ACCOUNTING EXAMINING BOARD 1

Accy 1
Chapter Acey 1
RULES OF CONDUCT
Acey 1001 Applicability (p. 1) Acey 1.301 Confidential client information
Acey 1.002 Applieation of rules of eonduct 13

to certified public accountants  Accy 1,302 6ntingent fees (p. 14)
and public accountants who op-  Acey 1.401 Acts discreditable (p. 15}
erate a separate business (p. 1) Accy 1,402 Advertising and other forms of

Acey 1.101 Independence (p. 1) R solicitation (p. 17)

Acey 1.102 Integrity and objectivity (p. 10)  Accy 1.403 Commissions (p. 17)

Acey 1.103 Disclosure of Interest {p. 10) Accy 1.404 Incompatible occupations (p.
Acey 1,201 General standards {p, 10 17)

Accy 1,202 Auditing standards (p, 11) Acey 1.405 Form of practice and name (p.

Acey 1.203 Accounting prineiples {p. 12) 18)
Accy 1.204 Other technical standards (p.  Acey 1.406 Practice while suspended (p. 19)
13) Accy 1.407 Communications (p. 19)

History; Chapter Accy 1 asit existed on June 30, 1974 wasrepealed and a new Chapter Acey
1 was created, Register, June, 1974, No. 222, effective July 1, 1974,

Acey 1.001 Applicability of rules. (1) A person licensed to practice as.a
certified publie aceountant, or public accountant, as defined in the stat-
utes, may be held responsible for compliance with the rules of conduct by
all persons associated with him or her in the practice of public accounting
who are either under his or her supervision or are partners or sharehold-
erg in the practice,

(a) A person licensed to practice as a certified public accountant, or
public aceountant, as defined in the statutes, shall not permit others to
carry out on his or her behalf, either with or without corpensation, acts
which, if carried out by him or her, would place him or her in violation of
the rules of conduct. ‘

History: Cr. Register, June, 1974, No, 222, eff, 7-1-74,

Accy 1,002 Application: of rules of conduct to certified public accountants
and public accountants whe operate a separate business, {1) A person or
firm licensed to practice as a certified public accountant or public ac-
countant, as defined in the statutes, who operates a separate business
which offers to clients one or more types of services rendered by certified
public accountants or public acecountants is considered to be in the prac-
tice of public accounting in the conduct of that business. In this case, all
persons with ownership equity in the business are required to observe the
rules of conduct in the operation of the separate business.

(2) Certified public accountants and public accountants who are not
otherwise in public practice must observe the rules of econduet in the op-
eration of their businessif they hold themselves out to the public as certi-
fied public accountants or public accountants and at the same time offer
clients one or more types of services rendered by certified publie account-
ants or public accountants, :

History: Cr. Register, June, 1982, No, 318, eff. 7-1-82,

Subchapter I — Independence, Integrity and Objectivily

Accy 1.101 Independence. (1) A person licensed to practice as a certified
public accountant or public accountant, as defined by the statutes, or a
firm of which the certified public accountant or public aceountant is a
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partner or shareholder, shall not express an opinion on financial state-
ments of an enterprise unless the certified public accountant or public
accountant and the firm are independent with respect to such enterprise.
independence will be considered to be impaired if, for example:

(a) During the period of a professional engagement, or at the time of
expressing an opinion, the certified public aceountant or public account-
ant or the firm

1. a. Had or was committed to acquire any direct or material indirect
finaneial interest in the enterprise; or

. b. Was a trustee of any trust or executor or administrator of any estate
if such trust or estate had or was committed to acquire any direct or
material indirect financial interest in the enterprise; or

2. Had any joint closely held business investment with the enterprise
or any officer, director or principal stockholder thereof which was mate-
rial in relation to the certifted public accountant’s or public accountant’s
or the firm’s net worth; or :

3. Had any loan to or from the enterprise or any officer, director or
principal stockholder thereof. This latter proseription does not apply to
the following loans from a finanecial institution when made under normal
lending procedures, terms and requirements:

a. Loans obtained by a certified public accountant or public acecount-
ant or the certified public accountant’s or public aceountant’s firm which
are not material in relation to the net worth of such borrower.

b. Home mortgages.

¢. Other secured loans, except loans guaranteed by a certified public -
accountant’s or public accountant’s firm which are otherwise unsecured.,

(b) During the period covered by the financial statements, during the
period of the professional engagement or at the time of expressing an
opinion, the certified public accountant or public accountant, or the firm

1, Was connected with the enterprise as a promoter, underwriter or
‘voting trustee, a director or officer or in any capacity equivalent to that
of a member of management or of an employe; or

2. Was a trustee for any pension or profit-sharing trust of the enter-
prise,

3. The above examples are not intended to be all-inclusive,

(2) Interpretations of Acey 1.101, not intended to be all-inclusive, are
as follows: .

(a) Honorary directorships and trusiceships, Certified public account-
ants and public accountants are often asked to lend the prestige of their
names to not-for-profit organizations that limit their activities to those
of a charitable, religious, eivie or similar nature by being named as a
director or a trustee,

1. A certified public accountant or public accountant who permits his
or her name to be used in this manner and who is associated with the
financial statements of the organization would not be considered lacking
in independence under Acey 1.101 as long as: -
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a, The position is purely honorary,

b. The position is identified as honorary in all letterheads and exter-
nally circulated materials in which the certified public accountant or
public accountant is named as a director or trustee,

c. The certified public acecountant or public accountant restricts par-
ticipation to the use of his or her name, and

d. The certified public accountant or public accountant does not vote
or otherwise participate in management funetions.

2. It is the intent of the board that organizations to which certified
public accountants or public accountants lend only the prestige of their
name will have sufficiently large boards of directors or trustees to clearly
permit the certified public aceountant or public accountant to limit hisor
her participation consistent with restrictions in subd. 1.

(b) Retired pariners and firm independence. A retired partner having a
relationship of a type specified in rule Accy 1,101 with a client of his or
her former firm would nof be considered as impairing the firm’s indepen-
dence with respect to the elient provided that he or she is no longer active
in the firm, that the fees received from such client do not have a material
effect on retirement benefits and that he or she is not held out as being
associated with the former partnership.

(e) Accounting services. 1. Certified publie accountants and public ac-
countants in public practice are sometimes asked to provide manual or
automated bookkeeping or data processing services to clients who are of
insufficient size to employ an adequate internal accounting staff. Com-
puter systems design and programming assistance are also rendered by
certified public accountants and public accountants either in conjunetion
with date processing services or as a separate engagement, Certified pub-
lic accountants and public accountants who perform such services and
who are engaged in the practice of public accounting are subject to the
ritles of conduet.

2. On oceasion, certified public accountants and public accountants
also rent “block time” on their computers to their clients but are not
involved in the processing of transactions or maintaining the client’s ac-
counting records. In such cases, the sale of block time constitutes a busi-
ness rather than a professional relationship and must be considered to-
gether with all other relationships between the certified public
accountant or public accountant and client to determine if their aggre-
gate impact is such as to impair the certified public accountant’s or pub-
lic accountant’s independence.

3. When a certified public accountant or public aceountant performs
manual or automated bookkeeping services, concern may arise whether
the performance of such services would impair his audit independence,
that the performance of such basic aceounting services would cause the
audit to be lacking in a review of mechanical accuracy or that the ac-
counting judgments made by him or her in recording transactions may
somehow be less reliable than if made by him or her in connection with
the subsequent audit. '

4, Certified public accountants and public accountants are skilled in,
and well aceustomed to, applying techniques to control mechanical accu-
racy, and the performance of the record-keeping function should have no
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effect.on application of such techniques. With regard to accounting judg-
ments, if third parties have confidence in a certified public accountant’s
or public accountant’s judgment in performing an audit, it is difficult to
contend that they would have less confidence where the same judgment
is applied in the process of preparing the underlying accounting records.

5. Nevertheless, a certified public accountant or public accountant
performing accounting services for an audit elient must meet the follow-
ing requirements to retain the appearance that he or she is not virtually
an employe and therefore lacking in independence in the eyes of a reason-
able observer.

a. The certified public accountant or publie accountant must not have
any relationship or combination of relationships with the client or any
conflict of interest which would impair his integrity and objectivity.

b. The client must accept the responsibility for the financial state-
ments as his own. A small client may not have anyone in his employ to
maintain aceounting records and may rely on the certified public ac-
countant or public accountant for this purpose. Nevertheless, the client
must be sufficientiy knowledgeable of the enterprise’s activities and fi-
nancial condition and the applicable accounting prineiples so that he can
reasonably accept such responsibility, including, specifically, fairness of
valuation and presentation and adequacy of disclosure. When necessary,
the certified public accountant or public accountant must discuss ac-
counting matters with the client to be sure that the client has the re-
. quired degree of understanding.

c. The certified public accountant or public accountant must not as-
sume the role of employe or of management conducting the operations of
an enterprise. For example, the certified public accountant or public ac-
countant shall not consummate transactions, have custody of assets or
exercise authority on behalf of the client. The client must prepare the
source documents on all transactions in sufficient detail to identify
clearly the nature and amount of such transactions and maintain an ac-
counting control over data processed by the certified public accountant
or public accountant such as confrol totals and document counts. The
certified public accountant or public accountant should not make
changes in such basic data without the concurrence of the client.

d. The certified public aceountant or publie accountant, in making an
examination of financial statements prepared from books and records
which he has maintained completely or in part, must conform to gener-
ally aceepted auditing standards. The fact that he has processed or main-
tained certain records does not eliminate the need to make sufficient au-

dit tests. -

6. When a client’s securities become subject to regulation by the secur-
ities and exchange commission or other federal or state regulatory body,
responsibility for maintenance of the accounting records, including ac-
counting classification decisions, must be assumed by accounting person-
nel employed by the client, The assumption of this responsibility must
commence with the first fiscal year after which the client’s securities
qualify for such regulation.

(d) Effect of family relationships on independence. Rule of conduct Accy
1.101 proseribes relationships which impair a certified public account-
ant’s or public accountant’s independence through direct financial inter-
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ests, material indirect financial interests, or other involvements. Rela-
tionships which arise through family bloodlines and marriage give rize to
circumstances that may impair a certified public aceountant’s or publie
accountant’s independence.

1. Finanecial and business relationships aseribed to the certified public
accountant or public accountant. It is well accepted that the indepen-
dence of a certified public accountant or public accountant may be im-
paired by the financial interests and business relationships of the certified
public accountant’s or public accountant’s spouse, dependent children,
or any relative living in a common household with or supported by the
certifted public accountant or public aceountant. The financial interests
or business relationships of such family, dependents or relatives in a cer-
tified public accountant’s or public accountant’s client are aseribed to
the certified public aceountant or public aceountant; in such circum-
stances the independenee of the certified public accountant or public ac-
countant or his or her firm would be impaired under Acey 1.101.

2. Financial and business relationships that may be ascribed to the
certified public aceountant or publie aceountant, Family relationships
may also involve other circumstances in which the appearance of inde-
pendence is lackmg However. it is not reasonable to assume that all kin-
ships, per se, will impair the appearance of independence since some kin-
ships are too remote. The foliowing guidelines specify the effect of
kinship on the appearance of independence:

a. A presumption that the appearance of independence is impaired
arises from a significant financial interest, investment, or business rela-
tionship by the following close kin in a certified public accountant's or
public accountant’s client: non-dependent ehildren, brothers and sisters,
grandparents, parent, parents-in-law, and the respective spouses of any
of the foregoing. .

b. If the close kin’s financial interest in a certified public accountant’s
or public aceountant’s client is material in relationship to the kin’s net
worth, a third party could conclude that the certified public accountant’s
or public accountant’s objectivity is impaired with respect to the client
sinee the kinship is so close. In addition, financial interests held by close
kin may result in an indirect financial interest being aseribed to the certi-
fied public accountant or public accountant,

¢. The presumption that the appearance of independence is impaired
would also prevail where a close kin hasan important role or responsible
executive position {e.g., director, chief executlve or financial officer} with
a client.

d. Geographical separation from elose kin and infréquent confact may
mitigate such impairment except with respect to:

1) A partner participating in the engagement or located in an office
participating in a significant portion of the engagement,

2) A partner in the same office or one who maintained close personal
relationships with partners participating in a significant portion of the
engagement,

3} A partner who, as a result of his or her administrative or advisory
positions, is involved in the engagement, or
Register, April, 1986, No. 364
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4) A staff member participating in the engagement or located in an
office participating in a significant portion of the engagement,

e, If a certified public accountant or public accountant does not or
could not reasonably be expected to have knowledge of the financial in-
terests, investments and business relationships of close kin, such lack of
knowledge would serve to maintain his or her objectivity and appearance
of independence.

3. Financial and business relationships that are not normally ascribed
to the certified public aceountant or public aceountant. A presumption
that the appearance of independence is impaired would not normally
arise from the financial interests and business relationships of remote
kin: uncles, aunts, cousins, nephews, nieces, other in-laws, and other kin
who are not close. The financial interests and business relationships of
these remote kin are not considered either direet or indirect inferests
aseribed to the certified public accountant or public accountant. How-
ever, the presumption of no impairment with remote kin would be ne-
gated if other factors indicating a closeness exist, such as living in the
same household with the certifted public accountant or public account-
ant, having financial ties, or jointly participating in other business enter-
prises. .

4, Summary. Certified public accountants or public accountants must
be aware that it is impossible to enumerate all circumstances wherein the
appearance of independence might be questioned by third parties be-
cause of family relationships. In situations involving the assessment of
relationships with both close and remote kin, certified public account-
ants or public aceountants must consider whether geographical proxim-
ity, strength of personal and other business relationships and other fac-
tors — when viewed together with financial interests in question —
would lead a reagonable observer to conclude that the specified relation-
ships pose an unacceptable threat to the certified public aceountant’s or
public accountant's objectivity and appearance of independence.

(e) Meaning of term “normal lending procedures, terms and require-
ments.” Subsection (1) (a) 3 prohibits loans to a certified public account-
ant or publie accountant from a client except for certain specified kinds
of loans from a client financial institution when made under “normal
lending procedures, terms and requirements.” The certified public ac-
countant or public accountant would meet the criteria prescribed by this
rule if the procedures, terms and requirements relating to the loan are
reasonably comparable to those relating to loans of similar character
committed to other borrowers during the period in which the loan to the
certified public accountant or public accountant is committed. Accord-
ingly, in making such comparison and in evaluating whether the loan
was made under ‘‘normal lending procedures, terms and requirements,”
the certified public accountant or public accountant should consider all
the circumstances under which the loan was granted including

1. The amount of the loan in relation to the value of the collateral
pledged as security and the credit standing of the certified public ac-
countant or public accountant or his or her firm.

2. Repayment terms.

3. Interest rate, including *“‘points.”
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4. Requirement to pay closing costs in aceordance with the lender’s
usual practice,

6. General availability of such loans to the publie,

_ 6. Related prohibitions prescribed by certain state and federal agen-
cies having regulatory authority over financial institutions.

(f) The effect of actual or threatened litigation on independence. Rule
of conduct Acey 1.101 prohibits the expression of an opinion on financial
statements of an enterprise unless a certified public accountant or publie
aceountant and the certified public accountant’s or public accountant’s
firm are independent with respect to the enterprise. In some cireum-
stances, independence may be considered to be impaired as a result of
litigation or the expressed intention to commence litigation.

1. Litigation between client and auditor. In order for the auditor to
fulfill the auditor’s obligation to render an informed, objective opinion
on the client cornpany’s financial statements, the relationship between
the management of the client and the auditor must be characterized by
complete candor and fuil diselosure regarding all aspects of the client’s
business operations. In addition, there must be an absence of bias on the
part of the auditor so that the auditor can exercise dispasstonate profes-
sional judgment on the financial reporfing decisions made by the man-
agement., When the present management of a client company com-
mences, or expresses an intention to commence, legal action against the
auditor, the auditor and the client management may be placed in adver-
sary positions in which-the management’s willingness to make complete
disclosure and the auditor’s objectivity may be affected by self-interest,

Im. For the reasons outlined above, independence may be impaired
whenever the auditor and the auditor’s client company or its manage-
ment are in threatened.or actual positions of material adverse interests
by reason of acutal or intended litigation. Because of the complexity and
diversity of the situations of adverse interests which may arise, however,
it is difficult to prescribe precise points at which independence may be
impaired. The following criteria are offered as guidelines:

a. The commencement of litigation by the present management alleg-
ing deficiencies in audit work for the client would be considered to impair
independence.

b. The commencement of litigation by the auditor against the present
management alleging management fraud or deceit would be considered
to impair independence.

¢. An expressed intention by the present management to commence
litigation against the auditor alleging deficiencies in audit work for the
client is considered to impair independence if the auditor concludes that
there is a strong possibility that such a claim will be filed.

d. Litigation not related to audit work for the client (whether
threatened or actual) for an amount not material to the certified public
aceountant’s or public accountant’s firm ( Because of the complexities of
litigation and the circumstances under which it may arise, it is not possi-
ble to prescribe meaningful eriteria for measuring materiality; accord-
ingly, the certified public accountant or public accountant should con-
sider the nature of the controversy underlying the litigation and all other
relevant factors in reaching a judgment.}, or to the financial statements
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of the client company would not usually be considered to affect the rela-
tionship in such a way as to impair independenee, Such claims may arise,
for example, out of disputes as to billings for services, results of tax or
management services advice or similar matters.

2. Litigation by security holders. The auditor may also become in-
volved in litigation (“primary litigation”) in whiech the auditor and the
client company or its management are defendants, Such litigation may
arise, for example, when one or more stockholders bring a stockholders’
derivative action or a so-called “class action’’ against the client company
or its management, its officers, directors, underwriters and auditors
under the securities laws. Such primary litigation in itself would not alter
fundamental relationships between the client company or its manage-
ment and auditor and therefore should not be deemed to have an adverse
impact on the auditor’s independence. These situations should be ex-
amined carefully, however, since the potential for adverse interests may
exist if ecross-claims are filed against the auditor alleging that the auditor
is responsible for any deficiencies or if the auditor alleges fraud or deceit
by the present management as a defense. In assessing the extent to which
the auditor's independence may be impaired under these conditions, the
auditor should consider the following additional guidelines:

a. The existence of cross-claims filed by the client, its management, or
any of its directors to protect a r:ght to legal redress i in the evenf, of a
future adverse decision in the primary litigation (or, in lieu of cross-
claims, agreements to extend the statute of limitations) would not nor-
mally affect the relationship between elient management and auditor in
such a way as to impair independence, unless there exists a significant
risk that the cross-claim will result in a settlement or judgment in an
amount material to the certified public aceountant’s or public account-
ant's firm (Because of the complexities of litigation and the circum-
stances under which it may arise, it is not possible to prescribe meaning-
ful criteria for measuring materiality; accordingly, the certified public
accountant or public accountant should consider the nature of the con-
troversy underlying the litigation and all other relevant factors in reach-
ing a judgment.) or to the financial statements of the elient.

b. The assertion of cross-claims against the auditor by underwriters
would not usually impair independence if no such claims are asserted by
the company or the present management.

¢, If any of the persons who file cross-claims against the auditor are
also officers or directors of other clients of the auditor, the auditor’s inde-
pepdz(alnce with respect to such other clients would not usually be im-
paired.

8. Other third-party litigation. Another type of third-party litigation
against the anditor may be commenced by a lending institution, other
creditor, security holder or insurance company who alleges reliance on
financial statements of the client examined by the auditor as a basis for
extending credit or insurance coverage to the client. In some instances,
an insurance company may commence litigation (under subrogation
rights) against the auditor in the name of the client to recover losses re-
imbursed to the client. These types of litigation would not normally af-
fect the auditor’ s independence with respect to a client who is either not
the plaintiff or is only the nominal plaintiff, since the relationship be-
tween the auditor and client managerment would not be affected. They
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should be examined carefully, however, since the potential for adverse
interests may exist if the auditor alleges, in the auditor’s defense, fraud
or deceit by the present management.,

8m. If the real party in interest in the litigation (e.g., the insurance
company) is also a client of the auditor (“‘the plaintiff chent”) the audi-
tor’s independence with respeet to the plaintiff client may be impaired if
the litigation involves a significant risk of a settlement or judgment in an
amount which would be material to the certified public accountant’s or
public accountant’s firm {Because of the complexities of litigation and
the circumstances under which it may arise, it is not possible to prescribe
meaningful criteria for measuring materiality; accordingly, the certified
publie aceountant or public accountant should eonsider the nature of the
controversy underlying the litigation and all other relevant factors in
reaching a judgment.) or to the financial statements of the plaintiff cli-
ent, If the auditor concludes that such litigation is not material to the
plaintiff client or the anditor’s firm and thus the auditor’s independence
is not impaired, the auditor should nevertheless ensure that professional
personnel assigned to the audit of either of the 2 clients have no involve~
ment with the andit of the other.

4. Effects of impairment of independence. If the auditor believes that
the cireumstances would lead a reasonable person having knowledge of
the faets to conclude that the actual or intended litigation poses an unac-
ceptable threat to the auditor’s independence and the anditor should ei-
ther disengage himself/herself to void the appearance that the auditor’s
self-interest would affect the auditor’s objectivity, or disclaim an opinion
because of lack of independence as prescribed by section 517 of statement
on auditing standards no. 1. Such dlsen%?gement may take the form of
resignation or cessation of any audit work then in progress pending reso-
hation of the issues between the parties.

5. Termination of impairment. The conditions giving rise to a lack of
independence are usnally eliminated when a final resolution is reached
and the matters at issue no longer affect the relationship between auditor
and client. The auditor should carefully review the conditions of such
resolution {o determine that all impairments to the auditor’s objectivity
have been removed.

6. Actions permitted while independence is impaired. If the auditor
was independent when the auditor’s report was initially rendered, the
auditor may re-sign such report or consent to its use at a later date while
the auditor’s independence is impaired provided that no post-audit work
is performed by such auditor during the period of impairment. The term
“post-audit work”, in this context, does not include inguiries of subse-

. quent auditors, reading of subsequent financial statements, or such pro-
cedures as may be necessary to assess the effect of subsequently discov-
ered facts on the financial statements covered by the auditor’s previously
issued report.

{g) Application of Acey 1.101 to professional personnel. The term “a
person’ as used in the first sentence of Accy 1.101 means:

1. All partners or shareholders in the firm and

2. All full-time and part-time professional employes, including those
employes qualified in other professions, participating inr the engagement
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or located in an office participating in a significant portion of the engage-
ment.

Hiatory: Cr. Register, June, 1974, No. 222, eff, 7-1-74; cr. (2), Register, December, 1974,
No, 228, eff. 1-1-75; er. (2) (d), Register, February, 1976, "Ne., 242, eff. 4-1-76; cr. {2) (e}, Reg-
ister, January, 1977, No., 253, eff. 3-1-77; r. and recr. (1} and cr. (2) (£), Register, July, 1979,
No. 283 eff. 9-1-79; r. and rect. (2) (a), am. (2) (d) 2. intro. and d., ¢r. (2} (g), Register, July,
198¢, No. 295, eff. 8-1-80.

Accy 1.102 Integrity and objectivity. No person licensed to practice asa
certified public accountant, or public accountant, as defined in the stat-
utes, shall knowingly misrepresent faets, and when engaged in the prac-
tice of public accounting, ineluding the rendering of tax and manage-
ment advisory services, shall not subordinate his judgment to others. In
tax practice, a member may resolve doubt in favor of his client as long as
there is reasonable support for his position. .

- History: Cr. Regiater, June, 1974, No, 222, eff. 7-1-74,

Accy 1.103 Disclosure of interest. As to disclosure of interest in corpora-
tion reported on, 5. 442.10, Stats., is controlling.

History: Cr. Register, June, 1974, No. 222, eff. 7-1-74.

Suhchapter II — Competence and Technical Standards

Acey 1,201 General standards. (1)} All persons licensed to practice as a
certified public accountant or public aceountant, as defined in the stat-
utes, shall eomply with the following general standards as interpreted by
bodies designated by the American institute of certified public account-
ants council, and must justify any departures therefrom.

(a) Professtonal compelence. A certified public aceountant or public ac-
countant shall undertake only those engagements which the certified
public accountant or publie accountant or the firm can reasonably expect
to complete with professional competence,

(b) Due professional care, A certified public accountant or public ac-
countant shall exercise due professional care in the performance of an
engagement.

(¢) Planning and supervision. A certified pubhc accountant or public
accountant shall adequately plan and supervise an engagement.

{d} Sufficient relevant data. A certified public accountant or public ac-
countant shall obtain sufficient relative data to afford a reasonable basis
for conclusions or recommendations in relation to an engagement,

{e) Forecasts. A certified public aceountant or public accountant shall
not permit the certified public accountant’s or public accountant’s name
to be used in conjunction with any forecast of future transactions in a
manner which may lead to the belief that the certified public accountant
or public accountant vouches for the achievability of the forecast.

1. Interpretations of par. {e), not intended to be all-inclusive, are as
follows:

a, Forecasts. Acey 1.201 (1) (e) does not prohibil a certified public
accountant or public accountant from preparing, or assisting a client in

the preparation of, forecasts of the results of future transactions. Whena
certified public aceountant’s or public accountant’s name is associated
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with such forecasts, there shall be the presumption that such data may
be used by parties other than the client, Therefore, full disclosure must
be made of the sources of the information used and the major assump-
tions made in the preparation of the statements and analyses, and char-
acter of the work performed by the member, and the degree of the re-
sponsibility he or she is taking.

(2) Interpretations of Accy 1.201, not intended to be ali-inclusive, are
as follows;

(a) A certified public accountant or public accountant who aceepts a
professional engagement implies that he/she has the necessary compe-
tence to complete the engagement according to professional standards,
applying the certified public accountant’s or public accountant’s knowl-
edge and skill with reasonable care and diligence, but the certified public
accountant or public accountant does not assume a responsibility for in-
faliibility of knowledge or judgment,

{b) Competence in the practice of public accounting involves both the
technical qualifications of the certified public accountant or public ac-
countant and his staff and his ability to supervise and evaluate the quali-
ty of the work performed. Competence relates both to knowledge of the
profession’s standards, techniques and the technical subject matter in-
volved, and to the capability to exercise sound judgment in applying
such knowledge to each engagement.

{(c) The certified public accountant or public accountant may have the
knowledge required to complete an engagement professionally before un-
dertaking it, In many cases, however, additional research or consultation
with others may be necessary during the course of the engagement. This
does not ordinarily represent a lack of competence, but rather is a normal
part of the professional conduct of an engagement.

(d) However, if a certified public accountant or public accountant is
unable to gain sufficient competence through these means, he should sug-
gest, in fairness to his client and the publie, the engagement of someone
competent to perform the needed service, either independently or as an
associate.

History: Cr. Register, June, 1974, No, 222, eff, 7-1-T4; er. (2), Register, December, 1974,
No. 228, eff. 1-1-76; r. and reer. (1) and am. (2) (a), Register, July, 1979, No. 2883, eff. 9-1-79;
(1) {e) renum, from Acey 1.204 (2) and am., Register, July, 1980, No. 295, eff. 8-1-80.

Accy 1.202 Andiing standards. (1) A person licensed to practice as a
certified public accountant or public accountant, as defined in the stat-
utes, shall not permit the certified publie accountant’s or public account-
ant’s name to be associated with financial statements in such a manner as
to imply that the certified public accountant or public accountant is act-
ing as an independent public accountant unless the certified public ac-
countant or public accountant has complied with the applicable gener-
ally accepted auditing standards promulgated by the American institute
of certified publie accountants. Statements on auditing standards used
by the American institute of certified public accountants auditing stan-
dards executive committee are, for purposes of this rule, considered to be
interpretations of the generally accepted auditing standards, and depar-
iél}]lres from such statements must be justified by those who do not follow

em.
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(2} Interpretations of Acey 1.202, not intended to be all-<inclusive, are
as follows:

(a) Unaudited financial statements. Acey 1.202 does not preclude a
certified public accountant or public accountant from associating with
the unaudited financial statements of clients. The rule states in part that
“No person Heensed to practice as a certified public accountant, or public
accountant, as defined in the statutes, shall permit his [her] name to be
associated with financial statements in such a manner as to iinpiy that he
[she] is acting as an independent public accountant unless he jshe] has
complied with the applicable generally accepted auditing standards
pr?;sm’l,xlgated by the American Institute of Certified Public Account-
ants.

1. In applying this provision to situations in which a certified public
accountant’s or public accountant’s name is associated with unaudited
financial statements, it is necessary to recognize that the standards were
specifically written to apply to audifed finaneial statements. The fourth
reporting standard, however, was made sufficiently broad to be applica-
ble to unaudited financial statements as well,

2. The fourth Reporting Standard states in part:

“. . . In all cases were an auditor’s name is associated with financial
statements, the report should contain a clear-cut indication of the au-
ditor’s examination , if any, and the degree of responsibility he is tak-
lng.”

3. Those sections of Statements on Auditing Standards and related
guides which deal with unaudited financial statements provide guidance
to certified public accountants and public accountants associated with
such statements.

History: Cr, Register, June, 1974, No, 222, eff. 7-1-74; cr. {2), Register, February, 1976, No.
242, off, 4-1-76; r. and recr. (1) Register, July, 1979, No. 283, eff, 9-1-79.

Accy 1.203 Accounting principles. (1) No person licensed to practice asa
certified public aceountant, or public acecountant, as defined in the stat-
utes, shall express an opinion that financial statements are presented in
conformity with generally accepted accounting principles if such state-
ments contain any departure from an accounting principle promulgated
by the body designated by the council of the American institute of certi-
fied public accountants to establish such principles which has a material
effect on the statements taken as a whole, unless he or she can demon-
strate that due to unusual circumstances the financial statements would
otherwise have been misleading. In such cases the report must describe
the departure, the approximate effects thereof, if practicable, and the
reasons why compliance with the principle would result in a misleading
statement,

(2) Interpretations of s. Acey 1.203, not intended to be all-inclusive,
are as follows:

(a) Departures from established accounting principles. Accy 1.203 was
adopted to reguire compliance with accounting principles protulgated
by the body designated by council of the American institute of certified
public accountants to establish such principles. There is a strong pre-
sumption that adherence to officially established accounting principles
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would in nearly all instances result in financial statements that are not
misleading. .

(b) However, in the establishment of accounting principles it is diffi-
cult to anticipate ail of the circumstances to which such prinetples might
be applied. This rule therefore recognizes that upon occasion there may
be unusual circumstances where the literal application of pronounce-
ments on accounting principles would have the effect of rendering finan-
cial statements misleading. In such eases, the proper accounting treat-
ment is that which will render the financial statements not misleading.

(e) The question of what constitutes unusual circumstances as referred
to in 8. Accy 1.203 is a matter of professional judgment involving the
ability to support the position that adherence to a promulgated princi-
ples would be regarded generally by reasonable men as producing a mis-
leading result,

(d) Examples of events which may justify departures from a principle
are new legislation or the evolution of a new form of business transaction.
An unusual degree of materiality or the existence of conflicting industry
practices are examples of cireumstances which would not ordinarily be
regarded as unusual in the context of 5. Acey 1.203.

{e) Status of FASB interpretations, Council of the American institute
of certified public aceountants is authorized under s. Accy 1.208 to desig-
nate a body to establish accounting principles and has designated the
financial accounting standards board as such body. The accounting ex-
amining board also has resolved that financial accounting standards
board statements of financial accounting standards, together with those
aceounting research bulletins and aceounting principles board opinions
which are not superseded by action of the FASB, constitute aceounting
principles as contemplated in s. Accy 1.203.

(f) In determining the existence of a departure from an accounting
principle established by a statement of financial aceounting standards,
accounting research bulletin or accounting principles board opinion en-
compassed by s. Accy 1,203, the accounting examining board will con-
strue such statement, bulletin or opinion in the light of any interpreta-
tions thereof issued by the financial accounting standards board.

History: Cr, Register, June, 1974, No, 222, eff. 7-1-74; cr. (2), Register, December, 1974,
No. 228, eff, 1-1-75. :

Accy 1.204 Other technical standards. (1) A person licensed to practice
as a certified public accountant or public accountant, as defined by the
statutes, shall comply with other technical standards promulgated by
bodies designated by the American institute of ecertified public account-
ants council to establish such standards, and departures therefrom must
be justified by those who do not follow them,

History: Cr. Register, June, 1974, No, 222, efi. 7-1-74; er. {2), Register, December, 1674,

No. 228, off, 1-1-75; r. and rect. (1}, Reglster, July, 1979, No. 283, eff. 9-1-79; renum. (2) to be
Accy 1.201 (1) (), Register, July, 1980, No. 295, eff, 8-1-80,

Subchapter III — Responsibilities to Clients

Accy 1.301 Confidential client information. (1) Ne¢ person licensed to
practice as a certified public accountant, or public accountant, as defined
in the statutes, shall disclose any confidential information obtained in
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the course of a professional engagement except with the consent of the
client or through the due process of law.

{(2) This rule shall not be construed:
(g.) To relieve such a person of his obligation under ss, Accy 1.202 and
203,

(b) To affect in any way compliance with a validly issued subpoena or
summons enforceable by order of a court,

(¢} To prohibit review of such a person’s professional practices as a
part of voluntary quality review under authorization of the American
institute of certified public accountants or the Wisconsin society of certi-
fied public accountants or

(d) To preclude a certified public accountant or public accountant
from responding to an inquiry made by the ethics division of trial board
of American institute of certified public accountants, by duly constituted
investigative or disciplinary body of a state CPA soctety, or under any
state statutes.

(3) Members of the ethics division and trial board of the American
ingtitute of certified public accountants and professional practice review-
ers under American institute of certified public accountants authoriza-
tion, or their state society counterparts, shall not disclose any confiden-
tial client information which comes to their attention from such persons
in disciplinary proceedings or otherwise in carrying out their official re-
sponsibilities, However, this prohibition shall not restrict the exchange
of information with an aforementmned duly constituted investigative or
disciplinary body.

{4) Interpretations of Accy 1.301, not infended to be all-inclusive, are
as follows:

(a) Confidential tnformation and lechnical standards. The prohibition
against disclosure of confidential information obtained in the course of a
professional engagement does not apply to disclosure of such information
when required to properly discharge the certified public aceountant’s or
public accountant’s responsibility according to the profession’s stan-
dards. The prohibition would not apply, for example, to disclosure, as
required by gection 561 of Statement on Auditing Standards No. 1, of
subsequent discovery of facts existing at the date of the auditor’s report
gvhich would have affected the auditor’s report had he been aware of such
acts

History: Cr, Register, June, 1974, No. 222, eff, 7-1-74; er. (4), Register, December, 1974,
No, 228, eff, 1-1-75,

Accy 1.302 Coniingent fees. (1) Professional services shall not be offered
or rendered under an arrangement whereby no fee will be charged unless
a specified finding or result is attained, or where the fee is otherwise con-
tingent upon the findings or results of such services. However, fees may
vary depending, for example, on the complexity of the service rendered.,

(a) Fees are not regarded as being contingent if fixed by courts or other
pubh_c authorltngs or, in tax matters, if determined based on the results of
judicial proceedings or the findings of governmental agencies.

History: Cr. Regiater, June, 1974, No. 222, eff, 7-1-74.
Register, April, 1986, No, 364
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Subchapier IV — Other Responsgibilities and Practices

Accy 1,401 Acts discreditable. (1) No person licensed to practice as a
certified public accountant, or public accountant, as defined in the stat-
utes, shall commit an act discreditable to the professmn

(2) Interpretations of s. Acey 1,401, not intended to be all-inclusive,
are as follows:

(a) Client’s records and accountant’s workpapers. Retention of client
records after a demand is made for them is an act descreditable to the
profession in violation of s. Accy 1.401, It would be a violation of the
code to retain a client’s records to enforce payment. A certified public
accountant’s or public accountant’s working papers are his or her prop-
erty and need not be surrendered to the client. However, in some in-
stances working papers will contain data which should properly be re-
flected in the client’s books and records but which for convenience have
not been duplicated therein, with the result that the client’s records are
incomplete. In such instances, the portion of the working papers contain-
ing such data constitutes part of the client’s records, and copies should be
made available to the client upon request. If a certified public accountant
or public accountant is engaged to perform certain work for a client and
the engagement is terminated prior to the completion of such work, the
certified public accountant or public accountant is required to return or
furnish copies of only those records originalily given to the certified public
accountant or public accountant by the client. Examples of working pa-
pers that are considered to be the client’s records would include:

1. Worksheets in lieu of books of original entry (e.g., listings and distri-
butions of cash receipts or cash dishursements on columnar w0rkmg pa-
per).

2, Worksheets in lien.of general ledger or subsidiary ledgers, such as
accounts receivable, job cost and equipment ledgers, or similar deprecia-
tion records.

3. All adjusting and closmg journal entries and supporting details. (If
the supporting details are not fully set forth in the explanation of the
journal entry, but are contained in analyses of accounts in the account-
ant’s working papers, then copies of such analyses must be furnished to
the client.)

4. Congolidating or combining journal entries and worksheets and sup-
porting detail used in arriving at final figures incorporated in an end
product such as financial statements or tax returns.

{am) Any working papers developed by the certified public accountant
or public accountant incident to the performance of an engagement
which do not result in changes to the client’s records or are not in them-
selves part of the records ordinarily maintained by such clients are con-
sidered to be solely “accountant’s working papers” and are not the prop-
erty of the client, for example;

1. The certified public accountant or public aceountant may make ex-
tensive analyses of inventory or other accounts as part of his selective
audit procedures. Even if such analyses have been prepared by client
personnel at the request of the certified public accountant or public ac-
countant, they nevertheless are considered to be part of the aceountant’s
working papers. Only to the extent such analyses result in changes to the
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client’s records would the certified public accountant or public account-
ant be required fo furnish the details from his working papers in support
of the journal entries recording such changes, unless the journal entries
themselves contain all necessary details.

{(an) Once the certified public accountant or public accountant has re-
turned the client’s records or furnished the copies of such records and/or
necessary supporting data, the obligation has been discharged in this re-
gard and it is not necessary fo comply with any subsequent requests to
again furnish such records.

(ac) If the certified public accountant or public accountant has re-
tained copies of a client’s records already in possession of the client, the
certified publie accountant or public accountant is not required to return
such copies to the client,

(b) Conviction of @ crime. Conviction of a crime the circumstances of
which substantially relate to the practice of accounting is an act disered-
itable to the profession in violation of s. Accy 1.401. As enumerated be-
low, the board shall act as follows:

1. On conviction of a felony, the cireumstances of which substantially
relate to the practice of accounting the board will initiate charges in
every instance.

2. On conviction for willful failure to file an income tax return or other
document which, the certified public accountant or public accountant as
an individual is required by law to file, for filing a false or frandulent
income tax return or other document on his or her or a client’s behalf, or
for willful aiding in the preparation and/or presentation of a false or
frandulent income tax return of a client, or the willful making of a false
representation in connection with the determlnatlon, collection or refund
of any tax, whether it be in his or her own behalf or in behalf of a elient,
the board will initiate charges in every instance,

3. On conviction of a misdemeanor the circumstances of which sub-
stantially relate to the practice of accounting the board will review the
cireumstances and the nature of the act resulting in conviction. Each
such situation will be considered by the board as an informal complaint.
The minutes of the board will reflect the fact of review and the resulting
disposition of the informal complaint, Such convictions that are profes-
sionally related and related to good moral character (see ch. Accy 6) can
be the basis for bringing formal charges and subsequent board action.

4. On conviction for failure to act with integrity and trustworthiness
with information or property of others, the board will initiate charges in
every instance,

(bm} A certified public accountant or public accountant shall notify
the board in writing within 60 days after being convicted of a crime.

(¢) Recelving fees for services not performed. The deliberate receipt
and retention of a fee from a client for services not performed when the
client has been given reason to believe that there should be performance,
or the withholding of services and receiving a retainer or fee when the
services agreed upon have knowingly been withheld, are acts discredita-
ble to the profession. (The amount or rate of charge for services is a con-
tractual matter between the certified public accountant or public ac-
countant and the client, and except as related to the proviston, the board
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does not have authority to set or regulate fees or for taking Jurlsdlctlon in
such matters, The term “services not performed” means situations in
which the actual work for which payment is received is not done.)

(d) Discrimination in employment practlces. Discrimination based on
race, color, rehgmn, sex, age or hational origin in hiring, promotion or
salary practices is presumed to constitute an act discreditable to the pro-
fession in violation of this section.

History; Cr. Register June, 1974, No. 222, eff, 7-1-74; cr. (2), Register, February, 1976, No.

2, eff, 4-1-76; am., (2) (b), Reglster, July, 1979 No, 283, off, 9-1-79; renum. from Accyl 601
and am, (2) (lntro 1 {a) and (b), er. (2) (d) and (e), Reglst;er, July, 1980 Ny, 2095, off. 8-1-80;
am. (2) (b} intro, and cr. (2) (b) 4., Register, April, 1981, No. 304, eff. 5-1-81; am. (2) (Ei),
renurn. (2) (e) to be Accy 1.402 (2) (e}, Register, June, 1982 No, 318 eff. 7-1-82; er. (2) (bm),
Regiater, April, 1986, No. 362, 5-1-85.

Accy 1.402 Advertising or other forms of solicitation. No certified public
accountant or public accountant may advertise or solicit a client in a
manner that is false, fraudulent, misleading or deceptive.

History: Cr. Register, June, 1974, No. 222, efl. 7-1-74; er. (2), Register, December, 1974,
No, 228, eff, 1-1.75; r. and reer, (2) (a), (g), (}) and (n), Register, February, 1976, No. 242, eff.
4-1-76; r. and recr. Register, July, 1978, No, 271, eff. 9-1-78; renum. from Acey 1.502 and am.
(2) (intro.), Register, July, 1980, No. 295 eff, 8-1-80; am, (l) and {2) (c{{(z) (&) renum. from
ﬁcq& é 4401&(2{_2 geg;, Register, June, 1982, No. 318, eff. 7- 1-82 r, and recr. Register, April, 1986,

0. eff. §-

Accy 1,403 Commissions. (1) No person licensed to practice as a certi-
fied public accountant, or public accountant, as defined in the statutes,
shall pay a commission to obtain a client, nor shall aceept a commission
for a referral to a client of products or services of others. This rule shall
not prohibit payments for the purchase of an accounting practice or re-
tirement payments to individuals formerly engaged in the practice of
publie accounting or payments to their heirs or estates,

(2) Interpretations of Acey 1.403, not intended to be all-inclusive, are
as follows:

(a) Fees in payment for services. Accy 1.403, which prohibits payment
of a commission to obtain a client, was adopted to avoid a client’s having
to pay fees for which he or she did not receive commensurate services.
However, payment of fees to a referring certified public accountant or
public accountant for professional services to the suceessor firm or to the
client in connection with the engagement is not prohibited.

History: Cr. Register, June, 1974, No. 222, off. 7-1-74: cr. (2), Register, December, 1974,
;To 228, eff. 1-1-75; renum. fromAccyl 503 and am. {2), Register, July, 1980, No. 295 off. 8-

Accy 1,404 Incompatible ocenpations, (1) A person who is engaged in
practice as a certified public accountant, or public accountant, as defined
in the statutes, shall not concurrently engage in any business or occupa-
tion which would create a conflict of interest rendering professional ser-
vices.

(2) Interpretations of sub. (1) not intended to be all-inclusive, are as
follows:

(a) Engaging concurrently with the practice of public accounting in
any business or occupation ineonsistent with the certified public aceount-
ant’s or public accountant’s responsibilities under the Wisconsin rules of
conduct would constitute involvement in an incompatible oceupation
prohibited by sub. (1).
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IE}J)hThe above proseription would apply to any business or oceupation
which: _

1. Detracts from the public image of the profession, as for example, on
}egal grounds, or involves conduct which would constitute an act discred-
itable to the profession, or,

. 2, Impairs the certified public accountant’s or public accountant’s ob-
Jectivity in rendering professional services to clients, or,

3. Inherently involves responsibilities which are likely to conflict with
the certified public accountant’s or public accountant’s responsibility to
others arising out of the client-certified public accountant or public ac-
countant relationship.

(e) A conflict of interest exists when a certified public accountant or
public accountant or firm of such persons who are licensed to practice in
Wisconsin becomes associated with or employed by a nonlicensed indi-
vidual or firm offering accounting, tax, or consulting services, such as
those customarily provided by certified public accountants or public ac-
countants, in a manner and with representation or implication that third
parties could interpret or conclude that certified public accountant or
public accountant services are performed or offered by both the nonli-
censed individual or firms and the certified public accountant or public
accountant, A conflict of interest also exists if the services of the licensed
certified public accountant or publie accountant or firm of such persons
can be influenced or decisions altered by the noncertified associate or em-

ployer.

{d) A conflict of interest exists when a certified public aceountant or
public accountant who is not licensed permits his or her status as a certi-
fied public accountant or public accountant to be used or publicized in a
manner or situation that third parties could assume or conclude that cer-
tified public accountant services are being performed or offered by or
through nonlicensed individuals or firms,

History: Cr. Register, June, 1974, No, 222, eff. 7-1-74; cr. {2), Register, Feburary, 1976, No.
242, eff. 4-1-76; r. and recr. Register, July, 1978, No. 271, eff. 9-1-78; cr (2), Register, July,
1579, No. 283, eff. 9-1-79; renum. from Accy 1.504, Register, July, 1980, No. 295, off, 8-1-80;
am, (2) (intre.) and (a), Register, April, 1981, No, 304, eff. 5-1-81; cr. (2} (¢) and (d)}, Register,
June, 1982, No. 318, eff, 7-1-82; am, (2) (b) 1., Register, April, 1985, No. 362, eff, 5-1-85.

Accy 1,405 Form of practice and name, (1) No person or firm licensed to
practice as a certified public accountant, or public accountant, as defined
in the statutes, may practice, whether as an owner or employe, in a form
other than a proprietorship, a partnership, including & partnership
formed between an individual certified public accountant or public ae-
countant and a service corporation, or a service corporation, whose char-
acteristics conform to those defined in Wisconsin Statutes.

{a) No person licensed to practice as a certified public accountant, or
public accountant, as defined in the statutes, may practice under a firm
name which includes a fictitious name, indicates specialization or is mis-
leading as to the type of organization (proprietorship, partnership or cor-
poration). However, names of one or more past partners or shareholders
may be included in the firm name of a suceessor partnership or corpora-
tion, provided that such persons were licensed or eligible to be licensed in
accordance with requirements for all partners or shareholders of the suc-
cessor partnership or corporation. Also a partner or shareholder surviv-
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ing the death or withdrawal of all other partners or shareholders may
continue to practice under the partnership or corporation name for up to
. 2 years after becoming a sole practitioner or shareholder.

(b) All changes in status of ownership or in firm names shail be re-
ported in writing to the board within 60 days after the event.

(c) A firm may not designate itsell as “Certified Public Accountants”
unless all of its partners or shareholders are certified public accountants.

(2) No person or firm engaged in practice as a certified public account-
ant or public accountant, as defined in ss, 442.02 and 442.07, Stats., may
use a business name or designation that is misleading as to the number of
individuals with an equity in the firm. A sole proprietor may not use a
name implying multiple ownership such as “& Co.” or “& Company”’ or
“& Associates,” or “Firm” or “Associates’”’ or “Company,” and a firm
with mulitple ownership may not use the name so that multiple owner-
ship is not disclosed. A firm with multiple ownership may not imply in
the firm's name that there are owners of the firm in addition to those
specifically mentioned in the firm’s name when no additional owners ex-
ist.

(3) Interpretations of Accy 1.405, not intended to be all-inclusive, are
as follows;

(a) Investment in commercial accounting corporation. A certified pub-
lic aceountant or puhlic accountant in the practice of public accounting
may have a financial lnterest in a commereial corporation which per-
forms for the public services of a type performed by certified public ac-
countants or public accountants and whose characteristics do not con-
form to resolutions of council of the American institute of certified public
accountants, provided such interest is not material to the corporations’
net worth, and the certified public accountant’s or public aceountant’s
interest in and relation to the corporation is solely that of an investor.

History: Cr, Repgister, June, 1974, No. 222, eff. 7-1-74; er. (2), Register, December, 1974,
No. 228, eff, 1-1-75; r. and recr. (1) (a). renum. (2} to be' (8) and er. (2), Register, Febma.ry,
1976, No 242, eff, 4-1-76; renum. from Acey 1,505 and am. (2) (intro.), Register, July, 1980,
No. 295 eoff, 8-1-80 am, (2} (Intro.) and (a), Register, April, 1981, No. 304, eff, 5-1-81; am. (3)
(a), Regmter, June, 1982, No. 318, eff, 7—1-82 am. (2}, Reg!.sf:er July, 1983, No. 381, eff. 8-1-
88; am, (1) (infro.) and (a), Regrster, January, 1985, No, 349, off. 2-1-85.

Accy 1.406 Practice while suspended. No person who is licensed to prac-
tice as a certified public accountant, or public accountant, as defined in
the statutes, who has been suspended, shall practice as a certified public
accountant or public accountant during the period of such suspension.

Hisiory: Cr. Register, June, 1974, No. 222, eff. 7-1-74; renum. from Aeccy 1.506, Register,
July, 1950, Wo. 295, off, B-1.80,

Accy 1.407 Communications. A certified public accountant shall, when
requested, respond to communications from the board within 80 days of
the mailing of such communications by registered or certified mail.

History: Cr, Register, July, 1978, No. 271, eff. 9-1-78; renum. from Accy 1.507, Register,
July, 1980, No. 295, eff, 8-1-80,

Register, April, 1986, No, 364



