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BEFORE THE
BOARD OF ACCOUNTANCY
DEPARTMENT OF CONSUMER AFFAIRS
STATE OF CALIFORNIA

In the Matter of the Accusation No. AC-96-27
Against:

DEFAULT DECISION
CHERYL LYNN MORTEN AND ORDER

7612 Corona Court
Fontana, California 92336

Certificate No, CPA 40866

Respondent.

On November 12, 1996, Accusation Number AC-96-27 was filed by
Complainant Carol B. Sigmann (hereinafter referred to as "Complainant”) in her official
capacity as Executive Officer of the Board of Accountancy (hereinafter referred to as "the
Board"), Department of Consumer Affairs of the State of California against Cheryl Lynn
Morten (hereinafter referred to as "the Respondent”), holder of Certificate Number 40366.

On November 22, 1996, the Accusation along with the Statement to
Respondent, excerpts from California Government Code, sections 11507.5, 11507.6 and

11507.7, a Request for Discovery, and a Notice of Defense (hereinafter referred to as "the

Accusation Package") was served on Respondent by certified mail addressed to Respondent at

7612 Corona Court, Fontana, California 92336.
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Pursuant to California Code of Regulations, Title 16, Section 3, as a holder of
a certificate from the Board, Respondent is required to notify the Board, in writing, of any
change in his/her address within 30 days of such change. Respondent’s current mailing
address of record with the Board is 7612 Corona Court, Fontana, California 92336.

Respondent has been served with the Accusation Package in a manner
authorized by California Government Code, section 11505 (c) and California Code of Civil
Procedure, section 1l. Respondent has failed to file a Notice of Defense as permitted by
California Government Code, section 11506 (a), and has otherwise failed to request a hearing,
object or otherwise contest the Accusation. Respondent has waived her right to a hearing on
the Accusation and is in default. Because of respondent’s waiver, and pursuant to California
Government Code, section 11520(a), the Board takes action on the Accusation without a
hearing based upon the Accusation and documentary evidence on file, and makes the
following findings of fact and determination of issues.

FINDINGS OF FACT

1. Complainant, Carol B. Sigmann, the Executive Officer of the Board of
Accountancy, made and filed Accusation No. AC-96-27 in the above-entitled matter solely in
her official capacity.

2. On or about August 3, 1984, respondent was issued Certificate Number
40866 by the Board. Said’ceniﬁcate expired on August 1, 1990, and was in a delinquent
status and was not valid from August 1, 1990, through July 31, 1995. On July 31, 1995,
said certificate was renewed for the period August 1, 1990, through July 31, 1992. As of
February 7, 1996, said certificate remains in a delinquent status.

3. Respondent performed audits of the financial statements of Southland
Community Services for the fiscal years ending June 30, 1991, June 30, 1992, and June 30,
1993 (hereinafter "audit reports”). The audit reports prepared by respondent exhibit the
same deficiencies and departures from applicable professional standards as follows:
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a. Respondent issued audit reports which each omit a statement that an
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, and assessing the accounting principles used and significant
estimates made by management.

b. Respondent issued audit reports which each omit an opinion covering
the client’s cash flows for the year.

c. Respondent issued audit reports which each omit specific identification
of each financial statement in the introductory paragraph of the report.

4. The statements of cash flows presented with the Respondent’s audit
reports exhibit gross departures from professional standards in both format and disclosures.
The statements of cash flows do not provide a reconciliation of net income to net cash flows
from operating activities.

5. Respondent prepared audit reports that failed to describe uncertainty
about Southland Community Services’ ability to continue as a going concern.

a. Respondent issued an unqualified opinion for the fiscal year ending
June 30, 1993, which failed to include relevant factors pertaining to the decline in Southland
Community Services’ financial condition from 1990 through 1993.

b. Respondent failed to evaluate whether there was substantial doubt about
Southland Community Services’ ability to continue as a going concern for a reasonable
period of time, not to exceed one year, beyond the date of the financial statements be'mg
audited.

C. Respondent failed to include an explanatory paragraph in the audit
reports reflecting the conclusion that there is substantial doubt about Southland Community
Services’ ability to continue as a going concern.

6. Respondent’s license expired on August 1, 1990.

Respondent prepared audit reports dated February 22, 1992, December 22, 1992, and
November 1, 1993, for the fiscal years ending June 30, 1991, June 30, 1992 and June 30,
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1993, respectively. The audit reports were prepared when Respondent’s license was in an
expired status. |

7. Respondent prepared audit reports dated December 22, 1992, and
November 1, 1993, on letterhead bearing the name "C. L. Morten and Associates, Certified
Public Accountants”. This fictitious name has not been approved by the Board in any form.
Further, as a sole practitioner, Respondent is not entitled to utilize the plutal term
"accountants” as part of her firm’s name.

g. Respondent represented to the Board in a letter dated September 15,
1989, that she was "not operating under the name "C.L. Morten and Associates,” and that
"all publication[s] sent to me have been read and corrective actions taken."

9. Despite Respondent’s representations to the Board, the letterhead of
Respondent’s audit reports thereafier dated November 22, 1992, and December 1, 1993, bear
the name "C. L. Morten and Associates, Certified Public Accountants”. This fictitious name
has not been approved by the Board in any form. Further, as a sole practitioner, Respondent
is not entitled to utilize the plural term "accountants” as part of her firm’s name.

10.  Respondent’s address of record with the Board, as of March 24, 1989,
was 2728 Bearcreek, Ontario, California. This address appears on Respondent’s audit report
for Southland Community Services for the fiscal year ending June 30, 1991.

a. Respondent’s audit report for Southland Community Services for the
fiscal year ending June 30; 1992, bears the address 10565 Civic Center Drive, Rancho
Cucamonga, California.

b. Respondent’s audit report for Southland Community Services for the
fiscal year ending June 30, 1993, bears the address 3856 West Martin Luther King
Boulevard, Los Angeles, California.

C. Respondent was located during the investigation of the facts supporting
this Accusation at the address 13540 Dana Court, Fontana, California.

11

o




10
11

12

16
17
18
19
20
21
22
23
24
25
26

27

d. Respondent advised the Board’s investigator that her current address is
7612 Corona Court, Fontana, California, as of January 20, 1995.

11.  Respondent failed to notify the Board of her address changes since she
last renewed her license after completing the August 1, 1986 though July 31, 1988 licensing

period.

DETERMINATION OF ISSUES

1. Because of the above findings of fact, cause for disciplinary action against
respondent exists for violating provisions of the Board and the rules and regulations adopted

by the Board.

2. Cause for discipline exists pursuant to California Business and Professions

Code, section 5100(c) for gross negligence in failing to comply with the Codification of

Statements on Auditing Standards promulgated by the American Institute of Certified Public

Accountants (hereinafter referred to as "AU § _ "). AU § 508.06 requires specific
identification of each financial statement in the introductory paragraph of the auditor’s report.
AU § 508.08 requires that the report include specific language regarding what an audit
entails, and an opinion that encompasses the entity’s cash flows. Cause for discipline exists
for each item set forth in Findings of Fact No. 3, for each of the audit reports prepared by
respondent for the fiscal years ending June 30, 1991, June 30, 1992, and June 30, 1993.

3. Cause for discipline exists pursuant to California Business and

Professions Code Section 5100(c) for gross negligence in failing to comply with the

Statements of Financial Accounting Standards ["SFAS "] promulgated by the Financial

Accounting Standards Board. SFAS Number 95, paragraphs 14 through 24, require that a

LA "

statement of cash flows classify cash receipts and cash payments by "investing,” "financing,

or "operating” activities. Cause for discipline exists for the conduct set forth in Findings of
Fact No. 4, for each of the audit reports prepared by Respondent for the fiscal years ending
June 30, 1991, June 30, 1992, and June 30, 1993.
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4. Cause for discipline exists pursuant to California Business and

Professions Code Section 5100(c) for gross negligence in failing to comply with the

Codification of Statements on Auditing Standards ["SAS"] promulgated by the American

Institute of Certified Public Accountants. SAS No. 59 and AU § 341.02 provide that the
auditor has a responsibility to evaluate whether there is substantial doubt about an entity’s
ability to continue as a going concern for a reasonable period of time, not to exceed one year
beyond the date of the financial statements being audited. AU § 341.12 further provides that
the audit report must include an explanatory paragraph, if, after considering all relevant
factors, the auditor concludes that there is substantial doubt about an entity’s ability to
continue as a going concern. Cause for discipline exists for each item set forth in Findings
of Fact No. 5, for the audit report prepared by Respondent for the fiscal year ending June
30, 1993.

5. Cause for discipline exists pursuant to California Business and

Professions Code Section 5030 for engaging in the practice of public accountancy, as
described in Section 5051, in this State without a valid permit issued by the Board, by reason
of Findings of Fact No. 6.

6. Cause for discipline exists pursuant to Regulation Section 67, for
practicing under a name other than her own until such name has been registered with and
approved by the Board, by reason of Findings of Fact No. 7.

7. Cause for discipline exists pursuant to Regulation Section 66, ‘for using
a plural designation in her firm’s name when sﬁe is a sole practitioner, by reason of Findings
of Fact No. 8.

8. Cause for discipline exists pursuant to California Business and

Professions_Code Section 5100(f) since Respondent willfully violated a rule or regulation

promulgated by the Board requiring the Board to approve all fictitious names and preventing
Respondent from using plural nomination, by reason of Findings of Fact Nos. 8 and 9.

11




10

11

12

13

15

16

17

18

18

20

21

22

23

25

26

27

9. Cause for discipline exists pursuant to the mandatory provisions of
Regulation Section 3 which require permit holders to notify the Board of address and
business connections and changes in writing, by reason of Findings of Fact Nos. 10 and 11.

DISCIPLINARY ORDER

WHEREFORE, IT IS ORDERED:

Certificate Number 40866 issued to Cheryl Lynn Morten is hereby revoked.

Respondent shall not be deprived of making any showing by way of
mitigation; however, such showing shall be made to the Board prior to the effective date of
this Default Decision.

This Default Decision shall become effective on the

__ 2nd day of MAY 1997.

DATED: APRIL 2, 1997

OV —

Board of Accountancy
Department of Consumer Affairs
State of California
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DANIEL E. LUNGREN, Attorney General
of the State of California
DESIREE A. O‘BRIEN, State Bar # 157464
Deputy Attorney General
300 South Spring Street, 10 North
Los Angeles, California 90013
Telephone: (213) 8%97-2578

Attorneys for Complainant

BEFORE THE

In the matter of the Accusation No. AC-96-27
Against:
ACCUSATION
CEERYL LYNN MORTEN

7612 Corona Court
Forntana, California ©232:¢g

Certificate No. CPA 40B&%

S Nt Sl Sl N St ' o S St e St

Complainant, Carol B. Sigmann, as cause for disciplinary
action, alleges:

1. Complainant Cercl B. Sigmann ("Complainant'") 1is the
executive Ofificer of the Celifornia Board of Accountancy
("Board") and makes and Iiles the Accusation solely in her
official capacity.

LICENSE STATUS

2. On or about August 3, 1984, Certificate Number 408és6
was 1lssued by the Board to Cheryl Lynn Morten {"Respondent").
Said certificate expired on August 1, 1990, and was in a

delinguent status and was not valid from August 1, 1990 throuch
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July 31, 1995. On July 31, 1995, said certificate was renewed
for the period ARugust 1, 1990 through July 31, 1592. BAs of

February 7, 19%6, said certificate remains in a delinguent

status.
STATUTES
3. This Accusation is made in reference to the following

sections of the Californiz Business and Professions Code.

a. Secticn 5100 provides that the Board may revoke,

h

suspend cr refuse tc renew any permit or certificate

O

issued by the Board, or may censure the holder of any
such permiz or certilicate for unproifessional conduct
which includes, cut :is not limited to, one or any
combinaticn of the Izllicwing:

(c} DSishoresty, fraud, or gross negligernce

in the practics of public accountancy.

(f) #wWillful wviclation of this chapter or any

rule or regulation promulgated by the Board

under the authcrity granted under this

chapter.
b. Section 5050 prcvides that no person shall engage
in the practice of public accountancy in this State

without & valid permit to practice issued by the Board.

REGULATIONS

4. This Accusation is made in reference to the following
regulations of the California Code of Regulations, Title 16
("Regulation"):

a. Section 67 prohibits a licensee from practicing

under a name other than her own until such name has
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been registered with and approved by the Board.

b. Section 66 prcvides that a licensee shall not use

P

-

a firm name which includes plural terms such as "and
Associates, " unless she maintains a full-time
professional staff consisting of a licensee or an
employee or asgistant as described in Section £053 of

the Accountancy Act. An individual practitioner shal

jt

not use the plurzl cesignation "Certified Pubiic
Accountants®.
c. Section 3 prcovides that it is mandatory Ioxr every
permit holder tc file, in writing, with the Beard at
the time of pavmen:t of her renewal fes, her address and
business connecticns and to notify the Board, iz
writing, withirn 27 Zays of any change therecf cccurring
during the renewal ceriod.

AUDIT REPORTS OF FINANCTAI, STATEMENTS QF SOUTHLAND

COMMUNITY SERVICES FOR THE FISCAL YEARS ENDING
JUNE 30, 1981, JUNE 30, 1982 AND JUNE 30, 1993

5. Respondent periormed audits of the financizsl statements
of Southland Community Ssrvices for the fiscal years ending June

30, 1991, June 30, 1%¢%z, and June 30, 1953 (hereinaicer "audl:

fum

reports"). The audit rsports prepared by respondent exhibit tre
same deficiencies and cespartures from applicable professional
standards as follows:

a. Respondent issued audit reports which each omit a
statement that an audit includes examining, on a test basis,

evidence supporting the amounts and disclosures in the financizl

n

tatements, and assessing the accounting principles used and

significant estimates made by management.

(VS
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b. Respondent issued audit reports which each omit an
opinion covering the client’s cash flows for the year.

C. Respondent issued audit reports which eachkomit
specific identification of each financial statement in the
introductory paragraph of the report.

6. As =z result of the conduct described in paragraph §,

Respondent 1is subject to discipline under California Business and

Professions Code Section 5100(c) for gross negligence in failing

to comply with the Codification of Statements on Auditing

Standards promulgated by the American Institute of Certified

Public Accourntants (herzinafter referred to as "AU §  *).

2U § 508.06 reguires spsciiic identification of each financial
statement in The introducticry paragraph of the auditcr’s reocor:
AU § 508.08 resguires that the report include specific languacs

recarding what an audit entalils, and an opinion that encompassss

. -

the entity’s cash flows. Respondent is subject to discipline for
each item set forth in paragraph 5, for each of the audit reports
prepared by respondent for the fiscal years ending June 30, 1891,

June 30, 19 nd June 30, 1893,

e
[\
st}

i

)

7. The statements ¢ cash flows presented with the

b

Respondent ‘s audit reports exhibit gross departures from
professional standards in both format and disclosurss. The
statements of cash flows cdo not provide a reconciliaticn of nec
income to net cash flows from operating activities.

8. As a result of the conduct described in paragraph 7,

Respondent is subject to discipline under California Businegs and

Professions Code Section 5100(c) for gross negligence in failing

to comply with the Statements of Financial Accounting Standarcs

1>
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["SFAS"] promulgated by the Financial Accounting Standards Board.
SFAS Number 95, paragraphs 14 through 24, require that a
scatement of cash flows classify cash receipts and czash payments
by "investing," "financing," or "operating" activities.
Respondent is subject to discipline for the conduct set forth in
paragraph 7, for each of the audit reporis prepared Iy Respondent
for the fiscal vears ending June 30, 1921, June 30, 189%2, and
June 30, 1583.

9. Respondent prepared audit reports that fziled to
describe uncertainty about Southland Community Services' abiiity

tc continue as a golng concern.

a. Respondent issused an unqualifisd opinicn Zzr the figcal
! year ending June 30, 1833, which failed to include rszlevan:t

-

nland Commirnity

rl
oy

factors pertaining to tns decline in So
Services’ financial condition from 1950 through 188:Z.

b. Resvondent failed to evaluate wnether thers was
substantial doubt about Southland Community Services’ abilicy to

continue as a golng concern for a reasonable period of time, not

tc exceed one yesar, beyond the date of the financial statemsnis

o
{8
',..

ing eaudited.

c. Respondent failed to include an explanatory paracrath
in the audit reports reflecting the conclusion that there is
substantial doubt about Scuthland Community Services’' ability to
centinue as a going concern.

10. 2s a result of the conduct described in paragraph 9,

o

Respondent is subject to discipline under California Business an

Professions Code Section 5100(c) for gross negligence in failing

te comply with the Codification of Statements on Auditing
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Standards ["SAS"] promulgated by the American Institute of
Certified Public Accountants. SAS No. 59 and AU § 341.02 provide
that the auditer has a responsibility to evaluate whether there
is substantial doubt about an entity’s ability to continue as &
going concern for a reasonable period of time, not to exceed one

ate of ie financial stateme eing audited.
dat f the fina 1 stat nts being dit

0]

vear beyond th

AU § 341.12 further provides that the audit report must include

an explanatory varagraph, if, after considering all relevant

[

factors, the auaitor concludes that thers isg substantizal doubt
about an entity’s ability to continue &s & goling concern.

Respondent 1s subject to discipline for each item set forth in

EXA , fcrotl zucit r r reparsd Respondent for the
paragraph &, £ the audit report prepvarsd by Respondent for t

PRACTICING WITHOUT A LICENSE

11. Respondent’s license expired on Rugust 1, 1590.
Respondent prerared audit reports dated Fsbruary 22, 1992,
December 22, 1992, and November 1, 1993, for the fiscal vyears
ending June 30, 1981, June 30, 1992 and June 30, 1983,
respectively. The audit reports were prepared when Respondent’s
license was in an expired status.

12. As & result of the conduct described in paragraph 11,

Respondent is subject to discipline under California Business and

Professions Coce Section 5050 for engeging in the practice of

public accountancy, as described in Section 50%1, in this State
without a valid permit issued by the Board.

USING AN UNAPPROVED FICTITIOUS NAME

13. Respondent prepared audit reports dated December 22,

1992, and Novempber 1, 1993, on letterhead bearing the name "C. L.
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Morten and Associates, Certified Public Accountants®". This
fictitious name has not been approved by the Board in any form.
Further, as a sole practitioner, Respondent is not entitled to
utilize the plural term "accountants" as part of her firm’s name.
14. As a result of the conduct described in paragraph 13,
Respondent is subject to discipline under Regulation Section 67,
for practicing under a name other than her own until such name

been registered with and approved by the Board.
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15. As a result cf the conduct described in raragraph 13,
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Respondent 1is subject to discipline under Regu
for using a plural designation in her firm’s name wrnsn she is a
scle practitionexr.

WILFUL VIOLATION OF BOARD RULES
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16. Respondent represented to the Board in &

s
cr
jay
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Sevtember 15, 1989, that she was "nct operating uncs
"C.L. Morten and Associates," and that "all publication[s] sent
to me have been read and corrective actions taken.®

17. Despite Respondent’s representations to ths Board, the
lezterhead of Respondent’s audit reports thereafter dated

Ncvember 22, 18%2, and December 1, 1993, bear the name "C. L.

Morten and Associates, Cerxtified Public Accountants”". This

i

titious name has not been approved by the Board in any form.
Further, as a sole practitioner, Resvondent is not entitled to

utilize the plural term "accountants" as part of her firm’s name.

Jot

18. 2s a result of the conduct described in paragraphs 15§

arnd 17, Respondent is subject to discipline under Cealiforni

i

Business and Professions Code Section 5100(f) since Respondent

willfully violated a rule or regulation promulgated by the Board
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requiring the Board to approve all fictitious names and
preventing Respondent from using plural nomination.

FAILURE TO NOTIFY BOARD OF CHANGE OF ADDRESS

19. Respondent’s address of record with the Board is 2728
Bezrcreek, Ontario, California. This address appears on
Respondent ‘s audit report for Southland Community Services for
the fiscal year ending June 30, 1991.

a. Respondent’s audit report for Southland Community
Services for the fiscal vyear ending June 30, 1992, bears the
address 10565 Civic Center Drive, Rancho Cucamonga, Californiza.

b. Regpondent’s audit report for Scuthland Community
Services for the fiscal vezr ending June 30, 1993, bears the

address 3856 West Martin Lutner King Eculevard, Los Angeles,

c. Respondent was located during the investigation ci tre

]

facts supporting this Accusation at the address 13540 Dana Courc,
Fontana, California.

d. Respondent advised the Board‘s investigator that

D
]

v
(63}
O
h

current address is 7612 Corona Court, Fontana, California,
January 20, 1895.
20. Respondent failed to notify the Board of her address

=
(U4

changes since she last renewed her license after completin

i
m

August 1, 1986 though July 31, 1988 licensing period.

21. As a result of the conduct described in paragraphs 19
and 20, Respondent is subject to discipline under the mandatory
provisions of Regulation Section 3 which require permit holders
to notify the Board of address and business connections and

changes in writing.
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WHEREFORE, Complainant requests a hearing be held on the
matters alleged herein, and that following said hearing, a
decision be issued:

1. Revoking or suspending Certificate number 40866
herstofore issued to Respondent Cheryl Lynn Morten;

2. Directing Respondent Cheryl Lynn Morten to pay to the

Zozrd a reasonable sum for its investigation and enforcement

i costs of this action, including attorney’s fees; and

3. Taking such other and further action as the Board deems

vroper.

patED:_ /U ‘JA«7/4%;ff?@§é

(il k

CARCL E. SICMANN /
Executive Qfficer

Board ¢f Accountanc

Departmznt of Consumer Affairs
State ¢ California
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