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SUMMARY 

The Arizona S t a t e  Board o f  Accountancy was c r e a t e d  i n  1919 t oge the r  wi th  t h e  

f i r s t  accountancy laws. The Board is  r e spons ib l e  f o r  a d m i n i s t r a t i o n  and 

enforcement of  Arizona laws concerning t h e  p r a c t i c e  of  account ing.  These 

d u t i e s  inc lude  examination of a p p l i c a n t s ,  i s suance  of  c e r t i f i c a t e s  t o  

i n d i v i d u a l s  t h a t  have f u l f i l l e d  examinat ion,  experience and o t h e r  

requirements;  r e g i s t r a t i o n  of firms and i n d i v i d u a l s  t o  p r a c t i c e  account ing  and 

i n v e s t i g a t i o n  of  complaints and v i o l a t i o n s  of  accountancy law. 

Arizona accountancy law provides  f o r  two types  of  c e r t i f i c a t e s  t o  be i s s u e d ,  

t h e  C e r t i f i e d  P u b l i c  Accountant and t h e  P u b l i c  Accountant. I n d i v i d u a l s  meeting 

requirements  can be c e r t i f i e d  and a r e  then  allowed t o  use t h e  r e se rved  t i t l e s  

of  l lCe r t i f i ed  Pub l i c  Accountant" and "Publ ic  Accountant." 

The S t a t e  Board o f  Accountancy c o n s i s t s  of  f i v e  members, f ou r  of whom a r e  

r equ i r ed  t o  be C e r t i f i e d  P u b l i c  Accountants and one member t o  r e p r e s e n t  t h e  

pub l i c  a t  l a r g e .  The Board a l s o  has an advisory  committee o f  f o u r  P u b l i c  

Accountants whose r e s p o n s i b i l i t i e s  i nc lude  provid ing  advice  and a i d  t o  t h e  

Board on ma t t e r s  a f f e c t i n g  Pub l i c  Accountants. 

The a c t i v i t i e s  of  t h e  Board and i ts  a d m i n i s t r a t i v e  o f f i c e  are funded through 

f e e s  charged f o r  examination, c e r t i f i c a t i o n  and r e g i s t r a t i o n ,  t e n  percent  of  

which a r e  depos i ted  i n  t h e  s t a t e  genera l  fund. 

Our review of  t h e  S t a t e  Board o f  Accountancy r evea l ed  t h a t  un l ike  40 o t h e r  

s t a t e s ,  Arizona does n o t  l i c e n s e  accountan ts  bu t  i n s t e a d  uses  a l e s s  extreme 

form of  r e g u l a t i o n  c a l l e d  "Reserve of  T i t l e . "  A s  a r e s u l t ,  p o t e n t i a l  f o r  

f i n a n c i a l  harm e x i s t s  f o r  t h e  genera l  pub l i c  i n  Arizona. (page 2 3 )  

Our review revea led  t h a t  t h e  Pub l i c  Accountant c l a s s i f i c a t i o n  i s  unnecessary. 

(page 45) 



I n  a d d i t i o n ,  o u r  review d i s c l o s e d  t h e  performance o f  t h e  S t a t e  Board o f  

Accountancy i n  i n v e s t i g a t i n g  and r e s o l v i n g  c o m p l a i n t s  and rev iewing  t h e  

competency o f  c e r t i f i c a t e  h o l d e r s  h a s  been s u p e r i o r  when c o n t r a s t e d  w i t h  o t h e r  

Arizona s t a t e  r e g u l a t i n g  b o d i e s  and o t h e r  s t a t e  boards  of accoun tancy .  The 

Board n o t  only  i n v e s t i g a t e s  and r e s o l v e s  c o m p l a i n t s  it r e c e i v e s ,  b u t  a c t i v e l y  

pursues  a  l i m i t e d  q u a l i t y  review program. However, it a p p e a r s  t h a t  t h i s  

program can be expanded t o  i n c l u d e  a r e a s  n o t  c u r r e n t l y  s u b j e c t  t o  review. 

( p a g e  5 5 )  

Our review a l s o  d i s c l o s e d  t h a t  t h e  S t a t e  Board o f  Accountancy h a s  been 

s u b s t a n d a r d  i n  its encouragement and u s e  o f  p u b l i c  i n p u t  i n  its o p e r a t i o n s .  

I n f o r m a t i o n  r e g a r d i n g  proposed r u l e s ,  r e g u l a t i o n s  and l e g i s l a t i v e  changes  h a s  

p r i m a r i l y  been p rov ided  t o  r e g i s t r a n t s  and n o t  t h e  consumer. (page  7 5 )  

Our review r e v e a l e d  t h e  S t a t e  Board o f  Accountancy can reduce o p e r a t i n g  c o s t s  

by approx imate ly  $28,000 o v e r  a  four -yea r  p e r i o d  by a d o p t i n g  a b i e n n i a l  

r e g i s t r a t i o n  c y c l e  and by au tomat ing  t h e  r e g i s t r a t i o n  p r o c e s s  and maintenance 

of i n v e s t i g a t i v e  f i l e s .  I n  a d d i t i o n ,  S t a t e  g e n e r a l  fund i n t e r e s t  e a r n i n g s  can 

b e  i n c r e a s e d  by as much as approx imate ly  $27,000 i n  f o u r  y e a r s .  ( p a g e  81) 

F i n a l l y ,  an  a n a l y s i s  o f  e n t r a n c e  r e q u i r e m e n t s  r e v e a l e d  t h a t  f i v e  a r e a s  

i n c l u d i n g  e d u c a t i o n ,  examina t ion ,  a g e ,  r e s i d e n c y  and moral  c h a r a c t e r  a r e  

a s s e s s e d  b e f o r e  pe r sons  a r e  c e r t i f i e d  by t h e  S t a t e  Board o f  Accountancy. (page  

89  

It is recommended t h a t  : 

1.  The performance o f  t h e  a t t e s t  f u n c t i o n  be  l i m i t e d  t o  i n d i v i d u a l s  

approved by t h e  S t a t e  Board o f  Accountancy and ,  t h e r e f o r e ,  r e q u i r e d  

t o  adhere  t o  t h e  American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  Accountants  

s t a n d a r d s  f o r  a u d i t i n g  and a c c o u n t i n g  p r i n c i p l e s .  (page  49)  

2. The P u b l i c  Accountant  c l a s s i f i c a t i o n  be e l i m i n a t e d  through 

d e s i g n a t i o n  o f  t h e  c l a s s i f i c a t i o n  a s  a  "dying c l a s s "  t h a t  w i l l  a l l o w  

c u r r e n t  c e r t i f i c a t e  h o l d e r s  t o  r e t a i n  t h e i r  c e r t i f i c a t e s  u n t i l  they  

no l o n g e r  wish t o  do so .  (page  54)  



3. The S t a t e  Board o f  Accountancy r e q u e s t  an  At to rney  G e n e r a l ' s  o p i n i o n  

r e g a r d i n g  t h e  Board 's  l e g a l  a u t h o r i t y  t o  expand i t s  q u a l i t y  r ev iew program 

t o  i n c l u d e  a u d i t  r e p o r t s  and f i n a n c i a l  s t a t e m e n t s  performed f o r  

commercial and n o n p r o f i t  o r g a n i z a t i o n s  and c o r p o r a t i o n s  by c e r t i f i e d  

a c c o u n t a n t s .  Wi th in  90 days  a f t e r  r e c e i v i n g  t h e  At to rney  Genera l  o p i n i o n ,  - 
t h e  Board shou ld  f o r m u l a t e  a p o l i c y  r e g a r d i n g  t h e  expans ion  o f  i t s  q u a l i t y  

review program and communicate t h i s  p o l i c y  t o  a p p r o p r i a t e  S e n a t e  and House 

o f  R e p r e s e n t a t i v e s  committees.  (page  73 ) 

4. The Board a d o p t  methods t o  encourage p u b l i c  i n p u t  and p a r t i c i p a t i o n  i n  t h e  

promulgat ion o f  r u l e s  and r e g u l a t i o n s  and t h e  development of l e g i s l a t i v e  

p r o p o s a l s .  (page  80)  

5. ARS 32-730 r e q u i r i n g  a n n u a l  r e g i s t r a t i o n  be  amended t o  a l l o w  l e s s  f r e q u e n t  

r e g i s t r a t i o n .  L e g i s l a t u r e  and t h e  Governor approve t h e  S t a t e  Board o f  

Accountancy budget t o  i n c l u d e  c o s t s  f o r  au tomat ing  t h e  p r o c e s s i n g  o f  d a t a .  

The Board review methods f o r  au tomat ion  and implement t h e  method w i t h  

maximum c o s t  s a v i n g s  and f l e x i b i l i t y  f o r  f u t u r e  needs.  ( p a g e  88)  



INTRODUCTION AND BACKGROUND 

I n  response t o  a  September 19,  1978, r e s o l u t i o n  o f  t h e  J o i n t  L e g i s l a t i v e  Budget 

Committee and a  January 18, 1979, r e s o l u t i o n  o f  t h e  J o i n t  L e g i s l a t i v e  Oversight  

Committee, t he  Off ice  o f  the  Auditor  General has  conducted a  performance a u d i t  

a s  p a r t  o f  t h e  sunse t  review o f  t h e  S t a t e  Board o f  Accountancy i n  accordance 

with ARS 41-2351 through 41-2374. 

The S t a t e  Board of  Accountancy i s  composed o f  f i v e  members, f ou r  o f  whom a r e  

requi red  by Arizona s t a t u t e *  t o  be  C e r t i f i e d  Publ ic  Accountants and one member 

t o  r ep re sen t  the  pub l i c  a t  l a rge .  

The Board is r e spons ib l e  f o r  t h e  admin i s t r a t i on  and enforcement of  Arizona laws 

concerning the  p r a c t i c e  o f  account ing.  Board d u t i e s  inc lude :  

1 .  Adminis t ra t ion o f  i n i t i a l  examination t o  be a  c e r t i f i e d  accountant .  

2. Issuance o f  c e r t i f i c a t e s  t o  i n d i v i d u a l s  meeting educa t ion ,  t e s t i n g  

and experience requirements .  

3. Annua l r eg i s t r a t i on  o f  c e r t i f i e d  i n d i v i d u a l s ,  p a r t n e r s h i p s  and 

p r o f e s s i o n a l  co rpo ra t i ons .  

4. Resolut ion o f  complaints  and v i o l a t i o n s  o f  Arizona accountancy laws. 

The Board and its o f f i c e  a r e  funded through f e e s  charged f o r  examination, 

c e r t i f i c a t i o n  and r e g i s t r a t i o n .  Ten percent  of  t h e  f e e s  rece ived  a r e  depos i ted  

i n  t he  s t a t e  gene ra l  fund while  t he  remaining n ine ty  percent  a r e  used f o r  Board 

ope ra t i ons  wi th in  t h e  l i m i t s  o f  an annual  budget approved by the  l e g i s l a t u r e .  

Table  1 summarizes t he  a c t u a l  f e e  r e c e i p t s ,  expendi tures  and fu l l - t ime  

equ iva l en t  employees o f  t h e  S t a t e  Board o f  Accountancy f o r  f i s c a l  y e a r s  1975-76 

through 1977-78 and p r o j e c t i o n s  f o r  f i s c a l  yea r s  1978-79 and 1979-80. 

* Appendix I con ta in s  s e l e c t e d  Arizona S t a t u t e s  regard ing  the  accountancy 
p ro fe s s ion .  



TABLE 1 

F i s c a l  Year 

ACTUAL AND PROJECTED FEE RECEIPTS, 
EXPENDITURES AND FULL-TIME EQUIVA- 
LENT EMPLOYEES (FTE) FOR THE STATE 
BOARD OF ACCOUNTANCY D U R I N G  FISCAL 

YEAR 1975-76 THROUGH 1979-80 

A c t u a l  P r o j e c t e d  

Net R e c e i p t s  ( f e e s )  * $80,180 $1 27,530 $1 52,540 $1 45,420 $205,860 
Expend it u r e s  83,420 108,620 136,880 160,600 222,200 

Change i n  Fund Balance  ( 3 , 2 4 0 )  18,910 15,660 (15 ,180)  (16 ,340)  

Beginning Fund Balance  36,200 32 ,960 51,870 67,530 52,350 a 
Ending Fund Balance  $32,960 $ 51,870 $ 67,530 $ 52,350 $ 36,010 

Full-Time E q u i v a l e n t  
Employees - 3 - 3 - - 5 - - 7 - - 7 - - 

Accounting P r o f e s s i o n  Def ined 

Accounting is d e f i n e d  i n  Arizona law** as: 

"any accoun t ing  s e r v i c e ,  i n c l u d i n g  r e c o r d i n g  and 
summarizing f i n a n c i a l  t r a n s a c t i o n s ,  a n a l y z i n g  and 
v e r i f y i n g  f i n a n c i a l  i n f o r m a t i o n ,  r e p o r t i n g  o f  f i n a n c i a l  
r e s u l t s  t o  an employer,  c l i e n t s  o r  o t h e r  p a r t i e s  and 
r e n d e r i n g  o f  t a x  and management s e r v i c e s  t o  an  employer,  
c l i e n t s  o r  o t h e r  p a r t i e s . "  

According t o  t h e  American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  Accountants :  

"Accounting is a s e r v i c e  a c t i v i t y .  Its f u n c t i o n  is t o  
p r o v i d e  q u a n t i t a t i v e  i n f o r m a t i o n ,  p r i m a r i l y  f i n a n c i a l  i n  
n a t u r e ,  a b o u t  economic e n t i t i e s  t h a t  is  i n t e n d e d  t o  be 
u s e f u l  i n  making economic d e c i s i o n s .  . .Through t h e  
f i n a n c i a l  a c c o u n t i n g  p r o c e s s ,  t h e  myriad and complex 
e f f e c t s  o f  t h e  economic a c t i v i t i e s  o f  a n  e n t e r p r i s e  a r e  
accumulated,  a n a l y z e d ,  q u a n t i f i e d ,  c l a s s i f i e d ,  r e c o r d e d ,  
summarized and r e p o r t e d . .  ." 

Accountants  a r e  employed i n  government,  p r i v a t e  i n d u s t r y ,  e d u c a t i o n  and i n  

p u b l i c  a c c o u n t i n g  ( t h e  o f f e r i n g  o f  a c c o u n t i n g  s e r v i c e s  t o  t h e  g e n e r a l  p u b l i c ) .  

P u b l i c  accoun t ing  can i n c l u d e  a  wide range  o f  s e r v i c e s  i n c l u d i n g  t a x  and 

management s e r v i c e s ,  r e c o r d i n g  and a n a l y z i n g  f i n a n c i a l  d a t a  and t h e  a u d i t  o r  

a t t e s t  f u n c t i o n .  

* Amount is n e t  a f t e r  d e p o s i t i n g  t e n  p e r c e n t  o f  t h e  amount r e c e i v e d  i n  t h e  
s t a t e  g e n e r a l  fund. 

** S t a t e  law a s  amended i n  1979. 
5  



The r e c o r d i n g  and a n a l y z i n g  o f  f i n a n c i a l  d a t a  i n c l u d e s  e s t a b l i s h i n g ,  modifying 

o r  m a i n t a i n i n g  accoun t ing  sys tems.  Tax s e r v i c e s  i n c l u d e  t a x  c o n s u l t i n g ,  t a x  

p l a n n i n g  and t a x  r e t u r n  p r e p a r a t i o n  w h i l e  management s e r v i c e s  may be  a n a l y z i n g  

m a r k e t s ,  product  and market  f e a s i b i l i t y ,  consumer a t t i t u d e s ,  a c t u a r i a l  and 

g e n e r a l  management c o n s u l t i n g .  The a t t e s t  f u n c t i o n  is t h e  performance o f  an 

a u d i t  and e x p r e s s i o n  o f  an  o p i n i o n  on t h e  f i n a n c i a l  s t a t e m e n t s  o f  an  

o r g a n i z a t i o n .  

Regu la t ion  o f  t h e  Accounting P r o f e s s i o n  

The f i r s t  l e g i s l a t i o n  r e g u l a t i n g  accountancy i n  t h e  Uni ted  S t a t e s  wa,s 

e s t a b l i s h e d  by t h e  S t a t e  o f  New York i n  1896. I n  1919 Arizona l e g i s l a t o r s  

passed  t h e  first Arizona accountancy l a w  and c r e a t e d  t h e  Board o f  Accountancy,  

t h e  f o r e r u n n e r  o f  t h e  p r e s e n t  Arizona S t a t e  Board o f  Accountancy. By 1925 a l l  

s t a t e s ,  i n c l u d i n g  Arizona,  had some form o f  accountancy l e g i s l a t i o n .  

A s  o f  March 1979, 40 o f  t h e  50 s t a t e s  (80 p e r c e n t )  have enac ted  l e g i s l a t i o n  

t h a t  r e s t r i c t s  t h e  performance o f  t h e  a t t e s t  f u n c t i o n  t o  l i c e n s e  h o l d e r s .  T h i s  

t y p e  of  l e g i s l a t i o n  is c a l l e d  a " l i c e n s i n g n  l a w .  Ten o t h e r  s t a t e s  (20 

p e r c e n t ) ,  i n c l u d i n g  Ar izona ,  r e s t r i c t  t h e  use  o f  t h e  t i t l e s  C e r t i f i e d  P u b l i c  

Accountant ,  t h e i r  a b b r e v i a t i o n s  and s i m i l a r  t i t l e s  t o  t h e  c e r t i f i c a t e  h o l d e r  

through a " r e s e r v e  o f  t i t l e M  law. * 

Arizona l a w  p r o v i d e s  f o r  two t y p e s  o f  c e r t i f i c a t e s  t o  be  i s s u e d .  One, t h e  

C e r t i f i e d  P u b l i c  Accountant ,  r e q u i r e s  passage  o f  a n a t i o n a l  examina t ion ,  

a p p r o p r i a t e  e d u c a t i o n  and two y e a r s  o f  a c c e p t a b l e  e x p e r i e n c e .  The o t h e r ,  

P u b l i c  Accountant ,  r e q u i r e s  passage  o f  c e r t a i n  s u b j e c t s  of  t h e  n a t i o n a l  

examina t ion  p l u s  s p e c i f i e d  e d u c a t i o n a l  and e x p e r i e n c e  r e q u i r e m e n t s .  

I n d i v i d u a l s  meeting t h e s e  r e q u i r e m e n t s  can be c e r t i f i e d  and a r e  then  a l lowed t o  

use  t h e  t i t l e  " C e r t i f i e d  P u b l i c  Accountant" o r  " P u b l i c  Accountant ."  

Q Appendix I1 c o n t a i n s  a comparison o f  s t a t e  accountancy laws.  



Both the  examinat ion f o r  p r o f i c i e n c y  and t h e  s t a n d a r d s  f o r  performance i n  

accountancy t h a t  t h e  S t a t e  Board o f  Accountancy h a s  adopted a r e  developed and 

updated n a t i o n a l l y  through t h e  American I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  

Accountants  (AICPA). The r o l e  o f  t h e  Board i n c l u d e s  t h e  a d m i n i s t r a t i o n  o f  t h e  

n a t i o n a l  examina t ion  i n  Arizona and i n t e r p r e t a t i o n  o f  t h e  AICPA s t a n d a r d s  i n  

c a s e s  o f  compla in t  o r  v i o l a t i o n  o f  Arizona accountancy l a w .  

The Board h a s  an a d v i s o r y  committee o f  f o u r  members n o t  l e s s  t h a n  t h r e e  o f  whom 

must be P u b l i c  Accountants  a c t i v e  i n  p u b l i c  p r a c t i c e  i n  t h i s  s t a t e .  Committee 

r e s p o n s i b i l i t i e s  are t o  a d v i s e  and a i d  t h e  Board i n  m a t t e r s  a f f e c t i n g  P u b l i c  

Accountants  and t o  v o t e  a s  a body w i t h  t h e  Board on m a t t e r s  p e r t a i n i n g  t o  

P u b l i c  Accountants .  

The Board ' s  r e s p o n s i b i l i t i e s  f o r  r e g u l a t i n g  t h e  accountancy p r o f e s s i o n  i n  

Arizona have s t e a d i l y  expanded as t h e  number o f  c e r t i f i c a t e  h o l d e r s  h a s  

i n c r e a s e d .  Tab le  2 summarizes t h i s  growth f o r  f i s c a l  y e a r s  1975-76 th rough  

1977-78 and i ts  p r o j e c t e d  c o n t i n u a t i o n  through f i s c a l  y e a r  1979-80. 

ACTUAL AND PROJECTED EXAMINATION, 
CERTIFICATION AND CERTIFICATE RENEWAL 

ACTIVITY OF A R I Z O N A  STATE BOARD 
OF ACCOUNTANCY FISCAL YEARS 1975-76 

THROUGH 1979-80 

C a n d i d a t e s  
Examined 

P e r c e n t a g e  
I n c r e a s e  

F i s c a l  Year Number Over 1975-76 

C e r t i f i c a t e s  
Granted 

P e r c e n t a g e  
I n c r e a s e  

Number Over 1975-76 

R e g i s t r a t i o n s  
Renewed 

Percen tage  
I n c r e a s e  (I 

Number Over 1975-76 



I n  a d d i t i o n ,  t h e  i n i t i a t i o n  by t h e  Board o f  an  a c t i v e  q u a l i t y  moni to r ing  and 

review program has  a l s o  i n c r e a s e d  t h e  l e v e l  o f  t h e  Board 's  a c t i v i t y .  Using t h e  

s e r v i c e s  o f  a  c o n t r a c t e d  i n v e s t i g a t o r ,  t h e  Board h a s  reviewed p u b l i c l y  f i l e d  

a u d i t  r e p o r t s  f o r  compliance w i t h  accountancy s t a n d a r d s .  If s e r i o u s  v io l_a t ions  

a r e  d e t e c t e d ,  t h e  Board e n t e r s  motions i n  t h e  p u b l i c ' s  b e h a l f  and i n s t i t u t e s  

d i s c i p l i n a r y  proceedings .  

The O f f i c e  o f  t h e  Audi to r  General  e x p r e s s e s  i ts  g r a t i t u d e  t o  p r e s e n t  and former 

members of  t h e  S t a t e  Board o f  Accountancy and i t s  s t a f f  f o r  t h e i r  c o o p e r a t i o n ,  

a s s i s t a n c e  and c o n s i d e r a t i o n  d u r i n g  t h e  c o u r s e  o f  our  a u d i t .  



SUNSET FACTORS 

I n  accordance wi th  ARS 41-2351 through 41-2374, -n ine  f a c t o r s  were cons idered  t o  

de te rmine ,  i n  p a r t ,  whether t h e  S t a t e  Board o f  Accountancy shou ld  be con t inued  

o r  terminated.  
-- 

These f a c t o r s  a r e :  

1 .  O b j e c t i v e  and purpose  i n  e s t a b l i s h i n g  t h e  Board, 

2.  The degree  t o  which t h e  Board h a s  been a b l e  t o  respond t o  t h e  needs  o f  t h e  

p u b l i c  and t h e  e f f i c i e n c y  wi th  which it h a s  o p e r a t e d ,  

3. The e x t e n t  t o  which t h e  Board h a s  o p e r a t e d  w i t h i n  t h e  p u b l i c  i n t e r e s t ,  

4.  The e x t e n t  t o  which r u l e s  and r e g u l a t i o n s  promulgated by t h e  Board a r e  

c o n s i s t e n t  wi th  t h e  l e g i s l a t i v e  mandate, 

5. The e x t e n t  t o  which t h e  Board h a s  encouraged i n p u t  from t h e  p u b l i c  b e f o r e  

promulgat ing its r u l e s  and r e g u l a t i o n s  and t h e  e x t e n t  t o  which it h a s  

informed t h e  p u b l i c  a s  t o  its a c t i o n s  and t h e i r  expected impact on t h e  

p u b l i c ,  

6 .  The e x t e n t  t o  which t h e  Board h a s  been a b l e  t o  i n v e s t i g a t e  and r e s o l v e  

compla in t s  t h a t  a r e  w i t h i n  its j u r i s d i c t i o n ,  

7 .  The e x t e n t  t o  which t h e  a t t o r n e y  g e n e r a l  o r  any o t h e r  a p p l i c a b l e  agency of 

s t a t e  government h a s  t h e  a u t h o r i t y  t o  p r o s e c u t e  a c t i o n s  under e n a b l i n g  

l e g i s l a t i o n ,  

8.  The e x t e n t  t o  which t h e  Board h a s  addressed  d e f i c i e n c i e s  i n  t h e i r  e n a b l i n g  

s t a t u t e s  which p r e v e n t  them from f u l f i l l i n g  t h e i r  s t a t u t o r y  mandate, and 

9 .  The e x t e n t  t o  which changes a r e  n e c e s s a r y  i n  t h e  laws o f  t h e  Board t o  

a d e q u a t e l y  comply wi th  t h e  f a c t o r s  l i s t e d  i n  t h i s  s u b s e c t i o n .  



SUNSET FACTOR: OBJECTIVE AND PURPOSE 

I N  ESTABLISHING THE BOARD 

The purpose f o r  the  S t a t e  Board o f  Accountancy has  been def ined by Arizona 

Revised S t a t u t e s .  The d u t i e s  o f  t h e  Board follow: 

1 )  The Board s h a l l  i s s u e  a c e r t i f i c a t e  o f  c e r t i f i e d  pub l i c  accountant  o r  

publ ic  accountant  t o  any person meeting s p e c i f i e d  requirements .  

( ARS 32-721 -22 ) 

2 )  Examination o f  persons applying f o r  c e r t i f i c a t e s  s h a l l  be held 

wi th in  t he  s t a t e ,  a s  t h e  Board dec ides ,  a t  l e a s t  once a  yea r .  (ARS 

32-723 

3 )  The Board may waive examination of and may i s s u e  a  c e r t i f i c a t e  of 

c e r t i f i e d  pub l i c  accountant  o r  pub l i c  accountant  t o  anyone who is a  

ho lder  o f  a  v a l i d  and unrevoked c e r t i f i c a t e ,  from t h e  s t a t e  o r  

f o r e i g n  count ry  o f  o r i g i n a l  i s sue .  (ARS 32-727) 

4 The Board s h a l l  each year  r e q u i r e  every c e r t i f i e d  pub l i c  accountan t ,  

every pub l i c  accountan t ,  every p a r t n e r s h i p  and every p r o f e s s i o n a l  

co rpo ra t i on  t o  r e g i s t e r  wi th  the  Board and pay a  r e g i s t r a t i o n  fee.  

(ARS 32-730 

5 )  Af t e r  n o t i c e  and hea r ing ,  t h e  Board may revoke o r  suspend any 

c e r t i f i c a t e  o r  may censure  t h e  ho lder  f o r  any one o r  any combination 

o f  causes  inc lud ing  : 

a .  Conviction o f  a  f e lony  where c i v i l  r i g h t s  have not  been 

r e s to red .  

b. Conviction of  any crime which has  a  reasonable  r e l a t i o n s h i p  t o  

t h e  p r a c t i c e  o f  account ing.  

c. Fraud o r  d e c e i t  i n  ob t a in ing  a  c e r t i f i c a t e .  

d. Dishonesty,  f raud  o r  cont inu ing  negl igence i n  t h e  p r a c t i c e  

of account ing.  

e. Cance l la t ion ,  revoca t ion  o r  suspension o f  c e r t i f i c a t e  o r  o the r  

a u t h o r i t y  t o  p r a c t i c e  o r  r e f u s a l  t o  renew t h e  c e r t i f i c a t e  o r  

o the r  a u t h o r i t y  t o  p r a c t i c e  a s  a  c e r t i f i e d  p u b l i c  accountant  by 

any o t h e r  s t a t e  o r  f o r e i g n  country.  



f .  Vio la t ion  o f  accountancy law or  knowing v i o l a t i o n  o f  r u l e s  and 

r e g u l a t i o n s  promulgated by the  Board. 

g. Suspension o r  revoca t ion  f o r  cause of  t he  r i g h t  t o  p r a c t i c e  

before  any governmental body o r  agency. (ARS 32-741 

h. F i n a l  a c t i o n  i n  a  c i v i l  o r  a d m i n i s t r a t i v e  proceeding where a  

cou r t  o r  agency makes f i nd ings  o f  account ing v i o l a t i o n s ,  

d i shones ty ,  f r aud ,  mi s r ep re sen t a t i on  o r  breach o f  f i d u c i a r y  

du ty  o r  f raud.  

6 )  The Board may i n i t i a t e  proceedings under accountancy law, f o r  cause,  

e i t h e r  upon its own motion o r  a v e r i f i e d  complaint.  (ARS 32-743) 

7 )  Upon a p p l i c a t i o n  i n  w r i t i n g  and a f t e r  hear ing ,  t h e  Board may i s s u e  a  

new c e r t i f i c a t e  t o  a  c e r t i f i e d  p u b l i c  accountant  o r  pub l i c  

accountant  whose c e r t i f i c a t e  s h a l l  have been revoked o r  may permit 

r e g i s t r a t i o n  o f  anyone whose c e r t i f i c a t e  has  been suspended o r  may 

r e i s s u e  c e r t i f i c a t e s  o r  modify suspension o f  a  c e r t i f i c a t e .  (ARS 32- 

748 

8 )  The Board s h a l l  e s t a b l i s h  and c o l l e c t  a  uniform f e e  from each 

a p p l i c a n t  f o r  an examination and from each a p p l i c a n t  f o r  a  

c e r t i f i c a t e .  (ARS 32-729) 

9 )  The Board may adopt  and amend r e g u l a t i o n s  f o r  t h e  conduct of i t s  

a f f a i r s  and admin i s t r a t i on  o f  accountancy law. The Board may a l s o  

p r e s c r i b e  and amend r u l e s  o f  conduct app rop r i a t e  t o  e s t a b l i s h  and 

maintain a  high s tandard  o f  competence, independence and i n t e g r i t y  

i n  pub l i c  accounting. (ARS 32-703) 

According to  Board members, t h e  o v e r a l l  o b j e c t i v e  o f  accountancy law and t h e  

Board is t o  i d e n t i f y  t o  t h e  pub l i c  those  accountan ts  t h a t  have a t t a i n e d  and 

cont inue  t o  possess  a  minimal l e v e l  o f  s k i l l  i n  t h e  p r a c t i c e  o f  accounting. 



S p e c i f i c  ope ra t i ona l  o b j e c t i v e s  e s t a b l i s h e d  by the  Board i n  1977 were: 

- Obtain adequate long-range f inancing.  

- Determine type and number o f  personnel  needed f o r  enforcement. 

- Continue q u a l i t y  c o n t r o l  program. 

- Review a r e a s  requi red  f o r  continued competence and recommend t o  t he  

L e g i s l a t u r e  any needed changes. 

- Review and i n i t i a t e  an o f f i c e  o rgan iza t ion  capable  of  handl ing the  

Board ' s f u t u r e  needs. 

- Review r u l e s  t h a t  need r e v i s i n g  and hold hea r ings  t o  amend those 

r u l e s  on a  t imely bas i s .  

SUNSET FACTOR: THE DEGREE TO WHICH THE 

BOARD HAS BEEN ABLE TO RESPOND TO THE 

NEEDS OF THE PUBLIC AND THE EFFICIENCY 

WITH W H I C H  I T  HAS OPERATED 

The S t a t e  Board o f  Accountancy has  a c t i v e l y  responded t o  t h e  p u b l i c ' s  need f o r  

competent, a ccu ra t e  account ing s e r v i c e s  through t h e  use  o f  a n a t i o n a l l y  

recognized examination f o r  p o t e n t i a l  c e r t i f i c a t e  ho lde r s ,  s c r u t i n y  of 

a p p l i c a n t s '  experience and educa t iona l  background and an a c t i v e  program t o  

enforce  accountancy laws and Board adopted s t anda rds  of  performance. The 

e f f i c i e n c y  o f  Board ope ra t i ons  can, however, be improved through use  of 

automated equipment and r e - d i s t r i b u t i o n  o f  t h e  workload. (page 81) 

Of p a r t i c u l a r  note  is t h e  Board 's  i n i t i a t i v e  i n  monitoring p u b l i c l y  f i l e d  

account ing r e p o r t s  f o r  compliance wi th  accountancy laws, r u l e s  and 

r egu la t i ons .  If a  c e r t i f i e d  accoun tan t ' s  work is  substandard,  t h e  Board 

imposes s anc t ions  t h a t  can inc lude  suspension o r  revoca t ion  o f  c e r t i f i c a t e ,  

r e s t r i c t i o n  o f  p r a c t i c e ,  peer  review o f  work performed o r  cont inu ing  educat ion.  



I n  ca se s  o f  complaints  o r  p u b l i c l y  known wrongdoing, t h e  Board i n s t i t u t e s  

proceedings t o  i n v e s t i g a t e  and i f  v a l i d ,  d i s c i p l i n e  t h e  c e r t i f i c a t e  holder .  

The Board has  reviewed a s t e a d i l y  i nc reas ing  number o f  i n v e s t i g a t i o n s  r e s u l t i n g  

from pub l i c  and board i n i t i a t e d  complaints .  Table 3 summarizes i n v e s t i g a t i o n s ,  

r evoca t ions ,  suspensions and consent  o rder  s anc t ions  from f i s c a l  yea r  1975-76 

through 1 977-78. 

TABLE 3 

INVESTIGATIONS OF ACCOUNTANCY LAW, RULE 
OR REGULATION VIOLATIONS AND RESULTING 

REVOCATIONS, SUSPENSIONS AND CONSENT 
ORDER SANCTIONS AND CEASE AND DESIST 

ORDERS BY THE STATE BOARD OF 
ACCOUNTANCY FOR CALENDAR YEARS 1976, 
1977 AND 1978 AND THE FIRST QUARTER 

OF 1979 

INVENTORY OF INVESTIGATIONS 

Beginning I n v e s t i g a t i o n s  i n  Process  14 3 2 5 1 
New I n v e s t i g a t i o n s  - 5 8 - 6 1 9 1 
T o t a l  I n v e s t i g a t i o n s  72 93 142 
I n v e s t i g a t i o n s  Completed - 4 0 - 4 2 - 78 
Ending I n v e s t i g a t i o n s  i n  Process  - 32 - 5 1 - 64 

SANCTIONS AND ORDERS IMPOSED 

Revocations 
Suspensions 
Other D i s c i p l i n a r y  Sanc t ions  
Cease and Desist Orders 

To ta l s  

* 1 s t  Q u a r t e r  of  1979 
a 

(For a d i s cus s ion  of  t h e  Board 's  enforcement of  accountancy laws and s t anda rds  

of  performance, s ee  page 55.) 



The admin i s t r a t i ve  e f f i c i e n c y  o f  the  r e g i s t r a t i o n ,  complaint and r e c i p r o c i t y  

c e r t i f i c a t i o n  processes  can be improved. Cost s av ings  o f  up t o  $28,000 over a  

four-year period could r e s u l t  from automated process ing  of  d a t a  and 

r e d i s t r i b u t i o n  of  t h e  workload genera ted  by t h e  annual  r e g i s t r a t i o n  process .  

I n  add i t i on ,  S t a t e  gene ra l  fund i n t e r e s t  e a rn ings  can be increased  by a s  much 

a s  approximately $27,000 i n  fou r  years .  (For a  d i s cus s ion  o f  t h i s  i s s u e ,  s e e  

page 81.) 

SUNSET FACTOR: THE EXTENT TO WHICH THE BOARD 

HAS OPERATED W I T H I N  THE PUBLIC INTEREST 

The Board 's  a c t i o n s  appear t o  be c o n s i s t e n t l y  w i th in  t h e  p u b l i c  i n t e r e s t .  The 

Board has  received both n a t i o n a l  and l o c a l  r ecogn i t i on  f o r  i ts  e f f o r t s  t o  

enforce accountancy l a w  and adopted s t anda rds  o f  performance. I n  a d d i t i o n ,  t h e  

Board has i n i t i a t e d  in te ragency  meetings t o  d i s cus s  accountancy i s s u e s  and 

problems, and has used volunteer  committees t o  supplement its resources .  

The U.S. S e c u r i t i e s  and Exchange Commission, i n  a  1978 r e p o r t  t o  Congress on 

t h e  r egu la t i on  of t h e  account ing p ro fe s s ion ,*  p ra i s ed  t h e  Arizona S t a t e  Board 

o f  Accountancy and s t a t e d ,  i n  pa r t :  

"A few s t a t e s ,  no tab ly  Arizona, Colorado and F l o r i d a ,  have 
begun r e l a t i v e l y  ambit ious monitoring, review and 
enforcement programs ." (Emphasis added) 

M r .  James C. S e l l ,  D i r ec to r  o f  Regulat ions f o r  t h e  Arizona Corporat ion 

Commission, i n  a  l e t t e r  t o  t he  Of f i ce  o f  t h e  Auditor General dated March 1 ,  

1979** s t a t e d ,  i n  p a r t :  

"The aggress ive  a c t i o n s  taken by t h e  S t a t e  Board o f  
Accountancy over t h e  p a s t  two and one-half yea r s  has  
g r e a t l y  helped t h i s  Agency i n  upgrading the  q u a l i t y  o f  t h e  
account ing work found i n  pub l i c  r e g i s t r a t i o n s  ...The 
Division b e l i e v e s  t he  cont inued e x i s t e n c e  of t h e  S t a t e  
Board of  Accountancy is v i t a l  t o  t h e  p r o t e c t i o n  o f  Arizona 
i n v e s t o r s  . I 1  (Emphasis added) 

* Appendix I11 con ta in s  t h e  r e l e v a n t  t e x t  o f  t he  Congressional  r e p o r t  by 
t h e  S e c u r i t i e s  and Exchange Commission. ** Appendix I V  con ta in s  t h e  l e t t e r  from t h e  Arizona Corporat ion Commission. 
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I n  1978, t h e  Board i n i t i a t e d  q u a r t e r l y  meet ings with o t h e r  s t a t e  agenc ies ,  such 

a s  the  Corporat ion Commission, i n t e r e s t e d  i n  main ta in ing  q u a l i t y  account ing 

s e r v i c e s .  These meetings a r e  he ld  in formal ly  t o  d i s cus s  mutual concerns and t o  

exchange information.  
-- 

Also no tab l e  is t h e  Board's use of  two volunteer  committees which provide 

a d d i t i o n a l  r e sou rces  i n  r e g u l a t i n g  account ing s e r v i c e s .  A five-member 

Complaint Committee, c o n s i s t i n g  o f  t h r e e  c e r t i f i e d  accountan ts ,  a  lawyer and a  

banker,  conducts a  p re l iminary  review o f  complaints  i n v e s t i g a t e d  and provides  

t h e  Board with a  recommendation on any a c t i o n  needed. A three-member 

Adminis t ra t ive  Committee conducts a  p re l iminary  review o f  c e r t i f i c a t e  

a p p l i c a n t s '  educat ion and work experience and provides  recommendations t o  t he  

Board. 

SUNSET FACTOR: THE EXTENT TO WHICH RULES 

AND REGULATIONS PROMULGATED BY THE BOARD 

A R E  CONSISTENT WITH THE LEGISLATIVE MANDATE 

Based upon a  review o f  l e g i s l a t i o n  (ARS Chapter 6 ) ,  it appears  t h a t  t h e  Board, 

with one except ion ,  has  promulgated r u l e s  and r e g u l a t i o n s  c o n s i s t e n t  with 

l e g i s l a t i v e  mandate. 

The one except ion is r u l e  R4-1-42 which has  requirements  f o r  r e c i p r o c i t y  beyond 

those  s t a t e d  i n  t h e  law. 

ARS 32-727 s t a t e s ,  i n  p a r t :  

"The board may waive t h e  examination o f  and may i s s u e  a  
c e r t i f i c a t e  of  c e r t i f i e d  pub l i c  accountant  o r  pub l i c  
accountant  t o  any person who is the  ho lder  o f  a  v a l i d  and 
unrevoked c e r t i f i c a t e ,  from the  s t a t e  o r  f o r e i g n  country 
of o r i g i n a l  i s s u e  ...p rovided t h e  a p p l i c a n t  meets t h e  
requirements  s e t  f o r t h  i n  Sec t ion  32-721, paragraphs 1 ,  2 
and 5." 



An a d d i t i o n a l  p h r a s e  was added t o  r u l e  R4-1-42 which s t a t e s :  

l1 . . .meets t h e  r e q u i r e m e n t s  s e t  f o r t h  i n  S e c t i o n  32-72 1 .A.  
1 ,  2  and 5 ,  and t h e  e d u c a t i o n a l  r e q u i r e m e n t s  e x i s t i n g  i n  
Arizona a t  t h e  t i m e  t h e  a p p l i c a n t  was i s s u e d  t h e  
c e r t i f i c a t e  upon which r e c i p r o c i t y  is  reques ted . .  . l1 

( Emphasis added ) 

- 

The Board had r e c e n t l y  h e l d  t h i s  r u l e  i n  abeyance and suppor ted  l e g i s l a t i o n  t o  

i n c o r p o r a t e  t h e  a d d i t i o n a l  r e c i p r o c i t y  requ i rement  i n  Arizona law d u r i n g  1976, 

1977 and 1978. During t h e  1979 l e g i s l a t i v e  s e s s i o n ,  ARS 32-727 was amended t o  

a g r e e  wi th  r u l e  R4-1-42, t h u s  e l i m i n a t i n g  t h e  i n c o n s i s t e n c y .  

SUNSET FACTOR: THE EXTENT TO WHICH THE AGENCY 

HAS ENCOURAGED INPUT FROM THE PUBLIC BEFORE 

PROMULGATING ITS RULES AND REGULATIONS AND THE 

EXTENT TO WHICH IT HAS INFORMED THE PUBLIC AS 

TO ITS ACTIONS AND THEIR EXPECTED IMPACT ON THE 

PUBLIC 

The S t a t e  Board o f  Accountancy, i n  t h e  p romulga t ion  o f  i ts r u l e s  and 

r e g u l a t i o n s  h a s  l i m i t e d  i t s  r e q u e s t  f o r  p u b l i c  i n p u t  t o  compl iance  w i t h  

accountancy law and t h e  A d m i n i s t r a t i v e  P r o c e d u r e s  Act. T h i s  h a s  r e s u l t e d  i n  

t h e  encouragement o f  p u b l i c  i n p u t  b e i n g  p r i m a r i l y  l i m i t e d  t o  c e r t i f i e d  

a c c o u n t a n t s ,  r a t h e r  t h a n  t h e  p u b l i c  u s i n g  t h e  s e r v i c e s  o f  a c c o u n t a n t s .  

Accountancy law ARS 32-703 states: 

" A t  l e a s t  t h i r t y  days  p r i o r  t o  t h e  p romulga t ion  o f  any such  
r u l e  o r  amendment, t h e  board  s h a l l  mail c o p i e s  o f  t h e  
p roposed  r u l e  o r  amendment t o  each  h o l d e r  o f  a 
c e r t i f i c a t e . . . "  (Emphasis added) 

The Board h a s  complied w i t h  t h i s  law as w e l l  as  s u b m i t t i n g  t h e  proposed r u l e  o r  

r u l e  amendment t o  t h e  S e c r e t a r y  o f  S t a t e  as s t a t u t o r i l y  r e q u i r e d .  These 

p r o p o s a l s  and t h e  p r o s p e c t i v e  a d o p t i o n  d a t e s  are p u b l i s h e d  i n  t h e  monthly 

A d m i n i s t r a t i v e  D i g e s t  which is  d i s t r i b u t e d  t o  p a r t i e s  r e q u e s t i n g  it. 



However, a s  s t a t e d  by noted law p ro fe s so r  and former Dean o f  t h e  College of  Law 

a t  Arizona S t a t e  Univers i ty ;  Ernes t  Gellhorn: 

"That e x i s t i n g  procedures  conform t o  c o n s t i t u t i o n a l  minima 
is not  a reason f o r  agenc ies  t o  f a i l  t o  explore  a p p r o p r i a t e  
procedures  f o r  providing e f f e c t i v e  n o t i c e  t o  t h e  a f f e c t e d  
p u b l i c  and t h e i r  r ep re sen t a t i ve s . "  

The Board a l s o  l i m i t s  encouragement o f  pub l i c  i n p u t  t o  t h e  c e r t i f i c a t e  ho lde r s  

and t h e  accountancy p ro fe s s ion  when developing proposed changes t o  t h e  

accountancy law. (For  a f u l l  d i s cus s ion  o f  t h e  i s s u e  of  pub l i c  i n p u t ,  s e e  page 

75.)  

The Board has  provided pub l i c  n o t i c e  of  i t s  meetings,  pub l i c ly  a d v e r t i s e d  t h e  

semiannual accountancy examination and provided information t o  t he  p r e s s  

regard ing  d i s c i p l i n a r y  a c t i o n s  it has  taken. Despi te  t h e s e  e f f o r t s ,  62.4 

percent  o f  u s e r s  o f  accountant  s e r v i c e s ,  who were aware o f  t h e  Board, a s  

revea led  i n  a survey o f  625 u s e r s  conducted i n  1978, d i d  no t  know o r  had 

misconceptions o f  t h e  S t a t e  Board o f  Accountancy's r o l e  and powers. (page 78) 

A no t ab l e  accomplishment o f  t h e  Board i n  communicating i t s  a c t i o n s  t o  

r e g i s t r a n t s  is t h e  q u a r t e r l y  news le t t e r ,  ASBA UPDATE, which d e t a i l s  

d i s c i p l i n a r y  a c t i o n s ,  c e r t i f i c a t e s  gran ted  and o t h e r  board r e l a t e d  a f f a i r s .  

SUNSET FACTOR: THE EXTENT TO WHICH THE 

BOARD HAS BEEN ABLE TO INVESTIGATE AND 

RESOLVE COMPLAINTS THAT A R E  W I T H I N  ITS 

JURISDICTION 

The S t a t e  Board o f  Accountancy has  a c t i v e l y  i n v e s t i g a t e d  and reso lved  

complaints  brought t o  i ts  a t t e n t i o n  and any v i o l a t i o n s  o f  accountancy law 

discovered through its own i n i t i a t i v e .  



The Board reviews each complaint received.  Complaints range from f e e  d i s p u t e s  

t o  corpora te  f raud.  Complaint sources  i nc lude  consumers, c e r t i f i c a t e  ho lde r s ,  

and Federa l  and S t a t e  agencies .  If t h e  Board determines t h a t  a complaint is 

wi th in  its j u r i s d i c t i o n ,  it i n i t i a t e s  an i n v e s t i g a t i o n .  

- 
The Board, through its q u a l i t y  monitor ing and review program, i n i t i a t e s  

i n v e s t i g a t i o n s  t o  determine i f  c e r t i f i c a t e  ho lde r s  a r e  complying wi th  adopted 

s t anda rds  of  performance. If v i o l a t i o n s  a r e  de t ec t ed ,  an i n v e s t i g a t i o n  is 

begun. It should be noted t h a t  t h i s  q u a l i t y  monitor ing and review i s  

r e s t r i c t e d  t o  pub l i c ly  f i l e d  a u d i t s ,  such a s  those  performed f o r  m u n i c i p a l i t i e s  

and educa t iona l  i n s t i t u t i o n s .  Therefore ,  t h e  Board's q u a l i t y  monitor ing and 

review does not  extend t o  c e r t i f i e d  accountan ts  who perform p r i v a t e  a u d i t s .  

(For  a d i s cus s ion  of  i n v e s t i g a t i o n  procedures  and c o n s t r a i n t s  on q u a l i t y  review 

monitor ing,  s ee  page 55.) 

It should be noted t h a t  t h e  a b i l i t y  o f  t h e  Board t o  a c t i v e l y  pursue both 

complaint and q u a l i t y  monitor ing i n v e s t i g a t i o n s  can p o t e n t i a l l y  be l i m i t e d  by a 

lack  o f  s u f f i c i e n t  funds. Our review revea led  t h a t  a complex i n v e s t i g a t i o n  of 

a l a r g e  account ing f i r m  involv ing  a pub l i c  hear ing  would leave  t h e  Board wi th  

i n s u f f i c i e n t  monies f o r  o t h e r  complaint and/or  q u a l i t y  review i n v e s t i g a t i o n s .  

Table  4 i l l u s t r a t e s  t h i s  s i t u a t i o n .  



TABLE 4 

PROJECTED BUDGET 
DEFICIT I F  THE STATE BOARD OF 
ACCOUNTANCY PERFORMS A COMPLEX 

INVESTIGATION OF A LARGE ACCOUNTING 
FIRM INVOLVING A PUBLIC HEARING% 

Budget Al loca t ion  f o r  I n v e s t i g a t i o n s  
(FY 1977-78) 

Estimated P o t e n t i a l  Cost o f  A Complex I n v e s t i g a t i o n  
o f  a Large Accounting Firm Involv ing  A Pub l i c  Hearing (11,600) 

Remaining Budget Al loca t ion  Avai lab le  f o r  Complaints and 
Q u a l i t y  Review 

Estimated Annual Cost f o r  Complaint and Q u a l i t y  
Review I n v e s t i g a t i o n s  During 1977-78 

Pro jec ted  Budget D e f i c i t  Resu l t ing  From A Complex I n v e s t i g a t i o n  $ ( I  1,628) 

A s  shown above, a complex i n v e s t i g a t i o n  by t h e  Board would n e c e s s i t a t e  e i t h e r  . (I 

a cu r t a i lmen t  o f  complaint  and/or q u a l i t y  review i n v e s t i g a t i o n s  o r  a supple- 

mental budget app rop r i a t i on .  

- 

* Based on h i s t o r i c a l  in format ion  from F i s c a l  Year 1977-78. 



SUNSET FACTOR: THE EXTENT TO WHICH THE ATTORNEY GENERAL 

OR A N Y  OTHER APPLICABLE AGENCY OF STATE GOVERNMENT HAS 

THE A U T H O R I T Y  TO PROSECUTE ACTIONS UNDER ENABLING 

LEGISLATION 

- 
Based upon a  review o f  l e g i s l a t i o n  (ARS 32-741 through 743, 32-746, 32-747, and 

32-7501, t h e  Attorney General and t h e  S t a t e  Board o f  Accountancy have 

s u f f i c i e n t  a u t h o r i t y  t o  prosecute  a c t i o n s  under t h e  enabl ing  l e g i s l a t i o n .  

The Attorney General is empowered t o  i n s t i t u t e  c r imina l  proceedings f o r  

v i o l a t i o n  o f  accountancy law through ARS 32-746.B which s t a t e s :  

"Fraudulent a u d i t  p r a c t i c e  is a  c l a s s  5 f e lony ,  f r audu len t  
a u d i t  p r a c t i c e s  i n  connect ion wi th  any s e c u r i t i e s  o f f e r i n g  
o r  involv ing  t h e  f i l i n g  o f  f i n a n c i a l  s t a t emen t s  wi th  
s e c u r i t i e s  agenc ies  of  t h i s  s t a t e  is a  c l a s s  4  fe lony."  

The Board has  t h e  necessary  a u t h o r i t y  t o  prosecute  v i o l a t o r s  o f  s t a t e  

accountancy laws through s e v e r a l  s e c t i o n s  o f  t h e s e  laws. These s e c t i o n s  a r e :  

ARS32-741 - Author i ty  t o  revoke o r  suspend a  c e r t i f i c a t e  gran ted  by t h e  
Board o r  censure t h e  ho lder  of  such c e r t i f i c a t e  f o r  va r ious  
a c t i o n s ,  p r imar i l y  r e l a t e d  t o  f raud  o r  d e c e i t ,  committed by 
t h e  c e r t i f i c a t e  ho lder .  

ARS32-742 - Author i ty  t o  revoke t h e  r e g i s t r a t i o n  t o  p r a c t i c e  pub l i ce  
account ing,  of  a  p a r t n e r s h i p  o r  p r o f e s s i o n a l  co rpo ra t i on  
f o r  v i o l a t i o n s  s i m i l a r  t o  those  o f  i n d i v i d u a l  c e r t i f i c a t e  
ho lders .  

ARS32-743 - Author i ty  t o  i n i t i a t e  proceedings under t h e  accountancy 
law, f o r  cause,  e i t h e r  upon i t s  own motion o r  a  v e r i f i e d  
complaint-. I nc ludes  t h e  a u t h o r i t y  t o  conduct 
i n v e s t i g a t i o n s  and hold hear ings.  



ARS32-747 - Author i ty  t o  prosecute  persons who a r e  g u i l t y  of a  c l a s s  2 
misdemeanor f o r  us ing  t i t l e s  which sugges t  c e r t i f i c a t i o n  
when, i n  f a c t ,  t h e  person is not  c e r t i f i e d .  

ARS 32-750 - Author i ty  t o  make an a p p l i c a t i o n  t o  t he  a p p l i c a b l e  cou r t  t o  
i s s u e  an i n  j u c t i o n ,  r e s t r a i n i n g  o rde r  o r  o t h e r  o rde r  t o  a 
person who has  engaged o r  is about  t o  engage i n  a  v i o l a t i o n  
o f  ARS 32-747. - 

SUNSET FACTORS: THE EXTENT TO WHICH THE BOARD 

HAS ADDRESSED DEFICIENCIES I N  THEIR ENABLING 

STATUTES WHICH PREVENT THEM FROM FULFILLING 

THEIR STATUTORY MANDATE 

The S t a t e  Board o f  Accountancy has  proposed l e g i s l a t i v e  changes i n  t h e  

accountancy laws, i n  t h e  yea r s  1973 through 1979, t o  address  d e f i c i e n c i e s  t h e  

Board perceived i n  t h e i r  enabl ing  s t a t u t e s .  

A s  a r e s u l t ,  i n  1973, s e v e r a l  changes i n  t h e  accountancy s t a t u t e s  were enacted 

i nc lud ing  t h e  a d d i t i o n  of  a pub l i c  member t o  t h e  Board and ad jus tments  i n  t h e  

examination requirements .  During the  1975 through 1978 s e s s i o n s ,  t h e  S t a t e  

Board o f  Accountancy proposed unsuccess fu l  l e g i s l a t i v e  changes t h a t  included 

t h e  fol lowing major i s sues :  

1975 - R e s t r i c t i o n  of a t t e s t  func t ion  t o  c e r t i f i e d  accountan ts ;  cont inu ing  
educa t iona l  requirements;  d e l e t i o n  o f  r e c i p r o c i t y  f o r  pub l i c  
accountants .  (HB 2321) 

1976 - R e s t r i c t i o n  o f  a t t e s t  func t ion  t o  c e r t i f i e d  accountan ts ;  cont inu ing  
educa t iona l  requirements;  educa t ion  requirements  f o r  r e c i p r o c i t y ;  
a d d i t i o n a l  c e r t i f i c a t i o n  requirements  r e l a t i n g  t o  f raud.  (HB 2140) 

1977 - Simi l a r  t o  1976 p l u s  suspension f o r  c e r t a i n  a c t i o n s  r e l a t i n g  t o  f raud.  
(SB 1295) 

1978 - Simi l a r  t o  1976 p lus  d e f i n i t i o n  of account ing  and o t h e r  r e l a t e d  terms; 
r u l e  making power f o r  e s t a b l i s h i n g  and main ta in ing-h igh  s t anda rds  of  
competence, independence and i n t e g r i t y  a s  r equ i r ed  by g e n e r a l l y  
accepted account ing p r i n c i p l e s ,  a u d i t i n g  s t anda rds  and s e c u r i t i e s  law; 
power t o  a u t h o r i z e  Attorney General t o  b r i n g  a c t i o n  t o  recover  c i v i l  
p e n a l t i e s .  (SB 1220) 



During t h e  1979 l e g i s l a t i v e  s e s s i o n ,  t h e  Board proposed succes s fu l  l e g i s l a t i o n  

concerning mandatory cont inu ing  educa t ion ,  educa t ion  requirements  f o r  

r e c i p r o c i t y ,  re ins ta tement  of  revoked c e r t i f i c a t e s ,  var ious  account ing 

d e f i n i t i o n s  and o t h e r  changes. ( H B  2131) 

S U N S E T  FACTOR:  T H E  EXTENT T O  WHICH CHANGES A R E  N E C E S S A R Y  

I N  T H E  LAWS O F  T H E  BOARD AGENCY T O  ADEQUATELY COMPLY W I T H  

T H E  F A C T O R S  L I S T E D  I N  T H I S  S U B S E C T I O N  

For a  d i s cus s ion  o f  t h e s e  i s s u e s ,  s e e  pages 44, 54, 73 and 88. 



FINDING I 

UNLIKE 40 OTHER STATES, A R I Z O N A  DOES NOT LICENSE ACCOUNTANTS. AS A RESULT, THE 

POTENTIAL FOR FINANCIAL HARM EXISTS FOR THE GENERAL PUBLIC I N  A R I Z O N A .  

Under the  Arizona accountancy law any i n d i v i d u a l  may provide t h e  publi-s with 

t h e  same accounting s e r v i c e s  provided by C e r t i f i e d  Publ ic  Accountants and 

Pub l i c  Accountants. Arizona law only r e s t r i c t s  t h e  usage o f  t h e  t i t l e s  

" C e r t i f i e d  Publ ic  Accountant" and "Publ ic  Accountant" and abb rev i a t i ons  of 

t h e s e  t i t l e s  t o  persons who have demonstrated a minimum l e v e l  o f  s k i l l  and 

competency. This  form of s t a t e  r e g u l a t i o n  does no t  c o n s t i t u t e  l i c e n s i n g  but  

r a t h e r  a  l e s s  extreme degree o f  s t a t e  r e g u l a t i o n  c a l l e d  "Reserve o f  T i t l e . "  

However, i n  40 s t a t e s  one account ing s e r v i c e ,  t h e  a t t e s t  f unc t ion ,  ha s  been 

recognized t o  be of  such importance t o  t h e  f i n a n c i a l  and economic wel fa re  of 

t h e  gene ra l  pub l i c  t h a t  i ts  p r a c t i c e  is r e s t r i c t e d  t o  C e r t i f i e d  Pub l i c  

Accountants and Pub l i c  Accountants. The g e n e r a l  p u b l i c  i n  Arizona does no t  

have t h i s  p r o t e c t i o n  from f i n a n c i a l  harm. 

A l t e r n a t i v e  Methods o f  

S t a t e  Regulation o f  Occupations 

Licensing is the  most extreme form o f  s t a t e  occupat iona l  r egu la t i on .  I n  March 

1978, t h e  Council o f  S t a t e  Governments* publ ished Occupat ional  Licensing:  

Ques t ions  A L e g i s l a t o r  Should Ask. I n  t h i s  p u b l i c a t i o n  l i c e n s i n g  is def ined  

a s :  

* The Council o f  S t a t e  Governments is a j o i n t  agency of  a l l  t h e  s t a t e  
governments - c r e a t e d ,  supported and d i r e c t e d  by them. It conducts  
research  on s t a t e  programs and problems; main ta ins  an information s e r v i c e  
a v a i l a b l e  t o  s t a t e  agenc i e s ,  o f f i c i a l s ,  and l e g i s l a t o r s ;  i s s u e s  a  v a r i e t y  
of pub l i ca t i ons ;  a s s i s t s  i n  s t a t e - f e d e r a l  l i a i s o n ;  promotes r e g i o n a l  and 
s t a t e - l o c a l  coopera t ion ;  and provides  s t a f f  f o r  a f f i l i a t e d  o rgan iza t ions .  



"Licensing is a  process  by which an agency o r  government 
g r a n t s  permission t o  an i n d i v i d u a l  t o  engage i n  a  g iven  
occupat ion upon f ind ing  t h a t  t h e  app l i can t  has  a t t a i n e d  
t h e  minimal degree o f  competency requi red  t o  ensure t h a t  
t h e  pub l i c  h e a l t h ,  s a f e t y ,  and wel fa re  w i l l  be reasonably 
we l l  p ro t ec t ed .  

Licensing makes it i l l e g a l  f o r  anyone who does not  hold a  
l i c e n s e  t o  engage i n  t h e  occupat ion,  p ro fe s s ion ,  t r a d e ,  -- 

e t c .  covered by the  s t a tu t e . . . "  

According t o  t h e  Montana Of f i ce  o f  t h e  L e g i s l a t i v e  Auditor i n  i t s  1978 

p u b l i c a t i o n  e n t i t l e d ,  A l t e r n a t i v e  Methods o f  Regulat ing P ro fe s s ions ,  

Occupations,  and I n d u s t r i e s ,  t h e r e  a r e  seven a l t e r n a t i v e  methods o f  s t a t e  

occupa t iona l  r e g u l a t i o n s .  

These methods o f  occupat iona l  r e g u l a t i o n  range from t h e  most extreme, 

l i c e n s i n g ,  t o  t h e  l e a s t  extreme, no r egu la t i on .  The app rop r i a t e  method of 

r e g u l a t i o n  f o r  a  p a r t i c u l a r  occupat ion is  dependent upon t h e  s e v e r i t y  o f  

p o t e n t i a l  phys i ca l  o r  f i n a n c i a l  harm incompetent o r  unscrupulous p r a c t i t i o n e r s  

may i n f l i c t  upon t h e  gene ra l  publ ic .  The more severe  t h e  p o t e n t i a l  f o r  harm is 

t o  t h e  pub l i c ,  t h e  more extreme t h e  app rop r i a t e  method of  s t a t e  r egu la t i on .  

Conversely,  t h e  l e s s  severe  t h e  p o t e n t i a l  f o r  harm is t o  t he  pub l i c ,  t h e  l e s s  

extreme t h e  app rop r i a t e  method o f  s t a t e  r egu la t i on .  

The seven a l t e r n a t i v e  methods o f  s t a t e  occupat iona l  r e g u l a t i o n s  a r e  l i s t e d  

below i n  order  from the  most extreme t o  t h e  l e a s t  extreme: 

Licensing - The g ran t ing  by some government a u t h o r i t y  of  a  r i g h t  o r  
permission t o  c a r r y  on a  bus iness  o r  do an a c t  which would 
o therwise  be i l l e g a l .  The e s s e n t i a l  e lements  o f  
l i c e n s i n g  a r e  t h e  s t i p u l a t i o n  o f  c i rcumstances and 
i n d i v i d u a l  p r e r e q u i s i t e s  under which permission t o  
perform an o therwise  p roh ib i t ed  a c t i v i t y  may be gran ted  
and t h e  a c t u a l  de te rmina t ion  o f  permission i n  s p e c i f i c  
i n s t ances .  The l a t t e r  func t ion  is g e n e r a l l y  an 
a d m i n i s t r a t i v e  r e s p o n s i b i l i t y  and inc ludes  rule-making 
a u t h o r i t y  by some e n t i t y .  Licensing may a l s o  c r e a t e  a  
mechanism f o r  monitoring an occupat ion o r  p rofess ion  on 
an ongoing b a s i s .  This  may e n t a i l  enforcement dec i s ions  
made during complaint ad jud ica t ion ,  pe r iod i c  i n spec t ions  
o r  i n v e s t i g a t i o n s .  Licensing a l s o  provides  a  "po l i ce  
e f f e c t "  over  t h e  r egu la t ed  p ro fe s s ion ,  t r a d e  o r  indus t ry .  



P r a c t i c e  
R e s t r i c t i o n  - D i f f e r s  from l i c e n s i n g  i n  t h a t  t h e r e  is  no need f o r  an 

i n t e r i m  body wi th  t h e  g e n e r a l  a u t h o r i t y  t o  promulgate 
r u l e s  and r e g u l a t i o n s ,  and no s p e c i f i c  mechanism f o r  
monitor ing t h e  p ro fe s s ion ,  t r a d e  o r  i n d u s t r y  on an 
ongoing bas i s .  

Reserve o f T i t l e  - Any member of  t h e  pub l i c ,  who d e s i r e s ,  could p a r t i c i p a t e  
i n  t h e  r egu la t ed  occupation. However, t h e  titles o f  
l l c e r t i f i e d , l l  l l l i c ensed , l l  o r  l l reg is te red l l  would be 
reserved  by law f o r  only those  who have mec c e r t a i n  
s t a t u t o r y  requirements .  The s t i p u l a t i o n  of  I n d i v i d u a l  
p r e r e q u i s i t e s  would be set by t h e  l e g i s l a t u r e .  
Requirements such a s  examination o r  educat ion may be 
imposed. An a d m i n i s t r a t i v e  body a t t ached  t o  a s t a t e  
agency o r  department may a l s o  be necessary.  

Limited S t a t u t o r y  
Regulat ion - S t a t e  r e g u l a t i o n  o f  an occupat ion v i a  s t a t u t e s  which 

spec i fy  c e r t a i n  requirements .  Under t h i s  a l t e r n a t i v e ,  
t h e  s t a t e  would s t a t u t o r i l y  r e q u i r e  an i n d i v i d u a l  t o  
comply wi th  c e r t a i n  measures t o  p r o t e c t  t h e  publ ic .  
These measures i nc lude  requirements  such a s  bonding, 
e r r o r s  and omissions insurance ,  o r  a recovery fund which 
would monetar i ly  p r o t e c t  t h e  pub l i c  i n  t h e  case  o f  harm o r  
l o s s  through erroneous a c t i o n s .  

R e g i s t r a t i o n  - Allows persons  p r a c t i c i n g  i n  a  p r o f e s s i o n , t r a d e  o r  
i n d u s t r y  t o  r e g i s t e r  with t h e  s t a t e ,  p r i v a t e  o r  p rofes -  
s i o n a l  a s s o c i a t i o n .  This  a l t e r n a t i v e  provides  t h e  pub l i c  
wi th  a  l i s t  o f  r e g i s t e r e d  i n d i v i d u a l s  but  p rovides  no 
assurance  o f  t h e  competency o f  t h e  i nd iv idua l s .  Non- 
r e g i s t e r e d  i n d i v i d u a l s  may p a r t i c i p a t e  i n  t h e  r egu la t ed  
p ro fe s s ion ,  t r a d e  o r  indus t ry .  

C e r t i f i c a t i o n s  - Requires  no s t a t e  involvement. The p ro fe s s ion ,  t r a d e  o r  
i n d u s t r y  i s  r e spons ib l e  f o r  c e r t i f i c a t i o n  requirements  
and procedures.  C e r t i f i c a t i o n  a c t s  a s  an i d e n t i f i c a t i o n  
measure on ly ,  i n d i c a t i n g  t h a t  t h e  i n d i v i d u a l  has  complied 
wi th  c e r t a i n  requirements.  

No Regulation - No r e g u l a t i o n  by t h e  s t a t e  o r  d i r e c t  r egu la t i on  by t h e  
p ro fe s s ion ,  t r a d e  o r  indus t ry .  

* The Council of S t a t e  Governments d e f i n e s  l lCe r t i f i ca t i on l l  a s  a  form o f  
r egu la t i on  which g r a n t s  r ecogn i t i on  t o  i n d i v i d u a l s  who have met 
predetermined q u a l i f i c a t i o n s  set by a  s t a t e  agency. Only those  who meet 
t h e  q u a l i f i c a t i o n s  may l e g a l l y  u se  t h e  des igna ted  t i t l e .  However, 
n o n c e r t i f i e d  i n d i v i d u a l s  may o f f e r  similar s e r v i c e s  t o  t he  pub l i c  as long 
a s  they do not  de sc r ibe  themselves a s  being l lce r t i f ied . l l  

For our purposes we have c l a s s i f i e d  t h i s  method o f  occupat iona l  r e g u l a t i o n  
a s  "Reserve o f  T i t l e . "  



Pro fe s s iona l  and Occupat ional  

Regulat ion i n  Arizona 

I n  Arizona 81 p r o f e s s i o n a l  and occupat iona l  a r e a s  a r e  regula ted .  P r a c t i t i o n e r s  

i n  68 (84 pe rcen t )  of t h e  p ro fe s s ions  and occupat ions  a r e  l i c ensed ;  12 (15 

pe rcen t )  have reserved  t i t l e s ;  and one (1 pe rcen t )  is r e g i s t e r e d .  Table 5  

l is ts  the  type  o f  r e g u l a t i o n  f o r  t h e s e  78 p ro fe s s ions  and occupat ions.  



TABLE 5 

PROFESSIONAL* AND OCCUPATIONAL REGULATION I N  ARIZONA 

Regulated Professions 

CERTIFIED PUBLIC ACCOUNTANT 
PUBLIC ACCOUNTANT 
Architect  
Assayer 
Attorney a t  Law 
Barber 
Chiropractor  
Cosmetologist 
Cosmetologist** 
Dental Hygienst 
Dental Laboratory Technician 
Den t i s t  
Den tu r i s t  
Doctor of Medicine 
Embalmer 
Engineer 
Finger Waver 
Funeral Di rec to r  
Geologist  
Hair S t y l i s t  
Manicuris t  
Naturopath 
Optometrist 
Osteopath Physician and Surgeon 
Pharmacist 
Pharmacist In te rn  
Phys ic i a l  Therapist  
Phys ic i an ' s  Assis tant  
P o d i a t r i s t  
P r a c t i c a l  Nurse 
Psychologist  
Registered Nurse 
Student I n t e r n  o r  Resident 
Surveyor 
Teacher, Administrative Of f i ce r  
Veter inarian 

Regulated Occupations 

Ambulance Driver and Attendant 
Agricul ture Pes t  Control Advisor 
Boxing and Wrestling Personnel 
Cemetery Broker 
Cemetery Salesman 
Ci t rus  Broker 
C i t rus  Commission Merchant 
C i t rus  Dealer 
C i t rus  Packer 
C i t rus  Shipper 
Co l l ec t ion  Agencies 
Contractor  
Court Reporter 
Dispensing Optician 
Egg Dealer 
Egg Manufacturer 
Egg Producer 
Emergency Medical Technician 
Escrow Agent 
Hay and Feed Grain Broker 
Hearing Aid Dispenser 
Insurance Agent 
Insurance Adjustor 
Insurance Broker 
Insurance S o l i c i t o r  
Meat Processor ,  Wholesaler o r  Jobber 
Midwife 
Mobile and Manufactured Housing 

Standards: Dealer 
I n s t a l l e r  
Manufacturer 

Mortgage Broker 
Motor Car r i e r  Transportat ion Agent 
Motor Vehicle Dealer and Wrecker 
Motor Vehicle Operator and Chauffeur 
Polygraph Examiner 
P r i v a t e  Inves t iga to r  
P r i v a t e  Secur i ty  Guard Service 

P r i v a t e  Secur i ty  Guard 
Pro fess iona l  Driver Training School 

I n s t r u c t o r  
Public  Weigbas te r  
Racing O f f i c i a l s  and Personnel 
Radiologic Technologists 
Real Es ta t e  Broker 
Real Es ta t e  Salesman 
S e c u r i t i e s  Dealer and Salesman 
S t r u c t u r a l  Pes t  Control 
S t r u c t u r a l  Commercial Application 
Taxidermist 
Trapper and Guide 
Weight and Measure Serviceman 

Type of Regulation 

Reserved T i t l e  
Reserved T i t l e  
Licensure 
Reserved T i t l e  
Licensure 
Licensure 
Lioensure 
Licensure 
Reserved T i t l e  
L i c e n s u ~ e  
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Reserved T i t l e  
Licensure 
Reserved T i t l e  
Reserved T i t l e  
Licensure 
Registrat ion*** 
Reserved T i t l e  
Reserved T i t l e  
Licensure 

Reserved T i t l e  
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Reserved T i t l e  
Licensure 
Licensure 
Licensure 
Licensure 
Reserved T i t l e  
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 

Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
ticensure**** 
Licensure"** 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 
Licensure 

Webster's Seventh New C o l l e ~ i a t e  Dict ionary de f ines  a profession as:  
" A  c a l l i n g  requir ing s p e c ~ a l i z e d  knowledge and o f t en  long and in tens ive  academic preparat ion."  
Accordinely, the professional  regulatory agencies  were determined by a post-high school  educat ional  
requirement t o  en te r  the  profession. 

** Cosmetologists p rac t i c ing  without compensation have a reserved t i t l e .  
* * *  Student in t e rns  o r  r e s iden t s  must meet minimum requirements i n  add i t ion  t o  r e g i s t e r i n g .  

**** Must be l icensed only i f  compensation is received for  the  se rv ice .  



It should be noted, a s  shown i n  Table 5,  t h a t  t h e  C e r t i f i e d  Publ ic  Accountant 

and Publ ic  Accountant c o n s t i t u t e  two (17 pe rcen t )  of  t h e  12 reserved  t i t l e s  i n  

Arizona. 

J u s t i f i c a t i o n  f o r  S e l e c t i n g  t h e  

Licensing Method o f  Regulat ing 

t h e  A t t e s t  Function 

The a t t e s t  func t ion  is the  one account ing s e r v i c e  t h a t  should be r e s t r i c t e d  t o  

C e r t i f i e d  Publ ic  Accountants and Pub l i c  Accountants.* This  conc lus ion  i s  

based upon the  fol lowing:  

- For ty  s t a t e s  and s e v e r a l  f e d e r a l  agenc ies  c u r r e n t l y  r e s t r i c t  t h e  

a t t e s t  f unc t ion  t o  C e r t i f i e d  Publ ic  Accountants and Publ ic  

Accountants. 

- A number o f  l e g a l  and p r a c t i c a l  l i m i t a t i o n s  e x i s t  i n  Arizona which 

have t h e  e f f e c t  of  r e s t r i c t i n g  t h e  a t t e s t  f unc t ion  t o  C e r t i f i e d  

Publ ic  Accountants and Pub l i c  Accountants. 

- The s e v e r i t y  o f  p o t e n t i a l  f i n a n c i a l  harm incompetent o r  unscrupulous 

p r a c t i t i o n e r s  may i n f l i c t  upon t h e  gene ra l  publ ic .  
- P o t e n t i a l  u s e r s  cannot be expected t o  possess  t h e  knowledge needed t o  

proper ly  eva lua t e  t h e  q u a l i f i c a t i o n s  o f  those  o f f e r i n g  se rv i ce .  

- Benef i t s  t o  t h e  pub l i c  outweigh any p o t e n t i a l  harmful e f f e c t s  such a s  

decrease  i n  t h e  a v a i l a b i l i t y  o f  p r a c t i t i o n e r s ,  h igher  c o s t s  of 

s e r v i c e  and r e s t r i c t i o n s  on optimum use o f  personnel .  

* I n  Occupational Licensing:  Ques t ions  A L e g i s l a t o r  Should Ask,  t h e  
Council o f  S t a t e  Governments i d e n t i f i e d  those  ques t i ons  a s t a t e  must 
answer when eva lua t ing  t h e  need f o r  l i c e n s i n g  an occupat ion.  The 
ques t i ons  a r e  : 

(1 )  whether t he  unl icensed p r a c t i c e  o f  an occupation poses  a s e r i o u s  r i s k  
t o  the  consumers1 l i f e ,  h e a l t h ,  and s a f e t y  or  economic well-being; 

( 2 )  whether p o t e n t i a l  u s e r s  o f  t h e  occupat iona l  s e r v i c e  can be expected 
t o  possess  t h e  knowledge needed t o  proper ly  eva lua t e  t h e  
q u a l i f i c a t i o n s  o f  those  o f f e r i n g  s e r v i c e s ;  and 

(3)  whether b e n e f i t s  t o  t h e  pub l i c  c l e a r l y  outweigh any p o t e n t i a l  
harmful e f f e c t s  such a s  a decrease  i n  t h e  a v a i l a b i l i t y  o f  
p r a c t i t i o n e r s ,  h igher  c o s t s  of goods and s e r v i c e s ,  and r e s t r i c t i o n s  
on optimum u t i l i z a t i o n  o f  personnel .  



A t t e s t  Funct ion Defined 

The a t t e s t  f u n c t i o n  is t h e  most c r i t i c a l  p u b l i c  a c c o u n t i n g  s e r v i c e  a f f e c t i n g  

t h e  g e n e r a l  p u b l i c .  A memorandum* from t h e  L e g i s l a t i v e  Counc i l ,  d a t e d  May 31,  

1979, i n c l u d e s  a d e f i n i t i o n  o f  t h e  a t t e s t  f u n c t i o n  and states i n  p a r t :  

"The a t t e s t  f u n c t i o n  o f  a n  independent  a u d i t o r  is t h e  
performance of a n  a u d i t  i n  accordance w i t h  g e n e r a l l y  
accep ted  a u d i t i n g  s t a n d a r d s  and e x p r e s s i n g  an op in ion  on 
t h e  f i n a n c i a l  s t a t e m e n t s  as t o  t h e  f a i r n e s s  o f  t h o s e  
s t a t e m e n t s  i n  r e p r e s e n t i n g  t h e  f i n a n c i a l  c o n d i t i o n  o f  t h e  
a u d i t e d  e n t i t y . "  Arizona S t a t e  Board o f  Accountancy v. 
Keeb le r ,  (1977 c t .  App.) 115 Ar iz .  239. 

"The Genera l ly  Accepted Audi t ing  S t a n d a r d s  and G e n e r a l l y  
Accepted Accounting P r i n c i p l e s  o f  t h e  American I n s t i t u t e  
o f  C e r t i f i e d  P u b l i c  Accountants  have been adopted by t h e  
Arizona Board o f  Accountancy ... The d i f f e r e n c e  between t h e  
s t a n d a r d s  and p r i n c i p l e s  ... is t h a t  t h e  g e n e r a l l y  accep ted  
a u d i t i n g  s t a n d a r d s  i n v o l v e  how an  a u d i t o r  goes  abou t  
o b t a i n i n g  i n f o r m a t i o n ,  w h i l e  t h e  g e n e r a l l y  accep ted  
account ing  p r i n c i p l e s  i n v o l v e  t h e  format  i n  which t o  
p r e s e n t  t h e  in format ion . "  (Emphasis added)  

N a t i o n a l  R e s t r i c t i o n s  on t h e  P r a c t i c e  o f  

The A t t e s t  Funct ion 

Although Arizona accountancy law does n o t  r e s t r i c t  t h e  p r a c t i c e  o f  t h e  a t tes t  

f u n c t i o n  t o  C e r t i f i e d  P u b l i c  Accountants  and/or  P u b l i c  Accountants ,  a g e n c i e s  

o f  t h e  f e d e r a l  government and a s u b s t a n t i a l  number o f  o t h e r  s t a t e s  have imposed 

such r e s t r i c t i o n s .  For  example, t h e  S e c u r i t i e s  and Exchange Commission (SEC), 

which is t h e  pr imary r e g u l a t o r  o f  p u b l i c l y  he ld  c o r p o r a t i o n s ,  r e q u i r e s  t h a t  a l l  

p u b l i c l y  h e l d  c o r p o r a t i o n s  be a u d i t e d  and t h e i r  f i n a n c i a l  s t a t e m e n t s  a t t e s t e d  

t o  by a  l i c e n s e d  a c c o u n t a n t ,  e i t h e r  a  C e r t i f i e d  P u b l i c  Accountant o r  P u b l i c  

Accountant.  

* Appendix V c o n t a i n s  a f u l l  t e x t  o f  t h e  L e g i s l a t i v e  Counci l  memorandum. 



I n  a d d i t i o n ,  t h e  General Accounting Of f i ce  (GAO) i n  s e t t i n g  s t anda rds  f o r  

governmental a u d i t s ,  has  s t a t e d :  

"When o u t s i d e  a u d i t o r s  a r e  engaged f o r  ass ignments  
r e q u i r i n g  t h e  express ion  o f  an op in ion  on f i n a n c i a l  
r e p o r t s  o f  governmental o rgan iza t ions ,  only f u l l y  
q u a l i f i e d  pub l i c  accountan ts  should be employed." 

The Comptroller General o f  t h e  United S t a t e s ,  has  f u r t h e r  confirmed t h e  GAO 

p o s i t i o n  on the  need f o r  q u a l i f i e d  accountants :  

lfGovernmental e n t i t i e s  provide some of t h e  most d i v e r s e  
and cha l lenging  work i n  t h e  account ing and a u d i t i n g  f i e l d .  
Accordingly, government departments and agenc ies  need t h e  
b e s t  a u d i t  s k i l l s  ob t a inab le .  Authorizing a u d i t o r s  who 
have not  demonstrated t h a t  they possess  such s k i l l s  t o  
render op in ions  on f i n a n c i a l  s ta tements  w i l l  no t  provide 
t h e  pub l i c  with t h e  p r o t e c t i o n  it needs." 

A number of f e d e r a l  agenc ies  have responded t o  t h e  GAO d e c l a r a t i o n  and now 

r e q u i r e  independent a u d i t o r s  who exp re s s  op in ions  on f i n a n c i a l  r e p o r t s  o f  

f e d e r a l  funds be l i c ensed  accountants .  These f e d e r a l  agenc ies  i nc lude  t h e  

United S t a t e s  Treasury Department, which r e q u i r e s  revenue sha r ing  r e c i p i e n t s  

t o  have l i c ensed  accountan ts  perform independent a u d i t s  o f  t h e i r  f i n a n c i a l  

s ta tements ,  t h e  Department o f  Hea l th ,  Education and Welfare and Department of 

Labor, which s t i p u l a t e s  t h a t  l i c e n s e d  accountan ts  must perform any r equ i r ed  

a u d i t s .  

I n  add i t i on  t o  f e d e r a l  r e s t r i c t i o n s  of  t h e  a t t e s t  f unc t ion ,  a s  o f  March 22, 

1979, 40 of  t h e  50 s t a t e s  have enacted laws r e s t r i c t i n g  t h e  performance o f  t h e  

a t t e s t  func t ion  t o  C e r t i f i e d  Pub l i c  Accountants and Pub l i c  Accountants. Table 

6 l ists t h e  40 s t a t e s  t h a t  have enacted accountancy laws r e s t r i c t i n g  t h e  a t t e s t  

f unc t ions  t o  c e r t i f i e d  accountan ts ,  and t h e  s t a t e s ,  inc lud ing  Arizona, t h a t  

have not .  



TABLE 6 

Alabama 
Alaska 
Arkansas 
C a l i f o r n i a  
Colorado 

Montana 
Nebraska 
Nevada 
New Hampshire 
New J e r s e y  

STATES RESTRICTING AND NOT 
RESTRICTING THE ATTEST FUNCTION 

TO CERTIFIED ACCOUNTANTS AS OF MARCH 22,  1979* 

STATES RESTRICTING THE ATTEST FUNCTION 

Connect icut  Ind iana  
F l o r i d a  Iowa 
Georgia Kentucky 
Hawaii Louis iana 
Idaho Maine 

New York Pennsylvania  
North Dakota Rhode I s l a n d  
Ohio South Carol ina 
Oklahoma South Dakota 
Oregon Tennessee 

STATES NOT RESTRICTING THE ATTEST FUNCTION 

A R I Z O N A  
Delaware 
I l l i n o i s  
Kansas 
Minnesota 

New Mexico 
North Caro l ina  
Vermont 
West V i r g i n i a  
Wyoming 

Maryland 
Massachuset ts  
Michigan 
M i s s i s s i p p i  
Missour i  

Texas 
Utah 
V i r g i n i a  
Washington 
Wisconsin 

* SOURCE: Survey o f  50 s t a t e  boards  o f  accountancy by t h e  Arizona O f f i c e  
o f  t h e  Auditor General a s  o f  March 22, 1979. 

Arizona L imi t a t i ons  on t h e  

P r a c t i c e  o f  t h e  A t t e s t  Funct ion 

Although Arizona accountancy law does no t  l i m i t  t h e  a t t e s t  f unc t i on  t o  l i c e n s e d  

accoun tan t s ,  a number of  l e g a l  and p r a c t i c a l  l i m i t a t i o n s  e x i s t  which have t h e  

e f f e c t  of r e s t r i c t i n g  t h e  a t t e s t  func t ion .  



The S e c u r i t i e s  Divis ion o f  t h e  Arizona Corporat ion Commission performs a  

s i m i l a r  r egu la to ry  func t ion  f o r  pub l i c ly  owned Arizona co rpo ra t i ons  a s  does t h e  

Federa l  S e c u r i t i e s  Exchange Commission. ARS 44-1872 r e q u i r e s  an i s s u e r  o f  

s e c u r i t i e s  t o  f i l e  f i n a n c i a l  s t a t emen t s  prepared by a  C e r t i f i e d  Publ ic  

Accountant o r  Publ ic  Accountant. I n  a d d i t i o n ,  26 o t h e r  Arizona s t a t u t e s  

s p e c i f y  C e r t i f i e d  Publ ic  Accountants (CPA) o r  Pub l i c  Accountants (PA) s h a l l  

provide c e r t a i n  account ing s e r v i c e s ,  p r imar i l y  r e l a t e d  t o  t h e  a t t e s t  f unc t ion  

o r  inay provide t he se  account ing s e r v i c e s  i n  l i e u  o f  o the r s .  These 26 s t a t u t e s  

i nc lude  a u d i t s  of  c i t i e s  and towns, escrow agen t s ,  h o s p i t a l s ,  pub l i c  t r a n s i t  

a u t h o r i t i e s ,  s t a t e  compensation, p o l i c e  pension and o t h e r  pub l i c  funds.* 

I n  a d d i t i o n  t o  t he se  l e g a l  r e s t r i c t i o n s ,  many f i n a n c i a l  i n s t i t u t i o n s  i n  Arizona 

impose de f a c t o  r e s t r i c t i o n s  upon t h e  p r a c t i c e  o f  t h e  a t t e s t  func t ion .  For 

exanple ,  Mr. Bud Clark,  A s s i s t a n t  Vice-president ,  o f  Val ley Nat iona l  Bank 

s t a t e d  i n  a  February 7 ,  1979, l e t t e r  t o  t h e  Of f i ce  o f  t h e  Auditor General t h a t :  

"Bas ica l ly  our po l i cy  s t a t e s  t h a t  a l l  c r e d i t  f a c i l i t i e s  t o  
bus iness  e n t i t i e s  o f  $250,000.00 o r  more, t h e  borrower and 
gua ran to r s  ( i f  any) must submit a  minimum o f  t h r e e  y e a r s  
annual  f i n a n c i a l  s t a t emen t s  with unqua l i f i ed  op in ions  
by a  recognized competent c e r t i f i e d  p u b l i c  accountant."** 
(Emphasis added) 

Ms. Tina A. Z e l l e r ,  A s s i s t a n t  Vice-president  of  F i r s t  Nat ional  Bank of Arizona, 

i n  a  l e t t e r  t o  t h e  Of f i ce  of t h e  Auditor General dated February 8 ,  1979, 

s t a t e d :  

"When a  c e r t i f i e d  f i n a n c i a l  s ta tement  is rece ived  t h e  loan 
o f f i c e r  r e l i e s  heav i ly  on t h e  f i g u r e s  i n  making t h e  l oan  
dec is ion .  He a l s o  t r u s t s  t h a t  t h e  p r e s e n t a t i o n  adheres  t o  
t h e  AICPA s tandard  ( g e n e r a l l y  accepted  account ing 
p r i n c i p l e s )  and is  i n  f a i r  and c o n s i s t e n t  form un le s s  
o therwise  noted."** (Emphasis added) 

* Appendix V I  is  a  memorandum from L e g i s l a t i v e  Council  dated March 14, 1979, 
t h a t  d e t a i l s  t he se  s t a t u t e s .  ** Appendix V I I  con t a in s  t h e  f u l l  t e x t  of  t he se  l e t t e r s  and s i m i l a r  ones from 
o t h e r  Arizona f i n a n c i a l  i n s t i t u t i o n s .  



A s  a  r e s u l t  o f  these  l e g a l  and p r a c t i c a l  r e s t r i c t i o n s ,  t h e  a c t u a l  amount of  t h e  

a t t e s t  func t ion  being performed i n  Arizona by non-Cert i f ied Pub l i c  Accountants 

and Pub l i c  Accountants is r e l a t i v e l y  i n s i g n i f i c a n t .  (page 40) 

The S e v e r i t y  o f  P o t e n t i a l  F i n a n c i a l  

Harm Incompetent o r  Unscrupulous - 

P r a c t i t i o n e r s  May I n f l i c t  Upon 

The General Publ ic  

According t o  L e g i s l a t i v e  Council  i n  a  memorandum dated Apr i l  13, 1979: 

"It is ev ident  t h a t  t h e  only account ing func t ion  which is 
s u f f i c i e n t l y  endowed wi th  pub l i c  i n t e r e s t  t o  j u s t i f y  l e g a l  
r e s t r i c t i o n  is t h e  a u d i t i n g  and express ion  o f  opinion on 
f i n a n c i a l  s t a t emen t s  on which t h i r d  p a r t i e s  re ly .""  

The c r i t i c a l  na tu re  of  t h e  f i n a n c i a l  a u d i t  stems from t h e  r e l i a n c e  o t h e r s  p l ace  

on its accuracy and completeness and t h e  independence of  t h e  a u d i t o r .  Audited 

f i n a n c i a l  s t a t emen t s  a r e  a  primary means o f  communicating f i n a n c i a l  

information t o  those  o u t s i d e  an e n t i t y .  The f i n a n c i a l  s t a t emen t s  most 

f r equen t ly  prepared a r e  ( a )  balance s h e e t  o r  s ta tement  o f  f i n a n c i a l  p o s i t i o n ,  

( b )  income o r  earn ings  s t a t emen t ,  ( c )  s ta tement  o f  r e t a i n e d  earn ings ,  ( d l  

s ta tement  o f  o t h e r  changes i n  owners1 o r  s tockho lde r s1  e q u i t y ,  and ( e )  

s ta tement  o f  changes i n  f i n a n c i a l  p o s i t i o n  ( source  and a p p l i c a t i o n  of  funds) .  

Persons o u t s i d e  t h e  o rgan iza t ion  r e l y  on aud i t ed  f i n a n c i a l  s ta tements  t o  be 

a c c u r a t e ,  complete and f a c t u a l .  

Audited f i n a n c i a l  s ta tements  a r e  intended t o  provide information t h a t  is  u s e f u l  

i n  making bus iness  and economic dec i s ions .  I n d i v i d u a l s ,  e n t e r p r i s e s ,  markets 

and governments i n  making d e c i s i o n s  use aud i t ed  f i n a n c i a l  s ta tement  

information t o  eva lua t e  va r ious  a l t e r n a t i v e s  and a s s e s s  t h e  expected r e t u r n s ,  

c o s t s  and r i s k s .  

* Appendix V I I I  i s  f u l l  t e x t  o f  t h i s  memorandum. 
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The u s e r s  o f  f i n a n c i a l  s t a t e m e n t  i n f o r m a t i o n  i n c l u d e  b u s i n e s s  owners, l e n d e r s ,  

s u p p l i e r s ,  p o t e n t i a l  i n v e s t o r s  and c r e d i t o r s ,  employees, management, 

d i r e c t o r s ,  cus tomers ,  f i n a n c i a l  a n a l y s t s ,  . b rokers ,  u n d e r w r i t e r s ,  s t o c k  

exchanges,  l awyers ,  economis t s ,  t a x i n g  a u t h o r i t i e s ,  r e g u l a t o r y  a u t h o r i t i e s ,  

l e g i s l a t o r s ,  news media, l a b o r  un ions ,  t r a d e  a s s o c i a t i o n s ,  b u s i n e s s  

r e s e a r c h e r s  and t h e  g e n e r a l  p u b l i c .  Users  most d i r e c t l y  concerned w i t h  t h e  

o p e r a t i o n  of any e n t i t y  i n c l u d e  owners, c r e d i t o r s  and employees i n  t h a t  t h e y  

i n v e s t  c a s h ,  goods o r  s e r v i c e s  i n  an  e n t i t y  w i t h  t h e  e x p e c t a t i o n  o f  o b t a i n i n g  

s u f f i c i e n t  cash  i n  r e t u r n  t o  make t h e  inves tment  worthwhile.  According t o  

AICPA P r o f e s s i o n a l  S t a n d a r d s ,  " O b j e c t i v e s  of F i n a n c i a l  Accounting and 

F i n a n c i a l  S ta tements  and Genera l  F i n a n c i a l  Accounting, ' '  f i n a n c i a l  r e p o r t s  and 

s t a t e m e n t s  p rov ide  t h e s e  u s e r s  wi th  t h e  evenhanded and unbiased i n f o r m a t i o n  

n e c e s s a r y  t o  form judgments abou t  t h e  a b i l i t y  o f  t h e  e n t e r p r i s e  t o  s e r v i c e ,  

a d a p t ,  grow and p r o s p e r  amid changing economic c o n d i t i o n s .  

A s  no ted  i n  t h e  AICPA P r o f e s s i o n a l  S t a n d a r d s ,  " O b j e c t i v e s  o f  F i n a n c i a l  

Repor t ing  by Bus iness  E n t e r p r i s e s , "  when f i n a n c i a l  s t a t e m e n t s  are a u d i t e d ,  

u s e r s  w i l l  b e l i e v e  t h e y  a r e  f a c t u a l  and dependable  f o r  decision-making: 

"Independent a u d i t o r s  commonly examine o r  review f i n a n c i a l  
s t a t e m e n t s  and perhaps  o t h e r  i n f o r m a t i o n ,  and bo th  t h o s e  
who prov ide  and t h o s e  who use  t h a t  i n f o r m a t i o n  o f t e n  view 
an  independent  a u d i t o r ' s  o p i n i o n  as enhancing t h e  
r e l i a b i l i t y  o r  c r e d i b i l i t y  o f  t h e  informat ion."  

If g e n e r a l l y  accep ted  a u d i t i n g  s t a n d a r d s  and g e n e r a l l y  accep ted  a c c o u n t i n g  

p r i n c i p l e s ,  a s  s p e c i f i e d  by t h e  AICPA, a r e  n o t  fo l lowed,  a n  a c c o u n t a n t  can  

s u b s t a n t i a l l y  m i s r e p r e s e n t  a n  e n t i t y ' s  f i n a n c i a l  p o s i t i o n .  The g e n e r a l  

p u b l i c ,  r e l y i n g  upon t h i s  f i n a n c i a l  i n f o r m a t i o n ,  would t h e n  r e a c h  i n a c c u r a t e  

c o n c l u s i o n s ,  i n v e s t  o r  ex tend  c r e d i t  t o  t h e  e n t i t y  and i n c r e a s e  t h e  l i k e l i h o o d  

t h a t  f i n a n c i a l  harm would occur .  Two n o t a b l e  n a t i o n a l  examples,  McKesson 

Robbins, I n c o r p o r a t e d  and E q u i t y  Funding Corpora t ion  o f  America, demons t ra te  

t h e  f i n a n c i a l  harm t h a t  can occur  when i n a d e q u a t e  a u d i t s  a r e  performed. 
- 



I n  1939 a  s e r i o u s  f r aud  was d i s c lo sed  i n  t h e  accounts  of  McKesson Robbins, 

Incorpora ted ,  which had f o r  yea r s  been aud i t ed  by a  f i r m  of  independent 

a u d i t o r s .  Approximately $19 m i l l i o n  i n  f i c t i t i o u s  i n v e n t o r i e s  and accounts  

r ece ivab le  were l i s t e d  i n  t h e  balance shee t  t o t a l  o f  $87 mi l l i on  i n  a s s e t s ,  a  

21.8 percent  mis represen ta t ion .  The f i c t i t i o u s  a s s e t s  were supported by 

invo ices ,  advices ,  sh ipp ing  and o t h e r  documents us ing  f i c t i t i o u s  names; 

r eco rds  o f  f i c t i t i o u s  t r a n s a c t i o n s ;  forged c o n t r a c t s ;  guaran tees  and 

supposedly independent c r e d i t  r a t i n g  r e p o r t s .  Af t e r  an SEC inqu i ry  i n t o  t h i s  

f r aud ,  confirmation o f  r ece ivab le s  and phys i ca l  observa t ion  of  inventory  were 

incorpora ted  i n t o  mandatory a u d i t i n g  s tandards .  

I n  1972 Equi ty  Funding Corporat ion of  America was discovered t o  have c r ea t ed  

$120 mi l l i on  i n  nonexis ten t  a s s e t s  and t o  have s o l d ,  t o  r e i n s u r e r s ,  up t o  $2 

b i l l i o n  i n  f r audu len t  l i f e  insurance p o l i c i e s .  Auditors  apparen t ly  f a i l e d  t o  

s u f f i c i e n t l y  confirm a s s e t s  and d a t a  process ing  r e p o r t s  on l oans  and were (I 

misled by Equi ty  Funding o f f i c i a l s .  

I n  Arizona i n  1975, Lincoln T h r i f t  Assoc ia t ion ,  t h e  r e l a t e d  U. S. T h r i f t  

Assoc ia t ion  and 53 s u b s i d i a r i e s  were d i scovered  t o  be involved i n  f raud  of  t h e  a 
publ ic .  I n  a  prospec tus  f o r  t he  Arizona Corporat ion Commission, t h e  accountant  

f o r  Lincoln T h r i f t  s i g n i f i c a n t l y  departed from g e n e r a l l y  accepted account ing 

p r i n c i p l e s ,  committed r e p o r t i n g  d e f i c i e n c i e s  and f a i l e d  t o  comply with 

gene ra l l y  accepted a u d i t i n g  s t anda rds  by inapp rop r i a t e ly  i s s u i n g  an • 
unqual i f ied  opinion on t h e  f i n a n c i a l  s t a t emen t s  f o r  ca lendar  years  1971, 1972, 

1973 and s i x  months o f  1974. The two f i rms  had more t han  20,000 i n v e s t o r s  and 

l i a b i l i t i e s  exceeded a s s e t s  by $32.5 mi l l ion .  I n  December 1975 t h e  f i r m s  were 

placed i n  f e d e r a l  r ece ive r sh ip .  a 



C e r t i f i e d  Publ ic  Accountants and Pub l i c  Accountants i n  Arizona a r e  l e g a l l y  

requi red  t o  comply with t he  AICPA s t anda rds  adopted by the  S t a t e  Board o f  

Accountancy. Other p r a c t i c i n g  accountan ts  a r e  no t  r equ i r ed  by law t o  comply 

wi th  t he  AICPA s tandards .  If a  c e r t i f i e d  accountant  f a i l s  t o  comply with t he  

AICPA s t anda rds  t h e  Board can revoke o r  suspend t h e  accoun tan t ' s  use of  t h e  

"Reserved T i t l e s f f  under Arizona l a w .  However, t h i s  a u t h o r i t y  does no t  extend 

t o  non - t i t l ed  accountants .  A s  a  r e s u l t ,  t h e  s t a t e  o f  Arizona cannot c u r r e n t l y  

r e s t r i c t  t h e  most c r i t i c a l  account ing s e r v i c e  - t h e  a t t e s t  f u n c t i o n  - t o  

persons with demonstrated competence. Fu r the r ,  persons  whose t i t l e s  have been 

revoked by the  Board f o r  f a i l u r e  t o  comply with AICPA s t anda rds ,  a s  i n  t h e  

i n s t ance  o f  the  accountant  f o r  Lincoln T h r i f t  Assoc ia t ion ,  can s t i l l  l e g a l l y  

perform an a u d i t  and express  an opinion on f i n a n c i a l  s ta tements .  

P o t e n t i a l  Users Cannot B e  

Expected t o  Possess  t h e  

Knowledge Needed t o  Proper ly  

Evaluate  t h e  Q u a l i f i c a t i o n s  

o f  Those Offer ing  Se rv i ce  

The o b j e c t i v e  of an a u d i t o r  i n  performing t h e  a t t e s t  f unc t ion  is, accord ing  t o  

AICPA Pro fe s s iona l  S tandards  f o r  F i e l d  Work: 

"...to form an opinion on whether t h e  f i n a n c i a l  s t a t emen t s  
p re sen t  f a i r l y  ( t h e )  f i n a n c i a l  p o s i t i o n ,  r e s u l t s  o f  
ope ra t i ons  and changes i n  f i n a n c i a l  p o s i t i o n  i n  conformity 
wi th  gene ra l l y  accepted account ing p r i n c i p l e s  c o n s i s t e n t l y  
appl ied .  Consequently,  under g e n e r a l l y  accepted a u d i t i n g  
s t anda rds  t h e  independent a u d i t o r  has  t h e  r e s p o n s i b i l i t y  
t o  plan h i s  examination, t o  s ea rch  f o r  e r r o r s  o r  
i r r e g u l a r i t i e s  t h a t  would have a  m a t e r i a l  e f f e c t  on t h e  
f i n a n c i a l  s t a t emen t s ,  and t o  e x e r c i s e  due s k i l l  and c a r e  
i n  the  conduct o f  t h a t  examination." 

The a u d i t  procedures  and s t anda rds  which must be followed i n  o r d e r  t o  

accomplish t h e  above o b j e c t i v e  o f  t h e  a t t e s t  f unc t ion  appears  t o  be 

s u f f i c i e n t l y  t e c h n i c a l  and complex t o  preclude members of t h e  g e n e r a l  pub l i c  

who a r e  no t  f i n a n c i a l l y  s o p h i s t i c a t e d  from eva lua t ing  the  q u a l i f i c a t i o n s  of  

those  o f f e r i n g  the  s e rv i ce .  The a t t e s t  f unc t ion  r e q u i r e s  t h e  a u d i t o r  t o  apply 

a  s e r i e s  o f  a n a l y t i c a l  reviews o f  f i n a n c i a l  information.  These reviews inc lude  

t h e  following: 



- Comparison, of t h e  f i n a n c i a l  information with in format ion  f o r  
comparable p r i o r  p e r i o d ( s ) .  

- Comparison o f  t h e  f i n a n c i a l  information with a n t i c i p a t e d  r e s u l t s  
( f o r  example, budgets and f o r e c a s t s ) .  

- Study of t h e  r e l a t i o n s h i p s  o f  f i n a n c i a l  d a t a  t h a t  would be expected 
t o  conform t o  a  p r e d i c t a b l e  p a t t e r n  based on t h e  e n t i t y ' s  experience.  

- Comparison of  t h e  f i n a n c i a l  information with s i m i l a r  information 
regard ing  the  a r e a  i n  which t h e  e n t i t y  ope ra t e s .  

- Study of r e l a t i o n s h i p s  of  t h e  f i n a n c i a l  information with r e l evan t  
non f inanc i a l  information.  

- I n v e s t i g a t i o n  and documentation of any m a t e r i a l  i r r e g u l a r i t i e s .  

Most o f  t he  a u d i t o r ' s  work c o n s i s t s  of  ob t a in ing  and examining account ing da t a  

and co r robora t ing  information.  Such information inc ludes :  

- source  documents o f  o r i g i n a l  e n t r y  

- g e n e r a l  and s u b s i d i a r y  l e d g e r s  

- account ing manuals 

- worksheets expla in ing  a l l o c a t i o n s  of c o s t s ,  computations and recon- 
c i l i a t i o n s  

- documentary m a t e r i a l  such a s  checks,  i nvo ices ,  c o n t r a c t s  and minutes 
o f  meetings 

- conf i rmat ions  and o t h e r  w r i t t e n  r e p r e s e n t a t i o n s  by knowledgable 
people  

- information obtained by inqu i ry ,  observa t ion ,  i n s p e c t i o n  and 
phys i ca l  examination. 



I n  summary, t o  r e a c h  a c o n c l u s i o n  on t h e  f i n a n c i a l  s t a t e m e n t s ,  t h e  a u d i t o r :  

- t e s t s  u n d e r l y i n g  a c c o u n t i n g  d a t a  by a n a l y t i c a l  review 

- r e t r a c e s  t h e  p rocedures  and s t e p s  fo l lowed i n  t h e  a c c o u n t i n g  p r o c e s s  
and i n  deve lop ing  work s h e e t s  and a l l o c a t i o n s  

- r e c a l c u l a t e s  and 

- r e c o n c i l e s  r e l a t e d  t y p e s  and a p p l i c a t i o n s  of f i n a n c i a l  i n f o r m a t i o n .  

F i n a l l y ,  t h e  a u d i t o r  p r e p a r e s  a r e p o r t  which must i n c l u d e  t h e  f o l l o w i n g  t o  be 

i n  compliance w i t h  AICPA p r o f e s s i o n a l  s t a n d a r d s :  

1)  Whether t h e  f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  f a i r l y  i n  accordance  w i t h  

g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s , '  

2 )  t h a t  t h e  a c c o u n t i n g  p r i n c i p l e s  have been used c o n s i s t e n t l y  i n  t h e  t ime  

p e r i o d  r e f l e c t e d  i n  t h e  f i n a n c i a l  s t a t e m e n t s  and t h a t  t h e  i n f o r m a t i o n  is 

comparable  t o  p r e v i o u s  time p e r i o d s ,  

3 )  whether t h e  f i n a n c i a l  s t a t e m e n t s  a d e q u a t e l y  d i s c l o s e  a l l  m a t t e r s  needed 

t o  make them s u f f i c i e n t l y  i n f o r m a t i v e  t o  t h e  r e a d e r s ,  and 

4) e i t h e r  an  o p i n i o n  r e g a r d i n g  t h e  f i n a n c i a l  s t a t e m e n t s  Ifas a whole" o r  a 

s t a t e m e n t  t h a t  a n  o p i n i o n  c a n n o t  be  e x p r e s s e d .  

* According t o  t h e  AICPA, t h e  p h r a s e  " g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s "  can  be d e f i n e d  as "a t e c h n i c a l  a c c o u n t i n g  t e r m  which 
encompasses t h e  c o n v e n t i o n s ,  r u l e s ,  and p rocedures  n e c e s s a r y  t o  d e f i n e  
a c c e p t e d  a c c o u n t i n g  p r a c t i c e  a t  a p a r t i c u l a r  t ime.  It i n c l u d e s  broad 
g u i d e l i n e s  o f  g e n e r a l  a p p l i c a t i o n ,  and d e t a i l e d  p r a c t i c e s  and 
procedures . .  . 
Genera l  a c c o u n t i n g  p r i n c i p l e s  d e f i n e  which economic r e s o u r c e s  and 
o b l i g a t i o n s  shou ld  be recorded  as assets and l i a b i l i t i e s ,  which changes  i n  
them shou ld  be  r e c o r d e d ,  when t h e s e  changes  shou ld  be r e c o r d e d ,  how t h e  
recorded  a s s e t s  and l i a b i l i t i e s  and changes  i n  them shou ld  be measured,  
what i n f o r m a t i o n  shou ld  be d i s c l o s e d ,  how it shou ld  be d i s c l o s e d ,  and 
which f i n a n c i a l  s t a t e m e n t s  shou ld  be prepared. . .  

The a u d i t o r  ls judgment is  a p p l i e d  i n  d e t e r m i n i n g  ' f a i r n e s s '  w i t h i n  t h i s  
framework o f  ' g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s 1  t h a t  r e p r e s e n t  a 
uniform s t a n d a r d  f o r  judging t h e  f i n a n c i a l  s t a t e m e n t s . "  



T h e r e f o r e ,  a l t h o u g h  n o t  surveyed due t o  t h e  complex i ty  o f  i d e n t i f y i n g  t h e  u s e r s  

o f  t h e  a t t e s t  f u n c t i o n ,  it a p p e a r s  t h a t  t h e  p r o c e d u r e s ,  s t a n d a r d s  and r e p o r t i n g  

a s p e c t s  o f  t h e  a t t e s t  f u n c t i o n  a r e  s u f f i c i e n t l y  complex and t e c h n i c a l  t o  

p r e c l u d e  assessment  o f  t h e  p r a c t i t i o n e r s  p r o f e s s e d  q u a l i f i c a t i o n s  by anyone 

o t h e r  than  t h e  most f i n a n c i a l l y  s o p h i s t i c a t e d  u s e r s .  

B e n e f i t s  t o  t h e  P u b l i c  Outweigh 

Any P o t e n t i a l  Harmful E f f e c t s  

Such a s  Decrease  i n  t h e  A v a i l a b i l i t y  

o f  P r a c t i t i o n e r s ,  Higher  C o s t s  o f  

S e r v i c e  and R e s t r i c t i o n s  On Optimum 

Use o f  P e r s o n n e l  

It does  n o t  appear  t h a t  r e s t r i c t i n g  t h e  a t t e s t  f u n c t i o n  t o  C e r t i f i e d  P u b l i c  

Accountants  and P u b l i c  Accountants  would d e c r e a s e  t h e  a v a i l a b i l i t y  of p r a c t i -  

t i o n e r s ,  r e s u l t  i n  h i g h e r  c o s t s  o f  s e r v i c e  o r  c a u s e  any a d d i t i o n a l  r e s t r i c t i o n s  

on t h e  optimum u s e  o f  p e r s o n n e l .  

I n  a su rvey  conducted by t h e  O f f i c e  o f  t h e  Audi to r  General*  o f  Ar izona ,  t i t l e d  

and n o n - t i t l e d  a c c o u n t a n t s  i d e n t i f i e d  t h e  t y p e  and amount o f  a c c o u n t i n g  

s e r v i c e s  o f f e r e d  t o  t h e  g e n e r a l  p u b l i c .  T a b l e  7 summarizes t h e  s e r v i c e s  

p rov ided  by Arizona t i t l e d  and n o n - t i t l e d  a c c o u n t a n t s  and t h e  p e r c e n t a g e  each 

s e r v i c e  r e p r e s e n t s  o f  t h e  a c c o u n t a n t s '  t o t a l  p r a c t i c e .  

* Appendix I X  c o n t a i n s  t h e  complete  r e s u l t s  o f  t h i s  su rvey .  



TABLE 7 

PERCENTAGE OF TOTAL ACCOUNTING PRACTICE 
ATTRIBUTABLE TO VARIOUS ACCOUNTING 

SERVICES FOR TITLED A N D  NON-TITLED ARIZONA 
ACCOUNTANTS BY ACCOUNTING FIRM SIZE 

T i t l e d  and Non-Titled 
Accountants 
By Firm S i z e  

C e r t i f i e d  Pub l i c  Accountants 
S o l e  P r a c t i t i o n e r s  
2-5 Employees 
6-12 Employees 
13-25 Employees 
Over 25 Employees 

Average T o t a l  Percentage 

Pub l i c  Accountants 
S o l e  P r a c t i t i o n e r s  
2-5 Employees 
6-12 Employees 
Over 25 Employees 

Average T o t a l  Percentage  

Non-Titled Accountants 
S o l e  P r a c t i t i o n e r s  ' 
2-5 Employees 
6-12 Employees 
13-25 Employees 
Over 25 Employees 

Average T o t a l  Percentage 

Percentage  o f  T o t a l  Accounting P r a c t i c e  
By Type o f  Accounting Se rv i ce*  

a, 

* Percent  o f  t o t a l  p r a c t i c e  is  based on amount o f  c l i e n t  f e e s  received f o r  performance of each s e r v i c e  compared t o  t o t a l  f e e s  

SOURCE: Survey o f  t h e  Arizona account ing p ro fe s s ion  by t h e  Of f i ce  o f  t h e  Auditor Genera l ,  March 1979. 1 



A s  Table 7 i l l u s t r a t e s ,  both t i t l e d  and non- t i t l ed  accountan ts  o f f e r  a l l  

account ing s e r v i c e s  t o  t h e  publ ic .  However, a t t e s t  a u d i t i n g  r e p r e s e n t s  a  

r e l a t i v e l y  i n s i g n i f i c a n t  p ropor t i on  o f  non - t i t l ed  accountan ts '  p r a c t i c e s  

( . 3%) .  Thus, r e s t r i c t i n g  t h e  a t t e s t  f unc t ion  t o  t i t l e d  accountan ts  would n o t  

have a  s i g n i f i c a n t  impact on t h e  a v a i l a b i l i t y  of p r a c t i o n e r s  t o  perform t h e  

s e rv i ce .  

I n  a d d i t i o n ,  s i n c e  t i t l e d  accountan ts  gene ra l l y  perform t h e  a t t e s t  f unc t ion  

while non - t i t l ed  accountan ts  do n o t ,  r e s t r i c t i o n  of  t h e  a t t e s t  f unc t ion  t o  

t i t l e d  accountants  would not  cause any s i g n i f i c a n t  change i n  t h e  u t i l i z a t i o n  o f  

account ing personnel.  

Our survey a l s o  revea led  t h a t  t h e  c o s t  o f  account ing s e r v i c e s  appears  t o  be 

more a  func t ion  of f i rm s i z e  and no t  t h e  accoun tan t ' s  t i t l e .  For example, t h e  

average s o l e  p r a c t i t i o n e r  C e r t i f i e d  Pub l i c  Accountant charges  l e s s  per  hour t o  

perform t h e  a t t e s t  func t ion  than does t h e  average Pub l i c  Accountant and only 

s l i g h t l y  more than t h e  non - t i t l ed  accountant .  However, t h e  average hour ly  r a t e  

f o r  C e r t i f i e d  Publ ic  Accountants and n o n - t i t l e d  accountan ts  who responded t o  

the  survey by the  Of f i ce  o f  t h e  Auditor General t o  perform t h e  a t t e s t  f unc t ion  

inc reases  i n  d i r e c t  p ropor t ion  t o  t h e  s i z e  of  f i r m  p rovid ing  t h e  se rv ice ."  

Table  8 summarizes t h e  hour ly  r a t e s  f o r  account ing s e r v i c e s  charged by 

C e r t i f i e d  Publ ic  Accountants,  Pub l i c  Accountants and non- t i t l ed  accountan ts  by 

f i rm s i z e .  

Responses from Publ ic  Accountants were l i m i t e d  t o  two s i z e s  o f  f i r m  - s o l e  
p r a c t i t i o n e r  and f i rms  with 2-5 employees - and f o r  t he se  t h e  average 
hourly r a t e  was t he  same. 



TABLE 8 

SUMMARY OF HOURLY RATES FOR 
ACCOUNTING SERVICES CHARGED 

BY CERTIFIED PUBLIC ACCOUNTANTS, 
PUBLIC ACCOUNTANTS AND NON-TITLED 

ACCOUNTANTS BY FIRM SIZE 

T i t  l e d  and Non-Tit l e d  
Accountants By 

Firm S i z e  

C e r t i f i e d  Pub l i c  Accountants 

So le  P r a c t i t i o n e r s  
2-5 Employees 
6- 12 Employees 
13-25 Employees 
Over 25 Employees 

Pub l i c  Accountants 
So le  P r a c t i t i o n e r s  
2-5 Employees 
6-12 Employees 
13-25 Employees 
Over 25 Employees 

Non-Titled Accountants 
So le  P r a c t i t i o n e r s  
2-5 Employees 
6- 12 Employees 
13-25 Employees 
Over 25 Employees 

Average Hourly Rate Charged 
Income, 

Attest E s t a t e  and Accounting 
Function G i f t  Taxes Bookkeeping 

Number a 
Responding 

SOURCE: Survey of t h e  Arizona accountancy p ro fe s s ion ,  Of f i ce  o f  t h e  Auditor a 
General ,  March 1979. Appendix I X  Table 11, c o n t a i n s  a complete 
l i s t i n g  of hourly r a t e s  by type  o f  s e rv i ce .  



It does not appear t h a t  r e s t r i c t i n g  t h e  a t t e s t  f unc t ion  t o  t i t l e d  accountan ts  

w i l l  r e s u l t  i n  h igher  c o s t s  of  s e r v i c e  based upon t h e  s i m i l a r i t y  o f  hour ly  

r a t e s  charged by t i t l e d  and non- t i t l ed  accountan ts  a s  shown i n  Table 8 coupled 

with t h e  r e l a t i v e l y  i n s i g n i f i c a n t  amount o f  a t t e s t  a u d i t i n g  now being performed - 
by non- t i t l ed  accountan ts  i n  Arizona. 

CONCLUSION 

Arizona accountancy law now r e s t r i c t s  t h e  usage of t h e  t i t l e s  C e r t i f i e d  Pub l i c  

Accountant and Publ ic  Accountant t o  persons approved by t h e  S t a t e  Board o f  

Accountancy. Lawmakers i n  40 o t h e r  s t a t e s  have determined t h a t  t h i s  was 

i n s u f f i c i e n t  p r o t e c t i o n  f o r  t h e  pub l i c  and have f u r t h e r  r e s t r i c t e d  t h e  a t t e s t  

f unc t ion  t o  t i t l e d  accountan ts .  I n  Arizona anyone can l e g a l l y  perform t h e  

a t t e s t  func t ion  without  being approved by t h e  S t a t e  Board of Accountancy. 

S u b s t a n t i a l  f i n a n c i a l  harm can and has  occurred when g e n e r a l l y  accepted 

s t anda rds  of account ing and a u d i t i n g  were no t  followed i n  t h e  performance o f  

t h e  a t t e s t  func t ion .  

It appears  app rop r i a t e  t o  r e s t r i c t  t h e  performance o f  t h e  a t t e s t  f unc t ion  t o  

t i t l e d  accountants  who have demonstrated a  minimum l e v e l  o f  competence s i n c e  

t h e  a t t e s t  func t ion  meets t h e  t h r e e  c r i t e r i a  f o r  l i c e n s i n g  o u t l i n e d  by t h e  

Council  of  S t a t e  Governments, i n  t h a t :  

1 .  The unl icensed  p r a c t i c e  o f  t h e  a t t e s t  func t ion  can 
r e s u l t  i n  s eve re  f i n a n c i a l  harm t o  t h e  g e n e r a l  
publ ic .  

2. The performance o f  a u d i t  is  s u f f i c i e n t l y  t e c h n i c a l  
and complex t o  p rec lude  proper  eva lua t ion  o f  t h e  
a u d i t  o r  t h e  persons  o f f e r i n g  t h e  s e r v i c e  by t h e  
g e n e r a l  publ ic .  

3 B e n e f i t s  t o  t h e  pub l i c  outweigh p o t e n t i a r  harmful 
e f f e c t s  such as a  decrease  i n  a v a i l a b l e  p r a c t i t i o n e r s ,  
h igher  c o s t s  o f  t h e  s e r v i c e  and f u r t h e r  r e s t r i c t i o n  on t h e  
usage of  a v a i l a b l e  personnel .  



P r a c t i c a l  r e s t r i c t i o n s  imposed by bus iness  and f e d e r a l  and s t a t e  law r e s t r i c t  

t h e  a t t e s t  f unc t ion  t o  t i t l e d  accountan ts ,  and r e s u l t  i n  minimal p r a c t i c e  o f  

t he  a t t e s t  func t ion  by non- t i t l ed  accountan ts  i n  Arizona. Therefore ,  pub l i c  

p r o t e c t i o n  from f i n a n c i a l  harm would be increased  with minimal adverse  e f f e c t  

i f  t h e  a t t e s t  func t ion  were l i m i t e d  t o  t i t l e d  accountants .  - 

RECOWEND ATION 

Considerat ion should be g iven  t o  l i m i t i n g  t h e  performance o f  t h e  a t t e s t  

f unc t ion  t o  i n d i v i d u a l s  approved by t h e  S t a t e  Board o f  Accountancy. These 

i n d i v i d u a l s  w i l l ,  t h e r e f o r e ,  be r equ i r ed  t o  adhere t o  AICPA s t anda rds  f o r  

a u d i t i n g  and account ing p r i n c i p l e s .  

L e g i s l a t i o n  w i l l  be  needed t o  implement t h i s  recommendation.* 

* Appendix V is a  memorandum from L e g i s l a t i v e  Council  dated March 1 4 ,  1979, 
s t a t i n g  l e g i s l a t i v e  change is needed t o  l i m i t  t h e  a t t e s t  func t ion .  



FINDING I1 

THE PUBLIC ACCOUNTANT CLASSIFICATION I S  UNNECESSARY 

The Arizona S t a t e  Board of  Accountancy g r a n t s  c e r t i f i c a t e s  and has  a u t h o r i t y  

over two c l a s s e s  o f  accountan ts  - C e r t i f i e d  Publ ic  Accountant (CPA) and Publ ic  

Accountant (PA). 

Our review of  the  PA c l a s s i f i c a t i o n  r e v e a l s  t h a t  t h e r e  does not appear  t o  be a 

demonstrated need f o r  the  PA des igna t ion  i n  Arizona i n  t h a t  - 
- Since  1955 only 246 persons  have been c l a s s i f i e d  a s  PAS 

- From 1961 t o  1978 t h e  number o f  PAS has dec l ined  39 percent  while  t h e  

number o f  CPAs has  increased  281 percent  

- 58 percent  o f  t h e  91 PAS a s  of December 31, 1978, had been gran ted  

c e r t i f i c a t e s  a s  PAS between 1955 and 1960 without  examination 

through a  "grandfather"  c l a u s e  i n  accountancy law 

- Of the  119 persons  c l a s s i f i e d  a s  PAS during the  22 year  per iod  from 

1957 t o  1979, approximately 53 pe rcen t  subsequent ly  became CPAs 

- Arizona is one o f  on ly  15 s t a t e s  t h a t  c u r r e n t l y  g r a n t s  PA 

c e r t i f i c a t e s  

- The account ing s e r v i c e s  g e n e r a l l y  provided by PAS do n o t  j u s t i f y  

r egu la t i on .  

His tory  o f  t h e  PA C l a s s i f i c a t i o n  

The PA c l a s s i f i c a t i o n  was e s t a b l i s h e d  i n  Arizona i n  1933 when the  accountancy 

law was amended t o  provide t h a t  t h e  Board o f  Accountancy would 

" . . . i ssue t o  a l l  accountan ts  o f  good moral c h a r a c t e r  who 
were maintaining an o f f i c e  and engaged exc lus ive ly  i n  
pub l i c  p r a c t i c e  on t h e i r  own account on January 1 ,  1933, 
and who do no t  q u a l i f y  under t h e  p rov i s ions  ... of  t h i s  
s e c t i o n ,  a  c e r t i f i c a t e  o f  a u t h o r i t y  t o  p r a c t i c e  a s  a 
p u b l i c  accountant .  This  c e r t i f i c a t e  of  a u t h o r i t y  s h a l l  
n o t  confer  any added t i t l e  and t h e ,  ho lder  s h a l l  b e  known 
and s t y l e d  only a s  a  'Publ ic  Accountant ' .  Appl ica t ion  
must be made f o r  t h i s  c e r t i f i c a t e  of  a u t h o r i t y  before  
January 1,  1934." (ARS 67-604, Laws 1933) 



The above amendment provided f o r  a  one-time g ran t ing  of  PA c e r t i f i c a t e s  t o  

persons no t  q u a l i f i e d  t o  be CPAs and an es t imated  56 p r a c t i c i n g  accountan ts  

app l i ed  f o r  and were gran ted  PA c e r t i f i c a t e s .  No new PA c e r t i f i c a t e s  were 

gran ted  a f t e r  1933 u n t i l  t h e  accountancy law was amended i n  1955 t o  provide f o r  

a  cont inu ing  PA c l a s s i f i c a i o n .  With t he  enactment o f  t h e  1955 law, 137 persons 
- 

were "grandfathered" (g ran t ed  PA c e r t i f i c a t e s  without  having t o  pass  an 

examination) i f  a  major po r t i on  of t h e i r  income f o r  t h e  prev ious  t h r e e  years  

was earned i n  t he  p r a c t i c e  of  accounting. 

The 1955 amendment def ined  t h e  p re sen t  requirements  f o r  CPAs and PAS. The 

primary d i f f e r ence  between t h e  two c l a s s i f i c a t i o n s  being t h a t  a  CPA must pa s s  

a l l  four  s u b j e c t s  o f  t h e  AICPA examination (account ing p r a c t i c e ,  theory  o f  

accounts ,  a u d i t i n g  and commercial law) while  a  PA must pa s s  e i t h e r  t h e  

account ing p r a c t i c e  s u b j e c t  of  t h e  AICPA examination o r  t h e  o t h e r  t h r e e  

s u b j e c t s .  The requirements  f o r  CPAs and PAS a r e  con t r a s t ed  below. 



Requirements For Requirements For 
A C e r t i f i e d  Publ ic  Accountant (ARS 32-721) A Publ ic  Accountant (ARS 32-722) 

A person s h a l l :  A person s h a l l :  
1 )  be e igh teen  yea r s  of age,  a r e s i d e n t  1 )  be e igh teen  yea r s  of-age, 

of t h e  s t a t e  and of  good moral a r e s i d e n t  of t h e  s t a t e  and 

cha rac t e r  of  good moral c h a r a c t e r  

2 )  has  not  engaged i n  conduct t h a t  

would c o n s t i t u t e  grounds f o r  

c e r t i f i c a t e  revoca t ion  o r  suspension 

3 )  ob t a in  score  o f  75 o r  b e t t e r  on 2 )  o b t a i n  a s co re  o f  75 o r  

each s u b j e c t  o f  t h e  AICPA b e t t e r  on t h e  account ing 

examination* p r a c t i c e  o r  each o f  t h e  o t h e r  

s u b j e c t s  given i n  t h e  AICPA 

examination 

4 )  have two years  experience a s  a 3)  have t h e  same experience a s  

s t a f f  member i n  t h e  o f f i c e  o f  a CPA requ i r ed  f o r  a C e r t i f i e d  

o r  PA t h a t  i nc ludes  t h e  p r a c t i c e  o f  

account ing inc luding  examination 

Publ ic  Accountant 

and r e p o r t i n g  of  f i n a n c i a l  s t a t emen t s  

o r  a mas t e r ' s  degree i n  account ing o r  

bus iness  admin i s t r a t i on  and one y e a r ' s  

experience 

It should be noted t h a t  s i n c e  Arizona accountancy law does no t  r e s t r i c t  t h e  

performance of any account ing s e r v i c e ,  t h e  CPA and PA can perform t h e  same 

func t ions .  

* To q u a l i f y  t o  t a k e  t h e  examination, i n d i v i d u a l s  must 1 )  have, o r  w i l l  
w i th in  90 days,  have a bache lo r ' s  degree with 24 semester  hours  i n  
account ing,  12 o f  which must be i n  i n t e rmed ia t e  theory  o r  advanced 
account ing o r  c o s t  account ing o r  a u d i t i n g  theory and p r a c t i c e  o r  income 
t axes  and, s h a l l  a l s o  have 18 a d d i t i o n a l  hours i n  economics and bus iness  
admin i s t r a t i on  c l a s s e s  o r  2 )  have, o r  wi th in  90 days w i l l  have, a 
bache lo r ' s  degree and passes  an examination by t h e  S t a t e  Board o f  
Accountancy i n  account ing,  economics, bus iness  law, Engl ish composition 
and bus iness  mathematics. 



Number o f  P u b l i c  Accoun tan t s  D e c l i n e s  

S i n c e  t h e  1955 enac tmen t  o f  t h e  P u b l i c  Accountant  c l a s s i f i c a t i o n ,  246 

i n d i v i d u a l s  have been g r a n t e d  PA c e r t i f i c a t e s  by t h e  Board o f  Accountancy.  

T a b l e  9 summarizes t h e  number o f  PA cer t i f ica tes  g r a n t e d  from 1955 t o  December 

1978,  t h e  method o f  c e r t i f i c a t i o n ,  t h e  number o f  PA c e r t i f i c a t e  h o l d e r s  who 

s u b s e q u e n t l y  became CPAs and t h e  number o f  l a p s e d  PA c e r t i f i c a t e s .  

TABLE 9  

SUMMARY OF THE NUMBER OF PUBLIC ACCOUNTANTS 
CERTIFIED AND BY WHAT METHOD, THE NUMBER 

OF PA CERTIFICATE HOLDERS WHO SUBSEQUENTLY 
BECAME CPA'S AND THE NUMBER OF LAPSED 

PA CERTIFICATES FROM 1955 TO DECEMBER 1978 

ld 
a, hc, 
Q d  C 
c d c ,  5 
o c o  

a, 0 
L 4 3 o  
.rl CT 4 
.Q a, 
L V ) O  
a, a .d 
u 3 d  rn n 
4 5 
a o_a 

Waiver 137 
Examinat ion  107 
R e c i p r o c i t y  - 2 

T o t a l  246 

* I n c l u d e s  14 i n d i v i d u a l s  o v e r  65 y e a r s  of age .  
** I n c l u d e s  one i n d i v i d u a l  whose PA l i c e n s e  was revoked.  *** I n c l u d e s  two i n d i v i d u a l s  o v e r  65 y e a r s .  



The number o f  PAS i n  Arizona reached i t s  peak i n  1961 when t h e r e  were 150 PAS. 

S i n c e  1961 t h e  number o f  PAS i n  Arizona h a s  s t e a d i l y  d e c l i n e d  whi le  t h e  number 

o f  CPAs has  i n c r e a s e d  d r a m a t i c a l l y  as is i l l u s t r a t e d  i n  Tab le  10. 

TABLE 10 

COMPARISON OF THE NUMBER 
OF PAS AND CPAs I N  A R I Z O N A  

FROM 1961 TO 1978 

Year 

P e r c e n t  o f  
I n c r e a s e  (Decrease)  

PAS 
Number 

CPAs 
Number 

A s  shown i n  Table  10 above,  s i n c e  1961 t h e  number o f  PAS h a s - d e c r e a s e d  from 

150 t o  92, a decrease  o f  39 p e r c e n t ,  w h i l e  t h e  number o f  CPAs h a s  i n c r e a s e d  

from 519 t o  1 ,979,  an  i n c r e a s e  o f  281 p e r c e n t .  According t o  M r .  Gera ld  
- 

Rosen, a member o f  t h e  Arizona S t a t e  Board of Accountancy, P u b l i c  Accountants  

Advisory Committee, t h e  d e c l i n e  i n  t h e  number o f  PAS w i l l  c o n t i n u e  as t h e  

number o f  l lgrandfathered"  PAS c o n t i n u e s  t o  d imin i sh .  M r .  Rosen s t a t e d :  



" . . .as  we ( t h e  g r a n d f a t h e r e d  p u b l i c  a c c o u n t a n t s )  c o n t i n u e  
t o  d i e  t h e  p u b l i c  a c c o u n t a n t  c l a s s  w i l l  c o n t i n u e  t o  
d i m i n i s h  i n  s i ze . . . "  

L icens ing  I n  Other  S t a t e s  - 

Forty-seven s t a t e s  i n c l u d i n g  Arizona have two c l a s s e s  o f  a c c o u n t a n t s .  However, 

i n  32 o f  t h e s e  s t a t e s  t h e  non-CPA c l a s s i f i c a t i o n  is t r e a t e d  a s  a  "dying c l a s s "  

and no new c e r t i f i c a t e s  a r e  being g r a n t e d .  

Tab le  11 summarizes t h e  account ing  c l a s s i f i c a t i o n s  by s t a t e  and i d e n t i f i e s  

which states treat t h e  non-CPA as a "dying c l a s s " .  



TABLE 11 

SUMMARY OF ACCOUNTING 
CLASSIFICATIONS BY STATE* 

S t a t e s  with C e r t i f i e d  Publ ic  
Accountants and Pub l i c  
Accountants t h a t  T rea t  Pub l i c  
Accountants A s  A "Dying Class" 

S t a t e s  Witn and The Year The PA 
C e r t i f i e d  Pub l i c  C l a s s i f i c a t i o n  Was Es t ab l i shed  
Accountants Only a s  A "Dying Classn  

Delaware 
Kansas 
IJy omi ng 

Alabama (1974) 
Arkansas ( 1980 ) 
C a l i f o r n i a  (1955) 
Colorado (1959) 
Connect icut  (1955) 
F l o r i d a  (1927) 
Hawaii (1955) 
Idaho (1976) 
I l l i n o i s  ( 196 1 ) 
Kentucky (1 946) 
Louis iana ( 1975) 
Maine (1967) 
Maryland (1970) 
Massachuset ts  (1972) 
Michigan (1926) 
Minnesota ( 1979 ) ** 
M i s s i s s i p p i  (1930) 
Missouri  (1943) 
Nebraska (1957) 
Nevada ( 1960 ) 
New J e r sey  (1977) 
New York*** (1959) 
North Caro l ina  (1925) 
North Dakota (1976) 
Pennsylvania (1980) 
Rhode I s l a n d  ( 197 1 ) 
Texas (1947) 
Utah (1959) 
V i rg in i a  (1928) 
Washington (1949) 
West V i rg in i a  ( 1966 ) 
Wisconsin (1935) 

S t a t e s  with 
C e r t i f i e d  Pub l i c  
Accountants and 
Publ ic  Accountants 
( O r  Other 
C l a s s i f i c a t i o n  
o f  Accountants) 

Alaska 
A R I Z O N A  
Georgia 
Ind iana  
Iowa 
Montana 
New Hampshire 
New Mexico 
Ohio 
Oklahoma 
Oregon 
South Caro l ina  
South Dakota 
Tennessee 
Vermont 

* Appendix I1 is  a comparative a n a l y s i s  of  s t a t e  requirements.  
i* Leg i s l a t i on  has passed both houses o f  Minnesota L e g i s l a t u r e  and 

awai t ing  Governor 's  s i g n a t u r e .  
* Y +  I n i t i a l s  "PA" a r e  no t  permi t ted  i n  New York. "Publ ic  Accountantsw 

must use f u l l  t i t l e .  



It should be noted t h a t  North Caro l ina  was t h e  first s t a t e  t o  e s t a b l i s h  t h e  PA 

C l a s s i f i c a t i o n  a s  a "dying c l a s s M  i n  1925. S ince  1955 t h e r e  has  been a decided 

t rend  toward t r e a t i n g  t h e  PA a s  a Itdying c l a s s "  as shown i n  Table  11. 

Se rv i ce s  General ly  Provided by PAS 

Do Not J u s t i f y  Regulation - 

A survey o f  PAS i n  Arizona conducted by t h e  Of f i ce  o f  t h e  Auditor General (page 

40) revealed t h a t  a preponderence of t h e  work performed by PAS c o n s i s t s  o f  

income t ax  and bookkeeping type  s e r v i c e s .  The L e g i s l a t i v e  Counci l ,  i n  an Apr i l  

13, 1979*, opinion s t a t e d  t h a t  income t ax  and bookkeeping s e r v i c e s  a r e  no t  o f  

s u f f i c i e n t  pub l i c  i n t e r e s t  t o  j u s t i f y  r egu la t i on .  The opinion s t a t e s  i n  p a r t :  

"The a t t o r n e y  g e n e r a l  (Arizona, 1970) determined t h a t  
p r epa ra t i on  o f  income t a x  r e t u r n s  would no t  f a l l  under t h e  
p r a c t i c e  o f  p u b l i c  account ing.  The a t t o r n e y  g e n e r a l  
concluded t h a t :  

1. Freedom t o  fo l low any lawful  occupat ion not  i n j u r i o u s  
t o  o t h e r s  is a fundamental American l i b e r t y  ... 

2. The pub l i c  convenience, p r o s p e r i t y ,  h e a l t h ,  morals o r  
s a f e t y  was n o t  advanced nor was danger from 
incompetency decreased by r e s t r i c t i n g  t h e  p repa ra t i on  
of income t a x  r e t u r n s  t o  c e r t a i n  persons.  

3. The p repa ra t i on  o f  t a x  r e t u r n s  is not  a func t ion  of  
t h e  p r a c t i c e  o f  account ing  which is endowed with 
publ ic  i n t e r e s t  s u f f i c i e n t  t o  j u s t i f y  regulat ion. . ."  
(Emphasis added) 

- 

A complete t e x t  of  t h i s  opinion is contained i n  Appendix V I I I .  

52 



Bookkeeping, according t o  t h e  L e g i s l a t i v e  Council ,  has  gene ra l l y :  

"...been cons idered  s e p a r a t e  and d i f f e r e n t  from t h e  
p r a c t i c e  o f  pub l i c  account ing ... Bookkeeper ... i s  'one who 
keeps accounts  : one whose bus iness  o r  voca t ion  is  
bookkeeping d i s t i ngu i shed  from accountant . '  Bookkeeping 
is  def ined a s  ' a  branch of  account ing t h a t  d e a l s  with t h e  
sys temat ic  c l a s s i f i c a t i o n ,  record ing  and summarizing o f  
bus iness  t r a n s a c t i o n s  i n  books o f  accountl...One may - 

c e r t a i n l x  a rgue  and conclude t h a t  l e g i s l a t i v e  r e g u l a t i o n  
o f  bookkeeping and s i m i l a r  t e c h n i c a l  s e r v i c e s  of fe red  by 
accountan ts  would i n t e r f e r e  wi th  t h e  normal r i g h t  of an 
i n d i v i d u a l  t o  d e a l  wi th  anyone he chooses absent  a 
l e g i s l a t i v e  f i nd ing  t h a t  t h e  r e g u l a t i o n  of  bookkeepers is 
necessary  t o  p r o t e c t  t h e  pub l i c  welfare." (Emphasis 
added) 

CONCLUSION 

Since  1961 t h e  number of  Publ ic  Accountants (PAS) i n  Arizona has  s t e a d i l y  

dec l ined  while  t h e  number of  CPAs has  d rama t i ca l l y  increased .  This  t rend  is 

expected t o  cont inue.  The PA c l a s s i f i c a t i o n ,  i n  g e n e r a l ,  is comprised of  

persons who were c e r t i f i e d  as PAS p r i o r  t o  1960 and persons  who use t h e  PA 

c l a s s i f i c a t i o n  a s  an i n t e r i m  s t e p  t o  becoming CPAs. A s  such, PAS do not  

p r e s e n t l y  c o n s t i t u t e  a v i a b l e  segment o f  t h e  account ing p r a c t i t i o n e r s  i n  

Arizona. I n  a d d i t i o n ,  t h e  v a s t  ma jo r i t y  o f  account ing s e r v i c e s  provided by PAS 

do not  r e q u i r e  s t a t e  r egu la t i on .  A s  a r e s u l t ,  it appears  t h a t  t h e  PA 

c l a s s i f i c a t i o n  is unnecessary and should be e s t a b l i s h e d  i n  Arizona a s  a "dying 

c l a s s "  of accountan ts  a s  it is i n  32 o t h e r  s t a t e s .  



RECOMMENDATION 

It is recommended t h a t  cons ide ra t i on  be g iven  t o  t h e  fol lowing:  

- Eliminat ion o f  t he  l fPubl ic  Accountant" c l a s s i f i c a t i o n  through t h e  

des igna t ion  of  t h i s  c l a s s i f i c a t i o n  a s  a  "dying c lass f1 .  A "dying 

c l a s s "  des igna t ion  w i l l  a l low c u r r e n t  c e r t i f i c a t e  ho lders  t o  r e t a i n  

t h e i r  c e r t i f i c a t e s  u n t i l  they no longer  wish t o  do so. - 

L e g i s l a t i o n  w i l l  need t o  be enacted t o  implement t h i s  recommendation. 



FINDING I11 

THE PERFORMANCE OF THE A R I Z O N A  STATE BOARD OF ACCOUNTANCY I N  INVESTIGATING AND 

RESOLVING COMPLAINTS AND REVIEWING THE COMPETENCY OF CERTIFICATE HOLDERS HAS 
BEEN SUPERIOR WHEN CONTRASTED WITH OTHER A R I Z O N A  STATE REGULATING BODIES AND 

OTHER STATE BOARDS OF ACCOUNTANCY. THE BOARD NOT ONLY INVESTIGATES-AND 

RESOLVES COMPLAINTS IT RECEIVES AGAINST CERTIFICATE HOLDERS BUT ACTIVELY 

PURSUES A LIMITED QUALITY REVIEW PROGRAM AS WELL. SUCH A PROGRAM I S  

EXCEPTIONAL AMONG A R I Z O N A  REGULATORY BODIES AND STATE BOARDS OF ACCOUNTANCY. 

HOWEVER, OUR REVIEW HAS REVEALED THAT WHILE THE BOARD'S QUALITY REVIEW PROGRAM 

I S  COMMENDABLE, I T  APPEARS THAT THIS PROGRAM CAN BE EXPANDED TO INCLUDE AREAS 

NOT CURRENTLY SUBJECT TO REVIEW. 

The S t a t e  Board o f  Accountancy r e c e i v e s  complaints  a g a i n s t  accountan ts  and 

i n i t i a t e s  i n v e s t i g a t i o n s  of  complaints  when app rop r i a t e .  I n  a d d i t i o n ,  t h e  

Board i n i t i a t e d  i n  1976, a q u a l i t y  review program f o r  a u d i t s  and f i n a n c i a l  

s ta tements  f i l e d  with pub l i c  agencies .  Th i s  q u a l i t y  review program has  proven 

t o  be an e f f e c t i v e  means of  i d e n t i f y i n g  substandard account ing work. However, 

a u d i t s  and f i n a n c i a l  s t a t emen t s  f i l e d  wi th  pub l i c  agenc ies  r ep re sen t  only a 

po r t i on  o f  t h e  a t t e s t  work being performed i n  Arizona by C e r t i f i e d  Pub l i c  

Accountants and Publ ic  Accountants. According t o  Board members, a u d i t s  and 

f i n a n c i a l  s ta tements  performed and prepared by C e r t i f i e d  Pub l i c  Accountants 

and Publ ic  Accountants f o r  p r i v a t e  o rgan iza t ions ,  co rpo ra t i ons ,  and i n  l i m i t e d  

i n s t a n c e s  s t a t e  agenc ies ,  have not  been s u b j e c t  t o  t h e  Board's q u a l i t y  review 

program because t h e  Board does no t  have t h e  l e g a l  a u t h o r i t y  t o  examine 

suppor t ing  documentation and workpapers f o r  t h e s e  a u d i t s  and f i n a n c i a l  

s ta tements ,  un l e s s  a complaint has  been lodged wi th  t h e  Board a g a i n s t  t h e  

accountant .  A s  a r e s u l t ,  substandard account ing such a s  has  been i d e n t i f i e d  by 

t h e  Board during t h e  course  of  i t s  q u a l i t y  review o f  public._ f i l i n g s  may go 

undetected,  perhaps with r e s u l t a n t  f i n a n c i a l  l o s s e s  t o  t h e  publ ic .  However, 

based upon a L e g i s l a t i v e  Council  op in ion ,  t h e  Board may have a c c e s s  t o  a u d i t s  

and f i n a n c i a l  s t a t emen t s  performed and prepared by C e r t i f i e d  Publ ic  

Accountants and Publ ic  Accountants f o r  p r i v a t e  o rgan iza t ions  and corpora t ions .  

I n  add i t i on ,  a recent  Attorney General opinion inc ludes  t he  sugges t ion  t h a t  

c u r r e n t l y  c o n f i d e n t i a l  s t a t e  agency f i l e s  be made a c c e s s i b l e  t o  S t a t e  Board o f  

Accountancy review. Therefore ,  it appears  t h a t  t h e  Board can expand i ts  

q u a l i t y  review program t o  inc lude  a r e a s  not  c u r r e n t l y  s u b j e c t  t o  review. 



Process  o f  I n v e s t i g a t i o n  

and Resolut ion o f  Complaints 

and Q u a l i t y  Review Findings  

The S t a t e  Board of  Accountancy responds t o  a l l  pub l i c  complaints  t h a t  appear t o  

i n f r i n g e  on s t a t e  accountancy law, r u l e s  o r  r e g u l a t i o n s  and i n i t i a t e s  an 

i n v e s t i g a t i o n  of  t he  s i t u a t i o n .  - 

Since  1976 t h e  Board has  a l s o  increased  i n v e s t i g a t i o n s  through t h e  

implementation of  a  "qua l i t y  review" f o r  publ ic  f i l i n g s .  Audit r e p o r t s  and 

exp re s s ions  o f  opinion regard ing  f i n a n c i a l  s t a t emen t s  a r e ,  i n  s e l e c t e d  

i n s t a n c e s ,  pub l i c  f i l i n g s  when s p e c i f i e d  by law. Examples of  t h e s e  pub l i c  

f i l i n g s  inc lude  a u d i t  r e p o r t s  o f  c i t i e s  and towns and f i n a n c i a l  s ta tements  

f i l e d  when a  co rpo ra t i on  proposes t o  o f f e r  s e c u r i t i e s  f o r  pub l i c  s a l e .  When 

conduct ing a  " q u a l i t y  review", t h e  Board i n v e s t i g a t o r  compares t h e  f i l i n g s  t o  a  

pre l iminary  review c h e c k l i s t  con ta in ing  t h e  b a s i c  e lements  o f  "genera l ly  

accepted a u d i t i n g  s t anda rds  and account ing p r inc ip l e s . "  The i n v e s t i g a t o r  

r e p o r t s  except ions  from these  s t anda rds  and p r i n c i p l e s  t o  t h e  Board f o r  its 

cons ide ra t i on  and a c t i o n .  

The Board fol lows a  s tandard  procedure i n  q u a l i t y  review and complaint i n v e s t i -  

ga t i ons .  The Board begins  by reviewing 1)  complaints ,  2 )  r e f e r r a l s ,  and then 

determines 3) i f  s u f f i c i e n t  r e sou rces  e x i s t  t o  d i r e c t  t h a t  a  s p e c i f i e d  number 

o f  q u a l i t y  reviews be conducted. 

The Board may e l e c t  t o  o b t a i n  a d d i t i o n a l  information on complaints  and 

r e f e r r a l s  from such sources  a s  t h e  Attorney General o r  t h e  r e f e r r a l  agency 

before  proceeding. 



- If, based on t h i s  in format ion ,  no f u r t h e r  a c t i o n  is warranted, t h e  

Board may c l o s e  t h e  case .  For complaints ,  t h e  Board w i l l  send a  

l e t t e r  t o  t h e  complaintant  expla in ing  t h e  c lo su re .  

- I f ,  however, an i n  depth i n v e s t i g a t i o n  appears  t o  be needed, t h e  

Board w i l l  a s s i g n  t h e  i n v e s t i g a t o r  t o  perform a "cold review" of  t h e  

f i n a n c i a l  s ta tements .  - 

The Board i n v e s t i g a t o r  conducts t h e  "cold review" us ing  a  c h e c k l i s t  developed 

by t h e  Arizona Soc i e ty  of  C e r t i f i e d  Publ ic  Accountants. This  c h e c k l i s t  is 

based on gene ra l l y  accepted a u d i t i n g  s t anda rds  and account ing p r i n c i p l e s .  The 

same review is used f o r  complaint i n v e s t i g a t i o n s  and q u a l i t y  reviews performed 

by the  i n v e s t i g a t o r .  

The reviewer then prepares  a r e p o r t  f o r  Board cons ide ra t i on  not ing  any 

d e f i c i e n c i e s  o r  dev i a t i ons  from s tandards .  

Upon r e c e i p t  of  t he  i n v e s t i g a t o r ' s  r e p o r t  t h e  Board may: r eques t  a d d i t i o n a l  

information from t h e  r e g i s t r a n t ,  o rde r  a  f u r t h e r  i n v e s t i g a t i o n ,  r e f e r  t h e  

mat te r  t o  t he  Board's complaint committee, r e f e r  t o  t h e  Attorney General f o r  

consent o rde r  nego t i a t i on ,  i n i t i a t e  a  formal hear ing  o r  r e f e r  t h e  case  t o  t h e  

Attorney General p r i o r  t o  render ing  a  f i n a l  dec is ion .  

For c a s e s  not  dismissed,  t h e  Board vo t e s  upon sanc t ions  t o  be ordered based on 

hear ing  r e s u l t s ,  consent  o rde r  n e g o t i a t i o n s  and a l l  obtained information.  

The procedure descr ibed  is used f o r  i n v e s t i g a t i n g  d e v i a t i o n s  from s t anda rds  f o r  

a u d i t i n g  and f i n a n c i a l  s ta tement  prepara t ion .  Complaints regard ing  i l l e g a l  

use of  t h e  r e s t r i c t e d  t i t l e s  " C e r t i f i e d  Publ ic  Accountant" o r  "Publ ic  

Accountantll a r e  u sua l ly  reso lved  through d i r e c t  correspondence with a f f e c t e d  

p a r t i e s .  



Resolut ion and Source o f  

I n v e s t i g a t i o n s  Conducted 

During 1978, t h e  S t a t e  Board o f  Accountancy i s sued  60 r e s o l u t i o n s  o f  i n v e s t i -  

g a t i o n s .  Table  12 summarizes t he se  r e s o l u t i o n s .  

Resolut ion 

Revocation 
Suspension 
Cor rec t ive  Sanc t ions  
Cease and Des i s t  Orders  
Advisory Notices  
No Action 

TABLE 12 

RESOLUTIONS* OF INVESTIGATIONS BY 
THE STATE BOARD OF ACCOUNTANCY 

DURING CALENDAR YEAR 1978 

To ta l  

Percent  
Number of  To ta l  

A s  Table  12 d e t a i l s ,  s anc t ions  were imposed i n  4 . 6  percent  o f  t he  

i n v e s t i g a t i o n s  reso lved  i n  1978. These i nc lude  revoca t ions ,  suspensions,  

c o r r e c t i v e  s a n c t i o n s ,  cease and d e s i s t  o rde r s  and advisory  no t i ce s .  

Appendix X con ta in s  a  b r i e f  summary of  each o f  the  60 r e s o l u t i o n s  i s sued  
dur ing  1978. 



D e f i n i t i o n s  of  t h e s e  r e s o l u t i o n s  a r e :  

Revocations - An i n d i v i d u a l ' s  c e r t i f i c a t e  is resc inded  a long  with  
p r i v i l e g e  of use  of  t i t l e  and a b i l i t y  t o  perform c e r t a i n  f u n c t i o n s  
r e s t r i c t e d  by law. 

Suspension and Cor r ec t i ve  Sanc t i ons  - An i n d i v i d u a l ' s  c e r t i f i c a t e  is 
revoked f o r  a  pe r iod  of  t ime and t h e  i n d i v i d u a l  must complete c e r t a i n  
c o r r e c t i v e  t a s k s  be fo re  r ega in ing  t h e  c e r t i f i c a t e .  

Co r r ec t i ve  Sanc t i ons  - Requirements, such a s  p r o f e s s i o n a l  educa t i on ,  
pee r  review and r e s t r i c t i o n s  o f  p r a c t i c e ,  a r e  imposed t o  c o r r e c t  t h e  
d e f i c i e n t  p o r t i o n  o f  t h e  accoun tan t ' s  p r a c t i c e .  

Cease and Des i s t  Orders  - Used i n  enforcement of r e s t r i c t i v e  t i t l e  
s t a t u t e s ,  whereby v i o l a t o r s  a r e  s e n t  a  n o t i c e  d i r e c t i n g  t h e  
i n d i v i d u a l  t o  s t o p  t h e  v i o l a t i o n .  I f  t h e  i n d i v i d u a l  does no t  a g r e e  
and comply, f u r t h e r  s a n c t i o n s  may be imposed. 

Advisory Notices  - If a  minor v i o l a t i o n  of  t h e  law o r  r u l e s  ha s  
occur red ,  t h e  v i o l a t o r  is n o t i f i e d .  

No Action - If an i n v e s t i g a t i o n  d i s c l o s e s  no v i o l a t i o n s  o r  t h e  Board 
determines  t h e  ca se  is o u t s i d e  o f  its j u r i s d i c t i o n ,  no a c t i o n  is 
taken. If i n i t i a t e d  by a  complaint ,  t h e  Board i s s u e s  a  l e t te r  o f  
exp l ana t i on  t o  t h e  complaintant .  

Q u a l i t y  o f  I n v e s t i g a t i o n  

I n  a  survey o f  t h e  account ing p r o f e s s i o n  conducted by t h e  Of f i ce  of t h e  Audi tor  

General i n  March 1979, accountan ts  who had been sub j ec t ed  t o  an i n v e s t i g a t i o n  

by t h e  Board were asked t o  r a t e  t h e  q u a l i t y  and f a i r n e s s  of t h e  Board 's  

i n v e s t i g a t i o n  process .  Table  13 summarizes t h e  accoun tan t s '  r a t i n g s .  



TABLE 13 

RATING OF THE STATE BOARD OF 
ACCOUNTANCY'S INVESTIGATION 

PROCESS BY ACCOUNTANTS INVOLVED 

BOARD HANDLING OF CASES AND FAIRNESS OF BOARD DECISION 

N e u t r a l  
S a t i s -  o r  No Unaccep- T o t a l  

E x c e l l e n t  f a c t o r y  Opinion Poor t a b l e  Responses 

C e r t i f i e d  P u b l i c  Accountant  10 18 7 10 12 5 7 

P u b l i c  Accountant  - 1  - - - 1 

Non-licensed Accountant  1 - - - - - - - - - 1  - 

T o t a l  11 - - 19 - 7 - - 10 - - 12 - - 5 9 - - 

19% 32% 12% 17% 20% 

A s  T a b l e  13 r e v e a l s ,  51 p e r c e n t  o f  t h e  a c c o u n t a n t s  r a t e d  t h e  Board ' s  p e r f o r -  

mance as e x c e l l e n t  o r  s a t i s f a c t o r y ;  12 p e r c e n t  had no o p i n i o n  o r  were n e u t r a l ;  

and 37 p e r c e n t  d e s c r i b e d  t h e i r  c a s e  a s  hand led  i n  a poor  o r  u n a c c e p t a b l e  

manner. 

Those su rvey  r e s p o n d e n t s  who r a t e d  t h e  Board ' s  i n v e s t i g a t i v e  p r o c e s s  and /o r  

f a i r n e s s  o f  d e c i s i o n  a s  "pooru o r  "unaccep tab le f '  were a l s o  asked t o  comment on 

t h e i r  r a t i n g .  The f o l l o w i n g  comments were made: 

- F i n d i n g s  were i n a c c u r a t e ,  incomple te  o r  a matter o f  i n t e r p r e t a t i o n *  

- Board is "power hungryv,  p r e j u d i c e d  o r  unrespons ive  

- I n v e s t i g a t i o n  was n o t  k e p t  c o n f i d e n t i a l  

* It shou ld  be no ted  t h a t  t h e  Audi to r  Genera l  reviewed f i v e  s e l e c t e d  c a s e s  
i n v e s t i g a t e d  by t h e  Board. These c a s e s  were s e l e c t e d  based on whether 
s u b s t a n t i a l  o b j e c t i o n s  r e g a r d i n g  t h e  u s e  and i n t e r p r e t a t i o n  o f  
a p p r o p r i a t e  s t a n d a r d s  were r a i s e d  by t h e  a c c o u n t a n t  be ing  i n v e s t i g a t e d .  
The Audi to r  Genera l  ag reed  w i t h  t h e  a p p r o p r i a t e n e s s  o f  t h e  s t a n d a r d s  used 
and t h e  i n t e r p r e t a t i o n  by t h e  i n v e s t i g a t o r .  



- R e s o l u t i o n  was o v e r l y  d i s c i p l i n a r y  r a t h e r  than c o r r e c t i v e  

- Board ' s  l e g a l  c o u n s e l  e x e r t e d  undue p r e s s u r e  

- Process  was t o o  slow 

- I n d i v i d u a l  f e l t  t h e y  were " g u i l t y  u n t i l  proven innocent"  

- Board t e n d s  t o  f a v o r  l a r g e ,  "Big-8" account ing  f i r m s  
- - In formal  d i s c u s s i o n s  should be h e l d  be fore  p roceed ings  

- S a n c t i o n s  should be based on s e v e r i t y  o f  d e f i c i e n c i e s  

- I n v e s t i g a t i o n  p r o c e s s  was f a i r  and prompt, bu t  s t e r n  

I n  a d d i t i o n ,  12 p r a c t i c i n g  a c c o u n t a n t s  who had s a n c t i o n s  imposed on them by t h e  

Board f o r  v i o l a t i o n s  o f  " g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s  and a c c o u n t i n g  

p r i n c i p l e s 1 '  were in te rv iewed .  S u b j e c t s  i n c l u d e d  i n  t h e  i n t e r v i e w  were 

e f f e c t i v e n e s s  o f  t h e  s a n c t i o n s  i n  improving s k i l l s ,  t i m e l i n e s s  o f  t h e  

i n v e s t i g a t i o n ,  f a i r n e s s  o f  d i s p o s i t i o n  and whether undue h a r d s h i p s  were 

i n c u r r e d .  A s  Tab le  14 i n d i c a t e s ,  a m a j o r i t y  o f  i n t e r v i e w e e s  s t a t e d  t h e  

s a n c t i o n s  were f a i r  and e f f e c t i v e  and t h e  i n v e s t i g a t i o n  was t i m e l y ,  o r  had no 

comment; b u t  h a l f  a l s o  s t a t e d  undue h a r d s h i p s  had occur red .  



TABLE 14 

Yes 

N 0 

No Comment 

T o t a l  

RESPONSES BY SANCTIONED ACCOUNTANTS 
REGARDING INVESTIGATION AND CASE 

DISPOSITION BY THE STATE BOARD OF ACCOUNTANCY 

- 

Q u e s t i o n s  Asked 

Are S a n c t i o n s  Was I n v e s t i g a t i o n  Were Were Undue 
E f f e c t i v e  i n  Completed i n  S a n c t i o n s  H a r d s h i p s  

Improving S k i l l s ?  Timely Manner? F a i r ?  I n c u r r e d ?  T o t a l s  

T a b l e  14 i l l u s t r a t e s  t h a t  a c c o u n t a n t s  p r a c t i c i n g  under  s a n c t i o n s  as o f  March 

30, 1979,  had a g e n e r a l l y  f a v o r a b l e  a t t i t u d e  towards  t h e  B o a r d ' s  performance.  

Negat ive  comments i n c l u d e d  1)  undue i n f l u e n c e  by t h e  A t t o r n e y  Genera l ,  2 )  

" l e a k s "  on t h e  i n v e s t i g a t i o n  b e f o r e  f o r m a l  n o t i f i c a t i o n ,  3 )  h i g h  expenses  f o r  

a t t o r n e y  fees, 4 )  e x c e s s i v e  p u b l i c i t y  damaging t o  t h e  a c c o u n t a n t ' s  p r a c t i c e ,  

and 5 )  Board a c t i o n s  b e i n g  based on s e r v i c e  r e n d e r e d  t o o  far  ( f i v e  y e a r s )  i n  

t h e  p a s t . *  

T i m e l i n e s s  o f  Board Complaint  Review P r o c e s s  

A r ev iew o f  t h e  c o m p l a i n t s  r e s o l v e d  by t h e  Board d u r i n g  1978 r e v e a l e d  t h a t ,  on 

t h e  a v e r a g e ,  q u a l i t y  r ev iews  o f  p u b l i c  f i l i n g s  t a k e  t h e  l e a s t  amount o f  time t o  

r e s o l v e ;  w h i l e  i n v e s t i g a t i o n s  t h a t  a r e  i n i t i a t e d  a s  a  r e s u l t  of newspaper 

a r t i c l e s ,  t a k e  t h e  most t ime.  I n  a d d i t i o n ,  t h o s e  c a s e s  t h a t  r e s u l t  i n  t h e  

Board revok ing  t h e  r e g i s t r a n t  's c e r t i f i c a t e  t a k e  l o n g e r  t o  complete  t h a n  any 

o t h e r  t y p e  o f  d i s c i p l i n a r y  a c t i o n .  T a b l e  15 summarizes - the  t i m e l i n e s s  o f  t h e  

Board ' s  compla in t  and q u a l i t y  r ev iew i n v e s t i g a t i o n s .  

* Appendix X I  c o n t a i n s  a s t a t e m e n t  by a C e r t i f i e d  P u b l i c  Accountant  t h a t  
d e s c r i b e s  n e g a t i v e  a s p e c t s  o f  t h e  i n v e s t i g a t i v e  p r o c e s s .  



TABLE 15 

Reason The I n v e s t i g a t i o n  
Was I n i t i a t e d  

TIMELINESS* OF STATE BOARD 
ACCOUNTANCY'S COMPLAINT AND 

QUALITY REVIEW INVESTIGATIONS 
I N  CALENDAR YEAR 1978 

P u b l i c  F i l i n g s  Reviewed by 
Board I n v e s t i g a t o r  

Board Member o r  S t a f f  I n i t i a t e d  

Other  S t a t e  Agency R e f e r r a l  

P u b l i c  Complaint  

Newspaper A r t i c l e  

Board Ac t ion  

Revocat ion 

Suspension 

C o r r e c t i v e  S a n c t i o n s  

Cease and D e s i s t  O r d e r s  

Advisory N o t i c e s  

No Act ion  

O v e r a l l  Average Time f o r  a l l  I n v e s t i g a t i o n s  

Average Time I n  
Ca lendar  Days 

* T i m e l i n e s s  is  c a l c u l a t e d  as t h e  number o f  days  e l a p s i n g  from t h e  
d a t e  o f  i n i t i a l  Board rev iew t o  t h e  d a t e  o f  d i s p o s i t i o n  by t h e  
Board. 



It should be noted t h a t  when a c r imina l  o f f ense  is involved i n  a  complaint ,  

t h e  Board may t a k e  pre l iminary  d i s c i p l i n a r y  a c t i o n ;  bu t  does awai t  t h e  

completion o f  c r imina l  cou r t  a c t i o n  before  render ing  a  f i n a l  r e s o l u t i o n  of  t h e  

case .  This po l icy  causes  a  s u b s t a n t i a l  i nc rease  i n  t h e  t ime needed f o r  

r e s o l u t i o n .  

Q u a l i t y  Review Programs o f  

Other S t a t e s  and Other Arizona 

Regulatory Programs 

The S t a t e  Board o f  Accountancy is excep t iona l  i n  its a t t empt  t o  a s s u r e  t h a t  

r e g i s t r a n t s  a r e  complying with accountancy laws and r u l e s .  Among Arizona 

p r o f e s s i o n a l  r e g u l a t i n g  bodies only two o the r  q u a l i t y  review programs e x i s t  and 

among o t h e r  S t a t e  Boards o f  Accountancy t h e  Arizona Board has  been n a t i o n a l l y  

recognized a s  a l eade r  i n  developing its q u a l i t y  review program. 

An Auditor General survey o f  19 Arizona p ro fe s s iona l  r egu la to ry  bodies  revealed 

t h a t  t h e  S t a t e  Board o f  Accountancy is  one o f  only t h r e e  p ro fe s s iona l  

r e g u l a t o r y  bodies t h a t  conduct q u a l i t y  reviews a s  w e l l  a s  i n v e s t i g a t i o n  of  

complaints .  Table 16 lists the  19 p r o f e s s i o n a l  r egu la to ry  bodies surveyed. 



TABLE 16 

SUMMARY OF PROFESSIONAL QUALITY REVIEW 
PROGRAMS AMONG A R I Z O N A  PROFESSIONAL 

REGULATORY BODIES 

M a i n t a i n  Q u a l i t y  
Review Program* 

Yes No - - 
X 

P r o f e s s i o n a l  Regu la to ry  Body 

STATE BOARD OF ACCOUNTANCY 

S t a t e  Bar o f  Arizona 

S t a t e  Board o f  Barber  Examiners 

S t a t e  Board o f  C h i r o p r a c t i c  Examiners 

S t a t e  Board o f  Cosmetology 

S t a t e  D e n t a l  Board 

S t a t e  Board o f  Education*" 

S t a t e  Board o f  F u n e r a l  D i r e c t o r s  and Embalmers 

Board o f  Medical  Examiners 

S t a t e  Na tu ropa th ic  Board o f  Examiners 

S t a t e  Board o f  Nursing 

Board o f  Optometry 

Arizona Board o f  O s t e o p a t h i c  Examiners i n  Medicine and S u r g e r y  

Arizona S t a t e  Board o f  Pharmacy 

Board o f  P h y s i c a l  Therapy Examiners X 

S t a t e  Board o f  P s y c h o l o g i s t  Examiners X 

S t a t e  Board o f  T e c h n i c a l  R e g i s t r a t i o n  X 

Arizona S t a t e  V e t e r i n a r y  Medical  Examiners Board - - X 

T o t a l  

* A q u a l i t y  review program is d e f i n e d  a s  a s y s t e m a t i c  r ev iew of r e g i s t r a n t s  
t o  de te rmine  i f  they  a r e  i n  compl iance  w i t h  t h e  a p p l i c a b l e  s t a t u t e s  
and r e g u l a t i o n s .  T h i s  review is conducted even though a fo rmal  compla in t  
may no t  have been r e c e i v e d  by t h e  agency.  

** A t e a c h e r  a s sessment  program i s  conducted by i n d i v i d u a l  s c h o o l  d i s t r i c t s  
f o r  t h e i r  use .  



Nat iona l ly ,  t h e  Arizona S t a t e  Board o f  Accountancy has  been recognized a s  a 

l e a d e r  among o the r  s t a t e  boards of  accountancy. The U.S. S e c u r i t i e s  and 

Exchange Commission has  repor ted  t o  Congress, "A few s t a t e s ,  no tab ly  Arizona, 

Colorado and F lo r ida  have begun r e l a t i v e l y  ambit ious monitor ing,  review and 

enforcement programs." An Auditor General survey o f  t h e  50 s t a t e  accountancy 

boards revealed t h a t  only e i g h t  boards have q u a l i t y  review programs. T h e s e  

s t a t e s  a r e :  

A R I Z O N A  North Dakota 

Colorado Oregon 

F lo r ida  V i rg in i a  

Iowa Washington 

The Board 's  Q u a l i t y  Review 

Program For Publ ic  F i l i n g s  

Has Proven To B e  An 

E f f e c t i v e  Means Of I d e n t i f y i n q  

Substandard Accounting Work 

During 1978, t h e  S t a t e  Board o f  Accountancy reso lved  60 i n v e s t i g a t i o n s  of which 

26 were q u a l i t y  reviews o f  pub l i c  f i l i n g s .  Of t h e s e  26 q u a l i t y  review 

i n v e s t i g a t i o n s ,  n ine  r e s u l t e d  i n  t he  Board imposing some form o f  d i s c i p l i n e  on 

t h e  r e g i s t r a n t  who performed t h e  a u d i t  o r  prepared t h e  f i n a n c i a l  s ta tement  t h a t  

was f i l e d  with t h e  pub l i c  agency. The Board's r e s o l u t i o n  o f  t h e  26 q u a l i t y  

reviews o f  pub l i c  f i l i n g s  and complaint i n v e s t i g a t i o n s  completed dur ing  1978 

a r e  summarized i n  Table 17. 



TABLE 17 

Board R e s o l u t i o n  

SUMMARY OF BOARD RESOLUTION 
OF THE 26 QUALITY REVIEWS OF 
PUBLIC FILINGS AND COMPLAINT 

INVESTIGATIONS COMPLETED 
D U R I N G  1978 

Revocat ion 
Suspension 
Consent Order o r  Other  S a n c t i o n  
Cease and D e s i s t  Order 
Advisory Warning 
No Act ion 

Number o f  Q u a l i t y  Reviews o f  
P u b l i c  F i l i n g s  Completed 

Q u a l i t y  Reviews 
o f  P u b l i c  

F i l i n g s  
Complaint  

I n v e s t i g a t i o n s  

A s  shown i n  Tab le  17,  t h e  q u a l i t y  r e v i e w  program f o r  p u b l i c  f i l i n g s  h a s  been 

comparable  t o  t h e  i n v e s t i g a t i o n  o f  c o m p l a i n t s  i n  t h e  i d e n t i f i c a t i o n  o f  

a c c o u n t i n g  work s u f f i c i e n t l y  s u b s t a n d a r d  t o  r e q u i r e  some form o f  d i s c i p l i n e .  

S t a t e  Board Of Accountancy 

I n t e r p r e t s  Law To P r e c l u d e  Q u a l i t y  

Reviews Of P r i v a t e  F i l i n g s  

Members o f  t h e  S t a t e  Board o f  Accountancy s t a t e d  t h a t ,  i n  accordance  w i t h  

Arizona Revised S t a t u t e  (ARS 32-744), w i t h o u t  a c o m p l a i n t ,  a u d i t  r e p o r t s  and 

f i n a n c i a l  s t a t e m e n t s  used by p r i v a t e  e n t i t i e s  a r e  n o t  a E c e s s i b l e  t o  t h e  board  

f o r  i ts  q u a l i t y  review program. ARS 32-744 r e a d s ,  i n  p a r t :  



" A l l  s t a t e m e n t s ,  s c h e d u l e s ,  working p a p e r s  and memoranda 
made by a c e r t i f i e d  p u b l i c  a c c o u n t a n t  o r  p u b l i c  a c c o u n t a n t  
i n c i d e n t  t o  o r  i n  t h e  c o u r s e  o f  p r o f e s s i o n a l  s e r v i c e  t o  
c l i e n t s ,  e x c e p t  r e p o r t s  submi t t ed  t o  a c l i e n t ,  s h a l l  b e  
and remain t h e  p r o p e r t y  o f  t h e  c e r t i f i e d  p u b l i c  a c c o u n t a n t  
o r  p u b l i c  a c c o u n t a n t  i n  t h e  absence  o f  a n  e x p r e s s  
agreement between t h e  c e r t i f i e d  p u b l i c  a c c o u n t a n t  o r  
p u b l i c  a c c o u n t a n t  and t h e  c l i e n t  t o  t h e  c o n t r a r y . "  

When t h e  Board i n i t i a t e d  t h e  q u a l i t y  review program i n  1976, it de te rmined  t h a t  

commercial o r  p r i v a t e  f i l i n g s  were beyond t h e i r  a u t h o r i t y  t o  r ev iew;  and,  

t h e r e f o r e ,  l i m i t e d  t h e  program t o  f i l i n g s  w i t h  p u b l i c  a g e n c i e s .  

A s  d i s c u s s e d  on pages  33 t o  3 6 ,  i n d i v i d u a l s  cou ld  b e  f i n a n c i a l l y  harmed who 

r e l y  on a u d i t  r e p o r t s  and f i n a n c i a l  s t a t e m e n t s  t h a t  d e v i a t e  from g e n e r a l l y  

a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  and a u d i t i n g  s t a n d a r d s .  McKesson-Robbins, 

I n c o r p o r a t e d ,  Equ i ty  Funding C o r p o r a t i o n  o f  America and t h e  L i n c o l n  T h r i f t  

A s s o c i a t i o n  a r e  n a t i o n a l  and s t a t e  examples o f  harm t h a t  can occur .  T h i s  

p o t e n t i a l  f o r  f i n a n c i a l  harm is n o t  l i m i t e d  t o  t h e  p u b l i c  f i l i n g s  now a v a i l a b l e  

f o r  review by t h e  Arizona S t a t e  Board o f  Accountancy. 

Lending i n s t i t u t i o n s ,  p r i v a t e  c o r p o r a t i o n s  and s u p p l i e r s  r e l y  on t h e  o p i n i o n  o f  

independen t  a u d i t o r s  r e g a r d i n g  t h e  f a i r n e s s  and accuracy  o f  f i n a n c i a l  

s t a t e m e n t s .  I n a c c u r a t e  a t t e s t  work cou ld  r e s u l t  i n  c r e d i t  be ing  extended o r  

o t h e r  d e c i s i o n s  be ing  made e r r o n e o u s l y ,  based on t h e  a u d i t o r ' s  o p i n i o n .  

Arizona S t a t e  Board o f  Accountancy members have e x p r e s s e d  concern  r e g a r d i n g  t h e  

c u r r e n t  l i m i t a t i o n s  o f  q u a l i t y  r ev iew and compla in t  i n v e s t i g a t i o n .  M r .  D. J a y  

Ryan, P r e s i d e n t  o f  t h e  Board,  s t a t e d  on June 19,  1979: 

"The p u b l i c  is n o t  comple te ly  p r o t e c t e d  because  p r i v a t e  
f i l i n g s  canno t  be reached  w i t h o u t  a compla in t .  We (The 
Board) d o n ' t  know t h a t  t h e y  ( a u d i t s ,  e t c . )  even e x i s t  
u n l e s s  t h e  banker ,  f o r  example, s u p p l i e s  u s  w i t h  a  copy. 
Whether o u r  subpoena power would p e r m i t  a  g e n e r a l  ' f i s h i n g  
e x p e d i t i o n '  i n  a CPA1s f i l e s ,  p r i v a t e  company's books o r  
bank r e c o r d s  I canno t  say  a t  t h i s  t ime." 



Mr. Archie  Walker, member o f  t h e  S t a t e  Board o f  Accountancy,  s t a t e d  on June  19 ,  

"The s u b s t a n t i a l  amount o f  work performed by CPA's r e l a t e s  
t o  commercial b u s i n e s s .  Our economic sys tem is dependent  
upon f i n a n c i n g .  For  t h e  sys tem t o  work, t h e  f i n a n c i a l  
s t a t e m e n t s  o f  t h e  v a r i o u s  o r g a n i z a t i o n s  have t o  be  
r e l i a b l e .  To enhance t h e  p u b l i c  p r o t e c t i o n  from 
subs tandard  work, t h e  Board shou ld  become more a c t i v e  i n  
o b t a i n i n g  commercial  a u d i t s  f o r  review. Based upon t h e  
r e s u l t s  o f  t h e  B o a r d ' s  i n v e s t i g a t i v e  a c t i v i t i e s  t o  d a t e ,  
t h e  need f o r  such  a  r ev iew e x i s t s . "  

M r .  Mike Marusich,  Vice -p res iden t  o f  t h e  Board on March 23, 1979, s t a t e d :  

"The b e s t  method o f  c o n t r o l l i n g  p r i v a t e  f i l i n g s  is th rough  
mandatory p e r i o d i c  p e e r  r ev iew conducted by a n o t h e r  
l i c e n s e e . "  

L e g i s l a t i v e  Counci l  Opinion S t a t e s  

Audi t  Repor t s ,  F i n a n c i a l  S t a t e m e n t s  

And S u p p o r t i n g  Working P a p e r s  Made By Any 

C e r t i f i e d  Accountant  Are A c c e s s i b l e  To The Board. 

I n  a  memorandum t o  t h e  Audi to r  Genera l  d a t e d  May 24,  1979, t h e  L e g i s l a t i v e  

Counci l  s t a t e d  t h a t  f o r  purposes  o f  conduc t ing  q u a l i t y  r ev iew o f  a c e r t i f i e d  

a c c o u n t a n t l s  work, t h e  S t a t e  Board o f  Accountancy d o e s  have a c c e s s  t o  

a u d i t  r e p o r t s ,  f i n a n c i a l  s t a t e m e n t s  and s u p p o r t i n g  work papers .  



The L e g i s l a t i v e  Council  c i t e d  ARS 32-749, a s  amended i n  t h e  1979 l e g i s l a t i v e  

s e s s i o n ,  which s t a t e s  i n  pa r t :  

" C e r t i f i e d  pub l i c  accountan ts  and pub l i c  accountan ts  
p r a c t i c i n g  i n  t h i s  s t a t e  s h a l l  no t  be r equ i r ed  t o  d ivu lge ,  
nor  s h a l l  they v o l u n t a r i l y  d ivu lge  in format ion  which they  
have rece ived  by reason  of  t h e  c o n f i d e n t i a l  n a t u r e  o f  
t h e i r  employment. Information der ived  from o r  a s  a  r e s u l t  
of  such p ro fe s s iona l  source  s h a l l  be deemed c o n f i d e n t i a l ,  
but t h i s  s e c t i o n  s h a l l  no t  be construed a s  modifying, 
changing o r  a f f e c t i n g  t h e  c r imina l  o r  bankruptcy laws of  
t h i s  s t a t e  o r  t h e  United S t a t e s ,  nor s h a l l  it be construed 
t o  l i m i t  t h e  a u t h o r i t y  o f  t h i s  s t a t e  o r  agency of  t h i s  
s t a t e  t o  subpoena and use such informat ion  i n  connect ion 
wi th  any i n v e s t i g a t i o n ,  pub l i c  hear ing  o r  o t h e r  
proceeding.  

The L e g i s l a t i v e  Council  noted t h a t  t h e  S t a t e  Board of Accountancy i s  granted 

broad powers t o  admin i s t e r  t h e  r e g u l a t i o n  of  C e r t i f i e d  Pub l i c  Accountants and 

Pub l i c  Accountants and according t o  ARS 32-703, " . . .p  r e s c r i b e . . . r u l e s  of 

conduct a p p r o p r i a t e  t o  e s t a b l i s h  and maintain a  h igh  s t anda rd  of i n t e g r i t y  and 

d i g n i t y  i n  pub l i c  accounting." 

Fu r the r ,  t h e  L e g i s l a t i v e  Council c i t e d  a 1974 c a s e  concerning t h e  scope o f  

i n v e s t i g a t i o n s :  

" In  Atchison, T.  and S. F. Ry. Co. v. Kansas Comln on 
C i v i l  Rights ,  215 Kan. 911, 529 p. 2d 66b (1974) ,  t h e  
cou r t  addressed t h e  scope of  i n v e s t i g a t o r y  powers of  t h e  
Kansas Commission on C i v i l  Rights .  The Court Noted: 

' ( i ) n v e s t i g a t i o n l  is  a p p r o p r i a t e l y  used wi th  
regard  t o  non jud ic i a l  f unc t ions  of  an 
a d m i n i s t r a t i v e  agency and t h e  seek ing  o f  
in format ion  f o r  f u t u r e  use r a t h e r  than 
proceedings i n  which a c t i o n  i s  taken  a g a i n s t  
someone ( c i t a t i o n s  omi t t ed ) .  An ' i n v e s t i -  
ga t i on '  i s  nonadvisory and contemplates  a  
procedure much l e s s  formal and more f l e x i b l e  
than  a p p l i e s  even t o  an a d m i n i s t r a t i v e  hear ing  
529 p. 2d a t  673. 



'The cou r t  s p e c i f i c a l l y  recognized t h a t  t h e  
commission was ' . . . g r an t ed  broad powers of  
i n v e s t i g a t i o n  even though a  formal complaint - i s  
not  f i l e d . '  529 p. 2d a t  672 ... 
(Thus) i n  t h e  absence o f  vo luntary  product ion of 
a u d i t s ,  f i n a n c i a l  s t a t emen t s  and working papers 
f o r  t h e  board 's  review, t h e  board could i n i t i a t e  
proceedings and compel t h e  product ion of t h e  
i t ems  by subpoena (ARS 32-743) ."* 

The L e g i s l a t i v e  Council  a l s o  concluded t h a t  except ions  from g e n e r a l l y  accepted 

a u d i t i n g  s t anda rds  and account ing p r i n c i p l e s  noted dur ing  a  mandatory peer  

review program would a l s o  be a c c e s s i b l e  t o  t h e  Board f o r  d i s c i p l i n a r y  a c t i o n .  

The S t a t e  Board o f  Accountancy has  a l s o  been denied acces s  t o  f i n a n c i a l  

s t a t emen t s  f i l e d  wi th  t h e  Department of  T ranspo r t a t i on .  P r e q u a l i f i c a t i o n  

procedures f o r  bidding on s ta te  highway c o n s t r u c t i o n  c o n t r a c t s  i n c l u d e  f i l i n g  

f i n a n c i a l  s t a t emen t s  by c o n t r a c t o r s .  These s t a t emen t s  a r e  cons idered  con- 

f i d e n t i a l  by t h e  Department of  T ranspo r t a t i on  and a r e  a v a i l a b l e  on ly  t o  c e r t a i n  

s t a t e d  p a r t i e s ;  consequent ly ,  t h e  s t a t emen t s  were no t  r e l e a s e d  t o  t h e  Board f o r  

q u a l i t y  review purposes.  

I n  beha l f  of  t h e  Board, t h e  Department of  T ranspo r t a t i on  on November 17, 1977, 

reques ted  an  Attorney General opinion r ega rd ing  t h e  c o n f i d e n t i a l i t y  of t h e  

c o n t r a c t o r ' s  f i n a n c i a l  s ta tements .  The Attorney General  r u l e d  on May 24, 1979: 

"It appears  t o  us t h a t  t h e  f i n a n c i a l  s t a t emen t s  submit ted 
by c o n t r a c t o r s  pursuant  t o  A . C . R . R .  R17-3-04 seeking  
p r e q u a l i f i c a t i o n  f o r  pub l i c  c o n t r a c t s  a r e  c l e a r l y  rece ived  
by t h e  Department of  T ranspo r t a t i on  i n  connect ion wi th  i ts 
pub l i c  duty t o  eva lua t e  b id s  and award c o n t r a c t s  f o r  
highway cons t ruc t ion .  We t h e r e f o r e  conclude t h a t  t h e  
f i n a n c i a l  s ta tements  submit ted by c o n t r a c t o r s  f a l l  w i th in  
t h e  scope o f  ' p u b l i c  records  and o t h e r  ma t t e r s1  under ARS 
39-121. 

* Appendix X I 1  is  f u l l  t e x t  of  t h e  L e g i s l a t i v e  Council  opinion.  



"ARS 39-121 provides  p u b l i c  records  and o t h e r  ma t t e r s  i n  
t h e  o f f i c e  o f  any o f f i c e r  a t  a l l  times dur ing  o f f i c e  hours 
s h a l l  be open t o  i n s p e c t i o n  by any person. . .  

I n  Matthew v. Pyle ,  t h e  Arizona Supreme Court he ld  t h a t  a  
pub l i c  o f f i c i a l  may deny pub l i c  acces s  t o  a  document t h a t  
f a l l s  w i th in  t h e  ca tegory  o f  ' o t h e r  ma t t e r s1  a s  
d i s t i ngu i shed  from ' p u b l i c  r e c o r d s f  i n  t h e  s t r i c t  meaning 
o f  t h a t  term i f  i n  t h e  o f f i c i a l ' s  judgment t h e  document 
con ta in s  ma t t e r s  t h a t  a r e  c o n f i d e n t i a l  o r  of  such a  na tu re  
t h a t  d i s c l o s u r e  would be de t r imen ta l  t o  t h e  s t a t e . . .  No 
s t a t u t e  makes t h e  p r e q u a l i f i c a t i o n  f i l e s  c o n f i d e n t i a l ,  
t h e r e f o r e ,  t h e  Department of T ranspo r t a t i on  must be 
prepared t o  a r t i c u l a t e  t o  a  reviewing cou r t  t h a t  t h e  
p r e q u a l i f i c a t i o n  f i l es  a r e  ' o t h e r  m a t t e r s f  which pub l i c  
po l i cy  demands be t r e a t e d  a s  c o n f i d e n t i a l .  Th i s  o f f i c e  
r epea t ed ly  has advised  t h a t  any doubts  i n  such a  
de te rmina t ion  o f  c o n f i d e n t i a l i t y  should be reso lved  i n  
favor  of  pub l i c  d i s c l o s u r e  ... (Emphasis added) 

A . C . R . R .  R17-3-04, p a r t  7 ,  i n d i c a t e s  t h a t  t h e  Department 
of  T ranspo r t a t i on  has determined t h a t  i t  would be 
de t r imen ta l  t o  t h e  i n t e r e s t s  of t h e  s t a t e  t o  d i s c l o s e  t h e  
con ten t s  of  such f i l e s ,  i nc lud ing  t h e  f i n a n c i a l  s ta tements  
t h e r e i n .  This  i n t e r p r e t a t i o n  o f  t h e  r u l e  is  necessary t o  
avoid concluding t h a t  t h e  r u l e  i s  c o n t r a r y  t o  ARS 39-121 
and t h e r e f o r e  i n v a l i d .  A s  t h e  ma t t e r  now s t a n d s ,  
t h e r e f o r e ,  we can conclude t h a t  t h e  f i n a n c i a l  s ta tements  
f i l e d  by t h e  c o n t r a c t o r s . . . a r e  c o n f i d e n t i a l  and not  
r equ i r ed  t o  be disclosed...A.C.R.R. R17-3-04, p a r t  7 ,  
i n d i c a t e s  t h a t  d i s c l o s u r e  w i l l  be made (on ly )  t o  t h e  
persons i n d i c a t e d  i n  t h e  r u l e ,  and t h e  Accountancy Board 
i s  not  l i s t e d . "  

The Attorney General included t h e  fo l lowing  sugges t ion  i n  t h e  opinion* t o  t h e  

Department of  Transpor ta t ion :  

I t . .  . i n  view of your i n d i c a t i o n  t h a t  you would l i k e  t o  
coopera te  wi th  t h e  S t a t e  Board of  Accountancy, we sugges t  
that amending t h e  r u l e .  This  op t ion  seems 
p a r t i c u l a r l y  app rop r i a t e  i n  view o f  both t h e  s t r o n g  pub l i c  
p o l i c y  suppor t i ng  d i s c l o s u r e  under ARS 39-121 and i n  view 
of t h e  f a c t  t h a t  t h e  S t a t e  Board o f  Accountancy i s  not  - 
d i r e c t l y  concerned wi th  t h e  c o n t r a c t o r ' s  bus iness  a f f a i r s  
bu t ,  r a t h e r ,  i s  simply t r y i n g  t o  p o l i c e  t h e  accountancy 
p r o f e s s i o n  by examining t h e  s t a t emen t s  prepared by t h e  
accountant  f o r  compliance wi th  p ro fe s s iona l  s tandards ."  
(Emphasis added) 

* Appendix X I 1 1  con t a in s  t h e  f u l l  t e x t  of t h e  Attorney General opinion.  



CONCLUSION 

I n  1976, t h e  Board o f  Accountancy i n i t i a t e d  a  q u a l i t y  review program f o r  a u d i t  

r e p o r t s  and f i n a n c i a l  s t a t emen t s  f i l e d  wi th  pub l i c  agenc ies .  This  q u a l i t y  

review program has proven t o  be an e f f e c t i v e  means of  i d e n t i f y i n g  subs tandard  

account ing work. However, t h e  q u a l i t y  review program has no t  been extended t o  

i nc lude  a u d i t  r e p o r t s  and f i n a n c i a l  s t a t emen t s  performed and prepared f o r  

p r i v a t e  o rgan iza t ions  and co rpo ra t i ons  because t h e  Board be l i eves  t h a t  they  do 

not  have t h e  l e g a l  a u t h o r i t y  t o  conduct such review without a  complaint being 

lodged wi th  t h e  Board a g a i n s t  t h e  accountan t .  A s  a  r e s u l t ,  substandard 

account ing work performed f o r  p r i v a t e  and nonpro f i t  o rgan iza t ions  and corpora- 

t i o n s  may go undetected wi th  pos s ib l e  f i n a n c i a l  harm t o  t h e  pub l i c .  According 

t o  t h e  L e g i s l a t i v e  Counci l ,  t h e  Board may have acces s  t o  a u d i t  r e p o r t s  and 

f i n a n c i a l  s t a t emen t s  performed and prepared f o r  p r i v a t e  o rgan iza t ions  and 

corpora t ions .  Therefore ,  i t  appears  t h a t  t h e  Board can expand i t s  q u a l i t y  

review program t o  i nc lude  a r e a s  not  c u r r e n t l y  s u b j e c t  t o  review. 

RECOMMENDATION 

It i s  recommended t h a t  cons ide ra t i on  be given t o  t h e  following: 

- The S t a t e  Board o f  Accountancy r eques t  an Attorney General  opinion 

regard ing  t h e  Board's l e g a l  a u t h o r i t y  t o  expand i ts  q u a l i t y  review 

program t o  i nc lude  aud i t ed  f i n a n c i a l  s ta tements  performed f o r  

commercial and nonpro f i t  o rgan iza t ions  and co rpo ra t i ons  and prepared 

by c e r t i f i e d  accountants .  

- Within 90 days a f t e r  r e c e i v i n g  t h e  Attorney General op in ion ,  t h e  

S t a t e  Board o f  Accountancy should formula te  a  po l i cy  r ega rd ing  t h e  

expansion of i t s  q u a l i t y  review program. 

- The S t a t e  Board o f  Accountancy communicate t o  t h e  Sena te  Committee on 

Commerce and Labor and t h e  House o f  Representa t ives  Committee on 

Commerce t h e  Board's po l i cy  on expanding i ts q u a l i t y  review program. 
- 



The L e g i s l a t i v e  Counc i l  sugges ted  s e v e r a l  l e g i s l a t i v e  changes  t o  accompany a n  

expans ion  o f  t h e  Board ' s  q u a l i t y  r ev iew program. I n c l u d e d  i n  t h e s e  s u g g e s t i o n s  

were: 1 )  immunity t o  be g i v e n  t o  Board members o r  employees f o r  a c t i o n s  t aken  

i n  good f a i t h  d u r i n g  t h e  c o u r s e  of a q u a l i t y  r e v i e w ,  and 2 )  f o r  t h e  p r o t e c t i o n  

o f  t h e  c l i e n t ,  t h e  Board members o r  employees be  p r o h i b i t e d  from d i s c l o s i n g  any 

i n f o r m a t i o n  o b t a i n e d  as a r e s u l t  o f  a q u a l i t y  r ev iew e x c e p t  p u r s u a n t  t o  a  

h e a r i n g  a s  p rov ided  i n  Arizona Rev i sed  S t a t u t e s ,  T i t l e  32,  Chap te r  6.  



FINDING IV 

THE ARIZONA STATE BOARD OF ACCOUNTANCY HAS BEEN SUBSTANDARD IN ITS ENCOURAGE- 

MENT AND USE OF PUBLIC INPUT IN ITS OPERATIONS. INFORMATION REGARDING PROPOSED 

RULES, REGULATIONS AND LEGISLATIVE CHANGES HAS PRIMARILY BEEN PROVIDED TO 

REGISTRANTS AND NOT THE CONSUMER. 

The Arizona State Board of Accountancy has primarily limited encouragement of 

public input in its rule and regulation promulgation and in drafting proposed 

legislation to registrants of the Board. Compared to the encouragement of 

public participation used by other Arizona regulatory boards and commissions, 

the State Board of Accountancy's actions regarding public input have been 

minimal and need to be expanded to include potential and actual consumers of 

the accountants1 service. 

Board Actions Renardinn 

Public Input 

The State Board of Accountancy notifies registrants of rule and regulation 

promulgation, disciplinary actions taken, certificates granted and other 

information regarding regulation of interest to licensed accountants. ARS 32- 

703.B defines the Board's responsibility regarding notification of registrants 

on promulgation of rules and regulations and states: 

"At least 30 days prior to the promulgation of any such 
rule or amendment, the board shall mail copies of the 
proposed rule or amendment to each holder of a certificate 
with a notice advising him of the proposed adoption date of 
the rule or amendment and requesting that he submit his 
comments thereon at least 10 days prior to such proposed 
adoption date." 



The Board has complied with both ARS 32-703 and the Arizona Administrative 

Procedures Act (ARS 41-1002) that requires an agency to file a notice of rule 

changes with the Secretary of State at least 20 days prior to the proposed- 

adoption date. 

While not statutorily required, the Board has adopted another methd of 

communicating information to registrants. The Arizona State Board of 

Accountancy, ASBA Update, a quarterly news bulletin, contains accounting 

related news including disciplinary action, certificates granted and discus- 

sion of accounting issues. This bulletin is mailed to registrants of the Board 

as well as eight state agencies, hearing officers, Arizona university account- 

ing departments, the American Institute of Certified Public Accountants, three 

federal agencies, the Arizona Society of CPAs, complaint committee members, two 

legislators, the Governor and one accountant not certified by the Board. In 

addition, board actions, notably disciplinary proceedings, have been reported 

in Arizona newspapers. Beginning in January 1978, the Board began to regularly 

issue news releases to the media when major cases were resolved. 

While the Board is in compliance with applicable Arizona statutes that require 

it to notify registrants and the general public of proposed rules or regula- 

tions, it is minimal when compared to other Arizona regulatory boards and 

commissions in its efforts to encourage public input. A survey of Arizona 

regulatory boards and commissions conducted by the Office of the Auditor 

General revealed that various methods are employed by these regulatory bodies 

to encourage public input and participation in the promulgation of rules and 

regulations and in the development of legislative proposals. The State Board 

of Accountancy, however, employs only two of these methods of encouragement. 

Table 18 summarizes the various methods used by Arizona regulatory bodies to 

encourage public input and participation in the promulgation of rules and 

regulations and in the development of legislative proposals. 



TABLE 18 

SUMMARY OF METHODS USED BY ARIZONA 
REGULATORY BODIES TO ENCOURAGE PUBLIC 

INPUT AND PARTICIPATION I N  THE PROMULGATION 
OF RULES AND REGULATIONS AND DEVELOPING 

LEGISLATIVE PROPOSALS 

STATE BOARD OF ACCOUNTANCY x A X 

P r o f e s s i o n a l  Regulatory Agencies 
S t a t e  Bar of Arizona 
S t a t e  Board o f  Barber Examiners 
S t a t e  Board o f  Ch i rop rac t i c  Examiners 
S t a t e  Board of Cosmetology 
S t a t e  Dental  Board 
S t a t e  Board of Funera l  D i r e c t o r s  

and Embalmers 
Board of Medical Examiners 
S t a t e  Naturopathic  Board o f  Examiners 
S t a t e  Board o f  Nursing 
Board o f  Optometry 
Arizona Board o f  Osteopathic  Examiners 

i n  Medicine and Surgery 
Arizona S t a t e  Board of Pharmacy 
Board of Phys i ca l  Therapy Examiners 
S t a t e  Board of Pod ia t ry  Examiners 
S t a t e  Board o f  Psychologis t  Examiners 
S t a t e  Board o f  Technical  R e g i s t r a t i o n  
Arizona S t a t e  Veter inary  Medical 

Examiners Board 
S t a t e  Board o f  Education 

X X 
X 
X X 
X X X X  
X 

X X 
X 

X 
X X X  

X 

SUBTOTAL 

Other Regulatory Agencies 
Arizona Commission o f  Agr i cu l tu re  and 

H o r t i c u l t u r e  X X X  
Arizona S t a t e  A t h l e t i c  Commission X X 
Arizona Atomic Energy Commission X 
S t a t e  Banking Department, C o l l e c t i o n  

Agencies X 
R e g i s t r a r  o f  Con t r ac to r s  X X X X X 
D iv i s ion  o f  Mobile and Manufactured 

Housing Standards  X X X X 
S t a t e  Dairy Commissioner X 
S t a t e  Board of Dispensing Op t i c i ans  X B 
S t a t e  Egg Inspec t ion  Board X X 
Department o f  Insurance  X X 
Department of Liquor Licenses  and 

Control  X X X 
Board o f  Nursing Care I n s t i t u t i o n  

Adminis t ra tors  X X X 
Arizona Racing Commission X 
S t a t e  Real E s t a t e  Department X X B 

S t r u c t u r a l  P e s t  Control  Board X X 

SUBTOTAL 10 4 1 5 6 1 2 

TOTAL 2 9 9 4 2  13 l a  - 3 5 3 

A S t a t u t e s  r e q u i r e  n o t i f i c a t i o n  t o  r e g i s t r a n t s  
B Agency does no t  d r a f t  l e g i s l a t i v e  p roposa l s  
C Agency c r e a t e s  t a s k  f o r c e s  of p r o f e s s i o n a l  and l a y  persons  t o  develop p roposa l s  

7 7 



It should be noted t h a t  of t h e  above Arizona r e g u l a t o r y  bodies  t h e  S t a t e  Board 

o f  Accountancy i s  t h e  on ly  one t h a t  i s  s t a t u t o r i l y  r equ i r ed  t o  n o t i f y  r e g i s -  

t r a n t s  of  proposed r u l e s  and r e g u l a t i o n s .  

Limited Pub l i c  Awareness 
- 

O f  t h e  Board 

A survey conducted i n  1978 by Mariscal  and Company revea led  l i m i t e d  account ing 

s e r v i c e  consumer awareness of  t h e  S t a t e  Board of  Accountancy and i t s  func t ions .  

Th i s  l i m i t e d  consumer awareness is  a p o s s i b l e  i n d i c a t i o n  o f  inadequate  communi- 

c a t i o n  between t h e  Board and t h e  consuming pub l i c .  

Mariscal  and Company surveyed 625 account ing s e r v i c e  consumers t o  a s c e r t a i n  

among o t h e r  t h ings ,  consumer awareness of  t h e  S t a t e  Board of Accountancy and 

i t s  func t ions .  The Mariscal  survey revea led  t h a t  o f  those  consumers responding 

31.7 percent  had knowledge o f  t h e  Board, 22.8 percent  were a b l e  t o  i d e n t i f y  a t  

l e a s t  one of  t h e  Boards func t ions ,  and only 3.4 pe rcen t  knew t h a t  t h e  Board was 

r e spons ib l e  f o r  e s t a b l i s h i n g  account ing r e g u l a t i o n s .  

Methods For Improving 

Pub l i c  P a r t i c i p a t i o n  

M r .  E rnes t  Gel lhorn,  former Dean o f  Arizona S t a t e  Un ive r s i t y  Col lege o f  Law and 

a  recognized a u t h o r i t y  on a d m i n i s t r a t i v e  procedure l a w ,  has  formulated recom- 

mendations f o r  improving t h e  Federa l  Adminis t ra t ive  Procedures  Act.* Many o f  

t h e s e  recommended a c t i o n s  a r e  equa l ly  a p p l i c a b l e  t o  s t a t e  r egu la to ry  bodies .  

According t o  M r .  Gellhorn: 

"1. Agency ob l iga t ions .  Minimum c o n s t i t u t i o n a l  
requirements  a r e  i n s u f f i c i e n t  reasons  f o r  agencies  t o  
f a i l  t o  explore  app rop r i a t e  procedures  f o r  p rovid ing  
e f f e c t i v e  n o t i c e  t o  t h e  a f f e c t e d  pub l i c .  (Emphasis 
added) 

2. Meeting pub l i c  n o t i c e  needs. Agencies should be 
r equ i r ed  t o  provide i d e n t i f i e d ,  a c c e s s i b l e  sources  of  
information about proceedings i n  which pub l i c  
p a r t i c i p a t i o n  i s  l i k e l y  t o  be e f f e c t i v e .  A t  a  
minimum, each agency should: 

* Ernest  Gel lhorn,  "Publ ic  P a r t i c i p a t i o n  i n  Adminis t ra t ive   proceeding^,^ 
Yale Law Jou rna l ,  Volume 81,  No. 3  (January 1972) pp 398-401. 



'I a. S t r i v e  t o  p r o v i d e  n o t i c e  as f a r  i n  advance o f  
t h e  p roceed ing  as p o s s i b l e ;  and 

b. P r e p a r e  a s e p a r a t e  b u l l e t i n  i s s u e d  p e r i o d i c a l l y ,  
i d e n t i f y i n g  t h e  p roceed ing  and p r o v i d i n g  
r e l e v a n t  

3. A t t r a c t i n g  and f o c u s i n g  p u b l i c  a t t e n t i o n .  The p u b l i c  
can  be  made aware o f  i m p o r t a n t  agency p roceed ings  i n  
many ways, s u c h  as p r e s s  r e l e a s e s  t o  news media; 
r equ i rements  t h a t  a p p l i c a n t s  d i r e c t l y  in fo rm u s e r s ;  
s p e c i a l  n o t i c e  t o  governmental  b o d i e s ,  c i t i z e n  g roups  
o r  t r a d e  a s s o c i a t i o n s  and s e p a r a t e  agency l i s t i n g  o f  
s i g n i f i c a n t  m a t t e r s .  

Coverage i n  t h e  news media i s  perhaps  t h e  most 
e f f e c t i v e  way o f  r e a c h i n g  t h e  a v e r a g e  c i t i z e n ,  and 
p u b l i c  i n t e r e s t  groups  and a g e n c i e s  s h o u l d  make 
s p e c i a l  e f f o r t s  t o  encourage r e p o r t i n g  o f  t h e i r  
a c t i v i t i e s .  F a c t u a l  p r e s s  r e l e a s e s  w r i t t e n  i n  l a y  
l anguage  shou ld  e x p l a i n  t h e  s i g n i f i c a n c e  o f  t h e  
p roceed ings  and t h e  o p p o r t u n i t i e s  f o r  p u b l i c  
p a r t i c i p a t i o n .  R e l e a s e s  d e s c r i b i n g  i m p o r t a n t  
p roceed ings  w i t h  a l o c a l  g e o g r a p h i c a l  impact s h o u l d  
be  s e n t  t o  a r e a  news media. I n  major  m a t t e r s ,  
a g e n c i e s  might c o n s i d e r  p u b l i c  s e r v i c e  a d v e r t i s e m e n t s  
and announcements o v e r  l o c a l  b r o a d c a s t i n g  f a c i l i t i e s .  
D i r e c t  m a i l i n g s  a r e  y e t  a n o t h e r  a l t e r n a t i v e . "  
(Emphasis added)  

Under ARS 41-2354 (The S u n s e t  Law), one  f a c t o r  t h a t  s h a l l  be c o n s i d e r e d  i n  

d e t e r m i n i n g  t h e  need f o r  c o n t i n u a t i o n  o r  t e r m i n a t i o n  o f  each  agency is: 

"The e x t e n t  t o  which t h e  agency h a s  encouraged i n p u t  from 
t h e  p u b l i c  b e f o r e  p romulga t ing  i t s  r u l e s  and r e g u l a t i o n s  
and t h e  e x t e n t  t o  which i t  h a s  informed t h e  p u b l i c  a s  t o  
i t s  a c t i o n s  and t h e i r  expec ted  impact."  

I n  o u r  o p i n i o n  t h e  S t a t e  Board o f  Accountancy h a s  n o t  a d e q u a t e l y  encouraged 

p u b l i c  i n p u t .  S t a t e  Board o f  Accountancy members concede t h a t  improvements i n  

t h e i r  n o t i c e  t o  t h e  p u b l i c  o f  Board a c t i o n s  a r e  needed and have a g r e e d  t o  

ex tend  t h e  d i s t r i b u t i o n  of t h e  q u a r t e r l y  b u l l e t i n ,  ASBA Update t o  c r e d i t  and 

f i n a n c i a l  t r a d e  a s s o c i a t i o n s ,  news media and o t h e r  a c c o u n t i n g  groups .  While 

such  a c t i o n  c o n s t i t u t e s  a beg inn ing ,  a d d i t i o n a l  r e m e d i a l  s t e p s  can and shou ld  

be t a k e n .  



CONCLUSION 

While t h e  S t a t e  Board o f  Accountancy has  complied wi th  a p p l i c a b l e  Arizona 

s t a t u t e s  regard ing  pub l i c  i n p u t ,  i t  i s  minimal when compared t o  o t h e r  Arizona 

r egu la to ry  bodies i n  i t s  e f f o r t s  t o  encourage p u b l i c  i npu t  and has  l i m i t e d  

encouragement and use of  pub l i c  i npu t  p r imar i l y  t o  r e g i s t r a n t s  and n o t  t h e  

consumer. A s  a r e s u l t ,  t h e r e  appears  t o  be l i m i t e d  consumer awareness of  t h e  

S t a t e  Board of  Accountancy and i t s  func t ions .  

RECOMMENDATION 

I t  i s  recommended t h a t  cons ide ra t i on  be given t o  t h e  fol lowing:  

- The S t a t e  Board o f  Accountancy adopt  methods t o  encourage pub l i c  

i npu t  and p a r t i c i p a t i o n  i n  t h e  promulgation of  r u l e s  and r e g u l a t i o n s  

and development of  l e g i s l a t i v e  proposa ls .  Cons idera t ion  should be 

given t o  t h e  methods being used by o t h e r  Arizona r e g u l a t o r y  bodies  

and t h e  recommendations presen ted  by M r .  Gel lhorn.  



FINDING V 

THE ARIZONA STATE BOARD OF ACCOUNTANCY CAN REDUCE OPERATING COSTS BY APPROXI- 

MATELY $28,000 OVER A FOUR-YEAR PERIOD. IN ADDITION, STATE GENERAL FUND 

INTEREST EARNINGS CAN BE INCREASED BY AS MUCH AS APPROXIMATELY $27,000 IN 

FOUR YEARS. 

The Arizona State Board of Accountancy can reduce operating costs approximately 

$28,000 over a four-year period by 1) adopting a biennial registration cycle, 

and 2 )  automating registration and the maintenance of investigative files. 

These cost saving options are summarized below. 

Method of Realizing 
Cost Savings 

Estimated Cost Savings 
Over A Four-Year Period 

Adopt a biennial registration cycle $17,840 

Automate registration and maintenance 
of investigative files 

Total 

As a result of converting to a biennial registration cycle, earlier collection 

of revenue will generate increased interest earning up to approximately $27,000 

for the state general fund in four years. 

Adopt A Biennial 

Registration Cycle 

Arizona law requires Certified Public Accountants, Public Accountants, 

accounting partnerships and professional corporations to register with the 

State Board of Accountancy each year before December 31. ARS 32-730 states in 

part: 

"The Board shall each year require every certified public 
accountant, every public accountant, every partnership and 
professional corporation to register with the board and 
pay a registration fee of not less than five nor more than 
50 dollars not later than December 31." (Emphasis added) 



Each y e a r  t h e  A d m i n i s t r a t i v e  O f f i c e  o f  t h e  S t a t e  Board of Accountancy p r o c e s s e s  

approx imate ly  2 ,100 r e g i s t r a t i o n s .  According t o  t h e  Execu t ive  D i r e c t o r  of  t e h  

A d m i n i s t r a t i o n  Off i c e  approx imate ly  16 p e r c e n t  o f  t h e  A d m i n i s t r a t i v e  O f f i c e  

workload is  a t t r i b u t a b l e  t o  r e g i s t r a t i o n  a c t i v i t i e s .  However, t h e  S t a t e  Board 

i n t e r p r e t s  ARS 32-730 t o  r e q u i r e  a l l  r e g i s t r a n t s  t o  r e g i s t e r  d u r i n g  t h e  month 

o f  December." A s  a r e s u l t ,  most o f  t h e  A d m i n i s t r a t i v e  O f f i c e  r e g i s t r a t i o n  

workload i s  c o n c e n t r a t e d  i n  t h e  months o f  November, December and January .  

Consequen t ly ,  a d i s p r o p o r t i o n a t e  amount o f  A d m i n i s t r a t i v e  O f f i c e  s t a f f  

r e s o u r c e s  a r e  devoted t o  r e g i s t r a t i o n  a c t i v i t i e s  d u r i n g  t h o s e  months. Table  

19 summarizes t h e  annua l  workload d i s t r i b u t i o n  f o r  t h e  A d m i n i s t r a t i v e  O f f i c e .  

* The L e g i s l a t i v e  Counc i l  i n  an  A p r i l  20, 1979, o p i n i o n  s t a t e d  t h a t  t h e  
Board o f  Den ta l  Examiners cou ld  n o t  impose a mandatory s t a g g e r e d  r e g i s t r a -  
t i o n  sys tem because  Arizona law s p e c i f i e d  t h a t  f e e s  must be p a i d  on o r  
b e f o r e  June  30 each  y e a r .  Based upon t h a t  L e g i s l a t i v e  Counci l  o p i n i o n ,  i t  
a p p e a r s  t h a t  t h e  S t a t e  Board ' s  i n t e r p r e t a t i o n  o f  ARS 32-730 is  c o r r e c t .  



TABLE 19 

SUMMARY OF THE ANNUAL WORKLOAD DISTIBUTION* 
FOR THE ADMINISTRATIVE OFFICE OF THE STATE 

BOARD OF ACCOUNTANCY 

P e r c e n t a g e  o f  Workload A t t r i b u t a b l e  To 

Genera l  
A d m i n i s t r a t i o n  Complaints  Examinat ion 

During t h e  and and and 
Month o f  Board A c t i v i t i e s  V i o l a t i o n s  C e r t i f i c a t i o n  R e g i s t r a t i o n  

January  30% 13% 32% 25% 

February  3 0 10 4 6 14 

March 32 12 49 7 

A p r i l  

May 

June  5 5 14 15 16 

J u l y  35 12 47 6 

August 3 4 12 48 6 

September 33 12 49 6 

October  3 1 12 50 7 

30 November 11 2 8 3 1 

December - 30 

Average Annual 
P e r c e n t a g e  o f  

Workload 34% - 

* Workload d i s t r i b u t i o n  is  based  upon a n  e s t i m a t e  p r e p a r e d  by t h e  Execu t ive  
D i r e c t o r  o f  t h e  S t a t e  Board o f  Accountancy. 



Because o f  t h e  above demonstrated c y c l i c a l  n a t u r e  of  t h e  r e g i s t r a t i o n  workload 

t h e  Adminis t ra t ive  Of f i ce  employs par t - t ime he lp  p r imar i l y  t o  a s s i s t  i n  

processing r e g i s t r a t i o n s .  According t o  t h e  Executive D i r e c t o r ,  t h e s e  par t -  

t ime p o s i t i o n s  would no t  be necessary  i f  t h e  number of  annual r e g i s t r a t i o n s  

could be reduced and t h e  r e g i s t r a t i o n  workload could be sp read  evenly 

throughout t h e  year .  One means t o  reduce t h e  number of  annual r e g i s t r a t i o n s  

and e q u a l i z e  t h e  r e g i s t r a t i o n  workload throughout t h e  year  could be t o  adopt a  

b i e n n i a l  r e g i s t r a t i o n  cyc l e  wi th  s taggered  r e g i s t r a t i o n  da t e s .  Curren t ly  13 

s t a t e s ,  i nc lud ing  C a l i f o r n i a  and New York, a r e  r e g i s t e r i n g  accountan ts ,  

account ing pa r tne r sh ips  and p ro fe s s iona l  co rpo ra t i ons  on a  b i e n n i a l  ba s i s .  

Table  20 summarizes t hose  s t a t e s  t h a t  have adopted a b i e n n i a l  r e g i s t r a t i o n  

cyc le .  

TABLE 20 

SUMMARY OF STATES THAT HAVE 
ADOPTED A BIENNIAL REGISTRATION 

FOR ACCOUNTANTS, ACCOUNTING 
PARTNERSHIPS AND PROFESSIONAL CORPORATIONS 

C a l i f o r n i a  

Georgia 

Hawaii 

Ind iana  

Massachusetts 

New J e r s e y  

New York 

Oregon 

Pennsylvania 

South Ca ro l ina  

Vermont 

V i rg in i a  

Wisconsin 



By adopt ing  a  b i e n n i a l  r e g i s t r a t i o n  cyc l e  similar t o  t h a t  used by t h e s e  s t a t e s  

t h e  Arizona S t a t e  Board of  Accountancy would r e a l i z e  c o s t  sav ings  of  approxi- 

mately $17,840 over a  four-year per iod  a s  fol lows:  

;deans of  Achieving 
Cost Savings 

El imina t ion  o f  par t - t ime and 
temporary he lp  p o s i t i o n s  

Reduced m a t e r i a l s  and 
postage expenses 

Estimated Cost Savings Over 
A Four-Year Per iod  

Through B ienn ia l  R e g i s t r a t i o n  

According t o  t h e  Executive D i r ec to r  of  t h e  Adminis t ra t ive  O f f i c e  a  b i e n n i a l  

r e g i s t r a t i o n  cyc l e  has advantages o t h e r  than  reduc ing  c o s t s .  For example, 

r e g i s t r a t i o n  f e e s  would be e a s i e r  t o  c o l l e c t  and t h e  R e g i s t r a t i o n  Clerk  could 

be used f o r  o the r  Of f i ce  a c t i v i t i e s ;  t h u s ,  perhaps e l i m i n a t i n g  t h e  need f o r  

f u t u r e  s t a f f  i nc reases .  

The Executive D i r ec to r  d i d ,  however, po in t  ou t  t h a t  t h e  e l imina t ion  o f  annual  

r e g i s t r a t i o n s  would depr ive  t h e  Board of  i t s  most e f f e c t i v e  means of  

i d e n t i f y i n g  changes i n  add re s s ,  te lephone number, employer and p ro fe s s iona l  

a s s o c i a t i o n s  f o r  r e g i s t r a n t s .  For example, dur ing  t h e  December 1978, r e g i s t r a -  

t i o n  cyc l e ,  t h e  fo l lowing  r e g i s t r a n t  changes were i d e n t i f i e d :  

Address 
Telephone number 
Employer 
P ro fe s s iona l  a s s o c i a t i o n  

It should be noted t h a t  t h e  members of  t h e  S t a t e  Board o f  Accountancy expressed 

confidence t h a t  some o t h e r  means of  i d e n t i f y i n g  changes i n  r e g i s t r a n t  s t a t u s  

bes ides  t h e  annual r e g i s t r a t i o n  process  could be developed. One such op t ion  

might be t h e  S t a t e  Board o f  Accountancy's Rule 4-1-55, which r e q u i r e s  r eg i s -  

t r a n t s  t o  n o t i f y  t h e  Board of  changes i n  address  and s t a t e s  i n  pa r t :  

" . . . no t i ce  s h a l l  be given t o  t h e  Board, w i t h i n  30 days,  of  
any address  change o r  t h e  address  of  any o f f i c e  opened f o r  
t h e  p r a c t i c e  o f  pub l i c  account ing i n  t h i s  s t a t e . . .  (and)  
t h e  c lo s ing  of any such o f f i c e s . "  



E a r l i e r  Co l l ec t i on  of  Revenues 

W i l l  Generate  Increased  I n t e r e s t  Earnings 

Revenues c o l l e c t e d  and depos i ted  i n  both t h e  S t a t e  Board of Accountancy (90 

percent  of  revenues)  and t h e  S t a t e  gene ra l  fund (10 percent  of  revenues)  a r e  

i nves t ed  u n t i l  needed t o  f i nance  s t a t e  government opera t ions .  A l l  i n t e r e s t  

earned from such investments  i s  r e t a i n e d  i n  t h e  gene ra l  fund. A s  a  r e s u l t  of 

conver t ing  t o  a  b i e n n i a l  r e g i s t r a t i o n  cyc l e ,  a d d i t i o n a l  i n t e r e s t  ea rn ings  of a s  

much a s  approximately $27,000 w i l l  be generated i n  f o u r  years .  

The i n c r e a s e  i n  i n t e r e s t  ea rn ings  w i l l  r e s u l t  because revenue c o l l e c t e d  

u t i l i z i n g  a  b i e n n i a l  r e g i s t r a t i o n  c y c l e  i n  one yea r  w i l l  exceed t h e  amount 

needed t o  f inance  t h a t  y e a r ' s  ope ra t i ons .  The a d d i t i o n a l  amount can be 

i nves t ed  u n t i l  needed, t hus  gene ra t i ng  i n t e r e s t  e a rn ings .  Depending upon t h e  

method used f o r  conver t ing  t o  a  b i e n n i a l  r e g i s t r a t i o n  cyc l e ,  es t imated  

a d d i t i o n a l  i n t e r e s t  ea rn ings  range from $23,040 t o  $27,360 assuming a  nine 

percent* r a t e  o f  r e t u r n  on investments .  

Automate R e g i s t r a t i o n  and 

Maintenance of  I n v e s t i g a t i v e  F i l e s  

If two o f  t h e  Adminis t ra t ive  Of f i ce  processes  - r e g i s t r a t i o n  and t h e  

maintenance of i n v e s t i g a t i o n  f i l e s  - were automated, c o s t s  sav ings  up t o  

$10,500 could be ob ta ined  over a  four-year  per iod .  

Cur ren t ly ,  t h e r e  a r e  s e v e r a l  a l t e r n a t i v e  methods o f  automating r e g i s t r a t i o n  

and maintenance of i n v e s t i g a t i v e  f i les .  A review of t h e s e  a l t e r n a t i v e s  

revea led  t h a t  each o f f e r s  varying degress  of  c o s t  s av ings ,  and equipment and 

f i l e  c o n t r o l  f e a t u r e s  a s  shown i n  Table  21. 

* According t o  t h e  S t a t e  T reasu re r ,  t h e  annual r a t e  o f  r e t u r n  on investments 
f o r  1979 is  p ro j ec t ed  t o  be n ine  percent .  



TABLE 2 1 

COMPARISON OF COST SAVINGS, EQUIPMENT 
AND FILE CONTROL FEATURES AND SYSTEM 

FLEXIBILITY FOR THE ALTERNATIVE METHODS 
OF AUTOMATING REGISTRATION AND MAINTENANCE 

OF INVESTIGATIVE FILES 

A l t e r n a t i v e  Methods 

Estimated Cost 
Savings Over 
Four Years* $22,800 $22,800 $22,800 $22,800 

Estimated Four 
Year Cost of  
Implementation** 19,800 12,300 15,000 18,000 

Net Cost Savings $ 3,000 $10,500 $ 7,800 $ 4,800 

Equipment and F i l e  Board c o n t r o l s  Department o f  Department o f  Board c o n t r o l s  
Control  Fea tures  a l l  p rocess ing  Adminis t ra t ion  Adminis t ra t ion a l l  p rocess ing  

func t ions  c o n t r o l s  i n p u t  c o n t r o l s  key func t ions  
and p r i n t i n g  punching, i n p u t  except  

and p r i n t i n g  p r i n t i n g  process  

System F l e x i b i l i t y  Limited Future  complex Future  complex Dependent 
C a p a b i l i t i e s  p rocess ing  process ing  upon r e n t a l  

pos s ib l e  p o s s i b l e  agreement wi th  
Department o f  
Adminis t ra t ion  

* The four-year c o s t  sav ings  of  $22,800 a r e  r e a l i z e d  by t h e  replacement o f  one 
fu l l - t ime  c l e r i c a l  p o s i t i o n  c o s t i n g  $9,000 pe r  year  with a par t - t ime  p o s i t i o n  
c o s t i n g  $3,300 per  year .  Annual c o s t  s av ings  of $5,700 over a four-year  per iod  
equa l  $22,800. 

** A s i g n i f i c a n t  d i spe r s ion  o f  es t imated  implementation c o s t s  was ob ta ined .  The 
i n d i c a t e d  amounts r ep re sen t  t h e  low e s t ima te s .  



The c o s t  s av ings  shown i n  Table 21 r ep re sen t  t h e  expected r e s u l t s  of  automating 

only  two processes  - r e g i s t r a t i o n  and maintenance of i n v e s t i g a t i v e  f i l e s .  

Addi t iona l  c o s t  sav ings  may be r e a l i z e d  i f  o t h e r  processes  a r e  a l s o  automated. - 

CONCLUSION 

The S t a t e  Board o f  Accountancy can reduce personnel ,  m a t e r i a l  and postage 

expenses approximately $28,000 over a four-year per iod by adopt ing  a b i enn ia l  

r e g i s t r a t i o n  cyc l e  and automating r e g i s t r a t i o n  and t h e  maintenance o f  

i n v e s t i g a t i v e  f i l e s .  I n  a d d i t i o n ,  conversion t o  b i e n n i a l  r e g i s t r a t i o n  w i l l  

r e s u l t  i n  i nc reased  i n t e r e s t  ea rn ings  f o r  t h e  S t a t e  gene ra l  fund by a s  much a s  

approximately $27,000 i n  four  years .  

RECOMMENDATION 

It i s  recommended t h a t  cons ide ra t i on  be given t o  t h e  fol lowing:  

1 .  Amendment of ARS 32-730, which r e q u i r e s  annual  r e g i s t r a t i o n ,  t o  a l low t h e  

S t a t e  Board of  Accountancy t o  adopt a l e s s  f requent  r e g i s t r a t i o n  schedule .  

2. Approval of t h e  S t a t e  Board o f  Accountancy budget t o  i nc lude  c o s t s  f o r  

automating t h e  process ing  o f  da t a .  

3. S t a t e  Board of  Accountancy review t h e  methods of  automated d a t a  process ing  

and implement t h e  method wi th  t h e  maximum c o s t s  sav ings  and f l e x i b i l i t y  t o  

s u i t  t h e  f u t u r e  needs of  t h e  Board. 



OTHER PERTINENT INFORMATION 

ENTRANCE I N T O  THE PROFESSION 

An ind iv idua l  can become a C e r t i f i e d  P u b l i c  Accountant (CPA) o r  a P u b l i c  

Accountant (PA)  i n  Arizona e i t h e r  by pass ing  an examination and compl-eting 

o t h e r  requirements  o r  through r e c i p r o c i t y .  

For both c e r t i f i c a t i o n  through examination and r e c i p r o c i t y  an i n d i v i d u a l  must 

meet requirements  concerning educa t ion ,  exper ience ,  age ,  res idency  and moral 

cha rac t e r .  

I n i t i a l  C e r t i f i c a t i o n  I n  Arizona 

I n  o rde r  t o  be considered f o r  i n i t i a l  c e r t i f i c a t i o n  a s  a CPA o r  PA i n  Arizona an 

i n d i v i d u a l  must have completed t h e  requirements  f o r  a bache lo r ' s  degree.  

Education. According t o  Arizona Revised S t a t u t e  (ARS) Sec t ion  32-723 be fo re  an 

i n d i v i d u a l  can be allowed t o  t a k e  t h e  w r i t t e n  examination i n  account ing  and 

r e l a t e d  s u b j e c t s ,  t h e  person must e i t h e r  p r e sen t  s a t i s f a c t o r y  evidence ( a  

c o l l e g e  t r a n s c r i p t )  t h a t :  

1) ". . .he  has s u c c e s s f u l l y  completed, o r  w i l l  
s u c c e s s f u l l y  complete w i th in  n ine ty  (90) days a f t e r  
t h e  examination, t h e  courses  r equ i r ed  f o r  a 
bache lo r ' s  degree from t h e  u n i v e r s i t i e s  o r  s t a t e  
c o l l e g e s  of  t h i s  s t a t e ,  o r  from a co l l ege  o r  
u n i v e r s i t y  main ta in ing  s t anda rds  comparable t o  t hose  
o f  t h e  u n i v e r s i t i e s  o r  s t a t e  c o l l e g e s  of t h i s  s t a t e . "  
The t r a n s c r i p t  must i nc lude  a t  l e a s t  24 semester  
hours i n  account ing courses ,  o r  (Emphasis added) 

2 ". . .he has s u c c e s s f u l l y  completed ... t h e  courses  
r equ i r ed  f o r  a bache lo r ' s  degree and passes  an 
examination prepared by t h e  account ing o r  o t h e r  
f a c u l t i e s  of  t h e  s t a t e  u n i v e r s i t i e s ,  under t h e  
supe rv i s ion  of t h e  Board. The examination s h a l l  be 
i n  t h e  s u b j e c t s  of  e lementary and in t e rmed ia t e  
account ing theory  and r e l a t e d  sub jec t s . "  - 



Examination. Af t e r  p r e sen t ing  s a t i s f a c t o r y  evidence o f  meeting t h e  above 

educa t ion  requirements ,  an  i nd iv idua l  may t a k e  t h e  uniform CPA examination 

which i s  prepared and graded by t h e  American I n s t i t u t e  of  C e r t i f i e d  P u b l i c -  @ 

Accountants (AICPA) and used by a l l  50 s t a t e  boards of  accountancy. The CPA 

examination con ta in s  f o u r  s u b j e c t s ;  a u d i t i n g ,  t heo ry  o f  accounts ,  commercial 

law and account ing p r a c t i c e s .  - 

- To become a CPA an ind iv idua l  must pass  a l l  four  s u b j e c t s .  

- To become a PA, an i n d i v i d u a l  must pass  e i t h e r  t h e  account ing 

p r a c t i c e  s u b j e c t  o r  a l l  of  t h e  o t h e r  t h r e e  s u b j e c t s .  

A s  demonstrated i n  Table  22 t h e  average a p p l i c a n t  w i l l  t ake  t h e  CPA examination 

numerous t imes before  completing t h e  examination requirement.  

TABLE 22 

E X A M I N A T I O N  STATISTICS FOR INDIVIDUALS 
WHO INITIATED THE CPA EXAMINATION PROCEDURE I N  

ARIZONA D U R I N G  1974 o r  1975% 

Examination Requirement Completed - 1974 - 1975 

F i r s t  Attempt 17% 14% 

Second Attempt 16% 15% 

Third Attempt 12% 10% 

Fourth Attempt 7 % 9% 

More than  f o u r  a t tempts  

Pass  Ra t io  

F a i l  Ra t io  42% 458 - 
Adjusted Pass  Ratio** 

* S t a t i s t i c s  from 1974 and 1975 were used 6ecause 
candida tes  have had s e v e r a l  o p p o r t u n i t i e s  t o  pass  
t h e  examination. 

** Adjusted t o  d e l e t e  from t h e  f a i l  r a t i o  t hose  i n d i v i d u a l s  
who have cont inued t h e  examination procedure i n t o  t h e  
November 1978 o r  May 1979 exam. 



It should be noted t h a t  an i n d i v i d u a l  w i l l  r e ce ive  "cond i t i ona lu  c r e d i t  f o r  

pass ing  account ing p r a c t i c e  o r  any two s u b j e c t s  i n  one a t tempt .  To use t h e  

"condi t iona l"  c r e d i t ,  t h e  candida te  must pass  t h e  remaining s u b j e c t ( s )  w i th in  

t h e  next  s i x  consecut ive  examinations.  

Experience. According t o  ARS 32-721 a person must have "been employed a s  a 

fu l l - t ime  s t a f f  accountan t ,  e i t h e r  before  o r  a f t e r  pass ing  t h e  examination f o r  

c e r t i f i e d  pub l i c  accountan t ,  f o r  a minimum o f  two years  i n  t h e  o f f i c e  o f  a 

c e r t i f i e d  pub l i c  accountant  o r  p u b l i c  accountan t ,  w i th in  p r i v a t e  i n d u s t r y  o r  a 

government agency . . . I t  t o  become a CPA o r  PA. The employment s h a l l  be 

experience i n  t h e  p r a c t i c e  of  account ing ,  i nc lud ing  examinations of  f i n a n c i a l  

s t a t emen t s  and r e p o r t i n g  on examined f i n a n c i a l  s t a t emen t s  by formal a u d i t  

op in ion  o r  o t h e r  communication. A person wi th  a mas t e r ' s  o r  more advanced 

degree i n  account ing which inc ludes  a t  l e a s t  30 semester  hours o f  account ing  

and r e l a t e d  courses ,  of  which a t  l e a s t  12 of t hose  semester  hours a r e  gradua te  

l e v e l  account ing courses ,  can s u b s t i t u t e  t h i s  a d d i t i o n a l  educa t ion  f o r  one year  

of t h e  r equ i r ed  experience.  The S t a t e  Board of  Accountancy v e r i f i e s  an  

a p p l i c a n t ' s  experience by con tac t ing  t h e  employer(s)  involved.  

Other Requirements o f  C e r t i f i c a t i o n .  An i n d i v i d u a l  must a l s o  meet age,  

res idency  and o the r  requirements  before  a CPA o r  PA c e r t i f i c a t e  w i l l  be i s sued .  

These requirements  a re :  

a )  18 yea r s  of  age,  

b )  res idency  i n  Arizona, 

c )  good moral c h a r a c t e r ,  

d )  has  not  engaged i n  any conduct which would be grounds f o r  r evoca t ion ,  

suspension o r  o the r  d i s c i p l i n a r y  a c t i o n  under t h e  accountancy law. 

e)  completed an  examination i n  p ro fe s s iona l  e t h i c s  and Arizona 

accountancy law and r u l e s  



The Board, i n  its eva lua t ion  o f  an a p p l i c a n t ' s  age,  res idency ,  moral cha rac t e r  

and v i o l a t i o n s  of  t h e  accountancy laws, r e l i e s  e x t e n s i v e l y  upon t h e  a p p l i c a t i o n  

form prepared by t h e  app l i can t .  The Board accep t s  age and res idency  a s  

dec la red  on t h e  app l i ca t i on .  Moral cha rac t e r  and any v i o l a t i o n s  of t h e  

accountancy law a r e  eva lua ted  through t h r e e  ques t i ons  concerning 1)  v i o l a t i o n s  

of  p ro fe s s iona l  s t anda rds ,  2 )  conv ic t i ons  f o r  a  f e lony  o r  crime of which an 

e s s e n t i a l  p a r t  i s  d ishones ty ,  d e c e i t  o r  f raud ,  and 3) r e j e c t i o n s  o f  appl ica-  

t i o n s  f o r  f i d e l i t y  bonds. I n  an a t tempt  t o  d e t e r  t h e  a p p l i c a n t  from providing 

f a l s e  in format ion  t h e  app l i can t  must s i g n  an a f f i d a v i t  s t a t i n g  t h e  information 

provided i s  t r u e  and complete. 

I n  a d d i t i o n ,  t h e  Board a l s o  r e q u e s t s  r e f e r ence  l e t t e r s  from f i v e  i n d i v i d u a l s ,  

i nc lud ing  a t  l e a s t  one CPA, t o  e v a l u a t e  moral c h a r a c t e r .  According t o  t h e  

Executive D i r ec to r  o f  t h e  Board, dur ing  he r  t e n u r e ,  r e f e r ence  l e t t e r s  have 

never been t h e  s o l e  reason  f o r  denying a c e r t i f i c a t e .  

The p ro fe s s iona l  e t h i c s  examination is  a  s e l f - s t u d y  course  i n  profess iona l  

e t h i c s  o f f e r ed  by t h e  C a l i f o r n i a  CPA Foundation f o r  Education and Research. 

According t o  c u r r e n t  Board members, t h e  purpose o f  t h e  e t h i c s  exam i s  t o  

acqua in t  a p p l i c a n t s  with p ro fe s s iona l  s tandards  of  e t h i c s .  

The Arizona Accountancy Law and Rules examination c o n s i s t s  o f  a  take-home 

ques t i onna i r e  and a  copy of  t h e  accountancy law and r u l e s .  Applicants  can read  

t h e  laws and r u l e s ,  complete and r e t u r n  t h e  ques t i onna i r e  t o  t h e  Board. The 

o b j e c t i v e  of  t h e  examination, accord ing  t o  Board members, is t o  make a p p l i c a n t s  

aware of  accountancy laws and r u l e s .  

Applicants  who meet t h e s e  requirements  o f  educa t ion ,  examinat ion,  experience 

and o t h e r  a r e a s  a r e  gran ted  a  c e r t i f i c a t e  a s  a  CPA o r  PA. This  c e r t i f i c a t e ,  

t oge the r  wi th  annual r e g i s t r a t i o n ,  a l lows  t h e  i n d i v i d u a l  t o  use t h e  l e g a l l y  

reserved  t i t l e s  of " C e r t i f i e d  Pub l i c  Accountantu o r  "Publ ic  Accountant.ll 



Reciproc i ty  

The process  f o r  ob t a in ing  a  CPA o r  PA c e r t i f i c a t e  through r e c i p r o c i t y  i n  

Arizona d i f f e r s  only s l i g h t l y  from t h e  process  - f o r  i n i t i a l  c e r t i f i c a t i o n .  

Rec iproc i ty  i s  def ined  by t h e  Council  o f  S t a t e  Governments a s  an arrangement 

where " l i censed  p r a c t i t i o n e r s  from one s t a t e  w i l l  be l i c e n s e d  by the-other  

without f u r t h e r  examination." The Arizona S t a t e  Board o f  Accountancy 

recognizes  a  v e r i f i e d  l i c e n s e  from another  s t a t e  i n  l i e u  of t h e  uniform CPA 

examination. Experience, age,  res idency  and o t h e r  requirements  a r e  reviewed by 

t h e  Board u s ing  t h e  same procedure as i n  t h e  i n i t i a l  c e r t i f i c a t i o n  process .  

The t i m e l i n e s s  of  g r a n t i n g  r e c i p r o c i t y  i s  a  measure o f  t h e  ea se  of  e n t r y  i n t o  a  

profess ion .  Table 23 d i sp l ays  t h e  approval  r a t e  and t i m e l i n e s s  o f  g r a n t i n g  CPA 

r e c i p r o c i t y  i n  Arizona during 1978. 

TABLE 23 

A R I Z O N A  APPROVAL RATE AND TIMELINESS OF GRANTING 
CERTIFIED PUBLIC ACCOUNTANT CERTIFICATES D U R I N G  

CALENDER YEAR 1978 

Number Percentage  

To ta l  a p p l i c a t i o n s  f o r  r e c i p r o c i t y  reviewed dur ing  1978 6  0  100% 
Number r e fused  dur ing  1978 (2)  ( 4  
Number t a b l e d  dur ing  1978 (1 )  - (2 )  

T o t a l  number o f  r e c i p r o c i t y  a p p l i c a t i o n s  approved - 5 7  - 94% 

Number of  r e c i p r o c i t y  a p p l i c a t i o n s  approved wi th in  60 days 17 30% 
Number of  r e c i p r o c i t y  a p p l i c a t i o n s  approved i n  60 days 

o r  more 40 - 70 
T o t a l  number of  r e c i p r o c i t y  a p p l i c a t i o n s  approved 5 7  = 100% - 

Reasons f o r  approvals  t a k i n g  60 days o r  more 
Delays i n  ob t a in ing  conf i rmat ion  o f  c e r t i f i c a t i o n  3  7  % 
Delays i n  ob t a in ing  conf i rmat ion  o f  exper ience  10 2 5 
Applicant  d id  no t  t a k e  e t h i c s  examination - 7  18 
Delayed because of  Board po l i cy  t o  cons ider  r e c i p r o c i t y  

only every  o t h e r  month 13 3  2  
Other 7  - 18 - 

Tota l  40 - - 100% 



A s  Table  23 i n d i c a t e s ,  70 percent  of t h e  a p p l i c a n t s  were n o t  g ran ted  

r e c i p r o c i t y  wi th in  60 days o f  a p p l i c a t i o n .  I n  32 percent  of t h e  ca se s  delayed 

beyond 60 days ( 13) , t h e  de l ay  was caused by t h e  Board1 s c u r r e n t  po l i cy  o f  - 4 
reviewing r e c i p r o c i t y  a p p l i c a t i o n s  only a t  every o t h e r  monthly Board meeting. 

S imi l a r  Requirements I n  Other S t a t e s  - 
Arizona c e r t i f i c a t i o n  requirements  a r e  s i m i l a r  t o  t h o s e  o f  o the r  s t a t e s .  Each 

s t a t e  uses  t h e  uniform CPA examination and r e q u i r e s  a  minimum age,and a l l  but 

fou r  r e q u i r e  res idency .  Moral c h a r a c t e r  i s  eva lua ted  i n  each s t a t e  and an 

examination i n  p ro fe s s iona l  e t h i c s  is  r equ i r ed  by 35 s t a t e s .  

The major d i f f e r e n c e s  among t h e  s t a t e  requirements  f o r  c e r t i f i c a t i o n  a r e  i n  t h e  

educa t ion  and experience r equ i r ed .  Eleven s t a t e s  i nc lud ing  Iowa, Oklahoma and 

Oregon r e q u i r e  l e s s  educat ion and experience;  whereas, s i x  o t h e r s ,  i nc lud ing  

Ind i ana ,  New J e r s e y  and Wyoming r e q u i r e  more.* 

Equal Employment Opportunity 

R e s p o n s i b i l i t i e s  of L icens ing  A u t h o r i t i e s  

The Federa l  Equal Employment Opportuni ty  Act, promulgated f e d e r a l  r e g u l a t i o n s  

and r e c e n t  case  law, de f ine  equa l  employment oppor tun i ty  r e s p o n s i b i l i t i e s  of  

s t a t e  l i c e n s i n g  a u t h o r i t i e s  such a s  t h e  S t a t e  Board o f  Accountancy. Under t h e  

Equal Employment Opportuni ty  Commission r e g u l a t i o n s ,  l i c e n s i n g  t e s t s  which 

have a  d i s c r imina to ry  adverse  impact on m i n o r i t i e s  must be va l ida t ed  t o  

demonstrate t h e  r e l a t i o n s h i p  between t h e  t e s t  and job performance. I n  a  cou r t  

dec i s ion  invo lv ing  a  s e l e c t i o n  tes t  used by t h e  Duke Power Company t h e  cour t  

noted t h e  dangers of  us ing  tests,  diplomas, o r  degrees  " a s  f i x e d  measures of  

c a p a b i l i t y . "  The dec i s ion  cont inued,  l l h i s to ry  i s  f i l l e d  wi th  examples of  men 

and women who rendered h ighly  e f f e c t i v e  performance without  t he  usua l  badges o f  

accomplishment i n  terms of  c e r t i f i c a t e s ,  diplomas o r  degrees." Fu r the r ,  

"diplomas and t e s t s  a r e  u se fu l  s e r v a n t s ,  but congress  has  mandated t h e  common- 

sense  p ropos i t i on  t h a t  they  a r e  no t  t o  become mas te rs  of r e a l i t y . "  The major 

t h r u s t  of  t h e  dec i s ion  appears  t o  be, "nothing i n  t h i s  a c t  precludes t h e  use of  

t e s t i n g  o r  measuring procedures.  Congress has not  recommended t h a t  t h e  l e s s  

q u a l i f i e d  be p re fe r r ed  over  t h e  b e t t e r  q u a l i f i e d  ... what congress  has 

cons idered  i s  t h a t  any t e s t s  used must measure t h e  person i n  t h e  job and not  t h e  

person i n  t h e  a b s t r a c t . "  

* Appendix I1 con ta in s  a comparison o f  s tate l i c e n s i n g  requirements .  



Advice from Alber t  Maslow, c h i e f  of t h e  Personnel  Measurement Research and 

Development Center ,  U.S. C i v i l  Se rv i ce  Commission, should be considered by 

l i c e n s i n g  boards. He says ,  I 1 I  am convinced t h a t  w e  need t o  sharpen our  a b i l i t y  

t o  develop and demonstrate t h e  r a t i o n a l  r e l a t i o n s h i p  between t h e  job r equ i r e -  

ments and t h e  measurement system used t o  c e r t i f y  o r  q u a l i f y  people f o r  an 

occupat ion.  A number of t echniques  a r e  a v a i l a b l e  t o  improve t h e  process  of job 

a n a l y s i s  t o  g e t  a much more exac t  f i x  on t h e  c r i t i c a l  requirements  f o r  t h e  work 

t o  be done. I would urge,  t h e r e f o r e ,  t h a t ,  e s p e c i a l l y  i n  examinations f o r  

occupat iona l  knowledge and p ro f i c i ency ,  you i n s i s t ,  a t  t h e  very l e a s t ,  on a 

c l ea r - cu t  showing of  how one proceeds from t h e  dec i s ion  a s  t o  t h e  s k i l l s  and 

a b i l i t i e s  r equ i r ed  f o r  e f f e c t i v e  performance t o  t h e  dec i s ion  t h a t  c e r t a i n  tests 

o r  o t h e r  measures w i l l  ensure  t h a t  t h e  a p p l i c a n t  can adequate ly  perform i n  t h a t  

occupation. The e n t i r e  decision-making process ,  from s e t t i n g  minimum 

s t anda rds  t o  making a f i n a l  c e r t i f i c a t i o n  on t h e  b a s i s  of a p p r a i s a l  d a t a ,  must 

be very c a r e f u l l y  analyzed s t e p  by s t e p  t o  make s u r e  t h a t  i t  does no t  

i n a d v e r t e n t l y  l o c k  o u t  c e r t a i n  segments of  our population."* 

It should be noted t h a t  t h e  AICPA examination i s  c u r r e n t l y  being s t u d i e d  by t h e  

Nat ional  Assoc ia t ion  o f  S t a t e  Boards o f  Accountancy (NASBA). According t o  M r .  

Elmer Thierman, Arizona S t a t e  Board o f  Accountancy member and de l ega t e  t o  

NASBA, two independent committees a r e  s tudy ing  t h e  conten t  and a d m i n i s t r a t i o n  

of t h e  examination. Study o f  t h e  examination con ten t  w i l l  i nc lude  t h e  method 

and e x t e n t  a person i s  t e s t e d  i n  such a r e a s  a s  a u d i t i n g ,  t a x  account ing  

p r a c t i c e ,  commercial law and economics. Study o f  t h e  examinat i o n  adminis- 

t r a t i o n  w i l l  i n c lude  t h e  adequacy of s e c u r i t y  measures,  p roc to r ing  methods and 

provis ions  f o r  handicapped examinees. 

* Appendix X I V  con ta in s  a L e g i s l a t i v e  Council memorandum da ted  May 15, 1979, 
de sc r ib ing  s t a t e  l i c e n s i n g  a u t h o r i t i e s  r e s p o n s i b i l i t i e s  and i n t e r p r e -  
t a t i o n  of  EEO law. 



RESPONSE TO THE OFFICE OF THE AUDITOR GENERAL ON I T S  PERFORMANCE A U D I T  OF 

THE ARIZONA STATE BOARD OF ACCOUNTANCY 

DATED: July 25, 1979 



INTRODUCTION 

Since t he  Board 's  i n c e p t i o n  i n  1919, i t  has c o n t i n u a l l y  s t r i v e d  t o  

p r o t e c t  t h e  p u b l i c  and i n s u r e  a  minimum q u a l i t y  o f  account ing  se rv i ces .  

I n  r ecen t  years,  i t s  enforcement o f  g e n e r a l l y  accepted account ing  p r i n -  

c i p l e s  and standards has been expanded through t h e  use o f  a  q u a l i t y  

rev iew program. Th i s  program has been g r e a t l y  a ided  through t h e  

coopera t ion  o f  o t h e r  s t a t e  agencies, e s p e c i a l l y  t h e  S e c u r i t i e s  D i v i s i o n  

o f  t he  Ar izona Corpora t ion  Commission. 

Even more r e c e n t l y ,  t h e  r e g u l a t o r y  e f f o r t s  o f  t h e  Board have been 

advanced through t h e  enactment o f  new l e g i s l a t i o n .  For ins tance ,  t h e  

1979 amendments g i v e  t h e  Board t h e  power t o  r e q u i r e  40 hours o f  con- 

t i n u i n g  p ro fess iona l  educa t ion  annua l l y ,  t o  e s t a b l i s h  r e p o r t i n g  r e q u i r e -  

ments and t o  impose a d m i n i s t r a t i v e  p e n a l t i e s  f o r  v i o l a t i o n s  o f  i t s  

laws and r u l e s  and r e g u l a t i o n s .  

Due t o  i t s  new powers, t h e  Board a n t i c i p a t e s  expanding i t s  a l r eady  

successfu l  e f f o r t s  t o  p r o t e c t  t h e  p u b l i c  and guarantee a  minimum 

qua1 i t y  o f  account ing serv ices .  



RESPONSE TO CONCLUSIONS AND RECOMMENDATIONS 
- 

1. The Ar izona S t a t e  Board o f  Accountancy concurs w i t h  t h e  conc lus ion  

and recommendation o f  t h e  A u d i t o r  General t h a t  i t  would be i n t h e  

p u b l i c  i n t e r e s t  t o  l i m i t  t h e  a t t e s t  f u n c t i o n  t o  i n d i v i d u a l s  

approved by t h e  S t a t e  Board o f  Accountancy. The Board, however, 

f e e l s  t h a t  t h e  consumer i s  p rov ided  s u b s t a n t i a l  p r o t e c t i o n  f rom 

f i n a n c i a l  harm by t h e  p resen t  s t a t u t o r y  framework. Th i s  i s  

supported by t he  A u d i t o r  Genera l ' s  Report .  On page 44, t h e  

r e p o r t  s t a t e s ,  " P r a c t i c a l  r e s t r i c t i o n s  imposed by business and 

f ede ra l  and s t a t e  law r e s t r i c t  t h e  a t t e s t  f u n c t i o n  t o  t i t l e d  

accountants,  and r e s u l t  i n  minimal p r a c t i c e  o f  t h e  a t t e s t  

f u n c t i o n  by n o n - t i t l e d  accountants i n  Ar i zona . "  The r e p o r t ,  

on page 41, f i n d s  t h e  p r o p o r t i o n  of t h e  n o n - t i t l e d  accoun tan t ' s  

p r a c t i c e  which represen ts  t h e  a t t e s t  f u n c t i o n  t o  be so i n s i g n i -  

f i c a n t  t h a t  i t  i s  l e s s  than  o n e - t h i r d  o f  one pe rcen t  o f  h i s  

p r a c t i c e .  Combined, these f a c t s  suggest t h a t  t h e  consumer i s  

p rov ided  s u b s t a n t i a l  p r o t e c t i o n  by t h e  p resen t  p r a c t i c a l  and 

l e g a l  l i m i t a t i o n s  on t h e  n o n - t i t l e d  accoun tan t ' s  performance 

of t he  a t t e s t  func t ion .  

2. The Ar izona S ta te  Board o f  Accountancy concurs w i t h  t h e  con- 

c l u s i o n  and recommendation o f  t h e  A u d i t o r  General t h a t  t h e  

p u b l i c  accountant  c l a s s i f i c a t i o n  i s  unnecessary, and t h a t  t h e  

c l a s s i f i c a t i o n  should be e l i m i n a t e d  through des igna t i on  as a  

"dy ing  c lass . "  



Response to  Conclusions and Recommendations Page 2 

3. The Board concurs with the Auditor General's conclusion tha t  

substandard accounting work performed for private and nonprofit 

organizations and corporations which make no f i l i ngs  with public 

agencies may go undetected with possible financial harm t o  the 

publ ic. While the Board has in i t ia ted  vigorous enforcement 

actions concerning public corporations offering securi t ies  t o  the 

investing publ i c  (usually involving publ i c  f i l i ngs  with securi t ies  

agencies), expansion of investigation and qua1 i  ty  review pro- 

grams to  include private firms would further f a c i l i t a t e  detection 

of substandard work in that  area and substantially reduce the 

possi b i  1 i ty  of f  i  nanci a1 harm t o  investors and grantors of 

credi t  resulting from misleading information. 

Until now, there have been two barriers t o  such an expansion of 

the Board's investigation and quality review programs. F i r s t ,  

until law amendments effect ive t h i s  month, the public accoun- 

t a n t ' s  working papers and cl ient  f i l e s  were privileged materials, 

and i t  was questionable whether the Board could subpoena or 

compel release of such private information. See A .  R.S. $32-749 

(1976). Second, the Board has been 1 imited in the number of 

investigations i t  undertakes by lack of funds. Action has been 

taken concerning both of these barriers.  



Response to Concl usi ons and Recomnendati ons Page 3 

Legislation enacted in 1979 (and effective July 22, 1979) 

amends A.R.S. 5 32-749 and clarifies the Board's position that 

its subpoena power, as a state agency, was not frustrated by 

the privilege extended to public accountant's working papers. 

Additionally, the 1979 legislation, which was drafted by the 

Board and actively promoted by it through the 1 egislative 

process, clarifies the Board's power to hire investigators 

(A.R.S. 5 32-702) and to issue investigative subpoenas 

(A.R.S. 5 32-743). Thus, the Board now has a firmer legal basis 

for expanding its investigation and review programs. 

To further facilitate the expansion of the investigation and 

quality review programs, the Board has increased fees which, 

subject to legislative appropriation, will provide more funds 

for the programs. 

4. The Arizona State Board of Accountancy concurs with the conclusion 

and recommendation of the Auditor General that a maximum effort to 

encourage public awareness and input has not been evident in the 

past experience of the Board when rule or legislative amendment 

has been proposed. 



Response t o  Conclusions and Recommendations Page 4 

A small a d m i n i s t r a t i v e  s t a f f  and 1 i m i t e d  budget have been 

r e s t r i c t i v e  f a c t o r s  i n  t he  Board 's  a c t i v i t i e s .  Since 1977, t he  

Board has endeavored, through t h e  p u b l i c a t i o n  o f  a q u a r t e r l y  

Newslet ter  and t h e  establ ishment  o f  an expanded m a i l i n g  l i s t ,  t o  

p rov ide  more i n fo rma t i on  f o r  t h e  pub1 i c  regard ing  t h e  a c t i v i t i e s  

o f  t h e  Board. The Board a l s o  in tends  t o  make more use o f  t h e  news 

media through both press re leases and advert isements. 

5. The Arizona S ta te  Board o f  Accountancy concurs w i t h  t h e  conc lus ion  

and recommendation o f  t h e  Aud i to r  General t h a t  b ienn i  a1 r e g i  s t r a -  

t i o n  and automation o f  r e g i s t r a t i o n  and o t h e r  procedures would 

r e s u l t  i n  subs tan t i a l  savings. 

The Board i s  now s tudy ing  t h e  var ious  automated systems which 

are a v a i l a b l e  w i t h  t h e  i n t e n t i o n  o f  implementing the  method which 

i t  deems t o  be t h e  most e f f i c i e n t  and f l e x i b l e .  

@/-add< 
i k e  Marusich, CPA, Pres ident  

Dated J u l y  25, 1979 



APPENDIX I 
SELECTED ARIZONA STATUTES REGARDING THE 

ACCOUNTING PROFESSION 

1 2 - 7 3 1 .  3oard o f  a c t o u n t ? n c ~ :  - e r s e c s + i ~  
A. There s h a l l  j e  a s t a t e  ao?r-a ~f ~ c c ~ ~ n t ~ n c j ,  uh ich srall c:nsis': 

of four c e r t i f i e d  p u b l i c  accountants and one 3,bl i c  nenoar a p o c l n t ? d  3y t i e  
governor.  One member s h a l l  be appointed each year f o r  a t?r-7 o f  f i v e  
years, t o  begin  and end Ju ly  3,  o r  ! i n t i 1  h i s  sbccessor i s  3opointad 3nd 
q u a l i f i e d .  Not less  than t h r e e  ,nenbers s h a l l  2e i n  a c t i v e  ? u o l i c  o r a c t i c ?  
as c e r t i f i e d  pub1 i c  accountants. No more than one member s h a l l  be f r c m  m y  
one account ing f i n .  

3. :.lmbers o f  the board s h a l l  oe c i t i z e n s  3nd r l s i d e n t s  ~f t h 2  
s ta te .  A Four XE?3ERS s h a l l  be c e r t i f i e d  p u b l i c  i ccsun tan ts  
= " A ;  =: . . 

- 3 4  under t t h i s  ci73pter AND OPJE :,!€:,'BE2 StdALL 3E A 
~ ~ ~ ? t 3 i i ?  k H O w O F  A C F 2 i I F I C A T E  ISSUED P l i R S i A ; l i  79 T H i S  
CHAPTEA. 

C. Vacancies o c c u r r i n g  frm an;, cause o the r  than e x j i r 3 t i o r - 1  o f  a  
t e r n  s h a l l  be f i 1 l e d  by appoint.?ent by t h e  governor f o r  the  unexpi rid f2 r7 .  
70 person who has served a ccmplete term s h a l l  be ? l : g i S l ?  f o r  
reappointment u n t i l  a f t w  t h e  lapse o f  one y 2 a r .  Appointment t~ fill an 
unexpi red term s h a l l  no t  be considered as a  complete t e r v .  

32-701 .01 .  D e f i n i t i o n s  
I N  M I S  CHAPTER, UNLESS ME CONTEXT OTflERNISE REQUIRES: 
1. Zx tLw "!30ardN, 1: 4 - ,.. ;" e ' n e m s  t h e  bo2rd o f  

accountancy c rea ted  by s e c t i o n  32 -701 ,  1xc2pt H I N  mat te rs  2 e r ' ~ i  n i  ng 
t o  t he  qua1 i f i c a t i o n ,  l i c e n s i n g  and d i s c i o l i n i n g  o f  p u b l i c  sccoun:?ntss 

b *  4. " -  . -  ~ b o a r d % - k ! !  ~ 2 3 ~ 1  NEXNS a body c o n s i s t i n g  o f  a  quorr~in 3i ',he 
board of accountancy and a  quorum o f  t he  p u b l i c  accountants adv iso ry  
c o r n i t t e e  c rea ted  by s e c t i o n  3 2 - 7 0 4 ,  subsect ion 4. 

2. "CONVICTION" MEANS A ?UDG?IENT OF CO!IVICTION 3Y M Y  ST\TE 2 R 
FEDERAL COURT OF COMPETENT JUR I S D I C T i G N  I N  A CR 1; I INAL CAUSE, 2EG,A?lCLZSS 3F 
'AHETHEJ AN APPEAL I S  PENOING OR COULD BE TAKEN, AND INCLUDES Y 4 Y  ;UilG:"E?4T 
OR CROER BASED ON A PLEA OF NO CONTEST. 

3. " D I S C I P L I N A R Y  ACTION" MEANS ANY OTYER REGULATCRY SA?lCTICNS 
I+lPOSED BY THE BOARD I N  COMBINATION NITH,  C R  AS AN ALTE2YATI ' IE  73, 

P REVOCATION OR SUSPENSION OF A CERT IF ICATE  CR REGISTRATION, !i i-fICH YX't 
IIYCLUOE: 

( a )  1;IPOSITION OF AN ADMINISTRATIVE PENALTY I N  AN I\:,lOU:.rT ';Or T 0  
EXCEED 740 THOUSAND DOLLARS FOR EACH V I O L A T I C N  OF T H I S  C!A?TEX C 2  
REGULATIONS PR0;WLGATED THEREUPIOER . 

(b) I i 4 W S I T I O N  OF RESTRICTIONS ON THE SCOPE OF R E G I j T 2 A N T S '  

m ACCOUNTING PRACTICE, INCLUOING, !4ITHOUT L I M I T A T I O N ,  RESTRICTION OF (AUDIT 
OR ATTEST FUNCTION PRACTICE. RESTRICTION OF TAX PRACTICE, OR 3ESTRICTION 
OF MANAGEMENT ADVISORY PRACTICE. 

( c )  IMPOSITION OF PEER REVIEW AND PROFESSIONAL EDUCATIOA 
REQUIRE:?ENTS. 

( d )  I f i lPOSITION OF PROBATION RECUIREflENTS 3EST AOA?TED TO X O T E C T  

m THE P lJaL IC N L F A R E  ' W I C H  I t A Y  INCLUDE A ?ECUIRE:IE?iT FOR ?ESTITQTIV?N 
PA'tYENTS TO ACCOUNTING SERVICES CLIE:{TS CR TO OTHER ?€?SONS StlFFE2I::G 
EC3PIOMIC LOSS RESULTING FROM VIOLATIONS OF T H I S  CflAPTE2 OR IESULAT iOYS 
PROMULGATED THEREUNDER. 

4.  "FEDERAL SECURITIES LAWS'' !4EANS THE SECURITIES ACT OF 1933 ,  TFE 
SECURITIES EXCHANGE ACT OF 1934, Tf lE PUBLIC U T I L I T Y  YOL3ING C8:f1P4NY ACT SF 
1935 ,%YO THE I?iVESTHENT COMPANY ACT OF 1940, AS Ar,!ENOED. 

m 



5 .  ' Y A C T I C E  I jF r\CCOL'>iT::IS AS 4 C i 2 T I i - I E g  7 - 3 L I i  :CC:','IT';IT :? I S  4 
?',311C ACCOL'ITA:~T" '.'E.ANS THE ?9'3VIS!O:I ClF Xl'iY :IJC~I,UT:'~S ;SJ'iiCcS, 
!:4CL'JO:'/G ?EC92D IYG AND SUMMAR IZ1:IG CF F 1:IANC I A L  T7A:ISACT:C:I5, \'IALYZ::IG 
AYO YE3!iY!?IG F I? iA?dCIAL INFORILIATION, 2EPORTI>4G OF FIXA;lC:AL ? E i Y t T S  TO AN 
EYPLOIE?, CLIENTS OR OTHER PARTIES AND THE ;IE?IOE?I?IG CF TAX A;lD :,fA:lASEYENT 
AOV ISCRY SERV ICES TO AH EMPLOYER, CL IENTS  OR OTHE!? PARTIES. 

Sec. 3. Section 32-702, Arizona Revised S ta tu tes ,  i s  men62d t o  
read: 

32-702. Orqanization; compensation 
C - A.  The board shall  annual l y  ~++S-WFC,- 

eloct  from i t s  nernbership a president, a secre tary  and a treasilrer and 311 
or any s f  such o f f i ce r s  may sign and approve cl aims f i  1 ?d igai nst the s t a t e  
board of accountancy f u n d  f o r  payment of a l l  expenses incurred dnder t h i s  
chapter. 

a. A mqjority of the board shall  const i tu te  3 quorsiri for  the 
transaction of business. T h e  board sha l l  have a s t a l  ~ ~ n i c h  shall  be 
judici a1 ly noticed, and shall  keep records of i t s  proceedi n ~ s .  T h e  board 
nay %ploy clerks,  exmi ners, INVESTIGATORS and ass is tants  in the  
perf onance  of i t s  dut ies ,  whose compensati on shall  be as determi ned 
pursuant to  sect i  on 38-611. 

C. T h e  members of the board shal l  receive compensation as 
deterrni ned pursuant to  sec t i  on 38-611. 

3 2 - 7 0 3 .  9ule making Dowers o f  board; zxempticn 
A. The  board may adopt, i n d  mend from t i ~ l e  to  t ine ,  W L E S  AND 

regulations PERTAINI:4G TO PE2SONS C E 9 T I F I E D  OR 3 E G I S T I 3 E D  3'f Tf iE 39ARD 
CCNCEJN 1:IG THE FOLLONI  :IG :IATTERS : f 37 ::H - , - - - &  ,< : I . e  - ,=: ; 

' L "  rn "6 +h;&-hll'"+. 7 %  ? - - . - - r - r : i ~  
4 - 5  ' - - 3  - , ,  - 4 4  d.3 r t  - 4 -  t u - f  

, . - ,+, , , A  * S  ' L ; C , ,  : , 4 "  , ? - C f  - A _ - -  I - t  

-LifH$NT4AiD ~ E I I G C ~ O F ~ ~ ~ G ' ~ ' S T A ~ I ~ A ; ~ ' D S '  C i  C O a E ,  
INDEPE?IOENCE APrD INTEGRITY I N  THE PRACTICE OF ACCObNTIiIG AS A C E R T I F I E D  
PUBLIC ACCOUNTANT OR AS A PUBL IC  ACCOUNTANT AS 2EQUI2ED 3Y SE:iERdLLY 
ACCEPTED A U D I T I N G  STANDARDS, GENERALLY ACCEPTED ACCOLNT1:IG P i i INC IPLES  AND, 
I N  THE CASE OF PUBLICLY HELD CORPORATIONS, OR E ' l T i 2PR ISES  OFFER1;iG 
SECURITIES FOR SALE, I N  ACCORDANCE WITH STATE OR FEDERAL SECURITIES AGENCY 
ACCOUNTING REQU I?E;qENTS. 

2 .  ESTABLIShl"1ENT OF REPORTING REQUIRE:4ENTS !JH ICH ' d U L D  REQUIRE 
2ECiISTRANTS TO REPORT ANY SUSPENSION OR REVOCATlON OF RIGHT TO ?4ACTICE 
BEFORE THE F E D E W L  SECURIT IES  EXCHANGE COYi l ISS ION OR OTHER GO'JERNlclENT 
AGEXC IES ,  Cil1:lI:IAL CONVICTIONS, C I V I L  JUOGt'lfNTS II'iVOL'/!?4G :EGLIGEIVCE I N  
THE PRACTICE OF ACCOUNTING AS A C E R T I F I E D  P U B L I C  ACCOUNTANT OR AS A PUBL IC  
ACCOUNTANT AND JU0Gi"EI"ITS OR ORDERS AS DESCRIBED I N  SECTION 32 -741 ,  
SUBSECTION A, PAPAG2APHS 7 AND 8. 

3. ESTABLISHMENT OF BAS I C  REQU1RE:IENTS FOR CGNTI:iUI'IG P9OFESS IONAL 
EDUCATION OF C E 2 T I F I E D  PUBL IC  ACCOUNTANTS AND PL'BLIC ACCCUNTAI'ITS, EXCEPT 
TSAT SUCH i?EQUIRE:4ENTS SHALL NOT EXCEED FORTY CLX5;IOOM HOLRS I N  A:IY 
CXE'iDAR YEAR. 

4. AOOPTION OF PROCEDURES CONCERNING D I S C I P L  I>@RY ACTIONS, 
AOMIN ISTRAT I V E  HEARINGS AND CONSENT DEC I S  IOi4S. 

5 .  ADOPTION OF REGULATIONS CONCERNI?IG T!-IE C E F I N I T I O N  OF TERMS AND 
FOR THE ORDERLY CCNOUCT OF THE BOARO'S AFFAIRS I D  THE EFFECTIVE 
A D Y I N I S T W T I O N  OF T H I S  CHAPTER. 



8. I n  a d d i t i o n  t o  t he  requi rements  o f  t i t l e  41, chapter  6 ,  a t  l e a s t  
&+y THIRTY days p r i o r  t o  t h e  p r m u l g a t i o n  o f  any such r u l e  o r  amerhen t ,  
t h e  board s h a l l  ma i l  cop ies of t he  proposed r u l e  o r  arnendnent t o  each 
ho lde r  of a c e r t i f  i c ~ t e  'w i th  a n o t i c e  adv i s i ng  him o f  t h e  proposed acop t ion  
da te  o f  t h e  r u l e  o r  amendment and reques t i ng  t h a t  he submit h i s  ccmments 
thereon a t  l e a s t  TEN days p r i o r  t o  such proposed adopt ion date. 
Such comnents s h a l l  be adv i so r y  on ly .  F a i l u r e  o f  any c e r t i f i c a t e  h o l d e r  t o  
r e c e i v e  such r u l e ,  menchent  o r  n o t i c e  s h a l l  n o t  a f f e c t  t h e  v a l i d i t y  o f  a n y  
such r u l e  or amendment. 

$ 32- 704. Public accountante' advisory cemdt te ;  n r e m h  
ship; powers and duties 

A. There shall be a public accountants' advisory committee which 
shall consist of four members appointed by the governor. One mem- 
ber shall be appointed each year for a term of four years, to begin 
and end July 3, or until his successor is appointed and qualified. Not 
less than three members shall be in active public practice as public 
accountants. Three members of the committee shall constitute a quo- 
rum for the transaction of business. 

B. Members of the committee shall be citizens and residents of 
the state and shall be public accountants who hold certificates to 
practice under the provisions of this chapter. 

C. Vacancies occurring from any cause other than expiration of a 
term shall be filled by appointment by the governor for the unexpired 
term. No person who has served a complete term shall be eligible for 
reappointment until after the lapse of one year. Appointment to fill 
an unexpired term shall not be considered as  a complete term. 

D. The public accountants' advisory committee shall advise and 
aid the board in mattem affecting public accountants, and no action 
shall be taken as to  matters pertaining to the qualification, licensing 
and disciplining of public accountants except on a majority vote of 
the board and committee, as a body. The committee shall be kept in- 
formed of contemplated acts of the board primarily affecting public 
accountants and shall have access to the t i e s  of the board pertaining 
to public accountants for the purpose of carrying out its duties, 

E. The remuneration of members of the committee shall be a s  de- 
termined pursuant to 8 38-611 for time spent in attending regular 
and special meetings. 

3 32 -705. Disposition of fees 
All monies received hx the hoard under the provisions of this chap- 

ter shall be paid to the state treasurer monthly. The state treasurer 
shall deposit ten per cent thereof in the general fund and ninety per 
cent in the board of accountancy fund for the payment of salaries and 
other expenses of the board ~hen 'a~ptopr ia ted  for such purposes. 



32-721. C2rtifi.d ? u b l  ic  3ccotintant; qua1 i f i ca t ions  
L A c e r t i f i c l t e  of  e r t i f i e d  public accountant shal l  be issued by 

the board to  any person l~tho: - (I 
1. Has at tained the age of eighteen years, i s  of good moral 

charactst-,- and & i s  a  resident of t h i s  s t a te .  
2 .  Has not E?IGAGED I N  ANY CONDUCT YHICH GIOULD CONSTITUTE GROUNDS 

FOR RNOCATIGN OR SUSPENSION OF A CERTIFICATE 02 OTHER D ISCIPL I f lABY ACTION 
PURSUANT TO SECTION 32-741, SUBSECTION A. r y.4&&+m . - 

3 .  Has met the requirments  to take the examination provided in 
a 

section 32-723. 
4 Has, within a period of time specified i n  the ru les  of the board, 

obtained a grade of seventy-five per cent in each subject  of the  
exanination fo r  c e r t i f i ed  public accocntant i n  t h i s  s t a t e ,  or in any s t a t e ,  
t e r r i t o r y  o r  possession, which uses the questions and grading f a c i l  i t i e s  
of the American i n s t i t u t e  of ce r t i f i ed  public accountants. 

5 .  Has been employed as a full-time s ta f f  accountant, e i the r  before 
o r  a f t e r  passing the e x ~ i i n a t i o n  for c e r t i f i ed  public accountant, f o r  a 
minimcm period of t ~ o  years in the off ice  of a c e r t i f i ed  public acccuntant 
o r  public accountant, within private industry or a government agency, 
which mploynent 7 '  , ?AS exposed the applicant to  and proviaed him 
with experiencs in the practice of accounting, including examinations of 
f inancial  statements and reporting thereon, gr has ccmpleted one year of 
the  experience as s e t  f o r t hhe r2 in  and holds a master 's ,  or  more advanced 
degree in accounting or business administration from a college o r  
univers i ty  recognized by the board, provided that  the acadeinic t r ansc r ip t  
showing cmplzt ion of the  d2gree progrm shall  include a m i n i m u m  of t h i r t y  
semester hours in accounting, business administration, economics and such 
re la ted  subjects  as the board  shall  determine t o  be appropriate, of which a 
minimum of twelve semester hours of c red i t  shall  be i n  graduate-level 
accounting courses. THE 3CAiiO FAY ACCEPT PART-TIM: E:.fPLOYPEIUT I N  A PERIOD 
3 F  FOUR YEARS OR MORE AS A 5 U ~ S T I T U T E  FOR W E  4EQUIREMENT OF TNO YEARS OF 
F U L L - T I E  EiYPLOYtENT I F  SUCH PART-TI:E E:4PLOYbENT PROVIDES THE APPLICANT 
WITH EQUIVALENT EXPERIENCE I N  THE PRACTICE OF ACCOUNTING. - . . - .  

32-722. P u b l i c  accountant; qua1 i f ica t ions  
k A c e r t i f i c a t e  as a ?ub l i c  accountant shall  be issued by the board 

to any person who: 
1. HAS ATTAINED THE AGE OF EIGHTEEN YEARS, is of good moral 

character and i s  a  resident  of t h i s  s ta te .  
2. HAS POT ENGAGED I N  ANY COFlOUCT NHICH NOULD CONSTITUTE G a O U N D S  

FOR REVOCATION OR SUSPENSION OF A CEXTIFICATE OR OTHER DISCIPLItYAR'I  ACTION 
PURSUANT TO SECTION 32-741, SUBSECTION A .  

k 3 .  Has met the requirements to take the examination provided i n  
sec t  ion 3 2 - 7 2 3 .  

k 4 .  Has obtained a grade of seventy-five per cent-or more in the 
subject of "accounting practice" or seventy-five per cent o r  more in each 
of the remaining subjects given i n  the examination provided in section 
32-723. 

4 5. Further qua l i f i e s  under section 3.2~Z21,- 
paragraph 5. 



$ 32 - 723. Certified public account3nt examination; qod.ifh+ 
tions 

4. Examination of persons applying for  certificates under this 
chapter shall be held within the state, as  the board decides, a t  least 
once each year. The time and place for holding an examination shall 
be advertised for not less than three consecutive days, not less than 
thirty days prior to the date of the examination, in a t  least one daiiy 
newspaper of general circulation published in the state. 

B. S o  person shall be permitted to take the  examination unless he 
qualifies under one of the following: 

1. He presents satisfactory evidence that  he has successfully com- 
pleted, or will successfully complete within a period of ninety days 
after  the examination, the courses required for  a bachelor's degree 
from the universities or  state colleges of this state, o r  from a college 
o r  university maintaining standards comparable to those of the  uni- 
versities or  state colleges of this state. The academic transcript 
presented shall include a minimum of twenty-four semester hours in 
accounting courses of which twelve semester hours must be in inter- 
mediate accounting theory, or advanced accounting, o r  cost account- 
ing, or auditing theory and practice, or income taxes, or any combina- 
tion thereof, or advanced accounting courses equivalent thereof, and 
shall include an additional eighteen semester hours in related econom- 
ics and business administration courses, o r  courses satisfactory .to the 
board of accountancy. As used in this paragraph, related courses re- 
fer  to economics, corporation finance, business law, mathematics and 
advanced English composition, or  other courses closely related to the 
subject of accounting and satisfactory to the board. 

2 He presents satisfactory evidence tha t  he has successfully com- 
pleted, or will successfully complete within a period of ninety days 
af ter  the e-xamination, the  courses required f o r  a bachelois degree 
and passes an examination prepared by the accounting or  other facul- 
ties of the state universities, under the supervision of the board. 
Such examination shaU be in the subjects of elementary and interme- 
diate accounting theory and the related subjects of principles of e c e  
nomics, business law, English composition and business mathematics. 
The examinations shall have a difficulty equivalent to the final exam- 
inations prepared fo r  these respective courses in the universities and- 
state colleges. 

3. He is the holder of a valid and unrevoked certificate as a public 
accountant issued by  the state of Arizona and makes application to 
take any of the examinations offered prior to December 31,1976. 

C. The subjects in which applicants may be examined are: 
1. Theory of accounts. 
2. Accounting practice. 
3. Auditing. - 
4. Commercial law. 
5. Such other subjects as the board may adopt. 

D. All e-mina t ions  provided for in this section shall be in writ- 
ing upon forms provided by the board and may be held under the 



;c!at .;tlspic?~ .rnd ~o!;irol of  t h e  !w.ird ir,d c!!e Arerican insututz  of 
certiiied public nccountants. The board inay rnalie such use of all o r  
.my part of the uniform certifi$d public .iccountants' ? r~mina t ion  
~ n d  advisory grading service, o r  both. as  it d ~ m s  appropriate to AS- 
sist i t  in performing its duties hereunder. 

E. A11 examination papers shall be graded by a majority of the 
board or  by the board of examiners of the American institute of cer- 
tified public accountants. Each subject shaU be graded separately. 
Within a reasonable time a f t e r  the examination the b a r d  shall notify 
each candidate of his grading. XU examination papers shall be pre- 
served for  one year af ter  the  candidates have been notified of their 
grading and any  candidate shall, upon written request to  the board 
within such year, have access to his e - m i n a t i o n  papers. 

F. A candidate who successfully passes an examination in the 
subject of accounting practice in its entirety or in any two or  more 
subjects shall be deemed to  have received a "condition" and shall 
have the right to  be reexamined in the remaining subjects a t  subse- 
quent examinations held by the board. and if he passes in the remain- 
ing subjects within a period of time specified in the rules of the 
board he shall be considered to have passed the e-&tion in its en- 
tirety, except tha t  examinations held during the time a candidate is 
temporarily in the  armed forces shall not be counted unless the candi- 
date sits for  such examinations. 

G. Any candidate who has successfuliy passed an examination in 
the subject of accounting practice in its entirety or any fwo or  more 
subjects in any s ta te  which uses the questions and grading facilities 
of the American institute of certified public accountants and whose 
requirements to take the examination are as high as those required in 
this state shall be deemed to  have received a "condition" and may be 
gicen credit in his Arizona examination for those subjects in which 
he has so passed, provided such credits are still in effect as deter- 
mined by the rules of the  board, and he may have the right to be re- 
examined only in  the remaining subjects a t  subsequent examinations 
held by the board and if he passes in the remaining subjects within a 
period of time specified in the rules of the board he shall be consid- 
ered to  have passed the examination in its entirety. 

H. Any candidate who has  taken k v o  examinations and has failed 
to receive a "condition" may be required, before being accepted fo r  
further examinations, t o  furnish evidence satisfactory to the board 
tha t  he has made fur ther  diligent study in the failed subject or  s u b  
jects. 

I. The board may permit an  Arizona applicant for the  Arizona 
examination to take the examination for certified public accountant 
outside of this s ta te  under the auspices and control of any other s b t e  
board of accountancy and the American institute of certified public 
accountants giving an examination for certified public accountants. 

J. The board may make rules and regulations regarding the scope 
of the examinations, the  method and time of filing applications an4 
all other rules and regulations necessary to carry into effect the  pur- 
poses of this section. 
As mended Laws 1960, Ch. 68, 8 10; Laws 19'70. Ch. 119, 63; Laws 1972. 
Ch. 130, f 3. 



. . ' C?:-,:f i?: ?,-: ; 3 1 ~ , : ; . ; 7 t ! r l f  ;r : j : , > ? ( t  a -  1-i . 
iccnd.,7 :- t i  -2,: - .-. ,. , - - -  ,- . L ( ;  ; u ? i ! i ; c ~ t i 3 n s  

A .  The bc2r-A y , ;  En? 3x :~ i i na t i on  o f  3nd may ~ S S J ~  a 
c e r t i f i c 3 r e  o f  c e r t i f ' e d  p u b l i c ,  ~ c c o u n t a n t  o r  p u b l i c  a c c o u n t ~ t  t a  any 
psrson -*no i s  t h e  n o l d e r  o f  3 . v a l i d  and unrevoked c e r t i f i c a t e ,  f r m  t 3 e  
s t a t e  f c r e i ~ n  c c u n t r y  o f  s r i g i n a l  i ssue ,  as a  c e r t i f i e d  p u b l i c  
a c c o u n t ~ n t  o r  p u b l i c  a c c c u n t ~ n t  k z : ' ,  S. : :r w. rn,!nLr;, -.,a , -  
r . , . - * 2 -  ..a- - - - n  . .pi ; ? -  - -  - ,- - . , , , ,  :+ . .  C? - - -  - <  - , -  - * .  -. i. - 3  - d , - -  f ,  _1V . . "  4 - k  _ U .  _ L . .  - 

.- , - ' ( , -  - - - - , . *  +.,.'? - 6  L C ; -  - C  L 
., - . ,  ., . .,. ,, a - 1 - 3 ,  p r g v i d e d  t h a t  t he  a p p l i c a n t  n e e t s  t h e  

r e q u i r ~ r r n t s  s e t  f o r t h  i n  s e c t i o n  32-721,  paragraphs 1, 2 and 
5 Ah0 THE F2UCdTIOIIAL REI]U:RE?E:ITS E I I S T I ? ; G  I N  T H I S  STATE AT ME T I X i  THE 
APPLIC.4:IT ;iAS I SSUE3 H I S  OR!GI::AL CERT IF ICATE .  

3. ? l a t h i n g  i n  t h i s  s e c t i o n  s h a l l  b e  c o n s t r u e d  as i n v a l i d a t i n g  t h e  
c e r t i f i c z t t  t o  p r a c t i c e  as a  c ~ r t i f i e d  p u b l i c  accoun tan t  3 r  t h e  
c e r t  i f  i c 3 t e  o f  a u t h o r i t y  t o  p r a c t i c e  as a pub 1  i c  accoun tan t  i ssued  under  
p r i o r  l a d s  o f  t n i s  s t a t ? .  

S 32 - 729. Examination and certiflcats fee 

The board shall establish and collect a uniform fee from each appli- 
cant for each examination held pursuant to 5 32-733, such fees to be 
detelmiced by the board to cover reasonable costs of the examination, 
and frorn each applicant for a certificate to be issued under 5 32-72'?. 
S o  additional fee shall be required from an applicant entit!ed to  a 
certliicste ~ f t e r  having s~~ccessfully passed the examination. If an 
app!icant for esami~nt ion is refused permission to  take the e x m i n a -  
tion, or  if an application for a certificate by reciprocity is rejected by 
the board, one-half of the fee shall be returned to the applicant. 
As amended Laws 1370. Ch. 119. 3 10; Laws 1973, Ch. 130, 5 5. 

3 2 - 7 3 0 .  Annual t e q i s t r a t i o n  
A .  Except  f o r  t h a  g r s v i s i o n s  s e t  f o r t h  i n  s u b s e c t i o n  8 ,  t h e  b o a r d  

s h a l l  e x h  y e a r  r e q u i r e  every  c e r t i f i e d  p u b l i c  accountant ,  e v e r y  pub1 i c  
accountant ,  e v e r y  p a r t n e r s h i p  and e v e r y  p r o f e s s i o n a l  c o r p o r a t i o n  t o  
r e g i s t a r  w i t h  the  board  and pay a  r e g i s t r a t i o n  fee  o f  n o t  l e s s  t h a n  f i v e  
n o r  ?ore than  f i f t y  d o l l ~ r s  n o t  l a t e r  t h a n  December 31. I n  t h e  
a d m i n i s t r a t i o n  o f  t h i s  sec t i on ,  r e g i s t r a n t s  f o r  l e s s  than  one y e a r  s h a l l  b e  
charged on a  p r o  r a t a  q u a r t e r l y  b a s i s  f o r  t h e  rema inder  o f  t h e  y e a r  
r e g  i s  te red.  

3.  The r e q i s t r a t i o n  f z e  f o r  c e r t i f i e d  p u b l i c  accoun tan ts  and p u b l i c  
a c c o g " t m t s  may Ge reduced o r  waived by  t h e  board  for  r e g i s t r a n t s  hho have 
a t t a i n e d  t h e  age o i  s i x t y - f i v e  o r  who have become t o t a l l y  d i s a b l e d  t o  a 
de;ree ? r e c l u d i n g  t h e  con t inuance  o f  t h e i r  p r a c t i c e  f o r  s i x  rncnths o r  more 
? r io t -  t o  t h e  d u e  date  3 f  any r f q e x a l  fee. 

C. AT THE T!',!E OF 2ES IST2AT ION,  EVERY C E R T I F I E D  PUBLIC ;CCOJ?i:ITXiT 
AND ?!j3LTC .1CCOC;.iT;I'iT, C2:!'.'E';C : ' ;G ' r i ITH THE REGIST2AT ION FOR T'dE CdLE.'iCd2 
Y V R  2:;E Y EA2 AFT:? T i E  33;;D' PRG;.'ULGAT:ON OF CONTINU I N S  2ROiESS;G:iAL 
i;ijCI;TIj:j RE29!2E:.',E'IT j, SF;\iL A S  A PREREQUISITE TO ILVFIUAL RE:ISTRATIO:I 
SUO,:vt!T '0 T;IE 33A;i3 Si.TISFACT3RY ?RCOF, I N  A MAtINE3 RESC2:BEi I  3Y ME 
C3 :XI, ;HAT TSE E T  HAS CSF.;PLETED THE CI;NTi?!U!:iG E X C A T I O N  
R E  ;; ;.? E:'E:.ITz EST;la:I 3 Y  ME ?O;\RQ. THE BOARD ?4AY 1;R.iL'IT E X 5 I P T i C : i  F23H 
C0:iT:;;g ;';S R O F E S S I S ' i A L  E ~ L ' C A T I O N  2EQU IR EbrE:iTS FOR REG 1 ST2A:iTS :JOT E:iG,:SEJ 
[;i 'hi .?.'CT!CE OF ACc9J:IT::iG 15 A C L q T I F I E D  PUBL IC  ACCCU:iT24T OR AS A 
FlJaL!C ACCNRTANT GR FQ?. OTdE2 GOCD CAUSE DETERPlINED R Y  THE. SO*I I -  _- 
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4 
A. r  i d ; t r ,  :fi o s ? r d  may r.roke 

or suspend my c e r t  i f  i c l t e  gr:nt?d 1rnd2r t z  i s  c+apter+ >;:O 73y  

T A K E  D I S C 1 P L I : I J Z Y  ACTiO:I  AS 0EFI : lED I N  5 E C r I C : I  32-701.01 C2:iCEXNI:IG the  
holder of any c 2 r t i f i c a t 2  for  any w+++- : .. ",, , A T - T .  -.J. , u . M b e -  of the following 
causes: 

I. Conviction of a  felony under the laws of any s t3 te  or  of the - 4 
United S ta t s s  where c i v i l  r i gh t s  have not been res tor ld  pursuant to t i t l e  
13, chapter 9 or other applicable recognized judic ia l  or gubernatorial 
order. 

2 .  Conviction of any crime :.IF(ICH HAS A 2EASONABLE RELATIOPISHI?  T O -  
ME % A C T I C E  OF ACCCUNTING AS A C E A T I F I E O  F L ' 3 L i C  A C C C U I 4 T U T  G 2  AS A P U B L I C  
ACCCUCINTANT, INCLUOi?4G BUT KOT L I ; I I T E D  r0 CX;I!ES INVOL1/I. ' IG ACCOUNTING OR 
TAX '/ IOLATIO1'I  S, 01 S:%NESTY, FRAUD, SREFRESE:.IT,ATION, €:43EZZLE:"E!4T, T i iEFT ,  
FORGEZY, P E R i U R Y  CR 3 R U C H  OF F I D U C I A R Y  DUTY, 2EGARDLESS OF iU'HET3ER C I V I L  
R I M T S  HAVE aEEI'I RESTORED. w. - + : . , - 1  + - 6  d , 
&P-:& ... c,-* . 3 -  I 

3 .  Fraud or deceit i n  obtaining a  c e r t i f i c a t e  as a  c e r t i f i ed  public 
accountant o r  in obtaining a  c e r t i f i c a t e  as a  public accountant under t h i s  
chapter. 

4 .  Dishonesty, f n u d  or gross CR CONTIXJ1:iG negligent? in the  
pract ice  of -Sk acccunting. 

5.  Cancellation, revocation or suspension of c e r t i f  i ca t?  or other 
authori ty to  practice or  refusal to  renew the c e r t i f i c a t e  or  other 
author i ty  to pract ice  as a  c e r t i f i ed  public accountant by any other s t a t e  
o r  foreign country FOR ANY CAUSE OTHER THAN F A I L U R E  TO PAY L I C E N S E  OR 
REGISTR.4TIOI ' I  FEES.  

6 .  Violation of any of the provisions of th is  chapter, OF T I T L E  44, 
CHAPTEA 1 2 ,  A R T I C L E  13 OR OF ANY FRAUD FR'JVISIGNS OF THE FEDERAL S E C U R I T I E S  
LNS. 

7.  FINAL JUDG:*lE!IT I N  A C I V I L  A C T I O N  'riHE2E THE CCURT ;AAKES F I N D I N G S  
O F  ACCCtJZ1TI?IG ' I I O L A T I O N S ,  OISMP4ESTY,  FRAUD, 41ISREP!?ESEWTATION OR 3 R E X H  
CF F I O U C I X Y  DUTY. 

8. F I D P L  JUDG?lE?IT OR GROEA I N  A C I V I L  ACTI0P.I OR A 9 ~ 4 1 F I I S T R A T I V E  
PRGCEEOIt lG %HERE THE C W R T  OR AGENCY NAKES F I N O I S G S  O F  V I O L A T I O N S  OF ANY 
FRAUD P R O V I S I O N S  O F  T H E  LAWS O F  M I S  STATE CR FEDERAL S E C U R I T I E S  LAWS. 

7 4  9. C b -  - KI?IOI.IING violat ion of a- ANY D E C I S I O N ,  ORDE2, 

ru le  or regulat ion ISSUED OR promulgat2d by the board. w k ~  t>e 

8-1 0 Suspension or revocation for cause of the r igh t  to pract ice  
before- M E  FEDERAL S E C U R I T I E S  EXCHANGE CGMMI S S I O N  OR any OMW 
governmental body or agency. 

8. The board shall  suspeiid, without notice or hearing, the 
c e r t i f i c a t e  of any ce r t i f i ed  public accountant or the c e r t i f i c a t e  o f  any 
public accountant who f a i l s  to r eg i s t e r  and pay the annual reg i s t ra t ion  fee 
as required by section 32-730. Terms of a  suspension issued und '3r  t h i s  
wk SU8SECTION sha l l  include a ?rovisior! t za t  the suspension sllall be 
vacated  hen the reg i s t ran t  has paid a l l  past due fees and penalt ies not to  

'y ri-e THREE HUE;D2EO F I F T Y  doll3rs.  T h e  board nay waive the exceed -.. 
co l lec t  i o n  of any fee or penalty a f t e r  suspension under cgndi t i o n s  vlhich 
the board deem jus t i f i ab le .  

C. THE BOARD SHALL, XTER YOTICE ~ : i o  HW~ING,  SUSPE:~O THE 
C E R T I F I C A T E  OF ANY C R T I F I E D  P U B L I C  ACCCC:iTXiT OR P lJSL IC  A C C C U N T U T  XHO 
F A I L S  TO SHOU ?ROOF, I N  ACCCRCA:ICE Y I n  SECTIO:.I 3 2 - 7 3 0 ,  O F  CC:~IPLIrLUCE Q I T A  
M E  CC?ITI:IU I?:G EDUCATION 2ECU I R  E:!E:JTS E S T d a L I  SHE0 3 Y  M E  i30A2D. I F  THE 
30A-20 GE;E,9,41I:IES TdAT SUCY FA!L?IaE AaS CUE TO ?C:SO:IA8LE CAUSE OR E X i U S A 3 L E  
NEGLECT, M E  30ARD YAY 2 E Q U I 2 E  CC;.I?LI,4:ICE AS E: (PEDITIOUSLY A S  P O S S I B L E .  
A'dY C E S T I F I C A T E  SUS?ENOEO ?URSL'J:I:.IT TO T H I S  SECTIOI'I SHALL 3 E  R E I N S T A T E D  
UPON COI.IPLIA?ICE V I M  RULES A i iD  ZEo3ULATIGNS SOV3:INI:iG SCCH CASES AS ACOPTEO 
BY THE 3030. 



32-742. Revocat ion o r  suspension o f  c t ~ t  i f i c d t e ;  ?z r tnorsh ips ;  
r o i e s s  i o n a l  co rpora% ions 

A.  A f t e r  n:tice and OPPORTllfliiY FdR hear ing,  as prov ided i n  s e c t i o n  
32-743, t he  board s h a l l  revoke the  r e g i s t r a t i o n  t o  p r a c t i c e  p u b l i c  
acccunting, o f  a pa r t ne rsh ip  o r  p r o f e s s i o n a l  c o r p c r a t i o n  if a t  l n y  t ime  i t 

- 

does no t  have a l l  t he  q u a l i f i c a t i o n s  p resc r i bed  by t h i s  chapt?r.. 
0 .  A f t e r  n o t i c e  and OPPORTIJNITY FOR hear ing,  as prov ided i n  s e c t i o n  

32-743, t he  board may revoke o r  suspend the r e g i s t r a t i o n  t o  p r a c t i c e  p u b l i c  
account ing o f  a pa r t ne rsh ip  o r  p r o f ~ s s i o n a l  co rpo ra t i on  6~ Xi0 rilay w _ - 
A00iTIO:IAtLY TAKE OISCIPLINARY ACTtO?I AS DEF i8ED IN SECTIZN 32-701.01 
COiICE2NING t h e  r e g i s t r a n t  f o r  any o f  t he  causes enumerated i n  s e c t i o n  
32-741, subsect ion A, o r  f o r  any o f  the f o l  lcwi t lg add i t i o l ?a i  C;luSeS: 

1. The revoca t i on  o r  suspension of  any c e r t i f i c a t e  o f  any 
shareholder, o f f i c z r ,  d i r e c t o r  o r  employee o f  a p ro fgss i ona l  co rpo ra t i on ,  
o r  p a r t n e r  o r  e rp loyee  o f  a pa r t ne rsh ip .  

2. The c a n c e l l a t i o n ,  revoca t ion ,  suspension c r  r e fusa l  t o  renew t h e  
a u t h o r i t y  o f  the  p a r t n e r s h i p  o r  any pa r t ne r  thereof t o  p r a c t i c e  p u b l i c  
account ing i n  any o t h e r  s t a t e  f o r  any cause o t h e r  than f a i l u r e  t o  pay an 
annual r e g i s t r a t i o n  f ee  i n  such o t h e r  s ta te .  

C. The board s h a l l  suspend, w i t h o u t  n o t i c e  o r  hear ing,  t h e  
r e g i s t r a t i o n  t o  p r a c t i c e  p u b l i c  account ing o f  any p a r t n e r s h i p  o r  
p ro fess i ona l  c o r p o r a t i o n  which f a i l s  t o  r e g i s t e r  and pay the annual 
r e g i s t r a t i o n  fee as r e q u i r e d  by  s e c t i o n  32-730. Terms o f  a su;pension 
issued under t h i s  r u l e  s h a l l  i n c l u d e  a p r o v i s i o n  t h a t  t h e  suspension s h a l l  
be vacated when the  r e g i s t r a n t  has p a i d  a l l  pas t  due fees and p e n a l t i e s  n o t  
t o  exceed THREE HUNDRED FIFTY d o l l a r s .  The board may waive t h e  
c o l l e c t i o n  o f  any f e e  o r  p e n a l t y  a f t e r  suspension under c o n d i t i o n s  which 
t h e  board deems j u s t  i f i  able. 

Sec. 11. Sec t i on  32-743, Ar i zona  Revised Statu tes,  i s  amended to  
read: 

32-743. Hear inqs be fo re  board; n o t i c e ;  procedure;  r ev i ew  
A. The board nay i n i t i a t e  proceedings under t h i s  chaptzr,  f o r  

cause, e i t h e r  upon i t s  own mot ion  o r  a v e r i f i e d  c o m ~ l a i n t .  
8. A w r i t t e n  n o t i c e  s t a t i n g  the na tu re  o f  t h e  charge o r  charges 

aga ins t  t h e  h o l d e r  o f  a c e r t i f i c a t e  and t he  t ime and p l ace  of the h e a r i n g  
before t h e  board on such charges s h a l l  be served n o t  l ess  than  #++&y 
TAENTY days p r i o r  t o  t he  da te  o f  such hear ing  e i t h e r  p e r s o n a l l y  o r  b y  
m a i l i n g  a copy thereof ,  FSJ&&+~ CERTIFIED mai l ,  t o  t h e  address l a s t  
known t o  t h e  board. 

C .  If, a f t e r  hav ing  been served w i t h  t h e  n o t i c e  o f  hea r i ng  as 
p rov ided  f o r  i n  t h i s  sect ion,  such person f a i  1s t o  appear a t  t he  h e a r i n g  
and defend, t h e  board may proceed t o  hear evidence aga ins t  him and may 
en te r  such o r d e r  as s h a l l  be j u s t i f i e d  by the  evidence, which o rder  s h a l l  . .  C I be f i n a l .  -5 f~ 2 f v M  - - - . .  ! r  M 

- 

0. A t  any hea r i ng  such person may appear i n  person and by counsel, 
produce evidence and wi tnesses on h i s  own beha l f ,  cross-examine witnesses, 
and examine such evidence as nay be produced aga ins t  h in.  He s h a l l  b e  
e n t i t l e d ,  on a p p l i c a t i o n  t o  the  board, t o  the issuance of S U ~ D O ~ ~ ~ S  t o  
compel t h e  at tendance o f  wi tnesses on h i s  behal f .  



E. The board, o r  any member thereof,  may issue suapoenas co compel 
the  attendance of witnesses and the product ion o f  documents, and may 
administer oaths, take testimony, hear proofs, and receive e x h i b i t s  i n  
evidence i n  connection w i t h  AN INVESTIGATION INITIATED BY THE BOAR0 o r  upon 
hearing under t h i s  chapter. I n  case of disobedience t o  a subpoena the  
board ?lay invoke the a i d  o f  any cou r t  o f  t h i s  s t a t e  i n  r e q u i r i n g  the 
a t  tendance and testimony o f  witnesses and the product ion o f  documentary 
evidence. 

F. The board s h a l l  no t  be bound by techn ica l  r u l e s  of evidence. 
L ?. ~ S c ~ = ? ~ _ a  Sh, ?:W?! I:....! 

- 

G. HEARINGS Of  THE BOMD SHALL 8E RECORDED IN ACCORDANCE A l T H  
SECTION 41-1009. SUSSECTION F. 

H. A t  a l i  hearings t h e  at torney general of t h i s  state, one o f  h i s  , 
assis tants,  o r  a  specia l  ass i s tan t  designated by him, s h a l l  appear and 
represent the board. 

1. The decis ion o f  the board s h a l l  be by majority vote. #wee& 
ANY PERSON AGEZIE'JED BY THE DECISION MAY APPLY FOR A REHEARING. 

J. The board's decis ion s h a l l  be subject  t o  review under the 
prov is ions o f  t i t l e  12, chapter 7 ,  a r t i c l e  6.  

3 32-744. stntements and worliing papers as property of ac- 
countant: esception 

A11 statements, schedules. working papers and memoranda made by 
a certified public accountant o r  public accountant incident io o r  in 
the  course of professional service to clients, except report; sublnitted 
to a cliext, shall be and reniain the property of the certified pui)lic ac- 
cuuntant o~ public accountant, in the absence of an espress agree- 
ment between the certified public accountant or public accour:tant 
and the client to the  contrary. 

1 32-746. Fraudulent  audit practices 
A. A person commlts frnrldulent riudit prtrc.titr>s if such person nlri!tb 

repirterctl r~n , l r r  t h r  provisions of this chn11tt.r m~L;I~~ssI.v ItreparcAs, issiles, tle. 
livers or  files \vith nny ~)~ l l ) l i c  ngellc' nn ~ttldit  report or  crrtific:tte on uny 
flna~rcial  statenlent which Is fnlsc o r  frrtttdulent, o r  which fuils to fairly pre. 
sent the  finnncinl condition or stntrls of the  person o r  enti ty reported on. 
6. Fraudulent audit  practices is n clnss 5 felon). Pr:it~dc~lent xrldit pr::c. 

ticel; in conirt.ctio~l !\.it11 any swur i t i r s  offrring o r  involvirl): the filing of fir~itll- 
cinl staitelnellt.; n.itlr s e c ~ ~ r i t i e s  age~rcich of this state 1s II clrrss 4 felo:~?.. -4Jd- 
ed L n n s  197s. Ch. 201. $a, eff.  Oct. 1, 1978. 



A. A p?._.rson who has rece1vt.d from the board a ~ ~ r t l i l c a t e  to  practice as a 
cenifle.3 pl~bilc n m u n t a n t ,  o r  as a p~lbl ic  nccorlntnnt i 3 ~ 1 1 e d  tinder the  lsnn 
o t  ~e etate, shall be L o o m  as  a "certlfled p ~ ~ b l l c  a m u n t a n t "  o r  ^pnbllc a c  
countant". In accordance wlth hlo certiflrate and he mag also uw t he  ahhreri-  
atlon 'f.PA." o r  "PA", In accordance with hi8 certificate. S o  other  per- 
eon, r o w r a t i o n  o r  panne r sh lp  &hall assume or  u s e  any  such tltle, designa- 
tion o r  abbreviation o r  nny other  title. designation, sign, card o r  device tend- 
log to  indlmte  that  the  pemon, corporation, partnemhlp o r  firm using It IS  
authorized to practice p~lbl lc  accountlng o r  i s  a cprtlfied public a m u n t a n t  o r  
A public a m u n t a n t  In thtn state. 

B. KO pewon, corporatlon o r  par t r lenhlp  shall assume o r  use the  t i t le o r  
d e ~ i p t l o n  "cbnr temi  accout~tnnt", "certified a m l ~ n t a n t " .  "eorollxl accotint- 
ant", "registered accountant", "licensed accountnnt", "certified t n r  a m c n t a n t " .  
"CeKified tax consultant" o r  any  other  t l t le o r  de~ignvt ion likely o r  intendcd 
to be  conflsed wlth "certffied publlc a m u n t n n t "  or "public a m u n t a n t " .  nor  
shall any person, corporatlon o r  pnrtnership assume or  usc any of the abbrevln- 
tlons "C-4.". "E..4.". "Rd.". "C.TA.". "C.T.C.", "L.A." o r  slnlllar abbre\.fatioll* 
llkely or 1ntc.oded to  bc confused v i t h  "C.PA." o r  "P.A.". but a person qunllfled 
as a cer t i f ia i  publlc accountant In this s tn te  who also holds a cornparahle t i t le 
und2r tbe  laws of another c o u n t q  mag. u x  such title in conjl~nctlon with the  
t l t le "&rtIficxl Public Accoununt", or  "C.P.A.". 

C. Sothing In th is  section shal l  apply to, o r  affect o r  llmic the rigbt to 
continuous uw of s pnrtncrship name, o r  a modification t h e m f .  b.r sum*+ 
sor firms formed by the remaining par tner  o r  purtllem o r  added partner o r  
par tners  even tho11gI1 the personu whose nnlncs Rre incllldcd in the p:~rt- 
oershlp name arc  not partners, hut the ntlrressor f i rm shall  conform to  all  
o ther  prorlsions of this chapter, nor shall  t he  provisions of thls wction app l r  
to. o r  affect o r  limit the right t o  contlnuot~s u.w of a professional corpora- 
tlon's name as  provided pllrsuant to th is  chapter or  t l t le 10, chapter 3.1 

D. S o  corporation shall  bc permitted to  practice publlc accot~ntln): In t b b  
state. prorided t h a t  this provision shall  not apply to a professlonnl corpora- 
tion I n c o w r a t e d  under the laws of th is  state o r  properly qualified to  do busl- 
ness w i t h n  this s t a t e  and which is  o t h e r s i q  qualified to practice accountinp 
under the  provislonw of th i s  chapter. 

E. I f  a person o r  f i rm violates t h i s  chapter. or represents himself or Itsel! 
to the public as having recei\ed a certificate o r  registrntlnn to practice a f t e r  
a certificate or  reds t ra t lon has  been revohed o r  susprnded. the person o r  flrm 
h guilt? of a clans 2 miidemennor. Encb day  a n  offense is cammitred shall  
constitute a separate offense. 

F. The d l s p l a ~ i n g  o r  uttering by a person of a card, sign, advertiwment 
or other  printed, engraved o r  written instrument o r  d e v i c ~ .  bearing a perwn's 
nnme o r  a firm name intended to he confused with the  words "certified p u b  
llc a m u n t a n t "  o r  "publlc accountant" o r  un nhbreviatlon-of either shaU be 
prtma facie ecidence In a prosecution. p r w W d i n ~  o r  hearing brought under  
thls sectlon that  the  person o r  f i rm whose name Is s o  dlsplaped mused  o r  
p m u r e d  the displafing o r  uttering GI such card. s l w .  advertisement o r  other 
printed. engraved o r  wrlt ten Instrument o r  device. As  amended L a s s  1958. 
Ch. 201. g 533. eff. O c t  1, 1978. 
1 EleeUon 1&901 e t  seg. 

3c-748. Reinstatement 
A. Upon a p p l i c a t i o n  i n  w r i t i n g  and 

FOR GOO0 CAUSE SHOWN, the  board may i s sue  a new c e r t i f i c a t e  t o  a c e r t i f i e d  
publ  i c  accountant o r  a publ  i c  accountant whose c e r t i f i c a t e  s4A44we HAS 
been revoked, o r  may pe rm i t  t h e  r e g i s t r a t i o n  o f  anyone whose c e r t i f i c a t e  
has been suspended, o r  may r e i s sue  a c e r t i f i c a t e  o r  permi t ,  o r  m o d i f y  t h e  
suspension o f  dny c e r t i f i c a t e  t o  p r a c t i c e  p u b l i c  account ing which has been 
suspended. 

8. "GOOD CAUSE SHONN" AS USED I N  T H I S  SECTION MEANS THAT THE PERSON 
MAK I:IG APPLICATION FOR REINSTATEYENT OR RE1 SSUANCE SHALL DE!!ONSTRATE 
THROUGH SUBSTANTIAL EVIDENCE PRESENTED TO THE BOARD THAT HE I S  COHPLETELY 
REHAa IL ITATED 51ITH RESPECT TO THE CONDUCT 'JHICH WAS THE S A S I S  OF THE 
REVOCATION OR SUSPENSION OF H I S  CERT IF ICATE  OR REGISTRATION. 
DEMONSTRATION OF SUCH R E H A B I L I T A T I O N  SHALL INCLUDE EVIDEDCE: 

1. M A T  SUCH PERSON HAS NOT ENGAGED I N  ANY CONDUCT DURIPIG THE 
REVOCATION OR SUSPENSION PERIOD XHICH, I F  L ICENSED OR REGISTERED DURING 



ZiJCH ?E?ICO, :iillJL3 it,4'lE i:C'ISTIT:it3 3,ISIS '52 ?Z'r3CAi-:CN ;R SUS?2,'JS[CI'J 
?<>RSUANT TO SECTION 3 2 - 7 4 1  OR 32-,743. - 

2 .  M A T ,  1 1  TH 2ESPECT TO ,ANY C3 I M i N A L  CCNV I C T i O N  \qH ICY  CO?ISTITUTED 
X4Y ?ART OF THE 3 A S I S  FOR THE PRE'i IOUS REIIOCATION GR SUS?ENSION, C I ' I I L  
RIGHTS HAVE SEEN FULLY RESTCRED PURSUANT TO STATUTE OR OTHER APPL ICAaLE  
RECOGNIZED J U D I C I A L  OR GUSERNATORIAL ORDER. a 

3. THAT REST ITUT ION HAS BEEF4 ZADE TO ANY AGGRIEVED PARTY AS O2DERED 
8Y A COURT OF COMPETENT JURISDICT ION.  

4. SUCH OTHER EVIDENCE OF R E H A B I L I T A T I C N  THAT THE BOARD DEEHS 
APPROPR IATE .  

C. ANY PERSON MAKING APPL ICAT ICN FOR ISSUANCE CR REISSUANCE OF A 
REVOKED CERT IF ICATE  SHALL, I N  ADDIT ION TO THE OTHER REQUIRE:,lENTS OF T H I S  
SECTION, COMPLY N I T H  ALL M E N  E X I S T I N G  QUAL IF ICAT IOYS AND 3EQUIREMENTS FOR 
I l I T I A L  C E R T I F I C A T I O N  FOR THE PRACTICE OF ACCOUNTING AS A C E R T I F I E D  PUBL IC  
ACCOUNTANT OR AS A 2UBL IC  ACCOUNTANT, EXCEPT THOSE REQU1REiIE:iTS WHICH ARE 
INCONSISTENT M I T H  T H I S  SECTION. 

0. THE BOARD SHALL NOT ISSUE OR REISSUE A CERTIF ICATE  TO A C E R T I F I E D  
PUBLIC ACCOUNTANT OR PUBL IC  ACCOUNTANT #HOSE CERT IF ICATE  HAS SEEN REVOKED 
PRIOR TO THE EXPIRATION OF F I ' I E  YEARS F3OlcI THE EFFECTIVE DATE OF 
REVOCATION, EXCEPT I F  THE REVOCATION I S  BASED ONLY ON SECTION 32-741, 
SUBSECTION A, PARAGRAPH 1 OR 2 AND THE CRI:.1INAL CON'IICTION I S  ULT IMATELY  
REVERSED ON APPEAL, THE BOARD SHALL ENTER AN OROER VACATIAG SUCH 
REVOCATION. 

32-749. Confidential nature of infornation acquired 
by accountants; privi leoe 

Cer t i f ied  pub1 i c  accountants and public xcaun tan t s  practicing i n  
t h i s  s t a t e  shal l  not be required to  divulge, nor shal l  they voluctar i ly  
divulge information which they have received by reason of the confidential  
nature of t he i r  mploynent. Infomation derived frcm or as a r e su l t  of 
such professional source shal l  be deemed confidential ,  b u t  t h i s  section 
shall  not be construed as modifying, changing or affecting the criminal or 
bankruptcy laws of t h i s  s t a t e  or the United Sta tes ,  NOR S W L L  IT BE 
CONSTRUED TO L I H I T  THE AUTHORITY OF T H I S  STATE OR ANY AGENCY OF T H I S  STATE 
T 9  SUBPOENA AND USE SUCH I? iFORN4TION I N  CONNECTION N I T H  ANY IN'JESTIGATION, 
? V 8 L I C  HEARING OR OTHER PROCEEDING. 

9 32 - 750. hjunction against untsfftnl act 

i n e n  in the judgment of the board any person has engaged, or is  
about to engage, in any acts or  practices which constitute, or  will con- 
stitute, a violation of $ 32-747, the board may make application to 
the appropriate court for  an  order enjoining such acts or practices, 
and upon a showing by the board tha t  such person has engaged, or  is 
about to engage, in any such acts o r  practices, an  injunction, re- 
straining order, o r  such other order as may be appropriate shall be 
granted by such court without bond. 
Added Laws 1960, Ch. 68, 11 23. 



APPENDIX I1 

COMPARATIVE CHART OF 
STATE LICENSING REQUIREMENTS 

FOR CERTIFIED PUBLIC ACCOUNTANTS 

State 

Alabama 
Alaska 
ARIZONA 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucicy 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Minimum 
Age 

Required 

19 
19 
18 
2 1 
18 

None 
18 
18 
18 
18 
18 
18 
21 
18 

None 
2 1 
18 
2 1 
20 
18 
18 
18 
18 
2 1 
2 1 
None 

21 
21 
18 
18 
18 
21 
18 
18 
18 
21 
18 
18 
21 
18 
18 
18 
18 
21 
18 
18 
18 
18 
2 3 
19 

Residency 
Required* 

Yes 
Yes 
Yes 
Yes 
No 
No 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
No 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
No 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 

Moral 
Character 
Evaluated 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 

Minimum College 
Education 
Accepted** 

Bachelor ' s 
2 Years 
Bachelor's 
Bachelor's 
2 Years 
Bachelor's 
Bachelor's 
2 Years 
Bachelor's 
Bachelor' s(b) 
Bachelor's 
Bachelor's 
4 Years 
Bachelor's 
None 
Bachelor's 
Bachelor's 
Bachelor's 
Bachelor's 
Bachelor's 
Bachelor's 
Bachelor's 
None 
Bachelor' s 
Bachelor's 
Bachelor's 
Bachelor's 
Bachelor's 
4 Years 
Bachelor's 
4 Years 
None 
2 Years 
None 
Bachelor's 
None 
None 
Bachelor's 
Bachelor' s 
Bachelorls(b) 
Bachelor's 
Bachelor's(b) 
2 Years 
Bachelor's 
None 
4 Years 
Bachelorfs(b) 
Bachelor's 
Bachelor's 
Bachelorvs(b) 

Condition Status 
for Passing 
Subjects of 

CPA Examination 

2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 
2 
2 (a) 
2 (a) 
2 (a) 
2 
2 (a) 
2 
2 (a) 
2 
2 (a) 
2 (a) 
2 (a) 
1 
2 
2 (a) 

2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 
2 (a) 
2 (a) 
2 (a) 
1 
2 (a) 
2 (a) 
1 
2 (a) 
2 (a) 
2 (a) 
2 (a) 
2 
2 (a) 
2 (a) 
2 (a) 
2 La) 
1 
2 
2 (a) 

Years of 
Experience 
Required** 

1-2 
2-4 
1-2 
1-2 
2-4 
0- 1 

2 
1-4 
0- 1 

- 2 
0- 1 

1 
1 

2- 3 
1-3 
0-2 
1-3 

1 
1-2 
None 
2-3 

2 
1-6 
1-2 
2 
1 
2 

1-2 
1-2 
2-4 

1 
1-15 
1-2 
0-4 
1-2 
0-3 
1-2 
1-2 
1-2 
2-3 

1 .  
1-2 
1-6 
1-2 
2 

1-2 
1-2 
None 
1 1/2-3 
3 

Ethics 
Exam 

Required 

Yes 
No 
Yes 
Yes 
Yes 
Yes 
No 
Yes 
Yes 
No 
Yes 
No 
No 
Yes 
Yes 
Yes 
Yes 
No 
No 
Yes 
No 
No 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
No 
Yes 
Yes 
No 
No 
Yes 
Yes 
Yes 
Yes 
No 
No 
Yes 
Yes 
No 
Yes 
Yes 
No 
Yes 
Yes 
Yes 
Yes 
Yes 

Residency requirement refers to actual residence or employment within the state. 
'* Many states have varying combinations of acceptable education and experience. The table shows the 

minimum college education and the range of experience accepted. 
(a) Accounting Practice Section will satisfy a two-subject condition requirement. 
(b) A test may be substituted for the education requirement. 



APPENDIX I11 

UNITED STATES SECURITIES AND EXCHANGE COMMISSION'S 

COMMENDATION OF THE A R I Z O N A  STATE BOARD OF ACCOUNTANCY - JULY 1978 

United S t a t e s  S e c u r i t i e s  and Exchange Commission; Report t o  Congress on t h e  

Accounting P ro fe s s ion  and t h e  Commission's Oversight  Role; J u l y  1978; pp 237- 

240. 

A c t i v i t i e s  of S t a t e  Licens ing  A u t h o r i t i e s  

" A s  i t  has f o r  t h e  p a s t  s e v e r a l  y e a r s ,  t h e  Commission s t a f f  
has cont inued its e f f o r t s  t o  enhance i ts  communication and 
coopera t ion  wi th  s t a t e  l i c e n s i n g  a u t h o r i t i e s .  These 
e f f o r t s  have been made i n  s e v e r a l  a r e a s ,  some of  which 
r ep re sen t  new i n i t i a t i v e s  and some o f  which are 
con t inua t ions  of  h i s t o r i c a l  p r a c t i c e s .  S ince  t h e r e  a r e  
over  50 such autonomous bodies  wi th  j u r i s d i c t i o n  over  
accountan ts  i n  t h e  U .  S. a lone ,  t h e  process  i s  n e c e s s a r i l y  
a l eng thy  one. Nevertheless ,  we b e l i e v e  t h a t  p rogress  has  
been made and t h a t  t h e  pace of  t h i s  p rogress  should 
a c c e l e r a t e  i n  t h e  f u t u r e .  

A body which has been o f  cons iderab le  he lp  i n  t h i s  a r e a  i s  
t h e  Nat iona l  Associat ion of  S t a t e  Boards of Accountancy 
(l1NASBAU). This  vo luntary  o rgan iza t ion  inc ludes  among i ts  
members a l l  of  t h e  U .  S. l i c e n s i n g  a u t h o r i t i e s .  Although 
NASBA has no formal a u t h o r i t y  over  its members, t h e  
o rgan iza t ion  has  se rved  a s  a s o r t  of c lear inghouse  f o r  t h e  
s h a r i n g  o f  information and a s  a c a t a l y s t  f o r  he lp ing  t o  
i n i t i a t e  var ious  r e g u l a t o r y  e f f o r t s  a t  t h e  s ta te  l e v e l .  
The Assoc ia t ion  has on ly  a smal l  f u l l - t ime  s t a f f  a t  t h e  
p re sen t  time, but  has been very  coope ra t i ve  i n  provid ing  
a s s i s t a n c e  t o  var ious  s t a t e s  i n  s e t t i n g  up l o c a l  
enforcement programs. The Assoc ia t ion  a l s o  sponsors  
var ious  r eg iona l  and n a t i o n a l  meetings a t  which 
r e p r e s e n t a t i v e s  of its member l i c e n s i n g  a u t h o r i t i e s  
d i s c u s s  t o p i c s  of  c u r r e n t  i n t e r e s t .  Members of  t h e  
Commission s t a f f  have a t t ended  s e v e r a l  of  t h e s e  meetings 
dur ing  1978 a s  observers .  

NASBA has been publ i sh ing  f o r  some time a monthly 
n e w s l e t t e r  which h i g h l i g h t s  a c t i v i t i e s  by i ts members. I n  
a d d i t i o n ,  s e v e r a l  s t a t e  boards have r e c e n t l y  begun 
publ i sh ing  news le t t e r s  of  t h e i r  own. The Commission s t a f f  
r e g u l a r l y  r ece ives  and reviews copies  of t h e s e  
pub l i ca t i ons .  S t a t e  boards have a l s o  been g e n e r a l l y  
coopera t ive  i n  providing informat ion  on r eques t .  



"It has l ong  been commission p r a c t i c e  t h a t ,  fo l lowing  
enforcement a c t i o n s  a g a i n s t  l i c e n s e d  accountan ts ,  copies  
of  p e r t i n e n t  documents a r e  forwarded t o  t h e  s t a t e  
l i c e n s i n g  a u t h o r i t i e s  f o r  whatever a c t i o n  they  may deem 
approp r i a t e .  H i s t o r i c a l l y ,  follow-up a c t i o n s  by t h e  
s t a t e s  have been mixed. Some s t a t e s  r e g u l a r l y  communicate 
wi th  t h e  Commission, r eques t  a d d i t i o n a l  information 
( i n c l u d i n g  acces s  t o  i n v e s t i g a t i v e  f i l e s ,  which i s  
gene ra l l y  g ran t ed )  and appa ren t ly  pursue t h e  m a t t e r  
d i l i g e n t l y .  Others  conduct on ly  l i m i t e d  a d d i t i o n a l  
i nqu i ry  and s t i l l  o t h e r s  r a r e l y ,  i f  e v e r ,  communicate w i th  
t h e  Commission. I n t e r e s t  i n  d i s c i p l i n a r y  ma t t e r s  has been 
i n c r e a s i n g  no t i ceab ly ,  however, dur ing  t h e  p a s t  year .  

Nearly a l l  s t a t e  boards a r e  c r i t i c a l l y  l ack ing  i n  
resources .  Many boards a r e  s t a f f e d  wi th  on ly  one o r  two 
fu l l - t ime  employees who are f r equen t ly  occupied almost  
exc lus ive ly  wi th  a d m i n i s t r a t i v e  d u t i e s .  Board members a r e  
normally p r a c t i t i o n e r s  who devote  on ly  a  f r a c t i o n  of  t h e i r  
t ime t o  r e g u l a t o r y  a c t i v i t i e s .  This  s i t u a t i o n  i s  changing 
i n  many s t a t e s ,  however, s e v e r a l  boards have begun t o  
i n c r e a s e  t h e i r  s t a f f i n g  s u b s t a n t i a l l y  and t o  supplement 
t h e i r  resources  wi th  vo luntary  a s s i s t a n c e  from 
p r a c t i t i o n e r s .  

S ince  a  ma jo r i t y  o f  t h e  memberships of  n e a r l y  a l l  s t a t e  
boards i s  made up of  p r a c t i t i o n e r s ,  t h e s e  bodies a r e  a t  
l e a s t  p a r t i a l l y  s e l f - r e g u l a t o r y  i n  c h a r a c t e r .  The 
r e s p o n s i b i l i t i e s  of  n e a r l y  a l l  of  t h e s e  a u t h o r i t i e s  
i nc lude  a  r o l e  i n  en fo rc ing  t h e  account ing  laws of  t h e i r  
j u r i s d i c t i o n .  A s  Chairman Williams noted a t  t h e  AICPA 
F i f t h  Nat ional  Conference on c u r r e n t  SEC Developments on 
January 4, 1978: 

' A  second important  a r e a  about  which 
t h e r e  i s  a sense  of  expec t a t i on  and 
urgency i s  t h e  need f o r  enhanced 
p ro fe s s iona l  s e l f - r e g u l a t o r y  and 
d i s c i p l i n a r y  mechanisms. Those 
mechanisms a r e  v i t a l ,  no t  on ly  f o r  t h e  
sake o f  d i s c i p l i n i n g  those  who have 
f a i l e d  i n  t h e i r  p r o f e s s i o n a l  
undertaking,  but t o  r e i n f o r c e  
independence. I f  t h e  p r o f e s s i o n ' s  own 
d i s c i p l i n a r y  proceedings a r e  more 
e f f e c t i v e ,  and more v i s i b l e ,  i t  w i l l  
s t r eng then  t h e  independence o f  t h e  
a u d i t o r s ,  and t h e  percept ion  o f  
independence, a s  wel l  a s  warding o f f  
l e g i s l a t i v e  a l t e r n a t i v e s . '  



"A few s t a t e s ,  no tab ly  Arizona, Colorado and F l o r i d a ,  have - 
begun r e l a t i v e l y  ambit ious monitor ing,  review and 

- 

enforcement programs. The s t a f f  is hopeful  t h a t  i n  t h e  
f u t u r e  t h e  s t a t e  l i c e n s i n g  a u t h o r i t i e s  w i l l  assume a 
uniformly meaningful r o l e  i n  t h e  d i s c i p l i n a r y  process .  
(Emphasis added) 

During t h e  next  yea r ,  t h e  Commission s t a f f  w i l l  be 
a t tempt ing  t o  i n c r e a s e  s u b s t a n t i a l l y  i ts  knowledge 
concerning t h e  r e sou rces  and a c t i v i t i e s  o f  t h e  s t a t e  
l i c e n s i n g  a u t h o r i t i e s  and t o  e f f e c t  b e t t e r  l i a i s o n  wi th  
those  bodies a t  s e v e r a l  l e v e l s .  The Commission's a b i l i t y  
t o  i n f luence  t h e  a c t i v i t i e s  of  s t a t e  r e g u l a t o r y  bodies  is ,  
of  course ,  very l i m i t e d .  The s t a f f  b e l i e v e s ,  though, t h a t  
s u b s t a n t i a l  b e n e f i t s  a r e  t o  be gained by enhancing 
coord ina t ion  and communication, e s p e c i a l l y  i n  t h e  
enforcement area."  
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APPENDIX IV 

G E O R G E  C .  A N D E R S O N .  J R  
EXECUTIVE SECRETARY 

Dear Mr. Sexton: 

In response to your letter of January 24, 1979, regarding 
your review of the Arizona State Board of Accountancy, I provide 
the following information: 

The only requirement for accountants to practice before the 
Arizona Corporation Commission Securities Division is that the 
accountant be a Certified Public Accountant or a Public Accountant, 
and not be subject to any order of the Board of Accountancy which 
bars him from practice before the Securities Division. 

Although detailed qualifications of accountant are not re- 
quired for practice before the Securities Division, detailed 
requirements do exist for their work product filed with the Divi- 
sion in connection with registration of securities, exemptions 
from registration and registrations of dealers in securities. 
Under A.R.S. 44-1895 financial statements must be prepared in 
accordance with Generally Accepted Accounting Principles and certi- 
fied, if necessary, by an independent Public Accountant or a 
Certified Public Accountant. Under A.R.S. 44-1875, 44-1942 and 
A.R.S. 44-2066, the Commission and/or Director of Securities may 
request and require the filing of additional information. Often- 
times, additional information is requested from the accountant 
regarding financial projections, internal budgets and similar 
type accounting-related reports. 

During the past two and one half years, the Securities Divi- 
sion has actively participated with the State Board of Accountanc~~s 
program to upgrade-the quality of the accounting profession. ~ h i k  
participation has taken the form of referral of substandard account- 
ing work that has been filed with the Securities Division. The 
most notable example of that joint effort was the disciplinary 
action taken by the State Board of Accountancy against the accounting 
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firm of Henry and Horne. The Division relies heavily upon the 
State Board of Accountancy for the continued review of the quality 
of the independent accountant's work. 

The aggressive actions taken by the State Board of Accountancy 
over the past two and one half years has greatly helped this Agency 
in upgrading the quality of the accounting work found in public 
registrations. The Division believes the continued aggressive ac- 
tion by the State Board is vital to continued protection of potential 
investors in Arizona. We intend to continue to participate in the 
Board's program of reviewing the quality of work performed by 
Certified Public Accountants and Public Accountants. The Division 0 
believes the continued existence of the State Board of Accountancy 
is vital to the protection of Arizona investors. 

Very truly yours, 

Matthew J. Zale 
Director of Securities 

&"q James C. Sell 

Director of Regulation 

JCS : pd 



APPENDIX V 

TO: L>ouglas R. Nor ton ,  Audi tor  Genera l  

FRO?,!: Arizorla Legis la t ive  Counci l  

M a y  31, 1979 

K E: R e q u e s t  for  R e s e a r c h  and S t a t u t o r y  In t e rp re t a t ion  (0-79-3) 

This is in response  t o  a r eques t  m a d e  on your behalf  on  March  2, 1979 by 
Gcrald A. Si lva.  

QUESTIONS PRESENTED: 

1. Could  t l ie  attest func t ion  in Arizona b e  r e s t r i c t e d  t o  l icensed  accounrants '?  

2. If t h e  answer  t o  Ques t ion  No. 1 is yes,  c a n  th i s  b e  d o n e  through prornuigat ion 
o f  rules and regula t ions ,  o r  would a change  in s t a t u t e  be needed?  

ANSWERS: 

1. Yes. 

2. A c h a n g e  in  s t a t u t e  would b e  needed. 

1. Within t h e  a c c o u n t a n c y  profession,  t h e  attest func t ion  of a n  indepcndenr 
auditor  is t h e  p e r f o r m a n c e  of a n  aud i t  in a c c o r d a n c e  wi th  gene ra l ly  a c c e p t e d  audi t ing  
s tandards  and  express ina  a n  opinion on  t h e  f inancia l  s t a t e m e n t s  as t o  t h e  f a i rnes s  of t hose  

? 
s t a t e m e n t s  in  representing t h e  f inancia l  condi t ion  of t h e  aud i t ed  ent i ty .  Ar izona  S t a t e  
Boar:! of Accoun tancy  v. Keeb le r ,  (1977 Ct. App.) 115 Ariz.  239. T h e  Gene ra l ly  A c c e p t e d  -- 
Auditing S t a n d a r d s  and Genera l ly  Accep ted  Account ing  Pr inc ip les  of t h e  Amer ican  
Inst i tute  of C e r t i f i e d  Publ ic  Accoc~n tan t s  have  been  a d o p t e d  by t h e  Ar izona  board of 
accountancy,  Admin i s t r a t ive  Rules  and Regula t ions ,  Ru le s  o f  Profess ional  Conduc t ,  
R4-1-36. T h e  d i f f e r e n c e  b e t w e e n  t h e  s t anda rds  and t h o  principles,  as expla ined  in 
Secur i t ies  and  Exchange  Cornmission v. Ar thu r  Ycung b: Co. ( C o u r t  of Appeals ,  Ninth,  -- 
No. 77-1768, J an .  31, 1979), is t h a t  t h e  genera l ly  a c c e p t e d  aud i t i ng  s t anda rds  involve how 
an auditor  g o e s  a b o u t  obta in ing  informat ion ,  while  t h e  gene ra l ly  a c c e p t e d  accoun t ing  
principles involve  t h e  f o r m a t  in which t o  p re sen t  t h e  informat ion .  Good f a i t h  compl i ance  
with the  gene ra l ly  a c c e p t e d  audi t ing  s t anda rds ,  w i thou t  concealrr lent  o r  negligence,  
immunizes t h e  c e r t i f i e d  public  a c c o u n t a n t  f rom l iabi l i ty under  t h e  f ede ra l  s ecu r i t i e s  laws. 
SEC v. Youne. 

- 

It is s t a t e d  in t h e  memorandum and r eques t  t h a t  t h e  a t t e s t  func t ion  is not ,  in 
this s t a t e ,  now l imi t ed  t o  c e r t i f i e d  public  a c c o u r ~ t a n t s  and/or  pub1 IC a c c o u n t a n t s ,  and t h a t  
o the r  s t a t e s  and  t h e  Secur i t i e s  and Exchange  Commiss ion  lirnit  t h e  p e r f o r m a n c e  of  t h e  
a t t e s t  func t ion  t o  a c e r t i f i e d  public  account' int.  

T h e  a t t e s t  f l ~ n c t i o n  is not  lirn~ttrr! by s t a t u t e  in Ar i zona  t o  public  o r  ce r t i f i ed  
pub1 ic a c c o u n t a n t s  b e c a u ~ e  ne i the r  t ha t  funct ion  nor any  o t h e r  accoun t ing  funct ion  is 
defined in t h e  regulatory s t a t u t e s ,  Ar izona  l iev ised  S t a t u t e s  T i t l e  32, ch'ipter 6. P u b l ~ c  
account ing  is not  def ined .  



Lirrlitation of tfle a t t e s t  funct ion  t o  l icensed a c c o u n t a n t s  in  o t h e r  s t a t e s  is 
accomplished by de f in i t i ons  of public account ing  ~ z h i c h  include t h a t  func t ion ,  anO by 
prohibi ti : i f :  t h e  p r a c t i c e  of public  accoun t ing  by o n e  o t h e r  t h a n  a l icensed  public o r  
certified public  accountar l t .  Cal i forn ia  and Illinois have  nea r ly  iden t i ca l  def in i t ions  of a 
public accoun tancy ,  including "professional s e rv i ces  r h a t  involve  o r  r equ i r e  a n  audi t ,  
euarninatlon, ve r i f i ca t ion ,  inves t iga t ion ,  ce r t i f i ca t ion ,  p re sen ta t ion  o r  r ev iew of f inancia l  
t ransact iorls  a n d  accoun t ing  r=cords" and  including a person "who p r e p a r e s  o r  c e r i i f i e s  fo r  
cl ients  r e p o r t s  on aud i t s  o r  examin3.tions of boolts o r  r eco rds  of a c c o u n t s ,  ba!ance 
s h e e t s .  . . f inancia l  . . . s t a t e m e n t s  or  r epor t s  which a r e  t o  b e  used fo r  publ ica t ion  or f o r  
t he  purpose of obta in ing  c r e d i t  or for  filing wi th  a  c o u r t  of law o r  w i th  a n y  goverr?menta l  r) 
dgency . . ." Caiifornicl Cod?, Business and Professions,  sec. 5051; Illinois Ann. S t a t s .  110  
112 sec. 32. New York de f ines  r h e  professiona! s e rv i ces  o f f e r e d ,  inciuding "any opinion 
on, repor t  on ,  o r  c e r t i f i c a t e  t o  such  - / f inancia l ,  a ccoun t ing  o r  r e l a t e d 7  - s t a t e m e n t " .  New 
York Educat ion  Law,  sec. 7401. 

Ar izona  Revised  S t a t u t e s  s ec t ion  32-721, describing t h e  t y p e  of employmen t  • 
exper ience  requi red  f o r  c e r t i f i c a t i o n  of public o r  ce r t i f i ed  publ ic  a c c o u n t a n t s ,  "which 
employmen t  shall h a v e  exposed  t h e  zppl icant  t o  and provided him wi th  e x p e r i e n c e  in t h e  
p rac t i ce  of accountir lg,  including examina t ion  of f inancial  s t a t e m e n t s  a n d  repor t ing  
thereon", h a s  been  specifica!ly held not  t o  descr iSe  t h e  attest funct ion .  Board of 
Accountancy v. Iceebler.  a 

"It is we!l s e t t l e d  r h a t  within proper l imi t s  t h e  l eg i s l a tu re  m a y  r e g u l a t e  t h e  
profession of a c c o u n t a n c y  in t h e  i n t e r e s t s  of t h e  g e n e r d  welfare."  H i lke r t  v. Canning  
(1941), 58 Ariz.  290, 291, 119  P. 2d 233. The  common  unders tanding  t h a t  p repa ra t ion  of 
income t a x  r e t u r n s  is no t  public  accoun t ing  ar i ses  in o t h e r  s t a r e s  p a r t l y  f r o m  s t a t u t e s ,  
p x t l y  f r o m  a d m i n i s t r a t i v e  i n t e r p r e t a t i o n  of s t a t u t e s ,  and pa r t ly  f r o m  t h e  pr inc ip le  t h a t  
income t a x  r e t u r n s  a r e  u l t i m a t e l y  rcviewed by public off icials .  While i t  i s  r ecogn ized  t h a t  
bookkeeping and s imi lar  t echn ica l  s e rv i ces  a r e  p r iva t e  business having no  bea r ing  on t h e  
general  public  w e l f a r e ,  audi t ing  and  expression of professional  opinion o n  f inancia l  
s t a t e m e n t s  on which rh i rd  p a r t i e s  m a y  re ly  i s  a func t ion  endowed wi th  su f f i c i en t  public 
in teres t  for  e x e r c i s e  of t he  police power.  Op. A t ty .  Gen.  No. 71-5 and a u t h o r i t i e s  t h e r e  
ci ted.  

Conclusion:  The a t t e s t  func t ion  can  l eg i t ima te ly  by s t a t u t e  b e  l i m i t e d  t o  public 
and c e r t i f i e d  public  a ( -countants .  

2. F a c e d  wi th  insuff ic ien t  g l~ ide l ines  or  i nadequa te  def in i t ions  in r egu la to ry  
s r a tu t e s ,  t h e  c o u r t s  m a y  s t r i k e  an  e n t l r e  s t a t u t e ,  s t r ~ l t e  p a r t  and  r e t a i n  t h e  en fo rceab le  
par t ,  or  find sorne "reasonable" s t anda rd  for  6 board t o  follow. Bd. of Accoun tancy  v. 
Kcebler; \TJclsh v. Bd. of Accoun;anc (19711, 14 Ariz.  App. 432, 454 P. 2d 201; Cohen v. 
hd .  of Psychologist  Examiners ,  (1'378 -5 , 588 P. 2d 299 and (1977), 588 P. 2d 313. T h e  
At to rney  Gene ra l  may o i f e r  c?. clarifying opinion. Rut  t h e  cons t i t u t iona l  power  of t h e  
legislature t o  leg is la te  canno t  b e -  relinquished or  de l ega ted  so as t o  p e r m i t  a n  
ndrninistrat ive a g e n c y  "ro r a n g e  a t  l a rge  and d e t e r m i n e  for i tself  t h e  cond i t ions  under 
which a law should ex i s t  and  p a s  the law i t  th inks  appropriate".  S t a t e  v. Marana  
Planta t ions  (1953), 75 Ar iz .  11 1. To t h e  e x t e n t  t h a t  Op. At ty .  Gen.  71-5, in observing 
t h a t  m y  d is t inc t ion  b e t w e e n  prepara t ion  of irlcome t a x  r e t u r n s  for  individuals ,  or f o r  
corpora t ions  and pa r tne r sh ips  including f inancial  s t a t e m e n t s ,  "must  b e  m a d e  by t h e  S t a t e  
Board as a policy rna t l e r ,  based u p n  i t s  obvious c o m p e t e n c e  and expertise In de t e rmin ing  
what  does  and does  not  c o n s t i t u t e  t h e  p r a c t i c e  of public  account ing"  c o n f l i c t s  with t h e  
ho!ding o f  Marana  t h a t  formulation of policy is for  t h e  leg is la ture  and  t h a t  admin i s t r a t ive  



r i ~ l c s  mu;: be wi th in  t h e  framework of pol ic ies  which t h e  l eg i s l a tu re  h a s  suf f ic ien t ly  
d e f i n e d ,  l i  .nust yield t o  h larana .  Only t h e  l eg i s l a tu re  c a n  de f ine  public accoun t ing  and 
l im i t  i ts prnct!;e t o  public  or  ce r t i f i ed  public accoun tan t s ,  w h e r e  ~t a f f e c t s  t h e  public 
\L elfarc. in :nci t t c r s  re!ied o n  Sy th i rd  part ies .  

- 

I?t=cen? !)istory provides  examples  of rnany such  a t t e m p t s  t o  de f ine  o r  i imit .  The  
1973 Ic::!slation, Laws 1373, c h a p t e r  130,  led t o  t h e  Keeb le r  case .  H.B. 2140 (1976) and  
S.B. 1253 2r:d S . 3 .  1295 (1977) proposed t o  add t o  Ar izona  Revised  S t a t u t e s  s ec t ion  32-747 - r+la i ing  73 r~n lawfu l  p r a c t i c e s  t h e  following: 

Yo person d1211 sign or a f f ix  his n a m e ,  t r a d e  n a m e  o r  a s sumed  n a m e  
to 3;)' sccot!nting a r  f inancia l  s t a t e m e n t  o r  t o  any  opinion, r e p o r t  o r  
s c r t i i ~ c a t e  on such  s ty~ te rcen t ,  a t t e s t i n g  i n  any  way t o  t h e  f a i rnes s  of t h e  
represe:?tat ions o r  e s t i m a t e s  s e t  f o r t h  in such  s t a t e m e n t s  w h e r e  such 
at ;estL?tion pu rpor t s  l o  r e s i ~ l t  f r o m  a n  aud i t  o r  examina t ion  of such  
s t sxenient ,  unless  h e  holds a c e r t i f i c a t e  a s  a c e r t i f i e d  public  a c c o u n t a n t  o r  
plrblic a c c o u n t a n t .  

5.6. 1176 (1376) uoujd h a v e  l imi t ed  t h e  a t t e s t  funct ion  t o  c e r t i f i e d  public  x c o u n t a n t s  by 
addin? to  "irizona Revised  S t a t u t e s  s ec t ion  32-747: 

No person m a y  a t t e s t  t o  t h e  a c c u r a c y  of a f inancia l  s t a t e m e n t  unless such  
person is c e r t i f i e d  as a ce r t i f i ed  public a c c o u n t a n t  pursuant  t o  t h i s  c h a p t e r .  

S . 3 .  i 203 ( 1  977) and 1i.B. 21 26 (1 978) proposed to add n def in i t ion  of accoun t ing  which 
would have included "audit ing,  inves t iga t ion  o r  rev iew of f inancia l  r eco rds  in o rde r  t o  
dc t e r rn ine  t h e  c o r r e c t n e s s  of f inancia l  s t a t e m e n t s  or books of account".  

Conclusion: R e s t r i c t i o n  o f  t h e  a t t e s t  func t ion  to  public  o r  c e r t i f i e d  public  
s c c o u n t a n t s  couid riot legal ly b e  accompl ished  by ru le  or  regula t ion  of t h e  board  of 
accountancy.  



TO: Dodgl as R .  Norton, Acdi t o r  General 

6 
FRCb1: Arizona Legislat ive Ccuncil 

R E :  Zsquest for  42szarch and Sta tutory  In te rpre ta t  ion (0-79-2) 

This ! s , in  res?cnse t o  a r e q ~ e s t  made on your behalf on March 2, i 9 7 9  by 

I) 
Gerald A .  Si lva.  

$JEST!O?IS PRESEIJTED 

1. 'r'hich Arizona s ta tu t2s  cow require a c e r t i f i e d  public accountant or 
public accountant to  provide ce r ta in  services?  

C 2. Which Arizona s t a t u t a s  caw specify a c e r t i f i e d  public accountant or 
public accountant t o  provide services  in l i eu  of others? 

The f o l l c ~ i n g  s t a t u t e s  contain provisions requir ing c e r t i f i e d  public 
accountants or p ~ b l i c  xcouc tan t s  to  provide ce r t a i n  se rv ices  o r  t o  provide 

rn ce r t a i n  services in l ieu  of others: 

A.R.S .  
Section Cateqory Description 

5-i07 required service An applicat ion f o r  a permit t o  hold a 
racing rnee t i~g  must contain a f inanc ia l  
statement completed and c e r t i f i e d  by a 
CPA.  The racing commission, on i t s  
request ,  must be provided w i t h  a statement 
from an accredited CPA c e r t i f y ing  t h a t  the  
net worth of any guarantor o r  guarantors 
i s  a t  l e a s t  equal t o  t he  amount of t h e  
unpaid indebtedness guaranteed. 

5-111.02 in l ieu  service The cost  of a c ap i t a l  improvement t o  a 
race track f a c i l i t y  must be determined and 
ver i f ied  upon conpletion of the project  by 
an audit  of the  pe rmi t t ee ' s  r,ecords 
conducted by the racing comiss ion  or by 
an independent CPA se lec ted  by the  
permittee and approved by the  co,mission. 

d i sc r? t i cn?ry  servic? The bawd of a savings and loan 
associat ion may appoint a CPA t o  audi t  the  
assoc ia t ion ' s  books a t  l e a s t  nnce each 
year.  T h i s  sec t ion spec i f i e s  t ha t  a C?A 
audit  i s  not in l i eu  of the required 
examination by t he  superintendent ~f 
banks. 

VI- 1 



i n  l i eu  se rv ice  

in l i e u  se rv ice  

required se rv ice  

requirzd se rv ice  

required se rv ice  

Every savicgs and loan as s3c ia t i an  i;iust 
f i l e  a s ta te lwnt  snot4ir.g ~ t s  f i q ~ n c i a l  
condi t icn  and o p e r a ~ i o n s .  T n i c ,  nay be 
v e r i f i e d  by 3 CPA 332ainted by tne  board 
in  l i e u  of 3 coqmittee o f  ~ s n b e r s  of the 
a s s o c i ~ t i o n  3r two oific9r-s 2 f  t h e  
a s s c c i a t i c n .  

Audit of c r e d i t  union by C P A  (zantioned i n  
your r e q u e s t ) .  

Records of an escrow agent nus t  be a"dit2d 
a t  l e a s t  once each f i s c a l  ysar  Sy 3 :?A. 

Audits of c i t i e s  and tcwns by C P A  or  
pub1 i c  accountant (mentimod in yoJr 
r e q u e s t ) .  

Pol ice  pension board must have an annual 
a u d i t  of t h e  police pension fund pe r fo rmd 
by a CPA.  

9 -95 6 r ~ q u i r e d  se rv ice  Board of t r u s t e e s  o f  f i r e ~ a n ' s  r e l i e f  and 
pension fund w s t  h a v ?  an annual audi t  of 
the  fund performed by a CPA.  

9-1932.31 d i s c r e t i o n a r y  se rv ice  A d i s t r i c t  board ~f volunte2r f i r e  
d i s t r i c t  may r e t a i n  a CPA t o  3erform an 
annual aud i t  c~f the board ' s  SOOKS. 

in  l i e u  se rv ice  

16-434.31 in  1 ieu se rv ice  

required se rv ice  

The annual accounting of a c lose  
corporat ion must be a c k n o ; ~ l ? d ~ e d  by the  
manager of the corporat ion or  c e r t i f i e d  by 
an independent public  accountant.  

Continuing 9 o l i t i c a l  or3aniza t ions  ~ h i c n  
expend money f o r  pol i t  i c s l  purposes nust  
submit an annual i terni zed f i  nanci a1 
s tatement  prepared by a publ ic  accountant 
o r  a C P A  or by t he  t r e a s u r e r  of the 
pol i t  i cal organizat ion . 
An aud i t  of the books of the  s t a t 3  
compensation fund must be made a t  l ? a s t  
annually by a coapetent and independ2nt 
f i r n  of c e r t i f i e d  pub1 i c  accountants who 
must submit the aud i t  repor t  t o  the 
add i to r  general p r i o r  t o  i t s  de l ive ry  and 
f i l i n g .  



. -  , -3- - c l c ,  requi r?d 5ervice 
-1r.t . \ ! j d )  

30-204 in l ieu  service  

t 30-695, required service  
d r t . I I I ( e )  

32-1052 mandatory service;  
i n  l ieu  service  

A 1  1 rsc? i 3 t ;  jnd I l i . ;o~~-s~ , ; ' en t ;  of f u n d ;  
handled by '!zhicle E q u i  p e n t  Safety 
Coianissi~n .nust j? a ~ d i i e d  yearly by a 
qual i f ied  p ~ b l i c  zccoiintarlt. (This 
section contains the  \f?hicie Equipment 
Safety Cm?act diiicn has 3 nenbership of 
approxixatzly 30 s t a t z s .  This audit 
requireli.r?nt does not necessar i ly  mean 
t h a t  an Arizona pualic accountant wil l  be 
required to  performi f nis  service .  ) 

D i s t r i c t  and ; t a t e  agzncies authoriz2d to  
issue revenue bonds subject  tc~ approval of 
the s t a t e  c e r t i f ~ c a t i c ~  baard must have an 
annual audit  perforwd on t i ie i r  oper 3tion 
funds. D i s t r i c t s ,  s t a t e  agencies and 
municipali t ies pledging any assessments, 
funds or 2roperty presently cwnea o r  to  be 
provided, accuinulat~d or acquired a re  
a l so  required t o  have an a l~di  t perforined 
on t h e i r  co l l a t e r a l  deposi ts .  These 
audits  nust be p2rforn2d by a C?A 2nd are 
in liecr of a l l  athr?r o f f i c i a l  audi ts  of 
a l l  operation funds or co l l a t e r a l  
deposits  of the d i s t r i c t s ,  s t a t e  a ~ e n c i e s  
and municipal i t i e s  except as required by 
court order.  

All receipts  2nd dSsbursments of the 
Nestern In t e r s t a t e  Nucfear Board must be 
audited annually by a c e r t i f i e d  or 
licensed public accountant. (This 
section also contains a compact r a t i f i e d  
by c e r t ~ i n  other s t a t e s .  Therefore, t he  
audi t  requirement would not necessar i ly  
be perforged by an Arizona C P A . )  

The superintendent of the banking 
department has author i ty  to  appoint a  CPA 
o r  public accountant t o  check on the 
f inanc ia l  condition of a co l l ec t ion  
agency and t o  d2termine i f  ce r ta in  
v iola t ions  have occurred. How frequent ly  
these  appointments can be inade i s  a t  the 
d i sc re t ion  of the superintendent, except 
t ha t  they cannot occur more f requent ly  
than once a year. T h i s  sec t ion also 
provides that  a  licensed col lec t ion 
agency may appoint a C P A  or pub1 i c  
accountant to audit i t s  books. A t  the 
option of the superintendent, t h i s  audi t  
can be accepted i n  l i eu  of an audi t  by the 
superintendent. 
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40-1122 r e q u i  r-ed s w v i  ca 

i ! , s sp i t a l s  are r2qui rc .d  t o  f i l e  w i t h  the 
depar tcen t  o f  h e a l t h  s e r v i c z s  an 3nn:lal 
i i n ~ n c i a l  r e p o r t  c e r t i f i e d  t o  by 2n 
i r i d~penden t  CPA. 

- 

The board o f  d i r e c t o r s  of a  m e t r o p o l i t a n  
pub1 i c  t r ~ n s i t  a u t h o r i t y  aus t  have a  
s m i  m n u a l  a u d i t  made on a l l  books and 
accounts o f  t h e  a u t h o r i t y  by  -an 
i n d e w n d e n t  CPA. 

r e q u i r e d  s e r v i  ce The s ~ a t e  t r e a s u r e r ' s  o f f i c e  r n ~ ~ s t  have i ts 
accounts 3-13 s e c u r i t i e s  a u d i t e d  a n n u a l l y  
by a C?A se l ec ted  by t h e  s t a t e  board o f  
d2pos i t . 

41-1279.01 r e q u i r e d  s e r v i c e  The s t a t e  a u d i t o r  genera l  and c h i e f  deputy  
m s t  be C ? A 1 s .  

41-1872 r e q u i r e d  s e r v i c e  The i s s u e r  o r  r e g i s t e r e d  d2a le r  o f  
s e c u r i t i e s  z u s t  f i l e  a r e g i s t r a t i o n  
s t a tenen t  w i t h  t he  c o r p o r a t i o n  cammission 
whicn i nc l udes  a s ta tement  o f  t h e  f a c t s  
s h o $ ~ i n g  t h a t  t he  s e c u r i t i e s  a re  e n t i t l e d  
t o  be r e g i s t e r e d  b y  d e s c r i p t i o n  t o g e t h e r  
w i t h  a  ba:mce sheet,  s u r p l u s  statements 
and p r o f i t  3nd l o s s  s ta tements  prepared 
and c e r t i f i e d  by an independent p u b l i c  
a c c o ~ r ~ t a n t  o r  CPA. 

r e q u i r e d  s e r v i c e  

r e q u i  r e d  s e r v i c e  

r e q u i  r e d  s e r v i c e  

44-2066.07 r e q u i r e d  s e r v i c e  

F i nanc i  a1 s ta tements  r e q u i r e d  f o r  
r e g i s t r a t i o n  o f  s e c u r i t i e s  b y  
q u a l i f i c a t i o n  must be c e r t i f i e d  i f  
c e r t i f i c a t i o n  i s  necessary  by  an 
independent p u b l i c  accountant  o r  CPA. 1 

An a p p l i c a t i o n  f o r  r e g i s t r a t i o n  as a  
s e c u r i t i e s  dea le r  must c o n t a i n  a  ba lance 
sheet,  p r o f i t  and l o s s  and su rp l us  
s ta t2rn2ntsY p repdred  and c e r t i f i e d  by  an 
i ndependent pub l  i c  accountant  o r  CPA. 

A s e c u r i  t i e ;  d e ~ l e r  must i n c l u d e  3 balance 
sheet  and p r o f i t  and l o s s  and s u r p l u s  
s ta tements  c e r t i f i e d  by  an independent 
p u b l i c  accountant o r  a  CPA i n  h i s  
a p p l i c a t i o n  f o r  r enewa l -o f  r e g i s t r a t i c n .  

Every  r e a l  p r o p e r t y  s e c u r i t i e s  dea le r  and 
i s s u e r  must f i l e  an annual r e p o r t  w i t h  t h e  
c o r p o r a t i o n  commi s s i  on c o n t a i n i n g  
f i n a n c i a l  s ta tements  accompanied by an 
o p i n i g n  on t he  f i r i a n c i a l  statements by  a  
C?A o r  pub l  i c  accountant  wh ich  i s  based on 
Jn a u d i t  o f  the d e a l e r ' s  o r  i s s u e r ' s  
bus iness.  



45-531, r2q3irsd serv ice  
Art .  V I I I  

An appl ica t ion  f o r  a r ea i  p r o ~ e t - t y  
s e c u r i t i e s  perrni t must be ascorxpanied Sy a 
balance sheet of the  appl icant  prepared 
and c e r t i f i e d  by an independmt public  
accountant or CPA.  

A l l  r e c e i p t s  and disbursements of funds 
handled by t h e  Upper Colorado River 
Comnission must be audited yea r ly  by a  
q u a l i f i e d  independent publ ic  accountant.  
(This  aud i t  requi renent  would not 
necessa r i ly  be performed by an Arizona 
pub l i c  accountant.)  



APPENDIX V I I  

LETTERS FROM A R I Z O N A  FINANCIAL INSTITUTIONS 

REGARDING CREDIT POLICIES 

A - Valley Nat ional  Bank 

B - F i r s t  Nat ional  Bank of Arizona 

C - The Arizona Bank 

D - Greater  Arizona Savings 

E - F i r s t  Federa l  Savings 

V I I -  1 



8 VALLEY NATI 0 NAL BAN K - 
b. - - 

MEMBER FEDERAL RESERVE SYSTEM HEADOUAR'ERS P H O E N I X , A R I Z O N A  

February 7, 1979 

BUD C L A R K  
A i 5 1 5 T A N T  V I C E  P R E S I D E N T  

- - 
P H O E N I X  

P. 0. BOX 71 85001 

Mr. James A. Sexton 
Performance Audit Division 
Office of Auditor General 
Suite 600 
112 No. Central Avenue 
Phoenix, Arizona 85004 

Dear Mr. Sexton: 

In reply to your letter regarding Valley National Bank policy require- 
ments for audited financial statements. 

Bas ica l ly  cur pclicy s t a t e s  that all credit facilities to business 
entities of $250,000.00 or more, the borrower and guarantors (if any) 
must submit a minimum of three years annual financial statements with 
unqualified opinions by a recognized competent certified public 
accountant. 

I believe this is the information you wanted. If not, or if clari- 
fication is required, I will be happy to cooperate. 

Sincerely, 



FlRST NATIONAL BANK O F  ARIZONA 

February 8, 1979 

Mr. James A. Sexton 
Performance Audit Division 
Office of the Auditor General 
Suite 600 
112 N. Central Avenue 
Phoenix, AZ 85004 

Dear Mr. Sexton: 

This letter is in answer to your inquiry of February 1, 1979 regarding 
financial statement requirements. 

All unsecured loan applications over $1,000 must be accompanyed by a 
financial statement. 

There is no set policy at First National Bank of Arizona requiring ac- 
companying certified financial statements with loan applications. This 
lack of policy should not be construed as an indifference, but rather 
as flexibility for the loan officer. 

As a rule of thumb, unsecured loans exceeding $500,000 usually require 
a certified financial statement depending upon the customer's credit 
history, financial condition of company, knowledge of customer's industry, 
guarantees, etc. 

When a certified financial statement is received the loan officer relies 
heavily on the figures in making the loan decision. He also trusts that 
the presentation adheres to the AICPA standard and is in a fair and 
consistant form unless otherwise noted. 

Sincerely, 

J A ~ /  
T. A. Zeller 
Assistant Vice President 
Credit Department 

TAZ : rw 

HOME OFFICE, FIRST NATIONAL BANK PLAZA, P. 0. BOX 20551, PHOENIX, ARIZONA 85036 TELEPHONE (602) 271-6000 
"7T.  3 



CLAYTON W. NIMTZ 
VICE PRESIDENT 

February 16 ,  1979 

M r .  James A. Sexton 
Of f i ce  of t h e  Auditor General 
112 W. Cen t ra l  Ave. S u i t e  600 
Phoenix, AZ 85004 

Dear M r .  Sexton: 

This  l e t t e r  w i l l  confirm your r e c e n t  te lephone conversa t ion  wi th  Tony Ward 
i n  which he ind ica t ed  we normally r e q u i r e  audi ted  s ta tements  f o r  l oan  
r e q u e s t s  of $250,000 and over. 

I f  t h e r e  i s  anything e l s e  t h a t  I can he lp  you wi th  i n  t h i s  regard  p l e a s e  f e e l  
f r e e  t o  con tac t  me. 

S ince re ly ,  
,' --- 

\, .- ' 

Clayton W. Nimtz 
C r e d i t  Dept. ' 1  

i 
CWN : ~ I l h  

H O h I E  O F F I C E  1 0 1  N O R T H  F I R S T  A V E N U E  . P H O E N I X .  A R I Z O N A  8 6 0 0 3  . : 8 0 2 1  2 8 2 - 2 0 0 0  
l:T--lf 



122 N O R T H  C E N T R A L  A V E N U E  . P H O E N I X ,  A R I Z O N A  85004 . I6021 258-5955 

February 2, 1979 

DONALD E. GOUGH 
V;c? Prcs icent  
Mr;r!gayc 13an Scpar tment  

James A. Sexton 
Performance Audit Division 
State of Arizona 
Office of the Auditor General 
112 N. Central Ave. 
Phoenix, Az. 85004 

Dear Mr. Sexton: I 
Thank you for your February 1, 1979 letter requesting information 
concerning certified financial statements that we would require 
on loan applications. 

I 
Normally, on a residential loan application we would not require 
a certified financial statement even if the borrower was a corp- 
oration. We would require a certified financial statement where 
we are considering a loan on an income producing property where 
the amount of the loan exceeds $100,000 whether the borrower be 

I 
a corporation, individual, or partnership. On occasion, we have 
deviated from this policy; but, normally the above is our require- 

I I 

ments. 

I trust that this will answer your February 1, 1979 inquiry. 

/ ~onald E. Gough 
Vice President 

VII- 5 



FIRS' 
FEDERAL 

3003 NORTH CENTRAL AVENUE PHOENIX,ARIZONA 850/2 

E. L . T H O Y A S  

E X E C U T I V E  V I C E  P R E S I D E N T  

February 7 ,  1979 

Mr. James A .  Sexton 
Performance Audit Divis ion 
Off ice  of the  Auditor General 
112 N .  Central  Avenue, S u i t e  600 
Phoenix, Arizona 85004 

Dear M r .  Sexton: 

This i s  w r i t t e n  i n  answer t o  your inqui ry  of February 1 ,  
1979, addressed t o  Larry Cerato of  F i r s t  Federal  Savings. 

I t  i s  t h e  po l i cy  of  F i r s t  Federal  Savings t o  r e q u i r e  
audi ted  f i n a n c i a l  s ta tements  , accowpanied by an opinion 
of a  c e r t i f i e d  pub l i c  accountant ,  when c r e d i t s  t o  an 
ind iv idua l  borrower exceed $1,009,000. On occasion t h i s  
pol icy  may be waived with t h e  approval of  the  Executive 
Loan Cormittee. 

I t r u s t  t h a t  t h i s  i s  t h e  information you d e s i r e .  

S incere ly ,  

( ' 2  

E .  L. Thomas 

cc :  Larry Cerato 



APPENDIX VIII 

April 13, 1979 

TO: Douglas R. Norton, Auditor General  

FROM: Arizona Legislat ive Council 

RE: Request  for Research and Sta tutory  Interpreta t ion (0-79-19) 

This is in response t o  a request  made on your behalf on March 27, 1979 by Ms. Coni 
Good. . 

QUESTION PRESENTED: 

Do bookkeeping and similar technical  services  o f fe red  by accountan t s  
involve suff ic ient  public in teres t  t o  need legislat ive regulation and s o  
in te r fe re  with t h e  normal right of an individual t o  deal  with anyone he  
chooses? 

This s t a t e  has long regulated t h e  profession of public accounting. Within proper 
l imits,  t h e  legislature can regula te  t h e  profession of accountancy in t h e  in teres t  of 
general  welfare  (Hilkert v. Canning, 58 Ariz. 290, 119 P.2d 233 (1942)). 

No s ta tu to ry  definition of t h e  pract ice  of public accounting exis ts  in th is  s ta te .  
Fur ther ,  no Arizona cour t  has  defined t h e  pract ice  of public accounting.  

The a t to rney  general  of this state has considered t h e  question of whether 
preparation of income t a x  re turns  comes  within t h e  definition of t h e  p rac t i ce  of public 
accounting. 

In Op. Atty.  Gen. No. 71-5 (1970), t h e  a t to rney  general  concluded t h a t  t h e  board of 
accountancy would have t o  "determine whether or  not  t h e  preparat ion of income t a x  
re turns  comes  within t h e  purview of public accounting." The a t t o r n e y  general  determined 
t h a t  preparation of income tax  returns would not fal l  under t h e  p r a c t i c e  of public 
accounting. The a t t o r n e y  general  concluded that:  

1. Freedom t o  follow any lawful occupation not  injurious t o  o thers  is a 
fundamental  American l iberty,  secured by t h e  Federal  and S t a t e  Const i tu t ions  alike 
(Quoting f rom 10 A.L.R.2d 1425 at page 1444, et seq.). 

2. The public convenience, prosperity, health,  morals or  s a f e t y  was not  advanced 
nor was  danger f rom incompetency decreased by res t r ic t ing t h e  preparat ion of income t a x  
re tu rns  t o  ce r ta in  persons. 

3. The preparation of t a x  re turns  is not a function of t h e  p rac t i ce  of accounting 
which is endowed with public in teres t  sufficient  t o  justify regulation,  c i t ing S t a t e  v. 
Bookkeepers Business Service Co., 53 Tenn. App. 350, 382 S.W.2d 559 (1964), which quoted 
f rom t h e  Journal  of Accountancy, December,  1960. 



In t h e  Bookkeepers c a s e  a Tennessee s t a t u t e  (Tenn. Code  Ann. sect ion 62-127) 
defined t h e  p rac t i ce  of public accounting t o  include "compiling t a x  returns". The cour t  
determined t h a t  t h e  e f f e c t  of broadly construing a s t a t u t e  which defined t h e  p rac t i ce  of 
public accounting t o  include compiling t a x  re turns  I t . .  . would make t h e  s t a t u t e  . • 
unconsti tutional as an unwarranted regulation of pr ivate  business and t h e  right of a 
c i t i zen  t o  pursue t h e  ordinary occupation of bookkeeper and/or accountant ,  ...It 

The mater ia l  quoted f rom t h e  JournaI of Accountancy in  t h e  Bookkeepers case 
indicated agreement  with t h e  proposition t h a t  only t h e  "tradit ional  function of cer t i f ied  . - 

public a c c o i n t a n t s  - t h e  audit ing and expression of an  opinion on  financial s t a tements ,  on 
which third par t ies  may rely - remains . . . endowed with suff ic ient  public in teres t  t o  
justify legal res t r ic t ion of t h e  right t o  perform i t  t o  ce r t i f i ed  public accountants  and 
l icensed public accountants." 

The conclusions reached by t h e  a t to rney  general  have been emphasized because 
t h e y  a r e  per t inent  t o  t h e  discussion of t h e  question of whether  bookkeeping falls  within 
t h e  purview of public accounting thereby justifying regulation of bookkeeping activit ies.  

This s t a t e  does not purport  t o  regulate t h e  p rac t i ce  of bookkeeping. The pract ice  
of bookkeeping has  generally been considered s e p a r a t e  and di f ferent  f rom t h e  p rac t i ce  of 
public accounting. 

For example,  "public accountant" is defined in 1 C.J.S. Accountant  p. 636 (1936) as: 

One engaged in rendering accounting or auditing service ,  a s  distinguished 
f rom bookkeeping, on a f e e  basis, per d iem or otherwise,  for  more  than  one 
employer  but generally not  possessing all t h e  qualif ications of education o r  
exper ience required of a cer t i f ied  public accountant ;  . . . 
Websterfs Third New International Dictionary (1 976) defines accountant  a s  "one 

t h a t  is skilled in t h e  p rac t i ce  of accounting; one t h a t  has charge  of public o r  private 
accounts  - distinguished f rom bookkeeper" and accounting as  " the  sys tem of classifying, 
recording,  and summarizing business and financial t ransact ions  in books of account  and 
analyzing, verifying, and reporting t h e  results" and " the  body of principles, conventions, 
and procedures underlying accounting - distinguished f rom bookkeeping". Bookkeeper, on 
t h e  other  hand, is "one who keeps accounts: one  whose business or  vocation is 
bookkeeping - distinguished f rom accountant". Bookkeeping is defined as "a branch of 
account ing t h a t  deals with t h e  sys temat ic  classif ication,  recording, and summarizing of 
business and financial t ransact ions  in books of account". 

Therefore,  i t  is apparent  t h e  common understanding is t h a t ,  though re la ted,  the  
p r a c t i c e  of account ing is dist inct  f rom t h e  p rac t i ce  of bookkeeping. 

One cour t  has  acknowledged t h e  relationship which exis ts  between accounting and 
bookkeeping. In J a e g e r  Mfg. ~ 6 .  v. Maryland Casua l ty  Co., 683  Iowa 151, 300 N.W. 680 
(194l) ,  t h e  cour t  declared t h a t  "[Elvery accountan t  must do s o m e  form of work t h a t  is 
a lso  done by bookkeepers, and every bookkeeper must  perform a c t s  of accounting." 

Though t h e  distinction between accounting and bookkeeping was not  t h e  centra l  
issue in t h e  following cases,  t h e  cour ts  of ten remarked on th is  distinction while reaching 
the i r  decisions on t h e  major issue. 



The  c o u r t  in R o b e r t s  v. FiosI t in~ ,  9.5 Gent. 562, 28  P.2d 1 9 9  (1933) quo ted ,  with 
a g r e e m e n t ,  t h e  def in i t ion  of  "public accoun tan t "  found in t h e  Encyclopedia  i3ri t tanica:  

Tile t e r m  . . . is s o m e t i m e s  adop ted  by bookkeepers ,  bu t  t h i s  i s  a n  e r r o n e o u s  
appl ica t ion  of t h e  t e r m ;  ir proper!y descr ibes  t h o s e  c o m p e t e n t  t o  des ign  and  
cont ro l  s y s t e m s  of  a c c o u n t s  requil-ed f a r  t h e  r eco rd  of t h e  mul t i f a r ious  and  
rapid t r ansac t ions  of t r a d e  and Eirrcnce. 

In Knight  Drug Co. v. Naismi th ,  73 Ga. App. 793, 38 S.E.2d 87 (1946), t h e  
concurr ing  opinion a g r e e d  t h a t  i t  is ". . . within t h e  l e g i t i m a t e  province  of a bookkeeper  t o  
ba l ance  and post  books, wi thout  obtaining a l i c e n s e a s  a c e r t i f i e d  public  a c c o u n t a n t ,  o r  
reg is te r ing  as a public  a c c o u n t a n t ,  . . ." 

A Ca l i fo rn i a  c o u r t ,  in Accounting Corp. of A m e r i c a  v. S t a t e  Board  of  Accountancy,  
et al ,  34 Cal .  2d 136,  208 P.2d 984 (1?49), d e ~ e r m i n e d  t h a t  public  a c c o u n t a n c y  involved 
. T r o f i c i e n c y  in  t h e  examina t ion ,  anaiysis  and  eva luz t ion  of f i nanc ia l  r e c o r d s  . . .". 

More r c c e n t  c o u r t  c a s e s  have  concluded t h a ;  bookkeeping is t o  b e  dist inguished 
f r o m  accoun t ing  and does  no t  possess rhe  r equ i s i t e  qua l i t i e s  which  r equ i r e  lega l  
regulat ion.  

The  S u p r e m e  Cour r  of  Floridi?, in Merce r  v. Hemmings ,  194 So.2d 579,  (1967) 
a p p e a l  dismissed 339  U.S. 46, 19 L.Ed.2d 50, 89 S.CL 236, ( r ehea r ing  den ied  389  U.S. 999, 
19 L.Ed.2d 506 ,  88 S.Ct. 465,) c i t e d  wi:h a g r e e m e n t  t h e  conclusion of t h e  t r i a l  c o u r t  t h a t  
"ordinary o r  roiltine accoun t ing  se rv i ces  such as a r e  or m a y  !awfully b e  p e r f o r m e d  by 
hookkeepzrs" should b e  distinguished f r o m  t h e  s e r v i c e s  t h a t  t h e  d e f z n d a n r  f i r m ,  P r i ce  
Waterhouse ,  sought  t o  provide  which were:  

. . . s e r v i c e s  t h a t  only ce r t i f i ed  public  a c c o u n t a n t s  o r  public  a c c o u n t a n t s  a r e  
qual if ied and  el igible t o  per form,  cons is t ing  of t h e  e x a m i n a t i o n  a n d  aud i t i ng  
of ;he books,  s t a t e m e n t s  and  o t h e r  r eco rds  p r e p a r e d  and  k e p t  by  o t h e r s ,  a n d  
t h e  p repa ra t ion  o i  r e p o r t s  of such  e x a m i n a t i o n s  and  aud i t s ,  including 
c e r t i f i c a t e s  and  c x ~ r c s s i o n s  of opinions. 

In ---- People  v. Hill, 66 Cal. App. 3d 324, 136 Cal .  Rp t r .  30 (1977), t h e  d e f e n d a n t  was  
n o t  l icensed as 2 p u b i ~ c  a c c o u n t a n t  o r  c e r t i i i e d  public  a c c o u n t a n t ,  b u t  t h e  d e f e n d a n t  used 
t h e  t e r m  "accounting" t o  desc r ibe  his business. T h e  de fendan t  had  a r g u e d  t h a t  his 
I c t i v i t i e s  w e r e  within t h e  bookkeeping exempt ion  of t h e  Ca l i fo rn i a  Accoun tancy  Act .  
T h e  cour t  dismissed his a r g u m e n t  by saying  " [~Ihere  is a g r e a t  d i f f e r e n c e  be tween  
bool<kceping and account ing .  Had appel lan t  a d v e r t i s e d  himself as "booklteeper" o r  
"bookkeeping" in s t cad  o f  "accounting," h e  would h a v e  been  well wi th in  t h e  law." Fur the r ,  
i t  is no tewor thy  t h a t  t h e  c o u r t  in - Hill c o m m e n t e d  t h a t :  

. . . t h e  t r e n d  of c o u r t s  is t o  view . . . t h a t  , t ccountancy 1s no longer  a 
profess ien  in which only i t s  m e m b e r s  a r e  i n t e r e s t e d ,  brlt t h a t  i t  is n 
prcfession in which t h e  public has a n  in t e re s t .  

Howcvcr ,  i t  i.; ev iden t  t h a t  t h e  only accnuri t ing funct ion  qhich is suf f ic ien t ly  
endowed wi th  public  i n t e r e s t  t o  justify legdl  restriction is t h e  aud i t i ng  a n d  express ion  of  
op~r i ion  on f inancia l  ;t?.tements on which third p a r t i e s  rely.  



A fin31 case, T e x a s  S t a t e  Board of .- Public Accoun tancy  v. Fu lche r ,  515  S.W.2d 950 
(1974). i r~volved  3 d&ndant who  was not  a ce r t i f i ed  public a c c o u n t a n t o r  a l icensed o r  
r eg i s t e r ed  public  a c c o u n t a n t  b u t  who useci t h e  te r rn ' "accountants"  in his business. In  
a( di t ion t o  t h e  p repa ra t ion  of t a x  retui-ns and furnishing bookkeeping s e r v i c e s  t h e  
defendant :  

. . . r ende r s  g e n e r a i  accoun t ing  serv ices  to t h e  p ~ b l i c ,  which inc lude  
p repa ra t ion  i7f f inancia l  s t a t e m e n t s  and  r epor t s ,  a n d  designing a n d  
imp lemen t ing  accoun t ing  and bookkeeping sys tems.  H e  does  not  m a k e  and  - 
p r e p a r e  c e r t i f i e d  a u d i t s  nor does  he  a f f ix  his s igna tu re  t o  f i n a n c i d  r e p o r t s  
o r  s t a t e m e n t s  in such  a manner  as t o  indica te  t h a t  t h e y  a r e  based  upon a 
c e r t i i i c d  audit .  

The  c o u r t  held t h a t  t h e  de fendan t  had v io la ted  t h e  a c c o u n t a n c y  act by using 
"accountants"  in his  business when h e  was  not  properly l icensed  o r  r eg i s t e r ed  acco rd ing  t o  
t h e  act. In reaching  :hat decision t h e  cour t  concluded t h a t  t h e  a c c o u n t a n c y  act was  
cons t i t u t iona l  and t h a t  t h e  act: 

. . . d o e s  not  a m o u n t  t o  a n  unwar ran ted  regula t ion  of  p r i v a t e  business and  
the r ight  of a c i t i z e n  t o  pursue a n  ordinary occupat ion .  I t  does  not  a b r i d g e  
r ights  of p r i v a t e  p rope r ty  and  d o e s  not  infr inge upon r igh t s  of c o n t r a c t  in  
r n a t t e r s  of purely p r i v a t e  conce rn  bearing no  pe rcep t ib l e  r e l a t ion  to t h e  
public  wel fare .  

A quick ,  r andom su rvey  of state s t a t u t e s  i nd ica t ed  t h a t ,  if a state def ined  t h e  
p r a c t i c e  of public  accoun t ing  in any  rnanner, bookkeeping o r  a gene ra l  desc r ip t ion  of 
bookkeeping se rv i ces  was  exc luded  f r o m  t h e  defini t ion.  (See Alaska ,  Alaska  S t a t .  s ec t ion  
08.04.570; Cal i forn ia ,  Business a n d  Professions Code ,  s e c t i o n  5052 (West); Illinois, Ill. Ann. 
S t a t .  ch.  110 112, s ec t ion  35 (Smith-Hurd); Tennessee ,  Tenn. C o d e  Ann. s e c t i o n  62-162; 
F lor ida ,  F la .  S t a t .  Ann.  s e c t i o n  473.01 1; South  Carol ina ,  S.C. Code ,  vol. 23, ch. i ,  s ec t ion  
1-2.) A m o r e  thorough s t a t e  survey  could  be  conduc ted  if you be l ieve  i t  would b e  helpful. 

The  audi t ing  and express ion  of opinion on f inancia l  statements a r c  f:lnctions of a n  
a c c o u n t a n t  which, acco rd ing  to many leg is la t ive  bodies,  a r e  proper ly  r egu la t ed  by s t a t u t e  
t o  p r o t e c t  t h e  public  i n t e re s t .  Many leg is la tures  h a v e  not  m a d e  t h e  s a m e  d e t e r m i n a t i o n  
wi th  r ega rd  t o  t h e  f ~ n c t i o n s  of a bookkeeper.  Absen t  a leg is la t ive  f inding t h a t  t h e  
p ro t ec t ion  of t h e  public  hea l th ,  s a f e t y  o r  we l f a re  n e c e s s i t a t e s  s t a t u t o r y  r egu la t ion  of t h e  
func t ions  pe r fo rmed  by a bookkeeper ,  no s t a t u t o r y  regula t ion  is permissible.  

CONCLUSION 

Bookkeeping and o t h e r  t echn ica l  s e rv i ces  o f f e r e d  by account; lnts  d o  no t  involve 
su f f i c i en t  p u b l ~ c  i n t e r e s t  t o  r equ l r e  legislat ive regulat ion.  Hcwever ,  t h e  t r ad i t i ona l  
funct ion  of accoun tan t s ,  t h e  audi t ing  and expression of a n y  opinion, is proper ly  a sub jec t  
for  Ieg ls la t lve  regula t ion  ta p r o t e c t  t h e  public ivelfare.  O n e  m a y  c e r t a i n l y  a r g u e  and  
conc lude  t h a t  leg is la t ive  regula t ion  of bookkeeping and s imi lar  t echn ica l  s e r v i c e s  0ffert.d 
by a c c o u n t a n t s  would i n t e r f e r e  wi th  t h e  normal  r ight  of an individual  t o  dea l  w i th  anyone  
h e  chooses  zbsen t  a leg is la r ive  f inding t h a t  t h e  regulat ion of bookkeepers  is neces sa ry  t o  
p r o t e c t  t h e  public we l i a re .  We did no t  l o c a t e  any o t h e r  c o u r t  decision which  expres sed  
t h ~ s  c o n c l u ~ ~ o n  a s  fo r th r igh t ly  a s  t h e  Tennessee  c a s e  quo ted  in your  reques t .  

cc: Gera ld  Silva 
P e r f o r m a n c e  Audit  Manager 



APPENDIX I X  

RESULTS OF AN AUDITOR GENERAL 

SURVEY OF THE A R I Z O N A  ACCOUNTING PROFESSION 

This  survey  was conducted t o  compare c h a r a c t e r i s t i c s  of  t h e  account ing 

p ro fe s s ion  by t h e  segments C e r t i f i e d  P u b l i c  Accountants,  P u b l i c  Accountants 

and non- t i  t l e d  accountants .  

Surveys were s e n t  t o  a l l  C e r t i f i e d  Pub l i c  Accountants,  P u b l i c  Accountants and 

account ing f i rms  r e g i s t e r e d  wi th  t h e  S t a t e  Board of  Accountancy on January 22,  

1979 and t o  o t h e r  non - t i t l ed  accountan ts  l i s t e d  i n  t h e  1978 yellow pages i n  t h e  

c i t i e s  and coun t i e s  of  Phoenix, Tucson, Yuma, Cochise County, F l a g s t a f f ,  

P r e s c o t t ,  Navajo County, G i l a  County and Sedona. M r .  David Gordon, P re s iden t  

of t h e  Arizona Soc i e ty  o f  P r a c t i c i n g  Accountants,  generously provided a mai l ing  

list of non - t i t l ed  accountan ts  who were members o f  t h a t  a s s o c i a t i o n .  The 

number of surveys s e n t  and r e tu rned  a r e  scheduled below. 

Percentage 
Number Sent  Number Returned Returned 

C e r t i f i e d  P u b l i c  Accountants 

Pub l i c  Accountants 

Non-Titled Accountants 

Miscoded Responses 

To ta l  

I X -  1 



SURVEY FOR REVIEW OF THE 

STATE BOARD OF ACCOUNTANCY 

Are you a (select one only): 

Certified Public Accountant? 
Public Accountant? 
Non-licensed accounting practitioner? 

Are you currently practicing in (select one only): 

Public practice? 
Private industry? 
Government? 
Education? 
Retired? 
Other? 

Are you currently a resident of Arizona and practicing 
in the State? 

Yes 
No 

Have you obtained : 
A bachelor's degree with 24 or more semes- 
ter hours in accounting and 18 or more 
additional semester hours in related busi- 
ness administration and economic courses? 

A bachelor's degree with up to 24 semester 
hours of accounting? 

A bachelor's degree without any semester 
hours in accounting? 

None of the above? 

Approximately how many classroom hours of accounting 
continuing education do you attend per year? 

1) TABLE 1 
2)  TABLE 1 
35 TABLE I 
4) TABLE 1 
5) TABLE 1 
6) TABLE 1 

1) TABLE 1 
2) TABLE 1 

1) TABLE 2 

2) TABLE 2 

3) TABLE 2 

4) TABLE 2 

(Enter Number) TABLE 3 

To your knowledge, have you been the subject of a 
complaint investigation conducted by the State Board 
of Accountancy since January 1, 1976? 

Yes 1 ', TABLE 4 

NO 2; 'TABLE 4 

To your knowledge, have you been the subject of 
a quality control investigation conducted by 
the State Board of Accountancy since January 1, 
1976? 

Yes 
No 

1) TABLE 4 
2) TABLE 4 



Survey for Review of the 
State Board of Accountancy 

Page Two 

8. If you were the subject of a complaint and/or quality 
control investigation, how would you rate the manner 
in which your case was handled? 

Excellent 
Satisfactory 
Neutral or no opinion 
Poor 
Unacceptable 

9. If you feel the State Board of Accountancy did not handle 
your case adequately, please explain: 

1) TABLE 5 
2) TABLE 5 
3)  TABLE 5 @ 
l j  TABLE 5 
5) TABLE 5 

IF YOU ARE EMPLOYED IN A PUBLIC PRACTICE IN ARIZONA, PLEASE ANSWER QUESTIONS TEN 
THROUGH SIXTEEN, OTHERWISE GO ON TO QUESTION SEVENTEEN 

10. Other than yourself, how many professional staff persons are 
employed by your firm? 

Certified Public Accountants 
Public Accountants 
Non-licensed accounting practitioners 
with bachelor's degree and 24 or 
more hours in accounting 

Non-licensed accounting practitioners 
who are college graduates in other 
area of study 

Non-licensed accounting practitioners 
who are non-college graduates 

Bookkeepers 

11. The following represent approximately what percentage 
of the total client fees for professional services 
provided by your firm? 

Auditing (to express an opinion on 
financial statements) 

Other auditing 
Income, estate and gift tax work 
Other tax work (sales, payroll, etc.) 
Accounting/bookkeeping 
Management consulting services 
Other 

1) TABLE 6 
2) 'JXBJ,E 6 

3) TABLE 6 4 

4 )  TABLE 6 

5) TABLE 6 
6) TABLE 6 a 

1) TABLE 7 
a 

2) TABLE 7 
3) TABLE 7 
4 )  TABLE 7 
- I  

5) TABLE 7 
6) TABLE 7 
7) TABLE 7 

4 

TOTAL 



B 
Survey f o r  Review of t h e  

S t a t e  Board of Accountancy 
Page Three 

B 12. The fol lowing c l i e n t s  r ep re sen t  approximately what 
percentage of t he  t o t a l  f e e s  paid f o r  p ro fe s s iona l  
s e r v i c e s  provided by your f i rm? 

Corporat ions 
Pa r tne r sh ips  
So le  p rop r i e to r sh ips  
Ind iv idua l s  

13. Approximately what percentage of your bus iness  
c l i e n t s  have t h e  fol lowing gross  r e c e i p t s ?  

Less than  $ 50,000 
$ 50,000 up t o  $ 100,000 
$100,000 up t o  $ 250,000 
$250,000 up t o  $ 500,000 
$500,000 up t o  $1,000,000 

Over $1,000,000 

1 )  TABLE 8 
2) -TABLE 8 
3)  TABLE 8 
4 j  TABLE 8 

TOTAL 100% 

1 )  TABLE 9 
2)  TABLE 9 
3 )  TABLE 9 
4)  TABLE 9 
5) TABLE 9 
6) TABLE 9 

TOTAL 100% 

14. Approximately what percentage of your i nd iv idua l  
c l i e n t s  have t h e  fol lowing annual incomes? 

Less than  $ 5,000 
$ 5,000 up t o  $ 10,000 
$10,000 up t o  $ 20,000 
$20,000 up t o  $ 50,000 
$50,000 up t o  $100,000 

Over $100,000 

What a r e  your hour ly  r a t e s  f o r  s e rv i ces?  

Audit ing ( t o  express  an  opin ion  on 
f i n a n c i a l  s ta tements )  

0 t h e r  a u d i t i n g  
Income, e s t a t e  and g i f t  t a x  work 
Other t a x  work 
Accounting/bookkeeping 
Management consu l t i ng  s e r v i c e s  
Other 

What i s  your ma lp rac t i ce  insurance coverage? 
(Enter $ 0 i f  you do n o t  c a r r y  ma lp rac t i ce  
insurance.  ) 

1 7 .  Any a d d i t i o n a l  comments you may have regard ing  
t h e  r e g u l a t i o n  of t h e  accounting profess ion  i n  
Arizona a r e  welcomed. 

TOTAL 

1 )  TABLE 10 
2) TABLE 10 
3)  TABLE 10 
4)  TABLE 10 
5)  TABLE 10 
6) TABLE 10 

1 )  TABLE 1 1 
2) TABLE 1 1 

4) TABLE 11 
5 )  TABLE 1 1  
6 )  TABLE 11 
7 )  TABLE 1 1 

ANSWERS NOT 
(Enter Number) USABLE - 



APPENDIX I X  

SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE AUDITOR GENERAL 

MARCH 1979 

TABLE 1 CLASSIFICATION OF EMPLOYMENT: 

ARIZONA RESIDENT 
CERTIFIED 

PUBLIC PUBLIC NON-TITLED 
ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

P u b l i c  
P r a c t i c e  475 2 3 145 64 3 

P r i v a t e  
I n d u s t r y  191 6 3 2 0 0  

Governmen t  4 6 4 2 52 

E d u c a t i o n  18 - - 18 

R e t i r e d  19 4 1 24 

O t h e r  ?? . - - 2 1 24 

T o t a l  7 7 b  39 152 961 

NON-RESIDENT 
CERTIFIED 

PUBLIC PUBLIC NON-TITLED 
ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

P u b l i c  
P r a c t i c e  4 9 1 1 51 

P r i v a t e  
I n d u s t r y  4 5 - - 45 

Governmen t  8 - - 8 

E d u c a t i o n  9 - - 9 

R e t i r e d  24 3 1 1?8 

O t h e r  14 - - 14 

T o t a l  149 4 2 155 



SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE A U D I T O R  GENERAL 

MARCH 1979 

TABLE 2 EDUCATION LEVEL OBTAINED 
BY ACCOUNTANTS 

EDUCATION 
OBTAINED 

ARIZONA RESIDENT 
CERTIFIED 
PUBLIC PUBLIC NON-TITLED 

ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

No Answer 1 3 - 4 

Bachelor's Degree with 
24 hours of accounting 
and 18 hours of re la ted  
courses 70 1 22 65 788 

Bachelor's Degree with 
up t o  24 hours of 
accounting 32 1 14 47 

Bachelor's Degree with 
no accounting 4 - 2 6 

None of the above 3 3 13 7 1 117 

Total 77 1 39 152 962 

EDUCATION 
OBTAINED 

NON-RESIDENT 
CERTIFIED 
PUBLIC PUBLIC NON-TITLED 

ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

No Answer 2 1 3 - 

Bachelor's Degree with 
24 hours of accounting 
and 18 hours of re la ted  
courses 129 2 - 131 

Bachelor's Degree with 
up t o  24 hours of 
accounting 7 1 1 9 

Bachelor's Degree with 
no accounting 3 - - 3 

None of the above 8 2 - 10 

Total 149 5 2 156 



SURVEY O F  T H E  ACCOUNTING P R O F E S S I O N  

BY T H E  O F F I C E  O F  T H E  AUDITOR GENERAL 

MARCH 1979 

T A B L E  3 C O N T I N U I N G  EDUCATION 
CURRENTLY B E I N G  TAKEN 
BY ACCOUNTANTS 

ARIZONA ACCOUNTANTS 
C O N T I N U I N G  
E D U C A T I O N  C E R T I F I E D  

HOURS TAKEN P U B L I C  P U B L I C  N O N - T I T L E D  
P E R  YEAR ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

M o r e  t han  60 6 6 3 19 88 

T o t a l  936 4 6 154 1136 

A R I Z O N A  ACCOUNTANTS I N  P U B L I C  P R A C T I C E  
C O N T I N U I N G  
E D U C A T I O N  C E R T I F I E D  

HOURS TAKEN P U B L I C  P U B L I C  N O N - T I T L E D  
P E R  YEAR- , a --- ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

0-15 72 1 2  5 6 140 

15-30 103 4 28 135 

31-45 180 3 24 207 

46-60 78 2 18 98 

M o r e  than 60 42 2 I9 6 3 

T o t a l  475 2 3 145 643 



SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE AUDITOR GENERAL 

-- MARCH 1979 

TABLE 4 INVESTIGATIONS CONDUCTED 
BY THE BOARD 

ACCOUNTANTS SUBJECT TO A 
COMPLAINT INVESTIGATION 

ARIZONA RESIDENT 
CERTIFIED 

PUBLIC PUBLIC NON-TITLED 
ACCOUNTANT -- ACCOUNTANT ACCOUNTANT T o t a l  

Y e s  4 3 - 1 44 

T o t a l  76 7 38 151 956 

ACCOUNTANTS SUBJECT TO A 
QUALITY CONTROL INVESTIGATION 

ARIZONA RESIDENT 
CERTIFIED 

PUBLIC PUBLIC NON-TITLED 
ACCOUNTANT ACCOUNTANT ACCOUNTANT T o t a l  

Y e s  27 1 - 28 

T o t a l  763 38 149 950 

OUT-OF-STATE RESIDENT OUT-OF-STATE RESIDENT 
CERTIFIED CERTIFIED 

PUBLIC PUBLIC NON-TITLED 
ACCOUNTANT ACCOUNTANT ACCOUNTANT T o t a l  - 

PUBLIC PUBLIC NON-TITLED 
ACCOUNTANT ACCOUNTANT ACCOUNTANT T o t a l  

Y e s  - 1 2 3 Y e s  - - - - 

T o t a l  149 5- 2 156- T o t a l  - 148 5 2 155 



TABLE 5 OPINION OF INVESTIGATIONS 
CONDUCTED BY THE BOARD 

ARIZONA PRACTITIONER'S 
OPINION OF THE INVESTIGATION 

SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE AUDITOR GENERAL 

MARCH 1979 

PROCESS AS APPLIED TO HIS CASE 
CERTIFIED 
PUBLIC PUBLIC NON-TITLED 

ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

TABLE 6 TABULATION OF THE SIZES 
OF FIRMS WHICH EMPLOY 
ACCOUNTANTS IN PUBLIC PRACTICE 

ARIZONA ACCOUNTING 
PRACTITIONER'S 

FIRM SIZE 
CERTIFIED 
PUBLIC PUBLIC NON-TITLED 

ACCOUNTANT ACCOUNTANT ACCOUNTANT Total 

Sole 
Excellent 10 - 1 11 Practitioner 75 7 40 122 

From 
Satisfactory 18 1 - 19 2-5 Staff 138 11 86 235 

Neutral or From 
no opinion 7 - - 7 6-12 Staff 122 1 12 135 

From 
Poor 10 - - 10 13-25 Staff 63 - 1 64 

I Over 
Unacceptable 12 - - 12 25 Staff 77 - - 77 

No Answer 5 - - 5 Total 475 19 139 633 



SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE A U D I r O R  GENERAL 

MARCH 1979 

TABLE 7 AVERAGE PERCENTAGE OF TOTAL CLIENT FEES 
DERIVED FROM THE SPECIFIED SERVICE BY THE 
SIZE OF THE FIRM 

CERTIFIED PUBLIC ACCOUNTANT FIRM SIZE 
From Frorn From Over 

So le  2-5 6-12 13-25 25 Row 
P r a c t i t i o n e r  S t a f f  S t a f f  Staff Staff Total 

Audi t ing  t o  
Express Opinion 13.7 8.3 21.3 25.1 49.5 21.4 

Other Audi t ing  2.4 2.6 3.9 3.8 4.5 3.4 

Income, E s t a t e  
and G i f t  Taxes 46.7 35.0 30.1 32.1 22.5 33.2 

Other Taxes 5.1 7.8 7.0 6.6 2.4 6.1 

Accounting/ 
Bookkeeping 21.7 38.2 29.0 22.1 11.3 26.7 

Management 
S e r v i c e s  7.1 6.9 6.9 8.2 8.9 7.4 

Other 3.3 1.2 1.8 2.1 .9 1.8 

PUBLIC ACCOUNTANT FIRM SIZE 
From From From Over 

S o l e  2-5 6-12 13-25 25 Row 
P r a c t i t i o n e r  S t a f f  S t a f f  S t a f f  S t a f f  T o t a l  

Audi t ing  t o  
Express Opinion .5 1.8 - - - 1.3 

Other Audi t ing  1.2 3.2 - - - 2.4 

Income, E s t a t e  
and G i f t  Taxes 31 - 3  29.5 - - - 30.2 

Other Taxes 7.5 9.5 - - - 8.7 

Accounting/ 
Bookkeeping 59.5 52.3 - - - 55.1 

Management 
Se rv i ces  -. 3.7 - - - 2.3 

NON-TITLE ACCOUNTANT FIRM SIZE 
From From From Over 

S o l e  2-5 6-12 13-25 25 Row 
P r a c t i t i o n e r  S t a f f  S t a f f  S t a f f  S t a f f  T o t a l  

Audi t ing  t o  
Express Opinion .7 .2 - 3.0 - .3 

Other Audi t ing  - 1.4 .2 57.0 - 1.3 

Income, E s t a t e  
and G i f t  Tax 40.6 31.3 27.6 5.0 - 33.5 

Other Tax 8.2 9.1 9.2 20.0 - ' 8.9 

Accounting/ 
Bookkeeping 46.6 50.5 53.5 15.0 - 49.4 

Management 
Se rv i ces  3.1 5.7 9.0 - - 5.2 

Other .8 1.8 .5 - - 1.4 



SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE AUDITOR GENERAL 

-- MARCH 1979 

TABLE 8 AVERAGE PERCENTAGE OF TOTAL 
PROFESSIONAL FEES DERIVED FROM 
SPECIFIED CLIENTS BY FIRM SIZE 

CERTIFIED PUBLIC ACCOUNTANT FIRM SIZE 
From From From Over 

So le  2-5 6-12 13-25 25 
P r a c t i t i o n e r  Staff Staff Staff Staff 

Corporations 43.4 41.3 44.8 45.0 71.6 

Par tne r sh ips  11.8 12.6 14.0 14.4 10.0 

Sole  P r o p r i e t o r s  19.9 21.9 20.0 19.0 7.0 

Ind iv idua l s  24.9 24.2 21.2 21.6 11.4 

PUBLIC ACCOUNTANT FIRM SIZE 
From From From Over 

So le  2-5 6-12 13-25 25 
P r a c t i t i o n e r  Staff Staff Staff Staff 

Corporations 14.0 27.7 15.0 - - -. - - - - - 
Par tne r sh ips  8.0  15.2 10.0 - - 
Sole  p r o p r i e t o r s  39.9 28.2 75.0 - - 
Ind iv idua l s  38.1 28.9 - - - 

NON-TITLED ACCOUNTANT FIRM SIZE 
From From From Over 

So le  2-5 6-12 13-25 25  
P r a c t i t i o n e r  Staff Staff Staff Staff 

Corporat ions  18.4 26.6 24.5 15.0 - 
Par tne r sh ips  4.6 7.8 7.2 2.0 - 
Sole  P r o p r i e t o r s  38.3 36.1 50.8 23.0 - 
Ind iv idua l s  38.7 29.5 17.5 60.0 





SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE AUDITOR GENERAL 

MARCH 1979 

TABLE 10 AVERAGE PERCENTAGE OF INDIVIDUAL 
CLIENTS WITH SPECIFIED YEARLY 
INCOME BY FIRM SIZE 

Ind iv idua l  Ind iv idua l  
C l i e n t s  CERTIFIED PUBLIC ACCOUNTANT FIRM SIZE C l i e n t s  PUBLIC ACCOUNTANT FIRM SIZE 

From From From Over From From From Over 
Yearly So le  2-5 6-12 13-25 25 Yearly S o l e  2-5 6-12 13-25 25 
Income P r a c t i t i o n e r  Staff Staff Staff Staff Income P r a c t i t i o n e r  Staff Staff Starf ~ t a f f  

Less t han  
$ 5,000 1.7 1.3 1.9 .7 .4 

5,000 t o  
10,000 8.2 5.0 3.8 3.2 1.5 
10,000 t o  

50; 000 47.0 50.6 43.8 40.1 21.5 
50,000 t o  

100,000 12.7 16.1 27.8 35.8 38.5 
Over 

Less than 
$ 5,000 4.0 1.6 - - - 

5,000 t o  
10,000 15.1 - - ----  4.1 - 
10,000 t o  
20,000 25.1 29.0 - - - 
20,000 t o  
50.000 46.5 53.3 - - - 
50,000 t o  

100,000 8.3 9.1 - - - 
Over 

100,000 1.0 2.9 - - - 
100.0% 1oo.og - - - 

NON-TITLED ACCOUNTANT FIRM SIZE 
I n d i v i d u a l  

C l i e n t s  

From From From Over 
Yearly S o l e  2-5 6-12 13-25 25 
Income P r a c t i t i o n e r  Staff Staff Staff Staff 

Less  t han  
$ 5,000 5.6 4.7 3.6 - - 

5,000 t o  

100,000 3.3 10.8 11.2 10.0 - 
Over 



SURVEY OF THE ACCOUNTING PROFESSION 

BY THE OFFICE OF THE AUDITOR GENEHAI. 

]MARCH 1979 

TABLE 11 AVERAGE HOURLY FEES 
CHARGED FOR SPECIFIED 
SERVICE BY FIRM SIZE 

CERTIFIED PUBLIC ACCOUNTANT FIRM SIZE PUBLIC ACCOUNTANT FIRM SIZE 
From From From Over From From From Over 

Type o f  2-5 6-12 13-25 25 Type o f  2-5 6-12 13-25 25 
Serv ice  P r a c t i t i o n e r  Staff Staff Staff Staff Se rv ice  P r a c t i t i o n e r  Staff Staff Staff Staff 

A t t e s t  
Audit  Fee $28.10 $36.20 $38.20 $39.40 $44.40 
Other 
Audit  Fee 32.90 34.20 36.10 42.50 45.50 
Income, E s t a t e  
G i f t  Tax Fee 34.80 36.20 38.50 44.20 47.30 
Other 
Tax Fee 32.10 33.30 37.50 40.20 49.90 
Accounting/ 
Bookkeeping Fee 22.20 24.60 26.30 29.30 30.00 
Management 
s e r v i c e  Fee 38.00 39.00 39.20 45.90 49.80 
Other 
Fee $32.20 $33.90 $37.50 $40.60 $49.90 

A t t e s t  
Audit  Fee - $35.00 $35.00 - - - 
Other 
Audit  Fee 33.30 26.00 - - - 
Income 
Tax Fee 29.40 33.30 - - - 
Other 
Tax Fee 33.30 26.40 - - - 
Accountina/ - 
Bookkeeping Fee 26.40 18.60 $15.00 - - 
Management 
Se rv i ce  Fee 45.00 33.10 - - - 
Other 
Fee $25.00 $22.50 - - - 

NON-TITLED ACCOUNTANT FIRM SIZE 
From From From Over 

Type o f  S o l e  2-5 6-12 13-25 25 
Serv ice  P r a c t i t i o n e r  Staff Staff Staff Staff 

A t t e s t  
Audit  Fee $26.70 $27.00 - $35.00 - 
Other 
Audit  Fee 21.70 26.30 $40.00 35.00 - 
Income Tax 
Fee 23.90 28.00 35.00 4 0 . 0 0 .  - 
Other Tax 
Fee 20.20 23.60 29.40 20.00 - 
Accounting/ 
Bookkeeping Fee 19.80 20.80 30.00 20.00 - 
Management 
s e r v i c e  Fee 30.00 30.40 31.00 50.00 . .--- 
Other 
Fee $18.20 $25.10 $17.30 $75.00 - 



APPENDIX X 

CASE STUDIES OF INVESTIGATIONS 
RESOLVED BY THE STATE BOARD OF 

ACCOUNTANCY D U R I N G  1978 

The fo l lowing  appendix con ta in s  a summary o f  t h e  complaint and q u a l i t y  c o n t r o l  

i n v e s t i g a t i o n s  which were reso lved  by t h e  Board o f  Accountancy du r ing  t h e  

calendar  year  1978. A summarized ve r s ion  o f  each ca se ,  t h e  t o t a l  number of 

days expended du r ing  t h e  i n v e s t i g a t i o n ,  t h e  Board's r e s o l u t i o n  and t h e  source  

of  t h e  a l l e g e d  v i o l a t i o n  a r e  presen ted  f o r  eva lua t ion .  



CASE STUDIES OF INVESTIGATIONS 
RESOI.VED BY THE STATE BOARD OF 

ACCOUNTANCY DURING 1978 -- 

Case 
a - - Description 

1 Audit was not conducted in 
accordance with generally 
accepted auditing standards. 
Audit workpapers did not include 
sufficient evidence to support 
unqualified opinion. Assets 
were materially overstated, sig- 
nificant accounting policies 
were not disclosed and affili- 
ated party transactions were not 
disclosed. 

2 While acting as a fiduciary, 
registrant commingled trust 
money with personal finances. 
Registrant did not properly 
account for trust investments, 
receipts, disbursements and 
income taxes. 

3 Audit was not conducted in 
accordance with generally 
accepted auditing standards 
and financial statements were not 
presented in conformity with 
generally accepted accounting 
principles. Assets were materi- 
ally overstated and a state- 
ment of changes in financial 
position was not prepared. 

4 Registrant did not perform 
duties of comptroller'by not 
maintaining significant account- 
ing records. Registrant had ', 
been convicted of mail fraud, 
securities fraud, interstate 
transportation of money which 
was obtained by fraud and 
aiding and abetting. Convic- 
tions were subsequently 
overruled. 

5 Unaudited financial statements 
were not accompanied by a dis- 
claimer opinion and were not 
marked unaudited. Accounting 
records did not support finan- 
cial statements. A statement 
of changes in financial posi- 
tion was not included. 

Resolution Source 
Pub1 ic 

Total Consent Cease Filings Staff 
Time order/ and No Review or Other News - 
t o Other Desist Advisory Action Investi- Board Agency Public paper 

Process Revocation Susznsion Sanction Order Warning Taken - -- -- - - - - gator Member Referral Complaint Articles 

788 X X 



CASE STUDIES OF INVESTIGATIONS 
RESOLVED BY THE STATE BOAXI OF 

ACCOUNTANCY DURING 1978 -- 

Case 
A 

6 

Resolution Source 
Pub1 ic 

Total Consent Cease Filings Staff 
Time Order/ and No Review or Other News - 
to Other Desist Advisory Action Inves ti- Board Agency Public paper 

Description Process Revocation Suspension Sanction Order Warning Taken gator Member Referral Complaint Articles 

Audited financial statements 868 
did not include a statement of 
changes in financial position 
or the necessary footnotes 
required by generally accepted 
accounting principles. 

Audited financial statements 348 
were presented in accordance 
with generally accepted account- 
ing principles. Audit was not 
conducted in conformity with 
generally accepted auditing 
standards. Assets were materi- 
ally overstated, other deficien- 
cies existed. Intentional 
misrepresentation was not 
uncovered. 

Audit was conducted to conform 682 
with federal regulations rather 
than generally accepted account- 
ing principles. Auditors report 
should have noted the differences. 

Although audited financial state- 348 
ments contained minor deficien- 
cies, case was dropped because 
registrant entered into a consent 
agreement for another violation. 

Auditor's opinion did not include 466 
qualifications which were pre- 
sented in footnotes to financial 
statements. A statement of 
changes in financial position was 
not included and consolidated 
statements for parent and sub- 
sidiary were not presented. 

Board investigated registrant's , 378 
role in deficient audit con- 
ducted by registrant's partner. 
Investigation concluded partner 
was totally responsible. (Part- 
ner entered into a consent 
order) 



CASE STUDIES OF INVESTIGATIONS 
RESOLVED BY THE-STATE BOARD OF 

ACCOUNTANCY DURING 1978 

Resolution Source 
Public 
Filings Staff 
Review or Other News- 

Total Consent Cease 
Time order/ and No 
t o Other Desist Advisory Action 

Process Revocation Suspension Sanction Order Warning Taken 

21 7 X 

496 X 

Invest i- Board Agency Pub1 ic paper 
gator Member Referral Complaint Articles 

Case 
# - 
12 

13 

14 

Description 

Same as Case 8 

Same as Case 8 

Same as Case 8 

Same as Case 8, except that 
the opinion was modified 

Although several deficiencies 
were discovered in financial 
statements of a municipality, 
the case was dropped because 
registrant died during investi- 
gation. 

Investigator uncovered only 
minor format deficiencies on 
a municipal audit. Recommenda- 
tions were sent to the regis- 
trant. 

On municipal and educational 
audits several deviations from 
generally accepted accounting 
principles were found, includ- 
ing - combination of funds, 
inadequate notes to financial 
statements and failure to 
include a statement of changes 
in financial position. 

On a municipal audit deviations 
from generally acceptyd account- 
ing principles were as follows - 
inadequate disclosure through 
notes to financial statements. 1 

Generally accepted auditing 
standards were violated with 
respect to auditor's opinion 
which did not state responsi- 
bility for several supplemental 
schedules. 

On a municipal audit several 
deviations from generally 
accepted accounting principles 
were uncovered including - com- 
bination of funds, restrictions 
on cash remained undisclosed, 
budget information was not pre- 
sented, improper accounting for 
one fund, and inadequate foot- 
note disclosure. 



CASE STUDIES OF INVESTIGATIONS 
RESOLVED BY THE STATE BOARD OF 

ACCOUNTANCY DURING 1978 

Resolut ion  Source 
Pub l i c  

Consent Cease F i l i n g s  S t a f f  
Order/  and No Review o r  Other News - 
Other D e s i s t  Advisory Act ion I n v e s t i -  Board Agency Pub l i c  paper 

Revocation Suspens ion  Sanc t ion  Order Warning Taken g a t o r  Member R e f e r r a l  Complaint A r t i c l e s  

X X 

T o t a l  
T  ime 

t o  
Process 

46 

Case 
it - 
21 

Desc r ip t ion  

Ind iv idua l  used CPA t i t l e  be fo re  
being granted  a  l i c e n s e  by r e c i -  
p r o c i t y .  

Although a  complaint  was r ece ived  
c la iming an unl icensed i n d i v i d u a l  
was us ing  CPA t i t l e ,  t h e  com- 
p l a i n t  d i d  no t  f u r n i s h  an  add res s  
w i th  which the  v i o l a t i n g  i n d i -  
v i d u a l  could  be  reached. Board 
took no a c t i o n .  

R e g i s t r a n t  v i o l a t e d  g e n e r a l l y  
accepted  a u d i t i n g  s t anda rds  and 
account ing p r i n c i p l e s  by p re sen t -  
ing  aud i t ed  s t a t emen t s  on cash  
b a s i s  which d i d  n o t  i nc lude  f o o t -  
n o t e  d i s c l o s u r e s  and d i d  no t  con- 
t a i n  a  q u a l i f i e d  opinion.  

Adve r t i s ing  complain t ,  Board has 
no j u r i s d i c t i o n  over  a d v e r t i s i n g  
complain ts .  

C l i e n t  claimed a u d i t o r  was d i s -  
c l o s i n g  a  personnel  ma t t e r  and 
con t ingen t  l i a b i l i t y  t o  damage 
pe r sona l  i n t e g r i t y  of c l i e n t .  
Board r u l e d  t h a t  they had no 
j u r i s d i c t i o n .  

A newspaper mis takenly  r e f e r r e d  
t o  person a s  a  CPA i n  an a r t i c l e .  
Seve ra l  Cl'As complained and news- 
paper publ ished mis take  in  subse-  
quent paper.  

Adve r t i s ing  complain t ,  no b a s i s  
f o r  a c t i o n .  

28 R e g i s t r a n t  d i d  no t  adhere  t o  323  
g e n e r a l l y  accepted  a u d i t i n g  
s t anda rds  o r  account ing p r in -  
c i p l e s  by not  i nc lud ing  no te s  
t o  f i n a n c i a l  s ta tements  and no t  
marking s t a t emen t s  unaudited.  

29 Use oE PA t i t l e  wi thout  being 
l i c e n s e d ,  person agreed not  t o  
use  t i t l e .  



CASE STUDIES OF INVESTIGATIONS 
RESOLVED BY THE STATE BOARD OF 

ACCOUNTANCY DURING 1978 

Resolut ion  Source 

Pub l i c  
T o t a l  Consent Cease F i l i n g s  S t a f f  
Time Order/  and No Review o r  Other News- 
t o  Other D e s i s t  Advisory Act i on  Inves t  i- Board Agency Publ ic  paper 

Desc r ip t ion  Process  Revocation Suspension Sanc t ion  Order Warning Taken g a t o r  Member R e f e r r a l  Complaint A r t i c l e s  
Case 

3 0 Board d i d  no t  uncover any v i o l a -  245 
t i o n s  on a n  educat ion  a u d i t .  

Board d iscovered on ly  minor e r r o r s  273 
on an  educat ion  a u d i t .  Dis- 
c o v e r i e s  were forwarded t o  t h e  
a u d i t o r  f o r  informat ive  purposes.  

Use of CPA t i t l e  w i thou t  be ing 91 
l i c e n s e d ,  i nd iv idua l  agreed n o t  
t o  u se  t i t l e .  

Alleged subs tandard  r e p o r t i n g  by 3 9 
a  nonl icensed account ing e n t i t y .  
Board has no j u r i s d i c t i o n  over  
un l i censed  e n t i t i e s .  

Al leged e t h i c s  v i o l a t i o n .  CPA 42 
was ope ra t ing  ou t  o f  t h e  same 
o f f i c e  a s  a  nonl icensed person. 
Board r u l e d  no v i o l a t i o n  occurred .  

C l i e n t  f i l e d  complaint  a g a i n s t  273 
CPA when a  refund check paid by 
CPA d i d  no t  have s u f f i c i e n t  funds.  
CPA l a t e r  pa id  i n  f u l l .  

CPA was holding r eco rds  i n  l i e u  68 
of a  f e e .  Records were r e tu rned .  

On a  r o u t i n e  account ing engage- 110 
ment, CPAs d i d  n o t  uncover 
embezzlement. Board r u l e d  no 
j u r i s d i c t i o n  because a u d i t  s t e p s  
were n o t  performed. 

Only minor d e f i c i e n c i e s  were 130 
uncovered i n  a n  i n v e s t i g a t i o n  of 
a  munic ipal  a u d i t .  D i scove r i e s  
were forwarded t o  a u d i t o r s .  

During i n v e s t i g a t i o n  of munici- 1 
pa l  a u d i t ,  t h e  a u d i t o r  d i ed  
caus ing t h e  Board t o  drop t h e  
case .  

The municipal a u d i t  was no t  1 
reviewed because r e g i s t r a n t s  
were censured i n  ano the r  i n v e s t i -  
g a t i o n .  



CASE STUDIES OF INVESTIGATIONS 
RESOLVED BY THE STATE BOARD OF 

ACCOUNTANCY DURING 1978 

Reso lu t ion  Source 

Pub1 i c  
T o t a l  Consent Cease F i l i n g s  S t a f f  
Time Order/  and No Review o r  Other News- 

t o  Other D e s i s t  Advisory Act ion Inves t i-  Board Agency Pub l i c  paper 
Process Revocation Suspension Sanc t ion  Order Warning Taken g a t o r  Member R e f e r r a l  Complaint A r t i c l e s  

Case 
I Desc r ip t ion  

C l i e n t  claimed r e g i s t r a n t  could 
have prepared a  t a x  r e t u r n  i n  
a  more advantageous manner wh i l e  
remaining wi th in  t h e  law. Board 
r u l e d  no b a s i s  f o r  a c t i o n .  

Board found no d e f i c i e n c i e s  on 
municipal a u d i t  i n v e s t i g a t i o n .  

Same a s  Case 42 (Seven cases )  

I l l e g a l  use  of PA des igna t ion  - 
i nd iv idua l  agreed not  t o  u se  
PA t i t l e .  

Newspaper a r t i c l e  r e f e r r e d  t o  
i n d i v i d u a l  a s  a  CPA. The person 
was no t  l i censed  i n  Arizona,  but  
was i n  another  s t a t e .  Board 
determined t h a t  a  v i o l a t i o n  d i d  
n o t  occur .  

Board uncovered no v i o l a t i o n s  on 
a  municipal a u d i t  i n v e s t i g a t i o n .  

Board found reason t o  b e l i e v e  a  
PA r e g i s t r a n t  was chea t ing  on t h e  
May 1978 CPA exam. The c a s e  was 
dropped when r e g i s t r a n t  l e f t  t h e  
s t a t e .  

C l i e n t  complained CPA was charg- 
i n g  too  much on a  t a x  engagement. 
Board does not  media te  f e e  d i s -  
putes .  

A  c l i e n t  brought charges  of 
a l l e g e d  a u d i t  d e f i c i e n c i e s  
a g a i n s t  t h e  CPA. The c l i e n t  
subsequent ly  dropped the  com- 
p l a i n t  and paid t h e  CPA. Board 
found no d e f i c i e n c i e s  dur ing 
i n v e s t i g a t i o n .  



CASE STIJDIES OF INVESTIGATIONS 
RESOLVED BY THE STATE BOARD OF 

ACCOUNTANCY D U R I N G  1978 

Resolut ion  Source 

Pub l i c  
T o t a l  Consent Cease F i l i n g s  S t a f f  
Time Order/  and Other News - No Review o r  

Case t o  Other D e s i s t  Advisory Act ion I n v e s t i -  Board Agency Publ ic  paper 
{I Desc r ip t ion  Process Revocation Suspension Sanc t ion  Order Warning Taken g a t o r  Member R e f e r r a l  Complaint A r t i c l e s  

56 A complaint  a g a i n s t  a r e g i s t r a n t  6  8  
was received by t h e  Board and by 
s e v e r a l  o t h e r  agenc ie s ,  i nc lud ing  
t h e  At torney General .  Board d e t e r -  
mined t h e  complaint  was a  c i v i l  
ma t t e r  and should be p rope r ly  
handled by one of t h e  o t h e r  agencies .  
Complaint involved r e g i s t r a n t ' s  
personnel  p o l i c i e s .  

57 A c l i e n t  brought charges  a g a i n s t  6  7  
t h e  CPA f o r  n o t  paying an i n t e r e s t  
f e e  on a  l a t e  t a x  f i l i n g .  The 
Board ru l ed  t h a t  t h e  complaint  was 
a  f e e  d i s p u t e  even though many 
CPAs w i l l  pay i n t e r e s t  and pena l ty  
f e e s .  

58 A c r e d i t o r  of a  CPA brought charges  1 4  
a g a i n s t  t h e  CPA f o r  n o t  paying t h e  
f u l l  amount owed. The Board r u l e d  
t h a t  they have no j u r i s d i c t i o n  

3;: over  f e e  squabbles o r  r e g i s t r a n t s '  
m deb t .  

59 A nonl icensed person was us ing  t h e  11 
CPA t i t l e .  The person agreed n o t  
t o  u se  t i t l e .  

60 Board considered  a n  e d u c a t i o n a u d i t  1 
which was performed by ' a n  u n l i -  
censed account ing f i rm.  Board has  
no j u r i s d i c t i o n  over  unl icensed ; 
accoun tan t s .  

TOTAL 



APPENDIX X I  

COMMENTS RECEIVED FROM A 
CERTIFIED PUBLIC ACCOUNTANT 

REGARDING THE EXTENT AND SCOPE 
OF THE BOARD'S QUALITY REVIEW PROGRAM. 

''1 encouraged t h e  Board t o  g e t  tougher ,  but  I am now 
concerned t h a t  i n f r a c t i o n s  a r e  caus ing  extremely s e v e r e  
p e n a l t i e s  f o r  t h e  sake  of p u b l i c i t y  and t o  prove t h e  needf 
f o r  t h e  Board. The p e n a l t i e s  a r e  being a s se s sed  a g a i n s t  a 
very l i m i t e d  popula t ion  ( t h o s e  f i rms  and i n d i v i d u a l s  
submi t t ing  s t a t emen t s  o r  r e p o r t s  t o  S t a t e  Agencies).  The 
press  r e l e a s e s  a r e  d i s t o r t e d  and cause much damage t o  
t hose  s u b j e c t  t o  Board a c t i o n .  We i n  t h e  profess ion  a r e  
not  t o l d  what caused t h e  p e n a l t i e s  s o  w e  a r e  no t  being 
educated a s  t o  p o t e n t i a l  p i t f a l l s .  I n s t e a d ,  we a r e  
t h r ea t ened  and in t imida t ed  t o  t h e  p o i n t  t h a t  I am not  
accep t ing  engagements t h a t  r e q u i r e  r e p o r t s  t o  be f i l e d  
with a  S t a t e  Agency. My cont inu ing  educa t ion  and q u a l i t y  
c o n t r o l  e f f o r t s  a r e  a s  good o r  b e t t e r  t han  most f i rms  and 
much b e t t e r  than  most s o l e  p r a c t i t i o n e r s ,  bu t  I r e f u s e  t o  
s u b j e c t  myself t o  p o t e n t i a l  bad p u b l i c i t y  and damage t o  my 
ca ree r  simply because t h e  Board is  t r y i n g  t o  j u s t i f y  its 
ex i s t ence  t o  t h e  L e g i s l a t u r e  and seeking  t o  i n t i m i d a t e  t h e  
small  f i rms .  

Now t h a t  t h e  p ro fe s s ion  i s  aware o f  t h e  Board's power ( o r  
a t  l e a s t  t h e  power of  t h e  Attorney Genera l ' s  O f f i c e )  why 
doesn ' t  t h e  Board s t a r t  holding seminars  where r e p o r t i n g  
e r r o r s ,  e t c .  which l e t  t o  t h e  va r ious  consent  o r d e r s  may be 
exposed (concea l ing  names of  CPAs and c l i e n t s )  s o  t h a t  w e  
may l e a r n  from t h e  e r r o r s .  Also, t h e  Board should l i m i t  
news r e l e a s e s  ( p r e f e r a b l y  e l i m i n a t e  them) 
s o  t h a t  d i s t o r t i o n s ,  h a l f  t r u t h s ,  and only  one s i d e  o f  t h e  
s t o r y  are prevented. 

I n  conclusion,  I do not  be l i eve  you can upgrade t h e  p u b l i c  
account ing p ro fe s s ion  through i n t i m i d a t i o n  o r  even 
l e g i s l a t i o n .  It must be by an  aware and concerned body o f  
p ro fe s s iona l s  who keep c u r r e n t  and i n s i s t  on improving 
t h e i r  p rofess ion .  Legal a c t i o n  should be l i m i t e d  t o  
c r imina l  a c t i v i t i e s  such a s  f r aud ,  conspi racy  t o  def raud ,  
embezzlement, e t c .  and t h e  board should r e g u l a t e  by 
educa t ing  those  whom they  f i n d  l a c k i n g  i n  p ro fe s s iona l  
knowledge." 



A P P E N D I X  X I 1  

M E M O  May 25, 1979 

TO: Douglas R. Norton, Auditor General 

FROM: Arizona Legislative Council 

R E: Request for Research and Statutory Interpretation (0-79-4 1) 

This is in response t o  a request made on your behalf by Gerald A. Silva in a memo 
dated May 8, 1979. 

FACT SITUATION: 

The board of accountancy regularly scrutinizes, through i t s  quality review program, 
audits and financial s ta tements  filed with public agencies. The board's investigator, when 
conducting a quality review, compares t he  filings t o  a preliminary review checklist 
containing the  basic elements of generally accepted auditing standards and accounting 
principles. The investigator reports any exceptions from these standards and principles t o  
t he  board for i t s  consideration and action. However, t h e  program provides for  a review of 
only a portion of the  work performed by accountants certified and registered with t he  
board. The members of t h e  board believe that ,  without a complaint, audits and financial 
s ta tements  used by private ent i t ies  a r e  not  accessible t o  t he  board for i ts  quality review 
program and tha t  due t o  this inaccessibility substandard work may go undetected, causing 
financial harm t o  members of t h e  public. The basis for t he  board's belief is Arizona 
Revised Statutes  section 32-744, which states: 

All statements,  schedules, working papers and memoranda made by a 
certified public accountant o r  public accountant incident t o  or in the  course 
of professional service t o  clients, except reports submitted to  a client, shall 
be and remain t h e  property of t he  certified public accountant or public 
accountant, in t he  absence of an express agreement  between the  certified 
public accountant o r  public accountant and the  client t o  the  contrary. 

QUEST10 NS PRESENTED: 

1. Based on legal precedent,  is t h e  Board cor rec t  in i t s  understanding tha t  audits, 
financial s ta tements  and working papers supporting them a r e  not accessible for  purposes 
of quality review as now conducted with public filings? 

2. If, instead of quality review as now conducted, mandatory peer review were 
implemented, would t he  exceptions noted in t h e  review be  accessible t o  t h e  Board for 
possible disciplinary action? 



ANSWERS: 

1. No. 

2. Yes. 

1. Arizona Revised S ta tu tes  section 32-744, set for th  above, is a res ta tement  of 
the  general rule regarding an accountant's right t o  retain cer ta in  data. 

Working papers, drafts, notes, calculations, and typed final accounts brought 
into being by an accountant in t h e  course of auditing a client's account and 
ascertaining i t s  t ax  liability, have been held t o  be  t he  property of t h e  
accountant and a proper subject of an order against such accountant for  
their production in an action t o  which t h e  accountant is a par ty... However, 
correspondence conducted by an accountant as agent  for a client for  t h e  
purpose of sett l ing a t a x  liability has  been held t o  be  t h e  property of t h e  
client. (1 AM. JUR. 2d Accountants section 12 (1962).) 

Based upon the  above ci ted summation of t he  law, t h e  board has  correctly 
concluded that  audits, financial s ta tements  and working papers supporting t h e  audits and 
financial s ta tements  a re  t he  property of private concerns, such a s  lending institutions and 
other corporations. However, t h e  right of access  by the  board t o  this mater ia l  may only 
be  ascertained by an examination of t h e  board's regulatory powers and the 
accoun tan t-client privilege. 

There was no accountant or accountant-client privilege at common law. "Absent a 
s ta tu te  specifically denominating accountant-client transactions as privileged, no 
privilege at taches t o  such transactions." 8 Wigmore, Evidence section 2286 (McNaughton 
rev. 1961). 

Arizona Revised S ta tu tes  section 32-749, as amended by Laws 1979, chapter  109, 
section 13, provides: 

Certified public accountants and public accountants practicing in this 
state shall no t  be required t o  divulge, nor shall they voluntarily divulge 
information which they have received by reason of t he  confidential nature  
of their employment. Information derived from or a s  a result of such 
professional source shall b e  deemed confidential, but this section shall no t  
be construed as modifying, changing or affecting the  criminal or bankruptcy 
laws of this s t a t e  or  t he  United States,  nor shall i t  be  construed to  limit t h e  
authority of this s t a t e  or any agency of this s t a t e  t o  subpoena and use such 
information in connection with any investigation, public hearing or other  
proceeding. 

This s ta tu te  may be  construed as creat ing both an accountant privilege and an 
accountant-client privilege. See Ernst & Emst  v. Underwriters Nat. Assur., 381 N.E. 2d 
897 (1978), (Indiana accountant-client privilege statute); Ash v. H.G. Rei ter  Company, 78 
N.M. 194, 429 P.2d 653 (1967), (separate New Mexico accountant and accountant-client 
privilege - statutes); Dorfman -v, ~ o m b s ,  218 F. Supp. 905 (1963), (Illinois accountant 
privilege statute); and Falsone v. United States,  205 F. 2d 734 (1953), cer t .  denied (19531, 



346 U.S. 864, 74 S.Ct. 103, (Florida accountant-client privilege statute).  (However, 
because of t he  limited applicability of the  s ta tute ,  which will be  discussed further,  no 
determination need be  made as t o  what privileges a r e  created.) 

In the absence of statutory language t o  t h e  contrary,  accountants or clients could 
asser t  their privileges and deny t h e  board access to  audits, financial s ta tements  and 
working papers supporting the  audits and financial statements.  However, both ca se  law 
and Arizona Revised Statutes  Title 32, chapter 6 authorize t h e  board t o  conduct a quality 
review of work performed by al l  accountants cer t i f ied and registered with t h e  board and, 
if necessary, to  subpoena information such a s  audits and financial statements.  

The privileges created by Arizona Revised Statutes  section 32-749 a r e  specifically 
limited by tha t  section, which provides t ha t  i t  shall no t  "...be construed to  limit t he  
authority of this state or any agency of this state t o  subpoena and use such information in 
connection with any investigation, public hearing or other  proceeding." 

In addition, Arizona Revised Statutes  Title 32, chapter  6 provides for the  
regulation of certified public accountants and public accountants and grants t h e  board of 
accountancy broad powers t o  administer t h e  provisions of t h a t  chapter  and 
"...prescribe...rules of conduct appropriate t o  establish and maintain a high standard of 
integrity and dignity in public accounting." Arizona Revised S ta tu tes  section 32-703. 

In Atchison, T. & S.F. Ry. Co. v. Kansas C o m b  on Civil Rights, 215 Kan. 911, 529 
P.2d 666 (1974). t he  court  addressed t h e  scooe of t h e  investieratorv Dowers of t h e  Kansas " a I 

Commission on c i v i l  Rights. The cour t  note& 

" l ; i 7 n v e ~ t i ~ a t i o n ~ ~  is appropriately used with regard t o  nonjudicial 
functions of an administrative agency and t h e  seeking of information for  
future use rather  than proceedings in which action is taken against someone. 
(Citations omitted.) An "investigation" is nonadversary and contemplates a 
procedure much less formal  and more flexible than applies even to  an 
administrative hearing. 529 P.2d a t  673. 

The court  specifically recognized t h a t  t h e  commission was It. . . granted broad powers of 
investigation even though a -- formal complaint is not  filed." 529 P.2d a t  672. --- 

To summarize, any accountant  or accountant-client privilege which exists in 
Arizona is limited by the state 's  authority t o  subpoena information in connection with any 
investigation, hearing or other proceeding. The board of accountancy is authorized 
pursuant t o  Arizona Revised Statutes  Title 32, chapter  6 t o  conduct a quality review 
program of t h e  work of all accountants certified and registered with it. In t h e  absence of 
voluntary production of audits, financial s ta tements  and working papers for t h e  board's 
review, the board could init iate proceedings and compel t h e  production of t h e  i tems by 
subpoena (Arizona Revised S ta tu tes  section 32-743). The only privilege t ha t  could then be 
asserted by an accountant or a client would be  t h e  privilege against self-incrimination 
(U.S. CONST. amend. V; and Ariz. Const. ar t .  2, section 10). 

2. Any exceptions from t h e  generally accepted auditing standards and accounting 
D principles noted during a mandatory peer review program implemented by the  board of 

accountancy would be  accessible t o  t h e  board for i t s  consideration and action a s  discussed 
above. 



CONCLUSIONS: 

1. Audits, f inancial  s t a t e m e n t s  and working papers  supporting t h e  audi ts  and 
financial s t a tements  made  by any accountant  ce r t i f i ed  and registered with t h e  board a r e  
accessible t o  t h e  board for  t h e  purpose of conducting a quality review of t h e  accountant 's  
work. 

You may wish t o  recommend t h a t  t h e  s t a t u t e s  b e  amended to  provide immunity t o  
t h e  board of accountancy,  its members  or employees for  any act ion taken by t h e m  in good 
fa i th  pursuant t o  a quali ty review. In addition, for t h e  protection of t h e  cl ient ,  t h e  board, 
i t s  members or  employees should be  prohibited f r o m  disclosing any information obtained 
a s  a result  of a quality review e x c e p t  pursuant t o  a hearing as provided in Arizona Revised 
Sta tutes ,  Ti t le  32, c h a p t e r  6 .  

2. Any exceptions f r o m  t h e  generally accep ted  audit ing s tandards  and  accounting 
principles noted during a quali ty review pursuant t o  a mandatory peer review program 
would b e  accessible t o  t h e  board for possible disciplinary action. 

cc: Gerald A. Silva 
Performance Audit Manager 
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\ t t r t r l ~ c ~ r  05c11cri t l  c 3 

STATE CAPITOL 

~ l 1 o c n i x ,  e \ r i z n ~ ~ n  851107 

Flay 24 , 19 79 

Mr. Ron Trasente, Assistant Director 
Administrative Services Division 
Arizona Department of Transportation 
206 South 17th Avenue 
Phoenix, Arizona 85007 

Re: 179-140 (R77-373) 

Dear Fir. Trasente: 

Your predecessor in office requested an opinion regarding 
disclosure by the Department of Transportation to the State 
Board of Accountancy of financial statements filed by con- 
tractors as part of the prequalification procedures for bidding 
on state highway con'struction contracts. According to his 

D letter, the objective of such disclosure to the Accountancy 

r' 
Board is to enable the Board to review the financial statements 
to assist in the Board's policing of the accountancy profes- 
sion and to determine if the state is being afforded adequate 
information upon which to rely in the prequalification proce- 
dures. The financial statements are filed by contractors seek- 

D ing prequalif ication pursuant to A.C.R.R. ~17-3-04. Part 7 of 
that rule provides: 

Prequalification files will be considered as strictly 
confidential in nature. The files will be available only 
to the following parties: 

1. Members of the Board. 

2. The Director, Arizona Department of Trans-, 
portation, and his bonded agents. 

3. The members of the Transportation Board. 

4. The Division Engineer of the Federal Highway 
Administration or his authorize2 representatives. 

5. Agents of Surety, upon presentation of 
Application for Bond duly signed by an authorized party of 
the contracting firm when ~pplication for Bond contains a 
clause granting Surety full access to such information. 



CIr. Ron Trasente 
Flay 24 , 1379 
Page 2 

'.& a 
Your specific questions and our discussion follow. 

1. Are prequalification financial statements filed 
with this Department pursuant to the Board's rule alluded 
to above public records which must be made available to the 
puhlic upon request? 

A.R.S. § 39-121 provides: 

Public records and other matters in the office of any 
officer at all times during office hours shall be open to 
inspection by any person. 

A statutory definition of the "public records and other matters" 
which A.R.S. S 39-121 requires to be open to public inspection 
is not provided. We must resort, therefore, to case law 
definitions of "public records and other matters" to determine 
t5e availability of prequalification financial statements for 
inspection. 

The records to be-disclosed under A.R.S. § 39-121 are those 
made by puhlic officers in pursuance of a duty: records required 
by law to be kept: records necessary to the discharge of a pub- 
lic officer's duty; and include writings coming into the hands 
of public officials in connection with their public duties. 
Mzthews v. Pvle, 75 Ariz. 76, 251 P.2d 893 (1953); MacEvan v. 
Holm, 226. Or. 27, 359 P.2d 413 (1961); Atty Gen.0~. No. 76-43. 

It appears to us that the financial statements submitted by 
contractors pursuant to A.C.R.R. R17-3-04 seeking prequalifica- 
tion for public contracts are clearly received by the Depart- 
ment of Transportation in connection with its public Euty to 
evaluate bids and award contracts for highway construction. We 
t3crefore conclude that the financial statements submitted by 
contractors fall within the scope of "public records and other 
matters" under A.R.S. § 39-121; however, because part 7 of Rule 
R17-3-04 provides that prequalification files will be consid- 
cred "strictly confidential in nature" and will be avaixable 
o?!y  to certain named persons not including the Accountancy 
Board, we must consider whether this declaration of confiden- ' 

tiality by the Dep~rtnent of Transportation is a permissible 
exceptinn to the public disclosure otherwise mandated by A.R.S. 
§ 39-121. 



Mr. Ron Trasente 
May 24, 1979 
P a g e  3 

In hiathews v. Pyle, the Arizona Supreme Court held that a 
public official may deny public access to a document that falls 
wit!>in the category of "other matters" as distinguished from 
"public records" in the strict meaning of that term1 if in 
tllc official's judgmcnt the document contains matters that are 
confi2ential or of such a nature that disclosure would be 
detrimental to the interests of the state. Id., 75 Ariz. at 
81. The official's judgment, however, is subject to judicial 
r e v i e w .  Mathews v. Pvle, A.R.S. 39-121.02. No statute makes 
the prequalification files confidential, therefore, the 
Department of Transportation m u s t  be prepared to articulate to 
a reviewing court that the prequalification files are "other 
matters" which public policy demands be treated as confiden- 
tial. This office repeatedly has advised that any doubts in 
such a determination of confidentiality should be resolved in 
favor of public disclosure. Atty.Gen.0~. No. 76-293, October 
13, 1976; Atty.Gen..Op. No. 76-33, February 13, 1976. 

A.C.R.R. R17-3-04, part 7, indicates that the Department of 
Transportation has determined that it wo111d be detrimental to 
the interests of the'state to disclose the contents of such 
filcs, including the financial statements contained therein. 

m 
J 

1. In Mathews v. Pvle, the court said: 

A public record is defined as follows: "A public 
rccord, strictly speaking, i s  one made by a public officer 
in pursuance of a duty, the immediate purpose of which is 
to disseminate information to the public, or to serve as a 
memorial of official transactions for public reference." 
[Citations omitted.] Also a record is a "public record" 
which is required by law to be kept, or necessary to be 
kept in the discharge of a duty imposed by law or directed 
by law to serve as a memorial and evidence of sonething 
written, said or done. 

75 Ariz. at 78. 



Mr. Ron Trasente 
May 24, 1979 
Page 4 

This interpretation of the rule is necessary to avoid conclud- 
ing thlt the rule is contrary to A.R.S. § 39-121 and t!~creforc 
invalid.2 As the matter now stands, therefore, we can con- 
cluclc that the financial statem~nts Eiled by contractors pur- 
suant to A.C.R.R. R17-3-04 are confidential and are not required 
to be disclosed by A.R.S. 5 39-121.3 

2. If the prequalification financial statements arc 
not ptlblic records, is there any legal means by which 
copies can be made available to the staff of the 
Accountancy Board without subjecting this Department or its 
officers or employees to the threat of legal liabilities? 

This question is answered by A.C.R.R. R17-3-04, part 7. 
That section indicates that disclosure will be made to the per- 
sons indicated in the rule, and the Accountancy Board is not 
listed as one of those to whom disclosure may be made. 

It is axiomatic that an agency must observe its own rulcs 
2nd  regulations. Duly promulgated rules have the effect of 
l a w ,  are binding on the agency which promulgated them and must 
be followed so long as they are in force and effect. Tucson 
\$zrehouse and Transfer Co. v. Al's Transfer, Inc., 77 Ariz. - 

a 
3237271 P.2d 477 (1954): Civil Service of Citv of Phoeni:~ v .  

J 

J 

Warrcn, p --- 74 Ariz. 88, 244 P.2d 1157 (1952). We therefore con- 
cludc that, so long as A.C.R.R. R17-3-04 is effective in its 
present form, t.he Department of Transportation cannot volun- 
tarily disclose the contents of a contractor's prequalification 
file to any person not indicated in part 7 of that rule. 

2. This opinion is based on the assumption that A.C.R.R. 
R17-3-04 has been validly promulgated in accordance with A.R.S. 
5 5  41-1001 et seq. and its predecessors. We note, however, 
that the substantive provisions of the prequalification 
~cquiremcnts do not appear in the Secretary of State's conpila- 
tion of A.C.R.R. Rl7-3-04, and suggest that you notify the 
Secretary of Statc regarding this circumstance. 

3. We must emphasize that this conclusion is based  upon 
o ~ i r  assumption that it is in the State's interest to maintain 
thcsc files as cnnf idcntial. 



Mr. Ron Trasente 
:.lay 24 , 1973 
Page 5 

In view of the conclusions reached in response to your 
first and second questions, we deem it unnecessary to address 
your third and fourth questions. However, in view of your 
indication that you would like to cooperate with the State 

B 
U o ~ r d  of Accountarlcy, we suggest that you consider amending t h e  
rule. This option seems particularly appropriate in view of 
both the strong public policy supporting disclosure under 
A.R.S. § 39-121 and in view of the fact that the State Board of 
Accountancy is not directly concerned with the contractor's 
business affairs but, rather, is simply trying to police the 
accountancy profession by examining the statements prepared by 
the accountant for compliance with professional standards. 4 

Sincerely, 

BOB CORBIN 
Attorney General 

.I' 

4. We express no opinion upon-the applicability of A . R . S .  
S 32-749, declaring as confidential such information as is 
receivcd hy certified public accountants or public accountants 
as  a result of their retention by a client. That issue is a 
subject which is more appropriately considered by the State 
Board of Accountancy. 



A P P E N D I X  XIV 

May 15, 1979 

TO: Douglas R. Norton, Auditor General 

FROM: Arizona Legislative Council 

R E: Request for Research and Statutory Interpretation (0-79-35) 

This is in response t o  a request submitted on your behalf by Gerald A. Silva in a 
memo dated April 27, 1979. 

GIVEN FACT SITUATION: 

Under the Equal Employment Opportunity Commission regulations, s t a t e  licensing 
authorities must use validated procedures in their  selection processes. 

QUESTIONS PRESENTED: 

(1) What consequences might arise if a state licensing board's selection procedures, 
such as professional entrance exams, a r e  not validated? 

(2) Could a selection procedure be  declared unusable if i t  has not been validated? 

ANSWERS: 

(1)  Since the  EEOC could not, under any conceivable interpretation of existing 
federal regulations, require such exams t o  be  validated absent  a finding of discriminatory 
adverse impact, no specific consequences can presently be  anticipated. 

(2) Since the  extent  of t he  EEOCts authority over state licensing and certification 
functions is unclear, t h e  EEOC1s authority t o  declare such selection procedures unusable 
under any circumstances is also subject t o  dispute. 

The Equal Employment Opportunity Commission (hereinafter EEOC), together with 
the  U.S. Civil Service Commission (now t h e  Office of Personnel Management), t h e  U.S. 
Department of Justice and the  U.S. Department of Labor, promulgated a set of federal 
regulations known as t h e  Uniform Guidelines on Employee Selection Procedures in t he  
Federal Register, Volume 43, No. 166, pp. 38290 et seq. (effect ive September 25, 1978). 
These guidelines were developed by t h e  EEOC in t h e  enforcement  of Title VII of t h e  Civil 
Rights Act of 1964, a s  amended. The three  other  federal  agencies which joined with the  
EEOC in promulgating these guidelines also ac ted  under t h e  authority of Title VII as well 
as various related federal  acts, regulations and execut ive orders. In Title VII, Congress 
authorized t h e  If. . . use of any professionally developed ability test provided tha t  such 
tes t ,  its administration or action upon t h e  results is not designed, intended or used t o  
discriminateH. (See Section 703(h) 42 U.S.C. 2000 e(2)(h).) 

The Uniform Guidelines were developed primarily in response t o  continuing 
disputes as t o  what constituted federal law in this area. The guidelines a r e  based on the  
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premise t h a t  employer policies or  pract ices  which have a n  "adverse impact"  on 
employment opportunities of any race ,  sex or  e thn ic  group a r e  illegal unless justified by 
business necessity. This general  principle was adapted unanimously by t h e  U.S. Supreme - 
Court  in Griggs v. Duke Power  Company, 401 U.S. 424 (1974) and ra t i f ied  by Congress in 

a 
t h e  passage of the Equal Employment Opportunity A c t  of 1972 which amended Ti t l e  VII of 
t h e  Civil Rights Act of 1964. 

According t o  t h e  Uniform Guidelines, "adverse impact" on equal e m p l o y ~ e n t  
opportunities means a substantial ly di f ferent  r a t e  of selection in hiring, promotion o r  
o the r  employment decision which works t o  t h e  disadvantage of members  of a race ,  sex  or  
e thnic  group. While t h e r e  is no  specif ic  definition as to what const i tu tes  a substantial ly 
di f ferent  r a t e  of selection, t h e  federal  agencies issuing t h e  Uniform Guidelines agreed  t o  
an  informal "rule of thumb" known as t h e  4 1 5 t h ~  rule. Under th is  rule, t h e  agencies  
agreed t o  generally consider a select ion r a t e  for  any race ,  sex o r  e thn ic  group which was 
less than 4 1 5 t h ~  or 80  p e r c e n t  of t h e  selection r a t e  for  t h e  group with t h e  highest 
selection r a t e  as  a substantial ly di f ferent  r a t e  of selection. If adverse  impac t  is found t o  
exist  under this rule of thumb, it must  be  justified. Such justification can, under t h e  
guidelines, c o m e  only by means  of s o m e  type of validation test which demonstra tes  t h e  
relationship between t h e  se lect ion procedure or t e s t  uti l ized and performance on t h e  job. 
I t  should be  emphasized t h a t  t h e  Uniform Guidelines specifically do not  require t h a t  any 
selection procedure o r  process  b e  subject  t o  validation - until a finding of adverse  impac t  
has been made. 

Section 2B of t h e  Uniform Guidelines provides t h a t  these  federa l  regulations apply 
t o  t e s t s  and other selection procedures used as a basis in any employment  decision. (See 
Federal  Register, Volume 43, No. 166, at p. 38296.) Employment decisions a r e  designated 
by t h e  Uniform Guidelines t o  include licensing and cer t i f ica t ion functions t o  t h e  e x t e n t  
t h a t  such functions may b e  covered under federal  equal opportunity law. The Uniform 
Guidelines do not specify t h e  e x t e n t  of such coverage. 

In March 1979, t h e  EEOC and t h e  t h r e e  agencies which promulgated t h e  Uniform 
Guidelines issued what purpor ted t o  be  a clarification. (See Federal  Register, Volume 44, 
No. 43, pp. 11996 et seq.) In th is  clarif ication,  t h e  issuing agencies  determined t h a t  t h e  
Uniform Guidelines applied t o  t h e  licensing and cer t i f ica t ion functions of s t a t e  and  local 
governments t o  the  e x t e n t  such functions were  covered by federa l  law. Again, however, 
t h e  extent  t o  which such functions were  covered under federal  law was not specified. The 
federal  agencies have t aken  t h e  position t h a t  at leas t  some types  of licensing and 
cert if ication procedures which deny persons access  t o  employment  opportunity may b e  
enjoined in an  action brought pursuant t o  Section 707 of t h e  Civil  Rights Act of 1964, as 
amended. There is a body of case law contradic t ing t h e  federal  position. 

In Woodard v. Virginia Board of Bar Examiners, et al., 420 F. Supp. 211 (19761, a 
black law school graduate  who failed t o  pass t h e  Virginia bar examination brought a class 
act ion alleging that t h e  test was s t ruc tu red  in a racially discriminatory fashion t o  deny 
black applicants an equal opportunity t o  p rac t i ce  law in Virginia. -In holding agains t  t h e  
plaintiff's use of Ti t le  VII t o  challenge t h e  bar exam,  t h e  c o u r t  found t h a t  EEOC 
guidelines were  not applicable t o  professional licensing examinations. The following 
portion of t h e  Woodard opinion is di rect ly  on point: 

This C o u r t  is satisfied t h a t  t h e  principles of test 
validation developed under Tit le VII do not  apply t o  

-2- 
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professional licensing examinations. The EEOC guidelines in 
this a r e a  were  developed in t he  context of t radi t ional  
employment practices. See generally, Albemarle Paper Co. v. 

422 U.S. 405, 425-35, 95  S.Ct. 2362, 45 L.Ed.2d 280 
1975 ; Griggs v. Duke Power Co., 401 U.S. 424, 433-36, 91 e 

S.Ct. 849, 28 L.Ed.2d 158 (1971). See also 29 C.F.R. Section 
1607 et seq. The employment t es t s  utilized in t h e  industrial 
se t t ing a r e  designed t o  measure an  individual's abil i ty t o  
perform cer ta in  l imited functions or opera te  par t icular  
machinery. The bar  examination, however, serves  a much 
broader purpose. A licensed a t torney is presumed competen t  
t o  handle any of a number of substantively divergent legal 
problems which may f a c e  his or her clients. Successful 
passage of t h e  bar  examination is intended t o  r e f l e c t  a 
mastery of a wide range of substantive knowledge with which 
t o  approach such problems. The competing in te res t s  of an  
employer and t he  state as a licensing body, moreover, are also 
qui te  different. The employer, whether public o r  private,  has  
t he  l imited interes t  in insuring t h a t  the  individual hired is 
capable of performing t h e  required tasks. Whatever t h e  
mannitude of this interest .  cf. Albemarle P a ~ e r  Co. v. Moodv. 

.2 

supra; Griggs v. Duke power  CO., supra, i t  fal ls  shor t  of tha; 
involved in professional licensing. The Supreme Cour t  has 
recognized "that t h e  S t a t e s  have a compelling in te res t  in t h e  
p rac t ice  of professions within their  boundaries, and  t h a t  as 
par t  of their  power t o  p ro tec t  t h e  public health,  sa fe ty ,  and 
other  valid interests they have broad power t o  establish 
standards for  licensing practi t ioners and regulating t h e  
pract ice  of ~ r o f e s s i o n s . ~ ~  Goldfarb v. Virginia S t a t e  Bar. 421 

(emphasis added). See also-  ~ r o w n  v. Supreme Cour t  of 
virkinia, 359 F.Supp. 549, 554 (E.~.va.) ,  affvd, 414 U.S. 1034, 
94 S.Ct. 533, 38 L.Ed.2d 327 (1973); Richardson v. McFadden, 
supra, at p. 749. 

The Court  accordingly concludes t h a t  t h e  test 
validation guidelines promulgated by t h e  EEOC do no t  govern 
t h e  instant mat te r ,  and t h a t  t h e  job relatedness of t h e  Virginia 
bar  examination will b e  measured under t h e  principles 
enunciated in Richardson v. McFadden, supra. (420 F.SUPP. 
211, 214 (1976))- 

The re la ted case of Delgado v. McTighe, 442 F.Supp. 725 (1977), involved a class 
B action claim by ce r ta in  black and Hispanic law school graduates  t h a t  a n  increase in t h e  

grade required t o  pass t h e  Pennsylvania bar exam over t he  previously established level 
was discriminatory under Tit le VII in i t s  impact  on minorities. The  cou r t  re jected t he  
Title VII claim in finding t ha t  t he  provisions of t h e  federal  legislation applied t o  unlawful 
employment pract ices  by employers where t he r e  was a dis t inct  employer-employee 
relationship. (See Hachet t  v. McGuire, 445 F.2d 442 (1974), and Kyles v. Calcasieu Parish 

b Sheriffs Department,  395 F.Supp. 1307 (1975).) Certainly, t h e  c o u r t  noted, t h e  S ta te  
Board of Bar Examiners did not function as an "employer" in any tradit ionally accepted 
sense. 



The Delgado cour t  also re jected plaintiffs'  a rgument  t h a t  Ti t le  VII had been expanded t o  
cover those  cases in which t h e r e  was d i rec t  in terference with a n  individual's employment  
opportunit ies by cit ing Woodard v. Virginia Board of Bar Examiners, supra,  and t h e  re la ted 
case  of Parrish v. Board of Commissioners of Alabama S t a t e  Bar, 533 F.2d 942 (1976). 

The EEOC does, as noted previously, t a k e  a conflict ing view. For example,  in 
EEOC Decision No. 75-249 (May 6, 1975), t h e  commission found t h a t  upon a s ta t i s t i ca l  
showing t h a t  a disproportionately l a rge  number of Hispanics were  excluded f rom t h e  
insurance profession by a state licensing examination, s t a t e  author i t ies  were required t o  
show t h a t  t h e  exam was job-related. In t h e  s a m e  decision, t h e  EEOC held t h a t  a s t a t e  
insurance depar tment  engaged in unlawful employment discrimination based on national 
origin by administering a n  insurance licensing examination only in t h e  English language. 
Notwithstanding t h e  EEOC position in th is  and other  similar administrat ive decisions, 
research failed t o  indicate  substant ia l  case law support f o r  t h e  conclusion t h a t  Ti t le  VII 
applies t o  state and local  licensing and cer t i f ica t ion functions. The cour t s  have shown 
much more  willingness t o  scrut in ize  Ti t le  VII tes t ing c la ims in t h e  tradit ional  con tex t  of 
employer-employee relations. See  Davis v. County of Los Angeles, 566 F.2d 1334 (1977) 
involving t h e  use of a verbal  ap t i tude  test by a county f i r e  depar tment ;  Chance v. Board 
of Education, 458 F.2d 1167 (1972) involving t h e  use of an  examination in t h e  promotion of 
public school teachers;  and Vulcan Society v. Civil Service Commission, 490 F.2d 387 
(1973) involving a test of t h e  abil i ty t o  comprehend wr i t t en  mater ia ls  as a basis fo r  
measuring t h e  abil i ty t o  perform as a fireman. 

CONCLUSION: 

Since t h e r e  is no formal  requirement  under t h e  Uniform Guidelines fo r  t h e  
validation of employee se lect ion procedures absent  a finding of adverse  impact ,  n o  
specif ic  consequences can  presently b e  ant ic ipated a s  resulting f rom a failure t o  validate 
all professional licensing exams. The lack of any c lar i ty  on  t h e  ex ten t  of EEOC 
jurisdiction over licensing and cer t i f ica t ion functions similarly precluded a definit ive 
answer t o  t h e  second p a r t  of your question. Beyond t h e  question of test validation,* 
however, is whether licensing and cer t i f ica t ion functions of state and local governments 
a r e  vulnerable t o  challenge under Ti t le  VII of t h e  Civil Rights Ac t  of 1964, as amended. 
The smal l  body of c a s e  law developed on this point suggests t h a t  such functions a r e  not 
generally subject  t o  a Ti t le  VII challenge. As a general  rule, it would appear t h a t  t h e  
fu r the r  removed a licensing and cer t i f ica t ion function is f rom t h e  tradit ional  
employer-employee relationship (as is t h e  case of a bar  e x a m  or, conceivably, a medical  
p rac t i ces  exam),  t h e  less open i t  would be  t o  challenge under Ti t le  VII of t h e  Civil Rights 
Act of 1964, a s  amended. 

*Test validation, as should be  now apparent ,  is no t  really t h e  issue. The issue is 
whether  employee selection p rac t i ces  result  in adverse  impac t  on t h e  employment 
opportunit ies of a part icular group or  groups. Then and only then  is validation of t h e  
job-relatedness of t h e  test associated with t h e  part icular se lect ion p rac t i ce  required. 

cc: Gerald A. Silva 
Per fo rmance  Audit Manager 


