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Invitation to comment 

December 29, 2025 

Are you interested in the ethics of the accounting profession? If so, we want to hear your 

thoughts on this ethics exposure draft. Your comments are integral to the standard-setting 

process, and you don’t need to be an AICPA member to participate. 

This proposal is part of the AICPA’s Professional Ethics Executive Committee’s (PEEC’s) effort 

to provide guidance for alternative practice structures arising from the increase in private equity 

investments in accounting firms. 

This exposure draft explains proposed revisions to the AICPA Code of Professional Conduct 

and includes the full text of the guidance under consideration. 

At the conclusion of the exposure period, PEEC will evaluate the comments and determine 

whether to publish the new and revised interpretations.  

Again, your comments are an important part of the standard-setting process — please take this 

opportunity to comment. We must receive your response by April 30, 2026. All written replies to 

this exposure draft will become part of the public record of the AICPA. During the comment 

period, staff will present a Lunch-and-Learn session to review the proposed guidance and 

answer any questions. 

Please email your comments to ethics-exposuredraft@aicpa.org.  

Sincerely,  

  

Anna Dourdourekas, Chair    Toni Lee-Andrews, Director, CPA, PFS, CGMA 

Professional Ethics Executive Committee Professional Ethics Division 
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Explanation of the new interpretation and revised 
definition and interpretations 

The Professional Ethics Executive Committee (PEEC) is exposing the following for comment: 

• A new version of the “Alternative Practice Structures” interpretation (ET sec. 1.220.020)1

of the “Independence Rule” (ET sec. 1.200.001) to replace the current interpretation in

its entirety

• Revisions to the definition of network firm (ET sec. 0.400.36)

• Revisions to the “Alternative Practice Structures” interpretation (ET sec. 1.810.050) of

the “Form of Organization and Name Rule” (ET sec. 1.800.001)

• Revisions to the “Conceptual Framework for Independence” interpretation (ET sec.

1.210.010)

• Revisions to the “Conceptual Framework for Members in Public Practice” interpretation

(ET sec. 1.000.010)

Background 

1. In the late 1990s, PEEC recognized that due to the evolving landscape of public accounting

practices, specific guidelines were necessary to maintain integrity and independence when

providing attest services while practicing in an alternative practice structure (APS). In 2000,

the “Alternative Practice Structures” interpretations of the “Independence Rule” and of the

“Form of Organization and Name Rule” were adopted into the AICPA Code of Professional

Conduct (code).

2. In November 2022, PEEC appointed a task force to evaluate whether the nature of private

equity (PE) investments in the nonattest entity of an APS (APS with PE) necessitates

revisions to the code — either through amended or new interpretations — or issuance of

nonauthoritative guidance. The task force comprises members practicing within APSs (with

private and public investors), members from traditional firm structures, an attorney,

representatives from the National Association of State Boards of Accountancy (NASBA),

representatives from regulatory bodies, a representative from a technical committee, and

staff of the AICPA ethics division. The task force evaluated the current provisions in the

code, including the “Alternative Practice Structures” interpretation of the “Independence

1 All ET sections can be found in the AICPA Code of Professional Conduct. 

http://www.aicpa.org/ethicslibrary
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Rule,” to determine their appropriateness and sufficiency for these structures.  

Evaluation 

3. PEEC determined that revisions to the code are necessary. Evolving APSs, including APSs 

with PE, have fundamental differences from the APS contemplated by the existing 

interpretation under the “Independence Rule.” These distinctions may affect how a member 

assesses the significance of threats to independence. Differences include the following:  

Existing interpretation APS with PE 

Presents an APS in which a public 

company controls2 the nonattest entity.  

The investor may or may not control the 

nonattest entity. 

Assumes the public investor not only 

controls the nonattest entity but also 

controls the “other public company 

entities.”3 

This may not be the case in an APS with PE 

or in another structure when an investor has 

significant influence over but does not control 

the nonattest entity and other investees. For 

example, the other portfolio companies in 

which the PE investor has holdings may or 

may not be in the same fund as the nonattest 

entity, and the PE investor may have less than 

control over them. Additionally, the other funds 

and portfolio companies may be managed and 

advised by different general partners, fund 

managers, and investment advisers. 

Defines “other public company entities” as 

those that “…include the public company 

and all entities consolidated in the public 

company financial statements…” 

The entities subject to consolidation may vary. 

 
2 ET section 0.400.12. 
3 ET section 1.220.020.04e. 
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4. In addition to these structural differences, the code has been revised since the adoption of 

the “Alternative Practice Structures” interpretation of the “Independence Rule” as follows: 

• The “Network and Network Firms” interpretation (ET sec. 1.220.010), and related 

definitions of network4 and network firm,5 were adopted into the code several years 

after the “Alternative Practice Structures” interpretation. According to that 

interpretation, when the attest firm and nonattest entity are network firms, the 

nonattest entity should be independent of the attest firm’s financial statement audit 

and review clients.  

• The covered member6 definition was not fully adopted into the code when the 

“Alternative Practice Structures” interpretation was drafted. Specifically, individuals 

who meet the definition of an individual in a position to influence the attest 

engagement7 may also meet the definition of “direct superior” or “indirect superior” as 

defined in the “Alternative Practice Structures” interpretation. While “direct superiors” 

and entities over which they can exercise significant influence8 must comply with the 

“Independence Rule,” “indirect superiors” currently are subject to only certain 

interpretations. 

5. In evaluating potential changes to the existing “Alternative Practice Structures” 

interpretation, PEEC reviewed other interpretations of the “Independence Rule,” such as 

those related to financial interests, business relationships, loans, client affiliates, and 

mergers and acquisitions. PEEC sought to identify where threats to independence are more 

significant in an APS than those addressed through existing interpretations of the 

“Independence Rule.”  

6. Based on its evaluation, PEEC is proposing a new “Alternative Practice Structures” 

interpretation of the “Independence Rule” as well as revisions to other interpretations and 

one definition. The new interpretation of the “Independence Rule” will address APSs 

broadly, including APSs with PE.  

7. Additionally, PEEC reviewed and considered guidance from other standard-setting 

organizations and regulators — such as the International Ethics Standards Board for 

Accountants (IESBA), the SEC, and various state boards of accountancy — that have 

 
4 ET section 0.400.35. 
5 ET section 0.400.36. 
6 ET section 0.400.14. 
7 ET section 0.400.25. 
8 ET section 0.400.49. 

 



 

 

 

4 | Professional Ethics Division — Exposure draft: Proposed revisions related to alternative 
practice structures 

 

addressed independence considerations when an attest firm operates within an APS.  

8. PEEC evaluated other rules within the code and is developing nonauthoritative guidance to 

assist members in applying the “Independence Rule” and the following rules and their 

interpretations when practicing in an APS: 

• The “Integrity and Objectivity Rule” (ET sec. 1.100.001)  

• The “Advertising and Other Forms of Solicitations Rule” (ET sec. 1.600.001)  

• The “Confidential Client Information Rule” (ET sec. 1.700.001)  

• The “Form of Organization and Name Rule” (ET sec. 1.800.001) 

9. PEEC continues to evaluate whether the following rules should be applicable to the 

nonattest entity in an APS and does not address these in this exposure draft: 

• “Contingent Fees Rule” (ET sec. 1.510.001)  

• “Commissions and Referral Fees Rule” (ET sec. 1.520.001)  

Outreach and stakeholder engagement 

10. The task force issued a discussion memorandum, “Potential revisions to the AICPA Code of 

Professional Conduct and guidance related to independence in alternative practice 

structures,” in March 2025 and solicited feedback through June 2025. The discussion 

memorandum focused on potential revisions to the “Alternative Practice Structures” 

interpretation of the “Independence Rule.” Thirty-six comment letters were received from 

various stakeholders, including state boards, state societies, firms in APSs, traditional firms, 

representatives from academia, and NASBA. PEEC considered these responses in 

developing this exposure draft. 

11. The task force also met with and sought feedback from various stakeholders, attorneys 

specializing in PE transactions, CEOs and independence leadership from firms that operate 

in an APS, auditors of PE structures, insurance liability carriers, state CPA societies, state 

boards, IESBA, and NASBA.  

Proposed new “Alternative Practice Structures” interpretation (ET sec. 1.220.020) 

12. Parenthetical references throughout this explanatory material are references to the 

paragraphs in the proposed interpretation.  

13. Paragraph .01 of the proposed interpretation clarifies that the “Alternative Practice 

Structures” interpretation is to be used in conjunction with the other interpretations of the 
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“Independence Rule;” it is not a “standalone” interpretation and does not include every 

independence requirement for members practicing in an APS.  

Structure of an APS 

14. An APS must have certain characteristics to be structured in compliance with jurisdictional 

laws and regulations, which are referred to in the beginning of the proposed new “Alternative 

Practice Structures” interpretation of the “Independence Rule.” PEEC encourages members 

to consult an attorney or other specialist who might be able to assist members in navigating 

applicable laws and regulations (.02–.03).  

Terminology  

15. The terminology section (.04) introduces terms defined solely for the purpose of applying the 

interpretation. 

16. An “alternative practice structure” (.04a) is defined broadly to reflect the substance of the 

form of organization — one in which a firm that provides attest services (attest firm) is 

closely aligned with another public or private entity, partly or wholly owned by an investor or 

investors, that performs professional services other than attest services (nonattest entity).  

17. “Closely aligned” (.04b) is defined to describe the relationship between the attest firm and 

the nonattest entity. The dependency of the attest firm on the nonattest entity is what 

provides the basis for treating the nonattest entity the same as the attest firm for 

independence purposes.  

18. The term “investor” (.04c) is used to broaden application across various APSs and to 

incorporate any individual or entity that has a financial interest9 in the nonattest entity, 

including an individual, PE firm, partnership, corporate entity, or other type of investor. The 

interpretation specifies when it is necessary to identify whether an investor has less than 

significant influence, significant influence, or control over the nonattest entity. 

19. A “significant influence investment” (.04d) exists when an investor has significant influence 

over the nonattest entity but not control. More than one investor may have significant 

influence over the nonattest entity. If more than one investor has significant influence over 

the nonattest entity, the member will apply the APS guidance to each investor.  

20. Significant influence, defined in the code,10 is based on FASB Accounting Standards 

 
9 Financial interest. An ownership interest in an equity or a debt security issued by an entity, including 

rights and obligations to acquire such an interest and derivatives directly related to such interest (ET 

sec. 0.400.17).  
10 ET section 0.400.49. 
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Codification (ASC) 323-10-15. Ownership of 20 percent or more of the investee’s voting 

stock generally presumes significant influence. The ability to exercise significant influence 

also may exist in other ways, such as through board representation, participation in policy-

making decisions, material intra-entity transactions, interchange of managerial personnel, 

technology dependency, and concentration of other shareholdings. 

21. A “controlling investment” (.04e) exists when an investor has control over the nonattest 

entity. Control, defined in the code,11 is as used in FASB ASC 810, Consolidation. It is the 

direct or indirect ability to determine the direction of management and policies through 

ownership, contract, or otherwise, including qualitative factors. The assessment includes 

consideration of the following: 

• Ownership of a majority voting interest 

• Contractual arrangements that grant decision-making authority 

• Other mechanisms that allow one entity to direct the activities of another 

• Veto rights of a minority shareholder 

22. “Key stakeholders of the investor” (.04f) is defined as individuals who represent or act on 

behalf of an investor; such stakeholders could include owners, managing partners, founders, 

or principals. These individuals may have the authority to appoint members to the nonattest 

entity board. When these individuals are involved in activities related to the nonattest entity 

such as advising on the strategic direction of the nonattest entity or appointing nonattest 

entity board members, relationships they have with attest clients may create threats to 

independence.   

23. “Upstream entities of the nonattest entity” (.04g.) are defined as those entities above the 

nonattest entity through the investor (.04c.) that have at least significant influence over the 

nonattest entity. The nonattest entity is not independent of these upstream entities due to 

the investment in the nonattest entity. For example, in an APS with PE when the investor 

has at least significant influence over the nonattest entity, this includes the fund (or funds 

that collectively have at least significant influence over the nonattest entity), the investment 

adviser, the general partner, and the PE firm. Entities with less than significant influence 

over the nonattest entity (for example, limited partners and shareholders) are not upstream 

entities for the purpose of this definition. 

 
11 ET section 0.400.12. 
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Characteristics of an APS  

24. Common characteristics of an APS are outlined in paragraph .05 of the proposed 

interpretation. These characteristics have been observed across different APSs with 

different types of investors; however, these characteristics are not necessarily 

representative of every APS. A variation of one or more of these characteristics may affect 

the significance of threats to independence.  

APS models  

25. PEEC presents three APS models in the proposed interpretation after paragraphs .06 and 

.07: one broadly applicable to any APS, one applicable to an APS with PE, and one 

applicable to an APS with a public company investor. PEEC intends to describe other APS 

models in nonauthoritative guidance. 

Network firms  

26. PEEC is proposing revisions to the definition of network firm12 as described in paragraphs 

68–70 of this explanatory material. These revisions include (a) removing the inclusion of 

entities “under common control” with a network firm, and (b) adding a requirement that a 

controlling entity also be cooperating with the network firm for the purpose of enhancing the 

network firm’s capabilities to provide professional services before the controlling entity is 

considered a network firm. The new requirement in (b) is the first characteristic of a network, 

as set forth in the definition of network, and is a precondition for a network relationship to 

exist. PEEC also believes that the proposed revisions are appropriate and would result in 

consistent treatment for both an APS and a traditional accounting network. The proposed 

APS interpretation incorporates additional independence requirements for entities within an 

APS, which PEEC believes are necessary because of the close alignment of the attest firm 

and nonattest entity in an APS.    

27. PEEC’s conclusions regarding network firms in an APS are presented in paragraphs .09–.14 

of the interpretation. Under the interpretation, the first step is to determine which entities are 

included in the attest firm’s network based on the definition of network (.09–.11). Then, the 

attest firm should determine which entities are brought into the network through the 

definition of network firm (i.e., those entities that the network firm can control, or that control 

the network firm and cooperate with the network firm for the purpose of enhancing the 

network firm’s capabilities to provide professional services) (.12–.13). 

28. PEEC has concluded and the interpretation reflects that the attest firm and nonattest entity 

are network firms because they cooperate for the purpose of enhancing the firms’ 

 
12 References to the definition of network firm used throughout this exposure draft are to the proposed 

revised definition in this exposure draft unless stated otherwise. 
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capabilities to provide professional services and share one or more of the characteristics as 

described in the definition of network (.09). Independence requirements for this relationship 

are described in detail in paragraphs 36–37 of this explanatory material and in paragraph 

.14 of the interpretation. 

29. In addition to evaluating any other relationships with entities that may create a network, the 

relationship between the attest firm and an investor with significant influence or control over 

the nonattest entity should be evaluated to determine whether the investor is part of the 

attest firm’s network (.10). As noted, the first characteristic of a network13 is that one or more 

firms “…cooperate for the purpose of enhancing the firms’ capabilities to provide 

professional services” (cooperation characteristic). This characteristic must be met before 

considering whether the attest firm and the investor share one or more of the additional 

characteristics outlined in the definition of a network (for example, common business 

strategy). Characteristics reflecting that such cooperation does not exist and factors to 

consider when evaluating whether cooperation may exist are included in paragraphs 32–33 

of this explanatory material. 

30. When evaluating whether a potential network relationship exists with an investor or any 

other entity, the attest firm should make the determination based on the relationship 

between the attest firm and the entity being evaluated (.11). The exception to this is when 

applying the definition of network firm as described in paragraph 31 of this explanatory 

material and paragraphs .12–.13 of the interpretation. 

31. After network relationships of the attest firm are determined by applying the definition of 

network, the definition of network firm should be applied to determine which additional 

entities are part of the network because they are either a) controlled by a network firm or b) 

control a network firm and cooperate with that network firm to enhance the network firm’s 

capabilities to provide professional services (.12–.13). In the case of a controlling investor 

that cooperates with the nonattest entity for the purpose of enhancing the network firm’s 

capabilities to provide professional services, the controlling investor would be considered a 

network firm even if it did not meet any other characteristics of the definition of network; this 

is because it would meet the definition of network firm as described in paragraphs 26 and 70 

of this explanatory material. Specifically, in the circumstance described, the investor controls 

the nonattest entity (i.e., a network firm) and cooperates with that nonattest entity to 

enhance the nonattest entity’s capabilities to provide professional services.  

32. An investor with significant influence or control over the nonattest entity does not meet the 

cooperation characteristic when applying the definitions of network or network firm when the 

 
13 ET section 0.400.35. 
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investor does not provide professional services14 and the investor’s activities are limited to 

• investing in the nonattest entity and  

• advising on budgetary or strategic direction of the attest firm. 

33. Examples of factors to consider when determining whether an entity (including an investor 

whose activities are not limited to those in paragraph 32 of this explanatory material) meets 

the cooperation characteristic when applying the definitions of network or network firm are 

as follows:  

• Whether the entity is involved in or facilitates the attest firm’s or network firm’s 

provision of professional services 

• Whether the entity assists or collaborates with the attest firm or network firm in 

providing professional services, with or without a formal agreement 

• Whether the entity performs any functions for or provides resources to the attest firm 

or network firm relating to the delivery of professional services 

34. Controlled acquisitions of the nonattest entity are network firms based on the definition of a 

network firm because they are controlled by a network firm (i.e., the nonattest entity) (.12). 

35. Diagrams A, B, and C, which follow, depict (respectively) the steps for determining whether 

an entity is in the attest firm’s network in an APS based on the definitions of network and 

network firm, application of the definition of network firm when a controlling investor is not a 

network firm, and application of the definition of network firm when a controlling investor is a 

network firm:  

 

  

 
14 ET section 0.400.43. 
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Diagram A 

 

 

 

 

  



 

 

 

11 | Professional Ethics Division — Exposure draft: Proposed revisions related to alternative 
practice structures 

 

Diagram B 
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Diagram C 

 

 

 

36. The “Network and Network Firms” interpretation requires network firms to comply with the 

“Independence Rule” and its interpretations with respect to financial statement audit and 

review clients, including any prohibitions on providing nonattest services as set forth in the 

“Nonattest Services” subtopic.15 Certain exceptions apply for network firms within the 

“Network and Network Firms” interpretation and other interpretations; these exceptions are 

as follows: 

• Network firms are not required to comply with the “Independence Rule” and its 

interpretations for engagements subject to the Statements on Standards for 

Attestation Engagements (SSAEs) unless the covered member knows or has reason 

to believe threats are created by another network firm’s interests and relationships.16  

 
15 ET section 1.295 
16 ET section 1.220.010.04. 
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• A member is not required to take specific steps to evaluate conflicts of interests of 

other network firms under the “Conflicts of Interest for Members in Public Practice” 

interpretation.17  

• A covered member is not required to include fees from attest and nonattest services 

of network firms when calculating total fees related to fee dependency under the 

“Fee Dependency” interpretation.18  

• A member is not required to consider the possible threats to independence created 

due to the provision of nonattest services by other network firms when considering 

the cumulative effect of providing multiple nonattest services to an attest client under 

the “Cumulative Effect on Independence When Providing Multiple Nonattest 

Services” interpretation.19 

37. The network firm relationship between the attest firm and nonattest entity in an APS is more 

closely aligned20 than network firms in a traditional network of accounting firms due to the 

attest firm’s relationship with, and dependency on, the nonattest entity. For example, in an 

APS, attest partners and professional staff are employees of the nonattest entity, and the 

attest firm relies on the nonattest entity for professional resources; this level of dependency 

generally does not exist in a traditional network of accounting firms. Therefore, PEEC 

believes the nonattest entity, including entities controlled by the nonattest entity, should be 

subject to the same independence requirements as the attest firm. Other network firms are 

not affected by this extended requirement. The effect of the extended requirement means 

that the exceptions noted in paragraph 36 of this explanatory material do not apply to the 

nonattest entity and entities it controls (.14).  

Covered members  

38. Members are expected to apply the covered member definition when evaluating 

independence and to apply the “Independence Rule” and its interpretations to such 

individuals and entities.  

39. The covered member definition includes an individual in a position to influence the attest 

engagement. In an APS, this may include individuals who 

• evaluate the performance or recommend the compensation of the attest engagement 

 
17 ET section 1.110.010.08. 
18 ET section 1.230.040.02. 
19 ET section 1.295.020.04. 
20 Closely aligned as defined in the Terminology section of the proposed interpretation (paragraph .04c). 
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partner; or 

• directly supervise or manage the attest engagement partner, including all 

successively senior levels above that individual through the firm’s chief executive. 

40. In an APS, covered members may exist in the attest firm, nonattest entity, or in other entities 

in the investor’s structure (.15–16.). Since covered members may exist outside the attest 

firm and nonattest entity, PEEC believes including specific examples of who meets the 

covered member definition, or who should be evaluated under the covered member 

definition, will remove any ambiguity and promote consistency in practice. Nonattest entity 

board members who have the authority to approve the compensation of the attest firm 

partners at the individual level meet the first bullet in paragraph 39 of this explanatory 

material and are, therefore, covered members21.  

41. Members should evaluate other relevant individuals to determine if they meet the definition 

of covered member, including the following:  

• Board members of the nonattest entity who do not have the authority to approve the 

compensation of the attest firm partners at the individual level (.16a.).  

• Individuals in the nonattest entity who directly supervise or manage the attest 

engagement partner, including all successively senior levels above the attest 

engagement partner through the chief executive or equivalent of the nonattest entity. 

PEEC determined that these individuals should be evaluated to determine whether 

they meet the covered member definition (versus stating they meet the covered 

member definition in the proposed interpretation) because of the possibility that a 

chief executive of the nonattest entity is not in an attest partner’s chain of command 

(.16b.). 

Relationships with individuals and entities that may create threats to independence 

42. PEEC recognizes that APSs continue to evolve; therefore, a “one-size-fits-all” set of rules is 

not appropriate. However, there are some relationships that, if present, PEEC has 

concluded will impair independence; these are specifically covered in the proposed 

interpretation. Because scenarios may arise in which facts and circumstances vary, 

members will still be required to use professional judgment when applying the APS 

guidance. Paragraph .18 of the interpretation describes relationships and circumstances 

 
21 PEEC’s “White Paper, Independence Rules Modernization Project” concluded that individuals who 

actively participate in compensation decisions for specific attest engagement partners are covered 

members. 

 



 

 

 

15 | Professional Ethics Division — Exposure draft: Proposed revisions related to alternative 
practice structures 

 

when independence is impaired. Paragraph .20 of the interpretation provides examples of 

relationships and circumstances when, if the attest firm knows or has reason to believe the 

relationship or circumstance exists, the conceptual framework approach should be applied 

to evaluate whether the relationship or circumstance would lead a reasonable and informed 

third party who is aware of the relevant information to conclude that there is a threat to 

independence that is not at an acceptable level.22  

Relationships that impair independence 

43. After a member determines network firms (.09–.14) and covered members (.15–.16) and 

applies the “Independence Rule” and its interpretations to the respective individuals and 

entities, members should determine which relationships and circumstances exist in an APS 

beyond the scope of covered member and network firms that create threats to 

independence. Independence requirements that extend beyond those required for covered 

members and network firms are based on the close alignment of the attest firm and 

nonattest entity. The public interest principle recognizes that members may face conflicting 

pressures and obliges members to act with integrity, “… guided by the precept that when 

members fulfill their responsibility to the public, clients’ and employers’ interests are best 

served.”23 PEEC believes that there is at least a perceived greater undue influence threat24 

to independence in an APS where an investor has input into strategic and budgetary 

decisions of the attest firm which may affect a member’s objectivity and independence25 

even when an investor is not a network firm.  

44. The relationships and circumstances that impair independence may differ based on the level 

of investment of the investor in the nonattest entity (that is, less than significant influence, 

significant influence, or control). These circumstances are described in paragraphs 45–57 of 

this explanatory material and outlined in paragraph .18a–d. of the interpretation. 

Less than significant influence, significant influence, or controlling investment by investor 

45. At this time, PEEC is unaware of a nonattest entity in an APS with PE that has become a 

publicly traded entity; however, PEEC believes that if such a nonattest entity becomes a 

publicly traded entity in the future, independence would be impaired if an attest client has a 

direct financial interest in the nonattest entity due to the close alignment of the attest firm 

and nonattest entity (.18c.). This includes an attest client that has any direct financial 

interest in the nonattest entity, or the attest client's officers or directors of record or beneficial 

 
22 ET section 1.210.010.01. 
23 ET section. 0.300.030.03. 
24 ET section 1.210.010.18. 
25 ET section 0.300.050. 
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owners of more than 5 percent of the equity securities of the nonattest entity. This 

prohibition is consistent with the SEC’s Rule 2-01(c)(1)(iv)(A).  

Significant influence or controlling investment by investor 

46. In a significant influence investment or controlling investment, when the investor is a 

network firm, partners and professional employees of the investor would be required to 

comply with the interpretations of the “Independence Rule” applicable to network firms, 

including within the “Current Employment or Association with an Attest Client” subtopic.26  

47. When the investor is not a network firm, an undue influence threat to independence still 

exists that is not at an acceptable level and cannot be reduced to an acceptable level with 

the application of safeguards if an individual who is a member of those charged with 

governance27 over the nonattest entity is in a key position at an attest client of the attest firm 

(.18a.). The definition of those charged with governance includes both individuals and 

organizations.  

48. In a significant influence investment or controlling investment, the nonattest entity is not 

considered independent of upstream entities of the nonattest entity through its investor even 

when such entities are not network firms. Because the nonattest entity is a network firm of 

the attest firm and is not considered independent of these upstream entities, independence 

will be impaired if the attest firm provides an attest service to any of those entities (.18b.). In 

an APS with a public company investor, this prohibition applies to upstream entities of the 

nonattest entity through the public company investor. The following diagrams depict this 

when the investor is a PE firm or a public company. 

 

 
26 ET section 1.275. 
27 ET section 0.400.53. 
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49. In a significant influence investment or controlling investment, independence is impaired if 

an upstream entity of the nonattest entity is an affiliate28 of a financial statement attest client 

of the attest firm (.18b.). This restriction is, in part, to align with the client affiliate 

interpretations29 that require the attest firm and its network firms to be independent of a 

financial statement attest client and its affiliates. In cases where the nonattest entity is not 

independent of an affiliate of a financial statement attest client, independence will be 

impaired.  

50. Paragraph .18b. of the interpretation also addresses the possibility of a financial statement 

 
28 ET section 0.400.02. 
29 The “Client Affiliates” interpretation (ET sec. 1.224.010) and the “State and Local Government Client 

Affiliates” interpretation (ET sec.1.224.020). 
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attest client investing in the same investor that has a financial interest in the nonattest entity 

or the investment vehicle that holds the investment in the nonattest entity. For example, if 

the investor is a PE firm, and the attest firm provides a financial statement attest service to a 

limited partner (LP) of the fund that holds the investment in the nonattest entity, 

independence is impaired if the LP interest allows the LP to exercise significant influence 

over the fund and is material to the LP. This is because the fund that holds the investment in 

the nonattest entity would be an affiliate of the LP,30 the financial statement attest client, and 

the nonattest entity (a network firm) is not independent of the fund (that is, an upstream 

entity). The following diagram depicts this relationship in an APS with a public company 

investor where a potential financial statement attest client is a shareholder of the public 

company that invests in the nonattest entity. If the shareholder has significant influence over 

the public company and the investment is material to the shareholder, the public company 

would be an affiliate of the potential financial statement attest client. The next several 

paragraphs and diagrams provide additional examples of the conclusion in paragraph .18b. 

of the interpretation in various configurations.  

 
30 “An entity in which a financial statement attest client or an entity controlled by the financial statement 

attest client has a direct financial interest that gives the financial statement attest client significant 

influence over such entity and that is material to the financial statement attest client.” (ET sec. 

0.400.02b.). 
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51. Fund is client affiliate. Following is an example of the conclusion described in paragraph 49 

of this explanatory material in a significant-influence investment in which the potential 

financial statement attest client is a portfolio company in the same fund as the nonattest 

entity:  

• Portfolio Company B is a potential financial statement attest client and is in the same 

fund (Fund 1) as the nonattest entity. 

• Fund 1 is an affiliate of Portfolio Company B because Fund 1 has significant influence 

over Portfolio Company B and Portfolio Company B is material to Fund 1. 

• The nonattest entity is not considered to be independent of Fund 1, which is an 

upstream entity of the nonattest entity. 

• The attest firm cannot provide financial statement attest services to Portfolio Company B 

since the nonattest entity is not independent of an affiliate (that is, Fund 1) of the 

financial statement attest client (that is, Portfolio Company B). 
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52. Investment adviser is client affiliate. Following is an example of the conclusion in paragraph 

49 of this explanatory material of a significant influence investment where the potential 

financial statement attest client is a portfolio company in a different fund than the nonattest 

entity: 

• Portfolio Company C is a potential financial statement attest client and is in a different 

fund (Fund 2) than that of the nonattest entity, which is in Fund 1. 

• The investment adviser is an affiliate of Portfolio Company C because the investment 

adviser has significant influence over Portfolio Company C, and Portfolio Company C is 

material to the investment adviser.  

• The investment adviser also advises Fund 1 that holds the investment in the nonattest 

entity. 



 

 

 

22 | Professional Ethics Division — Exposure draft: Proposed revisions related to alternative 
practice structures 

 

• The nonattest entity is not considered to be independent of the investment adviser, 

which is an upstream entity of the nonattest entity.  

• The attest firm cannot provide financial statement attest services to Portfolio Company C 

as the nonattest entity is not independent of an affiliate (that is, investment adviser) of 

the financial statement attest client (that is, Portfolio Company C). 

 

 

53. Investment adviser is client affiliate. Following is an example of the conclusion in paragraph 

49 of this explanatory material in a significant-influence investment where the potential 

financial statement attest client is a fund other than the fund that invests in nonattest entity:  

• Fund 2 is a potential financial statement attest client and is in a different fund than that of 

the nonattest entity, which is Fund 1. 

• The investment adviser has significant influence over Fund 2 and the fund is material to 

the investment adviser.  
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• The investment adviser also advises Fund 1, which holds the investment in the nonattest 

entity. 

• The nonattest entity is not considered to be independent of the investment adviser, 

which is an upstream entity of the nonattest entity.  

• The attest firm cannot provide financial statement attest services to Fund 2 because the 

nonattest entity is not independent of an affiliate (that is, the investment adviser) of the 

financial statement attest client (that is, Fund 2). 

 

 

54. Investor is client affiliate. Following is an example of the conclusion in paragraph 49 of this 

explanatory material in a significant influence investment where the potential financial 

statement attest client is an investee of a public company investor:  

• Investee B is a potential financial statement attest client and is under the same public 

company investor as the nonattest entity (Investee A). 

• The public company investor is an affiliate of Investee B because the public company 
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investor has control over Investee B, and Investee B is material to the public company 

investor. 

• The nonattest entity (Investee A) is not independent of the public company investor, 

which is an upstream entity of the nonattest entity. 

• The attest firm cannot provide financial statement attest services to investee B because 

the nonattest entity is not independent of an affiliate (that is, public company investor) of 

the financial statement attest client (that is, Investee B). 

  

Controlling investment by investor 

55. Threats to independence when providing attest services to other investees are more 

significant in a controlling investment. Therefore, the conclusions discussed in paragraph 56 

of this explanatory material is more restrictive than what would result from the application of 

the affiliate rules.  
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56. In a controlling investment, independence is impaired when the attest firm provides any 

attest service to an investee of the investor when the investor either (a) has significant 

influence over the investee and the investee is material to the investor or (b) controls the 

investee (.18d.). When the investor is PE, this restriction applies to any funds and to 

portfolio companies in any fund. 

 

 

Relationships that require application of the conceptual framework 

57. Members should apply the “Conceptual Framework for Independence” interpretation for 

other relationships and circumstances the member knows or has reason to believe exist that 

may create threats to independence. This includes when determining whether attest 

services can be provided within the investor’s structure that are not prohibited as described 

in paragraphs 48–56 of this explanatory material (.18b–d).   

58. In evaluating threats, members should consider the level of investment (significant influence 

or controlling) and other relevant factors. The examples and factors provided in paragraph 

.20 of the interpretation are meant to be illustrative and non-exhaustive. Members should 

determine which of these and other factors are relevant to the specific set of facts and 

circumstances being evaluated.  
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59. Members are not required to monitor for the existence of these relationships; however, 

members should apply the conceptual framework when they know or have reason to believe 

a relationship that may create threats to independence exists. The phrase “knows or has 

reason to believe” appears in various sections of the code but is not explicitly defined. In 

practice, it is commonly interpreted as having actual knowledge of a relationship or 

becoming aware of information that provides sufficient cause to believe the relationship 

exists. Additional conceptual framework examples will be provided in nonauthoritative 

guidance for APSs with a public company, private equity, or another investor.  

60. Paragraph .20b. of the interpretation provides an example of when the attest firm knows or 

has reason to believe a financial, employment, or business relationship exists between an 

individual or entity listed (for example, a nonattest entity board member who is not a covered 

member) and an attest client. PEEC believes the categories listed of “financial, employment 

(including key positions), and business relationships” sufficiently covers the relationships 

outlined in the correlating sections of the code.31   

Relationships that generally do not create threats to independence  

61. Relationships with certain individuals and entities that generally do not create threats to 

independence in an APS are presented in paragraphs .21–.22 of the interpretation. The 

term “generally” is used here to indicate that typically these relationships do not create 

threats to independence. However, if additional information indicates a threat to 

independence exists, members should evaluate the threat to conclude whether threats are 

not at an acceptable level.  

62. Limited partners are included here because their investment is passive in nature and usually 

does not provide for significant influence over the fund it invests in (.21). However, if an 

individual who is a limited partner, or who is appointed by an entity that is a limited partner, 

serves on the nonattest entity board, that individual is subject to the guidance applicable to 

nonattest entity board members. See paragraph 50 of this explanatory material for a 

situation in which the limited partner has significant influence over the fund and the 

investment is material to the limited partner.    

 
31 The “Financial Interests” subtopic (ET sec. 1.240), the “Trusts and Estates” subtopic (ET sec. 1.240), 

the “Participation in Employee Benefit Plans” subtopic (ET sec. 1.250), the “Depository, Brokerage, 

and Other Accounts” subtopic (ET sec. 1.255), the “Insurance Products” subtopic (ET sec. 1.257), the 

“Loans, Leases, and Guarantees” subtopic (ET sec. 1.260), the “Business Relationships” subtopic (ET 

sec. 1.265), and the “Current Employment or Association with an Attest Client” subtopic (ET sec. 

1.275). 
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63. Other investees of the investor (for example, other portfolio companies) that are not 

determined to be network firms of the attest firm may provide services to attest clients of the 

attest firm that would impair independence if performed by the attest firm. In addition, other 

investees could enter into business relationships with attest clients of the attest firm that 

would impair independence if entered into with the attest firm (.22). 

Proposed revision to the “Alternative Practice Structures” interpretation (ET sec. 

1.810.050) 

64. PEEC is proposing the revision to paragraph .01 to broaden the application of the 

requirements to APS models. 

65. Extant paragraph .03 is being deleted because it is redundant with the financial interest 

provision of the “Council Resolution Concerning the Form of Organization and Name Rule” 

(Appendix B). The attest firm must comply with the provisions in the resolution to provide the 

attest services outlined in paragraph A. of the resolution.  

66. The new proposed paragraph .03 is intended to address a potential practice issue. The 

purpose is to promote transparency in practice, avoid the risk of misleading clients, and 

ensure accurate representation regarding which entity in the APS is responsible for 

performing each service.   

Proposed revision to the “Conceptual Framework for Independence” interpretation (ET 

sec. 1.210.010) and “Conceptual Framework for Members in Public Practice” 

interpretation (ET sec. 1.000.010) 

67. Among the various types of threats to independence in an APS, the undue influence threat32 

tends to arise more frequently. This increased frequency is due to the additional 

relationships that must be considered in an APS, which can introduce more complex 

dynamics and potential sources of influence — though the threat itself is not inherently more 

significant. PEEC is proposing to include additional examples in the conceptual framework 

interpretations, which will assist members in identifying this threat when practicing in an 

APS.  

Proposed revision to the definition of network firm (ET sec. 0.400.36) 

68. The first revision to the definition of network firm removes the inclusion of entities under 

common control with a network firm from the definition. Furthermore, PEEC does not believe 

 
32 Undue influence threat. The threat that a member will subordinate his or her judgment to that of an 

individual associated with an attest client or any relevant third party due to that individual’s reputation 

or expertise, aggressive or dominant personality, or attempts to coerce or exercise excessive influence 

over the member (ET sec. 1.000.010.16). 
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entities under common control with a network firm should automatically be scoped into the 

definition of network firm but rather be subject to evaluation as necessary.  

69. Additionally, circumstances in which a member owns and controls a separate business will 

continue to be addressed in the “Ownership of a Separate Business” interpretation (ET sec. 

1.810.010). According to this interpretation, a separate business under common control is 

required to comply with the code.  

70. The second revision adds a precondition that an entity that controls a network firm also be 

cooperating with the network firm for the purpose of enhancing the network firm’s 

capabilities to provide professional services before the controlling entity is considered a 

network firm. The revised definition still requires a controlling entity of a network firm to be 

evaluated for inclusion as a network firm. The code continues to prohibit ownership in a CPA 

firm by an entity or by individuals who are not actively engaged as members of the firm.33 

Conclusion 

71. The proposed new interpretation and revisions presented in this exposure draft are 

designed to address the evolving landscape of APSs in the accounting profession. The 

guidance addresses threats to independence in an APS by leveraging other independence 

interpretations, prohibiting certain relationships unique to an APS when independence would 

be impaired, and allowing firms to evaluate threats using the conceptual framework in other 

instances. Including factors to consider when applying the conceptual framework will help 

ensure consistent compliance with the independence requirements through application of 

the framework. These changes aim to uphold the integrity of the profession while offering 

practical guidance for firms operating in alternative practice structures. 

Effective date 

72. PEEC recommends the proposal be effective one year after adoption, with early 

implementation permitted for those who implement the new interpretation in its entirety. 

Request for comments 

73. PEEC welcomes comments on all aspects of the proposed revisions to the code. In addition, 

PEEC seeks feedback on the following specific aspects (parenthetical references are to 

paragraphs in the proposed interpretation): 

a. Do you agree that “investor” is defined appropriately (.04c)? If not, please 

explain. 

 
33 Appendix B: Council Resolution Concerning the Form of Organization and Name Rule.  
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b. Do you agree that the definition of “key stakeholders of the investor” is clear in 

terms of which individuals are included?  

c. Do you agree the three models should be included in the interpretation (.06–

.07)? If not, please explain, including whether you believe one or more should be 

included in nonauthoritative guidance or if there are other models that should be 

included in nonauthoritative guidance. 

d. Do you agree that the definition of “network firm” should be amended to add the 

requirement that the cooperation characteristic (as described in paragraph 29 of 

the explanatory material) in the definition of “network” be met before a controlling 

investor of a network firm is considered a network firm? If not, please explain.  

i. Do you agree that if the controlling investor is a network firm based on the 

definition of “network firm,” then other entities it controls should also be 

network firms? If not, please explain. 

e. Do you agree that in an APS, the nonattest entity should be subject to the same 

independence requirements as the attest firm, including the requirements under 

the “Independence Standards for Engagements Performed in Accordance with 

Statements on Standards for Attestation Engagements” subtopic (ET sec. 1.297) 

(.14)? 

i. If you do not agree, do you believe the “Conceptual Framework for 

Independence” interpretation should be applied to evaluate the 

significance of threats created by the nonattest entity’s and its controlled 

entities’ relationships with attest clients subject to the SSAEs?  

1. If so, what factors should be considered in evaluating the 

significance of threats and whether potential safeguards could be 

implemented?  

f. Do you agree that when an investor does not provide professional services and 

the investor’s activities are limited to investing in the nonattest entity and advising 

on the budgetary or strategic direction of the attest firm (described in paragraph 

32 of the explanatory material), then the investor is generally not a network firm? 

If not, please explain. 

i. If you agree, state whether you believe these factors should be in 

authoritative or nonauthoritative guidance.  
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g. Do you agree with the factors for determining whether cooperation exists for the 

purpose of enhancing capabilities to provide professional services as described 

in paragraph 33 of the explanatory material? 

i. If you agree, state whether you believe these factors should be in 

authoritative or nonauthoritative guidance. 

ii. Do you believe any additional factors should be included for determining 

whether cooperation exists? If so, please provide the additional factors.  

h. Do you agree that the covered member section (.15–.16) should remain in the 

interpretation? 

i. If not, should this section be presented as application material on how to 

apply the covered member definition in an APS in nonauthoritative 

guidance?    

i. Do you agree that the chief executive of the nonattest entity (and other 

individuals in an attest partner’s chain of command in the nonattest entity) should 

be evaluated under the covered member definition rather than be automatically 

considered covered members (.16)? If not, please explain.  

j. Do you agree that when the investor has significant influence or control over the 

nonattest entity, the attest firm should not provide a financial statement attest 

service to an investee of the investor if an upstream entity of the nonattest entity 

is an affiliate of the investee (.18b.)? If not, please explain. 

k. Do you agree that when an attest client has a financial interest in the nonattest 

entity, independence is impaired, regardless of whether the attest client has 

significant influence over the nonattest entity (.18c.)? If not, please explain. 

l. Do you agree that, in an APS with PE when the PE investor controls the 

nonattest entity, the attest firm should not provide attest services to another 

portfolio company in any fund when the PE investor either a) has significant 

influence over the portfolio company and the investment is material the fund, or 

b) controls the portfolio company (.18d.)? If not, please explain. 

m. Do you agree that the prohibitions described in paragraph .18b.–d. of the 

interpretation regarding the provision of attest services to investees and other 

entities of the investor (that is not a network firm), along with the use of the 

conceptual framework for independence for circumstances when the prohibitions 
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would not apply (.20), are sufficient to address threats to independence in the 

circumstances described in the respective paragraphs? If not, please explain. 

i. For example, when the investor has significant influence over the 

nonattest entity, the attest firm would apply the conceptual framework for 

independence when evaluating whether a controlled portfolio company in 

the same fund as the nonattest entity could be a financial statement attest 

client if the controlled portfolio company is not material to the fund (that is, 

the fund is not an affiliate).  

n. Do you agree with the “Relationships with individuals and entities that generally 

do not create threats to independence” section (.21–.22)? 

i. If you agree, should paragraphs .21–22 remain in the interpretation? If 

not, do you believe the material should be presented in nonauthoritative 

guidance?  

o. Do you agree that the new paragraph .03 of the revised “Alternative Practice 

Structures” interpretation of the “Form of Organization and Name Rule” should be 

in the interpretation? If not, do you believe this is a practice issue as described in 

paragraph 66 of the explanatory material and, if so, is there another approach 

that should be considered (for example, in nonauthoritative guidance)? 

p. Do you agree that the proposed guidance is operational? If not, please identify 

specific sections you do not agree are operational. 

q. Are there any other independence threats related to practicing in an APS, as well 

as in traditional networks, that we haven’t addressed? If so, please explain.  

r. For what areas do you believe nonauthoritative guidance is needed(other than 

those already identified)?  
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Proposed new interpretation “Alternative Practice 
Structures” (ET sec. 1.220.020) 

.01 Members who practice in an alternative practice structure should apply this and other 

applicable interpretations to determine their compliance with the “Independence Rule” 

[1.200.001]. 

.02 All such structures must be organized in a form that complies with applicable state and 

federal laws, rules, and regulations; the “Form of Organization and Name Rule” [1.800.001]; 

and the related “Alternative Practice Structures” interpretation [1.810.050] of the “Form of 

Organization and Name Rule.” 

.03 To protect the public interest, the overriding focus of the “Council Resolution Concerning the 

Form of Organization and Name Rule” [appendix B] is that CPAs remain responsible for 

a firm’s attest work. In addition to the provisions of the resolution, other requirements of the 

code and bylaws ensure responsibility for 

a. compliance with all aspects of applicable law or regulation; 

b. enrollment in an AICPA-approved practice monitoring program; 

c. compliance with the “Independence Rule;” and 

d. compliance with applicable standards promulgated by Council-designated bodies (the 

“Compliance with Standards Rule” [1.310.001]) and all other provisions of the code, 

including “Structure and Application of the AICPA Code” [0.200]. 

  

Terms defined in the AICPA Code of Professional Conduct are italicized in this 

document. If you would like to see the definitions, you can find them in “Definitions” 

(ET sec. 0.400). 

Because the new interpretation is replacing the existing interpretation in its entirety, 

the proposal is not marked for changes.  

http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod0.400
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Terminology 

.04 The following terms are defined solely for the purpose of applying this interpretation. 

a. An alternative practice structure (APS) is a form of organization in which a firm that 

provides attest services (attest firm) is closely aligned with another public or private 

entity, partly or wholly owned by an investor or investors, that performs professional 

services other than attest services (nonattest entity).  

b. Closely aligned means a substantial amount of the revenues of the attest firm are paid 

to the nonattest entity in return for administrative services and the lease of employees, 

equipment, office space, and other resources. 

c. An investor is an individual or entity that has a financial interest in the nonattest entity. 

The investor does not meet the characteristics of the “Council Resolution Concerning 

the Form of Organization and Name Rule” [appendix B] and could be a private equity 

(PE) investor, partnership, corporate entity, or other type of investor. There may be one 

or more investors in the nonattest entity.  

d. A significant influence investment exists when an investor has significant influence over 

the nonattest entity but not control.  

e. A controlling investment exists when an investor has control over the nonattest entity.  

f. Key stakeholders of the investor are individuals who represent or act on behalf of the 

investor and may include owners, managing partners, founders, or principals. 

g. Upstream entities of the nonattest entity are entities that have at least significant 

influence over the nonattest entity through an investor. For example, in an APS with PE, 

when the investor has at least significant influence over the nonattest entity, this 

includes the fund, investment adviser, general partner, and PE firm.  

Characteristics and diagrams of an APS 

.05 The following characteristics are not necessarily representative of every APS. Members 

should apply the concepts of the interpretation even if one or more of these characteristics 

vary in the member’s APS.  

a. A firm separates its attest practice (attest firm) and nonattest practice (nonattest entity) 

and sells a portion of its nonattest practice to an investor or investors. Legacy partners 

of the firm may retain an equity interest in the nonattest entity. Alternatively, an attest 

firm may closely align itself with a nonattest entity that has such an investor. 
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b. An investor has a financial interest that provides the investor with either significant 

influence or control over the nonattest entity. There may be other investors with less 

than significant influence in the nonattest entity. 

c. The attest firm meets the requirements of the “Council Resolution Concerning the Form 

of Organization and Name Rule” [appendix B], including majority ownership by CPAs 

(attest firm partners) and the prohibition against “ownership by investors or commercial 

enterprises not actively engaged as members of the firm or its affiliates.” The attest firm 

partners remain responsible for decisions regarding attest clients, attest engagements, 

quality management, independence, risk management, and attest firm personnel. The 

attest firm partners and members of the attest engagement team may be employees of 

the nonattest entity. 

 

d. The nonattest entity does not meet the characteristics of the “Council Resolution 

Concerning the Form of Organization and Name Rule” [appendix B]. The owners of the 

nonattest entity may include attest firm partners, nonattest entity principals, and 

investors. 

e. The attest firm has its own governing body, such as a board of directors (attest firm 

board) that is separate from the nonattest entity’s governing body and is not elected by 

the nonattest entity’s governing body. The attest firm board is involved in budgetary 

decisions of the attest firm. 

f. The nonattest entity has a governing body, such as a board of directors or equivalent 

body (nonattest entity board) that includes representation from the investor, oftentimes 

relative to its financial interest in the nonattest entity. The nonattest entity board may be 

the governing body of a parent entity with direct oversight over the nonattest entity. 

Decisions regarding compensation, finance and budget, resource allocation, and 

strategic decisions of the nonattest entity are made at the board level; however, the 

nonattest entity board does not make ordinary-course managerial and operational 

decisions related to the nonattest entity. Such decisions are made by senior 

management of the nonattest entity. The nonattest entity board has the authority to 

approve the budget, including compensation of the attest firm partners either on a 

pooled or individual basis, and may delegate these responsibilities to subcommittees, 

which may include attest partner representation.  

g. The attest firm maintains an administrative services agreement (or similar agreement) 

with the nonattest entity. Under this agreement, the attest firm compensates the 

nonattest entity for administrative support, leased employees, equipment, office space, 

and other resources. The administrative services agreement is generally structured with 
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defined terms, renewal provisions, and termination rights, including the right to exit if the 

relationship is no longer aligned with professional standards. 

h. The chief executives or equivalents of the attest firm and nonattest entity are usually not 

the same individual. The chief executive or equivalent of the attest firm reports to the 

attest firm board, while the chief executive or equivalent of the nonattest entity reports 

to the nonattest entity board. 

.06 The following diagram depicts an example of an APS with a public or private investor that 
has either a significant influence or controlling investment in the nonattest entity. 
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.07 The following diagrams depict an APS with a PE investor, followed by an APS with a public 
company investor, that has either significant influence or a controlling investment in the 
nonattest entity.  
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Interpretation  

.08 Members operating in an APS should perform the following steps when identifying and 

evaluating relationships to comply with the “Independence Rule” [1.200.001] and its 

interpretations.  

a. Determine which entities are network firms of the attest firm by (i) applying the network 

definition and then (ii) applying the network firm definition (paragraphs .09–.14). 

b. Determine which individuals are covered members (paragraphs .15–.16). 

c. Identify relationships and circumstances that create threats to independence. 

i. Determine whether the relationships and circumstances described in paragraph 

.18a.–d. exist. When these relationships and circumstances exist, threats are not 

at an acceptable level and cannot be reduced to an acceptable level by the 

application of safeguards, and independence is impaired. 
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ii. Apply the “Conceptual Framework for Independence” interpretation [1.210.010] 

to relationships and circumstances not prohibited by .18a.–d. that the member 

knows or has reason to believe exist, such as those identified in paragraph .20. 

Network firms 

.09 The attest firm and nonattest entity are network firms because they cooperate to enhance 

the firms’ capabilities to provide professional services and share one or more of the 

characteristics described in the definition of network [0.400.35].  

.10 The attest firm should consider whether an investor with significant influence or control over 

the nonattest entity is part of the attest firm’s network. This determination should be based 

on whether the investor cooperates with the attest firm to enhance its capabilities to provide 

professional services and meets one or more of the characteristics described in the 

definition of network [0.400.35].  

.11 When evaluating whether an entity is part of the attest firm’s network, the determination 

should be based on the relationship between the attest firm and the entity that is being 

evaluated except as outlined in paragraphs .12 and .13.  

.12 The attest firm should then consider if additional entities are part of the network through 

application of the definition of network firm [0.400.36]. For example, entities that the 

nonattest entity controls meet the definition of network firm and are therefore part of the 

attest firm’s network.  

.13 The attest firm should consider whether an investor that controls the nonattest entity but 

does not meet the characteristics of a network as described in paragraph .10 would meet 

the definition of a network firm. This determination should be based on whether the investor 

cooperates with the nonattest entity to enhance its capabilities to provide professional 

services as described in the definition of network firm.  

.14 Due to the close alignment of the attest firm and nonattest entity, the exceptions applicable 

to network firms within interpretations under the “Independence Rule” [1.200.001] do not 

apply to the nonattest entity and entities it controls. Therefore, the following requirements 

apply: 

a. The nonattest entity, and entities it controls, should comply with the “Independence 

Rule” [1.200.001] and its interpretations with respect to all attest clients, which includes 

complying with the “Independence Standards for Engagements Performed in 

Accordance with Statements on Standards for Attestation Engagements” subtopic 

[1.297].  

b. Nonattest entity partners, partner equivalents, principals and professional employees are 

subject to the interpretations of the “Independence Rule” [1.200.001] that apply to 

individuals within the attest firm. 
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c. The attest firm and nonattest entity, and entities it controls, should take specific steps to 

identify conflicts of interest that may arise due to their respective relationships with or 

between clients as set forth under the “Conflicts of Interest for Members in Public 

Practice” interpretation [1.110.010].  

Covered members  

.15 Individuals outside the attest firm may be covered members. For example, nonattest entity 

board members who have the authority, whether exercised or not, to recommend or approve 

the compensation of the attest firm partners at the individual level are covered members 

because they are individuals in a position to influence the attest engagement.  

.16 Other individuals may need to be evaluated to determine if they meet the definition of a 

covered member, including the following: 

a. Board members of the nonattest entity who do not have the authority to recommend or 

approve the compensation of the attest firm partners at the individual level 

b. Individuals in the nonattest entity who directly supervise or manage the attest 

engagement partner, including all successively senior levels through the chief executive 

or equivalent of the nonattest entity (for example, executive committee members)  

Relationships and circumstances with individuals and entities that may create threats to 

independence 

.17 Threats to compliance with the “Independence Rule” [1.200.001] may exist due to additional 

relationships involving individuals and entities that are not network firms or covered 

members.  

.18 Threats to compliance with the “Independence Rule” [1.200.001] are not at an acceptable 

level and cannot be reduced to an acceptable level through the application of safeguards 

and therefore, independence is impaired in the following circumstances:  

a. In a significant influence investment or controlling investment, when an individual who is 

a member of those charged with governance over the nonattest entity serves in a key 

position at an attest client during the period of the professional engagement or the period 

covered by the financial statements 

b. In a significant influence investment or controlling investment, when an attest client or an 

affiliate of a financial statement attest client is an upstream entity of the nonattest entity 
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c. When an attest client has or the attest client’s officers or directors have a direct financial 

interest in the nonattest entity or a beneficial ownership interest in more than 5 percent 

of the equity securities of the nonattest entity Independence is impaired regardless of 

whether the attest client has significant influence over the nonattest entity.  

d. In a controlling investment, when the investor either (i) has significant influence over an 

attest client and the attest client is material to the investor or (ii) controls the attest client  

.19 To determine whether an attest engagement in paragraph .18 can be completed when a 

financial statement attest client is being acquired by the investor or when the attest firm 

acquires another firm that is providing an attest service to an investee of the investor, refer 

to the acquisition guidance in the “Client Affiliates” interpretation [1.224.010] and the “Firm 

Mergers and Acquisitions” interpretation [1.220.040], respectively. 

.20 In both a significant influence investment and controlling investment, members should 

evaluate whether a relationship that is not prohibited by application of the “Independence 

Rule” [1.200.001] and its interpretations to covered members, network firms, or the 

additional requirements of this interpretation, create threats that require the member to apply 

safeguards to reduce those threats to an acceptable level. When threats cannot be 

eliminated or reduced to an acceptable level, independence is impaired. The following are 

examples of circumstances in which such relationships should be evaluated: 

a. The attest firm is determining whether it can provide an attest service to an investee or 

other entity of an investor that is not prohibited by paragraph .18b.–d. Examples of 

factors to consider when evaluating whether threats exist and are at an acceptable level 

include the following:  

i. Whether the investor controls the nonattest entity 

ii. Nature of the attest service  

iii. Whether the investor has significant influence over or controls the investee or 

other entity of the investor  

iv. Whether the investee or other entity of the investor is material to the investor 

or another upstream entity of the nonattest entity  

v. Whether the financial statements of the investee or of another entity of the 

investor are consolidated with the investor 

vi. Whether the investee or other entity of the investor has separate governance 

and separate management from the nonattest entity 
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vii. Whether the investee or other entity of the investor is an existing attest client 

that the investor is targeting as an acquisition 

viii. Whether the attest engagement arose from a referral, introduction, or 

recommendation by a representative of the investor 

ix. Whether a key stakeholder of the investor is on the board of the investee or 

other entity of the investor 

x. Whether the investment in the investee or other entity of the investor is 

managed by the same individual or entity as the nonattest entity (for example, 

the fund, general partner, or investment adviser) 

b. The attest firm knows or has reason to believe that a financial, employment (including 

key positions), or business relationship not prohibited by paragraph .18a exists between 

an attest client and any of the following individuals or entities that are not covered 

members or network firms:  

i. Nonattest entity board members who are appointed by an investor with at 

least significant influence over the nonattest entity 

ii. Key stakeholders of the investor with at least significant influence over the 

nonattest entity 

iii. Upstream entities of the nonattest entity including individuals in key positions 

at those entities 

iv. Investors with less than significant influence over the nonattest entity 

c. The attest firm knows or has reason to believe that an attest client has a financial 

interest in an investor with at least significant influence over the nonattest entity that is 

not prohibited by paragraph .18b. Examples of factors to consider when evaluating 

whether threats exist and are at an acceptable level include the following:  

i. The nature of the attest service  

ii. Whether the attest client has significant influence over the investor  

iii. Whether the investment is material to the attest client  

iv. Whether the investment is a direct or indirect financial interest in the investor  
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Relationships with individuals and entities that generally do not create threats to 

independence 

.21 Relationships with the following individuals and entities generally do not create threats to 

independence. Therefore, these individuals and entities are generally not subject to the 

“Independence Rule” [1.200.001] and its interpretations.  

a. Limited partners with a financial interest in the investor, or the investment vehicle that 

holds the investment in the nonattest entity, when the limited partner has less than 

significant influence over the investor or investment vehicle.  

b. Investees of an investor with less than significant influence over the nonattest entity, 

unless the investees meet the definition of network firms.  

c. Immediate family members of the individuals listed in paragraph .20b. 

.22 An investee of an investor, that is not a network firm, may provide nonattest services to, or 

enter into a business relationship with, an attest client of the attest firm that would impair 

independence if performed by, or entered into with, the attest firm. 
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Proposed revisions to definition and interpretations 
(redline) 

 

0.400.36 Definition of network firm  

ET sec. 0.400.36 Network firm. A firm or other entity that belongs to a network. This includes 

any entity that, the network by itself or through one or more of its owners, controls 

or is controlled by, or is under common control with 

a. the network firm controls, or 

b. controls the network firm and cooperates with the network firm for the purpose 

of enhancing that network firm’s capabilities to provide professional services.  

1.810.050 Alternative Practice Structures  

.01 The “Form of Organization and Name Rule” [1.800.001] states, “A member may practice 

public accounting only in a form of organization permitted by law or regulation whose 

characteristics conform to resolutions of Council.” The Council resolution (appendix B) requires, 

among other things, that CPAs own a majority of the financial interests in a firm engaged to 

provide attest services (as defined therein) to the public. This interpretation explains the 

application of this rule to an alternative practice structure (APS) in which (a) the majority of the 

financial interests in the attest firm is owned by CPAs and (b) all or substantially all of the 

revenues are paid to another entity in return for services and the lease of employees, 

equipment, and office space. as described in the “Alternative Practice Structures” 

interpretation (ET sec. 1.220.020).  

.02 To protect the public interest, the overriding focus of the resolution is that CPAs remain 

responsible, financially and otherwise, for a firm’s attest work. In addition to the provisions of 

the resolution, other requirements of the code and bylaws ensure responsibility for 

a. compliance with all aspects of applicable law or regulation, 

b. enrollment in an AICPA-approved practice monitoring program, 

Additions appear in boldface italic. Deletions appear in strikethrough.  

Terms defined in the AICPA Code of Professional Conduct are italicized in this 

document. If you’d like to see the definitions, you can find them in “Definitions” (ET 

sec. 0.400) 

http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.800.001
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod_appB
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod_appB
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod_appB
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod0.400
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod0.400
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c. compliance with the “Independence Rule” [1.200.001], and 

d. compliance with applicable standards promulgated by Council-designated bodies 

(“Compliance With Standards Rule” [1.310.001]) and all other provisions of the code, 

including “Structure and Application of the AICPA Code” [0.200]. 

.03 Given all the previously mentioned safeguards that protect the public interest, if the CPAs 

who own the attest firm remain financially responsible, under applicable law or regulation, for 

the firm’s attest work, the member is considered to be in compliance with the financial interests 

provision of the resolution. [Prior reference: paragraph .04 of ET section 505] 

.03  The member should disclose to the client which professional services are provided 

by the firm engaged to provide attest services and which are provided by the closely 

aligned entity that performs professional services other than attest services (nonattest 

entity). See paragraph .05d. of the “Alternative Practice Structures” interpretation 

(1.220.020) for description of nonattest entity.  

1.210.010 Conceptual Framework for Independence 

[Paragraphs .01–.17 are unchanged.] 

.18 Undue influence threat. The threat that a member will subordinate his or her judgment to 

that of an individual associated with an attest client or any relevant third party due to that 

individual’s reputation or expertise, aggressive or dominant personality, or attempts to coerce or 

exercise excessive influence over the member. Examples of undue influence threats include the 

following: 

a. Management threatens to replace the member or member’s firm over a 

disagreement on the application of an accounting principle. 

b. Management pressures the member to reduce necessary audit procedures in order 

to reduce audit fees. 

c. The member receives a gift from the attest client, its management, or its significant 

shareholders. [1.285.010] 

d. A large proportion of fees charged by the firm to an attest client is generated by 

providing nonattest services. 

e. In an alternative practice structure, the investor pressures the attest firm 

and/or nonattest entity to meet internal or external targets.  

http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.200.001
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.310.001
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod0.200
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f. In an alternative practice structure, an individual representing the investor (for 

example, a nonattest entity board member), participates in decisions affecting 

the attest firm, such as independence, quality management, or compensation 

decisions of attest partners. 

[Paragraphs .19–.23 are unchanged.] 

1.000.010 Conceptual Framework for Members in Public Practice  

[Paragraphs .01–.15 are unchanged.] 

.16 Undue influence threat. The threat that a member will subordinate his or her judgment to 

that of an individual associated with an attest client or any relevant third party due to that 

individual’s reputation or expertise, aggressive or dominant personality, or attempts to coerce or 

exercise excessive influence over the member. Examples of undue influence threats include the 

following: 

a. The firm is threatened with dismissal from a client engagement. 

b. The client indicates that it will not award additional engagements to the firm if the firm 

continues to disagree with the client on an accounting or tax matter. 

c. An individual associated with the client or any relevant third party threatens to withdraw 

or terminate a professional service unless the member reaches certain judgments or 

conclusions. 

d. In an alternative practice structure, the investor pressures the attest firm and/or 

nonattest entity to meet internal or external targets. 

e. In an alternative practice structure, an individual representing the investor (for 

example, a nonattest entity board member), participates in decisions affecting the 

attest firm, such as independence, quality management, or compensation 

decisions of attest partners. 

[Paragraphs .17–.24 are unchanged.] 
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Proposed revisions to definition and interpretations (clean) 

0.400.36 Definition of network firm  

ET sec. 0.400.36 Network firm. A firm or other entity that belongs to a network. This includes an 

entity that, by itself or through one or more of its owners, 

a. the network firm controls, or 

b. controls the network firm and cooperates with the network firm for the purpose of 

enhancing that network firm’s capabilities to provide professional services.  

1.810.050 Alternative Practice Structures  

.01 The “Form of Organization and Name Rule” [1.800.001] states, “A member may practice 

public accounting only in a form of organization permitted by law or regulation whose 

characteristics conform to resolutions of Council.” The Council resolution (appendix B) requires, 

among other things, that CPAs own a majority of the financial interests in a firm engaged to 

provide attest services (as defined therein) to the public. This interpretation explains the 

application of this rule to an alternative practice structure (APS) as described in the “Alternative 

Practice Structures” interpretation (ET sec. 1.220.020).  

.02 To protect the public interest, the overriding focus of the resolution is that CPAs remain 

responsible, financially and otherwise, for a firm’s attest work. In addition to the provisions of 

the resolution, other requirements of the code and bylaws ensure responsibility for 

a. compliance with all aspects of applicable law or regulation, 

b. enrollment in an AICPA-approved practice monitoring program, 

c. compliance with the “Independence Rule” [1.200.001], and 

d. compliance with applicable standards promulgated by Council-designated bodies 

(“Compliance With Standards Rule” [1.310.001]) and all other provisions of the code, 

including “Structure and Application of the AICPA Code” [0.200]. 

.03  The member should disclose to the client which professional services are provided by 

the firm engaged to provide attest services and which are provided by the closely aligned entity 

that performs professional services other than attest services (nonattest entity). See paragraph 

.05d. of the “Alternative Practice Structures” interpretation (1.220.020) for description of 

nonattest entity.  

  

http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.800.001
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod_appB
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod_appB
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod_appB
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.200.001
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.310.001
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod0.200
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1.210.010 Conceptual Framework for Independence 

[Paragraphs .01–.17 are unchanged.] 

.18 Undue influence threat. The threat that a member will subordinate his or her judgment to 

that of an individual associated with an attest client or any relevant third party due to that 

individual’s reputation or expertise, aggressive or dominant personality, or attempts to coerce or 

exercise excessive influence over the member. Examples of undue influence threats include the 

following: 

a. Management threatens to replace the member or member’s firm over a 

disagreement on the application of an accounting principle. 

b. Management pressures the member to reduce necessary audit procedures in order 

to reduce audit fees. 

c. The member receives a gift from the attest client, its management, or its significant 

shareholders. [1.285.010] 

d. A large proportion of fees charged by the firm to an attest client is generated by 

providing nonattest services. 

e. In an alternative practice structure, the investor pressures the attest firm and/or 

nonattest entity to meet internal or external targets. 

f. In an alternative practice structure, an individual representing the investor (for 

example, a nonattest entity board member), participates in decisions affecting the 

attest firm, such as independence, quality management, or compensation decisions 

of attest partners. 

[Paragraphs .19–.23 are unchanged.] 

1.000.010 Conceptual Framework for Members in Public Practice 

[Paragraphs .01–.15 are unchanged.] 

.16 Undue influence threat. The threat that a member will subordinate his or her judgment to 

that of an individual associated with an attest client or any relevant third party due to that 

individual’s reputation or expertise, aggressive or dominant personality, or attempts to coerce or 

exercise excessive influence over the member. Examples of undue influence threats include the 

following: 

a. The firm is threatened with dismissal from a client engagement. 
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b. The client indicates that it will not award additional engagements to the firm if the firm 

continues to disagree with the client on an accounting or tax matter. 

c. An individual associated with the client or any relevant third party threatens to 

withdraw or terminate a professional service unless the member reaches certain 

judgments or conclusions. 

d. In an alternative practice structure, the investor pressures the attest firm and/or 

nonattest entity to meet internal or external targets.  

e. In an alternative practice structure, an individual representing the investor (for 

example, a nonattest entity board member), participates in decisions affecting the 

attest firm, such as independence, quality management, or compensation decisions 

of attest partners. 

[Paragraphs .17–.24 are unchanged.] 
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