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AICPA Considers Continued
Harmonization with International
Ethics Standards. 

At its November 30 – December 1, 2006
open meeting, the Professional Ethics
Executive Committee (PEEC) discussed a
draft framework for the AICPA Code of
Professional Conduct (“Framework for
Meeting the Objectives of the
Fundamental Principles”). The
Framework is based on the International
Federation of Accountants (IFAC) Code of
Ethics for Professional Accountants and is
driven by a desire to converge the AICPA
Code with international ethics standards.
Similar to the Conceptual Framework for
AICPA Independence Standards, this
Framework would require members to
consider specific threats to meeting the
Code’s fundamental principles (such as
integrity and due care) and appropriate
safeguards that may eliminate or reduce
those threats. The Framework is designed
to provide guidance to members in public
and private practice. Development is
ongoing and the PEEC intends to review
the next iteration of the Framework at its
April 26-27, 2007 meeting when the PEEC
will consider whether to expose it for
public comment. 

New and Revised Nonattest Services
Rules. At the November 30–December 1
open meeting, the PEEC adopted revisions
to Interpretation 101-3, Performance of
nonattest services. The revisions relate to

two types of services; tax compliance and
forensic accounting services. 

The new rule applies to the following
specific tax-related services:

Preparing a tax return
Transmitting a tax return
Transmitting a tax payment
Signing and filing tax returns
Authorized representation of a client
in an administrative proceeding before
a taxing authority

Among other things, the guidance on tax
compliance services describes the criteria a
member should meet to avoid
independence impairment when
participating in electronic filing and fund
transfer programs authorized or required
by taxing authorities. 

Forensic Accounting Services are
litigation and investigative services
that involve: 

Application of special skills in
accounting, auditing, finance,
quantitative methods, and certain 
areas of law 
Collection, analysis, and evaluation of
evidential matter, and interpretation
and communication of findings

The new rules on forensic accounting
services differentiate between activities that
are considered to impair independence
because they give the appearance of
advocacy (e.g. serving as an expert
witness), versus those that would not (e.g.

serving as a fact witness). 

The revised standard is expected to
become effective on February 28, 2007. A
transition period (until January 1, 2008)
applies to engagements that are in process
at the time the rule becomes effective
provided the member is in compliance
with pre-existing independence rules. The
revised standard is available on the AICPA
web site at www.aicpa.org/download/
ethics/Revisions_to_Interpretation_
101-3.pdf

Auditor Indemnification Rule
Changes Still Pending. Due to the
diversity of opinions received on its
proposed independence rules revision
entitled, Indemnification, Limitation of
Liability, and ADR Clauses in Engagement
Letters, the Professional Ethics Division
extended the comment period until
December 8, 2006. The PEEC plans to
revisit the proposal at its April 26–27,
2007 meeting.

AICPA DEVELOPMENTS: 

Harmonization, Tax, Litigation and Investigative Services,

Indemnification Clauses 
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AICPA independence rules, including Performance of nonattest services (ET§101.05 of the

AICPA Code of Professional Conduct), apply to compilation engagements unless a CPA firm

discloses that it is not independent of the client. A compilation report should include such

disclosure when the member or his or her firm lacks independence in fact or appearance,

without stating the reason for the impairment (Statements on Standards for Accounting

and Review Services (SSARS) No. 1, Compilation and Review of Financial Statements

(AICPA, Professional Standards, vol. 2, AR §100.22). Some firms, in an attempt to be

conservative, have adopted a practice of disclosing a lack of independence in all compilation

reports. Since compilation services are commonly used by smaller, closely held businesses

that may request bookkeeping or other assistance from their CPA firm, the practice allows

firms to assist the client outside the constraints of the AICPA nonattest services rule.

However, practitioners should also consider the following:

The client may subsequently need an

attest service, such as a review or audit of

their financial statements, which would

require compliance with interpretation

101-3 (and certain other independence

standards) during the period covered by

the financial statements. Various

independence rules, including those

related to nonattest services, employment,

commissions and contingent fees, often

apply before the professional engagement

period begins (that is, before the CPA firm

signs the attest services engagement letter

or starts to perform attest services).

Therefore, failure to meet any of these

rules would preclude performance of the

attest service for the period(s) to which the

impairment relates.

The disclosure that a firm lacks

independence may impact the views of

users of the compilation report. Though

the number of respondents was relatively

small, a 2005 survey by the AICPA

Accounting and Review Services

Committee (ARSC) found that users of

compilation reports (largely bankers)

overwhelmingly indicated that they would

like additional information about why a

CPA firm’s independence was impaired

(see AUDIT CONDUCT NEWS, Fall

2006 (vol. 1, Article 4)). To help them

better understand the needs of

compilation report users, the ARSC plans

to meet with representatives of the

American Banking Association in the

third quarter of 2007. Anecdotally, some

have observed that some bankers and

other users of compilation reports may be

less concerned about additional services

the accountant performed for their attest

client than an accountant’s direct financial

interest in that client. 

A handful of state accountancy boards

(e.g., Texas, Pennsylvania and Louisiana)

have defined compilation engagements as

attest services along with audits, reviews

and examination engagements. This is

different from the AICPA standards and

those of most other accountancy boards,

which do not consider compilations to

constitute the attest function. In Texas, for

example, CPAs are required to follow

(among other rules and regulations) the

AICPA standards, including the SSARS

and rule 101 (independence) of the Code.

Thus, practitioners should ensure that

they understand the impact of their state

board regulations on their ability to

provide certain nonattest services to clients

who need compiled financial statements. 
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Independence Disclosures in Compilation Reports
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At the December 2006 AICPA
National Conference on Current
SEC and PCAOB Developments,

staff from the SEC Office of the Chief
Accountant (OCA) made several remarks
regarding auditor independence.
Michael Husich (Associate Chief
Accountant in OCA), who has primary
responsibility for independence,
addressed the following issues: 

Smaller Audit Clients Needing
Assistance with Accounting Issues.
The staff occasionally receives inquiries
from smaller accounting firms about
what constitutes prohibited bookkeeping
and management functions versus
acceptable accounting advice. Mr.
Husich referred to guidance in the
Codification of Financial Reporting
Policies. That guidance states that the
basic consideration is whether to a third
party the client would appear to be
substantially dependent on the auditor’s
skill and judgment. He suggested several
questions to help think through the
issue, including: 

Is management sufficiently
knowledgeable to maintain books and
records that are materially correct?
Is management’s knowledge
commensurate with the complexity of
the business and accounting standards
it must apply?
Is the auditor’s advice limited to
comments or editorial suggestions on
the company’s financial statements
(including the footnotes) or is the
auditor significantly adjusting the
financial statements and re-drafting
the footnotes? 

However, Mr. Husich also reminded the
audience that the auditor and the

company should not resort to another
extreme and abandon two-way
communication on accounting matters for
fear of violating the independence
standards. The SEC addressed this issue
in its May 2005 statement on the
implementation of Section 404 of the
Sarbanes-Oxley Act. As long as the
company does not come to rely on its
auditor to perform prohibited
management or bookkeeping functions
(e.g., determine specific accounting or
design or implement controls), the auditor
is permitted and encouraged to maintain
an open and healthy dialogue with the
company about accounting matters.

SEC Staff May Issue Additional
Guidance. Mr. Husich also indicated
that the staff may issue additional
guidance to address certain types of
financial interests, application of the “not
subject to audit” exemption provided for
certain nonaudit services, and application
of the independence rules to FIN 46R
variable interest entities. 

Effective Dialogue with the Audit
Committee. Mr. Husich reminded the
audience of the importance of their
obligations under the PCAOB interim
independence rule (i.e., ISB No. 1) to
disclose to the audit committee all matters
that may raise independence issues. He
stated that auditors should consider all
types of relationships with the client and
its affiliates and not focus solely on
nonaudit services or actual violations of
the rules. Without this frank exchange of
information, he noted, “the value of
auditor and audit committee
communications is greatly diminished”. 

Zoe-Vonna Palmrose, OCA Deputy
Chief Accountant, addressed two

important independence-related issues in
her remarks: 

Moving Towards a Principles-based
Approach. Following-up with comments
made by Ed Bailey of OCA at last year’s
AICPA National Conference on Current
SEC and PCAOB Developments, Ms.
Palmrose noted that she and OCA Chief
Accountant, Conrad Hewitt, support the
development of a more principle-based
approach to independence and were
considering ways in which to advance this
type of an approach. 

Converging SEC Independence Rules
with non-US standards. Ms. Palmrose
also stated that the SEC has begun
assessing the landscape for converging
SEC independence rules with
international standards and other
regulations throughout the world. The
staff is working with other regulators to
understand how the rules compare and
contrast, which will be used as a starting
point for future discussions. 

Speeches made by SEC commissioners,
staff, and the SEC chairman (including
those made during the previously
mentioned AICPA conferences) are
available on the SEC web site at
www.sec.gov/news/speech.shtml#chair. 

SEC Staff Remarks regarding Independence: 

2006 AICPA National SEC / PCAOB Conference
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