A.
Rule 101--Independence.  A member in public practice shall be independent in the performance of professional services as required by standards promulgated by designated bodies.


‑‑in appearance, other's perception of your independence.

     
‑‑in fact, must maintain an unbiased attitude.

Interpretations indicate independence is impaired that if: 


1.
You are an officer, director, trustee, etc. of a client.


2.
You have any direct interest or material indirect interest

         

in or with your client.


    
a.
Direct interest= You, your immediate family or your partner own stock of a client


    
b.
Material indirect interest= Mutual fund with heavy investment in client securities


3.
Involved with actual or threatened litigation by or against client (generally not impaired    if third party) .


4.
Audit fee from prior years is still due.

     
5.
You have any loan to or from client, officer, stockholder, etc., (unless under normal lending procedures, terms, and requirements)     

Interpretations indicate that independence is not impaired if:  
     
1.
CPA is a director of a nonprofit organization where board is large and representative of community 
leadership 


     
a.
Position is purely honorary and identified as such

          

b.
CPA does not vote or participate in management affairs


2.
A retired CPA is associated with clients (e.g. serves on their board) as long as the retired CPA is no longer active in the firm and the client fees do not have a material effect on CPA's retirement benefits. 


3.
The CPA who performs write-up services does not assume role of employee or management (e.g. consummate transac​tions, have custody of assets, prepare source documents, make decisions).  The client must understand the F/S and accept them as own. 



--For non‑SEC clients can rent block computer time to clients



--For SEC clients CPA cannot maintain accounting records or rent block time 

B. Other points to know about independence:



1.
Meaning of independence terminology and the effect of family relationships on independence 


    
a.
Rule 101 refers to the member being independent, which includes 



        
-All partners or shareholders in a firm



    
-All full and part time employees of a firm participating on engagement in an office  performing a significant portion of the engagement



Effect of family relationships on independence 



i.
Spouse and dependent persons -- same as member, except spouse may be employed by client if s/he does not exert significant  influence over client's operating, financial, or accounting  
policies.  If spouse is in audit sensitive position (subject to significant internal controls--cashier, internal auditor, etc.) member should not participate in engagement.



ii.
Non-dependent close relatives--normally not considered, but member independence is impaired if:




1.
Professional participating on job has close relative with significant influence, audit sensitive position, or material financial interest in client and professional knows




2.
A partner or managerial employee--in office has a close relative who can exert 
significant influence



iii.
Other family considerations--consider whether reasonable person aware of all facts and considering normal strength of character and normal behavior would question.


2.
A CPA's financial interest in non-clients may have an effect on independence when those non-clients have financial interest (investee or investor) in CPA's clients 



Definitions 



Investor ‑‑ (1) a parent or (2) another investor that holds an interest  in another company (investee) 


which gives it the ability to exercise  significant influence over the investee 



Material Investee -- investor’s carrying amount of investment is 5% or more of investor's total assets or investor's equity in investee's income is 5% or more of the investor's income 



Material financial interest -- 5% or more of member's net worth. 


     
Provisions 



a.
Where a non-client investee is material to a client investor, any direct or material indirect financial interest by CPA in a non-client investee impairs independence 



b.
Where a client investee is material to a non-client investor, any direct or material indirect
financial interest of a CPA in a non-client impairs independence 



c.
Careful consideration should be given to situations involving brother‑sister common control or client‑non-client joint ventures 



d.
Where a non-client investee is not material to a client investor, an immaterial financial interest of a CPA in the non-client investee would not be considered to impair independence; a material one would 



e.
Where a client investee is not material to a non-client investor, an immaterial or material financial interest of a CPA in a non-client investor will not generally impair independence with respect to the investee; the exception case is when the member owns so much of the non-client so as to be able to significantly influence the nonclient's actions -- then not independent. 

Independence Chart

Yes indicates that independence is impaired as a result of the financial or managerial interest indicated.

No indicates that independence is not impaired as a result of the financial or managerial interest indicated.
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