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COMPLAINTS
Received 58 54 58 55 32 39 58 51 60 62 44
Closed without Assignment for
Investigation 18 40 32 31 8 11 7 8 12 10 19
Assigned for Investigation 22 21 40 30 25 40 49 40 50 40 36
Average Days to Close or
Assign for Investigation 17 18 19 10 8 9 3 2 5 6 6
Pending 40 33 19 13 12 0 2 5 3 15 4
Average Age of Pending Info not | Info not
Complaints available | available | 18 days | 12 days | 26 days | O days 5days | 10 days | 3days 4 days 2 days
Convictions/Arrest Reports
Received 19 4 7 14 16 12 13 9 9 7 14
Closed 18 4 4 12 14 8 10 6 7 5 12
Assigned for Investigation 0 0 3 2 3 4 3 3 2 1 1
Average Days to Close/Assign
for Investigation 1 1 1 2 3 2 2 2 1 1 1
Pending 1 1 1 1 0 0 0 0 0 1 2
Average Age of Pending Info not | Info not | Infonot | Info not
Convictions/Arrest available | available | available | available N/A N/A N/A N/A N/A 3days | 23 days
INVESTIGATIONS
Initial Assignment for
Investigation 22 21 43 32 28 44 52 43 52 41 37
Investigations Closed 28 23 22 23 19 31 32 32 29 39 31
Average Days to Close 143 148 191 90 67 221 47 134 73 75 84
Investigations Pending 146 144 165 174 183 196 216 227 250 252 258
Average Age of Pending Info not | Info not
Investigation available | available | 189 days | 199 days | 215 days | 201 days | 203 days | 205 days | 206 days | 223 days 239" days
! Median age of Pending Investigations197 days.
| |
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CALIFORNIA BOARD OF ACCOUNTANCY

ENFORCEMENT CASE ACTIVITY AND STATUS REPORT

January 1, 2010 - November 30, 2010
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ENFORCEMENT ACTIONS
AG Cases
AG Cases Initiated 3 3 7 1 2 7 0 1 1 1 2
AG Cases Opened in Error 0 0 0 0 1 0 0 0 0 0 0
AG Cases Pending 33 34 41 42 38 36 36 36 34 34 35
Petitions for Reinstatement Info not | Info not | Info not | Info not | Info not
Pending available | available | available | available | available 5 3 3 3 3 4
SOls Filed 0 0 0 0 0 0 0 0 0 0 0
Accusations Filed 2 2 2 0 2 2 1 0 4 0 1
Disciplinary Orders
Proposed Decisions / Default
Decisions Effective 1 0 0 0 0 0 0 1 0 0 0
Stipulations Effective 0 2 0 0 5 4 0 0 3 1 0
Average Days to Complete
Proposed Decisions/Default
Decisions/Stipulations ' 296 721 0 0 986 736 0 148 714° 688° 0
Petitioners
Petitions for Reinstatement Info not | Info not | Info not | Info not
Resolved available | available | available | available 1 0 2 1 0 0 0
Citations
Final Citations 4 1 2 0 0 0 1 0 0 0 0
Average Days to Complete 247 220 185 0 0 0 435 0 0 0 0

! Average Days to Complete Proposed Decisions/Default Decisions/Stipulations is based on the number of days from
Reciept of complaint to the effective date of Disciplinary Order.

*The 714 Average Days to Complete Proposed Decisions/Default Decision/Stipulations for September was the result of 3
cases (750, 700, and 691 days.) One case was the result of an Accusation, Notice of Defense, Hearing Requested and
Held, Proposed Decision, Board Decision, Petition for Reconsideration, and a Final Board Order. A second case was the
result of an Accusation, Stipulated Decision, Board Non Adopt, Hearing Scheduled, and a final Stipulated Decision. The
third case was the result of an Accusation, Default Decision, Revocation, Petition for Reconsideration, Stipulated Decision
and a final Decision Adopted by the Board.

® The 688 day Average Days to Complete Final Disciplinary Order for October was the result of 1 case. The case was
originally assigned to an Investigative CPA and then re-assigned due to staffing changes. The matter also required the
assistance of an outside expert, a planned hearing, and a final Stipulated Settlement.
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INVESTIGATIONS AGING <6 mos | 6-12mos | 12-18 mos [18-24 mos| > 24 mos TOTAL
All Cases 123 79 36 12 8’ 258
Average Age of Pending Investigation 239 days

! The twelve cases that are from 18-24 months are the result of the following:

Of the 12 cases listed as 18-24 months, 10 cases were reassignments from ICPAs who retired prior to completing the case, thus requiring
a newly hired investigator to become familiar with the investigative process and the case.

Two of the cases are closed and will be removed by the next reporting cycle.

2The eight cases that are greater than 24 months are the result of the following:

One case is the result of an on-going investigation which has required the need for an outside consultant due to the
complexity of the matter. The case has been referred to the AG's office and is awaiting a DAG assignment. Once
assigned, investigative hearings will be scheduled.

A second case was opened, closed and then re-opened based on new information. The matter then required the issuance of a subpoena
and is currently an on-going investigation.

A third case resulted in two separate IH's and is moving forward to the AG's office for the filing of an Accusation.

Of the remaining five cases, one is being readied for closure and will be removed by the next reporting cycle. The last four
cases were all reassignments from ICPAs who retired prior to completing the investigation, thus requiring a newly hired
investigator to become familiar with the investigative process and the case.
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CALIFORNIA BOARD OF ACCOUNTANCY
ENFORCEMENT CASE AGING REPORT
AS OF NOVEMBER 30, 2010

Licensed | Unlicensed
CASES ASSIGNED TO AG'S OFFICE <6 mos | 6-12mos | 12-18 mos [18-24 mos| >24 mos | TOTAL Total Total
Pre Accusation 10 3 1' 14 12 2
Post Accusation 8 7 4 2° 21 20 1
Petition for Reinstatement 2 2 4 4
TOTAL AG CASES 20 12 4 2 1 39 32 7

The one case identified as (Pre) Accusation > 24 months is the result of the following:
One of the cases identified as Pre Accusation is an on-going investigation requiring the need for outside consultants to assist due to the complexity of the

matter. An investigative hearing was held in December and the case will progress to the filing of an accusation.

2The two cases (Post) that are between 18 - 24 months are the result of the following:
One of the cases identified as Post Accusation is the result of a Default Decision, a subsequent Petition for Reconsideration and a hearing held in

December. The matter is scheduled for consideration at "

today's" meeting.

A second case has been concluded and will be removed by the next reporting cycle.
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CALIFORNIA BOARD OF ACCOUNTANCY
CITATION ACTIVITY January 27-28, 2011
FOR THE PERIOD 7/1/10 THRU 11/30/10

VIOLATION ANALYSIS
AVERAGE  TOTAL TOTAL
FINE FINES $FINES APPEALS
RULE AMOUNT  ISSUED ASSESSED RECEIVED

ACCOUNTANCY RULES AND REGULATIONS RECONCILIATION OF FINES OUTSTANDING 7/1/10 - 11/30/10
3 NOTIFICATION OF CHANGE OF ADDRESS
52 RESPONSE TO BOARD INQUIRY $250 1 $250 Balance at 7/1/10 $42,182
54.1 DISCLOSURE OF CONFIDENTIAL INFORMATION
57 INCOMPATIBLE OCCUPATIONS/CONFLICT OF INTEREST Fines Assessed 7/1/10 - 11/30/10 $2,000
58 COMPLIANCE WITH STANDARDS Previous Paid Off - Reinstated - Revoked License $0
63 ADVERTISING $250 1 $250
67 FICTITIOUS NAME APPROVAL Appeal Adjustments 7/1/10 - 11/30/10
68 RECORD RETENTION Withdrawn Violations (0 violations, O cases) $0
80 INACTIVE LICENSE STATUS Modified Violations () $0
87 CE BASIC REQUIREMENTS Remain As Issued Violations () $0
87(a) CE COMPLETED IN 2-YEAR PERIOD $750 1 $750 Uncollectible Violations (0 violations, O cases) $0
87(b) CONTINUING EDUCATION RULES (Ethics)
87 (c) |CONTINUING EDUCATION RULES (Gov't) Collections 7/1/10 - 11/30/10 * ($2,225)
87(d) CONTINUING EDUCATION (A&A)
87.6 RECORDS REVIEW CONTINUING EDUCATION REQUIREMENTS
87.7 CE IN ACCT ACT, REGS AND RULES OF CONDUCT Fines Outstanding at 11/30/10 $41,957
89 CONTROL AND REPORTING CE
89(b) CONTROL AND REPORTING - REGULATORY REVIEW COURSE

1 Adjustment made to collections from previous report. Monies posted to C/F should have been posted
89(c) CONTROL AND REPORTING - MAINTAIN RECORDS to disciplinary matter instead. Reversal of $455. from collections.
89.1 REPORTS
90 EXCEPTIONS AND EXTENSIONS
COMPOSITION OF FINES OUTSTANDING

BUSINESS AND PROFESSIONS CODE SECTION Fine Added to License Renew Fee/B & P 125.9 (27 violations, 16 cases) $34,450
5037 OWNERSHIP OF ACCOUNTANTS' WORKPAPERS AG Referral (Citation Appealed/Non Compliance) (0 violations, 0 case) $0
5050 PRACTICE WITHOUT A VALID PERMIT $750 1 $750 Issued/Pending Receipt of Fine (6 violations, 3 cases) $5,000
5055 TITLE OF CPA Installment Payments (3 violation(s), 2 cases) $2,507
5056 TITLE OF PUBLIC ACCOUNTANT Appeal Request Pending Review (0 violations, O case) $0
5058 USE OF CONFUSING TITLES OR DESIGNATIONS Stipulation/Decision Pending Compliance (0) $0
5060 NAME OF FIRM
5061 COMMISSIONS Total Fines Outstanding at 11/30/10 $41,957
5062 REPORT CONFORMING TO PROFESSIONAL STANDARDS
5063 REPORTABLE EVENTS
5072 REQ FOR REGISTRATION AS CPA PARTNERSHIP
5079 NON LICENSEE OWNERSHIP - FIRM
5100 DISCIPLINE IN GENERAL
5100C |DISCIPLINE IN GENERAL (GROSS NEGLIGENCE)
5100G |DISCIPLINE IN GENERAL (WILLFUL VIOLATION)
5100H |DISCIPLINE IN GENERAL (SUSPENSION/GOV'T BODY)
51001 DISCIPLINE IN GENERAL (FISCAL DISHONESTY)
5100K  |DISCIPLINE IN GENERAL (EMBEZZLEMENT, THEFT)
5151 APPLICATION FOR REGISTRATION AS CORP
5152 CORPORATION ANNUAL REPORT FILING
5154 DIRECTORS SHAREHOLDERS MUST BE LICENSED
5156 UNPROFESSIONAL CONDUCT
TOTALS 4 $2,000 0

1/18/20111:16 PM
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CALIFORNIA BOARD OF ACCOUNTANCY

REPORTABLE EVENTS RECEIVED
07/01/10 — 12/31/10

Felony Conviction — 5063(a)(1)(A) 1
Criminal Conviction — 5063(a)(1)(B) 1
Criminal Conviction — 5063(a)(1)(C) 0
Cancellation, Revocation, Suspension of Right to Practice by Other 3
State or Foreign Country — 5063(a)(2)

Cancellation, Revocation, Suspension of Right to Practice before any 0
governmental body or agency — 5063(a)(3)

Restatements — 5063(b)(1)

e Governmental — 34 61
e Non Profit— 12

e SEC Registrant — 15

Civil Action Settlement — 5063(b)(2) 9
Civil Action Arbitration Award — 5063(b)(2) 0
SEC Investigation — 5063(b)(3) 0
Wells Submission — 5063(b)(4) 2
PCAOB Investigation — 5063(b)(5) 3
Civil Action Judgement — 5063(c)(1)(2)(3)(4)(5) 0
Reporting by Courts — 5063.1 0
Reporting by Insurers — 5063.2 16

TOTAL REPORTABLE EVENTS RECEIVED 07/01/10 TO 12/31/10

96




State of California

California Board of Accountancy

Department of Consumer Affairs 2000 Evergreen Street, Suite 250

Sacramento, CA 95815-3832

Memorandum

To

From

Subject :

CBA Agenda Item XII.F.2.
January 27-28, 2011 .

CBA Members
Date: January 10, 2011
Telephone : (916) 561-1718
Facsimile : (916) 263-3674

Nancy Corrigan, Chair
Peer Review Oversight Committee

AICPA Peer Review Exposure Draft, June 1, 2010

At its September 22-23, 2010 meeting, the California Board of Accountancy (CBA) referred
the AICPA Peer Review Exposure Draft, June 1, 2010 (Attachment 1), to the Peer Review
Oversight Committee (PROC) for comments. .

The PROC assigned this task to a subcommittee at its November 9, 2010 meeting. The
subcommittee reviewed the Exposure Draft and has provided responses to each of the
revisions of the Standards for Performing and Reporting on Peer Reviews in the attached
memorandum, dated December 12, 2010 (Attachment 2).

The PROC will discuss the subcommittee’s response on January 20, 2011. | anticipate that
the PROC will adopt the subcommittee’s response to the Exposure Draft. With this in mind,
a letter of support from the CBA to the AICPA has been prepared for adoption by the CBA
(Attachment 3).

| will be available at the meeting to provide updates from the PROC meeting and to answer
any questions concerning this issue. '

Attachments



| ATTACHMENT 1

EXPOSURE DRAFT

PROPOSED REVISIONS TO THE |
AICPA STANDARDS FOR PERFORMING
AND REPORTING ON PEER REVIEWS:

Performing and Reporting on Peer Reviews
of Quality Control Materials (QCM) and
Continuing Professional Education (CPE)

Programs

June 1, 2010

Prepared by the AICPA Peer Review Board for comment
from persons interested in the AICPA Peer Review Program

Comments should be received by August 31, 2010 and addressed to
LaShaun King, Technical Manager
AICPA Peer Review Program
American Institute of Certified Public Accountants
220 Leigh Farm Road, Durham, NC 27707-8110
or via the Internet to PR _expdraft@aicpa.org
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Copyright © 2010 by American Institute of Certified Public Accountants, Inc.

Permission is granted to make copies of this work provided that such copiés are for personal, intraorganizational,
or educational use only and are not sold or disseminated and provided further that each copy bears the following
credit line: “Copyright © 2010 by American Institute of Certified Public Accountants, Inc. Used with permission.”



AI C A ’ ‘ American Institute of CPAs
P Peer Review Program 220 Leigh Farm Road

Durham, NC 27707-8110

June 1, 2010

This exposure draft has been approved for issuance by the AICPA Peer Review Board, and contains
proposals for review and comment by the AICPA’s membership and other interested parties regarding
revisions to the Standards for Performing and Reporting on Peer Reviews and related Interpretations.
Changes to the Interpretations are developed and discussed in open Board meetings and do not require
exposure for public comment; however, changes to the applicable Interpretations have been included here
for review and comument as they provide clarification of revisions within the Standards that are a part of this
exposure draft.

Written comments or suggestions on any aspect of this exposure draft will be appreciated. To facilitate the
Board’s consideration, comments or suggestions should refer to the specific paragraphs and include
supporting reasons for each comment or suggestion. Please limit your comments to those items presented in
the exposure draft. Comments and responses should be sent to LaShaun King, Technical Manager, AICPA
Peer Review Program, AICPA, 220 Leigh Farm Road, Durham, NC 27707-8110 and must be received by
August 31, 2010. Electronic submissions of comments or suggestions in Microsoft Word should be sent to
PR_expdraft@aicpa.org by August 31, 2010.

Written comments on the exposure draft will become part of the public record of the AICPA Peer Review
Program and will be available for public inspection at the offices of the AICPA after August 31, 2010 for a
period of one year.

The exposure draft includes an explanatory memorandum of the proposed revisions to the current Standards
and Interpretations, explanations, background and other pertinent information, as well as marked excerpts
from the current Standards and Interpretations to allow the reader to see all changes (i.e. items that are
being deleted from the Standards are struck through, and new items are underlined).

A copy of this exposure draft and the current Standards (effective for peer reviews commencing on or after
January 1, 2009) are also available on the AICPA DPeer Review Web site at

http://www.aicpa.org/InterestAreas/PeerReview/Pages/PeerReviewHome.aspx.

Sincerely,

Dan Hevia Gary Freundlich

Dan Hevia Gary Freundlich

Chair Technical Director

AICPA Peer Review Board AICPA Peer Review Program
3

T:919.402.4502 | F:919.419.4713 | aicpa.org
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Explanatory Memorandum

Introduction

There has been growing public interest in the process used to evaluate quality control materials
(QCM) and continuing professional education (CPE) programs. The AICPA Peer Review Board
(PRB) delegated to the National Peer Review Committee (NPRC) the responsibility for the
administration of QCM and CPE peer reviews. In response to the public interest, the NPRC formed
the QCM and CPE Programs Task Force which, among other things, evaluates and determines the
need for enhancements to the guidance related to QCM and CPE peer reviews, including relevant
portions of the Standards for Performing and Reporting on Peer Reviews and related Inferpretations
(collectively “Standards”).

Through feedback from various stakeholders, the task force identified necessary revisions to the
Standards related to independence and scope considerations. The PRB’s Standards Task Force
agreed with the need to revise the Standards, and recommended this exposure draft to the PRB for
consideration. The PRB has approved and issued this exposure draft to propose those revisions to the
Standards. The proposed revisions contained in this exposure draft are limited to the issues raised
herein.

This proposal:

1. Revises and clarifies the guidance for those involved in the development and maintenance of
QCM or CPE programs such that they are not permitted to serve on review teams to peer
review firms that use those QCM or CPE programs (user firms). This impacts firms that
develop and maintain QCM or CPE programs (provider firms) as well as an association of
CPA firms that develop and maintain QCM or CPE programs (provider association).

2. Removes the provision requiring providers to undergo a triennial peer review of the system to
develop and maintain QCM or CPE programs, and the resultant materials. However,
providers can still elect to undergo such a review voluntarily. This is applicable for provider
firms as well as provider associations.

3. Revises the procedures for performing a CPE program peer review for those providers that
elect to undergo such a review. There are no changes proposed to the procedures for
performing a QCM peer review, although some clarifications to those procedures are
included.



Explanation of Changes to Existing Standards

. Revises and clarifies the guidance for those involved in the development and maintenance of QCM

or CPE programs such that they are not permitted to serve on review teams to peer review firms that
use those QCM or CPE programs (user firms).

The PRB recognizes the significance of QCM and CPE program peer reviews, particularly those that
are widely utilized by many CPA firms. Such materials usually encompass a large portion of firms’
systems of quality control. The current Standards contain detailed guidance related to the
performance of and reporting for QCM and CPE program peer reviews. That guidance discusses
which types of providers are required to undergo peer reviews of their systems and materials or
programs, how these types of reviews are performed and reported on, and independence concerns
“with respect to the review team. The PRB has revisited that guldance to evaluate whether the
provisions it contains are aligned with the overall nature and objectives of the Peer Review Program.

As a result of this examination, the PRB determined that certain changes and revisions were
warranted. The primary concern was clarifying the stance on independence and objectivity with
respect to providers of QCM and CPE programs by making revisions to the guidance explaining who
may serve on the peer review team of a user firm undergoing its triennial peer review.

Any person that is involved in the development or maintenance of a provider’s QCM or CPE
programs has an interest in a user firm. Because of the nature of QCM and CPE programs, a
provider’s success relies in part on the success of firms that use the provider’s materials; by
extension, the provider becomes a part of the user firm’s system of quality control. Someone who
participated in the development or maintenance of the materials or programs also becomes a part of
the user firm’s system of quality control. Further, the relationship between a provider and a user firm
creates a conflict of interest with respect to the user firm, both in terms of the successfulness of the
user firm and the economic dependency that a provider (and by extension, someone that is a part of
the provider’s system of quality control) has on its user firms. For peer review purposes, this
becomes an issue when someone that is a part of the provider’s system of quality control is also a
peer reviewer that participates on the review team to peer review a user firm. The Standards define
independence and objectivity in paragraph 22, stating that “the reviewing firm, the review team, and
any other individuals who participate on the peer review should be free from an obligation to, or
interest in, the reviewed firm or its personnel.” With respect to objectivity, paragraph 22 further
states “the principle of objectivity imposes the obligation to be impartial, intellectually honest, and
free of conflicts of interest.” '

This issue is already recognized in Interpretation 21-1, which addresses the independence impact
when a peer reviewer, for example, performs a firm’s preissuance reviews or internal inspection.
From a peer review independence standpoint, those types of situations are remedied by ensuring they
do not occur either in the year immediately preceding or the year of peer review. However, there isn’t
an adequate remedy to restore independence for a reviewer involved in the development or
maintenance of QCM or CPE programs used by a firm subject to review. The current guidance
attempted a remedy by requiring certain types of providers to undergo a triennial peer review of their
system of quality control to develop and maintain the QCM and/or CPE programs, and the resulting
materials or programs. However, having such a review does not remove the potential for a lack of
objectivity in fact and/or appearance on the part of a peer reviewer that is also a part of the provider’s

6



system of quality control. The PRB concluded that the consequence of allowing a peer reviewer that
is also a part of the provider’s system of quality control to peer review a user firm conflicts with a
peer reviewer maintaining the independence, integrity and objectivity that the Standards embody.
This was not the intent of the PRB. The proposed revisions would conform the guidance to the
underlying intent of paragraphs 21 — 22 of the Standards. These revisions will apply to both provider
firms and provider associations.

The proposed revisions would preclude any personnel from a provider firm from participating on the
review team of a firm that uses QCM or CPE programs that provider firm developed, regardless of
whether the review team is formed by a different reviewing firm or by an association (association
formed review team). In addition, the proposed revisions would preclude any personnel from an
association member firm that participated in the development or maintenance of the association’s
QCM or CPE programs from serving on the review team of a firm that uses the association’s QCM
or CPE programs, regardless of whether the review team is formed by a different reviewing firm or

e . DY the association. In other words, a provider firm or a firm affiliated to a provider (whether a firm or-.... . <o

association) that assisted with the development or maintenance of the materials or programs cannot
participate on the peer review team of a firm that uses the materials as an integral part of its system
of quality control, Further, CPA owners of a provider (whether a firm or another entity) that are also
peer reviewers cannot participate on the review team of a user firm.

While the PRB has reached the above conclusions based on the information it currently has, it is still
open to the viewpoints of peer review stakeholders. The PRB has developed questions that follow
later in this document to which interested parties are asked to provide responses.

The proposed change affects paragraphs 156, 159, 160, and 164 of the Standards. 1t also affects
Interpretations 21-1, 21-7 and 21-9.

2. Removal of the requirements for providers to undergo triennial peer reviews of the system to develop
and maintain QCM or CPE programs, and of the resultant materials.

The original intent of requiring peer reviews for certain classes of providers was to mitigate potential
independence impairments. Provider firms were required to undergo peer reviews of their system to
develop and maintain QCM or CPE programs, and the resultant materials or programs, in order to
remove potential independence concerns if the provider firm wished to peer review a user firm.
Similarly, provider associations were required to undergo peer reviews of their system and resultant
materials or programs to remove independence concerns amongst its member firms if those firms
chose to peer review each other or if the association formed review teams. As the proposed revisions
clarifies the PRB’s stance on independence and objectivity with respect to these types of reviews,
there was no reason to continue to require either class of provider to submit to triennial QCM or CPE
program peer reviews. Instead, providers may voluntarily elect to undergo QCM or CPE program
peer reviews to provide reasonable assurance to user firms that the system to develop QCM or CPE
programs are reliable aids to assist them in conforming to those professional standards the materials
purport to encompass, and so that peer reviewers of user firms can place reliance on the QCM or
CPE program peer review to reduce the scope of planning procedures in certain situations (which
includes a review of the firm’s QCM or CPE programs, among other procedures).

The proposed change affects Standards paragraphs 159 and 160.
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3. Revises the procedures for performing a CPE program peer review for those providers that elect to

undergo such a review.

A CPE program is intended to increase or maintain the proficiency of an individual. The majority of
CPE programs are presented as classes offered live or via the internet, with a course instructor that
verbally provides much of the needed information. Any aids that are developed and used as a part of
a CPE program are intended for use or reference during the CPE program, and generally cannot be
used as a stand-alone aid absent the instruction or lecture it’s meant to accompany. These aids can
range from being very general and short to specific and lengthy. Therefore, a key component of any
CPE program is the information and guidance provided by the course instructor. The delivery of
information is an important difference between CPE programs and QCM (which are generally
intended to be stand-alone aids for their specified purposes).

The Standards do not address the instruction component of CPE programs. However, they do

currently require the peer reviewer to evaluate and opine on the system to develop and maintain the
CPE programs and the resultant aids. The PRB considered how users rely on peer review reports of
CPE programs, and whether any further reliance is gained because the report opines on both the
system to develop and maintain CPE programs and the resultant CPE program aids, absent of the
accompanying instruction. The PRB determined that since the instruction component of a CPE
program is key to the program as a whole, users of CPE program peer review reports are not served
by an opinion on the program aids alone. Further, there is no practical and efficient way that the
instruction component (which is often provided verbally) can be appropriately evaluated and opined
upon. Yet, a peer reviewer can evaluate and opine on the system in place to develop and maintain the
CPE program, which would include evaluating the provider’s process for ensuring that the
appropriate information is gathered and ultimately delivered to CPE program participants. As a
result, the PRB determined that the report for CPE programs should be revised to only opine on the
system to develop and maintain the CPE programs, and that the peer review procedures in the
Standards performed in support of the report should similarly be revised so that the procedures focus
on the system.

The proposed revisions would result in separate yet similar procedures for peer reviews of CPE
programs as compared to peer reviews of QCM. The procedures for peer reviews of QCM will
continue to focus on both the system to develop and maintain the materials, and the resultant aids,
The procedures for peer reviews of CPE programs will focus on the system to develop and maintain
the programs; any review of aids or materials designed to be used during the program will be
encompassed in the evaluation of the system and whether it was suitably designed and complied with
during the period under review. The proposed revisions will also result in different report language
for opining on peer reviews of CPE programs as compared to peer reviews of QCM.

The proposed change affects Standards paragraphs 156, 158 — 160, 166, and 168 — 173, and
renumbers the paragraphs beginning with 170.

Qther Changes

There are additional revisions throughout paragraphs 154 — 182 (as renumbered) of the Standards to
provide clarification consistent with current practices to perform these types of reviews, fix minor



grammar errors, and correct inconsistencies between these paragraphs and the remainder of the
Standards. ,

Guide for Respondents

The PRB is seeking comments specifically on the peer review relationship described in paragraph
159 of the Standards and whether there are any potential conflicts with the guidance provided in
paragraphs 21 and 22 and related Interpretations. Respondents are asked to specifically respond to
the following questions: :

1. Do you believe that the peer review relationship currently permitted by paragraph 159 is
appropriate (e.g. if Firm A develops and markets QCM or CPE programs that has been

for Firm A to perform the peer review of Firm B)?

2. Are there any independence concerns that arise as a result of the peer review relationship
currently permitted by paragraph 1597

a) Ifno, please explain why you do not have any independence concerns.

b) If yes, please list your concerns and discuss whether you believe they represent an
impairment of independence in fact, appearance, or both.

. ¢) Ifyes, do the proposed revisions appropriately address your independence concerns?

3. Do you believe that the proposed revisions are necessary to serve the main goal of the
AICPA Peer Review Program (promoting quality in the accounting and auditing services
provided by AICPA members and their CPA firms in order to serve the public interest and
enhance the significance of AICPA membership)?

4. 1Is it more appropriate to have safeguards instead of prohibition? For example, using the
scenario in question #1 between Firms A and B, would independence concerns be
mitigated if the peer reviewers from Firm A were not involved in any way in the
development or maintenance of the QCM or CPE programs? Or if there were periodic
oversight of reviews performed by Firm A when the reviewed firm uses Firm A’s
materials or programs? Please provide your suggestions as to any appropriate safeguards
you believe mitigate independence concerns.

5. If the proposed revisions are implemented, do you believe there will be a negative impact on
your firm’s ability to obtain QCM or CPE programs and/or ability ‘to find qualified peer
reviewers?

Comments are most helpful when they refer to specific paragraphs, include the reasons for the
comments, and, where appropriate, make specific suggestions for any proposed changes to wording,

-independently peer reviewed -and-Firm B-uses those. materials or programs,-is it appropriate.



When a respondent agrees with proposals in the exposure draft, it will be helpful for the PRB to be
made aware of this view and the reasons for agreement,

Please limit any submitted comments to the items presented within this exposure draft.
Written comments on the exposure draft will become part of the public record of the AICPA and will
be available for public inspection at the offices of the AICPA after August 31, 2010, for one year.

Responses should be sent to LaShaun King at PR_expdraft@aicpa.org and received by August 31,
2010,

Comment Period

The comment period for this exposure draft ends on Adgust 31, 2010.

Effective Date
Unlike previous revisions to the Standards, the effective date for the revisions related to the removal
of the provisions 1) allowing provider firms to peer review user firms and 2) requiring provider firms
to undergo triennial peer reviews is based on the scheduling date (instead of commencement date).
This was done to avoid unfairly impacting those firms that use QCM or CPE programs and have
potentially engaged peer reviewers that the revisions prohibit from being able to perform those peer
reviews in the future. '

After exposure and consideration of the-comments réceived, revisions to the Standards that are
adopted will be effective for peer reviews scheduled on or after November 1, 2010, with the
exception of the revisions to the procedures for performing CPE peer reviews (item 3 above), which
are effective immediately upon issuance of the revised Standards.

10



Proposed Revisions to the Peer Review Standards

Performing and Reporting on Peer Reviews of Quality Control Materials
(QCM) and Continuing Professional Education (CPE) Programs

Introduction

.154 Quality control materials (QCM) are materials that are suitable for adoption by a firm as an integral part of that
firm’s system of quality control. Such materials provide guidance to assist firms in performing and reporting in
conformity with professional standards and may include, but are not limited to, such items as:

a. Engagement aids, including accounting and auditing manuals, checklists, questionnaires, work programs,
computer-aided accounting and auditing tools, and similar materials intended for use by accounting and auditing
engagement teams !

materials related to the functional areas of quality control.

.155 Occasionally, organizations (hereinafter referred to as providers) may sell or otherwise distribute to CPA firms
(hereinafter referred to as user firms) QCM that they have developed. They may also sell or distribute CPE programs
that they have developed.
{

.156 Providers may elect voluntarily er-be-required(see—paragraph—159)-to have an independent review of their
system of quality control for the development and maintenance of the QCM er-CPE-programs-they have developed,
and of the materials themselves. Providers may also elect to have an independent review of their system of quality
control for the development and maintenance of the CPE programs they have developed. The reasons for having
such a review include but are not limited to:

a._Providing reasonable-Te—provide assurance to user firms that the system used by the provider to develop and
maintain QCM or CPE programs they have-acquired is appropriately designed and complied with, and that the QCM
themselves they acquire are reliable aids to assist them in conforming to those professional standards the materials
purport to encompass. '

b. ProvidingFe-previde more cost-effective peer reviews for firms that acquirehave-aeeuired or use such materials
by allowing the peer reviewers of user firms to place reliance on the QCM or CPE review to reduce the scope of the
review of the user firm’s QCM or CPE programs in certain situations (see Interpretations).-

¢. Providing reasonable assurance
e—To-ensure that independence and objectivity on peer reviews of user firms is maintained when such peer reviews
are performed by previders-or-other-user firms in the same association of CPA firms.

157 A summary of the nature, objectives, scope, limitations of, and procedures performed on QCM or CPE
programs is included in appendix A.

Objectives of a Peer Review of QCM or CPE Programs

.158 The objectiveebjeetives of a peer review of QCM or CPE programs developed by a provider is determiningaze:

a—To-determine whether the provider’s system for the development and maintenance of the QCM or the CPE
programs was suitably designed and was being complied with during the period under review to provide user firms
with reasonable assurance that the materials or programs are reliable aids to assist them in conforming with those
professional standards the materials_or programs purport to encompass.
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b. Personnel manuals, inspection checklists, hiring forms, ané client acceptance and continuance forms, and other



| In addition, a peer review of QCM has the further objective of determiningh—Te-determine whether the resultant

matetials are reliable aids,

Applicability

.159 An independent review of the system for the development and maintenance of QCM or CPE programs (and-the
resultant-materials-(the QCM peer review or CPE programs peer review) and the resultant materials (OCM peer
review only) is voluntaryrequired for all providers. Thethe-follewing classes of providers_include: :

a. A firm providing QCM or CPE programs to other firms anetherfirm-for-which-the-provider firm will- performthe

b. An association of CP A firms providing QCM or CPE programs

M of

160 A prov1der of QCM or CPE programs that voluntarllv elects to have such a rev1ew£allmg—mte—etther—ef—t-hese

categories should consult with the National PRC Akavea QCM or CPE review_should ordinarily occur once every
three years, be-and-should-arrange-to-have-such-a-peerreview administered by the National PRC, and be performed
in accordance with these standards. In the event of substantial change in the system for the development and
maintenance of the materials or in the resultant materials, the provider should consult with the National PRC to
determine whether an accelerated peer review is warranted.

161 ProvidersAnyother providerof QCM-or-CRPE programs that voluntarily clectelests to have a peer QEM-o+-CPE
review Mpeffemeé—m—aeeeféaaeewh—these standards must complv w1th all prov1s10nsshe&ld—a459—eensult—w&th

162 A QCM or CPE review under these standards may not include materials relating to audits of SEC issuers
performed pursuant to the standards of the PCAOB.

163 All providers that plan to have a QCM or CPE review performed in accordance with these standards must

. notify the National PRC in advance of that review so that the review team can be approved and the reviewit can be
appropriately scheduled. Once¥ a QCM or CPE review has commenced providers must also notify the National
PRC before a review is terminated prior to completion.

| Qualifications for Serving as QCM or CPE Peer Reviewers

.164 A QCM or CPE review team may be formed by a firm engaged by the provider under review or an association
of CPA firms authorized by the board to assist its members in forming review teams (an association formed review
team). Peer reviews of association QCM or CPE programs may not be performed by a member of the association
‘ whose materials or programs are being reviewed. The QCM or CPE review team is not considered qualified until
approved by the NPRC. Furthermore, the National PRC will not appoint to the QCM or CPE review team a person
with a firm that is a member of the association or a person or firm that may have a conflict of interest with respect to
\ the QCM or CPE review, such as someone who assisted in the development or review of such materials, or uses the

materials as an integral part of their the-firm’s system of quality control (see Interpretations). Final approval of QCM
or CPE review teams is at the NPRC'’s discretion,

165 A QCM or CPE reviewer shall possess the qualifications set forth in the paragraphs under “Organizing the
System or Engagement Review Team” and “Qualifying for Service as a Peer Reviewer” (see paragraphs 26-35).

| Procedures for Performing QCM Providerer-GPRE Reviews

12



_c¢. Procedures to ensure the currency and relevancy of the materials,

.166 The provider should identify the materials_subjec —%et-her—QGM—er—GP—E—pl»egfam—mateﬂals- to reviewbe
reviewed and covered by theen-which-an opinion is-to-be-expressed: A QCM-e+-EPE review should include a study
and evaluation of the system for the development and maintenance of the QCM er-CRE-program-that have been
identified and a review of the materials themselves. Where not otherwise addressed in the following list, the peer
reviewer should refer to the guidance for performing and reporting on System Reviews (see paragraphs 36—101) and
accepting System and Engagement Reviews (see paragraphs 132—140) for additional guidance on performing,
reporting on, and accepting QCM and-CPE-reviews.

167 A provider’s system for the development and maintenance of the materials normally should include:
a. A requirement that the materials be developed by individuals gualified in the subject matter,
b. A requirement that the materials be reviewed for technical accuracy by a qualified person(s) other than the

developer(s) to ensure that the materials are reliable aids to assist users in conforming to those professional
standards the materials purport to encompass.

d. Procedures for soliciting and evaluating feedback from users of the materials.

e. Procedures for communicating the period and, where appropriate, the professional standards encompassed by the
materials, and the provider’s policy, if any, regarding the issuance of updates to the materials and, if a policy exists,
the method of updating.

J. Procedures for ensuring that the materials are updated in accordance with the provider’s policy when it has
undertaken to update them.

.168 A study and evaluation of the system for the development and maintenance of the materials normally should
include the following procedures:

a. Reviewing and evaluating the procedures established for developing and maintaining the materials.
b. Reviewing and evaluating the procedures established for updating (including distributing) the materials to ensure

that the materials remain current and relevant when the prov1der has undertaken the respon81b111ty for updatmg the
materlals . A A : : 3

¢. Reviewing the technical competence of the developer(s) or updater(s) of the materials.

d. Obtaining evidence that the materials were reviewed for technical accuracy by qualified person(s) other than the
developer(s) or updater(s).

e. Determining whether the provider has appropriately communicated its policy regarding the period covered by the
materials, the professional standards the materials purport to encompass, and the provider’s intention to update the
materials.

/- Reviewing the system developed for soliciting and evaluating feedback from users of the materials,

.169 The scope of theA QCM peeresGPE review includes all ofteamsheuld—review the resultant materials covered
ins—te the opinionextent-deemed—nesessary, to evaluate whether the materials are reliable aids to assist firms in
conforming to those professional standards the materials purport to encompass._The extent to which individual

manuals, guides, checklists, etc. are reviewed is subject to the peer review team’s judgment and should be
documented in the rigk assessment.

Procedures for Performing CPE Provider Reviews

13
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.170 A CPE review should include a study and evaluation of the system for the development and maintenance of the
CPE programs. Where not otherwise addressed in the following list, the peer reviewer should refer to the guidance

for performing and reporting on System Reviews (see paragraphs 36—101) and accepting System and Engagement
Reviews (see paragraphs 132—-140) for additional guidance on performing, reporting on, and accepting CPE reviews.

.171 A provider’s system for the development and maintenance of the programs normally should include:

a. A requirement that the programs be developed by individuals qualified in the subject matter.

b. A requirement that the programs be reviewed for technical accuracy by a qualified person(s) other than the

developer(s) to ensure that the programs are reliable aids to assist users in conforming to those professional
standards the programs purport to encompass.

c. Procedures to ensure the currency and relevancy of the programs.

d. Procedures for soliciting and evaluating feedback from users of the programs.

e. Procedures for communicating the period and the professional standards encompassed by the programs (and for

‘communicating any relevant changes in professional standards to program participants if new professional standards

are issued prior to revising the CPE programs).

f. Procedures to ensure that instructors are qualified with respect to the program content and subject matter, and to

evaluate the instructor’s performance on a periodic basis.

.172 A study and evaluation of the system for the development and maintenance of the programs normally should
include the following procedures:

a. Reviewing and evaluating the procedures established for developing and maintaining the programs.

b. Reviewing and evaluating the procedures established to ensure the programs are current and relevant.

¢. Reviewing the techhical competence of the programs’ developer(s).

d. Obtaining_evidence that the programs were reviewed for technical accuracy by qualified person(s) other than the

developer(s).

e. Determining whether the provider has appropriately communicated its policy regarding the period covered by the
programs and the professional standards they purport to encompass.

£ Reviewing the system developed for soliciting and evaluating feedback from users.

2. Reviewing the technical competence and gualifications of the program instructors.

.173 A CPE review team should make a risk-based selection of programs offered during the year and review them,
to the extent deemed necessary, to evaluate whether the system to develop and maijntain the CPE programs was

complied with by determining that the CPE programs selected are an accurate reflection of the professional
standards the programs purport to encompass, in all material respects. The extent to which individual manuals,

ides, checklists, etc. are reviewed is subject to the peer review team’s judgment and should be documented in the
risk assessment.

Reporting on QCM or CPE Reviews

General

14



174376 The QCM or CPE review team should furnish the provider with a written report and the final FFC forms
within 30 days of the date of the exit conference or by the provider’s review due date, whichever is earlier. A report
on a review performed by a firm is to be issued on the letterhead of the firm performing the review. A report by a
review team formed by an association of CPA firms is to be issued on the letterhead of the firm of the team captain
performing the review. The report in a QCM or CPE review ordinarily should be dated as of the date of the exit
conference. See interpretations for guidance on notification requirements and submission of peer review
documentation to the administering entity.

Preparing the Report in a QCM or CPE Review

175373 The standard forms for a peer review report on QCM-e+CPE-programs with a peer review rating of pass,
pass with deficiencies, and fail are included in appendixes R, “Illustration of a Report With a Peer Review Rating of
Pass in a Peer Review of Quality Control Materials-ex-CPE-Programs;” S, “Illustration of a Report with a Peer
Review Rating of Pass with Deficiencies in a Peer Review of Quality Control Materjals-ex-CRE-Programs;” and T,
“Illustration of a Report with a Peer Review Rating of Fail in a Peer Review of Quality Control Materials,”
respectively. The standard form for a peer review report on CPE programs with a peer review rating of pass, pass
with deficiencies. and fail are included in appendixes U, “Tllustration of a Report With a Peer Review Rating of Pass
in a Peer Review of CPE Programs:” V, “Illustration of a Report with a Peer Review Rating of Pass with
Deficiencies in a Peer Review of CPE Programs;” and W, “Illustration of a Report with a Peer Review Rating of
FEail in a Peer Review of-e# CPE Programs,” respectively. Additional paragraphs included for scope limitations
follow the illustrations for System Reviews with scope limitations (see appendixes D, G, and X).

176372 A QCM or CPE report with a rating of pass, pass with deficiencies, or fail shall contain elements similar to
those in a System Review report. As such, the written report in a QCM or CPE System Review should:

a. State at the top of the page the title “Quality Control Materials Review Report” or “CPE Programs Review
Report.”

b. In a QCM report, stateState that the system of quality control for the development and maintenance of the
materials and the resultant materials in effect at the year-end covered by the peer review were reviewed.

c. In a CPE report, state that the system of quality control for the development and maintenance of the programs in
effect at the vear-end covered by the peer review was reviewed.

¢. State that the peer review was conducted in accordance with the Standards for Performing and Reporting on
Peer Reviews established by the Peer Review Board of the American Institute of Certified Public Accountants.

d. State that the organization is responsible for designing a system of quality control and complying with it to
provide users of the materials or programs with reasonable assurance that the materials or programs are reliable aids

to assist them in performing and reporting in conformity with applieable—professional—standards—in-all-material
respests-those professional standards that the materials or programs purport to encompass, in all materjal respects.

e. State that the reviewer’s responsibility is to express an opinion on the design of the system of quality control and
the organization’s compliance therewith based on the review.

/. State that the nature, objectives, scope, limitations of, and procedures performed in a Quality Control Materials
review or CPE review are described in the standards.

g. Include a URL reference to the AICPA Web site where the standards are located.
h. Identify the different peer review ratings that the providererganization could receive.

i. In a report with a peer review rating of pass:
e Express an opinion that the system of quality control for the development and maintenance of the quality
control materials or CPE programspregram was suitably designed and was being complied with during the
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year ended to provide users of the materials or programs with reasonable assurance that the materials are
reliable aids to assist them in conforming with those professional standards the materials purport to
encompass.

Express an opinion that the quality control materials or-CPE-programr-were reliable aids at the year-end
{QCM report only) .-

State at the end of the opinion paragraph that therefore the report reflects a peer review rating of pass.

Include an additional paragraph, infs the event of a scope limitation,inelude-an-additional paragraph before
the opinion paragraph that describes the scope limitation, including the relationship of the excluded steps to
the full system, and the affect on the scope and results of the review.

in any findings, deficiencies,

| j. In a report with a peer review rating of pass with deficiencies:zo

Express an opinion that, except for the deficiencies described above, the system of quality control for the
development and maintenance of the quality control materials or CPE programspregram was suitably
designed and was being complied with during the year ended to provide users of the materials with
reasonable assurance that the materials or programs are reliable aids to assist them in conforming with
those professional standards the materials purport to encompass.

State at the end of the opinion paragraph that therefore the report reflects a peer review rating of pass with
deficiencies.

Include an additional paragraph, infn the event of a scope limitation,-include-an-additional-paragraph before
the deficiencies that describes the scope limitation, including the relationship of the excluded steps to the
full system, and the affect on the scope and results of the review.

k. In a report with a peer review rating of fail:

Express an opinion that as a result of the significant deficiencies described above, the system of quality
control for the development and maintenance of the quality control materials or CPE programspregran: was
not suitably designed and being complied with during the year ended to provide users of the materials with
reasonable assurance that the materials or programs are reliable aids to assist them in conforming with
those professional standards the materials purport to encompass.

State at the end of the opinion paragraph that therefore the firm has received a peer review rating of fail.

Include an additional paragraph, infs the event of a scope limitation,include-an-additional-paragraph before
the significant deficiencies that describes the scope limitation, including the relationship of the excluded
steps to the full system, and the affect on the scope and results of the review.

1. Include, for reports with a peer review rating of pass with deficiencies or fail, systemically written descriptions of
the deficiencies or significant deficiencies and the reviewing firm’s recommendations (each of these should be
numbered).

m. Identify, for any deficiencies or significant deficiencies included in the report with a peer review rating of pass
with deficiencies or fail any that were also made in the reportz issued on the organization’s previous peer review.
This should be determined based on the underlying systemic cause of the deficiencies or significant deficiencies.
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Forming Conclusions on the Type of Report to Issue in a QCM or CPE Review

177373 The following circumstances ordinarily would be considered deficiencies or significant deficiencies and
would require a report with a peer review rating of pass with deficiencies or fail:

& The provider’s system of quality control for the development and maintenance of QCM or CPE programs, as
designed, did not provide user firms with reasonable assurance that reliable aids had been developed to assist them
in conforming with those professional standards the materials purport to encompass,

be. The degree of compliance with the provider’s system of quality control for the development and maintenance of
QCM or CPE programs was not sufficient to provide user firms with reasonable assurance that reliable aids had
been developed to assist them in conforming with those professional standards the materials purport to encompass.

c.¢ The resultant QCM-er—CPE-—programs are not reliable aids to assist user firms in conforming to those
professional standards the materials purport to encompass (QCM review only) .-

.178174 In those instances in which the QCM or CPE review team determines that a report with a peer review rating
of pass with deficiencies or fail is required, all the reasons should be disclosed, and the QCM or CPE review team
should consult with the National PRC prior to the issuance of the report.

Provider Responses on QCM and CPE Program Reviews

179375 If the provider receives a report with a peer review rating of pass with deficiencies or fail, then the provider
should respond in writing to the deficiencies and significant deficiencies and related recommendations identified in
the report, if applicable. The letter of response should be addressed to the AICPA National PRCPeer ReviewBoard
and should describe the action(s) planned (including timing) or taken by the provider with respect to each deficiency
in the report. If the provider disagrees with one or more of the deficiencies or significant deficiencies, its response
should describe the reasons for such disagreement. In the event that a material error or omission in the QCM or CPE
programs is uncovered by the QCM or CPE review team, the response also should describe the provider’s plan for
notifying known users of that error or omission. The provider should submit the letter of response for review and
comment to the team captain prior to submitting the response to the National PRC.

.180176 The provider should submit a copy of the report and its letter of response to the National PRC within 30
days of the date it received the report or by the provider’s peer review due date, whichever date is earlier. Prior to
submitting the response to the National PRC, the reviewed firm should submit the response to the team captain for
review, evaluation, and comment, If the provider receives a report with a peer review rating of pass or pass (with a
scope limitation), a letter of response is not applicable, and the provider does not submit a copy of the report to the
National PRC.

181377 The provider should also respond on the FFC forms, if any are developed, to findings and related
reconmendations. These responses should describe the plan (including timing) the provider has implemented or will
implement with respect to each finding. They should be submitted to the team captain no later than two weeks after
the exit conference or by the peer review’s due date, whichever is earlier. FFC forms are submitted by the team
captain with the applicable working papers to the National PRC.

182178 1If, after a discussion with the team captain, the provider disagrees with one or more of the findings,
deficiencies, or significant deficiencies, the reviewed firm should contact the administering entity for assistance in
the matter (see paragraph 93). If the provider still disagrees with one or more of the findings, deficiencies, or
significant deficiencies, its response on either the FFC form or in the letter of response, as applicable, should
describe the reasons for such disagreement.
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Appendix A

Summary of the Nature, Objectives, Scope, Limitations of, and Procedures
Performed in System and Engagement Reviews and Quality Control
Materials and Continuing Professional Education Program Reviews (as
Referred to in a Peer Review Report) [excerpted]

Quality Control Materials or CPE Program Reviews

17. A Quality Control Materials (QCM) or CPE Program Review is a type of peer review that is a study and
appraisal by an independent evaluator(s) (known as a peer reviewer); of an organization’s (hereinafter referred to as
provider) system of quality control to develop and maintain accounting and auditing_quality control materials or

continuing professional education programs. Materials or programs desipned to aid practitioners with tax or other
services is outside of the scope of this type of review. qaamykee&&el—mateﬁa%s—(ﬁma%eﬂa{s%— The system represents
the provider’s policies and procedures that the provider has designed, and is expected to follow, when developing
the materials or programs. The peer reviewer’s objective is to determine whether the system is designed and whether
the organization is complying with its system appropriately so that users of the materials_or programs(; primarily
CPA firms and their employees); know that they can rely on the them. For instance,materials—The materials can be
part or all of a firm’s documentation of their system, such asin-the-formoffor-example; manuals, programs, and
practice aids (forms and questionnaires). As such, the users rely on the materials to assist them in performing and
reporting in conformity with professional standards (as described in the preceding paragraphs) in conducting their
accounting and auditing practices.

18. A QCM or CPE review is similar to a System Review. Howcver-hewever, the focus is on the system for
developing the materials, instead of on the system for the performance of accounting and auditing work, A reviewer
obtains an understanding of the design of the provider’s system, including its policies and procedures and how the
provider checks itself that it is complying with them. The reviewer obtains this understanding through inquiry of
provider personnel and review of documentation on the system. In a QCM review, theThe reviewer also reviews the
materials to determine if they are reliable. The objectives of obtaining an understanding of the system and then
reviewing the materials forms the basis for the reviewer’s conclusions in the peer review report.

19. The extent of a providet’s policies and procedures and the manner in which they are implemented will depend
upon a variety of factors, such as the size and organizational structure of the provider and the nature of the materials
provided to users. Variance in individual performance and professional interpretation affects the degree of
compliance with prescribed quality control policies and procedures. Therefore, adherence to all policies and
procedures in every case may not be possible.

20. When a provider receives a QCM or CPE review report from a peer reviewer with a peer review rating of pass,
this means the system is designed and being complied with appropriately to provide users of the materials with
reasonable assurance that the materials are reliable. If a provider receives a report with a peer review rating of pass
with deficiencies, this means the system is designed and complied with appropriately to provide users of the
materials with reasonable assurance that the materials are reliable, except in certain situations that are explained in
detail in the peer review report, When a provider receives a report with a peer review rating of fail, the peer reviewer
has determined that the provider’s system is not suitably designed or being complied with to provide users of the
materials with reasonable assurance that the materials are reliable, and the reasons why are explained in detail in the
report.

21. There are inherent limitations in the effectiveness of any system and, therefore, noncompliance with the system
may occur and not be detected. A QCM or CPE peer review is based on judgmentalselestive review of the materials.
It is directed at assessing whether the design of and compliance with the provider’s system provides the provider
with reasonable, not absolute, assurance of the materials conforming with the professional standards they purport to
encompass. Consequently, it would not necessarily detect all weaknesses in the system, all instances of
noncompliance with it, or that each aspect of the materials is accurate or reliable. Projection of any evaluation of a
system to future periods is subject to the risk that the system may become inadequate because of changes in
conditions or because the degree of compliance with the policies or procedures may deteriorate.
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Appendix U
IMlustration of a Report with a Peer Review Rating of Pass in a Peer Review of

Continuing Professional Education Programs

Continuing Professional Education Programs System Review Report

April 30, 20XX

Executive Board

XYZ Organization
and the National Peer Review Comimittee

We have reviewed the system of quality control for the development and maintenance of the continuing professional
education programs (hereafter referred to as programs) of XYZ Organization (the organization) in effect at
December 31, 20XX. Our continuing professional education peer review was conducted in accordance with the
Standards for Performing and Reporting on Peer Reviews established by the Peer Review Board of the American
Institute of Certified Public Accountants. The organization is responsible for designing a system of quality control
and complying with it to provide users of the programs with reasonable assurance that the programs developed
under the system of quality control are reliable aids to assist them in conforming with those professional standards
that the programs purport to encompass. Our responsibility is to express an opinion on the design of the system and
the organization’s compliance with that system based on our review. The nature, objectives, scope, limitations of,
and the procedures performed in a Continuing Professional Education Programs Review are described in the

standards at www.aicpa.org/prsummary.

In our opinion, the system of quality control for the development and maintenance of the continuing professional
education programs of the XYZ Organization was suitably designed and was being complied with during the vear
ended December 31, 20XX, to provide users of the programs with reasonable assurance that the programs developed
under the system of quality control are reliable aids to assist them in conforming with those professional standards
the programs purport to encompass. Organizations can receive a rating of pass. pass with deficiency(ies), or fail.

XYZ Organization has received a peer review rating of pass.

ABC & Co.!

The report should be signed in the name of the team captain’s firm for firm-on-firm reviews or association formed review teams.
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Proposed Revisibns to the Peer Review Interpretations

21-1  Question —Paragraph 21 of the standards states that independence in fact and in appearance should be
maintained with respect to the reviewed firm by a reviewing firm, by review team members, and by any other
individuals who participate in or are associated with the review and that the review team should perform all peer
review responsibilities with integrity and maintain objectivity in discharging those responsibilities, What criteria
have been established by the board?

Interpretation—c. Relationships With the Reviewed Firm
Reviewing firms should consider any family or other relationships between the management at organizational and
functional levels of the reviewing firm, affiliate relationships, and common owncrship of entitics that provide
products or services and the firm to be reviewed, and should assess the possibility of an impairment of
independence.

If the fees for any services provided between firms, whether paid by the referring firm or by the client, involving the
reviewed firm and the reviewing firm or the firm of any member of the review team are material to any of those
firms, independence for the purposes of this program is impaired.

If arrangements exist between the reviewed firm and the reviewing firm or the firm of any member of the review
team whereby expenses, office facilities, or personnel are shared, independence for the purposes of this program is
impaired. Similarly, independence would be considered to be impaired by sharing arrangements involving, for
example, frequent CPE programs, extensive consultation, preissuance reviews of financial statements and reports, or
audit and accounting manuals. In such circumstances, the ﬁrms 1nvolved are sharing materials and serv1ces that are
an 1ntegxa1 part of thelr systems of quahty control ever-the—m ment-weo b

If the reviewed firm uses quality control materials (QCM) or CPE programs that any member of the review team

helped to develop or maintain, the independence of the reviewing firm is impaired. Development and maintenance
activities with respect to QCM and CPE programs include but are not limited to authoring or writing the materials
and programs or any portion thereof, performing technical reviews, assessments or evaluations of the materials and
programs, performing any type of editorial services on the materials and programs. etc. This is applicable regardless
of whether the materials or programs are provided by a CPA firm. association., or_any other type of entity.
Additionally, if an entity that develops and maintains materials or programs is affiliated with a reviewing firm, the
independence of the reviewing firm to peer review a firm that uses those materials is impaired.

21-7  Question—Firm A has an arrangement with Firm B whereby Firm A sends its staff to CPE programs
developed by Firm B. Can Firm B perform a peer review of Firm A?

Interpretatlon—No ule

e Birsy FRREREES; 1ndependent for purposes of
conducting the peer review of Firm A._In addition, peer reviewers from Firm B cannot serve on Firm A’s review
team. However, occasional (infrequent and not part of Firm A’s regular CPE fraining plan) attendance by
representatives of Firm A at programs developed by Firm B would not preclude Firm B from reviewing Firm A.

219  Question—Firm B uses Firm A’s accounting and auditing manual as its primary reference source. Can Firm
A perform a peer review of Firm B, or can Firm B perform a peer review of Firm A?
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feperteé—eﬂ—befefe—the—peer—rewew—eeﬁmeﬂees—ﬂrm A would not be cons1dered mdependent for purposes of

conducting the peer review. In addition, no peer reviewers from Firm A can serve on Firm B’s review team. In
addition, if Firm B uses the manual as an integral part of its system of quality control, it would be precluded from
performing the peer review of Firm A. However, if the manual is used only as a part of the firm’s overall reference
11brary (not an mtegral part of Flrm B’s svstem of ul1tv control),, 1ndepcndence would not be impaired. Fhis

2120 Question—Firm A purchases an accéunting and auditing manual developed by an association that it
belongs to as its primary reference source. Personnel from Firm B that are also peer reviewers aided the association

with the development of the manual by authoring sections of the materials. The association forms review teams for
its member firms. Can the association include reviewers from Firm B on the review team to peer review Firm A?

Interpretation—No, peer reviewers from Firm B would not be considered independent for purposes of serving on
the peer review team for Firm A. This is applicable for both association-formed review teams and firm-on-firm
review teams. However, if the manual is used only as a part of the firm’s overall reference library (not an integral
part of Firm A’s system of quality control), independence would not be impaired.

26-1  Question—Paragraph .26 of the standards states that a review team may be formed by a firm engaged by
the firm under review (a firm-on-firm review) or an association of CPA firms authorized by the board to assist its
members in forming review teams (an association formed review team). What criteria have been established by the
board for association formed review teams?

Interpretation—Associations of CPA firms include any group, affiliations, or alliances of accounting firms. The
term also applies to two or more firms or a group of firms (whether a formal or informal group) that jointly market
or sell services.

A member firm of an association may conduct a peer review of another association-member firm enrolled in the
program, provided that the association receives annual approval from the board. The National PRC administers this
process on behalf of the board. The association must submit an AIF to the National PRC that must be approved by
the board prior to any aspect of the review being planned, scheduled, or performed.

The AIF contains questions regarding general information about the association, independence matters, and whether
the association requests to be approved to assist its members in the formation of review teams, provide technical
assistance to such review teams, or do both. All review teams must still be approved by the administering entity. The
AITF is subject to oversight by the board.

The approval of the ATF speciﬂcally relates to AICPA members of an association having the ability to perform peer
reviews of other AICPA members in the same association enrolled in the program. Furthermore:
a. Annual approval of the AIF does allow, where the association has answered the specific questions
making such a request, the association the ability to assist its members in the formation of review teams
(association formed review teams) or to provide technical assistance to such review teams.

b. The reviewed firm and administering entity, not the association, is ultimately responsible for ensuring
that its peer review is scheduled, performed, and completed in a timely manner.

¢. Annual approval of the AIF does not grant the association the authority to administer the program;
therefore, the association is not deemed an approved administering entity.
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d. Approval of the AIF is not an endorsement of, approval of, or has any applicability to a separate peer
review program that an association may conduct or administer for non-AICPA members.

e. If the association makes any representations (in brochures, directories, pamphlets, Web pages, or any
marketing or selling materials regarding its member firms in obtaining engagements) such representations
are objective and quantifiable. ‘

For a member firm of an association to conduct peer reviews of another association-member firm entolled in the
program, in addition to other peer review independence requlrements the association and its member firms must
meet the following independence criteria:
a. The association, as distinct from its member firms, does not perform any professional services other than
those it provides to its member firms or affiliates. For purposes of this requirement, professional services
include accounting, tax, personal financial planning, litigation support, and professional services for which
standards are promulgated by bodies designated by AICPA Council.

b. The association does not make representations regarding the quality of professional services performed
by its member firms to assist member firms in obtaining engagements unless the representations are
objective or quantifiable. However, member firms may independently publicize their membership in the
association. In addition, an association may respond to inquiries and prepare promotional materials that
firms may use to obtain professional engagements on their own behalf.

¢. Referral or participating work among member firms is arranged directly by the firms involved.

d. The association does not have any direct or material indirect financial interest or involvement in its
member firms in sharing fees generated by members through the sale of products or services.

e. The association does not exercise any direct or indirect management control over the professional or
administrative functions of its member firms.

An Fora-memberfirm-ofan-association may voluntarily elect to have an mdeoendent trrennraleeﬂduet—a peer review
of its system of quality control to develop and maintainanethe ) a9
wheﬂ quahty control materrals or CPE programs used by its member ﬁrmsmembers—eensﬁmte—assee&aﬁeﬁ—mateﬂals-
: SESEEE erials (see paragraphs .154-.182—
—1—7-8 of the standards) An assocratron may wrsh to have such a review to enable its member Fherefore—firms that
use the materials or programs it develops to_have more efficient peer reviews. Associations that elect to have this
type of review should share-such-materials-are-advised—to-consult with AICPA program staff-ifanindependent

review-ef-the-shured-materials-appeats neeessary.

An association formed review team,
a. requires that a majority of the review team members, including the team captain in a System Review, and
all members in an Engagement Review, be from association member firms.

b. performs peer reviews in accordance with these standards, interpretations, and other guidance and the
peer review report is issued on the letterhead of the team captain or review captain’s firm and signed in the
name of the team captain or review captain’s firm (not the association).

Peer reviews performed by association-formed review teams are subject to oversight by the board and the
administering entities and other bodies agreed upon by the board and the administering entity.

42-2 Question—Many firms rely on third party quality control materials (QCM) and continuing professional
education (CPE) programs as integral portions of the firm’s system of quality control. As the system for developing-
and maintaining the third party materials lies outside of the reviewed firm, how should the review team evaluate the
adequacy of the materials relied upon by the reviewed firm?
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Interpretation—The review team should determine whether a provider of QCM or CPE programs had an
independent peer review. This type of review would entail an assessment of the provider’s system to develop and
maintain the QCM or CPE programs, and in a QCM review, include an assessment of-and the resultant materials,
Since the review team ordinarily assesses the suitability of the QCM or CPE programs as a part of its evaluation of
the design of the reviewed firm’s system of quality control, placing reliance on the provider’s peer review results
affects the assessment of peer review risk and impacts the nature, timing, and extent of the review team’s evaluation
of the firm’s system of quality control. The review team should obtain the peer review results (i.e. the report, LOR
(if applicable), etc.) to consider the impact on the reviewed firm’s system of quality control. The provider’s peer
review results may be obtained from either the AICPA’s website, the provider’s website or from the reviewed firm.

e If the provider received a pass report, then the review team can place reliance on the provider’s peer review
results with respect to that portion of the reviewed firm’s design of its system.

e Ifthe provider received a pass with deficiencies report, the review team should consider the reasons for the
deficiencies identified in the report and assess their relevance to the reviewed firm. Once this assessment is
made, the review team can determine the degree of reliance it can place on the provider’s results.

o If the provider received a fail report, no reliance can be placed on the results, and the review team should
determine the impact on the reviewed firm’s system of quality control,

Peer reviews of providers of QCM or CPE programs generally occur on a triennial basis. If the report date is three
years or older, it loses its usability and no reliance can be placed upon jt.

In addition, the review team should consider 1) the version date of the materials relative to the period covered by the
report, and 2) the amount of time that’s passed since the period covered by the report in determining the degree of

_ reliance that can be placed on the report. Factors to consider include:

The issuance of new standards
Changes in regulatory requirements
Changes in economic conditions that impact the provider
Limitations or restrictions_on authors of the materials

Any substantial changes to the materials used by the firm

Regardless of the degree of reliance placed on the provider’s peer review results, the review team is still responsible
for determining which forms, checklists, programs, etc. are used by the reviewed firm as a part of its system of
quality control, how often the materials are updated, the degree of reliance placed on the materials, and assessing
compliance with their use. The results of the provider’s peer review should weigh in the assessment of control risk,
and be documented in the risk assessment.

If a peerreview-of-the-systemto-develop-and—maintain-the~-QCM or CPE peer reviewpregrams-and-the-resultant
materials was not performed, the review team will need to perform its own evaluation to determine if the materials
or programs were suitably designed. This includes third party materials as well as materials that were designed by
the reviewed firm. This evaluation is a part of the review team’s overall assessment of the design of the reviewed
firm’s system of quality control, and should be documented in the risk assessment.

For additional information on peer reviews of QCM or CPE programs, please see parzi,graphs .154-,182, and
Appendix A of the Standards.
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ATTACHMENT 2.

MEMORANDUM

December 12, 2010

TO: - Nancy Corrigan, Chair, PROC
PROC Members

FROM: Tze-Ki Lam, PROC Member
Robert Lee, PROC Member Elect

SUBJECT: AICPA Peer Review Program Exposure Draft, June 1, 2010

This memorandum is respectfully submitted to the California Peer Review Oversight Committee for
purposes of making a recommendation to the California Board of Accountancy for their consideration in
submitting a response to the AICPA during the open comment period regarding the AICPA Exposure
Draft of June 1, 2010 entitled “Proposed Revisions to the AICPA Standards for Performing and Reporting
on Peer Reviews: Performing and Reporting on Peer Review of Quality Control Materials (QCM) and
Continuing Professional Education (CPE) Programs.”

In summary, the Exposure Draft calls for three major changes to the current standards as follows:

1) “Revises and clarifies the guidance for [individuals or firms] involved in the development and
maintenance of QCM or CPE programs such that they are not permitted to serve on review
teams that use [the] QCM or CPE programs [that the individuals or firms developed as QCM and
CPE materials for peer review] (user firms) . This impacts firms that develop and maintain QCM
or CPE programs (provider firms) as well as an association of CPA firms that develop and
maintain QCM or CPE programs (provider association).

2) “Removal of the requirements for providers to undergo triennial peer reviews of the systems to
develop and maintain QCM and CPE programs, and of the resultant materials. However,
providers can still elect to undergo such a review voluntarily. This is applicable for provider
associations.”

3) “Revises the procedures for performing a CPE program review for those providers that elect to
undergo such a review. There are no changes proposed to the procedures for performing a
QCM peer review, although some clarifications to those procedures are included.”

With respect to change #1 above, the AICPA Peer Review Board (PRB) is seeking to further strengthen
and clarify the current Standards for Performing and Reporting on Peer Reviews and related
Interpretations (collectively “Standards”) and better ensure that the Standards support and comply with
one of the most important pillars of our profession — Independence. This fundamental hallmark of our
profession requires that a CPA be independent in fact and/or in appearance. The Peer Review Standards
define independence and objectivity in paragraph 22, stating that “the reviewing firm, the review team,
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and any other individuals who participate on the peer review should be free from an obligation to, or
interest in, the reviewed firm or its personnel.” With respect to objectivity, paragraph 22 further states
“the principle of objectivity imposes the obligation to be impartial, intellectually honest, and free of
conflicts of interest.”

The predominant issue at hand arises when a developer and provider of QCM and CPE materials sells its
own materials to a user firm that employs the materials and then engages the provider firm to perform
peer review services for the user firm. The purchase of QCM and CPE materials from a provider
naturally creates an economic relationship with a user firm. This economic relationship further creates a
natural desire on behalf of the provider to ensure that the materials they have developed and sold to
the user firm will result in a favorable outcome for the user firm. As a result, this economic bias could
readily taint the objectivity of the provider firm both in fact and/or in appearance. Providers will
naturally benefit when the firms that use their materials successfully complete peer review.

In addition to creating a lack of independence, the provider that delivers QCM and CPE materials for
implementation by a user firm will by default become an extension of the user firm’s system of quality
control. Again, this is a violation of the Independence rules and standards requiring that CPA’s not be a
part of the establishment and implementation of internal controls, including monitoring ongoing
activities, in attest engagements. The PRB therefore concluded that the “consequences of allowing a
peer reviewer that is also a part of the provider’s system of control to peer review a user firm conflicts
with a peer reviewer maintaining the independence, integrity and objectivity that the Standards
embody.”

The proposed change regarding #1 above, affects paragraphs 156, 159, 160 and 164 of the Standards as
well as Interpretations 21-1, 21-7 and 21-9.

The Standards as they currently exist, sought to mitigate the independence issues above by requiring
provider firms to undergo triennial peer review themselves. The issue again is that these provisions only
provided a level of mitigation and not an elimination of the item causing the lack of independence. The
objective of the PRB is to eliminate these situations from occurring by prohibiting provider firms from
also peer reviewing a firm for which they have provided QCM and CPE materials. With the revisions of
the Standards as provided in #1 and as discussed above, the need for a peer review of provider firms on
a triennial basis or otherwise as outlined in #2 above is of no consequence. Therefore the areas covered
under #2 providing for compulsory triennial peer review will be eliminated while still allowing for a
provider firm to undergo a peer review should they so desire. This proposed change affects Standards
paragraphs 159 and 160.

Change #3 above relates to the lack of provisions in the Standards regarding the instruction component
of CPE programs. The Standards do require that the peer reviewer evaluate and opine on the system to
develop and maintain the CPE programs.- “The PRB considered how users rely on the peer review
reports of the CPE programs and determined that since the instruction component of a CPE program is
key to the programs as a whole, users of CPE program peer review reports are not served by an opinion
on the program aids alone.” The PRB also “determined that there is no practical and efficient way that
the instruction component can be appropriately evaluated and opined upon.”
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Since a peer reviewer can evaluate and opine on the system in place to develop and maintain the CPE
program, the PRB determined that the report for CPE programs should be revised to opine on the
system to develop and maintain CPE programs and that the peer review procedures in the Standards
performed in support of the report should similarly be revised so that the procedures focus on the
system.

The change in #3 above affects Standards paragraphs 156, 158-160, 166 and 168-173, and renumbers
the paragraphs beginning in 170.

In reviewing the above provisions and in researching the responses to the AICPA Exposure Draft it was
noted that they overwhelmingly support the Exposure Draft.

As a result of the intent of the AICPA’s work in this endeavor to uphold the pillar of independence which
is so key to the vitality of our profession and the protection of the public interest, it is the considered
opinion and respectful recommendation of this subcommittee of the California Peer Review Oversight
Committee that our committee wholly support the provisions of the Exposure Draft and recommend to
the California Board of Accountancy that they cast their full support in favor of this Exposure Draft.
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ACCOUNTANCY FACSIMILE: (916) 263-3675
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January 28, 2011

LLaShaun King, Technical Manager
AICPA Peer Review Program .
American Institute of Certified Public Accountants
220 Leigh Farm Road
Durham, NC 27707-8110

Re: Peer Review Exposure Draft
Dear Ms.King:

On behalf of the California Board of Accountancy(CBA);| am pleased to submit our

countants (AICPA) Exposure
s:for Performing and Reporting
on Peer Reviews: Performing and Re-p v
Materials (QCM) and Contlnulng Profe

the devéldpment and maintenance of QCM or CPE

program ... are not i’ve on rev w teams to peer review firms that use

A

The second revision oy ned in \e\Explanatory Memorandum “removes the provision
requlrlng providers to undergo a trlennlal peer review of the system to develop and
maintain' QCM or CPE progr‘ams and the resultant materials.” The Standards as they
currently eX|st sought to /rT1_|t|gate the independence issues by requiring provider firms to
undergo trlennlal peer review. With the revisions of the Standards as provided in the
first issue, the néed fora: eer review of provider firms on a triennial basis or otherwise
is of no consequence

The third change “revises the procedures for performing a CPE program peer review for
those providers that elect to undergo such a review.” Since a peer reviewer can
evaluate and opine on the system in place to develop and maintain the CPE program,
the PRB determined that the report for CPE programs should be revised to opine on the
system to develop and maintain CPE programs and that the peer review procedures in
the Standards performed in support of the report should similarly be revised so that the
procedures focus on the system.
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Given that independence is a critical element of the peer review process, the CBA is
supportive of all the changes to the AICPA Peer Review Program and believes that they
will increase consumer protection through enhanced independence and objectivity for
those performing peer reviews.

Thank you for the opportunity to provide comment on the AICPA Exposure Draft
“Proposed Revisions to the AICPA Standards for Performing ang.Reporting on Peer
Reviews: Performing and Reporting on Peer Reviews of QualiysControl Materials
(QCM) and Continuing Professional Education (CPE) Progga

0,

Regards,

Sarah Anderson, CPA, President



State of California
Department of Consumer Affairs

Memorandum

To

From

Subject :

CBA Members

Fausto Hinojosa, Chair

Qualifications Committee

Date

Telephone :

Facsimile
E-mail

Proposed 2011 Qualifications Committee Meeting Dates

California Board of Accountancy
2000 Evergreen Street, Suite 250
Sacramento, CA 95815-3832

CBA Agenda Item XII.H.2.
January 27-28, 2011

: January 7, 2011

(916) 561-1743
: (916) 263-3676
: shoffman@cba.ca.gov

The Qualifications Committee (QC) is requesting the California Board of
Accountancy adopt the following 2011 QC meeting dates. These dates will be
approved by the QC at the January 26, 2011 meeting.

QC Meeting Date Location
April 20, 2011 North
July 27, 2011 South

October 19, 2011

North




CBA Agenda Item XIILA.

DEPARTMENT OF CONSUMER AFFAIRS January 27-28, 2011
CALIFORNIA BOARD OF ACCOUNTANCY (CBA)
DRAFT

MINUTES OF THE 1-5-11

SEPTEMBER 22-23, 2010
CBA MEETING

CBA Office
2000 Evergreen Street, Suite 250
Sacramento, CA 95815
Telephone: (916) 263-3680
Facsimile: (916-263-3674

Roll Call and Call to Order.

President Manuel Ramirez called the meeting to order at 1:30 p.m. on
Wednesday, September 22, 2010 at the CBA Office in Sacramento. The
CBA members heard Agenda Items | — VI. The CBA members convened
into closed session at 2:25 p.m. to deliberate Agenda Items IlIl.LA. - C., and
into executive closed session at 3:22 p.m. to deliberate Agenda Item III.D.
The meeting reconvened into open session at 3:55 p.m., and the meeting
adjourned at 3:56 p.m. CBA President Ramirez reconvened the meeting to
order at 9:05 a.m. on Thursday, September 23, 2010, and the meeting
adjourned at 3:44 p.m.

CBA Members September 22, 2010
Manuel Ramirez, President 1:30 p.m. to 3:56 p.m.
Sally Anderson, Vice President 1:30 p.m. to 3:56 p.m.
Marshal Oldman, Secretary-Treasurer Absent.

Diana Bell 1:30 p.m. to 3:56 p.m.
Rudy Bermudez 1:40 p.m. to 3:56 p.m.
Michelle Brough Absent.

Angela Chi 1:30 p.m. to 3:56 p.m.
Donald Driftmier 1:30 p.m. to 3:56 p.m.
Herschel Elkins Absent.

Louise Kirkbride Absent.

Leslie LaManna 1:30 p.m. to 3:56 p.m.
Robert Petersen 1:30 p.m. to 3:56 p.m.
David Swartz Absent.

Lenora Taylor 1:33 p.m. to 3:56 p.m.
Andrea Valdez Absent.
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CBA Members September 23, 2010

Manuel Ramirez, President 9:05 a.m. to 3:44 p.m.
Sally Anderson, Vice President 9:05 a.m. to 3:44 p.m.
Marshal Oldman, Secretary-Treasurer Absent.
Diana Bell 9:05 a.m. to 3:44 p.m.
Rudy Bermudez 9:23 a.m. to 3:44 p.m.
Michelle Brough 9:21 a.m. to 3:44 p.m.
Angela Chi 9:05 a.m. to 3:44 p.m.
Donald Driftmier 9:05 a.m. to 3:44 p.m.
Herschel Elkins Absent.
Louise Kirkbride Absent.
Leslie LaManna 9:05 a.m. to 3:44 p.m.
Robert Petersen 9:05 a.m. to 3:44 p.m.
David Swartz Absent.
Lenora Taylor 9:05 a.m. to 3:44 p.m.
Andrea Valdez Absent.

Staff and Legal Counsel

Patti Bowers, Executive Officer

Dan Rich, Assistant Executive Officer

Rich Andres, Information Technology Staff

Veronica Daniel, Board Relations Analyst

Gary Duke, Legal Counsel, Department of Consumer Affairs (DCA)
Paul Fisher, Supervising Investigative CPA

Dominic Franzella, Manager, Licensing Division

Scott Harris, Deputy Attorney General, Department of Justice (DOJ)
Lauren Hersh, Information and Planning Officer

Rafael Ixta, Chief, Enforcement Division

Vincent Johnston, Outreach Analyst

Nick Ng, Manager, Administration Division

Deanne Pearce, Chief, Licensing Division

Carl Sonne, Deputy Attorney General, DOJ

Matthew Stanley, Legislation/Regulation Analyst

Kathy Tejada, Manager, Enforcement Division

Liza Walker, Manager, Licensing Division

Spencer Walker, Legal Counsel, DCA

Committee Chairs and Members

Cheryl Gerhardt, Vice Chair, Enforcement Advisory Committee (EAC)
Maurice Eckley, Vice Chair, Qualifications Committee (QC)

Other Participants

G.V. Ayers, Senate Business Professions & Economic Development
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Committee

Ken Bishop, National State Boards of Accountancy (NASBA)

Gil DeLuna, DCA

James Gross, Nielson, Merksamer, Parrinello, Mueller & Naylor LLP
David Helphrey, Center for Public Interest Law (CPIL)

Ed Howard, CPIL

Deidre Johnson, Administrative Law Judge (ALJ)

Doreathea Johnson, Deputy Director, DCA Legal Affairs

Brian Joseph, Orange County Register

Pilar Onate-Quintana, KP Public Affairs, for national firms

Kurt Oneto, Nielson, Merksamer, Parrinello, Mueller & Naylor LLP
Jonathan Ross, KP Public Affairs, for national firms

Hal Schultz, California Society of Certified Public Accountants (CalCPA)
Jeannie Tindel, CalCPA

Kristy Wiese, Nielson, Merksamer, Parrinello, Mueller & Naylor LLP
Bill Young, Chief Deputy Director, DCA

Roll Call and Call to Order.

CBA President Ramirez called the meeting to order at 1:30 p.m. on
Wednesday, September 22, 2010.

Report of the President.
A. Update on California Research Bureau (CRB) Study.

Ms. Bowers stated the CRB report should be ready in advance of the
CBA Working Conference in October 2010. Ms. Bowers further stated
that she will continue to provide information regarding this matter.

B. Update on Peer Review Implementation.

Mr. Franzella provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Ramirez suggested that staff conduct testing to validate the self-
certification of attest services and requested staff to provide ideas on how
to accomplish this. Ms. Bowers stated that the peer review program is
currently transitioning from the Licensing Division to the Enforcement
Division and this would be handled by the Non-technical Unit.

Ms. Anderson recommended the Outreach Committee provide
notification to consumers suggesting that they request to see their CPA
firm’s peer reviews.

C. Resolution for Retiring Enforcement Advisory Committee (EAC) Chair,
Harish Khanna.
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It was moved by Mr. Petersen, seconded by Ms. Bell and
unanimously carried by those present to adopt the resolution for
retiring EAC Chair, Harish Khanna.

Introduction of Newly Assigned DCA Legal Counsel for the CBA.

Mr. Duke introduced Spencer Walker, newly assigned legal counsel for
the CBA.

Mr. Ramirez welcomed Mr. Walker and thanked Mr. Duke for his service
to the CBA.

Introduction of Newly Assigned Deputy Attorney General for the CBA.

Mr. Harris introduced Carl Sonne, newly assigned Deputy Attorney
General for the CBA.

Mr. Ramirez welcomed Mr. Sonne and thanked Mr. Harris for his service
to the CBA and the consumers of California.

. Discussion on International Delivery of the Uniform CPA Examination

(IExam).

This item was deferred and took place after Agenda Item VII.

Petitions, Stipulations, and Proposed Decisions [Closed Session
Government Code Section 11126(c)(3)]. Petition Hearings are Public Before
the CBA with a Subsequent Closed Session.

A.

B.

Ernest E. Dow & Co., An Accountancy Corp. — Stipulated Settlement.
Dennis A. Ito — Stipulated Settlement.

Stuart Gladstein and Gladstein CPA — Stipulated Settlement.

David Greenberg — Petition for Reinstatement of Revoked Certificate.

Agenda Items Ill.A. — D. were deferred and took place after Agenda Iltem
V.C.

Report of the Vice President.

A. EAC Appointment.

It was moved by Ms. Taylor, seconded by Ms. Chi and unanimously
carried by those present to adopt the recommended appointment of
Mr. Joseph Buniva to the EAC.
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B. Peer Review Oversight Committee (PROC) Appointment.

It was moved by Ms. Anderson, seconded by Mr. Petersen and
unanimously carried by those present to adopt the recommended
appointment of Mr. Robert A. Lee to the PROC.

Ms. Bowers stated that appointments to CBA committees may be
delayed due to the current hiring freeze.

Report of the Secretary/Treasurer.
A. Discussion of Governor’s Budget.
B. FY 2009/2010 Year-End Financial Report.
Mr. Ng provided an overview of this agenda item (see Attachment __ ).

Ms. Taylor inquired whether the impending loan for $10 million from the
Accountancy Fund has been approved. Mr. Ng stated that approval is
expected once the budget is signed.

C. DCA Legal Opinion Regarding Loans to General Fund.
Mr. Duke provided an overview of this agenda item (see Attachment _ ).

Mr. Ramirez inquired why the CBA was targeted for the $10 million loan
to the General Fund. Mr. Duke stated the reason is unclear, however it is
his opinion that it may be due to the CBA having a large contingency
fund.

Mr. Ramirez inquired regarding the status of the licensing renewal fee
reduction. Mr. Stanley stated it is currently in the departmental review
process and approximately six months away from completion of review.

Ms. Anderson inquired regarding loan repayment in the event that major
cases come in and the money is needed. Mr. Duke believed that if there
is a problem, repayment will be made; however, the timeframe for
repayment is unknown.

Mr. Driftmier stated that the issue is not only for the CBA to get its money
back, but it is also the issue of its hands being tied when it comes to
spending money received from licensing fees. Mr. Driftmier stated there
is constant dialogue from the DCA regarding the need to focus on
enforcement; however, the CBA is unable to hire consultants and quality
candidates to accomplish this charge. Mr. Driftmier further stated that
licensees pay their fees and the CBA should be able to conduct its
business as a board.
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Ms. Taylor suggested the CBA pursue adding language to the Business
and Professions Code stating that CBA funds may not be transferred to

the General Fund. Mr. Ramirez concurred with Ms. Taylor and assigned
this task to the Legislative Committee.

The CBA then considered Agenda Items IlIl.A. — D., Petitions,
Stipulations, and Proposed Decisions in closed session.

VI. Public Comments.
No public comments were received.
VII. Roll Call and Call to Order.

CBA President Ramirez called the meeting to order at 9:05 a.m. on
Thursday, September 23, 2010.

The CBA then heard Agenda Item II.F., Discussion on International
Delivery of the Uniform CPA Examination (iExam).

Mr. Bishop provided an overview of the iExam and encouraged the CBA to
strongly consider participation.

Mr. Ramirez inquired regarding how iExam would affect California’s
residency requirement. Mr. Bishop stated that some states, New York for
example, are dropping the residency requirement in order to participate.

CBA members expressed concern regarding the potential risk to California
consumers and how disciplinary action would take place internationally.
Mr. Petersen expressed concern that iExam would create competition for
California CPAs.

Mr. Bishop stated that iExam will not work without education to consumers.
Mr. Bishop stated that NASBA will monitor issues subject to disciplinary
action. Mr. Bishop further stated it is a risk for California to not participate
and not have a presence on ground in other countries.

Mr. Ramirez assigned the Committee on Professional Conduct to review and
determine whether the CBA should consider participation in iExam.

Mr. Ramirez stated he wants to ensure that California consumers are not at
risk from an enforcement perspective.

VIIl. Report of the Executive Officer.
A. Update on 2010/2012 CBA Communications and Outreach Plan.

Ms. Hersh provided an overview of the memorandum for this item
(see Attachment __ ).
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Mr. Ramirez acknowledged Ms. Hersh for her efforts in communication
and outreach on behalf of the CBA.

B. Update on October 27, 2010 CBA Working Conference.

Mr. Rich stated the CBA Working Conference is soon approaching and
provided an overview of the current draft agenda for the event.

Mr. Petersen stated that since the conference was designed for
discussion, more time should be allotted for each agenda item.

Mr. Driftmier suggested adding an agenda item to further discuss iExam.
Mr. Ramirez concurred and requested it be added as a placeholder to
continue to refine the issues with this topic.

C. Educational Presentation — Sunset Review Process.

Mr. Stanley provided an overview of the memorandum for this item
(see Attachment __ ).

Ms. LaManna acknowledged the thorough information provided by staff.
D. CBA 2010 Sunset Review Report.

Mr. Johnston provided an overview of the draft Sunset Review Report
(see Attachment __ ).

It was moved by Ms. LaManna, seconded by Ms. Brough and
unanimously carried by those present to adopt the CBA 2010
Sunset Review Report.

E. Consideration of Posting Accusations on the CBA’s Web site.

Ms. Bowers provided an overview of the memorandum, which contains
legal opinions for this agenda item (see Attachment __).

Mr. Stanley provided an overview of the memorandum with background
information relating to AB 1005 (see Attachment __ ).

Mr. Ramirez inquired regarding whether all boards/bureaus are in
compliance with the DCA directive to post formal accusations.

Ms. Bowers stated that a survey was initially conducted that suggested
not all boards/bureaus were posting formal accusations. Ms. Bowers
stated that it is her understanding that as of this week, all boards/bureaus
other than CBA, are in compliance with the directive.

Mr. Ixta provided an overview of the memorandum with background
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information and options for addressing the requirement of posting
accusations (see Attachment).

Mr. Howard stated the DCA has the statutory authority to post
accusations. Mr. Howard stated that AB 1005 does not preclude the CBA
from posting accusations. Mr. Howard further stated that AB 1005 sets a
floor of what the CBA must do and that there is nothing in the law that
prohibits the CBA from posting formal accusations.

Mr. Ramirez inquired if the CPIL was involved with the compromise in
language regarding AB 1005. Mr. Howard stated yes. He noted that the
original bill included language to require the posting of accusations, and
the compromise was that the CBA would not be legally required to post
accusations on its Web site.

Ms. Tindel expressed CalCPA’s opposition and stated it is evident that the
CBA is committed to consumer protection by posting a notice of existence
of an accusation against a licensee. Ms. Tindel further stated the CBA is
very efficient and compliant with providing a copy of any formal
accusation upon request.

Ms. Tindel introduced Mr. Gross and Mr. Oneto, of the firm Nielson,
Merksamer, Parrinello, Mueller & Naylor LLP (Nielson Merksamer), who
authored the legal opinion on behalf of CalCPA.

Mr. Oneto stated that the legal opinion is reflective of how a court would
interpret a statute. Mr. Oneto stated the language in the statute is precise
in stating exactly what the CBA is required to post, which is notice of an
accusation and a link to where an individual may request the accusation.
Mr, Oneto stated there would be no need to require notice and link if the
formal accusation was available on the Web site. Mr. Oneto further
stated there is a clear history of what the legislature intended in statute.

CBA members discussed the compromise in wording of the statute, which
altered the language from requiring the posting of an accusation, to
requiring the notice of an accusation with a link.

Mr. Ramirez stated that the legal opinions provided do not address the
due process issue.

Mr. Duke stated his disagreement with the legal opinion provided by
Nielson Merksamer.

Mr. Walker stated he is in agreement with Mr. Duke and Mr. Howard’s
analysis. Mr. Walker stated there is no due process issue regarding this
matter. Mr. Walker provided clarification regarding the differentiation
between B&P Code Section 5103.5 and the Public Records Act. Mr.
Walker stated that not posting the formal accusation leads to a negative
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public perception. Mr. Walker further stated the CBA cannot place the
interest of a licensee in front of that of a consumer.

Ms. Chi expressed concern regarding future legal matters as a result of a
decision to post accusations. Ms. Chi suggested that the CBA request a
legal opinion from an independent attorney with no interest in the matter.
Ms. Brough concurred with Ms. Chi’'s comments and stated it is offensive
to imply that the CBA is not protecting consumers.

Mr. Bermudez suggested the CBA seek opinion from Legislative Counsel.
Mr. Ayers stated that he placed a request for Legislative Counsel opinion,
which should be provided by the end of October.

Ms. Taylor stated it is her opinion that the law requires a summary of the
accusation and it would make more sense to provide the formal
accusation.

Mr. Petersen stated this matter has been before the CBA for over a year
and he would like to see it resolved.

It was moved by Mr. Petersen, seconded by Ms. Taylor and carried
by those present to adopt Option 3 of Attachment 3 to post
accusations on the CBA Web site with a watermark disclaimer
identifying “This is not a disciplinary action or a final decision of the
Board.” The motion also included adoption of notice to licensee
Option 2A with an amendment to clarify that the licensee has the
right to an investigative hearing within 15 days of notice. Ms. Chi
opposed. Ms. Brough and Mr. Bermudez abstained.

Mr. Driftmier stated that in response to Mr. Walker's comments regarding
public perception, the CBA takes consumer protection very seriously.
Mr. Driftmier stated he is in support of posting formal accusations.

Mr. Ramirez stated there was a technical issue regarding Mr. Petersen’s
motion.

Mr. Young stated that every board/bureau within the DCA, with exception
of the CBA, are posting formal accusations on their respective Web sites.
Mr. Young stated the DCA is currently posting accusations on behalf of
the CBA. Mr. Young further stated that this is an opportunity for the CBA
to fulfill its commitment to consumer protection by posting the
accusations.

Mr. Bermudez stated that he would like to wait for the outcome of the
opinion of Legislative Counsel.

It was then moved by Ms. Taylor, seconded by Ms. Bell and carried
by those present to modify the amendment on the notice to clarify
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the licensee has the right to request an investigative hearing within
15 days of notice. Ms. Chi, Ms. Brough, and Mr. Bermudez
abstained. Mr. Petersen was temporarily absent.

F. DCA Director’s Report.
1. Governor’'s Directive Regarding the Hiring Freeze.

Mr. Young stated the hiring freeze applies to all state agencies under
the Governor’s directive and all funding sources. Mr. Young stated
there is an exception/exemption process, which will only be
considered in situations of health and safety, disaster assistance, or
mission critical. Mr. Young stated the CBA has submitted a request
for exemption to obtain the necessary enforcement resources and this
information will be forwarded for consideration. Mr. Young further
stated this is a daunting endeavor; however, Ms. Bowers has made an
excellent presentation which the DCA will aggressively pursue.

2. Budget Presentation Update.

Mr. Young stated there will be a panel of Subject Matter Experts
available at the working conference in October, to address the CBA’s
budget-related inquires.

Mr. Ramirez inquired if the budget presentation could include
information on a legislative solution to the CBA'’s inability to hire
investigators. Mr. Young stated the issue will be specifically
addressed.

3. Posting Accusations/Disciplinary Decisions.

Mr. Young’s comments regarding this topic were previously expressed
under Agenda Item VIIILE.

G. Discussion on Obtaining an Exemption to the Webcasting Requirement.

Mr. Stanley provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Bermudez stated the he does not see the potential for this to be a
radioactive bill. Mr. Bermudez stated it is a simple bill and we should
encourage other boards/bureaus to participate. Mr. Bermudez stated that
he sees this as an urgency bill with no issues. Mr. Bermudez further
stated that he does not believe the intent was to include working structural
meetings.

Mr. Howard stated the intent was to allow the broader public the same
access to CBA meetings as if they were able to attend in person.
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Mr. Howard stated that he is open to discussing this matter with the CBA
as not every contingency and application of the law were originally
considered. Mr. Howard further stated that a CBA retreat would be
intensely interesting to the public.

Mr. Petersen inquired as to what was motive behind this proposal.

Ms. Bowers stated that there was confusion regarding the original intent.
Ms. Bowers further stated that this proposal is to provide clarification
regarding the matter.

Mr. Petersen stated his opposition for the bill.

It was moved by Mr. Bermudez to pursue legislation regarding this
matter. The motion failed due to lack of a second.

. Update on Current Projects List (Written Report Only).

There were no comments received for this item.

Report of the Licensing Chief.

A. Report on Licensing Division Activity.

Ms. Pearce provided an overview of the memorandum for this item
(see Attachment __ ).

Ms. Pearce stated that Liza Walker, Licensing Manager, was nominated
to represent the CBA with regards to the BreEZe implementation project.

B. Discussion on CBA’s Use of the Accountancy Licensee Database (ALD).

Ms. Pearce provided an overview of the memorandum for this item
(see Attachment __ ).

Ms. Pearce stated that Ms. Bowers played a key role in getting California
on board with the ALD program. Ms. Pearce further stated that Ms.
Anderson is also participating on the ALD task force and continuing the
CBA'’s efforts regarding the program.

X. Report of the Enforcement Chief.

A. Report on Status of Enforcement Matters.

1. Enforcement Case Activity and Status Report.

Mr. Ixta provided an overview of the new Enforcement Case Activity
and Status Report (see Attachment __ ).
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Ms. Bowers recognized Mr. Ixta for his efforts in evaluating and
revamping the exam and hiring process associated with the
enforcement Investigative CPA series. Ms. Bowers stated the CBA is
working on various alternatives tofill vacancies. Ms. Bowers further
stated that positions are abolished after a six month vacancy period
and it is unlikely the CBA will receive exemption approval to the hiring
freeze.

. Aging Inventory Report.

Mr. Ixta provided an overview of this item (see Attachment __ ).

Mr. Ramirez inquired if additional information may be considered
regarding enforcement matters. Mr. Duke stated the only information
to be considered is contained in the administrative record.

Report on Citations and Fines.

Mr. Ixta stated there was one citation issued for practicing without a
permit, which was paid for $1,000.

4. Reportable Events Report.

There were no comments received for this item.

Xl. Committee and Task Force Reports.

A. Report of the Enforcement Program Oversight Committee (EPOC).

1.

Report of the September 22, 2010 EPOC Meeting.

Mr. Petersen thanked Mr. Ixta and Mr. Fisher for their presentation to
the EPOC.

Consideration of Proposed Revisions to Disciplinary Guidelines.

a. lIdentification of New/Amended Statutes and Regulations Enacted
Since Approval of Proposed Revisions at the May 15 and July 24,
2009 CBA Meetings.

It was moved by Mr. Petersen, seconded by Ms. Anderson to
adopt the EPOC’s recommendation to adopt the proposed
revisions to the Manual of Disciplinary Guidelines and Model
Disciplinary Orders, 6" Edition, 2005. Mr. Petersen withdrew
this motion for amendment purposes.

It was then moved by Mr. Petersen, seconded by Ms. Taylor
and unanimously carried by those present to adopt the
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3.

EPOC’s recommendation to adopt the proposed revisions to
the Manual of Disciplinary Guidelines and Model Disciplinary
Orders, 6" Edition, 2005 and proceed with the process to
amend Section 98 of the California Code of Regulations to
incorporate the Manual of Disciplinary Guidelines and Model
Disciplinary Orders, 7" Edition, 2010, by reference.

b. Proposed Optional Condition of Probation — Prohibition from
Accepting New Clients.

Mr. Petersen stated the EPOC felt that the CBA has adequate
authority regarding this matter and does not recommend any
changes at this time.

Investigative Process — Does the CBA have a Major Case Program?

Mr. Petersen stated that the CBA does not have a major case program
and that all complaints against licensees are treated with the same
process. Mr. Petersen further stated that cases are dependent upon
the complexity and not the size of the firm.

Ms. Bowers stated the Case Aging Report will be modified going
forward to provide details for cases that are delayed beyond the 12-18
month period.

Review of Mediation Guidelines.

Mr. Petersen stated the EPOC reviewed the CBA's Mediation
Guidelines and does not recommend any changes at this time.

Consideration of Delegating to the Executive Officer the Authority to
Approve and Sign Default Decisions, Proposed Decisions, and
Specified Stipulated Settlements.

It was moved by Mr. Petersen, and seconded by Ms. Taylor to
adopt the EPOC’s recommendation that the CBA approve
delegation of the authority to the Executive Officer to sign default
decisions and stipulated decisions for revocation or surrender of
license on behalf of the CBA. Mr. Petersen withdrew this motion
for amendment purposes.

Mr. Ramirez inquired if the CBA will be delegating its ability to oversee
this process to the Executive Officer. Mr. Petersen confirmed the
recommendation and stated that it is the current practice of many
boards.

Mr. Bermudez recommended an alternate solution of placing all items
under a consent agenda.
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Mr. Walker stated that the CBA has 30 days to reconsider any
decision should it disagree with that of the Executive Officer.

CBA members discussed the terms and conditions that would apply to
this delegation.

Mr. Sonne suggested incorporating language within the stipulation to
expressly state that the license holder is waiving the right to have the
stipulation approved by the CBA. Mr. Sonne further stated there is a
pending legal issue regarding the propriety of handling default
decisions and it is his suggestion to remove the consideration of
default decisions until this matter has been concluded.

CBA members discussed the pros and cons with delegating the
authority to the Executive Officer and the differences between default
decisions and stipulated decisions. Mr. Duke provided clarification
regarding the current delegated authority and the proposed delegated
authority.

MS. Bowers stated the intent of the delegation was to expedite
enforcement matters. Ms. Bowers stated the downfall is the loss of
CBA member deliberation. Ms. Bowers further stated an alternate
option regarding these matters would be the mail vote process.

It was moved by Mr. Petersen, seconded by Ms. Taylor and
unanimously carried by those present to adopt and approve the
delegation of authority to the Executive Officer to sign stipulated
decisions for revocation or surrender of license on behalf of the
CBA.

Mr. Bermudez suggested all enforcement actions be considered via
mail vote.

Mr. Petersen suggested the CBA reconsider the mail vote process and
consent agenda at a future meeting.

B. Report of the Committee on Professional Conduct (CPC).
1. Report of the July 28, 2010 CPC Meeting.

a. Consideration of Regulatory Language for Section 1.5 — Delegation
of Certain Functions.

Ms. LaManna stated the CPC recommends that the CBA approve
the language of the proposal for this item.

Ms. Brough stated it is her opinion that the authority should be
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assigned to the individual and not the position.

It was moved by Mr. Driftmier to adopt and approve the
regulatory language and incorporate changes to mirror the
delegation of authority language adopted by the EPOC.

Mr. Driftmier later withdrew this motion.

Ms. Taylor opposed the incorporation of language in the regulation
and suggested the CBA issue the delegation of authority letter to
each Executive Officer in order to maintain control of what is being
delegated.

It was moved by Ms. Taylor, seconded by Ms. Brough and
carried by those present to not move forward with the
regulatory change. Ms. LaManna and Ms. Bell opposed.

b. Discussion on a Retired Option for CPA/PA License.

Ms. LaManna stated that this item will be covered under Agenda
Item XI.B.2.b. — Continued Consideration of a Retired Option for
CPA/PA License.

c. Qualifications Committee (QC) Recommendation Regarding
Defining Supervision in CBA Regulations Sections 12 and 12.5.

It was moved by Ms. LaManna, seconded by Ms. Chi and
carried by those present to adopt the CPC’s recommendation
that the CBA proceed with rulemaking to incorporate the
recommendations made by the QC. Mr. Petersen abstained.

d. QC Recommendation Regarding Further Defining General
Accounting Experience in CBA Regulation Section 12.

The CBA took no action regarding this item.
2. Report of the September 22, 2010 CPC Meeting.

a. Consideration of Regulatory Language for Section 48.3 — Peer
Review Provider Reporting Responsibilities.

It was moved by Mr. Driftmier, seconded by Ms. Anderson and
unanimously carried by those present to adopt the CPC’s
recommendation that the CBA approve the language of the
proposal with the 60 day requirement for the reporting of
deficiencies.

b. Continued Consideration of Retired Status for CPA/PA Licensure.
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Ms. Taylor inquired regarding the instance of licensees becoming
deceased. Ms. LaManna stated the CPC is not recommending this
be incorporated into legislation at this time and suggested it be
added into regulation.

Ms. Bowers stated the CBA is working with the DCA on the
development of a uniform policy regarding matters like this.

Ms. Bowers further stated that it may be appropriate for the CBA to
postpone its decision on the length of time associated with the
renewal of retired individuals until such a policy is in place.

Ms. Pearce stated that staff can further research and provide more
information on what other boards/bureaus have in place regarding
this matter.

Mr. Stanley stated that the legislation provided in November will be
permissive to allow the CBA to craft the language as it wishes.

It was moved by Ms. LaManna, seconded by Mr. Bermudez
and unanimously carried by those present to adopt the CPC’s
recommendation that the CBA do the following:

¢ Direct staff to prepare permissive legislative language that
will allow the CBA to establish a retired status and bring
that language to the Legislative Committee in November
2010.

e Direct the CPC to begin deliberating regulatory language to
implement the legislation, should it become law.

e Adopt the following general guidelines for staff to use as
they prepare the legislation and regulation discussions:

o A licensee may not be placed in retired status if there
are pending enforcement actions.

0 A licensee must have 20 years in the profession to
apply for retired status.

o In addition to the 20 years in the profession, the
licensee must be either disabled or a minimum of 55
years old.

o The application fee for retired status be set at $100 and
the fee for restoration of the license be set at $200.

0 A retired status licensee shall use the term “Retired”
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when using the CPA designation.

o In order to restore a retired license to an active status,
a licensee shall meet the same requirements as on
converting from an inactive status.

C. Report of the Legislative Committee (LC).
1. Report of the July 28, 2010 LC Meeting.

a. Update on Bills on Which the CBA Has Taken a Position
(AB 797, AB 1215, AB 1659, AB 1787, AB 1899, AB 1993,
AB 2091, AB 2130, AB 2466, AB 2494, AB 2537, AB 2603,
AB 2652, AB 2738, SB 389, SB 691, SB 942, SB 1111,
SB 1171, SB 1490, SB 1491).

Mr. Stanley stated that nothing has significantly changed with the
referenced bills and no action is necessary at this time.

D. Report of the Accounting Education Committee (AEC).
1. Report of the June 23, 2010 AEC Meeting.
2. Report of the September 3, 2010 AEC Meeting.

Mr. Driftmier stated the AEC has accomplished many things in its first
three meetings. Mr. Driftmier stated a majority of the AEC felt that of
the 20 additional units in accounting study, six would be designated
for additional accounting classes and the remaining 14 would be
designated for business-related or other courses related to accounting
or business courses. Mr. Driftmier further stated that Mr. Davila, AEC
Chair, will be working with CBA staff to further define the language for
this proposal.

E. Report of the Ethics Curriculum Committee (ECC).
1. Update on ECC Appointments (Written Report Only).
There were no comments regarding this item.
2. Report of the September 21, 2010 ECC Meeting.
Mr. Driftmier stated the ECC met September 21, 2010 and began
discussion on its charge of defining the 10 units of ethics study that

will be required for licensure beginning January 1, 2014.

Mr. Duke stated that the DCA would be providing a legal opinion
regarding graduate credits.
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XII.

XIIl.

F.

3. Tentative Staff Developed ECC Timeline of Activities.
There were no comments regarding this item.
Report of the Peer Review Oversight Committee (PROC).

There was no report for this item.

G. Report of the EAC.

1. No Report.

H. Report of the QC.

1. Report of the July 29, 2010 QC Meeting.

Mr. Eckley stated the QC met on July 29, 2010 and there were ten
appearances; eight were personal, seven were approved, and one
was not approved. Mr. Eckley stated there were two Section 69
appearances; one was approved and one not approved. Mr. Eckley
stated the QC conducted its annual internal audit of staff-approved
applications made between July 2009 and December 2009, and found
no exceptions and concurred with staff’'s recommendations. Mr.
Eckley further stated the QC requested that staff research the
potential of converting to an electronic mail process in efforts of
savings on the cost of postage.

Adoption of Minutes

A.

B.

Draft Minutes of the April 21, 2010 QC Meeting.
Draft Minutes of the May 12, 2010 EPOC Meeting.
Draft Minutes of the June 23, 2010 AEC Meeting.

Draft Minutes of the July 28, 2010 CBA Meeting.

. Draft Minutes of the July 28, 2010 CPC Meeting.

Draft Minutes of the July 28, 2010 LC Meeting.

It was moved by Ms. Anderson, seconded by Ms. Taylor and
unanimously carried by those present to approve agenda items XII.
as a group.

Other Business.
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A. American Institute of Certified Public Accountants (AICPA).
1. Update on AICPA State Board Committee.

Mr. Driftmier stated the State Board Committee will be meeting in
October 2010 to further discuss the CPA examination.

Mr. Ramirez acknowledged Mr. Driftmier’s efforts in serving on various
committees on behalf of the profession and the consumers of
California.

2. AICPA Peer Review Program Exposure Draft, June 1.

Mr. Fisher provided an overview of the memorandum for this item
(see Attachment __ ).

It was moved by Mr. Petersen, seconded by Ms. Bell and
unanimously carried to refer the exposure draft to the PROC.

B. National Association of State Boards of Accountancy (NASBA).
1. Update on NASBA Committees.
a. Accountancy Licensee Database (ALD) Task Force.

Ms. Bowers stated there will be an ALD presentation at the
October CBA Working Conference.

b. Board Relevance & Effectiveness Committee.
There was no report for this item.
c. Compliance Assurance Committee.
There was no report for this item.
d. Education Committee.
Ms. LaManna stated that she has retired from the committee.
e. Global Strategies Committee.
There was no report for this item.
f. Uniform Accountancy Act Committee (UAA).

Mr. Driftmier stated the UAA will meet in the coming week.
Mr. Driftmier further stated the UAA has indicated its interest in the
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XIV.

actions of the AEC and ECC.
g. UAA Mobility Implementation.
There was no report for this item.
2. NASBA Regional Director’'s Focus Questions.

Mr. Rich provided an overview of the memorandum for this item
(see Attached __ ).

It was moved by Ms. Bell, seconded by Mr. Driftmier and
unanimously carried by those present to approve the staff
recommended responses to the focus questions.

3. NASBA Exposure Draft — Semi-Autonomy for State Boards.

Mr. Rich provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Petersen recommended that the CBA not provide comment
regarding this matter.

The CBA took no action regarding this item.
C. Participation on National Committees.
Ms. Daniel stated that although the deadline for submitting interest forms
has lapsed, there is still time for CBA members to indicate interest
regarding participation on a NASBA committee through October 2010.
Closing Business.
A. CBA Member Comments.
No comments were received.

B. Comments from Professional Societies.

Mr. Schultz, on behalf of CalCPA thanked Mr. Harris and Mr. Duke for
their service to the CBA.

Mr. Harris thanked the CBA and all interested parties for the positive
experience during his term of service.

Mr. Ramirez acknowledged Mr. Harris for his service to the CBA and the
consumers of California.
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Ms. Bowers acknowledged and thanked Mr. Harris for his contributions
and going above and beyond the call of duty in assisting the CBA staff
with its enforcement matters.

C. Public Comments.
No comments were received.

D. Agenda Items for Future CBA Meetings.
No agenda items were received.

E. Press Release Focus.
1. Recent Press Releases.

Ms. Hersh stated there will be a press release regarding the CBA'’s
decision to post accusations on its Web site.

Ms. Hersh explained the newly implemented policy regarding legal
review and stated that this may delay the issuance of this and all
future press releases.

Ms. Taylor inquired if a press release will be issued regarding the
retired status. Ms. Hersh confirmed that this matter will be addressed
in a separate press release.

The CBA members discussed the importance of issuing press
releases in a timely manner.

Mr. Ramirez inquired if the CBA has legal authority to direct staff to
issue such press releases contrary to policy. Mr. Duke and
Mr. Walker confirmed that the CBA has the implied authority to do so.

Mr. Bermudez stated that this policy is contrary to the mission of the
CBA and providing information to consumers.

Ms. Anderson and Mr. Petersen recommended the CBA follow the
outlined policy regarding this matter

It was moved by Mr. Bermudez, seconded by Mr. Driftmier and
carried by those present to direct staff to immediately issue the
press release pursuant to the legal authority of the CBA and
provide the DCA with a copy for documentation purposes.

Ms. Anderson, Ms. Bell, Mr. Petersen, and Ms. Taylor opposed.
Ms. Chi abstained.

XV. Adjournment.
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President Ramirez adjourned the meeting at 3:44 p.m. on Thursday,
September 23, 2010.

Manuel Ramirez, President

Marshal Oldman, Secretary-Treasurer

Veronica Daniel, Executive Analyst, and Patti Bowers, Executive Officer,
CBA, prepared the CBA meeting minutes. If you have any questions, please
call (916) 561-1718.
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CBA Agenda Item XIIL.B.

DEPARTMENT OF CONSUMER AFFAIRS January 27-28, 2011
CALIFORNIA BOARD OF ACCOUNTANCY (CBA)
DRAFT
MINUTES OF THE 1-12-11
NOVEMBER 17-18, 2010
CBA MEETING

Crowne Plaza Irvine
17941 Von Karman Ave.
Irvine, CA 92614
Telephone: (949) 863-1999
Fax: (949) 474-7236

Roll Call and Call to Order.

President Manuel Ramirez called the meeting to order at 1:04 p.m. on
Wednesday, November 17, 2010 at the Crowne Plaza Hotel in Irvine. The
CBA members heard Agenda Items | — VI. The CBA members convened
into executive closed session at 2:55 p.m. to deliberate Agenda Item IIl.A.,
and at 4:01 p.m. to deliberate Agenda Item 111.B. The CBA members then
convened into closed session at 4:17 p.m. to deliberate Agenda Items III.C. —
E. The meeting reconvened into open session at 4:25 p.m., and the meeting
adjourned at 4:46 p.m. CBA President Ramirez reconvened the meeting to
order at 9:00 a.m. on Thursday, November 18, 2010, and the meeting
adjourned at 12:15 p.m.

CBA Members November 17, 2010
Manuel Ramirez, President 1:04 p.m. to 4:46 p.m.
Sally Anderson, Vice President 1:04 p.m. to 4:46 p.m.
Marshal Oldman, Secretary-Treasurer Absent.

Diana Bell Absent.

Rudy Bermudez 1:33 p.m. to 4:46 p.m.
Michelle Brough 1:04 p.m. to 4:46 p.m.
Angela Chi Absent.

Donald Driftmier 1:04 p.m. to 4:46 p.m.
Herschel Elkins 1:04 p.m. to 4:46 p.m.
Louise Kirkbride 1:04 p.m. to 4:46 p.m.
Leslie LaManna 1:04 p.m. to 4:46 p.m.
Robert Petersen 1:04 p.m. to 4:46 p.m.
David Swartz Absent.

Lenora Taylor 1:04 p.m. to 4:46 p.m.
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CBA Members November 18, 2010

Manuel Ramirez, President 9:00 a.m. to 12:15 p.m.
Sally Anderson, Vice President 9:00 a.m. to 12:15 p.m.
Marshal Oldman, Secretary-Treasurer 9:00 a.m. to 12:15 p.m.
Diana Bell Absent.

Rudy Bermudez 9:02 a.m. to 11:30 a.m.
Michelle Brough 9:00 a.m. to 12:15 p.m.
Angela Chi Absent.

Donald Driftmier 9:00 a.m. to 12:15 p.m.
Herschel Elkins 9:00 a.m. to 12:15 p.m.
Louise Kirkbride 9:00 a.m. to 12:15 p.m.
Leslie LaManna 9:00 a.m. to 12:15 p.m.
Robert Petersen 9:00 a.m. to 12:15 p.m.
David Swartz Absent.

Lenora Taylor 9:00 a.m. to 12:15 p.m.

Staff and Legal Counsel

Patti Bowers, Executive Officer

Dan Rich, Assistant Executive Officer

Rich Andres, Information Technology Staff

Veronica Daniel, Board Relations Analyst

Paul Fisher, Supervising Investigative CPA

Dominic Franzella, Manager, Licensing Division

Lauren Hersh, Information and Planning Officer

Rafael Ixta, Chief, Enforcement Division

Vincent Johnston, Outreach Analyst

Nick Ng, Manager, Administration Division

Deanne Pearce, Chief, Licensing Division

LaVonne Powell, Legal Counsel, Department of Consumer Affairs (DCA)
Carl Sonne, Deputy Attorney General, Department of Justice
Matthew Stanley, Legislation/Regulation Analyst

Committee Chairs and Members

Nancy Corrigan, Chair, Peer Review Oversight Committee (PROC)
Fausto Hinojosa, Chair, Qualifications Committee (QC)

Other Participants

Tracy Brady, Court Reporter

Rom De Guzman, Petitioner

Gil DeLuna, DCA

Humberto Flores, Administrative Law Judge (ALJ)
Phyllis Gallagher, Counsel for Petitioner

Ed Howard, CPIL
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Joe Petito, The Accountants Coalition

Gary Porter, Petitioner

Jonathan Ross, The Accountants Coalition

Hal Schultz, California Society of Certified Public Accountants (CalCPA)
Jeannie Tindel, CalCPA

Mary Work, Counsel for Petitioner

Roll Call and Call to Order.

CBA President Ramirez called the meeting to order at 1:04 p.m. on
Wednesday, November 17, 2010.

Report of the President.
A. Update on Peer Review Implementation.

Mr. Ixta provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Ramirez inquired regarding the status of testing to validate the self-
certification of attest services. Mr. Ixta stated there are plans to outreach
to those who have not responded and provide notification that failure to
respond may be cause for discipline. Mr. Ixta further stated that the
Enforcement Division is researching options to properly validate the self-
certifications.

B. DCA Legal Presentation — Litigation Against CBA Members
(LaVonne Powell).

Ms. Bowers introduced LaVonne Powell, newly-assigned legal counsel for
the CBA.

This item was deferred and took place after Agenda Item II.C.

C. Resolution for Retiring CBA Member.
It was moved by Ms. Anderson, seconded by Mr. Driftmier and
carried by those present to adopt the resolution for retiring CBA

Member Andrea Valdez. Ms. Taylor abstained.

The CBA then heard Agenda Item 11.B., DCA Legal Presentation —
Litigation Against CBA Members.

Ms. Powell provided an overview of the memorandum for this item
(see Attachment __ ).

Ms. Kirkbride inquired if there are any circumstances regarding litigation
where board members would be required to obtain private legal counsel.
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Ms. Powell stated if there was a determination made by the Attorney
General's (AG) Office in consultation with the CBA that the board member
clearly acted outside of his/her duties, he/she would not be represented
by the AG’s Office and should retain private legal counsel.

. 2011 CBA Meeting Locations.

It was moved by Mr. Petersen, seconded by Ms. Taylor and
unanimously carried by those present to adopt the 2011 CBA
meeting dates with an amendment to relocate the March meeting to
Southern California and the September meeting to Northern
California.

. CBA Member Committee Interest Survey.

Mr. Ramirez requested that CBA members provide completed interest
surveys to CBA staff by December 8, 2010.

. Discussion on Legal Opinions Regarding Loans to the General Fund.

Mr. Rich provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Driftmier stated that he would like to see the outstanding loans to the
General Fund listed on the CBA financial statement as a receivable.

Mr. Rich stated there is a separate attachment to the current financial
statement, which shows a detailed account of all outstanding loans. Mr.
Rich further stated that CBA staff will continue to track and report this
information to the CBA.

Mr. Petersen stated that he was in favor of the loans being listed on a
separate schedule.

Ms. Taylor inquired if the CBA could go back and request payment terms
on previous loans. Mr. Ramirez stated he would like staff to research and
provide clarification regarding the terms of repayment. Mr. Ramirez
further stated that if repayment terms cannot be secured on previous
loans, the CBA should then seek repayment.

Ms. Kirkbride stated the real issue is whether the CBA is able to operate
with loans in place. Ms. Kirkbride inquired regarding what would happen
if the CBA were to run out of funds to operate. Mr. Ramirez stated in that
event, the CBA would be required to either raise its fees, or request
repayment of the loans.

Mr. Howard suggested that the CBA request repayment, providing
detailed analysis regarding the affect the loans have on the CBA and
consumer protection. Mr. Driftmier stated the CBA should also build in
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the continued request for funds to be allocated to the ICPA position.

Mr. Ramirez requested for CBA staff to further research this issue and
provide the CBA with a recommendation regarding this matter.

Petitions, Stipulations, and Proposed Decisions [Closed Session
Government Code Section 111269(c)(3)]. Petition Hearings are Public
Before the CBA with a Subsequent Closed Session.

A. Gary A. Porter — Petition for Modification of Probation.

Mr. Porter appeared before the CBA members to petition for modification

of his probation.
ALJ Humberto Flores and the CBA members heard the petition and
convened into executive closed session to deliberate the matter. ALJ
Flores will prepare the decision.

B. Rom De Guzman — Petition for Reinstatement of Revoked Certificate.

Mr. De Guzman appeared before the CBA members to petition for
reinstatement of his revoked certificate.

ALJ Flores and the CBA members heard the petition and convened into
executive closed session to deliberate the matter. ALJ Flores will
prepare the decision.

C. Felix Wasser — Proposed Decision.

D. Richard M. Large — Stipulated Settlement.

E. Jack Garrett — Stipulated Settlement.
CBA members considered agenda items Ill.C. — E. in closed session.

Report of the Vice President.

A. Recommendation for Appointment of Enforcement Advisory Committee
(EAC) Chair.

It was moved by Mr. Bermudez, seconded by Mr. Petersen and
unanimously carried by those present to accept the proposed

recommendation and appoint Cheryl Gerhardt as Chair of the EAC.

Ms. Taylor and Mr. Driftmier were temporarily absent.
B. Recommendation for Appointment of EAC Vice Chair.

It was moved by Mr. Bermudez, seconded by Ms. Brough and
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unanimously carried by those present to accept the proposed
recommendation and appoint James Rider as Vice Chair of the EAC.
Ms. Taylor and Mr. Driftmier were temporarily absent.

C. Recommendation for Appointment of Qualifications Committee (QC)
Chair.

It was moved by Mr. Bermudez, seconded by Mr. Elkins and
unanimously carried by those present to accept the proposed
recommendation and reappoint Fausto Hinojosa as Chair of the QC.

D. Recommendation for Appointment of QC Vice Chair.
It was moved by Mr. Bermudez, seconded by Ms. Kirkbride and
unanimously carried by those present to accept the proposed

recommendation and reappoint Maurice Eckley as Vice Chair of the
QC.

Report of the Secretary/Treasurer.
A. Discussion of Governor’s Budget.
B. FY 2010/2011 First Quarter Financial Report.

Mr. Ng provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Ramirez stated that per DCA, the hiring freeze would remain in effect
for the remainder of the year. Mr. Ramirez further stated it does not
appear that any exceptions are being made regarding the freeze.

Mr. Driftmier inquired if the CBA is currently authorized to hire contractors.
Ms. Bowers stated there are contracted consultants in place; however,
the CBA is prohibited from hiring any new contractors at this time.

Mr. Ramirez inquired regarding the status of the licensing fee reduction.
Ms. Bowers stated the regulation is currently with the Department of
Finance for review.

C. Options for Reporting Financial Information.

Mr. Ng provided an overview of the memorandum for this item
(see Attachment __ ).

Ms. Kirkbride suggested that the CBA work with other boards/bureaus to
determine and adopt best practices in reporting financial information.

Mr. Bermudez complimented the efforts of CBA staff in the preparation of
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V1.

VII.

VIII.

this information.
Ms. Anderson complimented staff's efforts and stated she is in favor of
incorporating a breakdown by department. Ms. Anderson stated she is
also in favor of the five-year summary with charts.
Mr. Ramirez complimented staff's efforts and suggested utilizing the
current format and incorporating the five-year summary with an annual
projection.

Public Comments.

No public comments were received.

Roll Call and Call to Order.

CBA President Ramirez called the meeting to order at 9:00 a.m. on
Thursday, November 18, 2010.

Report of the Executive Officer.
A. Update on 2010/2012 CBA Communications and Outreach Plan.

Ms. Hersh provided an overview of the memorandum for this item
(see Attachment __ ).

Ms. Anderson inquired if there are ideas to increase the number of

followers of CBA on Twitter. Ms. Hersh stated the Outreach Committee is

working on outreach to educators at colleges and universities.
Mr. Ramirez requested for staff to provide the CBA with information
regarding the best usage of Twitter at the January 2011 CBA meeting.
Mr. Ramirez stated the CBA should have an opportunity for input
regarding the messages being relayed to the public.

B. DCA Director’s Report.
1. Update on Hiring Freeze.
2. Performance Measures.

3. Update on BreEZe.

Agenda Items B.1. — 3. were deferred and took place after agenda item
VIII.F.

C. CBA Succession Plan.
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Ms. Bowers provided an overview of the memorandum for this item
(see Attachment __ ).

No comments were received regarding this item.
. CBA Annual Report.

Mr. Johnston provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Ramirez stated that the format and contents of the Annual Report are
exceptional.

. Sunset of Section 5050(b) — Temporary and Incidental Practice.

Mr. Stanley provided an overview of the memorandum for this item
(see Attachment __ ).

Mr. Petersen expressed concern regarding the potential interruption in
service to California consumers who may be serviced by a provider
presenting practicing under temporary and incidental practice. Mr.
Stanley stated there will need to be outreach to consumers and providers.

Mr. Oldman inquired if there is a potential solution via emergency
regulations. Mr. Stanley stated that in order to promulgate emergency
regulations, the circumstances would need to fall under the category of
health and safety. Ms. Bowers stated the alternate temporary solution for
providers is the practice privilege authority.

Mr. Bermudez suggested a special meeting to discuss the topic of
mobility.

CBA members further discussed this matter and options for notification to
the public.

Ms. Anderson suggested a short term solution for the CBA to publicize
notification on the CBA Web site and in the long term, to review practice
privilege to determine if flexibility is there.

Mr. Bermudez suggested the CBA should discuss the topic of mobility in
its entirety. It was determined by Mr. Ramirez that the discussion on
mobility would take place on the first day of the January 2011 CBA
meeting.

Ms. Bowers stated that staff will draft proper notice to inform licensees of

changes so they can comply without creating mass panic. Ms. Bowers
further stated that staff will explore where the notice should be displayed.
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Mr. Ross offered his assistance in drafting of the notice.

Mr. Ramirez requested CBA staff to handle the drafting of the notice to
licensees and provide a copy to CBA members for review and comments.

F. Consideration of Adoption of Proposed Regulation — Peer Review
Provider Reporting Responsibilities.

Mr. Stanley provided an overview of the memorandum for this item
(see Attachment __ ).

It was moved by Ms. LaManna, seconded by Ms. Taylor and
unanimously carried by those present to adopt the proposed
regulation.

The CBA then heard Agenda Items under VIII.B., DCA Director’s Report.
1. Update on Hiring Freeze.

Mr. DelLuna stated the hiring freeze is still in effect and the exception
process is very stringent.

2. Performance Measures.

Mr. DeLuna stated the performance measures will be posted on the
DCA’s Web site by the end of November 2010. Mr. DeLuna further
stated that the performance measures will be updated on a quarterly
basis.

3. Update on BreEZe.

Mr. DelLuna stated the BreEZe project is moving forward on schedule.
He stated that the first phase is scheduled for rollout in December
2012. Mr. DeLuna thanked CBA staff for participating in this project.
Ms. Bowers stated that she was advised by Bill Young that it was
highly unlikely that the CBA’s exception requests would move forward
and receive approval.
Mr. Ramirez expressed concern regarding public protection
considering the staffing in the Enforcement Division is below 50
percent. Mr. DelLuna stated that he would provide follow up to
Ms. Bowers regarding this matter.

G. Update on Current Projects List (Written Report Only).

There were no comments received for this item.
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Report of the Licensing Chief.
A. Report on Licensing Division Activity.

Ms. Pearce provided an overview of the memorandum for this item
(see Attachment __ ).

There were no comments received for this item.
Report of the Enforcement Chief.
A. Report on Status of Enforcement Matters.
1. Enforcement Case Activity and Status Report.
Mr. Ixta provided an overview of this item (see Attachment __ ).
Ms. Bowers advised CBA members that enforcement timeframes are
being tracked and advertised on the DCA’s Web site. Ms. Bowers
further stated this will become a significant issue if the CBA does not

receive some relief in terms of staffing in the Enforcement Division.

Mr. Ramirez requested an additional column be added to the report to
indicate an average days to close for all cases.

2. Aging Inventory Report.
Mr. Ixta provided an overview of this item (see Attachment __ ).

Ms. Kirkbride suggested publishing the median and mean regarding
case aging.

3. Report on Citations and Fines.
Mr. Ixta provided an overview of this item (see Attachment __ ).

Mr. Ixta stated that staffing issues have affected the CBA'’s ability to
issue citations and fines.

Mr. DelLuna suggested that the CBA look into the DCA’s mediation
program for an interim solution to the less egregious matters.

4. Reportable Events Report.
Mr. Ixta provided an overview of this item (see Attachment __ ).

There were no comments received for this item.
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XI.

B. Update on Enforcement Improvements.

Mr. Ixta provided an overview of the memorandum for this item
(see Attachment __ ).

There were no comments received for this item.

C. Report on Implementation of Enforcement Performance Measures.

Mr. Ixta provided an overview of the memorandum for this item
(see Attachment __ ).

There were no comments received for this item.

Committee and Task Force Reports.

A. Report of the Enforcement Program Oversight Committee (EPOC).

1.

2.

Report of the November 17, 2010 EPOC Meeting.

Discussion on Probationers Being Required to Pay for the Cost of
Probation Monitoring.

Mr. Elkins stated that the EPOC reached a consensus to recommend
to the CBA that no changes be made to the current process.

Discussion of Documents Served with Accusations/Statements of
Issue.

Mr. Elkins stated that the EPOC reached a consensus based on the
current information and documents provided that licensees should be
able to understand his or her rights and the disciplinary process.

B. Report of the Committee on Professional Conduct (CPC).

1.

2.

Report of the November 17, 2010 CPC Meeting.

Discussion on Whether Existence of Liability Insurance Should be a
Mitigating Factor in Enforcement Actions.

The CBA took no action on this item.

C. Report of the Legislative Committee (LC).

1.

2.

Report of the November 17, 2010 LC Meeting.

Update on Bills Which the CBA Has Taken a Position.
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3.

Proposed Legislation — Retirement Status.

It was moved by Ms. Brough, seconded by Mr. Bermudez and
carried by those present to adopt the LC’s recommendation that
the CBA sponsor the proposed language. Mr. Petersen opposed.

Proposed Legislation — Restatements.

It was moved by Ms. Brough, seconded by Mr. Bermudez and
carried by those present to adopt the LC’s recommendation that
the CBA sponsor the proposed language as modified by the LC to
also include restatements that are solely the result of changes in
law, rules, or standards. Mr. Elkins abstained.

Proposed Legislation — Peer Review Sunset Extension.

It was moved by Ms. Brough, seconded by Ms. Anderson and
unanimously carried by those present to adopt the LC’s
recommendation that the CBA sponsor the proposed language.

Proposed Legislation — Webcast Exemption.

It was moved by Ms. Brough, seconded by Mr. Bermudez and
carried by those present to adopt the LC’s recommendation that
the CBA sponsor the proposed language with direction to staff to
correct language to specify which matters can be on the agenda.
Ms. Kirkbride, Mr. Elkins, and Mr. Petersen opposed.

Proposed Legislation — Loans to the General Fund.

It was moved by Ms. Brough, seconded by Mr. Bermudez and
carried by those present to adopt the LC’s recommendation that
the CBA sponsor the proposed language. Ms. Kirkbride
abstained. Mr. Petersen opposed.

D. Report of the Accounting Education Committee (AEC).

There was no report for this item.

E. Report of the Ethics Curriculum Committee (ECC).

There was no report for this item.

F. Report of the Peer Review Oversight Committee (PROC).

1. Report of the November 9, 2010 PROC Meeting.

Ms. Corrigan stated that the PROC held its inaugural meeting on
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XII.

XIIl.

November 9, 2010 and was provided an overview and presentation on
the peer review process. Ms. Corrigan stated the PROC will be
meeting next in January 2011 and continue its efforts towards meeting
its mission.

G. Report of the EAC.

H.

1. Report of the November 4, 2010 EAC Meeting.

This item was deferred to take place at the January 2011 CBA
meeting.

Report of the QC.

There was no report for this item.

Adoption of Minutes

A.

Draft Minutes of the September 22-23, 2010 CBA Meeting.

This item was deferred to take place at the January 27-28, 2011 CBA
meeting.

Draft Minutes of the September 22, 2010 CPC Meeting.

It was moved by Ms. LaManna, seconded by Mr. Oldman and carried
by those present to approve the draft minutes of the September 22,
2010 CPC meeting. Ms. Brough and Mr. Elkins abstained.

Mr. Bermudez was temporarily absent.

Draft Minutes of the September 22, 2010 EPOC Meeting.
It was moved by Mr. Elkins, seconded by Mr. Oldman and carried by

those present to approve the draft minutes of the September 22,
2010 EPOC meeting. Ms. Brough abstained.

. Minutes of the May 6, 2010 EAC Meeting.

It was moved by Mr. Oldman, seconded by Ms. Taylor and carried by
those present to approve the draft minutes of the May 6, 2010 EAC
meeting. Ms. Brough and Mr. Elkins abstained.

Other Business.

A. American Institute of Certified Public Accountants (AICPA).

1. Update on AICPA State Board Committee.
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There was no report for this item.
B. National Association of State Boards of Accountancy (NASBA).
1. Update on NASBA Committees.

a. Accountancy Licensee Database (ALD) Task Force.
Ms. Bowers stated there are 46 states either participating or
committed to participating in ALD, and over half a million records of
licensees in the ALD system. Ms. Bowers stated that NASBA
plans to launch ALD to the public in the first quarter of 2011.

b. Board Relevance & Effectiveness Committee.
Mr. Oldman stated the Board Relevance & Effectiveness
Committee has completed and passed on its Report on Board
Independence to NASBA. Mr. Oldman stated that he believes that
NASBA will promote this effort for all states.

c. Compliance Assurance Committee.
There was no report for this item.

d. Global Strategies Committee.
Mr. Bermudez stated the Global Strategies Committee has not
met. Mr. Bermudez stated that he attended NASBA’s Annual
Meeting and the emphasis was focused on NASBA's role
internationally and mobility.

e. Uniform Accountancy Act Committee (UAA).
Mr. Driftmier stated the UAA concluded its discussions regarding
CPA firm names. Mr. Driftmier further stated this topic will no
longer be pursued.

f. UAA Mobility Implementation.
There was no report for this item.

2. NASBA Regional Director’'s Focus Questions.

Mr. Rich provided an overview of the memorandum for this item
(see Attachment __ ).

It was moved by Mr. Bermudez, seconded by Mr. Driftmier and
unanimously carried by those present to approve recommended
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responses to the NASBA Regional Director’s Focus Questions.

XIV. Officer Elections.

XV.

A.

President.

It was moved by acclamation and unanimously carried to elect
Ms. Sally Anderson as President of the CBA.

Vice President.

It was moved by acclamation and unanimously carried to elect
Mr. Marshal Oldman as Vice President of the CBA.

. Secretary/Treasurer.

It was moved by acclamation and unanimously carried to elect
Ms. Leslie LaManna as Secretary/Treasurer of the CBA.

Closing Business.

A.

CBA Member Comments.

CBA members expressed thanks to Mr. Ramirez for his service as
President and welcomed new CBA officers.

Mr. Ramirez expressed his appreciation to staff and outgoing CBA
members.

Comments from Professional Societies.

Ms. Tindel and Mr. Howard expressed thanks to Mr. Ramirez for his
dedication and service.

. Public Comments.

No public comments were received.

. Agenda Items for Future CBA Meetings.

1. CPC Charge Regarding International Delivery of the Uniform CPA
Examination.

No additional agenda items were received.
Press Release Focus.

1. Recent Press Releases.
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XVI.

Ms. Hersh stated she will issue an immediate post-CBA meeting press
release regarding the officer elections and a separate press release
regarding the temporary and incidental matter.

Adjournment.

President Ramirez adjourned the meeting at 12:15 p.m. on Thursday,
November 18, 2010.

Manuel Ramirez, President

Marshal Oldman, Secretary-Treasurer

Veronica Daniel, Executive Analyst, and Patti Bowers, Executive Officer,
CBA, prepared the CBA meeting minutes. If you have any questions, please
call (916) 561-1718.
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CALIFORNIA BOARD OF ACCOUNTANCY
2000 EVERGREEN STREET, SUITE 250
SACRAMENTO, CA 95815-3832
TELEPHONE: (816) 263-3680
FACSIMILE: (816) 263-3675
WEB ADDRESS: http://www.cba.ca.gov

January 26, 2011

Department of Consumer Affairs

California Board of Accountancy CBA Agenda ltems XIIL.C

January 27-28, 2011
Minutes of Meeting
July 29, 2010
CPA Qualifications Committee

California Board of Accountancy
2000 Evergreen St. Ste 250
Sacramento, CA 95815

The regularly scheduled meeting of the Certified Public Accountant Qualifications
Committee (QC) of the California Board of Accountancy (CBA) was called to
order at approximately 10:05 a.m. on July 29, 2010, by QC Chair, Fausto

Hinojosa.

QC Members Present

Fausto Hinojosa, Chair
Maurice Eckley, Jr., Vice-Chair
Gary Bong

Michael Haas

Alan Lee

Kristina Mapes

Gary O'Krent

Robert Ruehl

Ash Shenouda

Jeremy Smith

CBA Liaison
Angela Chi
Staff Present

Patti Bowers, Executive Officer
Melissa Cardenas, Licensing Analyst

Dominic Franzella, Renewal & Continuing Competency, Client Services Manager

Stephanie Hoffman, Licensing Coordinator
Flora Lopes, Licensing Technician
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Kris McCutchen, Licensing Manager

" Deanne Pearce, Chief, Licensing Division

L.

‘Liza Walker, Examination and Practice Privilege Manager

QC Members Absent

Carlos Aguila

Brian Cates

Bobbie Hales

Charles Hester
Casandra Moore Hudnall
James Woyce

CHAIRPERSON’S REPORT
A. Approval of the April 21, 2010 QC Meeting Minutes.

It was moved by Ms. Mapes, seconded by Mr. Lee and unanimously
carried to adopt the minutes of the April 21, 2010 QC Meeting.

B. Report of the May 12-13, 2010 and July 28, 2010 CBA Meetings.

Mr. Hinojosa provided a report of the May 12-13, 2010 and July 28, 2010
CBA meetings. Items of interest were reported on, including:

CBA member and Committee Appointments.
May 12-13:

1. Mr. Donald Driftmier was appointed to the Ethics Curriculum
Committee and will serve as Chair.

July 28:

1. QC Member Gary Bong was appointed to the Peer Review Oversight

Committee (PROC).
2. Ms. Casandra Moore Hudnall was appointed to the QC.

The CBA will be meeting with the Department of Consumer Affairs (DCA) to

determine when CBA can participate in the credit card payment pilot
program. '

Deanne Pearce, Licensing Chief and Fausto Hinojosa, QC Chair, presented

to the Committee On Professional Conduct (CPC), the QC’s
recommendations in regard to further defining supervision and further

defining general experience. After deliberation, the CPC approved the QC's

recommendations, however, due to time constraints, the recommendations
to the CBA were deferred to the September 2010 CBA meeting.

2067



The CBA confirmed its decision to continue the CBA'’s current policy of not
posting pending accusations to the Web site and continue to post the entire
accusation and decision once the decision is effective. However, the DCA
will begin to post all CBA’s accusations on its Web site by mid-August 2010.

STAFF REPORT

A.

Update on Staffing.

Ms. McCutchen provided a report on the Initial Licensing Unit, which
included the Licensing Division Activity Report and a report of current
staffing. ltems of interest were:

« The Initial Licensing Unit currently has one vacancy, however the CBA will
be determining whether to fill the position within the Initial Licensing Unit or
in a different unit, based upon the current needs of the CBA.

e The CBA’s Outreach Committee will begin utilizing social media
(Facebook and Twitter) to assist with the CBA'’s outreach plan.

o CBA staff will be contacting QC members to determine if they would like to
have QC materials electronically sent to them via email instead of via US
mail. '

Processing Timeframes.

- » The Initial Licensing Unit is processing license applications within 20

days.

OTHER BUSINESS

A,

Internal Audit of Approved Applications for Licensure [Closed Session in
Accordance with Government Code Section 11126(c)(2)]

The QC conducted its annual internal audit of one percent of randomly
selected staff approved applications for licensure. A total of 2088 files were
approved from January 1, 2010 through June 30, 2010. The QC reviewed
21 files and concurred with staff's approval of all applications.

PUBLIC COMMENT,

None

AGENDA ITEMS FOR FUTURE CPA QUALIFICATIONS COMMITTEE
MEETINGS '

Approval of July 29, 2010 QC minutes.

Recap of the September 2010, November 2010, and January 2011 CBA
meetings.

Educational Presentation on Peer Review and New Continuing Education
Requirements.
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VL.

INTERVIEWS OF INDIVIDUAL APPLICANTS [Closed session in Accordance
with Government Code Section 11126(c)(2)].

C10-012 — Applicant and her employer appeared for a Section 69 review.
Applicant is currently licensed with general experience.

The employer’s understanding of the Certificate of Attest Experience was
inadequate.

. The work performed by the applicant was reviewed and no deficiencies were

noted.
Recommendation: Approve.
Firm has been placed on reappearance status.

C10-030 —~ Applrcant and his employer appeared for.a. Sectron 69 review. He has
20 months of experience with this employer, with a 24-month experience

requirement. Applicant-has an additional 31.5 months of experience with another

employer.

The employer’s understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The work was adequate to support licensure.

Recommendation: Approve.

C10-002 — Applicant reappeared and presented workpapers for his non-public
accounting experience, disputing the deferral of his license with attest experience
from his January 2010 appearance. Applicant is currently.licensed with general
accounting experience.

No evidence was provided that applicant participated:in a financial statement
audit, performed audit planning, analytical procedures or drafted financial
statements. It was confirmed applicant has no experience m the preparation of
full disclosure financial statements.

Recommendation: Defer. In order to satisfy the experience requirements for the
authorization to sign attest reports, the applicant must obtain at a minimum, 500
audit hours. Any new experience must be performed under the supervision of a
licensee holding a valid active license to practice public accountancy who is
authorized to sign attest reports. An affirmatively completed Certificate of Attest
Experience in either individual or composite form must be submitted. A
determination will then be made as to whether he needs to reappear with work
papers for the QC’s review. ‘

While applicant is currently licensed with general accounting experience, he is
not permitted to sign reports on attest engagements of any kind.
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C10-011 — Applicant appeared and presented workpapers for his non-public
accounting experience. He has 116 months of experience, with a 24-month
experience requirement. '

The work reviewed was complete and no deficiencies were noted. The work was
adequate to support licensure.

Recommendation: Approve.
C10-026 — Applicant appeared and presented workpapers for her non-public
accounting experience. She has 28 months of experience, with a 12-month

experience requirement.

The work reviewed was complete and no deficiencies were noted. The work was
adequate to support licensure.

Recommendation: Approve.
' C10-027 — Applicant appeared and presented workpapers for her non-public
accounting experience. She has 26.75 months of experience, with a 12-month

experience requirement.

The work reviewed was complete and no deficiencies were noted. The work was
adequate to support licensure.

Recommendation: Approve.
C10-028 — Applicant appeared and presented workpapers for her non-public
accounting experience. She has 27.75 months of experience, with a 24-month

experience requirement.

The work reviewed was complete and no deficiencies were noted. The work was
adequate to support licensure.

Recommendation: Approve.
C10-029 — Applicant appeared and presented workpapers for her non-public
accounting experience. She has 36.75 months of experience, with a 12-month

experience requirement.

The work reviewed was complete and no deficiencies were noted. The work was
adeguate to support licensure.

Recommendation: Approve.
C10-031 — Applicant appeared and presented workpapers for her non-public

accounting experience. She has 24 months of experience, with a 24-month
experience requirement.
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The work reviewed was complete and no deficiencies were noted. The work was
adequate to support licensure.

Recommendation: Approve.

C10-032 — Applicant appeared and presented workpapers for his non-public
accounting experience. Applicant is currently licensed with general accounting
experience.

The work reviewed was complete and no deficiencies were noted. The work was
adequate to support licensure.

Recommendation: Approve.

The following Section 69 reviews took place on May 13, 2010, and are made
a part of these minutes.

C10-020 ~ Applicant and her employer appeared for a Section 69 review.
Applicant is disputing the negatively completed Gertificate of Attest Experience
submitted by her employer. Applicant is currently ticensed with general
accounting experience.

The employer's understanding of the Certificate of Attest Experience was
adequate. The work papers reviewed were adequate, however, the review, coupled
with the personal interview did not provide sufficient evidence to support the
applicant being recommended for licensure without a fully affirmatively completed
Certificate of Attest Experience.

Reoommendatlon Defer. In order to satlsfy the experlence requwements for the
authorization to sign attest reports, the applicant must obtain additional audit
experience. Any new experience must be performed under the supervision of a
licensee holding a valid active license to practice-public accountancy who is
authorized to sign attest reports. An affirmatively completed Certificate of Attest
Experience in either individual or composite form must be submitted. A
determination will then be made as to whether she needs to reappear with work
papers for the QC’s review.

While applicant is currently licensed with general accounting experience, she is
not permitted to sign reports on attest engagements of any kind.

C10-019 — Applicant and his employer appeared for a Section 69 review.
Applicant is currently licensed with general experience.

The employer's understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The work was adequate to support licensure.

Recommendation: Approve.
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The following personal appearance and Section 69 reviews took place on
June 24, 2010, and are made a part of these minutes. '

C10-021 — Applicant and her employer appeared for a Section 69 review. She
has 49.5 months of experience, with a 24-month experience requirement.

The employer’s understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The Work was adequate to support licensure.

Recommendatlon Approve.

C10-022 — Applicant and his employer appeared for a Section 69 review. He has
15.75 months of experience, with a 12-month experience requrrement

The employer’s understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The work was adequate to support licensure.

Recommendation: Approve.

C10-023 — Applicant and her employer appeared for a Section 69 review. She
has 30 months of experience, with a 12-month experience requirement.

The employer’s understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The work was adequate to support licensure.

Recommendation: Approve.

C10-024 — Applicant and his employer appeared for a Section 69 review. He'has
51.25 months of experience, with a 24-month experience requirement.

The employer’s understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The work was adequate to support licensure.

Recommendation: Approve.

C07-031 — Applicant and his employer appeared for a Section 69 review. He has
42.75 months of experience, with a 12-month experience requirement.

The employer’s understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The work was adequate to support licensure.

Recommendation: Approve.
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C10-025 — Appllcant appeared and presented workpapers for his non-public
accounting experience. Applicant is currently licensed with general accounting
experience.

The work reviewed was complete and no deficiencies were noted. The work was
adequate to support licensure.

Recommendation: Approve.

The following Section 69 review took place on July 13, 2010, and is made a
part of these minutes. '

C10-016 — Applicant's employer appeared for a Section 68 review. Applicant is
currently licensed with general accounting experience. ‘

The employer’'s understanding of the Certificate of Attest Experience was
adequate. The work reviewed was complete and no deficiencies were noted.
The work was adequate to support licensure.

Recommendation: Approve.
ADJOURNMENT
There being no further business to be conducted, the meeting was adjourned at

5:00 P:M:on July 29, 2010. The next meetmg of the CPA Quahﬂcatuons
Committee will be heldon January 26,2011 :

Fausto Hinojosa, Chair

Prepared by Melissa Cardenas, Licensing Analyst.
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MINUTES OF THE
September 21, 2010
ETHICS CURRICULUM COMMITTEE (ECC) MEETING

California Board of Accountancy
2000 Evergreen Street, Suite 250
Sacramento, CA 958151
Telephone: (916) 263-3680

ROLL CALL AND CALL TO ORDER.

ECC Agenda Item Il
January 26, 2011

Donald Driftmier, Chair, called the meeting of the ECC to order at 10:03 a.m. on
Tuesday, September 21, 2010, at the California Board of Accountancy. Mr. Driftmier
indicated that to ensure compliance with the Bagley-Keene Open Meeting Act, Section
11122.5(c)(6), if a majority of members of the full California Board of Accountancy
(CBA) are present at a committee meeting, members who are not members of that
committee may attend the meeting only as observers. CBA members who are not
committee members may not sit at the table with the committee, and they may not
participate in the meeting by making statements or by asking questions of any

committee members.

ECC Members
Donald Driftmier, Chair
Dave Cornejo
Gonzalo Freixes
Gary McBride
Jon Mikkelsen
Steven M. Mintz
Gary Pieroni
Michael Shames
Michael Ueltzen
Robert Yetman

Staff and Legal Counsel

Patti Bowers, Executive Officer

Dan Rich, Assistant Executive Officer

Dominic Franzella, Manager, Licensing

Cindi Fuller, Licensing Coordinator

Rich Andres, Information Technology Staff
Matthew Stanley, Legislation/Regulation Analyst
Gary Duke, Legal Counsel, DCA

10:03 a.m.
10:03 a.m.
10:03 a.m.
10:03 a.m.
10:03 a.m.
10:03 a.m.
10:13 a.m.
11:03 a.m.
10:03 a.m.
10:03 a.m.

to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.
to 3:04 p.m.



Spencer Walker, Legal Counsel, DCA

Other Participants

Hal Schultz, California Society of Certified Public Accountants (CalCPA)
Jeannie Tindel, CalCPA

Pilar Onate-Quintana, KP Public Affairs

Molly Isbel, KP Public Affairs

Joe Petito, The Accountants Coalition, PWC

Ellen Glazerman, Ernst & Young

Ramona Farrell, Ueltzen & Co.

Welcome and Introductions

ECC Chair Donald Driftmier called the meeting to order on September 21, 2010,
and asked ECC Members and CBA staff to introduce themselves. Gary Duke,
DCA Senior Staff Legal Counsel, introduced Spencer Walker, newly appointed
Legal Counsel for the CBA. Mr. Driftmier provided a brief overview on the
establishment of the ECC.

Introduction to the Bagley-Keene Open Meeting Act

Spencer Walker presented the memorandum (Attachment 1) for this item. Mr.
Walker recommended that each member attend the Department of Consumer
Affairs’ board member training. Mr. Walker advised the ECC members that all
state bodies are subject to the Bagley-Keene Open Meeting Act, including
advisory committees established by the CBA. Mr. Walker explained that the
purpose of the Bagley-Keene Open Meeting Act is to facilitate accountability and
transparency of governmental activities and protect the rights of citizens to
participate in State government deliberations. Mr. Walker provided ECC
members powerpoint copies of the Bagley-Keene Open Meeting Act
(Attachment 2) and copies of “A Handy Guide to the Bagley-Keene Open
Meeting Act 2004” (Attachment 3) prepared by the California Attorney General’s
Office. Mr. Walker reviewed the top ten rules of the Bagley-Keene Open Meeting
Act, as identified by the Department of Consumer Affairs Division of Legal Affairs,
and also answered questions regarding the meaning of a serial meeting and the
ability to use subcommittees.

Economic Travel — Official State Business

Mr. Rich presented the memorandum (Attachment 4) for this item on behalf of
Deanne Pearce, Chief, Licensing Division. Mr. Rich advised ECC members of the
requirement to complete a travel expense claim in order to receive reimbursement
for travel expenses and reinforced the importance of using the most economic
means of travel to meetings and also to hold meetings at low-cost or no-cost
locations. Mr. Rich explained that for future ECC meetings members will receive



VI.

a travel memorandum specifying the meeting location, driving directions,
information related to airline reservations, and CBA staff contact information.

Member Michael Shames arrived during the presentation of this agenda item and
was introduced by Mr. Driftmier.

Overview of the CBA and Common Services Provided by CPAs

Mr. Franzella presented the memorandum (Attachment 5) for this item. Mr.
Franzella advised ECC members the role of the CBA and the common services
provided by Certified Public Accountants (CPAs). This information was provided
for contextual purposes as members begin their discussion on the ethics study
guidelines.

Mr. Dirftmier noted that a number of CBA members sit on various committees
through the American Institute of Certified Public Accountants (AICPA) and
National Association of State Boards of Accountancy (NASBA).

Overview of Licensure Requirements and the Effects of Senate Bill 819 on the
Pathways to Licensure

Mr. Franzella presented the memorandum (Attachment 6) for this item.

Mr. Franzella clarified for committee members that Senate Bill (SB) 819 requires
the CBA to adopt the ECC’s recommendation for ethics study guidelines without
making any substantive changes. Mr. Yetman inquired what method is presently
used to determine whether a course meets the 24/24 requirement. Mr. Franzella
stated that the CBA generally relies on the transcripts.

ECC Directives and Goals
Mr. Franzella presented the memorandum (Attachment 7) for this item.

Mr. Mintz questioned whether the directive to determine the appropriateness and
feasibility implied that the final recommendation could be less than 10 units or no
ethics education. Ms. Tindel stated that as one of the individuals who helped craft
the compromise the committee is trying to implement, it was fully understood that
it might not be feasible for 10 units to be accomplished. She further stated that
the anticipation was if the recommendation was for less than 10 units of ethics
education then a statutory change would need to be pursued.

Members questioned the authority in addressing the appropriateness as it is not
specifically addressed in the legislative language. Mr. Franzella stated that the
appropriateness portion came specifically from the CBA. He stated that at the
November 2009 CBA meeting discussions were held that if the ECC came to the
conclusion that 10 units were not feasible, the CBA could then go back to the
Legislature to pursue a legislative change. Mr. Ueltzen stated he had limited
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fingerprints on SB 819 and the intent of stakeholders was to have academia,
specifically the ECC and not the profession, study the issue, and if 10 units were
not feasible then it was understood legislation would need to be pursued.

Mr. Freixes suggested should members decide to recommend less than 10 units
they should also come up with 10 units of curriculum as an option. Mr. Stanley
stated that the basic intent of the CBA was to have the ECC present their
recommendation of what they think best and then have the CBA go back and try
to get the law changed if needed.

Mr. Driftmier requested staff provide information on the impact should the ECC
recommend less than 10 units of ethics study.

Discussion Regarding Composition of the 10 Units of Ethics Study Required by
Business and Professions Code Section 5093

Ms. Fuller presented the memorandum (Attachment 8) for this item.

Mr. Driftmier provided members a copy of an article pertaining to the role schools
play in promoting corporate social responsibility (Attachment 9), as well as, a
sampling of courses taught at the University of California, Berkeley that could
possibly pertain to the topic of ethics. Mr. Yetman explained that simply because
a course was listed in a course catalog did not mean the course was actually
being offered, so if 10 units were found, to assume all of the hours would be
attainable to the student over a period of two or three years could be a mistake.

Members provided preliminary input on their particular institution as to the
feasibility of teaching a course, students taking a course, and where it would fall in
curriculum guidelines. In addition, extensive discussion was held regarding stand
alone ethics courses and courses where ethics was embedded.

Ms. Glazerman clarified the terms AQ - academically qualified - and PQ

- professionally qualified - and the relevance of the person teaching a course.

She further clarified that accreditation has everything to do with the business
school but if extension courses are offered outside of the business school they are
not necessarily part of the accreditation scope.

Mr. Shames stated that the University of San Diego had two courses specifically
dedicated to ethics. Mr. Driftmier expressed that this information would be
beneficial to members and requested Mr. Shames provide copies of the course
materials.

Mr. Driftmier requested members research their colleges/universities to find where
ethics was embedded in courses, the level the course was currently being taught,

in what department and who taught the course. Ms. Tindel requested that as part
of their research the definition of ethics also be included. Mr. Driftmier agreed and
requested the definition of ethics be included in the research.
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Members requested staff provide additional information regarding the ethics
requirements for other state boards of accountancy. Mr. Ueltzen requested
information on the development and implementation of the ethics requirements for
the state of Texas.

Mr. Petito raised concerns about California students taking courses outside of
California and how those courses, especially courses where ethics was
embedded, would meet California standards. He also suggested that there could
be some generic number that one could assume a student going through an
accredited school in an accounting program would have gotten for embedded
ethics courses.

Mr. Mikkelsen requested Mr. Ueltzen provide insight from the industry standpoint
and give his perspective regarding when ethics education should take place, what
should be taught in relation to ethics, and what might maximize the effectiveness
of the ethics education for those individuals actually in practice.

VIIl. Comments from Members of the Public.
To assist in calendaring future meetings, Mr. Franzella inquired if there was a
particular day of the week that was not good for members. There was a general
consensus that future meetings be held on a specific day of the week to assist
members in setting their school calendars. Ms. Bowers stated a survey would be
sent to members as to their preference.

ADJOURNMENT.

There being no further business to be conducted, the meeting was adjourned at 3:04
p.m. on Tuesday, September 21, 2010.

Donald A. Driftmier, Chair

Prepared by Cindi Fuller, Licensing Coordinator
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Roll Call and Call to Order.

Nancy Corrigan, Chair, called the meeting of the Peer Review Oversight
Committee (PROC) to order at 10:16 a.m.

Ms. Corrigan summarized the preparations for the first PROC meeting. Activities
included a number of telephone conferences between Ms. Corrigan and CBA staff,
members of the AICPA and the CalCPA, and representatives from the State of
Texas and the State of Nevada. Ms. Corrigan also attended a meeting with CBA
staff on October 6, 2010. Throughout the process, a variety of materials were
gathered and a great deal of work was completed. She emphasized that everyone
involved has been extremely supportive and understands that peer review is
crucial to the quality of public accountancy.

Introduction to the Bagley-Keene Open Meeting Act.

Gary Duke gave an overview of the Bagley-Keene Open Meeting Act (Act), which
applies to all state bodies except the State Legislature. The purpose of the Act is
to ensure that the people’s business is performed with openness and
transparency; allowing the public to know the reasons behind governmental
decisions and have an opportunity to participate in the making of those decisions.

During the discussion, Mr. Duke emphasized that emails are of particular concern
because if you “reply to all,” you are essentially making a communication to the
entire committee in violation of the Act.

Mr. Duke outlined the three essential elements required by the Act:

1. Adequate notice (10 days) of meetings that will be held and the items that will
be discussed,;

2. Meetings be conducted in open session;

3. Meetings provide the public with an opportunity to comment.

Mr. Duke explained the definition of a “meeting” and gave examples of situations in
which a majority of PROC members could be at a single location that would not
constitute a meeting. He also outlined the rules for disqualification and
abstentions.

Members were advised that it is appropriate for the CBA Executive Officer to
communicate with the entire PROC as long as she is not soliciting opinions of
other members’ comments.

Mr. Duke advised members that knowingly participating in a meeting that violates
the Act is a criminal misdemeanor. Further, any action taken by the PROC while in
violation of the Act will be declared null and void.

Members were provided with a Guide to the Bagley-Keene Open Meeting Act.



Economic Travel — Official State Business.

Nicholas Ng provided highlights from the Department of Consumer Affairs’ Travel
Guide and advised members that the State has increased its scrutiny of travel
expense claims. PROC members were encouraged to use the most economical
means of travel.

Mr. Ng provided the following tips to ensure that member’s claims are not denied
or reduced:

Time is a factor when claiming meal expenses; claims should be for the
actual amount of the expense, up to the maximum rates. No receipts are
needed for reimbursement, but should be kept for tax purposes.

Choices for travel: commercial air, private vehicle, rental car, bus, train, or a

combination thereof.

o Commercial air: the state contracts with Southwest, Alaska, Jet Blue,
United and Continental. Southwest is the preferred carrier. Members can
make reservations online at SWABIZ or use the State’s contracted travel
agent, The Travel Store. Even though the State is billed directly, a copy of
itinerary must be submitted with the travel claim.

o Use the most economical parking; typically long-term. A receipt is
required for reimbursement over $10.

o Rental Car: Enterprise is the State’s only contracted rental car company.
Reservations can be made online. When using a rental car:
= Do not use for personal business.
= Do not purchase insurance; it is already included in state rates.
= Refuel the car before returning it. Fuel is reimbursable, however, the

State will not reimburse for fuel service options or fuel provided by
Enterprise.
=  The maximum reimbursement is $40 per day for an economy car.
= A final rental agreement showing amount charged and payment
method are required for reimbursement.

o Private Vehicle: Reimbursement is $.50 per mile.

Lodging: Maximum reimbursement for lodging in most California counties is

$84 plus tax per night. Higher rates are available in certain counties.

All receipts provided for reimbursement must be original and show payment

method.

A cost comparison is required when electing to travel in a private vehicle in

lieu of commercial air.

Mr. Ng introduced Barbara Coleman, the CBA’s Personnel Analyst, who will
process all travel expense claims. Ms. Corrigan encouraged members to submit
their travel expense claims in a timely manner.

Members were provided with a copy of the DCA Travel Guide and Pocket Travel
Guide.



Role of the PROC.

Rafael Ixta gave an overview of the 2008 memorandum that outlined the roles and
responsibilities of the PROC, acknowledging that they are conceptual and will
begin to take shape at future meetings.

Mr. Ixta indicated that since CalCPA is the administering entity for AICPA, which is
currently the only Board-recognized peer review program provider, he will refer to
CalCPA when referring to the PROC's oversight responsibilities. If additional peer
review program providers are approved, the PROC will have the same oversight
responsibilities with respect to those programs. Mr. Ixta added that the PROC has
specific responsibility to develop the evaluation criteria and procedures for
recommending approving other peer review programs to the CBA.

Ms. Corrigan pointed out that the CBA'’s report to the Legislature is due

January 1, 2013. The work of the PROC will assist the CBA in gathering
information to assess the program and make recommendations regarding the
continuation of the program. Mr. Ixta added that the report to the Legislature must
include the impact of peer review on small businesses, small firms and non-profit
organizations. To collect this information, licensees will be asked to complete a
voluntary, confidential survey upon submission of their online peer review reporting
form. Mr. Ixta welcomed ideas from the PROC, AICPA and CalCPA on additional
ways of collecting information for the report.

Ms. Bowers pointed out that since peer review is a brand new program, the CBA
will look to the PROC for the expertise of its members to help assist and guide the
CBA in providing the oversight of the program. She added that staff will come
prepared to each meeting with research and documentation needed to provide
recommendations, but the PROC will be shaping and establishing the oversight
functions.

Mr. Ixta informed members that three proposed regulatory packages, including the
regulations making peer review permanent, have been submitted to the Office of
Administrative Law. It is expected that the regulations will be approved by the end
of December. At its next meeting, the CBA will consider proposed regulations
dealing with peer review provider reporting requirements for failed peer reviews.

Overview of the CBA'’s Peer Review Program.

April Freeman provided an overview on the CBA'’s role in mandatory peer review.
Members were provided with a brief summary of prior CBA and Task Forces’

considerations and recommendations for mandatory peer review implementation,
in addition to the current regulatory requirements. Ms. Freeman explained which
licensees were required to undergo peer review and how they report to the CBA.
Information about the impact on the CBA and outreach efforts was also provided.



VI.

VII.

VIII.

Overview of the Board-Recognized Peer Review Program.

Linda McCrone and Jim Brackens gave an overview of the peer review process.
Their presentation covered enrollment in the program, establishing a review year,
scheduling a review, selecting an appropriate peer reviewer/team, peer reviewer
qualifications, requests for extension, how engagement and system reviews are
performed and rated, cost, and program oversight.

In response to members’ questions, Ms. McCrone and Mr. Brackens explained that
firms that fail to cooperate with the peer review process can be expelled from the
program. They also discussed the Facilitated State Board Access (FSBA) Web
site which allows selected CBA staff to view specific firms’ peer review results and
documents.

Mr. Brackens advised members that confidentiality statements must be signed by
each member prior to them participating in any meetings at which specific peer
review reports are discussed. Staff will work with DCA Legal Counsel to resolve
this issue.

Discussion of Implementation Activities.

Ms. Corrigan acknowledged that the first meeting was meant to orient members
with duties and expectations of the PROC. She stated that members need to
review the oversight checklists received from Texas, Mississippi, and the AICPA
Peer Review Oversight Handbook, and be prepared to provide input at the January
2011 meeting. CBA staff was directed to make preliminary modifications to the
checklists to meet California’s needs.

At the January 2011 meeting, the PROC will make plans for members to
participate in CalCPA Report Acceptance Body (RAB) meetings and conduct the
annual administrative site visit of CalCPA Peer Review Program.

The PROC will also need to address if the roles and responsibilities adopted by the
CBA are appropriate. CBA staff will provide a list of roles and responsibilities as
outlined in statute and regulation.

AICPA Peer Review Exposure Draft, June 1, 2010.

Paul Fisher informed the PROC that the AICPA Peer Review Exposure Draft was
presented at the September 22, 2010 CBA meeting. The CBA directed the PROC
to prepare comments on the Exposure Draft. Although the deadline was August
31, 2010, AICPA will still accept comments.

Ms. Bowers stated that all aspects of peer review are important in California and
reiterated the standard CBA process is to assign tasks to committees. No due
date was given.
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Mr. Brackens said that if the comments were not ready for AICPA’s January 2011
Peer Review Committee meeting, the next meeting would be in May and the
AICPA is still interested in receiving comments from California.

Ms. Corrigan asked for volunteers to review the Exposure Draft and prepare
comments for the approval at the PROC meeting in January. T. Ki Lam and
Robert Lee volunteered.

Future Agenda Items and Meeting Dates.

Future agenda items include:
e PROC Roles and Responsibilities
e Oversight Checklists and Forms
e Comments on AICPA Peer Review Exposure Draft
¢ AICPA and CalCPA Meeting Dates

The PROC discussed having its next meeting on Thursday, January 27, 2011, in
conjunction with the CBA meeting. A location for the CBA meeting has not yet
been determined. If scheduling conflicts prohibit the PROC from meeting on
January 27", the alternative date is Thursday, January 20, 2011.

It was motioned by Sherry McCoy, seconded by Gary Bong and unanimously
carried by those present to set the next PROC meeting for Thursday, January
27, 2011, with an alternative date of Thursday, January 20, 2011.
Public Comment.

No comments were received.

Adjournment.

There being no further business, the meeting was adjourned at 4:10 p.m.

Nancy Corrigan, Chair

April Freeman, Peer Review Analyst, prepared the PROC meeting minutes. If you
have any questions, please call (916) 561-1720.
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Discussion of Exposure Draft Regarding UAA Section 3 and UAA Rules Article 14

In 1984, the National Association of State Boards of Accountancy (NASBA) and the
American Institute of Certified Public Accountants (AICPA) published the first joint
model bill on the regulation of public accountancy. It would come to be called the
Uniform Accountancy Act (UAA). According to the AICPA, the UAA is a model
licensing law developed to provide a uniform approach to regulation of the
accounting profession which, in general, promotes key concepts aimed at mobility
and easing reciprocity, while strengthening public protection.

The UAA itself is analogous to a state’s codes on the accounting profession. In
California, this would be the Accountancy Act in the Business and Professions
Code (B&P). The accompanying UAA Model Rules are analogous to a state’s
regulations such as the California Board of Accountancy (CBA) Regulations.

This model law and its accompanying rules are continually evolving as
amendments are made to them on a regular basis. These amendments are
presented to the public as Exposure Drafts. During the Exposure Draft phase, the
public, state boards, and the profession can comment on the proposed changes.

The Exposure Draft (Attachment 1) before the CBA now relates to the issue of firm
names. Specifically, this Exposure Draft would add a definition of “Network” and
“Network Firm” to Section 3 (Attachment 2) of the UAA. It would also amend UAA
Rule 14-1 to provide specific criteria on which firm names are misleading and what
is considered permissible. And finally, commentary is being added to Rule 14-1 to
clarify that firm names are an important consideration when viewed in the context of
interstate mobility. In developing this Exposure Draft, the AICPA and NASBA
considered a White Paper on CPA Firm Names (Attachment 3) published in
August of 2009 and the AICPA’s Professional Ethics Executive Committee’s
Interpretation 101-17 (Attachment 4) regarding “Networks and Network Firms.”
Staff will take any comments on this Exposure Draft that the CBA may wish to make
and communicate them to NASBA and the AICPA.



Discussion of Exposure Draft Regarding UAA Section 3 and
UAA Rules Article 14
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California law and the CBA’s regulations (Attachment 5) are relatively silent on the
issue of firm names. Business and Professions Code 85060 is the most explicit
stating that false and misleading names are not allowed and giving the CBA the
authority to define what that means in regulation. Section 5073 delineates firm
ownership requirements to use the terms CPA or CPAs in the firm name. And
Section 67 of the CBA Regulations states that fictitious names must be registered
with the CBA.

In the past, the CBA Licensing Division approved or disapproved firm names based
on whether it thought the name was misleading. However, it was determined, in
conjunction with DCA Legal Counsel, that, due to the lack of clarity in the law, this
process could be viewed as an underground regulation. Since that time, the
Licensing Division has approved all name requests, and any complaints regarding
names have been referred to Enforcement for investigation.

In the last three years, the Enforcement Division has investigated 216 instances
involving firm names; however, only 26 of those were due to consumer complaints.
The remainder were a result of proactive staff investigations. The vast majority of
these were resolved through cease and desist compliance with only four cite and
fines, and five resulting in disciplinary action stemming from other violations.

Staff have reviewed the Exposure Draft and would like to point out a few areas that
may be of concern to the CBA. The first potential concern is some vague
terminology that is used in a few places. These terms should be further defined or
every state board will interpret them in differing ways. For instance, Section
3(n)(2)(d) and (e) use terms like “ongoing collaboration” and “significant part.”

The second potential concern involves the proposed UAA Rules 14-1(a)(1)(C)
which would prohibit the title “CPAs” in a firm name if an individual, whose name is
a part of that firm name, is not a licensed CPA. B&P 85079 states, in part, that
public accountancy firms in California are allowed to have non-licensee owners.
However, nothing in this section either prohibits or specifically allows the use of a
non-licensee owner’'s name from being a part of the firm’s name. It is possible, but
unknown at this time, if there are firms licensed by the CBA that would be in
violation of the proposed UAA Rule should it be adopted in California.

The final potential concern involves the direct correlation between this Exposure
Draft and the issue of mobility. There is, at the end of the UAA Rule 14-1 proposal,
a Comment. Comments of this type are allowed in the UAA, but there is no
equivalent in California regulations. This Comment indicates that the purpose of
encouraging uniform definitions for acceptable firm names is mobility. The
Comment specifically says that, “it is the policy of this state to promote interstate
mobility.” This comment may or may not be objectionable to some CBA Members.



Discussion of Exposure Draft Regarding UAA Section 3 and
UAA Rules Article 14

Page 3 of 3

At this time, staff is seeking any comments the CBA may wish to make regarding
this Exposure Draft. The deadline for comments to be submitted is March 4, 2011.
Staff will assemble any CBA comments into a letter that will be submitted by the
required deadline. Staff request that the CBA delegate final approval of such a
letter to the CBA President.

Further, staff are seeking guidance on further actions the CBA may wish to pursue
regarding these changes. If the CBA feels that these, or some of these, proposals
are worth incorporating into California law, staff believe that the changes would not
need to be made in the B&P Code, but could be accomplished through regulation.

At the CBA's direction, staff could prepare regulatory language and bring it before

the CPC at a future meeting.

Attachments



Attachment 1

EXPOSURE DRAFT
PROPOSED REVISIONS TO

AICPA/NASBA UNIFORM ACCOUNTANCY ACT and
NASBA UNIFORM ACCOUNTANCY ACT RULES

SECTION 3 and Article 14

December 2010
2009 — 2010 AICPA UAA Committee 2009-2010 NASBA UAA Committee
Kevin Currier, CPA — Chair Laurie Tish, CPA - Chair
Gary Bolinger Sharron Cirillo, PA
Conrad Davis, CPA Donald Driftmier, CPA
Sharon Jensen, CPA Andrew DuBoff, CPA
Richard Jones, CPA J. Dwight Hadley, CPA
Stephen McConnel, CPA Robert Hyde,CPA
Kevin McCoy, CPA Thomas Mulligan, CPA
Gary Mclintosh, CPA Ronald Nielsen, CPA
Kevin Mitchell, CPA Robert Pearson, CPA
W.G. Spoor, CPA Lisa Mays Stickel, CPA
Melanie Thompson, CPA James F. Thielen, CPA

Nancy Wolven-Juron, CPA

Please submit comments by March 4, 2011 to:

Aaron Castelo — acastelo@aicpa.org
or
Louise Dratler Haberman — Ihaberman@nasba.org
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INTRODUCTION

December 7, 2010

The AICPA/NASBA Uniform Accountancy Act (UAA) Committee has worked over the past year to
consider guidelines as to what are and what are not misleading CPA firm names. The proposed changes
to the Uniform Accountancy Act (UAA) and Uniform Accountancy Act Model Rules (Model Rules) in
this exposure draft are the result of these efforts.

AICPA and NASBA began considering these firm name issues in August 2008 when the leadership of the
two organizations called for the formation of a joint group to study CPA firm names. This study group
was formed because of the lack of uniformity at the state level and the inconsistent guidance and practice
surrounding the definition and use of permissible CPA firm names. The study group published a White
Paper on CPA Firm Names in August 2009. In the conclusion, the White Paper urged the
AICPA/NASBA UAA Committee to use the discussion and conclusions to help make appropriate
conforming revisions to the UAA Statute and Model Rules.

During deliberations, the UAA Committee sought guidance from AICPA’s Professional Ethics Executive
Committee (PEEC), and carefully considered definitions and concepts from PEEC’s Interpretation 101-17
under Rule 101. This Interpretation was finalized in 2010 by the Professional Ethics Executive
Committee and is effective for engagements after July 1, 2011. The Interpretation addresses when firms
and entities in associations that share certain characteristics are considered to be a Network and therefore
must be independent of certain attest clients of the other Network firms. Additionally, the UAA
Committee also considered concepts in the AICPA Code of Professional Conduct Rule 505 “Form of
Organization and Name,” and PEEC’s Ethics Ruling 179 “Practice of Public Accounting Under Name of
Association or Group.”

The discussion and conclusions noted in the White Paper on CPA Firm Names and the PEEC’s
Interpretations and Rules form the foundation of the proposed revisions to the UAA and the Model Rules.
These proposed revisions are intended to provide the statutory and regulatory framework to CPA Firms
and the State Boards of Accountancy who regulate them on acceptable CPA firm names configurations,
Network or otherwise, and to provide public protections from CPA firm names which may be considered
misleading.

If you need additional assistance or have questions, please contact Aaron Castelo at AICPA at 202-434-
9261 or Louise Haberman at NASBA at 212-644-6469.

Thank you for your continued support and assistance.

Sincerely,
Kevin E. Currier, CPA Laurie J. Tish, CPA
AICPA UAA Committee Chair -2010 NASBA UAA Committee Chair - 2010



SUMMARY OF PROPOSED REVISIONS

The proposed changes add a definition of “Network” and “Network Firm” to the
Uniform Accountancy Act.

A new Rule 14-1 is being proposed to provide guidance to State Boards and firms
on CPA Firm names. The new rule provides specific criteria on which names
should be considered misleading and which are permissible, and sets guidelines for
the usage of Network Firm names.

New language is being recommended to the commentary of Rule 14-1 of the
Uniform Accountancy Act Model Rules to recognize implications to mobility
when considering CPA Firm names.



TEXT OF PROPOSED STATUTE REVISIONS BY SECTION

Note: The material set out below is the proposed statutory text and
commentary of the relevant UAA provisions. The proposed language to be
added is underlined, and proposed deleted language is stricken-through.

SECTION 3
DEFINITIONS

3 (n) “Network” means an association of two or more entities that includes at
least one CPA firm that:

(1) Cooperates pursuant to an agreement for the purpose of enhancing the
firms’ capabilities to provide professional services, and;

(2) Shares one or more of the following characteristics:

(a) The use of a common brand name, including common initials, as part
of the firm name;

(b)Common _control, as defined by generally accepted accounting
principles in the United States, among the firms through ownership,
management, or other means;

(c) Profits or _costs, excluding costs of operating the association, costs of
developing audit methodologies, manuals and training courses, and
other costs that are immaterial to the firm;

(d)Common business strategy that involves ongoing collaboration
amongst the firms whereby the firms are responsible for
implementing the association’s strategy and are held accountable for
performance pursuant to that strategy;

(e) Significant part of professional resources;

(f) Common_quality control policies and procedures that participating
firms are required to implement and that are monitored by the
association.




A Network may comprise a subset of entities within an association if only
that subset of entities cooperates and shares one or more of the
characteristics set forth in the previous list.

3 (0) “Network Firm” means a CPA Firm, as defined in Section 3 (g), that is
part of a Network, as defined in Section 3(n).

COMMENT: For the purposes of subsection (2)(f), “monitored” means the
process comprising an ongoing consideration and evaluation of the firm’s
system of quality control, the objective of which is to enable the association to
obtain reasonable assurance that the firm’s system of quality control is designed
appropriately and operating effectively.




TEXT OF PROPOSED RULES REVISIONS BY ARTICLE

Note: The material set out below is the proposed rules text and commentary
of the relevant UAA provisions. The proposed language to be added is
underlined, and proposed deleted language is stricken-through.

ARTICLE 14
UNLAWFUL ACTS

Rule 14-1 - Misleading CPA Firm names.

(a) A misleading CPA Firm name is one which:

(1) Contains any representation that would be likely to cause a reasonable
person to misunderstand or be confused about the legal form of the
firm, or about who are the owners or members of the firm, such as a
reference to a type of organization or an abbreviation thereof which
does not accurately reflect the form under which the firm is organized,
for example:

(A) Implies the existence of a corporation when the firm is not a
corporation such as through the use of the words “corporation,”




“incorporated”, “L.td.”., “professional corporation”, or an
abbreviation thereof as part of the firm name if the firm is not
incorporated or is not a professional corporation;

(B) Implies the existence of a partnership when there is not a
partnership such as by use of the term “partnership” or “limited
liability partnership” or the abbreviation “L.L.P.” if the firm is

not such an entity:

(C) Includes the name of an individual who is not a CPA if the title
“CPAs” is included in the firm name;

(D) Includes information about or indicates an association with
persons who are not members of the firm, except as permitted
pursuant to Section 3(n) and 3(o) of the Act: or

(E) Includes the terms "& Company.'" "& Associate," or
"Group," but the firm does not include, in addition to the named
partner, shareholder, owner, or member, at least one other
unnamed partner, shareholder, owner, member, or staff

employee.

(2) Contains any representation that would be likely to cause a reasonable
person to have a false or unjustified expectation of favorable results or
capabilities, through the use of a false or unjustified statement of fact as
to any material matter;

(3)Claims or implies the ability to influence a regulatory body or official;

(4)Includes the name of an owner whose license has been revoked for
disciplinary reasons by the Board, whereby the licensee has been
prohibited from practicing public accountancy or prohibited from using
the title CPA or holding himself out as a Certified Public Accountant.

(b)The following types of CPA Firm names are not in and of themselves
misleading and are permissible so long as they do not violate the provisions
of Rule 14-1(a):

(1) A firm name that includes the names of one or more former or




present owners:

(2) A firm name that excludes the names of one or more former or
present owners;

(3) A firm name that uses the CPA title as part of the firm name when
all named individuals are owners of the firm who hold such title or
are former owners who held such title at the time they ceased to be
owners of the firm;

(4) A firm name that includes the name of a non-CPA owner if the CPA
title is not a part of the firm name;

(c) The following types of Network Firm names are not in and of themselves
misleading and are permissible so long as they do not violate the provisions
of Rule 14-1(a), and when offering or rendering services that require
independence under AICPA standards, a firm that is part of a Network
and a Network Firm, as defined in Section 3(0) of the Act, shall be
required to comply with AICPA independence standards applicable to
Network Firms:

(1) A firm name that uses a common brand name, or shares common
initials, as part of the firm name, provided the firm is a Network
Firm as defined in Section 3(0) of the Act;

(2) A Network Firm, as defined in Section 3(0) of the Act, may use the
Network name as the firm name, provided it also shares one or more
of the characteristics described in Section 3(n)(2) (b) through
3(m)(2)(f) of the Act.

COMMENT: With regard to practice in this State under Section 7(a)(1)(c),
7(a)(2) or 7(a)(3) of the Act, in determining whether a CPA Firm name is
misleading, the Board recognizes that it is the policy of this State to promote
interstate mobility for CPAs and CPA firms which employ them, and shall also
consider the basis for approval of the same CPA Firm name by another state's
board of accountancy.




Note: Current UAA Rules 14-3 Safe Harbor Language will be re-numbered to
Rule 14-2.

10



gtate ?f Ce;lif]?(r:nia Affai California Board of Accountancy
epartment of Lonsumer Aftairs 2000 Evergreen Street, Suite 250
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Memorandum

To

From

Subject :

CBA Agenda Item XV.E
January 27-28 2011

. CBA Members Date:  January 13, 2011

Telephone :(916) 561- 1789
Facsimile :(916) 263- 3675
E-mail . Ihersh@cba.ca.gov

: Lauren Hersh

Information & Planning Manager
Press Release Focus

Staff will provide suggestions for an appropriate focus for the press release to be
issued following each CBA meeting. This is a dynamic analysis based on the
activities of each CBA meeting; however an analysis of the agenda would indicate
the likelihood that the post-meeting press release would involve information
regarding CBA legislative initiatives for 2011.

Press Releases

Six press releases were issued since the November 2010 CBA meeting, including
three enforcement actions sent to newspapers in the greater Los Angeles area and
the Central Valley, the CBA’s post meeting release focusing on the election of
officers, the announcement unveiling CBA’s Twitter and Facebook, and a preview of
the January 2011 CBA meeting. (Attachment 1) These releases were distributed via
Twitter in addition to E-News and the traditional distribution method to the press, and
going forward, releases will also be posted on Facebook. The use of social media to
augment distribution enables the CBA to get the information directly to followers and
subscribers.

Staff is available to answer any questions CBA members may have regarding this
update.
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NEWS RELEASE

FOR IMMEDIATE RELEASE Contact: Lauren Hersh (916) 561-1789
1-11-11

CALIFORNIA BOARD OF ACCOUNTANCY
NOW ON TWITTER AND FACEBOOK

Debut ‘just in time” for tax season

SACRAMENTO- The California Board of Accountancy (CBA) is now on Twitter, the
social networking tool that allows followers to receive “tweets” - brief messages of
interest. The CBA is tweeting accounting-related consumer information, tips for
accounting students and faculty, as well as information and updates for its more than
85,000 licensees. The CBA also has a Facebook page, which includes links to helpful

information and CBA tweets.

CBA Executive Officer Patti Bowers says the foray into social media especially makes
sense at a time when information is so important and the state fiscal situation so

challenging.

“We are always looking for new opportunities to reach consumers with information they
need to help them make informed decisions, as well as new ways to reach licensees,
exam and licensing candidates, accounting educators and students,” said Bowers.
“Making the most of social media increases our ability to reach people without

increasing our costs.”



Since the launch, the CBA has been reminding consumers what they need to ask for
before hiring a CPA, informing new accounting students of upcoming educational
requirements which will be required for California CPAs, and informing CPAs and the
public of changes in accounting-related law and regulations before they become
effective. With the beginning of “tax season,” many messages will focus on tax-related

information.

The CBA Web site, www.cba.ca.gov features buttons which link to its Twitter page

http://twitter.com/CBAnews and the CBA Facebook page
http://www.facebook.com/pages/California-Board-of-Accountancy/139337249423654.

Created by statute in 1901, the CBA’s mandate requires that protection of the public
shall be its highest priority in exercising licensing, regulatory, and disciplinary functions.
The CBA currently regulates more than 85,000 licensees, the largest group of licensed
accounting professionals in the nation, including individuals, partnerships, and

corporations.

More information about the California Board of Accountancy is available at

www.cba.ca.qov

HHEH



NEWS RELEASE

FOR IMMEDIATE Contact: Lauren Hersh (916) 561-1789
RELEASE
11-24-10

CALIFORNIA BOARD OF ACCOUNTANCY SELECTS
NEW LEADERSHIP

(Sacramento, CA) —The California Board of Accountancy (CBA) has elected its

new leadership going forward into 2011.

Ms. Sarah (Sally) Anderson, CPA, of Newport Coast, CA, was unanimously
elected to the office of CBA President at the CBA meeting in Irvine, CA
November 18, 2010. Ms. Anderson most recently served as CBA Vice-President
and previously as a member since her appointment to the CBA by Governor

Arnold Schwarzenegger in 2007.

Mr. Marshal Oldman, Esg., of Westlake Village, CA was elected CBA Vice-
President, and Ms. Leslie LaManna, of San Diego, CA was elected
Secretary/Treasurer. Mr. Oldman has served on the CBA since 2006 and Ms.
LaManna, since 2004. Both Mr. Oldman and Ms. LaManna were elected by

unanimous vote.

Officers serve a one year term, effective the date of their election. The CBA is
scheduled to meet next on January 27-28, 2011, in Southern California.

Created by statute in 1901, the CBA’s mandate requires that protection of the

public shall be its highest priority in exercising licensing, regulatory, and



disciplinary functions. The CBA currently regulates more than 85,000 licensees,
the largest group of licensed accounting professionals in the nation, including

individuals, partnerships, and corporations.

More information about the California Board of Accountancy is available at

www.cba.ca.gov, where you can also sign up to receive timely updates via CBA'’s

E-News. You can also follow us on Twitter at http://Twitter.com/CBANews

HiH
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PRESS ADVISORY

FOR IMMEDIATE RELEASE Contact: Lauren Hersh (916) 561-1789
1-18-11

CALIFORNIA BOARD OF ACCOUNTANCY TO MEET IN IRVINE;
WILL LOOK AT MOBILITY ISSUE
(Sacramento, CA) —The California Board of Accountancy (CBA) will take a look at the
issue of mobility, cross-border practice and a national database designed to validate the
licensing status of CPAs throughout the country, when it meets Thursday, January 27,
2011, 1:00 p.m. — 5:00 p.m. and Friday, January 28, 2011, 9:00 a.m. — 4:30 p.m. at

the Crowne Plaza Irvine, 17941 Von Karman Avenue, Irvine, CA 92614.

This is a public meeting and members of the press are welcome to attend.

Mobility and cross-border practice refer to the ability of California-licensed CPAs to
practice public accountancy in states where they do not hold a license. The CBA will
hear an educational presentation by the National Association of State Boards of
Accountancy (NASBA) on its concept of mobility and other states’ practice, as well as a
presentation on the Accountancy Licensee Database (ALD). According to NASBA, the
ALD was designed to ease the barriers to interstate practice.

CBA meetings may be viewed live on the CBA Web site at www.cba.ca.gov. Updates

are also available via Twitter at http://twitter.com/CBAnews and on Facebook at

http://www.facebook.com/pages/California-Board-of-Accountancy/139337249423654.

A copy of the full January 27-28 CBA meeting agenda is available online at:

http://www.dca.ca.gov/cba/meetings/materials/2011/mat0111cba.pdf
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