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Summary

 Basic for a profession

 Ethics and codes of conduct

 Current issues

 Resources

 Discussion
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Commitment to Ethics

 Set tone at the top

 Establish  standards of conduct

 Evaluate adherence

 Address deviations

Code of Professional Conduct
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Code of Conduct

Two General Levels

– Principles

– Rules of conduct

AICPA Code of Conduct

 Basic trait for a profession

 Three tiers

– Principles of professional conduct

– Rules

– Interpretations and rulings
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Principles

 Responsibilities

 Public Interest

 Integrity

 Objectivity and independence

 Due care

 Scope and nature of services

Guiding Rules
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Interpretations and Rulings

§90    Applicability and definitions 

§100  Independence, integrity and objectivity 

§200  General standards accounting principles 

§300  Responsibilities to clients 

§400  Responsibilities to colleagues 

§500  Other responsibilities and practices 

Definitions

 Important to understanding rules

 Many consultations involve definitions

 How well do you know them?
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Update

Ethics Alerts

 Current practice development

 Independence and ethics developments 

 Consideration of other authoritative bodies

 On the horizon
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Ethics Update

 ED of Revised Code of Conduct 
released April 15, 2013

– Comment period ended August 15, 2013 

 Nonattest Services

 Internal Audit Assistance

AICPA Ethics Update

 Partner Equivalent

 Revised Definitions

 Subordination of Judgment

 Internal Auditor Considerations
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Resources

Where to Find Answers

 Internal Control – Integrated Framework

 www.aicpa.org

 www.theiia.org

 AICPA Plain English Guide to Independence
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Standards 

of Quality

Internal QC Processes

 Unique to each organization

 Communicate its importance

 Identify threats

 Consider significance

 Evaluate safeguards
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Internal Policies and Procedures

 Policy 1:
Adhere to relevant ethical requirements

 Policy 2:
Communicate requirements to personnel

 Policy 3: 
Identify threats / risks

Internal Policies and Procedures

 Policy 4: 
Withdraw from situations if effective 
safeguards cannot be applied

 Policy 5: 
Obtain written confirmation of compliance with 
policies and procedures
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Internal Policies and Procedures

 Policy 6: 
Evaluate the integrity of those with whom the 
company outsources services

 Policy 7:
Provide training to employees to reinforce the 
beliefs and values of the organization

Compare 

Requirements
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Source of Requirements

 Regulatory agencies

 Professional organizations

 Internal policies

COSO – Control Environment

 Principle 1 - The organization demonstrates a 
commitment to integrity and ethical values.

 5 points of focus
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COSO – Points of Focus

 Sets the Tone at the Top

 Establish Standards of Conduct

 Evaluate Adherence to Standards of Conduct

 Address Deviations in a Timely Manner

Discussion
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{ CODE of ETHICS… }
// PRINCIPLES
 Internal auditors are expected to apply and uphold the following principles:

• Integrity 
The integrity of internal auditors establishes trust and thus provides the basis for reliance on their judgment.

• Objectivity
Internal auditors exhibit the highest level of professional objectivity in gathering, evaluating, and communicating 
information about the activity or process being examined. Internal auditors make a balanced assessment of all the 
relevant circumstances and are not unduly influenced by their own interests or by others in forming judgments.

• Confidentiality
Internal auditors respect the value and ownership of information they receive and do not disclose information 
without appropriate authority unless there is a legal or professional obligation to do so.

• Competency
Internal auditors apply the knowledge, skills, and experience needed in the performance of internal audit services.

// RULES OF CONDUCT

 1. Integrity
Internal Auditors:
1.1. Shall perform their work with honesty, diligence, and responsibility.

1.2. Shall observe the law and make disclosures expected by the law and the profession.

1.3. Shall not knowingly be a party to any illegal activity, or engage in acts that are discreditable to the profession of  
 internal auditing or to the organization.

1.4. Shall respect and contribute to the legitimate and ethical objectives of the organization.

 2. Objectivity
Internal Auditors:
2.1. Shall not participate in any activity or relationship that may impair or be presumed to impair their unbiased   

 assessment. This participation includes those activities or relationships that may be in conflict with the interests of  
 the organization.

2.2. Shall not accept anything that may impair or be presumed to impair their professional judgment.

2.3. Shall disclose all material facts known to them that, if not disclosed, may distort the reporting of activities under  
 review.

 3. Confidentiality
Internal Auditors:
3.1. Shall be prudent in the use and protection of information acquired in the course of their duties.

3.2. Shall not use information for any personal gain or in any manner that would be contrary to the law or detrimental  
 to the legitimate and ethical objectives of the organization.

 4. Competency
Internal Auditors:
4.1. Shall engage only in those services for which they have the necessary knowledge, skills, and experience.

4.2. Shall perform internal audit services in accordance with the International Standards for the Professional Practice of  
 Internal Auditing.

4.3. Shall continually improve their proficiency and the effectiveness and quality of their services.
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AICPA Principles of Professional Conduct 
  
ET Section 52 - Article I - Responsibilities  

 
In carrying out their responsibilities as professionals, members should exercise sensitive professional and moral 

judgments in all their activities. 

.01 As professionals, certified public accountants perform an essential role in society. Consistent with that role, 
members of the American Institute of Certified Public Accountants 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 efforts of all members are required to maintain and enhance the traditions of the 
profession. 

 
ET Section 53 - Article II The Public Interest  

 
Members should accept the obligation to act in a way that will serve the public interest, honor the public trust, and 

demonstrate commitment to professionalism. 
 
.01 A distinguishing mark of a profession is acceptance of its responsibility to the public. The accounting profession's 
public consists of clients, credit grantors, governments, employers, investors, the business and financial community, 
and others who rely on the objectivity and integrity of certified public accountants to maintain the orderly functioning 
of commerce. This reliance imposes a public interest responsibility on certified public accountants. The public interest 
is defined as the collective well-being of the community of people and institutions the profession serves. 
 
.02 In discharging their professional responsibilities, members may encounter conflicting pressures from among each 
of those groups. In resolving those conflicts, members should act with integrity, guided by the precept that when 
members fulfill their responsibility to the public, clients' and employers' interests are best served. 
 
.03 Those who rely on certified public accountants expect them to discharge their responsibilities 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 demonstrates a level of 
professionalism consistent with these Principles of the Code of Professional Conduct. 
 
.04 All who accept membership in the American Institute of Certified Public Accountants commit themselves to honor 
the public trust. In return for the faith that the public reposes in them, members should seek continually to 
demonstrate their dedication to professional excellence. 

 
ET Section 54 - Article III - Integrity  

 
To maintain and broaden public confidence, members should perform all professional responsibilities with the highest 

sense of integrity. 
 
.01 Integrity is an element of character fundamental to professional recognition. It is the quality from which the public 
trust derives and the benchmark against which a member must ultimately test all decisions. 
 
.02 Integrity requires a member to be, among other things, honest and candid within the constraints of client 
confidentiality. Service and the public trust should not be subordinated to personal gain and advantage. Integrity can 
accommodate the inadvertent error and the honest difference of opinion; it cannot accommodate deceit or 
subordination of principle. 
 
.03 Integrity is measured in terms of what is right and just. In the absence of specific rules, standards, or guidance, or 
in the face of conflicting opinions, a member should test decisions and deeds by asking: "Am I doing what a person of 
integrity would do? Have I retained my integrity?" Integrity requires a member to observe both the form and the spirit 
of technical and ethical standards; circumvention of those standards constitutes subordination of judgment. 
 
.04 Integrity also requires a member to observe the principles of objectivity and independence and of due care. 
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ET Section 55 - Article IV - Objectivity and Independence  

 
A member should maintain objectivity and be free of conflicts of interest in discharging professional responsibilities. A 

member in public practice should be independent in fact and appearance when providing auditing and other 
attestation services. 

 
.01 Objectivity is a state of mind, a quality that lends value to a member's services. It is a distinguishing feature of the 
profession. The principle of 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. 
 
.02 Members often serve multiple interests in many different capacities and must demonstrate their objectivity in 
varying circumstances. Members in public practice render attest, tax, and management advisory services. Other 
members prepare financial statements in the employment of others, perform internal auditing services, and serve in 
financial and management capacities in industry, education, and government. They also educate and train those who 
aspire to admission into the profession. Regardless of service or capacity, members should protect the integrity of 
their work, maintain objectivity, and avoid any subordination of their judgment. 
 
.03 For a member in public practice, the maintenance of objectivity and independence requires a continuing 
assessment of client relationships and public responsibility. Such a member who provides auditing and other 
attestation services should be independent in fact and appearance. In providing all other services, a member should 
maintain objectivity and avoid conflicts of interest. 
 
.04 Although members not in public practice cannot maintain the appearance 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 public practice and must be scrupulous in their application of generally 
accepted accounting principles and candid in all their dealings with members in public practice. 

 
ET Section 56 - Article V - Due Care  

 
A member should observe the profession's technical and ethical standards, strive continually to improve competence 

and the quality of services, and discharge professional responsibility to the best of the member's ability. 
 
.01 The quest for excellence is the essence of due care. Due care requires a member to discharge professional 
responsibilities with competence and diligence. 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 services are performed and consistent 
with the profession's responsibility to the public. 
 
.02 Competence is derived from a synthesis of education and experience. It begins with a mastery of the common 
body of knowledge required for designation 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 responsibility. In all engagements and in all responsibilities, each member 
should undertake to achieve a level of competence that will assure that the quality of the member's services meets 
the high level of professionalism required by these Principles..03 Competence represents the attainment and 
maintenance of a level of understanding and knowledge that enables a member to render services with facility and 
acumen. It also establishes the limitations of a member's capabilities by dictating that consultation or referral may be 
required when a professional engagement exceeds the personal competence of a member or a member's firm. Each 
member is responsible for assessing his or her own competence—of evaluating whether education, experience, and 
judgment are adequate for the responsibility to be assumed. 
 
.04 Members should be diligent in discharging responsibilities to clients, employers, and the public. Diligence 
imposes the responsibility to render services promptly and carefully, to be thorough, and to observe applicable 
technical and ethical standards. 
 
.05 Due care requires a member to plan and supervise adequately any professional activity for which he or she is 
responsible.  
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ET Section 57 - Article VI - Scope and Nature of Services  
 

A member in public practice should observe the Principles of the Code of Professional Conduct in determining the 
scope and nature of services to be provided. 

 
.01 The public interest aspect of certified public accountants' services requires that such services be consistent with 
acceptable professional behavior for certified public accountants. Integrity requires that service and the public trust 
not be subordinated to personal gain and advantage. Objectivity and 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. 
 
.02 Each of these Principles should be considered by members in determining whether or not to provide specific 
services in individual circumstances. In some instances, they may represent an overall constraint on the nonaudit 
services that might be offered to a specific client. No hard-and-fast rules can be developed to help members reach 
these judgments, but they must be satisfied that they are meeting the spirit of the Principles in this regard. 
 
.03 In order to accomplish this, members should 

• Practice in firms that have in place internal quality-control procedures to ensure that services are competently 
delivered and adequately supervised. 

• 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. 

• Assess, in their individual judgments, whether an activity is consistent with their role as professionals. 
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Consider following
this decision tree
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company’s guidance.  If you choose to
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102-4 on “Subordination of Judgment” for guidance (attached).
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Notice to Readers
This material is designed to provide illustrative information with respect to the subject matter covered. It does not establish standards or 
preferred practices. The material has not been considered or acted upon by senior technical committees or the AICPA Board of Directors and
does not represent an official opinion or position of the AICPA. It is provided with the understanding that the author and publisher are not
engaged in rendering legal, accounting, or other professional service. If legal advice or other expert assistance is required, the services of a
competent professional person should be sought. The author and publisher make no representations, warranties or guarantees as to, and assume
no responsibility for, the content or application of the material contained herein, and expressly disclaim all liability for any damages arising out
of the use of, reference to, or reliance on such material.

Ethics Decision Tree
For CPAs in Business & Industry
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ET Section 501 - Acts Discreditable  

.01 Rule 501—Acts discreditable. 
A member shall not commit an act discreditable to the profession.

[As adopted January 12, 1988.]

Interpretations Under Rule 501 
—Acts Discreditable

.02 501-1—Response to Requests by Clients and Former Clients for Records. 

Terminology

The following terms are defined subsequently solely for use with this interpretation:

• The term client includes current and former clients. 
• Client-provided records are accounting or other records belonging to the client 

that were provided to the member, by or on behalf of, the client, including 
hardcopy or electronic reproductions of such records. 

• 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 available to the client, with the result that the client’s 
financial information is incomplete. Examples include adjusting, closing, 
combining, or consolidating journal entries (including computations supporting 
such entries) and supporting schedules and documents that are proposed or 
prepared by the member as part of an engagement (for example, an audit). 

• Member's work products are deliverables as set forth in the terms of the 
engagement, such as tax returns. 

• Member’s working papers are all other items prepared solely for purposes of the 
engagement and include items prepared by the 

◦ member, such as audit programs, analytical review schedules, and statistical 
sampling results and analyses,  and 

◦ client, at the request of the member and reflecting testing or other work done 
by the member. 

Interpretation

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 notwithstanding fees due to the member for the work 
performed. Failure to comply with the more restrictive provisions contained in the rules 
and regulations of the applicable regulatory body concerning the return of certain 
records would constitute a violation of this interpretation.

Client-provided records in the member's custody or control should be returned to the 
client at the client's request.

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 products that are in the 
custody or control of the member or the member's firm (member) that have not 

Page 1 of 6ET Section 501 - Acts Discreditable
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previously been provided to the client, the member should respond to the client’s 
request as follows: 

• Member-prepared records relating to a completed and issued work product should 
be provided to the client, except that such records may be withheld if there are 
fees due to the member for the specific work product. 

• Member's work products should be provided to the client, except that such work 
products may be withheld 

◦ if there are fees due to the member for the specific work product; 
◦ if the work product is incomplete; 
◦ for purposes of complying with professional standards (for example, 

withholding an audit report due to outstanding audit issues); or 
◦ if threatened or outstanding litigation exists concerning the engagement or 

member's work. 

Once the member has complied with these requirements, he or she is under no ethical 
obligation to comply with any subsequent requests to again provide such records or 
copies of such records. However, if subsequent to complying with a request, a client 
experiences a loss of records due to a natural disaster or an act of war, the member 
should comply with an additional request to provide such records.

Member’s working papers are the member’s property and need not be provided to the 
client under provisions of this interpretation; however, such requirements may be 
imposed by state and federal statutes and regulations, and contractual agreements.

In connection with any request for client-provided records, member-prepared 
records, or a member's work products, the member may

• charge the client a reasonable fee for the time and expense incurred to retrieve 
and copy such records and require that such fee be paid prior to the time such 
records are provided to the client, 

• provide the requested records in any format usable by the client [ ] , and 
• make and retain copies of any records returned or provided to the client. 

The member is not required to convert records that are not in electronic format to 
electronic format or to convert electronic records into a different type of electronic 
format.  However, 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 request 
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 member was engaged to provide such formulas as part of a completed 
work product. 

Where a member is required to return or provide records to the client, the member 
should comply with the client’s request as soon as practicable but, absent extenuating 
circumstances, no later than 45 days after the request is made. The fact that the 
statutes of the state in which the member practices 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 interpretation. 

[Revised, effective April 30, 2000, by the Professional Ethics Executive Committee. 
Revised, effective April 30, 2006, by the Professional Ethics Executive Committee. 
Revised, effective February 28, 2011, by the Professional Ethics Executive Committee. 
Revised, effective April 30, 2012 by the Professional Ethics Executive Committee.]

.03 501-2—Discrimination and harassment in employment practices. 

fn 1

fn 2
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Whenever a member is finally determined by a court of competent jurisdiction to have 
violated any of the antidiscrimination laws of the United States or any state or 
municipality thereof, including those related to sexual and other forms of harassment, 
or has waived or lost his/her right of appeal after a hearing by an administrative 
agency, the member will be presumed to have committed an act discreditable to the 
profession in violation of rule 501 ].

[Revised, effective November 30, 1997, by the Professional Ethics Executive 
Committee.]

.04 501-3—Failure to follow standards and/or procedures or other requirements in governmental audits. 

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 generally accepted auditing standards. If a member has accepted such an 
engagement and undertakes an obligation to follow specified government audit 
standards, guides, procedures, statutes, rules and regulations, in addition to generally 
accepted auditing standards, he or she is obligated to follow such requirements. 
Failure to do so is an act discreditable to the profession in violation of rule 501 [

], unless the member discloses in his or her report the fact that such 
requirements were not followed and the reasons therefor.

.05 501-4—Negligence in the preparation of financial statements or records. 

A member shall be considered to have committed an act discreditable to the profession 
in violation of rule 501 [ ] when, by virtue of his or her negligence, 
such member—

1. Makes, or permits or directs another to make, materially false and misleading 
entries in the financial statements or records of an entity; or 

2. Fails to correct an entity’s financial statements that are materially false and 
misleading when the member has the authority to record an entry; or 

3. Signs, or permits or directs another to sign, a document containing materially false 
and misleading information. 

[Revised, effective May 31, 1999, by the Professional Ethics Executive Committee.]

.06 501-5—Failure to follow requirements of governmental bodies, commissions, or other regulatory agencies. 

Many governmental bodies, commissions or other regulatory agencies have 
established requirements such as audit standards, guides, rules, and regulations that 
members are required to follow in the preparation of financial statements or related 
information, or in performing attest or similar services for entities subject to their 
jurisdiction. For example, the Securities and Exchange Commission, Federal 
Communications Commission, state insurance commissions, and other regulatory 
agencies, such as the Public Company Accounting Oversight Board, have established 
such requirements.

If a member prepares financial statements or related information (for 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 generally accepted accounting principles. If a member 
agrees to perform an attest or similar service for the purpose of reporting to such 
bodies, commissions, or regulatory agencies, the member should follow such 
requirements, in addition to generally accepted auditing standards (where applicable). 
A material departure from such requirements is an act discreditable to the profession, 
unless the member discloses in the financial statements or his or her report, as 
applicable, that such requirements were not followed and the reasons therefore.

[ET section 501.01

ET 
section 501.01

ET section 501.01
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[Effective August 31, 1989. Revised, effective October 31, 2000, by the Professional 
Ethics Executive Committee. Revised, effective April 30, 2004, by the Professional 
Ethics Executive Committee.]

.07 501-6—Solicitation or disclosure of CPA examination questions and answers. 

A member who solicits or knowingly discloses the May 1996 or later Uniform CPA 
Examination question(s) and/or answer(s) without the written authorization of the 
AICPA shall be considered to have committed an act discreditable to the profession in 
violation of rule 501 [ ].

[Effective January 31, 1996. Revised May 1996, by the Professional Ethics Executive 
Committee.]

.08 501-7—Failure to file tax return or pay tax liability. 

A member who fails to comply with applicable federal, state, or local laws or 
regulations regarding the timely filing of his or her personal tax returns or tax returns of 
the member’s firm, or the timely remittance of all payroll and other taxes collected on 
behalf of others, may be considered to have committed an act discreditable to the 
profession in violation of rule 501 [ ].

[Effective May 31, 1999.]

.09 501-8—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. 

Certain governmental bodies, commissions, or other regulatory agencies (collectively, 
regulators) have established requirements through laws, regulations, or published 
interpretations that prohibit entities subject to their regulation (regulated entity) from 
including certain types of indemnification and limitation of liability provisions in 
agreements for the performance of audit or other attest services that are required by 
such regulators or that provide that the existence of such provisions causes a member 
to be disqualified from providing such services to these entities. For example, federal 
banking regulators, state insurance commissions, and the Securities and Exchange 
Commission have established such requirements.

If a member enters into, or directs or knowingly permits another individual to enter into, 
a contract for the performance of audit or other attest services that are subject to the 
requirements of these regulators, the member should not include, or knowingly permit 
or direct another individual to include, an indemnification or limitation of liability 
provision that would cause the regulated entity or a member to be in violation of such 
requirements or that would cause a member to be disqualified from providing such 
services to the regulated entity. A member who enters into, or directs or knowingly 
permits another individual to enter into, such an agreement for the performance of 
audit or other attest services that would cause the regulated entity or a member to be 
in violation of such requirements, or that would cause a member to be disqualified from 
providing such services to the regulated entity, would be considered to have committed 
an act discreditable to the profession.

Members should also consult Ethics Ruling No. 94, "Indemnification Clause in 
Engagement Letters," of ET section 191, Ethics Rulings on Independence, Integrity, 
and Objectivity (AICPA, Professional Standards, vol. 2, ) 
under Rule 101, Independence and Ethics Ruling No. 102, "Indemnification of a 
Client," of ET section 191, Ethics Rulings on Independence, Integrity, and Objectivity
(AICPA, Professional Standards, vol. 2, ) under Rule 101, 
Independence, for guidance related to use of indemnification clauses in engagement 
letters and the impact on a member's independence.

ET section 501.01

ET section 501.01

ET sec. 191 par. .188–.189

ET sec. 191 par. .204–.205
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[Effective July 31, 2008.]

.10 501-9—Confidential Information Obtained From Employment or Volunteer Activities. 

A member should maintain 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 (for example, discussions with the employer’s 
vendors, customers, or lenders). This includes, but is not limited to, any confidential information 
pertaining to a current or previous employer, subsidiary, affiliate, or parent thereof, as well as 
any entities for which the member is working in a volunteer capacity. 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.

A member should be alert to the possibility of inadvertent disclosure, particularly to a close 
business associate or a close or immediate family member. The member should also take 
reasonable steps to ensure that staff under his or her control or others within the employing 
organization and persons from whom advice and assistance is obtained are aware of the 
confidential nature of the information. 

When a member changes employment, a member should not use confidential employer 
information acquired as a result of the 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 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 employment relationships.

A member would be considered to have committed an act discreditable to the profession if the 
member discloses or uses any confidential employer information acquired as a result of 
employment or volunteer relationships without 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.

The following are examples when members are permitted 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. 

c. There is a professional responsibility or right to disclose information, 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 professional interests of a member in legal proceedings; 
iii. comply with professional standards and other ethics requirements; or 
iv. report potential concerns regarding questionable accounting, auditing, or other matters 

to the
employer’s confidential complaint hotline or those charged with governance. 

Members should also consider Interpretation No. 102-4, “Subordination of Judgment by a 
Member,” under Rule 102, Integrity and Objectivity [ ], for additional 
guidance. 

d. Disclosure is permitted on behalf of the employer to 
i. obtain financing with lenders; 
ii. deal with vendors, clients, and customers; or 

sec. 102 par. .05
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iii. deal with the employer’s external accountant, attorneys, regulators, and other business
professionals. 

In deciding whether to disclose confidential employer information, relevant factors to consider 
include, but are not limited to, the following:

a. Whether all the relevant information is known and substantiated to the extent that it is 
practicable
(when the situation involves unsubstantiated facts, incomplete information, or 
unsubstantiated
conclusions, professional judgment should be used in determining the type of disclosure to 
be made,
if any) 

b. Whether the parties to whom the communication may be addressed are appropriate 
recipients 

A member may wish to consult with his or her legal counsel prior to disclosing, or determining 
whether to disclose, confidential employer information.

[Added August 2011, effective November 30, 2011]

.11 501-10—False, Misleading, or Deceptive Acts in Promoting or Marketing Professional Services. 

A member in business who promotes or markets his or her abilities to provide professional 
services or makes claims about his or her experience or qualifications in a manner that is false, 
misleading, or deceptive will be considered to have committed an act discreditable to the 
profession, in violation of Rule 501 [ ]. A false, misleading, or deceptive 
promotion includes any claim or representation that would be likely to 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.

[Added August 2011, effective November 30, 2011] 

Footnotes (ET Section 501—Acts Discreditable): 

The member is under no obligation to retain records for periods that exceed applicable 
professional standards, state and federal statutes and regulations, and contractual agreements 
relating to the service performed. 
[ ] Footnote deleted by the Professional Ethics Executive Committee, April 2012.

sec. 501 par. .01

fn 1

fn 2
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Notice to Readers 
 
This guide is designed as educational and reference material for the members of the 
AICPA and others interested in the subject. It is not an authorative document. It does not 
establish policy positions, standards, or preferred practices. This guide is distributed with 
the understanding that the AICPA is not rendering any ethical or legal advice. 
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A Guide for Complying with Rules 102–505 
 
 
Introduction 
 
.01 Members who provide professional services may hold various positions. For example, 
a member may be a salaried employee, a partner, a director (executive or nonexecutive), 
an owner-manager, a volunteer, or a consultant working for an employer, a firm, or for 
one or more clients. The legal relationship between the member, the employer, the firm, 
or the client does not affect the member’s responsibility to comply with the ethical 
requirements of the AICPA Code of Professional Conduct (Code). 
 
.02 The Code provides members with principles for properly fulfilling their ethical 
responsibilities. The Rules of Conduct (the rules) set out in the Code govern the 
performance of professional services by members. The bylaws of the AICPA require that 
all members comply with these rules. Other sections of the Code contain additional 
authoritative guidance set forth in interpretations and rulings, which address the 
application of the rules to specific situations that members may encounter when 
providing professional services. ET section 100.01, Conceptual Framework for AICPA 
Independence Standards (AICPA, Professional Standards, vol. 2), provides authoritative 
guidance for members when making decisions on independence matters that are not 
explicitly addressed by the Code under Rule 101, Independence (AICPA, Professional 
Standards, vol. 2, ET sec. 100), and its interpretations and rulings. 
 
.03 The Code cannot address every possible relationship or circumstance a member may 
need to address in order to comply with the rules. Accordingly, in achieving compliance 
with the rules, members may need to make decisions unrelated to independence regarding 
relationships or circumstances that are not explicitly addressed by the interpretations and 
rulings. This guide describes an approach that members can use to evaluate those 
relationships or circumstances, and members are encouraged to use it for that purpose. 
Although use of this guide is not required by the Code, it can assist members in 
complying with the rules in those situations. Therefore, use of this guide will often be a 
prudent step in achieving compliance with the rules. Under no circumstances, however, 
may this guide be used to justify noncompliance with the rules, interpretations, and 
rulings in the Code. 
 
Definitions 
 
.04 Acceptable level. A level at which a reasonable and informed third party would be 

likely to conclude, weighing all the specific facts and circumstances, that compliance 
with the rules is not compromised. 

 
.05 Safeguards. Actions or other measures that eliminate threats or reduce them to an 

acceptable level. 

Page 1 
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.06 Threats. The risk that relationships or circumstances could compromise a member’s 
compliance with the rules. 

 
Rules of Conduct Covered by This Guide 
 
.07 In addition to Rule 101, the bylaws of the AICPA require that members comply with 
the following rules: 
 

a. Rule 102, Integrity and Objectivity (AICPA, Professional Standards, vol. 2, ET 
sec. 100) 

b. Rule 201, General Standards (AICPA, Professional Standards, vol. 2, ET sec. 
200) 

c. Rule 202, Compliance With Standards (AICPA, Professional Standards, vol. 2, 
ET sec. 200) 

d. Rule 203, Accounting Principles (AICPA, Professional Standards, vol. 2, ET sec. 
200) 

e. Rule 301, Confidential Client Information (AICPA, Professional Standards, vol. 
2, ET sec. 300) 

f. Rule 302, Contingent Fees (AICPA, Professional Standards, vol. 2, ET sec. 300) 
g. Rule 501, Acts Discreditable (AICPA, Professional Standards, vol. 2, ET sec. 

500) 
h. Rule 502, Advertising and Other Forms of Solicitation (AICPA, Professional 

Standards, vol. 2, ET sec. 500) 
i. Rule 503, Commissions and Referral Fees (AICPA, Professional Standards, vol. 

2, ET sec. 500) 
j. Rule 505, Form of Organization and Name (AICPA, Professional Standards, vol. 

2, ET sec. 500) 
 
Each of these rules (that is, Rules 102–505), along with its related authorative 
interpretations and rulings, can be accessed by selecting the link preceding the name of 
each rule in the preceding list. 
 
Threats and Safeguard Approach 
 
.08 The Code cannot address every situation in which a relationship or circumstance 
creates an unacceptable threat to a member’s compliance with rules 102–505. 
Accordingly, the threats and safeguard approach1 described in this section can assist a 
member in complying with the rules when the guidance in the interpretations and rulings 
in the Code do not explicitly address the situation encountered. This method involves 
identifying threats to compliance with the rules and evaluating the significance of those 
threats. If the threats are not at an acceptable level, the threats and safeguards approach 
involves determining whether safeguards are available to eliminate the threats or reduce 
them to an acceptable level and, if so, applying such safeguards or, if not, avoiding the 

                                                 

Page 2 

1 The Professional Ethics Executive Committee uses the threats and safeguard approach described in this 
guide when it develops ethics interpretations and rulings. Accordingly, reference to this guide may assist 
AICPA members and others in understanding the basis for those interpretations and rulings. 
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situation that creates the threats. Threats are identified and evaluated both individually 
and in the aggregate because they can have a cumulative effect on a member’s 
compliance with the rules of conduct. 
 
.09 Identifying Threats. The relationships or circumstances encountered by a member in 
various engagements and work assignments will often create different threats to 
complying with the rules. When a relationship or circumstance is encountered that is not 
specifically addressed by the interpretations or rulings in the Code, under this approach, 
members would determine whether the relationship or circumstance creates one or more 
threats, such as those identified in paragraph .13. The existence of a threat does not mean 
that the member is not in compliance with the rules; rather, the significance of the threat 
would be evaluated. 
 
.10 Evaluating the Significance of a Threat. In evaluating the significance of a threat that 
has been identified in order to determine whether it is at an acceptable level, the standard 
of acceptable level is whether a reasonable and informed third party, weighing all the 
specific facts and circumstances, would be likely to conclude that the threat would 
compromise the member’s compliance with the rules. Qualitative as well as quantitative 
factors are relevant when evaluating the significance of a threat, including the extent to 
which existing safeguards already reduce the threat to an acceptable level. If the 
evaluation supports a conclusion that a reasonable and informed third party would be 
likely to conclude, weighing all the specific facts and circumstances, that the threat would 
not compromise a member’s compliance with the rules, the threat is at an acceptable 
level. In that case, no further evaluation under this framework would be necessary. 
 
.11 Identifying and Applying Safeguards. If the evaluation of the significance of an 
identified threat results in the member concluding that the threat is not at an acceptable 
level, safeguards would need to be applied in order to eliminate the threat or reduce it to 
an acceptable level. When identifying appropriate safeguards to apply, one safeguard 
may eliminate or reduce multiple threats, but in some cases multiple safeguards may be 
necessary to eliminate or reduce one threat to an acceptable level. Determining the nature 
of the safeguards to be applied requires the exercise of judgment because the 
effectiveness of safeguards will vary, depending on the circumstances. Again, the issue is 
whether a reasonable and informed third party, who has weighed all the specific facts and 
circumstances, would be likely to conclude the level of threat is acceptable. A threat has 
been reduced to an acceptable level by safeguards if, after application of the safeguards, a 
reasonable and informed third party would be likely to conclude, weighing all the specific 
facts and circumstances, that compliance with the rules is not compromised. 
 

Page 3 

.12 Some threats identified may be so significant that no safeguards will eliminate the 
threats or reduce them to an acceptable level. If a significant threat cannot be eliminated 
or reduced to an acceptable level by the application of safeguards, or if a member is 
unable to implement appropriate safeguards, providing the specific professional service 
will in all likelihood result in the member’s noncompliance with the rules. Although 
declining or discontinuing the service would prevent this result, depending on the facts 

31



and circumstances, it might be prudent for the member to also consider whether to resign 
from the client or the employer. 
 
Threats and Safeguards 
 
Threats 
 
.13 Many threats fall into the following categories: 
 

a. Self-review threat. The threat that a member will not appropriately evaluate the 
results of a service performed by the member, or by an individual in the member’s 
firm or employing organization, that the member will rely upon in forming a 
judgment as part of providing another service. 

b. Advocacy threat. The threat that a member will promote a client or employer’s 
position or opinion to the point that his or her objectivity is compromised. 

c. Adverse interest threat. The threat that a member will not be objective because 
the member’s interests are in opposition to the interests of a client or employer. 

d. Familiarity threat. The threat that because of a long or close relationship with a 
client or employer, a member will become too sympathetic to their interests or too 
accepting of their work. 

e. Undue influence threat. The threat that a member will subordinate his or her 
judgment to that of an individual associated with a client, employer, or other 
relevant third party because of the individual’s (1) reputation or expertise, (2) 
aggressive or dominant personality, or (3) attempts to coerce or exercise excessive 
influence over the member. 

f. Self-interest threat. The threat that a member will act in a manner that is adverse 
to the legitimate interests of his or her firm, employer, client, or the public, as a 
result of the member or his or her immediate or close family member’s financial 
interest in or other relationship with a client or the employer. 

 
.14 The types of threats that are created will generally be the same for all members, 
although the circumstances that create threats will differ depending on whether the 
member is in public practice, business and industry, government, or academia. In 
addition, due to the nature of services provided by some members, such as employees of 
a governmental audit organization, the threats those members face can arise from the 
same or similar types of circumstances as for members in public practice. 
 
Following are some examples of how threats may impact a member’s compliance with 
certain of the rules: 
 

a. If a member is being pressured to become associated with misleading information, 
there is an undue influence threat to compliance with Rule 102 and Rule 201. 

Page 4 

b. If a member is reviewing work he or she previously performed that will be relied 
upon as part of providing a current professional service and the member discovers 
a significant error in the previous work, there is a self-interest threat to 
compliance with Rule 102 and Rule 201. 

32



c. If a member’s firm provides nonattest services to an audit client where a 
member’s brother-in-law is the CFO, there are self-interest and familiarity threats 
to compliance with Rule 102. 

d. If a member is directed to complete a task within an unrealistic time frame, there 
is an undue influence threat to compliance with Rule 102 and Rule 201. 

e. If a member has charged his or her employer with violating certain labor laws, 
there is an adverse interest threat to compliance with Rule 102. 

f. If the revenue received from a single client is significant to the firm, a self-interest 
threat to compliance with Rule 102 may be created. 

 
Safeguards 
 
.15 Safeguards fall into two broad categories: 
 

a. Safeguards created by the profession, legislation, or regulation 
b. Safeguards in the work environment 

 
In addition, a member in public practice also may be able to consider safeguards 
implemented by the client in combination with the preceding safeguards when evaluating 
the significance of a threat. 
 
.16 To be effective, safeguards should eliminate a threat or reduce to an acceptable level 
the threat’s potential to compromise the member’s compliance with the rules. The 
effectiveness of safeguards depends on many factors, including the following: 
 

• The facts and circumstances of a particular situation 
• The proper identification of threats 
• Whether the safeguard is suitably designed to meet its objectives 
• The party or parties that will be subject to the safeguard 
• How the safeguard is applied 
• The consistency with which the safeguard is applied 
• Who applies the safeguard 

 
.17 Certain safeguards may not need to be implemented by the member because they are 
already in place either by the member’s firm (concurring partner review) or through the 
existence of professional requirements (peer review), legislation (preapproval of 
allowable nonaudit services by audit committees), or regulation (quality control reviews 
performed by a federal Office of Inspector General for OMB Circular A-133 
engagements). Such safeguards may be effective in eliminating or reducing threats to an 
acceptable level and, therefore, may be considered in applying the framework approach. 
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.18 Other safeguards that may be effective in eliminating or reducing threats to an 
acceptable level are those in a member’s work environment. For example, work 
environments with strong internal controls can be very effective in eliminating or 
reducing the self-review, adverse interest, and self-interest threats. Additionally, the 
undue influence threat can be reduced when leadership of a firm or the organization that 
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employs the member stresses the importance of ethical behavior and implements policies 
and procedures to empower and encourage employees to communicate to senior 
individuals within the firm or organization about any ethical issues that concern them 
without fear of retribution. 
 
Ethical Conflict Resolution 
 
.19 An ethical conflict arises when a member encounters obstacles to following an 
appropriate course of action due to internal or external pressures or because of conflicts 
within the professional standards. For example, a member may have encountered a fraud, 
the reporting of which could breach the member’s responsibility to maintain client 
confidentiality. Once encountered, a member may be required to take steps to resolve the 
ethical conflict in order to comply with the rules. 
 
.20 To resolve an ethical conflict, a member should consider the following factors and 
select the course of action that will best enable him or her, after weighing the 
consequences of each, to comply with the rules: 
 

a. Relevant facts and circumstances, including applicable rules, laws, or regulations 
b. Ethical issues involved 
c. Established internal procedures 
d. Alternative courses of action 

 
.21 Before pursuing this course of action, the member may want to consult with 
appropriate persons within the firm or the organization that employs the member. If the 
conflict remains unresolved after pursuing the selected course of action, the member 
should consider consulting with those individuals for help in reaching a resolution. 
 
.22 The member also may wish to obtain advice from an appropriate professional body or 
legal counsel. The member should consider documenting the substance of the issue and 
details of any discussions held or decisions made concerning that issue. 
 
.23 If, after exhausting all reasonable possibilities, the ethical conflict remains 
unresolved, the member will in all likelihood be in noncompliance with the rules if he or 
she remains associated with the matter creating the conflict. Accordingly, the member 
may determine that, in the circumstances, it is appropriate to withdraw from the 
engagement team or specific assignment, or to resign altogether from the client, firm, or 
organization that employs the member. 
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Categories of Information 
This nonauthoritative table provides examples and supplements Ethics Ruling No. 2 and the definition of confidential client information. The 

table is not all inclusive. Members are advised that federal, state or local statutes, rules or regulations concerning confidentiality of information in 

the member’s possession, may be more restrictive than the requirements contained in the Code of Professional Conduct. 

Client Information Available to the 

Public 

Client Information Not Available to 

the Public
1
 

Other Information in the 

Member’s Possession
1,2

 

Does not require client consent Would require specific client consent 

even if sufficiently de-identified 

Does not require client consent if 

sufficiently de-identified 

 Information in a book, periodical, newspaper, 

or similar publication;  

 Information in a client document that has been 

released by the client to the public or that has 

otherwise become a matter of public 

knowledge 

 Information on publicly accessible websites, 

databases, on-line discussion forums, or other 

electronic media by which members of the 

public can access the information  

 Information 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 discussions, 

earnings press release calls, investor calls, 

analyst sessions, investor conference 

presentations, or a similar public forum 

 Information maintained by or filed with 

regulatory or governmental bodies available to 

the public  

 Information obtained from other public sources 

 Client data or balances (for example, total 

revenues, assets, cash, equity, or net income) or 

financial ratios 

 Size of board of directors, audit committee, 

number of independent members 

 Footnote disclosures 

 Proprietary client information including, unique 

client practices  

 Specific factors that gave rise to fraud or illegal 

acts at a specific client  

 Adjustments booked or waived by client 

 Actual and budgeted attest hours by class of 

attest team member 

 Extent (number of hours) of attest procedures 

or testing by type (for example, control tests 

or confirmation of balances and receivables) 

 Risk assessment (inherent risk, control risk, 

fraud risk, and so forth) 

 Nature of attest report—if qualified, reason. 

 Materiality levels, including qualitative 

issues 

 Fees (attest or nonattest) 

 Commonly observed client practices  

1
 The member is responsible for determining that any client information disclosed to a third party is sufficiently de-identified (that is, the information is not identifiable to 

the client) unless the client has provided its specific consent, preferably in writing, to have such information disclosed without de-identification. 
2
 Other information in the member’s possession is any information relating to the member’s expertise, judgments, decisions, and actions. To the extent such information 

contains client information, the client information should be sufficiently de-identified (that is, the information is not identifiable to the client). 
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  Updated:  May 2012 
 

Notice to Readers:  
To help AICPA members comply with the AICPA and  Yellow Book standards, this document highlights provisions in the Yellow Book’s 
independence standards and compares them to the relevant provisions of the AICPA Code (ET Section101, Independence).  
This document is designed to be an educational and reference material for AICPA members and others interested in the subject. It is not an 
authoritative document. It does not establish policy positions, standards, or preferred practices. This guidance is distributed with the 
understanding that the AICPA is not rendering any legal or ethical advice. 
 
The document is current as of May 1, 2012.  At the time this document was issued, the AICPA Professional Ethics Executive Committee had an 
outstanding exposure draft containing proposed revisions to Interpretation 101-3, Performance of Nonattest Services, some which would more 
closely align the Interpretation to the Yellow Book independence standards. 

AICPA – GAGAS (YELLOW BOOK) INDEPENDENCE RULES COMPARISON:  NONAUDIT SERVICES 

COMMENTS AICPA GAGAS (YELLOW BOOK)i 
Conceptual Framework Approach 
The Yellow Book establishes a conceptual 
framework that auditors use to identify, evaluate, 
and apply safeguards to address threats to 
independence. The Conceptual Framework must 
be used to evaluate threats to independence when 
providing all nonaudit services that are not 
specifically prohibited in the Yellow Book. 
 
The Yellow Book’s Conceptual Framework shares 
many characteristics with the AICPA Conceptual 
Framework for Independence Standards but the 
AICPA’s Conceptual Framework should only be 
used when making decisions on independence 
matters that are not explicitly addressed by the 
AICPA Code (e.g., for nonaudit services not 
specifically addressed under Interpretation 101-3, 
Performance of Nonattest Services of the AICPA 
Code [ET 101.05]).  Accordingly, the Yellow Book 
Conceptual Framework will be used more often 
than the AICPA Conceptual Framework. 

The risk-based approach involves the following 
steps. 
1. Identifying and evaluating threats to 

independence—identify and evaluate threats, 
both individually and in the aggregate, 
because threats can have a cumulative effect 
on a member’s independence.  

2. Determining whether safeguards already 
eliminate or sufficiently mitigate identified 
threats and whether threats that have not yet 
been mitigated can be eliminated or 
sufficiently mitigated by safeguards  

3. If no safeguards are available to eliminate an 
unacceptable threat or reduce it to an 
acceptable level, independence would be 
considered impaired.  

[AICPA Code, ET 100.05] 
 

 

Auditors should apply the conceptual framework 
at the audit organization, audit, and individual 
auditor levels to: 
a. identify threats to independence; 
b. evaluate the significance of the threats 
identified, both individually and in the aggregate; 
and 
c. apply safeguards as necessary to eliminate any 
significant threats or reduce them to an acceptable 
level 
 
If no safeguards are available to eliminate an 
unacceptable threat or reduce it to an acceptable 
level, independence would be considered 
impaired. 
[Yellow Book, 3.08 – 3.09]  

Management Responsibilities/General The member should not perform management 
functions or make management decisions for the 

If an auditor were to assume management 
responsibilities for an audited entity, the 

37



  Updated:  May 2012 
 

AICPA – GAGAS (YELLOW BOOK) INDEPENDENCE RULES COMPARISON:  NONAUDIT SERVICES 

COMMENTS AICPA GAGAS (YELLOW BOOK)i 
Activities  
The management responsibilities under the Yellow 
Book would also impair independence under AICPA 
rules and are consistent with the General Activities 
under AICPA Interpretation 101-3. 
 
 

attest client.  
 
The following are some general activities that 
would impair a member's independence: 

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

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

 Having custody of client assets  

 Supervising client employees in the 
performance of their normal recurring activities  

 Determining which recommendations of the 
member should be implemented  

 Reporting to the board of directors on behalf of 
management  

 Serving as a client's stock transfer or escrow 
agent, registrar, general counsel or its 
equivalent  

 Establishing or maintaining internal controls, 
including performing ongoing monitoring 
activities for a client  

 Determining which recommendations of the 
member should be implemented  

 Reporting to the board of directors on behalf of 
management  

 Serving as a client's stock transfer or escrow 
agent, registrar, general counsel or its 
equivalent  

 Establishing or maintaining internal controls, 
including performing ongoing monitoring 
activities for a client   

management participation threats created would 
be so significant that no safeguards could reduce 
them to an acceptable level.  Management 
responsibilities involve leading and directing an 
entity, including making decisions regarding the 
acquisition, deployment and control of human, 
financial physical and intangible resources. 
 
Whether an activity is a management responsibility 
depends on the facts and circumstances and 
auditors exercise professional judgment in 
identifying these activities. Examples of activities 
that are considered management responsibilities 
and would therefore impair independence if 
performed for an audited entity include: 
a. setting policies and strategic direction for the 
audited entity; 
b. directing and accepting responsibility for the 
actions of the audited entity’s employees 
in the performance of their routine, recurring 
activities; 
c. having custody of an audited entity’s assets; 
d. reporting to those charged with governance on 
behalf of management; 
e. deciding which of the auditor’s or outside third 
party’s recommendations to 
implement; 
f. accepting responsibility for the management of 
an audited entity’s project; 
g. accepting responsibility for designing, 
implementing, or maintaining internal control; 
h. providing services that are intended to be used 
as management’s primary basis for 
making decisions that are significant to the subject 
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AICPA – GAGAS (YELLOW BOOK) INDEPENDENCE RULES COMPARISON:  NONAUDIT SERVICES 

COMMENTS AICPA GAGAS (YELLOW BOOK)i 
[ET 101.05] 
 
 

matter of the audit; 
i. developing an audited entity’s performance 
measurement system when that system is 
material or significant to the subject matter of the 
audit; and 
j. serving as a voting member of an audited entity’s 
management committee or board of directors. 
[3.35 – 3.36] 

General Requirements for Performing 
Nonaudit Services 
The “general requirements” under the Yellow Book 
are consistent with the requirements under AICPA 
rules. 

 

The client must agree to perform the following  
functions in connection with the engagement to 
perform nonattest services: 
a. Make all management decisions and perform all 

management functions;  
b. Designate an individual who possesses suitable 

skill, knowledge, and/or experience, preferably  
within senior management, to oversee the 
services;  

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

d. Accept responsibility for the results of the 
services;  

 
The member should be satisfied that the client will 
be able to meet all of these criteria and make an 
informed judgment on the results of the member's 
nonattest services. In assessing whether the 
designated individual possesses suitable skill, 
knowledge, and/or experience, the member 
should be satisfied that such individual 
understands the services to be performed 
sufficiently to oversee them. However, the 
individual is not required to possess the expertise 
to perform or re-perform the services. 
 

Auditors performing nonaudit services for entities 
for which they perform audits should obtain 
assurance that audited entity management 
performs the following functions in connection 
with the nonaudit services: 
a. Assumes all management responsibilities 
b. Oversees the services, by designating an 

individual, preferably within senior 
management, who possess suitable skill, 
knowledge, or experience, 

c. Evaluates the adequacy and results of the 
services performed 

d. Accepts responsibility for the results of the 
services 

[3.37] 
 
The auditor should determine the audited entity 
has designated an individual who possesses 
suitable skill, knowledge, or experience, and that 
the individual understands the services to be 
performed sufficiently to oversee them.  The 
individual is not required to possess the expertise 
to perform or re-perform the services.  [3.34] 
 
In cases where the audit entity is unable or 
unwilling to assume these responsibilities (for 
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In cases where the client is unable or unwilling to 
assume these responsibilities (for example, the 
client does not have an individual with suitable 
skill, knowledge, and/or experience to oversee the 
nonattest services provided, or is unwilling to 
perform such functions due to lack of time or 
desire), the member's provision of these services 
would impair independence. 
 
Before performing nonattest services, the member 
should establish and document in writing his or her 
understanding with the client (board of directors, 
audit committee, or management, as appropriate 
in the circumstances) regarding the following:  

a. Objectives of the engagement  
b. Services to be performed  
c. Client's acceptance of its responsibilities  
d. Member's responsibilities 
e. Any limitations of the engagement  

[ET 101.05] 

example, the audited entity does not have an 
individual with suitable skill, knowledge, or 
experience to oversee the nonaudit services 
provided, or is unwilling to perform such functions 
due to lack of time or desire), the member’s 
provision of these services would impair 
independence.  [3.38] 
 
In connection with nonaudit services, the auditor  
should establish and document their 
understanding with the audited entity’s 
management or those charged with governance, as 
appropriate, regarding the following: 

a. Objectives of the nonaudit services; 
b. Services to be performed; 
c. Audited entity’s acceptance of its 

responsibilities; 
d. Auditor’s responsibilities; and 
e. Any limitations of the nonaudit service. 

[3.39] 

Documentation Requirement 
The Yellow Book has additional documentation 
requirements beyond those required by the AICPA 
standards.  While the AICPA and the Yellow Book 
both require the auditor to assess whether the 
designated individual who is overseeing the 
nonaudit services possesses suitable skill, 
knowledge, and/or experience, the Yellow Book 
requires this assessment to be documented. 
 

Understanding with Client 
Before performing nonattest services, the member 
should establish and document in writing his or her 
understanding with the client (board of directors, 
audit committee, or management, as appropriate 
in the circumstances) regarding the following: 
 

a. Objectives of the engagement 
b. Services to be performed 
c. Client’s acceptance of its responsibilities 
d. Member’s responsibilities 
e. Any limitations of the engagement 

 
Threats and Safeguards Applied 

Understanding with Audited Entity 
In connection with nonaudit services, the auditor  
should document their understanding with the 
audited entity’s management or those charged 
with governance, as appropriate, regarding the 
following: 

a. Objectives of the nonaudit services; 
b. Service to be performed; 
c. Audited entity’s acceptance of its 

responsibilities’ 
d. The auditor’s responsibilities; and 
e. Any limitations of the nonaudit service. 

[3.39] 
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If the threats to independence are not at an 
acceptable level, safeguards should be applied to 
eliminate the threats or reduce them to an 
acceptable level. In cases where threats to 
independence are not at an acceptable level, 
thereby requiring the application of safeguards, 
the threats identified and the safeguards applied 
to eliminate the threats or reduce them to an 
acceptable level should be documented. [ET 
101.02, “Other Considerations”] 

 
Failure to Document 
A failure to prepare the required documentation 
would not impair independence, but would be 
considered a violation of Rule 202, Compliance 
With Standards, provided the member did 
establish the understanding with the client. 

Threats and Safeguards Applied 
In cases where threats to independence are not at 
an acceptable level, thereby requiring the 
application of safeguards, the auditor should 
document the threats identified and the 
safeguards applied to eliminate the threats or 
reduce them to an acceptable level.  [3.24] 
 
Management’s Skills, Knowledge or Experience 
The auditor should document consideration of 
management’s ability to effectively oversee 
nonaudit services to be performed.  [3.34] 
 
Failure to Document 
While insufficient documentation of an auditor’s 
compliance with the independence standard does 
not impair independence, appropriate 
documentation is required under the GAGAS 
quality control and assurance requirements.  [3.59] 

Provision of Nonaudit Services – General 
Provided a nonaudit service is not expressly 
prohibited, the Yellow Book requires that the 
nonaudit service be evaluated using the 
conceptual framework.  AICPA would only require 
use of the conceptual framework if the nonaudit 
service was not covered by Interpretation 101-3. 
 
Yellow Book also requires that the auditor consider 
the aggregate effect of providing multiple nonaudit 
services on threats to independence. 

Interpretation 101-3 provides examples of specific 
nonattest services that would and would not 
impair independence.  These examples presume 
that the general requirements in the section 
"General Requirements for Performing Nonaudit 
Services" (see above) have been met and are not 
intended to be all-inclusive of the types of 
nonattest services performed by members.  For 
services not addressed by the Interpretation, 
members should use the Conceptual Framework 
for AICPA Independence Standards to evaluate 
threats to independence. 

Auditors may be able to provide nonaudit services 
without impairing independence if (1) the nonaudit 
services are not expressly prohibited, (2) the 
auditor has determined that the general 
requirements for performing nonaudit services 
have been met, and (3) any significant threats to 
independence have been eliminated or reduced to 
an acceptable level through the application of 
safeguards. Auditors should use the conceptual 
framework to evaluate independence given the 
facts and circumstances of individual services not 
specifically prohibited.  [3.46] 
 
Before an auditor agrees to provide a nonaudit 
service to an audited entity, the auditor should 
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determine whether providing such a service would 
create a threat to independence, either by itself or 
in aggregate with other nonaudit services 
provided.  [3.34] 

Bookkeeping Services/ Preparing 
Accounting Records and Financial 
Statements 
The Yellow Book is generally consistent with the 
AICPA standard. 
 
However, activities such as financial statement 
preparation and cash to accrual conversions are 
considered nonaudit services under GAGAS and 
must be evaluated using the conceptual 
framework. The AICPA generally considers such 
services, if performed as part of the attest service, 
to not be nonaudit services.  However, the AICPA is 
currently considering a change in this position to 
conform to GAGAS. 
 
 
 
 
 

Independence would not be considered to be 
impaired if the member – 

 Records the transactions for which 
management has determined or approved 
the appropriate account classification, or 
post coded transactions to a client’s 
general ledger. 

 Prepares financial statements based on 
information in the trial balance. 

 Posts client-approved entries to a client’s 
trial balance. 

 Proposes standard, adjusting, or 
correcting journal entries or other 
changes affecting the financial statements 
to the client provided the client reviews 
the entries and the member is satisfied 
that management understands the nature 
of the proposed entries and the impact 
the entries have on the financial 
statements. 

 
Independence would be considered to be impaired 
if the member – 

 Determines or changes journal entries, 
account codings or classifications for 
transactions, or other accounting records 
without obtaining client approval. 

 Authorizes or approves transactions. 

 Prepares source documents. 

 Makes changes to source documents 

Independence may not be considered to be 
impaired if the auditor –  

 Records transactions for which 
management has determined or approved 
the appropriate account classification, or 
posting coded transactions to an audited 
entity’s general ledger. 

 Prepares financial statements based on 
information in the trial balance. 

 Posts entries that have been approved by 
an audited entity’s management to the 
entity’s trial balance 

 Prepares account reconciliations that 
identify reconciling items for the audited 
entity management’s evaluation. 

 Proposes standard, adjusting, or 
correcting journal entries or other 
changes affecting the financial statements 
to an audited entity’s management 
provided management reviews and 
accepts the entries and the auditor is 
satisfied that management understands 
the nature of the proposed entries and 
the impact the entries have on the 
financial statements. 

[3.52] 
 
Independence would be considered to be impaired 
if the auditor – 

 Determines or changes journal entries, 
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without client approval. 
[ET 101.05] 

 

account codes or classifications for 
transactions, other accounting records for 
the entity without obtaining 
management’s approval 

 Authorizes or approves the entity’s 
transactions 

 Prepares or makes changes to source 
documents without management 
approval.  Source documents include 
those providing evidence that 
transactions have occurred (for example, 
purchase orders, payroll time records, 
customer orders, and contracts).  Such 
records also include an audited entity’s 
general ledger and subsidiary records or 
equivalent. 

[3.50] 

Non-Tax Disbursements 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 
 

 

 

Independence would not be considered to be 
impaired if the member – 

 Uses payroll time records provided and 
approved by the client, generate unsigned 
checks, or process client’s payroll. 

 Transmits client-approved payroll or other 
disbursement information to a financial 
institution provided the client has 
authorized the member to make the 
transmission and has made arrangement 
for the financial institution to limit the 
corresponding individual payments as to 
amount and payee.  In addition, once 
transmitted, the client must authorize the 
financial institution to process the 
information. 

 

Independence would be considered to be impaired 
if the auditor – 

 Accepts responsibility to authorize 
payment of audited entity funds, 
electronically or otherwise. 

 Accepts responsibility for signing or 
cosigning audited entity checks, even if 
only in emergency situations. 

 Maintains an audited entity’s bank 
account or otherwise has custody of an 
audited entity’s funds or makes credit or 
banking decisions for the audited entity. 

 Approves vendor invoices for payment. 
[3.58] 
 
For all other services, auditors should use the 
conceptual framework to evaluate potential 
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Independence would be considered to be impaired 
if the member –  

 Accepts responsibility to authorize 
payments of client funds, electronically or 
otherwise, except as specifically provided 
for with respect to electronic payroll tax 
payments. 

 Accepts responsibility to sign or cosign 
client checks, even if only in emergency 
situations. 

 Maintains a client’s bank account or 
otherwise has custody of a client’s funds 
or make credit or banking decisions for 
the client. 

 Approves vendor invoices for payment. 
[ET 101.05] 

threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 
 

Benefit Plan Administration 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 

 

Independence would not be considered to be 
impaired if the member –  

 Communicates summary plan data to plan 
trustee 

 Advises client management regarding the 
application or impact of provisions of the 
plan document 

 Processes transactions (e.g., 
investment/benefit elections or 
increase/decrease contributions to the 
plan; data entry; participant 
confirmations; and processing of 
distributions and loans) initiated by the 
plan participants through the member’s 
electronic medium, such as an interactive 
voice response system or Internet 
connection or other media. 

 Prepares account valuations for plan 

Independence would be considered to be impaired 
if the auditor –  

 Makes policy decision on behalf of 
audited entity management 

 When dealing with plan participants, 
interprets the plan document on behalf of 
management without first obtaining 
management’s concurrence 

 Makes disbursements on behalf of the 
plan 

 Has custody of a plan’s assets 

 Serves a plan as a fiduciary as defined by 
Employment Retirement Income Security 
Act (ERISA) 

[3.58] 
 

For all other services, auditors should use the 
conceptual framework to evaluate potential 
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participants using data collected through 
the member’s electronic or other media 

 Prepares and transmits participant 
statement to plan participants based on 
data collected through the member’s 
electronic or other media. 

 
Independence would be considered to be impaired 
if the member –  

 Makes policy decisions on behalf of client 
management 

 When dealing with plan participants, 
interprets the plan documents on behalf 
of management without first obtaining 
management’s concurrence. 

 Makes disbursements on behalf of plan 

 Has custody of assets of a plan 

 Serves a plan as a fiduciary as defined by 
ERISA. 

[ET 101.05] 

threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 

Investment – Advisory or Management 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 
 

Independence would not be considered to be 
impaired if the member –  

 Recommends the allocation of funds that 
a client should invest in various assets 
classes, depending upon the client’s 
desired rate of return, risk tolerance, etc. 

 Performs recordkeeping and reporting of 
client’s portfolio balances including 
providing a comparative analysis of the 
client’s investments to third-party 
benchmarks. 

 Reviews the manner in which a client’s 
portfolio is being managed by investment 
account managers, including determining 

Independence would be considered to be impaired 
if the auditor –  

 Makes investment decisions on behalf of 
audited entity management or otherwise 
has discretionary authority over an 
audited entity’s investments. 

 Executes a transaction to buy or sell an 
audited entity’s investment 

 Has custody of an audited entity’s assets, 
such as taking temporary possession of 
securities purchased by an audited entity. 

[3.58] 
 

For all other services, auditors should use the 
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whether the managers are (1) following 
the guidelines of the client’s investment 
policy statement; (2) meeting the client’s 
investment objectives; and (3) conforming 
to the client’s stated investment styles. 

 Transmits a client’s investment selection 
to a broker-dealer or equivalent provided 
the client has authorized the broker-
dealer or equivalent to execute the 
transaction. 

 
Independence would be considered to be impaired 
if the member –  

 Makes investment decisions on behalf of 
client management or otherwise have 
discretionary authority over a client’s 
investments. 

 Executes a transaction to buy or sell a 
client’s investment 

 Has custody of client assets, such as 
taking temporary possession of securities 
purchased by a client. 

[ET 101.05] 

conceptual framework to evaluate potential 
threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 
 

Corporate Finance – Consulting or 
Advisory 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 
 

Independence would not be considered to be 
impaired if the member –  

 Assists in developing corporate strategies 

 Assists in identifying or introducing the 
client to possible sources of capital that 
meet the client’s specifications or criteria. 

 Assists in analyzing the effects of 
proposed transactions involving providing 
advice to a client during negotiations with 
potential buyers, sellers, or capital 
sources 

Independence would be considered to be impaired 
if the auditor –  

 Commits the audited entity to the terms 
of a transaction or consummates a 
transaction on behalf of an audited entity. 

 Acts as a promoter, underwriter, broker-
dealer, or guarantor of audited entity 
securities, or distributor of private 
placement memoranda or offering 
documents. 

 Maintains custody of an audited entity’s 
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 Assists in drafting an offering document 

or memorandum 

 Participates in transaction negotiations in 
an advisory capacity 

 Is named as financial adviser in a client’s 
private placement memoranda or offering 
document. 

 
Independence would be considered to be impaired 
if the member –  

 Commits the client to the terms of a 
transaction or consummates a transaction 
on behalf of the client 

 Acts as a promoter, underwriter, broker-
dealer, or guarantor of client securities, or 
distributor of private placement 
memoranda or offering documents. 
[ET 101.05] 

securities. 
[3.58] 
 
For all other services, auditors should use the 
conceptual framework to evaluate potential 
threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 
 

Appraisal and Valuations Services 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 

Independence would be impaired if a member 
performs an appraisal, valuation, or actuarial 
service for an attest client where the results of the 
service, individually or in the aggregate, would be 
material to the financial statements and the 
appraisal, valuation, or actuarial services involves a 
significant degree of subjectivity. 
 
Valuations performed in connection with, for 
example, employee stock ownership plans, 
business combinations, or appraisals of assets or 
liabilities generally involve a significant degree of 
subjectivity.  Accordingly, if these services produce 
results that are material to the financial 
statements, independence would be impaired. 
 

Independence would be impaired if an auditor 
provides valuation services to an audited entity 
and the valuations would have a material effect, 
separately or in the aggregate, on the financial 
statements or other information on which it is 
reporting, and the valuation involves a significant 
degree of subjectivity.  [3.57] 
 
For all other valuation services, auditors should use 
the conceptual framework to evaluate potential 
threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 
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An actuarial valuation of a client’s pension or 
postemployment benefit liabilities generally does 
not require a significant degree of subjectivity and 
therefore, would not impair independence.  In 
addition, appraisal, valuation, and actuarial 
services performed for nonfinancial statement 
purposes such as those performed for tax planning 
or tax compliance, estate and gift taxation and 
divorce proceedings would not impair 
independence. 
 
In performing such services, all significant 
assumptions and matters of judgment should be 
determined or approved by the client and the 
client should be in a position to have an informed 
judgment on, and accept responsibility for, the 
results of the service. 
[ET 101.05] 

Information Technology Services 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 

 

Independence would not be considered to be 
impaired if the member – 

 Installs or integrate a client’s financial 
information system that was not 
designed or developed by the member 
(e.g., an off-the-shelf accounting 
package). 

 Assists in setting up the client’s chart of 
accounts and financial statement format 
with respect to the client’s financial 
information system. 

 Designs, develop, install, or integrate a 
client’s information system that is 
unrelated to the client’s financial 
statements or accounting records. 

 Provides training and instruction to client 

Independence would be considered to be impaired 
if the auditor –  

 Designs or develops a financial or other IT 
system that will play a significant role in 
the management of an area of operations 
that is or will be the subject matter of an 
audit 

 Provides services that entail making other 
than insignificant modifications to the 
source code underlying such a system. 

 Operates or supervises the operation of 
such a system. 

[3.56] 
 
For all other services, auditors should use the 
conceptual framework to evaluate potential 
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employees on an information and control 
system. 

 
Independence would be considered to be impaired 
if the member –  

 Designs or develops a client’s financial 
information system. 

 Makes other than insignificant 
modifications to the source coding 
underlying a client’s existing financial 
information system. 

 Supervises client personnel in daily 
operation of a client’s information system. 

 Operates a client’s local area network 
(LAN).   

  [ET 101.05] 

threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 

Human Resource Services 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 

 

Independence would not be considered to be 
impaired if the member – 

 Recommends a position description or 
candidate specifications; 

 Solicits and performs screening of 
candidates and recommends qualified 
candidates to a client based on the client-
approved criteria (e.g., required skills and 
experience); 

 Participates in employee hiring or 
compensation discussions in an advisory 
capacity. 

 
Independence would be considered to be impaired 
if the member –  

 Commits the client to employee 
compensation or benefits arrangements; 

 Hires or terminates client employees. 

Independence would be considered to be impaired 
if the auditor – 

 Commits the audited entity to employee 
compensation or benefit arrangements. 

 Hires or terminates audited entity 
employees. 

[3.58] 
 
For all other services, auditors should use the 
conceptual framework to evaluate potential 
threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 
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[ET 101.05] 

Business Risk Consulting 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 

 

Independence would not be considered to be 
impaired if the member – 

 Provides assistance in assessing the 
client’s business risks and control 
processes 

 Recommends a plan for making 
improvements to a client’s control 
processes and assists in implementing 
these improvements. 

 
Independence would be considered to be impaired 
if the member –  

 Makes or approves business risk decisions 

 Presents business risk considerations to 
the board or others on behalf of 
management 

[ET 101.05] 

Independence would be considered to be impaired 
if the auditor –  

 Makes or approves business risk decisions 

 Presents business risk considerations to 
those charged with governance or others 
on behalf of management. 

[3.58] 
 

For all other services, auditors should use the 
conceptual framework to evaluate potential 
threats to independence and if threats are 
significant, apply safeguards to eliminate such 
threats or reduce them to an acceptable level. 

Internal Audit Assistance Services 
The services prohibited under the Yellow Book are 
consistent with the AICPA standard.  The AICPA 
standard also provides examples of permitted 
services. 
 
 

Independence would not be considered to be 
impaired if the member assists the client in 
performing financial and operational internal audit 
activities provided the member takes appropriate 
steps to ensure that the client understands its 
responsibility for establishing and maintaining the 
internal control system and directing the internal 
audit function, including the management thereof. 
 
For example, the member should ensure that client 
management: 

 Designates an individual or individuals, 
who possess suitable skill, knowledge, 
and/or experience, preferably within 
senior management, to be responsible for 
the internal audit function; 

Independence would be considered to be impaired 
if the auditor –  

 Sets internal audit policies or the strategic 
direction of internal audit activities 

 Performs procedures that form part of the 
internal control, such as reviewing and 
approving changes to employee data 
access privileges 

 Determines the scope of the internal audit 
function and resulting work. 

[3.53] 
 

For all other services, auditors should use the 
conceptual framework to evaluate potential 
threats to independence and if threats are 
significant, apply safeguards to eliminate such 
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 Determines the scope, risk, and frequency 

of internal audit activities, including those 
to be performed by the member providing 
internal audit assistance services; 

 Evaluates the findings and results arising 
from the internal audit activities, including 
those performed by the member 
providing internal audit assistance 
services; and 

 Evaluates the adequacy of the audit 
procedures performed and the findings 
resulting from the performance of those 
procedures by, among other things, 
obtaining reports from the member. 

 
Independence would be considered to be impaired 
if the member(s) –  

 In effect, manages the internal audit 
activities of the client; 

 Performs ongoing monitoring activities or 
control activities (for example, reviewing 
loan originations as part of the 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 transactions are properly 
executed, accounted for, or both, and 
performing routine activities in 
connection with the client’s operating or 
production processes that are equivalent 
to those of an ongoing compliance or 
quality control function; 

 Determines which, if any, 

threats or reduce them to an acceptable level. 
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recommendations for improving the 
internal control system should be 
implemented; 

 Reports to the board of directors or audit 
committee on behalf of management or 
the individual responsible for the internal 
audit function; 

 Approves or is responsible for the overall 
internal audit work plan including the 
determination of the internal audit risk 
and scope, project priorities, and the 
frequency of performance of audit 
procedures; 

 Is connected with the client as an 
employee or in any capacity equivalent to 
a member of client management (for 
example, being listed as an employee in 
client directories or other client 
publications, permitting himself or herself 
to be referred to by title or description as 
supervising or being in charge of the 
client’s internal audit function, or using 
the client’s letterhead or internal 
correspondence form in communications) 

[ET 101.05] 

Internal Control Monitoring 
The Yellow Book is consistent with the AICPA 
standard in that the performance of ongoing 
monitoring activities would impair independence.  
 
The Yellow Book is more restrictive with respect to 
the performance of separate evaluations since the 
member must consider the significance of any 
threats created by performing separate 

Independence would be considered impaired if a 
member establishes or maintains internal controls, 
including performing ongoing monitoring activities 
for a client. 
 
Monitoring can be accomplished through ongoing 
activities, separate evaluations, or a combination 
of both. Ongoing monitoring activities are the 
procedures designed to assess the quality of 

Accepting responsibility for designing, 
implementing or maintain internal control includes 
accepting responsibility for designing, 
implementing, or maintaining monitoring 
procedures.  Monitoring involves the use of either 
ongoing monitoring procedures or separate 
evaluations to gather and analyze persuasive 
information supporting conclusions about the 
effectiveness of the internal control system. 
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evaluations.   internal control performance over time, and are 

built into the normal recurring activities of an 
entity; these activities include regular 
management and supervisory activities. Separate 
evaluations focus on the continued effectiveness 
of a client's internal control. A member's 
independence would not be impaired by the 
performance of separate evaluations of the 
effectiveness of a client's internal control, 
including separate evaluations of the client's 
ongoing monitoring activities 
[ET 101.05] 

 
Ongoing monitoring procedures performed on 
behalf of management are built into the routine, 
recurring operating activities of an organization.  
Therefore, the management participation threat 
created if a member performs or supervises 
ongoing monitoring procedures is so significant 
that no safeguards could reduce the threat to an 
acceptable level. 
 
Separate evaluations are sometimes performed as 
nonaudit services by individuals who are not 
directly involved in the operation of the controls 
being monitored.  As such it is possible for an 
auditor to provide an objective analysis of control 
effectiveness by performing separate evaluations 
without creating a management participation 
threat that would impair independence.  However, 
in all cases, the significance of the threat created 
by performing separate evaluations should be 
evaluated and safeguards applied when necessary 
to eliminate the threat or reduce it to an 
acceptable level.  Auditors should assess the 
frequency of the separate evaluations as well as 
the scope or extent of the controls (in relation to 
the scope of the audit performed) being tested 
when evaluating the significance of the threat.  An 
evaluation prepared as a nonaudit service is not a 
substitute for audit procedures in a GAGAS audit. 
[3.54 – 3.55] 

 

                                                           
i
Based on the 2011 revision to Government Auditing Standards (the 2011 Yellow Book) issued by the Government Accountability Office (GAO). 
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A Guide for Complying with Rules 102–505

Introduction


.01 Members who provide professional services may hold various positions. For example, a member may be a salaried employee, a partner, a director (executive or nonexecutive), an owner-manager, a volunteer, or a consultant working for an employer, a firm, or for one or more clients. The legal relationship between the member, the employer, the firm, or the client does not affect the member’s responsibility to comply with the ethical requirements of the AICPA Code of Professional Conduct (Code).

.02 The Code provides members with principles for properly fulfilling their ethical responsibilities. The Rules of Conduct (the rules) set out in the Code govern the performance of professional services by members. The bylaws of the AICPA require that all members comply with these rules. Other sections of the Code contain additional authoritative guidance set forth in interpretations and rulings, which address the application of the rules to specific situations that members may encounter when providing professional services. ET section 100.01, Conceptual Framework for AICPA Independence Standards (AICPA, Professional Standards, vol. 2), provides authoritative guidance for members when making decisions on independence matters that are not explicitly addressed by the Code under Rule 101, Independence (AICPA, Professional Standards, vol. 2, ET sec. 100), and its interpretations and rulings.

.03 The Code cannot address every possible relationship or circumstance a member may need to address in order to comply with the rules. Accordingly, in achieving compliance with the rules, members may need to make decisions unrelated to independence regarding relationships or circumstances that are not explicitly addressed by the interpretations and rulings. This guide describes an approach that members can use to evaluate those relationships or circumstances, and members are encouraged to use it for that purpose. Although use of this guide is not required by the Code, it can assist members in complying with the rules in those situations. Therefore, use of this guide will often be a prudent step in achieving compliance with the rules. Under no circumstances, however, may this guide be used to justify noncompliance with the rules, interpretations, and rulings in the Code.

Definitions


.04 Acceptable level. A level at which a reasonable and informed third party would be likely to conclude, weighing all the specific facts and circumstances, that compliance with the rules is not compromised.


.05 Safeguards. Actions or other measures that eliminate threats or reduce them to an acceptable level.


.06 Threats. The risk that relationships or circumstances could compromise a member’s compliance with the rules.


Rules of Conduct Covered by This Guide

.07 In addition to Rule 101, the bylaws of the AICPA require that members comply with the following rules:

a. Rule 102, Integrity and Objectivity (AICPA, Professional Standards, vol. 2, ET sec. 100)

b. Rule 201, General Standards (AICPA, Professional Standards, vol. 2, ET sec. 200)

c. Rule 202, Compliance With Standards (AICPA, Professional Standards, vol. 2, ET sec. 200)

d. Rule 203, Accounting Principles (AICPA, Professional Standards, vol. 2, ET sec. 200)

e. Rule 301, Confidential Client Information (AICPA, Professional Standards, vol. 2, ET sec. 300)

f. Rule 302, Contingent Fees (AICPA, Professional Standards, vol. 2, ET sec. 300)

g. Rule 501, Acts Discreditable (AICPA, Professional Standards, vol. 2, ET sec. 500)

h. Rule 502, Advertising and Other Forms of Solicitation (AICPA, Professional Standards, vol. 2, ET sec. 500)

i. Rule 503, Commissions and Referral Fees (AICPA, Professional Standards, vol. 2, ET sec. 500)

j. Rule 505, Form of Organization and Name (AICPA, Professional Standards, vol. 2, ET sec. 500)

Each of these rules (that is, Rules 102–505), along with its related authorative interpretations and rulings, can be accessed by selecting the link preceding the name of each rule in the preceding list.

Threats and Safeguard Approach

.08 The Code cannot address every situation in which a relationship or circumstance creates an unacceptable threat to a member’s compliance with rules 102–505. Accordingly, the threats and safeguard approach
 described in this section can assist a member in complying with the rules when the guidance in the interpretations and rulings in the Code do not explicitly address the situation encountered. This method involves identifying threats to compliance with the rules and evaluating the significance of those threats. If the threats are not at an acceptable level, the threats and safeguards approach involves determining whether safeguards are available to eliminate the threats or reduce them to an acceptable level and, if so, applying such safeguards or, if not, avoiding the situation that creates the threats. Threats are identified and evaluated both individually and in the aggregate because they can have a cumulative effect on a member’s compliance with the rules of conduct.


.09 Identifying Threats. The relationships or circumstances encountered by a member in various engagements and work assignments will often create different threats to complying with the rules. When a relationship or circumstance is encountered that is not specifically addressed by the interpretations or rulings in the Code, under this approach, members would determine whether the relationship or circumstance creates one or more threats, such as those identified in paragraph .13. The existence of a threat does not mean that the member is not in compliance with the rules; rather, the significance of the threat would be evaluated.

.10 Evaluating the Significance of a Threat. In evaluating the significance of a threat that has been identified in order to determine whether it is at an acceptable level, the standard of acceptable level is whether a reasonable and informed third party, weighing all the specific facts and circumstances, would be likely to conclude that the threat would compromise the member’s compliance with the rules. Qualitative as well as quantitative factors are relevant when evaluating the significance of a threat, including the extent to which existing safeguards already reduce the threat to an acceptable level. If the evaluation supports a conclusion that a reasonable and informed third party would be likely to conclude, weighing all the specific facts and circumstances, that the threat would not compromise a member’s compliance with the rules, the threat is at an acceptable level. In that case, no further evaluation under this framework would be necessary.


.11 Identifying and Applying Safeguards. If the evaluation of the significance of an identified threat results in the member concluding that the threat is not at an acceptable level, safeguards would need to be applied in order to eliminate the threat or reduce it to an acceptable level. When identifying appropriate safeguards to apply, one safeguard may eliminate or reduce multiple threats, but in some cases multiple safeguards may be necessary to eliminate or reduce one threat to an acceptable level. Determining the nature of the safeguards to be applied requires the exercise of judgment because the effectiveness of safeguards will vary, depending on the circumstances. Again, the issue is whether a reasonable and informed third party, who has weighed all the specific facts and circumstances, would be likely to conclude the level of threat is acceptable. A threat has been reduced to an acceptable level by safeguards if, after application of the safeguards, a reasonable and informed third party would be likely to conclude, weighing all the specific facts and circumstances, that compliance with the rules is not compromised.

.12 Some threats identified may be so significant that no safeguards will eliminate the threats or reduce them to an acceptable level. If a significant threat cannot be eliminated or reduced to an acceptable level by the application of safeguards, or if a member is unable to implement appropriate safeguards, providing the specific professional service will in all likelihood result in the member’s noncompliance with the rules. Although declining or discontinuing the service would prevent this result, depending on the facts and circumstances, it might be prudent for the member to also consider whether to resign from the client or the employer.

Threats and Safeguards

Threats


.13 Many threats fall into the following categories:


a. Self-review threat. The threat that a member will not appropriately evaluate the results of a service performed by the member, or by an individual in the member’s firm or employing organization, that the member will rely upon in forming a judgment as part of providing another service.

b. Advocacy threat. The threat that a member will promote a client or employer’s position or opinion to the point that his or her objectivity is compromised.

c. Adverse interest threat. The threat that a member will not be objective because the member’s interests are in opposition to the interests of a client or employer.


d. Familiarity threat. The threat that because of a long or close relationship with a client or employer, a member will become too sympathetic to their interests or too accepting of their work.

e. Undue influence threat. The threat that a member will subordinate his or her judgment to that of an individual associated with a client, employer, or other relevant third party because of the individual’s (1) reputation or expertise, (2) aggressive or dominant personality, or (3) attempts to coerce or exercise excessive influence over the member.

f. Self-interest threat. The threat that a member will act in a manner that is adverse to the legitimate interests of his or her firm, employer, client, or the public, as a result of the member or his or her immediate or close family member’s financial interest in or other relationship with a client or the employer.


.14 The types of threats that are created will generally be the same for all members, although the circumstances that create threats will differ depending on whether the member is in public practice, business and industry, government, or academia. In addition, due to the nature of services provided by some members, such as employees of a governmental audit organization, the threats those members face can arise from the same or similar types of circumstances as for members in public practice.

Following are some examples of how threats may impact a member’s compliance with certain of the rules:


a. If a member is being pressured to become associated with misleading information, there is an undue influence threat to compliance with Rule 102 and Rule 201.


b. If a member is reviewing work he or she previously performed that will be relied upon as part of providing a current professional service and the member discovers a significant error in the previous work, there is a self-interest threat to compliance with Rule 102 and Rule 201.


c. If a member’s firm provides nonattest services to an audit client where a member’s brother-in-law is the CFO, there are self-interest and familiarity threats to compliance with Rule 102.

d. If a member is directed to complete a task within an unrealistic time frame, there is an undue influence threat to compliance with Rule 102 and Rule 201.


e. If a member has charged his or her employer with violating certain labor laws, there is an adverse interest threat to compliance with Rule 102.


f. If the revenue received from a single client is significant to the firm, a self-interest threat to compliance with Rule 102 may be created.


Safeguards


.15 Safeguards fall into two broad categories:


a. Safeguards created by the profession, legislation, or regulation


b. Safeguards in the work environment


In addition, a member in public practice also may be able to consider safeguards implemented by the client in combination with the preceding safeguards when evaluating the significance of a threat.


.16 To be effective, safeguards should eliminate a threat or reduce to an acceptable level the threat’s potential to compromise the member’s compliance with the rules. The effectiveness of safeguards depends on many factors, including the following:


· The facts and circumstances of a particular situation


· The proper identification of threats


· Whether the safeguard is suitably designed to meet its objectives


· The party or parties that will be subject to the safeguard


· How the safeguard is applied


· The consistency with which the safeguard is applied


· Who applies the safeguard


.17 Certain safeguards may not need to be implemented by the member because they are already in place either by the member’s firm (concurring partner review) or through the existence of professional requirements (peer review), legislation (preapproval of allowable nonaudit services by audit committees), or regulation (quality control reviews performed by a federal Office of Inspector General for OMB Circular A-133 engagements). Such safeguards may be effective in eliminating or reducing threats to an acceptable level and, therefore, may be considered in applying the framework approach.

.18 Other safeguards that may be effective in eliminating or reducing threats to an acceptable level are those in a member’s work environment. For example, work environments with strong internal controls can be very effective in eliminating or reducing the self-review, adverse interest, and self-interest threats. Additionally, the undue influence threat can be reduced when leadership of a firm or the organization that employs the member stresses the importance of ethical behavior and implements policies and procedures to empower and encourage employees to communicate to senior individuals within the firm or organization about any ethical issues that concern them without fear of retribution.

Ethical Conflict Resolution

.19 An ethical conflict arises when a member encounters obstacles to following an appropriate course of action due to internal or external pressures or because of conflicts within the professional standards. For example, a member may have encountered a fraud, the reporting of which could breach the member’s responsibility to maintain client confidentiality. Once encountered, a member may be required to take steps to resolve the ethical conflict in order to comply with the rules.


.20 To resolve an ethical conflict, a member should consider the following factors and select the course of action that will best enable him or her, after weighing the consequences of each, to comply with the rules:

a. Relevant facts and circumstances, including applicable rules, laws, or regulations

b. Ethical issues involved

c. Established internal procedures

d. Alternative courses of action

.21 Before pursuing this course of action, the member may want to consult with appropriate persons within the firm or the organization that employs the member. If the conflict remains unresolved after pursuing the selected course of action, the member should consider consulting with those individuals for help in reaching a resolution.


.22 The member also may wish to obtain advice from an appropriate professional body or legal counsel. The member should consider documenting the substance of the issue and details of any discussions held or decisions made concerning that issue.


.23 If, after exhausting all reasonable possibilities, the ethical conflict remains unresolved, the member will in all likelihood be in noncompliance with the rules if he or she remains associated with the matter creating the conflict. Accordingly, the member may determine that, in the circumstances, it is appropriate to withdraw from the engagement team or specific assignment, or to resign altogether from the client, firm, or organization that employs the member.


� The Professional Ethics Executive Committee uses the threats and safeguard approach described in this guide when it develops ethics interpretations and rulings. Accordingly, reference to this guide may assist AICPA members and others in understanding the basis for those interpretations and rulings.
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