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I. Call to Order. 

President Ronald Blanc called the meeting to order at 10:00 a.m. on 
Thursday, February 23, 2006, at the California Board of Accountancy Office 
in Sacramento and the meeting adjourned at 12:36 p.m. 

Board Members February 23, 2006 

Ronald Blanc, President 10:00 a.m. to 12:36 p.m. 
David Swartz, Vice President 10:00 a.m. to 12:36 p.m. 
Ruben Davila, Secretary-Treasurer 10:00 a.m. to 12:36 p.m. 
Richard Charney Absent 
Donald Driftmier 10:00 a.m. to 12:36 p.m. 
Sally Flowers 10:00 a.m. to 12:36 p.m. 
Sara Heintz 10:00 a.m. to 12:36 p.m. 
Gail Hillebrand 10:00 a.m. to 12:36 p.m. 
Thomas lino 10:00 a.m. to 12:36 p.m. 
Clifton Johnson Absent 
Bill MacAioney 10:00 a.m. to 12:36 p.m. 
Olga Martinez 10:00 a.m. to 12:36 p.m. 
Renata M. Sos 10:00 a.m. to 12:36 p.m. 
Stuart Waldman 10:00 a.m. to 12:36 p.m. 
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Staff and Legal Counsel 


Mary Crocker, Assistant Executive Officer 

Alice Delvey-Williams, Renewal Continuing Competency Coordinator 

Patti Franz, Licensing Manager 

Dominic Franzella, Renewal Continuing Competency Analyst 

Michael Granen, Deputy Attorney General, Board Liaison 

Larry Knapp, Supervising Investigative CPA 

Nicholas Ng, Practice Privilege Analyst 

George Ritter, Legal Counsel 

Theresa Siepert, Executive Analyst 

Carol Sigmann, Executive Officer 

Aronna Wong, Regulation/Legislation Analyst 


Committee Chairs and Members 


Roger Bulosan, Chair, Qualifications Committee 

Dawn Struck, Member, Administrative Committee 


Other Participants 


Bruce Allen, California Society of Certified Public Accountants (CaiCPA) 

Sheri Bango, American Institute of Certified Public Accountants (AICPA) 

Melanie Choy, Big 4 Accounting Firms 

Julie D'Angelo Fellmeth, Center for Public Interest Law (CPIL) 

Conrad Davis, California Society of Certified Public Accountants (CaiCPA) 

Loretta Doon, California Society of Certified Public Accountants (CaiCPA) 

Mike Duffey, Ernst & Young LLP 

Michelle Elder, Society of California Accountants (SCA) 

Kenneth Hansen, KPMG LLP 

Ed Howard, Center for Public Interest Law (CPIL) 

Rich Jones, Washington Society of CPAs 

Art Kroeger, Society of California Accountants (SCA) 

Tony Laliberte, Washington Society of CPAs 

Cathy Landau-Painter, KPMG LLP 

Brianna Lieman, Department of Consumer Affairs (DCA) 

David Link, Senator Figueroa's Staff 

Richard Robinson, Big 4 Accounting Firms 

Hal Schultz, California Society of Certified Public Accountants (CaiCPA) 

Rick Sweeney, Washington Board of Accountancy 

Jeannie Tindel, California Society of Certified Public Accountants (CaiCPA) 

Rob Troncoso, Center for Public Interest Law (CPIL) 

Mike Ueltzen, California Society of Certified Public Accountants (CaiCPA) 

Ross Warren, Assembly Business & Professions Committee 

Hayden Williams, Arizona Society of CPAs 
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I. 	 Call to Order. 

Mr. Blanc called the meeting to order at 10:00 a.m. and welcomed staff, 
members of the public, and the profession. He indicated that much had 
been accomplished at the CPC meeting the previous day. 

II. Committee on Professional Conduct. 

A. 	 Minutes of the January 19, 2006, CPC Meeting. 

This agenda item was deferred. 

B. 	 Report on the February 22, 2006, CPC Meeting. 

1. 	 Consideration and Approval of Statutory Amendments Related to 
Temporary Practice and/or Implementation of Practice Privilege. 

Ms. Hillebrand indicated that her report would cover the discussion 
from the CPC meeting, the recommended statutory amendments, 
identification of issues for further action and study, and the CPC's 
recommended positions on pending legislative proposals. She noted 
that due to time constraints, the CPC did not get the opportunity to 
discuss the Frequently Asked Questions (FAQs). Ms. Hillebrand 
indicated that it was the view of the CPC that Board input into the 
FAQs can be helpful, however, it is not required. Staff may prepare 
the material without input ·from the Board. 

Ms. Hillebrand thanked the staff for the extraordinary amount of work 
that went into preparing for the meetings. She had requested staff to 
review Mr. Robinson's letter (Attachment 1) and provide point by 
point comments, as to what the law currently requires and where a 
different result is sought. She noted that this could have involved a 
different interpretation of the current law, a possible statute change, 
evaluation of any potential harm to the public, any unintended 
consequences, and equity between CPAs in California and out-of
state. Ms. Hillebrand noted that as staff began to perform that work, 
it became clear that there were several overarching policy issues. 
The CPC meeting was helpful in identifying those matters which 
could be resolved within a short timeframe. Ms. Hillebrand thanked 
those who provided public comment at that meeting. 

Ms. Hillebrand expressed that the goal of the CPC and the Board 
was to look at possible temporary statutory changes of the shortest 
duration related to practice privilege based on the identified and 
alleged problems while allowing adequate time for a full vetting of the 
issues. She indicated that she believed it would be a mistake to 
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propose something now that had not been fully considered with 
respect to any unintended consequences. Ms. Hillebrand reported 
that the criteria used for the proposals was whether it would interfere 
with the protection of the California public, whether it would it create 
inequities with California CPAs, and whether it would create other 
unintended consequences. She noted that the CPC and the Board 
were very aware of the urgency of the matter, especially in relation to 
the tax season. 

Ms. Hillebrand reported that the CPC developed the following 
proposals for statutory changes. 

• 	 Proposed Business and Professions (B&P) Code Section 5050.1 
A statutory amendment that would include a statement that 

regardless of what statutory authorization is being acted under, if 
a person or a firm is engaged in any act which is the practice of 
public accountancy in California for a California client, the Board 
has jurisdiction over that person or ·firm. 

• 	 Proposed B&P Code Section 5096.12 -A statutory amendment 
to address the problem experienced by a person who qualifies for 
and receives a practice privilege but cannot sign on behalf of the 
firm because the firm is not registered in California. She noted 
that there are a series of hurdles to registering a firm in California, 
so the CP(:; chose not to pursue a firm practice privilege, but 
instead recommends a waiver of the registration requirement 
solely for the purpose of the individual holding the practice 
privilege to be able to sign on behalf of the firm. 

• 	 B&P Code Section 5054- There was significant corresponqence 
from tax practitioners around the country regarding the issue of 
why the practice privilege was necessary if practitioners are only 
preparing tax returns and never physically enter California. 
Ms. Hillebrand indicated that the Board's view has consistently 
been that this is the practice of public accountancy in California. 
She reminded the Board that a narrow exception was developed 
last year for the preparation of tax returns for individuals and for 
the estates of persons residing in California at the time of death. 
She indicated that the CPC's recommendations to the Board, with 
the dissent of the Chair, is that the exception be broadened to tax 
services. Expanding .the exception to tax services would 
eliminate the problems that have been identified by the 
profession. 

Ms. Hillebrand reported that the CPC recommended the following 
language as a permanent statutory change as B&P Code Section 
5050.1. 
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'~ny person who engages in any act which is the practice ofpublic 
accountancy in this state consents to the personal, subject matter, 
and disciplinary jurisdiction of the Board; and is deemed to have 
appointed the regulatory agency of the state or foreign jurisdiction 
that issued the person's permit, certificate, license or other 
authorization to practice as the person's agent on whom notice, 
subpoenas, or other process may be served in any action or 
proceeding by or before the Board against or involving that person." 

It was moved by Mr. Driftmier, seconded by Ms. Sos, and 
unanimously carried to adopt the language above as B&P Code 
Section 5050.1. 

Ms. Hillebrand reported that the CPC proposed B&P Code Section 
5096.12 to address the issue of a person who qualifies for and 
receives a practice privilege, but cannot sign on behalf of the firm 
because the firm is not registered in California. 

Ms. D'Angelo Fellmeth indicated that proposed B&P Code Section 
5096.12(a)(2) was not self-executing, and she questioned whether it 
would be implemented through regulation. Ms. Hillebrand noted that 
the firm would be consenting under B&P Code Section 5050.1 and 
the concept was that the act of practicing in this state constituted the 
consent; however, the language would need to be modified. 
Mr. Granen indicated that the change could parallel the language in 
proposed B&P Code Section 5050.1. Ms. D'Angelo Fellmeth 
additionally noted that in proposed B&P Code Section 5096.12(a)(2), 
the last three words should be changed to " ... under this article." 

Ms. Sigmann clarified that in order to expedite these changes, 
nothing can be done by regulation. Any changes must be statutory 
for urgency purposes. 

Mr. Granen recommended the following changes to proposed B&P 
Code Section 5096.12. 

"(a) A CPA firm that is authorized to practice in another state and 
which does not have an office in this state may engage in the 
practice ofpublic accountancy in this state through the holder of a 
practice privilege provided that the practice ofpublic accountancy by 
the firm is limited to authorized practice by the holder of the practice 
privilege. 
(b) Any firm practicing under this provision consents to the personal, 
subject matter, and disciplinary jurisdiction of the board with respect 
to any practice under this chapter. 
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(c) The board may revoke, suspend, or otherwise restrict or discipline 
the firm for any act which would be ground for discipline against a 
holder of a practice privilege through which the firm practices." 

It was moved by Ms. Sos, seconded by Ms. Flowers, and 
unanimously carried to adopt the proposed B&P Code Section 
5096.12 with the changes identified above. 

Ms. Hillebrand reported that it was the view of the CPC that these 
temporary statutory revisions have the shortest sunset timeframe 
possible while still allowing a full vetting of the issues. She 
requested staff to identify the time necessary for the Board to 
complete the entire review process. Ms. Hillebrand noted that this 
would be a substantial process, and the focus of the Board for the 
next two years, and would therefore require extending the current 
peer review date. 

Ms. Sigmann reported that she was recommending January 1, 2011, 
as the sunset date for the temporary provisions being proposed. 
Between March and early summer of this year she would anticipate 
implementing the changes in the legislation currently being 
developed. Meetings during 2007 would address procedural 
changes, and if all goes well, the changes could be enacted in 2008. 
That would provide a year to notify all interested parties of the 
impending changes. Ms. Sigmann noted that the Board was up for 
Sunset Review in 2009 and it would be providing a progress report to 
the Legislature related to this issue. Ms. Hillebrand indicated that 
although the CPC did not have this date to consider yesterday, she 
was satisfied that it was ambitious but reasonable. 

Mr. Robinson requested that the provision for the exception on tax 
services move forward without a sunset date. If that was not 
possible, he believed that the sunset date should be the same as the 
practice privilege sunset date, January 1, 2011, for consistency 
purposes. 

Mr. Swartz questioned the benefits of having a sunset date of 
January 1, 2010, versus the practice privilege sunset date of 
January 1, 2011. Ms. Hillebrand believed that the earlier date 
provided a clear statement that these are not ultimate solutions, 
however, it is a temporary fix designed to create a window of 
opportunity for the Board to consider all of these issues. 

Mr. Robinson restated that he was requesting that the sunset date be 
January 1, 2011, so that practitioners can be aware of the 
requirements prior to beginning a new tax season. He indicated that 
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if there are different sunset dates, it may require the profession to 
pursue a different bill, and he would prefer not to do that. 

Ms. Hillebrand indicated that she wanted to send a message that the 
Board would accomplish the work in the shortest amount of time 
possible. 

It was moved by Ms. 5os, seconded by Mr. Swartz, and carried 
for the sunset date for B&P Code Sections 5050(b), 5054, and 
5096.12 to be January 1, 2011. Ms. Hillebrand was opposed. 

Ms. Hillebrand indicated that there had been significant 
correspondence from tax practitioners around the country regarding 
the issue of practice privilege. She reported that the CPC was 
recommending to the Board, with the dissent of the Chair, that the 
exception in B&P Code Section 5054 be broadened to include tax 
services on a temporary basis. It was noted that expanding the 
exception to include tax services would eliminate many of the 
problems that have been identified by the profession. 

Ms. Hillebrand indicated that she was not sufficiently informed at this 
stage to be comfortable that there would be no harm to the California 
public from the expansion from tax returns to tax services, and for 
that reason she was in dissent. She additionally expressed her 
concern that expanding beyond tax returns was substantial and 
would create gray areas about things that you no longer need a 
licensed individual or firm to do. Ms. Sos indicated that she favored 
this amendment because in the extensive discussion yesterday, she 
was persuaded that the phrase "tax services" is well understood by 
the profession and also heavily regulated by the Internal Revenue 
Service (IRS) and the Franchise Tax Board (FTB). 

Mr. Robinson indicated that all of his firms are registered in 
California; however, tax practitioners outside of California want to be 
able to sign a tax return under this exemption. The language with 
the use of the term ,.firm" in B&P Code Section 5054 may deprive 
practitioners who do not physically enter California who work for a 
firm that is registered in California from using this exception. 
Mr. Duffey believed that a clause was necessary to clarify that the 
exception would apply to either an individual or a person in a 
California registered firm, thereby, treating out-of-state practitioners, 
registered and unregistered firms the same. 

Ms. Wong indicated that she believed that Mr. Robinson's concern 
was addressed through the temporary and incidental practice 
provision proposed for B&P Code Section 5050(b). Mr. Robinson 
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indicated he believed that B&P Code Section 5054 should include 
the clarification as well. 

Mr. lino indicated that B&P Code Section 5054 only applied to the 
profession and there is more than enough guidance to what tax 
services represents. 

Ms. Hillebrand reported that the CPC recommended the following 
language for B&P Code Section 5054. 

"(a) Notwithstanding any other provision of this chapter, an individual 
or firm holding a valid and current license, certificate, or permit to 
practice public accountancy from another state may provide tax 
services without obtaining a permit to practice public accountancy 
issued by the board under this chapter or a practice privilege 
pursuant to Article 5.1 (commencing with Section 5096) provided that. 
the individual or firm does not physically enter California to practice 
public accountancy pursuant to Section 5051, does not solicit 
California clients, and does not assert or imply that the individual or 
firm is licensed or registered to practice public accountancy in 
California. 
(b) The board may, by regulation, limit the number of tax returns that 
may be prepared pursuant to subdivision (a). 
(c) This section shall become inoperative on January 1, 2011, and as 
of that date is repealed." 

It was moved by Mr. Driftmier, seconded by Mr. lino, and carried 
to approve the above language for B&P Code Section 5054. 
Ms. Hillebrand was opposed. 

Ms. Hillebrand reported that the CPC had an extensive discussion 
regarding temporary and incidental practice. She noted that the 
restrictions approved by the Board at its last meeting related to the 
foreign accountants provided an excellent model for similar 
restrictions on temporary and incidental practice by out-of-state 
CPAs. The restrictions included not holding out as a California CPA, 
not soliciting of clients in California, and submitting to the jurisdiction 
of the Board. 

Ms. Sos explained why the Board still needed some form of 
temporary and incidental practice. The tax services issue was 
resolved by B&P Code Section 5054, and the triggering of firm 
registration was resolved by B&P Code Section 5096.12. However, 
staff could still receive questions regarding what exactly is the 
practice of public accountancy in California, whether it included 
litigation support, consulting, and expert witness testimony. Ms. Sos 
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indicated that in order to resolve the additional inadvertent barriers 
created by practice privilege, the CPC wanted to recreate a limited 
version of temporary and incidental practice on a temporary basis to 
provide the Board with the time and the opportunity to address the 
serious and difficult issues related to the definition of the practice of 
public accountancy in California before adopting a permanent 
solution. 

Ms. Hillebrand indicated that the Board was in a difficult position 
because one of the benefits of practice privilege as described by 
those who advocated for it meant the elimination of temporary and 
incidental practice allowing the Board to know who was in California 
practicing. 

Ms. Sos believed that it was imperative to communicate to everyone 
that the limited and very clearly defined restoration of temporary and 
incidental practice was temporary and solely for the purpose of giving 
the Board time to resolve some very serious issues in the application 
of Practice Privilege. 

Ms. Hillebrand reported that the CPC recommended that the Board 
approve the following language for B&P Code Section 5050. 

"(a) Except as provided in subdivisions (b) and (c) of this section, 
subdivision (a) of Section 5054, and Section 5096.12, no person 
shall engage in the practice ofpublic accountancy in this state unless 
the person is the holder of a valid permit to practice public 
accountancy issued by the board or a holder of a practice privilege 
pursuant to Article 5.1 (commencing with Section 5096). 
(b) Nothing in this chapter shall prohibit a certified public accountant, 
a public accountant, or public accounting firm lawfully practicing in 
another state from temporarily practicing in this state incident to 
practice in another state provided that the individual or firm does not 
solicit California clients and does not assert or imply that the 
individual or firm is licensed or registered to practice public 
accountancy in California. This subdivision shall become inoperative 
on January 1, 2011, and as of that date is repealed. 
(c) Nothing in this chapter shall prohibit a person who holds a valid 
and current license, registration, certificate, permit or other authority 
to practice public accountancy from a foreign country, and lawfully 
practicing therein, from temporarily engaging in the practice ofpublic 
accountancy in this state incident to an engagement in that country 
provided that: 
(1) The temporary practice is regulated by the foreign country and is 
performed under accounting or auditing standards of that country. 
(2) The person does not hold himself or herself out as being the 
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holder of a valid California permit to practice public accountancy or 
the holder ofa practice privilege pursuant to Article 5.1 (commencing 
with Section 5096)." 

Note: The language in subdivision (c) was previously approved by 
the Board, recommended to the Legislature, and is currently 
contained in SB 503. 

It was moved by Ms. Hillebrand, seconded by Mr. Driftmier, and 
unanimously carried to approve the proposed changes to 
Business and Professions Code Section 5050. 

Ms. Hillebrand reported that the CPC discussed and was 
recommending proposed changes to B&P Code Section 5088 that 
would not require an individual who is the holder of a current and 
valid license from any state to obtain a practice privilege during the 
time that he or she has a pending application for licensure in 
California. She noted that prior to practice privilege, these applicants 
were permitted to practice while their applications for licensure were 
pending and that staff had tracked them through a manual system. 

Ms. Hillebrand added that since practice privilege has been 
implemented, the manual tracking system had been abolished and 
these applicants must obtain a practice privilege while pending 
licensure in California. She indicated that the CPC had developed 
the proposed changes with incomplete information. Further · 
discussion with staff identified that this would impact a small number 
of applicants and the manual tracking system had been eliminated. 
Ms. Hillebrand indicated that based on this additional information, it 
was her opinion as CPC Chair that this recommendation was no 
longer a viable option. She did note that the CPC had not yet 
considered this additional information. 

Ms. Franz added that the staff originally responsible for the manual 
tracking system have since been redirected and are focused on 
processing applications for individual and firm licensure. She 
indicated that the Board had received no negative comments from 
applicants regarding this change and that it does not seem an 
appropriate use of staff resources to reimplement the manual system 
versus processing applications more quickly. Based on this 
information, the Board concurred that no change should be made to 
the current B&P Code Section 5088. 
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Ms. Hillebrand indicated that the language proposed for B&P Code 
Section 5054.1 is complimentary language to the consent to 
jurisdiction language in proposed B&P Code Section 5050.1. She 
noted that it is the procedural piece on how the Board would assert 
its jurisdiction. 

Ms. Hillebrand reported that the CPC recommends that the Board 
approve the following language for B&P Code Section 5054.1. 

"The board may revoke, suspend or otherwise restrict or discipline 
the authorization to practice under subdivisions (b) or (c) of Section 
5050, or subdivision (a) of Section 5054, or Section 5096. 12 for any 
act which would be a violation of this chapter or ground for discipline 
against a licensee or practice privilege holder, or ground for denial of 
a license or practice privilege under the Code. The provisions of the 
Administrative Procedure Act, including, but not limited to, the 
commencement of a disciplinary proceeding by the filing of an 
accusation by the board shall apply to this Section. Any person 
whose authorization to practice under subdivisions (b) or (c) of 
Section 5050, or subdivision (a) of Section 5054, or Section 5096.12 
has been revoked may apply for reinstatement of the authorization to 
practice under subdivisions (b) or (c) of Section 5050, or subdivision 
(a) of Section 5054, or Section 5096. 12 not less than one year after 
the effective date of the board's decision revoking the temporary 
practice authorization unless a longer time, not to exceed three 
years, is specified in the board's decision revoking the temporary 
practice authorization." 

It was moved by Mr. Driflmier, seconded by Ms. Sos, and 
unanimously carried to approve the above language for B&P 
Code Section 5054.1. 

Ms. Hillebrand reported that due to the urgency of the work related to 
Practice Privilege, the peer review report date would also need to be 
delayed to January 1, 2011. 

Ms. Hillebrand identified the following issues that would require 
further study: 

> Out-of-state licensees seeking to qualify as an individual for 
practice privilege through NASBA- costs and delay issues. 

> Substantial equivalency. 
> Evaluation of requiring 150 hours of education when applicants 

can get licensed in California with 120 hours. 
> Defining what constitutes the practice of public accountancy in 

California. 
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> Whether additional exemptions should be added to B&P Code 
Section 5054. 

> Continued study of the temporary exemption adopted regarding 
tax services. 

> Whether any of the temporary statutory changes should become 
permanent. 

> The balancing of public protection and knowing who is practicing 
in this state through practice privilege, while not creating barriers 
to entry for licensed out-of-state practitioners. 

> Interplay between firm registration and the individual holding a 
practice privilege. 

Ms. Hillebrand wanted the ability to amend the minutes to include 
any issues for further study that she failed to mention previously. 

Ms. D'Angelo Fellmeth requested to reopen the discussion regarding 
the necessity of reinstating temporary and incidental practice. She 
indicated that the expansion of the exception in B&P Code Section 
5054 to include all tax services resolved the tax problem. The 
creation of B&P Code Section 5096.12 resolved the firm registration 
problem by allowing individuals with a practice privilege to sign on 
behalf of the firm even if it is not registered in California. 
Ms. D'Angelo Fellmeth indicated that she believed that, with those 
proposed statutory changes, reinstating temporary and incidental 
practice was not required. In addition, she believed that the 
temporary five-year period was excessively long. 

Ms. Sos indicated that there were practitioners from seven or eight 
states that are not substantially equivalent and those individuals 
cannot qualify for a practice privilege. Those are the individuals who 
need the limited version of temporary and incidental practice. 
Ms. D'Angelo Fellmeth noted that if the Board reconsidered the issue 
of allowing anyone with a valid license from another state to qualify 
for a practice privilege, it would address that group of individuals and 
it would not need to restore temporary and incidental practice. 

Ms. Sos added that the other benefit of reinstating the limited version 
of temporary and incidental practice is that it would address the gray 
areas. It will also allow the Board time to deliberate the issue of what 
activities constitute the practice of public accountancy in California as 
well as whether there should be additional exceptions identified in 
B&P Code Section 5054 such as expert witness testimony, litigation 
support, or consulting services. 

Ms. D'Angelo Fellmeth indicated that the issue of whether the nature, 
quality, and location of services being provided would trigger the 
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necessity of obtaining a California license is not a new issue. The 
profession has always had to consider that. She noted that prior to 
January 1, 2006, individuals and firms engaged in work that brought 
them in contact with the state of California had to determine whether 
that work was temporary and incidental or whether it required 
licensure. Ms. D'Angelo Fellmeth noted that the new answer was 
practice privilege. She urged the Board not to reopen this gaping 
offensive loophole that had been closed. 

Ms. Hillebrand indicated that she believed that this is a very close 
question. She noted that she did not believe that waiving substantial 
equivalency was a viable solution. 

Mr. Robinson reported that there were many areas in question that 
would need to be defined as exceptions to the practice of public 
accountancy. He appreciated the work of the Board in resolving 
these issues and urged the Board to maintain its earlier position. 

Mr. Blanc reiterated that what the Board has brought back in with 
temporary and incidental practice are important restrictions, 
notifications and expansion of the Board's jurisdiction. Mr. Blanc 
noted that it was a very difficult decision- for Ms. Hillebrand, Ms. Sos, 
and himself, although, he was somewhat comforted by the restrictive 
provisions that had been added. 

Ms. Sigmann reported that it was very difficult for staff to be in this 
position of not being able to answer questions regarding practice 
privilege. She indicated that the Board has a broad definition of the 
practice of public accountancy in B&P Code Section 5051 and staff 
have been struggling with its application to practice privilege ever 
since implementation. Ms. Sigmann reported that the reason staff 
supported this proposed change is that it is necessary until there is 
further clarity to B&P Code Section 5051 as it relates to practice 
privilege. 

Ms. D'Angelo Fellmeth commented that Board members are not 
sitting at this table as practitioners. The role of a Board member is to 
protect the public interest. She indicated that it is the primary priority 
of Board members to protect the public and she believed that 
practice privilege provided much more consumer protection than 
temporary and incidental practice. Ms. D'Angelo Fellmeth believed 
that the practice privilege program with the other changes discussed 
could move forward without reinstating temporary and incidental 
practice. Ms. D'Angelo Fellmeth urged the Board to consider her 
thoughts. 
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There was no action taken by the Board to reconsider its previous 
decision regarding the implementation of limited temporary and 
incidental practice. The Board would be studying this issue over the 
next several montl1s. 

Ms. Hillebrand indicated that the revised language to Section 5054 
had just been distributed to address the concern communicated by 
Mr. Robinson. This language reads: 

"(a) Notwithstanding any other provision of this chapter, an individual 
or firm holding a valid and current license, certificate, or permit to 
practice public accountancy from another state may provide tax 
services without obtaining a permit to practice public accountancy 
issued by the board under this chapter or a practice privilege 
pursuant to Article 5.1 (commencing with Section 5096) subject to 
the restrictions that the individual or firm does not physically enter 
California to practice public accountancy pursuant to Section 5051, 
does not solicit California clients, and does not assert or imply that 
the individual or firm is licensed or registered to practice public 
accountancy in California. 
(b) Notwithstanding subdivision (a), any firm which is licensed to 
practice public accountancy in this state may provide the services set 
forth in subdivision (a) through individuals qualified to practice under 
subdivision (a) however the restrictions of subdivision (a) shall not 
apply to the firm. 
(c) The board may, by regulation, limit the number of tax returns that 
may be prepared pursuant to subdivision (a). 
(d) This section shall become inoperative on January 1, 2011, and as 
of that date is repealed." 

Mr. Granen indicated that the purpose of these changes was to 
remove the unintended restrictions current B&P Code Section 5054 
places on CPAs employed by registered firms and put them on equal 
footing with CPAs employed by unregistered firms. Mr. Robinson 
indicated that he strongly supported the changes. 

It was moved by Ms. 5os, seconded by Ms. Flowers, and 
unanimously carried to approve the revised language to 
Business and Professions Code Section 5054. 

Ms. Hillebrand indicated that several Board members and members 
of the public have communicated concern to Mr. Blanc as to how the 
Board actions would be communicated during the Legislative 
process. She noted that staff have every intent to communicate as 
clearly and as completely as possible; however, staff do not have the 
discretion to waive or make any statements of non-enforcement of 
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current provisions of law. Ms. Hillebrand indicated that the Board will 
work as quickly and effectively as possible on the proposed statutory 
changes. 

Mr. Blanc reported that there would be communication with all 
interested parties that the Board had taken positive action in 
response to requests and staff will be preparing material for 
distribution. 

Mr. Robinson indicated that there was a provision in the Constitution 
that you cannot retroactively legislate. He suggested communicating 
to the public using legislative intent language that could be drafted to 
express that the practice privilege legislation enacted last year had 
unintended consequences and this current piece of pending 
legislation is meant to correct those. Mr. Robinson noted that if 
Senator Figueroa agreed with that language, it could then be posted 
on the Board's Web site in lieu of the current FAQs. 

Mr. Blanc indicated that he wanted a communication to go directly to 
the profession. 

1\11s. Bango, AICPA representative, committed to working with 
CaiCPA and the Board to communicate to the AI CPA's 340,000 
members the positive action taken by the Board, and she indicated 
that the AI CPA has several mechanisms to accomplish that. 
Ms. Bango indicated that because of California's practice privilege 
issue and other concerns that have been raised across the country, 
the AICPA had established a toll-free number and a dedicated e-mail 
with staff exclusively to answer questions related to these issues. 
She assured the Board that she would work with staff and CaiCPA to 
ensure that everyone is comfortable with the language that the 
AICPA would be communicating nationwide. 

Mr. Allen indicated that CaiCPA would communicate the actions 
taken by the Board to its members as well as the Executive Directors 
of other state boards. He indicated that he would coordinate the 
message so that it is uniform as not to raise further confusion. 
Mr. Allen added that it had been a productive meeting and he 
believed that the Board was headed in the right direction to clarify the 
issues. 

Ms. Hillebrand indicated that she would be happy to work with the 
Board President and the Executive Officer to develop the legislative 
intent language. She also believed that the language should include 
the reason why the changes are being proposed as temporary, that 
they were developed in response to the pending tax season, and that 
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there will be a further study of all of the issues. Mr. Blanc requested 
that Ms. Hillebrand work with Ms. Sos and Ms. Sigmann to draft the 
legislative intent language. 

In response to the request to remove the FAQs from the Board's 
Web site, Ms. Hillebrand indicated that she believed that decision 
was within the discretion of the Executive Officer. She added that 
she had reviewed one of the letters that staff had received and she 
hoped that it was not representative of the profession. It was a 
highly unprofessional attack on staff that no one should have to 
experience in the course and scope of their employment. 

2. 	 Consideration of Legislation Related to Temporary Practice and/or 
Implementation of Practice Privilege. 

a. 	 Report and Recommended Position on SB 503, Figueroa. 

Ms. Hillebrand reported that SB 503 contained the following 
statutory changes that had been previously approved by the 
Board: 1) the fee change language, 2) the peer review language 
which needed to be modified with the date as January 1 , 2011 , 
and 3) the foreign accountant exception language. 
Ms. Hillebrand noted that legislative counsel recommended 
removing the word "primarily" from the language approved by the 
Board at its January 20, 2006, meeting. Ms. Hillebrand indicated 
that the CPC determined that even with the changes that the 
Board adopted today, it was necessary to move forward with the 
foreign accountant language. 

Ms. Hillebrand reported that the CPC recommended that the 
Board adopt a SUPPORT position on SB 503. 

Mr. Robinson requested that SB 503 be amended to include all of 
the language that had been approved at this meeting. 
Ms. Hillebrand indicated that the CPC did discuss that idea and 
had no policy objections to it; however, it was the view of the 
committee that the strategic decision on how to present this 
information to the Senator and other members of the Legislatur~ 
was within the Executive Officer's discretion. Mr. Robinson 
indicated that he supported the work product and wanted to move 
it expeditiously, and that his colleague, Mr. Allen, would not 
support SB 503 unless the language that was adopted by the 
Board today is amended into that bill. Ms. Sigmann indicated that 
it was her intention to include the language in SB 503. 
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Mr. Allen indicated that on behalf of CaiCPA, it had no issue with 
anything currently in SB 503, but its position is that the bill is 
incomplete. He reported that with the proposed changes adopted 
today amended into the bill, CaiCPA would support it. 

It was moved by Ms. Hillebrand, seconded by Ms. Sos, and 
unanimously carried to adopt a SUPPORT position on the 
current language in SB 503. 

b. 	 Report and Recommendation Position on AB 1868, Bermudez, 
Accountancy: Licensure. 

Ms. Hillebrand reported that the Board had been provided with 
draft amendments to AB 1868, dated February 13, 2006. (See 
Attachment 2.) She noted that this bill was currently a "work in 
progress," however, the Board needed to look at the text currently 
available. Ms. Hillebrand indicated that there was a report from 
Deputy Attorney General Granen that suggested this language 
would create serious issues regarding the Board's jurisdictional 
ability, particularly in its ability to prohibit unlicensed practice. 
The amendments would also broaden B&P Code Section 5054 
beyond the proposed amendments adopted by the Board today. 
Also, it proposed a later sunset date than what the Board 
adopted. 

Ms. Hillebrand reported that for those reasons, the CPC was 
recommending that the Board adopt an OPPOSE UNLESS 
AMENDED position on AB 1868. She indicated that if the bill 
begins to move forward, staff could then communicate the 
Board's position to the Legislature. She added that she was 
hopeful that it would not be necessary for the Board to use this 
position. 

It was moved by Ms. Hillebrand, seconded by Mr. Swartz, and 
carried to adopt a position of OPPOSE UNLESS AMENDED 
on AB 1868. Ms. Sos was opposed. 

Mr. Allen indicated that it was CaiCPA's intention to request that 
the author hold this bill and not move it forward in its current form. 
He noted that as SB 503 makes progress, this bill could become 
a vehicle to assist in moving SB 503 forward. 

Mr. Robinson indicated that the fee issue might be controversial 
to the Republicans in the Legislature. If that happens, Mr. Allen 
had agreed to put the Board's fee provisions in a bill that the 
profession would support. 
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CPC Agenda Item III.A. B, & C 
February 22, 2006 

DISCUSSION OF SIGNIFICANT ISSUES RELATED TO TEMPORARY PRACTICE 

AND/OR THE IMPLEMENTATION OF PRACTICE PRIVILEGE 


INTRODUCTION 

This paper provides background information for consi"deration of significant issues 
related to temporary practice and/or the implementation of the Practice Privilege 
Program. Issues related to substantial equivalency requirements, firm registration 
requirements, and the question of "What constitutes a California client?" are discussed 
(CPC Agenda Items Ill A, B, and C). For each of these issues, there is a description of 
the issue, information regarding relevant provisions of the Accountancy Act, background 
and history information, and a discussion focusing on key concerns. The background 
and history portion of the section titled "Substantial Equivalency Requirements" provides 
an overview of how the concept of "substantial equivalency'' has been addressed in 
California as well as providing a historical perspective on the overall development of the 
practice privilege statutes. The conclusion (beginning on page 10) relates to all of the 
issues discussed in this paper. 

A. SUBSTANTIAL EQUIVALENCY REQUIREMENTS 

ISSUE: 

The practice privilege statutes permit out-of-state CPAs meeting specified qualifications 
to practice in California under a practice privilege without obtaining a California license. 
The qualifications for practice privilege were based on the Uniform Accountancy Act's 
(UAA's) concept of "substantial equivalency." Recently, concerns have been raised that 
these "substantial equivalency" requirements obstruct rather than facilitate the cross
border movement of qualified practitioners. 

RELEVANT PROVISIONS OF THE ACCOUNTANCY ACT: 

The practice privilege provisions are located in Sections 5096- 5096.11 of the 
Business and Professions Code. In addition, Business and Professions Code Section 
5093 contains California's licensure requirements that are deemed to be substantially 
equivalent by the National Association of State Boards of Accountancy (NASBA). (See 
Attachment 1 for the text of these laws.) 

Under the basic requirements for practice privilege contained in Section 5096 a 
licensee of another state has three options to qualify for practice privilege: (1) to have 
continually practiced public accountancy as a CPA under a va1id license for at least four 
of the last ten years; (2) to hold a license from a state which has been determined by 
the Board to have education, examination, and experience qualifications for licensure 
substantially equivalent to California's qualifications under Section 5093, i.e. to be 

1 




licensed in a "substantially equivalent state"; or (3) to possess education, examination, 
and experience qualifications for licens;ure which have been determined by the Board to 
be subs.tantiaiiY, .~~ui~.El:l.~nt to .Califor,D.ia's r~qulrement§ ynder, S,ecti,on 5093. Qther. , 
provis'iofl's ofth€q:n;actice privilege statuteE(include·a fee ·reqO'iremeht, a list of pdtentially 
disqualifying conditions, and provis\'ons for the administrative suspension and discipline 
of the practice privilege. 

For consistency, Section 5088 of the Business and Professions Code was amended to,_ 
eliminate the interim practice provision under which an out"of-state licensee had : 
practice rights while the application for licensure was pending. tn its place this ·1 

individual was required t6 obtain a' practic'e privilege (see Attachment 1 ). '·l 
YJ 

BACKGROUND AND HISTORY: 

As part of its 2000 Sunset Review, fhe Board be_gan evaluating its statutes and · 
regulations for conformity with the UAA; a model accountancy act qeveloped jointly by 
NASBA and the American Institute' of Certified Public Accountants (AICPA) . 

. I< • '•' ! 

The edition of the UAA (UAA, third editio'n)'considered by the Board emphasized the .: . - .. ... . .. '. . , .. . . I 
concept of "substantial equivalency" which included two compdnents. Ghe eomponent' 
of substantial equivalency involved the establishment of uniform licensure requirements 
nationwide. This included the require!J1f!ntth.a~1 to become licenseg, apRiicants ITlUSt 
have met the "150 Hour Requirement ''~('15D semester Li'nits ·of eau·cation), pass the · ;c 

Uniform CPA Examination, and complete a minimum of one year of experience. States 
with accountancy acts that included these licensure requirements were deemed to be ·. 
substantially equivalent. The second component of substantial equivalet:Jcy focused on 
tHeL1ree'Ynov·e·i;rfe;n't'6'f·CP:A!S''acrds1s(&oraersc: :ona'er¥1Ti¥tJAA;'Jmt51lfil'/CPV\·~ me'eting 
su'bsfafltial·eqCiiwalencY'reqLiiremerits ei!Ffer by'beihg 'i(cefis1ecf"rn a::sl:los'tant[ally : 
equivcfleril'sta'l:e 'oYoy TiicHWrBualty meetFffg 't~-e~ f.eqaisW€H:iduc"atlori',' ~x~m;·a~cf' ' · 
'SXperiehce requif.ementS.WOIJid be: abiEJ--t() engagEf.iri·ci'rOSS~DOrder'praCtiOEl after.' . 
notifying the.;'ot~e1(staM bo'arcfof tneir'·ph3sEfrio§:· ThifUAA Ofcrnot-iRdiUd(f!~detnpor?fry 
practice provision. · · · · .. 

In its 2000 Sunset Review Report, thEH3nard proposed.the'150-l1dt:Ir Requirerriant and 
other law changes so that California could be deemed a substantially equivalent state. 
This proposafproved to be 'ControversiaL As aoompr6m'ise·,:,the tw()"Jibeh_s\uhi'options 
currently in·califof'rlia'Taw we're 'enacifed :_ Busifl'tiss and Professlons·c·ade SedioMs 
5092 and 5093. 'Section ·5082 confo~rms 'Ciosery to--the· BO'ard's previdds licensing 
requTremE:mt's:: In additio·n to passage of the Uniform CPA Examfnatiori this licensing 
option requires completion dr a baccalaureate degree with a minimurri of ·120 units of 
education and two years of experience. Section 5093 requires exam passage, a 
baccalaureate degree ana completion of additionar units to total 15'0, and completion of 
one· year of experience. CPAs meeting these li"cHnsure requirements are deemed to be 
substantially equiva:lent by NASBA. Law changes· enacted at that time also eliminated 
the requirement that all applicants for licensure complete attest experience. Instead, 
500 hours of attest ex:perience are required to sign attest reports. 
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In the fall of 2003, the Board began considering the second component of substantial 
equivalency cross-border practice. To address this matter, the UAA Task Force was 
appointed. The Task Force held four meetings during the winter and spring of 2003
2004, and in May of 2004, recommended the practice privilege law changes to the 
Board. These meetings of the Task Force provided a forum for extensive comment and 
input f_rom representatives of the profession and from the Center for Public Interest Law. 

The Task Force's deliberations lead to the identification of two key weaknesses in the 
temporary/incidental practice law that was then in effect: because the terms 
"temporary" and "incidental" were not defined in statute or regulation, there were wide 
differences in the way the terms were interpreted and applied. A second weakness was 
that, while anecdotal evidence suggested temporary/incidental practice was 
commonplace, the number and identity of practitioners entering the state in this way 
were largely unknown to the Board. 

The Practice Privilege Program proposed by the Task Force was designed to address 
these weakness and also to facilitate cross-border practice. The statutory framework 
for this program was approved by the Board in May 2004 and enacted into law by SB 
1543 (Figueroa, Chapter 921, Statutes of 2004) (see Attachment 1 for the text of the 
practice privilege laws). 

The Practice Privilege Program allows an out-of-state CPA to qualify for cross-border 
practice in California by a process similar to the two methods provided for in the UAA or 
by having continually practiced public accountancy under a valid CPA license for at 
least four of the last ten years. The "four-of-ten provision" was intended to broaden the 
Board's requirements so that more out-of-state CPAs could qualify for practice privilege. 

The program permits qualified out-of-state CPAs to begin practice upon the submission 
of the notification form, which can be done online. The program requires the out-of
state CPA to provide basic identifying information and to consent to the Board's 
jurisdiction. Unlike the UAA, these statutes give the Board the authority to immediately 
suspend the practice privilege of anyone who runs afoul of the practice privilege 
notification requirements or applicable laws. The program also differs from the UAA in 
that it specifies "disqualifying conditions" such as conviction of a crime or suspension of 
a license by another state. These conditions require prior Board approval before 
practice under a practice privilege can occur. Also, the Board's program provides for a 

to cover the cost of the program. 

After putting forward its proposal for the Practice Privilege Program, the Task Force, 
renamed the Practice Privilege Task Force, began in July 2004 to develop the 
implementing regulations. Using the same process that was used to develop the 
statutory framework, the Task Force received extensive input from representatives of 
the profession and from the Center for Public Interest Law. The Task Force's policy 
recommendations were approved by the Board in September and November of 2004, 
and in January 2005 draft regulations were reviewed by the Board and scheduled for 
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public hearing. The public hearing took place in May 2005, and the regulations becam~ 
operative on January I, 2006, t0 coincide with the effective date of the statutes. No · 
formal public commeAts were received during the rulemaking process. 

At its meeting of May 19, 2005, one of the last actions of the Practice Privilege Task 
For'ce Was to recomme·nd "86~rd ap'pr6Vcil of the list of suqsfantialiy equivalent states. 
The Tas'k Force'·s recomfnehdatioh, wnidH was 'adoi:ited bY 'the Board the''next day, was· 
to approve NASBA's current list of substantially equivalent states and to delegate the 
responsibility to the Exeeutive Officer to· revise tfie ilst as necessary. Attachment 2 
provides a copy of the list. · 

DISCUSSION: 

The Board has recently become aware that there 'are c·PAs :lamul[y practiCing ih other 
states who would like to practice under a practice privilege bufcanndt qualify because 
they do not meet any of the three. requirements for practice privil~ge specified in 
subdivision (a) of Bus'iness and Professions Code Seci:rbn·· 50~6:· tHey are not from a 
state thafis designated ·s·ubstanti_ally equlva:lent; thefdo.f10t Individually meet the 
substantial equivalency reqUirements; ah~ tfley do not q~aliffQHder ."fqur of ten." .It has 
beer\ suggested tnaf these"'reqdfrehle.nls aJe :a_ barrfer that Urlhec~~ssarily reistffcts the' : 
cross-border movement by qualified practitioners. I 

In evaluating the scop·e of the problem,· is should be noted that 47 of fhe 55 
states/jurisdictions are deemed by NASBA ·to be sub?tantia.'!i~Fequivalent. However, the 
rema1hitig 'statesY)tirfsd'i6ticfns:iricl0ding·OBf6raa(5'ar1d':Fi§rla~foosn~f.ltfe~tiRe::Cntelr(8::fot 
sin~s'ta'nliaPecfi]i'vena·ncyF·Tne·primafY"~re:arsohfsamtst8:tes are~'not!feerni3?f'gJ6s\S:.nti~~ilf~/ 
equr~aFent ·i§ :rfeca:T:rs+~;:~Piefa·®ln1&fn'El~frthe1 

., 's'61Hour ·R:e·qdi?8r:hg;w: }X!g-~ai§b·~s~d· : , : ' 
above, while Section 5093 includes the 150-f16ur R€?quirement, the Board continues to 
llcts'nse'T)PAs·who ·ao rietmeeftnls ·requlremen"t and•onl~ tornY:ffe'fe 12Cflinitit8:n8 a • 

1bacca]aqreate degre.EL . ' • :· .: '·' · • '.-. • -<, ''· ' . ' ....., · . . 
.. ~t· • ~r··~ "'··~ '"! 'i,"'":r'" ' "'~- '"' ·~: r).<'1 ;1""~ ..~--~· 

THe fourrn··editiorY of'tne·UAA '(DE:fc~m~ber 2005) ackridwfedged thafnof~ll states have · 
enacted 'the 150 Hour Hequirefn(H1t and, in an effort to· alfbw mhre ti'm:efor trafisftion, 
moctlf.i.ec:J the start dat€10r··wf.ferft5o:HoLfrsof sa4catit5fl'Wo:ti)d'be 1f~i:(Ulr~d'for individual 
s·ubstantraj ·equivalency. 'Whjle ·th'€dhird''edition qNne UAA feq't:lfred ·fscfnouts of 
educatio'ri to quf:rlifylor indivfati'~l substantial e·qi:Jivalency·z1qpmm1en9inifon January I, 
2001'; revised Setti6n 23 in tfre foiJrth edition niove~Hhat·cfafe···oufto 'January I, Z012 
(see Attachment 3). · · .,. ·- · · 

B. FIRM REG'ISTRATION REQ'UIREMENTS 
,. 

ISSUE:· ' 

In January 2006, new laws establishing practice privilege became operative and the 
provision that had previously permitted temporary/incidental practice by accounting 
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practitioners from other states or foreign countries was repealed (see Attachment 4). 
Before its repeal, this provision had provided a mechanism that permitted practitioners 
from other states to practice temporarily on behalf of their firms in California. Under 
cur.rent law, qualified individual practitioners can practice in California under a practice 
privilege. To practice on behalf of the firm, the firm is required to be registered in 
California. Concerns have been raised that this requirement is creating a barrier to 
cross-border practice. 

RELEVANT PROVISIONS OF THE ACCOUNTANCY ACT: 

California law permits accountancy firms to be organized and registered by the Board 
as either partnerships (included limited liability partnerships or LLPs) or as accountancy 
professional corporations. Both partnerships and accountancy professional 
corporations may have nonlicensees as minority owners (Business and Professions 
Code Section 5079). California law does not permit accountancy "firms to be organized 
as limited liability companies (LLCs). 

California licensed CPAs and PAs may also practice as sole proprietors. There is no 
registration requirement for sole proprietors. If the sole proprietor chooses to practice 
under a fictitious name, Business and Professions. Code Section 5060 requires that the 
name be neither false nor misleading. (See Attachment 5 for the text of Section 5060.) 

Sections 5072 and 5073 of the Business and Professions Code specify the registration 
requirements for partnerships. The presence of at least one California partner is 
required for registration. If the partnership chooses to organize as an LLP, approval 
from the Office of the Secretary of State must be obtained before filing a partnership 
application with the Board. If the firm maintains an office in this state, there are 
additional requirements. (See Attachment 5 for relevant provisions of the Business and 
Professions Code.) 

There are similar requirements for accountancy corporations which are specified in 
Sections 5150-5158 of the Business and Professions Code. The articles of 
incorporation must be endorsed and approved by the Secretary of State before the 
accountancy corporation may be registered by the Board. (See Attachment 5 for 
relevant provisions of the Business and Professions Code.) 

The Corporations Code contains a number of provisions specific to partnerships, limited 
liability partnerships, and professional corporations. Accountancy firms must comply 
with all relevant legal requirements. 

HISTORY AND BACKGROUND: 

At the March 17, 2005, Practice Privilege Task Force meeting, the discussion of the 
draft FAOs related to Practice Privilege stimulated a discussion of firm registration. 
(See Attachment 6 for excerpts from the minutes of that meeting.) At that meeting, 
Enforcement Program Chief, Greg Newington stated that "if a firm practices public 
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i accountancy through its agent- either a licensed or unlicensed individual- physically 
enterit1g California or through servicing California ciLents, this is practicing public 
accoumtancy as defir:1ed in Section 505'1 and the firm needs to be reg.istered." During ~
the discussion, it was also noted that mostfinancial statement reports issued by .,. 
licensees and most tax returns prepared by licensees are signed with the firm name. 

Participants at the March 17, 2005, meeting noted that problems could arise because . · 
the practice privilege provisions provide for cross-border practice by individuals, but 
contain no comparable provisions for·firms. It was f.urther sUggested that, while an 
exact number is unknown, some firms have been practicing public accountancy under 
the temporary practice provision in Sectioo,5050 which would no longer be operative 
after December 31, 2005. This law change would not impact sole proprietors in other 
states since they would be able to render services under practice privilege .. However, 
small firms could face signi·ficant problems due to the partner and shareholder licensing 
requirements in place for firm registration. 

After this discussion, the Practice Privilege Task Force concluded that the issue needed 
further consideration, and a working group was appointed to develop a pr.oposal for . 
consideration at the May 2005 meetings of the Practice Privilege Task Force and the 
Board~ · ·· , · .. 

The working group evaluated the possibility of a practice privilege for firms and an 
expedited procedure for qualifying firms for registration and concluded tha:t'because of 
the numerous statutory r:equirements outside the Business and Professions Code that 
tie to .regi~t~reGJ Jirms,:or:1eith:e:u :gtth~eSEbtwQ<C:>.pti?ns~v.~MElS.'.praotical.' :B:ecaut;!2e the gr.eate.s:t' 
conQBW in tbis_ arE:=tawas:,e*pres:sedd!ly ta~;praotitiG:n~rs:, th.e.2worJ<in@ ·gtoupt.i~"' - ,·r· ..:.. 1; 
recommende:d :a·lJ71.2n:now e~ceptiorn ~fmm tlm3Jirm·.regist~atio:r1 :re:qwire~m>r:e:mt1i:m the·a:r:B.a ;oJ'J:, 
taxworkfor individiJals (referred to in the statute as "natdral persons'~);, ·....·· 7 ' 

This exception was drafted as Business and Professions Code Section 5054 and 
considm;ed by the Pra:dice Privilege '"Fask Force a11d :Board at their:May 2QGl5 meetings. 
Discussion at-the Task·Force meeting .indicated that·proposed Section 5054 addressed 
the primary concerns related to practice privilege as expressed ·by tax practitioners. 
Task Force·memoers s.uggested s.e>.rne edits to the languag.e ..· (See Attachment 7 for 
excerpts from the minutes of that meeting.) 

T:his matter was considered by the Board the next day. Minutes of that meeting state 
the following .r~egarding the working group's activities as reported by the Task f=;orce 
chair, Gail Hillebrand: "Ms. Hillebrand noted that there were a nLJmber of very serious 
issues that were considered by the working group. They noted that registered firms 
have a variety of obligations and it would be inappropriate for these obligations-to be · 
waived simply because the individual held the practice privilege." 

Minutes of the meeting further indicate members of the public and representatives of the 
profession communicated no opposition or concern to the Task Force's 
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recommendation which was unanimously approved by all Board members present. 
(See Attachment 8 for excerpts from the minutes of that meeting.) 

Section 5054 was included in SB 229 by Senator Figueroa and enacted in 2005 
(Chapter 658, statutes of 2005). Section 5054 reads: 

5054. (a) Notwithstanding any other provision of this chapter, an individual or 
firm holding a valid and current license, certificate, or permit to practice public 
accountancy from another state may prepare tax returns for natural persons who 
are California residents or estate tax returns for the estates of natural persons 
who were clients at the time of death without obtaining a permit to practice public 
accountancy issued by the board under this chapter or a practice privilege 
pursuant to Article 5.1 (commencing with Section 5096) provided that the 
individual or firm does not physically enter California to practice public 
accountancy pursuant to Section 5051 , does not solicit California clients, and 
does not assert or imply that the individual or ·firm is licensed or registered to 
practice public accountancy in California. 

(b) The board may, by regulation, limit the number of tax returns that may be 
prepared pursuant to subdivision (a). 

While Section 5054 addressed some concerns, problems related to firm registration 
remain as indicated in the February 6, 2006, letter from the California Society of 
Certified Public Accountants (CaiCPA) (Attachment 9). 

DISCUSSION: 

Concern has recently been expressed regarding the scope of Section 5054. The 
exception contained in that section is very narrow, and many types of tax returns 
commonly prepared by CPAs such as partnership or corporate tax returns are excluded. 
It has been suggested that, because of this, smaller firms that are not registered in 
California may still "find it difficult to serve clients in this state and may find it difficult to 
compete with others such as enrolled agents and tax preparers who are providing 
similar tax services. It has also been suggested that other states may retaliate by 
enacting similar laws that restrict the cross-border practice of California CPA firms. 

Tb provide services beyond the scope of Section 5054 under current law, the out-of
state firm must be registered in California. The firm is required to have a California 
licensee as a partner or shareholder. Also, the firm must pay a firm registration 
application fee ($150) and a fee for the firm's initial permit to practice ($200). These 
requirements may be challenging for some firms. Another difficulty may occur because 
in many instances the out-of-state firm is organized in a way that is not permitted under 
California law. For example, California law does not permit limited liability companies 
(LLCs) to practice public accounting. Even if these challenges are overcome, the 
registration process itself can be time-consuming. It takes, on the average, six to eight 
weeks forthe Board to process the registration application. Also, if the firm elects to 
operate as a limited liability partnership or a professional corporation, approval f:om the 
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Office of the Secretary of State is necessary before making application to the Board, 

and this adds additional time and expense to the application process. 


Issues related to Section 5054 are different for California.:registered firms. For 
California-registered firms, legal counsel has advised that the exception contain.ed in~· ,,· 
Section 5054 does not apply. By virtue of being registered, the firm has a presence in 
this ·state .ancd is therefore ineligible for .tl:le Section 5054 exception (see Attachment 1 0). 
This cam pose a probl'em for the out-of-state licensees employed by these firms who are 
involved in the preparation of tax returns for California residents. This problem is 
discussed in the .February 2, 2006, letter to Ronald Blanc, Esq. and Gail Hillebrand, 
Esq.. by Richard Robinson (Attachment 1"1 , pages 2 -5). 

C. WHAT CONSTITUTES A CALIFORNIA CLIENT 

ISSUE: 

In 2005 as planning for practice privilege implementation was underway, an attempt 
was made to establish a bright-line test to identify when a practice prbJilege was 
needed. Consistent with the Board's historic practice, it was determined that if the out
of-state CPA physically enters California to provide public accounting services or if the. 
CPA provides services t0 California clients, a practice privilege (or a California license~· 
would be needed. Concern has been expressed that the second standard,__, servicing a 
Calffornia client cannot be used as a bright line test, primarily because it is unclear 
what constitutes a Calffornia client. ·" .t: ·,, ..,; 

.. ~~t· -;:;,<, ~{. \}~'!\"':: ',~;:;,~;{··:·.. ~·[t, .~,'11··~··: :;:,_,, f ·:". ~.... ,~·,~·"' }~ ;.(' ?~·--······~ l~·; ::."/''L, 

B..I.;J:~ir:tess ;~.q¢Prc;>f.E?.ssiqr:Is,g.gq.~:§·eftigr :~Q?5.2pr:ovides,a;_~e.fir;Jitiom.Qf.~9U.Ef.!Jt': .Sectipn 
505~~r;eqllilJ3~ 1@-l~l1d ~,eFf1jl:1k~~fl·r,C/.pti:9.<?..:!0.prc:t.~tjp~:P-~:blj~)toccpl.ym;t~,r;lc¥fiQ~1hl~.s-~ate., 
Sectu;m ,5051 provides a d.e·f.tr:Jl+to[).of tl';le prc;iptrce of .public accountancy,.. (S:ee 

Attactiin~.\Jt 12 for the text ofi~es.e statutes),. . .. 


HISTORY ANG BACKGROUNJ)~ 

· As part of tbe implemeqtation .of the Prac~ipe. Privilege ProgrE~;m, st?ift.devel9p~d FAOs 
to ad,dres~s);J;a.s~? qu;~stL£Jr;J~J./~.!B1eid: to.the::Rrogr§.rl?· 'OD~ of~~.~ J.-9:?.~;€f,S qon~i~9iEPr-ea .by; 

staff in developing these FAQs yvas when.a practice privileg.e woulo ~be needed. The 

FAQ~ yvere discussed at t~e. Mar:ch 17, 20Q5.d:neeting o~ thE?. Rractice Privilege Task 

Force..At that meeting Gr@.g hJewington, Enfor:oement Program Chi.ef, explained the 

ef1\o#s of staffto de.vs;lop a .bright-line te.st regarding wh.el'!l_ a practice. pr.iviJege vyas. 

needed._ The minutes of that meeting indicate Mr. Newington stated the following.: 

(Attachment 6): . .. , .. .. 


The intent was to establish a bright-line test related to practice privilege. He 
explained that, as staff went through the various scenarios, the test was if the 
individual physically comes into California to perform the activitie~ in subdivisions 
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(a)- (f) of Section 5051 or services California clients from outside the state, this 
is practicing public accounting in California. 

The discussion at the March 17, 2005, meeting then moved on to concerns regarding 
firm registration. The issue of what constitutes a California client was not further 
addressed at that time. The issue recently re-emerged and was discussed at length in 
the February 2, 2006, letter from Richard Robinson to Ronald Blanc, Esq., and Gail K. 
Hillebrand, Esq. (see Attachment 11, page 5-8). 

DISCUSSION: 

As .discussed above, when staff began the process of developing practice privilege 
FAQs, an effort was made to create a bright-line test to identify when a practice 
privilege is needed. For this purpose two criteria were identified: 1) when the 
practitioner physically enters the state or 2) when services were provided to a California 
client In preparation for the February 22, 2006, meeting these criteria were 
reconsidered, and a lack of clarity regarding what constitutes a California client led staff 
to seek advice from legal counsel. 

Legal counsel clarified that the practice of public accountancy is defined in Section 5051 
in terms of services not in terms of who is the client. When these services are provided 
in California, it is the practice of public accounting in California. While.on the face of it 
might appear that the "practice in this state" is based on the physical location of the 
practitioner while he or she is working on the public accounting engagement, that is not 
necessarily the case. Consequently, physical presence in this state may not be an 
appropriate guideline. Instead, legal counsel has indicated that a primary guideline is 
that there must be a clear connection with California, and the determination that the 
services were performed in California must be based on the facts and circumstances of 
the particular engagement. 

Using this guideline, some activities clearly appear to be the practice of public 
accountancy in California: 

• 	 A CPA solicits business by offering to prepare California tax returns and then, as a 
result of that solicitation, prepares a California tax return for an individual person 
(legally referred to as a "natural person") residing in California. 

• 	 The CPA performs an audit of a California school district. 

• 	 The CPA prepares a compilation for a small business with operations solely in 

California. 


Application of this approach proves challenging when the client is a business with 
operations in multiple states and/or in foreign countries. In such instances it is not a 
simple matter to analyze the relevant facts and circumstances to make a determination 
regarding whether service to such a client constitutes the practice of public accounting 
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in California. This complexity is well illustrated by the memo from George P. Ritter, 
DCA Staff Counsel, to Carol Sigmann (agenda item IH.. D). Even if the CPA is willing 
and able to disclose to the Board all of the relevant facts and circumstances of the 
engagement (which is high·ly unlikely), Board practice privilege and licensing staff wou'l[l 
still lack adequate legal knowledge and adequate time to make a such a complex 
determination. Such a case-·by-cas.e review by ·staff fG:r these programs is simply a 
practical impossibility·. : . .In sum, it-does.not appear· possible to create a bright-line test ,_ 
that can easily be applied by Board staff .. · 

It should be noted that this problem is not new. The law defining the practice of public · 
accountancy was not modified when practice privilege was enacted. It is likely that in 
the past this problem ·djd ·not present itself because so many activities could be folded in 
under the rubric of ·~temporary practice." However, enactment of the practice privilege . 
provisions and repeal of temp>orary practi.ce brought this matter to .the forefront. 

CONCLUSION 

To evaluate these issues, staff did extensive research and held lengthy discussions with 
le·gal counsel.~ These discussions generated a ~number of ideas for ,possible statute 
changes to address the problems that were identified: a new law providing for interim. 
practice by out-of-s:tate firms, the amendme.nt of .Section ·5054 so that the exception 
would apply to tax returns prepared for entities such as partnerships and 'corporations 
as well as for ._natqr,al__persons, th~ amendment of S.ection 5054 so that the ·exception , 
would .~PJ~:Iy.to ~fJ~;plo·y.eHs:ofGal[f:qrn_iqJ.,.;r~:Qi?J~:r.edJi~ms; c;l;.new.temporary ·pra:y.ti.oe law 
for~bo,tm~i:p~qj)Lid\ti~[8,i9!!]d_ firrns rth!at wi;>.ulct,cla~if;t~wh:at~qp~nslitutes tempo:r:ary :p;ractice.; a~:· 

1new t$m'r:>ofary··~w~aotic~,J~w.Jh!a;t ~woulcl£tnly~-app 1¥ t0 •r:inn-;attest·work, ;aJ«ctl !an·-,, - · -· :r ,. 
amer:rGi!i@_Hnt to the prac:t:.ice-ipri\lilege l:aws to allow any 011£A' with a ·ctJrr.ent, vaHd, active 
·license without disqualifying conditions (not just those with i 50 hours of education~ to 
immediately qualify for practice privilege. 

-I~ 

After extensive discussion, it was concluded that none of these·concepts we:re 
sufficiently developed to be recommended as a solution to the complex problems 
discussed above. E-ffHptiv.elyiaddressing ·S:LJOh compl~x issue:s requires..a delibe·rative " 
process in a publicforum with input .from all 'iqteresteG:I parties, an.G:I ithis :CC?:nnot be 
accomplished in a one-day:~meetir~g.- On the other hanGJ.;,the needs cgf practitioners-and 
their clients appear urgent. With this in mind, the following approach is offered for CPC 
and Board consideration: 

• 	 Amend Section 5050 to add language similar to the temporary/incidental practi:oe 
language that was repealed effective January I, 2006, with an express reference to 
firms and a sunset date to be determined by the Board. Although there are 
identified weaknesses with this language, it has stood the test of time, and 
reinstating it for a short period of time will give the Board the opportunity to further 
study the issues and craft a practical solution. This appears better than a quickly 
drafted piecemeal approach which could have unintended consequences creating 
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more problems than it solves. (See Attachment 4 for the text of the repealed 
language.) 

• 	 Keep the basic practice privilege provisions in place to facilitate compliance by firms 
with the Sarbanes-Oxley Act and the audit partner rotation requirements. 

• 	 Make conforming amendments to other statutes for consistency. 

If this general approach is approved by the Board, the following questions would need 
to be addressed so that language could be drafted: 

• 	 What should be the sunset date? 

The time frame for this work would be defined by the sunset date in the legislation. 
From a practical standpoint, it appears that the shortest time frame for addressing 
this matter and pursuing legislation would be around two years. This would mean a 
2009 sunset date so that new legislation can be introduced and enacted in 2008. 
Another option would be to set the sunset date at January 1, 2011, to coincide with 
the sunset date for the Practice Privilege Program so that these issues can be 
addressed as part of evaluating the program. 

The shorter time period may minimize any risk to consumers that could result from 
permitting temporary/interim practice that is largely outside the Board's oversight. 
As discussed above, concerns in this area were one reason the Board began to 
develop the practice privilege program. On the other hand, in the past there have 
been very few consumer complaints specific to work occurring under the 
temporary/interim practice provision. In addition, if this approach goes forward, the 
Board may want to add consumer information to its Web site, similar to the 
consumer information on Internet practice, clarifying for consumers the risks of using 
practitioners that do not have a license or a practice privllege in this state. 

• 	 Should the Board continue going forward with the foreign temporary practice 
provision as it was adopted at the January 2006 meeting? 

The repealed language formerly in Section 5050 covered both accountants from 
other states and accountants from other countries. However, it is more broadly 
crafted than the language approved in January which required that the foreign 
accountant's temporary practice be performed under the accounting or auditing 
standards of the foreign country (see Attachment 13.) It is possible to have separate 
provisions that apply only to foreign practitioners. CPAs licensed by other U.S. 
states or jurisdictions have met licensing requirements similar to the requirements 
for the California license, including passage of the Uniform CPA Examination. Also, 
CPAs in the U.S. all perform work under the same accounting and auditing 
standards. On the other hand, the credentialing requirements and standards of 
practice in foreign countries are different from California's. 



• 	 Should Section 5088 be amended to allow all out-of-state CPAs applying for a 

California license to practice while their licensing applications are pending? 


Prior to January 1, 2006, all out-of-state CPAs applying tor a California license could 
practice under the language previGusly in Section 5088 .(See Attachment 14). 
Currently, they are required to submit a notification and obtain a practice privilege in 
order to practice (eve:n thowgb they have -al,neafiy pr:o:vided Jh~ Board with the same 
information on their applications for licensure). CPAs applying with 150 units of 
education are able to qualify for practice privilege ... However, as r:~oted above, the . 
Board also licenses people who have 1.20 units of E?Q.l:lqat!.on. CPAs in .this gr-oup 
can qualify for licensure, but cannot qualify for practice privilege unless they are 
able to qualify under the "four of ten" provision. Reinstatin_g the language 
previously in Section 5088 would permit these CPAs to practice while their 
C?tlifqr.nia Jicensur.e apppc~ti.qns are perp?,ing,, a time per,)od that .ayer:ages 
apjpr:oximately six to ei,ght weeks. Enacting a. .provision. sjr:nilp.r to the 
te.mpo~ar}l/i~cidenta_l practice lqng~age :P;ryv(ousl~ (~ .!3e~t!o~)P?q may not be 
ade.quate _to address t[:le ne~ds of. th,iEi. group of C,PA,~ si~9e tb,ey,.~re appiY:)ng for a 
Callfomia.licem'se whic~ si.Jggest~ t~!::Y have'ai} int~rest trfa\.go8,§ beyond.'. 
temJ~o~ary/in~id.eQtal :praqtice and .t~.atthE?Y._intend tq t?,stabli~~-~ P~Xn;taqSJnt 
presence in this state. . . 

If the CPC elects to go forward with the appr.oach outlined above, statutory language 
could be prepared for Board consideration February 23, 2006. 

r '!\,.:' ,., 

'•'"'lr 

!It· 
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Attachment 1 

BUSINESS AND PROFESSIONS CODE 
SECTIONS 5096-5096.11 

5096. (a) An individual whose principal place of business is not in 
this state and who has a valid and current license, cerl:ificate or 
permit to practice public accountancy from another state may, subject 
to the conditions and limitations in this article, engage in the 
practice of public accountancy in this state under a practice 
privilege without obtaining a certificate or license under this 
chapter if the individual satisfies one of the following: 

(1) The individual has continually practiced public accountancy as 
a certified public accountant under a valid license issued by any 
state for at least four of the last ten years. 

(2) The individual has a license, certificate, or permit from a 
state which has been determined by the board to have education, 
examination, and experience qualifications for licensure 
substantially equivalent to this state's qualifications under Section 
5093. 

(3) The individual possesses education, examination, and 
experience qualifications for licensure which have been determined by 
the board to be substantially equivalent to this state's 
qualifications under Section 5093. 

(b) The board may designate states as substantially equivalent 
under paragraph (2) of subdivision (a) and may accept individual 
qualification evaluations or appraisals conducted by designated 
entities, as satisfying the requirements of paragraph (3) of 
subdivision (a). 

(c) To obtain a practice privilege under this section, an 
individual who meets the requirements of subdivision (a), shall do 
the following: 

(1) In the manner prescribed by board regulation, notify the board 
of the individual's intent to practice. 

(2) Pay a fee as provided in Article 8 (commencing with Section 
5130). 

(d) Except as otherwise provided by this article or by board 
regulation, the practice privilege commences when the individual 
notifies the board, provided the fee is received by the board within 
30 days of that date. The board shall permit the notification to be 
provided electronically. 

(e) An individual who holds a practice privilege under this 



article: 
(I) Is subject to the personal and subject matter jurisdiction and 

disciplinary authority oft~~ bo,?rd and the, cour:ts_of this stqte. 
(2) Shall comply with th~e ;provisions of tHis chapter, board 

regulations, and other laws, regulations, and professiqr.1al .standards 
applicable to the practice of public accountancy by the licensees of 
this state and to any other laws and regulations applicable to 
individuals practicing under practice privileges in this state except 
the individual is deemed, solely for the purpose of this article, to 
have met the continuing education requirements and ethics 
examination requirements of this state when suc'h individual has met 
the examination and continuing education requirements of the state in 
which the individual holds the valid license, certificate, or permit 
on which the substantial equivalency is based. 

(3) Shall not provide public accountancy services in this state 
from any office located in this state, except as an employee of a 
firm registered in this state. This paragraph does not app'ly to 
public accountancy services ·provided to a client at the client's 
place of business or residence. , . 

(4) Is deemed to have appointed the regulatorY' agencY' of the state 
that issued the individual's certificate, license, or permit upon 
which substantial equivalency is based as the individual's agent on 
whom notices, subpoenas or other process may be served in any action 
or proceeding by the board against the individual. 

(5) Shall cooperate with any boarc;j investigation or inquiry and 
shall timely respqndto a qOard irive'stfgation, 'fnquir)Y, req'0~esf ' ' I 

;.~ .. "•,,,~~-··.-i:'"1:i:,-; ..... ,.~~ ~-. -·---- ,.-~·- fl ..,.. ••• ,.• .rl,"\1" .,,.~•• ,, , __ ,·:··";.~-~- ,._,~ '•'71 . --. ' 

notice, demand ·oT subpoe'na for Tnforfl)aliun or document~ .and tim.eJy 
''.• ' f ,' I 

provide to the board the identified informafion"an'd a6cur.rientS. '' 
(f) A practice privilege expires one year from the dati3'6t ·th~ · 

notice, unless a shorter peri<?d is set by board regulation. 
(g) (1) 1\Jo individual may ·practice under a: practice privilege 

without prior approval of th~;ooard if the individual has, or 
acquires at any time during the term of the practice.privilege, any 
disqualifying condition under paragraph (2) of this subdivision. 

(2) Disqualifying conditions include: 
(A) Conviction of an'y crime other than a minor traffic Violation. 

(B) Revocation, suspension, denial, surrender or other. discipline 
or sanctions involving any license, permit, registratio'n, certi·ficate 
or other authority to practice ariy profession in this or any other 
state or foreign country or to practice before any state, federal, or 
local court or agency, or the Public Company Accounting cJversight 
Board. 

(C) Pendency of any investigation, inquiry or proceeding by or 
before any state, federal or local court or agency, including, but 
not limited to, the Public Company Accounting Oversight Board, 
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involving the professional conduct of the individual. 
(D) Any judgment or arbitration award against the individual 

involving the professional conduct of the individual in the amount of 
thirty thousand dollars ($30,000) or greater. 

(E) Any other conditions as specified by the board in regulation. 

(3) The board may adopt regulations exempting specified minor 
occurrences of the conditions listed in subparagraph (B) of paragraph 
(2) from being disqualifying conditions under this subdivision. 

5096.1. (a) Any individual, not a licensee of this state, who is 
engaged in any act which is the practice of public accountancy in 
this state, and who has not given notice of intent to practice under 
practice privileges and paid the fee required pursuant to the 
provisions of this article, and who has a license, certificate or 
other authority to engage in the practice of public accountancy in 
any other state, regardless of whether active, inactive, suspended, 
or subject to renewal on payment of a fee or completion of an 
educational or ethics requirement, is: 

(1) Deemed to be practicing public accountancy unlawfully in this 
state. 

(2) Subject to the personal and subject matter jurisdiction and 
disciplinary authority of the board and the courts of this state to 
the same extent as a holder of a valid practice privilege. 

(3) Deemed to have appointed the regulatory agency of the state 
that issued the individual's certificate or license as the individual' 
s agent on whom notice, subpoenas, or other process may be served in 
any action or proceeding by the board against the individual. 

(b) The board may prospectively deny a practice privilege to any 
individual who has violated this section or implementing regulations 
or committed any act which would be grounds for discipline against 
the holder of a practice privilege. 

5096.2. (a) Practice privileges may be denied for failure to 
qualify under or comply with the provisions of this article or 
implementing regulations, or for any act that if committed by an 
applicant for licensure would be grounds for denial of a license 
under Section 480 or if committed by a licensee would be grounds for 
discipline under Section 5100, or for any act committed outside of 
this state that would be a violation if committed within this state. 

(b) The board may deny practice privileges using either of the 
foliow·ng procedures: 
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(1) Notifying the individual in writing of all of the following: 
(A) That the practice privilege is denied. 
(B) The reasons for denial. 
(C) The earliest date on which the individual is eligible for a 

practice privilege. 
(D) That the individual has a right to appeal the notice and 

request a hearing unde.r the provisions of the Administrative 
Procedure Act if a written notice of appeal and requ.est for hearing 
is made within 60 days. 

(E) That, if the individual does not submit a notice of appeal and 
request for hearing within 60 days, the board's action set forth in 
the notice shall become final. 

(2) Filing a statement of issues under the Administrative 
Procedure Act. 

(c) An individual who had been denied a practice privilege may 
apply for a new practice privilege not less than one year after the 
effective date of the notice or decision denying the practice 
privilege unless a longer time period, not to exceed three years, is 
specified in the notice or decision denying the practice privilege. 

5096.3. (a) Practice privileges are subject to revocation, 

suspension, fines or other disciplinary sanctions for any conduct 

that would be grounds for discipline· against a licensee orthe board: , · 

or for any conduct in violation ottlcris article ·OT regulations · i 


'I ••'',\~ , .f., r'~

l· 
' 

implementing this article.. · - .- ~,-. .. · .. 
(b) Practice privileges-are subject to discipline durinQJ .any time 

period in which they are valid, ·under administrative suspension, or 
expired. . 

(c) The board may rec;over its costs pursuant tq $ection 5107 as 
part of any disciplinary proceeding against the holder of a practice 
privilege. 

(d) An individual whose practice privilege has been revoked may 
apply for a new practice privilege not less than one year after the 
effective date of the board's decision revoking the individual's 
practice privilege unless a longer time perioGJ, not to exceed three 
years, is specified in the board's decision revoking the practice 
privilege. 

(e) The provisions of the Administrative Procedure Act, including., 
but not limited to, the commenc.ement of a disciplinary proceeding by 
the filing of an accusation by the board shall apply under this 
article. 
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5096.4. (a) The right of an individual to practice in this state 
under a practice privilege may be administratively suspended at any 
time by an order issued by the board or its executive officer, 
without prior notice or hearing, for the purpose of conducting a 
disciplinary investigation, proceeding, or inquiry concerning the 
representations made in the notice, the individual's competence or 
qualifications to practice under practice privileges, failure to 
timely respond to a board inquiry or request for information or 
documents, or under other conditions and circumstances provided for 
by board regulation. 

(b) The administrative suspension order is immediately effective 
when mailed to the individual's address of record or agent for notice 
and service as provided for in this article. · 

(c) The administrative suspension order shall contain the 
following: 

(1) The reason for the suspension. 
(2) A statement that the individual has the right, within 30 days, 

to appeal the administrative suspension order and request a hearing. 

(3) A statement that any appeal hearing will be conducted under 
the provisions of the Administrative Procedure Act applicable to 
individuals who are denied licensure, including the filing of a 
statement of issues by the board setting forth the reasons for the 
administrative suspension of practice privileges and specifying the 
statutes and rwles with which the individual must show compliance by 
producing proof at the hearing and in addition any particular matters 
that have come .to the attention of the board and that would 
authorize the administrative suspension, or the denial of practice 
privileges. 

(d) The burden is on the holder of the suspended practice 
privilege to establish both qualification and fitness to practice 
under practice privileges. 

(e) The administrative suspension shall continue in effect until 
terminated by an order of the board or the executive officer or 
expiration of the practice privilege under administrative suspension. 

(f) Administrative suspension is not discipline and shall not 
preclude any individual from applying for a license to practice 
public accountancy in this state or from applying for a new practice 
privilege upon expiration of the one under administrative suspension, 
except that the new practice privilege shall not be effective until 
approved by the board. 

(g) Notwithstanding any administrative suspension, a practice 
privilege expires one year from the date of notice unless a shorter 
period is set by board regulation. 

(h) Proceedings to appeal an administrative suspension order may 
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be combined or coordinated with proceedings for denial or discipline 
of a practice privilege. 

5096.5. Notwithstanding any other provision of this article, an 
individual may not sign any attest report pursuant to a practice 
privilege unless the individual meets the experience requirements of 
Section 5095 and completes an~ continuing education or other 
conditions required by the board regulations implementing .this 
article. 

5096.6. In addition to the authority otherwise provided for by this 
code, the board may delegate to the executive officer the authority 
to issue any notice or order provided for in this article and to act 
on behalf of the board, including, but not limited to, issuing a 
notice of denial of a practice privilege and an interim suspension 
order, subject to the right of the individual to timely appeal and 
request a hearing as pmvided for in this .article~ 

5096.7. Except as otherwise provided in this article, the following 
definitions apply:·· · .~ ·· , 

. ~(a) Anywhere theterr.m "lic:e:nse/ ·"Uc.ensee,'\ ·~permh;" or 
"certificate" is used in this chapter o·r'Di\lision:'t . .s':(commEmcirig 
with Section 475), it shall inClude .persons holding ·practice 
privileges under this article, unless otherwise inconsistent with the 
provisions of the article. 

(b) Any notice of practice privileges under this article and 
supporting documents is deemed an application for licensure for 
purposes of the provisions of this code, including, but not limited 
to, the provisions of this chapter and the provisions .df Division 1 :'5 
(commencing with Section 475) related to the denial, suspension and 
revocation of licenses. 

(c) Anywhere the term "employee" is used·ih this article it shall '\' 
include, but is not limited to, partners, shareholders, and other 
owners. 

' i· r 

5096.8. In addition to the authority otherwise provided by this 
code, all investigative powers of the board, including trios'S 
delegated to the executive of'ficer, shall apply to investigations 
concerning compliance with, or actual or potential violations of, the 
provisions of this article or implementing regulations, Including, 
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but not limited to, the power to conduct investigations. and hearings 
by the executive officer under Section 5103 and to issuance of 
subpoenas under Section 5108. 

5096.9. The board is authorized to adopt regulations to implement, 
interpret, or make specific the provisions of this article. 

5096.10. The provisions of this article shall only be operative if 
commencing July 1, 2005, and continuing during the period provided in 
Section 5096.11, there is an appropriation from the Accountancy Fund 
in the annual Budget Act to fund the activities in the article and 
sufficient hiring authority is granted pursuant to a budget change 
proposal to the board to provide staffing to implement this article. 

5096.11. This article shall become operative on January 1, 2006. 
It shall remain in effect only until January 1, 2011, and as of that 
date is repealed, unless a later enacted statute, which becomes 
effective on or before January 1, 2011, deletes or extends that date. 
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Attachment 1 (continued) 
'.l 

BUSINESS AND PROFESSIONS CODE 
SECTIONS 5088 Ar\ID 5093 

5088. (a) Any individual who is the holder of a current and valid 
license as a certified public accountant issued under the laws of 
any state and who applies to the board for a license as a certified 
public accountant under the provisions of Section 5087 may, until the 
time the application for a license is granted or denied, practice 
public accountancy in ~hi~ stqte 6,nly uhder.a practice ..pr.ivilege 
pursuant to the provisi'ons· ot' Article 5.1 (commen~ing with Section 
5096), except that, forpu.r;poses of this section, the indi.vidual i~ 
not disqualified from a practice privileg~ during the period the 
application is pending by virtue of maintaining an office or 
principal place of business, or both, in this state. The board may 
by regulation provide for exemption, credit, or proration of fees to 
avoid duplication of fees. 

(b) This section shall become operative on January 1, 2006. 

5093. (a) To qualify for the certified public accountant license, 
an applicant who is applying under this section shall meet the 
education, examination, and experience requirements specified in 
subdivisions (b), (c), and (d), or otherwise prescribed pursuant to 
this article. The board may adopt regulations as necessary to 
implement this section. 

(b) (1) An applicant for admission to the certified public 
accountant examination under the provisions of this section shall 
present satisfactory evidence that the applicant has completed a 
baccalaureate or higher degree conferred by a college or university, 
meeting, at a minimum, the standards described in Section 5094, the 
total educational program to include a minimum of 24 semester units 
in accounting subjects and 24 semester units in business related 
subjects. This evidence shall be provided at the time of application 
for admission to the examination, except that an applicant who 
applied, qualified, and sat for at least two subjects of the 
examination for the certified public accountant license before May 
15, 2002, may provide this evidence at the time of application for 
licensure. 

(2) An applicant for issuance of the certified public accountant 
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license under the provisions of this section shall present 
satisfactory evidence that the applicant has completed at least 150 
semester units of college education including a baccalaureate or 
higher degree conferred by a college or university, meeting, at a 
minimum, the standards described in Section 5094, the total 
educational program to include a minimum of 24 semester units in 
accounting subjects and 24 semester units in business related 
subjects. This evidence shall be presented at the time of 
application for the certified public accountant license. 

(c) An applicant for the certified public accountant license shall 
pass an examination prescribed by the board. 

(d) The applicant shall show, to the satisfaction of the board, 
that the applicant has had one year of qualifying experience. This 
experience may include providing any type of service or advice 
involving the use of accounting, attest, compilation, management 
advisory, financial advisory, tax or consulting skills. To be 
qualifying under this section, experience shall have been performed 
in accordance with applicable professional standards. Experience in 
public accounting shall be completed under the supervision or in the 
employ of a person licensed or otherwise having comparable authority 
under the laws of any state or country to engage in the practice of 
public accountancy. Experience in private or governmental accounting 
or auditing shall be completed under the supervision of an 
individual licensed by a state to engage in the practice of public 
accountancy. 
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Attachment 2 

Appendix 1 

Substantially Equivalent States 

The following 46 jurisdictions have CPA. licensure requirements that are deemed by the 
California Board of Accountancy to be suostantialiy equivalqnt to California's licensure 
requirements. Pursuant to Section 27 of Title 16, Article 4 of the California Code of 
Regulations, you are authorized to practice public accountancy in California under the 
practice privilege provisions if you hold a valid, current license from a state identified 
oelow, unless you check "Y" to any of the disqualifying conditions on the Notification 
Form. Please see the instructions to the Notification Form for additional information. 

Alabarr7a* Maine Oklahoma 
A:aska Maryland Oregon 
Arizona Massachusetts Pennsylvania 
Arkansas Michigan Rhode Island 
Connecticut Minnesota South Carolina 
District of Columbia* Mississippi South Dakota* 
Georgia Missouri* Tennessee 
Guam Montana* Texas 
Hawaii Nebraska* Utah 
Idaho Nevada Virginia 
Illinois* New Jersey Washington* 
Indiana New Mexico West Virginia.. 
Iowa* New York Wisconsin 
Kansas"' North Carolina Wyoming* 
Kentucky North Dakota 
Louisiana* Ohio 

* Permit Holders Only 
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Attachment 3 

SECTION 23 
2 SUBSTA.NTIAL EQUIVALENCY 
3 
4 (a)(l) An individual whose principal place of business is not in this state having a valid 

certificate or license as a Certified Public Accountant from any state which the 
6 NASBA National Qualification Appraisal Service has verified to be in substantial 
7 equivalence with the CPA licensure requirements of the AICPA/NASBA Uniform 
8 Accountancy Act shall be presumed to have qualifications substantially equivalent 
9 to this state's requirements and shall have all the privileges of certificate holders 

and licensees of this state without the need to obtain a certificate or permit under 
11 Sections 6 or 7. However, such individuals shall notify the Board of their intent to 
12 enter the state under this provision. 
13 
14 (2) An individual whose principal place of business is not in this state having a valid 

certificate or license as a Certified Public Accountant from any state which the 
16 N ASBA )iational Qualification Appraisal Service has not verified to be in 
17 substantial equivalence with the CPA licensure requirements of the AICPA/NASBA 
18 Uniform Accountancy Act shall be presumed to have ~ualifications substantially 
19 equivalent to this state's requirements and shall have all the privileges of certificate 

holders and licensees of this state without the need to obtain a certificate or permit 
21 under Sections 6 or 7 if such individual obtains from the NASBA National 
22 Qualification Appraisal Service verification . that such individual's CPA 
23 qualifications are substantially equivalent to the CPA licensure requirements of the 
24 .1\lCPA/NASBA Uniform Accountancy Act. However, such individuals shall notify 

the Board of their intent to enter the state under this provision. Any individual who 
26 passed the Uniform CPA Examination and holds a valid license issued by any other 
27 , st'ate· 'prior to January 1, 2012 may be exempt from the education requirement in 
28 Section S(c)(2) for purposes ofthir~ Section 23 (a)(2). 
29 

(3) .Any licensee of another state .exercising the privilege afforded under this section 
31 , hereby consents, as a condition of the grant of this privilege: 
32 
33 (a) to the personal and subject matter jurisdiction and disciplinary authority of 
34 the Board, 

36 (b) to comply with this Act and the Board's rules; and, 
37 
38 (c) to the appointment of the State Board which issued their license as their agent 
39 upon whom process may be served in any action or proceeding by this Board 

against the licensee. 
41 
42 COMMENT: Subsection 23(a)(3) is intended to allow state boards to discipline licensees from 
43 other states that practice in their state. Under Section 23(a), State Boards could utilize the 
44 NASBA National Qualification Appraisal Service for determining whether another state's 

certification criteria are "substantially equivalent" to the national standard outlined in the 
46 AICPAJNASBA Unifonn Accountancy Act. If a state is determined to be "substantially 
47 equivalent," then individuals from that state would have ease of practice rights in other states. 
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1 Individuals who personally meet the substantial equivalency standard may also apply .to the 
2 National Qualification Appraisal Service if the state in which they are licensed is not 
3 substantially equivalent to the UAA. 
'4 
5 Individual CP As who practice across state lines or who service clients in another state >;ia 
6 electronic technology, would not be required to obtain a reciprocal certificate or license if th.eir 
7 state of original certification· is deemed substantially equivalent, or if they are individually 
8·' deemed substantially equivalent.. U11der 'Section· 23, the CEA merely must notify the Board of 
9· the state in which the service is being perfoi:med. However, licensure is required in the state 

10 where the CPA has their principal place of business. If a CPA relocates to another state m~d 
11 establishes their principal place of business in that state then they would be required to obtain: a 
12 certificate in that state. See Section 6(c)(2). Likewise, if a firm opens. an office in a state th~y 
13 would be required to obtain a license in that state. See also Sections 7(i) and 7G) which allow 
14 the use of substantial equivalency on a fim1 wide basis. 
15 t ' 

16 As it relates to the notification requirement, .states should consider the need for such a 
t7 requirement since the nature of an enforcement complaint would. in any event require the 
18. idehtification of fue CPA, and a CPA practicin'g on the basis of substantial equivalency will be 
19 subject to enforcement action in any state under Sect·ion 23 (a)(3) regardless of a notification 
20 requirement. 
21' 
i2 Implementation of the ·"'substantial equivalency!' stamlard and ,creation of the Natignal 
23 Qualification Appraisal Service will make a significant improvement in the current regulatory 
24 system and assist in accomplishing the goal of portability of tl1e CPA title. and mobility of CPAs 
25 across state lines. 
26 

''27'' ·1:n order to 8e deemed substantially equivalent u.nder Seoti0rk23;Ga)(l ), a, state must adopt Jhe 
28 150-hour education requirement e.stabHshed in Section §Gc),(2j.;,: ..AJ few states have not yet 
29 implemented the education provision. In order to allow a reasonable transition period, Section 

·' 	JO 23(a)(2)' prov'iel~s that an iriBividual·wh;o has passed the Uniform CPA examination and holds an 
31 active license from .. a state that is not yet substantiaHo/· equivalvnt may be individually exempt 
32 from the 150-hour education requirement and may be allowed to use practice privileges in this 

''33 state if the indivfdua] was' licensed prior to January 1, 2Dl2. 
34 
35 
36 (b) A licensee of this state offering or rendering. s.ervices or using their CPA title in 
37 another state shall be subject to disciplinary action in this state for an act committed 
38 in another state for; which the licensee would .be .su,bJ~~t to discipline for an act 
39 committed in the oth.er state. Notwithstanding Sectian ll(a},. the Board shall be 
40 required to investigate any complaint made by the board· oLaccountancy of another 
41 state. 
42 
43 COMMENT: This section ensures that the Board of the state of the licensee's principal place of 
44 business·; which has power to revoke a license, will have the authority to discipline its licensees if 
45 they violate the law when perfom1ing services in other states and to ensure that the state board of 
46 accountancy will be required to give consideration to complaints made by the boards of 
47 • accountancy of other jurisdictions. 
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Attachment 4 

5050. Practice Without Permit: Temporary Practice, Out-of-State Licensee 
(Operative until January 1, 2006) -Repealed

(a) No person shall engage in the practice of public accountancy in this State unless 
such person is the holder of a valid permit to practice public accountancy issued by the 
board; provided, however, that nothing in this chapter shall prohibit a certified public 
accountant or a public accountant of another state, or any accountant of a foreign 
country lawfully practicing therein, from temporarily practicing in this State on 
professional business incident to his regular practice in another state or country. 

(b) This section shall become in operative on January 1, 2006, and as of that date is 
repealed. 



Attachment 5 

BUSINESS AND PROFESSIONS CODE 
SECTIONS 5060, 5072, 5073, 5078, and 5079 

5060. (a) No person or firm may practice public accountancy under 
any name which is false or misleading. 

(b) No person or firm may practice public accountancy under any 
name other than the name under which the person or firm holds a valid 
permit to practice issued by the board. 

(c) Notwithstanding subdivision (b), a sole proprietor may 
practice under a name other than the name set forth on his or her 
permit to practice, provided the name is registered by the board, is 
in good standing, and complies with the requirements of subdivision 
(a). 

(d) The board may adopt regulations to implement, interpret, and 
make specific the provisions of this section including, but not 
limited to, regulations designating particular forms of names as 
being false or misleading. 

5072. (a) No persons shall engage in the practice of accountancy as 
a partnership unless the partnership is registered by the board. 

(b) A partnership, other than a limited partnership, may be 
registered by the board to engage in the practice of public 
accountancy provided it meets the following requirements: 

(1) At least one general partner shall hold a valid permit to 
practice as a certified public accountant, public accountant, or 
accountancy corporation, or shall be an applicant for a certificate 
as a certified public accountant under Sections 5087 and 5088. 

(2) Each partner personally engaged within this state in the 
practice of public accountancy as defined by Section 5051 shall hold 
a valid permit to practice in this state or shall have applied for a 
certificate as a certified public accountant under Sections 5087 and 
5088. 

(3) Each partner not personally engaged in the practice of public 
accountancy within this state shall be a certified public accountant 
in good standing of some state, except as permitted by Section 5079. 

(4) Each resident manager in charge of an office of the firm in 
this state shall be a licensee in good standing of this state, or 
shall have applied for a certificate as a certified publlc accountant 
under Sections 5087 and 5088. 
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5073. (a) Application for registration of a partnership shall be 
made upon a form prescribed by the board. The board shall in ea:cb 
case determine whether the~~pplicant is eligibLeJor registration. 

(b) A partnership that is so registered and that holds a valid · 
permit issued under this article and that h?S at least one general 
partner who is licensed to practice using the designation "certified 
public accountant" or the abbreViation "C.P.A." and .one additional 
licensed person may use the words "certified public accountants" or · 
the abbreviation"C.P.A.s" in connection with its·partnership name. 

(c) A partnership that is so registered and that holds a valid 
permit issued under this article and that has at least one general 
partner who is licensed to practice using the designation "public 
accountant" or the abbreviation "P.A." and one additional licensed 
person may use the words "public accountants" or the abbreviation 
"P .A.s" in connection with its partnership name. 

(d) Notification shall be given to the board within one month 
after the admission to, or withdrawal of, a partner from any 
partnership so registered. 

(e) Any registration of a partnership under this section granted· 
in reliance upon Sections 5087 and 5088 shall terminate forthwith if 
the board rejects the application under Sections 5087 and 5088 of the 
general partner who signed the application for registration as a 
partnership, or any partner personally engaged .in the practice of 
public accountancy in this state, or:arno/·resident rnanagerrofa 
partnership in charge of an office:in :this state; ·· 

! ··'' 

;. .' 

5078. In each office of a oe.rtified ptlblic accountant or public 
accountant in this state whfdh '-is· nol'under ihe personal management' 
of such an accountant, resp>ectively, work s-hall be supervised 'by a 
certified public accountant or public accountant. 

5079. (a) 1\lotwithstanding any other provision of this chapter, any 
firm lawfully engaged in the practice of public aocountancy in this 
state may have owners who are not licensed as certified public 
accountants or public accountants if the following conditions are· 
met: 

(1) Nonlicensee owners shall be natural persons or entities, such 
as partnerships, professional corporations, or others, provided that 
each ultimate beneficial owner of an equity interest in that entity 
shall be a natural person materially participating in the business 
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conducted by the firm or an entity controlled by the firm. 
(2) Nonlicensee owners shall materially participate in the 

business of the firm, or an entity controlled by the firm, and their 
ownership interest shall revert to the firm upon the cessation of any 
material participation. 

(3) Licensees shall in the aggregate, directly or beneficially, 
comprise a majority of owners, except that 'firms with two owners may 
have one owner who is a nonlicensee. 

(4) Licensees shall in the aggregate, directly or beneficially, 
hold more than half of the equity capital and possess majority voting 
rights. 

(5) Nonlicensee owners shall not hold themselves out as certified 
public accountants or public accountants and each licensed firm shall 
disclose actual or potential involvement of nonlicensee owners in 
the services provided. 

(6) There shall be a certified public accountant or public 
accountant who has ultimate responsibility for each financial 
statement attest and compilation service engagement. 

(7) Except as permitted by the board in the exercise of its 
discretion, a person may not become a nonlicensee owner or remain a 
nonlicensee owner if the pers·on has done either of the following: 

(A) Been convicted of any crime, an element of which is dishonesty 
or fraud, under the laws of any state, of the United States, or of 
any other jurisdiction. 

(B) Had a professional license or the right to practice revoked or 
suspended for reasons other than nonpayment of dues or fees, or has 
voluntarily surrendered a license or right to practice with 
disciplinary charges or a disciplinary investigation pending, and not 
reinstated by a licensing or regulatory agency of any state, or of 
the United States, including, but not limited to, the Securities and 
Exchange Commission or Public Company Accounting Oversight Board, or 
of any other jurisdiction. 

(b) (1) A nonlicensee owner of a licensed firm shall report to the 
board in writing of the occurrence of any of the events set forth in 
paragraph (7) of subdivision (a) within 30 days of the date the 
nonlicensee owner has knowledge of the event. A conviction includes 
the initial plea, verdict, or finding of guilt, pleas of no contest, 
or pronouncement of sentence by a trial court even though that 
conviction may not be final or sentence actually imposed until 
appeals are exhausted. 

(2) A California nonlicensee owner of a licensed firm shall report 
to the board in writing the occurrence of any of the following 
events occurring on or after January 1, 2006, within 30 days of the 
date the California non licensee owner has knowledge of the events: 

(A) Any notice of the opening or initiation of a formal 
investigation of the nonlicensee owner by the Securities and Exchange 

3 




Commission or its designee, or any notice from the Securities and 
Exchange Commission to a nonlicensee owner requesting a Wells 
submission. 

(B) Any notice of the opening or initiation of an investigation of 
the nonlicensee owner by the Public Company Accounting Oversight 
Board or its designee. 

(C) Any notice of the opening·or initiation of :an investigation of 
the nonlicensee owner by another professionallicenB<ing agency. 

(3) The report required by paragraphs (I) and (2) shall be signed· 
by the non licensee owner and set forth the facts that constitute the 
reportable event. If the reportable event involves the action of an 
administrative agency or court, the report shall identify the name of 
the agency or court, the title of the matter, and the date of 
occurrence of the event. 

(4) Notwithstanding any other provision of law, reports received 
by the board pursuant to paragraph (2) shall not be disclosed t0 the 
public pursuant to the California Public Records Act (Chapter 3.5 
(commencing with Section 6250) of Division 7 of Title I of the 
Government Code) other than (A) in the course of any disciplinary 
proceeding by the board after the filing of a formal acct:~satitm, Q8} 
in the course of any legal action to which the board is a party, (C) 
in response to an official inquiry from a state or federal agency, 
(D) in response to a subpoena or summons enforceable by order of a 
court, or (E) when otherwise specifically required by law. 

(5) Nothing in this subdiv,ision shaH dmpose·:a dUlly upon any: · · ·· 
Hoensee or nonlicensee owner tG-repor:ttothe·tr.oard the occllrr.eil'C'e-;,.<:n· · 
oi any events set forth in paragrap.h fJ1 ·of 'StJbdi\lision (a) ·op · 
paragraph (2) of this subdivision either by or against any other 
non licensee owner. · ·' 

(c) For purposes of this section, the following definitions apply: 
(I) "LicenseEt' ·means--a certified public accountant or pub!.ic 

accountant in this state or a certi·fied public accountant in good 
standing in another state. 

(2) "Material participation" means an activity that is regular, 
continuous, and substantiaL 

(d) All firms with nonlicensee owners shall certify at the time of. 
registration and renewal that the firm is in compliance with this 
section. 

(e) The board shall adopt regulations to implement, interpret, or 
make specific this section. 
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Attachment 5 Continued 

BUSINESS AND PROFESSIONS CODE 
SECTIONS 5150-5158 

5150. An accountancy corporation is a corporation which is 
registered with the California Board of Accountancy and has a 
currently effective certificate of registration from the board 
pursuant to the Moscone-Knox Professional Corporation Act, as 
contained in Part 4 (commencing with Section 13400) of Division 3 of 
Title I of the Corporations Code, and this article. Subject to all 
applicable statutes, rules and regulations, an accountancy 
corporation is entitled to practice accountancy. With respect to an 
accountancy corporation, the governmental agency referred to in the 
Moscone-Knox Professional Corporation Act is the California Board of 
Accountancy. 

5151. An applicant for registration as an accountancy corporation 
shall supply to the board all necessary and pertinent documents and 
information requested by the board concerning the applicant's plan of 
operation. The board may provide forms of application. If the 
board finds that the corporation is duly organized and existing under 
the General Corporation Law or the foreign corporation is duly 
qualified for the transaction of intrastate business pursuant to the 
General Corporation Law, that, except as otherwise permitted under 
Section 5053 or 5079, each officer, director, shareholder, or 
employee who will render professional services is a licensed person 
as defined in the Moscone-Knox Professional Corporation Act, or a 
person licensed to render the same professional services in the 
jurisdiction or jurisdictions in which the person practices, and that 
from the application it appears that the affairs of the corporation 
will be conducted in compliance with law and the rules and 
regulations of the board, the board shall upon payment of the 
registration fee in the amount as it may determine, issue a 
certificate of registration. The applicant shall include with the 
application for each shareholder of the corporation licensed in a 
foreign country but not in this state or in any other state, 
territory, or possession of the United States, a certificate from the 
authority in the foreign country currently having ·final jurisdiction 
over the practice of accounting, which shall verify the shareholder' 
s admission to practice in the foreign country, the date thereof, and 
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the fact tl':lat the sharehO'Ider is currently in good standing as the 

equivalent of a certified public accountant or public accountant. If 

the certificate is not in English, there_sha\1 be in_ciL.Jcjed with the 

certificate a duly authenticated English:transla:tlon~thereot. The 

application shall be signed and verified by an officer of the 

corporation. 


5152. Each accountancy corporation shall file with the board at the 

times the board may require a report containing information 

pertaining to qualification and compliance with the statutes, rules 

and regulations of the board as the board may determine. All reports 

shall be signed and verified by an officer of the corporation. 


5152.1. Each accountancy corporation shaH renew its permit to 

practice biennially and shall pay the renewal fee fixed by the board 

in accordance with Section 5134. 


5154. Except as rprovide.d·+n Seo~ton,SO-'YH oUhis code anGJ.in " :.cr,, 

Section '13403 of the Corpo.ration~'QG>.de, eac~ directer, ·s·f;)arehBI€l,eJn.,:>· 1 

,,,, · • ·-·'''~'"'£'1 

and officer of an ?£0~oHr;J1t;t,lli~¥11G:Gn,fl.JDJa1JlQ>m ;s.hall_·be a licensed ";plersorn· 

as defined in tne Mosoohle-Kndx;lf,?r.ofessiona·l Cor,poratiol'l Ao't, ·or a 

person licensed to render the:§,?:lffil:e·protessiot:~a;l sen/ices in the . · , .. , 

jurisdiction or jurisdictions it'l which the person practices .. 


5'155. The income of arn-,aocountancy corporation attributable to . . , 

professional services Jendered whHe a shareholder is a ·disqualified;· 

person (as defined in thle MQsqone..~nox Profession:aH::;orporation Act) .. 

shalf not in any manner accrue,todhe benefit of such shareholder or 

his shares in the accountancy corporation. · '· ·· , 


5156. An accountancy corporation shall ~Jot do or tail to do any act 

the doing of which or the failure to do which would constitute 

unprofessional conduct ·under any statute, rule or regulation now or 

hereafter in effect. In the conduct of its practice, it shall 

observe and be bound by such statutes, rules and regulations to the 

same extent as a person holding a permit under Section 5070 of this 
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code. The board shall have the same powers of suspension, revocation 
and discipline against an accountancy corporation as are now or 
hereafter authorized by Section 5100 of this code, or by any other 
similar statute against individual licensees, provided, however, that 
proceedings against an accountancy corporation shall be conducted in 
accordance with Chapter 5 (commencing with Section 11500) of Part 1 
of Division 3 of Title 2 of the Government Code, and the board shall 
have all the powers granted therein. 

5157. The board may formulate and enforce rules and regulations to 
carry out the purposes and objectives of.this article, including 
rules and regulations requiring (a) that the articles of 
incorporation or bylaws of an accountancy corporation shall include a 
provision whereby the capital stock of such corporation owned by a 
disqualified person (as de·fined in the Moscone-Knox Professional 
Corporation Act), or a deceased person, shall be sold to the 
corporation or to the remaining shareholders of such corporation 
within such time as such rules and regulations may provide, and (b) 
that an accountancy corporation as a condition of obtaining a 
certificate pursuant to the Moscone-Knox Professional Corporation Act 
and this article shall provide adequate security by insurance or 
otherwise for claims against it by its clients arising out of the 
rendering of professional services. 

5158. Each office of an accountancy corporation engaged in the 
practice of public accountancy in this state shall be managed by a 
certified public accountant or public accountant. 
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CALIFORNIA BOARD OF ACCOUNTANCY 

2000 EVERGREEN STREET, SUITE 250 


SACRAMENTO, CA 95815-3632 

TELEPHONE: {916) 263-3680 


Attachment 6FACSIMILE: (916) 263-3675 

WEB ADDRESS: ht!p:llwww.dca.ca.gov/cba 


PRACTICE PRIVILEGE TASK FORCE 

MINUTES OF THE MEETING 


March 17, 2005 


Sheraton Delfina 

530 W. Pico Blvd. 


Santa Monica, CA 90405 


CALL TO ORDER 

Gail Hillebrand, Chair, called the meeting of the Practice Privilege Task Force to order 
at 8:36a.m. and welcomed the participants. Ms. Hillebrand indicated that to ensure · 
compliance with the Bagley-Keene Open Meeting Act, when a quorum of the Board is 
present at this meeting (eight members of the Board), Board members who are not 
serving on the Task Force must attend as observers only. 

Present: 

Gail Hillebrand, Chair 

Sally Flowers 

Thomas lino 

Hal Schultz 

Renata Sos 


Staff and Legal Counsel 

Mary Crocker, Assistant Executive Officer 

Patti Franz, Licensing Manager 

Michael Granen, Deputy Attorney General 


, 	Greg Newington, Chief, Enforcement Program 
LaVon'le Powell, Legal Cou'lsel · 
Michelle Santaga, Enforce;-nent Analyst 
Carol Sigmann, Executive Officer 
Liza Walker, Regulation Analyst 
Jeannie Werner, Deputy Attorney General 
?.ronna Wong, Legislation Coordinator 

Other Particioants 

Michael Duffey, Ernst and Young 

Dei Exeter, Society of California Accountants 
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.. flarlsh Khanna, Chair, Administrative Committee 
R'ichard Robinson, Richard Robinson and Associates 
Jeannie Tindel, California Society of Certified Public Accountants· 
Sarah Weber, Center for Public Interest Law 

Board Members Observing 
Richard Charney 
Donald Driftmier 
Cliff Johnson 

l. Minutes of the January 20, 2005, Meeting 

It was moved by Mr. lino, seconded by Ms. Sos, and unanimously carried to 
approve the minutes of the January 20, 2005, meeting. 

II. Consideration of Q&As Related to Practice Privilege. 

Ms. Franz reported that questions were provided to staff at the request of the Chair at 
the meeting and developed.,by staff based.o.n previous Task Fore~ discussions. She 
explair:red .tnat staff meUo discuss the draft questio.ns and pr.epa~re the answers 
provided to the Task Force (see Attachment I). 

Ms. Franz asked the Task Force members to review the questions and answers and 
provide comments. She explained that there were five various categories: General 
Inquiries, Requirements for Signing Attest Reports, Servicing of Clients, Safe Harboc;.. , 
Provisions, and Firm Licensure in Califor'nia. Ms. Franz added that' she:wowld J?ad :'· ·. 
each question unde·r each category and provide an opportur1ity forthe~Task Foirce. :_· .... 
members to comment on the answer. · 

Mr. Schultz suggested the second sentence in the answer to Question 4 unde.r_ GenE?ral 
Inquiries be edited to read~~ You will have the option of either subm;ttlng the Notification 
Form on-line or downloading the form from the Web site for submission tf:Jr:o.ugh the 
mail." Mr. Duffey also suggested that the answer to Question 4 indlcai§'if1a:t:~ubmi~sion 
of faxed Notification Forms will also be acceptable for pract,iq:§..ze!jyileg~:,,. fV:ls. Wong 
explained that the regulations would need to be updated to inclt;Jde that information as. 
well. , .. 

Ms. Sos suggested that the answer to Question 5 be more explicit i.n ,~ssis±ing an 
individual in locating the list of states that are currently de.emed substantially equivaleflt. 
by the Board. She also added that the second bullet of th.e practice privHe,ge 
requirements should include the full process that an individual must compJete to be. 
deemed substantially equivalent by CredentiaiNet. 

Ms. Hillebrand suggested that the second bullet of Question 5 be edited to read "You 
must hold a valid, current license, certificate, or perm(t to practice public accountancy 
from another state and meet one of the fa/lowing requirements." 
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Ms. Sos suggested the following edits to the answer to Question I 0: 

• 	 "You are re"quired to reply to a Board request in a timely manner [cross reference to 
Section 5096(e)(5)], which may extend beyond the expiration of your practice 
privilege." 

• 	 Include the wording "The Notification Form must be completed in its entirety." 

Ms. Wong added that if the individual has a disqualifying condition, submission of 
additional documentation will be required prior to commencing practice in California 
under the practice privilege. 

During the review of Question 11, Ms. Powell asked Ms. Franz whether there is a 
consequence if a licensee allows his or her license to lapse. Ms. Franz responded that 
a license that is not renewed for five consecutive years is cancelled. She explained the 
reissuance process that an individual must comply with to obtain a license to practice 
public accountancy in California after the previous license has cancelled. Ms. Powell 
indicated that she thought the answer to Question II should indicate that there is a 
consequence if a licensee allows the license to lapse. 

Ms. Sos suggested that the individual should contact the Board before making the 
decision regarding whether to allow the license to lapse and practice under a practice 
privilege. Ms. Franz suggested the answer to Question II could direct the licensee to 
review the information related to the consequences, such as the Licensee Handbook, 
on the Board's Web site. She indicated that if the individual were unable to determine 
the consequences from the Handbook, he or she could contact Board staff. Ms. Sos 
agreed that Ms. Franz's idea was better than trying to spell out all of the possible 
scenarios in the Q&As. Ms. Franz suggested that Question 11 be edited to read"/ am 
licensed in California and in Texas. My principal place of business is not in California. 
Can I practice public accountancy in California under practice privilege if my California 
license is inactive, delinquent, or cancelled?" After discussion, Ms. Hillebrand agreed 
that the wording proposed by Ms. Franz would be clearer. 

Mr. lino suggested that the word "other' be removed from the answer to Question 11. 
Ms. Hillebrand agreed, and the last sentence of the answer was edited to read "and 
meet all requirements to obtain and maintain California practice privilege." 

Ms. Hillebrand suggested that Question 2 under Requirements for Signing Attest 
Reports include the same language as Question 10 under General Inquiries. 

After Ms. Franz read Question i under Servicing of Clients, Mr. Schultz suggested that 
"Through the mail" should be struck from Question 1 under Servicing of Clients to 
alleviate confusion that the use of the Internet, or some other sort ofmanner of not 
physically entering California, would not appiy. 
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Mr. Granen stated that he did not have an issue with the answer to Question 1 under 
Servicing of Clients, except the statement regarding the firm registration. He 
commented that if an individual is licensed and comes into California to do work
whether an inventory observation or a tax return, anc:J that person signs on behalf of the 
firm or the inventory is done and incorporated into an audit issued under the firm name 
-the firm should not be requir-ed to register. He stated that he thought ·it would be going ,, 
too far to say the firm itself would have to be registered if the only way the firm sets foot 
in California is through the ihdividual holding a practice privilege. 

Mr. Newington stated that staff struggled with these issues. The intent was to establish 
a bright-line test related to practice privilege. He explained that, as staff went through 
the various scenarios, the test was .jf the individual physically comes into California to 
perform -the activities in subdivisions (a)- (f) of Section 505l or ~t?rYices Qalifornia 
clients from outside the ·state, this is practicing public accountancy' in California. 

• ~· r : •• '7·•. ,J , •• y ...·f ·~·tr;.~.ot , . .. ~,~5" ~ ~; \ .;~j~'';L:.~,d:' :! :.- . 1!.'~'.' :' ~~~:.;,~· • ·; :;~,.;;-:~ ~:{~ ·; t• 
Mr. Newington added that as staff considered .these scenar"ios., staf·f .noted .that the firm 
was signing the engagement or·the tax i:etur.n.' ·He as·k;d;.!f a firrTi}[c)r:n::ajJ.§fll,~f. state 
sends in personnel who are not CPAs, which is allowed, who wo.u'ld,thE? Boan:j hold 
accountable for the work other than the firm? He summed it up bistatlrig that if a firm 
practices public accountancy thro1.:1gh its agent- either a licensed qr un.Uc~nsed 
individual- physically entering·California or through sewicing Calif9Jnia qlf~'nfs,,.this is 
practicing public accountancy as def:iliecl Jn Section.505~ and ~h~:··t.)~rm r-J~eed~]p be 
registered. He added that he understood that the answers woul.a be controversial and 
may','!'n'cike':!t'Gli~ic~'lt~for sm~~UJJp:nsitO·tP,tactic~.Jn.C~Ijf9-JPia .due to tbe P~.rt6E?l -~r 
sharehold'eYiicens.W tie -r.eqliir:e:mentfG;c:firffitl..:reglstr.atio~i;j:,g~*:'"··.,1 t"· .,· • , · ~·&: . . ,; ,. ; .:, , .; 

. ::;;*'"'\•·::·~ ·~·,,;.. :. ~·~~·.<v~''' :·' ,._ '.j~··. · · · · . ·',-!~~:~ ·:·.,,,f. .. . · ,. ,,~ ., 

Ms. Hillebrand stafed~tha:t the :i:easor:rJonthe discuss;ion ;is:"to· remind peopl£3.. -that the firttk 
reguifenienls wm;s:tn:,_~ppry :re~ia:rc(less ..af w6atih'~,~,~di~id-~~a,·(s-:doin.;g,;Gn:ae:&:.~he practice}., 
privilege':' Mr. Newingtom 'agreed; .and;stated tha~7;;taff wi!l,!f.~p~jy~ g_an~,regarding the 
requirements fo(both iriaividt:r8Js and ·firms and need clear guidance .. in order to be 
prepared to respond to inquiries. 

Mr. Granen indicated ~hat If firms will be required to.re.gister in Dallfornia,,.it~W not be 
economical for small <'firms to pertorm audits in California. For that reason" he stated he 
thought there was gbard reason ·to take:anotheH3.'ppr0achl .. He .express.ed tbe".vi.ew that if 
a firm is not coming into the state other than through an agent with a valid practice 
privilege that the firm should not be required to register. He .explained that tha~ 
approach would put small firms in the same position as the large firms that are already 
registered in California. 

Ms. Hillebrand stated that she disagreed with this interpretation of the current law 
because the law does not include a practice privilege equivalent for firms. She stated 
that in her opinion the answer to the question is accurate based upon the current 
statute. 
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After discussion, Ms. Hillebrand indicated that the policy issue before the Task Force 
relates to the fact that the practice privilege statute does not create a privilege for firms. 
This means an individual who holds a practice privilege cannot come into California on 
behalf of an out-of-state firm. Further, for an out-of-state firm to register in California a 
partner or shareholder needs to obtain a California license. Mr. lino commented that if 
one works for a firm, he cannot conceive of signing as an individual. He explained that 
the signatures are almost always entirely signed in the name of the firm. Mr. Newington 
indicated he believed this was a significant issue. 

Ms. Hill.ebrand asked Mr. Newington whether he had any indication of how many firms 
currently practicing in California under the temporary provision do not have a California 
licensee as a partner or shareholder. Mr. Newington responded that he was sure some 
firms are practicing under the temporary provision, but that the volume was hard to 
quantify. He stated that based upon the telephone calls he has received from out-of
state practitioners regarding California practice privilege, the tax issue is of much more 
concern than the audit inventory issue. 

Ms. Sos inquired if a practice privilege holder comes in and signs an attest report on 
behalf of the firm, is there a concern. regarding the Board's jurisdiction if the firm is not 
registered? Mr. Granen indicated that if the firm is not registered in California, there is 
no registration to revoke or discipline. Mr. Newington stated that he believed the Board 
does have jurisdiction over the firm and its agents, either licensed or unlicensed. As 
with other instances of unlicensed practice, tl}e Board could issue a citation or pursue a 
misdemeanor violation. 

Participants then discussed potential solutions to the problem they had identified. Mr. 
Newington suggested that a potential fix would be to include a practice privilege for 
firms. He explained that if that solution were provided, the issues being discussed by 
the Task Force would be addressed. Mr. Granen suggested the Board could adopt the 
policy that if the firm's practice in California is limited only to the activities of the practice 
privilege holder who is coming into the state, then that would be acceptable. Ms. 
Hillebrand invited discussion on Mr. Granen's proposal indicating if the firm's only 
activities in California are undertaken by a person holding a practice privilege, then the 
firm would not be. required to register. Ms. Crocker stated that this approach would 
constrain a firm's ability to send a non licensee to California. This should really be a 
business decision by the firm and not a decision based on regulatory requirements. Ms. 
Hillebrand suggested that any proposal which might allow firms to register with a 
practice privilege holder would require further .investigation. Ms. Sos indicated she did 
not believe it was appropriate to allow firms to register with only practice privilege 
holders and no California licensee. The practice privilege concept was developed only 
for individuals so ihat qualified out-of-state CPAs can practice in California temporarily. 

After further discussion, Ms. Hillebrand identified the following issues for future Task 
Force consideration: 1) If an agent of a firm is coming into California to practice public 
accountancy, shou1d that firm be uired to register? 2) Should a firm be able to 
register in California with a practice privilege holder ;n lieu of a California licensee as a 
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partner or shareholder? 3) Would such a 'firm have the same limitations and restrictions 
as an individual practice privilege holder? She asked staff to look at the identified 
issues and prqvide the pros and co[ls of pursuing-such a statutory change. Ms. 
Hillebrand explained she wanted staff to explore whether it is possible-to create a 
limited·form of firm registration that would be available to firms that have a practice 
privilef!e.holder, and the potentia! n·egative consequences· of doing so. This-limited form· :1) 

of firm reg'istratioh would 'be assigned to permft'me Tltm to practice public accountancy ::,if 
in California in a manner similar to the practice ·privtlege·holders. · 

Ms. Povyell asked the Task Force to consider whether there would be anything that 
would be taken away excerpt for th'e individuaPs practice privilege in the event there was .!:; 

any disciplin'ary action against the firm. Mr. Granen responded that he thought it would 
be easy·to craft a limited 'firm practice privil·ege that could be taken away in those 
instances. · 

Ms. Franz asked whether the firms as well as the individual practice p·rivilege holders 
would show up on the Web site. Ms. Hillebrand responded that this also needed to be 
explored and to maKe sure. Jflat any lfrriited firrrtph:i.Ctice·privilege··which might be 
considered would no.t cause more OT a:· prdblem·then it solved. Ms. Hillebrand further 
stated' shet'wanf~er tffls ·fa '5~~46~r§'f[jlly~thdugihlbut 'befare developing 'anv 
recommendation about going before the Legislature again. 

Ms. Crocker asked the Task Force to identify which problem they were attempting to 
address: 

• 	 Firms W.().Lild:b.e se'i:ldlng staff'to'·California ani:!,'b£' dbin·g ·so, ·create·~ s'ituatibn 'iii( '' ·:.._.; 
wh icti ,tiflJjs 't5af' ~fe 'h"o~t fe"gffit¥red:,in'~caiH'oirffa WcH:l'ltr'B§ pra0¥h::IH1t f:H!fa[-fc ''acndl~htlnQj i," 
urilawJu lly; dr:· ;:· ·.. '· . .. :: ':~ ~~ ~-. .·· •. -~- : .-~ .. : \ . . . " 

!< flLJJ,,.~, ·'' "''., '· ' .. " '-.·' ! ·~.···· , ~ ~' • •1~' • '• ,, · 

• 	 Firms would be· :Sendirig·.unTfc€i'fFse;a indiViCILials 6r individuals who do not 
ackn'6w.iedge they are C;P~s 'fct-avqiei.[:)Rtaini(l,gJSr'cictice privill3ges. 

" ,... i.• t ,'\ j\'lt\.<' •I •1-;~T.'i*f;l::_:.! • ;, ~';\ :: ,;•">4•,, •,.: • , 

Ms. Crocker also requested clartficati6h~fr6m f~le Task F·orce whe'the'r' staff should· 
procee.q wJth·the .C:-~rreni .98V§lqkm.~;GJt2t't.fie'dat~IJase. ~n~ pro~~~ure ·development'for 
implemen~tation'..ofi3FactTc~··,prlvlleg·e~;altf.tcru·gn 'a mB:)or~po'lioVh:i'su·e··w·as~ide·ntified· at the 
meeting·, :s.he e.?;g;l.,ci:in.edib.P.tJn.~ .dEr!,~baseJor praCtJqe privilege :is n9t currenfly being 
built to inclu~Ie an~h·i~f{:relafedlo fihi:J'.regisfration an·cr asked\rJhetHer staff should · · ·· !. · 

proceed witt:.J':thf:(cu?rent de~ve'lopffieilt. 'S'He expl~=tined rhar the time frame-s .are tight a~h 
the effective,c:falris· January I, 2006.' Ms. Hillebrand responded thaJ she did not want · · 
staff to pause in the implementation ·process while this policy issue is being researched. 

Ms. Hillebrand stated that ~he believed there is a fair' amount of work that needed to bE:)· 
completed by staff in researchin.g the pDiicy issues identified. Ms. Sos suggested that a 
sub-Task Force, including nerself and Ms. Hillebrand, would work with staff ori the · · 
policy issues related to the firm registration to determine whether there is a solution that 
creates fewer problems than it solves. 
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The Task Force then returned ·to consideration of the Q&As as a whole. 

Mr. Schultz commented that the answer to Question 6 under Servicing of Clients was 
incorrect as it refers to the engagement partner, who may not be doing the inventory 
observation in California. After discussion, it was suggested by Ms. Hillebrand that the 
answer be edited to read "Yes, if you or any other person physically enters California to 
practice public accountancy, that person is required to obtain a Cafifornia practice 
privilege or a California CPA license." 

It was moved by Ms. Sos, seconded by Ms. Flowers, and unanimously carried to 
approve the Q&As related to Practice Privilege with the changes noted above. 
Ms. Sos thanked staff for their hard work in developing the Q&As for the Practice 
Privilege Task Force. 

Ill. Consideration of What Practice Privilege Information .Should be Available on the 
Board's Web Site. 

Ms·. Franz reported on the items that staff were proposing to be placed on the Board's 
Web site specifically for practice privilege holders. She stated each of the bullets 
provide descriptions of those items, including proposed definitions (Attachment 2). 

She identified one change that she would like the Task Force to consider regarding the 
Practice Privilege Status for the Web site. She explained that within the agenda item 
there is one status, "Clear." Her suggestion was to include "Administrative Suspension" 
and "Revoked" as statuses on the Web site, instead of under "Disciplinary Actions." 
She added that under "Disciplinary Actions" there would be an indicator either "Y" or 
"N." Ms. Hillebrand stated that it would be helpful to have "Administrative Suspension" 
and "Revoked" also as a status along with "Clear." Ms. Franz also asked the Task 
Force to consider if the practice privilege status was reflected as Administrative 
Suspension, should the "Y" indicator be reflected under "Disciplinary Actions." Ms. 
Powell responded that the "Disciplinary Actions" field should be populated with the "Y" 
indicator if the practice privilege status is "Administrative Suspension." 

Ms. Sos also stated that she believed the Administrative Suspension was a gray area 
and expressed concern regarding whether an individual who clears up the 
Administrative Suspension in a timely manner should have the "Y" indicator placed in 
the Disciplinary Action field. 

Ms. Werner suggested changing the title of the field "Disciplinary Actions" to 
"Enforcement actions other than citations." Ms. Franz suggested that there be a 
definition that indicates what enforcement actions include, and another definition that 
indicates what enforcement actions do not include. Ms. Hillebrand agreed that would be 
helpful. 
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State ot Gaiitorma L;alltorma l:)oard or Accoum:anc 
~ Department of Consumer Affairs 2000 Evergreen Street, Suite Attachment 1 

Sacramento, CA 95815-383 

Memorandum 
Practice Privilege Tr Agenda Item II. Board Agenda Item VIII.F.3. 
March 17, 2005 March 18,2005 

To 	 Practice Privilege Task Force Members Date March 8, 2005 
Board Members 

Telephone (916) 561-1740 
Facsimile (916) 263-3676 
E-mail pfranz@ cb a. ca. gov 

From 	 Patti L. Franz 
Licensing Manag 

Subject: 	 Q&As Related to California Practice Privilege 

Provided for consideration and action by the Task Force and Bo?Lrd are the 
following Q&As developed by staff related to the practice privilege provisions. It is 
anticipated the following Q&As will be placed on the Board's Web site in 
accordance with the Communication and Outreach plan provided for consideration 
at this Task Force meeting. 

Introductory Narrative for Q&As 
Legislation was signed into law in 2004 providing the California Board of 
Accountancy (Board) with the California practice privilege provision. The practice 
privilege provisions will go into effect on January 1, 2006. The practice privilege will 
allow cross-border practice under which a qualified out-of-state Certified Public 
Accountant (CPA) may temporarily practice public accountancy in California without 
having to obtain a California CPA license. 

To qualify for a practice privilege, an out-of-state CPA will be required to notify the 
Board of the intent to practice public accountancy in California, swear under penalty 
of perjury that the requirements for a California practice privilege have been met, 
and agree to follow California law and be subject to the full force of the Board's 
enforcement and disciplinary powers. 

The Notification and Agreement to Conditions for the Prjvilege to Practice Public 
Accounting in California Pursuant to California Business and Professions Code 
Section 5096 and Title 16, Division 1, Article 4 of the California Code of Regulations 
Form (Notification Form) and instructions will be available on the Board's Web site 
on our Forms/Publications Page for on-line submission and for downloading 
purposes. Once available, you may also contact the Board's Practice Privi!ege Unit 
at pracprivinfo @cba.ca.gov or telephone (916) 561-XXXX to request that a form be 
mailed to you. 
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The pract[ce privilege expires one year from the date of on-line submission or 
mailing oJ the hardcopy Notifjcati'on Form. The fee required for a California practice 
priv(le_ge is' $100 and must be received by the Board within 30 days of Notification 
Fomrs·ubmissron. 

General Inquiries 
I. Q: When will the California practice privilege provision go into effect? 

A: The California practice privilege provision will become effective on January I, 
2006. 

I -. •'&'• 	 J. ;; ' ""I • • 

2. 	 Q; Where can I find the statutes and regulations regarding practice 
.. privilrfge?r ' ' 1''~,;. '.. . ' ' . "'-·· ' • "~ ' ,~.,... • m,.r;; • '''''1::' ,,( '~·· 


. .. :·• \ h..; l• ~ ·;.~I ,.r • .:;,,., f{..,.:~ ... -- •;:~f~ .•.. ~~. r • 

A: Sections ·5'096 fWFC5.tfgm·;5..0§16~'1 Wof·the•B.aHfco<tri'i'cr:Hill.~si'o'e:~;sl'andl\P,mfessiGins. · 
Code (Accountancy Act) and s:ections 26 throug'h -85. ~ of Title 16 of the 
California Code of Regulations (Accountancy Regula:tions)·wlll be available on 
the Board's Web site at www.dca.ca.gov/cba or from the Practice Privilege Unit 

4. 	
·--\~ .-:::-· ~ ~ ::::>_... 	 ·· ~-1~::.7~,;-::~r .t{>. : ~, .. ~- ... t· .. 

A: 	Th'er~ir~bHtci§{p _.... 1''Nldti¥r6~t'ldri~1FHH:W;i~iN1ll b~~·aV:~ifa8ie·'o~ :the·Bbarrclfs W·eb 
_ 	 sitE3"at·www.aca.c.:fgz:hi/cba on·tne:P6lths/P~(?'Ucaffons P-age. YoEI will-either 

have the option of submitting the Notification :pQ'H1fo'n·~!JheVor downloadir-lg 'the 
form from the Web site for submission through the maiL 

'l::Jf·~ ....,.',. ···~"'' ~ ..... ~- "' - • l 	 ~· ~ • 

, 	Once. th'e 'form is submitted on-line·ormaJied, the practice privilege expires orie 
tyeif~i";t(c)m tji'e"8ub'm.issTorl.' date. The f~·e 're,qlii red for cf Cctfif'Orri'ia practice . ' 
privilege· ls.. $ibtH=ir;id mtlstibe rec'ef~ed·by the Board within 30 days df 
Notifio~tion Fo.rm submission.' ·. 

3. 

at (916) 561-XXXX_. 

. " ' \~;- ': . -? ' . ''· .
Q: How.can r:S'ltl Porm . . , 
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5. Q: What requirements must I fulfill for a practice privilege in California? 

A: To be eligible for a California practice privilege: 

1. 	 Your principal place of business cannot be located in California. 

You must hold a valid, current 1icense, certificate, or permit from another state 
and meet one of the following requirements: 

• 	 Hold a current, valid license, certificate, or permit from a state determined by 
the Board to have education, examination, and experience requirements for 
licensure substantially equivalent to the requirements in Section 5093 of the 
California Accountancy Act (see Appendix 1 of the Notification Form). OR; 

• 	 Possess education, examination, and experience qualifications that have been 
determined by the Board to be substantially equivalent to the qualifications 
under Section 5093 of the California Accountancy Act. OR; 

• 	 Have continually practiced public accountancy as a CPA under a current, valid 
license issued by any state for four of the last ten years. 

3. 	 If you have any of the disqualifying conditions identified on the practice 
privilege Notification Form, you may not practice public accountancy in 
California until you receive Board approval. 

6. 	 Q: I am a CPA but am not licensed in a state that is deemed substantially 
equivalent in Appendix 1 of the Notification Form. What options do I have 
to qualify for a California practice privilege? 

A: 
'1. 	 Have continually practiced public accountancy as a CPA under a current, valid 

license issued by any state for four of the last ten years. OR; 

2. 	 Submit documents reflecting successful passage of the CPA examination, 
college transcripts and documents reflecting completion of experience to the 
National Association of State Boards of Accountancy's (NASBA) Credent;aiNet. 
CredentiaiNet will evaluate your !icensure information and determine 

uivalency. Information regarding Credential Net can found on NASBA's 
Web site at www.nasba.org. 

If deemed substantially equivalent, a file number will given to you. At the 
time you submit yo:Jr Notification For:T1 to Board, yo:J will be required to 
provide your NASBA CredentiaiNet file number. 
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7. 	 0: 1 arri dff o'cJt-of.:stEiti,CP-;4 who1s apply'irig'for lioensUr.e·Yin CaHfamta; Do f. 
have practice rights in California as my appfication is being processed? 

. 	 ' .' ~ . 

A: 	No, you do not have practice rights as a CPA in California. 

In order to have practice rights while the Board is processing your California 
licer:~sure application; you will. be requir:~p to suqfDi.~ the.mactice pri\{ilege 
Notification Form as we !I as the $.tQQ..n.ot[fj,g;?~i:?J)). 1tt:?.e1:i'\TQ.~ ,n_qtifiRatl8R .fee must 
be received by the Board within 30 days of your Notification Form s'ubmfsslon. 
Yow~r ·practice 'Rr;iyfl.ege·wilL b:e·t~rmina!ec~!:;at .the t.tGn~ Y;Q;U.l:~q.lif.q~oi~ .. CPA license 
is isstied by.the, !:5oard;•:~.."·y·- _., ' '·. ' ' r ,_)•' , ,•""'JC'"' 

.--I·_ x~, - '".-	 :·: :. .-~- t..f -;Jr... .... ~ ...~~~1~£"~~\";~~~ .,;..c~-~ ,~~t~t\tr~~:n~~~~~t".:; ~·:~:~~ ··· 
8. 0: -~~~~~ ~~~~P!:~t~te·CPA~ .l~}?l:'.~ FJo;{(IJJ/jl;.to.:~:Q.~ .flufl!:R~[_9f.J{me.~i:cqp submit 

:··,~ti'eSf!)FBC:::ri:q,e..pn!:~J..: ... ·. gttfJCq:Vl,D;Q;::tQPW as .:qp,~fi§Ji~l;/, :tQ;·6#.RP.l¥{fi.!J.J!JJ:;!!:~ • 
Califoh7ia1icerisuh!ff·:r: .:... 

A: The statute and nf~'CiaffC>hs 'j)'erfalnlrig 'td~p·ractlce prlvile'g'e':dd n6'ficfentify a 
limitatlo'n ..to th~~ numb~·r d frmes·'yo'Ll' can submit tne ·rZJ·otrticailon"!=orfn tor a 
practice privilege. 

9. Q: Can F ,·.. 5~~:Cfa ~ arnf!l~tflf.e1:i]i't{prac.t1oitfiu1ffot"'.J2~lltf~timi:~· tHere untler a , 
· pracii~·r ·? "y~~~ii~·:tt;:l1~·-.~~~,;;,;.. .. ,;;a;;.."' ~t:J~< ·· ·"""~~~:i- ~l:l;:...iii~~;lhr;"-1} · · 

rnia Accountancy Act, a practice 
· rriia··from·· 

.<in this 

i 0. Q;· .What documenta.tipn _must I provide for a California practice privilege?. 
·· ..J·ol.\ -~ · ·!· .,, .. ,."'~: , ftl] h:.t _,.;·,~·{-"",~·.~·.: ·~t.:, ... -- r~·. 

A: You are not requl:r~d to.~s"ub:.mit -~,QOUJ[le.otEJJ!£?r.l, .~it~, !m,~ J~f.StG~iD$.,JR~lXLiege1
t\lotification Form. However, the Board has the authority to request 

. doc~niehtation from you and ;ve.rify ao~.qf the infom).atior~ y:o~u provide on the 
. -Notification Form. · 

i i. ati''Elffflitensetl ln' Califofflia"aiiCJ 111 Texas; My prlhcipatplace ·of business is 
·nqt in Califoriiia. Cafflptact1ce·pub1fc accountancy ifl California under 
pfa'ctice prhiifege tHia a/lcJ(XtrriV California Hcerise to lapse? 

A: 	Yes, )'OU can allow your California CPA license to lapse and practice under the 
practice privilege as long as you have a valid, current CPA license in another 
state and meet all other requirements to obtain a. California practice privilege. 
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12. 	 Q: I am a California CPA and prepare tax returns for a few clients in other 
states. Do other states require a practice privilege in order to continue to 
serve these clients? 

A: The requirements to practice public accountancy vary from state to state. lt is 
your responsibility to comply with the laws and requirements of any jurisdiction 
in which you practice. Therefore, it is suggested you contact the relevant state 
board(s) to determine what is required. Unauthorized practice in another state 
can be cause for discipline against your California license. 

Requirements for Signing Attest Reports 
1. 	 Q: What experience must I fulfill before I sign an attest report under a 

California practice privilege? 

A: You may not sign an attest report unless you have completed 500 hours of 
experience in attest services as described in Section 5095 of the California 
Accountancy Act. Qualifying experience is that which has enabled you to 
demonstrate an understanding of the requirements of planning and conducting 
an audit with minimum supervision that results in opinions on full disclosure 
financial statements. · 

2. 	 Q: What documentation must I provide to be able to sign an attest report in 
California under the practice privilege? 

A: You are not required to submit any documentation with the practice privilege 
Notification Form. However, the Board has the authority to request 
documentation from you and verify any of the information you have submitted on 
the Notification Form, including whether you have fulfilled the attest experience 
requirement to sign an attest report in California prior to the issuance of the 
practice privilege. 

Servicing of Clients 
I. 	 Q: I'm a CPA in another state and do not plan to be in California. Through the 

mail, I do only one tax return for a California client. Do I need a California 
practice privilege? 

A: Yes, in order to provide public accounting services to clients who reside in 
California you will required to obtain a California practice privilege or ootain a 
California CPA license. Preparing tax returns as a CPA is a servjce that falls 
within the definition of the practice of public accountancy contained in Section 
5051 of the California Accountancy Act. 

If tax returns are prepared in the name a firm, the firm wou:d also need to be 
registered in Ca ifornia. You can visit Board's VVeb site at 
www.ci::;a.ca.gov/cba to review the firm registration requirements and obtain the 
ap;=llication. · 



?ractice 	Privilege Task Force Members • ! ' 

March 8, 	2005 
Page 6 

2. 	 Q: flm ~'B ~cPA in another state.<;= Oile~o"f.my-·clie.nts_ retire.C/.anq, mov.e:d. to .. 
CaUfomia. · Do if need -a practice privilege to ~c.ontinue. 1to prepar;e tbat. 
client's tax return? · ~r'.••r.,\' · '"'~\ _.; .. ·-· 

A: Yes, iwor.der to provide public . .accountin@ services tG Glients who resiqe in 
CEJ;Iirorhia yow will be required to obtain a Cafifornia,~ractice privilege or obtain a 
8aH'forniaCPA license .. PreparingJc;tx returns as ..,a~GPA !s a,s;~~rvioe that falls 

·within the·d"efinitidn·of .the·practiq~~Of·publio ?P<Do:untancy .oont!=l.iQf3..d,in Section 
5051 of the California Acc·o·t.mtancy:.A:ct."'··t ·;. ---c.~n.~ ~{:'·.n;,;·;:;oc! :·- ,,::.H;,. 

1t t 	 d · h ~~~t~r· ~~~~'r{f\~·rs&rrtf~tst'fii/ffi'?t~
reg~~t~~~81~ t~r~o/~lrvs~6n·2e:~&r~~~~~;ls~ ·~ '1f~~;:~~·~~~~~f.f4L '~:;t\~ • '•' 

\ .'L;;~~~,.'(~:.r-:Hi;:~,,,\ ·~~-- i;·.,~!-.:~ ..1;1 ~ J.~ )
www.dca.ca.gov/cba to review the firm registra 10n req rements· ana· oota:Ih the 
app~liC~!ior1. A;•:·,::· uon~/ 	 .,.$. qt:'fr.:. . - · 

" 	 ......·..\~~...... ~- • • -· • """·"' ~·· ·"'~ _,..•~ .... 1 •. :~~-~- .... -.··•·,,"" •••~ ·.i...r- "' ~- ... \. .. >: .....t?·t· .. 

3. Q: I wilf.b~:P~!t.O.fi!JLnfl..itf~(:!f}IJ~l2f!1Ji[oJP.[~j?~~:.~.rfA,iJ.~t#.rz ag.~p~p~ on a 
4 

contr~cf#a~1s·~riifrfriotfietCJF!,~JI;ifjgJs'"~~o(."''~··<·- '·'"'"'' qr ~7kl I~not licensed 
/R'cafli'brliilt' ~i¥fr'5'rfl/fiti!ff/ed~tf:t~:Jj~(ff15i:/ctc/'t61!J n. a~' ·~rl'bf:ttJe"' 1 'r1\;jj~'~' 'e? 

'"'!i ... : .• ·,~- \ ~ "'-· '' "lf>-v..;~{~~··,~ r'" 1 "tq;1-"";.'i:O.::.'t"- 11:;.. r•• -~,.,.,;::;·4\ "~:ti:J~'t'''t,o:..-'£-f.;., nl?~h~~-~--~•-· YL"t();../·PI.. ;,.. • g 
A: The nonwCalifornia CPA responsible for the audit would ng~~~1!%/&?.~1:§t~W.La t,r..1

~·,,0aliifomia. ·· · · · · · · ·· · · · · 
'.<~·.fri'~f 0 

.(3.Udit, you also would need to obtain 
c~;o., '!i~ens'e,';~:.; . j 

4. Q:·; 
·_ .... 

"'i.~r· 	 ..,_ 1-~\C, , .,. . 

A: No. 	 However, you would need to obtain a California practice~8!f:!~iJE?Q!~:Pt Gbtain 
a California CPA license to practice public accountancy as definedln Section • 
' · ' · · e·c;,. · cuOiii!. Acqot,Jntp.rr ct if you interJJ:l to se - t~~'%/fib':·~v·:~~

·4'~ :(~,~,::~_."· ..... , . "'~~... ..... ..... . . . .,,. ., "''"' '!'>"",·i,;·h· •• , .,. "'""". • 

• 	 ..,. ' ·: "( ~·l~~~ <Jt:~:~·..~.~~:;l~~}~) . .'\ ih' ~ 

5. 	 Q: If I need to conduct part of my audit wor/( in California f¢t a client 
princigafly based if1 Florida, do I need to secure a practice privilege under 
the n€/wrfr ufrementf?l · .. ·· ·--: · -· ·· ..,.. ,-- · · ,.. ,. ''"'"·~~ - .. · · ·r· 
·"'''~'·'-·. :,•"·q ;.. , ·<," :·'.•''. • ' • '•'."', ·.~•· o<• I 

A: :Yes:, in order to physically enter California to practice public accountancy as 
det(ned in Section 5051- or the·Califarn·ia Accountancy Actyod .. need to obtain a 
California practice privilege or obtain a California CPA license. 

If the audit report w!ll be issued unqer the name of the firm, the firm would need 
to be registered in California. You can visit the Board's Web site at 
www.dca.ca.gov/cba to review the .firm registration requirements and obtain the 
application. 
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6. 	 Q: My client's primary business operation is located in California. However, 
their administrative office is located in Washington. I have been engaged 
to conduct an audit. All the work will be done in Washington, except for 
the inventory observation. Do I, as the engagement partner, need to 
obtain practice privilege? 

A: Yes, if you physically enter California to practice public accountancy as defined 
in Section 5051 of the California Accountancy Act you will be required to obtain 
a California practice privilege or California CPA license. Audit services, 
including inventory observation, fall within the definition of the practice of public 
accountancy. 

The firm would also need to be registered in California. You can visit the Board's 
Web site at www.dca.ca.gov/cba to review the firm registration requirements 
and obtain the application. 

7. 	 Q: I am an out~of-state CPA who performs peer reviews for California 
accountancy firms. Would I be required to obtain a California practice 
privilege? 

A: No, you would not be required to obtain a California practice privilege. 
Performing a peer review for a California accountancy firm is not a service that 
falls within the definition of the practice of public accountancy contained in 
Section 5051 of the California Accountancy Act. 

Safe Harbor Provision 
1. 	 Q: When am I required to notify the Board that I'm practicing public 


accountancy in California under the practice privilege? 


A: Notice is required on or before beginning practice. However, there will be no 
penalty if the notice is given within five business days of commencing practice. 
The safe-harbor provision for this short delay in the notice is only effective 
through December 31, 2007. Because the notification requirements for practice 
privilege are new, the Board will permit a five-business aay safe-harbor period 
for notification for the first two years. This will allow time for licensees to 
become familiar with the practice privilege requirements. 

Jf the Notification Form is submitted after practice began in California, even if it 
is submitted within the five-day safe-harbor period, you will be required to 
provide a reason why the notice was not submitted prior to the practice 
began in California. 



Practice Privilege Task Force Members 
March 8, 2005 
Page 8 

Fi rffl'{Eli'cens urer·ih"'iCa:Hforri1ia\\~.>v' · : ''t"i1J:.: -'· ,, , · · . c. , ,. ~":·t.(. 

1. ··'l1lCPA ~firm ·:tfia;f.•is'1ibensedl4n·the State ofMar¥1am.dz\;'VJI~.ha:ve an 
. tY'ht5<;CJc:l~afu!iittlvoflf·tm· realrf.ejrh1a>' Witl'wc!luldNbe;~semdfog·,:an.e CPA 

to tJaHfclfHJa"to· petfotm'tli'Er audit ·work tot/one w.t:if!k"""'ffibe .ap.dit ,nep,orJ ;will 
be issued in Maryland under the ffrm name. Do'es~fhe"t(C;PA {w.bodsf~c.oming 
lqijalff.Pfol!lf!:;;P.E?,f!li/ P.Pf;~~ticf:: pr.iyifege? Wh~llYR,~. gf_{{ff{f1.~~ does the firm 

. 	 d? .. "'" 
1. .~;!~·~ , ·"·J~ ~"t:··~rr~~i .. t. · ~~ ..~ .. ......~~ t~i1 ,....{ ~ ~ ": \~~, cl& 'ffl: 1. If ... ~ ..• • , •• • 

,, >; ' ' ' :!,.~ f> • 1'·· • 

A: 	Yes, ncfficEl' i'S'fte'tfuri 1red'·tl\f'cbmm"t§fi'"dEF:(:n~8:ctie§ ·t£if p>:~p'llct'apoou:rn1p;Qpy:·dn Galifornia. 
IF\"orCier-·''tb··pracfi8'e":f5'ub'l:i&'"ao'66liritahcY:H3.s !aeflheBfd~·Se:ctiqrkSQ:5ill~'Qfri:he 
Accountancy Act in California or service clients who reside in Califor~ia·the non
California CPA who is performing the audit work in California will be required to 
ob'tai'Pl Californ·ia practlct:: pri\Hiege or obtain- .a @alitornia CPA fioense. 

'•( -.... . . " .,,. . . 
.J:l•f.._,.~.,,...~.,.. ~1:' n~~.... '""L·•••nf~:·• t·:J'_;'!~,>;;-~',. ... \"1{) ~"'t'-d·.:~· ~~Lf~···t ..f7 '1;,:·~~\,(;_l/'.t~.':-~,..,~~~ "1r.tl<.:?''"•. '·~· . , 

• 	 l._.:~• -""~ ""'~"'""':.l~"'iV'""·"'i "1 ~-~· .. 

In addition, the firm would need to be registered with ther:California Boara of 

Ac~oun~~W-~~;~~")fo~;t9~Q:~/.~:t!~~h~~~ ' ite ~l:~!r-~~~fl:~f~_:g£;vl~,bato 
rev1ew Jb,~ f!I!!Lf!?;Q.tstr~t'gll~f~quJr,END~O;.~.~~n .._,_ ,§l.Jn.~-~ a;~£~t¥at~g·~ ~~~ ...,,. 

·:::~· . ..- ' ( -.:'.it: l?:)-t~~ 'J 

(. 
;• '(~ :~:~ .;->·~ • ·~'. ;4.~~.\·tfl~''!. . ~~;!:" .', 

· · .~~i'~~~4i-"""? ~,1~-:r•i/ ,., ., ;.. \.;'·._..:~~. 
' .. : 

. !"'-,~~J.<~~ ,"··'" , . ..1 ..... •4-a..t ._. :;r.r.v. • 

~~~'\}~~ •·t>.'\1~ ~ ...; !<':! 't"!~ ~ " 
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Soard Aaenda Item Vlii.G. 1 
July 22, 2005 

PRACTICE PRIVJ TASK FORCE 

MINUTES OF THE MEETING 


May 19, 2005 


DRAFT 
The Westin Horton Plaza 

910 Broadway Circle 
San Diego, CA 921 01 

CALL TO ORDER 

Gail Hillebrand, Chair, called the meeting of the Practice Privilege Task Force to order 
at 9:00 a.m. and welcomed the participants. Ms. Hillebrand indicated that to ensure 
compliance with the Bagley-Keene Open Meeting Act, when a quorum of the Board is 
present at this meeting (eight members of the Board), Board members who are not 
serving on the Task Force must attend as observers only. 

Present 
Gall Hillebrand, Chair 
Thomas lino 
Hal Schultz 
Renata Sos 

Staff and Legal Counsel 
Mary Crocker, Assistant Executive Officer 
Patti Franz, Licensing Manager 
Michael ranen, Deputy Attorney General 
Greg Newington, Chief, Enforcement Program 
LaVonne Powell, Legal Counsel 
Carol Sigmann, Executive Officer 
Liza Walker, Regulation Analyst 
Jeannie Werner, Deputy Attorney General 
Aronna Wong, Legislation Coordinator 

Other Participants 
Bruce Bialosky, CPA 
Julie D'Angelo-Fe!lmeth, Center for Public Interest Law 
IV:ichael Duffey, Ernst and Young LLP 
Biil Gage, Chief Consultant, Senate Committee on Business, Professions & Economic 

Development 
Kenneth Han Chief Operations Officer, KPMG LLP 
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Harish Khanna, Chair, Administrative Committee 

Richard Robinson, Richard Robinson and Associates 

Jeannie Tindel, California Society of Certified Public Accountants 


Board Members Observing 

Richard Charney 

Donald Driftmier 

Olga Martinez 


I. Minutes of the March 17, 2005, Meeting 

It was moved by Mr. Schultz, seconded by Ms. Sos, and unanimously carried to 
approve the minutes of the March 17, 2005, meeting. 

II. Adoption of Appendix 1 to the .Practice Privilege Notification Form. 

Njs. Franz reported that.at.the September 2004 meeting the Board adopted the Task ·J 
Force's recommendation that the Board acceptthe NationaiAssociation of State Boards 
()f.ASCC?UQta,n~y's {NA.$.~A:s) list of sub:stantially equiv~J,ent s.t<?te:,s, .subj.ect to oontinuqus 
monitoring. by ·the .Board, io lieu of the Boarq reviewing each indi:V·idual state's. 
requirements and developing its own list She explained that Attachment 3 to her May 
10, 2005, memo provided the current Jist of those states for consideration and action by 
the Task Force (see Attachment 1). Ms. Franz indicated that it is envisioned that the list 
of substantially equivalent states will become part of the instructiQns for the Nqtification 
Form. 

Ms. Sos stated that she believed the second sentence on the list of substa{Jiti:t¥'11.;r;::=,···· ·. 
equivalent states is unnecessary. She noted that when she read the sentence, she did 
not believe it was quite accurate, and given that this will accompany the instmctions, it 
is not necessary. She added that she believe.d.:deleting thisserJ.ter;),Ge.woulq improve 
the clarity of the narrative provided with the list. .. · · 

After discussion, it was moved by Mr. Schultz, seconded by Ms. Sas,, and 
unanimously carried to recommend Board approval of App:erJd.i:x 1 with the 
change suggested by Ms. Sos. 

Ms. Franz also reported that there was one outstanding issue related to Appendix i. 
She explained that, as t'-JASBA adds or deletes states from the list, some mechanism 
may be needed to enable the Board to 9dd or delete states from Appendix 1 without 
action at a Board meeting. She indicated that staff suggest that the Task Force 
consider delegating to either the Executive Officer or the leadership of th'e Board the 
authority to act upon changes NASBA makes to its list rather than waiting Jor the next 
Board meeting. 
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Ms. Hillebrand stated that she would be inclined to deiegate the authority to the 
Executive Officer. Ms. Sigmann explained that there would be a report to the Board at 
the meeting subsequent to any action taken by the Executive Officer. 

After discussion, it was moved by Ms. Sos, seconded by Mr. Schultz, and 
unanimously carried to delegate the authority to the Executive Officer to maintain 
Appendix 1 as NASBA makes changes to its list of substantially equivalent 
states. 

Ms. Hillebrand reported that at the last meeting, the Task Force had recommended that 
the Board suggest to NASBA that it undertake the job of making available to the 
profession information arding practice privilege requirements in various states. She 
noted that staff have sent a letter communicating this request. 

Ill. Consideration of an Approach to Address Issuance of Reports Under the Name of 

Non-Registered Firms. 


Ms. Hillebrand introduced this agenda item by noting that at the last Task Force meeting 
there was discussion of various concerns related to the issuance of reports under the 
name of a non-registered firm and how that could best be addressed. This issue arose 
during the discussion of the "Q&As" related to practice privilege. One of the questions 
staff anticipated would be asked was "If I am an individual holding a practice privilege, 
can I sign a tax return on behalf of my firm?" It was noted that, under current law, after 
January 1, 2006, the firm would have to be registered in California, before that question 
could be answered affirmatively. Ms. Hillebrand added that after the discussion at the 
last Task Force meeting, she and Ms. Sos were tasked with responsibility for working 
with staff and legal counsel to explore how to address this issue. 

Ms. Hillebrand then asked Ms. Crocker to describe the proposal that was developed. 
Ms. Crocker reported that after discussing the issue, it was concluded that the best 
approach would be to create a narrow exception from the requirements for firm 
registration in the area of tax preparti::m. In pursuing a way to craft that exception, the 
working group first identified areas where no exception would be possible. It was 
determined that anytime an individual physically enters California to practice public 
accountancy as an agent of a firm, that individual must be affiliated with a California
registered firm. Also, any time a firm performs financial statement work there is 
sufficient consumer risk so the firm must be registered with the Board. Ms. Crocker 
explained that after further discussion, the working group concluded that an exemption 
from firm registration would only reasonabie in those instances in which the 
practitioner is preparing individual tax returns, does not physically enter California, does 
not solicit any California clients, and does not assert or imply that the individual or firm is 
licensed or registered to practice public accountancy in California. Ms. Crocker added 
that this individual would be exempt from licensure and practice privilege uirements 
as well. She noted that draft statutory language provided is in the materials for this 
agenda item (Attachment 2) 
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Ms. Hillebrand added that the working group was asked to develop a way in which 
someone could hold the practice privilege and sign a tax return on behalf of his or her 
firm without the firm being registered in California. The working group found that any 
solution it considered using this approach appeared to cause more problems than it 
solved, and it seemed more appropriate to carve out a very narrowly defined activity . 
that w.ould not require a practice privilege; She .added·that it is for this reason tha·t the 
exemptiOfil is fairly narr:o.w;aAd th.e person would be requir-ed to meetall of the conditions 
described by Ms. Crocker. 

Ms. HiLlebrand then asked for comments or questions from Task Force members. Mr. 
Schultz stated that he beli.eved that this approach is well thought out because an 
individual may establish a relationship with a CPA outside of California and should be 
able to continue that relationship. He stated that he did not believe that there was any 
consumer harm in allowing for this narrow exception. He then inquired about a situation 
in which an out~of-state firm sends someone to California to perform an inventory 
observation. Ms. Crocker indicated that she believed that since this is attest work it 
would not fit within the criteria for the exception. 

Mr. fino observed that the relevant terms in this proposal were "individual tax returns" 
and. "physJcal entry into 'OaUfocnia." He as.ked·about·wbether.itwould ·be pe:rmissible to 
complete partnership, corporate, sales tax, or property tax returns under the narrow 
exception. Ms. Crocker responded that the language as provided would not permit 
partnership or corporate tax returns. 

Ms:. ·Wong indicated .thaUhe wo.r.king::.g.roup ·cbo:se this approach becat1se incUvidual tax 
r?furmis seemeGHo :befhe ar:ea w..be;r£::rthe'::B.oar;d received the mos:t;f.G:Gf1!!1llet'll8 tr<~tn 
individuals regarding po:ssible difficwlty: .,~Mn. ·Granern :explainei;ftm91 t!ily~lang;t:~a:§e · 
provided solves a problem that has been raised at the national level. Ms. Hillebrand 
added :that whatever place the Board chooses to draw a line, ·th·er:e will be close casest 
on both s.ides. •· 

Ms. Hillebrand then invited any public comments re.garding the proposal Mr. Bruce 
Bialosky_, CPA, provided oral.comments regarding the proposal and provided a written 
summary of his remarks (Attachment ..3} He"ex~lained that he was greatly concerned 
about the potential the proble-ms practice privilege requirements could create and 
requested that the preparcation of individual tax returns be exempted. He noted that 
many CPAs p.rep·ar.e tax returns for their client's children-or pref')are· t::Aulti-state tax 
returns. Also, many consumers maintain a long-term relationship with the CPA from the 
state where they lived prior to moving to California. He noted that California rules are 
held in high regard in other states, and he was concerned that the practice privilege 
laws could result in reciprocal requirements in other states. 

Mr. Schultz asked Mr. Bialosky whether he would like to see anything beyond proposed 
Section 5054. Mr. Bialosky responded that the proposed statute addressed his 
concerns with California practice privilege. Mr. Schultz observed that there appeared to 
be general agreement regarding the concept embodied in the proposed Section 5054. 
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The Task Force then considered whether there should modifications tothe language 
of proposed Section 5054 to specify pal-ticular types of tax returns or to specify a level 
of complexity. Mr. Newington noted that there are many other kinds of tax returns 
besides individual income tax returns- for example sales tax, property tax, and estate 
tax returns. Mr. lino indicated that tax returns prepared for individual persons could still 
be very complex. Ms. Hillebrand indicated that the only reason the exemption was 
acceptable to her was that it applied to individual tax returns but did not permit the 
preparation of tax returns for corporations or other business entities. She suggested 
thatthe language could be revised to indicate "personal individual income tax returns." 
She added that she did not know of a way to address complexity. Ms. ·sos suggested 
that rather than trying to address the type and complexity of the tax return in the statute, 
perhaps subdivision (b) could be revised to permit the Board to address these issues in 
regulations. 

Ms. Hillebrand then summarized the discussion by noting that there appeared to be 
consensus regarding the general concept. She added that the remaining issues are 
whether the language should be revised to restrict it to personal, individual income tax 
returns and whether subdivision (b) should be revised to permit the nature and 
complexity of the tax return to be addressed in regulations. Ms. Hillebrand suggested a 
break so that draft language could be prepared for further discussion by the Task Force. 

After the break, Ms. Hillebrand noted that language had been drafted related to estate 
tax returns. At Ms. Hillebrand's request, Mr. Granen read the following language to the 
Task Force: 

Notwithstanding any other provision of this chapter, an individual or firm holding a 
valid and current license, certificate, or permit to practice public accountancy 
from another state may prepare tax returns for natural persons who are California 
residents and the estate tax return for the estate of a natural person who was a 
client at the time of the client's death without obtaining a permit to practice public 
accountancy issued by the Board under this chapter or a practice privilege 
pursuant to Article 5. 1 of this chapter provided that the individual or firm does not 
physically enter California to practice public accountancy pursuant to Section 
5051,does not solicit California clients, and does not assert or imply that the 
individual or firm is licensed or registered to practice public accountancy in 
California. 

The Task Force decided to delay action on this amendment until the other remaining 
issues had been addressed. 

Mr. Lno suggested deleting the word "individual." Ms. Werner noted that word 
"ind ual" could be interpreted as a discrete or single tax return which is the not the 

ntion. rv1s. \Nong adaed that she believed that with the use of the term "natural 
person" the word ".1divic uaJ" was not necessary. it was ccrsensus of the 'Task 
Force delete word "individ Jal. 



Ms. Hillebrand raised the question of whethedhe 'proposed statute should be restricted 
to income tax returns or Whether all types of tax returns should be included. She 
explaine·d that this issue was raised by practitioners who would like to continue
preparing income tax returns for clients who have moved to California or have family · 
members in California. She stated she was concerneG] that permittinQJ other kinds of,. 
returns may s·uggest a dee!J·er coRnection with the client in California. She asked the.; 
licensee ·members of the Task Force to indicate the types of returns that would not be 
permitted ·if the won] "in·come" was added. Mr. lirio explained that if the word "inconi~" 
was added to the language, gift, property, and sales tax returns would not be permitted. 
After discussio'n, it was the consensus of the Task Force to not add the word "income." 

Ms. Hillebrand noted that the concept of practice privilege was introduced as a way of 
ensuring that the Board knows who is serving California clients. She believed that, 
when proposing an exception, it was the Board's responsibility to keep that exception as 
narrow as possible while still making it workable. · 

After further discussion, it was moved by Mr. lino, s:econded by Ms. Sos, and 
unanimously -carried to -recommend Board approval of prop.osed Section 5054 . 
wifn i.fhe deletion of the' word. "indiv'idmW' :and ·the :addition of the estate tax return 
language suggested by Mr. Granen. 

Ms. Hillebrand thanked the Task Force members for all of their work to date and noted 
that-the Q&As may need updating to reflect the policy decisions that were made this · 
meeting. However, these changes were premature until the statutory langllage·was :: 
enacted. Ms. Sigmann stated that staff will make every effort to pursue legislation, and 

·pos·sible thatthe ·statote wil:l :ble in' plabe by·.:Janwa·r)'"'~-. 2006:, ,pro~lded 'there is no 
.oRpositioo. Ms. Hillebrand :indicated that the Tas;k Eo roe Would reconvene in 

'. 'B~'ptembeT to· update the Q&As, and by that time the Board would know if the statute 
wdl:illd .be ~in plane.~om :Ja8uary·1~ZQ0'6.. . 

IV. Comments from Members·of'the Public. 

Members of the ptlblic provided commer1ts durir1g the 'course of the meeting. 

There being no further business~, the meeting was adjourhe"d at 1U:55 a:m. 
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Memorandum 

Practice Privileae TF Aoenda Item II! 
May 19, 2005 

To 	 Practice Privilege Task Force Members 
Board Members Date May 4, 2005 

Telephone : (91 6) 561-1788 
Facsimile (916) 263-367 4 
::-mai awong@cba.ca.gov 

From 	 Aronna Wong -~~ 
Legislation/Reg u lafun s Coordinator 

Subject: 	 Consideration of an Approach to Address Issuance of Reports U ndei 
the Name of Non-Registered Firms 

At the last Practice Privilege Task Force meeting, it was noted that most financial 
statement reports issued by licensees and most tax returns prepared by licensees 
are signed with the firm name. It was also noted that while the practice privilege 
provisions provide for cross-border practice by individuals, there are no comparable 
provisions for firms. Consequently, under current law, for a firm to practice public 
accountancy in California which would include performing activities such as 
reporting on financial statements or preparing tax returns for individual taxpayers or 
California companies, the firm would need to register with the Board. 

This does not pose a problem for larger firms because most larger firms are already 
registered and have a presence in California. However, it can be challenging for 
smaller firms since these firm would have to meet al1 of California's ongoing 
registration requirements including the requirement that a partner or shareholder 
hold a California license. 

After discussion, the Task Force concluded the issue needed further consideration 
and a working group consisting of Renata Sos and Gail Hiliebrand was appointed to 
work with staff to deve1op a proposal for consideration the May 2005 meetings o7 
the Task Force and the Board. 

evaluating the possibility of a practice privi for firms and an expedited 
procedure for qua ifying for registration, the working group concluded that 
because the numerous statutory reauirements that to registe firms, neither 

these two options was practical. Juring d'scussion it was a so noted that the 
g concern in this area was expressed 'Jy tax practitioners. 
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After discussion, it was concluded the most workable solution would be to carve out 
a narrow exception from the firm registration requirement. The working group 
began crafting its proposal by first identifying areas Where no exception was 
possible. It was determined that any time an individual physically enters California 
to practice public accountancy as an agent of a firm, that individual must be 
affiliated with a California-registered firm. It was also determined that any time a 
firm performs financial statement work, there is sufficient consumer risk so that the 
firm must be registered with the Board. 

After further deliberation, the working group concluded that an exception from the 
firm registration requirement would be reasonable only in those instances in which 
the practitioner is preparing individual tax returns, does not physically enter 
California, does not solicit any California clients, and does not assert or imply that 
the individual or firm is licensed or registered to practice pubfic accountancy in 
California. It was further concluded. that, for consistency, it would also be 
appropriate to provide an exception from the individual licensure and practice 
privilege requirements under the same circumstances. 

Working group members noted that this approach would minimize the risk to 
California consumers and would aiso address the needs of those consumers who 

' haVe recently m.qved to California from a1nbther state arid would l:ike to ·continue 
reoeivf·f!g'la'('ret.qrn p~~P2!r~ri6~;:.~~rvites. tro·rrt the· g.~mg,puhl1c accounting · · ··:. i 

.~·prpress'f15nals;rhEif'prej:rare~a~tlJf§tr'taxM!Lrrris ;Hl' ·p:riof:ye:i:'frer: ~)~-: };"-~·· _ -'f·r · · . :.:;:::'~ 
;,"' .,_-, -, '. r ',"- ~. ~--";·-~·>._•·--,:.-~'.··· •"" ', .:·-, ~'{'. !"' 

Attached for consid'erafion. ancf ~dian is draft statuto!)! language-to implement this' 
,approach. 

..;;:.,:;' ' :, t 
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Proposed Business and Professions Code Section 5054. 

(a) Notwithstanding any other provision of this chapter, an individual or firm holding a 
valid and current license, certificate, or permit to practice public accountancy from 
anoth~r state may prepare individual tax returns for natural persons who are California 
residents without obtaining a permit to practice public accountancy issued by the Board 
under this chapter or a practice privilege pursuant to Article 5.1 of this chapter provided 
that the individual or firm does not physically enter California to practice public 
accountancy pursuant to Section 5051, does not solicit California clients, and does not 

or imply that the individual or firm is licensed or registered to practice public 
accountancy in California. 

(b) Board may, by regulation, limit the number of tax returns that may prepared 
pursuant to subdivision (a). 
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STATEMENT TO BOARD OF ACCOU'NTANC"t'. · 

BRUCE L. BIALOSKY CPA 

MAY 19 2005'I . 
. ··

,, '"')

 ,,-. 

ia. ' ' 
~-

Thank you fgr the opportunitY to speakto''you thTs morning regarding the
establishment of practice pri'V'ilege rules for CPAs doing business in Californ

" 	 .... -~· ' "'~ . ~ ' 

First, let me introduce myself. I have been a CPA in the state of California sin'ce 
1978. I am a presidential appointee to the U.S. Holocaust Memorial Council. I 
have never previously made ·a presentatio-n to the Board of Accountancy on any 
matter, but felt compelled to on this issue. 

The matter I am commenting on affects CPAs from other states that do business 
in California. I am greatly concerned because I have learned first hand the 
regard in which other states hold California's rules. In 1979, I moved to Reno, 
Nevada to enter a business with my family. I established a license in Nevada 
that I maintained for a long period. I found what California did in regard to its 
rules for CPAs was much a guiding light for Nevada. Thus, I am concerned that 
what is established in California will resonate throughout the rest of the states 
and thus create reciprocal requirements on California CPAs. 

" I would respectfully request that individual tax returns·be exempted from the 
new practice P:rivilege requirements. Let me nutline my rationale. 

1. 	 Most states have piggyback systems; thus, the level ·of knowledge 

necessary to prepare a return is minimal. For those states, like California, 

that dG not have a direct piggyback ·system, it has been my experience 

that state returns receive very little focus with the majority of adjustments 

being provided for through sophisticated software that most CPAs utilize. 


2. 	 If there were no exception for individual tax returns then in a case where 

a client asks you to prepare their child's simple return from a job while 

working in college would have to be turned down. The CPA would have 

to apply to the other state and pay a fee that would make it uneconomic 

to prepare this simple accommodation to a client. 


3. 	 If you were a local practitioner and had someone with a multi-state return 

you would have to apply to each state making it again uneconomic from a 

cost and time point-of-view. If you represented, for example, an athlete 

who has income from multiple states (often 10 or more), the CPA would 

have to apply to each state and then pass on the fees paid to each state 




the taxpayer. Thus, the client wouid be driven to a large national firm 
that is already operating in multiple states and would not have to bea~ the 
incremental fees for this particular client. Quite often, the nat;olal firm 
charges higher fees than the local practitioner, thus would be a 
disservice to the public. 

4. 	 If a client relocates to another they may wish to maintain their long 
relationship with the CPA. This would be jeopardized by cost and time 
necessary to apply to the new state. 

5. 	 Because of nature of tax practices today/ most every CPA does tcx 
returns for multiple states. It is not unusual for a local CPA to prepare tax 
returns either to accommodate clients or because of relocations in ten 
states or more. These states may or may not be consistent between tax 
years. Each year the CPA would have to apply to each state, pay fees 
and charge back to their clients the costs. 

I understand the desire and encourage the Board 1
S desire to protect the public. 

!he Board will not be protecting the public either by' significantly driving up 
that will be passed on to the public or so limiting the universe of qualified 
practitioners because of external costs that the market will drive up the 
cost to the public. 

Thus1 I respectfully request that the Board exempt individual tax returns from 
the requirement to register for practice privileges and thus an· example for 
the rest of the United States. 

Bruce L. Bialosky, CPA 
8899 Beverly Blvd. Suite 803 
Los Angeles, CA 90048 
310.273.8250 
brucebialosky@aol.com 

-------·------·---------·--·--:--=-----
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2000 EVERGREEN STREET, SUITE 250 
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DEPARTMENT OF CONSUMER AFFAIRS 


CALIFORI\IIA BOARD OF ACCOUNTANCY 


FINAL 
MINUTES OF THE 


May 20, 2005 

BOARD MEETING 


The Westin Horton Plaza 

910 Broadway Circle 

San Diego, CA 92101 


Telephone: (619) 238-2600 

Facsimile: (619) 239-0509 


I. Call to Order. 

President Renata M. Sos called the meeting to order at 8:55 a.m. on Friday, 
May 20, 2005, at the Westin Horton Plaza in San Diego and ALJ James 
Ahler and the Board heard Agenda Item XLA. The Board then convened 
into closed session at 9:30 a.m. to deliberate and consider Agenda Items 
XI.B.-F. The Board reconvened into open session at 10:27 a.m. and 
adjourned at 12:45 p.m. 

Board Members May 20, 2005 

Renata M. Sos, President 8:55a.m. to 12:45 p.m. 

Ronald Blanc, Vice President 8:57a.m. to 12:45 p.m. 

Sally Flowers, Secretary-Treasurer Absent 

Richard Charney 8:55a.m. to 12:45 p.m. 

Ruben Davila Absent 

Donald Driftmier 8:55a.m. to 12:45 p.m. 

Charles Drott Absent 

Sara Heintz Absent 

Gail Hillebrand 8:55a.m. to 12:45 p.m. 

Thomas lino Absent 

Clifton Johnson 8:55 a.m. to 12:45 p.m. 

Olga Martinez 8:55a.m. to 12:45 p.m. 

David Swartz 8:55 a.m. to 12:45 p.m. 

Stuart Waldman 8:55a.m. to 12:45 p.m. 
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Staff and Legal Counsel 

Mary Crocker, Assistant Executive Officer 
Patti Franz, Licensing Manager 
Michael Granen, DeputY Attorney General, Board Liaison 
Greg Newington, Chief, Enforcement Program 
LaVonne Powell, Legal Counsel 
'rJliphele Santaga, Enforcement Analyst 
Theresa Siepert, Executive Analyst 
Carol Sigmann, Executive Officer 
Liza Walker, Regulation Analyst 
Jeanne Werner, Deputy Attorney General, Board Liaison 
Aronna Wong, Legislation Analyst 

Committee Chairs and Members 

Nancy Corrigan, Chair, Qualifications Committee 
Harish Khanna, Chair, Adminisfrative Committee 

Other Participants 

DelJ; ,
,..··' tf1._~~- ';+'. 9,-t' ' l. '~- . ' ~ 

Kenneth Hansen, K 
Richard Robinson, Big 4 Accounting Firms 
Hal Schultz,.Calif~rnia..Sodety of Certified Public Accountants (C;aiCPA) 
Jeannie Tindet'c§lifofnia Society of Certified Public Acce0r\h3:rii't~~ (iC1a;LC:PA) 

II. 	 Board Minutes .. 

A. 	 Draft Board Minutes 'of the March 18, 2o'd5, Board 'Meeting·>' 

The draft Board mi~utes of the March 18, 2005, Board me~llng were 
adopt'ed on the Con~ent Agenda. (See Agenda Item XIL'f3') 

Ill. Report of the President. 

A. 	 Update on the Strategic Plan Progress. 

Ms. Sos reported that staff are currently working on recommended 
modifications to the Board's Strategic Plan. She and Mr. Blanc will be 
attending a workshop at the Board office on July 27, 2005, to review the 
draft and make final edits. Ms. Sos noted that the revised Strategic Plan 

13145 




and they will no longer be provided that information unless they know 
what to ask. 

Mr. Newington clarified that the Board currently has two vehicles by 
which to volunteer information to consumers, License Lookup and 
the reception phone area. Both locations prominently communicate 
the disclosure that the information provided is limited to a period of 
seven years with the exception of the specific items that tvlr. Swartz 
reported on. Mr. Newington noted that the total volume of long-term 
probationers is approximately six and several have probation 
extended due to monetary reasons and payment terms, and not 
necessarily the egregious nature of the discipline. 

It was moved by Mr. Swartz, seconded by Mr. Johnson, and 
carried to adopt staffs' recommendation. Ms. Hillebrand and 
Mr. Waldman were opposed. 

F. 	 Practice Privilege Task Force (PPTF) (Formerly the Uniform 
Accountancy Act Task Force- UAA TF). 

1. 	 Minutes of the March 17, 2005, Practice Privilege Task Force 

Meeting. 


The minutes of the March 17, 2005, Practice Privilege Task Force 
meeting were adopted on the Consent Agenda. (See Agenda Item 
XII.B.) · 

2. 	 Report on the May 19, 2005, Practice Privilege Task Force Meeting. 

Ms. Hillebrand reported that at the last Board meeting, the Task 
Force developed a recommendation to ask NASBA to maintain a 
public list of the various obligations and requirements different states 
impose for practice privilege. Staff made that request and NASBA 
has indicated its intent to make that information available to 
practitioners across the country. 

3. Adoption of Appendix 1 to the Practice Privilege Notification Form. 

Ms. Hillebrand reported that the Practice Privilege is available to two 
categories of licensees of other states. One option is for licensees 
who are licensed in a state that NASBA has deemed to be 
substantially equivalent. The current list of 46 states is provided as 
Appendix 1. (See Attachment 11.) Ms. Hillebrand indicated that 
the Task Force recommended that the Board adopt this list of 
substantially equivalent states, and to further delegate to the 
Executive Officer the responsibility to update this list as changes 
occur. 
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lt was moved by Mr. Driftmier, seconded by Mr. Swartz, an·d 
unanimously carried to adopt NASBA!s current list sf 
substantially equivalent states and to delegate the 
responsibility to the Executive Officer to revise the list as 
necessary. 

4. 	 Consideration of an Appro'ach to Address Issuance of Reports 
Under the Name of Non-Registered Firms. 

Ms. Hillebrand reported that at the last Board meeting, an issue 
surfaced regarding whether an individual holding a practice privilege 
woUld ·be ·entitled tb si\;ln ·oR behalf of tbeir .firm. A firm must be 
reg~istered:·fn c~alifornia·in order to serve California clients on :behalf 
of the firm. Ms. Hillebrand indicated ·that the Task Force app'ointed 
Ms. Sos and herself to work with staff to evaluate whether there was 
a solution that would not create more problems than it solved. 

Ms. Hillebrand noted that there were a number of very serious 
issues that v./e're considered by" the working -group. They noted that 
registered firms have a variety of obligations and it would be 
inappropriate for these obligations to be waived simply because the 
individual held the practice privilege. 

However, it was recognized that there is a potentially significant 
,Rroblem for out-of-state tax practitioners who are serving clients that 

''·-'~-·'need t6 file ac:alife'Fnl'c:rtax-rettirri. She'ind+cateGJ·thaHhe wsrking 
group chose to recommend to the Task Force and the Board a very 

. !i'mite·d exce'ption to the.requirement·to 'h'Oid a license, practice 
''.pffivilege, :hr:firrh reg.istr·atiorH,The·e*ceptior:rwout.lGJ..apply to.tax 
rettifns fC;:ir -rra:twral persbns an€! estate tax returns for persons who 
were 'Clients afthe time ofthe individual's death. Preparation of 
those types of returns would not require the practitioner to hold a 
license or a practice privilege and would not -require the firm to hold 

. a California registration if: 
" ~~ 

* The individual or firm does not physically enter California to 
practicerpublic accountancy pursuant to Section 5051, * * Does net solicit California clients, and 
Does riot assert or imply that the individual or firm is licensed or 
registered to practice public accountan'cy in California. 

Ms. Hillebrand noted that the Task Force recommended the 
following change to the language in proposed Section 5054: 
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* On line three, remove the word "individual," and add the 
following after "California residents:" "or estate tax returns for the 
estate of natural persons who were clients at the time of death." 

Ms. Hillebrand reported that the Task Force unanimously 
recommended this language to the Board, however, she wanted to 
disclose that after the Task Force meeting she received a note from 
Mr. lino, who could not attend the Board meeting, indicating that 
upon further reflection, he would favor expanding the exception to 
make it broader than just for natural persons. Ms. Hillebrand 
indicated that this would be inconsistent with the action taken by the 
Task Force and with the idea that any exception should be as 
narrowly crafted as possible. 

Ms. Sos indicated that the reason that this exception is one that the 
Task Force is comfortable with is because 99 percent of the 
comments that the Board has received from the profession and the 
public is related to this issue. There is a need because of a prior 
relationship between the practitioner and the client. This very 
narrow exception is in response to real evidence of potentially 
unintended burdens that would otherwise be created. 

IV1s. Hillebrand noted that this is being presented to the Board in the 
form of a recommendation for a statutory change. Staff advised the 
Task Force that if this exception is approved today, there is a 
possibility that the change may be in place with the same effective 
date as the beginning of Practice Privilege. 

IV1s. Hillebrand reported that there may be a need for an additional 
Task Force meeting to work on some Q&As in September if the 
legislation passes. IV1s. Hillebrand thanked the former Chair, the 
Task Force members, other Board members who contributed when 
permitted under the Open Meeting Act, and all of the members of 
the public and the profession who were helpful to the work of the 
Task Force. 

IV1s. Sigmann indicated that she had spoken with the consultants 
from the Senate Business and Professions Committee and they had 
indicated that could be a means by which to this language 
into statute by the time Practice Privilege is implemented. 

It was moved by Mr. Driftmier, seconded by Mr. Swartz, and 
unanimously carried to adopt the Task Force's 
recommendation with the changes noted above. (See 
Attachment 12.) 

13168 



State. of California 
Department of Consumer Affairs 

California Board of Accountancy 
2000 Evergreen Street, Suite 250 

Sacramento, CA 95815-3832 
Memorandum 

Practice Privileoe TF Agenda Item II! 
May '19, 2005 

To Practice Privilege Task Force Members 
Board Members 

From : Aronna Wong -~ 
Legislation/Regula'u;ns Coordinator 

Date 

Telephone: 

Facsimile 

E-mail 

Board Aaenda Item VIII.FA 
May 20,2005 

Attachment 12 

May 4, 2005 

(916) 561-1788 
(916) 263-3674 
awong@cba.ca.gov 

Subject: 	 Consideration of an Approach to Address Issuance of Reports Under 
the Name of Non-Registered Firms 

At the iast Practice Privilege Task Force meeting, it was noted that most financial 
statement reports issued by licensees and most tax returns prepared by licensees 
are signed with the firm name. It was also noted that while the practice privilege 
provisions provide for cross-border practice by individuals, there are no comparable 
provisions for firms. Consequently, under current law, for a firm to practice public 
accountancy in California which would include performing activities such as 
reporting on financial statements or preparing tax returns for individual taxpayers or 
California companies, the firm would need to register with the Board. 

This does not pose a problem for larger firms because most larger firms are already 
registered and have a presence in California. However, it can be challenging for 
smaller firms since these firm would have to meet all of California's ongoing 
registration requirements including the requirement that a partner or shareholder 
hold a California license. 

After discussion, the Task Force concluded the issue needed further consideration 
and a working group consisting of Renata Sos and Gail Hilleb~and was appointed to 
work with staff to develop a proposal for consideration at the May 2005 meetings of 
the Task Force and the Board. 

After evaluating the possibility of a practice privilege for firms and a1 expedited 
procedure for qualifying for firm registration, the working group concluded that 
because of the numerous statutory requirements that tie to registered firms, neither 
of two optio"ls was practical. During the discussion it was also noted that the 
greatest concern in this area was expressed by tax practitioners. 
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· Afte~r discussion, it was concluded the most workable solution would be to carve out 
a narrow exception from the firm registration requirement. The working group 
began crafting its proposal by first identifying areas Where no exception. Was 
possible. It was determined that any time an individual physically enters California 
to practice public accountancy as an agent of a firm, that individual must be 
affili§lte.c! wit~ a California-registered firm. It was also determined that any time a 
firm performs financial statement work, there is sufficient consumer risk so that the 
firm must be registered with the Board. 

After further deliberation, the working group concluded that an exception from the 
firm registration requirement would be reasonable only in those instances in which 
the practitioner is preparing individual tax returns, does not physically enter 
California, does n()t solicit any_ California c;lients, and does not assert or imply that 
the individual or firm is licensed or reg rstered 'to practice public accountancy in 
California. It was further concluded that, for consistency, it would also be 
appropriate to provide an exception from the individual licensure and practice 
privilege requirements under the same circumstances. 

Working group_ ..members noted that thfs approach would minimize the risk to 
C.~tiforni~ ..CoiJ$um9CS c;!Od.~O.!J aJt;o .address the needs of those consumers who. 

1·n::!i ·:.:~ ... ~· \~; .,."f; 5' 10 'F..:. -.,:-~ ~-jf.''l~ 1..~4:~ ~:";~'.'r'1f':"p! ,,~· -.:::-.r- .....~.-~-""'',<f:'', ..... . _...1'., ... ~,.."':>'# "''tYI'""'"'<.·" <·•·"" ~---.~<~• r •h 

have._ reoeotlyJpQ~~Q t(:;tCgl~~ ni a~-o~h~:~ _stc;,:~E? -~n~:w_?ylg 'liKE!"·~~ ·c~:rntm·ue. · 
receiv!rlg.. t_a_~x_·~~r""'d_~Jd_"n_r;eR·:._a___ fatf·· .. _·.-_-fr&__m·_~ _th_:e s_'anie :t:~_._''_ff_·blic'a_c.c___ .·.·_O:iJn_'fif{g·· .: .. _- ·' .... 
. ... .... - :':"it~'t'-(•J. 'i ... .,_.8"f"Ji'l: :·;tt·r· "'- ,~ -"f·~·· :.:.4;" ·~' "" -- f'-' -\ 
pwfessi<:lnals ~- ~P.r~p'arecn ·. turns'in::pri&(years:'· 

__ 

:~ :_ . · ';·: .. ·... - · ,... ( ~ .::·~ 

Attached for con~ide}~ti~-~- a~d act'ion is draftstatutoiy langu~ge:lto''imprement t~i:~~ .. 
approach. 

Attachment 
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Proposed Business and Professions Code Section 5054. 

(a) Notwithstanding any other provision of this chapter, an individual or firm holding a 
valid and .current license, certificate, or permit to practice public accountancy from 
another state may prepare individual tax returns for natural persons who are California 
residents without obtaining a permit to practice public accountancy issued by the Board 
under this chapter or a practice privilege pursuant to Article 5.1 of this chapter provided 
that the individual or firm does not physically enter California to practice public 
accountancy pursuant to Section 5051, does not solicit California clients, and does not 
assert or imply that the individual or firm is licensed or registered to practice public 
accountancy in California. 

(b) The Board may, by regulation, limit the number of tax returns that may be prepared 
pursuant to subdivision (a). 
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Attachment 9 

February 6, 2006 

Ronald Blanc, Esq., President 
California Board of Accountancy 
2000 Evergreen Street, Suite 250 
Sacramento, CA 95815 

Dear President Blanc and Members: 

The rationale provided for development of California's practice privilege statute was to 
accommodate the need for expedited movement of partners to comply with Sarbanes-Oxley's 
requirements for audit partner rotation and to respond to a Government Accountability Office 
study that found the need to comply with different licensing requirements in different states makes 
it more difficult for smaller firms to compete with the very largest firms. The Board's UAA Task 
Force and later the Practice Privilege Task Force attempted to "see if an approach to cross-border 
practice can be developed that is consistent with the Board's consumer protection mission." Page 
2 ofthe UAA Task Force's December 17, 2003 minutes. The goals were ease of entry and 
consumer protection. 

Cal CPA participated in the deliberations on practice privilege and supported the legislation in the 
hope that through the regulatory process reasonable accommodations could be made to protect the 
public interest while facilitating the cross-border accounting practices. However, we now believe 
that implementation issues, misunderstandings and the impact of unintended consequences require 
immediate action to rectify what has become an untenable situation for California taxpayers, the 
entire CPA profession and its foreign counterparts. To this end we ask your support of AB 1868. 

It should be remembered thai the goals were ease o{practice across state lines and increased 
consumer protection, but California's attempted implementation o(practice privilege has in fact 
made practice across stale lines more difficult. If services are provided by the firm (and most 
engagements are with a firm). the CBA is requiring the firm to register as a firm with the 
California Board of Accountancy. Firm registration requires that at least one partner be fully 
licensed in California. Further, if the firm is a corporation or an LLP, the firm must also register 
with the Secretary of State. The entire process is costly and time consuming. 

In the attempt to streamline the process. accommodate ease of entry, and increase consumer 
protection, we have come full circle. Now in addition to requiring full licensure and registration 
for the provision of audit services which was the previous Board policy, the CBA is imposing full 
licensure and registration for all services. 

Full disclosure demands that you be aware of the cost that is being imposed on California 
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taxpayers who choose to use the services of an out-of-state CPA firm practicing as a professional 
corporation or a limited liability partnership. 

Registration with Secretary of State $100 minimum 5 days 
Registration with the Franchise Tax Board $800 {minimum) (unknown 

Processing time) 
California Ethics Exam $125 for instant grading .. 
Filing application for CA CPA license $395(unknown processing time) 
Firm Registration $350 (unknown processing time) 
Practice privilege for any other CP As in firm $100 each 
Providing service to California clients 

Minimum total cost $1,810 

Taxpayers using CPA partnerships will experience a minimum increase of $870.00 due to the 
licensing/registration fees. 

Until the entire application process is completed, a firm may not provide any services to a 
California client. Business tax returns are due March 15. It is unlikely that a firm could comply 
with the firm registration requirements even if it wanted to, given the time that it takes the 
California Board of Accountancy to process applications. Registration is required whether or not 
the CPA actually enters California. This is unacceptable as a matter of public policy especially 
since there was no evidence that consumer protection was lacking prior to the creation of the 

. ·practice privilege. 

CPAs providing tax services to California taxpayers are already regulated by the Internal Revenue 
Service, the Franchise Tax· Board and the licensing board of accountancy in their home state. 
Insertion of the California Board of Accountancy in this scheme becomes over regulation. This 
issue has been raised in the past and the CBA and the California State Legislature chose to exempt 
out-of- state CPA.s providing tax services to individuals, and Business and Professions Section 

. •iih..:~@40 w;a~ enacted: There is Httle:d1f.ference befweeri·p11eparlng.a'husiness tax return and a 
f);';·i1~':::~;~(.personallta:xTetur:n ...~llbwinzthe:pr~ranftion ofpenson~t.retunns without registration while at the 

same time requiring regi'stratidn for business ·tax -returns demonst~ates a flawed approach. 

A September 27, 2004 memo from Aronna Gr.anick (now Wong) indicated that there were three 
··· 	 circumstances as approved by the Practice Privilege Task Eoroo and the CBA when an out-of-state 

CPA would need to seek a California license rather than a practice privilege in order to practice in 
-Calif.ornia: 

l) 	 The individual wants to establish his or herprinc.ipal place of business in California 
[Business and Professions Gode Section 5096{a)] 

2) 	 The individual wants to provide services from an office in this state and is not an 
employe.e of a California registered firm [JB.usiness and Professions Code Section 5096{e) 
(3).] 

3) 	 The individual is the subject of a pending investigation in which the outcome is not likely 
to be known for some time. This reflects the action of the Practice Privilege Task Force 
at its meeting of September 9, 2004, based on a recommendation of Gregory Newington, 

'·· Enforcement Division Chief. 

Perhaps it is unintentional, but now anytime a CPA from a non-registered firm provides services 
to anyone even remotely connected to California, full licensure orat least one partner and firm 
registration is required. 

1201 "K" St. Ste 1000 
Sacramento, CA 
95814-3922 

Ph: (916) 441-5351 
Fax: (916) 441-5354 
W\vw.calcpa.org 
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The complexity, breadth of reach, inadvertent interference in existing long term client 
relationships. interference with interstate commerce and artificial impediment to foreign 
investment are not worth whatever incremental improvement, if any, is achieved in consumer 
protection. 

There is also tremendous confusion with the application of the new law. During previous 
deliberations and discussions a question was asked about the requirement of a practice privilege 
permit for litigation support services and expert witness testimony. See September 9, 2004 
Enforcement Program Oversight Committee minutes on page 148, where it was reported that 
expert witness testimony was not considered the practice of public accountancy. However, on 
Thursday, January 12, 2006, we were informed by CBA staff that litigation support services are 
indeed considered within the definition of the practice of public accountancy and a practice 
privilege would be required. 

This is an untenable situation for California taxpayers, especially those with multi-state 
operations. If other states enacted similar provisions, the business owner could be required to 
retain multiple CPAs to file state tax returns. We agreed that the previous Board policy that 
required persons and firms providing attest services for California based clients obtain full 
California licensure needed to be appropriately disclosed and adopted by statute or regulation. We 
also agreed that a method other than full licensure should be considered for ease of practice. The 
result even for CPAs providing attest services in California has not eased interstate or international 
commerce and needs to be immediately corrected. 

CPAs across the nation are striving valiantly to comply with the requirements, statutes and 
interpretations of 54 jurisdictions that do not even agree on what constitutes the practice of public 
accountancy or what constitutes "Holding Out." We are receiving inquiries from CP As and 
organizations throughout the nation raising the issues of constitutionality and impediment to 
interstate commerce. Additionally. California CPAs are expressing grave concerns as to possible 
retaliatory action by state boards of accountancy in response to the burdensome California 
requirements. 

California needs to rethink its current approach and act immediately to clean up this confusion. 
We want to work with the CBA to maintain public protection, but not bar legitimate services 
being provided to California taxpayers and businesses which operate on an interstate basis and 
need the professional services of certified public accountants. 

It is our hope that the agenda for the February 22"d and 23'd·meetings will allow for thorough 
consideration of all issues related to California's implementation of Section 23. It is our hope that 
a quick resolution of these issues can be achieved and we can mutually support AB 1868 to 
provide immediate relief to California taxpayers and the profession. 

Best regards. 

BRUCE C. ALLEN, Director 
Government Relations 

cc: 	 CaiCPA Government Relations Committee 
Carol Sigmann. Executive Officer 
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FROM: Department of Consumer Affairs Fax: (916) 574 8623 

Legal Office 

SUBJ: 	 Availability of Tax Preparation Exemption for Out-of-State 
CPAs Employed by Registered Accountancy Firms 

A. ISSUE 

In 2005, SB 229 added Business and Professions Code 5054 which creates an 
exemption from licensure for out-of-state CPAs who prepare tax returns for 
California citizens. This exemption will apply as long as the individual CPA or the 
accountancy firm which prepares the tax return is not physically present in this State. 
A question has arisen as to whether out-of-state CPAs employed by accountancy 
firms registered in California can qualify for this exemp~ion. 

B. CONCLUSION 

If the CPA is providing tax returns for clients of an accountancy firm which is 
registered to do business in California, the exemption found in Section 5054 would 
not apply. 

C. DISCUSSION 

B. & P. Code § 5054 (2005 Stats. Ch. 658) provides that: 

[A]n individual or firm holding a valid and current license ... to 
practice public accountancy from another state may prepare tax returns 
for natural persons who are California residents ... without obtaining a 
permit to practice public accountancy ... or a practice privilege ... 
provided that the individual or firm does not physically enter California 



"The, individual or firm which cannot enter California is also the same "individual or 
firm" which is a candidate for an exemption under Section 5054~ Tlilis·, ·lt11e qu~stion 
becomes: Is that same individual or firm physically present in California? 1 

For an individual, the issue of physical presence is a si1:11ple one.. Fdlr firms, it is not. 
Finns such as corporations or partnerships do not have an individual's "physical 
presence~" So their physical preserioe must be measured by the level of tHeir business 
activities. (International Shoe v. State of Washington, 326 U.S. 31Ql, 316 (1945); 
Corp. Code§ 15700.) When those activities are "sufficiently substantial and [of a] 
continuous nature," the corpo~~tion or partnership "is treated as if it had a:: "'pbysical 
presence'" in the [state]." (Serafini v. Superior Ct, 68 Cal App. 4th 70, 79- 80, 80 
Cal. Rptr. 2d 159 (1998).) 

The standard used to establish physical or economic presence is the same as that for 
determining whether a fir.~n is subje.ct to the general jurisdict1on of the courts of the . 
.Stat((.,. "The standard for e~tgt.bli~~ing ge.q~~al jurisdiCtion: ... requires that the 

' ·.. ".·.:-+!' i' •• •.......r-~:' f r ... ~~·. f:rc~ ··'.'.• . " . ~. .· 

defendant's contacts be of'the sort that approximate physical presence."·' (Bancroft & 
Masters, Inc. v. Augusta National Inc., 223 F.3d 1'082, 1086 (9tli Cir. 2000).) 
"[E]conomic presence within the state [rs] equated 'with physical presence for 
jurisdictional purposes." (Messerschmidt Development Co., Inc. v. Crutcher· 
Resources C07p., 84 Cal. App. 3d 819,824, 149 C~::.:R::gt~.15(+978).) Thus, the 
~tandard used by the courts to establish econC?mic or''p\iysica{~presence of general 
judsdi,ctiqn is il:l~~t th~ firrri'sa,cti;vitiy~,are ..'.'suh§}~J;?.tlal. . ... ~ontinuous and 
.systematic..H (Perkins v. ~~7!gdei_M!h.i~k Co., jlf4 tr\.s: 437, 44t- 448 (1952); ·Gates 
Learjet Corp. v. Jensen, 743 F.2d 1325, 1331 (9th Ctr. 19847.) 
Occasional or infrequent business activity will not suffice. For example, in 
Cornelison v. Chaney, 16 Cal. 3d 143, 127 Cal. Rptr. 3 52 (1976), an out-of-state 
trucker caused the death of a California citizen, but the accident bccuned in Nevada. 

1 
• • Nothing in this merriotandutn.should he construed to requi_r,e the apHvit)', pf.,a f}n11 qr !ngiyidualto reach the level of 

:"physical presence" in the.State 0fCaliforni.a before licensure is necessary. B. & P. Code§ 5050' prohibits the unlicensed practice of 
public accountancy. That thresh hold is crossed at a much lower level than what is required for physical presence. What that 
tlireshlrdld is need not be analyzed for the ,purposes of this memorand urn. 
2 . 

. )'hysical presence should be contrasted with minimum contacts in a stale related to a cause ofaction brought against an 
out-of:slate defendant This is known as specifit'a\; opposed to gen'er'al jurisdiction. Under that doctrine, the defendant must 
"purposefully avails ltself of the privilege of conducth1g actlvitieswithin the forum 'State, thus invoking the benefits and protections 
of its laws." Hanson v.Denckla, 357 U.S. 235, 253 (!958). Accordingly, a licensed corporation or partnership could be 
characterized as one that "purposefully avails itself' of "the privilege of conducting [business] within the forum State" and thus 
subject to specific. but not necessarily general jurisdiction. 

2 




His business activity in California consisted of some 20 trips a year into the state over 
seven prior years. He also had an independent contractor relationship with a local 
broker and a Public Utilities Commission license. The California Supreme Court 
rejected plaintiffs attemptto assert general jurisdiction over him. ( 16 CaL 3d at 
149.) In a footnote, the Court observed that: · 

Plaintiff argues that the existence of the Public Utilities Cmmnission 
license is alone sufficient to justify jurisdiction. However, the fact that 
defendant had such a license is not determinative but only one factor to 
consider in evaluating his relationship to this state. (Id. at 149, n. 6.) 

Applying these principles, it would appear extremely unlikely that a registered firm 
conducting the practice of accountancy in California could clailn that it was not 
physically present in this State. For example, when a partnership "engage[s] in the 
practice of accountancy" in California, it must be registered with the Board. (B. & P. 
Code § 5072(a).) It must also have: 

At least one general partner shall hold a valid pennit to practice as a certified 
public accountant, public accountant, or accountancy corporation, or shall be 
an applicant for a certificate as a certified public accountant under Secti-ons 
5087 and 5088. (B. & P. Code§ 5072(b).) 

One can thus infer that if a partnership is registered, it is doing business in this State 
on a continuous basis and acting through at least one general partner who is a 
California licensed CPA. · 

Likewise, an accountancy corporation registered with the Board must do so pursuant 
to the Moscone-Knox Professional Corporation Act .... (B. & P. Code§ 5150.) 
Under that Act: 

A professional accountancy corporation is one "that is engaged in rendering 
professional services." (See Corp. Code § 13401(b ).) 

3 




• • 

FoT a limited liability partnership: 
1 ' ' 4 
"j. 

[A] partnership .... shall file with the Secretary of State a re,gistration .-·. : 
stating the following: (1) The name of thepartnership. (2) The addres~{qf its 
principal office. (3) The name and address of the agerit for, ~ervice of. ~,' 
process on the lhnited liability partnership in California. (4)' A brief ·' 
statement of the business in which the partnership engages .... (Corp. Code 
§ 16953.) 

Thus, any accountancy finn which is registered with the Board is probably doing 
business in California on a "substantial ... continuous and systematic" basis. If that 
is the case, it would then be physically present in this State. 

Accordingly, a CPA licensed in another state and employed by a firm registered in 
California would not be able to qualify for an exemption under Section 5054 if he or 
she prepared a tax return for one of his or her firm's California cliei1ts. The reason is 
that the CPA is not acting in his or her individual capacity, but as an agent of the 
firm. Even though he or she might be absent fro~ California, his or her registered 
firm is not. Because the firm, not the individual, is the entity legally recognized as 
doing the tax preparation work, the requirements of 5054 would not be met. 

There are obvious exceptions. F~r exampie, if the c~'A. were ~'rimoniighting" and 
0 ·~tepared a tWi.\ret):lrn for a ·Calif'ornia resident wh0 is not a die:qt of, the firm, then the 

presence of:the :firm is hn1naterial. The CPA is now apting inl:Js or her 'i;:tdiyidual 
capacity rather than as the agent of the firm. As 1ong ·as the CPA does not physically 
enter the State, he or she should be able to qualify for the exern.ption uii.aer Seetion 
5054. 

DOREATHEAJOHNSON 
Deputy Director 
Let¥8.1 A fa· rs 

~ 
By George P. itter 


Senior Staff Counsel 
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Attachment 11Telephone (916) 552-5830 
FAX (916) 443-7577 
email rrobinson@rrassoc.com 

February 2, 2006 

Ronald Blanc, Esq. Gail K. Hillebrand, Esq. 
President Chair, Committee on Professional Conduct 
California Board ofAccountancy California Board of Accountancy 
2000 Evergreen Street, Suite 250 2000 Evergreen Street, Suite 250 
Sacramento, CA 95815-3832 Sacramento, CA 95815-3832 

Dear Mr. Blanc and Ms. Hillebrand: 

At the request of the executive officer, Ms. Sigrnann, I write to elaborate on several 
issues, relating to the new practice-privilege regime, that were raised at the January meetings of 
the Board and its Committee on Professional Conduct. 

As you know, new California legislation and regulations, effective January 1, 2006, have 
created a practice privilege, pursuant to which qualified accountants licensed in other U.S. States 
may practice temporarily in California with notice to the Board ofAccountancy. The Board staff 
has developed and posted on the Board's Internet site a "Practice Privilege Handbook" designed 
to guide out-of-state accountants through the process of determining their eligibility for the 
practice privilege and submitting their applications. 

The initial implementation of the practice privilege has raised some significant issues. I 
appreciate this opportunity to offer some comments and concerns, on an expedited basis. I look 
fonvard to working with the Board to address these issues and improve the administration of the 
practice-privilege regime going fonvard. 

I. Temporary Practice by Foreign Accountants 

One of the most important temporary-practice issues left outstanding is the need to allow 
licensed foreign accountants to work in California on matters relating to their regular overseas 
practice for brief periods of time. The practice-privilege system is not open to accountants 
licensed in other countries, who historically have been covered by a statutory exemption for 
temporary, incidental practice. That statutory provision was inadvertently repealed. I strongly 
support the Board's unanimous decision, at its January meeting, to seek legislation to ·ma:Ke clear 
that licensed foreign accountants still are permitted to engage in this limited form of practice. 
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II. Nonresident Tax Preparer Exemption 

The Legislature has created a special rule for accountants who prepare tax returns for 
individual clients. Pursuant to Section 5054(a), an accountant who does not work in California ,. 
or solicit clients in California may prepare tax returns for individual California clients without 
obtaining either a California license or a practice privilege. This.-ex.empti.on is a sensible on~: it 
effectively preserves existing relationships between individual clients and properly licensed .. 
accountants, while ensuring that the practice privilege remains the primary method for out-ofl.:: 
state accountants to engage in limited practice in California. 

I am concerned by the Board staff's initial interpretation of Section 5054(a), which 
appeared to limit the exemption for individual tax preparation in ways that the Legislature did 
not intend. The Board itself has not promulgated any regulations construing Section 5054(a). 
The Practice Privilege Handb9ok, however, seemed to take the position that an out-of-state 
accountant may not claim the benefit of this exception ifhe is employed by afirm that is 
registered in Cal1fornia, even ifhe does not work in California or solicit California clients. 

An early version of the Practice Privilege Handbook read as follows: 

Q: I am an out-of-state CPA employed by a California licensed fi:rrtl:. Underfhe. 
tax exception referenced in Section 5054 ofthe California Accountancy Act, can I 
sign individual (natural person) tax returns without a California Practice Privilege 
or California CPA license? 

A: No, the firm has a physical presence in California by virtue ofbeing registered 
r in Callf/Tr" '· '.:..$~r:~e J~e?jl'?rh' ,ii.lhe 'Ejnd'tj 'l~g'itil/ly re(J(igliized as''flo ing the tax:' 

,-. ,-."~ ~- ;J _t. >' \ ~ ~l _:- ' ;-: ....,'t' (•• ·'-r···-~ ""' -'"· \- ~· •;;_;-; .t- -~:. ~--·~·" •l:t)t, ;·:t ' ' : (·""'~/~ 'l c • - .. ; ' 

r.:?:£urn, { ··~:W:ti~n,d. 'Ndfi"?-~{ifwoult{~r;tp~t.· 'Yyt~~S, a'fsigrren,~y(j)uwo:uld b.e' :·, 
required tarri~~,. '~a1fradrce.Pn\/lt~g 'a10a&ifdii11aCPVs/ti:cense·.·· : · 

' ; . "' :·"~-'~ "'"_( l' ( ' , ;L:.<"~7 - . ~,:··,"-.'i\,..., •~, • ··' 
·/·~ ; [•-< ' 

Q: fain 'e~p1~y~'d'~'yof'an'out~of-sta:te CPA 1im1. The :firm :i:s divide~ inte 2 
divisions. One division is responsible for·ptov.iding attes:t seri'.ices·in Ga1ifornia . 
and the other division is responsible for tax retuiJlS. The employees in the tax 
divas1on have· caiif'oi:nia 'cliertts who are irtdi~idmiJs ~natura:! persons) and the' 
employees of this division do notphysica11y enter California'~ What: do the out..:of-. 
state CPAs in the t'ak divis1ort need fin'der'Ca:1ifornia reqihir~tnerits? . . . . 

A: California law treats a finn as a single entity regardless ofhow the finn is 
structured. The finn, through its ·attest services, is now'physica:Uy entering, .. 
California and is required to register with the California Board of Accountancy. 
The o,ut~of-state CP;As signilzg the individua{(natural person) tai returns on 
behalfofthe fir in would ~ow 'be req·uirea to obtain a Califobiia PractiGe Privilege '· 
or a Californiq, CPA license since the firm luis aphysical presence in California. · '' · 

Fonner Practice Privilege Handbbok at 1"9-20 (emphaSes added,. 
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I am pleased to see that these examples have been removed from the Practice Privilege 
Handbook as of January 26, 2006. The Handbook now merely restates the statutory text. See 
Practice Privilege Handbook at 19, 20. 

As set forth below, it appears that an interpretation of Section 5054 that would preclude 
accountants in registered firms from using that provision would not be the best reading of the 
statutory text, ~ld not effect1JJ!te the Legi§_!a£Ure's~~~~nt, and would not serve the public policy 
goals of the Board or the Legislature. An individual accountant who complies with the 
provisions of Section 5054--provisions that encompass only a relatively small number of 
accountants-should not be subject to the additional requirement of filing for a California 
practice privilege or license. 

A. Statutory Text 

The text of Section 5054 permits "an individual or firm" to engage in this limited form of 
tax practice, provided that "the individual or firm" meets certain conditions. The structure ofthe 
section makes clear that an individual can invoke this provision even if affiliated with a firm. 
Thus, "an individual" who is licensed and in good standing in another State may prepare tax 
returns for an individual Californian if"the individual" meets the three conditions, i.e., if he 
"does not physically enter California," "does not solicit California clients," and "does not assert 
that the individual ... is licensed ... to practice public accountancy in California." 

Although the individual accountant in the Practice Privilege Handbook's now-removed 
examples had met each of these three conditions, the Handbook maintained that "the firm is the 
entity legally recognized as doing the tax return," Former Practice Privilege Handbook at 19, and 
that the accountant therefore must obtain a practice privilege. The Handbook did not cite any 
California law establishing this proposition, and even if it is accurate as a general matter, Section 
5054 affirmatively provides that an individual accountant "may prepare" tax returns for 
individuals "[n)otwithstanding any other provision of' the accountancy statutes. 

Especially if the return is issued under the individual accountant's name, there should be 
no doubt thattl:le accounfaiif"is entitled to use the limited excep"ti~~ se(out i~s;ction 5054. 
Even if the tax return is issued in the name of the firm, that does not trigger an obligation for the 
individu~l cp).;. to se~k-a practiCepnvikge.. -Th~-individual CPA has still complied with--all of 
the-conditions of Section 5054, and therefore remains exempt from the requirement to obtain a 
license or a practice privilege. As for the f1rm, in the examples it has already registered with the 
Board, so it has satisfied its own obligations. 

The deleted answers in the Practice Privilege Handbook apparently were based on two 
assumptions: that if the accountant's firm is registered in California, the firm has "physically 
enter[ed] California to practice public accountancy," and that if the firm has physically entered 
California, then the individual accountant is also deemed to have entered California. I disagree 
with these assumptions. First, although a finn that applies for registration certainly submits to 
the regulatory jurisdiction of the Board, the statute uses the specific term "physically enter 
California," which appears to require more than just filing for registration. Second, even if the 
finn has "physically enter[ edj" the State, it does not follow that the individual accountant is also 
deemed to have entered-and disqualified himself from :invoking Section 5054. 
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As discussed above, the conditions in Section 5054 can apply to "the individual" on his own, 
without regard to "the firm," thus pennitting "the individual" to invoke the s.e.ction's exception 
for tax practice.1 

B. Leg~slative Intent 

Whatlittl'e 1egislative history is available strongly suggests that the Legislature iq.tend~:d 
to allow qualifying accountants tc engage in limited tax practice.pursuant to Section ~054, ' 
whether or not they are associated with a registered firm. The floor analyses prE)pared for both 
the Senate and the Assembly stated that the new se.ction.w.o.uld~allow.an accountan:t!9.: provide 
tax services to individuals "without a California license, a practice privilege, or a. public··.--· 
acco1.mfin,€ffirm employer registered in California." Senate Floor Analysis at 5; Assembly Floor 
Ariarysis· aT2... Plainly~therefore, the Legislature intended that an accountant could practice 
pursuant to Section 5054 without applying for licensure; securing a practice privilege; or 
establis.hing a relationship with a registered firm, presumably to fit within the supervised-practice 
exception of Section 5053. 

C. Public Policy 

Reading Section 5054 to treat an acoountant' s association with a registered firm as . 
disqualifying would be not only 'inconsistent with the Legislatur.e:s_int~nt,.hu.L~ls.Q.&<iutranr' fo 
S£tund.public._p.oliQY:,_That approach would treat an out~of-state accountant much less favorably if 
he works for a registered firm. An out-of-state accountant who does not work for a registered 
firm can engage in limited tax practice under Section 5054, provided that he meets the three 
'Conditions: 'Iflie works for ah'uri.tegis:trer:ed iirm, thaLstatus is no obstacle;. ,indeed, ,the BG.ard 

(,,,46~fo""~,0,(t:&~ill,r~·-tl:i!ff\'ffif:a9cohlitaritwork f0r ~, fitrrrthads register.et:hor:.Ec~~ed ,a.tzywh~ne i·~: 
,'· J:aer .t~ 'i'rtv6'f~'rsecfion s·0'slfr·'·! ,. · '· ,. · · -. . .. . ,·, 

~ ; ' \ 

This disparate treatment would be inappropria~e:;, Acqol)lltap~s who wor~ for r;~giste\ed 
fkrms belong to institutions that have submitted to the California Board\s jurisdiction,' satisfied 
thb'r~qu1rerhenfsfor registration, andremained in go.o& -stanqin;g•,.'Califqrnia-regis.tered firms are 
also: subject ld''vandus repdrtihg'requireinents, pmsuant to which t:hey disclose.prqf~ss.ianal 
discipline, c~viljudgments related to professional conduct, and g0vernment investigations 
inv~Jving their accountants. See CkL. Bus. & PROF. CODE§. 5063. ' 

Indeed, the structure ofthe statute demonstrates that Section 5054 cannot be read to bar "an 
indi'viduaP' from engaging in limited tax practice if "the firm" has entered Californi9;. If each 
.of the references tO' '''the individual or firm" in Section 5054 were read consistently with that 
interpretation, the' statute would bar ''an individual" associated with a registered firm from 
telling his clients "that the ...firm is licensed or registered to practice public aceountancy in 
California," even though that information would be both true and valuable. That individuals 
associated with registered firms cannot logically be barred from invoking Section 5054 
without also yielding this absurd result, provides an additional reason not to adopt this 
strained interpretation of the text 
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Section 5054 was designed to allow this type of accountant to continue to senrice clients 

in California. These accountants should not receive less favorable treatment than accountants 

who work for unregistered firms. Such an exclusion would cause an unnecessary disruption of 

the client relationship without improving client senrice. 


D. Recommendation 

Accordingly, the Board should make clear that any individual accountant who meets 
Section 5054's three conditions may engage in the form oflimited tax practice described in that 
statute. If the accountant does not physically enter California, does not solicit California clients, 
and does not hold himself out as a California licensee, Section 5054 permits him to prepare tax 
returns for individual Californians, irrespective of whether he is employed by a registered 
California firm. 

III. Application of Practice-Privilege Requirement to Out-of-State Work 

I am also concerned by the Practice Privilege Handbook's treatment of other accounting 
work, such as audits, that occurs entirely outside California. Several of the Q&A illustrations in 
the Practice Privilege Handbook assert that an accountant must obtain a California practice 
privilege to servic~:~U.~I!!~ who reside .io.•C§:lif<?.~i_~):. ~Y..~J?..if no_ v,rorlcj_~__aQtually performed in 

,_CaJifopria. Previously, the Practice Privilege Handbook had used the much more vague 
formulation "a California client" instead of"clients who reside in California." I strongly support 
the deletion of the concept of"a California client": that term does not appear in the governing 
statute or regulations; the Handbook did not define it; and, in fact, the Handbook contained 
conflicting suggestions as to what might constitute "a California client." ··--While I applaud the removal of this vague concept and believe that the new formulation 
of"clients who reside in California" is a step in the right direction, I still have some concerns 
about the specificity of the new language as well as its basis. I discuss these concerns below. 

As revised, the Practice Privilege Handbook states: 

Q: I'm a CPA in another state and do no~ plan to be in California. I do only one 
tax return for a California client. Do I need a California practice privilege? 

A: Yes, in order to provide public accounting services to clients who reside in 
California you will be required to obtain a California practice privilege or obtain 
a California CPA license. Preparing tax returns as a CPA is a service that falls 
within the definition of the practice of public accountancy contained in Section 
5051 of the California Accountancy Act. 

* * * * 
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Q: I'm a CPA in another state. One ofmy clients retired and moved to California. 
Do I need a practice privilege to continue to prepare that client's tax ,return? 

A: Yes, in order to provide public accounting services to clients ~~ho reside in 
California you will be required to obtain a California practice privilege or obtain 
a California CPA license. Preparing tax returns as a CPA is a service that fa~ls. 
within the definition ofthe practice of public accountancy contained in Section 
5051 of the CaHfornia Accountancy Act. 

**** 
Q: I am a Utah CPA who prepares state tax returns filed with the California 
Franchise Tax Board for my Utah resident clients. Do I need a practice privilege 
after December 31, 2005? 

A: No. However, you would need to obtain a California practice privilege or 
obtain a California CPA license to practice public accountancy as defined in 
Section 5051 of the California Accountancy Actjf you intend to seryice clients 
who reside in California. . . · . 

**** 
Practice PriviLege Handbook at 19~20 (emphases added). 

As discussed below, the tenn "clients wfio reside in California" is riot drawn from the 
4·-'"'"', •• :,.~A, ).:.i;·i.l \'j~,/~j; {-~ .... , : _,{·:-· ,,,.,,~ .·J' --~:>:-:.-·i .."•d'"., ·-. _., .. _, ., , ~:. -;. _ ~ 

governing statute and is not defined in regulations ·or otner Board gtiidatic~: T'am cdncemed'that 
n ·filisi~g;;fhfs v;a:gue icGJI.llcepH~r•Glety!?lJ'lilil,¥,¥(h,~p"~"'out::of-stfLts:< · , ~·,a practice

1 ··-;'-'- , " ' ·-~ < ' .._ "-''" '"'-·:""';;f!l«:.t ~, l'"";, ~'"~, C'.•.it;· 

·pn¥~4ege' wiJ11r.caase ~1:lncertailaty)}botli:a];!:ouJ:~fl:~:a~~ou:ntamfs. , , . . . , ,,,,.. ,, .. :~Il,~·~l?out 
·tlitir:Bdard''s statutort and cGnsti tutiorral auth0rity to adop,t .snch.:a;PgteJ;J.tral~y far~r~aqhiqg iul'e. 

•• ' ··.; • ' ' ~ " :: ' ~ • + ', ~ + • ':· " ) 

A. Undefined Standard 

The Practice Eri~ilegeHandbook does not define what determines whether a business 
"resides in California.'.' Nor d0 the California accountanc:y statutes o.r r~gulations, which do not 
use the concept to refer to businesses. (Section 5054 ~ses the concept to apply only to natural 
persons.) 

' i-1 ' ~ 

Indeed, the Practice Privilege Handbook off,ers, somexv~~t co:nflictili& ip9ications as to 
what may.oonstitute a business c}ient that resides in ·Caiifornla. in one e:xampl~, the Handbook 
suggests that if a client's "primary business operation" is in California but its '~aO.ministrative 
office" is not, the accountant need not obtain a California practice privilege unless he "physically 
enters California to practice public accountancy." Practice Privilege Handbook at 21. It is 
unclear, however, whether the Practice Privilege Handbook means to establish definitively that a 
business "resides" only in the State where its "administrative office" is located. 



Blane/Hillebrand Letter 
February 2, 2006 
Page 7 of 12 

B. Statutory and Constitutional Concerns 

The basis for the requirement that an accountant seek licensure or a practice privilege is 
Section 5050. That section requires an accountant to obtain a practice privilege or a California 
CPA license only ifhe seeks to "engage in the practice of public accountancy in this state" 
(emphasis added). Although the statute defines "practice of public accountancy," it does not 
define "in this state," and thus gives that term its ordinary meaning. 

Merely servicing "clients who reside in California" does not in all cases constitute 
practicing public accountancy "in this state," as that term is ordinarily read or understood. The 
statute evidently makes the location of the services the critical factor, not the location of the 
client The definition of public accountancy includes, for example, "perform[ing]" or 
"render[ing] professional services to clients for compensation." CAL. Bus. & PROF. CODE 
§ 5051 (c), (e). Ifno service is "perform[ ed]" or "render[ ed]" in California, then it would appear 
that the accountant is not practicing public accountancy in California ("in this state") and should 
not need to obtain a practice privilege or a license. 

Were the Board to enforce the practice-privilege requirement as the Practice Privilege 
Handbook suggests, it would be regulating the conduct of accountants who have no contact with 
California. Indeed, it would absolutely forbid these accountants from accepting specified 
engagements under certain circumstances, potentially even if the client's entire business 
operation were located in another State and the work were performed entirely in that other State. 
The Federal Constitution limits a State's power to regulate beyond its borders in this fashion. 
The U.S. Supreme Court has struck down state regulations that seek to "project" the State's own 
regulatory regime onto businesses in other States. The interpretations suggested in the 
Handbook implicate and may exceed these constitutional limits. In the face of such serious 
constitutional questions, the Board should avoid such a broad interpretation, especially as the 
statutory text supports a far narrower view. 

C. Conflict with Other States' Regulation of Accountancy 

Requiring a California practice privilege is not necessary to ensure that services provided 
to California licensees will be regulated. Any accountant who provides services outside 
California will be regulated by the State oflicensure. For the Board to insist that accountants 
who never enter the State also obtain a practice privilege in California, merely because the client 
has operations there, would only further complicate the regulatory framework with which 
accountants must comply. 

The National Association of State Boards ofAccountancy (NASBA) is in the process of 
addressing the complexities of multistate regulation, including issues like this one. NASBA and 
the AICPA have recently promulgated a new version of the Uniform Accountancy Act, Section 
23 of which includes a substantial-equivalency provision similar to the practice-privilege 
legislation that California adopted. The UAA requires the State of licensure to receive and 
address disciplinary concerns raised by other jurisdictions. See ACCOUNTANCY AcT 
§ 23(o). 
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The NASBA committee that drafted the UAA wiH be meeting over the coming year to 
draft implementing regulations, which will likely address any potential regulatory conflicts and 
c;:larify which State should be primarily responsible for regulating an audit engagement that 
occurs in multiple places. While this process is ongoing, the Board should not take any steps 
that pisrupt the current system pf regulat1on by the State oflicensure and the State where services 
are rendered. It would be appropriate for the Board to revisit the issue next year, once the new 
UAA rules have been promulgatc;d and the Board·has had a chance to determine whether they. 
adequately address the issue of regulating multistate practice. The next year will also give the 
Board experience with the operation of the practice privilege in California ana allow it to assess 
how frequently this issue arises. 

D. Recommendation 

At least for the first year that the new practice privilege is in effect, the Board should 
enforce the statutory requirement, which requ'ires an accountant to obtain a practice privilege 
only when the accountant physically enters California to practice public·accountancy. The 
Committee and the ~oard should not ratify the Handbook's vague concept of a "client who 
resides in California,'; which suffers from a lack of clarity'and from the potential defects of 
statutocy apd constitutional authority identified above. The13oard will be able to revisit the issue 
next yeaFwith mor~ l.irroilhatioti at 1ts ai~pbsai, once regtiiations to implem'ent ·section 2:il of the 
revised UAA have been developed. 

IV. Applicants from Non-Substantially Equivalent States 

" . Applicants fqr a practid·e ·pci.vilege must;aem:olil:strate :in.. one oftlmee ways that t4~;y . 
J?6s~~s's.cteclenfials ·tllafill-~,:''srlhstahtial:ly'·e~qliivalent~' 1f0 !a·(::aHfarriia'ili:censee';g; th~y may, .~how 
·tH[fthe5P\\f'ef~lfceh8€ct~y'1t;sta:te'rebogrii2\eGJ.'a~rsub-stamti!a:Uy.:e£tu1~are~t; itha,t ,they.:have1:"'1v. ·: 
''continually practiced public accountancy ... for at'leastfour ofthe 1asttem·years"; or-th'l;t,their 
individual qualifications are substantially equivalent to California's standards. CAL. Bus. & 
PROF. CODE§ 5096(a). nie stati.ite allows tlie.·Boatid to determine how an·ap.plicant may 

,,,..; .. derp.onstrate sufficient indivi,dual qualifications .. See id. § 5096(a)(3), (b). By regulation, the 
Board has provided that· an accountant may have his··credenW.tls verified by CredentialNet, which' 
is qperated by NASBA. CAL. CODE REGs. tit. 16, § 27(b). 

': .. 
1 agree with the Board that approval·by CredentialNet should·be sufficient to demonstrate 

the qualifi:cations for a practice privilege. I am concerned, however,· about the potential delay in 
the process caused by CredentialNet. Under the regulations, an accountant must actually "obtain 
the r~guired substantial equivalency determination" from CredentialNet '"[p]rior to seeking a 
pra9tice ,privilege." !d. One greafbenefit of the practice-privilege system ·is the flexibility it 

. allciw~ out-of-st~te accountants to travel to California on short notice, to notify the Board 6n a 
relatively simple and straightforward fonn that cart be.~ubmitted electronically, to pay thef ' 
applic'ablefee at any time within 30 days, and to begin practicing no later than the time of' 
submission (and up to five days earlier, pursuant to the safe-harbor provision that is in effect for 
2006 and 2007, id. § 30). The regulations, however, deny this flexibility to an accountant Who is 
licensed by a State that is not recognized as "substantially equivalent" and who does not meet the 
four-years-in-ten qualification, even if his individual credentials are unquestionably within 
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California's standards. He may not seek the practice privilege until NASBA has completed his 
paperwork. Ifhe may not obtain the practice privilege, he may not practice public accountancy 
in California. 

The statute and regulation allow the Board to determine what individual qualifications 
meet the standard of substantial equivalency; neither the Legislature nor the Board has suggested 
that the CredentialN et evaluation should be the exclusive means of demonstrating appropriate 
qualifications. See CAL. BUS. &PROF. CODE§ 5096(a)(3); CAL. CODE REGS. tit. 16, § 27(b). 
I note that Section 23(a)(2) of the Uniform Accountancy Act contains a "grandfather clause" 
allowing the Uniform CPA Examination to substitute for other credentials until the year 2012, by 
which time those States that are not yet substantially equivalent are expected to have upgraded 
their requirements to meet that standard. 

It would be appropriate for the Board to add the f o to 27 as an 
alternative measure of qualifications. Indeed, a candidate who has already passed the Uniform 
CPA Examination has already met the primary qualification for licensure. See CAL. Bus. & 
PROF. CODE§§ 5092(c), 5093(c); CAL. CODE REGS. tit. 16, § 6. NASBA's Uniform 
Accountancy Act recognizes that a satisfactory test score justifies excusing an applicant from the 
requirement that he have completed a set number ofhours of education, see UNIF. 
ACCOUNTANCY ACT§ 23(a)(2). For the same reason, a satisfactory test score justifies excusing 
an applicant for a practice privilege from rote compliance with the four-years-in-ten requirement. 

V. Notification of Routine Renewals 

The Board's approved notification form includes a space for the out-of-state accountant 
to fill in the expiration date ofhis current accountancy license. This information is not part of 
the public record, however. See Practice Privilege Handbook at 10. Rather, only the State of 
licensure is made public, see id., so a member of the public seeking to verify that a holder of a 
California practice privilege is still in good standing in the State oflicensure would have to 
check with that State. Holders of a practice privilege agree to keep the Board informed of any 
change to the information reported on the notification form within 30 days. CAL. CODE REGS. tit. 
16, § 33. 

The Practice Privilege Handbook provides: 

If the CPA license identified in the Notification Form used as the basis for 
qualifying for a California Practice Privilege is renewed during the term of an 
individual's California Practice Privilege, it must be reported to the Board through 
your online client account or in writing within 30 days of the renewal date. An 
individual may be subject to a fine of$250 to $5,000 for failure to comply with 
this requirement. 

Practice Privilege Handbook at 11. Thus, even if the accountant remains in good standing, and 
fhe State oflicensure and the license number remains unchanged, the Practice Privilege 
Handbook requires notification even of a routine renewal. 
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This requirement creates an unnecessary burden on holders of the practice privilege. For 
an accountant in good standhig, renewals are routine events, and in some cases may even be 
handled primarily by administrative or compliance personnel. The Board would be able at all. 
times to verify the status of any accountant who holds a practice privilege: applicants agree "[t]o 
respond fully and completely to all inquiries" by theBoard ana to allow the Board to contact any 
oilier state agencies concerning their credentials. And tne holder of a privilege, like a licensee, 
wotir'd' stili be obliged to report to the Board any "refusal to renew a certificate'' Or' other. .i' 
tehriination ofthe right to practice by the State of licensure. CAL Bus. & .PROF. CcmE §§ . , . 
5063(a)(2), 5096.7(a). Finally, as noted above, requiring the licensee to submit regular reports 
would rtol benefit California consumers, because the expiration date'would not be public 
information in any event. · · 

Therefore, the Board should refrain from requiring holders of a practice privilege to 
submit additional notifications. each time they renew their licens·es in their home States. Rather, 
li9ensees should be obliged to notify the Board only 1f their status as a licensee in good standing 
changes. ·· 

VI. Disqualifying Conditions 

. The Board has appropriately exercised its authority to clarify the . .statutory list ef 
disqualifying conditions and to make appropriate de minimus exceptions. As the Board has 
recognized, it is important to make the list of disqualifying conditions as straightforward and 
easy to comprehend as possible, so that no accountant mistakenly :thinks that he is not subject to 
a disqualifying condition and accordingly attempts to practice pursuant to the privilege without 

.$p~rd·8;gpro~a~.. · · . , ... · .. . :. ·· ,: ., · 
' . .''''' '' . • ~ ' t : 

!· 

irl'that~piiit,t off~~ a few acl~1fi6ncH ;iir&a~ 'ti:rwi:tich"furtner ,dari&caticrn is -warranted::, 

A. Investigations 

I recornmend·clarifying the disqualifyiNg condition :uel~tin,gto pending investigations. In 
particular, I note that the SEC and PCAOB make a practice of ~otifYing' accountants or firms that 
they are implicated in formal investigations. See, e.g., PCAOB Rule 5101. These agencies 
sometimes receive complaints against accountants, which are quidldy dismis~ed after preliminary 
inquiry and without the need for a formal order of investigation. Indeed, in some such instances 
the subject oft~e ?omplaintis not formally nbfifi.ed ofthe inquiry. 

The Board should take' the position that.a pending investigation by the SECj, PCAOB, or 
other agency that uses the sam:e procedure is a disqualifying condition only iif.the.SEC, PCAOB, 
or other ·agency has issued a formal order ofinvesfigatio.t1 that names the accountant seeking or 
holding the practice _privilege. Such a position would be entirely consistent with legislative 
intent; when the Legislature wants to include preliminary stages of inquiry that occur before a 
formal investigation, it knows how to do so. See, e.g.., CAL. Bus. & PROF. CODE§ 5063(b)(3)-(4) 
(requiring licensees to notify the Board of a:ny fomuil order of investigation by the SEC or of any 
invitation to make a Wells submission, which occurs before the SEC issues a formal order). No 
such language appears in Section 5096(g)(2), which sets out the list of disqualifying conditions. 
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The Board should also amend Section 32(c)(3) of the regulations to clarify that the 
pendency of an informal inquiry by the PCAOB staff, pursuant to PCAOB Rule 5100, is not a 
disqualifying condition. 

B. Duration of Privilege Following Resolution of Disqualifying Conditions 

A practice privilege lasts for one year from its effective date, unless the holder of the 
privilege files a new notification form or receives a California license. CAL. CODE REGS. tit. 16, 
§ 29(b)-(c). In general, as the Board's regulations recognize, the year should run from the date 
the notification form is filed, because that is the date that the practice privilege becomes 
effective. 

The Practice Privilege Handbook takes the position that when approval of the practice 
privilege is delayed because the Board must consider a disqualifying condition, the delay counts 
against the privilege holder's one year. See Practice Privilege Handbook at 17 ("Your California 
Practice Privilege term still expires one year from the date of submission of the Notification 
Form and is not extended by a delay in your receiving practice rights.") The Board should 
clarify Section 29 of the regulations to make plain that the one year runs from the effective date 
of the privilege even if the privilege is not effective upon the filing of the notification. For 
example, if an accountant has one of the specified disqualifying conditions and must seek the 
Board's approval to obtain a practice privilege, the Board may take some time to consider and 
process his request. During that time, the accountant cannot practice in California. The one-year 
practice privilege therefore should begin when the accountant receives permission to practice. 

Clarifying the regulation and specifying that, when Board approval is required, the one 
year begins when the Board approves the application, would benefit both accountants and the 
Board by reducing the need to submit and process duplicative filings. There is no need to 
impose a shortened renewal deadline on accountants once Board approval is granted; holders of a 
practice privilege, of course, remain obliged to notify the Board if any new disqualifying 
condition arises or if any ofthe information in their applications change. Id. §§ 32(b), 33. 

C. Renewal of Privilege Following Resolution of Disqualifying Conditions 

A practice privilege expires after one year but may be renewed upon. submission of a new 
notification form. There is an ambiguity in the regulations concerning renewals ofpractice 
privilege by applicants who previously were the subject of a disqualifying condition, but who 
were granted a practice privilege by the Board. 

For example, suppose that the Board grants a practice privilege to an accountant who was 
convicted of a petty offense while in college, and who properly disclosed that conviction on his 
notification fonn pursuant to Section 32(c)(1) of the regulations. Vlhen that accountant applies 
for a new practice privilege, may he commence practice immediately upon notification, or must 
he again await Board approval because of his past disqualifying condition? 
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An appropriate ansWer can be found in line F of the "Disqualifying Conditions" section 
ofthe notification form. 'That line asks the applicant whether he has previously been noti:r;i.Qd by 
the Board "that prior Board approval is required before practice under a new practice privilege 
may conunence." 

The Board should adopt a practice, whenever it approves an application for practice 
priivilege by an accountant with a disqualifying condition, of notifying the applicant whether he 
nmst seek Board approval before ap,plying again fora practice:privilege. In the above example 
of the past conviction for a petty offense; fa~ 1nstarice, it would be apf>ropriate to inform the 
applicant that he may apply in the future fo'r a practice privilege without Bo:ard approval
unless, of course, a new disqualifying condition arises before that time. 

This letter is not intended to be an all inclusive list of issues raised by the handbook, the 
!FAQs contained therehi or the regulations as interpreted by the forgoing docum.ents. 

, As I stated at the last board meeting, I appreciate the efforts of the .board and its staff to 
adClfess thes·e vhy' serious issues. I look forward to continuing our discussions at the next board 
m~eting: Iri the meantitne, ifi can answer any questions please do not.hesitate.to -contact me. 

Sincerely, 

f,,, -· • t • 

cc: Carol Sigmann 
'i j '' ~:· 

I < ~ f ..• 

•" 1 t , ~ r' • ~ 
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BUSINESS AND PROFESSIONS CODE 
SECTIONS 5035.2, 5050'-5051 

5035.2. "Client", as used in any context in this chapter, means any 
person for whom public accountancy services are performed or to whom 
financial products, financial services, or securities are sold or 
provided at the licensee's public accountancy practice or through 
referral to any other location or business in which the certified 
public accountant has a material interest 

5050. (a) No person shall engage in the practice of public 
accountancy in this state unless the person is the holder of a valid 
permit to practice public accountancy issued by the board or a holder 
of a practice privilege pursuant to Article 5.1 (commencing with 
Section 5096). 

(b) This section shall become operative on January 1, 2006. 

5051. Except as provided in Sections 5052 and 5053, a person shall 
be deemed to be engaged in the practice of public accountancy within 
the meaning and intent of this chapter if he or she does any of the 
following: 

(a) Holds himself or herself out to the public in any manner as 
one skilled in the knowledge, science, and practice of accounting, 
and as qualified and ready to render professional service therein as 
a public accountant for compensation. 

(b) Maintains an office for the transaction of business as a 
public accountant 

(c) Offers to prospective clients to perform for compensation, or 
who does perform on behalf of clients for compensation, professional 
services that involve or require an audit, examination, verification, 
investigation, certification, presentation, or review of financial 
transactions and accounting records. 

(d) Prepares or certifies for clients reports on audits or 
examinations of books or records of account, balance sheets, and 
ot~er financial, accounting and related schedules, exhibits, 



statements, or reports that are to be used for publication, for the 
purpose of obtaining credit, for filing with a court of law or with 
any governmental agency, or for any ot~er purpose. 

(e) In general or as an inCident to thi:tt'wofrk,.renders 
professional services to clients for compensation in any or all 
matters relating to accounting procedure and to the recording, 
presentation, or certification of financial information or data. 

(f) Keeps books, makes trial balances, or prepares statements, 
makes audits, or prepares reports, all, as a part of bookkeeping 
operations for clients. 

(g) Prepares or signs, as the tax preparer, tax returns for 
clients. 

(h) Prepares personal financial or investment plans or provides to 
clients products or services of others in implementation of personal 
financial or investment plans. 

(i) Provides management consulting services to clients. 
The activities set forth in subdivisions (f) to (i), inclusive, 

are 11 public accountancy!! only when performed by a certified public 
accountant or public accountantl as defined in this chapter. 

A person is not engaged in .the JDractice of,p~.:~blic accountancy if 
the only services he or she engages in are those defined by 
subdivisions (f) to (i), inclusiye, and he or she does not hold 
himself or herself out, solicit, or advertise for clients using the 
certified public accountai:lt or public accountant designation. A 
person is not holding himself or herself out, soliciting, or 
advertising for clients within the meaning of this section solely by 
reason of displaying a CPA or PA certificate in his or her office or 
identifying himself or herself as a CPA or PA on other than signs, 
advertisements, lett.erhead., .business .cards; p.uhli:cafiolils di:rectelil to 
clients or potential.clients; o.r financial or tax documents of a 
client. · 
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Section 5050 

(a) No person shall engage in the practice: public accoun1ancy in this state 
unless :he person is the ho1der of a valid permit to oractice public 
accountancy issued by the board or a holder of a oractice privilege 
pursuant to Article 5.1 (commencing with Section 5096). 

(b) Nothino contained in :his cnapter shall prohibit a person 	who holds an 
authorization to practice public accountancy from a foreign countrv~'-., 
lawfLitv practicino therein. from temporarilY practicino in this State in-cident 
to an enqsoement in that country provided that: 

ill The practice is primarily reoulated bv the accountant's country of 
licensure a1d is performed under accounting or auditing standards of 
that country: and 

(2) The accountant does not hold himself or herself out as being licensed 
as a Certified Public Accountant or Public Accountant by the State of 
California. 
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Section 5088. Interim Practice Rights: Out-of-State Certified Public Accountant
REPEALED 

(a) Any person who is the holder of a valid and unrevoked license as a certified 
public accountant issued under the laws of any state and who applies to the board for a 
license as a certified public accountant under the provisions of Section 5087 may, after 
application for licensure and after providing evidence of qualifying continuing education, 
perform the same public accounting services in this state as a certified public 
accountant licensed under Section 5092 or 5093 until the time his or her application for 
a license is granted or rejected. 

(b) An applicant meeting the requirements of subdivision (a) who certifies that he or 
she has met the requirements of Section 5095 may perform attest services in this state 
until the time his or her application for a license is granted or rejected. 

(c) This section shall remain operative until January 1, 2006, and as of that date is 
repealed. 



State of California California Board of Accountancy 
Department of Consumer Affairs 2000 Evergreen Street, Suite 250 

Sacramento, CA 95815-3832 
Memorandum 

CPC Agenda Item III.A.B.C. 
February, 22 2006 

To 	 CPC Members 

Date: February 15, 2006 
Telephone : (916) 561-1788 
Facsimile : (916) 263-3674 
E-mail: awong@cba.ca.gov 

From 	 Aronna Wong - /f-"--...i;-,.___,,~,_-4_) 
Legislation/Regulati0ns Coordinator 

Subject: 	 Significant Issues Related to Temporary Practice and/or the Implementation of 
Practice Privilege 

Attached for your consideration are a letter from Richard Robinson to Ronald Blanc, 
Esq. and Gail K. Hillebrand, Esq. dated February 2, 2006, and a memorandum 
dated February 9, 2006, containing a legal analysis prepared by Department of 
Consumer Affairs Staff Counsel, George P. Ritter. 

Mr. Robinson's letter raised legal issues related to the 1\Jonresident Tax Pre parer 
Exemption - Business and Professions Code Section 5054 and the Application of 
Practice-Privilege to Out-of-State Work- Jurisdictional Issues. Mr. Ritter's 
memorandum speaks to these issues. Mr. Robinson's letter also identified 
concerns related to applicants from non-substantially equivalent states and 
notification of routine renewals. These concerns relate more to policy than to legal 
issues and can be addressed as part of a more detailed policy discussion. 

Attachments 
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Febn1ary 2, 2006 

Ronald Blanc, Esq. (:Jail K. Hillebrand, Esq. 
President Chair, Committee on Professional Conduct 
California Board of Accountancy Califomia Board of Accountancy 
2000 Evergreen Street, Suite 250 2000 Evergreen Street, Suite 250 
Sacramento, CA 95815-3832 Sacramento, CA 95815-3832 

Dear }/lr. Blanc and J\1s. Hillebrand: 

At the request of the executive officer, I:vfs. Sigmann, I write to elaborate on several 
issues, relating to the nevi practice-privilege regime, that \Vere raised at the January meetings of 
the Board and its Committee on Professional Condu.ct. 

As you lmo ....v, nevv California legislation and regulations, effective January 1, 2006, have 
created a practice privilege, pursuant to which qualified accountants licensed in other U.S. States 
may practice temporarily in California \'i··ith notice 10 the Board of /\.ccountancy. The Board stat! 
has developed and posted on tbe Board's Internet site a "Practice Privilege Handbook" designed 
to guide out-of-state accountanls through the process of determining their eligibility for the 
practice privilege and submitting their appiications. 

The initial implementation ofthe pracrice privilege has raised some significant issues. I 
appreci<:lte this opportunity to otTer some comments and concerns, on an expedited basis. J look 
for\vard to working 1-vith the Board to address t11csc issues and improve the administration of the 
practice-privilege regime going forwurd. 

I. Temporary Practice by Foreign Accountants 

One oflhe most important lemporary-practice issues left outstanding is the need to allow 
licensed lorcign accou11tants lo work in California on m.atters relating to tbcir regular overseas 
practice for briefpe1iods of time. The practice-prhilege system is not open to accounlants 
licensed in other countries, who hiswrically have been covered by a statutory exemption :for 
temporary, incidental prc:.c.ticc. That sla1ulory prov.tsion \.Vas inad'>'CJic:Jtly rcpcnled . .I strongly 
support tl1e Boa;·cJ's u11<mimous decision, at its January meeting, to seek Jeg1s1ation to make clear 
tha1liccnscd foreign accountants still are pcrrniltcd to engage in t11is limited iorm of practice. 
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II. Nonresident Tax Preparer Exemption 

The Legislature has created a special rule for accountants who prepare tax returns for 
individual clients. Pursuant to Section 5054(a), an accountant who does not work in California 
or solicit clients in California may prepare tax returns for individual California clients without 
obtaining either a California license or a practice privilege. This exemption is a sensible one: it 
effectively preserves existing relationships betv,reen individual clients and properly licensed 
accountants, while ensuring that the practice privilege remains the primary method for out-of
state accountants to engage in limited practice in California. 

I am concerned by the Board staffs initial interpretation of Section 5054(a), which 
appeared to limit the exemption for individual tax preparation in ways that the Legislature· dad. 
not .intend. The Board itself has not proiimlgated any regulations construing Section 5054:(a}:: 
The Practice ..Privilege Handblo0k, how.ev.er, seemed to take the position that an·G1:lt-of-$tate 
accountant may .not c.laim the ·benefit of ~his exception if he is employed .by afl.rnrtha:t is 
registered in Califomia, even ifhe does not work in Califomia or solicit Califom'ia clients. 

An early version of the Practice Privilege Handbook read as follows: 

Q: I am an out-of-state CPA employed by a California licensed firm. Under the 
tax exception referenced in Section 5054 of the Califomia Accountancy Act, can I 
sign individual (natural person) tax returns without a California Practice Privilege 
or California CPA license? 

A: No, the firm has a physical presence in California by virtue ofbe.ing registered 
in California. Since ·thejirm is the entity legally T'ecqgn.ized as .doing 'the tax 
return, the exception ofSection 5.054 would not apply. As a signer, you wo.uld be 
required to obtain a California Practice Privilege or a California CPA license. 

Q: I am employed by of.an out-of-state CPA firm. The fim1 is divided into 2 
divisions. One division is responsible for providing attest services in California 
and the other division is responsible for tax returns. The employees in the tax 
djvision have Califomia clients who are individuals (natural persons) and the 
employees of this division do not physically enter Califomia. What do the out-of
state CPAs in the tax division need under California requirements? 

A: California law treats a firm as a single entity regardless of how the fim1 is 
structured. The firm, through its attest services, is now physically entering 
Califomia and is required to register with the Califomia Board of Accountancy. 
The out-of-state CPAs signing the individual (natural person) tax returns on 
behalfofthe firm would now be required to obtain a Cal(forn fa Practice Privilege 
or a Caltfornia CPA license since thefirm has aphysicalpresence in Cal(fornia. 

Former Practice Privilege Handbook at 19-20 (emphases added). 
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I am pleased to see that these examples have been removed from the Practice Privilege 
Handbook as of January 26, 2006. The Handbook now merely restates the statutory text. See 
Practice Privilege Handbook at 19, 20. 

As set f01ih below, it appears that an interpretation of Section 5054 that would preclude 
accountants in registered firms from using that provision would not be the best reading of the 
statutory text, would not effectuate the Legislature's intent, and would not serve the public policy 
goals of the Board or the Legislature. An individual accountant who complies with the 
provisions of Section 5054-provisions that encompass only a relatively small number of 
accountants-should not be subject to the additional requirement of filing for a California 
practice privilege or license. 

A. Statutory Text 

The text of Section 5054 permits "an individual or firm" to engage in this limited form of 
tax practice, provided that "the individual or firm" meets ce11ain conditions. The structure of the 
section makes clear that an individual can invoke this provision even if affiliated with a firm. 
Thus, "an individual" who is licensed and in good standing in another State may prepare tax 
returns for an individual Californian if"the individual" meets the three conditions, i.e., ifhe 
"does not physically enter California," "does not solicit California clients," and "does not assert 
that the individual ... is licensed ... to practice public accountancy in California." 

Although the individual accountant in the Practice Privilege Handbook's now-removed 
examples had met each of these three conditions, the Handbook maintained that "the firm is the 
entity legally recognized as doing the tax return," Former Practice Privilege Handbook at 19, and 
that the accountant therefore must obtain a practice privilege. The Handbook did not cite any 
California law establishing this proposition, and even if it is accurate as a general matter, Section 
5054 affirmatively provides that an individual accountant "may prepare'' tax returns for 
individuals "[n]otwithstanding any other provision of' the accountancy statutes. 

Especially if the return is issued under the individual accountant's name, there should be 
no doubt that the accountant is entitled to use the limited exception set out in Section 5054. 

if the tax retum is issued in the name of the finn, that does not trigger an obligation for the 
individual CPA to seek a practice privilege. The individual CPA has still complied with all of 
the conditions of Section 5054, and therefore remains exempt from the requirement to obtain a 
license or a practice privilege. As for tl1e fim1, in the examples it has already registered with the 
Board, so it has satisfied its own obligations. 

The deleted answers in the Practice Privilege Handbook apparently were based on two 
assumptions: that if the accountant's firm is registered in California, the fim1 has "physically 
enter[ ed] California to practice public accountancy," and that if the firm has physically entered 
Califomia, then the individual accountant is also deemed to have entered Califomia. I disagree 
with these assumptions. First, although a firm that applies for registration certainly submits to 
the regulatory jurisdictio11 of the Board, the statute uses the specific tem1 "physically enter 
California," which appears to require more than just filing for registration. Second, even if the 
firm has "physically enter[ ed]" the State, it does not follow that the individual accountant is also 
deemed to have entered-and disqualified himselffrom invoking Sectio11 5054. 
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As discussed above, the conditions in Section 5054 can apply to "the individual" on his own, 
without regard to "the firm," thus pem1itting "the individual" to invoke the section's excegtiPlJ 
for tax practice. I , '1• 

B. Legislative Intent 

What little legislative history is available strongly suggests that the Legislature intendl;ld 
to allow qualifying accountants to engage in limited tax practice pursuant to Section 5054, 
whether or not they are associated with a registered firm. The floor analyses prepared for botl} 
the Senate and the Assembly stated that the new section would allow an accountant to proviq~ 
tax services to individuals "without a California license, a practice privilege, or a public 
accounting firm employer registered in Califomia." Senate Floor Analysis at 5; Assembly Floor 
Analysis at 2. Plainly, therefore, the Legislature intended that an accountant could practice 
pursuant to Section 5054 without applying for licensure; securing a practice privilege; or 
establishing a relationship with a registered ·firm, presumably to fit within the supervised-practice 
exception of Section 5053. 

C. Public Policy 

Reading Section 5054 to treat an accountant's association with a registered firm as 
disqualifying would be not only inconsistent with the Legislature's intent, but also contrary to 
sound public policy. That approach would t·eat an out-of-state accountant much less favorably if 
he works for a registered fim1. An out-of-state accountant who does not work for a registered 
finn can engage in limited tax practice under Section 5054, provided that he meets the three 
·conditimis. Ifhe wor1<s for an unregistered finn, ·that status !s'no 'obstacle; :indeed, the Boaro 
does -not require that an accountant work·for a finn that·is registered or lioensed anywhere in 
order to ·invoke Section 5054. 

This disparate treat11ent would be inappropriate. Accountants who work for registered 
firms belong to institutions that have submitted to the Califomia Board's jmisdiction, satisfied 
the requirements for registration, and remained in good standing. ·califomia..-registered finns are 
also subject to various reporting requirements, pursuant to which they disclose professional 
discipline, civil judgments related to professional conduct, and government investigations 
involving their accountants. See CAL. BUB. & PROF. ·CODE § 5063. 

Indeed, the structure of the statute demonstrates that Section 5054 cam1ot be read to bar "an 
individual" from engaging in limited tax practice if"the firm" has entered California. Tf each 
of the references to "the individual or fim1" in Section 50514 were read consistently with that 
interpretation, the statute would bar "an individual" associated with a registered finn fro111 
telling his clients "that the ...fim1 is licensed or registered to practice public accountancy in 
California," even though that information would be both true and valuable. That individuals 
associated \1,1ith registered finns cannot logically be barred from invoking Section 5054 
without also yielding this absurd result, provides an additional reason not to adopt this 
strained inteqJretation of the text. 
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Section 5054 was designed to allovv this type of accountant to continue to service clients 
in California. These accountants should not receive less favorable treatment than accountants 
who work for unregistered fin11s. Such an exclusion would cause an mmecessary disruption of 
the client relationship without improving client service. 

D. Recommendation 

Accordingly, the Board should make clear that any individual accountant who meets 
Section 5054's conditions may engage in the form of limited tax practice described in that 
statute. If the accountant does not physically enter California, does not solicit California clients, 
and does not hold himself out as a California licensee, Section 5054 permits him to prepare tax 
returns for individual Californians, inespective of whether he is employed by a registered 
California firm. 

III. Application of Practice-Privilege Requirement to Out-of-State \Vork 

I am also concerned by the Practice Privilege Handbook's treatment of other accmmting 
work, such as audits, that occurs entirely outside California. Several of the Q&A illustrations in 
the Practice Privilege Handbook assert that an accountant must obtain a California practice 
privilege to service ''clients who reside in California," even if no work is actually performed in 
California. Previously, the Practice Privilege Handbook had used the much more vague 
formulation "a California instead of "clients who reside in California." I strongly support 
the deletion of the concept of "a California client": that terrri does not appear in the governing 
statute or regulations; the Handbook did not define it; and, in fact, the Handbook contained 
conflicting suggestions as to what might constitute "a California client." 

While I applaud the removal of this vague concept and believe that the new formulation 
of "clients who reside in California" is a step in the right direction, I still have some concerns 
about the specificity of the new language as well as its basis. I discuss these concems below. 

As revised, the Practice Privilege Handbook states: 

Q: I'm a CPA in another state and do not plan to be in California. I do only one 
tax return for a California client. Do I need a California practice privilege? 

A: Yes, in order to provide public accounting services to clients who reside in 
Cal[fornia you will be required to obtain a California practice privilege or obtain 
a California CPA license. Preparing tax returns as a CPA is a service that falls 
within the definition of the practice of public accountancy contained in Section 
5051 of the Califomia Accountancy Act. 

* * * * 
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Q: I'm a CPA in another state. One of my clients retired and moved to Califomia. 
Do I need a practice privilege to continue to prepare that client's tax return? 

A: Yes, in order to provide pub1ic accounting services to clients who reside in 
Cal(fornia you will be required to obtain a Califomia practice privilege or obtain 
a Califomia CPA license. Preparing tax retums as a CPA is a service that falls 
within the definition of the practice of public accountancy contained in Section 
5051 of the California Accountancy A ct. 

* * * * 
Q: I am a Uta:h GPA who ·prepa1·es state tax returns filed with the California 
Franchise Tax Board for my Utah resident clients. Do I need a practice privilege 
after December 31, 2005? 

A: No. However, you would need to obtain a Califomia practice privilege or 
obtain a California CPA license to practice public accountancy as defined in 
Section 5051 of the California Accountancy Act if you intend to servic.e c.lients. 
who reside in California. 

*·* * * 
Prcactice Privilege Handbook at 19-20 ( en~phases added). 

As discussed below, the term "clients who reside in California" is not drawn from the 
governing statute and is not defined in regulations or other Board guidance. I am concemed that 
using this v.ague concept to detennine when an out-of-state accountant must file fona practice 
pr;ivilege will cause uncertainty, both ab01;1t the accountant's duty to seek a privilege and about 
the-Board's statutory and.constitutional authority to adopt such a potentially far--reaching rule. 

A. Undefined Standard 

The Practice Privilege Handbook does not Eiefine what determines whether· a business 
"resides in Califon1ia." Nor do the California accountancy statutes or regulation~, '?'hich do not 
use the concept to refer to businesses. (Section 5054 uses the concept to apply only to natural 
persons.) 

Indeed, the Practice Privilege Handbook offers somewhat conflicting .indications as to 
what may constitute a business client that resides in Califomia. In one example, the Handbook 
suggests that if a client's "primary business operation" is i11 Califomia but its "administrative 
office" is not, the accom1tant need not obtain a California practice privilege unless he "physically 
enteTs California to practice public accountancy." Practice Privilege Handbook at 21. lt is 
unclear, however, whether the Practice Privilege Handbook means to establish definitively that a 
business "resides" only in the State where its "administrative office" is located. 
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B. Statutor:y and Constitutional Concerns 

basis for the requirement that an accountant seek licensure or a practice privilege is 
Section 5050. That section requires an accountant to obtain a practice privilege or a California 
CPA license only if he seeks to "engage in the practice of public accountancy in this state" 
(emphasis added). Although the statute defines "practice of public accountancy," it does not 
define "in this state," and thus gives that tem1 its ordinary meaning. 

Merely servicing "clients who reside in California" does not in all cases constitute 
practicing public accountancy "in this state," as that tenn is ordinarily read or understood. The 
statute evidently makes the location of the services the critical factor, not the location of the 
client. The definition of public accountancy includes, for example, "perform[ing]" or 
"render[ing] professional services to clients for compensation." CAL. Bus. & PROF. CODE 
§ 505l(c), (e). If no service is "perfonn[ed]" or "render[ed]" in California, then it would appear 
that the accountant is not practicing public accountancy in California ("in this state") and should· 
not need to obtain a practice privilege or a license. 

Were the Board to enforce the practice-privilege requirement as the Practice Privilege 
Handbook suggests, it would be regulating the conduct of accountants who have no contact with 
California. Indeed, it would absolutely forbid accountants from accepting specified 
engagements under certain circumstances, potentially even ifthe client's entire business 
operation were located in another State and the work were perfonned entirely in that other State. 
The Federal Constitution limits a State's power to regulate beyond its borders in this fashion. 
The .S. Supreme Court has struck down state regulations that seek to "project" the State's own · 
regulatory regime onto businesses in other States. The interpretations suggested in the 
Handbook implicate and may exceed these constitutional limits. In the face of such serious 
constitutional questions, the Board should avoid such a broad interpretation, especially as the 
statutory text supports a far narrower view. 

C. Conflict with Other States' Regulation of Accountancy 

Requiring a California practice privilege is not necessary to ensure that services provided 
to California licensees will be regulated. Any accountant who provides services outside 
California will be regulated by the State of licensure. For the Board to insist that accountants 
who never enter the State also obtain a practice privilege in Califomia, merely because the client 
has operations there, would only fmiher complicate the regulatory framework with which 
accountants must comply. 

The National Association of State Boards of Accountancy (NASBA) is in the process of 
addressing the complexities ofmultistate regulation, including issues like this one. NASBA and 
the AICPA have recently promulgated a new version of the Uniform Accountancy Act, Section 
23 of which includes a substantial-equivalency provision similar to the practice-privilege 
legislation that Califomia adopted. The UAA reguires the State oflicensure to receive and 
address disciplinai)' concerns raised by other jurisdictions. See UNJF. ACCOUNTANCY ACT 
§ 23(b). 
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NASBA committee that drafted the UAA will be meeting over the coming year to 
draft implementing regulations, which will likely address any potential regulatory conflicts and 
clarify wbich State should be primarily responsible for regulating an audit engagement that 
occurs in multiple places. While this process is ongoing, the Board should not take any steps 
that disrupt the current system of regulation by the State of licensure and the State where services 
are rendered. It would be appropriate for the Board to revisit the issue next year, once the new 
UAA rules have been promulgated and the Board has had a chance to determine whether they 
adequately address the issue of regulating multistate practice. The next year will also _give the 
Board experience with the operation of the practice privilege in Califomia and allow it to assess 
how frequently this issue arises. 

D. Recommendation 

At least for the first year·that the new practice privilege is in effect, the Board should 
enforce the statutory requirement, which requires an accountant to obtain a practice privilege 
only when the accountant physically enters Califomia to practice public accountancy. The 
Committee and the Board should not ratify the Handbook's vague concept of a "client who 
resides i11 Califomia," which suffers from a lack of clarity and from the potential defects of 
statutory and constitutiona'l authority identified above. The Board will be able to -revisit 'the issue 
next year with more infom1ation a:t its disposal, once regulations to implement Section 23 ofthe 
revised UAA have been developed. 

IV. Applicants from Non-Substantially Equivalent States 

AppLicants for a practice pl;ivi1egemust demonstrate in Gne.of.thr.ee ways that they 
possess credentials that are ·~substantially -equiv.a1ent" tG a Califomia.lice11se.e's: tl1ey may show 
that they were licensed by a state recognized as substantially equivalent; that they have 
"continually practiced public accountancy . , . for at least four of the last ten years"; or that their 
individual qualifications are substantially equivalent to Califomia's standards. CAL. Bus. & 
PROF. CODE§ 5096(a). The statute allows the Board to detennine·how an applicant may 
demonstrate sufficient individual qualifications. See id § 5096(a)(3), (b). By regulation, the 
Board has provided that an accountant may have his credentials verified by CredentialNet, which 
is operated by NASBA. CAL. CODE REGS. tit. 16, § 27(b). 

I agree with the Board that approval by CredentialNet should be sufficient to demonstrate 
the qualifications for a practice privilege. I am concemed, however, about the potential delay·in 
the process caused by CredentialNet. Under the regulations, an accountant must actUally "obtain 
the required substantial equivalency determination" from CredentialNet "[p]rior to seeking a 
practice privilege." Id. One great benefit of the practice-privilege system is the flexibility it 
allows out-of-state accounta11ts to travel to Califomia on short notice, to notify the Board on a 
relatively simple and straightforward form that can be submitted electronically, to pay the 
applicable fee at any time within 30 days, and to begin practicing no later than the time of 
submission (and up to five days earlier, pursuant to the safe-harbor provision that is in effect for 
2006 and 2007, id. § 3b). The regulations, however, deny this flexibility to an accountm:it who is 
licensed by a State that is not recognized as "substantially equivalent" and who does not meet the 
four-years-in-ten qualification, even ifhis individual credentials are unquestionably within 
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California's standards. He may not seek the practice privilege until NASBA has completed his 
paperwork. If he may not obtain the practice privilege, he may not practice public accountancy 
in California. 

The statute and regulation allow the Board to detennine what individual qualifications 
meet the standard of substantial equivalency; neither the Legislature nor the Board has suggested 
that the CredentialNet evaluation should be the exclusive means of demonstrating appropriate 
qualifications. See CAL. Bus. & PROF. CODE§ 5096(a)(3); CAL. CODE R.Eos. tit. 16, § 27(b). 
I note that Section 23(a)(2) of the Unifom1 Accountancy Act contains a "grandfather clause" 
allowing the Uniform CPA Examination to substitute other credentials until the year 2012, by 
which time those States that are not yet substantially equivalent are expected to have upgraded 
their requirements to meet that standard. 

It would be appropriate for the Board to add the Uniform CPA Examination to § 27 as an 
alternative measure of qualifications. Indeed, a candidate who has already passed the Uniform 
CPA Examination has already met the primary qualification for licensure. See CAL Bus. & 
PROF. CODE§§ 5092(c), 5093(c); CAL. CODE R.Eos. tit. 16, § 6. NASBA 's Uniform 
Accountancy Act recognizes that a satisfactory test score justifies excusing an applicant from the 
requirement that he have completed a set number of hours of education, see UNIF. 
ACCOUNTANCY ACT§ 23(a)(2). For the same reason, a satisfactory test score justifies excusing 
an applicant for a practice privilege from rote compliance with the four-years-in-ten requirement. 

V. Notification of Routine Renewals 

The Board's approved notification fonn includes a space for the out-of-state accountant 
to fill in the expiration date of his current accountancy license. This information is not part of 
the public record, however. See Practice Privilege Handbook at l 0. Rather, only the State of 
licensure is made public, see id., so a member of the public seeking to verify that a holder of a 
California practice privilege is still in good standing in the State licensure would have to 
check with that State. Holders of a practice privilege agree to keep the Board informed of any 
change to the infonnation rep011ed on the notification form within 30 days. CAL R.Eos. tit. 
16, § 

The Practice Privilege Handbook provides: 

lfthe CPA license identified in the Notification Form used as the basis for 
qualifying for a Califomia Practice Privilege is renewed during the tenn of an 
individual's Califomia Practice Privilege, it must be reported to the Board through 
your online client account or in writing within 30 days of the renewal date. An 
individual may be subject to a of $250 to $5,000 for failure to comply with 
this requirement. 

Practice Privilege Handbook at ll. Thus, even if the accountant remains in good standing, and 
the State of licensure and tbe iicense number remains unchanged, tbe Practice Privilege 
Handbook requires notification even of a rouilne renewal. 
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This requirement creates an unnecessary burden on holders of the practice privilege. For 
an accountant in good standing, renewals are routine events, and in some cases may even be 
handled primarily by administrative or compliance personnel. The Board would be able at all 
times to verify the status of any accountant who holds a practice privilege: applicants agree "[t]o 
respond fully and completely to all inquiries" by the Board and to allow the Board to contact any 
other state agencies conceming their credentials. And the holder of a privilege, like a licensee, 
would still be obliged to report to the Board any "refusal to renew a certificate" or other 
tem1ination of the right to practice by the State of licensure. CAL Bus. & PROF. CODE §§ 
5063(a)(2), 5096.7(a). Finally, as noted above, requiring the licensee to submit regular reports 
would not benefit Califomia consumers, because the expiration date would not be public 
information in any event. 

Therefore, the Board should refrain from requiring holders of a practice privilege to 
submit additional notifications each ti1ne they renew their licenses in their home States. Rather, 
licensees should be obliged to notify the Board only if their status as a licensee in good standing 
changes. 

VI. Disqualifying Conditions 

The Board has appropriately exercised its authority to clarify the statutory list of 
disqualifying conditions and to make appropriate de minimus exceptions. As the Board has 
recognized, it is important to make the list of disqualifying conditions as straightforward and 
easy to comprehend as possible, so that no accountant mistakenly thinks that he is not subject to 
a disqualifying condition and accordingly attempts to practice pursuant to the privilege without 
Hoard approvaL 

In that spirit, I offer a few additional areas in which fu1ther clarification is wan:anted. 

A. Investigations 

I recommend clarifying the disqualifying condition relating to pending investigations. In 
particular, I note that the SEC and PCAOB make a practice of notifying accountants or finns that 
they are implicated in fonnal investigations. See, e.g., PCAOB Rule 5101. These agencies 
sometimes receive complaints against accountants, which are quickly dismissed after preliminary 
inquiry and without the need for a fom1al order of investigation. Indeed, in some such instances 
the subject of the complaint .is not fonnally notified of the inquiry. 

The Board should take the position that a pending investigation by the SEC, PCAOB, or 
other agency that uses the same procedure is a disqualifying condition only if the SEC, PCAOB, 
or other agency has issued a formal order of investigation that names the accountant seeking or 
holding the practice privilege. Such a position would be entirely consistent with legislative 
intent; when the Legislature wants to include preliminm-y stages of inquiry that occur before a 
fonnal investigation, it knows how to do so. See, e.g., CAL Bus. & PROF. CODE§ 5063(b)(3)-(4) 
(requiring licensees to notify the Board of any fom1al order of investigation by the or of any 
invitation to make a Wells submission, which occurs before the SEC issues a fomml order). No 
such language appears in Section 5096(g)(2), which sets out the list of disqualifying conditions. 
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Board should also amend Section 32( c )(3) of the regulations to clarify that the 
pendency an informal inquiry by the PCAOB staff, pursuant to PCAOB Rule 5100, is not a 
disqualifying condition. 

B. Duration of Privilege Following Resolution of Disqualifying Conditions 

A practice privilege lasts for one year from its effective date, unless the holder of the 
privilege files a new notification form or receives a California license. CAL. CODE REGS. tit. 16, 
§ 29(b )-(c). In general, as the regulations recognize, the year should run from the date 
the notification form is filed, that is the date that the practice privilege becomes 
effective. 

The Practice Privilege Handbook the position that when approval of the practice 
privilege is delayed because the Board must consider a disqualifying condition, the delay counts 
against the privilege holder's one year. See Practice Privilege Handbook at 17 ("Your California 
Practice Privilege tenn still expires one year the date of submission of the Notification 
Form and is not extended by a delay in your receiving practice rights.") The Board should 
clarify Section 29 of the regulations to make plain that the one year nms from the effective date 
of the privilege even if the privilege is not effective upon the filing of the notification. For 
example, if an accountant has one of the specified disqualifYing conditions and must seek the 
Board's approval to obtain a practice privilege, the Board may take some time to consider and 
process his request During that time, the accountant cannot practice in California. The one-year 
practice privilege therefore should begin when the accountant receives permission to practice. 

ClarifYing the regulation and specifying that, when Board approval is required, the one 
year begins when the Board approves the application, would benefit both accountants and the 
Board by reducing the need to submit and process duplicative filings. There is no need to 
impose a shortened renewal deadline on accountants once Board approval is holders of a 
practice privilege, of course, remain obliged to notifY the Board if any new disqualifying 
condition or if any of the information in their applications change. !d. §§ 32(b), 33. 

C. Renewal of Privilege Following Resolution of Disqualifying Conditions 

A practice privilege expires after one year but may be renewed upon submission of a new 
notification fonn. There is an ambiguity in the regulations conccming renewals of practice 
privilege by applicants who previously were the subject of a disqualifying condition, but who 
were granted a practice privilege by the Board. 

For example, suppose that the Board grants a practice privilege to an accountant who was 
convicted of a petty offense while in and who properly disclosed that conviction on his 
notification fOJm pursuant to Section 32(c)(l) ofthe regulations. When that accountant applies 
for a new practice privilege, may he commence practice immediately upon notification, or must 
he again await Board approval because ofhis disqualifying condition? 
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A11 appropriate ans'"'er can be found in line F of the ·'Disqualifying CondiLions" section 
of the notiflcatio11 fom1. That line applicant w.het11er he has tn·e9ious1y been notified by 
the Board "that prior Board approvaJ is required before practice under a ne\v practice privilege 
may commence." 

The Hoard should adopt a practice, whenever it approves an ap1)licatian for practice 
pri\·ilege by an w..,cou.ntant '"''ith a disqualifying condition, ofnotiJying the applicant whetber he 
must seek Board approval before applying again for a practice privilege. In the above example 
of the past conviction for a petty offense, for instance, it would be appropriate to infonn the 
applicant thai he may apply in the f11ture for a practice pTivilege \-Vitho·ut Board approval
unless, ofcourse, a 11e'"' disqua1.ifying condition arises before that time. 

This lelter is nol intended Lo be an al1 inclusive list of issues raised by lhe handbook, the 
FAQs contained therein or the regLibtions as i11ferpreted by the fotgoing documents. 

As 1 stated at the lasl board meeting, 1appreciale the efforts of the board and'1ts 'staffto 
address these very serious issues. I look forward to continuing our discussions at the next board 
meeting. In the meantime, if I can answer any questions please do not hesitate to contact me. 

Sinoerely, 

' ..... ~~~ .· __ '~ard Rubin. on 

 

cc: Carol Sigmann 
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Memorandum 

TO: Carol Sigmann, Executive Officer Date: Feb. 9, 2006 
California Board of Accountancy 

Tel.: (916) 574 8243 

FROM: George P. Ritter Fax: (916) 57 4 8623 
Staff Counsel, DCA 

SUBJ: 	 Response to Comments Made by Mr. Richard 
Robinson Concerning§ 5054 & _the Board's Jurisdiction 

Mr. Richard Robinson has raised several objections to the application of Business and 
Professions Code Section 5054 and the jurisdiction of the Board. You have asked me 
to provide a response to the issues he has raised. 

1. Section 5054 

Section 5054 provides an exemption from licensure and practice privilege for CPAs 
or public accountancy firms which prepare individual tax returns for natural persons 
who are California residents. The exemption is applicable as long as the individual 
CP As or firms are not physically present in the State of California. 

Mr. Robinson's concern with Section 5054 centers on the situation where a CPA 
who is not licensed in California works for a firm which is registered in this State. 
He believes that if the CPA that prepared the tax return does not enter California, he 
or she should qualify for this exemption. 

B. & P. Code § 5054 (2005 Stats. Ch. 658) provides that: 

[A]n individual or firm holding a valid and current license ... to 
practice public accountancy from another state may prepare tax returns 
for natural persons who are California residents ... without obtaining a 
permit to practice public accountancy ... or a practice privilege ... 
provided that the individual orfinn does not physically enter California 



"The" individual or firm which cannot enter California is also the same "individual or 
, . ;r 

firm" which is a candidate for an exemption under Section 5054. Thus, the question 
becomes: Is that same individual or firm physically present in California? 

For an individual, the issue of physical preserrte is a·simple one. For firms, it is not. 
Firms such as corporations or partnerships do not have an individual's "physical 
presence." So their physical presence must be measured by the level of their business 
activities. (International Shoe v. State of Washington, 326 U.S. 3 1"0, 316 (1945); 
Corp. Code § 15700). When those activities are "sufficiently substantial and [of a] 
continuous nature/' the corporation or partnership "is treated as if it had a "'plly§ical 
presence"' in the [state]." (Serafini v. Superior Ct, 68 Cal. App. 4th 70, 79- 80, 80 
Cal. Rptr. 2d 159 (1998)). 

The standard used to establish physical or economic presence is the same as that for 
determining whether a firm is subject to the genera] jurisdiction of the courts of the 
State. "The standard for establishing general jurisdiction ... requires that the 
defendant's contacts be of the sort that approximate physical presence.'' (Bancroft & 
Masters, Inc. v. Augusta National Inc., 223 F.3d 1082, 1086 '(9th ·cir. 2000)). 
"(E]conomic presence within the state [is] equated with physical presence for 
jurisdictional purposes." (Messerschmidt Development Co., Inc. v. Crutcher 
Resourc-es Corp.;·8'4 CaJ. App. 3d 8l9, 824; 149Cal. Rptr. 35 (1978)'). Thus, the 
s't'andard used by the' courts to-establish economic qr physical _presence or general 
jurisdiction is that the firm's a~tivHies are "substantial ... continuous and . 
systematic." (Perkins v. Benguet Mining Co., 342 U.S. 437, 447-448 (1952); ·Gates 
L,-earjet Corp. v. Jensen, 743 F.2d 1325, 1331 (9th Cir. 1984)).1 

Applying these principles, it would appear extremely unlikely that a registered firm 
conducting the practice of accountancy in California could claim that it was not 
physically present in this State. For example, when a partnership "engage[B] in the 
practice of accountancy" in California, it must be registered with the Board. (B. & P. 
Code § 5072(a)). Registration requires that: 

'I Physical presence should be contrasied with minimum contact~ in a stale related to a cause of action broughl againsl an 
out-of-slate defendant. This is known as specific us opposed to general juri;;diclion. Under !hal doctrine, the defendant must 
"purposefully avails itself of the privilege of conducting activities wilhin the forum State, thus invoking ihe benefits and protections 
of its laws." Hanson 11.Denckla, 357 U.S. 235, 253 (1958). Accordingly. a licensed corporation or partnership could be 
characterized as one thai "purposefully avails ilself" of "ihe privilege of conducting [businessl within the forum Slate:· and thus 
subject to specific. but not necessarily general jurisdiction. 

2 




At least one general partner shall hold a valid permit to practice as a certified 
public accountant, public accountant, or accountancy corporation, or shall be 
an applicant for a certificate as a certified public accountant under Sections 
5087 and 5088. (B. & P. Code§ 5072(b)). 

One can thus infer that if a partnership is registered, it is doing business in this State 
on a continuous basis and acting through at least one general partner who is a 
California licensed CPA. 

Likewise, an accountancy corporation registered with the Board must do so pursuant 
to the Moscone-Knox Professional Corporation Act .... (B. & P. Code§ 5150). 
Under that Act: 

A professional accountancy corporation is one "that is engaged in rendering 
professional s·ervices." (See Corp. Code§ 13401 (b)). 

For a limited liability partnership: 

[A] partnership ... shall file with the Secretary of State a registration ... 
stating the following: (1) The name of the partnership. (2) The address of its 
principal office. (3) The name and address of the agent for service of 
process on the limited liability partnership in California. (4) A brief 
statement of the business in which the partnership engages .... (Corp. Co<;ie 
§ 16953). 

Thus, any accountancy firm which is registered with the Board is probably doing 
business in California on a "substantial ... continuous and systematic" basis. If that 
is the case, it would then be physically present in this State. 

Accordingly, a CPA licensed in another state and employed by a firm registered in 
California would not be able to qualify for an exemption under Section 5054 if he or 
she prepared a tax return for one of his or her firm's clients who is a California 
resident. The reason is that the CPA is not acting in his or her individual capacity, 
but as an agent of the firm. Even though he or she might be absent from California, 
his or her registered firm is not. Because the firm, not the individual, is the entity 
legally recognized as doing the tax preparation work, the requirements of 5054 would 
not be met. 

3 




There are obvious exceptions. For example, if the CPA were "mooniighting" and 
prepared a tax return for a California resident who is not a client of the firm, then the 
presence of the firm is immaterial. The CPA is now acting in his ·or her individual 
capacity rather than as the agent of the firm. As long as the CPA does not physically 
enter the State, he or she should be able to qualify for the exemption under Section 

J 

5054. 

Admittedly, the structure of Section 5054 creates some anomalous results as noted by 
Mr. Robinson in his letter. The CPA who works :for a non-registered firm can .q~alify 
for the exemption, while his or her counterpart in the registered firm cannot. · 
Likewise, the CPA who prepares the return in his or her individual capacity can 
qualify. But if the return is prepared under the name of the firm, the exemption will 
no longer apply. 

The Board has no discretion but to apply the law as it currently exists .. Thus, these 
issues should be addressed to the Legislature where possible amendments to Section 
5054 could be considered. 

2. Jurisdictional Issues 

Questions were raised concerning the scope of .the Board's jurisdiction-as a State 
regulatory agency. The limit of jurisdiction in Cahfornia whether exercised through 
its courts or its regulatory agencies is governed by the Due Process Clause of the 
Fourteenth Amendment. (See Code Civ. P. § 410.10.) Under that Amendment, the 
United States Supreme Court has created what is known as the minimum contacts 
rule. (International Shoe v. State of Washington, 326 U.S. 310 (1945).) "The 
application of that rule will vary with the quality .and natur.e of the defendant's 
activity, but it is essential in each case that there be some act by which the defendant 
purposeful1y avails itself of the privilege uf conducting activities within the forum 
State, thus invoking the benefits and protections of its laws." (Hanson v.Denck(a, 
357 U.S. 235, 253 (1958) .) , 

It is not necessary that a person physkally enter the forum state. The Ninth Circuit 
case of Bancr(J)ft & lit!asters, Inc. v. Augusta National Inc., 223 F. 3d 1082 (9th Cir. 
2000) illustrates a recent example of how the minimum contacts doctrine is applied. 
Bancroft & Masters was a California corporation that sold computer products in the 
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Bay Area. It had a registered internet name of "masters.com." Registration was done 
through a third party in Virginia known as NSI. In 1997, the Augusta National Golf 
Club sent a letter to NSI in Virginia challenging Bancroft & Masters' use of 
"masters.com." Bancroft & Masters then sued AugustaN ational in the Federal 
District Court of Northern California. The Ninth Circuit determined that even though 
the letter had been sent to Virginia instead of California, there were sufficient 
contacts to establish jurisdiction. The sending of this letter subjected Augusta 
National to jurisdiction under what has been termed the "express aiming" doctrine. 

Express aiming is .... satisfied when th,e defendant is alleged to have 
engaged in wrongful conduct targeted at a plaintiff whom the defendant 
knows to be a resident of the forum state. (223 F.3d at 1 087). 

Even though AugustaN ational had no direct contact with California, its '"intentional 
... actions were expressly aimed"' at that State. (223 F.3d at 1 087). Thus, Bancroft 
& Masters v. Augusta National Golf Club stands for the proposition that contact with 
a forum state, even if on an indirect basis, may be sufficient to establish jurisdiction 
over a person if he or she purposefully aimed or intended that his conduct have an 
impact on that state. 

Courts have also developed more specific jurisdictional principles for those who 
render professional services across state lines. For example, in Clark v. Noyes, 871 
S.W. 2d 508 (Tex. App. 1994), Clark, a resident of Texas, traveled to Cincinnati, 
Ohio to consult with Dr. Noyes about his injured knee. Dr. Kayes performed surgery 
in Cincinnati. Clark later filed a medical malpractice action in Texas. The trial court 
dismissed the case for lack of jurisdiction. The Texas Court of Appeals affirmed. 

In holding that there were insufficient minimum contacts with the State of Texas, the 
Court went through a very thorough discussion of controlling case law including the 
seminal Ninth Circuit case of Wright v. Yackley, 459 F.2d 287 (9th Cir. 1972). It 
noted that: 

\Vright, an Idaho resident, brought suit against a doctor, a South Dakota 
resident, in federal district court in Idaho for injuries allegedly received from 
medication prescribed by the doctor. The doctor prescribed the medication in 
South Dakota while Write was a resident of South Dakota. Wright 
subsequentJy moved to Idaho, where she continued to have the prescription 



filled. The doctor's contact with Idaho involved his sending copies of tl~~~ 
original prescription to Wright so that the Idaho pharmacist would contin;~e to 
prescribe the medication. . ... 

. . . . In [affirming dismissal of the case for want of jurisdiction, the Nintry 
Circuit] noted that all of the acts of which Wright complained occurred ir{

- J 
South Dakota. [Citation.] By mailing copies of the existing prescription to 
Idaho, the doctor did not diagnose or treat Wright [Citation.] The Nintfi~ 
Circuit stated that in cases involving personal services, the focus should be 
on where the services were r.endered. [Citation.] The very nature of medical 
services is ·such that their consequences wouJd be felt where the patient went. 
(871 S.W. 2d at 514 [Emphasis added] [Citations omitted]) .. 2 

in ·wright the Ninth :Circuit noted that it would have been inclined to find jurisdiction 
if the doctor "could he said to have treated the patient by mail or have provided a new 
-prescription or di-agnosis in such fashion. In that-event, the forun'Lstate ~s interestin 
deterring interstate medical practice would surely be great." (459 F.2d at 289 ·rl. A). 
'(emphasis added). ' 

This language from Wrlght was relied upon by the Tenth Circuit in Kennedy v. 
Freeman, 919 F.2d 126 (lOth-Cir.; 1990). There, a Texas physician had allegedly 
misdiagnosed a mo'le -on trre-thigh of an Oklahoma resident. The Tenth ·Circuit, in 
finding:personal jurisdiction in Oklahoma discussed the physicians contacts in 
OkhthGma. Those contacts iNcluded the 'fexas .doctor having willingly acceptem for 
.analysis in Texas a mole removed by the Oklahoma physician from his Oklahoma 
patient, the Texas doctor having signed the diagnosis and provided it to the Oklahoma 
patient through the mail and the Texas doctor having billed the Oklahoma patient for 
the services. 

It is clear from the case law that a patient can not simply travel to obtain medical 
' ' ' ~ 

treatment in another state and expect te> be able to sue the physician in the patient's 

2 
In this respect, the Ninth "Circuit also observed in Wright v. Yackley that: 

The contact between the doctor and the forum state was based on the appellan!'s seeking treatment from the doctor while 
in the doctor's home stale. The melure o.f the average doctor's localized practice showed no systematic and continuous 
effort to pro vide serPices whir:h 111ere to be fell in foreign states. The reside1we of the patient was irrelevant and 
incidental to !he lreatment provided hy the doctor in his home slate. The doctor did not purposefully avail himse(fof 
the privilege ofconducting activities in the.forwn state. (459 F.2d at 290 91 IEmphasi~; added].) 
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home state. However, if the physician provides further services such as follow-up 
consultations or prescriptions over the phone, through the mail or using the internet 
directed to the patient in the patients home state, then the home state can establish 
personal jurisdiction over the physician. Furthermore the same type of analysis is 
applied to evaluate jurisdiction over other professionals including accountants and 
auditors. 

For example, in Faleck v. Margolies, Ltd. v. Patrusky, Mintz & Smell (S.D.N.Y. 1990) 
U.S.Dist. LEXIS 14624, the Court found that a Canadian chartered accountant who 
went to New York twice annually to inspect, but not supervise, the inventory of a 
subsidiary of a Canadian company perforrl_1ed by a New York CPA firm, had 
purposefully availed himself of the benefits and protections of New York law and 
was thus subject to jurisdiction. What the Court found to be significant was the fact 
that the accountant was paid by the parent Canadian company and was performing 
professional services on behalf of that company in the forum State of New York. 

In conclusion, the Board can regulate any acts which are the practice of public 
accountancy whether they are undertaken by an out-of-state licensee who physically 
enters the state or who enters the state through mail, telephone, the internet or other 
means. The only limitation is that the out of state licensee must take some action to 
direct his or her activities into the state such that it can be said the accountant has 
purposefully availed himself or herself with the benefits of doing business in 
California. 
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State of California California Board of Accountancy 
Department of Consumer Affairs 2000 Evergreen Street, Suite 250 

Sacramento, CA 95815-3832 
Memorandum 

CPC Agenda Item III.A.B.C. 
February, 22 2006 

To 	 CPC Members 

Date: February 15, 2006 
Telephone : (916) 561-1788 
Facsimile : (916) 263-3674 
E-mail: a wong@ cba.ca.gov 

From 	 Aronna Wong -4-e~->.ll_./:'""t/--)
Legislation/Regulati~ns Coordinator 

Subject: 	 Significant Issues Related to Temporary Practice and/or the Implementation of 
Practice Privilege 

Attached for your consideration is the February 6, 2006, letter from Bruce C. Allen, 
Director, Government Relations, for the California Society of Certified Public 
Accountants (CaiCPA). 

Attachment 



February 6. 2006 

; .• ~.: ~ ... ,i ; 	 Ronald Blanc, President 
California Board of Accountancy 
2000 Evergreen Street, Suite 250 
Sacramento, CA 95815 

Dear President Blanc and Members: 

The rationale provided for development of California's practice privilege statute was to 
accommodate the need for expedited movement of partners to comply with Sarbanes-Oxley's 
requirements for audit partner rotation and to respond to a Government Accountability Office 
study that found the need to comply with different licensing requirements in different states makes 
it more difficult for smaller firms to compete with the very firms. The Board's UAA Task 
Force and later the Practice Privilege Task Force attempted to "see if an approach to cross-border 
practice can be developed that is consistent with the Board's consumer protection mission." Page 
2 of the UAA Task Force's December 17, 2003 minutes. The goals were ease of entry and 
consumer protection. 

Ca!CPA participated in the deliberations on practice privilege and supported the legislation in the 
hope that through the regulatory process reasonable accommodations could be made to protect the 
public interest while facilitating the cross-border accounting practices. However, we now believe 
that implementation issues, misunderstandings and the impact of unintended consequences require 
immediate action to rectify what has become an untenable situation for California taxpayers, the 
entire CPA profession and its foreign counterparts. To this end we ask your support of AB 1868. 

It should he remembered !hat !he goals were ease o[eractice across slale lines and increased 
consumer nmleclirm. hut California's attempted implemeniation o[practice privilege has in [acl 
made nractice across state lines more di[(icuil. If services are provided by the firm (and most 
engagements are with a firm), the CBA is requiring the firm to register as a firm with the 
California Board of Accountancy. Firm registration requires that at :east one partner be fully 
licensed in California. Further. if the firm i~ a corporation or an LLP. the firm must also register 
with the Secretary of State. The entire process is costly and time consuming. 

In the attempt to streamline the process. accommodate ease of entry. and increase consumer 
protection. we have come full circle. Now in addition to requiring full licensure and registration 
for the provision of audit services which was the previous Board policy. the CBA is imposing full 
licr::nsure and registration for all services. 

Fuil disclosure demands that you be aware of the cost that is being imposc:d on California 
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taxpayers who chnose to use the services or an out-of-state CPA firm practicing as a professional 
corporation or a limited liability partnership. 

Registration with Secretary of State $100 minimum 5 days 
Registration with the Franchise Tax Board $800 (minimum) (unknown 

Processing time) 
California Ethics Exam $125 for instant grading 
Filing application for CA CPA license $395(unknown processing time) 
Firm Registration $350 (unknown processing lime) 
Practice privilege for any other CPAs in firm $100 each 
Providing service to California clients 

Minimum total cost $1,810 

Taxpayers using CPA partnerships will experience a minimum .increase of $870.00 due to the 
licensing/registration fees. 

Until the entire application process is completed, a firm may not provide any services to a 
California client. Business tax returns are due March 15. It is unlikely that a rirm could comply 
wilh the firm registration requirements even if il wanted to, given the time that it takes the 
California Board of Accountancy to process applications. Registration is required whether or not 
the CPA actually enters California. This is unacceptable as a matter of public policy especially 
since there was no evidence that consumer protection was lacking prior Lo the creation of the 
practice privilege. 

-CPAs providing tax services to California taxpayers are already regulated by the Internal Revenue 
Service, the Franchise Tax Board and the licensing board of accountancy in their home state. 
Insertion of the CaLifornia Board of Accountancy in this scheme becomes over regulation. This 
issue has been raised in the past and the CBA and the California State Legislature chose to exempt 
out-of- state CPAs providing tax services to individuals, and Business and Professions Section 
5040 was enacted. There is l.ittle differ.ence between preparing a business tax return and a 
personal tax return. Allowing the prepar.aLiou of personal returns without registration while at the 

.._i 

same time requiring-registration for business tax returns demonstrates a flawed approach. 

A September 27, 2004 memo from Aronna Granick (/ww Wong) indicated that there were three 
circumstances as approved by the Practice Privilege Task Force a11d the CBA when an out-of-slate 
CPA would need to seek a California license rather than a practice privilege in order to practice in 
California: 

1) 	 The .individual wants .to establish his or her principal place of business in California 
[Business and Professions Code Section 5096(a)] 

2) 	 The individual wants lo provide services from an office in this state and is nolan 
employee of a CalifG:Jmia registered firm [Business and Professions Code Section 5096(e) 
(3).] 

3) 	 The individual is the subject of a pending investigation in which the outcome is not likely 
to be known for some time. This reflects tl~e action of the Practice Privilege Task Force 
a! its meeting of September 9. 2004, based on a recommendation of Gregory Newington, 
Enforcement Division Chief. 

Perhaps il is unintentional, but now anytime a CPA from a non-registered firm provides services 
to anyone even remotely connected to Cal;ifornia, full licensure of at least une partner and firm 
registration is required. 

1201 "K" Sr. Sre JO(J(J 

Sacramento, c~. 
95814-3922 

Ph: (916) 441-5351 
Fax: (916) 4-tl-5354 

''''"\\·.calcpa.org 
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The complexity. breadth of reach, inadvertent interference in existing long term client 
relationships, interference with interstate commerce and artificial impediment to foreign 
investment are not worth whatever incremental improvement, if any, is achieved in consumer 
protection. 

There is also tremendous confusion with the application of the new law. During previous 
deliberations and discussions a question was asked about the requirement of a practice privilege 
permit for litigation support services and expert witness testimony. See September 9, 2004 
Enforcement Program Oversight Committee minutes on page 148, where it was reported that 
experi witness testimony was not considered the practice of public accountancy. However, on 
Thursday, January 12, 2006, we were informed by CBA staff that litigation support services are 
indeed considered within the definition of the practice of pub I ic accountancy and a practice 
privilege would be required. 

This is an untenable situation for California taxpayers. especially those with multi-state 
operations. If other states enacted similar provisions, the business owner could be required to 
retain multiple CPAs to file state tax returns. We that the previous Board policy that 
required persons and firms providing attest services for California based ciients obtain full 
California licensure needed to be appropriately disclosed and adopted by statute or regulation. We 
aiso agreed that a method other than full licensure should be considered for ease of practice. The 
result even for CPAs providing attest services in California has not eased interstate or international 
commerce and needs to be immediately corrected. 

CPAs across the nation are striving valiantly to comply with the requirements, statutes and 
interpretations of 54 jurisdictions that do not even agree on what constitutes the practice of public 
accountancy or what constitutes "Holding Out." We are receiving inquiries from CPAs and 
organizations throughout the nation raising the issues of constitutionality and impediment to 
interstate commerce. Additionally, California CPAs are expressing grave concerns as to possible 
retaliatory action by state boards of accountancy in response to the burdensome California 
requirements. 

California needs to rethink its current approach and act immediately to clean up this confusion. 
We want to work with the CBA to maintain public protection. bul not bar legitimate services 
being provided to California taxpayers and businesses which operate on an interstate basis and 
need ~he professional services of certified public accountants. 

It is our hope that the agenda for the February 22"0 and meetings will allow for thorough 
consideration of all issues related to California's implementation of Section 23. It is our hope that 
a quick resolution of these issues can be achieved and we can mutually support AB 1868 to 
provide immediate reiief to California taxpayers and the profession. 

Besl regards, 

BRUCE C. ALLEN. Director 
GoYe::rnmenl Relations 

cc: 	 Cal CPA Government Relations Committee 
Caro] Sigmann. ExccuLive Officer 



State of California California Board of Accountancy
Department of Consumer Affairs 2000 Evergreen Street, Suite 250 

Sacramento, CA 95815-3832 
Memorandum 

CPC Agenda Item lilAB.C. 
February 22, 2006 

To CPC Members 
Board Members 

Date: February, 21, 2006 
Telephone: (916) 561-1788 
Facsimile : (916) 263-3674 
E-mall: awong@cba.ca.gov 

From 

Subject : Comment Letter From the AI CPA 

Attached for your consideration is a February 15, 2006, letter to Ronald Blanc from 
Leslie Murphy, CPA, Chairman, AICPA Board of Directors and Barry C. Melancon, 
CPA, President & CEO, AICPA, communicating their concern regarding the 
implementation of the Practice Privilege Program (Attachment 1 ). Also attached for 
reference are Sections 7 and 23 excerpted from the Uniform Accountancy Act, 
(UAA), 4th edition, December 2005 (Attachment 2). The AICPA letter notes that the 
new Practice Privilege requirements, coupled with other provisions within California 
law, are creating unintended difficulties for the mobility of out-of state CPAs and 
their firms. 

The AI CPA letter suggests that departure from UAA Section 23 may be the cause of 
the difficulty with the Practice Privilege Program, and recommends that the Board 
give further consideration to the UAA. Board members may recall that the Practice 
Privilege statutes and regulations were developed by the UAA Task Force (later re
named the Practice Privilege Task Force) as a way of implementing Section 23 of 
the UAA in California. A CaiCPA representative was part of the Task Force and 
other representatives of the profession pa1iicipated actively at all Task Force 
meetings. 

In many respects, the Practice Privilege Program the Task Force developed is 
consistent with Section 23 of the UAA. It allows CPAs from substantially equivalent 
states to practice in California upon giving notification to the Board. It permits quick, 
easy on-line notification. In addition, the program expands cross-border practice 
beyond the limits in the UAA by permitting practice by out-of-state CPAs from states 
that are not substantially equivalent provided the CPA has practiced public 
accountancy for four of the last ten years. 

The Practice Privilege Program diverges from the UAA in that- consistent with the 
Board's consumer protection mission- it requires individual notification for practice 
privilege and contains much more detailed, specific provisions for the suspension or 
discipline of the practice privilege. These more detailed provisions were deemed 
necessary to protect consumers because it was unclear how the relevant provisions 
of the UAA (subsection (a)(3)(c) and subsection (b) of Section 23) would operate in 
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a real-world regulatory environment. Specific to Section 23(b) some states have 
laws that preclude boards from taking discipline for acts occurring outside the 
states' physical boundaries. This Board's Practice Privilege Program also diverges 
:from the UAA in that it provides for a fee so that California CPAs do not need to 
fund any program costs. However, these divergences are not the source of the 
current difficulty Which relates more to problems associated with firm registration 
than to cross-border practice by individuals. 

The current edition of the UAA speaks to cross-border practice by firms in Section 
70) which authorizes a non-registered firm to provide services through individuals 
who meet the requirements of Section 23. Section 70) provides for jurisdiction over 
firms in a manner similar to the way Section 23 provides for jurisdiction over ' " 
individuals (see Attachment 2). The Board provided comments on this and other 
proVisions in response to the August 1, 2005, UAA Exposure Draft. A copy of the 
:Board's comment letter 'is provided as Attachment 3 .. 'As options for addressing 
current-difficulties are evaluated, the OPC and the Board may want to give Section 
7ftJrther ·consideration. ·· 

Attachments 



February 15, 2006 

Ronald Blanc, Esq., President 
California Board of Accountancy 
2000 Evergreen Street, Suite 250 
Sacramento, CA 95815-3832 

Dear President Blanc and Members: 

On behalf of the more than 340,000 members of the American Institute of CPAs (AICPA) we 
would like to take this opportunity to express our concerns to the California Board of Accountancy 
on the new Practice Privilege regulations and related registration requirements for out-of-state 
CPAs effective January 1, 2006. 

We recognize that the California Board of Accountancy's intent in developing the Practice 
Privilege requirement was two-fold; the goals were to enhance consumer protection of 
Californians while allowing for greater mobility for out-of-state CPAs who provide services in 
California. The AICPA wholly supports both of these objectives, however, the volume of calls we 
have received from our members throughout the country expressing concern about the burden 
created by the new requirement and informing us of issues they have encountered that are 
complicating their efforts to comply have led us to question the effectiveness of the California 
approach to mobility. 

As we examine the Practice Privilege requirement from a national perspective, we are particularly 
concerned that this approach is a significant departure from the regulatory framework developed 
jointly by the AI CPA with National Association of State Boards of Accountancy (NASBA) to allow 
CPAs to practice across jurisdictions more easily. Section 23 of The Uniform Accountancy Act 
(UAA) defines the concept of substantial equivalency, which eliminates the requirement for 
individual CPAs who practice across state lines to obtain an additional reciprocal or temporary 
license if they hold a valid license from another substantially equivalent state. California's Practice 
Privilege requirement deviates from the intent of substantial equivalency by requiring licensees 
from substantially equivalent states to obtain a Practice Privilege Permit from California. While 
other states are working to eliminate barriers for CPAs in their states by adopting the UAA 
concept of substantial equivalency, California's approach is contradicting this concept by putting a 
new and additional barrier in place. 

The implementation of California's new requirement coupled with other provisions within the 
California law are creating new and unintended difficulties for mobility for out-of-state CPAs and 
their firms by subjecting them to requirements that they would not otherwise encounter. For 
example, firms that provide services are required to register with the California Board of 
Accountancy, and if a firm is a corporation or an LLP, the firm must also register with the 
Secretary of State and Franchise Tax Board. Firm registration also triggers the requirement that 
at least one partner be fully licensed in California. We believe that in many instances, especially 
where business tax preparation is involved, this is a burdensome and unnecessary requirement. 

The AI CPA will send a representative to the meetings of the Committee on Professional Conduct 
and the California Board of Accountancy on February 22-23, 2006 and wil be available to discuss 
the national impact of the Practice Privilege requirement and any questions the Board may have 
about the impact on out-of-state licensees. We appreciate your consideration of our concerns and 
urge you to consider implementing regulations that more closely mirror the UAA concept of 
substantial equivalency. 

Amencl';lr: lnst;i.Utf; o~ Certl~le:C: Publ;c Accountants 

1455 PennsyJVan1a A"''enu£+ NW. Wash:ngton, DC 20004·1083. • 1202~ 737-6500 ·1m, 12021 6.38~45::2 • \'Ntv•.cm:pa:org 


ISO Certmed 



Sincerely, 

Leslie Murphy, CPA Barry C. Melancon, CPA 
Chairman, AICPA Board of Directors President & CEO, AICPA 

CC: State CPA Societies 
David Costello, President, NASBA 
Diane Rubin, Chair, NASBA 
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Attachment 2 

1 SECTION 7 
2 FIRM PERMITS TO PRACTICE, ATTEST AND COMPILATION COMPETENCY 
3 AND PEER REVIEW 
4 

(a) The Board shall grant or renew permits to practice as a CPA firm to entities that 
6 make application and demonstrate their qualifications therefor in accordance with 
7 the following subsections of this Section or to CPA firms originally licensed in 
8 another state that establish an office in this state. A firm must hold a permit issued 
9 under this Section in order to provide attest services as defined or to use the title 

"CPAs" or "CPA firm". 
11 
12 COMA1ENT: This Unifonn Act departs from the pattern of some accountancy laws now in 
13 effect in eliminating any separate requirement for the registration of finns and of offices. The 
14 information-gathering and other functions accomplished by such registration should be equally 

easily accomplished as part of the process of issuing firm pennits under this section. The 
16 difference is, again, one of fonn more than of substance but one that should be kept in mind if 
17 consideration is given to fitting the pennit provisions of this Unifonn Act into an existing law. 
18 
19 As pointed out in the comment following section 3(g), above, because a firm is defined to 

include a sole proprietorship, the pennits contemplated by this section would be required of sole 
21 practitioners as well as larger practice entities. To avoid unnecessary duplication of paperwork, a 
22 Board could, if it deemed appropriate, offer a joint application fonn for certificates and sole 
23 practitioner finn pennits. 
24 

This provision also makes it clear that unlicensed finns may not provide attest services as 
26 defined, or call themselves CPA firms. Certified Public Accountants are not required to offer 
27 services to the public, other than attest services, through a CPA firm. CPAs may offer non-attest 
28 services through any type of entity they choose and there are no requirements in tenns of a 
29 certain percentage of CPA ownership for these types of entities as long as they do not call 

themselves a "CPA finn" or use the term "CPA" in association with the entity's name. These 
31 non-CPA firms are not required to be licensed by the State Board. 
32 
33 (b) Permits shall be initially issued and renewed for periods of not more than three 
34 years but in any event expiring on [specified date] following issuance or renewal. 

Applications for permits shall be made in such form, and in the case of applications 
36 for renewal, between such dates as the Board may by rule specify, and the Board 
37 shall grant or deny any such application no later than __ days after the 
38 application is filed in proper form. In any case where the applicant seeks the 
39 opportunity to show that issuance or renewal of a permit was mistakenly denied or 

where the Board is not able to determine whether it should be granted or denied, the 
41 Board may issue to the applicant a provisional permit, which shall expire ninety 
42 days after its issuance or when the Board determines whether or not to issue or 
43 renew the permit for which application was made, whichever shall first occur. 
44 

COMlVJENT: See the comment following section 6(b) regarding the renewa1 period. 
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(c) An applicant for initial issuance or renewal of a permit to practice under this 
2 Section shall be required to show that: 
3 
4 (1) Notwithstanding any other provision of law, a simple majority of the~ 
5 ownership of the firm, -in terms of financial interests and voting rights of, all ~ 

6 partners, offi.cers, shareholders, members or managers, belongs to holders of a rj 
7 certificate who are licensed in some state, and such partners, officers, · 
8 shareholders, members or managers, whose principal place of business is in;: 
9 this ·state, ,and who perform professional services in this state hold a valid 1• 

10 certificate issued under Section 6 of this Act or the con·esponding provision of 11 i 
11 prior law or are public accountants registered under Section 8 of this Act. l 
12 Although firms may Jnclude no:n-Uceusee owners the firm and its ownership , 
13 must comply with rules promulgated by the Board. For firms of public .'· i 
14 .accountants, -at least a simple majo.rity of.the ownersbip of the firm, in terms of , ; 
15 ·financial interests and voting rights, must .belong to hold·ers of registrations 
16 under Section 8 of this Act. 
17 
18 COMlvfENT: The limitation of the requirement of certificates to partners, officers, shareholders, 
19 members and managers who have their principal place of business in the state is intended to 
20 a11ow some latitude for occasional visits ·and limited assigmnents within the state of fi1m, 
21 persotmel who are based elsewhere. In addition, the requirement allows for non-licensee ' 
22 ownership of licensed fin11S. , 1 

23 :' 
24 (2) Any CPA or PA firm as defined in this Act may include non-licensee owners : , 
25 provided that: 
26 
27 (A) 'I'he firm designates a licensee of this .state, ·who .is vesponsible for 'the 
28 proper r.egistration oJ the.firm and identifies 'that indi~idual to the Board. 
29 
30 (B) All non-licensee owners are active individual particip.ants in the CPA or 
31 P A firm or affiliated entities. 
32 
33 (C) The firm complies with such other requirements as the -board may impose 
34 by rule. 
.35 
36 (3) Any individual ·licens.ee who is Fes.ponsible for s~p:ervising attest or compilation 
37 services and signs -er authorjzes .someone to sign the accountant's report on the 
38 financial statements on .behalf of the fi.rm, shaU meet the competency.,;: 
39 I1equirements set out in the professional standards for such services. (. · 
40 :I· 
41 {4) Any indiv.idual licensee who signs or .authorizes someone to sign the !1. 
42 accountants' _report on the financial statements on behalf of the firm shall meet ,.L 

43 the competency .requirement of the .pi~ior subsection. . : 
44 
45 COMMENT: Because of the greater sensitivity of attest and compilation services, professional 
46 standards should set out an appropriate competency requirement for those who supervise them 
47 and sign attest or compilation reports. 
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1 (d) An applicant for initial issuance or r-enewal of a permit to practice under this 
2 Section shall be required to register each office of the firm within this State with the 
3 Board and to show that all attest and compilation services as defined herein 
4 rendered in this state are under the charge of a person holding a valid certificate 
5 issued under Section 6 of this Act or the corresponding provision of prior law or 
6 some other state. 
7 
8 (e) The Board shall charge a fee for each application for initial issuance or renewal of a 
9 permit under this Section in an amount prescribed by the Board by rule. 

10 
11 (f) An applicant for initial issuance or renewal of permits under this Section shall in 
12 their application list all states in which they have applied for or hold permits as 
13 CPA firms and list any past denial, revocation or suspension of a permit by any 
14 other state, and each holder of or applicant for a permit under this Section shall 
15 notify the Board in writing, within 30 days after its occurrence, of any change in the 
16 identities of partners, officers, shareholders, members or managers whose principal 
17 place of business is in this State, any change in the number or location of offices 
18 within this State, any change in the identity of the persons in charge of such offices, 
19 and any issuance, denial, revocation, or suspension of a permit by any other state. 
20 
21 (g) Firms which fall out of compliance with the provisions of the section due to changes 
22 in firm ownership or personnel, after receiving or renewing a permit, shall take 
23 corrective action to bring the firm back into compliance as quickly as possible. The 
24 State Board may grant a reasonable period of time for a firm to take such corrective 

action. Failure to bring the firm back into compliance within a reasonable period as 
26 defined by the Board will result in the suspension or revocation of the firm permit. 
27 
28 (h) The Board shall by rule require as a condition to renewal of permits under this 
29 Section, that applicants undergo, no more frequently than once every three years, 
30 peer reviews conducted in such manner as the Board shall specify, and such review 
31 shall include a verification that individuals in the firm who are responsible for 
32 supervising attest and compilation services and sign or authorize someone to sign 
33 the accountant's report on the financial statements on behalf of the firm meet the 
34 competency requirements set out in the professional standards for such services, 
35 provided that any such rule 
36 
37 (1) shall be promulgated reasonably in advance of the time when it first becomes 
38 effective; 
39 
40 (2) shall include reasonable provision for compliance by an applicant showing that 
41 it has, within the preceding three years, undergone a peer review that is a 
42 satisfactory equivalent to peer review generally required pursuant to this 
43 subsection (h); 
44 
45 (3) shall require, with respect to any organization administering peer review 
46 programs contemplated by paragraph (2), that it be subject to evaluations by 
47 the Board or its designee, to periodically assess the effectiveness of the peer 
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1 review program under its charge, and 
2 
3 -(4) *may require that organizations administering peer review programs provide.~ 
4 to the :Board information as the Board designates by rule; and 

6 (5) *shall require with respect to peer reviews contemplated by paragraph (2) that. 1 

7 licensees timely remit such peer review documents as specified by Board Rule 
8 or upon Board request and .that such documents be maintained by the Board.· 
9 in a manner consistent with Section 4(j) of this Act. '· 

!) ' 

11 * Due to :Us 3.988 commitment to Hs members, the AICPA cannot support this ! 

12 provision at this time. 

13 

14 COMMENT: The AICPA .and NAS BA both agree that periodic peer reviews are an important : · 


means of maintaining the general quality of professional practice. 
16 
17 In the interests of providing flexibility where appropriate or desirable, this provision would give· 
18 the Board latitude when to require reviews. Paragraph (2) is intended to recognize that there are· 
19 other valid reasons besides state regulation for which finns may undergo peer reviews (for , 

example, as a condition to membership in the AICPA). It is also intended to avoid unnecessary ' 
21 duplication of such reviews, by providing for the acceptance of peer reviews performed by other 
22 groups or organizations whose werk could be 1:elied on by the Board. If a peer review.," 
23 requirement is established b;y the :Board, paragraph (3) requir.es that the Board assure that there is~.: 
24 .an evaluation of the administration of the peer review program(s) which is accepted by the· __ 

B0ard, which is ..performed either l>;y the Board or its ·des!gnee. Paragraph E4) would require the ::. '. 
26 .administering•entities of;peer review programs to provide the Board infermation, as required by-~:: 
27 rule. Paragraph (5) requires that licensees remit peer review documents to the Board, as · · 
28 specified by rule, and that these documents would be maintained subject to the confidentiality 
29 .provision in S.ection 40) of the Act 

31 'Paragraphs (4) and (5) primarily address the ability of the Board to have direct access to peer 
32 review results. Previous editions of the UAA c0ntained language that could have been 
33 interpreted to either not -permit or to limit state boards' access to 1~esults of the peer review 
34 ·process. Language that restricted the Board's ability to access the -results of peer review was 

consistent with the AICPA's commitment to its membership to maintain the confidentiality of 
36 peer review materials that were generated through the AICPA peer review program. However, ,. 
37 in response to regulatory concerns it was determined that new language was needed to provide 
38 for greater transparency. At its spring 2004 meeting, AICPA's governing Council approved a; ' 
39 resolution in suppmt of increased transparency in the peer review process. However, as a result,, 

of the AICPA'-s 1988 commitment to its membership to maintain the confidentiality of peer , Jl. 
41 review results, the AICPA's Council will not act on its resolution without a vote of the AICPA's, 
42 membership. The AICP A will not pursue ·a vote .of its membership until the membership has '.: 
43 fully considered the issues surrounding this matter. Until that time, a solution for the UAA was 
44 crafted that recognized the authority of state boards of accountancy to take action and at the same · 

time allowed the Institute to keep its commitment to the AICP A membership on confidentiality .. 
46 of peer review materials. For that reason, paragraphs (4) and (5) are marked with an asterisk(*) 
4 7 that states "Due to its 1988 commitment to its members, the AICP A ca1mot support this · 
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provision at this time." 
2 
3 The tenn "peer review" is defined in section 3(n). 
4 

(i)(l) Any CPA firm with a permit in this state may perform services through its 
6 individuals licensed in another state whose principal places of business are not in 
7 this state and who meet the requirements in Section 23 of this Act. However, the 
8 CPAfirm: 
9 

(A) Shall provide name(s) of such individuals to the Board of Accountancy upon 
11 request 
12 
13 (B) Shall, by utilizing the privileges granted under this provision, consent on its 
14 own behalf and for the individ uallicensees to: 

16 (i) cooperate in any Board investigation regarding any of the individual 
17 licensees of the CPA firm even if the individual is no longer an owner or 
18 employed by the CPA firm; 
19 

{ii) accept service of process from the Board on its own behalf and for the 
21 licensees; 
22 
23 (iii) be subject to the administrative jurisdiction of the state board regarding 
24 enforcement matters arising out of or pertaining to the use of the practice 

privileges provided under this subsection; and 
26 
27 {iv) comply with the state's accountancy laws and rules while using practice 
28 privileges under this subsection. 
29 

(2) An individual licensee whose CPA firm has complied with the preceding subsection 
31 shall not be required to file the notice required under Section 23 of this Act only as 
32 long as said individual licensee remains an employee or owner of the CPA firm. 
33 
34 {j) A CPA firm with a permit in another state which does not have an office in this state 

may provide professional services in this state through individuals that meet the 
36 requirements set out in Section 23 and such individuals shall be exempt from the 
37 notice requirement set out in Section 23 if the CPA firm: 
38 
39 (1) has filed a master notice, which shall be renewed not more frequently than 

annually, to all participating substantially equivalent jurisdictions, including this 
41 Board, by giving notice to the NASBA Qualifications Appraisal Board {or other 
42 comparable service designated by the Board); provided the information as 
43 maintained by NASBA (or such other comparable service) is accessible to this 
44 Board and includes the address of the firm and the name of the individual 

licensee responsible for filing the master notice. 
46 
47 {2) maintains a system of records reasonably designed to record for each calendar 
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1 year the name, certificate number, state of licensure and principal place of 1 


2 business of each individual licensee who has used practice privileges in this state 

3 pursuant to Section 23 of this Act. 

4 

5 (3) has affirmed in its master .notice that it consents in its own behalf and for the ;, 

6 individual tlicensees to the requirements set forth in Section 7(i)(l)(B). ,; 

7 
8 COMlvfENT: Sections 7(i) and 70) enhance substantial equivalency by adding new options for 
9 fim1s and for their substantially equivalent persmmel. The procedure available under these . , 

10 Sections, makes substantial equivalency available on .a "firm- wide" basis. However, Section 23 , , 1 
11 is still available should the firm prefer that its personnel file individual notices under that section. , · 
12 The provisions also preserve the enforcement provisions found in Section 23, which are designed : 
13 to protect the public. · ' 
14 
15 Under Section 7(i), a finn that has a pennit in a state may offer services through substantially 
16 e8_uivalent CPA personnel who are lic:ensed in other states. These indiv.iduals may exercise 
17 ..practice privileges in the state on behalf of a CPA finn, without individually notifying the board. 
18 In addition, the CPA :linn holding a pennit in the state is not required to file a notice for the " 
19 individual CPAs; it need only provide information to the board of accountancy upon request. 
20 However, the finn would be required to keep track of these individuals and submit their names to 
21 the board upon request. The fim1 must also cooperate in board investigations of the individuals, . 
22 accept process of service for the licensees, and consent on behalf of the individual to be under · 
23 .the state's administrativ,e jurisdiction and to comply with .the state's laws and rules. 
24 
25 Under Section 70), a CPA finn that .does not ha"'e .a :permit in the state may file .a master notice 
26 with NASBA 's Qualification Appraisal Board or another comparable service designated by the 
27 .board of.accountancy. lf the ,CPA finn complies with .the re'iJ:uirements .of Section 7G), the CPA 
28 finn's substantially equivalent CPAs are exempt from the :state-by-state notification requirement 
29 set out in Section 23. 
30 
31 

,·· 

,. ' 
( ,' .~ 
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1 SECTION 23 
2 SUBSTANTIAL EQUIVALENCY 
3 
4 (a)(l) An individual whose principal place of business is not in this state having a valid 

certificate or license as a Certified Public Accountant from any state which the 
6 NASBA National Qualification Appraisal Service has verified to be in substantial 
7 equivalence with the CPA licensure requirements of the AICPA/NASBA Uniform 
8 Accountancy Act shall be presumed to have qualifications substantially equivalent 
9 to this state's requirements and shall have all the privileges of certificate holders 

and licensees of this state without the need to obtain a certificate or permit under 
11 Sections 6 or 7. However, such individuals shall notify the Board of their intent to 
12 enter the state under this provision. 
13 
14 (2) An individual whose principal place of business is not in this state having a valid 

certificate or license as a Certified Public Accountant from any state which the 
16 NASBA National Qualification Appraisal Service has not verified to be in 
17 substantial equivalence with the CPA licensure requirements of the AICP AfNASBA 
18 Uniform Accountancy Act shall be presumed to have qualifications substantially 
19 equivalent to this state's requirements and shall have all the privileges of certificate 

holders and licensees of this state without the need to obtain a certificate or permit 
21 under Sections 6 or 7 if such individual obtains from the NASBA National 
22 Qualification Appraisal Service verification that such individual's CPA 
23 qualifications are substantially equivalent to the CPA licensure requirements of the 
24 AICP A/NASBA Uniform Accountancy Act. However, such individuals shall notify 

the Board of their intent to enter the state under this provision. Any individual who 
26 passed the Uniform CPA Examination and holds a valid license issued by any other 
27 state prior to January 1, 2012 may be exempt from the education requirement in 
28 Section 5(c)(2) for purposes ofthi!; Section 23 (a)(2). 
29 

(3) Any licensee of another state exercising the privilege afforded under this section 
31 hereby consents, as a condition of the grant of this privilege: 
32 
33 (a) to the personal and subject matter jurisdiction and disciplinary authority of 
34 the Board, 

36 (b) to comply with this Act and the Board's rules; and, 
37 
38 (c) to the appointment of the State Board which issued their license as their agent 
39 upon whom process may be served in any action or proceeding by this Board 

against the licensee. 
41 
42 COMMENT: Subsection 23(a)(3) is intended to allow state boards to discipline licensees from 
43 other states that practice in their state. Under Section 23(a), State Boards could utilize the 
44 NASBA National Qualification Appraisal Service for determining whether another state's 

certification criteria are "substantially equivalent" to the national standard outlined in the 
46 AICPNNASBA Uniform Accountancy Act. If a state is detennined to be "substantially 
4 7 equivalent," then individuals from that state would have ease of practice rights in other states. 
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1 Individuals who personally meet the substantial equivalency standard may also apply to the 
2 National Qualification Appraisal Service if the state in which they are licensed ~s not 
3 substantially equivalent to the UAA. 
4 
'5 Individual CPAs who practice across state lines or who service clients in another state via 
6 electronic technology, would not be required to obtain a reciprocal certificate or license if their 
7 state of original certification is deemed substantially equivalent, or if they are individually 
8 deemed substantially equivalent. Under Section 23, the CPA merely must notify the Board of 
9 the state in which the service is being performed. However, licensure is required in the state 

10 where the CPA ·has their principal place of business. If a CPA relocates to another state and 
11 establishes their principal place of business in that state then they would be required to obtain a 

I 

12 certificate in that state. See Section 6(c )(2). Likewise, if a firm opens an .office in a state~ they 
13 would be required to obtain a license in that state. See also Sections 7(i) and 7U) whicq allow 
14 the use of substantial equivalency on a firm wide basis. 
15 
16 As it relates to the notification requirement, states should consider the need for such a 
T7 requirement since the nature of an enforcement complaint would in any event require the 
18 identification of the CPA, and a CPA practicing on the basis of substantial equivalency will be 
]9 subject to enforcement action in any state under Section 23 (a)(3) regardless of a notification 
'20 requirement. 
2'1 
22 Implementation of the "substantial equivalency" standard and creation of the National 
23 'Qualification Appraisal Service will make a significant improvement in the current regulatory 
24 system and assist in accomplishing the goal of portability of the CPA title and mobility of CPAs 
25 across state lines. 
26 
27 In order to be deemed substantially equivalent under Se.ction 23(a)(l), a state must adopt the 
28 150-hour education requirement establishecl in Section j(cj(2). A few states have not yet 
29 implemented the education provision. In order to allow a reasonable transition period, Section 
30 23(a)(2) provides that an individual who has passed the Uniform CPA examination and holds an 
31 active license from a -state that is not yet substantially equivalent may be individually exempt 
32 from the 150-hour education requirement and may be allowed to use practice privileges in this 
33 state ifthe individual was licensed prior to January 1, 2012. 
34 
35 
36 (b) A licensee 'Of this -state offering or rendering services or using their CPA title in 
37 another state shall be subject to disciplinary action in this state for an act committed 
38 in another state for which the licensee would be subject to discipline for :an act 
39 committed in the other state. Notwithstanding Section ll(a), the Board shall be 
40 required to investigate any complaint made by the ·board of a~countancy of another 
41 state. 
42 
43 COMlvfENT: This section ensures that the Board of the state of the licensee's principal place of 
44 business, which has power to revoke a license, will have the authority to discipline its licensees if 
45 they violate the law when performing services in other states and to .ensure that the state board of 
46 accountancy will be required to give consideration to complaints made by the boards of 
47 accountancy of other jurisdictions. 
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Q(St~~teof CALIFORNIA BOARD OF ACCOUNTANCY 
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Department of 

SACRAMENTO, CA 95815-3832 
TELEPHONE: (916) 263-3680 

Attachment 3 

Consumer 
·~ FACSIMILE: (916) 263-3675 

WEB ADDRESS: hllp:ffwww.dca.ca.gov/cba 

September 20, 2005 

AI CPA- UAA Committee NASBA - UAA Committee 
Allen G. Katz, CPA, Chair Samuel K. Cottrell, CPA, Chair 
1455 Pennsylvania Avenue, NW 645 Fifth Avenue, Suite 901 
Washington, DC 20004-1081 New York, NY 1 0022 

Dear Chairmen Katz and Cottrell: 

The California Board of Accountancy (Board) appreciates the opportunity to comment on 
the August 1, 2005, UAA exposure draft. The Board applauds the efforts of the AI CPA and 
NASBA UAA Committees toward improving and refining the UAA. We have limited our 
comments to those proposed changes that we believe merit further consideration by the 
UAA committees. 

Proposed Definition of "Principal Place of Business" 

As we understand it, the term "principal place of business'' currently is not defined in the 
UAA. The exposure draft sets forth the following proposed definition: "'Principal place of 
business' means the office location designated by the licensee for purposes of substantial 
equivalency and reciprocity." 

We have two concerns about the proposed definition. First, it is unclear to us why the term, 
which has an accepted meaning and usage throughout the country, requires definition in the 
UAA. Many states, including California, repeatedly use "principal place of business" in their 
accountancy acts, other statutes, and related regulations without defining that term. This 
lack of definition has not, as far as we are aware, created any problems of interpretation or 
impeded enforcement efforts. If there are reasons that came to the UAA committees' 

·attention for providing a definition, we think it important to communicate them and to explain 
how the proposed definition addresses them. 

Second, we are troubled by the proposed definition itself. As drafted, the definition would 
allow a licensee to designate virtually any office location as his or her "principal place of 
business." For example, a CPA licensed in multiple jurisdictions could, under the proposal, 
designate a principal place of business for substantial equivalency purposes that bears no 
relation to the licensee's actual principal place of business. Moreover, read ltterally, the 
proposed definition appears to foreclose a state board of accountancy from successfully 
challenging the licensee's designation: under the proposal, the principal place of business is 
whatever the licensee says it is. FinaPy, we are concerned that the proposed definition 
could result in the unintended consequence of subverting one of the primary prerequisites 
of the practice privilege: that the CPA's principal place of business not be in the visited 
state. VVe urge that the "principal place of business" determined- as it is today- based 
on the facts and circumstances of each licensee's practice. 



AICPA- UAA Committee 
NASBA- UAA Committee 
September 20, 2005 
Page Two 

Peer Review 

This Board supports the NASBA UAA Committee's proposal toward increasing 
transparency in the peer review process. We believe that transparency to the state boards 
is critical. Equally important, in our view, is transparency of certain peer review documents:' 
to the public. Accordingly, this Board cannot support any proposed revision to the UAA that 
precludes- as we believe the exposure draft does- a state board from adopting rules th~f1 

allow for public access to certain peer review materials pertaining to licensees of that stat§·.\ 
We urge the UAA committees to evaluate the possibility of exceptions to the confidentiality· 
provisions of Section 7(h)(5) of the exposure draft. ··' 

Firm Practice Privilege 

While developing the practice privJieg:e process for California, this Board thoroughly 
explored the possibility of a notification .process for firms. Ultimately, it decided not to 
pursue such a ·process for two reasons: first, in .the context of notification, it was unclear that 
firms could accurately represent that each employee encompassed by the firm's blan·ket 
notification individually satisfied the requirements of Section 23; second, there appeared to 
be multiple significant enforcement .issues raised by a process in which a firm - not the 
individuals- made representations and consented to conditions that purportedly bound th~ 
individuals. 

We have the same concerns about the proposed Firm Permits to Practice. In addition, we 
be.lieve that any process for firm notification should at a minimum obligate the firm to ··· 
establish --if called upon by a board and to its satisfaction- that each individual practicing 
under the firm's permit (Section 7(i)) or·mas.ter notioe (Section 7U)) satisfies the state's 
substantial equivalency requirements. 1n our view, proposed Sections 7(i)(1 )(A) and 7U)(2) 
are insufficient insofar as they anly impos.e on firms modest record-keeping requirements 
instead of the obligation to establish eacb individual's compliance with practice privilege 
standards. 

Finally, we are unclear on the enforceability against an individual of a firm's consents and 
representations in the event that the individual leaves the firm. If the UAA committees have 
grappled with and solved these issues, we would benefit from an understanding of how the 
proposed process would not hamper enforcement.afforts against a former employee of a 
firm. 

We appreciate your consideration of .our comments. If you have any questions, please f~el 
free to contact the Board's Executive Officer, Carol Sigmann, at (916) 561-1718. 

Sincerely, 

Renata M. Sos 
Board President 

c: Members, California Board of Accountancy 
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5050. (a) Except as provided in subdivisions (b) and (c) of this section, subdivision (a) 
of Section 5054. and Section 5096.12, N.e no person shall engage in the practice of 
public accountancy in this state unless the person is the holder of a valid permit to 
practice public accountancy issued by the board or a holder of a practice privilege 
pursuant to Article 5.1 (commencing with Section 5096). 

(b) Nothing in this chapter shall prohibit a certified public accountant, a public 
accountant, or public accounting firm lawfully practicing in another state from 
temporarily practicing in this state incident to practice in another state provided that the 
individual or firm does not solicit California clients and does not assert or imply that the 
individual or firm is licensed or registered to practice public accountancy in California. 
This subdivision shall become inoperative on January 1, 201 0, and as of that date is 
repealed. 

4t) f.f2 Nothing in this chapter shall prohibit a person who holds a valid and current 
license, registration, certificate, permit or other authority to practice public accountancy 
from a foreign country, and lawfully practicing therein, from temporarily engaging in the 
practice of public accountancy in this state incident to an engagement in that country 
provided that: 

(1) The temporary practice is regulated by the foreign country and is performed under 
accounting or auditing standards of that country. 

(2) The person does not hold himself or herself out as being the holder of a valid 
California permit to practice public accountancy or the holder of a practice privilege 
pursuant to Article 5.1 (commencing with Section 5096). 1 

5050.1 Any person who engages in any act which is the practice of public accountancy 
in this state consents to the personal, subject matter, and disciplinary jurisdiction of the 
Board; and is deemed to have appointed the regulatory agency of the state or foreign 
jurisdiction that issued the person's permit, certificate, license or other authorization to 
practice as the person's agent on whom notice, subpoenas, or other process may be 
served in any action or proceeding by or before the Board against or involving that 
person. 

1 The language in subdivision (c) (in italics) was previously approved by the Board, recommended to the 
Le~us <nur·e, and currently contained in SB 503. 



5054. (a) Notwithstanding any other provision of this chapter, an individual or firm 
holding a valid and current license, certificate, or permit to practice public accountancy 
from another state may provide tax services prepare tax returns for natural persons 1Nho 
are California residents or estate tax returns for tho estates of natural persons Vlho were 
clients at tho time of death without obtaining a permit to practice public accountancy 
issued by the board under this chapter or a practice privilege pursuant to Article 5.1 
(commencing with Section 5096) provided that the individual or firm does not physically 
enter California to practice public accountancy pursuant to Section 5051, does not·"· 
solicit California clients, and does not assert or imply that the individual or firm is 
licensed or registered to practice public accountancy in California. 

(b) The board may, by regulation, limit the number of tax returns that may be prepared 
pursuant to subdivision (a). 

(c) This section shall become inoperative on January 1, 2010, and as of that date is 
repealed. 

[NOTE: Previous language to be restored after sunset date.] 

5054.1 The Board may revoke, suspend or otherwise restrict or discipline the 
authorization to practice under subdivisions (b) or (c) of Section 5050, or subdivision (a) 
of Section 5054, or Section 5096.12 for any act which would be a violation of this 
chapter or ground for discipline against a licensee or practice.privilege holder, or ground 
for denial of a license or practice privilege under the Code. The provisions of the 
Administrative Procedure Act, including, but not limited to, the commencement of a 
disciplinary proceeding by the filing of an accusation by the board shall apply to this 
Section. Any ,person whose authorization to practice under subdivisions (b) or (c) of 
Section 5050, or subdivision (a) of Section 5054, or Section 5096.12 has been revoked 
may apply for reinstatement of the authorization to practice under subdivisions (b) or (c) 
of Section 5050, or subdivision (a) of Section 5054, or Section 5096.12 not less than 
one year after the effective date of the board's decision revoking the temporary practice 
authorization unless a longer time, not to exceed three years, is specified in the board's 
decision revoking the temporary practice authorization. 



5096.12 (a) A CPA firm that is authorized to practice in another state and which does 
not have an office in this state may engage in the practice of public accountancy in this 
state through the holder of a practice privilege provided that: 

(1) The practice of public accountancy by the firm is limited to authorized practice 
by the holder of the practice privilege; 

(2) The "firm consents to the personal, subject matter, and disciplinary jurisdiction of 
the board with respect to any practice under this section; 

(b) The board may revoke, suspend, or otherwise restrict or discipline the firm for any 
act which would be grounds for discipline against a holder of a practice privilege through 
which the firm practices. 



5054. (a) Notwithstanding any other provision of this chapter, an individual or firm 
holding a valid and current license, certificate, or permit to practice public accountancy 
from another state may provide tax services prepare tax returns for natural persons V.'ho 
are California residents or estate tax returns for the estates of natural persons \Nho V'\'ero 
clients at the time of death without obtaining a permit to practice public accountancy 
issued by tho board under this chapter or a practice privilege pursuant to Article 5.1 
(commencing with Section 5096) subject to the restrictions provided that the individual 
or firm does not physically enter California to practice public accountancy pursuant to 
Section 5051, does not solicit California clients, and does not assert or imply that the 
individual or firm is licensed or registered to practice public accountancy in California. 

(b) Not withstanding subdivision (a), any firm which is licensed to practice public 
accountancy in this state may provide the services set forth in subdivision (a) through 
individuals g1..1alified to practice under subsection (a) however the restrictions of 
subsection (a) shall not apply to the firm. 

te1121 The board may, by regulation, limit the number of tax returns that may be 
prepared pursuant to subdivision (a). 

(d) This section shall become inoperative on January 1, 2010, and as of that date is 
repealed. 

[NOTE: Previous language to be restored after sunset date.] 
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To CPC Members 
Board Members 

Date: February 15, 2006 
Telephone : (916) 561-1788 
Facsimile : (916) 263-367 4 
E-mail: awong@cba.ca.gov 
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Legislation/Reg ulatr;n~ GC;'~rdi~ator 

Subject : Report on Pending Legislation: SB 503, Figueroa 

Attached is SB 503 by Senator Figueroa as amended February 14, 2006 
(Attachment 1 ). This bill contains statutory amendments sponsored by the Board. 
Specifically, SB 503 includes amendments to Business and Professions Code 
Section 5050 related to foreign accountants, amendments to Business and 
Professions Code Section 5134 related to fees, and amendments to Business and 
Professions Code Section 5076 related to peer review. It is anticipated that an 
urgency clause will be added to the bill when it is heard by the Assembly Business 
and Professions Committee. 

The amendments to Sections 5050 and 5134 were approved by the Board at its 
meeting of January 20, 2006. As background information, Attachments 2 and 3 
provide legislative proposals for these statutory amendments. 

The amendments to Section 5076 related to peer review were included in the 
Board's August 24, 2005, Peer Review Report which was submitted to the 
Legislature. Attachment 4 provides excerpts from that report. 

Attachments 



Attachment 1 

AMENDED IN ASSEMBLY FEBRUARY 14,2006 


AMENDED IN ASSEMBLY JUNE 22, 2005 


AMENDED IN SENATE APRIL 18, 2005 


SENATE BILL No. 503 

Introduced by Senator Figueroa 

February 18, 2005 

Aft aet te amencl Seetiens 6253.4 aftcl 6253.9 ef the GeYeml"l''eftt 
Cede, relating te pHblie reeeFeis.:An act to amend Sections 5050,5076, 
and 5134 of the Business and Professions Code, relating to 
accountants, and making an appropriation therefor: 

LEGISLATIVE COUNSEL'S DIGEST 

SB 503, as amended, Figueroa. Pt1blie reeere!s. :Accountants. 
Existing law provides for the licensure and regulation of 

accountants by the California Board of Accountancy, in the 
l)epartment ofConsumer Affairs. Existing law prohibits a person from 
engaging in the practice of public accountancy unless the person 
holds a valid permit or a practice privilege, as specified. Existing law 
also requires a firm, other than a sole proprietor or a small firm, to 
meet specified peer review requirements pn·or to the first registration 
expiration date after January 1, 2008, in order to provide attest 
services. Existing law requires the board to review whether to 
implement the peer review program in light of changes in federal and 
state law or regulations or professional standards, and to report its 
findings to the Legislature by September 1, 2005. Existing laws sets 
specified fees to be charged by the board. 

This bill would provide that a person with a valid and current 
license, registration, certificate, permit, or other authon'ty to practice 
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public accountancy from a foreign count1y may temporarily engage in 
the practice of public accountancy in this state incident to an 
engagement in that country, if specified requirements are satisfied. 
The bill would require a firm to meet the peer review requirements 
within 3 years of the commencement of the peer review program, 
rather than prior to the first registration expitatiqn date after JanuaJy 
1, 2008. The bill would revise the board's r,eview and reporting~. 
requirement to instead require the board to review and evaluate 
whether to implement the program and report its findings and 
recommendations to the Legislature and the department no later than 
September 1, 2009. The bill would require that, if the board 
determines that the peer review program should be implemented, if 
identify the resources necessary for implementation and recommend a 
date for commencement. The bill would revise the fees to be charged 
by the board. 

Because this bill may increase fees deposited into the Accountancy 
Fund, a continuously appropriated fund, it would make an 
appropriation. 

(1) The Califorflia Public Records Act requires public records to be 
open to inspection at all times duriftg the office hours of the state or 
local agency. Existing law authori~es every agency to adopt 
regulations stating the procedures to be followed wheft making its 
records a:va:ilable. Existing law reqtlires specified state .and local 
bodies to establish written guidelines for accessibility ofreeords. 

This bill would require each state or local body identified in existing 
law that maintains an Internet \Veb site, to ma:ke the written gtiidelines 
accessible from the homepage of its Vleb site througlf a link titled 
"Guidelines for How to Obtain Public Retoras." "·~~.:',,, 

(2) Existing law also requires, tmless otherwise prohibited by la:\'v', 
any agency that has informatioft that eonstittitds an ioentmable public 
record not exempt from disclosure under the act that is in an electronic· 
format to make that information avail&b'le ifl an electronic format 
when requested by a:ny person. 

This bill would require an agency th&t maintains an Internet Web 
site and that has information that is an identifiable public record 
available to it In eleetronie format to t"ffake that information accessible 
to the public for a minimum of 3 years from the homepage ef the 
agency's Vleb site through a link. 

By imposing additional duties on local public agencies with regard 
to making public records accessible through a link to the local 
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ageHey 'g ~~ ebpage, t:his bill VI ottlel: impose a: sta:t:e ma:Hel:a:teel: local 
pregraru. 

The Califernia Cemstittttien reetttires the state te reiflibttrse leea:l 
ager;eies anel selteel elistriets fer eerta:ifl eosts maflelateel b) the state. 
Sta:tl:ltery pre, isiofls estfrblish proeeelttres for makiflg that 
reimbttrsement. 

This bill "ott lei J'l'6 • ide that, if the Cemrnissien efl State Mttrteiates 
eiet:effflines that the bill eol'lta:ins eosts mafleill:teel by the state, 
reimbttrsement fer those eosts shall be fl ta:d:e J'tlfStta:flt to these 
statl:lter5 pro .isiol'ts. 

Vote: majority. Appropriation: fie-yes. Fiscal committee: yes. 
State-mandated local program: ~no. 

The people of the State of California do enact as follows: 

1 SECTION 1. Section 5050 of the Business and Professions 
2 Code is amended to read: 
3 5050. (a) No person shall engage in the practice of public 
4 accountancy in this state unless the person is the holder of a valid 
5 permit to practice public accountancy issued by the board or a 
6 holder of a practice privilege pursuant to Article 5.1 
7 (commencing with Section 5096). 
8 (b) This seetiefl shall beeorne opentti, e em Jafl:tta:ry 1, 2006. 
9 Nothing in this chapter shall prohibit a person who holds a valid 

10 and current license, registration, certificate, permit or other 
11 authority to practice public accountancy from a foreign country, 
12 and lawfully practicing therein, from temporarily engaging in the 
13 practice of public accountancy in this state incident to an 
14 engagement in that country provided that: 
15 (1) The temporary practice is regulated by the foreign country 
16 and is peiformed under accounting or auditing standards ofthat 
17 country. 
18 (2) The person does not hold himself or herself out as being 
19 the holder of a valid California permit to practice public 
20 accountancy or the holder of a practice pn'vilege pursuant to 
21 Article 5.1 (commencing with Section 5096). 
22 SEC. 2. Section 5076 ofthe Business and Professions Code is 
23 amended to read: 
24 5076. (a) In order to renew its registration, a firm providing 
25 attest services, other than a sole proprietor or a small firm as 
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1 defined in Section 5000, shall complete a peer review prior to the 
2 first registration expiration date after July 1, 2008, within three 
3 years of the commencement of the peer review program and no 
4 Jess frequently than every three years thereafter. 
5 (b) For purposes of this article, the following definitions 
6 apply: . 
7 (1) "Peer review" means a study, appraisal, or review 
8 conducted in accordance with professional standards of the 
9 professional work of a licensee or registered firm by another 

10 licensee unaffiliated with the licensee or registered firm being 
11 reviewed. The peer review shall include, but not be limited to, a 
12 review of at least one attest engagement representing the highest 
13 level of service performed by the firm and may include an 
14 evaluation of other factors in accordance with requirements 
15 specified by the board in regulations. 
16 (2) "Attest services" include an audit, a review of financial 
17 statements, or an examination of prospective financial 
18 information, provided, however, "attest services" shall not 
19 include the issuance of compiled financial statements. 
20 (c) The board shall adopt regulations as necessary to 
21 implement, interpret, and make specific the peer· review 
22 requirements in this section, including, but not limited to, 
23 regulations specifying the requirements for the approval of peer 
24 review providers, and regulations establishing a peer review 
25 oversight committee. 
26 (d) The board shall revi.ew and ev.a1uate·whether to implement. 
27 the program specified in this section 'if'l 'light of the eha:Hges in 
28 feder~l and state lfi\';1· or regulations or professional sttmdards, and 
29 shall report its findings and recommendations to the Legislature· 
30 and the department-by no later than·Septeniber 1,-i!Ge5 2009, as· 
31 part of the review required by Division 1.2 (commencing with 
32 Section 473). If the board determines that the program specified 
33 in this section should be implemented, the board shall identzfy the 
34 resources necessary for implementation and recommend a date 
35 when the program shall commence. 
36 SEC. 3. Section 5134 of the Business and Professions Code is 
3 7 amended to read: 
38 5134. The amount of fees prescribed by this chapter is as 
39 follows: 

·~ "c' ·' ' • ~ ,.·;: < J 

. (
r: 
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(a) The fee to be charged to each applicant for the certified 
public accountant examination shall be fixed by the board at an 
amount te eep:Ht! the a:ettta! eest te the bea:rel ef the pttreha:se er 
elevelepruent ef the e:x:a:mina:tiell, pitts the estimated eest te the 
bea:rd ef aeministei ing the e:x:aminatiefl a:nel shall not to exceed 
six hundred dollars ($600). The board may charge a 
reexamination fee eqttal te the aetttal eest te the bea:rel ef the 
pt:treha:se er de' elopment ef the e:x:aminatiel'l er B:l'l)' ef its 
eempenent parts, pitts the estimateel eest te the bearel ef 
administering the examinatie1, ftflel not to exceed seventy-five 
dollars ($75) for each part that is subject to reexamination. 

(b) The fee to be charged to out-of-state candidates for the 
certified public accountant examination shall be fixed by the 
board at an amount eqttal te the estimateel eest te the bearel of 
a:eministering the examiflatiofl and shall not to exceed six 
hundred dollars ($600) per candidate. 

(c) The application fee to be charged to each applicant for 
issuance of a certified public accountant certificate shall be fixed 
by the board at an amount eqt~al to the estimateel admiflistrativ e 
eest te the beard ef precessing afld issttiflg the eerti'fteate afle! 
~not to exceed two hundred fifty dollars ($250). 

(d) The application fee to be charged to each applicant for 
issuance of a certified public accountant certificate by waiver of 
examination shall be fixed by the board at an amount eqttal te the 
estimated aeminist:rati • e eest te the bea:rd ef preeessing and 
isst~ing the eertifieate and shall not to exceed two hundred fifty 
dollars ($250). 

(e) The fee to be charged to each applicant for registration as a 
partnership or professional corporation shall be fixed by the 
board at an amount eqt~al te the estirllateel admil'listrati • e eest tel 
the beard ef precessing ana issttil'lg the registratiem and shall not 
to exceed two hundred fifty dollars ($250). 

(f) The board shall fix the biennial renewal fee so that, 
together with the estimated amount from revenue other than that 
generated by subdivisions (a) to (e), inclusive, the reserve 
balance in the board's contingent fund shall be equal to 
approximately nine months of annual authorized expenditures. 
Any increase in the renewal fee made after Jttl y 1, 1990. shall be 
effeeti • e made by regulation upon a determination by the board; 
bj regtilatiol'l aelepteel ptirstial'lt w sttbeli v isiefl (k), that additional 
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moneys are required to fund authorized expenditures other tha11 
those specified il'l subciivisiol'ls (a) to (e), inclusive, and maintain 
the board's contingent fund reserve balance equal to nine months 
of estimated annual authorized expenditures in the fiscal year in 
which the expenditures will occur. The biennial fee .for the 
renewal of each of the permits to engage in the practice of public 
accountancy specified in Section 50.70 shaJ,J not exceed two 
hundred fifty dollars ($250). 

(g) The delinquency fee shall be 50 percent of the accrued 
renewal fee. 

(h) The initial permit fee is an amount equal to the renewal fee 
in effect on the last regular renewal date before the date on which 
the permit is issued, except that, if the permit is issued one year 
or less before it will expire, then the .initial permit fee is an 
amount equal to 50 percent of the renewal fee in effect on t.be last 
regular renewal date before the date on which the permit is 
issued. The board may, by regulation, provide for the waiver or 
refund of the initial permit fee where the permit is issued Jess 
than 45 days before the date on which it will expire. 

(i) On and after January 1, 2006, the annual fee to be charged 
an individual for a practice privilege pursuant to Section 5096 
shall be fixed by the board at an amount not to exceed 50 percent 
of the biennial renewal fee provided in subdiYision (f) one 
hundred twenty-jive dollars ($125). 

Q) The fee to be charged for the certification of documents 
evidencing passage of the certified . public accountant 
examination, the certification of documents evidencing the 
grades received on the certified public accountant exami.r,mtion, 
or the certification of documents evidencing licensure .shal.l be 
twenty-five dollars ($25). 

(k) The actual and estimateci costs referred to in this section 
shall be ealeulateci every t:wo years using a survey of all costs 
attributable te the applicable subdivision. 

fit 
(k) Upon the effective date of this section the board shall fix 

the fees in accordance with the limits of this section and, on and 
after July 1, 1990, any increase in any fee fixed by the board 
shall be pursuant to regulation duly adopted by the board in 
accordance with the limits of this section. 
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1 (m:) Fees eollect:cel purstiant to subdivisions (a) to (c), 
2 inclusive, shall be fixed b:y the beard in amotlnts necessary to 
3 recover the acttial costs of providing tfie service for which the fee 
4 is assessed, as projected for the fiscal year commencing en tfie 
5 date the fees become effeeth·e. 
6 (l) It is the intent ofthe Legislature that, to ease entry into the 
7 public accounting profession in California, any administrative 
8 cost to the board related to the certified public accountant 
9 examination or issuance of the certified public accountant 

1 0 certificate that exceeds the maximum fees authorized by this 
11 section shall be covered by the fees charged for the biennial 
12 renewal ofthe permit to practice. 
13 
14 
15 All matter omitted in this version of the bill 
16 appears in the bill as amended in 
17 Assembly, June 22, 2005 (JR11) 
18 

0 
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STATE OF CALIFORNIA- ST.AJ"E AND CONSUMER SERVICES AGENCY ARNOLD SCHWARZENEGGER, Governor 

CALIFORNIA BOARD OF ACCOUNTANCY 
2000 EVERGREEN STREET, SUITE 250 

SACRAMENTO, CA95815-3832 Attachment 2 
TELEPHONE: (916) 263-3680 

FACSIMILE: (916) 263-3675 


WEB ADDRESS: http:/Jwww.dca.ca.govfcba 


PROPOSED LEGISLATION 

Amend Business and Professions Code Section 5050: 

The law changes that established the Practice Privilege Program (SB 1543, Figueroa, 
Chapter 921, Statutes of 2004) became effective on January 1, 2006, and included the 
repeal of the provision in Business and Professions Code Section 5050 which 
previously had permitted an accountant from another state or a foreign country to 
practice temporarily in California on professional business incider:Jt to his or her regular 
practice in such state or country. 

The new Practice Privilege Program provides a mechanism for CPAs from other states 
in the United States to practice legally in California and clarifies the Board's regulatory 
oversight of these practitioners. However, after the repeal of this provision in Section 
5050, neither the practice privilege provisions nor other provisions in current law permit 
accountants from foreign countries to lawfully practice in California. 

At its January 19-20, 2006, meeting, the Board heard testimony from the profession that 
the absence of such a provisio.n is a serious concern. It was noted that, for California to 
maintain its position in the global economy, foreign accountants must be able to come 
here temporarily to provide auditing and related services on behalf of foreign-based 
companies with subsidiaries or business interests in this state. These audit reports and 
other work products must be prepared under the professional standards and in 
compliance with the regulatory requirements of the foreign country, making it impractical 
for California CPAs to attempt to provide these vital services. Also, the Board has been 
informed that because of the regulatory deadlines in some foreign countries and the 
complexity of coordinating international work schedules, a legislative solution to address 
this issue is an urgent matter. 

This proposal would add a new subdivision (b) to Business and Professions Code 
Section 5050 to address this concern. This language avoids the weaknesses of the 
repealed temporary practice provision which often left the determination of what 
constitutes temporary and incidental practice to the subjective judgment of each 
practitioner. This proposal, instead, confines the permitted temporary and incidental 
practice to work related to engagements in the foreign country, regulated by the foreign 
country, and performed under the accounting or auditing standards of that country. In 
this way the California activities that foreign accountants may undertake are 
distinguishable from and more limited than the activities permitted under the Practice 
Privilege Program available to out-of-state CPAs. Accordingly, California consumers 
are not placed at risk under this proposal. 

There is no known opposition to this proposal, and it is anticipated that it will go forward 
as urgency legislation. 
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Proposed Amendment to Business and Professions Code Section 5050: · 

(a) No person shall engage in the practice of public accountancy in this state unles.s the .. ,
person is the holder of a valid permit to practice public accountancy issued by the . :. 
board or a holder of a practice privilege pursuant to Article 5.1 (commencing with 
Section 5096). 

(b) This section shall beoorne operative on Jammry 1, 2006. 

(b) Nothing contained in this chapter shall prohibit a person who holds an authorization 
to practice public accountancy from a foreign countrv. lawfully practicing therein, 
from temporarily practicing in this State incident to an engagement in that country 
provided that : 

"' • - .. • • " ~ • .. 

(1) The practice is primarily regulated by the accountant's country of licensure and 
is performed under accounting or auditing ·standards of that country; and 

(2) The accountant does not hold himself or herself out as being licensed as a 
.· Certifi·ed Public Acco:tmtant or-Public A:ccnuntant ·by the State ·of Cal.ifor:nia. .. .. .;· :.· 

'! 

l 



STATE OF CALIFORNIA- STATE AND CONSUMER SERVICES AGENCY 	 ARNOLD SCHWARZENEGGER, Governor 

CALIFORNIA BOARD OF ACCOUNTANCY 
2000 EVERGREEN STREE~ SUITE 250 <A_=... 

SACRAMENTO, CA 95815-3832 Attachment 3 
Consumer TELEPHONE: (916) 263-3680 

FACSIMILE: (916) 263-3675 ffairs 
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PROPOSED LEGISLATION 

Amend Business and Professions Code Section 5134: 

In September 2005 the California Board of again assessed its compliance with the 
requirements of its fee statute- Business and Professions Code Section 5134. Two areas 
of noncompliance were identified: 
• 	 Section 5134 requires that fees for license issuance be set at a level necessary to 

recover the cost of providing the service. However, the Board's cost of providing the 
service has for several years exceeded the revenue received from license issuance 
fees, even with the fee set at the maximum amount permitted by the statute. The cost 
of this service has been supported, in part, by revenue received from biennial renewal 
fees. · 

• 	 Section 5134 mandates that the reserve balance in the Board's contingent fund be 
equal to approximately nine months of annual authorized expenditures. However, the 
reserve exceeds that amount and has been approximately equal to 14 months of 
authorized expenditures during the current fiscal year. 

To address these areas of noncompliance the Board, after extensive dialogue with 
representatives of the profession, is proposing modifications to both the statute and to its 
implementing regulations. 

For license issuance, a fee increase was considered and rejected by the Board because of 
a growing concern that increased costs would discourage qualified candidates from 
beginning careers in public accounting. Instead, this proposal would eliminate the statutory 
requirement that revenue generated by examination and license issuance fees be sufficient 
to support the Board's cost of providing these services. This proposal would add legislative 
intent language clarifying that, to ease entry into the profession, costs exceeding the 
maximum fees permitted for examination and license issuance would be covered by 
revenue from biennial renewal fees paid by licensed CPAs. Representatives of the 
profession have communicated no objection to this approach which would allow practicing 
CPAs, through their renewal fees, to lend a helping hand to new graduates and others 
seeking to enter the profession. 

To address the matter of the reserve balance, the Board is in the process of lowering its 
biennial renewal fee through the rulemaking process. This proposal facilitates that rule 
change by eliminating the statutory language tying the fee for practice privilege to the 
biennial renewal fee so that the renewal fee can be reduced without simultaneously 
lowering the fee for practice privilege. The Practice Privilege Program which became 
operative on January 1, 2006, has staffing approved by the Department of Finance based 
on fees at the current level. Because the program is so new, it would be premature to 
modify the fee at this time. 

This proposal also makes minor revisions to Section 5134 for clarity and consistency. The 
Board believes this proposal provides a framework for a workable fee structure that can be 
responsive to the needs of all stakeholders. There is no known opposition to this proposal. 
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Proposed Amendment to Business and Professions Code Section 5134. 

The amount of fees prescribed by this chap'ter is as follows.: 

(a) The fee to be charged to each applicant for the certified public accountant .1. 

examination shall be fixed by the board at an amount to equal the actual cost to the board 
of the purchase or development of the examination, plus the estimated cost to the board of 
administering the examination and shall not to exceed six hundred dollars ($600). The 
board may charge a reexamination fee equal to the actual cost to the board of the purchase 
or development o:f the examination or any of its component parts, plus the estimated cost to 
the board o:f administering the oxamination and not to exceed seventy-five dollars ($75) for 
each part that is subject to reexamination. 

(b) The fee to be charged to out-of-state candidates for the certified public accountant ., 
examination shall be fixed by the board at an amount equal to the estimated cost to the 
board of administering the examination and shall not to exceed six hundred .dollars ($600) , 
per candidate. 

(c) The application fee to be charged to each applicant for issuance of a certi'fied public 

accountant certificate shall be fixed by the board at an amount equal to the estimated 

administrative cost to the board of processing and issuing the oertificate and shall not to 

exceed .two hwndred fifty dollars {:$250). , .. 


"; • • • " •••;,,,·.;'" ~- ' • ' ' ' ' '".'\' , •• 0 

(d) The :application fee to be ci;Jarge~ :to.:each -a,pplicant for issu?J.nce,:oJa..cer:tified publi; r··~ 
accountant ·certificate .by waiver-of ,examir:Jation shall ,be .fixed s,y tre .boarGl-at -aR -amount ,·. 
equal to the estimated administrative cost to the .board o:f proc.essing and issuing the 
certificate and shall not to excee.d two hundrred fifty dollars {.$250).·. 

(e) The fee to be charged to each applicar:Jt for registration as a partnership or 

professional corporation shall be fixed by the board at an amountequal to the estimated 

administrative cost to the board of processing and issuing the F:egistration and shall not to 

exceed two hundred ·fifty dollars ($250). 


(f) The board shall fix the biennial renewal.fee so that, together with the estimated 
amount from revenue other than that generated by subdivisions (a) to (e), inclusive, the 
reserve balance in the board's contingent fund shall be equal to approximately nine months . 
of annual authorized expenditures. Any increase in the renewal fee made after July 1, . ,, 
1990, shall be by regulation effective upon a determination by the board, by regulation ..., 
adopted pursuant to subdivision 0<), that additional.moneys are required to fund authorized,.•.. 
expenditures other than those specified in subdivisions (a) to (e), inclusive, and maintain tHe 
board's contingent fund reserve balance equal to nine months of estimated annual 
authorized expenditures in the fiscal year in which the expenditures will occur. The biennial 
fee for the renewal of each of the permits to engage in the practice of public accountancy 
specified in Section 5070 shall not exceed two hundred fifty dollars ($250). 
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(g) The delinquency fee shall be 50 percent of the accrued renewal fee. 

· (h) The initial permit fee is an amount equal to the renewal fee in effect on the last 
regular renewal date before the date on which the perrnit is issued, except that, if the permit 
is issued one year or less before it will expire, then the initial permit fee is an amount equal 
to 50 percent of the renewal fee in effect on the last regular renewal date before the date on 
which the permit is issued. The board may, by regulation, provide for the waiver or refund of 
the initial permit fee where the permit is issued less than 45 days before the date on which it 
will expire. 

(i) On and after January 1, 2006, the annual fee to be charged an individual for a 
practice privilege pursuant to Section 5096 shall be fixed by the board at an amount not to 
exceed 50 percent of the biennial renewal fee provided in subdivision (f) one hundred and 
twentv-five dollars (~. 

(j) The fee to be charged for the certification of documents evidencing passage of the 
certified public accountant examination, the certification of documents evidencing the 
grades received on the certified public accountant examination, or the certification of 
documents evidencing licensure shall be twenty-five dollars ($25). 

(k) The aotua! and estimated coste referred to in this section shall be oaloulated every 
r.~.·o years using a sur.~ey of all costs attributable to the applicable subdivision . 

.ffi. (hl Upon the effective date of this section the board shall fix the fees in accordance 
with the limits of this section and, on and after July 1, 1990, any increase in any fee fixed by 
the board shall be pursuant to regulation duly adopted by the board in accordance with the 
limits of this section. 

(m) Foes collected pursuant to subdivisions {a) to (e), inclusive, shall be fixed by the 
board in amounts necessary to recover tho actual oosts of providing tho servioo for which 
tho foe is assessed, as projected for tho fiscal year semmonsing on the date the fees 
become effective.ill. It is the intent of the Legislature that. to ease entrv into the public 
accounting profession in California. any administrative cost to the board related to the 
Certified Public Accountant examination or issuance of the Certified Public Accountant 
certificate that exceeds the maximum fees authorized by this section shall be covered by 
the fees charged for the biennial renewal of the permit to practice. 
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RECOMMENDATIONS: 

Based on the analysis and conclusions above, the Board respectfully makes the 
following recommendations: 

1. Do not embrace the AICPA program at this time. 

Because of the constraints and uncertainties discussed earlier, in this report and in the 
2003 Interim Report, it would not be prudent to embrace the AI CPA Peer Review 
Program at this time. The Board has significant concerns about the AI CPA program, 
particularly in two areas: transparency and scope. 

2. Continue to evaluate options for the implementation of mandatory peer review 
in California and make a recommendation to the Legislature no later than the 
submission of the Board's September 2009 Sunset Review Report. Revise 
Business and Professions Code 5076 to indicate that the time frames for peer 
review Implementation will be determined by the Legislature as part of the sunset 
review process. 

At that time many of the above-noted uncertainties and constraints may have been 
resolved. Further, consideration of peer review as part of the sunset review process will 
permit the merits and drawbacks of peer review to be evaluated in the context of other 
Board programs- especially its underfunded and understaffed Enforcement Program 
and the Legislatl.lre can give the Board guidance regarding resource allocation and 
priorities. Attachment 13 provides statutory language to implement this 
recommendation. Any further discussions by the Board will be framed and defined by 
this report and t.he 2003 Interim Report. 

3. The California Board of Accountancy must oversee mandatory peer review. 

The details of the Board's oversight will be developed as part of any future 
consideration of mandatory peer review. 

4. In any future study of mandatory peer review, consideration should be given to 
the transparency of peer review. 

We believe that transparency both to the consumer and to state boards of accountancy 
is of critical importance. The nature, timing and availability of peer review documents to 
the public would be determined at a future time. 

5. Exclude from any Board-mandated peer review program audits otherwise 
encompassed by the PCAOB inspection program. 

- 10



Section 5076. Peer Review. 

., ' ~ <

• I 

'. '• . . ' ~ 

(a) In order to renew its registration, a firm providing attest services, other than a sole ">o:-: ·~.1 ,. 


proprietor or a small firm as defined in Section 5000, shall complete a peer review i3fk:tJ: 

to the first registration ·expiration date after January 1, 2008, within three years of the 

commencement of the peer review program and no less frequently than every three 

years thereafter. 


(b) For purposes of this article, the following definitions apply: 
(1 )"Peer review~~ means a study, appraisal, or review conducted in accordance . 
with professional standards of the professional work of a licensee or registered 
firm by another licensee unaffiliated with the licensee or registered firm being 
reviewed. The peer review shall include, but not be limited to, a review of at least 
one attest engagement representing the highest level of service performed by the 
firm and may include an evaluation of other factors in accordance with 
requirements specified by the board in regulations. 
(2r'Attest services" include an audit, a review offinancial statements, or an 
examination of prospective financial information, provided, .bowever, "attest 
services" shall not include the issuance of compned financial statements. 

(c) The board shall adopt regulations as l)ecessary to implement, interpret, and make 
specific the peer review requirements in this section, including, but not limited to, 
regulations specifying the requirements for the approval of peer review providers, and 
regulations establisb[ilg a peer revi.ew :oversight committee,. 

',~ . "·' ' " . ~ ' ~ 

(d) The board shall re'vfev:land eva'laate:wHetherto imple:m~·ntlhe pmgr.a~~spedfie:cl'l~., 
this section in light of the chang·es ·;in "federal and state law ·or regulations 'Dr ;professional 
standards, and s'hafl report its findings Emd recommendations to the ·L:egis!ature a~d the 
department 9y no later than September 1, ~ 2009 as part of the review required by 
Division 1.2 of this code (commencing with Section 473). If the board determines the 
program specified in this section should be implemented. the board shall identify the 
resourc.es necessary for implementation and recommend a date when the program shall 
commence. 
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1 defined in Section 5000, shall complete a peer review prier te the 
2 first registnttiM expira:tien date after July 1, 2008, within three 
3 years of the commencement of the peer review program and no 
4 less frequently than every three years thereafter. 

(b) For purposes of this article, the following definitions 
6 apply: 
7 (1) "Peer review" means a study, appraisal, or review 
8 conducted in accordance with professional standards of the 
9 professional work of a licensee or registered firm by another 

licensee unaffiliated with the licensee or registered firm being 
11 reviewed. The peer review shall include, but not be limited to, a 
12 review of at least one attest engagement representing the highest 
13 level of service performed by the firm and may include an 
14 evaluation of other factors in accordance with requirements 

specified by the board in regulations. 
16 (2) "Attest services" include an audit, a review of financial 
17 statements, or an examination of prospective financial 
18 information, provided, however, "attest services" shall not 
19 include the issuance of compiled financial statements. 

(c) The board shall adopt regulations as necessary to 
21 implement, interpret, and make specific the peer review 
22 requirements in this section, including, but not limited to, 
23 regulations specifying the requirements for the approval of peer 
24 review providers, and regulations establishing a peer review 

oversight committee. 
26 (d) The board shall review and evaluate whether to implement 
27 the program specified in this section in light ef the ehaflges ifl 
28 feeleral a:ftel state Ia H er regtJ!atiems or professieflal sta:rH:la:rels, and 
29 shall report its findings and recorg,mendations to the Legislature 

and the department-by /(/;6 kilttw th~eptember 1, 2005 2QQP5 r;zs 
31 part ef tke •·evjew rgq~tirsd t:J· Divisiol'l 1.2 fwmmencing tl?i#l 
32 &etion 473). If the board determines that the program specified 
33 in this section should be implemented, the board shall identify the 
34 resources necessary for implementation and recommend a date 

when the program shall commence. 
36 SEC. 3. Section 5134 of the Business and Professions Code is 
3 7 amended to read: 
38 5134. The amount of prescribed by this chapter is as 
39 follows: 
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Sacramento, CA 95815-3832 
Memorandum 

CPC Agenda Item II.A Board Agenda Item II.B.2.b 
February 22, 2006 February 23, 2006 

To CPC Members 
Board Members 

Date: February 15, 2006 
Telephone: (916) 561-1788 
Facsimile : (916) 263-367 4 
E-mail: awong@cba.ca.gov 

From Aronna Wong - .J!f_~
Legislation/Regul~t"Ins Coordinator 

Subject : Report on Pending Legislation: AB 1868 

Attached is AB 1868 by Assembly Member Bermudez as introduced January 17, 2006. This bill 
is sponsored by CalCPA to address problems that have occurred since the repeal, on January 
1, 2006, of the temporary practice provision previously in Business and Professions Code 
Section 5050. These problems relate to practice by out-of-state firms and by accounting 
practitioners from foreign countries. The Board has been informed that amendments are 
planned, and the amended bill will be provided separately when it becomes available. 

AB 1868, as introduced January 17, 2006, would make the following changes to existing law: 

AB 1868 would amend subdivision (a) of Business and Professions Code Section 5050 to 
delete the word "person" and replace it with "he or she." Subdivision (a) of Section 5050 is 
the prohibition against the unlicensed practice of public accountancy in California. While 
this amendment appears to be a matter of grammar, legal counsel has advised that this is a 
very substantive revision because as stated in Business and Professions Code Section 
5035 "'Person' includes individual, partnership, firm, association, limited liability company, or 
corporation, unless otherwise provided." Legal counsel has indicated that by deleting the 
word "person" which includes both firms and individuals and replacing it with "he or she" 
which denotes individuals only, this amendment removes the requirement that a firm be 
registered and regulated by the Board. Consequently, under this law change, a variety of 
different entities including limited liability companies and general corporations would be 
allowed to engage in the unregulated practice of public accountancy in California. 

• 	 AB 1868 would also delete current subdivision (b) of Section 5050 which specifies a January 
1, 2006, operative date. The bill would replace it with a new subdivision (b) which would 
permit temporary practice by a certified public accountant or a public accountant licensed in 
another state or country. This language is similar to the language that was in Section 5050 
prior to January 1, 2006, except that the repealed provision used the more generic language 
"any accountant of a foreign country'' rather than the more specific terms "certified public 
accountanf' or "public accountanf' which may not be the designations used by accounting 
professionals in foreign countries. 

• 	 In addition, AB 1868 would add a sunset date of January 1, 2009, for the amended version 
of Section 5050. The language currently in Section 5050 would be restored after the sunset 
date unless the provision is amended again prior to that date. 

Attachment 



CALIFORNIA LEGISLATURE-2005-06 REGULAR SESSION 

ASSEMBLY BILL No.1868 

Introduced by Assembly Member Bermudez 

January 17, 2006 

An act to amend, repeal, and add Section 5050 of the Business and 
Professions Code, rela.ting to accountancy. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 1868, as introduced, Bermudez. Accountancy: licensure. 
Existing law provides for the licensing and regulation of 

accountants by the California Board of Accountancy, in the 
Department of Consumer Affairs. Existing law requires a person 
engaging in the practice of public accountancy in this state to hold 
either a valid permit issued by the board or a practice privilege, as 
specified. 

This bill would, until January 1, 2009, provide that this requirement 
does not apply to a certified public accountant or public accountant 
licensed and lawfully practicing in another state or a foreign country 
to the extent that he or she is temporarily practicing in this state 
incident to his or her regular practice. 

Vote: majority. Appropriation: no. Fiscal committee: yes. 
State-mandated local program: no. 

The people ofthe State ofCalifornia do enact as follows: 

1 SECTION 1. Section 5050 of the Business and Professions 
2 Code is amended to read: 
3 5050. (a) No person shall engage in the practice of public 
4 accountancy in this state unless the persoH he or she is the holder 
5 of a valid permit to practice public accountancy issued by the 

99 



AB 1868 -2

1 board or-a is the holder of a practice privilege pursuant to Article 
2 5.1 (commencing with Section 5096). Nothing in this chapter 
3 shall prohibit a certified public accountant ·efpublic accountant 
4 licensed in either another state or aforefgn count1y, and lawfully 
5 practicing therein, from temporarily prcwticing in this state 
6 
7 

incident to his or her regular practice in ,the state ~r country, i.n ; 
which he or she is licensed. · -' · ., · · · · ·· '"' · 

8 (b) This seet'ien shaH beeeme e~erat:ive en Jfrfltlar, 1, 2006. 
9 This section shall remain in effect only until Janumy 1, 2009., . 

10 and as of that date is repealed, unless a later enacted statute, 
11 that is enacted before Januwy 1, 2005), .deletes or extEf.r;d.Lt}u:zt 
12 date. 
13 SEC. 2. Section 5050 is added to the Business and 
14 Professions Code, to read: 
15 5050. (a) No person shall engage in the practice of public 
16 accountancy in this State unless he or she is the holder of a valid 
17 permit to practice public accountancy issued by the board or is 
18 the holder of a practice priyilege pursuant to Article 5.1 
19 (commencing with Section 5096). 
20 (b) This section shall become operative on January 1, 2009. 

" I i , ' ~' 

J,_j c ;•• 

0 
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State of California 
Department of Consumer Affairs 

California Board of Accountancy 
2000 Evergreen Street, Suite 250 

Sacramento, CA 95815-3832 
Memorandum 

CPC Agenda Item II.A Board Agenda Item 11.8.2.b 
February 22, 2006 February 23, 2006 

To CPC Members 
Board Members 

Date: February 21, 2006 
Telephone: (916) 561-1788 
Facsimile : (916) 263-3674 
E-mail: awong@cba.ca.gov 

From Aronna Wong - Lyz-~
Legislation/Regula~i6ns Coordinator 

Subject : Report on Pending Legislation: AB 1868- Amendments 

Attached are amendments to AB 1868 by Assembly Member Bermudez which is being amended 
today. It is anticipated the amendments will be in print at the time of the Board meeting. AB 1868 
as amended would make the following law changes: 

Amendments delete the temporary practice provision in the introduced version of the bill and 
add new language to permit temporary and incidental practice by a certified public accountant 
or public accountant licensed in another state or country who physically enters California to 
serve clients. It includes two restrictions: 1) that the practice be regulated by the accountant's 
state or country of licensure and 2) that the accountant not hold out as a California licensee or 
a California practice privilege holder. This appears to parallel the foreign accountant language 
sponsored by the Board, however there are the following differences: 1) the Board's language 
applies only to foreign accountants; 2) the Board's language requires the foreign accountant's 
work to be performed under the accounting or auditing standards of that accountant's country; 
3) the Board's language uses generic terms to refer to the accountant from a foreign country 
rather than the terms "certified public accountant" or "public accountant" which may not be the 
correct designation of an accounting professional in a foreign country; and 4) the Board
sponsored provision is not restricted to certified public accountants who physically enter 
California. 

AB 1868 would add a sunset date for Section 5050. The sunset date in the introduced version 
of the bill was January 1, 2009. The amended bill changes that date to January 1, 2013. The 
introduced version of the bill indicated that the language currently in Section 5050 would be 
restored after the sunset date. The amended version of the bill deletes that provision. 

AB 1868 would amend subdivision (a) of Section 5054 to expand the range of services 
permitted under this exception. The current version of Section 5054 permits an exception from 
licensure and firm registration requirements for out-of-state CPAs and public accounting firms 
providing limited tax services and complying with certain restrictions. This exception is limited 
to preparing tax returns for natural persons or estate tax returns for the estates of natural 
persons who were clients at the time of death. AB 1868 would expand the permitted services 
to include all tax services, litigation support services, expert witness testimony, and consulting. 
Attest services would not be permitted. The restrictions in current law would remain, including 
the restriction against physically entering California, the restriction against soliciting California 
clients, and the restriction against asserting or implying that the individual or firm holds a 
California license or registration. The amendments would add a restriction against asserting or 
implying the individual holds a practice privilege and that California is not their principal place of 
business. AB 1868 also adds a sunset of January 1, 2013, for Section 5054. 

Attachment 
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Substantive 

AMENDMENTS TO ASSEMBLY BILL NO. 1868 

--····--··-- .....·-------.. ·-· · · Am~nri-· ·· ·- · · · 
In line 1 of the title, strike out", repeal, and add Sections 5050~~ and insert: 

and repeal Sections 5050 and 5054 

Amendment2 
On page 2, line 2, strike out "Nothing in this chapter'~ and stTike out lines 3 to 
7, inclusive 

Amendment3 

On page 2, line 8, after «(b)" insert: 


Nothing in this chapter shall prohibit a certified public accountant or a public 
accountant license9. in another state or foreign country lawfully practicing therein 
from temporarily practicing in this state incident to an engagement in another state or 
countTy, provided that both: · 

(1) The temporary and incidental practice is regulated by the accountant's state 
or country of licensure. 

(2) The accountant does not hold himself or herself out as being licensed or 
certified by this state or as the holder of a practice privilege pursuant to Article 5.1 
(commencing with Section 5096). 

This subdivision applies only to certified public accountants who physically 
enter California to provide services to clients~ 

(c) 

. Amendment 4 

On page 2, line 9, strike out "2009" and insert: 


2013 

A.mendment 5 

On page 2, line 11, strike out "2009" and insert: 


2013 = -= ~ 
= ~ 
= 
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Subst~tive 

· Amendment 6 
?.?_~!,ge ~~..~.trike ~ut -~~ne~..~3 to ?~~~clus~~e, an.~. inse:!:. 

,,•"• 

SEC. 2. "Section 5054.of.the Business.andProfessions Code is .amended to. 
read: 

5054. (a) Notwithstanding any other provision of this· chapter, an.. individual or .. · 
fum holding a valid and current license) certificate) or permit to practice public 
accountancy from another state rnay'"P'repare tax returns for na:tLlral perseiJ:S who-are 
G:t±tfermia residents or estate tftX: :retutns fur the estates of na'ffifftl pe:rsom who WCi'e 
clients at the an;e ofdea:t:h perform tax services, litigation support. expert witness .. , 
testimony. or consulting incidental to their practice in another stats:: without obtainin.g 
a petmit to practice public accountancy issued by the board under this chapter or a 
practice privilege pursuant to Article 5.1 (commencing with Section 5096) provided 
that the individual or firm does not physically enter California to practice public 
accountancy pursuant to Section 5051, does not solicit California clients, and does 
not assert or imply that the individual or frrrn is licensed or registered to practice 
public accountancy in California or a holder of a practice privilege pursuant to Article 
5.1 (commencing with Section 50.96) a,nd California is not their principal place of 
business. 

. 	 '• (b) The board may, by regulation~ limit the number oftax. returns that.may be 
prepared pursuant to subdivision (a). 

' 	 ', 

(c) This section shal:b:emain in .effect only until Januacy 'J, 201:3. ·and ·as Qftthat 
· 	.date is repealed uniess a later enacted statute. that is enacted before Jani\iraty fl.;2H.13~'l'}·:.i.~y~"t'i v· 

·deletes or extends·:that,da:te: . · :, . " . · : .~, . :.. ·. ... . .•:'·: 'c1;;::·· ···: . · ··:' ;-' i 
• 	 1 •• ' 

~ 0
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