The Executive and Rules Committees of the Texas State Board of Public Accountancy are
holding a joint meeting by online video conference call pursuant to §551.127 of the Open
Meetings Act. The public may attend the meeting in-person at the office of the Board which is
located at 505 E. Huntland Drive, Suite 370, Austin, Texas 78752. The Chairs of the Executive
and Rules Committees will be present at the 505 E. Huntland Drive location for the entirety of
the meeting. In the alternative, the public may attend the meeting virtually using the following
link.

Topic: Joint Executive & Rules Committee Meeting
Time: Jan 15, 2025 01:30 PM Central Time (US and Canada)

https://www.zoomgov.com/j/1610407593?pwd=XzgGncsWCeSSqgzIx2mizlbfoSs5buE.1

Meeting ID: 161 040 7593
Passcode: 391138

One tap mobile
+16468287666,,1610407593# US (New York)

Dial by your location
* +1 646 828 7666 US (New York)

Meeting ID: 161 040 7593


https://www.zoomgov.com/j/1610407593?pwd=XzqGncsWCeSSqzIx2mizlbfoSs5buE.1

Agenda Item IV
Report of the Joint Executive and Rules Committee
January 15, 2025

A. Discussion, consideration, and possible action concerning Board Rules.

1. Section 2001.039 of the Texas Government Code requires all state agencies to
revise, repeal or readopt all its rules every four years. The Board’s Chapter 501
Rules (Rules of Professional Conduct) are presented to the committee for the
committee’s review and possible action.

2. Proposed revision to Board Rule 507.4 (Confidentiality).
3. Schedule next meeting.
B. Review and possible action on the Board’s financial statements.

C. Discussion, consideration, and possible action on the Board’s Equal Employment
Opportunity Report - CY - 2024.

D. Report on Historically Underutilized Business (HUB) Expenditure Summary.

E. Report on Eighty-ninth Texas Legislative Session — Proposed legislation affecting
the Public Accountancy Act and designating agency representatives.

1. Review of the proposed legislation affecting the Public Accountancy Act: S.B.
262, S.B. 522, S.B. 716, and H.B. 587.

2. Designation of Board representatives to serve as resource witnesses and re-
spond to questions during the 89" session of the Texas Legislature beginning
January 14, 2025.

F. Review of NASBA/AICPA matters:

e NASBA dates of interest

a. 30™ Annual Conference for Board of Accountancy Legal Counsel, March 25 —
27, 2025 - Clearwater Beach, FL.

b. 43 Annual Conference for Executive Directors & Board Staff, March 25 — 27,
2025 - Clearwater Beach, FL.

c. Western Regional Meeting, June 17 - 19, 2025 - New Orleans, LA.
d. 118" Annual Meeting, October 26 - 29, 2025 - Chicago, IL.

G. Review of general correspondence.

V-1




Agenda Item IV
Report of the Joint Executive and Rules Committee
January 15, 2025

A. Discussion, consideration, and possible action concerning Board Rules.

1.

Section 2001.039 of the Texas Government Code requires all state agencies to
revise, repeal or readopt all its rules every four years. The Board’s Chapter 501
Rules (Rules of Professional Conduct) are presented to the committee for the
committee’s review and possible action.

Proposed revision to Board Rule 507.4 (Confidentiality).

Schedule next meeting.

IV-2




Section 2001.039 of the Texas Government Code requires all state agencies to
revise, repeal or readopt all its rules every four years. The Board’s Chapter 501
Rules (Rules of Professional Conduct) are presented to the committee for the
committee’s review and possible action.

DISCUSSION: This is the first set of rules being offered to the committee and the
Board for consideration of “Rule Review.” Section 2001.039 of the Government
Code requires all state agencies to review their rules and revise, readopt or repeal
them every four years, in order to assure all agency rules are needed and current.

RECOMMENDATION: The staff recommends that the Rules/Executive Committee
recommend that the Board authorize the executive director to publish the proposed
revisions in the Texas Register for public comment and readopt those rules that do
not require revision or should not be repealed.

SUGGESTED MOTION: That the Rules/Executive Committee recommend to the
Board that it authorize the executive director to publish the proposed revisions to
the rules as proposed in the Texas Register for public comment and readopt those
rules requiring no revision or repeal.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER A GENERAL PROVISIONS
RULE §501.51 Preamble and General Principles

(a) These rules of professional conduct were promulgated under the Public
Accountancy Act, which directs the Texas State Board of Public Accountancy to
promulgate rules of professional conduct "in order to establish and maintain high
standards of competence and integrity in the practice of public accountancy and to
ensure that the conduct and competitive practices of licensees serve the purposes of
the Act and the best interest of the public."

(b) The services usually and customarily performed by those in the public, industry, or
government practice of accountancy involve a high degree of skill, education, trust, and
experience which are professional in scope and nature. The use of professional
designations carries an implication of possession of the competence associated with a
profession. The public, in general, and the business community, in particular, rely on
this professional competence by placing confidence in reports and other services of
accountants. The public's reliance, in turn, imposes obligations on persons utilizing
professional designations to their clients, employers and to the public in general. These
obligations include maintaining independence in fact and in appearance, while in the
client practice of public accountancy, continuously improving professional skills,
observing GAAP and GAAS, when required, promoting sound and informative financial
reporting, holding the affairs of clients and employers in confidence, upholding the
standards of the public accountancy profession, and maintaining high standards of
personal and professional conduct in all matters.

(c) The board has an underlying duty to the public to ensure that these obligations are
met in order to achieve and maintain a vigorous profession capable of attracting the
bright minds essential to adequately serving the public interest.

(d) These rules recognize the First Amendment rights of the general public as well as
licensees and do not restrict the availability of accounting services. However, public
accountancy, like other professional services, cannot be commercially exploited without
the public being harmed. While information as to the availability of accounting services
and qualifications of licensees is desirable, such information should not be transmitted

to the public in a misleading fashion.

V-4


https://texreg.sos.state.tx.us/public/readtac$ext.ViewTAC?tac_view=4&ti=22&pt=22&ch=501
https://texreg.sos.state.tx.us/public/readtac$ext.ViewTAC?tac_view=5&ti=22&pt=22&ch=501&sch=A&rl=Y

-

O © 00 N O 0o & W N -

(e) The rules are intended to have application to all kinds of professional services
performed in the practice of public accountancy, including services found at §501.52(22)
of this chapter (relating to Definitions).

(f) Finally, these rules also recognize the duty of certified public accountants to refrain
from committing acts discreditable to the profession. These acts, whether or not related
to the accountant's practice, impact negatively upon the public's trust in the profession.
(9) In the interpretation and enforcement of these rules, the board may consider
relevant interpretations, rulings, and opinions issued by the boards of other jurisdictions
and appropriate committees of professional organizations, but will not be bound
thereby.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER A GENERAL PROVISIONS
RULE §501.52 Definitions

The following words and terms, when used in title 22, part 22 of the Texas
Administrative Code relating to the Texas State Board of Public Accountancy, shall
have the following meanings, unless the context clearly indicates otherwise. The
masculine shall be construed to include the feminine or neuter and vice versa, and the
singular shall be construed to include the plural and vice versa.

(1) "Act" means the Public Accountancy Act, Chapter 901, Occupations Code;

(2) "Advertisement" means a message which is transmitted to persons by, or at the
direction of, a person and which has reference to the availability of the person to
perform Professional Accounting Services;

(3) "Affiliated entity" means an entity controlling or being controlled by or under
common control with another entity, directly or indirectly, through one or more
intermediaries;

(4) "Attest Service" means:

(A) an audit or other engagement required by the board to be performed in
accordance with the auditing standards adopted by the AICPA, PCAOB, or another
national or international accountancy organization recognized by the board;

(B) a review or compilation required by the board to be performed in accordance with
standards for accounting and review services adopted by the AICPA or another national
or international accountancy organization recognized by the board;

(C) an engagement required by the board to be performed in accordance with
standards for attestation engagements adopted by the AICPA or another national or
international accountancy organization recognized by the board; or

(D) any other assurance service required by the board to be performed in accordance
with professional standards adopted by the AICPA or another national or international
accountancy organization recognized by the board;

(5) "Board" means the Texas State Board of Public Accountancy;

(6) "Charitable Organization" means an organization which has been granted tax-

exempt status under the Internal Revenue Code of 1986, §501(c), as amended,;
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(7) "Client" means a party who enters into an agreement with a license holder or a
license holder's employer to receive a professional accounting service or professional
accounting work;

(8) "Client Practice of Public Accountancy" is the offer to perform or the performance
by a person for a client or a potential client of professional accounting services or
professional accounting work, and also includes:

(A) the advice or recommendations in connection with the sale or offer for sale of
products (including the design and implementation of computer software), when the
advice or recommendations routinely require or imply the possession of accounting or
auditing skills or expert knowledge in auditing or accounting; and

(B) the performance of litigation support services;

(9) "Commission" means compensation for recommending or referring any product or
service to be supplied by another party;

(10) "Contingent fee" means a fee for any service where no fee will be charged unless
a specified finding or result is attained, or in which the amount of the fee is otherwise
dependent upon the finding or result of such service. However, a person's non-
Contingent fees may vary depending, for example, on the complexity of the services
rendered. Fees are not contingent if they are fixed by courts or governmental entities
acting in a judicial or regulatory capacity, or in tax matters if determined based on the
results of judicial proceedings or the findings of governmental agencies acting in a
judicial or regulatory capacity, or if there is a reasonable expectation of substantive
review by a taxing authority;

(11) "Financial Statements" means a presentation of financial data, including
accompanying notes, derived from accounting records and intended to communicate an
entity's economic resources or obligations at a point in time, or the changes therein for a
period of time, in accordance with generally accepted accounting principles or other
comprehensive basis of accounting. Incidental financial data to support
recommendations to a client or in documents for which the reporting is governed by
Statements on Standards for Attestation Engagements and tax returns and supporting
schedules do not constitute financial statements for the purposes of this definition;
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(12) "Firm" means a sole proprietorship, partnership, limited liability partnership, limited
liability company, corporation or other legally recognized business entity engaged in the
practice of public accountancy;

(13) "Good standing” means compliance by a licensee with the board's licensing rules,
including the mandatory continuing education requirements, Peer Review, and payment
of the annual license fee, and any penalties and other costs attached thereto. In the
case of board-imposed disciplinary or administrative sanctions, the person must be in
compliance with all the provisions of the board order to be considered in good standing;

(14) "Licensee" means the holder of a license issued by the board to a person
pursuant to the Act, or pursuant to provisions of a prior Act;

(15) "Out of state practitioner and out of state firm" means a person licensed in another
jurisdiction practicing in Texas pursuant to a practice privilege as provided for in
8901.461 and 8901.462 of the Act (relating to Practice by Certain Out-of-State Firms
and Practice by Out-of-State Practitioner with Substantially Equivalent Qualifications);

(16) "Peer Review," "Quality Review" or "Compliance Assurance" means the study,
appraisal, or review of the professional accounting work of a public accountancy firm
that performs attest services by a certificate holder who is not affiliated with the firm;

(17) "Person" means an individual, sole proprietorship, partnership, limited liability
partnership, limited liability company, corporation or other legally recognized business
entity that provides or offers to provide professional accounting services or professional
accounting work as defined in paragraph (22) of this section;

(18) "Principal office" means the location specified by the client as the address to

which a client practice of public accounting service deseribedn8517 1 {a)}2)-ofthis
title(relating-to-Practice-by-Certain-Out-of State Firms) is directed and is synonymous

with Home Office where it appears in the Act;

(19) "Practice unit" means an office of a firm required to be licensed with the board for
the purpose of the client practice of public accountancy;

(20) "Practice privilege" means the privilege for an out-of-state person to provide
certain Professional Accounting Services or Professional Accounting Work in Texas to
the extent permitted under Chapter 517 of this title (relating to Practice by Certain Out of

State Firms and Individuals);
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(21) "Preparation engagement” means the preparation of financial statements that do
not include an audit, review or a compilation report on those financial statements in
accordance with Standards for Accounting and Review Services adopted by the AICPA;

(22) "Professional Accounting Services" or "professional accounting work" means
services or work that requires the specialized knowledge or skills associated with
certified public accountants, including but not limited to:

(A) issuing reports on financial statement(s);

(B) preparation engagements pursuant to SSARS;

(C) providing management or financial advisory or consulting services;

(D) preparing tax returns;

(E) providing advice in tax matters;

(F) providing forensic accounting services;

(G) providing internal auditing services;

(H) accounting, auditing and other assurance services;

(I) providing litigation support services; and

(J) recommending the sale of a product if the recommendation requires or implies
accounting or auditing skills.

(23) "Report" means an opinion, report, or other document, prepared in connection
with an attest service that states or implies assurance as to the reliability of financial
statement(s); and includes or is accompanied by a statement or implication that the
person issuing the opinion, report, or other document has special knowledge or
competence in accounting or auditing. A statement or implication of assurance as to the
reliability of a financial statement or as to the special knowledge or competence of the
person issuing the opinion, report, or other document includes any form of language
that is conventionally understood to constitute such a statement or implication. A
statement or implication of special knowledge or competence in accounting or auditing
may arise from the use by the issuer of the opinion, report, or other document of a name
or title indicating that the person is an accountant or auditor; or the language of the
opinion, report, or other document itself.

(24) Interpretive Comment: The practice of public accountancy is defined in §901.003

of the Act (relating to the Practice of Public Accountancy).
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER A GENERAL PROVISIONS
RULE 8501.53 Applicability of Rules of Professional Conduct

(a) All of the rules of professional conduct shall apply to and must be observed by a
certificate or registration holder and any individual who holds a certificate of license

as a CPA in another state and whose principal place of business is not in this

state but offers or renders professional accounting services in this state pursuant
to §901.462 of the Act (relating to Practice by Out-Of-State Practitioner with

Substantially Equivalent Qualifications) engaged in the client practice of public

accountancy.

(b) e} Notwithstanding subsection (a) of this section, the Fhe following rules of

professional conduct shall be required of all licensees, including licensees

(1) 8501.63(b) of this chapter (relating to Reporting Standards);

(2) 4 8501.73 of this chapter (relating to Integrity and Objectivity) when in an
employer/employee relationship;

(3) ) 8501.74 of this chapter (relating to Competence);

(4) (3) 8501.77 of this chapter (relating to Acting through Others);

(5) 4) 8501.78 of this chapter (relating to Withdrawal or Resignation);

(6) £5) 8501.90 of this chapter (relating to Discreditable Acts);

(7) €6) 8501.91 of this chapter (relating to Reportable Events);

(8) (7 8501.92 of this chapter (relating to Frivolous Complaints);

(9) 8) 8501.93 of this chapter (relating to Responses); and

(10) €9 8501.94 of this chapter (relating to Mandatory Continuing Professional

Education).
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER A GENERAL PROVISIONS
RULE §501.55 Definition of Acronyms

The following acronyms, when used in Title 22, Part 22 of the Texas Administrative
Code relating to the Texas State Board of Public Accountancy, shall have the following
meanings:

(1) "AICPA" means the American Institute of Certified Public Accountants;

(2) "CPA" means Certified Public Accountant;

(3) "CPE" means continuing professional education;

(4) "FASB" means the Financial Accounting Standards Board;

(5) "GAAP" means Generally Accepted Accounting Principles;

(6) "GAAS" means Generally Accepted Auditing Standards;

(7) "GAGAS" means Government Auditing Standards;
(8) "GASB" means the Governmental Accounting Standards Board;

'[ESB" means the International Ethics Standards Board;

(1
(1

"IFRB" means International Financial Reporting Bulletins;

(1

"IFRS" means International Financial Reporting Standards;

IRS" means the Internal Revenue Service;

(1

)
)
)
)
)
)
)
(9) "IASB" means the International Accounting Standards Board;
0
1
2
3
4

(1
(1
(16
(17

)

)

)

)

) "NASBA" means the National Association of State Boards of Accountancy;

5)

)

)
(18) "SEC" means the United States Securities and Exchange Commission;

9)

)

)

)

)

)

)

)

5) "NPRC" means the National Peer Review Committee;
"PCAOB" means the Public Company Accounting Oversight Board;

"SAS" means Statements on Auditing Standards;

(1

(20) "SSAE" means Statements on Standards for Attestation Engagements;
(21
(22
(23
(24) "TXCPA" means the Texas Society of Certified Public Accountants;
(25) "UAA" means the Uniform Accountancy Act;

"SOAH" means the State Office of Administrative Hearings;

"SSARS" means Statements on Standards for Accounting and Review Services;
"SSCS" means Statements on Standards for Consulting Services;
"SSTS" means Statements on Standards for Tax Services;

(26) "UCPAE" means the Uniform Certified Public Accountant Examination;
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(27) "U.S. GAO" means the United States Government Accountability Office; and
(28) "U.S. IQAB" means the United States International Qualifications Appraisal Board.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER B PROFESSIONAL STANDARDS
RULE §501.60 Auditing Standards

A person shall not permit his name to be associated with financial statements in such a
manner as to imply that he is acting as an auditor with respect to such financial
statements, unless he has complied with GAAS. Each of the following are considered to
be sources of GAAS:

(1) SAS issued by the AICPA,;

(2) auditing standards included in Standards for Audit of Government Organizations,
Programs, Activities and Functions issued by the U.S. GAO;

(3) auditing and related professional practice standards to be used by registered public
accounting firms issued by the PCAOB; as well as,

(4) other pronouncements having similar generally recognized authority.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER B PROFESSIONAL STANDARDS
RULE 8501.61 Accounting Principles

A person, whether or not practicing under a practice privilege as provided for in
8901.462 of the Act (relating to Practice by Out-of-State Practitioner With Substantially
Equivalent Qualifications), shall not issue a report asserting that financial statements
are presented in conformity with GAAP if such financial statements contain any
departure from such accounting principles which has a material effect on the financial
statements taken as a whole, unless the person, whether or not practicing under a
practice privilege as provided for in 8901.462 of the Act can demonstrate that by reason
of unusual circumstances the financial statement(s) would otherwise be misleading. The
report must describe the departure, the approximate effects thereof, if practicable, and
the reasons why compliance with GAAP would result in a misleading statement. For
purposes of this section, GAAP is considered to be defined by pronouncements issued
by FASB and its predecessor entities and similar pronouncements issued by other

entities having similar generally recognized authority.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER B PROFESSIONAL STANDARDS
RULE §501.62 Other Professional Standards

1
2
3
4
5 A person in the performance of consulting services, accounting and review services,
6 any other attest service, financial advisory services, or tax services shall conform to the
7  professional standards applicable to such services. For purposes of this section, such
8 professional standards are considered to be interpreted by:

9 (1) AICPA issued standards, including but not limited to:
10 (A) Statements on Standards on Consulting Services (SSCS);
11 (B) Statements on Standards for Accounting and Review Services (SSARS);
12 (C) Statements on Standards for Attestation Engagements (SSAE);
13 (D) Statements on Standards for Tax Services (SSTS);
14 (E) Statements on Standards for Financial Planning Services (SSFPS);
15 (F) Statements on Standards for Valuation Services (SSVS); or
16 (G) Statements on Standards for Forensic Services (SSFS).
17 (2) Pronouncements by other professional entities having similar national or
18 international authority recognized by the board including but not limited to the
19 International Financial Reporting Standards (IFRS) promulgated by the International
20  Accounting Standards Board (IASB).

IV-15


https://texreg.sos.state.tx.us/public/readtac$ext.ViewTAC?tac_view=4&ti=22&pt=22&ch=501
https://texreg.sos.state.tx.us/public/readtac$ext.ViewTAC?tac_view=5&ti=22&pt=22&ch=501&sch=B&rl=Y

0 N OO O WN -

11
12
13
14
15

CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER B PROFESSIONAL STANDARDS
RULE §501.63 Reporting Standards

(a) A licensee in the client practice of public accountancy must comply with SSARS or
another similar standard of a national or international accountancy organization
recognized by the board when transmitting a client's financial statements to the client or
a third party.

(b) A licensee not employed in the client practice of public accountancy may prepare his
employer's financial statements and may issue non-attest transmittals or information
regarding non-attest transmittals without a firm license, provided those transmittals do
not purport to be in compliance with SSARS or any other similar standard of a national
or international accountancy organization recognized by the board.

(c) A licensee performing a preparation engagement is not required to enroll in

peer review.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.70 Independence

A person in the performance of professional accounting services or professional
accounting work, including those who are not members of the AICPA, shall conform in
fact and in appearance to the independence standards established by the AICPA and
the board, and, where applicable, the SEC, the U.S. GAO, the PCAOB and other
national or international regulatory or professional standard setting bodies.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.71 Receipt of Commission, Compensation or Other Benefit

(a) A person shall not for a commission, compensation or other benefit recommend or
refer to a client any product or service or refer any product or service to be supplied to a
client, or receive a commission, compensation or other benefit when the person also
performs services for that client requiring independence under §501.70 of this chapter
(relating to Independence).

(b) This prohibition applies during the period in which the person is engaged to perform
any of the services requiring independence and during the period covered by any of the
historical financial statements involved in such services requiring independence.

(c) A person who receives, expects or agrees to receive, pays, expects or agrees to
pay, other compensation in exchange for services or products recommended, referred,
or sold by him shall, no later than the making of such recommendation, referral, or sale,
disclose to the client in writing the nature, source, and amount, or an estimate of the
amount when the amount is not known, of all such other compensation.

(d) This section does not apply to payments received from the sale of all, or a material

part, of an accounting practice, or to retirement payments.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.72 Contingency Fees

(a) A person shall not perform for a contingent fee any professional accounting services
or professional accounting work for, or receive such a fee from, a client for whom the
person performs professional accounting services or professional accounting work
requiring independence under §501.70 of this chapter (relating to Independence).

(b) A person shall not prepare an original or amended federal, state, local or other
jurisdiction tax return for a contingent fee for any client during the period in which the
person is engaged to perform any of the services referenced by subsection (a) of this
section and the period covered by any historical or prospective financial statements
involved in any of the referenced services. Fees are not contingent if they are fixed by
courts or governmental entities acting in a judicial or regulatory capacity, or in tax
matters if determined based on the results of judicial proceedings or the findings of
governmental agencies acting in a judicial or regulatory capacity, or if there is a
reasonable expectation of substantive review by a taxing authority.

(c) A person shall not perform an engagement as a testifying accounting expert for a
contingent fee. A testifying accounting expert is one that at any time during the
proceeding becomes subject to disclosure and discovery under the procedural rules of
the forum where the matter for which his services were engaged is pending.

(d) The prohibitions outlined in subsections (a) and (b) of this section apply during any
period in which the person is engaged to perform any of the services referenced by
subsections (a) and (b) of this section, and the period covered by any historical or
prospective financial statements involved in any of the referenced services.

(e) Interpretive Comment: A consulting accounting expert may become a testifying
accounting expert when the client for whom he is working makes his work available to a
testifying expert. A consulting accounting expert who is working on a contingent fee
basis should work closely with his client to ensure that he does not inadvertently
become a testifying expert through the actions of his client. An accounting expert may
not accept a contingent fee for part of an engagement and a set fee for part of the same
engagement. A consulting accounting expert who becomes a testifying expert may not

accept a contingent fee for the part of his work done as a consultant, but must be
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compensated on a set fee basis for all of the work performed on the same engagement.
A consulting accounting expert who enters into a contingent fee engagement should
reach an agreement, preferably in writing, with the client as to how he will be

compensated should he become a testifying expert prior to beginning the engagement.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.73 Integrity and Objectivity

(a) A person in the performance of professional accounting services or professional
accounting work shall maintain integrity and objectivity, shall be free of conflicts of
interest and shall not knowingly misrepresent facts nor subordinate his or her judgment
to others. In tax practice, however, a person may resolve doubt in favor of his client as
long as any tax position taken complies with applicable standards such as those set
forth in Circular 230 issued by the IRS and the AICPA's SSTSs.

(b) A conflict of interest may occur if a person performs a professional accounting
service or professional accounting work for a client or employer and the person has a
relationship with another person, entity, product, or service that could, in the person's
professional judgment, be viewed by the client, employer, or other appropriate parties
as impairing the person's objectivity. If the person believes that the professional
accounting service or professional accounting work can be performed with objectivity,
and the relationship is disclosed to and consent is obtained from such client, employer,
or other appropriate parties in writing, then this rule shall not operate to prohibit the
performance of the professional accounting service or professional accounting work
because of a conflict of interest.

(c) Certain professional engagements, such as audits, reviews, and other services,
require independence. Independence impairments under §501.70 of this chapter
(relating to Independence), its interpretations and rulings cannot be eliminated by
disclosure and consent.

(d) A person shall not concurrently engage in the practice of public accountancy and in
any other business or occupation which impairs independence or objectivity in rendering
professional accounting services or professional accounting work, or which is conducted
so as to augment or benefit the accounting practice unless these rules are observed in
the conduct thereof.

(e) Interpretive comment: An email communication will satisfy the requirement for

written disclosure of a conflict of interest in subsection (b) of this section.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.74 Competence

(a) A person shall not undertake any engagement for the performance of professional
accounting services or professional accounting work which he cannot reasonably
expect to complete with due professional competence, including compliance, where
applicable, with §501.60 of this chapter (relating to Auditing Standards), §501.61 of this

chapter (relating to Accounting Principles), and §501.62 of this chapter (relating to Other

Professional Standards).

(1) Competence to perform professional accounting services or professional
accounting work involves both the technical qualifications of the person and the
person's staff and the ability to supervise and evaluate the quality of the work being
performed.

(2) If a person is unable to gain sufficient competence to perform professional
accounting services or professional accounting work, the person shall suggest to the
client the engagement of someone competent to perform the needed professional
accounting or professional accounting work service, either independently or as an
associate.

(b) A person shall exercise due professional care in the performance of professional
services.

(c) A person shall adequately plan and supervise the performance of professional
services.

(d) A person shall obtain and maintain appropriate documentation to afford a
reasonable basis for conclusions and recommendations in relation to any professional
services performed.

(e) Interpretive comment: The person may have the knowledge required to complete the
professional services with competence prior to performance. In some cases, however,
additional research or consultation with others may be necessary during the

performance of the professional services.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.75 Confidential Client Communications

(a) Except by permission of the client or the authorized representatives of the client, a
person or any partner, member, officer, shareholder, or employee of a person shall not
voluntarily disclose information communicated to him by the client relating to, and in
connection with, professional accounting services or professional accounting work
rendered to the client by the person. Such information shall be deemed confidential.
The following includes, but is not limited to, examples of authorized representatives:

(1) the authorized representative of a successor entity becomes the authorized
representative of the predecessor entity when the predecessor entity ceases to exist
and no one exists to give permission on behalf of the predecessor entity; and

(2) an executor/administrator of the estate of a deceased client possessing an order
signed by a judge is an authorized representative of the estate.

(b) The provisions contained in subsection (a) of this section do not prohibit the
disclosure of information required to be disclosed:

(1) by the professional standards for reporting on the examination of a financial
statement and identified in Chapter 501, Subchapter B of this title (relating to
Professional Standards);

(2) by applicable federal laws, federal government regulations, including requirements
of the PCAOB;

(3) under a summons or subpoena under the provisions of the Internal Revenue Code
of 1986 and its subsequent amendments, a summons under the provisions of the
Securities Act of 1933 (15 U.S.C. Section 77a et seq.) and its subsequent amendments,
or a summons under the provisions of the Securities Exchange Act of 1934 (15 U.S.C.
Section 78a et seq.) and its subsequent amendments, the Securities Act (Article 581-1
et seq., Vernon's Texas Civil Statutes), Texas Revised Civil Statutes Annotated;

(4) under a court order signed by a judge if the court order:

(A) is addressed to the license holder;
(B) mentions the client by name; and

(C) requests specific information concerning the client.
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(5) by the public accounting profession in reporting on the examination of financial
statements;

(6) by a congressional or grand jury subpoena;

(7) in investigations or proceedings conducted by the board;

(8) in ethical investigations conducted by a private professional organization of certified
public accountants;

(9) in a peer review; or

(10) in the course of a practice review by another CPA or CPA firm for a potential
acquisition in conjunction with a prospective purchase, sale, or merger of all or part of a
member's practice if both firms enter into a written nondisclosure agreement with regard
to all client information shared between the firms.
(c) The provisions contained in subsection (a) of this section do not prohibit the
disclosure of information already made public, including information disclosed to others
not having a confidential communications relationship with the client or authorized
representative of the client.
(d) A person in the client practice of public accountancy shall take all reasonable
measures to maintain the confidentiality of the client records and shall immediately upon
becoming aware of the loss of, or loss of control over, the confidentiality of those
records notify the client affected in writing of the date and time of the loss if known. Loss
includes a cybersecurity breach or other incident exposing the records to a third party or
parties without the client's consent or the loss of the client records or the loss of control
over the client records. Persons have a responsibility to maintain a back-up system in
order to be able to immediately identify and notify clients of a loss.
(e) Interpretive comment. The definition of a successor entity as referenced in

subsection (a)(1) of this section does not include the purchaser of all assets of an entity.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.76 Records and Work Papers

(a) Records.

(1) A person shall return original client records to a client or former client within a
reasonable time (promptly, not to exceed 10 business days) after the client or former
client has made a request for those records. Original client records are those records
provided to the person by the client or former client in order for the person to provide
professional accounting services to the client or former client. Original client records
also include those documents obtained by the person on behalf of the client or former
client in order for the person to provide professional accounting services to the client or
former client and do not include the electronic and hard copies of internal work papers.
The person shall provide these records to the client or former client, regardless of the
status of the client's or former client's account and cannot charge a fee to provide such
records. Such records shall be returned to the client or former client in the same format,
to the extent possible, that they were provided to the person by the client or former
client. The person may make copies of such records and retain those copies.

(2) Unless the person and the client have agreed in writing to the contrary:

(A) A person's work papers, to the extent that such work papers include records
which would ordinarily constitute part of the client's or former client's books and records
and are not otherwise available to the client or former client, shall also be furnished to
the client within a reasonable time (promptly, not to exceed 20 business days) after the
client has made a request for those records. The person can charge a reasonable fee
for providing such work papers.

(B) Such work papers shall be in a format that the client or former client can
reasonably expect to use for the purpose of accessing such work papers. The person is
not required to convert records that are not in electronic format to electronic format or to
convert electronic records into a different type of electronic format. However, if the client
requests records in a specific format, and the records are available in such format within
the person's custody and control, the client's request shall be honored.

(C) The person is not required to provide the client with proprietary formulas.
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(D) The person is not required to provide the client with other formulas unless the
formulas support the client's accounting or other records or the person was engaged to
provide such formulas as part of a completed work product.

(3) Work papers which constitute client records include, but are not limited to:

(A) documents in lieu of books of original entry such as listings and distributions of
cash receipts or cash disbursements;

(B) documents in lieu of general ledger or subsidiary ledgers, such as accounts
receivable, job cost and equipment ledgers, or similar depreciation records;

(C) all adjusting and closing journal entries and supporting details when the
supporting details are not fully set forth in the explanation of the journal entry; and

(D) consolidating or combining journal entries and documents and supporting detail in
arriving at final figures incorporated in an end product such as financial statements or
tax returns.

(b) Work papers. Work papers, regardless of format, are those documents developed by
the person incident to the performance of his engagement which do not constitute
records that must be returned to the client in accordance with subsection (a) of this
section. Work papers developed by a person during the course of a professional
engagement as a basis for, and in support of, an accounting, audit, consulting, tax, or
other professional report prepared by the person for a client, shall be and remain the
property of the person who developed the work papers.
(c) For a reasonable charge, a person shall furnish to his client or former client, upon
request from his client made within a reasonable time after original issuance of the
document in question:

(1) a copy of the client's tax return; or

(2) a copy of any report or other document previously issued by the person to or for
such client or former client provided that furnishing such reports to or for a client or
former client would not cause the person to be in violation of the portions of §501.60 of
this chapter (relating to Auditing Standards) concerning subsequent events.
(d) This rule imposes no obligation on the person who provides services to a business
entity to provide documents to anyone involved with the entity except the authorized

representative of the entity.
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(e) Documentation or work documents required by professional standards for attest
services shall be maintained in paper or electronic format by a person for a period of not
less than five years from the date of any report issued in connection with the attest
service, unless otherwise required by another regulatory body. Failure to maintain such
documentation or work papers constitutes a violation of this section and may be
deemed an admission that they do not comply with professional standards.
(f) Interpretive Comment: It is recommended that a person obtain a receipt or other
written documentation of the delivery of records to a client.
(9) Interpretive Comment: For the purposes of this rule, client records include:

(1) backup or working files of commercially available software along with any
passwords needed to access such files; or

(2) client files from commercially available tax return preparation software including

any passwords needed to access such files.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.77 Acting through Others

(a) A person shall not permit others including non-CPA owners and employees, to carry
out on his behalf, either with or without compensation, acts, which, if carried out by the
person, would place him in violation of these rules of professional conduct.

(b) The board shall consider that the conduct of any non-CPA owner or employee in
connection with the business of a licensed firm as the conduct of that licensed firm for

the purposes of the rules of professional conduct.
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CHAPTER 501 RULES OF PROFESSIONAL CONDUCT
SUBCHAPTER C RESPONSIBILITIES TO CLIENTS
RULE §501.78 Withdrawal or Resignation

(a) If a person cannot complete an engagement to provide professional accounting
services and professional accounting work or employment assignment in a manner that
complies with the requirements of this chapter, the person shall withdraw from the
engagement or resign from the employment assignment.

(b) If a person withdraws from an engagement or resigns from an employment
assignment pursuant to this section, the person shall inform the client or employer of the
withdrawal or resignation.

(c) Interpretive Comment: Any withdrawal or resignation shall be in writing. A person
shall comply with the requirements of §501.75 of this chapter (relating to Confidential
Client Communications) and §501.90(17) of this chapter (relating to Discreditable Acts)
regarding confidential information of clients and employers during and after a withdrawal
or resignation executed pursuant to this section. For purposes of this section, an
engagement commences once an engagement letter is signed by the client, time is
charged to the engagement, or compensation is received by a person in connection with
an engagement or employment assignment.

(d) Interpretive comment: An email communication will satisfy the requirement for

written disclosure 