a peer review rating of
pass, pass with deficiency(ies), or fail. In this example, the scope limitation was
included in a report with a peer review rating of fail.
[Firm letterhead for a firm-on-firm review; team captain's firm letterhead for an
association formed review team.]

Report on the Firm's System of Quality Control

October 31, 20XX
To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering
entity]1

We2 have reviewed the system of quality control for the accounting and auditing
practice of XYZ & Co. (the firm)3 in effect for the year ended June 30, 20XX. Our
peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the
American Institute of Certified Public Accountants (Standards).

1 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

2 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

3 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a System Review as described in the Standards may be found
at www.aicpa.org/prsummary. The summary also includes an explanation of
how engagements identified as not performed or reported in conformity with
applicable professional standards, if any, are evaluated by a peer reviewer to
determine a peer review rating.
Firm's Responsibility
The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
Peer Reviewer's Responsibility
Our responsibility is to express an opinion on the design of the system of quality
control and the firm's compliance therewith based on our review.
Required Selections and Considerations
Engagements selected for review included (engagements performed under Gov-
ernment Auditing Standards; audits of employee benefit plans, audits per-
formed under FDICIA, audits of carrying broker-dealers, and examinations of
service organizations [SOC 1 and SOC 2 engagements]).4

As a part of our peer review, we considered reviews by regulatory entities as
communicated by the firm, if applicable, in determining the nature and extent
of our procedures.
Significant Deficiencies5 Identified in the Firm's System of Quality
Control
In addition, we noted the following significant deficiencies6 during our review:

1. The firm's quality control policies and procedures provide reason-
able assurance that the firm and its personnel will comply with
relevant ethical requirements. The firm's quality control policies
and procedures require that written independence representa-
tions be obtained annually from all partners and personnel and
then be reviewed by a partner in the firm assigned overall respon-
sibility for such matters. During our review, we noted that the re-
sponsible partner left the firm in the early part of the year and
her responsibilities in this area had not been reassigned. In our

4 If the firm performs audits of employee benefit plans, engagements performed under Govern-
ment Auditing Standards including compliance audits under the Single Audit Act, audits of depository
institutions with total assets of $500 million or greater at the beginning of its fiscal year, audits of
carrying broker-dealers, examinations of service organizations [SOC 1 and SOC 2 engagements] or
other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. If
the reviewer selected an engagement under Government Auditing Standards (excluding engagements
subject to the Single Audit Act) and also selected an engagement solely to evaluate a compliance audit
under the Single Audit Act, this portion of the sentence should read as follows "Government Auditing
Standards, compliance audits under the Single Audit Act," etc. For SOC engagements, the paragraph
should be tailored to reflect the type(s) selected for review. The paragraph should be tailored to indi-
cate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in
the report.

5 Should be tailored to indicate a single significant deficiency, when applicable.
6 When considered together, the deficiencies rise to the level of significant deficiencies. The sig-

nificant deficiencies provided are examples for illustrative purposes only.
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opinion, this contributed to several of the firm's personnel failing
to sign such a representation. Written independence representa-
tions were subsequently obtained but there were instances where
the firm was not independent with respect to the financial state-
ments on which it reported, which caused the engagements to not
conform to professional standards in all material respects.

2. The firm's policies and procedures regarding acceptance and con-
tinuance of clients are not complied with to provide it with reason-
able assurance that its personnel are competent to perform the
engagement and have the capabilities to do so. The firm accepted
an audit in a specialized industry in which it had no experience
or expertise and did not take steps to obtain competency prior
to issuing the audit report. In our opinion, this contributed to an
employee benefit plan audit that was not performed in accordance
with professional standards in all material respects.

3. The firm's use of the standardized planning forms required by
its quality control policies and procedures for engagement perfor-
mance are not consistently complied with to provide reasonable
assurance that audit engagements are performed in accordance
with professional standards. Despite such forms including audit
planning steps for considering preliminary judgments about ma-
teriality levels, fraud risk factors, planned assessed level of con-
trol risk, analytical review procedures, and conditions that may
require an extension of or a modification of tests, we noted sev-
eral engagements that lacked sufficient evidence of such consid-
erations. In our opinion, this contributed to audits of employee
benefit plans and engagements in other industries that did not
conform to professional standards in all material respects.

Scope Limitation7

In performing our review, the firm notified us that we would be unable to review
the engagements performed by one of the firm's four offices that divested from
the firm during the peer review year. As a result, we were unable to include
within our engagement selection any engagements issued by that office. The
engagements excluded from our engagement selection process included audit
engagements and composed approximately 20 percent of the firm's audit and
accounting hours during the peer review year.
Opinion
In our opinion, as a result of the significant deficiencies previously described,
and any additional significant deficiencies that might have come to our at-
tention had we been able to review engagements from the divested office as
previously described, the system of quality control for the accounting and au-
diting practice of XYZ & Co.8 in effect for the year ended June 30, 20XX was
not suitably designed or complied with to provide the firm with reasonable as-
surance of performing or reporting in conformity with applicable professional
standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies), or fail. XYZ & Co has received a peer review rating of fail (with
a scope limitation).
Smith, Jones and Associates
[Name of team captain's firm]

7 The scope limitation provided is an example provided for illustrative purposes only.
8 The report of a firm who is required to be registered with and inspected by the PCAOB should

be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix L

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail (With a Scope
Limitation) in a System Review

The purpose of a letter of response is to describe the actions the firm has taken
or will take including the timing of the planned actions, to prevent a recurrence
of each of the significant deficiencies discussed in the report. If the reviewed
firm disagrees with one or more of the significant deficiencies in the report, the
reviewed firm should contact the administering entity for assistance. For more
information related to disagreements, see paragraph .93 of the standards. The
letter of response should be carefully prepared because of the important bearing
it may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136–.140, "Accepting System and Engagement
Reviews") and should be tailored to address the firm's remediation plans for
the significant deficiencies described in its peer review report. The letter of
response should be submitted to the team captain for review and comment prior
to the exit conference.

October 31, 20XX
[Addressed to the peer review committee of the administering entity]1

Ladies and Gentlemen:
This letter represents our2 response to the report issued in connection with
the peer review of the firm's system of quality control for the accounting and
auditing practice in effect for the year ended June 30, 20XX.
We notified our peer reviewer that he would be unable to review the engage-
ments performed by one of our firm's four offices that divested from our firm
during the peer review year. We have considered the consequences of this scope
limitation on the results of our peer review.

1.3 The firm's monitoring procedures were modified to provide it with
reasonable assurance that the firm's policies and procedures are
relevant, adequate, and operating effectively. Specifically, the firm
will monitor compliance with relevant ethical considerations and
perform annual testing of a sample of personnel independence
confirmations. We have contacted our attorney, clients, and appli-
cable regulatory bodies to discuss the impact of the independence
violations and will remediate the engagements as required by pro-
fessional standards.

2. The firm has contacted two other accounting firms with expertise
in Employee Retirement Income Security Act (ERISA) audits. We
have implemented a plan for consultation with these firms for

1 The response of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the National Peer Review Committee.

2 The response should use the singular I, me, and my only when the reviewed firm is a sole prac-
titioner.

3 The numbering of responses, to coincide with the numbered comments in the report, is optional.
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guidance in situations with which we are unfamiliar. We have also
joined the AICPA Employee Benefit Plan Audit Quality Center.
The omitted procedures will be performed and documentation will
be added in a memo to the engagement file. We will engage one
of the accounting firms to review the engagement working papers
prior to finalizing the memo and to perform engagement quality
control reviews of future employee benefit plan audits.

3. We have purchased practice aids that are specific to the industries
of our clients and have instructed staff and partners on their use.
At our next staff meeting on November 22, 20XX, we will empha-
size the importance of proper use of the firm's practice aids. We
will also discuss the proper resolution of points or topics unfamil-
iar to the individual completing the checklist or those reviewing
its completion. The firm's CPE plan for partners and managers
now includes annual updates on the firm's expectations for per-
forming and documenting audit planning considerations.

The firm is committed to strengthening its monitoring policies and procedures.
We have acquired quality control materials to guide the firm, and supervision
of the monitoring process has been assigned to a partner. Additionally, outside
assistance (as previously mentioned) has been sought, and these individuals
will be available for consultation and guidance.
Sincerely,
[Name of Firm]4

4 Signed by an authorized partner of the firm.
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Appendix M

Illustration of a Report With a Peer Review Rating of Pass
in an Engagement Review

In the event of a scope limitation, include an additional paragraph (as described
in paragraph .122j of the standards), and follow the illustrations for System Re-
views with scope limitations (see appendixes D, "Illustration of a Report With a
Peer Review Rating of Pass (With a Scope Limitation) in a System Review;" G,
"Illustration of a Report With a Peer Review Rating of Pass With Deficiencies
(With a Scope Limitation) in a System Review;" and K, "Illustration of a Re-
port With a Peer Review Rating of Fail (With a Scope Limitation) in a System
Review").
[Administering entity letterhead for a committee-appointed review team review;
firm letterhead for a firm-on-firm review; review captain's firm letterhead for an
association formed review team]

Report on the Firm's Conformity With Professional Standards on
Engagements Reviewed1

September 30, 20XX
To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering
entity]2

We3 have reviewed selected accounting engagements of XYZ & Co. (the firm)4

issued with periods ending during the year ended June 30, 20XX. Our peer re-
view was conducted in accordance with the Standards for Performing and Re-
porting on Peer Reviews established by the Peer Review Board of the American
Institute of Certified Public Accountants (Standards).
A summary of the nature, objectives, scope, limitations of, and the procedures
performed in an Engagement Review as described in the Standards may be
found at www.aicpa.org/prsummary.
Firm's Responsibility
The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material

1 The report title and body should be tailored as appropriate when a single engagement is re-
viewed. The title should be changed to "Report on the Firm's Conformity With Professional Standards
on an Engagement Reviewed."

2 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

3 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

4 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
Peer Reviewer's Responsibility
Our responsibility is to evaluate whether the engagements submitted for re-
view were performed and reported on in conformity with applicable professional
standards in all material respects.
An Engagement Review does not include reviewing the firm's system of quality
control and compliance therewith and, accordingly, we express no opinion or
any form of assurance on that system.
Conclusion
Based on our review, nothing came to our attention that caused us to believe
that the engagements submitted for review by XYZ & Co.5 issued with periods
ending during the year ended June 30, 20XX, were not performed and reported
on in conformity with applicable professional standards in all material respects.
Firms can receive a rating of pass, pass with deficiency(ies), or fail. XYZ & Co
has received a peer review rating of pass.
Smith, Jones and Associates [Name of review captain's firm on firm-on-firm
review or association formed review team]
[or]
John Brown, Review Captain
[Committee-appointed review team review]

5 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix N

Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies in an Engagement Review

This illustration assumes the review captain concludes that deficiencies are
not evident on all of the engagements submitted for review. Otherwise, this
firm would have received a peer review rating of fail.

In the event of a scope limitation, include an additional paragraph (as described
in paragraph .122j of the standards), and follow the illustrations for System
Reviews with scope limitations (appendixes D, "Illustration of a Report With a
Peer Review Rating of Pass (With a Scope Limitation) in a System Review;" G,
"Illustration of a Report With a Peer Review Rating of Pass With Deficiencies
(With a Scope Limitation) in a System Review;" and K, "Illustration of a Re-
port With a Peer Review Rating of Fail (With a Scope Limitation) in a System
Review").

[Administering entity letterhead for a committee-appointed review team review;
firm letterhead for a firm-on-firm review; review captain's firm letterhead for an
association formed review team]

Report on the Firm's Conformity With Professional Standards on
Engagements Reviewed1

September 30, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable administering en-
tity]2

We3 have reviewed selected accounting engagements of XYZ & Co. (the firm)4

issued with periods ending during the year ended June 30, 20XX. Our peer re-
view was conducted in accordance with the Standards for Performing and Re-
porting on Peer Reviews established by the Peer Review Board of the American
Institute of Certified Public Accountants (Standards).

A summary of the nature, objectives, scope, limitations of, and the procedures
performed in an Engagement Review as described in the standards may be
found at www.aicpa.org/prsummary.

1 The report title and body should be tailored as appropriate when a single engagement is re-
viewed. The title should be changed to "Report on the Firm's Conformity With Professional Standards
on an Engagement Reviewed."

2 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

3 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

4 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Firm's Responsibility
The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
Peer Reviewer's Responsibility
Our responsibility is to evaluate whether the engagements submitted for re-
view were performed and reported on in conformity with applicable professional
standards in all material respects.
An Engagement Review does not include reviewing the firm's system of quality
control and compliance therewith and, accordingly, we express no opinion or
any form of assurance on that system.
Deficiencies5 Identified on the Firm's Conformity With Professional
Standards on Engagements Reviewed6

We noted the following deficiencies7 during our review:
1. On one review engagement of a manufacturing client, we noted

that the accompanying accountant's report was not appropriately
modified when the financial statements did not appropriately
present or disclose matters in accordance with industry stan-
dards.

2. On a review engagement, we noted that the firm failed to obtain a
management representation letter, and its working papers failed
to document the matters covered in the accountant's inquiry and
analytical procedures. These deficiencies were identified on the
firm's previous review.

Conclusion
As a result of the deficiencies previously described, we concluded that at least
one but not all of the engagements submitted for review by XYZ & Co.8 issued
with periods ending during the year ended June 30, 20XX, were not performed
and reported on in conformity with applicable professional standards in all ma-
terial respects. Firms can receive a rating of pass, pass with deficiency(ies), or
fail. XYZ & Co. has received a peer review rating of pass with deficiencies.
Smith, Jones and Associates
[Name of review captain's firm on firm-on-firm review or association formed
review team]
[or]
John Brown, Review Captain [Committee-appointed review team review]

5 Should be tailored to indicate a single deficiency, when applicable.
6 Should be tailored to indicate a single engagement reviewed, when applicable.
7 The deficiencies provided are examples for illustrative purposes only.
8 The report of a firm who is required to be registered with and inspected by the PCAOB should

be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix O

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Pass With Deficiencies in an
Engagement Review

The purpose of a letter of response is to describe the actions the firm has taken
or will take including the timing of the planned actions to prevent the re-
currence of each deficiency discussed in the report. If the reviewed firm dis-
agrees with one or more of the deficiencies in the report, the reviewed firm
should contact the administering entity for assistance. For additional guid-
ance on disagreements, see paragraph .116 of standards. The letter of response
should be carefully prepared because of the important bearing it may have
on the decisions reached in connection with acceptance of the report on the
review (see paragraphs .136–.140, "Accepting System and Engagement Re-
views") and should be tailored to address the firm's remediation plans for
the deficiencies described in its peer review report. The letter of response
should be submitted to the reviewer for review and comment prior to the exit
reference.

September 30, 20XX

[Addressed to the peer review committee of the administering entity]1

Ladies and Gentlemen:

This letter represents our2 response to the report on the Engagement Review
of our firm's accounting practice for engagements submitted for review with
periods ending during the year ended June 30, 20XX.

1.3 We have recalled and reissued the review report. The entire staff
has participated in continuing professional education related to
reporting and disclosures, with a particular focus on areas specific
to the industries that we are engaged in. We will be performing a
pre-issuance review by a partner not associated with the engage-
ment to make sure that the accountant's report is appropriately
modified when the financial statements depart from applicable
professional standards.

2. We subsequently obtained a management representation letter
and documented the matters covered in our inquiry and analyt-
ical procedures. Management representation letters will be ob-
tained for all future review engagements issued by the firm. The
firm has required that a manager review each engagement to
ensure that the management representation letter is obtained
and that all the required documentation, including the matters

1 The response of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the National Peer Review Committee.

2 The response should use the singular I, me, and my only when the reviewed firm is a sole prac-
titioner.

3 The numbering of responses, to coincide with the numbered comments in the report, is optional.
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covered in the accountant's inquiry and analytical procedures, is
included in the working papers.

We believe these actions address the matters noted by the reviewer.
Sincerely,
[Name of firm]4

4 Signed by an authorized partner of the firm.
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Appendix P

Illustration of a Report With a Peer Review Rating of Fail
in an Engagement Review

The deficiencies in this illustration represent various examples and are not
intended to suggest that the peer review would include this many engagements
in the scope or require this number of deficiencies to warrant a report with a
peer review rating of fail. However, each of the engagements reviewed would
have one or more deficiencies in a report with a peer review rating of fail.
In the event of a scope limitation, include an additional paragraph (as described
in paragraph .122j of the standards), and follow the illustrations for System
Reviews with scope limitations (appendixes D, "Illustration of a Report With a
Peer Review Rating of Pass (With a Scope Limitation) in a System Review;" G,
"Illustration of a Report With a Peer Review Rating of Pass With Deficiencies
(With a Scope Limitation) in a System Review;" and K, "Illustration of a Re-
port With a Peer Review Rating of Fail (With a Scope Limitation) in a System
Review").
[Administering entity letterhead for a committee-appointed review team review;
firm letterhead for a firm-on-firm review; review captain's firm letterhead for an
association formed review team]

Report on the Firm's Conformity With Professional Standards on
Engagements Reviewed1

September 30, 20XX
To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer
Review Committee of the [insert the name of the applicable Administering
Entity]2

We3 have reviewed selected accounting engagements of XYZ & Co. (the firm)4

issued with periods ending during the year ended June 30, 20XX. Our peer re-
view was conducted in accordance with the Standards for Performing and Re-
porting on Peer Reviews established by the Peer Review Board of the American
Institute of Certified Public Accountants (Standards).
A summary of the nature, objectives, scope, limitations of, and the procedures
performed in an Engagement Review as described in the Standards may be
found at www.aicpa.org/prsummary.

1 The report title and body should be tailored as appropriate when a single engagement is re-
viewed. The title should be changed to "Report on the Firm's Conformity With Professional Standards
on an Engagement Reviewed."

2 The report of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the Partners of [or appropriate terminology] XYZ & Co. and the
National Peer Review Committee.

3 The report should use the plural we, us, and our even if the review team consists of only one
person. The singular I, me, and my are appropriate only if the reviewed firm has engaged another firm
to perform its review and the reviewing firm is a sole practitioner.

4 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Firm's Responsibility
The firm is responsible for designing a system of quality control and comply-
ing with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. The firm is also responsible for evaluating actions to promptly reme-
diate engagements deemed as not performed or reported in conformity with
professional standards, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
Peer Reviewer's Responsibility
Our responsibility is to evaluate whether the engagements submitted for re-
view were performed and reported on in conformity with applicable professional
standards in all material respects.
An Engagement Review does not include reviewing the firm's system of quality
control and compliance therewith and, accordingly, we express no opinion or
any form of assurance on that system.
Significant Deficiencies5 Identified on the Firm's Conformity With Pro-
fessional Standards on Engagements Reviewed6

We noted the following significant deficiencies7 during our review:
1. Our review disclosed several failures to adhere to applicable pro-

fessional standards in reporting on material departures from gen-
erally accepted accounting principles (GAAP) and in conforming
to standards for accounting and review services. Specifically, the
firm did not disclose in certain compilation and review reports
failures to conform with GAAP in accounting for leases, in ac-
counting for revenue from construction contracts, and in disclo-
sures made in the financial statements or the notes thereto con-
cerning various matters important to an understanding of those
statements. The compilation and review engagements were in the
construction and manufacturing industries, respectively. In addi-
tion, the firm did not obtain management representation letters
on review engagements.

2. During our review, we noted the firm did not modify its compi-
lation reports on financial statements when neither the financial
statements nor the footnotes noted that the statements were pre-
sented using a special purpose framework.8 This deficiency was
noted in the firm's previous peer reviews.

3. In the construction industry compilation engagements that we
reviewed, disclosures of material lease obligations as required by
generally accepted accounting principles were not included in the
financial statements, and the omissions were not disclosed in the
accountant's reports.

4. During our review of the firm's engagements to prepare finan-
cial statements, we noted the firm did not issue a disclaimer that
made clear no assurance was provided on the financial statements
and also did not indicate that no assurance was provided on each
page of the financial statements.

5 Should be tailored to indicate a single significant deficiency, when applicable.
6 Should be tailored to indicate a single engagement reviewed, when applicable.
7 The deficiencies provided are examples for illustrative purposes only.
8 The cash, tax, regulatory, and other bases of accounting that utilize a definite set of logical, rea-

sonable criteria that are applied to all material items appearing in financial statements are commonly
referred to as other comprehensive bases of accounting.
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Conclusion
As a result of the deficiencies previously described, we concluded that all the
engagements submitted for review by XYZ & Co.9 issued with periods ending
during the year ended June 30, 20XX, were not performed and reported on
in conformity with applicable professional standards in all material respects.
Firms can receive a rating of pass, pass with deficiency(ies), or fail. XYZ & Co
has received a peer review rating of fail.
Smith, Jones and Associates
[Name of review captain's firm on firm-on-firm review or association formed
review team]
[or]
John Brown, Review Captain [Committee-appointed review team review]

9 The report of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix Q

Illustration of a Response by a Reviewed Firm to a Report
With a Peer Review Rating of Fail in an Engagement
Review

The purpose of a letter of response is to describe the actions the firm has taken
or will take including the timing of the planned actions to prevent the re-
currence of each of the significant deficiencies. If the reviewed firm disagrees
with one or more of the significant deficiencies in the report, the reviewed firm
should contact the administering entity for assistance. For additional guidance
on disagreements, see paragraph .116 of the standards. The letter of response
should be carefully prepared because of the important bearing it may have on
the decisions reached in connection with acceptance of the report on the re-
view (see paragraphs .136–.140, "Accepting System and Engagement Reviews")
and should be tailored to address the firm's remediation plans for the signif-
icant deficiencies described in its peer review report. The letter of response
should be submitted to the reviewer for review and comment prior to the exit
conference.

September 30, 20XX

[Addressed to the peer review committee of the administering entity]1

Ladies and Gentlemen:

This letter represents our2 response to the report on the Engagement Review
of our firm's accounting practice for engagements submitted for review with
periods ending during the year ended June 30, 20XX.
3 To prevent the recurrence of the deficiencies noted by the reviewer and to
prevent other such deficiencies from occurring, we will review the professional
standards related to the deficiencies and ensure that the professional standards
will be complied with on all future engagements.

Specifically, we have strengthened the engagement review to ensure that man-
agement representation letters are obtained for all review engagements per-
formed by the firm.

All personnel who work on accounting engagements will be participating in
continuing professional education in disclosures and reporting by December
31, 20XX, to address the disclosure and reporting deficiencies noted by the re-
viewer. In addition, we have started using a third-party reporting and disclo-
sure checklist to ensure all reporting and disclosure matters are appropriately
addressed. The reporting and disclosure checklist is tailored to specialized in-
dustries, where applicable.

1 The response of a firm whose review is administered by the National Peer Review Committee
should be addressed as follows: To the National Peer Review Committee.

2 The response should use the singular I, me, and my only when the reviewed firm is a sole prac-
titioner.

3 The numbering of responses, to coincide with the numbered comments in the report, is optional.

PR §100.223 ©2017, AICPA



Standards for Performing and Reporting on Peer Reviews 2903

The firm is now using third-party practice aids for guidance on report modifi-
cations and disclaimers.
For the engagements reviewed, we have recalled and reissued our reports.
We believe these actions are responsive to the deficiencies noted on the review.
Sincerely,
[Name of firm]4

4 Signed by an authorized partner of the firm.
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Appendix R

Illustration of a Report With a Review Rating of Pass in a
Review of Quality Control Materials

Report on the Provider's System of Quality Control and Resultant
Materials

April 30, 20XX
Executive Board of XYZ Organization and the National Peer Review Committee
We have reviewed the system of quality control for the development and main-
tenance of [identify each item covered by the opinion or refer to an attached
listing] (hereafter referred to as materials or QCM) of XYZ Organization (the
provider) and the resultant materials in effect at December 31, 20XX. Our qual-
ity control materials review was conducted in accordance with the Standards
for Performing and Reporting on Peer Reviews established by the Peer Review
Board of the American Institute of Certified Public Accountants (Standards).
A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a Quality Control Materials Review as described in the Standards
may be found at www.aicpa.org/prsummary.
Provider's Responsibility
The provider is responsible for designing and complying with a system of qual-
ity control that provides reasonable assurance that the materials are reliable
aids to assist users in conforming with the components which are integral to the
professional standards that the materials purport to encompass. The provider
is also responsible for evaluating actions to promptly remediate materials not
deemed as reliable aids, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
QCM Reviewer's Responsibility
Our responsibility is to express an opinion on the design of the system, the
provider's compliance with that system, and the reliability of the resultant ma-
terials, based on our review.
User's Responsibility
Users of the materials and this report should carefully consider the scope of
this review. They should also understand the intended uses and limitations of
the materials as reflected in their user instructions and related information, as
well as the level of explanatory guidance provided by the materials. Users of
the materials are responsible for evaluating their suitability and implementing,
tailoring, and augmenting the materials as appropriate. Therefore, the reliabil-
ity of the materials is also dependent on the effectiveness of these actions and
could vary from user to user. Further, there may be important elements of a
quality control system in accordance with the Statements on Quality Control
Standards that are not included in the materials that have been subject to this
review.
Opinion
In our opinion, the system of quality control for the development and mainte-
nance of the quality control materials of the XYZ Organization was suitably de-
signed and was being complied with during the year ended December 31, 20XX,
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to provide users of the materials with reasonable assurance that the materials
are reliable aids. Also, in our opinion, the quality control materials previously
referred to are reliable aids to assist users in conforming with the components
which are integral to the professional standards the materials purport to en-
compass at December 31, 20XX. Providers can receive a rating of pass, pass
with deficiency(ies), or fail. XYZ Organization has received a review rating of
pass.
ABC & Co.1

1 The report should be signed in the name of the team captain's firm for firm-on-firm reviews or
association formed review teams.
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Appendix S

Illustration of a Report With a Review Rating of Pass With
Deficiency in a Review of Quality Control Materials

Report on the Provider's System of Quality Control and Resultant
Materials

April 30, 20XX

Executive Board of XYZ Organization and the National Peer Review Committee

We have reviewed the system of quality control for the development and main-
tenance of [identify each item covered by the opinion or refer to an attached
listing] (hereafter referred to as materials or QCM) of XYZ Organization (the
provider) and the resultant materials in effect at December 31, 20XX. Our qual-
ity control materials review was conducted in accordance with the Standards
for Performing and Reporting on Peer Reviews established by the Peer Review
Board of the American Institute of Certified Public Accountants (Standards).

A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a Quality Control Materials Review as described in the Standards
may be found at www.aicpa.org/prsummary.

Provider's Responsibility

The provider is responsible for designing and complying with a system of qual-
ity control that provides reasonable assurance that the materials are reliable
aids to assist users in conforming with the components which are integral to the
professional standards that the materials purport to encompass. The provider
is also responsible for evaluating actions to promptly remediate materials not
deemed as reliable aids, when appropriate, and for remediating weaknesses in
its system of quality control, if any.

QCM Reviewer's Responsibility

Our responsibility is to express an opinion on the design of the system, the
provider's compliance with that system, and the reliability of the resultant ma-
terials, based on our review.

User's Responsibility

Users of the materials and this report should carefully consider the scope of
this review. They should also understand the intended uses and limitations of
the materials as reflected in their user instructions and related information, as
well as the level of explanatory guidance provided by the materials. Users of
the materials are responsible for evaluating their suitability and implementing,
tailoring, and augmenting the materials as appropriate. Therefore, the reliabil-
ity of the materials is also dependent on the effectiveness of these actions and
could vary from user to user. Further, there may be important elements of a
quality control system in accordance with the Statements on Quality Control
Standards that are not included in the materials that have been subject to this
review.
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Deficiency1 Identified in the Provider's System of Quality Control and
Resultant Materials
We noted the following deficiency2 during our review:

1. The provider's policies and procedures for the development and
maintenance of quality control materials state that feedback on
the materials is obtained by means of a questionnaire provided
with the materials. The provider's policies and procedures do not
specify the procedures to be followed for reviewing and analyzing
returned questionnaires. As a result, our review of the question-
naires received by the provider during the review period indicated
that several questionnaires that had significant feedback as to the
accuracy of the information of certain materials were not being
read, summarized, or analyzed to determine whether the quality
control materials require change. During our review we noted an
error in the provider's interpretation of a recently issued profes-
sional standard in the How To Perform Employee Benefit Plan Au-
dits manual. This error was also noted on several of the feedback
questionnaires. However, the error was not of such significance
that it affected the reliability of the aid. Our review did not note
any similar issues in the other materials.

Opinion
In our opinion, except for the deficiencies previously described, the system of
quality control for the development and maintenance of the quality control ma-
terials of the XYZ Organization was suitably designed and was being complied
with during the year ended December 31, 20XX, to provide users of the materi-
als with reasonable assurance that the materials are reliable aids. Also, in our
opinion, the quality control materials previously referred to are reliable aids
to assist users in conforming with the components which are integral to the
professional standards the materials purport to encompass at December 31,
20XX. Providers can receive a rating of pass, pass with deficiency(ies), or fail.
XYZ Organization has received a review rating of pass with deficiency.
ABC & Co.3

1 Should be tailored to indicate a single deficiency, when applicable.
2 The deficiencies provided are examples for illustrative purposes only.
3 The report should be signed in the name of the team captain's firm for firm-on-firm reviews or

association formed review teams.
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Appendix T

Illustration of a Report With a Review Rating of Fail in a
Review of Quality Control Materials

The deficiencies provided are examples for illustrative purposes only. Any one
or more of the deficiencies, based on the relative importance of the deficiency
to the system of quality control as a whole, could result in a report with a peer
review rating of fail.

Report on the Provider's System of Quality Control
and Resultant Materials

October 31, 20XX
Executive Board of XYZ Organization and the National Peer Review Committee
We have reviewed the system of quality control for the development and main-
tenance of [identify each item covered by the opinion or refer to an attached
listing] (hereafter referred to as materials or QCM) of XYZ Organization (the
provider) and the resultant materials in effect at December 31, 20XX. Our qual-
ity control materials review was conducted in accordance with the Standards
for Performing and Reporting on Peer Reviews established by the Peer Review
Board of the American Institute of Certified Public Accountants (Standards).
A summary of the nature, objectives, scope, limitations of, and the procedures
performed in a Quality Control Materials Review as described in the Standards
may be found at www.aicpa.org/prsummary.
Provider's Responsibility
The provider is responsible for designing and complying with a system of qual-
ity control that provides reasonable assurance that the materials are reliable
aids to assist users in conforming with the components which are integral to the
professional standards that the materials purport to encompass. The provider
is also responsible for evaluating actions to promptly remediate materials not
deemed as reliable aids, when appropriate, and for remediating weaknesses in
its system of quality control, if any.
QCM Reviewer's Responsibility
Our responsibility is to express an opinion on the design of the system, the
provider's compliance with that system, and the reliability of the resultant ma-
terials, based on our review.
User's Responsibility
Users of the materials and this report should carefully consider the scope of
this review. They should also understand the intended uses and limitations of
the materials as reflected in their user instructions and related information, as
well as the level of explanatory guidance provided by the materials. Users of
the materials are responsible for evaluating their suitability and implementing,
tailoring, and augmenting the materials as appropriate. Therefore the reliabil-
ity of the materials is also dependent on the effectiveness of these actions and
could vary from user to user. Further, there may be important elements of a
quality control system in accordance with the Statements on Quality Control
Standards that are not included in the materials that have been subject to this
review.
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Significant Deficiencies1 Identified in the Provider's System of Quality
Control and Resultant Materials
We noted the following significant deficiencies2 during our review:

1. The organization's policies and procedures for the development
and maintenance of quality control materials state that feedback
on the materials is obtained by means of a questionnaire pro-
vided with the materials. The organization's policies and proce-
dures do not specify the procedures to be followed for reviewing
and analyzing returned questionnaires. As a result, our review of
the questionnaires received by the organization during the review
period indicated that several questionnaires that had significant
feedback as to the accuracy of the information of certain materi-
als were not being read, summarized, or analyzed to determine
whether the quality control materials require change. During our
review we noted errors in the provider's interpretation of recently
issued professional standards in the How To Perform Employee
Benefit Plan Audits, How To Perform Audits of Small Businesses
and How To Perform Construction Contractor Reviews manuals.
The errors were identified on several of the feedback question-
naires. As a result, these specific materials were inaccurate and,
thus, were not reliable aids.

2. The organization's policies and procedures require that a techni-
cal review of all quality control materials be performed by a qual-
ified person other than the developer to ensure that the materials
are reliable aids to assist users in conforming to the professional
standards the materials purport to encompass. During our review,
we noted that such a technical review was not performed on the
How To Perform Single Audits and How To Perform HUD Audits
manuals. As a result, these materials were not up-to-date or were
inaccurate, and thus were not reliable aids.

Opinion
In our opinion, as a result of the deficiencies previously described, the system of
quality control for the development and maintenance of the quality control ma-
terials of XYZ Organization was not suitably designed or complied with during
the year ended December 31, 20XX, to provide the users of the materials with
reasonable assurance that the materials are reliable aids. Also, in our opinion,
the quality control materials previously referred to are not reliable aids and do
not assist users in conforming with the components which are integral to the
professional standards the materials purport to encompass at December 31,
20XX. Providers can receive a rating of pass, pass with deficiency(ies), or fail.
XYZ Organization has received a review rating of fail.
ABC & Co.3

1 Should be tailored to indicate a single significant deficiency, when applicable.
2 When considered together, the deficiencies rise to the level of significant deficiencies. The sig-

nificant deficiencies provided are examples for illustrative purposes only.
3 The report should be signed in the name of the team captain's firm for firm-on-firm reviews or

association formed review teams.
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PR Section 9100

Standards for Performing and Reporting on
Peer Reviews: Interpretations of Section 100

[Originally issued March 2008; revised December 2008, revised December
2009; revised December 2011; revised January 2013; revised June 2014;

revised February 2015; revised May 2015; revised February 2016;
revised June 2016; revised December 2016; revised February 2017;

revised April 2017.]

Notice to Readers
Interpretations of the AICPA Standards for Performing and Report-
ing on Peer Reviews (sec. 1000) are developed in open meetings by the
AICPA Peer Review Board for peer reviews of firms (and individuals)
enrolled in the AICPA Peer Review Program. Interpretations need not
be exposed for comment and are not the subject of public hearings.
These interpretations are applicable to firms (and individuals) enrolled
in the program; individuals and firms who perform and report on peer
reviews; entities approved to administer the peer reviews; associations
of CPA firms authorized by the board to assist its members in forming
review teams; and AICPA program staff. Interpretations are effective
upon issuance unless otherwise indicated.
The prefix of each interpretation refers first to the paragraph number
in the standards and second to the number of the interpretation relat-
ing to that paragraph. For example, Interpretation No. 5-3 would be the
third interpretation of paragraph .05 of the standards. Not every para-
graph of the standards has an interpretation, and thus there could be
gaps in the numbering sequence of the interpretations. If more than
one paragraph of the standards refers to a particular interpretation,
then the interpretation's prefix will refer to the first instance in the
standards, and the interpretation would note what other paragraphs
refer to the interpretation. Interpretations have been grouped by topic
for reference purposes. For example, there are paragraph Interpreta-
tion Nos. 3-1 and 3-2 under the interpretation related to "Individual
Enrollment in the Program."
To the extent that new interpretations are added before the next ver-
sion of the standards is issued, an interpretation may not be referred
to in the standards with the phrase (see interpretations).

Use of the Standards
1-1 Question—Paragraph .01 of the standards discusses that the stan-

dards are provided for CPA firms (and individuals) enrolled in the program.
Who determines program enrollment eligibility and who may administer the
program?
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Interpretation—The AICPA Peer Review Board (board) determines program
enrollment eligibility and who may administer the program. CPA firms (and
individuals) may enroll in the program, regardless of AICPA membership.

There are professional organizations with peer review programs to assist gov-
ernment audit organizations in meeting their Government Auditing Standards
peer review requirements. For example, the President's Council on Integrity
and Efficiency peer review program arranges reviews for the Federal Inspector
General; the National Association of State Auditors, Comptrollers and Treasur-
ers (NASACT) program arranges reviews for state auditors; and the Associa-
tion of Local Government Auditors (ALGA) program arranges reviews for local
government auditors. Each of these programs have established their own set of
standards for conducting peer reviews and should be contacted for additional
information when a peer reviewer is considering performing a peer review for
one of their members because these standards are not intended for those pur-
poses.

1-2 Question—Who is currently eligible to enroll in the program, which
is administered by committees of the board including but not limited to the
National Peer Review Committee (National PRC), state CPA societies, or other
organizations approved by the board?

Interpretation—CPA firms and, in certain circumstances, individual AICPA
members and CPAs who are not members of the AICPA may enroll.

1-3 Question—What other guidance is available to those who use the stan-
dards?

Interpretation—Users of the standards have a number of other sources of guid-
ance they can refer to, depending on their role in the program. The standards
are principles based and form the foundation for more detailed guidance, en-
compassed in these interpretations, other guidance in the AICPA Peer Review
Program Manual (including Supplemental Guidance and the Report Accep-
tance Manual), the Oversight Handbook, Administrative Manual, and Peer Re-
view Alerts. There is no hierarchical structure to the standards, interpretations,
and other guidance; guidance in each is equally significant. However, in the
event of a conflict in interpreting and implementing these sources of guidance,
the standards and interpretations take precedence.

Peer review course manuals, conference materials, and other miscellaneous
items are also available for reference purposes.

1-4 Question—Can state CPA societies or other organizations that are ap-
proved by the board to administer the program use the standards, as applicable,
to administer peer reviews of firms without AICPA members?

Interpretation—Yes, except for firms required to be registered with and subject
to permanent inspection by the PCAOB or firms that perform engagements
under PCAOB standards. Those firms are required to be administered by the
National PRC.

Individual Enrollment in the Program
3-1 Question—AICPA bylaws require individual CPAs (not the firm) to en-

roll in the program if they perform compilation services in firms or organi-
zations not eligible to enroll in such a program. To reflect this requirement,
paragraphs .03 and .05 of the standards refer to "firms and individuals in the
program." What is meant by "firms or organizations not eligible to enroll," and
can any AICPA member enroll in the program as an individual?
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Interpretation—Under the "Council Resolution Concerning the Form of Organi-
zation and Name Rule" (AICPA, Professional Standards, ET app. B), when the
majority of the ownership of a firm, in terms of financial interests and voting
rights, belongs to CPAs, it must enroll in the program. A firm or organization
without CPA majority ownership (a non-CPA owned entity) would not be eligi-
ble to enroll in the program. The characteristics of such a firm are discussed in
ET appendix B. Where the firm or organization is not eligible to enroll, such as
due to a lack of majority ownership by CPAs, and where the individual AICPA
member performs compilation services in the firm or organization, the AICPA
member is required to enroll individually in the program. Only AICPA mem-
bers meeting these criteria are able to enroll individually. Individual AICPA
members who are only practicing with a firm that is eligible to enroll in the
program may not enroll in the program individually. In addition, CPAs who are
not members of the AICPA that perform services that fall within the scope of
the program in a firm that is not eligible to enroll may enroll in the program.

3-2 Question—The standards, interpretations, and guidance materials for
the program use the term firm throughout the materials. When an individual
is appropriately enrolled in the program, how does the term firm apply to the
enrolled individual, and are there any situations in which the standards, inter-
pretations, or guidance materials are intended to be directed at the actual firm
or organization that was not eligible to enroll?

Interpretation—As an alternative to rewriting all of the standards to reflect
individual enrollment, the term firm as it appears in the standards should be
applied to the enrolled individual and not the firm or organization in which the
individual is practicing public accounting that was not eligible to enroll. Under
the characteristics of a firm not eligible to enroll in the program, there must be
a CPA who has ultimate responsibility for any financial statement compilation
services; non-CPA owners cannot assume ultimate responsibility for any such
services. In addition, any compilation report must be signed individually by a
CPA and may not be signed in the name of the firm or organization.

3-3 Question—When performing the peer review of an enrolled individual
in the program, what type of peer review would be required, what peer review
materials would be used, and what changes would be necessary to the peer
review report?

Interpretation—As with any peer review, the types of engagements performed
dictate the type of peer review required. Because the enrolled individual could
only be performing compilation services, this would only require an Engage-
ment Review, although the individual could undergo a System Review. The cur-
rent peer review materials can still be used as long as the peer reviewer indi-
cates that the peer review was that of an enrolled individual and not of a firm or
organization. Similarly, the report and, if applicable, the letter of response, as
well as other peer review documents and correspondences, should be tailored
so that it is very clear that only the individual is being peer reviewed and not
the firm or organization.

3-4 Question—If an individual enrolled in the program receives a report
with a peer review rating of pass on his or her Engagement Review and meets
all other individual qualifications for service as a peer reviewer including inde-
pendence considerations, can that individual perform peer reviews?

Interpretation—Yes. However, the individual alone would be the peer reviewer
and not the firm or organization that was not eligible to enroll in the program.
The peer reviewer should make this fact evident.
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3-5 Question—As discussed in paragraph .144 of the standards, can a hear-
ing panel decide to terminate an individual's enrollment in the program?

Interpretation—Yes. The fair procedures related to hearings and appeals estab-
lished by the board for individuals enrolled in the program would parallel the
process for enrolled firms, including publication of termination in such form and
manner as the AICPA Council may prescribe. If a hearing panel decides to ter-
minate an individual's enrollment in the program, that individual can appeal
pursuant to fair procedures established by the board. When the fact that an
individual AICPA member's enrollment has been terminated is published, the
name of the firm or organization that was not eligible to enroll in the program
with which the individual was practicing is not published.

Acquisitions and Divestitures and Their Effect on Peer
Review Scope

5c-1 Question—Paragraph .05(c) of the standards requires that enrolled
firms have independent peer reviews of their accounting and auditing practices.
What is the effect on the scope of a firm's peer review when there has been an
acquisition of another practice or portion thereof, or a divestiture of a significant
portion of the firm's practice, during or subsequent to the firm's peer review
year?

Interpretation—When a reviewed firm has had an acquisition of another prac-
tice or a portion thereof or a divestiture of a significant portion of its practice
during or subsequent to its peer review year, the reviewer, the reviewed firm, or
both, should consult with AICPA staff prior to the commencement of the review
to consider the appropriate scope of the review or other actions that should be
taken.

A divestiture of a portion of the practice of a reviewed firm during the year un-
der review may have to be reported as a scope limitation if the review team is
unable to assess compliance with the system of quality control for reports is-
sued under the firm's name during that year. If the review team is able to review
engagements of the divested portion of the reviewed firm's practice, then the
review team should review such engagements considered necessary to obtain
an appropriate scope for the peer review. In such circumstances, an appropriate
scope is one where a reasonable cross section of the firm's practice is covered
and the review covers all partners and significant industry areas that existed
before the divestiture. The review team should carefully assess the effects the
divestiture has on the scope of the peer review. A team captain or review cap-
tain who is considering whether a peer review report should be issued with an
additional paragraph for a scope limitation due to a divestiture should consult
with the administering entity.

Illustrations of System Review reports with a peer review rating of pass (with a
scope limitation), pass with deficiencies (with a scope limitation), and fail (with
a scope limitation) are presented in appendix D, Illustration of a Report With a
Peer Review Rating of Pass (With a Scope Limitation) in a System Review; ap-
pendix G, Illustration of a Report With a Peer Review Rating of Pass With Defi-
ciencies (With a Scope Limitation) in a System Review; and appendix K, Illus-
tration of a Report With a Peer Review Rating of Fail (With a Scope Limitation)
in a System Review. Additional paragraphs included for scope limitations for
Engagement Review reports follow the illustrations for System Reviews with
scope limitations.
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Resignations From and Reenrollment in the Program
5g-1 Question—Paragraph .05(g) of the standards discusses an enrolled

firm's responsibility to understand the board's guidance on resignations from
the program. Under what conditions may a firm resign from the program?

Interpretation—A firm whose peer review has not commenced may resign from
the program by submitting a letter of resignation to the board. However, once a
peer review commences, and until its completion (see Interpretation No. 25-2), a
firm will not be able to resign from the program except as stated in the following
paragraph. A peer review commences when the review team begins field work,
ordinarily at the reviewed firm's office in a System Review, or begins the review
of engagements in an Engagement Review. The submission by the firm of a
request to resign from the program once its peer review has commenced but has
not been completed is considered a failure to cooperate with the administering
entity and may lead to the termination of the firm's enrollment in the program
by a hearing panel of the board.

A firm will be permitted to resign once its peer review has commenced but has
not been completed when the firm submits a letter pleading guilty, acknowledg-
ing its noncooperation with the program, waiving its right to a hearing, and for
firms with AICPA members, agreeing to allow the AICPA to publish, in such
form and manner as the AICPA Council may prescribe, the fact that the firm
has resigned from the program before completion of its peer review, evidencing
noncooperation with the program. In addition, if (a) the firm has been notified
of the reviewer's or administering entity's intent to issue or require a report
with a peer review rating of pass with deficiencies or fail or (b) the reviewer
or administering entity has knowledge of the discovery of an engagement that
was not conducted in accordance with professional standards on which the firm
must take, or would likely be required to take, action in accordance with pro-
fessional standards, then the fact that the situation in items (a) or (b) of the
preceding existed would also be published for firms with AICPA members.

If the firm does not sign the letter pleading guilty and waiving its right to a
hearing, the firm will be referred to a Peer Review Board hearing panel. The
panel will consider terminating the firm's enrollment due to noncooperation.

A firm that has been terminated from the program may reenroll in the program
once it completes the delinquent action that caused the firm to be terminated.
Similarly, a firm that has resigned by pleading guilty, or after the completion
of its peer review but before the completion of its implementation plan, may
reenroll in the program once it completes the delinquent action. The adminis-
tering entity and the board make the determination of whether the action is
satisfactorily completed. If the firm is past its next peer review due date, the
firm will be required to complete its subsequent peer review within 90 days of
reenrolling.

Cooperating in a Peer Review
5h-1 Question—Paragraph .05(h) of the standards notes that firms en-

rolled in the program have the responsibility to cooperate with the peer re-
viewer, administering entity, and the board in all matters related to the peer
review, that could impact the firm's enrollment in the program, including ar-
ranging, scheduling, and completing the review and taking remedial, corrective
actions as needed (paragraph .143 of the standards). Under what circumstances
will a firm be not cooperating, and what actions can be taken by the board for
noncooperation?
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Interpretation—The board has issued a resolution regarding dropping a firm's
enrollment from the program that is as follows:

AICPA Peer Review Board Resolution (Adopted April 29, 1996 with
amendments through January 1, 2009, May 3, 2011, January 30, 2014,
September 30, 2014, and September 27, 2016)

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required to
have a peer review once every three years performed in conformity with the
AICPA Standards for Performing and Reporting on Peer Reviews; and

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required
under the AICPA Standards for Performing and Reporting on Peer Reviews to
cooperate with the peer reviewer, administering entity and the AICPA Peer
Review Board in all matters related to the review, that could impact the firm's
enrollment in the program;

NOW, THEREFORE, BE IT RESOLVED: A firm's enrollment in the AICPA
Peer Review Program will be dropped by the AICPA Peer Review Board, with-
out a hearing, thirty days after the AICPA Peer Review Program notifies the
firm by certified mail, or other delivery method providing proof of receipt that
the firm has failed to:

(1) Timely file requested information with the entity adminis-
tering the firm's peer review concerning the arrangement
or scheduling of that peer review, prior to the commence-
ment of the peer review,

(2) Timely submit requested information to the reviewer nec-
essary to plan or perform the firm's peer review, prior to
the commencement of the peer review,

(3) Have a peer review by the required date,

(4) Accurately represent its accounting and auditing practice,
as defined by the AICPA Standards for Performing and Re-
porting on Peer Reviews, after notifying its administering
entity that it does not perform engagements that require
the firm to have a peer review,

(5) Timely pay in full the fees and expenses of the review team
formed by an administering entity, or

(6) Timely pay all fees related to the administration of the pro-
gram that have been authorized by the governing body of
an administering entity and the AICPA.

The AICPA Peer Review Board may at its discretion decide to hold a hearing.
Whether a hearing is held or not, firms with AICPA members enrolled in the
AICPA Peer Review Program have the right to appeal to the AICPA Joint Trial
Board and firms without AICPA members have the right to appeal pursuant
to fair procedures established by the board within 30 calendar days of being
notified that the firm's enrollment has been dropped.

If a firm's enrollment is dropped for not accurately representing its accounting
and auditing practice as defined by the AICPA Standards for Performing and
Reporting on Peer Reviews, or subsequent failure to submit a peer review by a
required due date, the matter may result in an investigation of a possible viola-
tion by an appropriate regulatory, monitoring, or enforcement body. If a firm's
enrollment is dropped for such an omission or misrepresentation, re-enrollment
will be subject to approval by a hearing panel.
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Interpretation—The AICPA Peer Review Board has issued a resolution regard-
ing terminating a firm's enrollment from the AICPA Peer Review Program that
is as follows:

AICPA Peer Review Board Resolution (Adopted April 29, 1996 with
amendments through January 1, 2009, May 3, 2011, August 8, 2012, Jan-
uary 30, 2014, September 30, 2014, November 30, 2014, and September
27, 2016)

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required to
have a peer review once every three years performed in conformity with the
AICPA Standards for Performing and Reporting on Peer Reviews; and

WHEREAS, a firm enrolled in the AICPA Peer Review Program is required
under the AICPA Standards for Performing and Reporting on Peer Reviews to
cooperate with the peer reviewer, administering entity and the AICPA Peer
Review Board in all matters related to the review, that could impact the firm's
enrollment in the program;

NOW, THEREFORE, BE IT RESOLVED: A firm is deemed as failing to cooper-
ate by actions including but not limited to:

• Not responding to inquiries once the review has com-
menced,

• Withholding information significant to the peer review, for
instance but not limited to:

1. failing to discuss communications received
by the reviewed firm relating to allegations or
investigations in the conduct of accounting,
auditing, or attestation engagements from
regulatory, monitoring, or enforcement bod-
ies;

2. omission or misrepresentation of information
relating to its accounting and auditing prac-
tice as defined by the AICPA Standards for
Performing and Reporting on Peer Reviews,
including, but not limited to, engagements
performed under Government Auditing Stan-
dards; audits of employee benefit plans, au-
dits performed under FDICIA, audits of car-
rying broker-dealers, and examinations of
service organizations (SOC 1 and SOC 2 en-
gagements),

• Not providing documentation including but not limited to
the representation letter, quality control documents, en-
gagement working papers, all aspects of functional areas,

• Not responding to MFCs or FFCs timely,

• Limiting access to offices, personnel or other once the re-
view has commenced,

• Not facilitating the arrangement for the exit conference
on a timely basis,

• Failing to timely file the report and the response thereto
related to its peer review, if applicable,

• Failing to cooperate during oversight, or
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• Failing to timely acknowledge and complete required cor-
rective actions or implementation plans.

The firm will be advised by certified mail, or other delivery method providing
proof of receipt, that the AICPA Peer Review Board will appoint a hearing panel
to consider whether the firm's enrollment in the AICPA Peer Review Program
should be terminated. A firm enrolled in the AICPA Peer Review Program that
has been notified that it is the subject of such a hearing may not resign until the
matter causing the hearing has been resolved. After a hearing is held, a firm
with AICPA members whose enrollment in the AICPA Peer Review Program
has been terminated has the right to appeal the panel's decision to the AICPA
Joint Trial Board within 30 calendar days of the hearing. Firms without AICPA
members whose enrollment in the AICPA Peer Review Program has been ter-
minated have the right to appeal pursuant to fair procedures established by
the board within 30 calendar days of the hearing; and

If a firm omits or misrepresents information relating to its accounting and au-
diting practice as defined by the AICPA Standards for Performing and Report-
ing on Peer Reviews that results in a material departure1 in the firm's most
recently accepted peer review, acceptance of the peer review documents will be
recalled. A hearing panel will determine whether the firm's enrollment in the
AICPA Peer Review Program should be terminated. If the hearing panel de-
termines that the firm's enrollment will not be terminated, at a minimum the
hearing panel will require that the firm have a replacement review submitted
to the administering entity by the due date which will be approximately 60
days after the hearing panel's decision.

Firms that voluntarily notify the administering entity of an omission or mis-
representation resulting in a material departure will not be subject to a hearing
panel. This notification from the firm must be prior to the AICPA or adminis-
tering entity being otherwise notified of or discovering the omission or misrep-
resentation and prior to the firm receiving notification from another regulatory
or monitoring agency. Acceptance of the peer review documents will be recalled
and the firm will be required to submit a replacement review to its administer-
ing entity by the due date which will be approximately 90 days after the firm's
notification to the administering entity.

If a firm's enrollment is terminated for omission or misrepresentation of infor-
mation relating to its accounting and auditing practice as defined by the AICPA
Standards for Performing and Reporting on Peer Reviews or subsequent fail-
ure to submit a replacement review by the due date established by a hearing
panel, the matter may result in an investigation of a possible violation by an
appropriate regulatory, monitoring, or enforcement body. If a firm's enrollment
is terminated for such an omission or misrepresentation, re-enrollment will be
subject to approval by a hearing panel.

BE IT FURTHER RESOLVED: That a firm's failure to cooperate with the ad-
ministering entity would also include failing to receive a pass report rating
subsequent to receiving notification via certified mail, or other delivery method
providing proof of receipt, after a peer review rating of pass with deficiencies or
fail that a consecutive peer review rating of pass with deficiencies or fail may
be considered a failure to cooperate with the administering entity.

BE IT FURTHER RESOLVED: The administering entity has the authority to
determine if a firm's response is substantive. If the administering entity deter-
mines that a response is not substantive, and the firm does not revise its re-
sponse or submits additional responses that are not substantive as determined

1 Material departure is defined in the Report Acceptance Body Handbook, Chapter 3, Section VII,
Recall of Peer Review Documents.
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by the administering entity, this would also be deemed as a firm's failure to
cooperate.

BE IT FURTHER RESOLVED: The administering entity has the authority to
determine if erroneously provided or omitted information by a firm that results
in a significant change in the planning, performance, evaluation of results, or
peer review report is a matter of noncooperation. The firm's failure to provide
substantive responses during the process of resolving such a matter may also
be deemed as a firm's failure to cooperate.

BE IT FURTHER RESOLVED: That a firm's failure to cooperate with the ad-
ministering entity would also include failing to timely notify the administering
entity that it is performing a type of engagement(s) or engagement(s) in an in-
dustry in which the firm had previously represented by written communication
to the administering entity that it was no longer performing and had no plans
to perform, in response to a related corrective action or implementation plan
wherein the corrective action or implementation plan was eliminated by the
administering entity based on the representation.

BE IT FURTHER RESOLVED: A firm's enrollment in the AICPA Peer Review
Program will be terminated for failure to cooperate in any of the preceding
situations, without a hearing, upon receipt of a plea of guilty from the firm;
and BE IT FURTHER RESOLVED: That pursuant to the AICPA Standards for
Performing and Reporting on Peer Reviews, as to AICPA members, the fact that
a firm's enrollment in the AICPA Peer Review Program has been terminated,
whether with or without a hearing, will be published in such form and manner
as the AICPA Council may prescribe.

Compilations Performed When the Compiled Financial
Statements Are Not Expected to Be Used by a Third
Party (Management Use Only), Where No Compilation
Report Is Issued

6-1 Question—Statement on Standards for Accounting and Review Ser-
vices (SSARS) No. 19, Compilation of Financial Statements (AICPA, Profes-
sional Standards, AR sec. 80), includes compilations of financial statements
where in very specific situations the accountant may document his or her un-
derstanding with the entity through the use of an engagement letter instead
of issuing a compilation report. This approach is only available when the ac-
countant submits unaudited financial statements to his or her client that are
not expected to be used by a third party (in other words, compilation for man-
agement's use only). AICPA bylaws state that firms (or individuals in certain
situations) are only required to enroll in the program if they perform services
that are within the scope of the AICPA's practice-monitoring standards and is-
sue reports purporting to be in accordance with AICPA Professional Standards.
Therefore, for purposes of individual AICPA membership admission and reten-
tion, firms (or individuals) that only perform these types of compilations, where
no report is issued and no other engagements within the scope of peer review
as discussed in paragraph .06 of the standards, would not be required to enroll
in the program. Would the compilations for management's use only be subject
to peer review when the firm is already enrolled in the program because, for ex-
ample, it performs services and issues reports on other engagements that are
within the scope of the standards?

Interpretation—Yes. For firms enrolled in the program, compilations for man-
agement's use only would fall within the scope of peer review. The stan-
dards (and Statement on Quality Control Standards No. 8, A Firm's System of
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Quality Control [AICPA, Professional Standards QC sec. 10]) include, within
the definition of an accounting and auditing practice, all engagements covered
by SSARSs except where SSARSs provide an exemption from those standards.

6-2 Question—The current standards and guidance materials are written
referring to reports throughout and do not consider an engagement performed
when the compiled financial statements are not expected to be used by a third
party (management use only) where a compilation report is not issued. What
general guidance should be followed by peer reviewers?

Interpretation—For purposes of the program only, the required documentation
of the understanding in the engagement letter should be treated as though it
was a report (as reports are discussed and referred to in the standards). This
documentation would not be considered a report for bylaw purposes.

6-3 Question—A firm is not required to enroll in the AICPA peer review
program if its only level of service is performing compilations when the financial
statements are not expected to be used by a third party (management use only)
and when no report is issued. However, if the firm elects to enroll in the peer
review program, is the firm required to have a peer review?

Interpretation—Yes. If a firm elects to enroll in the peer review program, and its
only level of service is performing management use only compilation engage-
ments, it is required to have a peer review. The peer review is required to be
performed under these standards.

6-4 Question—Specifically, what should the peer reviewer be reviewing on
such an engagement in a System or Engagement Review?

Interpretation—AR section 80 requires the accountant to document the under-
standing of the engagement with the entity through the use of an engagement
letter. The reviewer is to inquire about the engagement letter to determine that
it documents that understanding. The reviewer should also review the finan-
cial statements to determine that the required restriction of their use is on each
page. Except for the restriction of use, the reviewer should not be reviewing the
financial statements, disclosures, or supplementary information for accuracy,
appropriateness, or conformity with professional standards.

6-5 Question—Must a peer reviewer select such an engagement in a Sys-
tem or Engagement Review?

Interpretation—No. This engagement is not considered a different level of ser-
vice. It is a compilation that either contains all disclosures required by generally
accepted accounting principles (GAAP) or a special purpose framework,2 or the
disclosures are omitted. The standards already discuss the engagement selec-
tion process for such engagements in an Engagement Review. In addition, a Sys-
tem Review requires the peer reviewer to use a risk-based approach when se-
lecting engagements. Management use only financial statements do not change
the existing engagement selection process.

6-6 Question—Should the standard language in the peer review report be
tailored on a System or Engagement Review, if such engagement(s) are selected
for review, to reflect the fact that these are compilations with documentation
requirements and issued without a compilation report?

Interpretation—No.

2 The cash, tax, regulatory, and other bases of accounting that utilize a definite set of logical, rea-
sonable criteria that are applied to all material items appearing in financial statements are commonly
referred to as other comprehensive bases of accounting.
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Engagements Performed or Reported Under
International Standards

6-7 Question—Paragraph .06 of the standards provides the definition of an
accounting and auditing practice for the purposes of these standards as all en-
gagements covered by SASs, SSARS, SSAEs, Government Auditing Standards,
and engagements performed under PCAOB standards. Engagements subject to
the program are those included in the firm's accounting and auditing practice
that are not subject to PCAOB permanent inspection. What about International
Standards on Auditing, Assurance Engagements and Related Services (ISAs),
any other standards issued by the International Auditing and Assurance Stan-
dards Board (IAASB) or any other audit or assurance standards outside of the
U.S. ("international standards")?

Interpretation——The "Council Resolution Designating Bodies to Promulgate
Technical Standards" (AICPA, Professional Standards, ET appendix A), iden-
tifies the bodies recognized by AICPA Governing Council to set standards. The
IASB (International Accounting Standards Board) which issues International
Financial Reporting Standards (IFRS) is included (as is FASB, FASAB, and
GASB). Although peer review standards do not refer to the accounting standard
setters, this means that IFRSs is within the scope of our peer review process.

However, the IAASB is not currently recognized by the AICPA (nor is the Inter-
national Public Sector Accounting Standards Board), therefore compliance with
ISAs issued by the IAASB, and any other audit or assurance standards outside
of the U.S., is not included in the scope of peer review. Firms performing such
engagements are required to follow certain U.S. professional standards—see
Interpretation No. 6-8.

6-8 Question—Is an engagement performed under the ISAs, any other
standards issued by the IAASB or any other audit or assurance standards out-
side of the U.S. ("international standards") included in the scope of the peer
review?

Interpretation—Yes, an engagement performed under international standards
would be included in the scope of the peer review. Under U.S. professional stan-
dards, the engagement would comply with elements of both the international
standards and U.S. professional standards. However, the peer reviewer should
only test compliance with the U.S. professional standards described in para-
graph .06 of the peer review standards (that is, engagements performed under
SASs, SSARS, SSAEs, Government Auditing Standards, and PCAOB standards
not subject to PCAOB permanent inspection). Testing of compliance with any
international standards is not included in the scope of the review.

The peer reviewer should inquire of the firm during planning about whether
any engagements were performed under international standards. If yes, the
peer reviewer should inquire if the firm understands professional guidance for
reporting on statements for international use, specifically addressing the fol-
lowing issues:

• For audit engagements. AU-C section 910, Financial Statements
Prepared in Accordance With a Financial Reporting Framework
Generally Accepted in Another Country (AICPA, Professional
Standards), indicates that if a U.S. auditor reports on U.S. en-
tity financial statements that are used only outside of the United
States, he or she should comply with generally accepted account-
ing standards (GAAS), except for requirements related to the form
and content of the report. He or she should determine whether
the application of GAAS requires special consideration in the
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circumstances of the engagement. However, when the audited fi-
nancial statements of the entity are intended for use in the United
States, then all GAAS standards must be followed, including the
reporting standards.

• For review and compilation engagements performed in accordance
with SSARS No. 19, Interpretation Nos. 13–15 of AR section 80,
Compilation of Financial Statements (AICPA, Professional Stan-
dards, AR sec. 9080 par. .49) and Interpretation Nos. 8–10 of AR
section 90, Review of Financial Statements (AICPA, Professional
Standards, AR sec. 9090 par. .29), conformed for SSARS No. 19,
Framework for Performing and Reporting on Compilation Engage-
ments (AICPA, Professional Standards), provide paralleling guid-
ance to AU-C section 910. Any distribution in the United States
would lead to the requirement to follow SSARS No. 19 reporting
standards.

• For engagements performed in accordance with SSARS No. 21,
paragraph .A24 of AR-C section 60 indicates that the accountant
may also conduct the compilation or review in accordance with
both SSARSs and

— International Standard on Related Services 4410 (Re-
vised), Compilation Engagements,

— International Standard on Review Engagements 2400 (Re-
vised), Engagements to Review Historical Financial State-
ments, or

— Compilation or review standards of a specific jurisdiction
or country.

In such cases, in addition to complying with each of the AR-C sections
relevant to the engagement, it may be necessary for the accountant
to perform additional compilation or review procedures in order to
comply with the other compilation or review standards.

In addition, Interpretation No. 1, "Considerations Related to Reviews
Performed in Accordance With International Standard on Review En-
gagements (ISRE) 2400 (Revised), Engagements to Review Historical
Financial Statements," of AR-C section 90, Review of Financial State-
ments (AICPA, Professional Standards, AR-C sec. 9090 par. .01-.02),
states that in circumstances in which the accountant's review report
states that the review was conducted in accordance with SSARSs and
another set of review standards, the practitioner should comply with
both sets of standards.

• For any other types of engagements. If not directly addressed in
the applicable professional standards, reference should be made
to the SAS or SSARS guidance.

In all cases, the peer reviewer should conclude whether the firm's classifica-
tion for an engagement's report of "distribution in the U.S.," "distribution only
outside of the U.S.," or "limited distribution in the U.S." was appropriate and
reasonable. Then, the peer reviewer should determine that the appropriate gen-
eral, fieldwork, and reporting (if applicable) aspects of U.S. professional stan-
dards were followed. A misunderstanding of U.S. professional guidance for re-
porting on statements for international use increases the risk of an engagement
not performed and reported on in accordance with professional standards (for
instance, financial statements made available on the Internet may not reason-
ably be considered 'limited' distribution in the U.S.).

PR §9100 ©2017, AICPA



Standards for Performing and Reporting on Peer Reviews 2923

The peer reviewer should consult with AICPA program staff for further guid-
ance, if necessary.

Engagements Subject to PCAOB Inspection
6-9 Question—Paragraph .06 of the standards cover engagements that are

not subject to PCAOB permanent inspection. What does this mean?

Interpretation—PCAOB inspections generally cover audits of SEC issuers. Reg-
ulatory changes may provide the PCAOB with the authority to inspect addi-
tional engagements. In such scenarios, the PCAOB may undertake an interim
inspection program to determine the scope of engagements that will be included
in a permanent inspection. During an interim inspection period, such engage-
ments are not deemed to be inspected by the PCAOB for purposes of peer review.
Therefore, the engagements would still be included in the scope of peer review
until such time that a permanent inspection is adopted by the PCAOB. Addi-
tionally, the SEC may set forth rules that require engagements to be performed
under other professional standards, but do not require PCAOB permanent in-
spection. If the SEC rules indicate that the engagements are subject to pro-
fessional standards, such as those included in paragraph .06 of the standards,
but are not subject to PCAOB permanent inspection, those engagements are
included in the scope of peer review.

Engagements Under Peer Review
7-1 Question—Paragraph .07 of the standards indicates that the Stan-

dards are not intended for and exclude the review of the firm's accounting and
auditing practice applicable to engagements subject to PCAOB permanent in-
spection. Firms that perform audits of employee benefit plans that are required
to file a Form 11-K, must also comply with Generally Accepted Auditing Stan-
dards (GAAS) for ERISA or DOL reporting purposes by preparing a separate
set of GAAS based financial statements. Because the firm must be registered
with the PCAOB and perform the employee benefit plan audit in accordance
with PCAOB standards, and the engagement is subject to PCAOB permanent
inspection, should the scope of the peer review include the review of the GAAS
based financials for 11-K filers?

Interpretation—Because the engagement is already included under the scope
of the PCAOB permanent inspection process, and the PCAOB's requirements
are more restrictive than GAAS requirements, it is not subject to peer review.

7-2 Question—Paragraph .07 of the standards indicates that firms that
perform engagements that are not subject to PCAOB permanent inspection
under the SASs or Government Auditing Standards, examinations under the
SSAEs, or engagements under PCAOB standards have peer reviews called Sys-
tem Reviews. Firms that only perform services under SSARS or services un-
der the SSAEs not included in System Reviews have peer reviews called En-
gagement Reviews. Is the System Review or Engagement Review determination
based on the types of engagements a firm performs as its highest level of ser-
vice?

Interpretation—Yes. The type of peer review determination is based on the en-
gagements performed as its highest level of service.
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If a Firm Performs These Types of Engagements as Its
Highest Level of Service, the Firm Would be Required
to Have:

System
Review

Engage-
ment

Review
Statements on Auditing Standards (SASs)

Engagements X
Government Auditing Standards (GAS)

Financial Audits X
Attestation Engagements (Examination, Review, or
Agreed-Upon Procedures Under GAS)

X

Performance Audits X
Statements on Standards for Attestation Engagements
(SSAEs)

Examinations performed under AT section 101, Attest
Engagements (AICPA, Professional Standards)

X

Reviews performed under AT section 101 X
Agreed-upon procedures performed under AT section 201,
Agreed-Upon Procedures Engagements (AICPA, Professional
Standards)

X

Examinations of prospective financial statements performed
under AT section 301, Financial Forecasts and Projections
(AICPA, Professional Standards)

X

Compilations of prospective financial statements and
application of agreed-upon procedures to prospective financial
statements performed under AT section 301

X

Examinations performed under AT section 401, Reporting on
Pro Forma Financial Information (AICPA, Professional
Standards)

X

Reviews performed under AT section 401 X
Examinations performed under AT section 501, An
Examination of an Entity's Internal Control Over Financial
Reporting That Is Integrated With an Audit of Its Financial
Statements (AICPA, Professional Standards)

X

Examinations performed under AT section 601, Compliance
Attestation (AICPA, Professional Standards)

X

Agreed-upon procedures performed under AT section 601 X
Examinations performed under AT section 701, Management's
Discussion and Analysis (AICPA, Professional Standards)

X

Reviews performed under AT section 701 X
Examinations performed under AT section 801, Reporting on
Controls at a Service Organization (AICPA, Professional
Standards)

X

PCAOB Standards
Audits of non-SEC issuers X
Attestation of non-SEC issuers X

Statements on Standards for Accounting and Review
Services (SSARSs)

Reviews of financial statements X
Compilations of financial statements with disclosures X
Compilations of financial statements without disclosures X
Compilations performed when the compiled financial
statements are not expected to be used by a third party
(management use only), when no compilation report is issued3

X

Preparation engagements of financial statements with
disclosures

X

Preparation engagements of financial statements without
disclosures

X

3 Refer to Interpretations 6-1 to 6-6.
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If a firm is required to have a System Review, all the engagements listed in
the preceding table would be subject to selection for review, ordinarily based
on periods ending during the year under review, except for financial forecasts,
projections and agreed upon procedures. Financial forecasts, projections and
agreed upon procedures with report dates during the year under review would
be subject to selection.
If a firm performs or reports on engagements under International Standards,
refer to Interpretations 6-7 and 6-8.

Preparation of Financial Statements Engagement
7-3 Question—A firm is not required to enroll in the AICPA peer review

program if its only level of service is performing preparation engagements (with
or without disclaimer reports) under SSARSs. However, if the firm elects to
enroll in the peer review program, is the firm required to have a peer review?

Interpretation—Yes. If a firm is required to enroll in the peer review program
due to licensing or other requirements or otherwise elects to enroll in the peer
review program, and its only level of service is performing preparation engage-
ments (with or without disclaimer reports) under SSARSs, it is required to have
a peer review. The peer review is required to be performed under these stan-
dards.

7-4 Question—Would preparation engagements (with and without dis-
claimer reports) be subject to peer review when the firm is already enrolled
in the program because, for example, it performs services and issues reports on
other engagements that are within the scope of the standards?

Interpretation—Yes. For firms enrolled in the program, preparation engage-
ments (with and without disclaimer reports) fall within the scope of peer re-
view. The standards define an accounting and auditing practice as all engage-
ments covered by SSARSs except when SSARSs provide an exemption from
those standards.

Performing System Reviews at a Location Other Than
the Reviewed Firm’s Office

8-1 Question—Paragraph .08 of the standards states that the majority of
the procedures in a System Review should be performed at the reviewed firm's
office. What criteria have been established by the board for procedures to be
performed at a location other than the reviewed firm's office?

Interpretation—If the review can reasonably be performed at the reviewed
firm's office, it should be. Although certain planning procedures may be per-
formed at the peer reviewer's office, it is expected that a majority of the peer
review procedures, including the review of engagements, testing of functional
areas, interviews, and concluding procedures should be performed at the re-
viewed firm's office.
However, it is recognized that there are some situations that make an on-site
peer review cost prohibitive or extremely difficult to arrange, or both. In these
situations, if the firm and reviewer mutually agree on the appropriateness and
efficiency of an approach to the peer review such that it can be performed at a
location other than the reviewed firm's office, then the reviewer can request the
administering entity's approval to perform the review at a location other than
the reviewed firm's office. This request should be made prior to the commence-
ment of fieldwork, and the firm and reviewer should be prepared to respond
to the administering entity's inquiries about various factors that could affect
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their determination. These factors, which are not mutually exclusive and will
be considered judgmentally, include but are not limited to

• the availability of peer reviewers qualified to review the firm, in-
cluding whether they have the experience in the industries and
related levels of service for which the firm practices, whether they
are independent of the firm and not, for instance, competitors
within the same close geographic area, and whether the firm is
reasonably accessible to those reviewers.

• whether the review conducted at the reviewer's office or another
agreed-upon location can still achieve the objectives of a System
Review.

• whether the results are expected to be the same as they would be
if the peer review was performed at the reviewed firm's office.

• the size of the reviewed firm, including the number of personnel
and where they perform their work (for instance, whether they
work solely at clients' offices and the firm does not have its own
office).

• the number of engagements covered by the Statements on Audit-
ing Standards (SASs), Government Auditing Standards, exami-
nations under the Statements on Standards for Attestation En-
gagements (SSAEs), or engagements performed pursuant to the
standards of the PCAOB.

• the ability of the reviewed firm and the peer reviewer to hold one
or more effective meetings by telephone to discuss the firm's sys-
tem of quality control, perform inquiries and interviews necessary
to perform functional testing, discuss "No" answers on engage-
ment checklists, the reviewer's conclusions on the peer review, and
any recommended corrective actions.

• the prior peer review results of the firm, including whether the
firm received a report with a peer review rating of pass with defi-
ciencies or fail on its last System or Engagement Review, or if it is
the firm's first System Review.

• whether the firm is able to effectively comply with the reviewer's
requests for materials to be sent to the reviewer prior to the re-
view (except as noted in the following list). Those requests should
include, in addition to materials outlined in section 4100, Instruc-
tions to Firms Having a System Review, the following materials:

a. All documentation related to the resolution of indepen-
dence questions (1) identified during the year under re-
view with respect to any audit or accounting client or (2)
related to any of the audit or accounting clients selected
for review, no matter when the question was identified if
the matter still exists during the review period

b. The most recent independence confirmations received
from other firms of CPAs engaged to perform segments of
engagements on which the firm acted as principal auditor
or accountant

c. The most recent representations received from the sole
practitioner concerning his or her conformity with appli-
cable independence requirements
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d. A written representation, dated the same as the peer re-
view report, as described in paragraph .05(f) and appendix
B of the standards

e. Documentation, if any, of consultations with outside par-
ties during the year under review in connection with audit
or accounting services provided to any client

f. A list of relevant technical publications used as research
materials, as referred to in the quality control policies and
procedures questionnaire

g. A list of audit and accounting materials, if any, identified
in response to the questions in the "Engagement Perfor-
mance" section of the quality control policies and proce-
dures questionnaire

h. Continuing professional education (CPE) records suffi-
cient to demonstrate compliance with state, AICPA, and
other regulatory CPE requirements

i. The relevant accounting and auditing documentation and
reports on the engagements selected for review

j. Documentation of the firm's monitoring results for each
year since the last peer review or enrollment in the pro-
gram

k. Any other evidential matter requested by the reviewer
The reviewed firm should understand that in the event that matters are noted
during the review of selected engagements, the scope of the review may have
to be expanded before the review can be concluded.

Peer Reviews To Be Administered by the National Peer
Review Committee

11-1 Question—Paragraphs .11, .128, and .161 of the standards note that
peer reviews intended to meet the requirements of the program should be car-
ried out in conformity with the standards under the supervision of a state CPA
society, group of state CPA societies, the National PRC, or other board com-
mittee or entity (hereinafter, administering entity) approved by the board to
administer peer reviews. Under what circumstances are peer reviews adminis-
tered by the National PRC?

Interpretation—Firms are required to have their review administered by the
National PRC if they meet any of the following criteria:

a. The firm is required to be registered with and subject to perma-
nent inspection by the PCAOB.

b. The firm performs engagements under PCAOB standards.
c. The firm is a provider of quality control materials (QCM) (or affil-

iated with a provider of QCM) that are used by firms that it peer
reviews.

Firms that meet any or all of the preceding criteria during the peer review
year, but not as of their peer review year end (for example, because they re-
signed or were terminated from their SEC issuer clients, whether or not they
deregistered with the PCAOB) are still ordinarily required to have their review
administered by the National PRC. The firm's peer reviewer is still required to
comply with guidance specific to firms administered by the National PRC, in-
cluding, but not limited to, guidance at Interpretations 40-1 and 40-2 regarding
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other planning considerations and reporting of PCAOB inspection results. One
exception is if a firm was required to be registered with and inspected by the
PCAOB during the peer review year, but then did not perform the engagement
during that period (because they resigned or were terminated and thus were no
longer the "auditor or accountant of record"), is not required to have its review
administered by the National PRC if they deregister with the PCAOB prior to
scheduling their review.

Firms that are not required to have their review administered by the National
PRC may choose to do so. However, such firms are subject to the National PRC's
administrative fee structure and should familiarize themselves with that struc-
ture prior to making such a decision.

Timing of Peer Reviews
13-1 Question—Paragraph .13 of the standards notes that a firm's due date

for its initial peer review is ordinarily 18 months from the date it enrolled in
the program or should have enrolled, whichever date is earlier. What is meant
by "should have enrolled?" In addition, what is the due date for a firm that was
previously enrolled in another peer review program?

Interpretation—When an individual becomes an AICPA member, and the ser-
vices provided by his or her firm (or individual) fall within the scope of the
AICPA's practice-monitoring standards, and the firm (or individual) issues re-
ports purporting to be in accordance with AICPA Professional Standards, the
firm (or individual) should enroll in the program and submit an enrollment
form by the report date of the initial engagement. If the firm (or individual)
does not initially provide services falling within the scope of the standards, the
firm (or individual) should enroll in the program and submit an enrollment
form by the report date of their initial engagement. The administering entity
will consider the firm's (or individual's) practice, the year-ends of their engage-
ments, the report dates of their engagements, and the number and type of en-
gagements to be encompassed in the review, in determining an appropriate due
date. A firm's subsequent peer review ordinarily will be due three years and six
months from this peer review year-end. The peer review year-end should be
determined pursuant to paragraph .17 of the standards.

If a firm's most recent peer review was under the auspices of a peer review
program administered by an entity approved by the board fully involved in the
administration of the AICPA Peer Review Program, conducted in accordance
with the AICPA Standards for Performing and Reporting on Peer Reviews, its
subsequent peer review ordinarily will be due three years and six months from
the year-end of that peer review.

If a firm's most recent peer review was under the auspices of another peer re-
view program by an administering entity not approved by the board, even if
conducted in accordance with the AICPA Standards for Performing and Report-
ing on Peer Reviews, its subsequent peer review ordinarily will be considered
an initial peer review, due 18 months from the date it enrolled or should have
enrolled in the Program administered by an entity approved by the board.

14-1 Question—Paragraph .14 of the standards states that when a firm
performs its first engagement requiring it to have a System Review, the firm's
next due date will be 18 months from the year-end of the engagement. What
does this mean?

Interpretation—When a firm, subsequent to the year-end of its Engagement
Review, performs an engagement under the SASs, Government Auditing Stan-
dards, examinations under the SSAEs, or an engagement performed under

PR §9100 ©2017, AICPA



Standards for Performing and Reporting on Peer Reviews 2929

PCAOB standards that would have required the firm to have a System Review,
the firm should (a) immediately notify the administering entity and (b) undergo
a System Review. The System Review ordinarily will be due 18 months from the
year-end of the engagement (for financial forecasts, projections and agreed upon
procedures: 18 months from the date of report) requiring a System Review or
by the firm's next scheduled due date, whichever is earlier. However, the admin-
istering entity will consider the firm's practice, the year-ends of engagements
and when the procedures were performed, and the number of engagements to
be encompassed in the review, as well as use its judgment, to determine the
appropriate year-end and due date. Firms that fail to immediately inform the
administering entity of the performance of an engagement previously described
will be required to participate in a System Review with a peer review year-end
that covers the engagement. A firm's subsequent peer review ordinarily will be
due 3 years and 6 months from this peer review year-end.

14-2 Question—When a firm has been performing engagements that al-
lowed it to have an Engagement Review and, as a result of a change in para-
graph .07 of the standards is now required to have a System Review, is the
firm's next due date 18 months from the year-end of the engagement (report
date for financial forecasts and projects) triggering a System Review?

Interpretation—No. If the firm continues to only perform the types of engage-
ments that previously allowed it to have an Engagement Review, the firm would
not be required to have its next peer review due 18 months from the year-end of
the engagement (or report date for financial forecasts, projections and agreed
upon procedures) triggering a System Review. The firm will stay on its current
peer review cycle and the type of review for its next peer review will be deter-
mined based on the date it is scheduled. A firm's review is defined as scheduled
when the review team is approved by the administering entity.

• If a review is scheduled prior to the effective date of the change to
paragraph .07 of the standards and commences within one year of
being scheduled, the firm may still have an Engagement Review
or elect to have a System Review.

• If a review is scheduled prior to the effective date of the change
to paragraph .07 of the standards, but does not commence within
one year, the firm will have a System Review.

• If a review (regardless of commencement date) is scheduled on
or after the effective date of the change to paragraph .07 of the
standards, the firm will have a System Review.

For each scenario, the firm's subsequent peer review will be a System Review,
ordinarily due 3 years and 6 months from the year-end of this peer review.

14-3 Question—What is the peer review year end and the due date for a
firm (or individual) that is currently enrolled in the program, but later begins
issuing reports purporting to be in accordance with AICPA Professional Stan-
dards?

Interpretation—The peer review due date of an enrolled firm that begins to per-
form, or reestablishes the performance of, engagements requiring it to undergo
a peer review (see paragraph .07) is ordinarily 18 months from the fiscal year-
end of the initial engagement performed by the firm (or individual). The admin-
istering entity will consider the firm's (or individual's) practice, the year-ends
of their engagements, the report dates of their engagements, and the number
and type of engagements to be encompassed in the review, in determining an
appropriate due date. A firm's subsequent peer review ordinarily will be due
three years and six months from this peer review year-end. The peer review
year-end should be determined pursuant to paragraph .17 of the standards.
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14-4 Question—The due date in paragraph .14 is different than the due
date in paragraph .13. When would paragraph .14 be applicable?

Interpretation—Paragraph .14 speaks to firms currently enrolled in the pro-
gram that were not required to undergo a peer review (see paragraph .07) or
the enrolled firm previously had an engagement review and is now required to
have a system review. While paragraph .13 applies to firms that have not pre-
viously enrolled in the program and are required to enroll and undergo a peer
review.

17–1 Question—Paragraph .17 of the standards indicates that the peer re-
view should ordinarily be con ducted within three to five months following the
end of the year to be reviewed. Paragraphs .92 and .115 further explain the
exit conference should occur after allowing the firm sufficient time to respond
to MFC forms, FFC forms, deficiencies and significant deficiencies discussed at
the closing meeting. The exit conference date should also occur prior to but no
later than the review due date. How does this affect the timing of a peer review?

Interpretation—Peer reviews are ordinarily due 6 months after the firm's peer
review year-end date. The team or review captain should take the review due
date into consideration prior to accepting the peer review and during planning
to ensure adequate time has been built into the peer review timeline to allow
the firm sufficient time to assess appropriate responses to MFC forms, FFC
forms, deficiencies, and significant deficiencies. In order to provide sufficient
time to the firm, the peer review should be conducted within 3-5 months af-
ter the end of the year to be reviewed, ordinarily providing the reviewer and
firm the last 30 days prior to the due date for this assessment and submission
of the peer reviewer's materials, peer review report, and letter of response, if
applicable, by the review due date.

18-1 Question—Paragraph .18 of the standards requires that a firm main-
tain the same year-end on subsequent peer reviews (which is 3 years from the
previous year-end) and the same review due date (which is 3 years from the
previous due date). What options does a firm have to change its year-end or
extend the due date?

Interpretation—A firm is expected to maintain the same year-end on subse-
quent peer reviews. Nevertheless, circumstances may arise that may influence
a firm to want to change its year-end. For instance, the nature of the firm's prac-
tice may change or they may reevaluate their current year-end and determine
as a result that a different year-end is more practical. In such situations, a firm
may change its year-end only with prior, written approval of the administering
entity.

Administering entities will consider many factors including the nature of the
firm's practice (for instance, when audits are being performed and issued so
they will be available for the peer review, tax season, and so on). However, a
change in year-end will usually not be approved when there is a public interest
concern. This may occur when the firm is requesting the change in an attempt to
have an Engagement Review rather than a System Review, or when a change
in year-end would cause the firm's only engagement meeting the criteria de-
scribed in Interpretation No. 63-1, (engagements conducted in accordance with
Government Auditing Standards [GAS, also known as the Yellow Book]; audits
conducted pursuant to the Employee Retirement Income Security Act of 1974
(ERISA); audits of an insured depository institution subject to the FDIC Im-
provement Act of 1991; audits of carrying broker-dealers or examinations of
service organizations (SOC 1 and SOC 2 engagements) to fall out of the peer
review selection process.
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Ordinarily, the firm's due date for the subsequent peer review will be three
years and six months from the year-end of the current peer review.

A firm is expected to maintain the same review due date. Nevertheless, circum-
stances may arise that require the firm to extend its review due date. In such
situations, a firm may do so only with prior, written approval of the administer-
ing entity, and the extended review due date only applies to the current review.
Extensions for subsequent review's due dates must be reapplied for.

Extensions of a review due date by more than three months should be rare.
However, in some situations, due to the size of the firm, the complexity of the
peer review, and whether or not the review team is integrating peer review
procedures with the firm's internal inspection procedures, it is not unusual for
a peer review to occur over a number of months. In such situations, a firm whose
peer review has oversight performed by the administering entity may extend
its review due date by up to six months with prior, written approval of the
administering entity.

In any of the situations previously described, it is the responsibility of the firm
to ensure that any change in the review due date (or year-end) approved by the
administering entity is recognized by any other organizations requiring it to
have a peer review. This includes but is not limited to state boards of accoun-
tancy, the Government Accountability Office, and other regulators.

18-2 Question—Situations may arise when circumstances out of a firm's
control, such as a natural disaster or other catastrophic event, affect a firm's
ability to comply with some or all of the peer review requirements, including
timing of the peer review. What should a firm do in those specific circumstances?

Interpretation—The administering entity should be consulted, when possible,
about how the firm believes the situation has affected or will affect its peer
review or its ability to perform scheduled peer reviews (if applicable).

If the situation affected both the firm's operations and its ability to comply
with peer review requirements, the firm should discuss the following with the
administering entity:

• The firm's current peer review year-end and due date

• The extent of damage to the firm's office(s) and the working pa-
pers subject to peer review, if applicable (this would include off-
site storage or data retention facilities that house working papers
subject to peer review)

• The availability, or lack thereof, of personnel that performed en-
gagements subject to peer review

• The firm's ability to continue operating and performing engage-
ments subject to peer review

• If known, whether the firm's scheduled peer reviewer was also im-
pacted

• The amount of time the firm deems necessary before it would be
ready to undergo a peer review

The administering entity will assist in determining whether there could be a
possible scope limitation due to the exclusion of any affected engagements or
offices, the need for a change in year-end or an extension of due date, and the
effect on the firm's continuing peer review cycle. These situations will be con-
sidered on a case-by-case basis.

If the firm's peer review already commenced and the continued performance of
the peer review is impacted, the firm should notify its administering entity as
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soon as reasonably possible. The administering entity will assist in determining
the best course of action.

If the situation did not directly affect the firm's operations but has impacted the
firm's ability to comply with peer review requirements (that is, the firm's sched-
uled peer reviewer was directly affected and may no longer be able to perform
the peer review), the firm should consult with its administering entity. The ad-
ministering entity will assist the firm in determining whether it is appropriate
to extend the peer review due date or if the firm should engage another firm to
perform its peer review. In making this determination, the administering entity
will consider the following:

• The firm's peer review year-end and the timing of when engage-
ments falling within the peer review year are performed

• The length of time between the timing that the situation arose
and the firm's due date

• The amount of time that the currently scheduled peer reviewer
or review team would need before being able to perform the peer
review

• Whether the firm has very specialized industries or types of en-
gagements

If the firm performs peer reviews and a review is scheduled that the firm will
be unable to perform by the reviewed firm's due date (or at all), the reviewing
firm should communicate this information to the reviewed firm and the admin-
istering entity as soon as reasonably possible. Contacting the reviewed firm
and the administering entity is especially important when the peer review has
commenced but the reviewing firm has doubts about its ability to complete the
review.

19-1 Question—Paragraph .19 of the standards states that when a firm re-
signs from the program and subsequently reenrolls in the program, the firm's
due date is the later of the due date originally assigned or 90 days after reen-
rolling. How does this apply when a firm resigns from the program at the end
of its peer review because it does not plan to perform engagements that require
a peer review going forward, but subsequently performs such work?

Interpretation—If a firm performs an engagement that would require a peer
review (see paragraph 7-1) subsequent to resigning from the program, the firm
should immediately notify the administering entity in order to reenroll in the
program and schedule its peer review. The appropriate due date for the peer
review is determined as follows:

• If the firm resigned from the program and subsequently performs
an engagement that requires a peer review within 3 years and 6
months of its prior peer review year-end, the current peer review
due date is the later of the due date originally assigned or 90 days
after reenrolling.

• If the firm resigned from the program and subsequently performs
an engagement that requires a peer review after its next due date
has passed (that is, the prior peer review is longer than 3 years and
6 months in the past), the current peer review due date is ordinar-
ily 18 months from the year-end of the engagement (for financial
forecasts, projections and agreed upon procedures, 18 months from
the date of report) requiring a peer review.

In either case, the administering entity will consider the firm's practice, the
year-ends of engagements and when the procedures were performed, and the
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number of engagements to be encompassed in the review, as well as use its
judgment, to determine the appropriate year-end and due date. A firm's subse-
quent peer review ordinarily will be due 3 years and 6 months from this peer
review year-end.

Independence, Integrity, and Objectivity
21-1 Question—Paragraph .21 of the standards states that independence

in fact and in appearance should be maintained with respect to the reviewed
firm by a reviewing firm, by review team members, and by any other individ-
uals who participate in or are associated with the review and that the review
team should perform all peer review responsibilities with integrity and main-
tain objectivity in discharging those responsibilities. What criteria have been
established by the board?

Interpretation—The following criteria have been established:

a. Reciprocal Peer Reviews

Reciprocal peer reviews are not permitted. This means that a firm
may not perform a review of the firm that performed its most re-
cent review. It also means that a reviewer may not serve on a
review team carrying out a review of a firm whose personnel par-
ticipated in the most recent review of that reviewer's firm.

b. Relationships With Clients of the Reviewed Firm

Review team members and, in the case of a review performed by
a firm, the reviewing firm and its personnel are not precluded
from owning securities in or having family or other relationships
with clients of the reviewed firm. However, a review team mem-
ber who owns securities of a reviewed firm's client shall not review
the engagement of that client because that individual's indepen-
dence would be considered to be impaired. In addition, the effect
on independence of family and other relationships and the pos-
sible resulting loss of the appearance of independence must be
considered when assigning team members to engagements.

c. Relationships With the Reviewed Firm

Reviewing firms should consider any family or other relation-
ships, affiliate relationships, alternative practice structures, and
common ownership of entities that provide products or services
between the management at organizational and functional levels
of the reviewing firm and the firm to be reviewed, and should as-
sess the possibility of an impairment of independence. For peer
review purposes (including QCM reviews), entities that are affili-
ated to, are part of an alternative practice structure with, or share
common ownership with a reviewing firm are considered to be a
part of the reviewing firm when assessing the independence of
the reviewing firm.

If the fees for any services provided between firms (whether paid
by the referring firm or by the client) are material to the reviewed
firm, the reviewing firm, or the firm of any member of the review
team, independence for the purposes of this program is impaired.

If arrangements exist between the reviewed firm and the review-
ing firm (and any of its affiliates or related entities) or the firm
of any member of the review team whereby expenses, office facil-
ities, or personnel are shared, independence for the purposes of
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this program is impaired. Similarly, independence would be con-
sidered to be impaired by sharing arrangements involving, for ex-
ample, extensive consultation, or pre-issuance reviews of financial
statements and reports. In such circumstances, the firms involved
are sharing services that are an integral part of their systems of
quality control.
If the reviewing firm has provided or sold QCM to the reviewed
firm (such as manuals, guides, checklists, practice aids, and so on)
independence for the purposes of this program is impaired. How-
ever, the impairment would be removed if an independent peer
review of the QCM was performed and submitted to the National
PRC before the commencement of the reviewed firm's peer review
(see paragraphs .159–.160 and Interpretation No. 200-1). In ad-
dition, regardless of whether an independent review of the QCM
was performed, the review team members cannot be directly in-
volved in the development or maintenance of the provider firm's
materials, report to those who were directly responsible for the de-
velopment or maintenance of the materials, or receive more than
a de minimus amount of revenues or other monies generated by
the sale of the materials.

21-2 Question—Can an individual from Firm A be engaged by Firm B to
conduct monitoring of Firm B's accounting and auditing practice or a consulting
review and then be engaged to perform Firm B's subsequent peer review? What
about another individual from Firm A?

Interpretation—In both cases, yes, except if the monitoring of Firm B's account-
ing and auditing practice or consulting review is performed for the year imme-
diately preceding or during the peer review year.

21-3 Question—Firm A is engaged by Firm B to perform a quality con-
trol document review, a preliminary quality control procedures review, or both.
Could Firm A then be engaged to perform a peer review of Firm B?

Interpretation—Yes, except if the quality control document review, preliminary
quality control procedures review, or both are performed for the year immedi-
ately preceding or during the peer review year.

21-4 Question—Firm A is engaged to perform the peer review of Firm B.
However, Firm A performed a pre-issuance review on one of Firm B's reports
and accompanying financial statements for an accounting or auditing engage-
ment during the period since the last peer review year-end. Can Firm A perform
the peer review of Firm B?

Interpretation—Yes, unless the pre-issuance review(s) was performed on an en-
gagement within the year immediately preceding or during the peer review
year.

21-5 Question—Firm A audits the financial statements of Firm B's pension
plan. Could either firm perform a peer review of the other?

Interpretation—Yes, provided that the fees incurred for the audit are not ma-
terial to either of the firms. An audit of financial statements is a customary
service of an accounting firm. However, reciprocal peer reviews are not permit-
ted.

21-6 Question—A partner in Firm A serves as an expert witness for Firm
B or for a party opposing Firm B. Are Firms A and B independent of each other?

Interpretation—Yes, provided that the fee is not material to either firm and
provided that the outcome of the matter, if adverse to Firm B, would not have
a material effect on its financial condition or its ability to serve clients.
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21-7 Question—Firm A is engaged to perform the peer review of Firm B.
Firm B's staff attends CPE programs developed by Firm A. Can Firm A perform
a peer review of Firm B?

Interpretation—Yes, as long as Firm A has not effectively become part of Firm
B's system of quality control. If Firm A, or any affiliates of or entities related
to Firm A, develop and customize CPE specifically to Firm B's needs, both
firms would need to assess the extent and degree of customization to determine
whether Firm A has become a part of Firm B's system of quality control or had
a significant enough impact on that system such that Firm A's independence
would be impaired. Factors to consider include the degree of customization, the
significance of the programs to Firm B's system of quality control, whether Firm
A was involved in determining the type of CPE programs that Firm B needs,
and so on. Based on the factors considered, if the nature of Firm A's relationship
with Firm B effectively makes Firm A part of Firm B's system of quality con-
trol, Firm A's independence is impaired for the first peer review immediately
subsequent to the training provided.
For example, if Firm A developed and presented CPE programs and training
for Firm B that were customized to Firm B's practice, including using some of
Firm B's engagements as examples and learning tools, Firm A's independence
is impaired for the first peer review immediately subsequent to the training
provided. However, Firm A would be permitted to perform any successive peer
reviews.
This assessment should be made by both firms prior to the commencement of
the peer review. Firm B should consult with the administering entity if needed.

21-8 Question—Firm A occasionally consults with Firm B with respect to
specific accounting, auditing, or financial reporting matters. Are Firms A and
B independent of each other?

Interpretation—Yes, unless the frequency and extent of the consultation is such
that Firm B is an integral part of Firm A's consultation process.

21-9 Question—Firm B uses Firm A's internally-developed accounting and
auditing manual as its primary reference source. Can Firm A perform a peer
review of Firm B, or can Firm B perform a peer review of Firm A?

Interpretation—No, unless Firm A has had a QCM review performed that cov-
ers its accounting and auditing manual and any other of its reference material
used by Firm B as a primary reference source (see "Performing and Reporting
on Reviews of Quality Control Materials (QCM)" in the standards). This is also
applicable if the manual is developed by an affiliate of Firm A, or any other en-
tity related to Firm A. If this is Firm A's initial QCM review, then Firm A is not
independent to perform the peer review of Firm B until the QCM review is ac-
cepted. For all subsequent QCM reviews, Firm A will remain independent with
respect to Firm B, as long as the QCM review is submitted by the due date. If
Firm A elects not to have a QCM review performed before Firm B's peer review
commences, Firm A would not be considered independent for purposes of con-
ducting the peer review. In all circumstances, the review team members cannot
be directly involved in the development or maintenance of Firm A's accounting
and auditing manual, report to those who were directly responsible for the de-
velopment or maintenance of the manual, or receive more than a de minimus
amount of fees or other monies from the total revenues generated by the sale
of the manual.

21-10 Question—Firm A performs a peer review of Firm B. Subsequently,
Firm C performs a peer review of Firm B, and Firm D of Firm A. Would
the restriction against reciprocity be violated if Firm B were now to review
Firm A?
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Interpretation—No. Although the standards state that reciprocal peer reviews
are not permitted, that provision is intended only to prohibit back-to-back peer
reviews when each firm has not had an intervening peer review by another firm
or team. However, this may be a situation where the administering entity elects
to perform oversight.

21-11 Question—A manager from Firm A served as a team member on the
most recent peer review of Firm B. Can a reviewer from Firm B serve on the
peer review team of Firm A?

Interpretation—No, because that would be considered a reciprocal review.
21-12 Question—Can an individual from Firm A be engaged by Firm B to

perform a peer review of Firm B and subsequently be engaged the following
year(s) to conduct an inspection of Firm B's accounting and auditing practice
or a consulting review? What about another individual from Firm A?

Interpretation—In both cases, yes; however, individual(s) from Firm A would
not be eligible to perform Firm B's subsequent peer review except as noted in
Interpretation No. 21-2.

21-13 Question—Firm A included the qualifications of Firm B in a proposal
for one or more specific engagements. Could either firm perform a peer review
of the other following a successful proposal?

Interpretation—No, unless any fees paid to Firm B are not material to either
of the firms; the firms do not share directly or indirectly, or participate in, the
profits of the other; the firms do not share fees, office facilities, or personnel;
the firms do not have joint ownership of a for-profit entity; and the firms do
not exercise any direct or indirect management control over the professional or
administrative functions of the other.

21-14 Question—A group of firms places an advertisement in a trade jour-
nal indicating that its members are "specialists" and provide the "best advice."
Although the firms are not specifically identified in the advertisement, a toll-
free telephone number or Internet site is provided for contact. Can one firm in
the group perform the peer review of another member firm in the same group?

Interpretation—No, because the group is marketing or selling services to po-
tential clients on behalf of the firms, where the representations about the firms
and the quality of their services are not objective or quantifiable.

21-15 Question—A group of firms places an advertisement in a trade jour-
nal. The advertisement indicates the number and geographical location of the
member firms and states that its members provide professional accounting and
auditing services to over 2,500 industry clients nationwide and that each of the
member firms passed its most recent peer review. A toll-free telephone number
or Internet site is provided for contact. Can one firm in the group perform the
peer review of another member firm in the same group?

Interpretation—Yes, provided that the group is not a network as defined by
Interpretation No. 26-2, the group has submitted the Association Information
Form (AIF) to the board; and the group has received notification that the AIF
was accepted because the representations in the advertisement are objective or
quantifiable.

21-16 Question—What would be objective and quantifiable with respect to
representations made in advertisements by an association of CPA firms, such
as in brochures, pamphlets, websites, and the like?

Interpretation—Representations made in advertisements by an association of
CPA firms would be considered objective and quantifiable provided that the as-
sociation of CPA firms maintains documentation to support the representations
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and such documentation is available for review by the board. For example, if
an association of CPA firms advertises that its members provide professional
accounting and auditing services to a designated number of industry clients in
a certain geographic area, some form of client listing should be maintained in
support of the representation. If an association of CPA firms advertises that
each of its member firms have passed peer review, letters from the entities ac-
cepting the peer review documents of those firms should be maintained. Rep-
resentations should not be made by an association of CPA firms in their ad-
vertisements that designate themselves as "the best," "the finest," "uniquely
qualified," "prestigious," "elite," or other similar language. These superlative
descriptions are generic words and terms that are too subjective. Also, such
representations in advertisements by an association of CPA firms cannot be
readily supported by any form of documentation that can be reviewed.

21-17 Question—Certain members of an association (that is, parent asso-
ciation) may form a partnership or sub-association, which is a grouping of as-
sociation member firms for the purpose of cooperating to enhance the firms' ca-
pabilities to provide professional services. Can members of the sub-association
perform peer reviews on firms of the parent association that are not involved
in the activities of the sub-association?

Interpretation—Although a member of a sub-association cannot peer review
another member of the same sub-association, the existence of a sub-association
by itself should not disqualify members of the sub-association from performing
peer reviews of nonaffiliated member firms of the parent association. However,
members of a sub-association should not perform peer reviews on firms of the
parent association that are not involved in the activities of the sub-association
if the parent association and sub-association belong to the same network as
defined by Interpretation No. 26-2.

21-18 Question—Is independence impaired when the reviewers' firm and
the firm subject to peer review have arrangements with the same non-CPA
owned entity (including all entities owned or controlled by a common parent
company) where the partners of both firms are also employees of that non-
CPA owned entity and remit revenues or profits, or both, to the non-CPA owned
entity for payment of the lease of employees, office facilities, equipment, or other
services provided by the non-CPA owned entity?

Interpretation—Yes, independence is impaired, and the firms involved with the
non-CPA owned entity are precluded from participating in the peer review of
one another or of other firms related to the non-CPA owned entity.

21-19 Question—A state CPA society places an advertisement promoting
the CPA profession without identifying any specific firms. May firms whose
personnel belong to that state CPA society provide peer review for each other?

Interpretation—Yes.

21-20 Question—Firm A and Firm B have shared office facilities for the
last several years. Due to the growth of both firms, Firm B moved into new
offices on January 1, 2014. In March 2016, Firm A engaged Firm B to perform
the peer review of Firm A. Firm A's peer review year-end is December 31, 2015.
Can Firm A perform the peer review of Firm B?

Interpretation—Yes, because the firms did not share office facilities within the
current peer review year and any subsequent periods thereafter.

21-21 Question—Firm A purchases an accounting and auditing manual
developed by an association that it belongs to as its primary reference source.
Personnel from Firm B who are also peer reviewers aided the association with
the development of the manual by authoring significant sections of the manual.
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The association receives annual approval to form review teams for its member
firms. Can the association include reviewers from Firm B on the review team
to peer review Firm A?

Interpretation—Yes, as long as the following personnel from Firm B are not
included on the review team: personnel directly involved in the development
or maintenance of the association's accounting and auditing manual (such as
those who authored sections of the manual), personnel who report to those who
were directly responsible for the development or maintenance of the manual, or
personnel who receive more than a de minimus amount of fees or other monies
from the total revenues generated by the sale of the manual.

21-22 Question—ABC, Inc. (an affiliate of Firm A) is a provider of audit
manuals and guides for various industries. Firm B purchases an industry-
specific audit manual from ABC, Inc., to assist with performing audit engage-
ments for a niche industry. The niche industry represents an insignificant por-
tion of Firm B's overall audit and attest practice. Firm B does not purchase any
other practice aids or manuals from ABC, Inc. Can Firm A perform the peer
review of Firm B?

Interpretation—Yes, unless either the niche industry grows to become a more
significant part of the firm's overall practice and the same audit manual is used,
or the niche industry is a must-select industry. If either occurs, then the indus-
try manual would be assessed as being integral to Firm B's system of qual-
ity control, and Firm A's independence would be impaired (see Interpretations
21-1c and 159-1 for additional information on affiliate relationships). If ABC,
Inc. had the relevant audit manual undergo an independent QCM review in
compliance with the standards, Firm A's independence would not be impaired.
However, any reviewers from Firm A who participated in the development or
maintenance of ABC, Inc.'s materials, report to those who were directly respon-
sible for the development or maintenance of the materials, or receive more than
a de minimus amount of the revenues generated from the sale of the materi-
als would not be independent of Firm B and would not be approved as a part
of the review team under any circumstances. This is applicable regardless of
the nature of the materials purchased by Firm B, and includes audit programs,
practice aids, and so on.

If the nature of the audit manual or guide purchased and adopted is not integral
to Firm B's system of quality control, independence would not be impaired. Fac-
tors that should be considered in assessing whether the manual is an integral
part of the system of quality control include the size of the impacted portion of
the firm's practice (by industry, level of service, engagement hours, and so on);
the risk associated with that portion of the firm's practice (for example, must-
select industries); the degree of reliance placed on the manual; the significance
of the guidance provided by the manual to the related engagements; and so on.

21-23 Question—Reviewers from Firm A provide technical consultation to
a third-party provider of QCM. The extent of the consultation entails review-
ing portions of various guides for technical accuracy and providing feedback (if
any) to the provider. The reviewers have no control over whether their feed-
back is addressed or how it impacts the end products ultimately marketed as
the guides. Firm B uses guides developed by the provider as an integral part of
its system of quality control. Can Firm A perform the peer review of Firm B?

Interpretation—Yes, Firm A would be independent for purposes of conducting
the peer review of Firm B. However, when reviewers provide consulting or other
services to third-party providers, they should assess whether their individual
contributions were sufficiently significant to make them a part of the provider's
system. In this circumstance, the extent of the reviewers' contributions does not
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make them a part of the provider's system of quality control. Similarly, if the
reviewers from Firm A authored or edited portions of a third-party provider's
guides or other materials, they should also assess the degree and impact of their
contributions.

If the reviewers' contributions went beyond simple consultation and entailed
more formal technical review and approval procedures as a part of the devel-
opment and maintenance process, or if the reviewers exercised control within
the development and maintenance process such that feedback and comments
had to be addressed or incorporated into the materials, then the independence
of Firm A is impaired. Firm A's independence would also be impaired if the re-
viewers authored or edited substantial portions of the guides. In both of these
scenarios, the reviewers' contributions are significant to the provider's develop-
ment and maintenance process such that the reviewers has effectively become
a part of the provider's system of quality control.

If the provider elected to have an independent QCM review, and the scope of
the review included the materials technically reviewed, authored, and so on by
the reviewers, then Firm A's independence would no longer be impaired. How-
ever, the specific reviewers from Firm A who participated in the development
or maintenance of the materials, report to those that were directly responsible
for the development or maintenance of the materials, or receive more than a
de minimus amount of the revenues generated from the sale of the materials
would not be independent of Firm B.

Illegal Acts
23-1 Question—Paragraph .23 of the standards discusses the obligation

for all those involved in carrying out the review to fulfill assigned responsibili-
ties in a professional manner. What responsibilities do reviewers have to detect
illegal acts during a peer review?

Interpretation—Reviewers have no responsibility to detect illegal acts that have
either a direct or indirect effect on the firm's ability to practice public ac-
counting. If a reviewer comes across an illegal act during a review, he or she
should consider consulting with his or her attorney, and consult with appropri-
ate AICPA staff.

Peer Review Documentation and Retention Policy
24-1 Question—Paragraph .24 of the standards notes peer review docu-

mentation should be prepared in sufficient detail to provide a clear understand-
ing of its purpose, source, and the conclusions reached. How should the peer
review be documented to comply with this requirement?

Interpretation—Among other things, peer review documentation includes
records of the planning and performance of the work, the procedures performed,
and conclusions reached by the peer reviewer. This includes documenting the
risk assessment, the understanding of the firm's system of quality control, and
tests of compliance (including checklists for the review of engagements and
staff interviews when there are professional staff). The board has authorized
the issuance of materials and checklists, including checklists for the review of
engagements, to guide team captains, review captains, and other members of
the review team in carrying out their responsibilities under these standards.

Ordinarily, materials and checklists developed and issued by the board are to be
used by reviewers in carrying out their responsibilities under these standards.
Based on its understanding of the reviewed firm's system of quality control and
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its assessment of peer review risk, the review team should determine if materi-
als and checklists issued by the board are not sufficiently comprehensive to use
on the review. In this event, other materials and checklists may be used; how-
ever, they must include the same elements as, and must be more comprehensive
than those versions issued by the board. Reviews conducted utilizing alternate
materials and checklists will require advance notice to the administering entity
and the review must be subject to on-site oversight. The electronic Matter for
Further Consideration (MFC), Finding for Further Consideration (FFC), and
Disposition of Matter for Further Consideration forms provided by the board
must be used for all peer reviews and alternative forms will not be accepted. It
is the responsibility of the team captain or review captain to ensure that the
materials and checklists used meet these standards. Failure to complete all rel-
evant materials and checklists may create the presumption that the review has
not been performed in conformity with these standards, and thus the adminis-
tering entity should be consulted in advance of use of any equivalents to assist
in reaching these conclusions.

Completion of Peer Reviews Online
24-2 Question—Paragraph .24 of the standards notes peer review docu-

mentation should be prepared in sufficient detail to provide a clear understand-
ing of its purpose, source, and the conclusions reached. What means are avail-
able for firms and reviewers to provide documentation to the administering
entity, and who is authorized to submit such documentation?

Interpretation—Firms and reviewers should provide all peer review documen-
tation to the administering entity in electronic format.

Firms are required to submit certain peer review information to the admin-
istering entity. Reviewed firm representatives that submit peer review docu-
mentation to the administering entity on behalf of the firm are required to be
a partner in the firm (or an individual with equivalent supervisory responsi-
bilities), and have the appropriate qualifications and understanding to assume
responsibility for the completeness and accuracy of such documentation.

Per Interpretation No. 24-1, reviewers are expected to use the materials and
checklists developed by the board when performing a review, this includes elec-
tronic submission of those materials. Reviewers should also follow Interpreta-
tion No. 25-3 to ensure that certain documentation will exclude firm identify-
ing information (for example, firm name, location, and employer identification
number) that could link the data back to a firm, firm's client, review or reviewer.

25-1 Question—Paragraph .25 of the standards notes that all peer review
documentation should not be retained for an extended period of time after
the peer review's completion, with the exception of certain documents that
are maintained until the subsequent peer review's acceptance and completion.
What period of time should peer review documentation be retained and what
documentation should be maintained until the subsequent peer review's accep-
tance and completion?

Interpretation—Peer review documentation prepared during system and en-
gagement reviews, with the exception of those documents described in the fol-
lowing paragraphs, should be retained by the reviewing firm, the administering
entity, and the association in an association formed review team (if applicable)
until 120 days after the peer review is completed (see Interpretation No. 25-2)
or 42 months if firm is unenrolled or does not perform engagements requiring
a peer review.
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If the administering entity refers the firm to a hearing of the board due to non-
cooperation, peer review documentation prepared during system and engage-
ment reviews should be retained by the administering entity until the appeals
period has ended. The appeals period ends 30 days from the date that the hear-
ings process is completed (that is, the date of the decision notice letter, upon
receipt of a plea of guilty by the firm, or the date of the administering entity's
request to stop the hearings process). Peer review documentation should be re-
tained by the administering entity for an additional 120 days after the end of
the appeals period. If the reason the firm is referred for non-cooperation is due
to failing to submit documentation or requested revisions to the review team or
the administering entity, the reviewing firm and the association in an associ-
ation formed review team (if applicable) should also adhere to these retention
guidelines.
If the firm appeals the hearings decision, the administering entity, reviewing
firm (if applicable), and the association in an association formed review team (if
applicable) should retain peer review documentation until 120 days after the
appeals panel decision.
The reviewing firm and administering entities should retain the following doc-
uments until the firm's subsequent peer review has been completed:

a. Peer review report and the firm's response, if applicable
b. Letter notifying the firm that its peer review has been accepted
c. Letter indicating that the peer review documents have been ac-

cepted with the understanding that the firm agrees to take certain
actions, if applicable. The administering entity should retain the
version signed by the firm

d. Letter notifying the firm that certain required actions have been
completed, if applicable

e. Finding for Further Consideration (FFC) forms, if applicable
f. Letter requesting the reviewed firm's completion of an implemen-

tation plan, if applicable (the administering entity should retain
the version signed by the firm)

g. Letter notifying the firm that the implementation plan has been
completed, if applicable

h. Letter(s) relating to peer review document recall considerations
i. Written representations from management of the reviewed firm
j. Scheduling information

If the firm received two consecutive pass with deficiency(ies) or fail peer review
reports, the administering entity should retain both the prior and current peer
review reports until the subsequent peer review has been completed.
Administering entities may also retain the following administrative materials
until the firm's subsequent peer review has been completed:

a. Engagement letters
b. Review team appointment acceptance letters
c. Due date extension and year-end change requests and approvals
d. Settlement agreements received by the administering entity from

the AICPA Professional Ethics Division related to individual
members' performance on accounting, auditing, or attestation en-
gagements

The administering entity's peer review committee or the board may indicate
that any or all documentation for specific peer reviews should be retained for
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a longer period of time than specified in the preceding paragraphs because, for
example, the review has been selected for oversight. All peer review documen-
tation is subject to oversight or review by the administering entity, the board,
or other bodies the board may designate, including their staff. All peer review
documentation prepared by the administering entities is subject to oversight.
If a firm has been enrolled in an peer review program administered by an entity
approved by the board fully involved in the administration of the AICPA Peer
Review Program but has not undergone a peer review in the last three years
and six months since its last peer review because the firm has not performed
engagements and issued reports requiring it to have a peer review, the docu-
ments previously noted should still be retained for 42 months after completion
of the previous peer review. The administering entity may also choose to retain
the administrative documents noted, as applicable.
If a firm's most recent peer review was under the auspices of another peer re-
view program administered by an entity not approved by the board, even if con-
ducted in accordance with the AICPA Standards for Performing and Reporting
on Peer Reviews, the documents are not required to be retained for purposes of
the program.

25-2 Question—The standards and interpretations refer to acceptance and
completion of peer reviews in several contexts, such as in relation to the re-
tention policy for peer review documentation (paragraph .25 of the standards),
when a review can be publicized (paragraph .146) and the qualifications for ser-
vice as a peer reviewer (paragraph .31[c]) and a report acceptance body mem-
ber (Interpretation No. 132-1). Is there a difference between the acceptance and
completion dates of a peer review?

Interpretation—There is no difference in those cases in which the report and let-
ter of response thereto, if applicable (peer review documents), are presented to
the administering entity's peer review committee, and the committee requires
no additional corrective action(s) related to the deficiencies or significant defi-
ciencies in a peer review report with a rating of pass with deficiency(ies) or fail
by the reviewed firm, nor are there any revisions necessary to the peer review
documents. In this circumstance, the date that the committee (or technical re-
viewer in most cases on an Engagement Review) makes this decision is defined
as the acceptance date, and is also defined as the completion date of the peer
review. The acceptance date is noted in a letter from the administering entity
to the reviewed firm.
There is a difference between the acceptance and completion dates of a peer
review when the peer review documents are presented to the committee and
the committee does not require any revisions to the peer review documents but
does require the reviewed firm to take corrective action(s) related to deficien-
cies or significant deficiencies in the report. In this circumstance, the accep-
tance date is defined as the date that the reviewed firm signs the letter from
the administering entity agreeing to perform the required corrective action(s).
The completion date is then defined as the date the committee decides that the
reviewed firm has performed the agreed-to corrective action(s) to the commit-
tee's satisfaction and the committee requires no additional corrective action(s)
by the reviewed firm. This date is noted in a final letter from the administering
entity to the reviewed firm.
In either of the situations described in the preceding paragraphs, the commit-
tee may require revisions to any of the peer review documents or have other
matters that require resolution. In those cases, a review may not be deemed
as accepted nor completed until such date that the peer review document(s)
is (are) revised or the matter is resolved to the satisfaction of the committee.
When there are required revisions or other matters that require resolution and
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a follow up action has been requested by the committee, the date of acceptance
is the later of the date the required revisions are made or the matters are re-
solved, OR the date the firm has agreed to the follow up action.

25-3 Question—Interpretation No. 25-1 and paragraph .25 of the stan-
dards notes that all peer review documentation should not be retained for an
extended period of time after the peer review's completion, with the exception
of certain documents that are maintained until the subsequent peer review's
acceptance and completion. May the AICPA retain any peer review documenta-
tion (or data derived from that documentation) beyond the relevant documen-
tation retention requirements outlined in Interpretation No. 25-1 (retention
requirements)? If so, for what purpose?

Interpretation—Yes, certain peer review documentation may be retained be-
yond the retention requirements if such documentation is needed to comply
with peer review standards and guidance. For example, the peer review report
rating may be retained in order to track the number of consecutive non-pass
peer review reports a firm has received.

In addition, the AICPA may retain data derived from peer review documen-
tation beyond the aforementioned retention requirements in order to monitor
trends in peer review, facilitate research and otherwise promote quality in the
accounting and auditing services provided by CPA firms. Such data will exclude
firm identifying information (for example, firm name, location, and employer
identification number) that could link the data back to a firm, firm's client, re-
view or reviewer. This data may only be provided to parties outside of the AICPA
with the firm's consent. The AICPA will describe the nature of the data which
may be shared and the reason behind the request when asking for consent from
firms.

Associations of CPA Firms and Association Formed
Review Teams

26-1 Question—Paragraph .26 of the standards states that a review team
may be formed by a firm engaged by the firm under review (a firm-on-firm re-
view) or an association of CPA firms authorized by the board to assist its mem-
bers in forming review teams (an association formed review team). What crite-
ria have been established by the board for association formed review teams?

Interpretation—Associations of CPA firms include any group, affiliations, or al-
liances of accounting firms. The term also applies to two or more firms or a
group of firms (whether a formal or informal group) that jointly market or sell
services. Firms and other entities in the association cooperate with one another
to enhance their capabilities to provide professional services.

A member firm of an association may conduct a peer review of another
association-member firm enrolled in the program, provided that the associa-
tion is not a network as defined by Interpretation No. 26-2 and the association
receives annual approval from the board. The National PRC administers this
process on behalf of the board. The association must submit an AIF to the Na-
tional PRC that must be approved by the board prior to any aspect of the review
being planned, scheduled, or performed.

The AIF contains questions regarding general information about the associ-
ation, independence matters, and whether the association requests to be ap-
proved to assist its members in the formation of review teams, provide tech-
nical assistance to such review teams, or do both. All review teams must still
be approved by the administering entity. The AIF is subject to oversight by the
board.
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The approval of the AIF specifically relates to AICPA members of an association
having the ability to perform peer reviews of other firms in the same association
enrolled in the program. Furthermore,

a. Annual approval of the AIF does allow, where the association is
not a network and has answered the specific questions making
such a request, the association the ability to assist its members in
the formation of review teams (association formed review teams)
or to provide technical assistance to such review teams.

b. The reviewed firm and administering entity, not the association, is
ultimately responsible for ensuring that its peer review is sched-
uled, performed, and completed in a timely manner.

c. Annual approval of the AIF does not grant the association the
authority to administer the program; therefore, the association is
not deemed an approved administering entity.

d. Approval of the AIF is not an endorsement of, approval of, or has
any applicability to a separate peer review program that an as-
sociation may conduct or administer for firms not enrolled in the
program.

e. If the association makes any representations (in brochures, direc-
tories, pamphlets, websites, or any marketing or selling materials
regarding its member firms in obtaining engagements), in order
for the AIF to be approved such representations must be objec-
tive and quantifiable. The purpose of this requirement is to mit-
igate the appearance of a lack of independence. The board does
not prohibit an association from making representations that are
not objective or quantifiable; however, associations that make the
decision to do so should understand that its member firms will
then be unable to peer review other association members.

For a member firm of an association to conduct peer reviews of another
association-member firm enrolled in the program, in addition to the indepen-
dence requirements related to network firms appearing in Interpretation No.
26-2 and other peer review independence requirements, the association and its
member firms must meet the following independence criteria:

a. The association, as distinct from its member firms, does not per-
form any professional services other than those it provides to its
member firms or affiliates. For purposes of this requirement, pro-
fessional services include accounting, tax, personal financial plan-
ning, litigation support, and professional services for which stan-
dards are promulgated by bodies designated by AICPA Council.

b. The association does not make representations regarding the
quality of professional services performed by its member firms to
assist member firms in obtaining engagements unless the repre-
sentations are objective or quantifiable. However, member firms
may independently publicize their membership in the association.
In addition, an association may respond to inquiries and prepare
promotional materials that firms may use to obtain professional
engagements on their own behalf.

c. Referral or participating work among member firms is arranged
directly by the firms involved.

An association may voluntarily elect to have an independent QCM review of
its system of quality control to develop and maintain QCM used by its member
firms (see paragraphs .154–.205 of the standards). An association may wish to
have such a review to enable its member firms that use the materials it develops
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to have more efficient peer reviews. Associations that elect to have this type of
review should consult with AICPA program staff.

An association formed review team,

a. requires that a majority of the review team members, including
the team captain in a System Review, and all members in an En-
gagement Review, be from association member firms.

b. performs peer reviews in accordance with these standards, inter-
pretations, and other guidance and the peer review report is is-
sued on the letterhead of the team captain or review captain's
firm and signed in the name of the team captain or review cap-
tain's firm (not the association).

Peer reviews performed by association-formed review teams are subject to over-
sight by the board and the administering entities and other bodies agreed upon
by the board and the administering entity.

26-2 Question—How are the terms network and network firm defined for
peer review purposes? Is it appropriate for a network firm to perform the peer
review of a firm within the same network?

Interpretation—Consistent with the "Network and Network Firms" interpreta-
tion (AICPA, Professional Standards, ET sec. 1.220.010), for peer review pur-
poses, a network is an association of entities that includes one or more firms
that cooperate for the purpose of enhancing the firms' capabilities to provide
professional services and share one or more of the following characteristics:

a. The use of a common brand name (including common initials) as
part of the firm name.

b. Common control (as defined by generally accepted accounting
principles in the United States of America) among the firms
through ownership, management, or other means.

c. Profits or costs, excluding costs of operating the association; costs
of developing audit methodologies, manuals and training courses;
and other costs that are immaterial to the firm.

d. Common business strategy that involves ongoing collaboration
amongst the firms whereby the firms are responsible for imple-
menting the association's strategy and are held accountable for
performance pursuant to that strategy.

e. Significant part of professional resources.

f. Common quality control policies and procedures that firms are
required to implement and that are monitored by the association.

A network firm is a firm or other entity that belongs to a network. This includes
any entity, including another firm that the network firm, by itself or through
one or more of its owners, controls, as defined by generally accepted accounting
principles in the United States of America is controlled by; or is under com-
mon control with. For a further description of the characteristics of a network
and network firm, reference the "Network and Network Firms" interpretation
(AICPA, Professional Standards, ET sec. 1.220.010).

It is not appropriate for a network firm to perform the peer review of a firm
within the same network. A network firm is not considered to be independent
with respect to other firms within the same network. The owners and employ-
ees of network firms are also not considered to be independent with respect
to other firms within the same network. Whether an association is a network
and whether an entity is a network firm should be applied consistently by all
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members of the association. Due consideration should be given to what a rea-
sonable and informed third party would be likely to conclude after weighing all
the specific facts and circumstances.

Organizing the System or Engagement Review Team
30-1 Question—Paragraph .30 of the standards states that a System Re-

view team, a review captain on an Engagement Review, and, in unusual circum-
stances, any additional reviewers on an Engagement Review ordinarily should
be approved by the administering entity prior to the planning and commence-
ment of the review. How is this accomplished?

Interpretation—The firm and the reviewer should submit scheduling informa-
tion as required by the administering entity, and the System Review team, a
review captain on an Engagement Review, and, in unusual circumstances, any
additional reviewers on an Engagement Review should be approved by the ad-
ministering entity prior to the commencement of the review. The administer-
ing entity will consider various factors, including the industries of the engage-
ments of the firm, its size, whether or not the review is administered by the
National PRC, and other factors in relation to the knowledge and experience of
the members of the review team to determine if the team has the appropriate
qualifications and capability to perform the review.

Qualifying for Service as a Peer Reviewer
31-1 Question—Paragraph .31 of the standards provides minimum re-

quirements to serve as a peer reviewer. Are there exceptions allowed for any
of the requirements?

Interpretation—Peer reviewers should meet the minimum requirements de-
scribed in paragraph .31 of the standards. However, in rare circumstances, an
exception may be approved by the AICPA prior to commencement of the peer
review. The request must be made in writing and should thoroughly explain
why the exception should be approved.

31-2 Question—I recently left my firm where I performed peer reviews and
started my own firm. May I continue performing peer reviews in my new firm?

Interpretation—Maybe. Peer Review Standards allow for a transition period.
The transition period begins with the earlier of the date you left your previous
firm or when you start or become associated with your new firm. The transition
period ends with the earlier of 18 months from the beginning date or the peer
review due date of your new firm.

Your previous firm should have received a pass peer review report. You should
also meet all of the other required qualifications (see standards paragraph .31
for complete details):

• A partner or manager with supervisory responsibilities

• Currently active (presently involved) in the accounting or audit-
ing (A&A) function of your firm or carrying out a quality control
function on the firm's A&A engagements (see interpretation 31b-
1)

• Your firm must be enrolled in the Peer Review Program

31-3 Question—I brought several clients over to my new firm with the
same practice areas and industry codes as I previously had with my old firm.
How do I get approved to perform peer reviews?
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Interpretation—First, you need to submit the AICPA Peer Review Program
Enrollment Form or the Peer Review Program Change Form, as applicable,
to your administering entity. Then, you contact the Peer Review Hotline at
919.402.4502 to obtain approval as a reviewer with a new firm (provided you
meet the qualifications to be a reviewer).

31-4 Question—I was approved to perform peer reviews before I left my old
firm, but the reviews have not commenced yet. Since I do not have any clients in
my new firm and I no longer meet the qualifications to serve as a peer reviewer,
what do I do?

Interpretation—Contact the reviewed firm(s) and the administering entity im-
mediately. You should also update your reviewer resume to reflect your experi-
ence. Since you currently do not have any clients in your new firm, you are not
eligible to include any experience level codes on your reviewer resume.

31-5 Question—I performed a peer review during a time when I did not
meet the qualifications to serve as a peer reviewer. How does this impact the
peer review I performed?

Interpretation—Since you did not meet the qualifications to perform a peer re-
view at the time it was performed, the peer review committee (committee) of
the administering entity may decide that oversight (onsite or offsite) should
be performed at your expense. If the review has already been accepted, it may
be necessary for you or the committee to consider recalling the previously ac-
cepted peer review documents. This could put the reviewed firm in jeopardy of
its practice unit or firm license in states where they are licensed.

31b-1 Question—Paragraphs .31(b) and (c) of the standards state that an
individual serving as a peer reviewer should be currently active in public prac-
tice at a supervisory level in the accounting or auditing function of a firm en-
rolled in the program and the firm (or all firms if associated with more than
one firm) that the member is associated with should have received a report
with a peer review rating of pass for its most recent System Review or Engage-
ment Review that was accepted timely, ordinarily within the last 3 years and
6 months. Does this apply to all firms the individual is associated with? Is the
individual still qualified to serve as a reviewer if the individual starts, or be-
comes associated with, a newly formed firm (or a firm that has not had a peer
review)?

Interpretation—If the individual is associated as a partner with more than one
firm, then each of the firms the individual is associated with should have re-
ceived a report with a peer review rating of pass for its most recent System
Review or Engagement Review that was accepted timely, ordinarily within the
last three years and six months.

An individual who was previously a System Review team captain, a reviewer in
a System Review or a review captain in an Engagement Review that starts or
becomes associated with a newly formed firm (or a firm that has not had a peer
review) may continue to serve in such capacity during a transition period. The
transition period begins with the earlier of the dates of disassociation from the
previous firm or when the individual starts or becomes associated with a new
firm. The transition period ends with the earlier of 18 months from the begin-
ning date or the peer review due date of the new firm. In no circumstances will
the transition period exceed 18 months. The previous firm should have received
a report with a peer review rating of pass on its most recently accepted peer re-
view, and the individual should meet all of the other qualifications for service as
a team captain or reviewer in a System Review or review captain in an Engage-
ment Review. An individual who was previously a team captain or reviewer in a
System Review qualified to perform peer reviews administered by the National
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PRC that starts or becomes associated with a newly formed firm (or a firm that
has not had a peer review), or a firm enrolled in the program that has under-
gone a peer review administered by another administering entity, may serve as
a team captain or a reviewer on a review administered by the National PRC
under the same conditions and requirements mentioned previously.

31b-2 Question—What if the individual was a sole practitioner that has
given up his or her own accounting and auditing practice, but is now serving
in the capacity of an external quality control or concurring reviewer for other
enrolled firms?

Interpretation—If the individual was a sole practitioner that has given up his
or her own accounting and auditing practice, but is now serving in the capacity
of an external quality control or concurring reviewer for other enrolled firms,
he or she would meet many of the minimum requirements in paragraph .31(b)
of the standards, except for being a professional employee of the firm the work
is being performed for, and therefore he or she would not meet the qualification
requirements to serve in the capacity of a peer reviewer.

31b-3 Question—If the individual is associated with a firm who received
a report with a peer review rating of pass with scope limitation on its most
recent System Review or Engagement Review, does this meet the qualification
requirements to be a peer reviewer?

Interpretation—There are three different grades which can be considered pass-
ing: pass, pass with scope limitation, and pass with deficiencies. Only the first
two (pass and pass with scope limitation) are acceptable grades in order to qual-
ify as a peer reviewer.

31b-4 Question—What further qualifications are necessary to perform a
peer review of a firm whose review is required to be administered by the Na-
tional PRC?

Interpretation—In order to be qualified to perform a peer review of a firm re-
quired to be administered by the National PRC, ordinarily a peer reviewer must
currently be with a firm whose most recent review was administered by the Na-
tional PRC. This is not a requirement for a peer reviewer on a review of a firm
that elects (but is not required) to have their peer review administered by the
National PRC.

31b-5 Question—Paragraph .31(b) of the standards states that, to be con-
sidered currently active in the accounting or auditing function, a reviewer
should be presently involved in the accounting or auditing practice of a firm
supervising one or more of a firm's accounting or auditing engagements or car-
rying out a quality control function on a firm's accounting or auditing engage-
ments. How is a "quality control function" defined?

Interpretation—In the context of standards paragraph .31(b), a quality control
function is defined as performing an Engagement Quality Control Review as
part of the Engagement Performance element of a firm's system of quality con-
trol or supervising or performing the inspection as part of the Monitoring ele-
ment of a firm's system of quality control. Definitions of these terms appear in
SQCS No. 8.

31b-6 Question—Paragraph .31(b) of the standards states that CPAs who
wish to serve as reviewers should carefully consider whether their day-to-day
involvement in accounting and auditing work is sufficiently comprehensive to
enable them to perform a peer review with professional expertise. What fac-
tors should a reviewer consider when determining whether their day-to-day
involvement is sufficiently comprehensive?
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Interpretation—The reviewer should consider whether he or she is currently
involved in supervising (or carrying out a quality control function on) the same
types of accounting or auditing engagements they will review. For example,

a. a reviewer of auditing engagements should be presently involved
in supervising (or carrying out a quality control function on) a
firm's auditing engagements;

b. a reviewer of engagements performed under Statements on Stan-
dards for Attestation Engagements (SSAE) should be presently
involved in supervising (or carrying out a quality control function
on) a firm's SSAE engagements; and

c. a reviewer of compilation or preparation engagements with dis-
closures should be presently involved in supervising (or carrying
out a quality control function on) engagements with disclosures.

A reviewer that only currently supervises (or carrying out a quality control
function on) compilation or preparation engagements should not review audit,
SSAE, or review engagements.

If a peer reviewer does not meet the preceding qualifications, but believes they
possess current knowledge of professional standards applicable to the kind of
practice to be reviewed, the peer reviewer may contact the firm's administering
entity to justify their qualification, see Interpretation 31d-1. Acceptable proof
of qualification may include, but is not limited to, CPE certifications, training
courses, and evidence of on-the-job training. Reviewer qualifications applica-
ble to industries that have a significant public interest would ordinarily be ex-
cluded from this provision.

31b-7 Question—Paragraph .31(b) of the standards uses the term
presently involved in defining currently active in accounting or auditing func-
tions. What is meant by presently involved?

Interpretation—Presently involved means currently performing (working on)
accounting or auditing engagements in your firm with the intent to undergo a
peer review within 18 months from enrollment.

31b-8 Question—If I did not bring any clients over to my new firm, but ac-
tively pursuing clients, does this meet the qualification of "presently involved"?

Interpretation—No, it does not. You do not meet the qualifications to serve as a
peer reviewer because you are not performing (working on) accounting or au-
diting engagements and will likely not undergo a peer review within 18 months
of enrollment.

31b-9 Question—I have signed engagement letters, but have not per-
formed any work yet. Does this meet the qualification of "presently involved"?

Interpretation—No, it does not. You do not meet the qualifications to serve as a
peer reviewer.

31b-10 Question—I was team captain qualified when I was with my old
firm, but have only issued reports on reviews of financial statements in my
new firm. Could I still perform a system review?

Interpretation—No. In accordance with Peer Review Standards paragraph
31(b), you would only be qualified to perform engagement reviews for firms
that have the same type of engagements.

31c-1 Question—Paragraph .31(c) of the standards indicates that a peer
reviewer should be associated with a firm (or all firms if associated with more
than one firm) that has received a report with a peer review rating of pass for its
most recent System or Engagement Review that was accepted timely, ordinarily

©2017, AICPA PR §9100



2950 Peer Review

within the last three years and six months. What is meant by "accepted timely,
ordinarily within three years and six months?"

Interpretation—Peer reviewers are expected to have their own firm's peer re-
view performed timely. They are also expected to cooperate with the program in
all matters related to the peer review that could impact the firm's enrollment
in the program. The peer review working papers and report for reviewers' firms
should be submitted on or before the extended due date, ordinarily within six
months of the peer review year end. If a valid extension is approved by the ad-
ministering entity, the review working papers and report should be submitted
by the approved extended due date. The review should be accepted by the ad-
ministering entity ordinarily within 120 days of receipt of the working papers
and report from the reviewer. Indications of his or her firm's noncooperation
with the program may disqualify the peer reviewer from being able to schedule
and perform reviews until the firm's peer review has been accepted.

31d-1 Question—Paragraph .31(d) of the standards states that an indi-
vidual serving as a peer reviewer should possess current knowledge of profes-
sional standards applicable to the kind of practice to be reviewed, including
quality control and peer review standards. This includes recent experience in
and knowledge about current rules and regulations appropriate to the level
of service applicable to the industries of the engagements the individual will
be reviewing. How may such knowledge be obtained, and is there a minimum
amount of CPE required to be a peer reviewer?

Interpretation—Such knowledge may be obtained from on-the-job training,
training courses, or a combination of both.
If the administering entity determines that the peer reviewer does not have
such experience, the peer reviewer may be called upon to justify why he or she
should be permitted to review engagements in that industry. The administering
entity has the authority to decide whether a reviewer or review team's experi-
ence is sufficient and whether they have the capability to perform a particular
review whether related to high-risk engagements or other factors.
The fundamental purpose of CPE is to maintain or increase, or both, profes-
sional competence. AICPA members are required to participate in 120 hours
of CPE every 3 years. In order to maintain current knowledge of accounting,
auditing, and quality control standards, peer reviewers should obtain at least
40 percent of the AICPA required CPE in subjects relating to accounting, au-
diting, and quality control. Peer reviewers should obtain at least 8 hours in any
1 year and 48 hours every 3 years. The terms accounting, auditing, and quality
control should be interpreted as CPE that would maintain current knowledge
of accounting, auditing, and quality control standards for engagements that
fall within the scope of peer review as described in paragraphs .06–.07 of the
standards.
Peer reviewers have the responsibility of documenting their compliance with
the CPE requirement. They should maintain detailed records of CPE completed
in the event they are requested to verify their compliance. The reporting period
will be the same as that maintained for the AICPA.

31f-1 Question—Paragraph .31(f) of the standards states that an individ-
ual serving as a peer reviewer on a System or Engagement Review should have
provided the administering entity with information that accurately reflects the
qualifications of the reviewer, including recent industry experience, and is up-
dated timely. How is this accomplished?

Interpretation—Ordinarily, an individual serving as a reviewer on a System or
Engagement Review should have completed a peer reviewer resume in accor-
dance with guidance issued by the board that is updated timely and accurately
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reflects the qualifications of the reviewer, including recent industry experience.
This may also be accomplished by providing similar information to those per-
forming an on-site oversight under the direction of a National PRC panel.

31g-1 Question—Paragraph .31(g) of the standards states that review-
ers must possess specific additional qualifications to review engagements that
must be selected in a System Review under paragraph .63. What additional
qualifications must the reviewer possess?

Interpretation—The additional qualifications that reviewers must possess in
order to review must-select engagements are as follows. However, these ad-
ditional qualifications do not apply to must-cover engagements. The peer re-
viewer should adhere to the general reviewer qualifications in those areas.

a. The reviewer should have completed additional training focused
on must-select engagements that meets the requirements of the
board. Peer review training and criteria for demonstrating profi-
ciency in the standards, interpretations and guidance of the pro-
gram is established by the board. Those criteria are located on the
Peer Review page of the AICPA website.

b. The reviewer must be currently (presently involved in) supervis-
ing or performing engagements, in his or her own firm, in the
must-select industry or area; performing Engagement Quality
Control Reviews on engagements in the must-select industry or
area in his or her own firm; or performing the inspection of en-
gagements in the must-select industry or area as part of his or
her firm's monitoring process; and currently meeting relevant, in-
dustry specific educational requirements, as applicable.

c. Where AICPA Audit Quality Centers exist (such as, but not
limited to, the Employee Benefit Plan and Governmental Audit
Quality Centers), reviewers of must-select engagements must be
associated with firms that are members of the respective Audit
Quality Center.

31g-2 Question—Are there any exceptions to the additional training re-
quirements described in paragraph 31g-1?

Interpretation—Ordinarily, the must-select training courses developed and is-
sued by the board are to be used to meet the requirements to review must-
select engagements. However, reviewers may undergo training which includes
the same elements as, and is as comprehensive as, the must-select training
required by the board.

32-1 Question—Paragraph .32 of the standards states that a team captain,
or the review captain in limited circumstances, is required to ensure that all
team members possess the necessary capabilities and competencies to perform
assigned responsibilities and that team members are adequately supervised.
The team captain or review captain has the ultimate responsibility for the re-
view, including the work performed by team members. What do those respon-
sibilities include?

Interpretation—Team members should be brought on to a team when the team
captain, or the review captain in limited circumstances, does not possess the ad-
equate qualifications necessary in order to perform the review of engagements
within certain industries or type of engagement in the reviewed firm's practice.
In addition, there may be reasons, for instance depending on the size of the
firm and its practice, that team members may be brought onto a team to assist
the team captain in performing the review in an efficient and effective manner.
Whether the team member is brought onto the team to cover certain industries
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or types of engagement, or just to assist the team captain in performing the re-
view, it is still the responsibility of the team captain or review captain to ensure
the team member selected has the appropriate qualifications and to supervise
and review the work of the team member. The team captain or review captain
is essentially relying on the work of the team member and accepting it as his
or her own. The team captain or review captain should ensure that all of the
working papers (engagement questionnaires, MFCs, and so on) completed by
the team member are reviewed by the team captain or another appropriately
qualified team member, and follow up with the reviewed firm or team member
as necessary. By signing off on the Summary Review Memorandum or Review
Captain Summary, the team captain or review captain is approving the team
member's working papers and accepting responsibility for the work of the team
member.
Team members may review their engagements prior to the team captain or
review captain beginning their field work. Reviews of engagements that are
performed by team members at locations other than the reviewed firm's office
are acceptable, but the quality of work must be at the same level as it would
be had the review been performed at the reviewed firm's office. In these sit-
uations, a review is considered to have commenced when the team member
begins the review of engagements (if this is prior to the team captain or re-
view captain beginning their fieldwork). All engagement checklists, MFC and
FFC forms should be signed off by the team member prior to the exit confer-
ence. The team captain or review captain should consider if the team member
should participate in the exit conference.

33-1 Question—Paragraph .33 of the standards states that a team cap-
tain in a System Review or a review captain in an Engagement Review should
"have completed peer review training that meets the requirements established
by the board." Interpretation No. 132-1 states that each report acceptance body
member should demonstrate proficiency in the standards, interpretations, and
guidance of the program. Interpretation No. 132-1 also states that a techni-
cal reviewer charged with the responsibility for performing technical reviews
should meet the requirements of the team captain or review captain training
requirements established by the board. What peer review training meets the
requirements established by the board and what are the criteria for demon-
strating proficiency?

Interpretation—The peer review training and the criteria for demonstrating
proficiency in the standards, interpretations, and guidance of the program is
established from time to time by the board. Those criteria are located on the
Peer Review page of the AICPA website.

34-1 Question—Paragraph .34 of the standards discusses that a peer re-
viewer or reviewing firm may have received communications from regulatory,
monitoring, or enforcement bodies relating to allegations or investigations of
the peer reviewer or reviewing firm's accounting and auditing practice. A peer
reviewer or reviewing firm may also have received notifications of limitations
or restrictions on the peer reviewer's or reviewing firm's ability to practice. How
do these allegations or investigations, limitations or restrictions, or both, affect
the reviewer's or reviewing firm's ability and qualifications to perform the peer
review?

Interpretation—The peer reviewer and reviewing firm should notify the rele-
vant administering entity of any communications relating to allegations or in-
vestigations from regulatory, monitoring, or enforcement bodies in the conduct
of accounting, audit, or attestation engagements performed by the reviewer.
For these purposes, an allegation or investigation is defined as a formal decla-
ration, statement, or other similar assertion, the validity of which has not been
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established, indicating that there may be deficiencies in the reviewer or re-
viewing firm's compliance with a regulatory, monitoring, or enforcement body's
(regulatory body) rules (procedures, laws, professional standards, or practices).

The peer reviewer and reviewing firm should notify the AICPA technical staff,
then their relevant administering entity, of any limitations or restrictions on
the peer reviewer's or reviewing firm's ability to practice. For these purposes,
a limitation or restriction is a corrective or disciplinary action or sanction im-
posed on a reviewer or reviewing firm by a regulatory body). Examples include
constraint of scope or volume of accounting and auditing engagements, required
periodic reporting to the regulatory body, pre-issuance reviews of engagements,
or additional peer review or professional education requirements.

The notifications should occur prior to the peer reviewer or reviewing firm's be-
ing engaged to perform a peer review, or immediately (if after engaged). The ob-
jective of the reviewer or reviewing firm informing the relevant administering
entity or AICPA technical staff (as applicable) of such allegations or investiga-
tions, limitations or restrictions, or both, is to enhance the program's oversight
process, which includes ensuring that peer reviewers and reviewing firms are
appropriately qualified to perform reviews.

The fact that a reviewer or reviewing firm has received communication(s) relat-
ing to allegations or investigations does not automatically mean that he, she,
or it is ineligible to perform peer reviews. However, there could be situations
where the nature, significance, or pervasiveness of the alleged deficiencies, or
an already existing preponderance of evidence, would necessitate immediate
action in order to address the public interest. The administering entity's peer
review committee will consider and investigate, as deemed necessary, the spe-
cific circumstances, including whether any action, including performing over-
sight on the reviewer or reviewing firm, is appropriate. This decision can only
initially be appealed to the administering entity's peer review committee. For
actions previously appealed to the committee, if the reviewer or reviewing firm
disagrees with the action(s), he or she may appeal the decision by writing the
board, explaining why he or she believes that the action(s) are unwarranted.
The board will review and consider the request and respond to it as necessary
and appropriate.

However, an individual may not serve as a peer reviewer if his or her ability
to practice public accounting has been limited or restricted in any way (includ-
ing any specific industry restrictions) by the regulatory body beginning on the
date he or she is notified by the regulatory body of the limitation or restriction,
until it has been removed. If the limitation or restriction has been placed on
the reviewer's firm, or one or more of its offices, then the board will consider
and investigate the specific circumstances, including how the limitation or re-
striction relates to the firm's accounting and auditing practice and personnel,
to determine whether any of the individuals associated with the firm may serve
as reviewers.

The reviewer, reviewing firm, the relevant administering entity, or the AICPA
technical staff may receive notification or knowledge of a limitation or re-
striction on a reviewer or reviewing firm when a review is in different stages
(scheduling, commencement, fieldwork, acceptance or completion, within work-
ing paper retention period or not). In these circumstances, the board will con-
sider various factors in determining if the review should be rescheduled, over-
sighted or other additional procedures performed, or a new review performed.

34-2 Question—What if a reviewer or reviewing firm fails to notify the rel-
evant administering entity or AICPA technical staff, as applicable, of any such
allegations or investigations, limitations or restrictions, or both, relating to the
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conduct of his, her or its performance of accounting, audit, or attestation en-
gagements within the specified time requirements?

Interpretation—If a reviewer or reviewing firm fails to notify the relevant ad-
ministering entity or AICPA technical staff, as applicable, of such allegations
or investigations, limitations or restrictions, or both, within the specified time
requirements of "prior to being engaged to perform a peer review, or immedi-
ately, (if after engaged)" the reviewer or reviewing firm is not cooperating with
the program. The board will consider and investigate, as deemed necessary,
what actions should be taken in the specific circumstances. These actions may
include, but are not limited to, on-site oversight at the reviewer's expense, per-
manent removal from the list of qualified peer reviewers and referral of any
AICPA members to the AICPA's Professional Ethics Division for violating the
AICPA Code of Professional Conduct, if applicable.

34-3 Question—What are some types of communications of allegations or
investigations, or notifications of limitations or restrictions, that are appropri-
ately related to meeting the objectives described in this interpretation?

Interpretation—There are many types of communications and notifications that
are appropriately related to meeting the objectives described in this interpre-
tation. See Interpretation No. 181-1b-1 for a list, which is not intended to be
all-inclusive, that represents examples of the types of organizations where com-
munications of allegations or investigations or notifications of limitations or
restrictions would be relevant to meeting the objectives of the requirement.

Qualifying for Service as a Specialist
35-1 Question—Paragraph .35 of the standards states that if required by

the nature of the reviewed firm's practice, individuals with expertise in special-
ized areas may assist the review team in a consulting capacity. At what point
is a specialist going beyond a consulting capacity on the peer review?

Interpretation—The specialist is going beyond a consulting capacity when he
or she prepares any other peer review documentation beyond preparing and
completing the engagement checklist and Matter for Further Consideration
(MFC) forms. When MFC forms are prepared for the engagement the special-
ist is reviewing, the specialist should plan on being available during the exit
conference.

35-2 Question—If a review team uses a specialist to prepare and complete
the engagement checklist and MFC forms for a must select engagement as de-
scribed in Interpretation No. 63-1, is another team member required to have
experience with the must select industry?

Interpretation—Yes. An approved team member with the appropriate experi-
ence is required to review all must select engagements except service organi-
zation control (SOC 1 and SOC 2) engagements. A specialist meeting criteria
established by the AICPA may be approved to assist the team in reviewing SOC
1 or SOC 2 experience. A list of preapproved specialists will be maintained by
the AICPA.
When a specialist is used, the team captain, as always, is responsible for super-
vising and conducting the review, communicating the review team's findings to
the reviewed firm and administering entity, preparing the report on the review,
and ensuring that peer review documentation is complete and submitted to the
administering entity on a timely basis. The team captain should supervise and
review the work performed by the specialist. The team captain will furnish in-
structions to the specialist regarding the manner in which materials and other
notes relating to the review are to be accumulated to facilitate summarization
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of the review team's findings and conclusions. The specialist may be required
to be available or participate in the exit conference.

Other Planning Considerations
39-1 Question—Paragraph .39 of the standards notes that the team cap-

tain should evaluate the actions of the firm in response to the prior review
report and FFC forms. What considerations should be made if the firm did not
perform the actions noted in the prior review letter of response and FFC forms?

Interpretation—The team captain should consider whether the firm performed
sufficient alternative actions after further assessment of the systemic cause. If
sufficient alternative actions were performed, the alternative procedures and
the reviewer's assessment of those procedures should be noted in the Summary
Review Memorandum. However, if sufficient alternative actions were not per-
formed, the team captain should gain an understanding from the firm about
why the actions were not performed and consider whether there are deficien-
cies in other elements of quality control, such as leadership responsibilities for
quality within the firm (the tone at the top). This evaluation should be docu-
mented in the Summary Review Memorandum.

40-1 Question—Paragraph .40 of the standards notes that the peer re-
viewer should consider whether the areas to be addressed in the written rep-
resentation require additional emphasis in the course of the review. To what
extent should the team captain consider the results of regulatory or govern-
mental oversights in the planning and performance of the peer review?

Interpretation—If the firm has undergone oversights or inspections by regula-
tory or governmental entities (for instance, the Department of Labor, the De-
partment of Health and Human Services, or other local, state, or federal enti-
ties), the team captain should consider the results of those oversight reviews
during planning and when determining the nature and extent of peer review
procedures. The results from regulatory or governmental oversights are sources
of information that should be considered within the context of peer review, as
they can provide valuable information that may assist the review team in plan-
ning its procedures. However, the team captain should keep in mind that the
goals of regulatory or governmental oversight may differ from the purpose of
a system review, and it would be inappropriate to place reliance on regulatory
or governmental oversight results. The team captain should consider and docu-
ment the following factors regarding the procedures and results of regulatory or
governmental oversights and communications from regulatory or governmen-
tal bodies:

• The impact of regulatory or governmental oversight on the scope of
the peer review. When the types of engagements subject to regu-
latory or governmental oversight are also within the scope of en-
gagements that can be selected for peer review, the review team
should consider how the nature, systemic cause, pattern, or perva-
siveness of the oversight results impact the peer review in terms
of inherent risk (for example, the firm's demonstrated expertise
in performing those types of engagements) and control risk (for
example, how the system of quality control is designed to pre-
vent issues in those types of engagements and the effectiveness of
those controls based on the regulatory or governmental results),
and document those considerations in the risk assessment.
If the oversight results indicate a lack of comments or only mi-
nor issues, the team captain should document the nature of
the oversight results as a consideration in the risk assessment.
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Although a lack of comments is not necessarily indicative that the
firm's system of quality control is operating effectively for the rel-
evant industry practice, it is a factor in assessing inherent and
control risk. When the oversight results include more substantive
comments, the review team should evaluate the significance of the
comments relative to the applicable industry and other industries
and practice areas, and consider what impact, if any, they have on
the peer review scope.
If the oversight results include deficiencies or indications of en-
gagements that were not performed or reported on in conformity
with applicable professional standards in all material respects in
the view of the oversight body, the team captain should under-
stand the systemic cause(s) identified by the firm and evaluate
how the firm responded to the oversight results in order to prop-
erly consider the impact on the peer review risk assessment and
engagement selection. If similar matters are identified as a re-
sult of the review team's review of engagements during the peer
review, the team captain should consider whether the systemic
causes identified by the firm (if any) are similar to the systemic
causes identified by the review team.

• The timing of the regulatory or governmental oversight results. The
team captain should consider the time period covered by the regu-
latory oversight results in determining their usefulness for assess-
ing peer review risk and determining the impact (if any) on the ex-
tent of peer review procedures. When possible, the team captain
should obtain the oversight results from the most recently avail-
able oversight reviews. The team captain should inquire about any
open or ongoing oversight reviews, the status of those oversight
reviews, and the firm's preliminary remediation plans (if applica-
ble).

• The firm's responsiveness to regulatory or governmental oversight
results. The team captain should consider the degree of the firm's
responsiveness to oversight findings and other communications,
as evidenced by the remediation planned or taken. Remediation
efforts by the firm may impact industries that are subject to peer
review and can be useful in assisting the team captain with con-
sidering the design of the firm's system of quality control or com-
pliance with it. The team captain should document this consider-
ation in the risk assessment during the planning of the review.

• The size of the firm relative to its specialized industry practice(s).
The team captain should consider the relative significance of the
specialized industry practice(s) subject to regulatory oversight to
the firm's total practice in determining the relevance of the regula-
tory oversight results to the peer review. The team captain should
document this consideration in the Summary Review Memoran-
dum (when applicable).

40-2 Question—What additional considerations related to the results of
PCAOB inspections should the team captain address in the planning and per-
formance of the peer review?

Interpretation—Although the PCAOB inspection reports only cover the portion
of a firm's practice that is subject to permanent inspection, most firms typi-
cally have only one system of quality control. As a result, the PCAOB inspec-
tion report may contain information that could assist the reviewer in assess-
ing risk, planning, and performing peer review procedures. The team captain
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should read the public portions of the most recently released PCAOB inspec-
tion reports and discuss both the public and nonpublic portions of the reports
with appropriate firm personnel. If the report on the firm's most recent PCAOB
inspection report has not been released, the team captain should discuss any
findings that may have been communicated orally or in draft form with appro-
priate firm personnel. The firm is required to discuss relevant PCAOB matters
with the team captain.

In considering the impact of the PCAOB report on the nature, planning, and ex-
tent of peer review procedures, the review team should consider the nature, sys-
temic cause, pattern, or pervasiveness of the findings contained in the PCAOB
inspection report. The review team should also consider the relative importance
of the finding(s) to the firm as a whole. When applicable, the review team should

• consider the information contained in public portions of the
PCAOB inspection reports.

• consider the information in the nonpublic portions of the PCAOB
inspection reports (based upon discussion with the firm).

• perform further inquiry of the firm in determining the offices,
partners, and so on related to findings detailed in the PCAOB re-
port.

• determine which PCAOB findings (if any) may be applicable to
the portion of the firm's practice that was not subject to PCAOB
inspection.

• understand the systemic cause(s) of the findings (as determined
by the firm).

• understand how the firm remediated the findings for the most cur-
rent inspection (or the firm's remediation plan).

• consider the firm's remediation history with respect to PCAOB
inspection findings (if any).

The team captain should document in the risk assessment how this information
impacts the planned peer review procedures. Discussion of PCAOB inspection
findings should not be interpreted as permitting the peer reviewer to request
the nonpublic portions of the PCAOB inspection report.

Understanding the Firm’s System of Quality Control
42-1 Question—Paragraph .42 of the standards requires the review team

to obtain a sufficient understanding of the reviewed firm's system of quality
control. How should the review team address elements of the system that reside
outside of the firm?

Interpretation—The review team should inquire of the firm regarding elements
of the system of quality control residing outside of the firm, for instance, mem-
bership in associations, joint ventures, non-CPA owned entities, alternative
practice structures, arrangements with outside consultants, third party QCM,
or CPE (including whether they are peer reviewed) and other. The inquiries
should include how they influence the firm's system of quality control, for in-
stance by providing consultation opportunities, CPE, and monitoring services.
These elements should be considered and documented within the risk assess-
ment.

42-2 Question—How should the review team evaluate the firm's quality
control policies and procedures for the adequacy of the QCM used by the re-
viewed firm?
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Interpretation—To plan the review, the review team should obtain a sufficient
understanding of the reviewed firm's system of quality control, including how
the firm uses QCM to promote consistency in the quality of engagement perfor-
mance.

Firm’s Policies and Procedures

As a part of obtaining the understanding of the system of quality control, the
review team should understand the firm's policies and procedures for adopt-
ing, developing, updating, modifying, and maintaining QCM that are purchased
from a third party or developed internally and determine if those policies and
procedures are appropriately designed and implemented.

Reliability

The review team should understand the firm's policies and procedures for deter-
mining the reliability of the QCM utilized by the reviewed firm and determine
if those policies and procedures are appropriately designed and implemented.
The review team should also determine that the firm's QCM are reliable. If the
QCM, whether developed by a third party or internally developed, underwent
a separate QCM review, then the results of that review should be considered as
per Interpretation No. . Provider's QCM review results may be obtained from
the AICPA's website, the provider, or the reviewed firm (which could also be the
provider).

If the QCM did not undergo a separate QCM review, then the team captain
should consult paragraphs .167–.176 for the procedures typically performed in
assessing QCM for a QCM review performed for a provider. This step applies
whether the QCM were obtained from a third party or were internally devel-
oped.

The objectives of those procedures are to determine whether the provider's sys-
tem for the development and maintenance of the QCM was suitably designed
and was being complied with during the year under review to provide firms with
reasonable assurance that the materials are reliable aids to assist firms in con-
forming with all those components which are integral to the professional stan-
dards the materials purport to encompass. The procedures from paragraphs
.167–.176 need to be adapted to the review team's use during a peer review of
a reviewed firm. The team captain should use professional judgment in deter-
mining the extent of the procedures that need to be performed to evaluate the
reliability of the QCM. Further, if the QCM were obtained from third parties,
the team captain may be limited in his or her ability to assess the provider's
system for the development and maintenance of the QCM and its compliance
with that system. Therefore, there is a greater focus on whether the QCM is
reliable.

Suitability

The review team should understand the firm's policies and procedures for deter-
mining the suitability of the QCM utilized by the reviewed firm, and determine
if they are appropriately designed, implemented, and suitable for the firm. Ex-
amples of factors to be considered include whether the QCM

• cover the practice areas and industries of the firm.

• are used for the intended type of client and users.

• are used by the firm as intended by the QCM's instructions and
guidance (see Interpretation No. 176-1 for further guidance).

• contain an appropriate level of explanatory guidance for the users.

• are updated with current professional standards.
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Any weaknesses noted in the system of quality control as a result of the pre-
ceding procedures should be considered when the team captain assesses other
aspects of the firm's system of quality control. This includes the firm's com-
pliance with quality control standards established by the AICPA and how the
firm's policies and procedures identify and mitigate the risk of material non-
compliance with applicable professional standards. The weaknesses should also
be considered when the team captain prepares his risk assessment, determines
scope, performs his functional testing, concludes on the peer review, and con-
siders the systemic causes for matters, findings, deficiencies and significant de-
ficiencies.

42-3 Question—Many firms rely on third party QCM as integral portions
of the firm's system of quality control. Some third party providers elect to un-
dergo QCM reviews. How should the review team evaluate the results of a QCM
review in its consideration of the design of a reviewed firm's system of quality
control?

Interpretation—An independent QCM review entails an assessment of the
provider's system of quality control to develop and maintain the QCM, and an
assessment of the resultant materials.

The QCM review report includes opinions on the

• provider's system to develop and maintain reliable aids (see para-
graph .175).

• reliability of the specific QCM covered by the review.

The review team's evaluation of the design of the reviewed firm's system of
quality as it relates to the QCM materials should assess the

• reliability of the QCM and

• the firm's policies and procedures for adopting, updating, and mod-
ifying the provider's QCM.

The review team should obtain the QCM review results (that is, the report or
letter of response, if applicable) to consider the impact on the reviewed firm's
system of quality control. The provider's QCM review results may be obtained
from the AICPA's website, the provider, or the reviewed firm.

The review team should carefully compare the specific QCM utilized by the
firm with those materials and elements opined on within the QCM report. The
provider determines which QCM are included within the scope and may not
include all material published by the provider in the scope of a QCM review.
The specific QCM opined on in the QCM review report will be listed in the first
paragraph of the QCM review report or in an addendum to the report.

Other scoping factors to consider include the following:

• The QCM review report is applicable to the substance and con-
tent of the specified QCM regardless of the different formats or
media through which it could be available or marketed (for exam-
ple, print or electronic), unless specified in the QCM review report.

• QCM will often have different elements, such as written guid-
ance, practice aids, letter templates, sample completed aids or
templates, and continuing professional education modules. The
QCM report will identify specific exclusions or inclusions if only
a particular element or portion of a guide (for example, practice
aids) is opined on in the QCM review report.

The review team should also consider the QCM review's report rating as it
relates to the QCM used by the firm.
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If the provider received a pass report, then the review team can place reliance
on the provider's QCM review results with respect to that portion of the re-
viewed firm's design of its system. This should be reflected in the review team's
discussion of control risk in the overall peer review risk assessment. Ordinar-
ily, a pass QCM report on materials that are integral to the firm will help lower
control risk.

If the provider received a pass with deficiencies report, the review team should
first determine whether the deficiency(ies) impacted the reliability of one or
more of the QCM listed in the report. Next, the review team should consider
the reasons for the deficiencies identified in the report and assess their rele-
vance to the reviewed firm. Once this assessment is made, the review team can
determine the degree of reliance it can place on the provider's results.

If a deficiency is impacting the reliability of one or more QCM used by the
reviewed firm, the review team should determine whether the reviewed firm
has mitigated the risk that its reliance on the QCM may lead to the firm not
addressing one or more integral components of professional standards in its
performance of audit or attest engagements.

If a deficiency is on the provider's system of quality control but does not directly
affect the separate opinion on the QCM, or is specific to QCM that are not used
by the reviewed firm (for example, a deficiency related to an employee benefit
plan manual, but the firm only uses a construction manual from that provider),
then once this assessment is made, the review team can determine the degree
of reliance it can place on the provider's results.

The impact (or lack thereof) of a pass with deficiencies QCM report should be
fully explained in the discussion of control risk in the overall peer review risk
assessment.

If the provider received a fail report, no reliance can be placed on the results
and the review team should evaluate and document the impact on the reviewed
firm's system of quality control in the peer review risk assessment. The review
team will also need to consider the impact on the peer review scope if the firm
fully relied on QCM that are not reliable aids.

If applicable, the review team should review the definitions of deficiencies and
significant deficiencies in QCM reviews provided in paragraph .178 to further
understand the impact to the reviewed firm .

If the provider obtained a QCM review, but the specific QCM used by the re-
viewed firm were not opined on in the QCM report, the review team will need
to perform the appropriate procedures to evaluate whether the QCM were suit-
ably designed. See Interpretation No. 42-2 for additional information.

The review team should always obtain the most recently accepted QCM report.
and consider (a) the version date of the materials relative to the period covered
by the report and (b) the amount of time that has passed since the period cov-
ered by the report in determining the degree of reliance that can be placed on
the QCM review results.

Factors to consider include the following:

• The issuance of new standards

• Changes in regulatory requirements

• Changes in economic conditions that affect the provider

• Limitations or restrictions on authors of the materials

• Any substantial changes or updates to the materials
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Regardless of the degree of reliance placed on the provider's QCM review re-
sults, the review team is still responsible for determining which forms, check-
lists, or programs are used by the reviewed firm as a part of its system of quality
control, how often the materials are updated, the degree of reliance that the re-
viewed firm placed on the materials, and assessing compliance with their use.
The results of the provider's QCM review should weigh in the assessment of
control risk and be documented in the risk assessment.

For additional information on QCM reviews, please see paragraphs .154–.204
and appendix A of the standards.

Considering the Firm’s Monitoring Procedures
45-1 Question—Paragraph .45 of the standards notes that the review team

should obtain a sufficient understanding of the reviewed firm's monitoring poli-
cies and procedures since its last peer review, and their potential effectiveness,
to plan the current peer review. In doing so, the review team may determine
that the current year's internal monitoring procedures could enable the review
team to reduce, in a cost-beneficial manner, the number of offices and engage-
ments selected for review or the extent of the functional area review. What are
some factors to consider in obtaining an understanding of the firm's monitor-
ing procedures? If the review team plans to consider the current year's internal
inspection procedures to reduce the scope of the peer review, what procedures
are necessary?

Interpretation—Factors to consider in obtaining the understanding of the firm's
monitoring procedures include

a. the qualifications of personnel performing the monitoring proce-
dures.

b. the scope of the monitoring procedures (coverage of functional ar-
eas and engagements and the criteria for selecting offices and en-
gagements for review).

c. the appropriateness of the materials used for monitoring proce-
dures (for example, questionnaires or checklists and instructions).

d. the depth of the review of individual engagements, particularly
with respect to the review of working papers and coverage of sig-
nificant areas.

e. the findings of the monitoring procedures, including internal in-
spections.

f. the nature and extent of reporting and communicating the results
of the monitoring procedures.

g. the follow-up of findings resulting from the monitoring proce-
dures.

In making a judgment about the effects that the firm's current year's internal
inspection procedures will have on the selection of offices and engagements
to be reviewed, the review team should consider the size of the firm and the
potential effectiveness of the internal inspection procedures.

If internal inspection procedures were not, or will not be, performed to cover
the review year, the review team may not consider the prior year's internal
inspection procedures to reduce the scope of the peer review.

If the review team does not plan to consider the reviewed firm's current year's
internal inspection procedures to reduce the scope of the peer review, the re-
view team need not necessarily perform the review of any of the engagements
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on which internal inspection procedures were performed by the reviewed firm.
However, the review team may still wish to re-perform the review of a few such
engagements to assist the review team in obtaining a better understanding
of the effectiveness of the internal inspection procedures performed by the re-
viewed firm.

If the review team plans to consider the current year's internal inspection pro-
cedures to reduce the scope of the peer review, the review team should test
the firm's internal inspection procedures at selected offices and on selected en-
gagements. These tests should be sufficient to provide the review team with a
basis for determining whether (a) the reviewed firm's internal inspection pro-
cedures were applied properly in the reviews of individual practice offices and
engagements, (b) the practice office and Engagement Reviews were carried out
conscientiously by competent persons with appropriate expertise and objectiv-
ity, and (c) the findings from the reviewed firm's internal inspection procedures
are indicative of the work performed in the particular office and therefore can
be considered by the review team to reach an overall conclusion regarding the
reviewed firm's compliance with its quality control policies and procedures.
The testing of internal inspection procedures can be performed (a) contempo-
raneously with the reviewed firm's internal inspection procedures (commonly
called piggyback reviews) or (b) after the internal inspection procedures are
completed. Because of the insight gained from observing the performance of
internal inspection procedures, a review team testing the effectiveness of inter-
nal inspection procedures contemporaneously is generally in a better position
to assess the effectiveness of the procedures.

When the review team tests the effectiveness of the internal inspection pro-
cedures contemporaneously with the performance by the internal inspection
team performing the procedures, the review team should visit selected prac-
tice offices during the performance of the internal inspection procedures to (a)
re-perform the review of a sample of engagements subjected to internal inspec-
tion procedures and (b) re-perform the review of a sample of the quality control
policies and procedures (functional elements) subjected to internal inspection
procedures in the office. During the visits, the review team should compare its
findings to the internal inspection team's findings and resolve any differences.
In addition, if applicable, the review team should attend discussions of engage-
ment findings and the overall office findings.

When the review team tests the effectiveness of the internal inspection proce-
dures after the procedures have been completed, the review team should re-
perform the review of a sample of engagements and the quality control policies
and procedures (functional elements) subjected to internal inspection proce-
dures in the office(s). The review team should compare its findings to the inter-
nal inspection team's findings and resolve any differences.

45-2 Question—Is there more guidance regarding the extent that scope
may be reduced, and what factors must be considered and steps performed
in order to conclude on the effectiveness? In addition, may a review team
apply this same guidance to the involvement of and results from regulatory
oversight?

Interpretation—Peer reviewers should refer to guidance on reducing scope in-
cluded in section 3100, Supplemental Guidance. If, after considering that guid-
ance, the peer reviewer plans on significantly reducing the scope of the pro-
cedures he or she will be performing, he or she is required to inform AICPA
technical staff during peer review planning.
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Understanding, Assessing, and Documenting Peer
Review Risk Factors and Risk Assessment

52-1 Question—Paragraphs .46–.52 discuss peer review risk factors and
risk assessment. What other guidance should be considered?

Interpretation—Reviewers must assess peer review risk and use a risk-based
approach in the selection of engagements and offices for review. Reviewers
should formalize the risk assessment before arriving on-site in the reviewed
firm's office and before selecting one or more engagements for review, other-
wise they should expect ineffectiveness and, at the very least, inefficiency.

Inherent Risk Factors

In assessing inherent risk factors, the reviewer should consider

• circumstances arising within the firm (for example, the firm or
individual partners have engagements in several specialized in-
dustries);

• circumstances outside the firm that impact the firm's clients (for
example, new professional standards or those being applied ini-
tially for one or more clients, changes in regulatory requirements,
adverse economic developments in an industry in which one or
more of the firm's clients operate, or significant developments in
the client's organization); and

• variances that may occur from year to year, engagement to en-
gagement or, perhaps, from partner to partner, within the firm
(for example, inherent risk will always be higher for an audit of
a company or organization operating in a high-risk industry than
for a compilation of financial statements without disclosure for a
company operating in a noncomplex industry; and there are many
situations between these two extremes).

Control Risk Factors

Assessing control risk requires reviewers to evaluate the effectiveness of the
reviewed firm's quality control policies and procedures in preventing the perfor-
mance of engagements that do not comply with professional standards. When
assessing control risk, the review team should evaluate the reviewed firm's
quality control policies and procedures and discuss with the firm if it considered
the guidance in AICPA Accounting and Auditing Practice Aid Establishing and
Maintaining A System of Quality Control for a CPA Firm's Accounting and Au-
diting Practice. The reviewer should evaluate whether the reviewed firm has
adopted appropriately comprehensive and suitably designed policies and pro-
cedures for each of the elements of quality control in the context of the firm's
overall control environment and the inherent risk embodied in its accounting
and auditing practice.

The assessed levels of risk are the key considerations in deciding the num-
ber and types of engagements to review and, where necessary, offices to visit.
Through the assessment of risk, the reviewer determines the coverage of the
firm's accounting and auditing practice that will result in an acceptably low
peer review risk. Engagements selected should provide a reasonable cross-
section of the firm's accounting and auditing practice, with a greater emphasis
on those engagements in the practice with higher assessed levels of peer review
risk.
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Reviewers must document, as part of the Summary Review Memorandum
(SRM), the risk assessment of the firm's accounting and auditing practice and
its system of quality control, the number of offices and engagements selected
for review, and the basis for that selection in relation to the risk assessment.
To effectively assess risk of the firm's accounting and auditing practice and its
quality control policies, risk assessment documentation should not only address
the engagements selected and the reasoning behind that selection, but also the
environment of the firm and its system of quality controls. Some factors that
should be considered in assessing risk include the following:

• The relationship of the firm's audit hours to total accounting and
auditing hours

• Size of the firm's major engagement(s), relative to the firm's prac-
tice as a whole

• Initial engagements and their impact on the firm's practice

• The industries in which the firm's clients operate, especially the
firm's industry concentrations

• The results of the prior peer review

• The results of any regulatory or governmental oversight or inspec-
tion procedures

• The results of the team captain's assessment of the firm's design
of and compliance with quality controls in accordance with SQCS
No. 8

• Risk level of the engagements performed (For example, does the
firm perform audits of employee benefit plans, entities subject to
the Single Audit Act, entities subject to SEC complex indepen-
dence requirements, and others under Government Auditing Stan-
dards, HUD-regulated entities, and others with high-risk features
or complex accounting or auditing applications?)

• Have there been any major changes in the firm's structure or per-
sonnel since the prior peer review?

Detection Risk

Inherent risk and control risk directly relate to the firm's accounting and au-
diting practice and its system of quality control, respectively, and should be as-
sessed in planning the review. Based on the combined assessment, the reviewer
selects engagements for review and determines the scope of other procedures
to reduce the peer review risk to an acceptable level. The lower the combined
inherent and control risk, the higher the detection risk that can be tolerated.
Conversely, a high combined inherent and control risk assessment results in a
low detection risk and the resulting increase in the scope of review procedures.

See section 3100 for an example of an appropriately documented risk assess-
ment in the SRM.

Review of CPE Records During a Peer Review
53-1 Question—Paragraph .53 discusses testing the functional areas of a

firm. What are some factors to consider regarding continuing professional ed-
ucation (CPE) records?

Interpretation—In accordance with SQCS No. 8, a firm should establish poli-
cies and procedures designed to provide it with reasonable assurance that its
personnel have the appropriate competence, capabilities, and commitment to
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ethical principles. Such policies and procedures should address, among other
items, professional development (including training or CPE). The fundamental
purpose of CPE is to maintain or increase professional competence. Team cap-
tains on System Reviews should carefully consider a firm's CPE policies and
the firm's philosophy toward continuing education when assessing risk during
planning. In addition, team captains should carefully test a firm's CPE records
to the extent deemed necessary during their testing of the functional areas of a
firm. They should ascertain that the appropriate amounts and types (account-
ing, auditing and quality control) of CPE are being taken by the appropriate
firm personnel, including that personnel are in compliance with CPE require-
ments for boards of accountancy in states in which the firm's personnel are
licensed. The team captain should also consider if the firm is taking appro-
priate action to correct situations where personnel are not in compliance with
CPE requirements. The lack of appropriateness or quality of a firm's compli-
ance with CPE requirements can be the systemic cause of a matter, finding or
deficiency and thus affect the firm's peer review results. A team captain's dili-
gence in considering and testing CPE can impact the quality of the peer review
and hence the program's goal of improving audit quality. A team captain's steps
in considering and testing CPE during a peer review are subject to review and
oversight by the administering entity.

Planning and Performing Compliance Tests
of Requirements

54c-1 Question—Paragraph .54(c) discusses the peer reviewer's require-
ment in a System Review to review evidential material, to determine whether
the firm has complied with its policies and procedures for each element of its
system of quality control, which may include evidence since the previous peer
review. When is it appropriate to review evidential matter from prior to the
peer review year and what are the reporting implications?

Interpretation—In performing a review of a firm's system of quality control, a
team captain will develop a plan for the nature and extent of testing relative
to the firm's compliance with their quality control policies and procedures. As
the team captain will be opining on design and compliance with the system of
quality control in effect for the year ending the peer review year end date, it is
necessary to test compliance with each element of the firm's system of quality
control.

Interpretations 58-1, 58-2, and 58-3 under the heading "Office and Engagement
Selection in System Reviews" provide considerations for when it is appropriate
to test the engagement performance element of a firm's system of quality con-
trol outside of the peer review year. If no events relative to the other element
policies and procedures occurred during the peer review year, it may be neces-
sary for a team captain to review evidential matter from prior to the peer review
year. For example, the firm may have accepted a new engagement in the year
following the previous peer review but did not accept any during the current
peer review year. In such a situation, the team captain may review evidential
matter since the previous peer review year to evaluate the firm's compliance
with its engagement acceptance quality control policies and procedures. If the
team captain discusses the firm's procedures for acceptance of the new client
and the firm indicates its only procedures were to review the predecessor audi-
tor's workpapers, this may indicate there is a design matter in the firm's system
of quality control related to acceptance and continuance. The team captain will
then need to evaluate if there are any indicators of change to that policy since
the last acceptance of an engagement and determine if the matter should be
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elevated to either an FFC or a deficiency in the report. If the team captain de-
termines that the policy is designed appropriately and there is a compliance
matter, it should be treated as any other compliance matter for actions during
the peer review year.

Another example would be when the team captain reviews the monitoring and
inspection results from the intervening periods to determine appropriate de-
sign and compliance of monitoring procedures. Looking at the intervening pe-
riods allows the team captain to evaluate whether the firm is properly commu-
nicating and remediating engagement and systemic issues identified.

As stated above, the team captain will be opining on design and compliance with
the system of quality control in effect for the year ending the peer review year
end date. If, for example, there were no instances of accepting new clients in the
peer review year, it is appropriate to test compliance in prior years assuming
the design of the policies and procedures is the same.

54d-1 Question—Paragraph .54(d) discusses the peer reviewer's require-
ment in a System Review to review other evidential material as appropriate,
including selected administrative or personnel files. Should the reviewer test
the firm's compliance with requirements of voluntary membership organiza-
tions?

Interpretation—Voluntary membership requirements that are not directly
imbedded into the firm's written system of quality control for its accounting
and auditing practice are not tested as a part of the peer review. In addition,
voluntary membership requirements, even those included in the firm's written
system of quality control, that do not directly contribute to the firm's compli-
ance with the requirements of the SQCSs are not tested, addressed, or reported
on in the peer review process. Those membership requirements that are specif-
ically imbedded into the firm's written system of quality control and directly
contribute to the firm's compliance with the SQCSs are within the scope of
peer review, but not because they are a membership requirement, but rather
because they are an integral part of the firm's system of quality control for the
firm to comply with the SQCSs. In this instance, any matters, findings, or de-
ficiencies noted in these areas would only be addressed as they relate to the
firm's system of quality control and they would not be described as related to
the voluntary membership requirements.

Inclusion of Engagements and Aspects of Functional
Areas in the Scope of the Peer Review

55-1 Question—Paragraph .55 of the standards notes that there is a pre-
sumption that all engagements and all aspects of functional areas otherwise
subject to the peer review will be included in the scope of the review. Could a
firm have a legitimate reason for an exclusion and what is the effect on the
performance of the review?

Interpretation—In rare situations a reviewed firm may have legitimate reasons
for excluding certain engagements or certain aspects of functional areas, for ex-
ample when an Engagement or an employee's personnel records are subject to
pending litigation. In those instances a reviewer should carefully consider the
implication of such exclusions. Those considerations should include assessing
the reasonableness of the reasons for the exclusions and assessing the effect
on peer review risk assessments and scope, including whether alternate proce-
dures can be performed. To reduce the potential for disagreement about such
matters among the reviewed firm, the reviewer, and the administering entity,
ordinarily, when the reviewed firm contemplates excluding engagement(s) or
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aspect(s) of functional area(s), it should notify the team captain in a timely
manner and submit a written statement to the administering entity, ordinar-
ily prior to the commencement of the review, indicating (a) it plans to exclude
an engagement(s) or aspect(s) of functional area(s) from the peer review selec-
tion process, (b) the reasons for the exclusion, and (c) it is requesting a waiver
for the exclusion. The administering entity should satisfy itself concerning the
reasonableness of the explanation before agreeing to the exclusion.

For peer reviews overseen by a panel pre-assigned by the administering en-
tity for on-site oversight purposes, the reviewed firm should notify the team
captain in advance that it is probable that engagement(s) or aspect(s) of func-
tional area(s) will be excluded from the review, the general reasons for such
exclusion, and a detailed description of the procedures used to identify and as-
sess those situations. The panel as previously described should determine that
those procedures are appropriate in light of the circumstances. They should
consider the level of oversight to which the review may be subject and the level
of involvement that members of the board have in that oversight. In addition,
they should consider the practicality of selecting a replacement and the avail-
ability of other engagement(s) or aspect(s) of functional area(s) as appropriate
replacements. Ordinarily, the greater the population to select from, the more
there is an opportunity to find an appropriate replacement, and the less there
is a risk that there is a scope limitation.

The administering entity (or panel as previously described) should approve the
request to exclude engagement(s) or aspect(s) of functional area(s) as the situ-
ation arises only when it is satisfied that, based on the reasonableness of the
procedures used to identify and assess the situations and the other factors de-
scribed in the preceding, there will be no limitations on the scope of the review.

Regardless of the approach used to notify the administering entity of exclusions,
the reasons for the exclusions and the risk assessment implications should be
fully documented in the peer review working papers, and the peer review com-
mittee should consider those factors as part of its evaluation and acceptance
process.

An administering entity may conclude that scope has been limited due to cir-
cumstances beyond the firm's control and the review team cannot accomplish
the objectives of those procedures through alternate procedures, thus preclud-
ing the application of one or more peer review procedure(s) considered neces-
sary in the circumstances. For example, ordinarily, the team would be unable
to apply alternate procedures if the firm's only engagement in an industry that
must be selected is unavailable for review and there isn't an earlier issued en-
gagement that may be able to replace it, or when a significant portion of the
firm's accounting and auditing practice during the year reviewed had been di-
vested before the review began. In these circumstances, the team captain or
review captain should consider issuing a report with a peer review rating of
pass (with a scope limitation), pass with deficiency (with a scope limitation), or
fail (with a scope limitation), as applicable. The existence of a scope limitation
in and of itself does not result in a report with a peer review rating of pass
with deficiencies or fail; it is in addition to the grade that was determined to be
issued (which is why it is possible to have a report with a grade of pass (with a
scope limitation) to which there would be no letter of response).

If the administering entity (or panel as previously described) concludes that
there is not a legitimate reason for the requested exclusion and the firm con-
tinues to insist on the exclusion, it should be evaluated whether this is a matter
of noncooperation (see Interpretation No. 5h-1).
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Office and Engagement Selection in System Reviews
56-1 Question—Paragraph .56 of the standards provides factors to con-

sider when assessing peer review risk at the office level. What are some other
examples of factors to consider?

Interpretation—Other examples of factors to consider when assessing peer re-
view risk at the office level follow. This list is for illustrative purposes only, and
does not include all possible inherent and control risk factors, nor is the peer
reviewer required to consider every item on the list when assessing inherent
and control risk:

• Offices with one or a few engagements comprising a significant
portion of the office's accounting and auditing practice

• Offices with concentrations of high risk engagement

• Offices with a pattern of litigation or regulatory actions

• Offices identified in the preceding peer review or through moni-
toring procedures as operating at a level significantly below the
firm's quality standards

• Offices with an unreasonably large number of accounting and au-
diting hours per engagement partner

• Offices with only one or a few engagements in a specialized indus-
try

• Offices not subjected to monitoring procedures or not scheduled to
be subject to monitoring procedures since the last peer review

• Offices where individual partners practice in many industries

• Offices in geographic areas that are experiencing economic hard-
ships

• Offices with numerous clients in industries experiencing economic
hardships

58-1 Question—Paragraph .58 of the standards provides guidance on steps
to follow if a current year's engagement has not been completed and issued.
What is the impact, if any, for audit engagements subject to professional stan-
dards, statutes, regulations, or the firm's quality control policies, which may
allow a specified time for an assembly process after issuance?

Interpretation—Professional guidance indicates that auditors should not date
the audit report until they have obtained sufficient appropriate audit evidence
to support the opinion. At that point audit documentation should have been
reviewed, financial statements should have been prepared, and management
should have asserted its responsibility for them. Document completion dates
specify a date certain by which assembly of the audit file must be completed.
During the period leading up to that date, changes can be made to the audit
documentation to complete the documentation and assembly of audit evidence,
perform routine file-assembling procedures, sign off on file completion check-
lists and add information received after the date of the auditor's report; for
example, an original confirmation that was previously faxed. However, the suf-
ficient appropriate audit evidence would have already been required to be in
place when the report was dated and thus would be in place when it was issued.
Thus, there is no impact on the process of selecting engagements for review.

58-2 Question—What if the incomplete engagement is an initial engage-
ment and there is no comparable engagement?
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Interpretation—If there is an incomplete engagement (which is an initial en-
gagement) and there is no comparable engagement, the firm should request an
extension from the administering entity. The administering entity will consider
the circumstances and evaluate whether there is actually a matter of noncoop-
eration (see Interpretation No. 5h-1). Although the administering entity will
otherwise likely grant the extension, the firm needs to consider if it will be
meeting the requirements of its state board of accountancy or other regulatory
bodies. If an extension is not possible, the peer review should be performed and
the report should include a scope limitation.
If the situation arose due to a permanent change in the nature of the firm's
business, the firm should consider requesting a change in its peer review year-
end date. If there is any uncertainty concerning how the situation should be
handled, the administering entity should be contacted. See section 3100 for an
example when there is an initial engagement performed under Government Au-
diting Standards (GAS, also known as the Yellow Book) meeting the preceding
criteria.

58-3 Question—Paragraph .58 of the standards indicates that if the sub-
sequent year's engagement has been completed and issued, the review team
should consider, based on its assessment of peer review risk, whether the more
recently completed and issued engagement should be reviewed instead. What
are some factors to be considered and implications on the peer review?

Interpretation—Other than consideration of the firm's risk assessment and the
factors that contributed to it, the reviewer may consider if the subsequent en-
gagement was performed during or after the peer review year. In addition,
the reviewer should consider the number of subsequent engagements avail-
able and selected for review, as well as the differences in issues encountered
in the engagements whether the year-end was within the peer review year or
subsequent to it. The greater the number of subsequent year engagements se-
lected, the greater the risk that the results of the review are not appropriate or
matched in relation to the peer review year covered by the report and the re-
lated peer review results. In some situations, the team captain should consider
whether it is more appropriate to issue the peer review report on the subse-
quent year. However, this should be a rare situation, would require advance
approval from the administering entity, and that entity may request that the
next review be accelerated to put the firm back on cycle. If many of the subse-
quent engagements have been issued, the reviewer should discuss the timing
of the peer review with the firm so that future reviews may benefit from the
results of the peer review before the subsequent engagements are issued.

59-1 Question—Paragraph .59 of the standards requires that engage-
ments selected for review should provide a reasonable cross section of the re-
viewed firm's accounting and auditing practice, with greater emphasis on those
engagements in the practice with higher assessed levels of peer review risk,
and the guidance provides examples of factors to consider when assessing peer
review risk at the engagement level. What are some other considerations?

Interpretation—A reasonable cross section of a firm's accounting and auditing
practice, not only includes consideration of the specific industries that are re-
quired to be selected, but other industries that have a significant public inter-
est. Industries that have a significant public interest are those that benefit the
general welfare of the public, such as those that have recent regulatory and leg-
islative developments (for example broker-dealers). Public interest industries
will vary across firms and reviewers should consider the composition of a firm's
accounting and auditing practice when determining if their risk assessment
should address a public interest industry. The reviewer also needs to carefully
consider the industries that the firm has identified in the category of "other
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audits" when determining whether to select such an engagement(s). A selection
consisting solely of public interest industries would not necessarily represent
a reasonable cross section. Other factors to consider in selecting a reasonable
cross section may include the number of partners, the number of practice offices,
and materiality thresholds of accounting and auditing hours.

The reviewer should explain and document in the Summary Review Memoran-
dum key decisions that he or she made when he or she chose not to select any
one or more of the following: a level of service, industries in which a significant
public interest exists, and industries in which the firm performs a significant
number of engagements. This does not give authority to the reviewer to avoid
selecting an engagement(s) by simply documenting the reason(s) why he or she
did not select certain engagement(s). Therefore the reviewer should document
important considerations regarding the engagement selection process.

A reasonable cross section does not always require that at least one engagement
from every level of service provided by the firm be selected for review; however,
it often may be appropriate in the circumstances. There is no percentage of
coverage that necessarily ensures a reasonable cross section. Therefore, there
is a relationship between a risk-based approach and a reasonable cross section
when selecting engagements, and in that regard each peer review needs to be
considered on a case-by-case basis.

The following are examples of risk considerations when addressing obtaining a
reasonable cross section of the engagements, including engagements that must
be selected and non-carrying broker-dealers. It is expected that the various
types of engagements within an industry are specifically addressed in the risk
assessment. Similar considerations should be made for industries that have a
significant public interest, such as engagements subject to SEC independence
rules.

a. Governmental—Government Auditing Standards—Inclusion of a
must select engagement should not supersede the reviewer's
consideration of engagements and industries that have a sig-
nificant public interest such as state and local governments,
school districts and HUD engagements. For example, if for-profit
HUD multifamily housing project audit engagements constitute
a significant percentage of a firm's practice, one would expect
the reviewer to select at least one such engagement for review.
However, if the firm also performed an audit of an engagement
subject to the Single Audit Act, such as a local government or
not-for-profit organization, one such engagement must also be se-
lected to perform an evaluation of the firm's single audit compli-
ance. Peer reviewers should also consider audit firm experience
such as how many governmental audits the firm performs, the
length of experience in performing these engagements, the num-
ber of team members with experience, whether the team mem-
bers have undergone CPE or specialized training, and reasonable-
ness of hours spent on GAS engagements. Further consideration
should be given to communications from regulatory agencies.

b. Employee benefit plans—For employee benefit plans under
ERISA, the peer reviewer should consider whether the engage-
ment selection process has adequately addressed the risks in-
volved in limited versus full scope audits and in different types
of benefit plans such as defined benefit, defined contribution, and
voluntary health and welfare plans. If a firm has more than one
of the preceding types of plans, the reviewer must consider the
unique risks associated with that type of plan and document how
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these risks were addressed in the risk assessment. Peer review-
ers should also consider audit firm experience such as how many
ERISA audits the firm performs, the length of experience in per-
forming these engagements, the number of team members with
experience, whether the team members have undergone CPE or
specialized training, and reasonableness of hours spent on ERISA
engagements. Further consideration should be given to commu-
nications from regulatory agencies.

c. Depository Institutions—For FDICIA engagements, peer review-
ers should take into consideration the amount of total assets held
by the federally insured depository institution (less than $500
million, more than $500 million, more than $1 billion). Peer re-
viewers should also consider audit firm experience such as how
many FDICIA audits the firm performs, the length of experi-
ence in performing these engagements, the number of team mem-
bers with experience, whether the team members have undergone
CPE or specialized training, and reasonableness of hours spent on
FDICIA engagements. Further consideration should be given to
the risks of the audited company such as the level of reporting the
institution complies with (the holding company level or the bank
subsidiary level and the regulatory issues associated with each),
the balance of the lending portfolio (the industries and concentra-
tion percentage of the portfolio), any regulatory correspondence
and examination results, capital ratios, financial institution man-
agement experience, economic environment and geographic loca-
tion of the institution, number of branches, and experience and
longevity of the board of directors and audit committee.

d. Broker-dealers—The peer reviewer should consider whether the
engagement selection process has adequately addressed the risks
involved in carrying and non-carrying broker-dealers. Consider-
ation of carrying broker-dealers should include carrying, clear-
ing, and custodial broker-dealers. Consideration of non-carrying
broker-dealers should include introducing broker-dealers. The
peer reviewer should also consider other types of broker-dealers
that fit the description of carrying and non-carrying broker-
dealers in Interpretation No. 63-2. If a firm has more than one
of the preceding types of audits, the reviewer must consider the
unique risks associated with that type of audit and document how
these risks were addressed in the risk assessment. For all broker-
dealer engagements, the peer reviewer should consider audit
firm experience such as how many broker-dealer audits the firm
performs, the length of experience in performing these engage-
ments, the number of team members with experience, whether
the team members have undergone CPE or specialized training,
and reasonableness of hours spent on broker-dealer engagements.
Further consideration should be given to communications from
regulatory agencies. For non-carrying broker-dealers, the peer re-
viewer's risk assessment is expected to address the risks associ-
ated with those broker-dealers (for example, if the broker-dealer
has some form of custody and control that may create risk and
require additional internal controls).

e. Service Organizations—The peer reviewer should consider
whether the engagement selection process has adequately ad-
dressed the risks involved in different types of SOC engagements
(SOC 1 and SOC 2 engagements). If a firm performs more than
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one of the preceding types of SOC engagements, the reviewer
must consider the unique risks associated with that type of en-
gagement and document how these risks were addressed in the
risk assessment. Peer reviewers should also consider audit firm
experience such as how many SOC engagements the firm per-
forms, the length of experience in performing these engagements,
the number of team members with experience, whether the team
members have undergone CPE or specialized training, whether
the firm utilizes a group that specializes in internal controls for
completing its SOC engagements, and reasonableness of hours
spent on SOC engagements. Additional considerations should be
given to whether the firm performs SOC engagements with signif-
icant sub-service organizations identified in the auditor's opinion
(inclusive method is higher risk than carve out). Further consid-
eration should be given to communications from regulatory agen-
cies. Although SOC 1 and SOC 2 engagements are different, non-
compliance for one type may be indicative of noncompliance in
the other. SOC 3® engagements are not must select engagements
but when considering the pervasiveness of a systemic cause and
the portion of the firm's practice that may be impacted by matters
identified with other SOC engagements, the reviewer should also
consider SOC 3 engagements.

59-2 Question—Paragraph .59 of the standards provides factors to con-
sider when assessing peer review risk at the engagement level. What are some
other examples of factors to consider?

Interpretation—Other examples of factors to consider when assessing peer re-
view risk at the engagement level follow. This list is for illustrative purposes
only, and does not include all possible inherent and control risk factors, nor is
the peer reviewer required to consider every item on the list when assessing
inherent and control risk:

• Engagement size, in terms of the hours required to plan and per-
form it

• Engagements involving experienced personnel hired from other
firms, and partners who also have office, regional or firm-wide
management, administrative, or functional responsibilities

• Engagements where work on segments has been referred to other
firms, foreign offices, domestic or foreign affiliates, or correspon-
dents

• Engagements where one or more affiliated entities (for example,
parent companies and subsidiaries or brother and sister compa-
nies) constitute a large portion of the firm's overall clientele

• Engagements identified in the firm's quality control System or
guidance material as having a high degree of risk

• Engagements where departures from professional standards and
failure to comply with the firm's quality control policies and pro-
cedures were noted in the preceding year's monitoring procedures

• Engagements in industries where the firm has experienced high
instances of litigation, proceedings, or investigations

• Engagements affected by recently implemented revisions of the
firm's quality control policies and procedures

• Engagements affected by newly effective professional standards
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• Clients in industries in poor financial condition

• Clients in industries with complex or sophisticated transactions

• Engagements from merged-in practices

• Engagements subject to Government Auditing Standards

• Engagements subject to the Employee Retirement Income Secu-
rity Act of 1974 (ERISA)

• Engagements subject to the Federal Deposit Insurance Corpora-
tion Improvement Act of 1991 (FDICIA)

• Audits of securities and commodities broker-dealers

• Examinations of controls relevant to both a service organization
and its user entities

• Engagements subject to SEC independence rules

59-3 Question—What factors should be considered if a firm has an office
in a foreign country or other territory?

Interpretation—The standards are intended for firms enrolled in the program
who are engaged in the practice of public accounting in the United States or
its territories. Some firms also have offices in foreign countries or their ter-
ritories ("foreign jurisdictions"), including the Cayman Islands and Bermuda.
One important factor to consider in determining whether reports issued for
clients in those foreign jurisdictions are to be included in the scope of the peer
review is the letterhead of the report issued. For instance, ordinarily if a U.S.
firm issues a report on letterhead from its office in that foreign jurisdiction,
the engagement would not be included in the scope of the peer review. Another
factor is whether the reports issued for clients in the foreign jurisdictions are
addressed by guidance from the state board of accountancy(s) that issues the
firm's license(s). Team or review captains should consult with AICPA technical
staff if there is any question of whether an engagement is subject to peer re-
view under these circumstances. In addition, reviewed firms need to consider
whether there are peer review or practice monitoring requirements issued by
the licensing authority of the foreign jurisdiction which are applicable to the
reviewed firm.

61-1 Question—Paragraph .61 of the standards requires that at least one
engagement from the initial selection to be reviewed should be provided to the
firm once the review commences and not provided to the firm in advance (the
surprise engagement). What steps should be followed when making the selec-
tion of the surprise engagement?

Interpretation—The following steps should be followed:

1. Complete the risk assessment as described in paragraphs .46–.52
of the standards.

2. Plan the compliance tests as described in paragraphs .53–.63 of
the standards and determine which engagements should be se-
lected for the review, independent of any surprise selections.

3. Based on those engagements selected for review, determine which
engagement should be the surprise engagement. If the risk as-
sessment warrants, more than one surprise engagement may be
selected.

Although the standards indicate that the engagement should be the firm's high-
est level of service (which ordinarily means an audit), in situations where the
audit cannot be the surprise selection (for instance, if there is only one audit
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required to be selected or the only audit is a must select engagement), an en-
gagement from the next highest level of service should be selected. It is not
always possible for the reviewer to know whether a reviewed firm expects a
certain engagement to be selected. Reviewers are asked to use their profes-
sional judgment in these situations. The selection should be based on the risk
assessment performed in step 1 and the engagement should be from the list of
engagements determined in step 2. The team captain should not increase the
original scope of the selection whether another audit or another level of service
is selected as the surprise engagement.
See section 3100 for several examples for selecting surprise engagements.

61-2 Question—How does the requirement to select a surprise engagement
apply for a System Review performed at a location other than the reviewed
firm's offices (Interpretation No. 8-1)?

Interpretation—For System Reviews approved by the administering entity to
be performed at a location other than a reviewed firm's offices, engagements
selected to be reviewed are submitted to the reviewer by the firm. As a result,
the requirement to select a surprise engagement on a System Review performed
at a location other than the reviewed firm's offices is not applicable.

62-1 Question—Paragraph .62 of the standards requires that the team
captain consult with the administering entity about the selection of engage-
ments for review if the team captain finds that meeting all of the criteria in the
related guidance results in the selection of an inappropriate scope of the firm's
accounting and auditing practice. What items should the team captain consider
to determine if the selection is appropriate?

Interpretation—The team captain should carefully consider whether
a. significant risk areas have appropriate coverage (see paragraph

.65 of the standards).
b. appropriate weight has been given to reviewing work performed

by all or most supervisory personnel.
c. adequate consideration has been given to engagement selection

based on peer review risk on a firm-wide basis. For example, if
two offices are selected for review and each has a large client in
the same specialized industry, peer review risk should be consid-
ered in determining whether more than one of these engagements
should be selected for review.

If an engagement(s) within the team captain's selection is not available for re-
view, a comparable engagement within the peer review year-end is also not
available, nor is there a prior year's engagement that may be reviewed; the
team captain should consult with the administering entity to determine the ef-
fects on the timing or year-end of the peer review, if any, and whether a report
with a peer review rating with a scope limitation should be issued.

63-1 Question—Paragraph .63 of the standards requires that specific types
or number of engagements must be selected in a System Review as well as
specific audit areas. In a System Review, what specific types and number of
engagements, if any, should be included in the sample of engagements selected
for review or assessed at a higher level of peer review risk?

Interpretation—At least one of each of the following types of engagements is
required to be selected for review in a System Review:

a. Governmental—Government Auditing Standards, issued by the
U.S. Government Accountability Office, requires auditors con-
ducting engagements in accordance with those standards to have
a peer review that includes the review of at least one engagement
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conducted in accordance with those standards. If a firm performs
an engagement of an entity subject to GAS and the peer review
is intended to meet the requirements of those standards, at least
one engagement conducted pursuant to those standards should
be selected for review. Additionally, if the engagement selected
is of an entity subject to GAS but not subject to the Single Au-
dit Act and the firm performs engagements of entities subject to
the Single Audit Act, at least one such engagement should also
be selected for review. The review of this additional engagement
must evaluate the compliance audit requirements and may ex-
clude those audit procedures strictly related to the audit of the
financial statements.

b. Employee Benefit Plans—Regulatory and legislative develop-
ments have made it clear that there is a significant public interest
in, and a higher risk associated with, audits conducted pursuant
to ERISA. Therefore, if a firm performs the audit of one or more
entities subject to ERISA, at least one such audit engagement con-
ducted pursuant to ERISA should be selected for review. Refer to
Interpretation No. 59-1.

c. Depository Institutions—The 1993 FDIC guidelines implement-
ing the FDICIA require auditors of federally insured depository
institutions having total assets of $500 million or greater at the
beginning of its fiscal year to have a peer review that includes the
review of at least one audit of an insured depository institution
subject to the FDICIA. If a firm performs an audit of a federally in-
sured depository institution subject to the FDICIA and the peer
review is intended to meet the requirements of the FDICIA, at
least one engagement conducted pursuant to the FDICIA should
be selected for review. The review of that engagement should also
include a review of the reports on internal control if applicable be-
cause those reports are required to be issued under the FDICIA
when total assets exceed $1 billion.

d. Broker-Dealers—Regulatory and legislative developments have
made it clear that there is a significant public interest in, and
a higher risk associated with, audits of broker-dealers. The type
of broker-dealer with the highest risk is a carrying broker-dealer.
Therefore, if a firm performs the audit of one or more carrying
broker-dealers, at least one such audit engagement should be
selected for review. It is also expected that if a firm's audits of
broker-dealers include only non-carrying broker-dealers, the team
captain should be aware of and give special consideration to the
risks associated with such broker-dealer audits in making en-
gagement selections.

e. Service Organizations—Due to the reliance on Service Organiza-
tion Control Reports, particularly SOC 1 and SOC 2 reports, there
is a significant public interest in examinations of service organi-
zations relevant to user entities. Therefore, if a firm performs an
examination of one or more service organizations and issues a
SOC 1 or SOC 2 report, at least one such engagement should be
selected for review. If a firm performs both SOC 1 and SOC 2 en-
gagements and a proper risk assessment determined that only
one SOC engagement should be selected, ordinarily a SOC 1 en-
gagement should be selected over a SOC 2 engagement due to the
reliance upon the report by other auditors. Because SOC 2 en-
gagements are a new type of service, peer reviewers may deem it
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necessary to select both SOC 1 and SOC 2 engagements. However,
there may also be situations in which it would be appropriate to
pick on SOC 2 engagement and not select a SOC 1 engagement.
An example may be that the SOC 2 engagements have not been
previously selected and the SOC 1 engagements have been se-
lected; the SOC 2 practice is growing and the SOC 1 practice is
stable; and so on.

In complying with the requirements in the previous list, peer reviewers should
also ensure that the engagements selected include a reasonable cross section of
the firm's accounting and auditing engagements, appropriately weighted con-
sidering risk. Thus, the peer reviewer may need to select greater than the min-
imum of one engagement from these industries in order to attain this risk
weighted cross section. Refer to Interpretation No. 59-1.

The team captain's consideration of this coverage should be discussed in his or
her risk assessment documentation. This discussion should include any factors
considered when the reviewed firm has a significant number of engagements
in one of these high risk areas and it is not otherwise evident why only one
engagement from the industry has been included in the scope of the review.

63-2 Question—For purposes of the AICPA Peer Review Program, what is
the difference between a carrying and non-carrying broker-dealer?

Interpretation—Carrying broker-dealers include all broker-dealers that clear
customer transactions, carry customer accounts or hold custody of customer
cash or securities. Examples of carrying broker-dealers include (a) clearing
broker-dealers who receive and execute customer instructions, prepare trade
confirmations, settle the money related to customer trades and arrange for the
book entry (or physical movement) of the securities and (b) carrying broker-
dealers that hold customer accounts or clear customer trades for introducing
broker-dealers. Non-carrying broker-dealers are those broker-dealers that do
not clear customer transactions, carry customer accounts, or hold custody of
customer cash or securities. Examples of non-carrying broker-dealers are (a)
introducing broker-dealers that introduce transactions and accounts of cus-
tomers or other broker-dealers to another registered broker-dealer that carries
such accounts on a fully disclosed basis and does not receive or hold customer
or other broker-dealers securities and (b) a broker-dealer whose business does
not involve customer accounts, such as proprietary trading firms, investment
banking firms, and firms that sell interest in mutual funds or insurance prod-
ucts.

63-3 Question—Paragraph .63 of the standards requires that specific types
or number of engagements must be selected in a System Review as well as
specific audit areas. What is the difference between a must select and a must
cover engagement?

Interpretation—Must select engagements must be included in the sample of
engagements selected for review. A must cover industry does not have to be se-
lected for review, however, either the team captain or a team member must have
at least recent experience in the industry to aid in the risk assessment process
and determination of whether an engagement from the must cover industry
should be selected for review.

The Board periodically assesses engagements to determine which may have the
most significant public interest of the moment. These engagements are deemed
to be must cover engagements. Currently, the list includes school districts, and
state and local government. These engagements, in addition to the must select
engagements (as described in Interpretation No. 63-1), are must cover engage-
ments for all firms. A firm may have additional must cover industries based
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on the concentration of its practice that subjects it to a System Review (as de-
scribed in paragraph .07 of the standards). Industries in which a firm's practice
that subjects it to a System Review has a 10 percent or more concentration or
the firm's three largest industry concentrations (if none represent more than
10 percent) are also considered must cover engagements.
A team member must have recent experience in and knowledge about rules
and regulations appropriate to the level of service applicable to the industries
of the engagements the individual will be reviewing, regardless of whether the
engagement is a must select or must cover.

Concluding on the Review of an Engagement
66-1 Question—Paragraphs .66–.67 and .109 of the standards requires

the review team to conclude on the review of an engagement by determining
whether the engagement was performed or reported on in conformity with ap-
plicable professional standards in all material respects. How should this con-
clusion be made?

Interpretation—The review team should use practice aids that document, for
each engagement reviewed, whether anything came to the review team's at-
tention that caused it to believe the following, as applicable:

a. The financial statements were not in conformity with GAAP in all
material respects or, if applicable, with a special purpose frame-
work4 and the auditor or accountant's report was not appropri-
ately modified.

b. The firm did not perform or report on the engagement in all mate-
rial respects in accordance with generally accepted auditing stan-
dards and other applicable standards; for example, Government
Auditing Standards.

c. The firm did not perform or report on the engagement in all ma-
terial respects in accordance with SSARS.

d. The firm did not perform or report on the engagement in all ma-
terial respects in accordance with SSAEs or any other applicable
standards not encompassed in the preceding.

In Engagement Reviews, these results should be considered by the review cap-
tain in determining the type of report to issue.

67-1 Question—Paragraphs .67 and .109 of the standards notes that the
team captain or review captain should promptly inform the firm when an en-
gagement is not performed or reported on in conformity with applicable profes-
sional standards in all material respects and remind the firm of its responsi-
bilities under professional standards to take appropriate actions. How is this
communication made?

Interpretation—If the reviewer concludes that an engagement is not performed
or reported on in conformity with applicable professional standards in all ma-
terial respects, the team captain or review captain should promptly inform an
appropriate member of the reviewed firm on an MFC form. The team captain
or review captain should remind the reviewed firm of its responsibilities under
professional standards to take appropriate actions as addressed in the follow-
ing professional standards, as applicable:

• AU-C section 560, Subsequent Events and Subsequently Discov-
ered Facts (AICPA, Professional Standards)

4 See footnote 2.
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• SSARS No. 19, Framework for Performing and Reporting on Com-
pilation and Review Engagements (AICPA, Professional Stan-
dards, AR sec. 60, 80, and 90), or SSARS No. 21, Statements on
Standards for Accounting and Review Services: Clarification and
Recodification (AICPA, Professional Standards, AR-C sec. 60, 70,
80, and 90) as applicable

• AU-C section 585, Consideration of Omitted Procedures After the
Report Release Date (AICPA, Professional Standards)

• The "Breach of Independence" interpretation (AICPA, Profes-
sional Standards, ET sec. 1.298.010)

The reviewed firm should investigate the issue questioned by the review team
and determine what timely action, if any, should be taken, including actions
planned or taken to prevent unwarranted continued reliance on its previously
issued reports. The reviewed firm should then advise the team captain or re-
view captain of the results of its investigation, including parties consulted, and
document the actions planned or taken or its reasons for concluding that no
action is required as follows:

• In the firm's response to the MFC form

• In the firm's response to the FFC form, if applicable

• In the firm's letter of response to deficiencies and significant defi-
ciencies identified in the report, if applicable

The firm is also expected to make a representation in its representation let-
ter to the team or review captain confirming it will remediate nonconforming
engagements as stated by the firm on its MFC forms, FFC forms, or letter of
response, as applicable.

67-2 Question—Paragraphs .67 and .109 of the standards note that the
team captain or review captain should promptly inform the firm when an en-
gagement is not performed or reported on in conformity with applicable profes-
sional standards in all material respects and remind the firm of its responsi-
bilities under professional standards to take appropriate actions. What other
responsibilities do the team and review captain have when nonconforming en-
gagements are identified?

Interpretation—Reviewers or administering entities should not instruct firms
to perform omitted procedures, reissue accounting or auditing reports, or have
previously issued financial statements revised and reissued because those are
decisions for the firm and its client to make. However, the administering en-
tity can require the firms to make and document appropriate considerations
regarding such engagements as a condition of acceptance of the peer review.
The firm's response may affect other monitoring actions the administering en-
tity's peer review committee may impose, including actions to verify that the
firm adheres to the intentions indicated in its response.

If the firm has taken action, ordinarily the review team should review doc-
umentation of such actions (for example, omitted procedures performed, reis-
sued report and financial statements, or notification to users to discontinue use
of previously issued reports) and consider whether the action is appropriate. If
the firm has not taken action, the review team should consider whether the
planned actions are appropriate (genuine, comprehensive, and feasible).

On a System Review, the team captain should consider expanding scope to de-
termine the pervasiveness of the nonconforming engagements. The extent of
the nonconforming engagements is considered when determining the systemic
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cause and whether the matter should be elevated to a finding, deficiency, or
significant deficiency.

Refer to paragraphs .68 and .84 of the standards for additional guidance on
assessing when to expand scope and when matters may be isolated. Refer to
Interpretation 100-1 for additional guidance for the evaluation of a firm's re-
sponse.

Aggregating and Evaluating Matters
79-1 Question—Paragraph .79 of the standards indicates that in the ab-

sence of findings or deficiencies in the engagements reviewed, the reviewer may
still conclude that there are conditions in the design of the firm's system of
quality control that could create a situation in which the firm would not have
reasonable assurance of performing or reporting in conformity with applicable
professional standards. When would a design matter or compliance with a func-
tional area, by itself, result in a peer review rating of pass with deficiencies or
fail?

Interpretation—A design matter or compliance with a functional area, by itself,
may result in a peer review rating of pass with deficiencies or fail when one
or more conditions are present in the firm's system of quality control and the
reviewer has concluded that the conditions could create a situation in which
the firm would not have reasonable assurance of performing or reporting in
conformity with applicable professional standards in one or more respects.

Examples may include but are not limited to the failure to establish or com-
ply with policies and procedures designed to provide the firm with reasonable
assurance that

• the internal culture is based on recognition that quality is essen-
tial in performing engagements. This may be identified by firm
leadership failure to have a quality control document, failure to
appropriately respond to findings in a regulatory investigation,
failure to have a timely peer review, and so on.

• the firm and its personnel comply with relevant ethical require-
ments. This may be identified by failure to obtain independence
confirmations from all personnel, failure to inform personnel on a
timely basis of changes to the list of clients and related entities,
failure to address potential breaches of independence, and so on.

• the firm will undertake or continue relationships and engage-
ments only when the firm is competent to perform the engage-
ments. This may be identified by failure to have policies and pro-
cedures in place to require evaluation of the nature of the services
to be provided, evaluation of the firm's resources to provide the
services, evaluation of the need to engage a third party to assist
in new industries, and so on.

• the firm has sufficient personnel with the competence, capabil-
ities, and commitment to ethical principles necessary to perform
engagements in accordance with professional standards. This may
be identified by failure to have policies and procedures requiring
personnel to maintain a CPA license, comply with industry spe-
cific CPE requirements, ensure appropriate industry experience
on engagement teams, and so on.

• the firm's compliance with all areas of the firm's system of quality
control is effectively monitored. This may be identified by lack of
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monitoring of appropriate CPE for all firm personnel, lack of mon-
itoring of functional areas in the firm's peer review year, failing to
appropriately respond to issues identified during engagement in-
spections, and so on.

Determining Whether There is a Systemic Cause
83-1 Question—Paragraph .83 of the standards notes that when a review

team is faced with an indication that a matter(s) could be a finding, the review
team's first task in such circumstances, in collaboration with the firm, is to
determine the systemic cause. Why?

Interpretation—The evaluation of a firm's system of quality control is the pri-
mary objective of a System Review and the basis for the peer review report.

As such, when a reviewer in a System Review discovers a matter, including an
engagement that was not performed or reported in conformity with applicable
professional standards in all material respects, he or she should avoid consid-
ering the type of report to issue until the systemic cause of the matter (to de-
termine if it rises to the level of a finding, deficiency or significant deficiency)
is identified, where it is reasonably possible to do so.

Reviewers in a System Review must think of matters as symptoms of weak-
nesses in the firm's system of quality control. Further, reviewers, in collabo-
ration with the firm, must make a good faith effort to try to identify the sys-
temic cause for those matters to determine if they rise to the level of a finding.
A finding has a systemic definition; a finding is one or more related matters
that result from a condition in the reviewed firm's system of quality control or
compliance with it such that there is more than a remote possibility that the
reviewed firm would not perform or report in conformity with applicable pro-
fessional standards. With a finding, the reviewer is considering more than just
the "matter;" they are considering the condition (that is, systemic cause) that
resulted in the matter(s) occurring. Otherwise said, the reviewer must deter-
mine why the matters occurred. Upon further evaluation, a finding may rise to
a systemically oriented deficiency or significant deficiency.

The system risks identified as part of the completion of the Guidelines for Re-
view and Testing of Quality Control Policies and Procedures (sections 4500 to
4650) will be a helpful resource for reviewers in assessing the systemic cause.
The assessment of the systemic cause should consider that separate matters
that are exactly the same may result from completely different quality control
weaknesses in the firm.

To properly assess the systemic cause, reviewers should not accept "oversight"
or "isolated" as the firm's response without further investigation. Accordingly,
the firm should provide sufficient detail for the reviewer to understand what
caused the matter. For example, the failure to follow the firm's practice aid for a
particular area may have been an isolated occurrence; however, failure to follow
the practice aid would still be identified as the systemic cause resulting in the
matter. Further guidance is provided in Interpretation 84-1 to assist reviewers
in determining if the matter is isolated.

83-2 Question—For System Reviews and Engagement Reviews, what is
considered a repeat finding on a finding for further consideration (FFC) form?

Interpretation—On System Reviews, a repeat finding is one or more related
matters that result from a condition in the reviewed firm's system of quality
control or compliance with it that is noted during the current review and also
on a FFC form in the prior peer review. The review team should read the prior
review documentation, including the report, letter of response and FFC forms,
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if applicable, and evaluate whether the firm's planned actions noted on those
forms were implemented. If the firm's planned actions to remediate the prior
review findings were implemented, and the same finding is occurring, the re-
view team should determine the condition in, or compliance with, the firm's
system of quality control that caused the current finding. If it is determined to
be the same systemic cause, the FFC form should indicate that similar findings
were noted in the prior review. The review team should also consider whether
there are findings in other elements of quality control. If the prior remedial
actions (corrective actions, implementation plans, or as discussed in the firm's
response on the FFC form) appear to be effective, the finding may be caused by
some other condition in, or compliance with, the firm's system of quality con-
trol. If the systemic cause of the finding is different from that noted in the prior
review, it would not be a repeat.

See section 3100 for an example of identifying repeat findings, deficiencies and
significant deficiencies in a System Review.

On Engagement Reviews, a repeat is one in which the identified finding is sub-
stantially the same (that is, the same kind or very similar) as noted on a FFC
form in the prior peer review as it relates to reporting, presentation, disclosure
or documentation. For example, if a reviewer notes an engagement that had
a disclosure or financial statement presentation finding on a FFC form in the
prior peer review, the disclosure or financial statement presentation finding
noted in the current review would need to be substantially the same disclosure
or financial statement presentation finding to qualify as a repeat.

A firm that repeatedly receives peer reviews with consistent findings that are
not corrected may be required to complete an implementation plan.

83-3 Question—Paragraph .83 of the standards notes the importance of
determining the systemic cause of the identified findings. How do the results of
regulatory or governmental oversight or inspection factor into this determina-
tion?

Interpretation—If similar issues were raised in both the regulatory or govern-
mental oversight(s) and in the peer review, the review team should further
understand the systemic causes identified by the reviewed firm and consider
whether there may be a systemic issue related to the design of the system of
quality control or compliance with it. See Interpretations 40-1 and 40-2 for ad-
ditional considerations.

Isolated Matters in a System Review
84-1 Question—Paragraph .84 refers to isolated matters in a System Re-

view. What is an isolated matter and what further guidance is there to address
isolated matters?

Interpretation—An isolated matter occurs when there is an incident (or limited
incidents) of noncompliance with professional standards or the firm's quality
control policies and procedures on one or more engagements (or aspect of a
functional area) and the identical standards or policies and procedures were
complied with on the remaining engagements or aspect of a functional area.

Reviewers should follow the guidance in paragraph .68, "Expansion of Scope,"
and paragraphs .84–.85, "Determining the Systemic Cause," of the standards.
The reviewer needs to evaluate the pervasiveness of the issue, including ex-
panding scope if necessary. In some instances the team captain should expand
scope to other engagements or aspects of functional areas, and determine that
such matters did not occur elsewhere, thus evidencing that the noncompliance
with the firm's system of quality control was truly isolated. In these situations,
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team captains should focus on the systemic cause of the matter when analyzing
if it is isolated and may consider a key area approach when expanding scope
to other engagements or aspects of functional areas to determine if the mat-
ter is isolated. The reviewer's ability to conclude a matter is isolated may be
dependent on his or her ability to expand scope to engagements or aspects of
functional areas that are classified by common characteristics such as, but not
limited to, the industry, level of service, the practitioners in charge, or engage-
ments that must be selected in a peer review.

The reviewer should consider that a single disclosure matter and a single docu-
mentation matter may be isolated when taken individually but they may have
resulted from the same systemic cause. They should further consider that an
isolated matter may be materially significant in amount or nature or both.

Reviewers should document their consideration of an isolated matter and the
conclusions reached in the MFC form. Team captains should document the
same in the Summary Review Memorandum. The documentation should in-
clude the details of the matter noted, how the reviewer expanded scope, if appli-
cable, and why the reviewer concluded the matter was isolated. The documen-
tation should provide enough information for the administering entity's peer
review committee to determine if the team captain's conclusion is appropriate.

Communication Requirements for Closing Meeting and
Exit Conference

91-1 Question—Paragraphs .91–.92 and .115 of the standards instruct
peer reviewers on communicating conclusions at the closing meeting and exit
conference. What other guidelines should be followed?

Interpretation—The peer reviewer should consider the need to have the team
member(s) participate or be available for consultation (in person or via tele-
conference) during the closing meeting or exit conference, especially when, in
unusual circumstances, the team or review captain does not have the experi-
ence to review the industry of an engagement that was reviewed by the team
member.

Furthermore, for System Reviews, the closing meeting and exit conference are
not the appropriate place or time to surprise the firm with the intention of
issuing a pass with deficiency or fail report or to discuss any unresolved ac-
counting and auditing issues. It is expected that the team captain will have an
open means of communication with various levels of personnel leading up to
the closing meeting, having at a minimum and as applicable,

• promptly informed them when an engagement is not performed or
reported on in conformity with applicable professional standards;

• discussed MFC and FFC forms including the systemic causes and
related remedial actions of the firm for any matters, findings, de-
ficiencies, and significant deficiencies in advance; and

• followed up on open questions and issues.

The closing meeting should ordinarily occur at least 30 days prior to the firm's
due date to allow sufficient time for the firm to determine appropriate remedi-
ation with respect to findings, deficiencies, and significant deficiencies, if appli-
cable. The exit conference should be used as a time to communicate the final
results of the peer review and should only be conducted after the peer reviewer
has assessed the appropriateness of the firm's responses on the MFC forms,
FFC forms, and letter of response, if applicable.
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91-2 Question—Paragraphs .91 and .115 of the standards states the re-
viewer should discuss matters, findings, deficiencies and significant deficiencies
with the firm at the closing meeting. Does the reviewer need to document these
items on MFC Forms, FFC Forms, and in the report, respectively, prior to the
closing meeting or can that be performed subsequent to the closing meeting?

Interpretation—Prior to and during the closing meeting, the reviewer should
provide the firm with the details supporting why a matter, finding, deficiency
or significant deficiency have been identified. However, the documentation of
these items on MFC forms, FFC forms, and in the report may occur after the
closing meeting. The reviewer should ensure that the forms and deficiency de-
scriptions are provided to the firm with sufficient time for the firm to document
its response and for the reviewer to assess that response prior to the exit con-
ference.

Notification and Submission of Peer Review
Documentation to the Administering Entities by the
Team Captain or Review Captain

94-1 Question—Paragraphs .94, .120, and .190 of the standards instruct
a reviewer to see the interpretations for guidance on notification requirements
and submission of peer review documentation to the administering entity. What
materials should be submitted by the team captain or review captain, and when
should they be submitted by?

Interpretation—The team captain or review captain should notify the admin-
istering entity that the review has been performed. Within 30 days of the exit
conference date or by the firm's peer review due date, whichever date is earlier,
the team captain should submit the following documentation to the adminis-
tering entity.
For System and Engagement Reviews:

• Report and letter of response, if applicable

• Summary Review Memorandum, or Review Captain Summary, as
applicable

• Engagement Summary Form (For Engagement Reviews)

• FFC forms, as applicable

• MFC forms, submitted electronically or hard copy, as applicable

• DMFC form, submitted electronically or hard copy, as applicable

• Firm's representation letter

• Section 22100—Part A, Supplemental Checklist for Review of Sin-
gle Audit Act/A-133 Engagements, or Section 22100—Part A—
UG, Supplemental Checklist for Review of Single Audit Engage-
ments (Uniform Guidance), and engagement profile(s) for single
audit engagements reviewed (if applicable) (for System Reviews)

• Appendix A, "Explanation of No Answers," for the PRPM Section
4500 or 4600, "Guidelines for Review of Quality Control Policies
and Procedures," and 4550 or 4650, "Guidelines for Testing Com-
pliance with Quality Control Policies and Procedures"

For all reviews administered by the National PRC, as applicable:

• All of the documents required to be submitted for System Reviews
and Engagement Reviews
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• Engagement questionnaires or checklists

• Quality control documents and related practice aids

• Staff and focus group interview forms

• Planning documents

• Any other relevant documents

Note that all peer review working papers are subject to oversight procedures
and may be requested at a later date.

Peer review working papers may be submitted to the administering entity elec-
tronically.

Reporting on System and Engagement Reviews When a
Report With a Peer Review Rating of Pass With
Deficiency or Fail Is Issued

96n-1 Question—Paragraphs .96(n) and .122(n) of the standards instruct
a team captain in a System Review (or review captain on an Engagement Re-
view) to identify, for any deficiencies or significant deficiencies included in the
report with a peer review rating of pass with deficiencies or fail, any that were
also made in the report issued on the firm's previous peer review. What further
guidance is available in regards to this requirement?

Interpretation—On System Reviews, a repeat is a deficiency or significant de-
ficiency noted during the current review that was caused by the same system
of quality control weakness noted in the prior review's report. The review team
should read the prior report and letter of response and evaluate whether correc-
tive actions discussed have been implemented to determine whether the sys-
temic cause is the same. The deficiency or significant deficiency should note
that "This deficiency [or significant deficiency, as applicable] was noted in the
firm's previous peer review."

If the corrective actions have been implemented and the same deficiency or sig-
nificant deficiency is occurring, the review team, in collaboration with the firm,
should determine the weakness in the firm's system of quality control that is
causing the deficiency or significant deficiency to occur. In this case, if the prior
corrective actions appear to be effective, the deficiency or significant deficiency
may be caused by some other weakness in the firm's system of quality control.
If the systemic cause of the deficiency or significant deficiency is different from
that reported in the prior review, it would not be a repeat.

The preceding also applies when the deficiency or significant deficiency noted
during the current review was caused by the same system of quality control
weakness noted on a FFC form in the prior review. The team captain should
consider if the firm's planned actions to remediate the prior review findings
were implemented, including implementation plans or those discussed in the
firm's response on the FFC form. If the prior remedial actions appear to be
effective, the current deficiency may be caused by some other weakness in or
compliance with the firm's system of quality control. If the systemic cause of
the deficiency is different from that noted in the prior review, it would not be
a repeat. If the systemic cause is determined to be the same, under these cir-
cumstances, it would still be appropriate to use the same wording as previously
described "This deficiency [or significant deficiency, as applicable] was noted in
the firm's previous peer review." If the systemic cause is the same, the review
team should also consider whether there are deficiencies in other elements of
quality control.
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See section 3100 for an example of identifying repeat findings, deficiencies and
significant deficiencies in a System Review.

On Engagement Reviews, a repeat is one in which the identified engagement
deficiency or significant deficiency is substantially the same (that is, the same
kind or very similar) as noted in the prior review's report as it relates to report-
ing, presentation, disclosure or documentation. For example, if a reviewer notes
an engagement that had a disclosure or a financial statement presentation de-
ficiency in a prior review's report, the disclosure or financial statement presen-
tation deficiency noted in the current review would need to be substantially the
same disclosure or financial statement presentation deficiency to qualify as a
repeat.

The preceding also applies when the deficiency or significant deficiency noted
during the current review was substantially the same as was noted on a FFC
form in the prior review. Under these circumstances, it would still be appro-
priate to use the same wording as previously described: "This deficiency [or
significant deficiency, as applicable] was noted in the firm's previous peer re-
view."

For System Reviews and Engagement Reviews in which there are repeat de-
ficiencies or significant deficiencies that have occurred on two or more prior
reviews the reviewer should state in the current report that, "this deficiency
[or significant deficiency, as applicable] was noted on previous reviews."

A firm that repeatedly receives peer reviews with consistent deficiencies or sig-
nificant deficiencies that are not corrected may be deemed as a firm refusing to
cooperate. For such firms that fail to cooperate, the AICPA Peer Review Board
may decide, pursuant to fair procedures that it has established, to appoint a
hearing panel to consider whether the firm's enrollment in the AICPA peer re-
view program should be terminated or some other action taken. Therefore, it is
critical that peer reviewers appropriately identify the systemic causes of defi-
ciencies and significant deficiencies on System Reviews and that reporting on
System and Engagement Reviews is appropriate.

96p-1 Question—Paragraphs .96(p) and .122(n) of the standards instruct
the peer reviewer to include, for reports with a peer review rating of pass with
deficiency(ies) or fail, descriptions of the deficiencies or significant deficiencies.
What is the treatment of FFCs, if any, when these reports are issued, and how
are deficiencies treated for reports with a peer review rating of fail?

Interpretation—Any findings that are only raised to the level of a FFC remain
in a FFC and are not included in a report with a peer review rating of pass with
deficiency or fail.

A significant deficiency in a System Review is one or more deficiencies that the
peer reviewer has concluded results from a condition in the reviewed firm's sys-
tem of quality control or compliance with it such that the reviewed firm's sys-
tem of quality control taken as a whole does not provide the reviewed firm with
reasonable assurance of performing or reporting in conformity with applicable
professional standards in all material respects. Such deficiencies are commu-
nicated in a report with a peer rating of fail. Therefore, this is a systemic ap-
proach to determining whether the deficiencies identified meet this significant
deficiency threshold. If they do, then a report with a peer review rating of fail
is issued and all of the deficiencies are considered significant deficiencies and
are identified as such. Such a report would not have a section with "Significant
Deficiencies Identified in the Firm's System of Quality Control" and another
section for "Deficiencies Identified in the Firm's System of Quality Control,"
because they would all be categorized as significant deficiencies.
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A significant deficiency on an Engagement Review exists when the review cap-
tain concludes that deficiencies are evident on all of the engagements submitted
for review. Such deficiencies are communicated in a report with a peer review
rating of fail. Therefore, on an Engagement Review, all of the engagements
reviewed are considered concerning whether deficiencies were noted when de-
termining if the significant deficiency threshold is met. If they do, then a report
with a peer review rating with fail is issued and all of the deficiencies are con-
sidered significant deficiencies and are identified as such. Such a report would
not have a section with "Significant Deficiencies Identified on the Firm's Con-
formity With Professional Standards on Engagements Reviewed" and another
section for "Deficiencies Identified on the Firm's Conformity With Professional
Standards on Engagements Reviewed, if applicable," because they would all be
categorized as significant deficiencies.

Firm Responses in a System or Engagement Review
97-1 Question—Paragraphs .97 and .123 of the standards discuss the team

captain or review captain's responsibility to review, evaluate, and comment on
the reviewed firm's letter of response prior to its submission to the administer-
ing entity. What should be considered during that review?

Interpretation—The purpose of the letter of response is for a firm to stipulate, in
writing, the specific action(s) that will be taken to correct deficiencies noted by
the reviewer and, on a System Review, to enhance the current system of quality
control. The description of the action(s) the firm has taken or will take should
ensure prevention of recurrence of the deficiency or significant deficiency dis-
cussed in the report. The action(s) should be feasible, genuine, and comprehen-
sive. The letter of response should not be vague or repetitive of the deficiency
or significant deficiency in the report, because then it is difficult to determine
if the planned action will be appropriately implemented to ensure prevention;
or if the action is inappropriate for correcting the deficiency or significant defi-
ciency. The letter of response should not be used as a place to indicate justifica-
tion for the firm's actions that related to the deficiency or significant deficiency.

Firm Responses and Related Team or Review Captain
Considerations

99-1 Question—Paragraphs .99 and .125 state that it is the firm's respon-
sibility to identify the appropriate remediation of any findings, deficiencies and
significant deficiencies and to appropriately respond. Should the team or review
captain assist with this assessment?

Interpretation—Although it is ultimately the firm's responsibility, the team or
review captain and firm may collaborate to determine the response. In a System
Review, the response will address the appropriate systemic cause and remedial
actions. The team captain should provide information about risks in the firm's
system of quality control (as identified through the Guidelines for Review and
Testing of Quality Control Policies and Procedures in sections 4500 to 4650).

99-2 Question—Paragraphs .99 states that the firm's response should in-
clude remedial action and paragraph.98 states that the firm's response should
be provided to the team captain as soon as practicable to allow the team cap-
tain sufficient time to assess the firm's response prior to the exit conference.
How should the reviewed firm respond if it is unable to determine appropriate
remedial actions prior to the exit conference?
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Interpretation—If the reviewed firm is unable to determine appropriate reme-
diation of weaknesses in its system of quality control and nonconforming en-
gagements, if applicable, prior to the exit conference, the firm's response should
indicate interim steps that have been taken and confirm its intent to remediate
when an appropriate response is determined. In these situations, the RAB con-
sidering the review will ordinarily assign an implementation plan or corrective
action for the firm to provide its final remediation.

100-1 Question—Paragraphs .100 and .127 of the standards discuss the
team captain or review captain's responsibility to review and evaluate the re-
viewed firm's responses on the FFC form and in the letter of response prior to
submission to the administering entity with the peer review working papers.
What should be considered during that review?

Interpretation—The purpose of the firm's response on the FFC form and in the
letter of response is for a firm to stipulate, in writing, the specific action(s) that
will be taken to correct findings and deficiencies noted by the reviewer and, on
a System Review, to enhance the current system of quality control. In a Sys-
tem Review, the description of the action(s) the firm has taken or will take
should discuss remediation of findings and deficiencies in the system of qual-
ity control and nonconforming engagements, if applicable, to ensure prevention
of recurrence of the finding, deficiency or significant deficiency. For System and
Engagement Reviews, the action(s) should be feasible, genuine, and comprehen-
sive, addressing each of the requirements in paragraphs .99 and .125. The FFC
form and letter of response should not be used as a place to indicate justifica-
tion for the firm's actions that related to the deficiency or significant deficiency.
If the firm's response is not deemed to be comprehensive, genuine, and feasible,
the technical reviewer or RAB will request a revised response.

In a System Review, a firm's failure to appropriately remediate findings, de-
ficiencies, and nonconforming engagements is a strong indicator of a tone at
the top weakness and the team captain should consider whether a related de-
ficiency is appropriate. Reviewers are reminded that firms are only required
to remediate as appropriate in accordance with professional standards and are
not expected to recall reports or perform additional procedures in every sce-
nario. In general, if firms can articulate their consideration of the professional
standards and why the actions taken or planned are deemed appropriate by the
team captain, it would not result in a tone at the top deficiency. Firms are dis-
couraged from defaulting to a response of "we'll fix it on the next engagement"
without thought behind that response. It may be the appropriate response but
firms should be able to articulate why that is the appropriate response.

If after consideration of the firm's response, the team captain determines that
there are other systemic issues such as tone at the top, he or she should not
avoid addressing the issues, even if it puts the reviewer in an adversarial po-
sition. The team captain may consult with the administering entity or AICPA
for support in how the issues should be addressed. Guidance on tone at the
top and reporting examples within the Standards, Section 3100 and Section
4250, Guidance for Writing Deficiencies and Significant Deficiencies Included
in System Review Reports, will assist the reviewer with supporting his or her
conclusions. If a firm disagrees with the conclusions, the disagreement guidance
in paragraph .93 and .116 of the Standards should be followed.

Election to Have a System Review
103-1 Question—Paragraph .103 of the standards notes that firms eligi-

ble to have an Engagement Review may elect to have a System Review. What
tailoring is required to the peer review report under these circumstances?
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Interpretation—Under these circumstances, any references in the peer review
report to "the accounting and auditing practice" should be tailored to refer
only to "the accounting practice." In addition, the following sentence should
be added: "Firm XYZ & Co. has represented to us that the firm did not perform
engagements that would require a system review."

Selecting a Preparation Engagement in
an Engagement Review

104-1 Question—Must a peer reviewer select a preparation engagement
in an Engagement Review?

Interpretation—No. A reviewer is not necessarily required to select a prepara-
tion engagement in an Engagement Review. If a reviewer is able to meet the
requirements of paragraph .104 of the standards without selecting a prepara-
tion engagement, then a preparation engagement is not selected. However, if
selecting a preparation engagement is the only way a reviewer can meet any
of the following requirements (as outlined in paragraph .104 of the standards),
then a preparation engagement (either with or without a disclaimer report)
should be selected. These requirements are as follows:

• Ordinarily, at least two engagements should be selected for review.

• One engagement should be selected from each partner (or individ-
ual of the firm) responsible for the issuance of reports or perfor-
mance of engagements.

• An engagement with disclosures (performed under SSARSs or
SSAEs) should be selected.

• An engagement that omits substantially all disclosures (per-
formed under SSARSs) should be selected.

104-2 Question—What should the peer reviewer be reviewing on a prepa-
ration engagement in an Engagement Review?

Interpretation—The reviewer would review the engagement letter as well as
the legend on each page of the financial statements to determine that they
comply with SSARSs. If the firm issues a disclaimer report, the reviewer would
also assess whether it complied with SSARSs. In addition, the reviewer should
also perform procedures to determine whether the presentation of the financial
statements is appropriate and that the disclosures are adequate based on the
applicable financial reporting framework. If substantially all disclosures are
omitted, the reviewer would need to determine whether the appropriate label
is present for any disclosures that are made.

104-3 Question—Should the standard language in the peer review report
be tailored on an Engagement Review, if preparation engagement(s) are se-
lected for review?

Interpretation—No.

104-4 Question—What are some examples of when a preparation engage-
ment should be selected during an Engagement Review?

Interpretation—

Example 1. If a sole practitioner performs compilation engagements with dis-
closures (or SSAEs, or reviews) and compilation engagements that omit sub-
stantially all disclosures, then one of each of these levels of service should be
selected as part of the peer review. None of the firm's preparation engagements
should be selected.
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Example 2. If a sole practitioner only performs compilation engagements with
disclosures and preparation engagements that omit substantially all disclo-
sures (and no other engagements under SSAEs or SSARSs), then one of each
type of engagement should be selected as part of the peer review because an
engagement that omits substantially all disclosures should be selected.
Example 3. If a sole practitioner only performs compilation engagements that
omit substantially all disclosures and preparation engagements with disclo-
sures (and no other engagements under the SSAEs or SSARSs), then one of
each type of engagement should be selected as part of the peer review because
a full disclosure engagement should be selected.
Example 4. If a sole practitioner only performs compilation engagements with
disclosures and preparation engagements with disclosures, then two compila-
tion engagements should be selected as the selection of a preparation engage-
ment is not required to be and should not be selected to meet any of the criteria
outlined in paragraph .104 of the standards. However, if the firm only performs
one compilation engagement with disclosures (as well as preparation engage-
ments with disclosures and no other engagements under SSAEs or SSARSs),
the compilation engagement and a preparation engagement should be selected
as part of the peer review. In this case, a preparation engagement is selected in
order to meet the requirement of selecting a minimum of two engagements.
Example 5. Firm ABCDE is a five-partner firm and partner A performs agreed-
upon procedure engagements, partner B performs review engagements, part-
ner C performs full disclosure compilation engagements, partner D performs
compilation engagements that omit substantially all disclosures and partner
E performs preparation engagements. In this scenario one engagement is se-
lected from each partner A, B, C and D which fulfills the requirement to select
an engagement in each level of service outlined in paragraph .104a of the stan-
dards. However, because every person in the firm responsible for the issuance
of financial statements must have an engagement selected, one of partner E's
preparation engagements should be selected. Because the requirement to select
an engagement with disclosures and an engagement that omits substantially
all disclosures has been met (through the selection of engagements performed
by the other partners) any preparation engagement performed by partner E
may be selected.
Example 6. Using the same facts described in example 5, if partner E also per-
formed a review engagement and a compilation engagement that omits sub-
stantially all disclosures, either the review engagement or the compilation en-
gagement should be selected. The reviewer should not select any of partner E's
preparation engagements unless one of the requirements listed in paragraph
.104 of the standards cannot otherwise be met.

104-5 Question—What if the accountant is engaged to perform an engage-
ment in accordance with SSARSs on financial information other than historical
financial statements (for example, the preparation or compilation of prospective
financial information or the compilation of pro forma financial information)?

Interpretation—References to financial statements for engagements performed
in accordance with SSARS are to be taken as a reference to such other finan-
cial information. In accordance with SSARS, reviews of subject matter other
than historical financial information are to be performed in accordance with
Statements on Standards for Attestation Engagements.

Impact of SQCS No. 8 on Engagement Reviews
109-1 Question—Paragraph .109 of the standards notes that an Engage-

ment Review does not include a review of other documentation prepared on the
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engagements submitted for review (other than the documentation referred to
in paragraphs .107–.108), tests of the firm's administrative or personnel files,
interviews of selected firm personnel, or other procedures performed in a Sys-
tem Review. Should or may the review captain obtain or make inquiries re-
garding a firm's written quality control policies and procedures during an En-
gagement Review? Would a firm's failure to have its quality control policies
and procedures documented result in an individual engagement being deemed
not performed or reported on in conformity with applicable professional stan-
dards, even if there are no other matters, findings, or deficiencies noted on the
engagement?

Interpretation—SQCS No. 8 states that firms should document their quality
control policies and procedures and that the size, structure, and nature of the
practice of the firm are important considerations in determining the extent of
the documentation of established quality control policies and procedures.

However, the objective of an Engagement Review is to evaluate whether en-
gagements submitted for review are performed and reported on in conformity
with applicable professional standards in all material respects. An Engagement
Review consists of reading the financial statements or information submitted
by the reviewed firm and the accountant's report thereon, together with certain
background information and representations the applicable documentation re-
quired by professional standards. An Engagement Review does not provide the
review captain with a basis for expressing any form of assurance on the firm's
system of quality control (which is what the documentation requirements are
related to).

Further, AR section 100 paragraph .72 states, "deficiencies in or instances of
noncompliance with a firm's quality control policies and procedures do not, in
and of themselves, indicate that a particular review or compilation engagement
was not performed in accordance with SSARS." This is also consistent with the
SSAEs (and SASs).

Therefore, if reading the firm's documented quality control policies and proce-
dures or the inability for the review captain to do so has no impact on whether
the actual engagements submitted for review are performed and reported on
in conformity with SSARS and the SSAEs in all material respects, reading the
documented quality control policies and procedures would only appear to give
a review captain the insight concerning the systemic cause concerning why a
matter, finding, or deficiency occurred. Although this may be useful information
in preparing MFCs or FFCs, the systemic reasons for these items are beyond
the scope of an Engagement Review.

Therefore, obtaining or reviewing a firm's documented quality control policies
and procedures would not be applicable to Engagement Reviews.

Although the standards allow for "reading the applicable documentation re-
quired by professional standards," and the SQCSs are a part of professional
standards, it might appear that the standards do not prohibit the reviewer from
obtaining and reading the firm's documented quality control policies and pro-
cedures; however, it is deemed as beyond the scope of an Engagement Review.

SQCS No. 8 also states that at least annually, the firm should obtain written
confirmation of compliance with its policies and procedures on independence
from all firm personnel required to be independent by the requirements set
forth in the Independence topic (AICPA, Professional Standards, ET sec. 1.200)
which includes the "Independence Rule" (AICPA, Professional Standards, ET
sec. 1.200.001) and its related interpretations and the rules of state boards of
accountancy and applicable regulatory agencies. Written confirmation may be
in paper or electronic form. Analogous to the preceding situation, obtaining or
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reviewing a firm's written independence confirmations would not be applicable
to Engagement Reviews because the requirement is imbedded in the SQCSs
and not a procedure required by SSARSs or the SSAEs.

Qualifying for Service as a Peer Review Committee
Member, Report Acceptance Body Member,
or Technical Reviewer

132-1 Question—Paragraphs .132 and .136 of the standards note that min-
imum requirements must be met to be a peer review committee member, a re-
port acceptance body member, or a technical reviewer. What are those require-
ments?

Interpretation—
Peer Review Committee Member
A majority of the peer review committee members and the chairperson charged
with the overall responsibility for administering the program at the adminis-
tering entity should possess the qualifications required of a team captain in
a System Review. All committee members must be AICPA members in good
standing, whether conducting committee member duties for firms with or with-
out AICPA members. A committee member who is suspended or restricted from
scheduling or performing peer reviews no longer meets the qualifications un-
til such suspension or restriction is removed. Reinstatement as a committee
member would be at the discretion of the administering entity or committee.
Report Acceptance Body Member
Each member of an administering entity's report acceptance body charged with
the responsibility for acceptance of peer reviews must

a. be currently active in public practice at a supervisory level in the
accounting or auditing function of a firm enrolled in the program,
as a partner of the firm, or as a manager or person with equiv-
alent supervisory responsibilities. To be considered currently ac-
tive in the accounting or auditing function, a report acceptance
body member should be presently involved in the accounting or
auditing practice of a firm supervising one or more of the firm's
accounting or auditing engagements or carrying out a quality con-
trol function on the firm's accounting or auditing engagements.

b. be associated with a firm (or all firms if associated with more than
one firm) that has received a report with a peer review rating of
pass on its most recently accepted System or Engagement Review
that was accepted timely, ordinarily within the last 3 years and 6
months (see Interpretation No. 31b-1).

c. demonstrate proficiency in the standards, interpretations, and
guidance of the program (see Interpretation No. 33-1).

d. be an AICPA member in good standing, whether conducting re-
port acceptance body member duties for firms with or without
AICPA members.

A majority of the report acceptance body members and the chairperson charged
with the responsibility for acceptance of System Reviews should possess the
qualifications required of a System Review team captain.
A national list of consultants will be maintained by the AICPA, so that the ad-
ministering entity has an available pool of consultants with GAS, ERISA, FDI-
CIA, carrying broker-dealer, and service organization experience to call upon
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in the instance when it does not have an experienced RAB member to consider
the review of a firm when circumstances warrant. The national RAB consul-
tant would not necessarily have to participate physically in the RAB meeting
(teleconference option). The national RAB consultant will not be eligible to vote
on the acceptance of a review. Determination that a review requires a national
RAB consultant should be made prior to assigning the review to a RAB. The
national RAB consultant would have to meet the following qualifications for
RAB participation:

a. Currently active in public practice at a supervisory level in the
accounting or auditing function of a firm enrolled in the program,
as a partner of the firm, or as a manager or person with equivalent
supervisory responsibilities. To be considered currently active, a
consultant should be presently involved in the supervision of one
or more of his or her firm's accounting or auditing engagements
or carrying out a quality control function on the firm's accounting
or auditing engagements. To be considered a consultant on GAS,
ERISA, FDICIA, carrying broker-dealer or service organization
engagements, the current activity must include the respective in-
dustry asked to consult upon.

b. Associated with a firm (or all firms, if associated with more than
one firm) that has received a report with a peer review rating
of pass on its most recently accepted System Review that was
accepted timely, ordinarily within the last three years and six
months.

c. Not associated with an engagement that was deemed not per-
formed in accordance with professional standards on the consul-
tant's firm's most recently accepted System Review.

d. Be an AICPA member in good standing, whether conducting con-
sultant duties for firms with or without AICPA members.

A report acceptance body member who is suspended or restricted from schedul-
ing or performing peer reviews no longer meets the qualifications until such
suspension or restriction is removed. Reinstatement as a report acceptance
body member would be at the discretion of the administering entity or com-
mittee.

Technical Reviewers

Each technical reviewer charged with the responsibility for performing techni-
cal reviews should

a. demonstrate proficiency in the standards, interpretations, and
guidance of the program applicable to the type of peer reviews
being evaluated and that meet the requirements of the team cap-
tain or review captain training requirements established by the
board (see Interpretation No. 33-1).

b. participate in at least one peer review each year, which may in-
clude participation in an on-site oversight of a System Review.

c. be an AICPA member in good standing, whether conducting tech-
nical reviewer duties for firms with or without AICPA members.

d. have an appropriate level of accounting and auditing knowledge
and experience suitable for the work performed. Such knowledge
may be obtained from on-the-job training, training courses, or a
combination of both. Technical reviewers are to obtain a minimum
amount of CPE to maintain the appropriate level of accounting
and auditing knowledge.
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If a technical reviewer does not have such knowledge and experi-
ence, the technical reviewer may be called upon to justify why
he or she should be permitted to perform technical reviews or
oversights. The administering entity has the authority to decide
whether a technical reviewer's knowledge and experience is suf-
ficient and whether he or she has the capability to perform a par-
ticular technical review or oversight whether there are high-risk
engagements involved or other factors.
The fundamental purpose of CPE is to maintain or increase,
or both, professional competence. AICPA members are required
to participate in 120 hours of CPE every 3 years. In order to
maintain current knowledge of accounting, auditing, and qual-
ity control standards, technical reviewers should obtain at least
40 percent of the AICPA-required CPE in subjects relating to
accounting, auditing, and quality control. Technical reviewers
should obtain at least 8 hours in any 1 year and 48 hours every 3
years in subjects relating to accounting, auditing, and quality con-
trol. The terms accounting, auditing, and quality control should
be interpreted as CPE that would maintain current knowledge
of accounting, auditing, and quality control standards for engage-
ments that fall within the scope of peer review as described in
paragraphs .06–.07 of the standards.
Technical reviewers have the responsibility of documenting their
compliance with the CPE requirement. They should maintain de-
tailed records of CPE completed in the event they are requested
to verify their compliance. The reporting period will be the same
as that maintained for the AICPA.
A technical reviewer who is also a peer reviewer and is sus-
pended or restricted from scheduling or performing peer reviews
no longer meets the qualifications until such suspension or re-
striction is removed. Reinstatement as a technical reviewer would
be at the discretion of the administering entity or committee.

Fulfilling Peer Review Committee and Report
Acceptance Body Responsibilities

133a-1 Question—Paragraph .133 of the standards indicates that the com-
mittee is responsible for ensuring that peer reviews are presented to a RAB in a
timely manner, ordinarily within 120 days of the receipt of the working papers,
peer review report, and letter of response, if applicable, from the team captain
or review captain. What is meant by "ordinarily within 120 days"?

Interpretation—Timely acceptance of peer reviews is important because delays
may affect both the firm and peer reviewers within the firm. However, there
are circumstances in which delays are unavoidable, including the following:

a. Determination during technical review or presentation that an
oversight should be performed

b. Submitted peer review documentation requires significant revi-
sions

c. Additional inquiries of the firm or peer review team as a result of
the technical review or presentation

d. Enhanced oversight procedures
e. Disagreements between reviewer, reviewed firm and RAB
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Accepting Engagement Reviews by the
Technical Reviewer

137-1 Question—The standards and interpretations indicate that the
technical reviewer should be delegated the authority from the committee to
accept Engagement Reviews in certain circumstances. What are those circum-
stances?

Interpretation—The technical reviewer should be delegated the authority from
the committee to accept Engagement Reviews on the committee's behalf when
the technical reviewer determines that any MFC forms prepared only relate to
compilations or preparations under SSARSs, that no MFC forms should have
been prepared except as related to compilations or preparations under SSARSs,
and there are no other issues associated with the peer review warranting com-
mittee consideration or action that could potentially affect the results of the
peer review.
The technical reviewer may identify reviewer performance feedback that
should be considered and approved by the peer review committee prior to is-
suance. The technical reviewer should still be delegated the authority from the
committee to accept Engagement Reviews on the committee's behalf when such
feedback may be provided to the review captain unless the circumstances lead-
ing up to the feedback may have affected the results of the review. Accordingly,
if the feedback being provided to the review captain involves issues which could
potentially affect the results of the peer review, the technical reviewer should
not accept the Engagement Review but present it to the committee for consid-
eration.

Cooperating in a Peer Review—Implementation Plans
and Correction Action Plans

143-1 Question—Paragraph .143 of the standards notes that an implemen-
tation plan in addition to the plan described by the firm in its responses on the
FFC forms may be requested by the administering entity's peer review com-
mittee. Can this plan only be requested when a report with a rating of pass has
been issued?

Interpretation—No, an implementation plan may be requested whether a re-
port with a rating of pass, pass with deficiency, or fail is issued for any findings
that were only raised to the level of a FFC and did not get elevated further.
Thus, it is possible to have a required corrective action as a condition of ac-
ceptance of the peer review stemming from a report with a rating of pass with
deficiencies or fail and a required implementation plan as a condition of coop-
eration (unrelated to the acceptance of the review) for the findings included in
the FFCs.

Publicizing Peer Review Information
146-1 Question—Paragraph .146 of the standards discusses that neither

the administering entity nor the AICPA shall make the results of the review
available to the public, except as authorized or permitted by the firm under
certain circumstances. What are examples of those circumstances?

Interpretation—A firm may be a voluntary member of one of the AICPA's au-
dit quality centers or sections that has a membership requirement such that
certain peer review documents be open to public inspection. Other firms may
elect not to opt out of the program's process for voluntary disclosure of peer
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review results to state boards of accountancy where the firm's main office is lo-
cated. Also, firms may voluntarily instruct their administering entity to make
the peer review results available to certain other state boards of accountancy.
In these cases, the firm permits the AICPA or administering entities to make
their peer review results available to the public or to state boards of accoun-
tancy, respectively.

Peer review results include, as applicable, the

• peer review report;

• letter of response;

• acceptance letter;

• letter(s) signed by the reviewed firm indicating that the peer re-
view documents have been accepted with the understanding that
the reviewed firm agrees to take certain actions; and

• letter notifying the reviewed firm that certain required actions
have been completed.

146-2 Question—Paragraph .146 of the standards discusses that neither
the administering entity nor the AICPA shall make the results of the review
available to the public except as authorized or permitted by the firm, which is
addressed in Interpretation No. 146-1. When a firm with AICPA members is en-
rolled in the program, what information, in addition to results, may be provided
to the AICPA Professional Ethics Division with the firm's explicit permission?

Interpretation—When there is evidence of an open ethics investigation and the
respondent makes a knowingly, intelligent, voluntary waiver of the right to con-
fidentiality in writing, in those circumstances, AICPA Peer Review may provide
information to the AICPA Professional Ethics Division. Information available
for disclosure about the firm includes, but is not limited to, the following:

• Fieldwork commencement date

• Exit conference date

• Review acceptance date(s)

• Industries included on the firm's background form for prior or cur-
rent peer reviews

• Level of service and industry of engagements included in prior or
current peer reviews and those determined not to be in conformity
with professional standards in all material respects

• Signed confirmations by a firm representative that the enrolled
firm did not perform any services or issue reports which would
require the firm to undergo a peer review

• Other similar information related to a prior or current peer review

146-3 Question—Paragraph .146 states that neither the administering en-
tity nor the AICPA shall make the results of the review, or other information
related to the acceptance or completion of the review, available to the public, ex-
cept as authorized or permitted by the firm under certain circumstances. There
are situations in which third parties, ordinarily licensing bodies, request infor-
mation related to an ongoing peer review from an administering entity or the
AICPA. What information may an administering entity or the AICPA provide
when such requests are made?

Interpretation—When a firm has authorized the administering entity or the
AICPA in writing to provide specific information (in addition to the information
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in paragraph .146) to third parties, the following (or similar) types of objective
information about the review may be provided, if known:

• The date the review is or was scheduled to take place

• The name of the reviewing firm, team captain or review captain

• If the fieldwork on the peer review has commenced

• The date the exit conference was expected to or did occur

• A copy of any extension approval letters

• Whether the peer review working papers have been received by
the administering entity

• Whether a must select engagement was included in the scope as
required by the standards

• If a technical review is in process

• Whether the review has been presented to a RAB

• The date the review is expected to be presented to a RAB

• If an overdue letter has been issued and the reason for the letter
has not been addressed. Third parties should be specific regard-
ing the reason for the overdue letter that they are inquiring about
such as overdue letters for failure to submit scheduling informa-
tion.

Other written requests by the firm for the administering entity or AICPA to
provide information or documents to a third party will be considered on a case
by case basis by the administering entity or AICPA. However, neither the ad-
ministering entity nor the AICPA will provide information that is subjective
(due to different definitions or interpretations by third parties), even with firm
authorization, such as the following:

• Stating solely that the review is "in process" or responding to an
inquiry solely regarding what the "general status" of a peer review
is

• The peer review report rating prior to the peer review's acceptance

• Whether there are indications that the firm, reviewing firm, team
captain, or review captain are cooperating (or not cooperating)
with the AICPA or administering entity

• An indication of the quality or completeness of peer review work-
ing papers received by the administering entity

• Reasons why peer review working papers, implementation plans,
or corrective actions are late

• Whether a firm is close to submitting documents or completing
implementation plans or corrective actions

• Reasons for, or the likely outcome if the firm is going through fair
procedures to determine whether it is cooperating with the AICPA
or administering entity

Paragraph .146 states that the firm should not publicize the results of the re-
view or distribute copies of the peer review reports to its personnel, clients,
or others until it has been advised that the report has been accepted (see in-
terpretations) by the administering entity as meeting the requirements of the
program. Where appropriate, the firm may discuss information in this interpre-
tation with third parties at its discretion as long as paragraph .146 is complied
with such as not disclosing the report rating until the review has been accepted.
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Peer Reviewers’ Performance and Cooperation
147-1 Question—A team captain, review captain, or reviewer (hereinafter,

reviewer) has a responsibility to perform a review in a timely, professional man-
ner. What happens when a reviewer fails to perform the review in a timely and
professional manner?

Interpretation—When a reviewer fails to perform the review in a timely and
professional manner, the reviewer may be deemed as not cooperating. Such sit-
uations might include, but are not limited to, the following:

• Failure to submit the report; FFC forms, if applicable; and re-
quired peer review documents to the administering entity within
the required specified time

• Failure to respond or resolve questions from the technical re-
viewer or committee or RAB within the specified time including
requests for additional procedures such as the expansion of scope
on the review

• Failure to revise the report and FFC forms, if applicable, as re-
quested by the committee or RAB

• Failure to respond to requests for documents (in addition to those
originally required to be submitted) or requests to complete docu-
ments

• Failure to submit peer review documents and other information
for oversight

• Failure to update or verify reviewer resume on a periodic basis

Situations such as those previously indicated, arise when the reviewer fails to
cooperate with the administering entity. This development warrants communi-
cation to the reviewer and may result in his or her potential suspension from
scheduling peer reviews.

148-1 Question—The board or committee may consider the need to impose
corrective actions on the service of the reviewer. What are examples of correc-
tive actions?

Interpretation—The board or committee may require the reviewer to comply
with certain prescribed actions in order for the reviewer to continue performing
peer reviews, such as (but not limited to) the following:

a. Oversight at the discretion of an administering entity until evi-
dence of attendance at a future reviewer's training or accounting
or auditing course(s) is received or performance improves.

b. Having committee oversight on the next review(s) performed by
the reviewer at the expense of the reviewer's firm (including out-
of-pocket expenses, such as cost of travel).

c. Completing all reviews to the satisfaction of the committee in-
cluding submitting all reports and appropriate documentation on
all outstanding peer reviews before scheduling or performing an-
other review, thus limiting the number of reviews that the re-
viewer may schedule or have open at one time.

d. Having pre-issuance review(s) of the report and peer review doc-
umentation on future peer reviews by an individual acceptable to
the committee chair or designee who has experience in perform-
ing peer reviews.
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e. Consultations with the administering entity to discuss the plan-
ning and performance of the next review.

f. Remove or revise résumé code until appropriate proof of experi-
ence and knowledge have been provided to the satisfaction of the
committee.

Independent QCM Reviews
159-1 Question—Paragraph .159 of the standards refers to an affiliate or

related entity as considerations in determining whether the QCM review is
required. What does affiliate mean in this context, and how can an affiliate
relationship lead to a required QCM review?

Interpretation—For QCM review purposes, a CPA firm has an affiliate rela-
tionship with another entity if the firm controls or has the power to control
the other entity (or vice versa), if there is mutual ownership of the firm and the
other entity, or if a third party controls or has the power to control both the firm
and other entity. If a CPA firm is affiliated with an entity that is a provider of
QCM, and the CPA firm performs peer reviews of other firms, the CPA firm is
considered a provider firm. The CPA firm's independence will be impaired to
perform peer reviews of firms that use the QCM sold by the affiliate, unless an
independent review on the QCM is completed.

161-1 Question—The standards note that in the event of substantial
changes in a provider's system of quality control to develop and maintain mate-
rials, or substantial changes in the materials themselves, the provider should
consult with the National PRC to determine whether an accelerated QCM re-
view is warranted. What are factors that the National PRC will consider in
making this determination?

Interpretation—The National PRC will consider the following (at a minimum)
in determining whether the provider should have an accelerated review:

• The reasons for and types of changes in the system, the resultant
materials, or both

• The period of time since the last QCM review

• The rating of the last QCM report

If the provider is a provider firm that performs peer reviews of user firms, and
the provider firm's system of quality control or the resultant materials under-
went substantial changes, it may be necessary for the provider firm to have
an accelerated QCM review in order to maintain independence with respect to
user firms.

166-1 Question—Paragraph .166 of the standards indicates that the Na-
tional PRC will consider other factors (in addition to the qualifications set forth
in the paragraphs under "Organizing the System or Engagement Review Team"
and "Qualifying for Service as a Peer Reviewer") in determining whether a peer
reviewer is appropriately qualified to perform a QCM peer review. What are the
other considerations?

Interpretation—The National PRC, as the administering entity for QCM re-
views, establishes the qualifications necessary to perform a QCM review. In
addition to the peer reviewer qualifications set forth in paragraphs .26–.35 of
the standards, reviewers of QCM must have relevant and current industry ex-
perience in their own firm. The National PRC will also consider the history
and nature of reviewer performance feedback, AICPA or administering entity-
imposed peer reviewer restrictions, and other pertinent factors.
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Subsequent to the approval of a QCM reviewer, situations may arise that causes
the QCM reviewer to no longer meet the qualifications for serving as a QCM
reviewer. Such situations include, but are not limited to, the following:

• Suspension or termination of AICPA membership

• Change in the status of the reviewer's CPA license from active
status

• Eligibility criteria in paragraph .31 of the standards to serve as a
peer reviewer are no longer met

• Communications from regulatory, monitoring, or enforcement bod-
ies relating to allegations or investigations of the peer reviewer's
firm's accounting and auditing practice or notifications of limita-
tions or restrictions on the peer reviewer's firm's right to practice

It is the responsibility of the provider to ensure that QCM review team mem-
bers continue to meet the qualifications. Peer reviewers that have a conflict of
interest with respect to the QCM under review will not be approved as a QCM
review team member. Examples of individuals with conflicts of interest include
someone who assisted in the materials' development or maintenance process,
uses the materials as an integral part of his or her firm's system of quality con-
trol, or is an individual from a firm that is a member of the association whose
materials are under review.

167-1 Question—Paragraph .167 of the standards requires the provider to
identify the specific materials subject to the QCM review that will be opined
upon in the report. What should be identified?

Interpretation—QCM are materials that are suitable for adoption by a firm as
an integral part of that firm's system of quality control. Such materials pro-
vide guidance to assist firms in performing and reporting in conformity with
professional standards and may include, but are not limited to, such items
as engagement aids, including accounting and auditing manuals, checklists,
questionnaires, work programs, computer-aided accounting and auditing tools,
and similar materials intended for use by accounting and auditing engagement
teams.
The provider determines the specific QCM included in scope. The scope is ap-
plicable to the substance and content of the specified QCM regardless of the
different formats or media through which it could be available (print or elec-
tronic), unless specified by the provider. Further, QCM (for instance, a guide)
will often have different elements, such as written guidance, practice aids, let-
ter templates, sample completed aids or templates, and continuing professional
education modules. Some of these elements may be excluded from the scope of
the review. Elements may be marketed by the provider separately as well. If not
excluded from the scope of the review, then the separately marketed element
QCM is also within the scope of the QCM review. However, if only the element
(for example, practice aids) is opined on in the QCM review report, then the
other elements of the QCM (written guidance, letter templates, and so on) are
not included in the scope of the QCM review.
The provider and QCM reviewer should document during planning the specific
QCM, elements, and formats or media (if not all) that will be included in the
scope of the QCM review (for instance, within an engagement letter). Those
specifics will later be incorporated into the QCM review report by the QCM
reviewer. Carefully documenting the scope of a QCM review is an important
step to ensure that the scope is clear to QCM report users.

175-1 Question—In a QCM review, the standards note that the QCM re-
view team determines and documents the extent to which individual manuals,
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guides, checklists, practice aids, and so on are reviewed. What should the QCM
reviewer consider when making this judgment?

Interpretation—Because the QCM review report opines on both the quality con-
trol system and the specific materials or aids listed in the report, all those mate-
rials or aids listed must be tested to some extent in order to support the opinion.
However, the QCM reviewer can judgmentally determine the extent of test-
ing or review procedures necessary on each aid. Considerations include areas
within the materials or aids that address new guidance or changes in profes-
sional standards, areas that address procedures that rely heavily on judgment,
or areas that contain methodology unique to the materials reviewed or unique
interpretations of professional standards or other guidance. The assessment of
the provider's system, including the review and editorial process, update and
revision procedures, and so on should also factor into the QCM reviewer's judg-
ment. The QCM reviewer's considerations for determining the extent of testing
necessary for the materials or aids should be documented in the risk assess-
ment. In addition, the QCM review working papers should document the actual
testing or review procedures performed for each aid.

176-1 Question—Paragraph .176 of the standards discusses the QCM re-
view team's assessment of whether the materials are reliable aids by assessing
the level of instructions and explanatory guidance in the materials, and de-
termining whether the methodology inherent in the materials is appropriate.
What other information is available to further explain these considerations?

Interpretation—Many firms place a high degree of reliance on QCM, based on
the nature and use of such materials. Because of this reliance, there are ex-
pectations that the materials are standalone aids, and use of the materials as
designed by a professional with an appropriate level of experience and exper-
tise, provides reasonable assurance to assist user firms in conforming with all
of the components which are integral to the applicable professional standards
that the materials purport to encompass. Accordingly, the QCM review team
should assess and document how the materials address each of these consider-
ations in order to be reliable aids:

a. Instructions should include, but are not limited to, the aids' ap-
plicability for different firms or clients (for example, based on
size, industry, or engagement complexity; levels of experience or
knowledge; and so on); a reminder for the need to tailor the ma-
terials as appropriate; and a reminder to use professional judg-
ment in the application of the materials based on the facts and
circumstances of each engagement. The instructions should also
address the documentation requirements in professional stan-
dards, and specifically discuss whether completion of the aids will
assist users with fulfilling those requirements.

b. Guidance should be sufficient and technically accurate to assist
users with conforming with the components that are integral to
the professional standards that the materials purport to encom-
pass, regardless of whether such standards are encompassed ex-
plicitly or implicitly. Explanatory guidance ranges from specific
cross references to professional standards or directly quoting the
standards, to explanations of the standards or integrating the ver-
biage of the standards into audit checklists or programs. QCM
limited to audit program steps without explanatory guidance or
specific reference to applicable professional standards would be
considered insufficient and do not constitute reliable aids. In
addition, materials that are industry specific should appropri-
ately address the relevant professional standards and industry
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guidance from a completeness standpoint (for example, an aid
that purports to assist users with performing risk assessment
procedures for an ERISA engagement should include AU-C sec-
tion 320, Materiality in Planning and Performing an Audit
[AICPA, Professional Standards], considerations tailored to the
industry; the reviewer should question if AU-C section 320 con-
siderations are omitted).

c. The methodology inherent in the materials (if applicable), includ-
ing the provider's stance on the application of professional stan-
dards or alternative procedures, should be evaluated to determine
if the methodology provides reasonable assurance to assist user
firms in performing an engagement in conformity with the com-
ponents that are integral to the applicable professional standards
that the materials purport to encompass. This is especially impor-
tant when the methodology addresses the treatment of unique
transactions or accounts, contains unique interpretations of pro-
fessional standards, incorporates elements of widely recognized
and accepted industry practice when higher levels of guidance are
not available, or suggests departures from professional standards
in certain circumstances.

QCM reviewers should refer to section 3100 for additional illustrative guidance
for reliable aids.
Aids either lacking or containing an insufficient level of instructions or guid-
ance or that contain inappropriate methodology, should be further evaluated
by the QCM review team to determine if the aids are reliable. The QCM review
team should also evaluate the impact on the provider's system of quality con-
trol for the development and maintenance of the aids. If an aid is deemed to not
be a reliable aid, this should be reflected in a QCM review report with a rating
of pass with deficiencies or fail, depending on the systemic cause of the issue.
Note that the intent of QCM is to assist in providing firms and practitioners
with reasonable assurance of complying with professional standards as a part
of their overall system of quality control. The independent review of such ma-
terials does not provide firms or practitioners with absolute assurance of com-
pliance solely through reliance on the materials, nor is it intended to.

199-1 Question—Paragraph .199 of the standards discusses that providers
that undertake to have a QCM review under these standards have a responsi-
bility to cooperate with the QCM review team, the National PRC, and the board
in all matters related to the QCM review. How does the guidance at Interpre-
tation No. 5h-1, "Cooperating in a Peer Review," apply to QCM providers?

Interpretation—Providers (Paragraph .159) have a responsibility to cooperate
with the QCM review team, the National PRC, and the board in all matters
related to the QCM review in order for the review to be presented and accepted
by the National PRC.
A provider is deemed by the National PRC as failing to cooperate once the re-
view has commenced by actions or omissions including, but not limited to, the
following:

• Not responding to inquiries.

• Withholding information significant to the QCM review (for in-
stance, failing to discuss communications received by the provider
or any of its authors and their firms, if applicable, relating to alle-
gations or investigations in the conduct of accounting, auditing, or
attestation engagements from regulatory, monitoring, or enforce-
ment bodies).
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• Not providing documentation including, but not limited to, the
representation letter, documentation of the system of quality con-
trol, the QCM under review, or all aspects of functional areas as
applicable to QCM reviews.

• Not timely responding to MFCs or FFCs, or not timely providing
a letter of response.

• Not providing a substantive response to MFCs, FFCs, deficiencies
or significant deficiencies. The National PRC has the authority
to determine if a provider's response is substantive. If the Na-
tional PRC determines that a response is not substantive, and
the provider does not revise its response or submits additional re-
sponses that are not substantive as determined by the National
PRC, this would also be deemed as a provider's failure to cooper-
ate.

• Limiting access to offices, personnel or other.

• Not facilitating the arrangement for the exit conference on a
timely basis.

• Failing to cooperate during oversight.

• Failing to timely pay fees related to the administration of the pro-
gram that have been authorized by the National PRC.

• Failing to receive a report with a rating of pass after (1) receiving
at least two consecutive peer reviews prior to the third that had a
report with a QCM review rating of pass with deficiencies or fail
(previously referred to as modified or adverse reports) and (2) re-
ceiving notification via certified mail after the second consecutive
report with a QCM review rating of pass with deficiencies or fail
(previously referred to as modified or adverse reports) that a third
consecutive failure to receive a report with a QCM review rating
of pass (previously referred to as an unmodified report) may be
considered a failure to cooperate with the National PRC.

• Providing erroneous information or omitting information discov-
ered after acceptance of the provider's review that results in a
significant change in the planning, performance, evaluation of re-
sults, or QCM review report. The National PRC has the authority
to determine if this has occurred. The provider's failure to provide
substantive responses during the process of resolving such an is-
sue may also be deemed as a provider's failure to cooperate.

If the National PRC believes there is noncooperation, it will conduct a hearing
to determine if the provider should be deemed by the National PRC as failing to
cooperate. If the provider is deemed as failing to cooperate, the National PRC at
its sole discretion may refuse to continue to administer the QCM review, even
though the review has commenced.

The National PRC may also, at its sole discretion, without a hearing, refuse to
administer future QCM reviews for a provider that has outstanding fees related
to the administration of the program that have been authorized by the National
PRC, after reasonable collection efforts have been made.

For any situations where the National PRC has the sole discretion to take or
refuse to take an action, there is no subsequent appeal to any other body. The de-
cision of the National PRC is final. However, if a provider resolves the issue(s)
that led to its previous noncooperation to the National PRC's satisfaction, or
remits full payment of outstanding fees related to a previous QCM review, the
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provider may request that the National PRC continue or commence admin-
istration of the QCM review(s). The National PRC will consider all available
information including the provider's input, but also has the sole discretion to
approve or deny the request depending on whether the National PRC believes
the issue(s) were resolved to the satisfaction of the National PRC.

A provider may decide to withdraw from the review process after the review's
commencement; however, a provider firm that decides to withdraw from the
review process after the review's commencement is no longer independent to
perform peer reviews of user firms. If a provider withdraws from the process
after the review commences, the National PRC has the sole discretion to refuse
to administer future QCM reviews for that provider.

Corrective actions (relating to the deficiencies or significant deficiencies noted
in the QCM report) or implementation plans (relating to findings on the FFC
form[s]) do not apply to QCM providers. QCM providers are required to provide
responses that are comprehensive, genuine, feasible, and substantive to MFCs,
FFCs, and deficiencies and significant deficiencies and the level of responsive-
ness affects the QCM's reliability (and marketability).

200-1 Question—Paragraph .200 of the standards states that if a provider
refuses to cooperate during the course of a QCM review, the provider's firm's
independence with respect to user firms may be impaired. Under what circum-
stances would the provider's independence with respect to user firms be im-
paired due to noncooperation?

Interpretation—If the required QCM review documents are not submitted by
the due date due to the provider's noncooperation, the provider's independence
with respect to user firms will be impaired and the provider will not be permit-
ted to perform or schedule future peer reviews of user firms until the provider's
QCM review is completed (see Interpretation No. 25-2).

Once all the required QCM review documents have been submitted timely but
before the report has been accepted, the National PRC may make whatever
inquiries or initiate whatever actions of the provider or QCM review team it
considers necessary under the circumstances. The National PRC will set a date
by which responses to inquiries and evidence of completion of required actions
must be received. If, as a result of noncooperation by the provider, inquiries
or required actions remain unresolved as of the due date established by the
National PRC, the provider's independence with respect to user firms will be
impaired and the provider will not be permitted to perform or schedule future
peer reviews of user firms until the provider's QCM review is completed.

Definition of Commencement
206-1 Question—There are a number of instances in which the standards

and interpretations refer to the "commencement" date of a review to determine
whether a situation applies. Some examples are cooperating in a peer review
(Interpretation No. 5h-1), approval of the review team by the administering en-
tity (Interpretation No. 30-1), provision of the surprise engagement to the firm
(Interpretation No. 61-1) and when the standards are effective for a firm's peer
review (paragraph .206 of the standards). What is meant by "commencement"?

Interpretation—Interpretation No. 5g-1 notes that "A peer review commences
when the review team begins field work, ordinarily at the reviewed firm's office
in a System Review, or begins the review of engagements in an Engagement
Review." The easiest measure is "when fieldwork begins." However, there are
times when this may not apply. Therefore, Interpretation No. 32-1 further notes
that "team members may review their engagements prior to the team captain
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or review captain beginning their field work. In these situations, a review is
considered to have commenced when the team member begins the review of
engagements (if this is prior to the team captain or review captain beginning
their fieldwork)." In certain circumstances, fieldwork may commence before the
review of engagements, such as during planning.
The significance of this enhanced definition of "commencement" is emphasized
by how it affects a firm's ability to resign from the program once a review com-
mences. Once a team captain, review captain or team member learns informa-
tion that affects the results of the review, the review is deemed to have com-
menced. Some examples are if the team captain identifies a design deficiency,
or learns about the firm's noncompliance with state board of accountancy li-
censing requirements, during planning. Another example is the identification
of a finding during a team member's review of a specialized industry at a loca-
tion other than the reviewed firm's offices, prior to the team captain beginning
fieldwork at the reviewed firm's offices.
As indicated in Interpretation No. 5g-1, a firm whose peer review has com-
menced may not resign from the program unless certain steps are followed
which include the firm evidencing their noncooperation with the program and
for firms with AICPA members, the AICPA may publish notice of the action so
that the public interest is served.

Firm Representations
208-8-1 Question—Paragraph .208(8) (appendix B) of the standards ad-

vises that the firm is required to make specific representations but is not pro-
hibited from making additional representations beyond the required represen-
tations, in its representation letter to the team captain or review captain. What
parameters should be used in tailoring the representation letter?

Interpretation—The representation letter is not intended to be onerous for the
reviewed firm. Allowing reviewers to add or delete whatever they want to the
representation letter would make it very difficult to maintain consistency in
the program. In addition, this becomes a very important issue because a firm's
failure to sign the representation letter may be considered noncooperation.
However, at a minimum the representation letter should comply with the spirit
of the guidance, there is value to the reviewer of obtaining certain representa-
tions in writing. Thus, if during the review, something comes to the reviewer's
attention whereby the reviewer believes the reviewed firm is providing contra-
dicting or questionable information, the reviewer should investigate the matter
further and may consider having the firm include the matter in the represen-
tation letter.
Reviewed firms and reviewers are not permitted to tailor the required repre-
sentations unless otherwise stated in paragraph .208(8) because these are con-
sidered the minimum applicable representations for both System and Engage-
ment Reviews.

Firm and Individual Licenses
208-1a-1 Question—Paragraph .208(1)(a) (appendix B) of the standards

advises that firms include representations to the team captain or review cap-
tain concerning when management is aware that the firm or its personnel has
not complied with the rules and regulations of state board(s) of accountancy or
other regulatory bodies (including applicable firm and individual licensing re-
quirements in each state in which it practices for the year under review). What
further guidance should be followed in regards to firm and individual licenses?
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Interpretation—SQCS No. 8 requires firms to comply with "applicable legal and
regulatory requirements", which includes firm and individual licensing require-
ments. Firms are required to comply with the rules and regulations of state
boards of accountancy and other regulatory bodies in the states where they
practice.
For System Reviews, the team captain should also obtain an understanding of
the firm's system of quality control with respect to firm and individual licensing.
As a part of a System or Engagement review, reviewers should make inquiries of
the firm to determine if the firm and its personnel are appropriately licensed as
required by the state boards of accountancy in the state(s) in which the firm and
its personnel practice. In addition, firms should submit written representations
from the firm's management indicating compliance with such required rules
and regulations. If the reviewed firm is aware of any situation whereby it is not
in compliance with the rules and regulations of the state boards of accountancy
or other regulatory bodies, it should tailor the representation letter to provide
information on the areas of noncompliance.
To support the firm's responses and representations, a reviewer is required to
verify the following:

• The practice unit license (firm license) in the state in which the
practice unit is domiciled (main office is located).

• Individual (personnel) licenses in the state in which the individual
primarily practices public accounting

— For System Reviews, for a sample of appropriate personnel

— For Engagement Reviews, for appropriate personnel on en-
gagements selected

The reviewer should verify the license by requiring the firm to provide doc-
umentation from the licensing authority that the license is appropriate and
active during the peer review year, and through the earlier of reviewed engage-
ments' issuance dates or the date of peer review fieldwork. Acceptable documen-
tation includes an original or copy of the license, print-out from an online license
verification system, correspondence from the licensing authority, or other rea-
sonable alternative documentation. The reviewer's judgment may be needed to
determine what alternative documentation is reasonable.
A reviewer is not required to verify an out-of-state practice unit license or an
out-of-state individual license, on an individual engagement basis when that
engagement is selected for review and was performed by the reviewed firm in
another state requiring a firm or individual license. However, in a System Re-
view, the reviewer's understanding of the firm's quality control procedures re-
lated to licensing, and the related risk of noncompliance, are considerations
in determining whether any further testing is appropriate. In an Engagement
Review, the reviewer should consider the firm's responses to inquiries in deter-
mining whether any further procedures are appropriate.
It is the reviewed firm's responsibility to have understood and complied with
its licensing requirements. Therefore it should be prepared to respond to the
reviewer's inquiries and requests for documentation. This is also important for
out-of-state firm and individual licenses when licensing requirements may be
more difficult to identify and understand. When the reviewer deems it appropri-
ate to test out-of-state licenses, the reviewer should expect the firm to provide
documentation supporting its compliance with, or approach to, out-of-state li-
censing requirements. AICPA online CPA mobility provisions may be used to
assist the reviewer in evaluating the firm's approach to firm and individual
out-of-state licensing.
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The reviewer should analyze the information obtained through inquiry and in
the written representation letter to determine the impact on the peer review.

Communication of Report Acceptances
208-1a-2 Question—In furtherance to Interpretation No. 208-1a-1, what

additional guidance should be followed in regards to firm and individual li-
censes?

Interpretation—Firms are required to comply with the rules and regulations
of state boards of accountancy and other regulatory bodies in the state where
they practice. Therefore, a state board of accountancy may be sent a list of firms
with accepted peer reviews ("accepted" as defined in the Interpretations to the
standards) in a given period which would allow the state board of accountancy
to verify that firms undergoing peer review are licensed in that state.
Entities administering the AICPA Peer Review Program are not prohibited out-
side of the peer review process from gathering information from firms and com-
municating to the state boards of accountancy on licensure compliance matters.

Communications Received by the Reviewed Firm
Relating to Allegations or Investigations in the Conduct
of Accounting, Auditing, or Attestation Engagements
From Regulatory, Monitoring, or Enforcement Bodies

208-8d-1 Question—Paragraph .208 (paragraph 1(b) and (e) of appendix
B) of the standards discusses the reviewed firm's requirement to inform the
reviewer of communications or summaries of communications from regulatory,
monitoring, or enforcement bodies relating to allegations or investigations of
deficiencies in the conduct of an accounting, auditing, or attestation engage-
ment performed and reported on by the firm. What are the objectives of this
requirement and what are some examples, although not an all-inclusive list, of
such communications?

Interpretation—The objective of the firm informing its reviewer of such com-
munications or summaries of communications is to enhance the risk-based ap-
proach to peer review by allowing the reviewer to better plan and perform the
review, including engagement, industry, office, and owner selection that should
be given greater emphasis in the review. It is expected that the reviewer and
the firm will discuss these communications and that the firm will be able to
submit the actual documentation to the reviewer in those circumstances that
the reviewer deems appropriate. The reviewed firm is not required to submit
confidential documents to the reviewer but should be able to discuss the rele-
vant matters and answer the reviewer's questions. The information should be
provided in sufficient detail for the reviewer to consider its effect on the scope
of the peer review.
It is also expected that the reviewer and firm will discuss notifications of limita-
tions or restrictions on the reviewed firm's ability to practice public accounting
by regulatory, monitoring or enforcement bodies.
There are many types of communications that are appropriately related to
meeting the objectives described in this interpretation. The following list, which
is not intended to be all inclusive, represents examples of the types of organi-
zations where communications would be relevant to meeting the objectives of
the requirement:

a. AICPA or State CPA Society Ethics Committees
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b. AICPA Joint Trial Board
c. State boards of accountancy
d. SEC
e. PCAOB
f. State auditor
g. Department of Labor
h. Employee Benefits Security Administration
i. Government Accountability Office
j. Office of Management and Budget
k. Department of Housing and Urban Development
l. FDIC

m. Office of Thrift and Supervision
n. Federal or State Inspector General's Offices
o. Rural Utility Service
p. Other governmental agencies or other organizations that have

the authority to regulate accountants (in connection with the
firm's accounting, auditing, or attestation engagements)

208-8d-2 Question—What if a reviewed firm chooses not to discuss or
make such communications or notifications available to the reviewer during
the review?

Interpretation—If a firm fails to discuss such communications with the re-
viewer, the reviewer should immediately consult with the relevant adminis-
tering entity because this constitutes a failure to cooperate, and the firm would
be subject to fair procedures that could result in the firm's enrollment in the
program being terminated (see interpretations).
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TS Section

TAX SERVICES

STATEMENTS ON
STANDARDS FOR TAX SERVICES

The Statements on Standards for Tax Services (SSTSs) and inter-
pretations, promulgated by the Tax Executive Committee, reflect the
AICPA's standards of tax practice and delineate members' responsibil-
ities to taxpayers, the public, the government, and the profession. The
statements are intended to be part of an ongoing process that may re-
quire changes to and interpretations of current SSTSs in recognition
of the accelerating rate of change in tax laws and the continued impor-
tance of tax practice to members. Interpretation No. 1–2 was approved
by the Tax Executive Committee on August 21, 2003; its effective date
is December 31, 2003.

The SSTSs have been written in as simple and objective a manner
as possible. However, by their nature, ethical standards provide for an
appropriate range of behavior that recognizes the need for interpreta-
tions to meet a broad range of personal and professional situations. The
SSTSs recognize this need by, in some sections, providing relatively sub-
jective rules and by leaving certain items undefined. These terms and
concepts are generally rooted in tax concepts, and therefore should be
readily understood by tax practitioners. It is, therefore, recognized that
the enforcement of these rules, as part of the AICPA's Code of Profes-
sional Conduct Rule 201, General Standards (ET sec. 201 par. .01), and
Rule 202, Compliance With Standards (ET sec. 202 par. .01), will be un-
dertaken with flexibility in mind and handled on a case-by-case basis.
Members are expected to comply with them.
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Preface
Standards are the foundation of a profession. The AICPA aids its members in

fulfilling their ethical responsibilities by instituting and maintaining standards
against which their professional performance can be measured. Compliance
with professional standards of tax practice also reaffirms the public's aware-
ness of the professionalism that is associated with CPAs as well as the AICPA.

This publication sets forth enforceable tax practice standards for members
of the AICPA, Statements on Standards for Tax Services (SSTSs or statements)
(sections 100–700). These statements apply to all members providing tax ser-
vices regardless of the jurisdictions in which they practice. Interpretations of
these statements may be issued as guidance to assist in understanding and
applying the statements. The SSTSs and their interpretations are intended to
complement other standards of tax practice, such as Treasury Department Cir-
cular No. 230, Regulations Governing the Practice of Attorneys, Certified Pub-
lic Accountants, Enrolled Agents, Enrolled Actuaries, Enrolled Retirement Plan
Agents, and Appraisers before the Internal Revenue Service; penalty provisions
of the Internal Revenue Code; and state boards of accountancy rules.

The SSTSs are written in as simple and objective a manner as possible. How-
ever, by their nature, practice standards provide for an appropriate range of
behavior and need to be interpreted to address a broad range of personal and
professional situations. The SSTSs recognize this need by, in some sections, pro-
viding relatively subjective rules and by leaving certain terms undefined. These
terms are generally rooted in tax concepts and, therefore, should be readily un-
derstood by tax practitioners. Accordingly, enforcement of these rules, as part
of the AICPA's Code of Professional Conduct Rule 201, General Standards (ET
sec. 201 par. .01), and Rule 202, Compliance With Standards (ET sec. 202 par.
.01), will be undertaken on a case-by-case basis. Members are expected to com-
ply with them.

History
The SSTSs have their origin in the Statements on Responsibilities in Tax

Practice (SRTPs), which provided a body of advisory opinions on good tax prac-
tice. The guidelines as originally set forth in the SRTPs became more impor-
tant than many members had anticipated when the guidelines were issued. The
courts, the IRS, state accountancy boards, and other professional organizations
recognized and relied on the SRTPs as the appropriate articulation of profes-
sional conduct in a CPA's tax practice. The SRTPs became de facto enforceable
standards of professional practice, because state disciplinary organizations and
courts regularly held CPAs accountable for failure to follow the guidelines set
forth in the SRTPs.

The AICPA's Tax Executive Committee concluded it was appropriate to issue
tax practice standards that would become a part of the AICPA's Professsional
Standards. At its July 1999 meeting, the AICPA Board of Directors approved
support of the executive committee's initiative and placed the matter on the
agenda of the October 1999 meeting of the AICPA's governing Council. On Oc-
tober 19, 1999, Council approved designating the Tax Executive Committee as
a standard-setting body, thus authorizing that committee to promulgate stan-
dards of tax practice. As a result, the original SSTSs, largely mirroring the
SRTPs, were issued in August 2000.

The SRTPs were originally issued between 1964 and 1977. The first nine
SRTPs and the introduction were promulgated in 1976; the tenth SRTP was
issued in 1977. The original SRTPs concerning the CPA's responsibility to sign
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the tax return (SRTP No. 1, Signature of Preparers, and No. 2, Signature of
Reviewer: Assumption of Preparer's Responsibility) were withdrawn in 1982 af-
ter Treasury Department regulations were issued adopting substantially the
same standards for all tax return preparers. The sixth and seventh SRTPs,
concerning the responsibility of a CPA who becomes aware of an error, were
revised in 1991. The first interpretation of the SRTPs, Interpretation No. 1-1,
"Realistic Possibility Standard," was approved in December 1990. The SSTSs
and Interpretation No. 1-1, "Realistic Possibility Standard," of SSTS No. 1, Tax
Return Positions (sec. 100), superseded and replaced the SRTPs and their Inter-
pretation No. 1-1, effective October 31, 2000. Although the number and names
of the SSTSs, and the substance of the rules contained in each of them, re-
mained the same as in the SRTPs, the language was revised to both clarify and
reflect the enforceable nature of the SSTSs. In addition, because the applicabil-
ity of these standards is not limited to federal income tax practice (as was the
case with the SRTPs), the language was changed to indicate the broader scope.
In 2003, in connection with the tax shelter debate, SSTS Interpretation No. 1-2,
"Tax Planning," of SSTS No. 1 (sec. 100) was issued to clarify a member's respon-
sibilities in connection with tax planning; that interpretation became effective
December 31, 2003.

When the original SSTSs were issued, an effort was made to keep to a minimum
any changes in the language of the SSTSs from that of the predecessor SRTPs.
This was done to alleviate concerns regarding the enforceablility of standards
that differed from the SRTPs under which members had been practicing. Since
the issuance of the original SSTSs, members have asked for clarification on
certain matters, such as the duplication of the language in SSTS No. 6, Knowl-
edge of Error: Return Preparation, and No. 7, Knowledge of Error: Administra-
tive Proceedings. Also, certain changes in federal and state tax laws have raised
concerns regarding the need to revise SSTS No. 1 (sec. 100). As a result, in 2008,
the original SSTS Nos. 1–8 (sections 100–800) were updated, effective January
1, 2010. The original SSTS Nos. 6–7 were combined into the revised SSTS No. 6,
Knowledge of Error: Return Preparation and Administrative Proceedings (sec.
600). The original SSTS No. 8, Form and Content of Advice to Taxpayers, was
renumbered SSTS No. 7 (sec. 700). In addition, various revisions were made to
the language of the original SSTSs.

Ongoing Process
The following SSTSs and any interpretations issued thereunder reflect the
AICPA's standards of tax practice and delineate members' responsibilities to
taxpayers, the public, the government, and the profession. The statements are
intended to be part of an ongoing process of articulating standards of tax prac-
tice for members. These standards are subject to change as necessary or ap-
propriate to address changes in the tax law or other developments in the tax
practice environment.

Members are encouraged to assess the adequacy of their practices and proce-
dures for providing tax services in conformity with these standards. This pro-
cess will vary according to the size of the practice and the nature of tax services
performed.

The Tax Executive Committee promulgates the SSTSs and their interpreta-
tions. Acknowledgment is also due to the many members who have devoted
their time and efforts over the years to developing and revising the AICPA's
standards.

Preface ©2017, AICPA
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TS Section 100

Tax Return Positions

Source: SSTS No. 1

Effective date, unless
otherwise indicated:

January 2010

Introduction
.01 This statement sets forth the applicable standards for members when

recommending tax return positions, or preparing or signing tax returns (includ-
ing amended returns, claims for refund, and information returns) filed with any
taxing authority. For purposes of these standards

a. a tax return position is (i) a position reflected on a tax return on
which a member has specifically advised a taxpayer or (ii) a po-
sition about which a member has knowledge of all material facts
and, on the basis of those facts, has concluded whether the posi-
tion is appropriate.

b. a taxpayer is a client, a member's employer, or any other third-
party recipient of tax services.

.02 This statement also addresses a member's obligation to advise a tax-
payer of relevant tax return disclosure responsibilities and potential penalties.

.03 In addition to the AICPA, various taxing authorities, at the federal,
state, and local levels, may impose specific reporting and disclosure standards
with regard to recommending tax return positions or preparing or signing tax
returns.1 These standards can vary between taxing authorities and by type of
tax.

Statement
.04 A member should determine and comply with the standards, if any,

that are imposed by the applicable taxing authority with respect to recommend-
ing a tax return position, or preparing or signing a tax return.

.05 If the applicable taxing authority has no written standards with re-
spect to recommending a tax return position or preparing or signing a tax re-
turn, or if its standards are lower than the standards set forth in this para-
graph, the following standards will apply:

a. A member should not recommend a tax return position or pre-
pare or sign a tax return taking a position unless the member
has a good-faith belief that the position has at least a realistic
possibility of being sustained administratively or judicially on its
merits if challenged.

1 A member should refer to the current version of Internal Revenue Code Section 6694, Under-
statement of taxpayer's liability by tax return preparer, and other relevant federal, state, and jurisdic-
tional authorities to determine the reporting and disclosure standards that are applicable to preparers
of tax returns.
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b. Notwithstanding paragraph .05(a), a member may recommend a
tax return position if the member (i) concludes that there is a
reasonable basis for the position and (ii) advises the taxpayer to
appropriately disclose that position. Notwithstanding paragraph
.05(a), a member may prepare or sign a tax return that reflects a
position if (i) the member concludes there is a reasonable basis
for the position and (ii) the position is appropriately disclosed.

.06 When recommending a tax return position or when preparing or sign-
ing a tax return on which a position is taken, a member should, when relevant,
advise the taxpayer regarding potential penalty consequences of such tax return
position and the opportunity, if any, to avoid such penalties through disclosure.

.07 A member should not recommend a tax return position or prepare or
sign a tax return reflecting a position that the member knows

a. exploits the audit selection process of a taxing authority, or
b. serves as a mere arguing position advanced solely to obtain lever-

age in a negotiation with a taxing authority.
.08 When recommending a tax return position, a member has both the

right and the responsibility to be an advocate for the taxpayer with respect to
any position satisfying the aforementioned standards.

Explanation
.09 The AICPA and various taxing authorities impose specific reporting

and disclosure standards with respect to tax return positions and preparing
or signing tax returns. In a given situation, the standards, if any, imposed by
the applicable taxing authority may be higher or lower than the standards set
forth in paragraph .05. A member is to comply with the standards, if any, of the
applicable taxing authority; if the applicable taxing authority has no standards
or if its standards are lower than the standards set forth in paragraph .05, the
standards set forth in paragraph .05 will apply.

.10 Our self-assessment tax system can function effectively only if taxpay-
ers file tax returns that are true, correct, and complete. A tax return is prepared
based on a taxpayer's representation of facts, and the taxpayer has the final re-
sponsibility for positions taken on the return. The standards that apply to a
taxpayer may differ from those that apply to a member.

.11 In addition to a duty to the taxpayer, a member has a duty to the tax
system.However, it is well established that the taxpayer has no obligation to pay
more taxes than are legally owed, and a member has a duty to the taxpayer to
assist in achieving that result. The standards contained in paragraphs .04–.08
recognize a member's responsibilities to both the taxpayer and the tax system.

.12 In reaching a conclusion concerning whether a given standard in para-
graph .04 has been satisfied, a member may consider a well-reasoned construc-
tion of the applicable statute, well-reasoned articles or treatises, or pronounce-
ments issued by the applicable taxing authority, regardless of whether such
sources would be treated as authority under Internal Revenue Code Section
6662, Imposition of accuracy-related penalty on underpayments, and the regu-
lations thereunder. A position would not fail to meet these standards merely
because it is later abandoned for practical or procedural considerations during
an administrative hearing or in the litigation process.

.13 If a member has a good-faith belief that more than one tax return po-
sition meets the standards set forth in paragraphs .04–.05, a member's ad-
vice concerning alternative acceptable positions may include a discussion of
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the likelihood that each such position might or might not cause the taxpayer's
tax return to be examined and whether the position would be challenged in
an examination. In such circumstances, such advice is not a violation of para-
graph .07.

.14 A member's determination of whether information is appropriately dis-
closed by the taxpayer should be based on the facts and circumstances of the
particular case and the disclosure requirements of the applicable taxing au-
thority. If a member recommending a position, but not engaged to prepare or
sign the related tax return, advises the taxpayer concerning appropriate dis-
closure of the position, then the member shall be deemed to meet the disclosure
requirements of these standards.

.15 If particular facts and circumstances lead a member to believe that
a taxpayer penalty might be asserted, the member should so advise the tax-
payer and should discuss with the taxpayer the opportunity, if any, to avoid
such penalty by disclosing the position on the tax return. Although a member
should advise the taxpayer with respect to disclosure, it is the taxpayer's re-
sponsibility to decide whether and how to disclose.

.16 For purposes of this statement, preparation of a tax return includes
giving advice on events that have occurred at the time the advice is given if the
advice is directly relevant to determining the existence, character, or amount
of a schedule, entry, or other portion of a tax return.
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TS Section 9100

Tax Return Positions: Tax Services
Interpretations of Section 100

Notice to Readers
The Statements on Standards for Tax Services (SSTSs) and interpretations,
promulgated by the AICPA Tax Executive Committee (TEC), reflect the
AICPA's standards of tax practice and delineate members' responsibilities to
taxpayers, the public, the government, and the profession. The SSTSs are in-
tended to be part of an ongoing process that may require changes to, and inter-
pretations of, current SSTSs in recognition of the accelerating rate of change in
tax laws and the continued importance of tax practice to members. The origi-
nal Interpretations No. 1-1, "Realistic Possibility of Success," and No. 1-2, "Tax
Planning," were adopted in 2000 and 2003, respectively, and updated in 2010.
The TEC adopted the updated Interpretations No. 1-1, "Reporting and Disclo-
sure Standards," and No. 1-2, "Tax Planning," on August 15, 2011, effective on
January 31, 2012.1

The SSTSs have been written in as simple and objective a manner as possible.
However, by their nature, ethical standards provide for an appropriate range of
behavior that recognizes the need for interpretations to satisfy a broad range
of personal and professional situations. The SSTSs recognize this need by, in
some sections, providing relatively subjective rules and leaving certain terms
undefined. These terms and concepts are generally rooted in tax concepts and,
therefore, they should be readily understood by tax practitioners. It is, there-
fore, recognized that the enforcement of these rules, as part of the AICPA Code
of Professional Conduct, Rule 201, General Standards (ET sec. 201 par. .01),
and Rule 202, Compliance With Standards (ET sec. 202 par. .01), will be under-
taken with flexibility in mind and handled on a case-by-case basis. Members
are expected to comply with them.

Preface
SSTS No. 1, Tax Return Positions (sec. 100), provides that a member should not
recommend a tax return position or take a position on a tax return that the
member prepares unless that position satisfies applicable reporting and dis-
closure standards. The tax laws of various taxing jurisdictions contain similar
limitations on the ability to recommend or take certain tax return positions.
This preface provides an overview of the most common tax return reporting

1 These interpretations do not consider any impact of Section 1409 of the Health Care and Ed-
ucation Reconciliation Act of 2010, P.L. 111-152 (Codification of Economic Substance Doctrine and
Penalties). Under Section 7701(o) of the Internal Revenue Code (IRC), in the case of any transaction
to which the economic substance doctrine is relevant, the transaction shall be treated as having eco-
nomic substance only if the transaction changes in a meaningful way (apart from federal income tax
effects) the taxpayer's economic position, and the taxpayer has a substantial purpose (apart from fed-
eral income tax effects) for entering into such transaction. Understatements of tax attributable to a
failure to satisfy the economic substance doctrine, where relevant, can result in substantial taxpayer
penalties.
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standards and issues to be considered in determining if the applicable report-
ing standards and disclosure requirements have been satisfied.

Description of Various Reporting Standards
A brief description of the most common tax return reporting standards follows.2

More likely than not. The more likely than not standard generally
is satisfied if it is reasonable to conclude in good faith that there
is a greater than 50 percent likelihood that the position will be
upheld on its merits if it is challenged.3

Substantial authority. The substantial authority standard is an ob-
jective standard and is satisfied if the weight of the authorities
supporting the position is substantial in relation to the weight
of authorities supporting a contrary treatment.4 In practice, the
substantial authority standard generally is interpreted as requir-
ing approximately a 40 percent likelihood that the position will be
upheld on its merits if it is challenged.5

Realistic possibility of success. The realistic possibility of success
standard generally is satisfied if there is approximately a 1-in-
3 (33 percent) likelihood that the position will be upheld on its
merits if it is challenged.6

Reasonable basis. The reasonable basis standard is satisfied if the
position is reasonably based on one or more authorities, taking
into account the relevance and persuasiveness of those author-
ities. The reasonable basis standard is lower than the realistic
possibility of success standard but is "significantly higher than
not frivolous or not patently improper . . . [and] is not satisfied
by a return position that is merely arguable or that is merely a
colorable claim."7 In practice, the reasonable basis standard gen-
erally is interpreted as requiring that there be approximately a
20 percent likelihood that the position will be upheld on its merits
if it is challenged.8

Nature of the Analysis
The analysis used in determining if a reporting standard has been satisfied
should involve a well-reasoned application of the relevant authorities to all
pertinent facts and circumstances. The weight to be given to a particular au-
thority depends on its relevance and persuasiveness. For example, all else being

2 In some cases, the taxing authority may require that more than one standard be satisfied with
respect to a return position. For example, in the case of a listed transaction or other reportable transac-
tion with a significant tax avoidance purpose, a taxpayer penalty may apply under IRC Section 6662A
unless the taxpayer reasonably believed the position satisfied the more likely than not standard, and
the position does or did, in fact, satisfy the substantial authority standard.

3 Treasury Regulation Section 1.6662-4(g)(4).
4 Treasury Regulation Section 1.6662-4(d).
5 Joint Committee on Taxation, Study of Present-Law Penalty and Interest Provisions as Required

by Section 3801 of the Internal Revenue Service Restructuring And Reform Act of 1998 (Including
Provisions Relating to Corporate Tax Shelters) (JCS-3-99) (July 22, 1999), 1:152.

6 Treasury Regulation Section 1.6694-2(b) (prior to the revisions made by T.D. 9436, which be-
came effective December 22, 2008).

7 Treasury Regulation Section 1.6662-3(b)(3).
8 Joint Committee on Taxation, supra at 152, assigns a 20 percent likelihood of success for the

reasonable basis standard.
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equal, more weight is given to a case or ruling that has facts similar to those
at issue than to a case or ruling that has distinguishable facts. Similarly, more
weight may be given to a case or ruling that provides an analysis of the facts
and law, as opposed to one that merely states a conclusion. Assuming the same
or similar issues, the type of authority also is significant; for example, more
weight is given to a case or revenue ruling than to a private letter ruling issued
to a third party, and more weight is given to an appellate court decision than
to a lower court decision. For additional examples, see Treasury Regulation
Section 1.6662-4(d)(3), which deals with the analysis used to determine if the
substantial authority standard is satisfied for purposes of the federal taxpayer
substantial understatement penalty.9

Note also that what constitutes an "authority" for purposes of the analysis can
vary. For example, in determining if the realistic possibility of success standard
and the reasonable basis standard of paragraph 5 of SSTS No. 1 have been
satisfied, a member may rely on well-reasoned treatises, articles in recognized
professional tax publications, and other reference tools and sources of analysis
commonly used by tax advisers and return preparers. In contrast, these author-
ities cannot be relied upon in determining if the substantial authority or more
likely than not standards have been satisfied for purposes of Internal Revenue
Code (IRC) Section 6662 (or 6694).

Appropriate Disclosure
In some instances, a member can satisfy the reporting and disclosure require-
ments of the applicable taxing authority or of SSTS No. 1 only if the particular
tax position at issue is appropriately disclosed. The laws and regulations of the
applicable taxing authority should be followed to ensure that pertinent disclo-
sure provisions are satisfied. A member should consider all the facts and cir-
cumstances in evaluating whether a position is appropriately disclosed. SSTS
No. 1 notes that, in the case of a nonsigning preparer, the adequate disclosure
requirement is satisfied if the member advises the taxpayer regarding appro-
priate disclosure.

For purposes of the federal tax return preparer penalty provisions of IRC Sec-
tion 6694(a), in general, a signing preparer satisfies the disclosure requirement
if one of the following actions is taken:

1. The position is disclosed on Form 8275, "Disclosure Statement," or
Form 8275-R, "Regulation Disclosure Statement," as appropriate,
or in accordance with the requirements set forth in the annual
revenue procedure regarding disclosure.

2. The preparer provides the taxpayer with a return that includes
the appropriate disclosure.

Similarly, a nonsigning preparer who provides advice to a taxpayer satis-
fies the disclosure requirement for IRC Section 6694 purposes by (1) advis-
ing the taxpayer of any opportunity to avoid accuracy-related penalties that
could apply with respect to the position and of the requirements for any ap-
plicable disclosure, and (2) contemporaneously documenting that advice in the
files.10

9 Treasury Regulation Section 1.6694-2(b) incorporates this analysis in applying preparer stan-
dards for federal income tax purposes.

10 Treasury Regulation Section 1.6694-2(d)(3).
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Interpretation No. 1-1, "Reporting and Disclosure
Standards," of Statement on Standards for Tax Services
No. 1, Tax Return Positions

Background
.01 SSTS No. 1 contains the standards a member should follow when rec-

ommending tax return positions or preparing or signing tax returns.

.02 A member should determine and comply with the reporting and dis-
closure standards, if any, that are imposed by the applicable taxing authority
with respect to recommending a tax return position or preparing or signing a
tax return.

If the applicable taxing authority has no written standards that apply with
respect to recommending a tax return position or preparing or signing a tax re-
turn or if its standards are lower than the standards set forth in this paragraph,
the following standards will apply:

a. A member should not recommend a tax return position or prepare
or sign a tax return taking a position unless the member has a
good-faith belief that the position has at least a realistic possibil-
ity of being sustained administratively or judicially on its merits,
if challenged (commonly referred to as the realistic possibility of
success standard).

b. Notwithstanding paragraph .02a, a member may recommend a
tax return position if the member (i) concludes that there is a
reasonable basis for the position, and (ii) advises the taxpayer to
appropriately disclose that position. Notwithstanding paragraph
.02a, a member may prepare or sign a tax return that reflects a
position if (i) the member concludes there is a reasonable basis
for the position, and (ii) the position is appropriately disclosed.

.03 Federal, state, local, and other taxing authorities may impose specific
reporting and disclosure standards with respect to recommending tax return
positions or preparing or signing tax returns that apply in addition to the
AICPA standards. These standards vary among taxing jurisdictions and by type
of tax. A member should refer to the current version of IRC Section 6694, "Un-
derstatement of Taxpayer's Liability by Tax Return Preparer," and the regula-
tions thereunder to determine the reporting and disclosure standards applica-
ble to preparers of federal tax returns.

.04 When recommending a tax return position, or when preparing or sign-
ing a tax return on which a position is taken, a member should, when relevant,
advise the taxpayer regarding the potential penalty consequences of the tax
return position and the opportunity, if any, to avoid such penalties through dis-
closure.

.05 A member should not recommend a tax return position or prepare or
sign a tax return reflecting a position that the member knows exploits the audit
selection process of a taxing authority or serves as a mere arguing position
advanced solely to obtain leverage in a negotiation with a taxing authority.

.06 When recommending a tax return position, a member has both the
right and the responsibility to be an advocate for the taxpayer with respect to
any position satisfying the aforementioned standards.
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.07 A member also should consider SSTS No. 3, Certain Procedural Aspects
of Preparing Returns (sec. 300), regarding the obligation to examine or verify
certain supporting data or consider information related to another taxpayer,
when preparing a taxpayer's tax return.

General Interpretation
.08 As described in the preface, the realistic possibility of success stan-

dard is a lower standard than the substantial authority standard and the more
likely than not standard, but it is a higher standard than the reasonable basis
standard. Therefore, if the standard of the applicable taxing authority is, for
example, substantial authority, more likely than not, or some other standard
that is higher than the realistic possibility of success standard, then the mem-
ber should comply with that higher standard. In that case, the member is held
to a standard higher than realistic possibility of success.

If the standard of the applicable taxing authority is lower than the realistic
possibility of success standard, then the member should comply with the real-
istic possibility of success standard, which is reflected in paragraph .02a of this
interpretation, or the reasonable basis standard with appropriate disclosure,
which is reflected in paragraph .02b of this interpretation.

For purposes of this interpretation, the reporting and disclosure standards that
apply in a given situation in accordance with SSTS No. 1 and this interpretation
will be referred to as the required reporting and disclosure standards.

.09 A member should determine and comply with the rules of the appli-
cable taxing authority regarding reliance on authorities (cases, rulings, regu-
lations, treatises, and so forth). However, notwithstanding the rules of the ap-
plicable taxing authority, in determining whether a tax return position satis-
fies the realistic possibility of success standard or the reasonable basis stan-
dard with appropriate disclosure for purposes of paragraph .02a–b of this in-
terpretation, a member may rely on authorities in addition to those evaluated
when determining whether substantial authority exists for a return position or
whether a position is more likely than not to prevail under IRC Section 6662.
For purposes of paragraph .02a–b of this interpretation, a member may rely
on well-reasoned treatises, articles in recognized professional tax publications,
and other reference tools and sources of tax analyses commonly used by tax ad-
visers and preparers of returns. A member should exercise caution in relying
on materials, such as treatises, that may not be accepted as authorities in all
situations, such as under federal tax law.

.10 If particular facts and circumstances lead a member to believe that
a taxpayer penalty could be asserted, then the member should so advise the
taxpayer and should discuss with the taxpayer the opportunity, if any, to avoid
such penalty by disclosing the position on the tax return. Although a member
should so advise the taxpayer with respect to disclosure, it is the taxpayer's
responsibility to decide whether and how to disclose.

.11 In determining if the required reporting and disclosure standards have
been satisfied, a member should do all of the following:

• Establish the relevant background facts.

• Consider the reasonableness of the assumptions and representa-
tions.

• Consider applicable regulations and standards regarding reliance
on information and advice received from a third party.
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• Apply the pertinent authorities to the relevant facts.

• Consider the business purpose and economic substance of the
transaction, if relevant to the tax consequences of the transac-
tion. (Mere reliance on a representation that there is a business
purpose or economic substance generally is insufficient.)

• Consider whether the issue involves a listed transaction or a re-
portable transaction (or their equivalents) as defined by the appli-
cable taxing authority.11

• Arrive at a conclusion supported by the authorities.

.12 A member should consider the weight of each authority to determine
whether the required reporting and disclosure standards have been satisfied.
In determining the weight of an authority, a member should consider its source,
relevance, and persuasiveness. Therefore, the type of authority is a significant
factor. Other important factors include whether the facts stated by the author-
ity are distinguishable from those of the taxpayer's situation and whether the
authority contains an analysis of the issue or merely states a conclusion.

.13 A standard may be satisfied despite the absence of certain types of
authority. For example, a member may conclude that the substantial author-
ity standard has been satisfied when the position is supported only by a well-
reasoned construction of the applicable statutory provision.

.14 In determining whether the required reporting and disclosure stan-
dards have been satisfied, the extent of research required is left to the profes-
sional judgment of the member, given the facts and circumstances known to the
member. A member may conclude that more than one position satisfies a given
reporting standard, such as the substantial authority standard.

Specific Illustrations
.15 The following illustrations address general fact patterns only. Accord-

ingly, the application of guidance, as discussed in the previous section, "General
Interpretation," to variations in such general fact patterns or to particular facts
or circumstances may lead to different conclusions. In each illustration, no au-
thority exists other than that which is indicated. A decision regarding what are
the required reporting and disclosure standards for tax return positions should
be consistent with the provisions of SSTS No. 1, as explained in the previous
section, "Background."

Determination of the Standards
.16 Illustration 1. A member is preparing a U.S. income tax return at a

time when the federal reporting standard is substantial authority for undis-
closed positions and reasonable basis for disclosed positions.12 One of the issues
the member needs to address in preparing the return is the deductibility of a
particular expenditure.

.17 Conclusion. The federal standard of substantial authority is higher
than the realistic possibility of success standard; therefore, the member is re-
quired to comply with the federal standard of substantial authority for undis-
closed positions on the return. If the member analyzes the law and applicable
authorities regarding whether the expenditure is deductible and concludes that

11 See, for example, Treasury Regulation Section 1.6011-4(b).
12 See the preface for a description of the various reporting standards.
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there is not substantial authority to support taking a deduction for the expen-
diture, the member should not prepare the return taking the deduction as an
undisclosed position.

If the member concludes that there is sufficient authority to provide a rea-
sonable basis for claiming the deduction, the member may prepare the return
claiming the deduction if that position is appropriately disclosed.

.18 Illustration 2. A member is preparing a state inheritance tax return
and needs to address the deductibility of a particular expenditure. The state
does not have specific tax return reporting standards that apply.

.19 Conclusion. Because the applicable taxing authority (the state) does
not have written tax return reporting standards that apply, the realistic possi-
bility of success standard for an undisclosed position and the reasonable basis
standard for an appropriately disclosed position apply. The member can pre-
pare the return claiming the deduction if either of these is satisfied.

.20 Illustration 3. A taxpayer wants to take a position that a member has
determined does not satisfy the reasonable basis standard. The taxpayer main-
tains that even if the taxing authority examines the return, the issue will not
be raised.

.21 Conclusion. The member should not consider the likelihood of the issue
being raised on examination when determining whether any reporting or dis-
closure standard has been satisfied. The member should not prepare or sign a
return that contains a position that does not satisfy the reasonable basis stan-
dard, even if the position is disclosed.

.22 Illustration 4. A taxpayer wants to take a position on a federal tax re-
turn without disclosure; the member concludes that the position satisfies the
substantial authority standard provided an assumption regarding an underly-
ing nontax legal issue is appropriate. The member recommends that the tax-
payer seek advice from its legal counsel, and the taxpayer's attorney gives an
opinion on the nontax legal issue that is consistent with the assumption.

.23 Conclusion. A member may, in general, rely on a legal opinion on a
nontax legal issue. A member should use professional judgment when relying on
a legal opinion. If, on its face, the opinion of the taxpayer's attorney appears to be
unreasonable, unsubstantiated, or unwarranted, the member, with appropriate
consents from the taxpayer, should consult the member's attorney before relying
on the opinion. A member should also refer to the illustrations in Interpretation
No. 1-2, "Tax Planning," of SSTS No. 1 (sec. 9100 par. .50–.99), regarding the
circumstances in which it is appropriate to rely on an opinion of legal counsel.

.24 Illustration 5. A taxpayer has obtained from its attorney an opinion on
the tax treatment of an item and requests that a member rely on the opinion.

.25 Conclusion. If a member is satisfied about the source (for example, the
knowledge and expertise of the issuer), relevance, and persuasiveness of the
legal opinion, then the member may rely on that opinion when determining
whether the required reporting and disclosure standards have been satisfied.
The member should also refer to the illustrations in Interpretation No. 1-2 of
SSTS No. 1 regarding the circumstances in which it is appropriate to rely on
an opinion of legal counsel.

Application of the Taxing Authority’s Standards
.26 As noted previously, SSTS No. 1 requires a member to determine and

comply with the required reporting and disclosure standards, if any, that are
imposed by the applicable taxing authority with respect to recommending a tax
return position or preparing or signing a tax return. These standards, and the
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methods in which they are to be applied, vary among taxing authorities based
on the laws and regulations of the relevant jurisdictions; therefore, illustrating
all specific taxing authority standards is beyond the scope of this interpretation.
To assist members in their analysis of whether the standards of an applicable
taxing authority have been satisfied, the preface contains a description of the
most common tax return reporting standards, the nature of the analysis to be
applied, and the common requirements for appropriate disclosure.

Application of the Realistic Possibility of Success and the Reasonable
Basis Standards

.27 If the applicable taxing authority has no written tax return reporting
or disclosure standards that apply or if its standards are lower than the realistic
possibility of success standard for undisclosed positions or the reasonable basis
standard for appropriately disclosed positions, SSTS No. 1 requires a member
to comply with these latter standards, as stated in paragraph .02a–b of this
interpretation.

The following illustrations pertain to situations in which a member is required
to comply with these standards because the applicable taxing authority either
has no written standards that apply or has standards that are lower than those
described in paragraph .02a–b of this interpretation.

.28 Illustration 6. A taxpayer has engaged in a transaction that is ad-
versely affected by a new statutory provision. Prior law supports a position
favorable to the taxpayer. The taxpayer believes, and the member concurs, that
the new statute is inequitable as applied to the taxpayer's situation. The statute
is constitutional, clearly drafted, and unambiguous. The legislative history dis-
cussing the new statute contains general comments that do not specifically ad-
dress the taxpayer's situation.

.29 Illustration 6. A taxpayer has engaged in a transaction that is ad-
versely affected by a new statutory provision. Prior law supports a position
favorable to the taxpayer. The taxpayer believes, and the member concurs, that
the new statute is inequitable as applied to the taxpayer's situation. The statute
is constitutional, clearly drafted, and unambiguous. The legislative history dis-
cussing the new statute contains general comments that do not specifically ad-
dress the taxpayer's situation.

.30 Illustration 7. The facts are the same as in illustration 6 except that
the legislative history discussing the new statute specifically addresses the tax-
payer's situation and supports a position favorable to the taxpayer.

.31 Conclusion. In a case in which the statute is clearly and unambigu-
ously against the taxpayer's position but a contrary position exists based on
legislative history specifically addressing the taxpayer's situation, a return po-
sition based either on the statutory language or on the legislative history satis-
fies the realistic possibility of success standard. (It also may satisfy the substan-
tial authority standard.) A member should, when relevant, advise the taxpayer
regarding potential penalty consequences of the tax return position and the
opportunity, if any, to avoid such penalties through disclosure.

.32 Illustration 8. The facts are the same as in illustration 6 except that
the legislative history can be interpreted to provide some evidence or authority
in support of the taxpayer's position; however, the legislative history does not
specifically address the taxpayer's situation.

.33 Conclusion. In a case in which the statute is clear and unambiguous,
a contrary position based on an interpretation of the legislative history that
does not explicitly address the taxpayer's situation does not satisfy the real-
istic possibility of success standard. However, because the legislative history
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provides some support or evidence for the taxpayer's position, a member may
recommend the position to the taxpayer if the member determines that there
is a reasonable basis for the position and advises the taxpayer to appropriately
disclose the position. Also, a member may prepare a return for the taxpayer tak-
ing such a position if the member determines that there is a reasonable basis
for the position, and the position is appropriately disclosed. A member should,
when relevant, advise the taxpayer regarding potential penalty consequences
of the tax return position and the opportunity, if any, to avoid such penalties
through disclosure.

.34 Illustration 9. A taxpayer is faced with an issue involving the inter-
pretation of a new statute. Following its passage, the statute was widely recog-
nized to contain a drafting error, and a technical correction proposal has been
introduced. The taxing authority issues a pronouncement indicating how it will
administer the provision. The pronouncement interprets the statute in accor-
dance with the proposed technical correction.

.35 Conclusion. A return position based on either the existing statutory
language or the taxing authority's pronouncement satisfies the realistic possi-
bility of success standard. (It also may satisfy the substantial authority stan-
dard.) A member should, when relevant, advise the taxpayer regarding poten-
tial penalty consequences of the tax return position and the opportunity, if any,
to avoid such penalties through disclosure.

.36 Illustration 10. The facts are the same as in illustration 9 except that
no taxing authority pronouncement has been issued.

.37 Conclusion. In the absence of a taxing authority pronouncement inter-
preting the statute in accordance with the proposed technical correction, only
a return position based on the existing statutory language will satisfy the real-
istic possibility of success standard. A member may recommend the position to
the taxpayer if, based on the facts and circumstances, the member determines
that a reasonable basis exists for the position and advises the taxpayer to appro-
priately disclose the position. Also, a member may prepare a return for the tax-
payer taking such a position if, based on the facts and circumstances, the mem-
ber determines that there is a reasonable basis for the position, and the position
is appropriately disclosed. A member should, when relevant, advise the tax-
payer regarding potential penalty consequences of the tax return position and
the opportunity, if any, to avoid such penalties through disclosure.

.38 Illustration 11. A taxpayer is seeking advice from a member regarding
a recently amended statute. The member has reviewed the statute, the legisla-
tive history that specifically addresses the issue, and a recently published notice
issued by the taxing authority. No cases, rulings, or other pronouncements exist
regarding the statute. The member has concluded in good faith that, based on
the statute and the legislative history, the taxing authority's position as stated
in the notice does not reflect legislative intent.

.39 Conclusion. A return position supported by the statute and the legisla-
tive history satisfies the realistic possibility of success standard. (It also may
satisfy the substantial authority standard.) A member should, when relevant,
advise the taxpayer regarding potential penalty consequences of the tax return
position and the opportunity, if any, to avoid such penalties through disclosure.

.40 Illustration 12. The facts are the same as in illustration 11 except that
the taxing authority's pronouncement is a temporary regulation.

.41 Conclusion. In determining whether a tax return position satisfies the
realistic possibility of success standard, a member should determine the weight
to be given the temporary regulation by analyzing factors, such as whether the
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regulation is legislative or interpretative and if it is consistent with the statute.
If the member concludes that the position does not satisfy the realistic possi-
bility of success standard, the member may still recommend the position if the
member determines that it satisfies the reasonable basis standard, and the
member advises the taxpayer to appropriately disclose the position. The mem-
ber may prepare a return for the taxpayer taking that position if the member
determines that the position satisfies the reasonable basis standard, and the
position is adequately disclosed. A member should, when relevant, advise the
taxpayer regarding potential penalty consequences of the tax return position
and the opportunity, if any, to avoid such penalties through disclosure.

.42 Illustration 13. A statute is passed requiring the capitalization of cer-
tain expenditures. The taxpayer believes, and the member concurs, that to com-
ply fully, the taxpayer will have to acquire new computer hardware and soft-
ware and implement a number of new accounting procedures. The taxpayer and
member agree that the costs of full compliance will be significantly greater than
the resulting increase in tax due under the new provision. Because of these cost
considerations, the taxpayer makes no effort to comply. The taxpayer wants the
member to prepare and sign a return on which the new requirement is simply
ignored.

.43 Conclusion. The return position desired by the taxpayer is frivolous, a
standard below reasonable basis. The member should not prepare or sign the
return.

.44 Illustration 14. The facts are the same as in illustration 13 except that
the taxpayer has made a good-faith effort to comply with the law by calculating
an estimate of expenditures to be capitalized under the new provision.

.45 Conclusion. In this situation, assuming the taxpayer complied with the
statutory and regulatory provisions classifying expenditures to be capitalized
and those to be expensed and made a good-faith effort to determine the ap-
propriate amounts to be capitalized and expensed, the realistic possibility of
success standard would be satisfied for the return positions. (The substantial
authority standard also may be satisfied.) When using estimates in the prepa-
ration of a return, a member should refer to SSTS No. 4, Use of Estimates (sec.
400). A member should, when relevant, advise the taxpayer regarding potential
penalty consequences of the tax return position and the opportunity, if any, to
avoid such penalties through disclosure.

.46 Illustration 15. On a given issue, a member has located and weighed
two authorities concerning the treatment of a particular expenditure. The tax-
ing authority has issued an administrative ruling that requires the expendi-
ture to be capitalized and amortized over several years. On the other hand, a
court opinion permits the current deduction of the expenditure. The member
has concluded that these are the relevant authorities, considered the source of
both authorities, and concluded that both are persuasive and relevant.

.47 Conclusion. The realistic possibility of success standard is met by ei-
ther position. (Either or both also may satisfy the substantial authority stan-
dard.) A member should, when relevant, advise the taxpayer regarding poten-
tial penalty consequences of the tax return position and the opportunity, if any,
to avoid such penalties through disclosure.

.48 Illustration 16. A tax statute is silent on the treatment of an item. How-
ever, the legislative history explaining the statute directs the taxing authority
to issue regulations that will require a specific treatment of the item. No regu-
lations have been issued at the time the member must recommend a position
on the tax treatment of the item.
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.49 Conclusion. The position supported by the legislative history satisfies
the realistic possibility of success standard. A member should, when relevant,
advise the taxpayer regarding potential penalty consequences of the tax return
position and the opportunity, if any, to avoid such penalties through disclosure.

Interpretation No. 1-2, "Tax Planning," of Statement on
Standards for Tax Services No. 1, Tax Return Positions
Background

.50 SSTSs are enforceable standards that govern the conduct of AICPA
members in tax practice. A significant area of many members' tax practices in-
volves assisting taxpayers in tax planning. Two of the seven SSTSs issued as of
the date of this interpretation's release (that is, the revised SSTSs that became
effective on January 1, 2010) directly set forth standards that affect the most
common activities in tax planning. Several other SSTSs set forth standards re-
lated to specific factual situations that may arise while a member is assisting
a taxpayer in tax planning. The two SSTSs that are most typically relevant to
tax planning are SSTS No. 1, including Interpretation No. 1-1, "Reporting and
Disclosure Standards," of SSTS No. 1 (sec. 9100 par. .01–.49), and SSTS No. 7,
Form and Content of Advice to Taxpayers (sec. 700).

.51 Taxing authorities, courts, the AICPA, and other professional organi-
zations have struggled with defining and regulating tax shelters and abusive
transactions. Crucial to the debate is the difficulty of clearly distinguishing be-
tween transactions that are abusive and transactions that are aggressive and
legitimate. At the same time, it must be recognized that taxpayers have a le-
gitimate interest in arranging their affairs so that they pay no more than the
taxes they owe. Tax professionals, including AICPA members, have a role to
play in advancing these efforts.

.52 This interpretation is part of the AICPA's continuing efforts at self-
regulation of its members in tax practice. It has its origins in the AICPA's desire
to provide adequate guidance to its members with respect to providing services
in connection with tax planning. This interpretation does not change or elevate
any level of conduct prescribed by any standard. Its goal is to clarify existing
standards, recognizing the compelling need for a comprehensive interpretation
of a member's responsibilities in connection with tax planning. This guidance is
intended to clarify how those standards would apply across the spectrum of tax
planning, including those situations involving tax shelters, regardless of how
that term is defined.

General Interpretation
.53 Tax planning encompasses a wide variety of situations. It includes situ-

ations in which the member provides advice on prospective or completed trans-
actions, whether or not the advice reflects favorable or unfavorable treatment
to the taxpayer. When providing professional services that include tax plan-
ning, a member should determine and comply with any applicable standards
for reporting and disclosing tax return positions or for providing written tax
advice. See SSTS No. 1 and Interpretation No. 1-1; SSTS No. 7; U.S. Treasury
Department Circular 230, Regulations Governing the Practice of Attorneys, Cer-
tified Public Accountants, Enrolled Agents, Enrolled Actuaries, Enrolled Retire-
ment Plan Agents, and Appraisers before the Internal Revenue Service;13 and

13 Title 31, Money and Finance: Treasury of U.S. Code of Federal Regulations.
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any other standards that may apply. A member may still recommend a position
that does not satisfy the realistic possibility standard if (a) a reasonable basis
exists for the position, (b) the member recommends appropriate disclosure, and
(c) a higher standard is not required under applicable taxing authority rules.
For purposes of this interpretation, the reporting and disclosure standards that
apply in a given situation in accordance with SSTS No. 1 and Interpretation No.
1-1 will be referred to as the required reporting and disclosure standards.

.54 For purposes of this interpretation, tax planning includes, both with re-
spect to prospective and completed transactions, recommending or expressing
an opinion (whether written or oral) on (a) a tax return position or (b) a specific
tax plan developed by the member, the taxpayer, or a third party. For tax plan-
ning with respect to a completed transaction, the member may be considered
a nonsigning tax return preparer with respect to the items for which the tax
planning is undertaken that subsequently are reflected on the taxpayer's tax
return. The member should comply with tax return preparer standards pro-
mulgated by the applicable taxing authority.

.55 When issuing an opinion to reflect the results of the tax planning ser-
vice, a member should do all of the following:

• Establish the relevant background facts.

• Consider the reasonableness of the assumptions and representa-
tions.

• Consider applicable regulations and standards regarding reliance
on information and advice received from a third party.

• Apply the pertinent authorities to the relevant facts.

• Consider the business purpose and economic substance of the
transaction, if relevant to the tax consequences of the transac-
tion. (Mere reliance on a representation that there is a business
purpose or economic substance generally is insufficient.)

• Consider whether the issue involves a listed transaction or a re-
portable transaction (or their equivalents) as defined by the appli-
cable taxing authority.14

• Consider other regulations and standards applicable to written
tax advice promulgated by the applicable taxing authority.

• Arrive at a conclusion supported by the authorities.

The member also should consider SSTS No. 1, SSTS No. 7, Treasury Depart-
ment Circular 230, and any other standards that may apply.

.56 In assisting a taxpayer in a tax planning transaction in which the tax-
payer has obtained an opinion from a third party and is looking to the mem-
ber for an evaluation of the opinion, the member should be satisfied about the
source (for example, the knowledge and expertise of the issuer), relevance, and
persuasiveness of the opinion, which would include considering whether the
opinion indicates the third party did all of the following:

• Established the relevant background facts.

• Considered the reasonableness of the assumptions and represen-
tations.

• Considered applicable regulations and standards.

14 See, for example, Treasury Regulation Section 1.6011-4(b).
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• Applied the pertinent authorities to the relevant facts.

• Considered the business purpose and economic substance of the
transaction, if relevant to the tax consequences of the transaction.
(Mere reliance on a representation that a business purpose or eco-
nomic substance exists generally is insufficient.)

• Considered whether the issue involves a listed transaction or a
reportable transaction (or their equivalents) as defined by the ap-
plicable taxing authority.15

• Arrived at a conclusion supported by the authorities.

.57 In conducting the due diligence necessary to establish the relevant
background facts, the member should consider whether it is appropriate to
rely on an assumption concerning facts in lieu of either (a) other procedures
to support the advice, or (b) a representation from the taxpayer or another per-
son. A member should also consider whether the member's tax advice might be
communicated to third parties, particularly if those third parties may not be
knowledgeable or may not be receiving independent tax advice with respect to
a transaction.

.58 In tax planning, members often rely on assumptions and representa-
tions. Although such reliance is often necessary, the member should take care
to assess whether such assumptions and representations are reasonable. In
deciding whether an assumption or representation is reasonable, the member
should consider its source (for example, the knowledge and expertise of the is-
suer), and consistency with other information known to the member. For exam-
ple, depending on the circumstances, it may be reasonable for a member to rely
on a representation made by the taxpayer but not on a representation made by
a person who is selling, or otherwise promoting, the transaction to the taxpayer.

.59 When engaged in tax planning, the member should understand the
business purpose and economic substance of the transaction when relevant
to the tax consequences. If a transaction has been proposed by a party other
than the taxpayer, the member should consider whether the assumptions made
by the third party are consistent with the facts of the taxpayer's situation. If
written advice is to be rendered concerning a transaction, the business purpose
for the transaction generally should be described. If the business reasons are
relevant to the tax consequences, it is not sufficient to assume merely that a
transaction is entered into for valid business reasons without specifying what
those reasons are. Similarly, if economic substance is relevant to the tax con-
sequences, it is insufficient to assume merely that a transaction has economic
substance without specifying the basis for making that determination. In pro-
viding written advice on these issues, the member should consider the written
advice regulations and standards, if any, promulgated by the applicable taxing
authority. The member also should consider SSTS No. 1, SSTS No. 7, Treasury
Department Circular 230, and any other standards that may apply.

.60 The scope of the engagement should be appropriately determined, and
the member should consider the necessity for an engagement letter. The mem-
ber should be diligent in applying such procedures as are appropriate under the
circumstances to understand and evaluate the entire transaction. The specific
procedures to be performed in this regard will vary with the circumstances and
the scope of the engagement.

15 See footnote 2.
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Specific Illustrations
.61 The following illustrations address general fact patterns. Accordingly,

the application of the guidance that is discussed in the previous section, "Gen-
eral Interpretation," to variations in such general fact patterns or to particular
facts or circumstances, may lead to different conclusions. In each illustration,
no authority exists other than that which is indicated.

.62 Illustration 1. The relevant tax code imposes penalties on taxpayers for
substantial underpayments that are not associated with tax shelters as defined
in such code, unless the positions resulting in the underpayments are supported
by substantial authority.

.63 Conclusion. In assisting the taxpayer in tax planning in which any as-
sociated underpayment would be considered substantial, the member should
inform the taxpayer of the penalty risks associated with the tax return posi-
tion recommended with respect to any plan under consideration if that position
does not satisfy the substantial authority standard. The member also should
inform the taxpayer of the opportunities, if any, to avoid such penalties through
appropriate disclosure. In such a situation, applicable standards may prohibit
the member from preparing the tax return without appropriate disclosure.

.64 Illustration 2. The relevant tax code imposes penalties on taxpayers
for underpayments attributable to tax shelters as defined in such code unless
the taxpayer concludes that a position taken on a tax return associated with
such a tax shelter is more likely than not the correct position.

.65 Conclusion. In assisting the taxpayer in tax planning, the member
should inform the taxpayer of the penalty risks associated with the tax return
position recommended with respect to any plan under consideration if that posi-
tion satisfies the substantial authority standard but does not satisfy the more
likely than not standard. This would also include advice regarding whether
penalties can be avoided through disclosure by the taxpayer.16 In such a situ-
ation, applicable standards may prohibit the member from preparing the tax
return without appropriate disclosure.

.66 Illustration 3. The relevant tax code imposes penalties on tax return
preparers advising on return positions attributable to potentially abusive ar-
rangements that are designated as listed transactions or reportable transac-
tions with a significant purpose of avoidance or evasion of income tax, if there
is a related understatement of income tax. The penalty does not apply if the pre-
parer concludes that the position is more likely than not the correct position.
The member advising the taxpayer in planning a transaction is later retained to
prepare and sign the taxpayer's income tax return for the period that includes
the taxpayer's participation in the transaction.

.67 Conclusion. A member engaged to prepare a return reflecting a trans-
action that the member assisted in planning should reevaluate the need to
satisfy the more likely than not standard to avoid penalties (including poten-
tial sanction or discipline) as a preparer and whether potential penalties may
be avoided through appropriate disclosure. The member also should consider
whether a separate disclosure is required to avoid penalties under other statu-
tory provisions (in addition to penalties applicable to understatement of tax).
The member should inform the taxpayer of the taxpayer's penalty risks, as de-
scribed in illustrations 1 and 2 of this interpretation. The member also should
consider SSTS No. 1 and Interpretation No. 1-1.

16 The IRC Section 6662 substantial understatement penalty cannot be avoided by disclosure in
the context of a tax shelter.
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.68 Illustration 4. The relevant tax regulation provides that the details of
(or certain information regarding) a specific transaction are required to be at-
tached to the tax return, regardless of the level of authority supporting the as-
sociated tax return position (for example, even if there is substantial authority
or a higher level of confidence for the position). While preparing the taxpayer's
return for the year, the member is aware that an attachment is required.

.69 Conclusion. In general, if the taxpayer agrees to include the attach-
ment required by the regulation, the member may sign the return if the mem-
ber concludes the associated tax return position satisfies the required reporting
and disclosure standards. However, if the taxpayer refuses to include the at-
tachment, the member should not sign the return unless the member concludes
the associated tax return position satisfies the required reporting and disclo-
sure standards, and reasonable grounds exist for the taxpayer's position with
respect to the attachment. In this regard, the member should consider SSTS
No. 2, Answers to Questions on Returns (sec. 200), which provides that the term
questions, as used in the standard, "includes requests for information on the
return, in the instructions, or in the regulations, whether or not stated in the
form of a question," and that a "member should not omit an answer merely be-
cause it might prove disadvantageous to a taxpayer." The member also should
consider SSTS No. 1 and Interpretation No. 1-1.

.70 Illustration 5. The relevant tax regulations provide that the details of
certain potentially abusive transactions that are designated as listed trans-
actions are required to be disclosed in attachments to tax returns (enhanced
disclosure), regardless of the support for the associated tax return position (for
example, even if the applicable taxing authority's standard is satisfied). Under
the regulations, if the enhanced disclosure requirements for a listed transaction
are not satisfied, the taxpayer will have additional penalty risks, including the
possibility of a nonrescindable penalty. While researching the tax consequences
of a proposed transaction, a member concludes that the transaction is a listed
transaction.

.71 Conclusion. Notwithstanding the member's conclusion that the trans-
action is a listed transaction, the member may still recommend a tax return
position with respect to the transaction if he or she concludes that the po-
sition satisfies the required reporting and disclosure standards (other than
the enhanced disclosure). However, the member should inform the taxpayer
of the enhanced disclosure requirements of listed transactions and the addi-
tional penalty risks for noncompliance, including the potential for enhanced or
nonrescindable penalties or both.

.72 Illustration 6. The same regulations apply as in illustration 5. The
member first becomes aware that a taxpayer entered into a transaction while
preparing the taxpayer's return for the year of the transaction. While research-
ing the tax consequences of the transaction, the member concludes that the
taxpayer's transaction is a listed transaction.

.73 Conclusion. The member should inform the taxpayer of the enhanced
disclosure requirements and the additional penalty risks for noncompliance.
If the taxpayer agrees to make the enhanced disclosure required by the reg-
ulation, the member may sign the return if the member concludes the asso-
ciated tax return position also satisfies the required reporting and disclosure
standards. The member should not sign the return if the enhanced disclosure
requirements are not satisfied. If the member is a nonsigning preparer of the
return, the member should recommend that the taxpayer comply with the en-
hanced disclosure requirements regarding the transaction.
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.74 Illustration 7. The same regulations apply as in illustration 5. The
member first becomes aware that a taxpayer entered into a transaction while
preparing the taxpayer's return for the year of the transaction. While research-
ing the tax consequences of the transaction, the member concludes that there
is uncertainty about whether the taxpayer's transaction is a listed transaction.

.75 Conclusion. The member should inform the taxpayer of the enhanced
disclosure requirements and the additional penalty risks for noncompliance. If
the taxpayer agrees to make the enhanced disclosure required by the relevant
regulations, the member may sign the return if the member concludes the as-
sociated tax return position also satisfies the required reporting and disclosure
standards. If the taxpayer does not want to provide the enhanced disclosure of
the transaction because of the uncertainty about whether it is a listed transac-
tion, the member may sign the return if the member concludes the associated
tax return position satisfies the required reporting and disclosure standards
(other than the enhanced disclosure requirements), and reasonable grounds
exist for the taxpayer's position with regard to not providing enhanced disclo-
sure of the transaction. In this regard, the member should consider SSTS No.
2, which indicates that the degree of uncertainty regarding the meaning of a
question on a return may affect whether reasonable grounds exist for not re-
sponding to the question.

.76 Illustration 8. A member advises a taxpayer concerning the tax con-
sequences of a proposed transaction involving a loan from a U.S. bank. In the
process of reviewing documents associated with the proposed transaction, the
member uncovers a reference to a deposit the taxpayer will make with an over-
seas branch of the U.S. bank. The transaction documents appear to indicate
that this deposit is linked to the U.S. bank's issuance of the loan.

.77 Conclusion. The member should consider the effect, if any, of the de-
posit in advising the taxpayer about the tax consequences of the proposed trans-
action and with respect to other tax compliance matters reasonably likely to be
at issue (for example, foreign bank account reporting).

.78 Illustration 9. Under the relevant tax law, the tax consequences of a
leasing transaction depend on whether the property to be leased is reasonably
expected to have a residual value of 15 percent of its value at the beginning of
the lease. The member has relied on a taxpayer's instruction to use a particular
assumption concerning the residual value.

.79 Conclusion. Such reliance on the taxpayer's instructions may be appro-
priate if the assumption is supported by the expertise of the taxpayer, by the
member's review of information provided by the taxpayer or a third party, or
through the member's own knowledge or analysis.

.80 Illustration 10. A member is assisting a taxpayer with evaluating a
proposed equipment leasing transaction in which the estimated residual value
of the equipment at the end of the lease term is critical to the tax consequences
of the lease. The broker arranging the leasing transaction has prepared an anal-
ysis that sets out an explicit assumption concerning the equipment's estimated
residual value.

.81 Conclusion. The member should consider whether it is appropriate to
rely on the broker's assumption concerning the estimated residual value of the
equipment instead of obtaining a representation from the broker concerning es-
timated residual value or performing other procedures to validate the amount
to be used as an estimate of residual value in connection with the member's ad-
vice. In evaluating the appropriateness of the broker's assumption, the member
should consider, for example, factors such as the broker's experience in the area,
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the broker's methodology, and whether alternative sources of information are
reasonably available.

.82 Illustration 11. The tax consequences of a particular reorganization de-
pend, in part, on the majority shareholder of a corporation not disposing of stock
received in the reorganization in a manner that would prevent the transaction
from qualifying as a reorganization.

.83 Conclusion. The member should consider whether it is appropriate in
rendering tax advice to assume that such a disposition will not occur or whether,
under the circumstances, it is appropriate to request written representations
regarding the intent of the shareholder and any other parties to the reorgani-
zation concerning this requirement, as a condition to issuing an opinion on the
reorganization.

.84 Illustration 12. A taxpayer is considering a proposed transaction. The
taxpayer and the taxpayer's attorney advise the member that the member is
responsible for advising the taxpayer on the tax consequences of the transac-
tion.

.85 Conclusion. In addition to complying with the requirements of para-
graph .55 of this interpretation, the member generally should review all rele-
vant draft transaction documents in formulating the member's tax advice re-
lating to the transaction.

.86 Illustration 13. A member is responsible for advising a taxpayer on the
tax consequences of the taxpayer's estate plan.

.87 Conclusion. Under the circumstances, the member should review the
will and all other relevant documents to assess whether there appear to be any
tax issues raised by the formulation or implementation of the estate plan.

.88 Illustration 14. A member is assisting a taxpayer in connection with a
proposed transaction that has been recommended by an investment bank. To
support its recommendation, the investment bank offers a law firm's opinion on
the tax consequences. The member reads the opinion and notes that it is based
on a hypothetical statement of facts rather than the taxpayer's facts.

.89 Conclusion. The member may rely on the law firm's opinion when de-
termining whether the required reporting and disclosure standards have been
satisfied with respect to the tax consequences of the hypothetical transaction
if the member is satisfied about the source (for example, the knowledge and
expertise of the issuer), relevance, and persuasiveness of the opinion. How-
ever, the member should be diligent in taking such steps as are appropriate un-
der the circumstances to understand and evaluate the transaction as it applies
to the taxpayer's specific situation. See paragraph .56 of this interpretation.

.90 Illustration 15. A member is assisting a taxpayer in connection with a
proposed transaction that has been recommended by an investment bank. To
support that recommendation, the investment bank offers a law firm's opin-
ion about the tax consequences. The member reads the opinion and notes that
unlike the opinion described in illustration 14, it is carefully tailored to the
taxpayer's facts.

.91 Conclusion. The member may rely on the opinion when determining
whether the required reporting and disclosure standards have been satisfied
with respect to the taxpayer's participation in the transaction if the member
is satisfied about the source (for example, the knowledge and expertise of the
issuer), relevance, and persuasiveness of the opinion. In making that determi-
nation, the member should consider whether the opinion indicates the law firm
performed the steps listed in paragraph .56 of this interpretation.
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.92 Illustration 16. A member is assisting a taxpayer with year-end plan-
ning in connection with the taxpayer's proposed contribution of stock in a
closely held corporation to a charitable organization. The taxpayer instructs
the member to calculate the anticipated tax savings assuming a contribution
of 500 shares to a tax-exempt organization and assuming the stock has a fair
market value of $100 per share. The member is aware that on the taxpayer's
gift tax returns for the prior year, the taxpayer reported that her stock in the
corporation, gifted to her daughter, was worth $50 per share.

.93 Conclusion. The member's calculation of the anticipated tax savings
is subject to the general interpretations described in paragraphs .57 and .58
of this interpretation. Accordingly, even though this potentially may be a case
in which the value of the stock substantially appreciated during the year, the
member should consider the reasonableness of the assumption and consistency
with other information known to the member in connection with preparing the
projection. The member should consider whether to document discussions con-
cerning the increase in value of the stock with the taxpayer. The member also
should consider the applicability of the SSTSs.

.94 Illustration 17. The tax consequences to Target Corporation's share-
holders of an acquisition turn, in part, on Acquiring Corporation's continuance
of the trade or business of Target Corporation for some time after the acquisi-
tion. The member is preparing a tax opinion addressed to Target's shareholders.
The opinion is based on a written representation from Acquiring Corporation
that Acquiring Corporation will continue Target's business for two years fol-
lowing the acquisition.

.95 Conclusion. In conducting the due diligence necessary to establish the
relevant background facts, the member should consider the reasonableness of
the representation before determining that it is appropriate to rely on the rep-
resentation from Acquiring Corporation.

.96 Illustration 18. The member receives a telephone call from a taxpayer
who is the sole shareholder of a corporation. The taxpayer indicates that he
is thinking about exchanging his stock in the corporation for stock in a pub-
licly traded business. During the call, the member explains how the transaction
could be structured so it will qualify as a tax-free acquisition.

.97 Conclusion. Although oral advice may serve a taxpayer's needs appro-
priately in routine matters or in well-defined areas, written communications
are recommended in important, unusual, substantial dollar-value, or compli-
cated transactions. The member should use professional judgment about the
need to document oral advice. (See SSTS No. 7.)

.98 Illustration 19. The member receives a telephone call from a taxpayer
who wants to know whether he or she should lease or purchase a car. During
the call, the member explains how the arrangement should be structured so
that it helps achieve the taxpayer's objectives.

.99 Conclusion. In this situation, the member's response is in conformity
with this interpretation in view of the routine nature of the inquiry and the
well-defined tax issues. However, the member should evaluate whether other
considerations, such as avoiding misunderstanding with the taxpayer, suggest
that the conversation should be documented.
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TS Section 200

Answers to Questions on Returns

Source: SSTS No. 2

Effective date, unless
otherwise indicated:

January 2010

Introduction
.01 This statement sets forth the applicable standards for members when

signing the preparer's declaration on a tax return if one or more questions on
the return have not been answered. The term questions includes requests for
information on the return, in the instructions, or in the regulations, whether or
not stated in the form of a question.

Statement
.02 A member should make a reasonable effort to obtain from the taxpayer

the information necessary to provide appropriate answers to all questions on a
tax return before signing as preparer.

Explanation
.03 It is recognized that the questions on tax returns are not of uniform

importance, and often they are not applicable to the particular taxpayer. Nev-
ertheless, there are at least three reasons why a member should be satisfied
that a reasonable effort has been made to obtain information to provide appro-
priate answers to the questions on the return that are applicable to a taxpayer:

a. A question may be of importance in determining taxable income
or loss, or the tax liability shown on the return, in which circum-
stance an omission may detract from the quality of the return.

b. A request for information may require a disclosure necessary for
a complete return or to avoid penalties.

c. A member often must sign a preparer's declaration stating that
the return is true, correct, and complete.

.04 Reasonable grounds may exist for omitting an answer to a question
applicable to a taxpayer. For example, reasonable grounds may include the fol-
lowing:

a. The information is not readily available and the answer is not
significant in terms of taxable income or loss, or the tax liability
shown on the return.

b. Genuine uncertainty exists regarding the meaning of the question
in relation to the particular return.

c. The answer to the question is voluminous; in such cases, a state-
ment should be made on the return that the data will be supplied
upon examination.
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.05 A member should not omit an answer merely because it might prove
disadvantageous to a taxpayer.

.06 A member should consider whether the omission of an answer to a
question may cause the return to be deemed incomplete or result in penalties.

.07 If reasonable grounds exist for omission of an answer to an applicable
question, a taxpayer is not required to provide on the return an explanation of
the reason for the omission.
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TS Section 300

Certain Procedural Aspects of
Preparing Returns

Source: SSTS No. 3

Effective date, unless
otherwise indicated:

January 2010

Introduction
.01 This statement sets forth the applicable standards for members con-

cerning the obligation to examine or verify certain supporting data or to con-
sider information related to another taxpayer when preparing a taxpayer's tax
return.

Statement
.02 In preparing or signing a return, a member may in good faith rely, with-

out verification, on information furnished by the taxpayer or by third parties.
However, a member should not ignore the implications of information furnished
and should make reasonable inquiries if the information furnished appears to
be incorrect, incomplete, or inconsistent either on its face or on the basis of other
facts known to the member. Further, a member should refer to the taxpayer's
returns for one or more prior years whenever feasible.

.03 If the tax law or regulations impose a condition with respect to de-
ductibility or other tax treatment of an item, such as taxpayer maintenance
of books and records or substantiating documentation to support the reported
deduction or tax treatment, a member should make appropriate inquiries to
determine to the member's satisfaction whether such condition has been met.

.04 When preparing a tax return, a member should consider information
actually known to that member from the tax return of another taxpayer if the
information is relevant to that tax return and its consideration is necessary to
properly prepare that tax return. In using such information, a member should
consider any limitations imposed by any law or rule relating to confidentiality.

Explanation
.05 The preparer's declaration on a tax return often states that the infor-

mation contained therein is true, correct, and complete to the best of the pre-
parer's knowledge and belief based on all information known by the preparer.
This type of reference should be understood to include information furnished by
the taxpayer or by third parties to a member in connection with the preparation
of the return.

.06 The preparer's declaration does not require a member to examine or
verify supporting data; a member may rely on information furnished by the
taxpayer unless it appears to be incorrect, incomplete, or inconsistent. However,
there is a need to determine by inquiry that a specifically required condition,
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such as maintaining books and records or substantiating documentation, has
been satisfied and to obtain information when the material furnished appears
to be incorrect, incomplete, or inconsistent. Although a member has certain re-
sponsibilities in exercising due diligence in preparing a return, the taxpayer
has the ultimate responsibility for the contents of the return. Thus, if the tax-
payer presents unsupported data in the form of lists of tax information, such
as dividends and interest received, charitable contributions, and medical ex-
penses, such information may be used in the preparation of a tax return with-
out verification unless it appears to be incorrect, incomplete, or inconsistent
either on its face or on the basis of other facts known to a member.

.07 Even though there is no requirement to examine underlying documen-
tation, a member should encourage the taxpayer to provide supporting data
where appropriate. For example, a member should encourage the taxpayer to
submit underlying documents for use in tax return preparation to permit full
consideration of income and deductions arising from security transactions and
from pass-through entities, such as estates, trusts, partnerships, and S corpo-
rations.

.08 The source of information provided to a member by a taxpayer for use
in preparing the return is often a pass-through entity, such as a limited part-
nership, in which the taxpayer has an interest but is not involved in manage-
ment. A member may accept the information provided by the pass-through en-
tity without further inquiry, unless there is reason to believe it is incorrect, in-
complete, or inconsistent, either on its face or on the basis of other facts known
to the member. In some instances, it may be appropriate for a member to ad-
vise the taxpayer to ascertain the nature and amount of possible exposure to
tax deficiencies, interest, and penalties by taxpayer contact with management
of the pass-through entity.

.09 A member should make use of a taxpayer's returns for one or more prior
years in preparing the current return whenever feasible. Reference to prior re-
turns and discussion of prior-year tax determinations with the taxpayer should
provide information to determine the taxpayer's general tax status, avoid the
omission or duplication of items, and afford a basis for the treatment of similar
or related transactions. As with the examination of information supplied for
the current year's return, the extent of comparison of the details of income and
deduction between years depends on the particular circumstances.
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TS Section 400

Use of Estimates

Source: SSTS No. 4

Effective date, unless
otherwise indicated:

January 2010

Introduction
.01 This statement sets forth the applicable standards for members when

using the taxpayer's estimates in the preparation of a tax return. A member
may advise on estimates used in the preparation of a tax return, but the tax-
payer has the responsibility to provide the estimated data. Appraisals or valu-
ations are not considered estimates for purposes of this statement.

Statement
.02 Unless prohibited by statute or by rule, a member may use the tax-

payer's estimates in the preparation of a tax return if it is not practical to ob-
tain exact data and if the member determines that the estimates are reasonable
based on the facts and circumstances known to the member. The taxpayer's es-
timates should be presented in a manner that does not imply greater accuracy
than exists.

Explanation
.03 Accounting requires the exercise of professional judgment and, in

many instances, the use of approximations based on judgment. The applica-
tion of such accounting judgments, as long as not in conflict with methods set
forth by a taxing authority, is acceptable. These judgments are not estimates
within the purview of this statement. For example, a federal income tax regula-
tion provides that if all other conditions for accrual are met, the exact amount of
income or expense need not be known or ascertained at year end if the amount
can be determined with reasonable accuracy.

.04 When the taxpayer's records do not accurately reflect information re-
lated to small expenditures, accuracy in recording some data may be difficult
to achieve. Therefore, the use of estimates by a taxpayer in determining the
amount to be deducted for such items may be appropriate.

.05 When records are missing or precise information about a transaction
is not available at the time the return must be filed, a member may prepare a
tax return using a taxpayer's estimates of the missing data.

.06 Estimated amounts should not be presented in a manner that provides
a misleading impression about the degree of factual accuracy.

.07 Specific disclosure that an estimate is used for an item in the return is
not generally required; however, such disclosure should be made in unusual cir-
cumstances where nondisclosure might mislead the taxing authority regarding
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the degree of accuracy of the return as a whole. Some examples of unusual cir-
cumstances include the following:

a. A taxpayer has died or is ill at the time the return must be filed.
b. A taxpayer has not received a Schedule K-1 for a pass-through

entity at the time the tax return is to be filed.
c. There is litigation pending (for example, a bankruptcy proceed-

ing) that bears on the return.
d. Fire, computer failure, or natural disaster has destroyed the rel-

evant records.
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TS Section 500

Departure From a Position Previously
Concluded in an Administrative Proceeding
or Court Decision

Source: SSTS No. 5

Effective date, unless
otherwise indicated:

January 2010

Introduction
.01 This statement sets forth the applicable standards for members in rec-

ommending a tax return position that departs from the position determined in
an administrative proceeding or in a court decision with respect to the tax-
payer's prior return.

.02 For purposes of this statement, administrative proceeding includes an
examination by a taxing authority or an appeals conference relating to a return
or a claim for refund.

.03 For purposes of this statement, court decision means a decision by any
court having jurisdiction over tax matters.

Statement
.04 The tax return position with respect to an item as determined in an

administrative proceeding or court decision does not restrict a member from
recommending a different tax position in a later year's return, unless the tax-
payer is bound to a specified treatment in the later year, such as by a formal
closing agreement. Therefore, the member may recommend a tax return posi-
tion or prepare or sign a tax return that departs from the treatment of an item
as concluded in an administrative proceeding or court decision with respect to
a prior return of the taxpayer provided the requirements of TS section 100, Tax
Return Positions, are satisfied.

Explanation
.05 If an administrative proceeding or court decision has resulted in a de-

termination concerning a specific tax treatment of an item in a prior year's
return, a member will usually recommend this same tax treatment in subse-
quent years. However, departures from consistent treatment may be justified
under such circumstances as the following:

a. Taxing authorities tend to act consistently in the disposition of
an item that was the subject of a prior administrative proceeding
but generally are not bound to do so. Similarly, a taxpayer is not
bound to follow the tax treatment of an item as consented to in
an earlier administrative proceeding.
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b. The determination in the administrative proceeding or the court's
decision may have been caused by a lack of documentation. Sup-
porting data for the later year may be appropriate.

c. A taxpayer may have yielded in the administrative proceeding
for settlement purposes or not appealed the court decision, even
though the position met the standards in TS section 100.

d. Court decisions, rulings, or other authorities that are more favor-
able to a taxpayer's current position may have developed since the
prior administrative proceeding was concluded or the prior court
decision was rendered.

.06 The consent in an earlier administrative proceeding and the existence
of an unfavorable court decision are factors that the member should consider
in evaluating whether the standards in TS section 100 are met.
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TS Section 600

Knowledge of Error: Return Preparation
and Administrative Proceedings

Source: SSTS No. 6

Effective date, unless
otherwise indicated:

January 2010

Introduction
.01 This statement sets forth the applicable standards for a member who

becomes aware of (a) an error in a taxpayer's previously filed tax return; (b) an
error in a return that is the subject of an administrative proceeding, such as an
examination by a taxing authority or an appeals conference; or (c) a taxpayer's
failure to file a required tax return. As used herein, the term error includes any
position, omission, or method of accounting that, at the time the return is filed,
fails to meet the standards set out in TS section 100, Tax Return Positions. The
term error also includes a position taken on a prior year's return that no longer
meets these standards due to legislation, judicial decisions, or administrative
pronouncements having retroactive effect. However, an error does not include
an item that has an insignificant effect on the taxpayer's tax liability. The term
administrative proceeding does not include a criminal proceeding.

.02 This statement applies whether or not the member prepared or signed
the return that contains the error.

.03 Special considerations may apply when a member has been engaged by
legal counsel to provide assistance in a matter relating to the counsel's client.

Statement
.04 A member should inform the taxpayer promptly upon becoming aware

of an error in a previously filed return, an error in a return that is the subject of
an administrative proceeding, or a taxpayer's failure to file a required return.
A member also should advise the taxpayer of the potential consequences of the
error and recommend the corrective measures to be taken. Such advice and
recommendation may be given orally. The member is not allowed to inform the
taxing authority without the taxpayer's permission, except when required by
law.

.05 If a member is requested to prepare the current year's return and the
taxpayer has not taken appropriate action to correct an error in a prior year's
return, the member should consider whether to withdraw from preparing the
return and whether to continue a professional or employment relationship with
the taxpayer. If the member does prepare such current year's return, the mem-
ber should take reasonable steps to ensure that the error is not repeated.

.06 If a member is representing a taxpayer in an administrative proceeding
with respect to a return that contains an error of which the member is aware,
the member should request the taxpayer's agreement to disclose the error to
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the taxing authority. Lacking such agreement, the member should consider
whether to withdraw from representing the taxpayer in the administrative
proceeding and whether to continue a professional or employment relationship
with the taxpayer.

Explanation
.07 While performing services for a taxpayer, a member may become aware

of an error in a previously filed return or may become aware that the taxpayer
failed to file a required return. The member should advise the taxpayer of the er-
ror and the potential consequences, and recommend the measures to be taken.
Similarly, when representing the taxpayer before a taxing authority in an ad-
ministrative proceeding with respect to a return containing an error of which
the member is aware, the member should advise the taxpayer to disclose the
error to the taxing authority and of the potential consequences of not disclosing
the error. Such advice and recommendation may be given orally.

.08 It is the taxpayer's responsibility to decide whether to correct the error.
If the taxpayer does not correct an error, a member should consider whether to
withdraw from the engagement and whether to continue a professional or em-
ployment relationship with the taxpayer. Although recognizing that the tax-
payer may not be required by statute to correct an error by filing an amended
return, a member should consider whether a taxpayer's decision not to file an
amended return or otherwise correct an error may predict future behavior that
might require termination of the relationship.

.09 Once the member has obtained the taxpayer's consent to disclose an
error in an administrative proceeding, the disclosure should not be delayed to
such a degree that the taxpayer or member might be considered to have failed to
act in good faith or to have, in effect, provided misleading information. In any
event, disclosure should be made before the conclusion of the administrative
proceeding.

.10 A conflict between the member's interests and those of the taxpayer
may be created by, for example, the potential for violating Code of Professional
Conduct Rule 301, Confidential Client Information (ET sec. 301 par. .01) (re-
lating to the member's confidential client relationship); the tax law and regu-
lations; or laws on privileged communications, as well as by the potential ad-
verse impact on a taxpayer of a member's withdrawal. Therefore, a member
should consider consulting with his or her own legal counsel before deciding
upon recommendations to the taxpayer and whether to continue a professional
or employment relationship with the taxpayer.

.11 If a member believes that a taxpayer may face possible exposure to
allegations of fraud or other criminal misconduct, the member should advise
the taxpayer to consult with an attorney before the taxpayer takes any action.

.12 If a member decides to continue a professional or employment rela-
tionship with the taxpayer and is requested to prepare a tax return for a year
subsequent to that in which the error occurred, the member should take reason-
able steps to ensure that the error is not repeated. If the subsequent year's tax
return cannot be prepared without perpetuating the error, the member should
consider withdrawal from the return preparation. If a member learns that the
taxpayer is using an erroneous method of accounting and it is past the due date
to request permission to change to a method meeting the standards of TS sec-
tion 100, the member may sign a tax return for the current year, providing the
tax return includes appropriate disclosure of the use of the erroneous method.
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.13 Whether an error has no more than an insignificant effect on the tax-
payer's tax liability is left to the professional judgment of the member based on
all the facts and circumstances known to the member. In judging whether an er-
roneous method of accounting has more than an insignificant effect, a member
should consider the method's cumulative effect, as well as its effect on the cur-
rent year's tax return or the tax return that is the subject of the administrative
proceeding.

.14 If a member becomes aware of the error while performing services for a
taxpayer that do not involve tax return preparation or representation in an ad-
ministrative proceeding, the member's responsibility is to advise the taxpayer
of the existence of the error and to recommend that the error be discussed with
the taxpayer's tax return preparer. Such recommendation may be given orally.
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TS Section 700

Form and Content of Advice to Taxpayers

Source: SSTS No. 7

Effective date, unless
otherwise indicated:

January 2010

Introduction
.01 This statement sets forth the applicable standards for members con-

cerning certain aspects of providing advice to a taxpayer and considers the
circumstances in which a member has a responsibility to communicate with
a taxpayer when subsequent developments affect advice previously provided.
The statement does not, however, cover a member's responsibilities when the
expectation is that the advice rendered is likely to be relied on by parties other
than the taxpayer.

Statement
.02 A member should use professional judgment to ensure that tax ad-

vice provided to a taxpayer reflects competence and appropriately serves the
taxpayer's needs. When communicating tax advice to a taxpayer in writing,
a member should comply with relevant taxing authorities' standards, if any,
applicable to written tax advice. A member should use professional judgment
about any need to document oral advice. A member is not required to follow a
standard format when communicating or documenting oral advice.

.03 A member should assume that tax advice provided to a taxpayer will
affect the manner in which the matters or transactions considered would be
reported or disclosed on the taxpayer's tax returns. Therefore, for tax advice
given to a taxpayer, a member should consider, when relevant (a) return report-
ing and disclosure standards applicable to the related tax return position and
(b) the potential penalty consequences of the return position. In ascertaining
applicable return reporting and disclosure standards, a member should follow
the standards in TS section 100, Tax Return Positions.

.04 A member has no obligation to communicate with a taxpayer when
subsequent developments affect advice previously provided with respect to sig-
nificant matters, except while assisting a taxpayer in implementing procedures
or plans associated with the advice provided or when a member undertakes this
obligation by specific agreement.

Explanation
.05 Tax advice is recognized as a valuable service provided by members.

The form of advice may be oral or written and the subject matter may range
from routine to complex. Because the range of advice is so extensive and be-
cause advice should meet the specific needs of a taxpayer, neither a standard
format nor guidelines for communicating or documenting advice to the taxpayer
can be established to cover all situations.
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.06 Although oral advice may serve a taxpayer's needs appropriately in
routine matters or in well-defined areas, written communications are recom-
mended in important, unusual, substantial dollar value, or complicated trans-
actions. The member may use professional judgment about whether, subse-
quently, to document oral advice.

.07 In deciding on the form of advice provided to a taxpayer, a member
should exercise professional judgment and should consider such factors as the
following:

a. The importance of the transaction and amounts involved
b. The specific or general nature of the taxpayer's inquiry
c. The time available for development and submission of the advice
d. The technical complexity involved
e. The existence of authorities and precedents
f. The tax sophistication of the taxpayer
g. The need to seek other professional advice
h. The type of transaction and whether it is subject to heightened

reporting or disclosure requirements
i. The potential penalty consequences of the tax return position for

which the advice is rendered
j. Whether any potential applicable penalties can be avoided

through disclosure
k. Whether the member intends for the taxpayer to rely upon the

advice to avoid potential penalties
.08 A member may assist a taxpayer in implementing procedures or plans

associated with the advice offered. When providing such assistance, the mem-
ber should review and revise such advice as warranted by new developments
and factors affecting the transaction.

.09 Sometimes a member is requested to provide tax advice but does not
assist in implementing the plans adopted. Although such developments as leg-
islative or administrative changes or future judicial interpretations may affect
the advice previously provided, a member cannot be expected to communicate
subsequent developments that affect such advice unless the member under-
takes this obligation by specific agreement with the taxpayer.

.10 Taxpayers should be informed that (a) the advice reflects professional
judgment based upon the member's understanding of the facts, and the law ex-
isting as of the date the advice is rendered and (b) subsequent developments
could affect previously rendered professional advice. Members may use precau-
tionary language to the effect that their advice is based on facts as stated and
authorities that are subject to change.

.11 In providing tax advice, a member should be cognizant of applicable
confidentiality privileges.
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TS Section Appendix

Cross-Reference of Previous and Revised
Statements

Previous
Statement

No.
Previous
Section Changes

1988
Revised
Section

2000
Revised
Section

2010
Revised
Section

1 111 Withdrawn 1982 —
2 121 Withdrawn 1982 —
3 131 Superseded by

Statement No. 2,
August 1988

122

3 131 Superseded by
Statement No. 2,
August 2000

200

3 131 Superseded by
Statement No. 2,
January 2010

200

4 141 Superseded by
Statement No. 5,
August 1988

152

4 141 Superseded by
Statement No. 5,
August 2000

500

4 141 Superseded by
Statement No. 5,
January 2010

500

5 151 Superseded by
Statement No. 4,
August 1988

142

5 151 Superseded by
Statement No. 4,
August 2000

400

5 151 Superseded by
Statement No. 4,
January 2010

400

(continued)
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Previous
Statement

No.
Previous
Section Changes

1988
Revised
Section

2000
Revised
Section

2010
Revised
Section

6 161 Superseded by
Statement No. 6,
August 1988;
Revised May 1991

162

6 161 Superseded by
Statement No. 6,
August 2000

600

6 161 Superseded by
Statement No. 6,
January 2010

600

7 171 Superseded by
Statement No. 7,
August 1988;
Revised May 1991

172

7 171 Superseded by
Statement No. 7,
August 2000

700

7 171 Superseded by
Statement No. 6,
January 2010

600

8 181 Superseded by
Statement No. 8,
August 1988

182

8 181 Superseded by
Statement No. 8,
August 2000

800

8 181 Superseded by
Statement No. 7,
January 2010

700

9 191 Superseded by
Statement No. 3,
August 1988

132

9 191 Superseded by
Statement No. 3,
August 2000

300

9 191 Superseded by
Statement No. 3,
January 2010

300
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Previous
Statement

No.
Previous
Section Changes

1988
Revised
Section

2000
Revised
Section

2010
Revised
Section

10 201 Superseded by
Statement No. 1,
August 1988

112

10 201 Superseded by
Statement No. 1,
August 2000

100

10 201 Superseded by
Statement No. 1,
January 2010

100
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TS TOPICAL INDEX
References are to TS section and paragraph numbers.

A
ADMINISTRATIVE PROCEEDINGS
. Contrary Tax Return Positions. . . . . .500.01-.06
. Definition . . . . . . . . . . . . . . . . . . . . 500.02; 600.01
. Disclosure of an Error . . . . . . . . . . . . . 600.04-.06
. Errors . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600.01-.14

ADVICE TO CLIENTS
. Alternative Acceptable Positions . . . . . . . 100.13
. Communication of Significant

Developments . . . . . . . . . . . . . . . . . . . . . . 700.09
. Corrections on Return . . . . . . . . . . . . . 600.04-.06
. Discovery of Error in Nontax

Engagements . . . . . . . . . . . . . . . . . . . . . . .600.13
. Errors Subject to Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 600.04-.06
. Factors to Consider. . . . . . . . . . . . . . . . . . .700.07
. Follow-Up on Advice. . . . . . . . . . . . . . . . . . .700.08
. Form and Content. . . . . . . . . . . . . . . . .700.01-.11
. Judgment . . . . . . . 700.02; 700.06-.07; 700.10
. Legal Consultation . . . . . . . . . . . 600.03; 600.11
. Oral Communications . . . . . 600.14; 700.05-.06
. Precautionary Statements . . . . . . . . . . . . . 700.10
. Subsequent Developments . . . . . . . . 700.01-.11
. Tax Return Positions . . . . . . . . . . . . . . 100.13-.15
. Written Communications. . . . . . . . . . .700.04-.07

ANSWERS TO QUESTIONS—See Questions
on Returns

C
CLIENTS
. Advice—See Advice to Clients
. Disclosure of Error to IRS . . . . . . . . . 600.04-.09
. Errors on Tax Returns . . . . . . . . . . . . . 600.01-.14
. Errors Subject to Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 600.01-.14
. Estimates on Tax Returns. . . . . . . . . .400.01-.07
. Failure to File Return . . . . . . . . . . . . . . 600.01-.14
. Information Furnished to Member . . . . . 300.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300.07
. Position Contrary to Member’s

Advice. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.14
. Prior Year’s Returns . . . . . . . . . . 300.02; 300.09
. Responsibility for Return . . . . . . . . . . 100.10-.11;

. . . . . . . . . . 100.15; 300.06; 400.01; 600.08
. Tax Return Position Contrary to Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 500.01-.06
. Tax Return Position

Recommendations . . . . . . . . . . . . . . 100.04-.08

COMMUNICATION
. Privileged—See Confidential Client Information

CONFIDENTIAL CLIENT INFORMATION
. Information Related to Another

Client . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300.04

COURT DECISIONS
. Contrary Tax Return Positions. . . . . .500.01-.06
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .500.03

D
DATA
. Examination of Supporting

Data . . . . . . . . . . . . . . . 300.01-.02; 300.05-.07

DECISIONS
. Court—See Court Decisions

DECLARATIONS
. Reliance on Client’s Information . . . . 300.05-.06

DEFINITIONS—See Terminology

DISCLOSURE
. Errors on Tax Returns . . . . . . . . . . . . . 600.04-.09
. Estimates . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.07
. Tax Return Positions . . . . . 100.02-.03; 100.06;

. . . . . . . . . . . . . . . . . . . . . . . 100.09; 100.14-.15

DUE PROFESSIONAL CARE
. Information Supplied by Client

to Member . . . . . . . . . . . . . . . . . . . . . . . . . 300.06

E
ERRORS
. Advice to Clients . . . . . . . . . . . . . . . . . . 600.04-.06
. Applicability of Statement on Member’s

Responsibility . . . . . . . . . . . . . . . . . . . . . . . 600.02
. Communication to IRS . . . . . . . . . . . . . . . . 600.04
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .600.01
. Disclosure . . . . . . . . . . . . . . . . . . . . . . . . 600.04-.09
. Effect on Tax Liability . . . . . . . . . . . . . . . . . 600.13
. Knowledge of Error . . . . . . . . . . . . . . . 600.01-.14
. Subject of Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 600.01-.14

ESTIMATION
. Disclosure. . . . . . . . . . . . . . . . . . . . . . . . . . . .400.07
. Judgment . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.03
. Tax Returns. . . . . . . . . . . . . . . . . . . . . . .400.01-.07
. Transactions Involving Small

Expenditures. . . . . . . . . . . . . . . . . . . . . . . .400.04
. Unavailable Data . . . . . . . . . . . . . . . . . . . . . .400.05

EVENTS
. Subsequent—See Subsequent Events

EXPENSES
. Estimates on Returns . . . . . . . . . . . . . . . . . 400.04
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I
INCOME TAX RETURNS—See Tax Returns

INTERNAL REVENUE CODE
. Member’s Treatment of Conditions Imposed

by Tax Regulations . . . . . . . . . . . . . . . . . . 300.03

INTERNAL REVENUE SERVICE
. Administrative Proceeding . . . . 500.02; 600.07
. Communication of Errors. . . . . . . . . . . . . .600.04

J
JUDGMENT
. Advice to Clients . . . . . . . . .700.02; 700.06-.07;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 700.10
. Effect of Error on Tax Liability . . . . . . . . . 600.13
. Use of Estimates . . . . . . . . . . . . . . . . . . . . . 400.03

M
MEMBERS
. Applicability of Statement on

Responsibility . . . . . . . . . . . . . . . . . . . . . . . 600.02
. Client’s Failure to File Tax

Return . . . . . . . . . . . . . . . . . . . . . . . . . . 600.01-.14
. Client’s Information Provided by a Pass-Through

Entity. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .300.08
. Communication of Errors. . . . . . . . . . . . . .600.04
. Communication of Significant Developments

Affecting Previous Advice . . . . . . . . . . . .700.09
. Conditions Imposed by Tax

Regulations . . . . . . . . . . . . . . . . . . . . . . . . . 300.03
. Contrary Tax Return Positions. . . . . . . . .100.05;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.13
. Discovery of Error in Nontax

Engagement . . . . . . . . . . . . . . . . . . . . . . . . 600.13
. Error on Client’s Tax Return . . . . . . . . 600.01-.14
. Errors Subject to Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 600.01-.14
. Estimates on Tax Returns. . . . . . . . . .400.01-.07
. Examination of Supporting

Data . . . . . . . . . . . . . . . 300.01-.02; 300.05-.07
. Follow-Up on Advice to Clients . . . . . . . . . 700.08
. Information Related to Another

Client . . . . . . . . . . . . . . . . . . 300.01-.02; 300.04
. Litigation Support Services . . . . . . . . . . . .600.03
. Procedural Aspects of Preparing

Returns . . . . . . . . . . . . . . . . . . . . . . . . . 300.01-.09
. Reliance on Client’s Information . . . . . . . 300.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300.05-.06
. Responsibilities. . . . . . . . . . . . . .100.08; 100.11;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 300.06; 600.14
. Signatures—See Signatures
. Subsequent Developments Affecting

Advice . . . . . . . . . . . . . . . . . . . . . . . . . . 700.01-.11
. Support for Tax Return Positions. . . . . . .100.12
. Tax Return Positions . . . . . . . . . . . . . . 100.01-.16
. Tax Return Positions Contrary to Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 500.01-.06
. Unanswered Questions

on Returns . . . . . . . . . . . . . . . . . . . . . . 200.01-.07

MEMBERS—continued
. Use of Prior Year Return . . . . . . 300.02; 300.09
. Withdrawal From Engagement. . . . .600.05-.06;

. . . . . . . . . . . . . . . . . . . . . . . . . . . 600.08; 600.10

MISREPRESENTATION
. Estimates on Return . . . . . . . . . . . . . . 400.06-.07

P
PENALTIES
. Omission of Answers . . . . . . . . . . . . . . . . . 200.06
. Tax Return Positions . . . . . 100.06; 100.11-.12;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.15

PREPARER’S DECLARATION—See
Declarations

PRIOR YEAR RETURNS
. Errors on Return . . . . . . . . . . . . . . . . . . 600.01-.14
. Tax Return Positions Contrary to Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 500.01-.06
. Use in Preparing Tax Returns . . . . . . . . . 300.02;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300.09

PRIVILEGED COMMUNICATION—See
Confidential Client Information

Q
QUESTIONS ON RETURNS
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .200.01
. Reasonable Grounds for Omission

of Answers . . . . . . . . . . . . . . . . .200.04; 200.07
. Signature of Preparer . . . . . . . . . . . . . 200.01-.03
. Unanswered Questions . . . . . . . . . . . . 200.01-.07

S
SIGNATURES
. Evaluation of Tax Positions . . . . . . . . . . . . 500.04
. Tax Returns. . . . . . . . . . . . . . . . . . . . . . .100.03-.07
. Unanswered Questions on

Returns . . . . . . . . . . . . . . . . . . . . . . . . . 200.01-.03

SUBSEQUENT EVENTS
. Advice to Clients . . . . . . . . . . . . . . . . . . 700.01-.11

T
TAX RETURN POSITIONS
. Advice to Clients . . . . . . . . . . . . . . . . . . 100.13-.15
. Alternative Acceptable Positions . . . . . . . 100.13
. Client Asserts Position Against Member’s

Advice. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.14
. Contrary Positions . . . . . . . . . . . 100.05; 100.13
. Contrary to Prior Administrative

Proceeding . . . . . . . . . . . . . . . . . . . . . 500.01-.06
. Contrary to Prior Year’s Return . . . . . . . . 500.04
. Definition . . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.01
. Disclosure. . . . . . . . . . . . . . .100.02-.03; 100.06;

. . . . . . . . . . . . . . . . . . . . . . . 100.09; 100.14-.15
. Materiality . . . . . . . . . . . . . . . . . . . . . . . . . . . .100.01
. Penalties . . . . . . . . . . . . 100.06; 100.12; 100.15
. Realistic Possibility Standard . . . . . . . . . . 100.05

INC ©2017, AICPA



TS Topical Index 3057

TAX RETURN POSITIONS—continued
. Recommendations to Client. . . . . . . .100.03-.08
. Rights and Responsibilities . . . . . . . . . . . 100.08;

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.10-.11
. Settlement Negotiation. . . . . . . . . . . . . . . .100.07
. Support for Positions . . . . . . . . . . . . . . . . . 100.12

TAX RETURNS
. Conditions Imposed by Tax

Regulations . . . . . . . . . . . . . . . . . . . . . . . . . 300.03
. Cumulative Effect of Error . . . . . . . . . . . . . 600.13
. Declaration of Preparer. . . . . . . . . . . .300.05-.06
. Errors on Returns . . . . . . . . . . . . . . . . . 600.01-.14
. Errors Subject to Administrative

Proceedings . . . . . . . . . . . . . . . . . . . . 600.01-.14
. Estimates on Returns . . . . . . . . . . . . . 400.01-.07
. Failure to File . . . . . . . . . . . . . . . . . . . . . 600.01-.14
. Incomplete . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.06
. Information Related to Another

Client . . . . . . . . . . . . . . . . . . 300.01-.02; 300.04
. Preparation. . . . . . . . . . . . . .100.01; 100.03-.07;

. . . . . . . . . . . . . . 100.09-.10; 100.14; 100.16
. Prior Year—See Prior Year Returns
. Procedural Aspects of Preparing

Returns . . . . . . . . . . . . . . . . . . . . . . . . . 300.01-.09

TAX RETURNS—continued
. Responsibility of Client . . . . . . . . . . . .100.10-.11;

. . . . . . . . . . 100.15; 300.06; 400.01; 600.08
. Signatures—See Signatures
. Supporting Data . . . . . . 300.01-.02; 300.05-.08
. Tax Return Positions—See Tax Return Positions
. Unanswered Questions

on Returns . . . . . . . . . . . . . . . . . . . . . . 200.01-.07

TAX SERVICES
. Advice—See Advice to Clients
. Error on Client’s Return . . . . . . . . . . . .600.01-.14
. Estimates on Returns . . . . . . . . . . . . . 400.01-.07
. Misrepresentation—See Misrepresentation
. Tax Return Positions—See Tax Return Positions
. Unanswered Questions on

Returns . . . . . . . . . . . . . . . . . . . . . . . . . 200.01-.07

TERMINOLOGY
. Administrative Proceedings . . . 500.02; 600.01
. Court Decision . . . . . . . . . . . . . . . . . . . . . . . 500.03
. Error. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .600.01
. Preparation of a Tax Return. . . . . . . . . . . .100.16
. Questions . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200.01
. Tax Return Positions . . . . . . . . . . . . . . . . . . 100.01
. Taxpayer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.01
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Foreword

The Personal Financial Planning Executive Committee (PFP EC) has issued
Statement on Standards in Personal Financial Planning Services No. 1 (the
statement) to provide guidance to members and a framework for delivering
PFP services with the highest levels of integrity, professionalism, objectivity,
and competence so that a CPA financial planner can serve the best interests of
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his or her clients and the public. The PFP EC is the senior committee of the
AICPA designated to promulgate enforceable standards of PFP practice. 1

The statement applies to all members providing PFP services regardless of the
jurisdictions in which they practice. Interpretations of the statement may be
issued by the PFP EC as guidance to assist in understanding and applying
the statement. The PFP EC interpretations are recommendations on the appli-
cation of the statement. The statement and its interpretations are intended
to complement other laws, regulations, and professional standards of PFP
practice.
The statement is written in as simple and objective a manner as possible. How-
ever, by their nature, practice standards provide for an appropriate range of
behaviors and need to be interpreted to address a broad range of personal
and professional situations. Accordingly, enforcement of these rules, as part
of the AICPA's Code of Professional Conduct "General Standards Rule" (ET
sec. 1.300.001 and 2.300.001) and "Compliance with Standards Rule" (ET sec.
1.310.001 and 2.310.001) as well as paragraphs .02–.05 of the "Application of
the AICPA Code" (ET sec. 0.200.020), will be undertaken on a case-by-case ba-
sis.

1 Per AICPA Bylaw Section 360R, Implementing Resolutions Under Section 3.6 Committees, the
Personal Financial Planning Executive Committee (PFP EC) is an AICPA senior committee. The PFP
EC is designated as a body that may promulgate technical standards under the "General Standards
Rule" (ET sec. 1.300.001 and 2.300.001) and the "Compliance with Standards Rule" (ET sec. 1.310.001
and 2.310.001).

PFP ©2017, AICPA
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PFP Section 100

Statement on Standards in Personal Financial
Planning Services

(Supersedes the Statement on Responsibilities in Personal Financial
Planning Practice.)

Source: Statement on Standards in Personal Financial Planning Ser-
vices No. 1.

January 2014; revised, January 2015, to reflect conforming changes
necessary due to the issuance of the revised AICPA Code of Profes-
sional Conduct, effective December 15, 2014.

Scope
.01 Statement on Standards in Personal Financial Planning Services

No. 1 (the statement) addresses the responsibilities of AICPA members (mem-
bers) who are described in paragraph .04 that follows. The statement applies
when personal financial planning (PFP) services are provided, even if part of
another engagement.

.02 The statement establishes the applicable standards for members with
regard to PFP engagements. (Ref: par. .A1)

Nature of PFP Services
.03 PFP is the process of identifying personal financial goals and resources,

designing financial strategies, and making personalized recommendations (Ref:
par. .12) (whether written or oral) that, when implemented, assist the client in
achieving these goals. This process may include implementation of recommen-
dations or monitoring or updating the engagement. PFP services encompass
one or more of the following activities:

a. Cash flow planning
b. Risk management and insurance planning
c. Retirement planning
d. Investment planning
e. Estate, gift, and wealth transfer planning
f. Elder planning
g. Charitable planning
h. Education planning
i. Tax planning

Applicability
.04 The statement applies when a member provides PFP services as de-

fined in paragraph .12, and (Ref: par. .A2)

a. represents to the public or clients that the member provides PFP
services,
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3064 Personal Financial Planning

b. engages in activities that would require registration as an invest-
ment adviser under federal or state law, 1 or

c. sells a product as a result of an engagement.

.05 The statement does not supersede other applicable AICPA professional
standards, such as (Ref: par. .A2–.A3, .A11)

a. the Statement on Standards for Accounting and Review Services
(SSARS) No. 6, Reporting on Personal Financial Statements In-
cluded in Written Personal Financial Plans (AR sec. 600), with
regard to the compilation of personal financial statements;

b. the Statements on Standards for Tax Services (SSTSs) with re-
gard to tax services; and

c. the Statement on Standards for Valuation Services (SSVS) No. 1,
Valuation of a Business, Business Ownership Interest, Security, or
Intangible Asset (VS sec. 100), with regard to valuation services.

Objective
.06 The statement provides authoritative guidance and establishes en-

forceable standards for members who provide PFP services to assist them in
fulfilling their professional responsibilities.

Authority of the Statement
.07 The statement contains requirements designed to enable the member

to meet the stated objective. It also includes related guidance in the form of
application and other explanatory material that provides context relevant to a
proper understanding of the statement and definitions.

.08 The requirements of the statement are expressed using the word
should. If a standard provides that a member "should" perform an action,
then unless prevailing facts and circumstances dictate otherwise, this action
is required. If a standard provides that a procedure or action is one that the
member "should consider," the consideration of the procedure or action is re-
quired, whereas carrying out the specified procedure or action is not. The
professional requirements of the statement are to be understood and applied
in the context of the explanatory material that provides guidance for their
application.

.09 The "Application Material" section and other explanatory material pro-
vide further explanation of the requirements and guidance for carrying them
out.

.10 The words may, might, and could, among others, are used to describe
actions and procedures that are recommended but not required. Although such
guidance does not, in itself, impose a requirement, it is relevant to the proper
application of the requirements.

.11 The statement includes, under the heading "Definitions," a descrip-
tion of the meanings attributed to certain terms for purposes of the statement.
These are provided to assist with the consistent application and interpretation
of the statement and are not intended to override definitions that may be es-
tablished for other purposes, whether by law or regulation.

1 Reference The CPA's Guide to Investment Advisory Business Models published by AICPA.
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Definitions
.12 For purposes of the statement, the following terms have the meanings

attributed:

Personal financial planning services. The process of identifying per-
sonal financial goals and resources, designing financial strategies, and
making personalized recommendations that, when implemented, assist
the client in achieving these goals. (Ref: par. .03)

Personal financial planning engagement. An engagement in which
a member provides PFP services and the statement applies. (Ref: par.
.03–.04)

Implementation engagement. A PFP engagement that involves assist-
ing the client in taking action on recommendations developed during
the PFP engagement.

Monitoring engagement. A PFP engagement that involves tracking and
communicating the client's progress in achieving established PFP goals.

Updating engagement. A PFP engagement that involves revising the
client's existing financial plan and financial planning recommendations
as the member and client agree upon.

Personalized recommendation. Financial advice directing a client to
take action based on the client's personal financial information disclosed
to the member. (Ref: par. .03)

Requirements
General Professional Responsibilities

.13 The member should read the entire statement, including its applica-
tion and other explanatory material, to understand its objective and apply its
requirements properly.

.14 The proper application of the requirements established by the state-
ment is expected to provide a sufficient basis for the achievement of the objec-
tive. However, because circumstances vary widely and all such circumstances
cannot be anticipated, the member should consider whether, due to the exis-
tence of particular matters or circumstances, procedures in addition to those
required by the statement are needed to meet the stated objective.

.15 The member must comply with each requirement of the statement un-
less,

a. in the circumstances of the engagement, the requirement is not
relevant because it is conditional, and the condition does not exist.

b. the member judges it necessary to depart from a requirement. In
such circumstances, the member should perform alternative pro-
cedures to achieve the intent of that requirement and document
the justification for that departure.

.16 The member should consider applicable interpretive publications
when providing PFP services. (Ref: par. .A5)

Independence and PFP Services
.17 If PFP services are performed for a client for which the member or

member's firm also performs an attest engagement (ET sec. 0.400.04), the
member should meet the requirements of the "Nonattest Services" subtopic
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(ET sec. 1.295) under the "Independence Rule" (ET sec. 1.200.001) so as not to
impair the member's independence with respect to the client.

Responsibilities of Members in PFP Engagements
(Ref: par. .A6–.A13)

.18 The member should comply with relevant ethical requirements. (Ref:
par. .A7)

.19 The member should possess a level of knowledge of PFP principles and
theory, and a level of skill in the application of such principles, that will enable
him or her to (Ref: par. .A8)

a. identify client goals and objectives;

b. gather and analyze relevant information;

c. consider and apply appropriate planning approaches and meth-
ods; and

d. use professional judgment when developing financial recommen-
dations.

.20 The member should evaluate whether any conflicts of interest exist
with regard to the engagement as follows: (Ref: par. .A9–.A10)

a. If the member determines conflicts of interest exist, the member
should determine whether the engagement can be performed ob-
jectively.

b. If the member determines the engagement can be performed ob-
jectively, the member should disclose all known conflicts of in-
terest and obtain consent as required under the "Conflicts of
Interest" interpretations (ET sec. 1.110.010 and 2.110.010) un-
der the "Integrity and Objectivity Rule" (ET sec. 1.100.001 and
2.100.001).

c. If the member determines that the engagement cannot be per-
formed objectively, the engagement should be terminated.

.21 The member should comply with applicable federal, state, and other
laws and regulations. The member should comply with professional standards
applicable to the PFP engagement unless superseded by laws or regulations.
When there is a conflict between the statement and laws or regulations, the
laws or regulations will prevail unless less stringent than the statement. (Ref:
par. .A11–.A12)

.22 Prior to beginning the engagement, and throughout the engagement
as circumstances dictate, the member should disclose in writing all compensa-
tion the member and the member's firm or affiliates will receive for services
rendered or products sold (Ref: par. .A6, .A13). The disclosure should include

a. the method of compensation, including the impact of indirect com-
pensation;

b. the amount of compensation;

c. the time period over which compensation will be received; and

d. the compensation, including noncash benefits, received by the
member for referrals to other providers.

.23 If compensation alternatives are offered, the member should disclose
the differences in these alternatives in writing.
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Planning the PFP Engagement (Ref: par. .A14–.A15)
.24 The member should document and communicate to the client the scope

and nature of services to be provided and disclose the member's agreed upon
compensation for such services. This communication should be documented in
the file and include descriptions of the following when applicable to the engage-
ment:

a. Engagement objectives
b. Scope of services to be provided
c. Roles and responsibilities of the member, client, and other service

providers
d. Timing of the engagement
e. Scope limitations and other constraints
f. Conflicts of interest (Ref: par. .20)
g. Responsibility, or lack thereof, for helping the client implement

planning decisions
h. Responsibility, or lack thereof, for monitoring the client's progress

in achieving goals
i. Responsibility, or lack thereof, for updating the plan and propos-

ing new action
.25 The member should evaluate the appropriateness of the original en-

gagement as the engagement proceeds and document and communicate needed
changes to the client.

.26 If the member is aware of a service needed to complete the engagement
and does not, or will not, provide that service, the member should limit the scope
of the engagement accordingly and recommend that the client engage another
service provider for that service in writing.

.27 If the client declines to engage another service provider for services
identified in paragraph .26, the member should consider whether this limita-
tion impairs the ability to provide PFP services:

a. If the member determines that the ability to meet the standards
established by the statement is impaired, the member should ter-
minate the engagement in writing.

b. If the member determines that the ability to meet the standards
established by the statement is not impaired, the member should
communicate in writing that this limitation could affect the con-
clusions and recommendations developed in the engagement.

Obtaining and Analyzing Information
.28 The member should use professional judgment when obtaining and

analyzing relevant information necessary to develop recommendations based
on the stated engagement objectives.

.29 If the member is unable to collect sufficient relevant information to
establish a reasonable basis for recommendations, the engagement scope may
be restricted to those matters for which sufficient information is available. This
scope limitation should be communicated to the client in writing, including that
this limitation should be taken into account in the assessment of conclusions
and recommendations developed. (Ref: par. .A16)

.30 If sufficient information does not exist to proceed as agreed, the mem-
ber should terminate or modify the engagement through mutual agreement
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with the client. This engagement modification or termination should be com-
municated in writing.

.31 When analyzing information obtained while performing the engage-
ment, the member should

a. evaluate the reasonableness of estimates and assumptions that
are significant to the plan;

b. use assumptions that are appropriate and consistent with each
other; and

c. consider the interrelationship of various PFP activities (Ref: par.
.03).

Developing and Communicating Recommendations
(Ref: par. .A16–.A20)

.32 The member should establish a reasonable basis for PFP recommen-
dations.

.33 The member should develop recommendations derived from analyses
of relevant information, client goals, and the client's overall financial circum-
stances. Even when an engagement addresses a limited number of personal
financial goals, the member should consider the client's overall known finan-
cial circumstances.

.34 The nature and extent of analyses and other procedures performed
when establishing a basis for recommendations are affected by the scope and
objectives of the engagement and should be documented.

.35 The member should communicate to the client the assumptions and
estimates that are significant to the recommendations. This should be docu-
mented and include the following:

a. A summary of the client's goals
b. Significant assumptions
c. Estimates
d. Recommendations
e. A description of limitations on the work performed
f. The recommendations in the engagement should contain qualifi-

cations to the recommendations if the effects of certain planning
areas on the client's overall financial picture were not considered

Implementation Engagements (Ref: par. .A21–.A24)
.36 The member should document his or her understanding of the imple-

mentation engagement, including the roles and responsibilities of the member,
the client, and other service providers. This documentation should include the
following:

a. A summary of the planning decisions being implemented
b. A summary of recommended actions to be taken
c. A description of limitations on the work performed in the imple-

mentation engagement
.37 The member should communicate in writing the level of responsibility,

if any, for the following:

a. Selecting and acquiring products
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b. Selecting service providers

c. Establishing selection criteria

d. Coordinating or reviewing the delivery of services or products by
other service providers

.38 A member who is engaged to establish selection criteria should

a. identify those criteria that are required to accomplish the client's
objectives, subject to any constraints that result from the client's
circumstances or as identified by the client.

b. assist the client in evaluating the relative importance of criteria
so that available alternatives can be compared.

.39 A member who is engaged to participate in recommending products
should

a. gather information that establishes a reasonable basis for deter-
mining whether a product meets the selection criteria.

b. communicate this evaluation in writing, along with product rec-
ommendations.

c. disclose in writing any compensation received for recommending
products.

.40 A member who is engaged to assist the client in taking action on plan-
ning decisions developed in a PFP engagement in which the member did not
participate should obtain an understanding of the planning decisions made.

.41 All other relevant guidance under the statement relating to providing
PFP services should be followed in an implementation engagement.

Monitoring and Updating Engagements (Ref: par. .A25–.A28)
.42 In a monitoring engagement, the member should document the nature

and extent of the member's services, including

a. the frequency and time period of measuring the client's progress
toward reaching the stated goals.

b. utilization of monitoring criteria that are appropriate to, and con-
sistent with, the criteria used to establish the goals being moni-
tored.

c. the criteria that are important to the achievement of the financial
planning goals being monitored.

d. the member's evaluation of progress toward achieving the client's
financial planning goals, including whether the client's existing
financial plan and specific financial planning recommendations
should be updated.

.43 In an updating engagement, the member should document the nature
and extent of the member's services, including

a. the determination of whether the goals, objectives, information,
and assumptions used as a basis for existing planning recommen-
dations are still valid.

b. the evaluation of the impact of revising recommendations on the
client's ability to achieve other financial planning goals.

.44 All other relevant guidance under the statement relating to providing
PFP services should be followed in a monitoring or an updating engagement.
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Working With Other Service Providers
.45 When referring another service provider to a client, the member should

a. consider the professional qualifications of another service pro-
vider before referring the client to that service provider;

b. disclose, in writing, any compensation received for making such
referrals; and

c. communicate, in writing, the extent to which the member will or
will not evaluate the work performed by the service provider.

Using Advice Provided By Other Service Providers
.46 When the member uses the advice of another service provider when

carrying out the PFP engagement, the member should understand the impact
of the service provider's advice.

.47 If the member has evaluated the advice of the other service provider,
and

a. if the member concurs with the other service provider's advice,
the member need not communicate this concurrence to the client
because concurrence is implied by its use, or

b. if the member does not concur with the other service provider's
advice, the member should communicate this non-concurrence to
the client in writing.

Application Material

Scope
.A1 The "Compliance With Standards Rule" (ET sec. 1.310.001 and

2.310.001) requires an AICPA member who performs a PFP engagement to
comply with standards promulgated by the Personal Financial Planning Ex-
ecutive Committee (PFP EC). The PFP EC develops and issues standards in
the form of statements through a process that includes deliberation in meet-
ings open to the public, public exposure of statements, and a formal vote. The
statements are codified in AICPA Professional Standards. (Ref: par. .02)

Applicability (Ref: par. .03–.05)
.A2 If any of the activities listed in paragraph .03 are provided as part of

a PFP engagement, the activity is covered by the statement and should be con-
sidered in conjunction with the requirements set forth in the "Applicability"
section (Ref: par. .04). In addition, depending on the nature of the service, other
standards may apply (Ref: par. .05). For example, any personal income tax ser-
vices provided as part of a PFP engagement are covered by the statement and
are subject to the SSTSs.

.A3 Examples of activities not covered by the statement include the fol-
lowing: (Ref: par. .03–.05)

a. Tax advice: Advising a client regarding his or her income tax mat-
ters or gift and estate tax matters when PFP services as defined
in paragraph .03 are not provided. These services are, however,
subject to the SSTSs.
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b. Valuation services: Any engagement that would be considered a
valuation service under SSVS No. 1 when PFP services as defined
in paragraph .03 are not provided. These services are, however,
subject to SSVS No. 1.

c. Business succession planning
i. Planning to prepare for a vacancy in a key position result-

ing from a sudden departure, disability, or death and no
advice is given to an individual.

ii. Planning to prepare for the sale to another firm and no
advice is given to an individual.

d. Educational discussions or presentations covering PFP
i. A workshop presented to a group of company employees

on a PFP activity (Ref: par. .03) that does not include per-
sonalized recommendations.

ii. A discussion with an individual that covers one or more
PFP activities (Ref: par. .03) that does not result in a per-
sonalized recommendation.

e. Mechanical computations
i. Computation of the current income tax deduction for a

client's contribution of assets to a charitable remainder
trust.

ii. Computation of the current yield on a client's investment
portfolio.

iii. Computation of the gift tax on a transfer of an asset.
.A4 A member may identify and create an analysis of historical spending

and income activity for a client as a purely mechanical computation, which
would not be considered PFP services. However, extension of this analysis to
future periods based on the judgment of the member that entails the use of
assumptions and personalized recommendations regarding investing would be
considered PFP services.

General Professional Responsibilities
.A5 Interpretive publications are not standards on PFP practice. Interpre-

tive publications are recommendations on the application of the statement in
specific circumstances. An interpretive publication is issued under the author-
ity of the PFP EC after all members have been provided an opportunity to con-
sider and comment on whether the interpretive publication is consistent with
the statement. (Ref: par. .16)

Responsibilities of Members in PFP Engagements
(Ref: par. .18–.23)

.A6 The member is required to comply with the "Commissions and Refer-
ral Fees Rule" (ET sec. 1.520.001). (Ref: par. .22)

.A7 The member is subject to relevant ethical requirements relating to
PFP engagements (Ref: par. .18). Ethical requirements consist of the AICPA
Code of Professional Conduct, rules of state boards of accountancy from which
the member holds a license, and applicable regulatory agencies that are more
stringent. The AICPA Code of Professional Conduct establishes the fundamen-
tal principles of professional ethics, which include the following:
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a. Responsibilities
b. The public interest
c. Integrity
d. Objectivity and independence
e. Due care
f. Scope and nature of services

.A8 The "General Standards Rule" (ET sec. 1.300.001 and 2.300.001) ex-
plains that professional competence means that a member shall "undertake
only those professional services that the member or the member's firm can rea-
sonably expect to be completed with professional competence." (Ref: par. .19)

.A9 The "Objectivity and Independence" principle (ET sec. 0.300.050)
states that objectivity is a state of mind. The principle of objectivity imposes
the obligation to be impartial, intellectually honest, and free from conflicts of
interest. (Ref: par. .20)

.A10 The member is required to comply with AICPA's Code of Profes-
sional Conduct "Conflicts of Interest" interpretations (ET sec. 1.110.010 and
2.110.010). (Ref: par. .20)

.A11 Laws, regulations, and professional standards applicable to engage-
ments to perform PFP services include, but are not necessarily limited to, the
following: (Ref: par. .21, .A5)

a. Investment Advisers Act of 1940; see Securities and Exchange
Commission Interpretive Release IA-1092

b. Treasury Department Circular No. 230
c. State boards of accountancy
d. AICPA Code of Professional Conduct
e. Statements on Standards for Tax Services (SSTSs)
f. Statement on Standards for Valuation Services (SSVS) No. 1
g. Statement on Standards for Consulting Services No. 1
h. Statements on Standards for Accounting and Review Services

(SSARS) No. 6
i. Maintaining adequate data protection safeguards regarding a

client's nonpublic personal information
j. Maintaining client confidentiality in accordance with the applica-

ble rules of professional conduct and federal and state laws and
regulations

.A12 Compliance with the AICPA Code of Professional Conduct depends
primarily on the member's understanding and voluntary actions, secondarily on
reinforcement by peers and public opinion, and ultimately on disciplinary pro-
ceedings, when necessary, against members who fail to comply with the rules.
(Ref: par. .21)

.A13 The member is not required to follow a standard format when com-
municating or documenting communication.

Planning the Engagement (Ref: par. .24–.27)
.A14 An understanding of the client may include understanding matters

such as the client's family situation, commitment to the planning process, cur-
rent cash flow and assets available, personal preferences, and relationships
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with other professionals. This understanding may be obtained through com-
prehensive information gathering or may result from knowledge gained during
a long-term relationship with the client.

.A15 Additional services that require understanding and agreement by
the client include the following:

a. Implementing plan recommendations
b. Monitoring the client's progress in achieving goals
c. Updating recommendations

Developing and Communicating Recommendations
(Ref: par. .32–.35)

.A16 Developing a reasonable basis for recommendations involves the fol-
lowing (Ref: par. .29):

a. Collecting relevant quantitative and qualitative information. The
nature and amount of information will depend on the scope and
complexity of the engagement. This information may include, but
is not limited to

i. the client's goals, existing financial situation, and avail-
able resources;

ii. nonfinancial factors, such as client attitudes, risk tol-
erance, family considerations, age, health, and life ex-
pectancy;

iii. external factors, such as estimates of inflation, taxes, eco-
nomic conditions, legislative activity, investment markets,
and interest rates; and

iv. reasonable estimates, projections, and assumptions fur-
nished by the client, provided by other service providers,
or developed by the member.

b. Analyzing the client's current situation as it relates to the client's
goals and objectives and identifying strengths and weaknesses of
the existing financial situation.

c. Formulating, evaluating, and recommending appropriate strate-
gies for achieving the client's goals after due consideration of ap-
propriate alternatives.

.A17 The member's knowledge and experience also contribute to the basis
for recommendations.

.A18 PFP recommendations are suggested actions developed to help the
client achieve personal financial goals.

.A19 Recommendations are based on analyses and other procedures con-
ducted prior to, and in preparation for, developing suggested actions.

.A20 The member should help the client prioritize recommended tasks
that are essential to enabling the client to act on planning decisions.

Implementation Engagements (Ref: par. .36–.41)
.A21 Implementation may include such activities as assisting the client in

selecting other advisors, restructuring debt, obtaining new or updated estate
documents, establishing cash reserves, preparing budgets, and selecting and
acquiring specific investments and insurance products.
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.A22 In those situations in which the member may be functioning in a
fiduciary or agency relationship, state law will control.

.A23 The member may be engaged to assist the client in taking action on
planning decisions, which may include the member doing one or more of the
following:

a. Taking responsibility for the selection and acquisition of prod-
ucts 2

b. Taking responsibility for the selection of service providers
c. Establishing selection criteria
d. Coordinating or reviewing the delivery of services or products by

other service providers
.A24 Implementation is typically completed when products are acquired

or services are rendered based on the recommendations developed during the
PFP engagement.

Monitoring and Updating Engagements (Ref: par. .42–.44)
.A25 A member may be engaged to assist the client in tracking progress

in achieving established PFP goals or revising an existing personal financial
plan, or both.

.A26 The member may be specifically engaged by a client to provide mon-
itoring services, updating services, or both. The member would typically have
informed the client during a PFP engagement, in which planning recommen-
dations are developed, that monitoring and updating are important elements
of the financial planning process and that the member is not responsible for
undertaking these services except by specific agreement with the client.

.A27 Monitoring and updating engagements are typically undertaken
after implementation of actions and recommendations developed during a PFP
engagement. Monitoring and updating engagements may be either separate or
combined engagements.

.A28 Monitoring engagements vary in complexity, scope, and the nature
and extent of assistance to be provided by the member. In other words, the
member may undertake some or all of the monitoring services, coordinate or
review monitoring services performed by other service providers, or monitor
progress toward goals in a financial plan developed by other service providers.

2 Members advising clients on the selection or acquisition of products (such as investments or
insurance policies) should determine whether they meet the qualifications and licensing requirements
established by applicable federal and state laws.
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CONTINUING PROFESSIONAL EDUCATION

These standards have been approved by the Joint AICPA/NASBA CPE
Standards Committee and the Board of Directors of both the AICPA
and NASBA.
Unless otherwise established by state licensing bodies or other
professional organizations, these Standards are to be effective on
September 1, 2016, provided however that:

• CPE program sponsors have until December 31, 2016, to com-
ply with the Standards for programs currently under develop-
ment.

• The Standards must be implemented at the next CPE pro-
gram review or revision date for all other programs.

Continuing Professional Education (CPE) is required for CPAs to maintain
their professional competence and provide quality professional services. CPAs
are responsible for complying with all applicable CPE requirements, rules and
regulations of boards of accountancy, as well as those of membership associa-
tions and other professional organizations.

The Statement on Standards for CPE Programs (Standards) is published
jointly by the AICPA and the National Association of State Boards of Accoun-
tancy (NASBA) to provide a framework for the development, presentation, mea-
surement, and reporting of CPE programs. The standards were last revised in
2012.

The Standards are periodically reviewed in their entirety by the CPE Stan-
dards Working Group (Working Group). The Working Group comprises 13 mem-
bers representing the various stakeholders in the CPE arena, including boards
of accountancy, state societies, educators, CPE providers, and the AICPA. If
the Working Group determines that revisions or modifications are required,
then the Working Group will make its recommendations to NASBA's CPE Com-
mittee (CPE Committee), which, in turn, makes recommendations to the Joint
AICPA/NASBA CPE Standards Committee (Joint Committee). The Joint Com-
mittee will then make its recommendation to the respective AICPA and NASBA
Boards of Directors. Any revisions or modifications to the Standards will be
posted to the AICPA and NASBA websites for comment.

The Standards are intended to be an "evergreen" document. As questions
arise related to implementation and application of the Standards, the ques-
tions will be presented to the Working Group. The Working Group meets
quarterly, and scheduled meeting dates are posted on the NASBA website at
www.nasbaregistry.org. NASBA will communicate the findings of the Working
Group to the specific CPE program sponsor. Authoritative interpretations will
only be issued by the CPE Committee in limited cases when the matter is not
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addressed in the Standards, cannot be addressed specifically with the CPE pro-
gram sponsor, or cannot be addressed in the "Best Practices" web pages. All
interpretations issued by the CPE Committee will be reviewed and considered
by the Joint Committee upon the next revision of the Standards.
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CPE Section 100

Preamble

Revised, August 2016.

.01 The right to use the title "Certified Public Accountant" (CPA) is regu-
lated by each state's board of accountancy in the public interest and imposes a
duty to maintain public confidence by enhancing current professional compe-
tence, as defined in the Standards, in all areas in which they provide services.
CPAs must accept and fulfill their ethical responsibilities to the public and the
profession regardless of their fields of employment.1

.02 The profession of accountancy is characterized by an explosion of rel-
evant knowledge, ongoing changes and expansion, and increasing complex-
ity. Advancing technology, globalization of commerce, increasing specialization,
proliferating regulations, and the complex nature of business transactions have
created a dynamic environment that requires CPAs to continuously maintain
and enhance their professional competence.

.03 The continuing development of professional competence involves a
program of lifelong educational activities. Continuing Professional Education
(CPE) is the term used in these Standards to describe the educational activities
that assist CPAs in achieving and maintaining quality in professional services.

.04 The following Standards have been broadly stated in recognition of
the diversity of practice and experience among CPAs. They establish a frame-
work for the development, presentation, measurement, and reporting of CPE
programs and thereby help to ensure that CPAs receive the quality CPE nec-
essary to satisfy their obligations to serve the public interest. The spirit of the
Standards is to encourage high quality learning with measurable objectives by
providing baseline requirements. These Standards may also apply to other pro-
fessionals by virtue of employment or membership. Boards of accountancy have
final authority on the acceptance of individual courses for CPE credit.

.05 Advances in technology, delivery and workplace arrangements may
lead to innovative learning techniques. Learning theory is evolving to include
more emphasis on outcome based learning. These Standards anticipate inno-
vation in CPE in response to these advances. Sponsors must ensure innovative
learning techniques are in compliance with the Standards. CPE program spon-
sors are encouraged to consult with the National Association of State Boards
of Accountancy (NASBA) regarding questions related to compliance with the
Standards when utilizing innovative techniques.

.06 These Standards create a basic foundation for sound educational pro-
grams. Sponsors may wish to provide enhanced educational and evaluative
techniques to all programs.

1 The term CPAs is used in these Standards to identify all persons who are licensed or regulated
by boards of accountancy.
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CPE Section 200

General Guidelines for CPAs

Revised, August 2016.

Professional Competence
.01 All CPAs should participate in learning activities that maintain or im-

prove their professional competence.1

.02 Selection of learning activities should be a thoughtful, reflective pro-
cess addressing the individual CPA's current and future professional plans, cur-
rent knowledge and skills level, and desired or needed additional competence
to meet future opportunities or professional responsibilities or both.

.03 CPAs fields of employment do not limit the need for Continuing Profes-
sional Education (CPE). CPAs performing professional services need to have a
broad range of professional competence. Thus, the concept of professional com-
petence may be interpreted broadly. Accordingly, acceptable continuing educa-
tion encompasses programs contributing to the development and maintenance
of professional skills.

.04 The fields of study, as published on NASBA's website, www
.nasbaregistry.org, represent the primary knowledge and skill areas needed by
CPAs to perform professional services in all fields of employment.

.05 To help guide their professional development, CPAs may find it useful
to develop a learning plan. Learning plans are structured processes that help
CPAs guide their professional development. They are dynamic instruments
used to evaluate and document learning and professional competence devel-
opment. They may be reviewed regularly and modified as CPAs' professional
competence needs change. Plans include a self-assessment of the gap between
current and needed professional competence; a set of learning objectives aris-
ing from this assessment; and learning activities to be undertaken to fulfill the
learning plan.

CPE Compliance
.06 CPAs must comply with all applicable CPE requirements.

.07 CPAs are responsible for compliance with all applicable CPE require-
ments, rules, and regulations of state licensing bodies, other governmental en-
tities, membership associations, and other professional organizations or bodies.
CPAs should contact each appropriate entity to which they report to determine

1 The terms should and must are intended to convey specific meanings within the context of the
Joint AICPA/NASBA Statement on Standards for Continuing Professional Education Programs. The
term must is used in the Standards applying to CPAs and Continuing Professional Education (CPE)
program sponsors to convey that CPAs and CPE program sponsors are not permitted any departure
from those specific Standards. The term should is used in the Standards applying to both CPAs and
CPE program sponsors and is intended to convey that CPAs and CPE program sponsors are encour-
aged to follow such Standards as written. The term may is used in the Standards applying to both
CPAs and CPE program sponsors and is intended to convey that CPAs and CPE program sponsors
are permitted to follow such Standards as written.
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its specific requirements or any exceptions it may have to the standards pre-
sented herein.

.08 Periodically, CPAs participate in learning activities which do not com-
ply with all applicable CPE requirements, for example specialized industry
programs offered through industry sponsors. If CPAs propose to claim credit
for such learning activities, they must retain all relevant information regard-
ing the program to provide documentation to state licensing bodies or all other
professional organizations or bodies that the learning activity is equivalent to
one which meets all these standards.

CPE Credits Record Documentation
.09 CPAs are responsible for accurate reporting of the appropriate num-

ber of CPE credits earned and must retain appropriate documentation of their
participation in learning activities.

.10 To protect the public interest, regulators require CPAs to document
maintenance and enhancement of professional competence through periodic
reporting of CPE. For convenience, measurement is expressed in CPE credits.
However, the objective of CPE must always be maintenance and enhancement
of professional competence, not attainment of credits. Compliance with regula-
tory and other requirements mandates that CPAs keep documentation of their
participation in activities designed to maintain or improve professional compe-
tence. In the absence of legal or other requirements, a reasonable policy is to
retain documentation for a minimum of five years from the end of the year in
which the learning activities were completed.

.11 Participants must document their claims of CPE credit. Examples of
acceptable evidence of completion include the following:

• For group, blended learning, and independent study programs, a
certificate or other verification supplied by the CPE program spon-
sor.

• For self study and nano learning programs, a certificate supplied
by the CPE program sponsor after satisfactory completion of a
qualified assessment.

• For instruction credit, appropriate supporting documentation that
complies with the requirements of the respective state boards sub-
ject to the guidelines in Standard No. 20 in "Standards for CPE
Program Measurement" (section 300 par. .71).

• For a university or college course that is successfully completed for
credit, a record or transcript of the grade the participant received.

• For university or college noncredit courses, a certificate of atten-
dance issued by a representative of the university or college.

• For published articles, books, or CPE programs:

• A copy of the publication (or in the case of a CPE program,
course development documentation) that names the CPA
as author or contributor,

• A statement from the writer supporting the number of
CPE hours claimed, and

• The name and contact information of the independent re-
viewer(s) or publisher.
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Reporting CPE Credits
.12 CPAs who complete sponsored learning activities that maintain or im-

prove their professional competence must claim no more than the CPE credits
recommended by CPE program sponsors subject to the state board regulations.

.13 CPAs may participate in a variety of sponsored learning activities.
While CPE program sponsors determine credits, CPAs must claim credit only
for activities through which they maintained or improved their professional
competence. CPAs who participate in only part of a program must claim CPE
credit only for the portion they attended or completed.

Independent Study
.14 CPAs may engage in independent study under the direction of a CPE

program sponsor who has met the applicable standards for CPE program spon-
sors when the subject matter and level of study maintain or improve the CPA's
professional competence.

.15 Independent study is an educational process designed to permit a par-
ticipant to learn a given subject under the guidance of a CPE program sponsor.
Participants in an independent study program must

a. enter into a written learning contract with a CPE program spon-
sor that must comply with the applicable standards for CPE pro-
gram sponsors. A learning contract

i. specifies the nature of the independent study program and
the time frame over which it is to be completed, not to ex-
ceed 15 weeks.

ii. specifies that the output must be in the form of

(1) a written report that will be reviewed by the CPE
program sponsor or a qualified person selected by
the CPE program sponsor or

(2) a written certification by the CPE program spon-
sor that the participant has demonstrated appli-
cation of learning objectives through

(a) successful completion of tasks or

(b) performance of a live demonstration,
oral examination, or presentation to a
subject matter expert.

iii. outlines the maximum CPE credit that will be awarded for
the independent study program, but limits credit to actual
time spent.

b. accept the written recommendation of the CPE program spon-
sor regarding the number of credits to be earned upon successful
completion of the proposed learning activities. CPE credits will be
awarded only if

i. all the requirements of the independent study as outlined
in the learning contract are met;

ii. the CPE program sponsor reviews and signs the partici-
pant's report;

iii. the CPE program sponsor reports to the participant the
actual credits earned; and
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iv. the CPE program sponsor provides the participant with
contact information.

The maximum credits to be recommended by an independent
study CPE program sponsor must be agreed upon in advance and
must be equated to the effort expended to improve professional
competence. The credits cannot exceed the time devoted to the
learning activities and may be less than the actual time involved.

c. retain the necessary documentation to satisfy regulatory require-
ments as to the content, inputs, and outcomes of the independent
study.
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CPE Section 300

Standards for CPE Program Sponsors

Revised, August 2016.

General Standards
.01 Standard No. 1. Continuing Professional Education (CPE) pro-

gram sponsors are responsible for compliance with all applicable
Standards and other CPE requirements.

.02 S1-01. CPE requirements of licensing bodies and others. CPE
program sponsors may have to meet specific CPE requirements of state licens-
ing bodies, other governmental entities, membership associations, or other pro-
fessional organizations or bodies. Professional guidance for CPE program spon-
sors is available from the National Association of State Boards of Accountancy
(NASBA); state-specific guidance is available from the boards of accountancy.
CPE program sponsors should contact the appropriate entity to determine re-
quirements.

Standards for CPE Program Development
.03 Standard No. 2. Sponsored learning activities must be based

on relevant learning objectives and outcomes that clearly articulate
the professional competence that should be achieved by participants
in the learning activities.

.04 S2-01. Program knowledge level. Learning activities provided by
CPE program sponsors for the benefit of CPAs must specify the knowledge
level, content, and learning objectives so that potential participants can deter-
mine if the learning outcomes are appropriate to their professional competence
development needs. Knowledge levels consist of basic, intermediate, advanced,
update, and overview (see definitions in Glossary [section 400]).

.05 Standard No. 3. CPE program sponsors must develop and exe-
cute learning activities in a manner consistent with the prerequisite
education, experience, or advance preparation of participants.

.06 S3-01. Prerequisite education and experience. To the extent it is
possible to do so, CPE program sponsors should make every attempt to equate
program content and level with the backgrounds of intended participants. All
programs identified as intermediate, advanced or update must clearly iden-
tify prerequisite education, experience, and advance preparation in precise lan-
guage so that potential participants can readily ascertain whether they qual-
ify for the program. For courses with a program knowledge level of basic and
overview, prerequisite education or experience and advance preparation must
be noted, if any, otherwise, state "none" in course announcement or descriptive
materials.

.07 Standard No. 4. CPE program sponsors must use activities,
materials, and delivery systems that are current, technically accu-
rate, and effectively designed. Course documentation must contain
the most recent publication, revision or review date. Courses must be
revised as soon as feasible following changes to relative codes, laws,
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rulings, decisions, interpretations, and the like. Courses in subjects
that undergo frequent changes must be reviewed by an individual
with subject matter expertise at least once a year to verify the cur-
rency of the content. Other courses must be reviewed at least every
two years.

.08 S4-01. Developed by a subject matter expert. Learning activities
must be developed by individuals or teams having expertise in the subject mat-
ter. Expertise may be demonstrated through practical experience or education.

.09 Standard No. 5. CPE program sponsors of group, self study,
nano learning, and blended learning programs must ensure learning
activities are reviewed by qualified persons other than those who de-
veloped the programs to assure that the program is technically accu-
rate and current and addresses the stated learning objectives. These
reviews must occur before the first presentation of these materials and
again after each significant revision of the CPE programs.

The participation of at least one licensed CPA (in good standing and
holding an active license or the equivalent of an "active" CPA license
in a U.S. jurisdiction) is required in the development of every program
in accounting and auditing. The participation of at least one licensed
CPA, tax attorney, or IRS enrolled agent (in good standing and hold-
ing an active CPA license or the equivalent of an "active" license in a
U.S. jurisdiction) is required in the development of each program in
the field of study of taxes. In the case of the subject matter of interna-
tional taxes, the participation of the equivalent of an "active" licensed
CPA for the international jurisdiction involved is permitted. As long
as this requirement is met at some point during the development pro-
cess, a program would be in compliance. Whether to have this individ-
ual involved during the development or the review process is at the
CPE program sponsor's discretion.

.10 S5-01. Qualifications of reviewers. Individuals or teams qualified
in the subject matter must review programs. When it is impractical to review
certain programs in advance, such as lectures given only once, greater reliance
should be placed on the recognized professional competence of the instructors
or presenters. Using independent reviewing organizations familiar with these
Standards may enhance quality assurance.

.11 S5-02. Review responsibilities if content purchased from an-
other entity. CPE program sponsors may purchase course content from other
entities and developers. The organization that issues the certificate of comple-
tion under its name to the participants of the program is responsible for com-
pliance with all Standards and other CPE requirements.

If a CPE program sponsor plans to issue certificates of completion under its
name, then the CPE program sponsor must first consider whether the content
was purchased from an entity registered with NASBA on the National Registry
of CPE Sponsors.

• If the content is purchased from a sponsor registered with NASBA
on the National Registry of CPE Sponsors, then the CPE pro-
gram sponsor may maintain the author/developer and reviewer
documentation from that sponsor in order to satisfy the content
development requirements of the Standards. The documentation
should be maintained as prescribed in Standard No. 24 in "Stan-
dards for CPE Program Measurement" (section 300 par. .83).
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• If the content is purchased from an entity not registered with
NASBA on the National Registry of CPE Sponsors, then the CPE
program sponsor must independently review the purchased con-
tent to ensure compliance with the Standards. If the CPE program
sponsor does not have the subject matter expertise on staff, then
the CPE program sponsor must contract with a qualified individ-
ual to conduct the review. The CPE program sponsor must main-
tain the appropriate documentation regarding the credentials and
experience of both the course author/developer(s) and reviewer(s)
as prescribed in Standard No. 24 in "Standards for CPE Program
Measurement" (section 300 par. .83).

.12 Standard No. 6. CPE program sponsors of independent study
learning activities must be qualified in the subject matter.

.13 S6-01. Requirements of independent study sponsor. A CPE pro-
gram sponsor of independent study learning activities must have expertise in
the specific subject area related to the independent study. The CPE program
sponsor must also

• review, evaluate, approve, and sign the proposed independent
study learning contract, including agreeing in advance on the
number of credits to be recommended upon successful completion.

• evidence program completion by

• reviewing and signing the written report developed by the
participant in independent study.

• certifying in writing that the applicant has demonstrated
application of learning objectives through successful com-
pletion of tasks.

• certifying in writing that the applicant has performed a
live demonstration, oral examination or presentation to a
subject matter expert.

• retain the necessary documentation to satisfy regulatory require-
ments as to the content, inputs, and outcomes of the independent
study.

.14 Standard No. 7. Group live programs must employ instruc-
tional methods that clearly define learning objectives, guide the par-
ticipant through a program of learning and include elements of en-
gagement within the program.

Whether a program is classified as group live or group internet based is deter-
mined by how the participant consumes the learning (in a group setting or on
an individual basis) and not by the technology used in program delivery. Group
live examples include but are not limited to: classroom setting with a real time
instructor; participants in a group setting calling in to a teleconference; and
participants in a group setting watching a rebroadcast of a program with a real
time subject matter expert facilitator.

.15 S7-01. Required elements of engagement. A group live program
must include at least one element of engagement related to course content
during each credit of CPE (for example: group discussion, polling questions,
instructor-posed question with time for participant reflection, or use of a case
study with different engagement elements throughout the program).

.16 S7-02. Real time instructor during program presentation.
Group live programs must have a real time instructor while the program is
being presented. Program participants must be able to interact with the real
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time instructor while the course is in progress (including the opportunity to
ask questions and receive answers during the presentation). Once a group live
program is recorded for future presentation, it will continue to be considered a
group live program only where a real time subject matter expert facilitates the
recorded presentation. CPE credit for a recorded group live program facilitated
by a real time subject matter expert will be equal to the CPE credit awarded to
the original presentation.

.17 S7-03. No real time instructor during recorded program pre-
sentation. A group live program that is recorded for future presentation that
does not include a real time subject matter facilitator is no longer a group live
program and will only be classified as a self study program if it meets all self
study delivery method requirements with the exception of the basis for CPE
credit. CPE credit for a recorded group live program not facilitated by a real
time subject matter expert will be equal to the CPE credit awarded to the orig-
inal presentation or it may be determined by either of the two self study credit
determination methodologies described in Standard No. 17 in "Standards for
CPE Program Measurement" (section 300 par. .60): pilot testing or the pre-
scribed word count formula, at the sponsor's discretion.

.18 Standard No. 8. Group Internet based programs must employ
instructional methods that clearly define learning objectives, guide
the participant through a program of learning, and provide evidence
of a participant's satisfactory completion of the program.

Whether a program is classified as group live or group Internet based is de-
termined by how the participant consumes the learning (in a group setting or
on an individual basis) and not by the technology used in program delivery.
Group Internet based examples include but are not limited to: participation in
a webcast individually; participating in a broadcast of a group live presenta-
tion on an individual basis; and participants calling in to a conference call on
an individual basis.

.19 S8-01. Real time instructor during program presentation.
Group Internet based programs must have a real time instructor while the pro-
gram is being presented. Program participants must be able to interact with the
real time instructor while the course is in progress (including the opportunity
to ask questions and receive answers during the presentation). Once a group
Internet based program is recorded for future presentation, it will continue to
be considered a group Internet based program only where a real time subject
matter expert facilitates the recorded presentation. CPE credit for a recorded
group Internet based program, facilitated by a real time subject matter expert,
will be equal to the CPE credit awarded to the original presentation.

.20 S8-02. No real time instructor during recorded program pre-
sentation. A group Internet based program that is recorded for future presen-
tation that does not include a real time subject matter facilitator is no longer
a group Internet based program and will only be classified as a self study pro-
gram if it meets all self study delivery method requirements with the exception
of the basis for CPE credit. CPE credit for a recorded group Internet based pro-
gram not facilitated by a real time subject matter expert will be equal to the
CPE credit awarded to the original presentation or it may be determined by
either of the two self study credit determination methodologies described in
Standard No. 17 in "Standards for CPE Program Measurement" (section 300
par. .60): pilot testing or the prescribed word count formula, at the sponsor's
discretion.

.21 Standard No. 9. Self study programs must use instructional
methods that clearly define learning objectives, guide the participant
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through a program of learning, and provide evidence of a participant's
satisfactory completion of the program.

.22 S9-01. Guide participant through a program of learning. To
guide participants through a program of learning, CPE program sponsors of
self study programs must elicit participant responses to test for understanding
of the material. Appropriate feedback must be provided. Satisfactory comple-
tion of the program must be confirmed during or after the program through a
qualified assessment.

.23 S9-02. Use of review questions or other content reinforcement
tools. Review questions must be placed at the end of each learning activity
throughout the program in sufficient intervals to allow the participant the op-
portunity to evaluate the material that needs to be re-studied. If objective type
questions are used, at least three review questions per CPE credit must be
included or two review questions if the program is marketed for one-half CPE
credits. Simulations and other innovative tools that guide participants through
structured decisions can be used in lieu of review questions.

After the first full credit and the minimum of three review questions, addi-
tional review questions are required based on the additional credit measure-
ment amount of the program as follows:

Additional Credit: Additional Review Questions:
0.2 0
0.4 1
0.5 2
0.6 2
0.8 3

Next full credit 3

.24 S9-03. Evaluative and reinforcement feedback on review ques-
tions. If the multiple choice method is used, evaluative feedback for each incor-
rect response must explain specifically why each response is wrong and rein-
forcement feedback must be provided for correct responses even when the min-
imum number of review questions requirement has otherwise been exceeded. If
rank order or matching questions are used, then it is permissible to provide sin-
gle feedback to explain the correct response. Simulations and other innovative
tools that guide participants through structured decisions could provide feed-
back at irregular intervals or at the end of the learning experience. In those
situations, single feedback would be permissible. "True or false" questions or
review questions that do not meet the evaluative and reinforcement feedback
requirements are allowed as review questions other than when using the mul-
tiple choice method. Noncompliant questions are not included in the number of
review questions required per CPE credit. Forced choice questions, when used
as part of an overall learning strategy, are allowed as review questions and can
be counted in the number of review questions required per CPE credit. There
is no minimum passing rate required for review questions.

.25 S9-04. Qualified assessment requirements. To provide evidence of
satisfactory completion of the course, CPE program sponsors of self study pro-
grams must require participants to successfully complete a qualified assess-
ment during or after the program with a cumulative minimum passing grade
of at least 70 percent before issuing CPE credit for the course. Assessments
may contain questions of varying format (for example, multiple choice, essay,
and simulations). At least 5 questions and scored responses per CPE credit
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must be included on the qualified assessment or 3 assessment questions and
scored responses if the program is marketed for one-half CPE credits. For ex-
ample, the qualified assessment for a 5-credit course must include at least 25
questions and scored responses. Alternatively, a 5 1/2 credit course must include
at least 28 questions and scored responses. Except in courses in which recall of
information is the learning strategy, duplicate review and qualified assessment
questions are not allowed. "True or false" questions are not permissible on the
qualified assessment.

After the first full credit and the minimum of 5 questions and scored responses
per CPE credit, additional qualified assessment questions and scored responses
are required based on the additional credit measurement amount of the pro-
gram as follows:

Additional Questions/
Additional Credit: Scored Responses:

0.2 1
0.4 2
0.5 3
0.6 3
0.8 4

Next full credit 5

If a pre-program assessment is used in the course, then the pre-program as-
sessment cannot be included in the determination of the recommended CPE
credits for the course. If a pre-program assessment is used and feedback is pro-
vided, then duplicate pre-program assessment and qualified assessment ques-
tions are not permitted. If a pre-program assessment is used and feedback is
not provided, then duplicate pre-program assessment and qualified assessment
questions are permissible. Feedback may comply with the feedback for review
questions as described in S9-03 or take the form of identifying correct and in-
correct answers.

A qualified assessment must measure a representative number of the learning
objectives for the program. A representative number of the learning objectives
is 75 percent or more of the learning objectives for the program. The repre-
sentative number of the learning objectives can be less than 75 percent of the
learning objectives for the program only if a randomized question generator
is used and the test bank used in the creation of the assessment includes at
least 75 percent of the learning objectives for the program. Assessment items
must be written to test the achievement of the stated learning objectives of the
course.

.26 S9-05. Feedback on qualified assessment. Providing feedback on
the qualified assessment is at the discretion of the CPE program sponsor. If the
CPE program sponsor chooses to provide feedback and

• utilizes a test bank, then the CPE program sponsor must ensure
that the question test bank is of sufficient size to minimize overlap
of questions on the qualified assessment for the typical repeat test
taker. Feedback may comply with the feedback for review ques-
tions as described in S9-03, or take the form of identifying correct
and incorrect answers.
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• does not utilize a test bank, whether or not feedback can be given
depends on whether the participant passes the qualified assess-
ment, then

• on a failed assessment, the CPE program sponsor may not
provide feedback to the test taker.

• on assessments passed successfully, CPE program spon-
sors may choose to provide participants with feedback.
This feedback may comply with the type of feedback for
review questions as described in S9-03 or take the form of
identifying correct and incorrect answers.

.27 S9-06. Program or course expiration date. Course documentation
must include an expiration date (the time by which the participant must com-
plete the qualified assessment). For individual courses, the expiration date is
no longer than one year from the date of purchase or enrollment. For a series
of courses to achieve an integrated learning plan, the expiration date may be
longer.

.28 S9-07. Based on materials developed for instructional use. Self
study programs must be based on materials specifically developed for instruc-
tional use and not on third party materials. Self study programs requiring only
the reading of general professional literature, IRS publications, or reference
manuals followed by a test will not be acceptable. However, the use of the pub-
lications and reference materials in self study programs as supplements to the
instructional materials could qualify if the self study program complies with
each of the CPE standards.

Instructional materials for self study include teaching materials which are
written for instructional educational purposes. These materials must demon-
strate the expertise of the author(s). At a minimum, instructional materials
must include the following items:

1. An overview of topics
2. The ability to find information quickly (for example, an index, a

detailed menu or key word search function)
3. The definition of key terms (for example, a glossary or a search

function that takes a participant to the definition of a key word)
4. Instructions to participants regarding navigation through the

course, course components, and course completion
5. Review questions with feedback
6. Qualified assessment

.29 Standard No. 10. Nano learning programs must use instruc-
tional methods that clearly define a minimum of one learning objec-
tive, guide the participant through a program of learning and provide
evidence of a participant's satisfactory completion of the program. Sat-
isfactory completion of the program must be confirmed at the conclu-
sion of the program through a qualified assessment.

.30 S10-01. Qualified assessment requirements. To provide evidence
of satisfactory completion of the course, CPE program sponsors of nano learn-
ing programs must require participants to successfully complete a qualified
assessment with a passing grade of 100 percent before issuing CPE credit
for the course. Assessments may contain questions of varying format (for ex-
ample, multiple choice, rank order, and matching). Only two questions must
be included on the qualified assessment. "True or false" questions are not
permissible on the qualified assessment. If the participant fails the qualified
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assessment, then the participant must re-take the nano learning program. The
number of re-takes permitted a participant is at the sponsor's discretion.

.31 S10-02. Feedback on qualified assessment. Providing feedback on
the qualified assessment is at the discretion of the CPE program sponsor. If the
CPE program sponsor chooses to provide feedback and

• utilizes a test bank, then the CPE program sponsor must ensure
that the question test bank is of sufficient size for no overlap of
questions on the qualified assessment for the typical repeat test
taker. If the multiple choice method is used, evaluative feedback
for each incorrect response must explain specifically why each re-
sponse is wrong and reinforcement feedback must be provided for
correct responses. If rank order or matching questions are used,
then it is permissible to provide single feedback to explain the
correct response. Feedback may also take the form of identifying
correct and incorrect answers.

• does not utilize a test bank, whether or not feedback can be given
depends on whether the participant passes the qualified assess-
ment, then

• on a failed assessment, the CPE program sponsor may not
provide feedback to the test taker.

• on assessments passed successfully, CPE program spon-
sors may choose to provide participants with feedback.
This feedback may comply with the type of feedback de-
scribed in the preceding paragraph or take the form of
identifying correct and incorrect answers.

.32 S10-03. Program or course expiration date. Course documenta-
tion must include an expiration date. The expiration date is no longer than one
year from the date of purchase or enrollment.

.33 S10-04. Based on materials developed for instructional use.
Nano learning programs must be based on materials specifically developed for
instructional use and not on third party materials. Nano learning programs re-
quiring only the reading of general professional literature, IRS publications or
reference manuals followed by an assessment will not be acceptable.

Acceptable instructional materials for a nano learning program include inten-
tional, engaged learning activities developed for focused content delivery. Nano
learning programs may incorporate techniques such as visuals, slide reinforce-
ments, role play, demonstrations, or use of a white board. The intent of a nano
learning program is to transfer knowledge that is interactive—seeking to teach
by example—to supply information to understand a specific concept, complete a
certain task or computation, or to problem-solve or make decisions through role
play or demonstration. At a minimum, nano learning programs must include
the following items:

1. The learning objective(s) of the program

2. Any instructions that participants need to navigate through the
program

3. A qualified assessment

.34 Standard No. 11. Blended learning programs must use in-
structional methods that clearly define learning objectives and guide
the participant through a program of learning. Pre-program, post-
program, and homework assignments should enhance the learning
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program experience and must relate to the defined learning objectives
of the program.

.35 S11-01. Guide participant through a program of learning. The
blended learning program includes different learning or instructional meth-
ods (for example, lectures, discussion, guided practice, reading, games, case
studies, and simulation); different delivery methods (group live, group Inter-
net based, nano learning, or self study); different scheduling (synchronous or
asynchronous); or different levels of guidance (for example, individual, instruc-
tor or subject matter expert led, or group and social learning). To guide partici-
pants through the learning process, CPE program sponsors must provide clear
instructions and information to participants that summarize the different com-
ponents of the program and what must be completed or achieved during each
component in order to qualify for CPE credits. The CPE program sponsor must
document the process and components of the course progression and completion
of components by the participants.

.36 S11-02. Primary component of blended learning program is a
group program. If the primary component of the blended learning program is
a group program, then CPE credits for pre-program, post-program, and home-
work assignments cannot constitute more than 25 percent of the total CPE
credits available for the blended learning program.

.37 S11-03. Primary component of blended learning program is an
asynchronous learning activity. If the primary component of the blended
learning program is an asynchronous learning activity, then the blended learn-
ing program must incorporate a qualified assessment in which participants
demonstrate achievement of the learning objectives of the program.

.38 S11-03.1. Qualified assessment requirements. A qualified assess-
ment must measure a representative number of learning objectives for the pro-
gram. A representative number of the learning objectives is 75 percent or more
of the learning objectives for the program.

Standards for CPE Program Presentation
.39 Standard No. 12. CPE program sponsors must provide descrip-

tive materials that enable CPAs to assess the appropriateness of learn-
ing activities. For CPE program sponsors whose courses are developed
for sale and/or for external audiences (that is, not internal training),
CPE program sponsors must make the following information available
in advance:

• Learning objectives

• Instructional delivery methods

• Recommended CPE credit and recommended field of study

• Prerequisites

• Program level

• Advance preparation

• Program description

• Course registration and, where applicable, attendance re-
quirements

• Refund policy for courses sold for a fee or cancellation pol-
icy

• Complaint resolution policy
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• Official NASBA sponsor statement, if an approved NASBA
sponsor (explaining final authority of acceptance of CPE
credits)

For CPE program sponsors whose courses are purchased or developed
for internal training only, CPE program sponsors must make the fol-
lowing information available in advance:

• Learning objectives

• Instructional delivery methods

• Recommended CPE credit and recommended field of study

• Prerequisites

• Advance preparation

• Program level (for optional internal courses only)

• Program description (for optional internal course only)

.40 S12-01. Disclose significant features of program in advance. For
potential participants to effectively plan their CPE, the program sponsor must
disclose the significant features of the program in advance (such as through the
use of brochures, website, electronic notices, invitations, direct mail, or other
announcements). When CPE programs are offered in conjunction with none-
ducational activities, or when several CPE programs are offered concurrently,
participants must receive an appropriate schedule of events indicating those
components that are recommended for CPE credit. The CPE program sponsor's
registration and attendance policies and procedures must be formalized, pub-
lished, and made available to participants and include refund and cancellation
policies as well as complaint resolution policies.

.41 S12-02. Disclose advance preparation and prerequisites. CPE
program sponsors must distribute program materials in a timely manner and
encourage participants to complete any advance preparation requirements. All
programs must clearly identify prerequisite education, experience, and advance
preparation requirements, if any, in the descriptive materials. Prerequisites,
if any, must be written in precise language so that potential participants can
readily ascertain whether they qualify for the program.

.42 Standard No. 13. CPE program sponsors must ensure instruc-
tors are qualified with respect to both program content and instruc-
tional methods used.

.43 S13-01. Qualifications of instructors. Instructors are key ingredi-
ents in the learning process for any group or blended learning program. There-
fore, it is imperative that CPE program sponsors exercise great care in selecting
qualified instructors for all group or blended learning programs. Qualified in-
structors are those who are capable, through training, education, or experience
of communicating effectively and providing an environment conducive to learn-
ing. They must be competent and current in the subject matter, skilled in the
use of the appropriate instructional methods and technology, strive to engage
particpants and prepared in advance.

.44 S13-02. Evaluation of instructor's performance. CPE program
sponsors should evaluate the instructor's performance at the conclusion of each
program to determine the instructor's suitability to serve in the future.

.45 Standard No. 14. CPE program sponsors must employ an ef-
fective means for evaluating learning activity quality with respect to
content and presentation, as well as provide a mechanism for partici-
pants to assess whether learning objectives were met.
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.46 S14-01. Required elements of evaluation. The objectives of evalua-
tion are to assess participant and instructor satisfaction with specific programs
and to increase subsequent program effectiveness. Evaluations, whether writ-
ten or electronic, must be solicited from participants and instructors for each
program session, including self study and nano learning programs, to deter-
mine, among other things, whether

• stated learning objectives were met.

• stated prerequisite requirements were appropriate and sufficient.

• program materials, including the qualified assessment, if any,
were relevant and contributed to the achievement of the learning
objectives.

• time allotted to the learning activity was appropriate.

• Individual instructors were effective. (Note: This topic does not
need to be included in evaluations for self study and nano learning
programs.)

If the instructor is actively involved in the development of the program mate-
rials, then it is not necessary to solicit an evaluation from the instructor.

.47 S14-02. Evaluation results. CPE program sponsors must periodi-
cally review evaluation results to assess program effectiveness and should in-
form developers and instructors of evaluation results.

.48 Standard No. 15. CPE program sponsors must ensure instruc-
tional methods employed are appropriate for the learning activities.

.49 S15-01. Assess instructional method in context of program pre-
sentation. CPE program sponsors must assess the instructional methods em-
ployed for the learning activities to determine if the delivery is appropriate and
effective.

.50 S15-02. Facilities and technology appropriateness. Learning ac-
tivities must be presented in a manner consistent with the descriptive and
technical materials provided. Integral aspects in the learning environment that
should be carefully monitored include the number of participants and the fa-
cilities and technologies employed in the delivery of the learning activity.

Standards for CPE Program Measurement
.51 Standard No. 16. Sponsored learning activities are measured

by actual program length, with one 50-minute period equal to one CPE
credit. Sponsors may recommend CPE credits under the following sce-
narios:

• Group programs, independent study, and blended learning
programs—A minimum of one full credit must be awarded
initially, but after the first credit has been earned, cred-
its may be awarded in one-fifth increments or in one-half
increments (1.0, x.2, x.4, x.5, x.6, x.8, and so on).

• Self study—A minimum of one-half credit must be awarded
initially, but after the first full credit has been earned,
credits may be awarded in one-fifth increments or in one-
half increments (0.5, 1.0, x.2, x.4, x.5, x.6, x.8, and so on).

• Nano learning—Credits must be awarded only as one-fifth
credit (0.2 credit). A 20-minute program would have to be
produced as two stand-alone nano learning programs.
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Sponsors may round down CPE credits awarded to the nearest one-
fifth, one-half, or whole credit, at their discretion and as appropriate
for the instructional delivery method; however, the CPA claiming CPE
credits should refer to respective state board requirements regarding
acceptability of one-fifth and one-half CPE credits.

Only learning content portions of programs (including pre-program,
post-program, and homework assignments, when incorporated into
a blended learning program) qualify toward eligible credit amounts.
Time for activities outside of actual learning content including, for
example, excessive welcome and introductions, housekeeping instruc-
tions, and breaks, is not accepted toward credit.

.52 S16-01. Learning activities with individual segments. For learn-
ing activities in which individual segments are less than 50 minutes, the sum
of the segments would be considered one total program. For example, five
30-minute presentations would equal 150 minutes and would be counted as
three CPE credits. When the total minutes of a sponsored learning activity are
greater than 50, but not equally divisible by 50, the CPE credits granted must
be rounded down to the nearest credit basis depending on the instructional
delivery method of the program. For example, a group live program must be
rounded down to the nearest one-fifth, one-half, or whole credit. Thus, learning
activities with segments totaling 140 minutes would be granted two and four-
fifths CPE credits if using one-fifth increments and two and one-half credits if
using one-half increments.

For learning activities in which segments are classified in multiple fields of
study, the CPE credits granted should first be computed based on the content
time of the total program. Next, the CPE credits granted should be allocated
to the fields of study based on the field of study content time. If the sum of
the individual segments by field of study content time does not equal the CPE
credits computed based on the content time for the total program, then the
difference should be allocated to the primary field of study for the program.

.53 S16-02. Responsibility to monitor attendance. Although it is the
participant's responsibility to report the appropriate number of credits earned,
CPE program sponsors must maintain a process to monitor individual atten-
dance at group programs to assign the correct number of CPE credits. A par-
ticipant's self-certification of attendance alone is not sufficient.

.54 S16-03. Monitoring mechanism for group Internet based pro-
grams. In addition to meeting all other applicable group program standards
and requirements, group Internet based programs must employ some type of
real time monitoring mechanism to verify that participants are participating
during the course. The monitoring mechanism must be of sufficient frequency
and lack predictability to ensure that participants have been engaged through-
out the program. The monitoring mechanism must employ at least three in-
stances of interactivity completed by the participant per CPE credit. CPE pro-
gram sponsors should verify with respective boards of accountancy on specific
interactivity requirements.

.55 S16-04. Small group viewing of group Internet based programs.
In situations where small groups view a group Internet based program such
that one person logs into the program and asks questions on behalf of the group,
documentation of attendance is required in order to award CPE credits to the
group of participants. Participation in the group must be documented and ver-
ified by the small group facilitator or administrator in order to authenticate
attendance for program duration.
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.56 S16-05. University or college credit course. For university or col-
lege credit courses that meet these CPE Standards, each unit of college credit
shall equal the following CPE credits:

• Semester System—15 credits

• Quarter System—10 credits

.57 S16-06. University or college noncredit course. For university or
college noncredit courses that meet these CPE standards, CPE credit shall be
awarded only for the actual classroom time spent in the noncredit course.

.58 S16-07. Participant preparation time. Credit is not granted to
participants for preparation time, unless the program meets the criteria for
blended learning in Standard No. 11 in "Standards for CPE Program Measure-
ment" (section 300 par. .34).

.59 S16-08. Committee or staff meetings qualification for CPE cred-
its. Only the portions of committee or staff meetings that are designed as pro-
grams of learning and comply with these Standards qualify for CPE credit.

.60 Standard No. 17. CPE credit for self study learning activities
must be based on one of the following educationally sound and defen-
sible methods:

Method 1: Pilot test of the representative completion time.

Method 2: Computation using the prescribed word count formula.

If a pre-program assessment is used, the pre-program assessment is
not included in the CPE credit computation.

.61 S17-01. Method 1—Sample group of pilot testers. A sample of in-
tended professional participants must be selected to test program materials in
an environment and manner similar to that in which the program is to be pre-
sented. The sample group must consist of at least three qualified individuals
who are independent of the program development group.

• For those courses whose target audience includes CPAs, the sam-
ple group must be licensed CPAs in good standing, hold an active
CPA license or the equivalent of an "active" CPA license in a U.S.
jurisdiction, and possess the appropriate level of knowledge before
taking the program.

• For those sponsors who are subject to various regulatory require-
ments that mandate a minimum number of CPE credits and offer
courses to non-CPAs, those courses do not have to be pilot tested
by licensed CPAs.

• For those courses whose target audience includes CPAs and non-
CPAs, the sample group must be representative of the target audi-
ence and contain both CPAs, as defined previously, and non-CPAs.

.62 S17-02. Method 1—CPE credit based on representative com-
pletion time. The sample does not have to ensure statistical validity; how-
ever, if the results of pilot testing are inconsistent, then the sample must be
expanded or, if the inconsistent results are outliers, the inconsistent results
must be eliminated. CPE credit must be recommended based on the represen-
tative completion time for the sample. Completion time includes the time spent
taking the final examination and does not include the time spent completing
the course evaluation or pre-program assessment. Pilot testers must not be in-
formed about the length of time the program is expected to take to complete.
If substantive changes are subsequently made to program materials, whether
in one year or over a period of years, further pilot tests of the revised program
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materials must be conducted to affirm or amend, as appropriate, the represen-
tative completion time.

.63 S17-03. Method 1—Requirement for re-pilot testing. If, subse-
quent to course release, actual participant completion time warrants a change
in CPE credit hours, re-pilot testing is required to substantiate a change in CPE
credit prospectively.

.64 S17-04. Method 1—Pilot testing when course is purchased from
vendor or other developer. CPE program sponsors may purchase courses
from other vendors or course developers. For purchased courses where pilot
tests were conducted and provided, CPE program sponsors must review results
of the course developer's pilot test results to ensure that the results are appro-
priate. For purchased courses where no pilot tests were conducted or provided,
CPE program sponsors must conduct pilot testing or perform the word count
formula as prescribed in method 2.

.65 S17-05. Method 2—Basis for prescribed word count formula.
The prescribed word count formula begins with a word count of the number
of words contained in the text of the required reading of the self-study program
and should exclude any material not critical to the achievement of the stated
learning objectives for the program. Examples of information material that is
not critical and, therefore, excluded from the word count are course introduc-
tion, instructions to the participant, author/course developer biographies, table
of contents, glossary, pre-program assessment, and appendixes containing sup-
plementary reference materials.

Again, only course content text that is critical to the achievement of stated
learning objectives should be included in the word count formula. If an au-
thor/course developer determines, for example, that including the entire ac-
counting rule or tax regulation is beneficial to the participant, the accounting
rule or tax regulation should be included as an appendix to the course as supple-
mentary reference material and excluded from the word count formula. Only
pertinent paragraphs or sections of the accounting rule or tax regulation re-
quired for the achievement of stated learning objectives should be included in
the actual text of the course and therefore included in the word count formula.

Review questions, exercises, and qualified assessment questions are considered
separately in the calculation and should not be included in the word count.

.66 S17-06. Method 2—Calculation of CPE credit using the pre-
scribed word count formula. The word count for the text of the required
reading of the program is divided by 180, the average reading speed of adults.
The total number of review questions (including those above the minimum
requirements), exercises and qualified assessment questions is multiplied by
1.85, which is the estimated average completion time per question. These two
numbers plus actual audio/video duration time (not narration of the text), if
any, are then added together and the result divided by 50 to calculate the CPE
credit for the self study program. When the total minutes of a self study pro-
gram are not equally divisible by 50, the CPE credits granted must be rounded
down to the nearest one-half credit, one-fifth credit or whole credit using the
guidelines of Standard No. 16 in "Standards for CPE Program Measurement"
(section 300 par. .51).

[(# of words/180) + actual audio/video duration time + (# of questions × 1.85)]
/50 = CPE credit

.67 S17-07. Method 2—Consideration of audio and video segments
in word count formula. If audio and video segments of a self study program
constitute additional learning for the participant (that is, not narration of the
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text), then the actual audio/video duration time may be added to the time cal-
culation as provided in the prescribed word count formula. If the entire self
study program constitutes a video, then the prescribed word count formula in
S17-06 would consist of the actual video time plus the total number of review
questions (including those above the minimum requirements), exercises, and
qualified assessment questions multiplied by 1.85, divided by 50 (that is, there
would be no word count for text used in the formula).

[actual audio/video duration time + (# of questions × 1.85)] /50 = CPE credit

.68 S17-08. Method 2—Word count formula when course is pur-
chased from vendor or other developer. CPE program sponsors may pur-
chase courses from other vendors or course developers. For purchased courses
where the word count formula was calculated, CPE program sponsors must re-
view the results of the course developer's word count formula calculation to
ensure that results are appropriate. For purchased courses where the word
count formula calculation was not performed or provided, CPE program spon-
sors must perform the word count formula calculation or conduct pilot testing
as described in method 1.

.69 Standard No. 18. CPE credit for nano learning programs must
be based on duration of the program plus the qualified assessment,
which when combined should be a minimum of 10 minutes. However,
one-fifth (0.20 credit) CPE credit is the maximum credit to be awarded
for a single nano learning program.

.70 Standard No. 19. CPE credit for blended learning programs
must equal the sum of the CPE credit determinations for the various
completed components of the program. CPE credits could be deter-
mined by actual duration time (for example, audio/video duration time
or learning content delivery time in a group program) or by a pilot test
of the representative completion time as prescribed in S17-01 or word
count formula as prescribed in S17-06 (for example, reading, games,
case studies, simulations).

.71 Standard No. 20. Instructors and discussion leaders of learn-
ing activities may receive CPE credit for their preparation, review,
and presentation time to the extent the activities maintain or improve
their professional competence and meet the requirements of these
Standards. Technical reviewers of learning activities may receive CPE
credit for actual review time up to the actual number of CPE cred-
its for the programs, subject to the regulations and maximums estab-
lished by boards of accountancy.

.72 S20-01. Instructor CPE credit parameters. Instructors, discussion
leaders, or speakers who present a learning activity for the first time may
receive CPE credit for actual preparation time up to 2 times the number of
CPE credits to which participants would be entitled, in addition to the time for
presentation, subject to regulations and maximums established by the state
boards. For example, for learning activities in which participants could receive
8 CPE credits, instructors may receive up to 24 CPE credits (16 for prepa-
ration plus 8 for presentation). For repeat presentations, CPE credit can be
claimed only if it can be demonstrated that the learning activity content was
substantially changed and such change required significant additional study
or research.

.73 S20-02. Presenting a program. The CPA claiming CPE credits
should refer to respective state board requirements.
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.74 S20-03. Technical reviewer CPE credit parameters. Technical re-
viewers who review a learning activity for the first time may receive CPE credit
for actual review time up to the actual number of CPE credits for the program,
subject to regulations and maximums established by state boards. For repeat
technical reviews, CPE credit can be claimed only if it can be demonstrated
that the learning activity content was substantially changed and such change
required significant additional study or research.

.75 Standard No. 21. Writers of published articles, books, or CPE
programs may receive CPE credit for their research and writing time
to the extent it maintains or improves their professional competence.

.76 S21-01. Requirement for review from independent party. Writ-
ing articles, books, or CPE programs for publication is a structured activity that
involves a process of learning. For the writer to receive CPE credit, the article,
book, or CPE program must be formally reviewed by an independent party. CPE
credits should be claimed only upon publication.

.77 S21-02. Authoring a program. As a general rule, receiving CPE cred-
its for authoring and presenting the same program should not be allowed. The
CPA claiming CPE credits should refer to respective state board requirements.

.78 Standard No. 22. CPE credits recommended by a CPE program
sponsor of independent study must not exceed the time the participant
devoted to complete the learning activities specified in the learning
contract.

.79 S22-01. CPE credits agreed to in advance. The maximum cred-
its to be recommended by an independent study CPE program sponsor must
be agreed upon in advance and must be equated to the effort expended to im-
prove professional competence. The credits cannot exceed the time devoted to
the learning activities and may be less than the actual time involved.

Standards for CPE Program Reporting
.80 Standard No. 23. CPE program sponsors must provide program

participants with documentation (electronic or paper) of their partic-
ipation (certificate of completion), which includes the following:

• CPE program sponsor name and contact information

• Participant's name

• Course title

• Course field of study

• Date offered or completed

• If applicable, location

• Type of instructional and delivery method used

• Amount of CPE credit recommended

• Verification by CPE program sponsor representative

• Sponsor identification number or registration number, if
required by the state boards

• NASBA time statement stating that CPE credits have been
granted on a 50-minute hour

• Any other statements required by board of accountancy
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The documentation should be provided as soon as possible and should
not exceed 60 days (so that participants can report their earned CPE
credits in a timely manner).

.81 S23-01. Entity to award CPE credits and acceptable documen-
tation. The CPE program sponsor is the individual or organization responsible
for issuing the certificate of completion and maintaining the documentation re-
quired by these Standards. The entity whose name appears on the certificate
of completion is responsible for validating the CPE credits claimed by a partic-
ipant. CPE program sponsors must provide participants with documentation
(electronic or paper) to support their claims of CPE credit. Acceptable evidence
of completion includes the following:

• For group, blended learning, and independent study programs, a
certificate or other verification supplied by the CPE program spon-
sor

• For self study and nano learning programs, a certificate supplied
by the CPE program sponsor after satisfactory completion of a
qualified assessment

• For instruction or technical review credit, appropriate supporting
documentation that complies with the requirements of the respec-
tive state boards subject to the guidelines in Standard No. 20 in
"Standards for CPE Program Measurement" (section 300 par. .71)

• For a university or college course that is successfully completed for
credit, a record or transcript of the grade the participant received

• For university or college noncredit courses, a certificate of atten-
dance issued by a representative of the university or college

• For published articles, books, or CPE programs:

• A copy of the publication (or in the case of a CPE program,
course development documentation) that names the CPA
as author or contributor

• A statement from the writer supporting the number of
CPE hours claimed

• The name and contact information of the independent re-
viewer(s) or publisher

.82 S23-02. Certificate issuance for simultaneous delivery of a
group live and group Internet based program. In circumstances where
the CPE program sponsor is providing simultaneous delivery of a group live
and group Internet based program, the CPE program sponsor, at its discretion,
may issue the certificate of completion to all program participants by awarding
CPE credits under the instructional delivery method attended by the majority
of the participants. The delivery and attendance monitoring requirements of
the respective instructional delivery methods still apply.

.83 Standard No. 24. CPE program sponsors must retain adequate
documentation (electronic or paper) for a minimum of five years to
support their compliance with these standards and the reports that
may be required of participants.

.84 S24-01. Required documentation elements. Evidence of compli-
ance with responsibilities set forth under these standards that is to be retained
by CPE program sponsors includes the following:

• Records of participation.
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• Dates and locations.

• Author/instructor, author/developer, and reviewer, as applicable,
names and credentials. For the CPA and tax attorney acting as an
author/instructor, author/developer, and reviewer for accounting,
auditing, or tax program(s), the state of licensure, license number,
and status of license should be maintained. For the enrolled agent
acting in such capacity for tax program(s), information regarding
the enrolled agent number should be maintained.

• Number of CPE credits earned by participants.

• Results of program evaluations.

• Program descriptive materials (course announcement informa-
tion).

Information to be retained by CPE program sponsors includes copies of program
materials, evidence that the program materials were developed and reviewed
by qualified parties, and a record of how CPE credits were determined.

.85 S24-02. Maintenance of documentation as basis for CPE credit
for self study programs. For CPE program sponsors using method 1 (pilot
tests) as the basis for CPE credit for self study programs, appropriate pilot test
records must be retained regarding the following:

• When the pilot test was conducted

• The intended participant population

• How the sample of pilot testers was selected

• Names and credentials and relevant experience of sample pilot
test participants

• For CPA pilot testers, the state of licensure, license number, and
status of license should be maintained.

• A summary of pilot test participants' actual completion time

• Statement from each pilot tester to confirm that the pilot tester is
independent from the course development group and that the pi-
lot tester was not informed in advance of the expected completion
time

For CPE program sponsors using method 2 (word count formula) as the basis
for CPE credit for self study programs, the word count formula calculation,
as well as the supporting documentation for the data used in the word count
formula (for example, word count; number of review questions, exercises, and
final examination questions; duration of audio or video segments, or both, if
applicable; and actual calculation), must be retained.

.86 S24-03. Maintenance of documentation of element of engage-
ment for group live programs. In addition to the requirements in S24-01,
group live CPE program sponsors must retain the program outline, agenda,
speaker notes or other documentation that evidences the element of engage-
ment related to course content during each credit of CPE planned for the group
live program.

.87 S24-04. Maintenance of documentation of instructions and in-
formation to participants regarding the components comprising a
blended learning program. In addition to the requirements of S24-01,
blended learning CPE program sponsors must retain clear instructions and
information that summarizes the different components of the blended learning
program and what must be completed or achieved during each component in
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order to qualify for CPE credits. The CPE program sponsor must also retain
documentation of the course progression and what CPE credits were earned by
participants upon the completion of the components.

Effective Dates
.88 Unless otherwise established by state licensing bodies or other profes-

sional organizations, these Standards are to be effective on September 1, 2016,
provided however that:

• CPE program sponsors have until December 31, 2016, to comply
with the Standards for programs currently under development.

• The Standards must be implemented at the next CPE program
review or revision date for all other programs.
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CPE Section 400

Glossary

Revised, August 2016.

.01 Advanced. Program knowledge level most useful for individuals with
mastery of the particular topic. This level focuses on the development of in-
depth knowledge, a variety of skills, or a broader range of applications. Ad-
vanced level programs are often appropriate for seasoned professionals within
organizations; however, they may also be beneficial for other professionals with
specialized knowledge in a subject area.

.02 Asynchronous. A learning activity in which the participant has con-
trol over time, place and/or pace of learning.

.03 Basic. Program knowledge level most beneficial to CPAs new to a skill
or an attribute. These individuals are often at the staff or entry level in organi-
zations, although such programs may also benefit a seasoned professional with
limited exposure to the area.

.04 Blended learning program. An educational program incorporating
multiple learning formats.

.05 Continuing Professional Education (CPE). An integral part of the
lifelong learning required to provide competent service to the public. The set of
activities that enables CPAs to maintain and improve their professional com-
petence.

.06 CPE credit. Fifty minutes of participation in a program of learning.

.07 CPE program sponsor. The individual or organization responsible
for issuing the certificate of completion, and maintaining the documentation
required by these Standards. The term CPE program sponsor may include as-
sociations of CPAs, whether formal or informal, as well as employers who offer
in-house programs.

.08 Evaluative feedback. Specific response to incorrect answers to ques-
tions in self study programs.

.09 Group Internet based program. Individual participation in syn-
chronous learning with real time interaction of an instructor or subject matter
expert and built-in processes for attendance and interactivity.

.10 Group live program. Synchronous learning in a group environment
with real time interaction of an instructor or subject matter expert that pro-
vides the required elements of attendance monitoring and engagement.

.11 Group program. Any group live or group Internet based programs.

.12 Independent study. An educational process designed to permit a par-
ticipant to learn a given subject under a learning contract with a CPE program
sponsor.

.13 Instructional methods. Delivery strategies such as case studies,
computer-assisted learning, lectures, group participation, programmed instruc-
tion, use of audiovisual aids, or work groups employed in group, self study, or
independent study programs or other innovative programs.

.14 Intermediate. Program knowledge level that builds on a basic pro-
gram, most appropriate for CPAs with detailed knowledge in an area. Such
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persons are often at a mid-level within the organization, with operational or
supervisory responsibilities.

.15 Learning activity. An educational endeavor that maintains or im-
proves professional competence.

.16 Learning contract. A written contract signed by an independent
study participant and a qualified CPE program sponsor prior to the commence-
ment of the independent study.

.17 Learning objectives. Measurable outcomes that participants should
accomplish upon completion of a learning activity. Learning objectives are use-
ful to program developers in deciding appropriate instructional methods and
allocating time to various subjects.

.18 Nano learning program. A tutorial program designed to permit a
participant to learn a given subject in a 10-minute time frame through the
use of electronic media (including technology applications and processes and
computer-based or web-based technology) and without interaction with a real
time instructor. A nano learning program differs from a self study program
in that it is typically focused on a single learning objective and is not paper-
based. A nano learning program is not a group program. Nano learning is not
a substitute for comprehensive programs addressing complex issues.

.19 Overview. Program knowledge level that provides a general review of
a subject area from a broad perspective. These programs may be appropriate
for professionals at all organizational levels.

.20 Pilot test. A method to determine the recommended CPE credit for
self study programs that involves sampling of at least three individuals inde-
pendent of the development team and representative of the intended partici-
pants to measure the representative completion time.

.21 Pre-program assessment. A method of measuring prior knowledge
that is given before the participant has access to the course content of the pro-
gram.

.22 Professional competence. Having requisite technical competence,
professional skills, values, ethics and attitudes to provide quality services as
defined by the technical and ethical standards of the profession. The expertise
needed to undertake professional responsibilities and to serve the public inter-
est.

.23 Program of learning. A collection of learning activities that are de-
signed and intended as continuing education and that comply with these Stan-
dards.

.24 Qualified assessment. A method of measuring the achievement of a
representative number of the learning objectives for the learning activity.

.25 Reinforcement feedback. Specific responses to correct answers to
questions in self study programs.

.26 Self study program. An educational program completed individually
without the assistance or interaction of a real time instructor.

.27 Social learning. Learning from oneâTMs peers in a community of
practice through observation, modeling, and application.

.28 Synchronous. A group program in which participants engage simul-
taneously in learning activity(ies).

.29 Tutorial. A method of transferring knowledge that is more interactive
and specific than a book, lecture, or article. A tutorial seeks to teach by example
and supply the information to complete a certain task.
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.30 Word count formula. A method, detailed under S17-05 method 2, to
determine the recommended CPE credit for self study programs that uses a
formula including word count of learning material, number of questions and
exercises, and duration of audio and video segments.

.31 Update. Program knowledge level that provides a general review of
new developments. This level is for participants with a background in the sub-
ject area who desire to keep current.
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