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EXHIBIT A

ET Section 101 - Independence
.01 Rule 101-Independence.

A member in public practice shall be independent in the performance of

professional services as required by standards promulgated by bodies
designated by Council.

[As- adopted January 12, 1988.]
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AU Section 508

Reports on Audited Financial Statements

* * *

The Auditor's Standard Report
07

The auditor's standard report states that the financial statements present fairly, in all material
respects, an entity's financial position, results of operations, and cash flows in conformity with
generally accepted accounting principles. This conclusion may be expressed only when the
auditor has formed such an opinion on the basis of an audit performed in accordance with
generally accepted auditing standards.

.08

The auditor's standard report identifies the financial statements audited in an opening
(introductory) paragraph, describes the nature of an audit in a scope paragraph, and expresses the
auditor's opinion in a separate opinion paragraph. The basic elements of the report are the
following:

a. A title that includes the word independent =2

o

A statement that the financial statements identified in the report were audited

¢. A statement that the financial statements are the responsibility of the Company's
management 4 and that the auditor's responsibility is to express an opinion on the
financial statements based on his or her audit

d. A statement that the audit was conducted in accordance with generally accepted
auditing standards and an identification of the United States of America as the
country of origin of those standards (for example, auditing standards generally
accepted in the United States of America or U.S. generally accepted auditing
standards)

e. A statemeént that those standards require that the auditor plan and perform the
audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement

f A statement that an audit includes—

(1) Examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements

(2) Assessing the accounting principles used and significant estimates made
by management

(3) Evaluating the overall financial statement presentation 221
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g A statement that the auditor believes that his or her audit provides a reasonable
basis for his or her opinion

h.  An opinion as to whether the financial statements present fairly, in all material
respects, the financial position of the Company as of the balance sheet date and
the results of its operations and its cash flows for the period then ended in
conformity with generally accepted accounting principles. The opinion should
include an identification of the United States of America as the country of origin
of those accounting principles (for example, accounting principles generally
accepted in the United States of America or U.S. generally accepted accounting
principles £¢)

i. The manual or printed signature of the auditor's firm

J- The date &7 of the audit report

The form of the auditor's standard report on financial statements covering a single year is as
follows:

Independent Auditor's Report

We have audited the accompanying balance sheet of X Company as of December 31, 20XX, and
the related statements of income, retained earnings, and cash flows for the year then ended.
These financial statements are the responsibility of the Company's management. Qur
responsibility is to express-an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to in the preceding present fairly, in all material
respects, the financial position of X Company as of [at] December 31, 20XX, and the results of
its operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

[Signature]

[Date]

The form of the auditor's standard report on comparative financial statements £ is as follows:

Independent Auditor's Report
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We have audited the accompanying balance sheets of X Company as of December 31, 20X2 and
20X1, and the related statements of income, retained earnings, and cash flows for the years then
ended. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to in the preceding present fairly, in all material
respects, the financial position of X Company as of [at] December 31, 20X2 and 20X1, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

[Signature]
[Date]

[As amended, effective for reports issued or reissued on or after June 30, 2001, by Statement on
Auditing Standards No. 93.]

.09

The report may be addressed to the company whose financial statements are being audited or to
its board of directors or stockholders. A report on the financial statements of an unincorporated
entity should be addressed as circumstances dictate, for example, to the partners, to the general
partner, or to the proprietor. Occasionally, an auditor is retained to audit the financial statements
of a company that is not a client; in such a case, the report is customarily addressed to the client
and not to the directors or stockholders of the company whose financial statements are being
audited.

.10

This section also discusses the circumstances that may require the auditor to depart from the
standard report and provides reporting guidance in such circumstances. This section is organized
by type of opinion that the auditor may express in each of the various circumstances presented,
this section describes what is meant by the various audit opinions:

Unqualified opinion. An unqualified opinion states that the financial statements
present fairly, in all material respects, the financial position, results of operations,
and cash flows of the entity in conformity with generally accepted accounting
principles. THis is the opinion expressed in the standard report discussed in
paragraph .08,

EXHIBIT B
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«  Explanatory language added (o the auditor's standard report. Certain
circumstances, while not affecting the auditor's unqualified opinion on the
financial statements, may require that the auditor add an explanatory paragraph
(or other explanatory language) to his or her report.

*  Qualified opinion. A qualified opinion states that, except for the effects of the
matter(s) to which the qualification relates, the financial statements present fairly,
in all material respects, the financial position, results of operations, and cash
flows of the entity in conformity with generally accepted accounting principles.

» Adverse opinion. An adverse opinion states that the financial statements do not
present fairly the financial position, results of operations, or cash flows of the
entity in conformity with generally accepted accounting principles.

 Disclaimer of opinion. A disclaimer of opinion states that the auditor does not
express an opinion on the financial statements.

These opinions are discussed in greater detail throughout the remainder of this section.

AICPAO000005



EXHIBIT C



EXHIBIT C

CPA PRACTICE
MANAGEMENT FORUM

February 2009 Part2 Volume 5, No. 2

2009 Annual Directory of CPA Firm Associations and Networks

In challenging economic times, public accounting firms can find strength and enhanced value in the resources
of CPA firm associations and networks. Across the country and the globe, in such cities as Las Vegas, Phoenix,
Seattle, Sacramento, Denver, Detroit and Cleveland (to name a few), associations and networks are looking for

a few good members to add to their teams. CCH's Annual Directory of CPA Firm Associations and Networks
details 41 associations and networks—taking a look at what they offer, what they're looking for, how much it
costs to participate and more! This year's survey adds new information on the geographic distribution of member
firms, the association/network distinction, and whether associations and networks are providing member
education regarding the anticipated convergence of GAAP with IFAS. Enjoy!

February 2009

CCH

a Wolters Kluwer business
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EXHIBIT D

INTERPRETATION NO. 101-17, “NETWORKS AND NETWORK FIRMS”
General

To enhance their capabilities to provide professional services, firms frequently join
larger groups, which typically are membership associations that are separate legal
entities that are otherwise unrelated to their members. The associations facilitate their
members’ use of association services and resources; they do not themselves typically
engage in the practice of public accounting or provide professional services to their
members’ clients or to other third parties. Firms and other entities in the association
cooperate with the firms and other entities that are members of the association to
enhance their capabilities to provide professional services. For example, a firm may
become a member of an association in order to refer work to or receive referrals from
other association members. That characteristic alone would not be sufficient for the
association to constitute a network or for the firm to be considered a network firm.
However, an association would be considered a network under this interpretation if
one or more additional characteristics of a network are shared in addition to
cooperation among member firms (ET section 92 par. 28). These additional
characteristics are discussed further on in this interpretation.

A network firm is required to be independent of financial statement audit and review
clients of the other network firms if the use of the audit or review report for the client
is not restricted as defined by professional standards. For all other attest clients,

consideration should be given to any threats the firm knows or has reason to believe
may be created by network firm interests and relationships. If those threats are not at
an acceptable level, safeguards should be applied to eliminate the threats or reduce
them to an acceptable level. The independence requirements apply to any entity
within the network that meets the definition of a network firm (ET section 92 par.
29).

Whether an association is a network and whether an entity is a network firm should
be applied consistently by all members of the association. Due consideration should
be given to what a reasonable and informed third party would be likely to conclude
after weighing all the specific facts and circumstances. The determination that a firm
or other entity or an association of firms or other entities meet the definition of a
network firm and a network, as herein defined, is solely for purposes of this
interpretation and should not be used or relied upon in any other context. In
particular, the determination of whether a firm or other entity is a network firm or an
association of firms or other entities is a network for purposes of defining legal
responsibilities from one firm to the other, or to third parties, is beyond the scope of
this interpretation. The definitions contained herein should not be used or relied upon
for that purpose.
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EXHIBIT D

Characteristics of a Network
Sharing Common Brand Name

4. When the association is formed for the purpose of cooperating to enhance the firms’
capabilities to provide professional services and when the members of the association
or entities controlled by members of the association share the use of a common brand
name or share common initials as part of the firm name, the association is considered
to be a network.

A firm that does not use a common brand name as part of its firm name but makes
reference in its stationery or promotional materials to being a member of an
association of firms should carefully consider how it describes that membership and
take steps to avoid the perception that it belongs to a network. The firm may wish to .
avoid such a perception by clearly describing the nature of its membership in the
association, for example, by stating on its stationery or promotional material that it is
“an independently owned and operated member firm of XYZ Association.”

Sharing Common Control

6. When the association is formed for the purpose of cooperating to enhance the firms’
capabilities to provide professional services and when the entities within the
association are under common control (as defined by generally accepted accounting
principles in the United States of America) with other firms in the association through
ownership, management, or other means (for example, by contract), it is considered to
be a network. However, compliance with association requirements as a condition of
membership does not indicate that members are under common control; rather, it
reflects the type of cooperation that is expected when an entity joins the association.

Sharing Profits or Costs

7. When the association is formed for the purpose of cooperating to enhance the firms’
capabilities to provide professional services and when the firms share profits or costs,
the association is considered to be a network. However, the sharing of immaterial
costs or costs related to operating the association does not by itself create a network.
In addition, the sharing of costs related to the development of audit methodologies,
manuals, and training courses does not by itself create a network. Further, an
arrangement between a firm and an otherwise unrelated entity to jointly provide a
service or develop a product does not by itself create a network.

Sharing Common Business Strategy

8. When the association is formed for the purpose of cooperating to enhance the firms’
capabilities to provide professional services and when the entities within the
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association share a common business strategy, the association is considered to be a
network. Sharing a common business strategy involves ongoing collaboration among
the firms whereby the firms are responsible for implementing the association’s
strategy and are held accountable for performance pursuant to that strategy. An
entity’s ability to pursue an alternative strategy may be limited by the common
business strategy because as a member it must act in accordance with the common
business strategy and therefore in the best interest of the association. An entity is not
considered to be a network firm merely because it cooperates with another entity
solely to market professional services or respond jointly to a request for a proposal for
the provision of a professional service.

Sharing Significant Professional Resources

9.

10.

11

12.

When the association is formed for the purpose of cooperating to enhance the firms’
capabilities to provide professional services and when the entities within the
association share a significant part of professional resources, it is considered to be a
network.

Professional resources include

* common systems that enable firms to exchange information such as client
data, billing, and time records;

* partners and staff;

* technical departments to consult on technical or industry specific issues,
transactions, or events for assurance engagements;

* audit methodology or audit manuals; and

* training courses and facilities.

The determination of whether the professional resources shared are significant should
be made based on both qualitative and quantitative factors.

When the entities within the association do not share a significant amount of human
resources or significant client information (for example, client data, billing, and time
records) and have the ability to make independent decisions regarding technical
matters, audit methodology, training, and the like, the entities are not considered to be
sharing a significant part of professional resources.

When the shared professional resources are limited to a common audit methodology,
audit manuals, training courses, or facilities, and when they do not include a
significant amount of human resources or client or market information, the shared
professional resources are not considered significant. However, when the shared
professional resources involve the exchange of client information or personnel, such
as where staff are drawn from a shared pool, or a common technical department is
created within the association to provide participating firms with technical advice that
the firms are required to follow, a reasonable and informed third party is more likely
to conclude that the shared professional resources are significant. An entity generally

EXHIBIT D
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is not deemed a network because it occasionally uses personnel of another member
firm to assist with an engagement, such as observing a client’s physical inventory
count.

Sharing Common Quality Control Policies and Procedures

13. When the association is formed for the purpose of cooperating to enhance the firms’
capabilities to provide professional services and when the entities within the
association are required to follow common quality control policies and procedures
monitored by the association, it is considered to be a network. Monitoring is the
process comprising an ongoing consideration and evaluation of the firms’ systems of
quality control, the objective of which is to enable the association to obtain
reasonable assurance that the firms’ systems of quality control are designed
approprately and operating effectively.

Effective date

This interpretation will be effective for engagements covering periods beginning on or
after December 15, 2010.

EXHIBIT D
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.05 101-3—Performance of nonattest services.

Before a member or his or her firm ("member") performs nonattest
services (for example, tax or consulting services) for an attest client, 1.2
the member should determine that the requirements described in this
interpretation have been met. In cases where the requirements have not
been met during the period of the professional engagement or the period
covered by the financial statements, the member’s independence would
be impaired.

Engagements Subject to Independence Rules of Certain
Regulatory Bodies

This interpretation requires compliance with independence regulations of
authoritative regulatory bodies (such as the Securities and Exchange
Commission [SEC], the General Accounting Office [GAO], the Department
of Labor [DOL], and state boards of accountancy) where a member
performs nonattest services for an attest client and is required to be
independent of the client under the regulations of the applicable
regulatory body. Accordingly, failure to comply with the nonattest
services provisions contained in the independence rules of the applicable
regulatory body that are more restrictive than the provisions of this
interpretation would constitute a violation of this interpretation.

General Requirements for Performing Nonattest Services

1. The member should not perform management functions or make
management decisions for the attest client. However, the member
may provide advice, research materials, and recommendations to
assist the client's management in performing its functions and
making decisions.

2. 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;

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

d. Accept responsibility for the resuits 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,

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

EXHIBIT E
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EXHIBIT E

time or desire), the member's provision of these services would impair
independence.

3. Before performing nonattest services, the member should establish
and document in writing .8 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
¢. Client's acceptance. of its responsibilities
d. Member's responsibilities
e. Any limitations of the engagement
The documentation requirement does not apply to:
a. Nonattest services performed prior to January 1, 2005.

b. Nonattest services performed prior to the client becoming an
attest client. f8.2

General requirements 2 and 3 above do not apply to certain routine
activities performed by the member such as providing advice and
responding to the client's questions as part of the normal client-member
relationship.

General Activities

The following are some general activities that would impair a member’s
independence:

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

o Preparing source documents, 12 in electronic or other form,
evidencing the occurrence of a transaction

e Having custody of client assets

e Supervising client employees in the performance of their normal
recurring activities

e Determining which recommendations of the member should be
implemented

e Reporting to the board of directors on behalf of management

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

e Establishing or maintaining internal controls, including performing
ongoing monitoring activities 22 for a client
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Specific Examples of Nonattest Services

The examples in the following table identify the effect that performance of
certain nonattest services for an attest client can have on a member’s
independence. These examples presume that the general requirements in
the previous section "General Requirements for Performing Nonattest
Services" have been met and are not intended to be all-inclusive of the
types of nonattest services performed by members.

Impact on Independence of Performance of Nonattest Services

Type of Nonattest Independence Would Not Be Independence Would Be

Service Impaired Impaired
Bookkeeping e Record transactions for e Determine or change
which management has journal entries, account
determined or approved codings or classification
the appropriate account for transactions, or
classification, or post other accounting
coded transactions to a records without
client’s general ledger. obtaining client
approval.
e Prepare financial
statements based on Authorize or approve
information in the trial transactions.
balance.
Prepare source
¢ Post client-approved documents.
entries to a client’s trial
balance. Make changes to source
documents without
e Propose standard, client approval.
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.
Non tax e Using payroll time recordse Accept responsibility to

disbursement

provided and approved by

the client, generate
unsigned checks, or
process client’s payroll.

Transmit 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
arrangements for the

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

Accept responsibility to
sign or cosign client
checks, even if only in
emergency situations.
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Benefit plan
administration fn11

Investment—
advisory or
management

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.fn-10
Communicate summary
plan data to plan trustee.

Advise client management

regarding the application

or impact of provisions of

the plan document,

Process 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
plan participants through
the member’s electronic
medium, such as an

interactive voice response

system or Internet
connection or other
media.

Prepare account
valuations for plan
participants using data
collected through the
member’s electronic or
other media.

Prepare and transmit
participant statements to

plan participants based on
data collected through the

member’s electronic or
other medium.

Recommend the allocatione

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

Perform recordkeeping
and reporting of client’s
portfolio balances
including providing a

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

Approve vendor
invoices for payment

Make policy decisions
on behalf of client
management.

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

Make disbursements on
behalf of the plan.

Have custody of assets
of a plan.

Serve a plan as a
fiduciary as defined by
ERISA.

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

Execute a transaction to
buy or sell a client’s
investment.
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Corporate finance—
consulting or
advisory

Executive or
employee search

comparative analysis of e
the client’s investments to
third-party benchmarks.

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

Transmit 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.

Assist in developing .
corporate strategies.

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

Assist in analyzing the
effects of proposed
transactions including
providing advice to a

client during negotiations
with potential buyers,
sellers, or capital sources. e

Assist in drafting an
offering document or
memorandum.

Participate in transaction
negotiations in an
advisory capacity.

Be named as a financial
adviser in a client's

private placement
memoranda or offering
documents.

Recommend a position .
description or candidate

Have custody of client
assets, such as taking

temporary possession

of securities purchased
by a client.

Commit the client to
the terms of a
transaction or
consummate a
transaction on behalf of
the client.

Act as a promoter,
underwriter, broker-
dealer, or guarantor of
client securities, or
distributor of private
placement memoranda
or offering documents.

Maintain custody of
client securities.

Commit the client to
employee compensation
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Business risk
consulting

Information
systems—design,
installation or
integration

specifications.

Solicit and perform
screening of candidates o
and recommend qualified
candidates to a client
based on the client-
approved criteria (e.g.,
required skills and
experience).

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

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

Recommend a plan for
making improvements to

a client’s control

processes and assist in
implementing these
improvements.

Install 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).

Assist in setting up the
client's chart of accounts
and financial statement
format with respect to the
client's financial °
information system.

Design, develop, install,

or integrate a client's
information system that is,
unrelated to the client's
financial statements or
accounting records.

Provide training and
instruction to client
employees on an
information and control
system.

Tax Compliance Services

or benefit
arrangements.

Hire or terminate client
employees.

Make or approve
business risk decisions.

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

Design or develop a
client's financial
information system.

Make other than
insignificant
modifications to source
code underlying a
client's existing
financial information
system.,

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

Operate a client’s local
area network (LAN)
system.

Tax compliance services addressed by this interpretation are preparation
of a tax return, /12 transmittal of a tax return and transmittal of any
related tax payment to the taxing authority, signing and filing a tax
return, and authorized representation of clients in administrative
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proceedings before a taxing authority.

Preparing a tax return and transmitting the tax return and related tax
payment to a taxing authority, in paper or electronic form, would not
impair a member’s independence provided the member does not have
custody or control f112 gver the client’s funds and the individual
designated by the client to oversee the tax services:

« Reviews and approves the tax return and related tax payment; and,
« If required for filing, signs the tax return prior to the member
transmitting the return to the taxing authority.

However, signing and filing a tax return on behalf of client management
would impair independence, unless the member has the legal authority to
do so and:

a. The taxing authority has prescribed procedures in place for a client to
permit a member to sign and file a tax return on behalf of the client
(for example, Form 8879 or 8453), and such procedures meet, at the
minimum, standards for electronic return originators and officers
outlined in I.R.S. Form 8879; or

b. An individual in client management who is authorized to sign and file
the dlient’s tax return provides the member with a signed statement
that clearly identifies the return being filed and represents that:

1. Such individual is authorized to sign and file the tax return;

2. Such individual has reviewed the tax return, including
accompanying schedules and statements, and it is true, correct
and complete to the best of his or her knowledge and belief;
and

3. Such individual authorizes the member or another named
individual in the member’s firm to sign and file the tax return
on behalf of the client.

Authorized representation of a client in administrative proceedings before
a taxing authority would not impair a member’s independence provided
the member obtains client agreement prior to committing the client to a
specific resolution with the taxing authority. However, representing a
client in a court 114 to resolve a tax dispute would impair a member’s
independence.

Transition

Independence would not be impaired as a result of the more restrictive
requirements of the tax compliance services provisions provided such
services are pursuant to engagements commenced prior to February 28,
2007, and compieted prior to January 1, 2008, and the member complied
with all applicable independence interpretations and rulings in effect on
February 28, 2007.

Appraisal, Valuation, and Actuarial 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 service
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. ,

EXHIBIT E

AICPA0000032



Accordingly, if these services produce results that are material to the
financial statements, independence would be impaired.

An actuarial valuation of a client's pension or postemployment benefit
liabilities generally produces reasonably consistent results because the
valuation does not require a significant degree of subjectivity. Therefore,
such services would not impair independence. In addition, appraisal,
valuation, and actuarial services performed for nonfinancial statement
purposes would not impair independence. 815 However, in performing
such services, all other requirements of this interpretation should be met,
including that all significant assumptions and matters of judgment are
determined or approved by the client and the client is in a position to
have an informed judgment on, and accepts responsibility for, the results
of the service.

Forensic Accounting Services

For purposes of this interpretation, forensic accounting services 18 are
nonattest services that involve the application of special skills in
accounting, auditing, finance, quantitative methods and certain areas of
the law, and research, and investigative skills to coliect, analyze, and
evaluate evidential matter and to interpret and communicate findings
and consist of:

¢ Litigation services; and
s Investigative services.

Litigation services recognize the role of the member as an expert or
consultant and consist of providing assistance for actual or potential legal
or regulatory proceedings before a trier of fact in connection with the
resolution of disputes between parties. Litigation services consist of the
following services:

a. Expert witness services .17 are those litigation services where a
member is engaged to render an opinion before a trier of fact as to
the matter(s) in dispute based on the member’s expertise, rather
than his or her direct knowledge of the disputed facts or events.

Expert witness services create the appearance that a member is
advocating or promoting a client’s position. ™18 Accordingly, if a
member conditionally or unconditionally agrees to provide expert
witness testimony for a client, 12 independence would be
considered to be impaired.

However, independence would not be considered impaired if a
member provides expert witness services for a large group of
plaintiffs or defendants that includes one or more attest clients of the
firm provided that at the outset of the engagement: 1) the member’s
attest clients constitute less than 20 percent of (i) the members of
the group (ii) the voting interests of the group, and (iii) the claim;
(2) no attest client within the group is designated as the “lead”
plaintiff or defendant of the group; and (3) no attest client has the
sole decision-making power to select or approve the expert witness.

While testifying as a fact witness, 122 a member may be questioned
by the trier of fact or counsel as to his or her opinions pertaining to
matters within the member’s area of expertise. Answering such
questions would not impair the member’s independence.

b. Litigation consulting services are those litigation services where a
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member provides advice about the facts, issues, and strategy of a
matter. The consultant does not testify as an expert witness before a
trier of fact.

The performance of litigation consulting services would not impair
independence provided the member complies with the general
requirements set forth under this interpretation. {121 However, if the
member subsequently agrees to serve as an expert witness,
independence would be considered to be impaired.

c. Other services are those litigation services where a member serves
as a trier of fact, special master, court-appointed expert, or arbitrator
(including serving on an arbitration panel), in a matter involving a
client. These other services create the appearance that the member
is not independent. Accordingly, if a member serves in such a role,
independence would be considered to be impaired. However,
independence would not be considered impaired if a member serves
as a mediator or any similar role in a matter involving a client
provided the member is not making any decisions on behalf of the
parties, but rather is acting as a facilitator by assisting the parties in
reaching their own agreement, 122

Investigative services include all forensic services not involving actual
or threatened litigation such as performing analyses or investigations
that may require the same skills as used in litigation services. Such
services would not impair independence provided the member
complies with the general requirements set forth under this
interpretation,

Transition

Independence would not be impaired as a resuit of the more
restrictive requirements of the forensic accounting services
provisions, provided such services are pursuant to engagements
commenced prior to February 28, 2007, and the member complied
with all applicable independence interpretations and rulings in
existence on February 28, 2007.

Internal Audit Assistance Services

Internal audit services involve assisting the client in the performance of
its internal audit activities, sometimes referred to as "internal audit
outsourcing.” In evaluating whether independence would be impaired
with respect to an attest client, the nature of the service needs to be
considered.

Assisting the client in performing financial and operational 222 internal
audit activities would impair independence unless the member takes
appropriate steps to ensure that the client understands its responsibility
for directing the internal audit function, including the management
thereof. Accordingly, any outsourcing of the internal audit function to the
member whereby the member in effect manages the internal audit
activities of the client would impair independence.

In addition to the general requirements of this interpretation, the
member should ensure that client management:

e Designates an {025l individual or individuals, who possess suitable
skill, knowledge, and/or experience, preferably within senior
management, to be responsible for the internal audit function;
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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

o 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.

The member should also be satisfied that the client's board of directors,
audit committee, or other governing body is informed about the
member's and management's respective roles and responsibilities in
connection with the engagement. Such information should provide the
client's governing body a basis for developing guidelines for management
and the member to follow in carrying out these responsibilities and
monitoring how well the respective responsibilities have been met.

The member is responsible for performing the internal audit procedures
in accordance with the terms of the engagement and reporting thereon.
The performance of such procedures should be directed, reviewed, and
supervised by the member. The report should include information that
allows the individual responsible for the internal audit function to
evaluate the adequacy of the audit procedures performed and the
findings resulting from the performance of those procedures. This report
may include recommendations for improvements in systems, processes,
and procedures. The member may assist the individual responsible for
the internal audit function in performing preliminary audit risk
assessments, preparing audit plans, and recommending audit priorities.
However, the member should not undertake any responsibilities that are
required, as described above, to be performed by the individual
responsible for the internal audit function.

The following are examples of activities (in addition to those listed in the
"General Activities" section of this interpretation) that, if performed as
part of an internal audit assistance engagement, would impair
independence:

e Performing 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

¢ Determining which, if any, recommendations for improving-the
internal control system should be implemented

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

e Approving or being responsible for the overall internal audit work
plan including the determination of the internal audit risk and scope,
project priorities, and frequency of performance of audit procedures
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e Being 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
forms in communications)

The foregoing list is not intended to be all-inclusive.

Services involving an extension of the procedures that are generally of
the type considered to be extensions of the member's audit scope applied
in the audit of the client’s financial statements, such as confirming of
accounts receivable and analyzing fluctuations in account balances, are
not considered internal audit assistance services and would not impair
independence even if the extent of such testing exceeds that required by
generally accepted auditing standards. In addition, engagements
performed under the attestation standards would not be considered
internal audit assistance services and therefore would not impair
independence.

Transition

Independence would not be impaired as a result of the more restrictive
requirements of interpretation 101-3, provided the provision of any such
nonattest services are pursuant to arrangements in existence on
December 31, 2003, and are completed by December 31, 2004, and the
member was in compliance with the preexisting requirements of this
interpretation.

[Formerly paragraph .04, renumbered by adoption of the Code of
Professional Conduct on January 12, 1988. Revised, effective June 30,
1990, by the Professional Ethics Executive Committee. Revised, effective
May 31, 1999, by the Professional Ethics Executive Committee. Revised,
effective April 30, 2000, by the Professional Ethics Executive Committee.
Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1. Revised, effective December 31, 2003
(except for the documentation requirement, which takes effect for any
new engagements that begin after December 31, 2004), with earlier
application permitted, by the Professional Ethics Executive Committee.
Revised, effective October 31, 2004, by the Professional Ethics Executive
Committee. Revised, effective January 27, 2005, by the Professional
Ethics Executive Committee.]
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The guidance will be included as a footnote to Interpretation 101-17. The footnote text will
provide as follows: “Members should review the implementation guidance issued by the Ethics
Division regarding this Interpretation 101-17. The guidance may be found on the AICPA/Ethics
Division website.”

DRAFT GUIDANCE

Paragraph 2 of Interpretation 101-17 — Networks and Network Firms [ET section 101.19]
requires a network firm to be independent of financial statement audit and review clients of the
other network firms if the use of the audit or review report for the client is not restricted as
defined by professional standards. Accordingly, before entering into an engagement or
arrangement to perform audit or review services, a member who practices in a network firm
should determine whether other firms in the network (or their personnel) have a prohibited
relationship (i.e., a relationship that would impair independence under the AICPA Rules of
Professional Conduct) with a prospective or existing client.

When making inquiries of other network firms, members should be careful to abide by
applicable antitrust law and avoid sharing information that may be deemed to be competitively
sensitive (or is otherwise confidential client data). To evaluate independence, the member
should endeavor to obtain as much information as is reasonably possible from the prospective or
existing audit or review client by asking, for example, whether any of the network firms are its
professional service providers, investors, lenders, directors, or otherwise have relationships that
may impair independence.

The member should determine that he or she has obtained the necessary information to make a
determination that the firm is independent prior to accepting the audit or review engagement. To
the extent that the member inquires of other network firms to ascertain the firm’s independence,
that inquiry should be limited to asking the other network firms whether they had potentially
prohibited relationships with or provided potentially prohibited non-audit services to the
prospective or existing client during the relevant time period and should not entail
communications about any other entity’s bid(s), bidding strategy, capacity to bid, pricing, or
other terms of competition.
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