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|. Callto Order.

President Ronald Blanc called the meeting to order at 10:02 a.m. on
Thursday, March 16, 20086, at the Hilton Pasadena and the meeting
adjourned at 2:55 p.m. President Blanc again called the meeting to order at
9:07 a.m. on Friday, March 17, 2006, and the meeting adjourned at

11:53 p.m.

Board Members March 16, 2006

Ronald Blanc, President

David Swartz, Vice President
Ruben Davila, Secretary-Treasurer
Richard Charey

Angela Chi

10:02 a.m. to 2:55 p.m.
10:02 a.m. to 2:55 p.m.
Absent

10:02 a.m. to 2:55 p.m.
10:02 a.m. to 2:55 p.m.

Donald Driftmier 10:02 a.m. to 2:55 p.m.
Sally Flowers 10:31 a.m. to 2:55 p.m.
Sara Heintz 10:58 a.m. to 2:55 p.m.
Gail Hillebrand 10:02 a.m. to 2:55 p.m.
Thomas lino 10:02 a.m. to 2:55 p.m.
Clifton Johnson 10:02 a.m. 0 2:55 p.m.
Bill MacAloney Absent

Robert Petersen 10:02 a.m. to 2:55 p.m.
Renata M. Sos 10:02 a.m. to 2:55 p.m.
Stuart Waldman 10:02 a.m. to 2:55 p.m.
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Board Members March 17, 2006

Ronald Blanc, President 9:07 a.m. to 11:53 p.m.
David Swartz, Vice President 9:07 a.m. to 11:53 p.m.
Ruben Davila, Secretary-Treasurer Absent

Richard Charney 9:10 a.m. to 11:53 p.m.
Angela Chi 9:07 a.m. to 11:53 p.m.
Donald Driftmier 9:07 a.m. to 11:53 p.m.
Sally Flowers 9:07 a.m. to 11:53 p.m.
Sara Heintz 9:45 a.m. to 11:53 p.m.
Gail Hillebrand 9:07 a.m. to 11:53 p.m.
Thomas lino 9:07 a.m. to 11:53 p.m.
Clifton Johnson 9:07 a.m. to 11:53 p.m.
Bill MacAloney Absent

Robert Petersen 9:07 a.m. to 11:53 p.m.
Renata M. Sos 9:07 a.m. to 10:55 p.m.
Stuart Waldman 9:07 a.m. to 11:53 p.m.

Staff and Legal Counsel

Mary Crocker, Assistant Executive Officer

Patti Franz, Licensing Manager

Michael Granen, Deputy Attorney General, Board Liaison
Greg Newington, Enforcement Division Chief

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
Harish Khanna, Chair, Administrative Committee

Other Participants

Sheri Bango, American Institute of Certified Public Accountants (AICPA)
Don Chang, Department of Consumer Affairs (DCA)

Tom Chenowith

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

Mike Duffey, Ernst & Young LLP

Kenneth Hansen, KPMG LLP

David Link, Senator Figueroa’s Staff

Barry Nagoshiner, CPA (March 17, 2006)

Richard Robinson, Big 4 Accounting Firms

Benito O. Rodriguez, (March 17, 2006)
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Hal Schultz, California Society of Certified Public Accountants (CalCPA)
Carl H. Sinclair (March 17, 2006)

Antonette Sorrick, Department of Consumer Affairs (DCA)

Marc Staenberg, (March 17, 2006)

Jeannie Tindel, California Society of Certified Public Accountants (CalCPA)
Rob Troncoso, Center for Public Interest Law (CPIL)

Charlene Zettel, Department of Consumer Affairs (DCA)

Board Minutes.
A. Draft Board Minutes of the January 19-20, 2006, Board Meeting.

The draft Board minutes of the January 19-20, 2006, Board meeting
were adopted on the Consent Agenda. (See Agenda ltem XIII.B.)

B. Draft Board Minutes of the February 23, 2006, Board Meeting.

The draft Board minutes of the February 23, 2006, Board meeting were
adopted on the Consent Agenda. (See Agenda ltem XIII.B.)

Report of the President.

Mr. Blanc introduced two new Board members. He noted that Ms. Angela
Chi was appointed by Governor Schwarzenegger on March 9, 2006, and
she was replacing Ms. Martinez. He noted that Ms. Chi has been an
accountant with Watts, Campbell, Chi & Baker, a firm in Fresno, since 1986
and is currently the Vice President. She is in charge of audits of non-profit
organizations, tax, accounting and planning work. Mr. Blanc indicated that
she earned her Master of Business Administration degree in Finance from
the California State University, Fresno and her Bachelor of Law degree
from the National Taiwan University. Ms. Chiis very active in many
professional and civic activities.

Mr. Blanc also introduced Mr. Robert Petersen who filled the vacant
position previously occupied by Mr. Drott. He was also appointed by
Governor Schwarzenegger. He joined Petrinovich Pugh & Company LLP
which is based in San Jose, as a partner in 2001 with the merger of his firm,
Petersen Associates that he began in 1982, He serves clients dealing with
state and local tax issues. Mr. Blanc indicated that Mr. Petersen has a
B.B.A. degree in Accounting and Business Statistics from the University of
Oregon and is also active in many professional and civic activities.

Mr. Blanc welcomed both new members on behalf of the Board and
indicated that he looked forward to their active participation.
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On March 16, 2006, Mr. Blanc introduced Ms. Antonette Sorrick, Deputy
Director of Board Relations, and Mr. Don Chang, Supervising Legal
Counsel, from the Department of Consumer Affairs and he welcomed them
to the meeting.

On March 17, 2006, Mr. Blanc introduced and welcomed Ms. Charlene
Zettel, Director of the Department of Consumer Affairs, and thanked her for
coming to the meeting.

Ms. Zettel indicated that it was a pleasure for her to be at the meeting and
she thanked the entire Board for its service. She noted that she was
always impressed by the complexity of issues that the Board tackled. She
indicated that she believed it was one of the Department’s premier boards.
Ms. Zettel noted that one of the most important clients that the Board
served is the consumers of California. She indicated that one of DCA'’s
foremost goals is customer service as directed by the Governor’s Office.
Ms. Zettel indicated that the Board’'s Executive Officer, Ms. Sigmann, was
one of the best and her dedicated staff exhibited excellent customer
service. She thanked the Board for having her and congratulated them for
their hard work and dedication that they give to their appointed positions.

A. Consideration of Modifications to the Proposed Statutory Language
Adopted by the Board at its February 23, 2006, Meeting Related to
Practice Privilege.

Mr. Blanc reported that he was going to turn the meeting over to

Ms. Sos to present to the Board the various proposed statutory changes
to address the concerns identified during implementation of the Practice
Privilege Program.

Ms. Sos reported that after extensive testimony from all of the
stakeholders, deliberation and consideration of all of the issues at the
Board’'s February meeting, the Board approved a four-part statutory
change to address on a temporary basis the unintended consequences
from the implementation of the Board's Practice Privilege Program.”

After that meeting, Mr. Blanc designated Ms. Hillebrand and Ms. Sos to
work with staff to study any technical drafting related to the proposed
statutory changes to ensure that the language was consistent with other
provisions in the Accountancy Act.

Ms. Sos reported that she and Ms. Hillebrand met with staff and
interested parties the previous week to address possible technical
changes but not to revisit or reconsider the policy decisions that
underpinned the proposed statutes. She noted that it was not a public
meeting. Ms. Sos reported that Assembly Member Bermudez’ bill,
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AB 1868, would incorporate the Board’s proposed statutes in their
entirety and a copy of the latest version had been provided at this
meeting. (See Attachment 1.)

Ms. Sos indicated that in the agenda packet was a memo from

Ms. Wong dated March 8, 2006. Attachment 1 of that document
provided the language adopted by the Board at its February 23, 2006,
meeting and the proposed technical revisions to that language were
indicated by bold print. (See Attachment 2.) Ms. Sos reported that the
cover memo identified the changes being recommended and explained
why they were necessary.

Ms. Sos reported that the change to Section 5050 restored a limited
version of temporary and incidental practice in California on a temporary
basis. One of the issues that arose after the February Board meeting
was whether the provision as written would prohibit firms that were
registered in California from soliciting clients in California. Ms. Sos
noted that the proposed changes in Section 5050(b) clarified that
California registered firms were not prohibited by this section from
soliciting California clients.

It was moved by Ms. Hillebrand, seconded by Mr. Swartz, and
carried to adopt the proposed changes to Section 5050.
Ms. Flowers and Ms. Heintz were temporarily absent.

Ms. Sos then described Sections 5050.1 and 5050.2 as key building
blocks to ensure that the Board has full disciplinary jurisdiction and
authority over any firm or individual that practices public accountancy in
California. She noted that these sections were being proposed to be
implemented on a permanent basis. Ms. Sos indicated that language in
Section 5050.1 was added to make it declarative of existing law.

It was moved by Mr. Driftmier, seconded by Ms. Hillebrand, and
carried to adopt the changes to Section 5050.1. Ms. Flowers and
Ms. Heintz were temporarily absent.

Ms. Sos reported that Section 5050.2 was intended to make clear that
any practice that occurs pursuant to the proposed statutory revisions
would be subject to the Board'’s disciplinary authority, including but not
limited to, the ability of the Board to impose fines. She indicated that
subdivision (b) clarified that this Board's administrative suspension
provision which is part of the practice privilege provisions would also
extend to firms.

13751



Ms. D'Angelo Fellmeth welcomed Ms. Chi and Mr. Petersen. She
indicated that the Board had added the authority to issue a fine pursuant
to Article 6.5 and that Article limits the Board to fining licensees or
applicants for licensure. Ms. D’Angelo Fellmeth noted that this created
confusion and she did not believe that the language was sufficient.

Mr. Granen agreed that there was a need for clarification of the
language if there was doubt regarding the fine provision. He noted that
he would work on the language after the meeting and present his
suggested changes to the Board tomorrow, March 17, 2006.

It was moved by Mr. lino, seconded by Dr. Charney, and carried to
adopt the proposed changes to Section 5050.2 with the
understanding that technical revisions related to the fining
authority would be presented later in the meeting. Ms. Flowers and
Ms. Heintz were temporarily absent.

Ms. Sos reported that Section 5050.3 was a proposed new section that
related to a provision in current Section 5054, which gave the Board the
authority, by regulation, to limit the number of tax returns that could be
prepared under the exemption. Ms. Sos indicated that after discussion
by the working group, it was decided that it would be beneficial for the
Board to have express statutory authority to implement, interpret or
make specific provisions of the Board’s proposed statute by regulation.
She noted that as statutes are implemented, there can be unintended
consequences, and the Board should have the ability to fine-tune the
statute by regulation.

Ms. Sos indicated that Mr. Ritter had some concerns regarding whether
this provision would give the Board the ability to limit the scope of
exempted tax services in Section 5054. Mr. Ritter indicated that Section
5050.3 is restating what is already in the law, that the Board has the
authority to adopt regulations to implement the Accountancy Act. He
noted that existing Section 5054 explicitly permits the Board to limit the
number of tax returns by regulation. He believed that the proposed
Section 5054 should have an equivalent provision with that type of
specificity to match the current amendments. Otherwise, one could
argue that the Board does not have the authority to restrict what is
already provided for in the statute. Mr. Ritter reported that the Board
could instead adopt the following language change to Section 5054.
“The Board may, by regulation, limit the nature and quantity of tax
services provided under this section.”

It was moved by Ms. Sos, seconded by Mr. Swartz, and carried to

not adopt Section 5050.3. The motion included adding a
subdivision in Section 5054 that would state: “The Board may, by
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regulation, limit the nature or quantity of tax services that may be
provided pursuant to subdivision (a).” Ms. Heintz was temporarily
absent and Ms. Hillebrand abstained.

Ms. Sos reported that Section 5054(a) was split into two subsections to
clarify what the obligations were with respect to individuals, firms, and
non-registered firms.

Ms. D’Angelo Fellmeth inquired as to whether the Board was amenable
to revisiting the issue of expanding Section 5054 to exempt all tax
services. Mr. Blanc indicated that the Board would consider her request
after it had acted on all of the proposed changes.

It was moved by Mr. Johnson, seconded by Mr. Swartz, and carried
to approve the changes to Section 5054. Ms. Heintz was
temporarily absent and Ms. Hillebrand was opposed.

Ms. Sos reported that the principal change to Section 5096.12 was to
ensure that the provision was self-executing. If a firm was engaging in
the practice of public accountancy through a practice privilege holder, it
was consenting to the jurisdiction of the Board.

It was moved by Ms. Sos, seconded by Mr. lino, and carried to
approve the changes to Section 5096.12. Ms. Heintz was
temporarily absent.

Ms. Sos then listed the outstanding issues that were identified during
and after the working group meeting.

The first issue related to Section 5096.12. This section currently applies
to attest and non-attest services and the question was raised whether it
should be limited to non-attest services. Ms. Sos indicated that this was
a policy decision to be addressed by the entire Board.

The second issue was the ability of staff to identify with precision and
accuracy which firms are practicing through a practice privilege holder.
Ms. Sos noted that the Board currently requires firm names to be
provided on the notification form. However, the names are not being
provided in a precise way and there is no unique identifier to distinguish
between firms with similar names. The issue is whether the Board
needs statutory authority to require an identifier for the firm being
reported on the notification form. A suggestion was made to use the
Federal Tax Payer ID number.

The third issue related to the definition of firm in the context of Section
5096.12. Ms. Sos reported that legal counsel had concerns that there
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are inconsistencies or ambiguities in the statutory provisions where that
term is used.

The final issue related to the tax services provision.

Ms. Sos reported that at the Board’s February meeting, Section 5096.12
was discussed mostly in the context of tax services. It was possible that
some Board members were under the impression that the exemption in
5096.12 was limited to non-attest services, however, that is not how the
statute is drafted. Ms. Hillebrand indicated that she believed that since
there was no volume restriction on practice privilege, it is important that
firms doing attest work be registered in California.

Mr. Newington reported that there are features in Section 5096.12 that
disfavor California CPAs. If you are a CPA working in California, your
firm would have to be registered in California and would have to comply
with all California firm requirements. He indicated that the disparity is
that practice privilege holders would have a lesser challenge than
individual California licensees with regard to their ability to practice in
California through a firm that is not registered in California.

Mr. Newington additionally noted that firms practicing through a practice
privilege holder could do so as a Limited Liability Company (LLC), while
California licensed firms cannot. He indicated that California licensed
firms have extensive requirements including reportable events and non-
licensee ownership. -

Mr. Shultz indicated that he was concerned about barriers that other
states may decide to duplicate. He noted that there was no question
that the regulation of attest services should be robust. He indicated that
the problem is that attest defines the entire engagement which is made
up of many tiny steps that lead to a conclusion. He indicated that he
believed that restricting Section 5096.12 to non-attest services would be
regulatory overkill.

Ms. Tindel encouraged the Board to hold to the concept of the UAA,
which was ease of mobility and increased consumer protection.
California should not be in a position where it is prohibiting consumer
choice with regard to the selection of an auditor. Mr. Blanc indicated
that the Board had decided to apply the practice privilege concept
without making a limitation on attest services. He encouraged the Board
to stay with its previous decision. Mr. Swartz indicated that he was
comfortable with the concept of substantial equivalency and that firms
are licensed and regulated in their home states.

Ms. Hillebrand reported that the Board had studied practice privilege as
it applied to individuals for two years and had only studied the firm
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exception concept for two days. She believed that was not enough time
to complete a full evaluation of what it means for a firm not to have to
register in California and practice through a practice privilege holder.

Ms. Sos reported that when the Practice Privilege Task Force began,
one of the motivations was the GAO report that stated that the inability
of qualified CPAs to move seamlessly across state lines was having an
~adverse effect on small firms’ ability to compete with the big firms for
business, particularly in the area of audits. She believed that it was
imprudent for the Board to put hurdles up that will affect the small firms.
She further indicated that she believed that the other disciplinary and
jurisdictional provisions would protect California’s consumers.

Mr. Link of Senator Figueroa'’s staff indicated that the rule in the policy
area has been that attest services require licensure. He added that it
was important to address mandatory auditor rotation as required by the
Sarbanes-Oxley Act through practice privilege; however, to no longer
require California licensure for attest services is a large policy change
and something that should be decided with more than a couple of days
of discussion.

It was moved by Ms. Hillebrand to amend the proposed language in
Section 5096.12 below to add “This section does not apply to attest
services” and to cross-reference the definition of attest services in
the peer review statute. There was no second on the motion.

It was then moved by Mr. Swartz, seconded by Mr. Johnson, and
carried to adopt the proposed language to Section 5096.12 as
stated below. Ms. Hillebrand was opposed.

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 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; and

(2) The firm that engages in practice under this section is deemed to
consent 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, issue a fine pursuant to Article 6.5
of this chapter, 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.

13755



(c) This section shall become inoperative on January 1, 2011, and as of
that date is repealed.

Ms. Sos reported that staff is recommending requiring a federal taxpayer
identification number for firms and the firm's address and telephone
number on the practice privilege notification form to more clearly identify
firms. The proposed language is provided below. It was noted that the
notification forms are not public record.

“Section 5096.13 — The notification of intent to practice under a practice
privilege pursuant to Section 5096 shall include the name of the firm, its
address and telephone number, and its Federal Tax Payer Identification
Number.”

It was moved by Ms. Sos, seconded by Mr. Petersen, and
unanimously carried to adopt the proposed statutory language in
Section 5096.13.

Mr. Ritter reported that the term “firm” is defined in Section 5035.1 as a
sole proprietorship, corporation, or partnership. Section 5035 defines
“person” as a number of entities including LLCs. Mr. Ritter indicated that
under California law, LLCs cannot practice accountancy in California.
The new statutory amendments refer to a firm that is lawfully practicing
in another state. He indicated that the term “firm” is ambiguous as to
whether it would include LLCs if they were authorized to practice
accountancy in another state. The language in amended Sections
5050(b) states that “nothing in this chapter shall prohibit a firm from
lawfully practicing in another state” and that increases the ambiguity.
Mr. Ritter noted that this was a policy discussion for the Board to
address.

Mr. Robinson indicated that one of the driving forces behind practice
privilege was the UAA and seamless practice across state lines. He
noted that lawfully practicing in another state means being lawfully
regulated and every state has a-different legal scheme.

Mr. Ritter indicated that the policy issue was one thing but the ambiguity
and interpretation of the term “firm” needed to be addressed and the
Board may choose to adopt some clarifying language. Mr. Blanc
suggested that the Board adopt the policy change and legal counsel
could work on proposed language for the next day’s meeting.

it was moved by Ms. Sos, seconded by Mr. Swartz, and carried that
the Board would not prohibit out-of-state LLCs from practicing in
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California through a practice privilege holder. Legal counsel was
directed to work on clarifying language to implement that policy if
needed. Ms. Hillebrand was opposed.

Ms. D’Angelo Fellmeth thanked Mr. Blanc and the Board members for
their patience and courtesy. Ms. D’Angelo Fellmeth submitted a letter
on the tax services issue (see Attachment 3) indicating that CPIL
opposed the profession’s proposal and this Board's decision to include
the amendment to Section 5054 which would significantly expand the
exemption to the Board's licensure, practice privilege, and firm
registration requirements for the provision of tax services by out-of-state
CPAs in California. Ms. D'Angelo Fellmeth identified her reasons for her
opposition. She noted that the proposal effectively supports
deregulation on the state level of a huge area of CPA practice that is
undeniably the practice of public accountancy in California. She noted
that although the proposal is being included in a package of urgency
legislation that was allegedly needed to address the problems that were
inadvertently created by the practice privilege program, this component
of that package is not necessary to address those problems. She
indicated that she believed that the Board needed time to carefully
analyze this proposal and to gage its effect. Ms. D’Angelo Fellmeth
reported that this proposal was first reviewed on February 23, 2006, and
neither staff nor the Attorney General's Office has had an opportunity to
examine and study all of the ramifications of this amendment. She
indicated that it was not necessary to resolve the practice privilege
problems and also was not appropriate for inclusion in urgency
legislation.

Ms. D’Angelo Felimeth indicated that the concept of tax services is
extremely broad. The Public Company Accounting Oversight Board
(PCAOB) defined tax services as all professional services rendered for
tax compliance, tax advice, and tax planning. She noted that the Board
is moving from exempting the narrowest slice of the practice of public
accountancy from its licensure, firm and practice privilege requirements
to exempting this huge area of tax services.

Ms. D’Angelo Fellmeth reported that the definition of permissible “tax
services” is very controversial and still evolving. The PCAOB and the
Securities and Exchange Commission (SEC) are engaged in an ongoing
rulemaking proceeding to define the types of tax services that auditors
may provide to their audit clients without impairing the independence of
the auditors. As a result, there really is no clear understanding of what
permissible tax services are for auditors of public companies. She
indicated that she believed that the Board and the Legislature would be
authorizing something in California without knowing the full ramifications
or the definition of it. Ms. D’Angelo Fellmeth indicated that she did not
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believe that is responsible or consistent with the Board’s duty to protect
the public.

Ms. D'Angelo Fellmeth reported that tax consulting does not appear to
be well regulated by other agencies. The Internal Revenue Service
(IRS) and the Franchise Tax Board (FTB) have phone books full of
standards that tax practitioners have to follow, and they may
occasionally bar a practitioner from practicing in front of them. However,
neither one of those agencies has the ability to revoke, restrict, or
suspend a CPA's license in order to protect the public. She indicated
that was the Board's responsibility and it is casting doubt on its ability to
do that by supporting this huge exemption to its licensing requirements.

Ms. D'Angelo Fellmeth reported that she had been attending meetings
for over 15 years and for many of those years she has heard from the
profession its great desire to be consistent with the UAA. The AICPA
and NASBA have worked for years to craft this model legislation and
rules. Ms. D’Angelo Fellmeth noted that this proposal is not at all
consistent with the UAA. Section 23 of the UAA allows cross-border
practice by licensees from substantially equivalent states if they notify
the Board. She indicated that the profession’s proposal is inconsistent
with the UAA which contains no exemption for that service. Any CPA
licensed by any state can practice tax services in California; there is no
requirement that the CPA be licensed by a substantially equivalent state;
and finally, there is no notice to the Board required prior to the provision
of tax services in California.

Ms. D’Angelo Fellmeth indicated that she did not fully understand all of
the ramifications of this expansion of Section 5054 to cover tax services,
and she was concerned that the Board also does not fully understand all
of the ramifications. The Board and staff have not had time to analyze
them and the Board should not be forced to accept it in the context of
urgency legislation.

Ms. D'Angelo Fellmeth noted that the idea behind practice privilege was
that if an out-of-state CPA wanted to engage in cross-border practice, he
or she would notify the Board and get a practice privilege. She believed
that there was no reason to support the exemption of tax services, even
on a temporary basis. She communicated that the Board’s job is to
protect the public, not to accommodate the profession. Section 5000.1
guides the Board’s decision making and makes public protection the
Board’s paramount priority above all other interests.

Ms. D'Angelo Fellmeth reported that she has studied occupational

licensing for over 25 years and the licensing process is supposed to
define and protect a scope of practice and limit that scope of practice to
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people who have proven themselves to be competent to engage in it.
She urged the Board to reconsider its decision regarding this
amendment. She thanked the Board for accommodating her and
indicated she appreciated its attention. Mr. Blanc thanked Ms. D’Angelo
Fellimeth for her thorough letter and compelling argument.

Ms. Flowers questioned whether this was an enforcement issue prior to
practice privilege. Mr. Newington reported that before 2006, there were
a minor number of complaints, if any, that dealt with tax returns prepared
by out-of-state CPAs for California clients. The Board's perspective had
always been that it was considered to be temporary and incidental
activity exempted under the law. With the deliberations that have taken
place over the last several weeks, comments have been made by the
profession that indicate that some of the engagements have been more
than temporary and incidental, they have been ongoing relationships of
a substantive nature. The self-admission of non-compliance with the old
law was not known to the Board until these revelations were made.

Mr. Driftmier indicated that he appreciated Ms. D’Angelo Fellmeth's
letter. He noted that the Board crafted this legislation to not exempt
anyone from discipline. There are limitations that protect the consumers
of California. Mr. Driftmier reported that his firm had discontinued
preparing tax returns with audit clients because of the rule that the
PCAOB currently has in effect. Ms. Sos added that under temporary
and incidental practice, out-of-state CPAs could physically enter -
California, solicit clients in California, and do whatever without notice to
this Board. Under the tax services exception, the individual does not
enter California, does not solicit California clients, and does not assert or
imply that he or she is licensed in California. Ms. Sos indicated that the
language was very carefully constructed to add those consumer
protection elements.

Mr. Schultz addressed the argument that the tax services concept is
inconsistent with the UAA. He indicated that he is a member of the joint
AICPA/NASBA UAA Committee that drafts the UAA which is then
subject to approval by the boards of those two organizations.

Mr. Schultz indicated that the language in the UAA has the notification
requirement being triggered by entering the state. The provision being
discussed deals with people who do not enter the state. Mr. Granen,
who is also a member of the UAA Committee, indicated that technology
has provided ways to allow CPAs to enter the state without physically
going to that state. This has created a great deal of ambiguity and so
the NASBA Committee is drafting model rules in an effort to study if
there can be a clearer definition of what it means to enter a state.
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Ms. Hillebrand indicated that under current law, the Board has practice
privilege as an opportunity for out-of-state CPAs to come and serve
California clients. Firm registration had been addressed in the revisions
to Section 5096.12, and the recommendation to the Legislature for the
reinstatement of temporary and incidental practice was an additional
way for some tax services to be provided. Ms. Hillebrand indicated that
she believed that it was not appropriate for this Board to make this
decision on an urgent basis and she favored reconsideration.

Mr. Link clarified for the Board what the consequences would be
legislatively if the Board moved forward with the tax services concept.
He noted that Senator Figueroa was asked to carry the Board's
legislation because of an urgent problem that needed to be solved and
she was happy to do that. However, he indicated that this is an item that
she considers so significant and so non-urgent that she will not carry it in
her bill. Therefore, if tax services are included in a bill, Senator Figueroa
will not be the author. Mr. Link communicated that Senator Figueroa is
extremely interested in this Board and in solving the problem it has with
practice privilege. She does not have a problem with the tax services
issue being pursued in a separate bill, but in her estimation, it is
significant enough that she would not go forward with SB 503 if the
Board includes tax services in its proposal.

Mr. Blanc mentioned that one of the driving forces for the February
meeting was that the IRS had issued Circular 230 which is an elaborate
and systematic publication that sets forth rules of practice in the field of
income taxation. There are sanctions and penalties for tax practice
misconduct. Mr. Blanc indicated that he was satisfied that the IRS will
engage in robust enforcement of tax misconduct including the
suspension or cancellation of practice rights before the IRS which would
bring it within the disciplinary authority of this state and allow the Board
to take action. Mr. Blanc added that there is authority proposed in the
bill to discipline someone who is engaged in misconduct in tax services
even if that person is out-of-state. He indicated that it is clear that this is
an urgent matter to enable out-of-state practitioners to continue their
practice seamlessly for their clients in the midst of tax season.

Ms. D’Angelo Fellmeth indicated that the IRS has no authority to revoke
a license; it can only bar a licensee from practicing before it. If it does
that to a California CPA, it has to be reported to the Board. She noted
that in FY 2003/04, the Board received two notices from the IRS and the
FTB combined, in FY 2004/05 it received three notices. She indicated
that she believed that was not vigorous enforcement. She noted that the
Board cannot discipline what it is not aware of and that was the purpose
of the Practice Privilege Program. She indicated that she supported tax -
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services under a practice privilege. Mr. Blanc added that the past
statistics may not be relevant since Circular 230 was just adopted last
year.

Mr. Robinson concurred that since Circular 230 was just adopted last
year and made more restrictive at the end of last year, that has yet to be
reflected in the Board's statistics. Secondly, Ms. Tindel asked him to
convey to the Board that every time the IRS bars a licensee from
practicing before it, the Board also revokes the license. He pointed out
that it is a matter of consumer choice when a California consumer uses
an out-of-state CPA to prepare a return. He added that Enrolled Agents
prepare the vast majority of tax returns, and they are not regulated by
this Board, but by the IRS and the FTB.

It was moved by Ms. Hillebrand, and seconded by Ms. Heintz, to
reconsider the proposed revisions to Section 5054. Mr. Blanc,

Mr. Swartz, Dr. Charney, Ms. Chi, Mr. Driftmier, Ms. Flowers,

Mr. lino, Mr. Johnson, Mr. Petersen, Ms. Sos and Mr Waldman were
opposed. The motion failed.

Ms. Sos reported that a new document had been provided that
addressed three issues that were identified in the meeting the previous
day, March 16, 2006. The first issue was the definition of licensee for
the purposes of the fining authority in Article 6.5. Mr. Ritter reported that
Section 5116.6 defines “licensee” for the purposes of Article 6.5 broadly
enough to include all forms of authorized practice and consequently no
change to Section 5116.6 was recommended. The Board concurred
with the recommendation.

Ms. Sos indicated that Mr. Ritter had identified a potential ambiguity that
may cause confusion in the Board's proposed statute regarding the
meaning of the term “firm.” The Board previously voted as a policy not
to exclude out-of-state firms that were LLCs from practicing in California
through a practice privilege holder. The following language was
proposed. ‘

“Section 5035.3 — For purposes of subdivision (b) of Sections 5050,
5054, and 5096.12, firm includes any entity which is authorized or
permitted to practice public accountancy as a firm under the laws of
another state.”

It was moved by Mr. Driftmier, seconded by Dr. Charney, and

carried to approve the revised language to Section 5035.3.
Ms. Heintz was temporarily absent.
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Ms. Sos reported that the Board discussed the need to have a specific
authorization in Section 5054 to authorize the Board, by regulation, to
limit the nature and quantity of tax services that are permitted pursuant
to subdivision (a) of Section 5054. The following language was
proposed.

“Section 5054(b) — The board may, by regulation, limit the nature and
quantity of tax services provided pursuant to subdivision (a) of Section
5054.”

It was moved by Mr. Swartz, seconded by Mr. Johnson, and carried
to adopt the changes to Section 5054(b). Ms. Hillebrand was
opposed and Ms. Heintz was temporarily absent.

Mr. Blanc thanked both Ms. Sos and Ms. Hillebrand for their tireless
efforts to address these difficult implementation issues and achieve
resolution. Mr. Blanc requested that Ms. Hillebrand, as Chair of the
CPC, add a discussion of the parameters of tax services to the
Committee’s May agenda. He noted that the Board has had a spirited
discussion over the last two months on the concept of tax services, and
from the presentation yesterday, it is clear that it was an evolving
concept. He indicated that he believed that it was the Board’s obligation
to study to what degree tax services should be subject to any
exemptions, and if so, how the Board would define it.

Ms. Hillebrand indicated that she believed that it would be helpful if
members of the public and the profession would forward the existing
definitions of tax services, the definitions that are under consideration by
other bodies, and information about the nature of the regulation offered
by those bodies for consideration by the CPC, in addition to the
background provided by staff. It would also be helpful to have
information presented regarding whether other entities engage in any
competency screening as opposed to complaint based activity.

Mr. Blanc directed Ms. Sigmann to issue a communication to interested
parties and other regulatory entities to respond to the questions posed.

Report of the Vice-President.
No report.
Report of the Secretary-Treasurer.

A. FY 2005/06 Mid-Year Financial Report.
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moved by Mr. Waldman, seconded by Mr. Johnson, and
carried to adopt an “oppose” position on AB 1612.

Ms. Hillebrand was opposed and Ms. Sos was temporarily
absent.

AB 1868 (Bermudez) — Accountancy: Licensure.

Mr. Waldman reported that AB 1868 is sponsored by CalCPA. it
was discussed by the CPC and the Board at the February 22-23,
2006, meetings. At the February 2006 meeting, the Board
adopted an “oppose unless amended” position on this bill. Itis
anticipated that AB 1868 will be heard by the Assembly Business
and Professions Committee on April 4, 2006.

Mr. Waldman reported that AB 1868 was amended on March 15,
2006, to contain the language approved by the Board at its
February 23, 2006, meeting and the language for Section 5050(b)
that was approved by the Board earlier at this meeting. He added
that CalCPA indicated that it is their intent that all of the Board-
approved language be included in AB 1868. Mr. Waldman
indicated that the Legislative Committee recommended that the
Board adopt a position supporting this bill if it is amended to
include all of the Board’s language.

Ms. Tindel indicated that this bill contained critical issues for
consumers and CalCPA would appreciate the Board's strong
support and testimony when it is heard on April 4, 2006.

Mr. Blanc indicated that he was planning to attend the hearing.

It was moved by Mr. Waldman, seconded by Dr. Charney, and
carried to adopt a “support if amended” position on AB 1868.
Ms. Hillebrand was opposed and Ms. Sos was temporarily
absent.

. SB 503 (Figueroa) — Accountants.

Mr. Waldman reported that SB 503 contains the Board’'s
proposed statute changes related to foreign accountants, fees,
and peer review. At its February 2006 meeting, the Board
adopted a “support” position on SB 503. Last week Ms. Sigmann
was informed that Senator Figueroa does not intend to move
forward with SB 503 at this time, and another bill will have to be
found for the language on peer review and fees. The Legislative
Committee recommended no change to the Board’s position on
this bill. The Board concurred with the recommendation.
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Consideration of Modifications to the Proposed Statutory Language Adopted by the
Board at its February 23, 2006, Meeting

On March 7, 2006, a working group consisting of Board members Renata Sos and
Gail Hillebrand, representatives of the profession, legislative staff, Board staff and
legal counsel met at the Board office to discuss and fine-tune the statute changes
approved by the Board at its meeting of February 23, 2006. Julie D’Angelo
Felimeth of the Center for Public Interest Law participated by conference call. Since
all Board members were unable to attend this meeting, Ronald Blanc asked that
there be a brief explanation of how these modifications were developed.
Attachments 1 and 2 provide the working group’s recommendations for your
consideration and action. Attachment 1 provides the language from that meeting,
with the proposed revisions to the language approved by the Board in February
shown in bold. Attachment 2 provides the language as plain text. The majority of
the proposed changes are technical in nature. The changes are as follows:

» Section 5050: Section 5050 contains the basic prohibition against the unlawful
practice of accountancy in California. Subdivision (b) was added by the Board at
its meeting of February 23, 2006. It provides for temporary and incidental
practice by CPAs, PAs, and accountancy firms lawfully practicing in another
state provided the individual or firm does not solicit clients or assert or imply that
they are licensed or registered to practice in California. Subdivision (c) is the
language the Board approved in January to address the foreign accountant
issue. Concern was raised by the profession that the language in subdivision (b)
would prohibit California-registered firms from soliciting clients in California. The
language in bold addresses this concern. The cross-reference in subdivision (a)
was also revised for consistency with other proposed amendments.

o Section 5050.1: Section 5050.1 asserts the Board’s jurisdiction over any act
that is the practice of public accountancy in California. It was noted that
enacting a new law with the statement "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;...” could be interpreted
as indicating that prior to this enactment, the Board did not have jurisdiction.
This could suggest that all prior disciplinary actions were unlawful. To address
this, revised Section 5050.1 is divided into two subdivisions, and subdivision (a)
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includes the sentence: “This section is declarative of existing law.” The word
“who” was changed to “that” to more clearly communicate that “person” includes
a firm as well as an individual practitioner.

o Section 5050.2: This section was formerly numbered Section 5054.1. |t
authorizes discipline by the Board under the Administrative Procedure Act for
violations that occur related to practice under subdivisions (b) or (c) of Section
5050, subdivision (a) of Section 5054, or under Section 5096.12. The working
group noted that the numbering of this section as Section 5054.1 was confusing
and this section would be more appropriately located following Section 5050.1.
The working group also concluded that, in addition to.the discipline spglled out in
the February 23™ language, it would be approprtate to authorize the Board to "
issue a fine or an administrative suspension. The revised language includes this
change.

. Sectlon 5050.3: During the discussion of Section 5054, it was noted that with
the broadenmg of Seotlon 5054 to cover all tax’ services, it no. longer made :
sense fo have a provision that authorlzes ’che Board to adopt regulatrons limitin ng
the number of tax returns that may be prepared under Section 5054. The
working group concluded it would, however, be appropriate to have a new
section that authorizes the adoptlon of regulations related to the proposed new
laws. Thereis already express authorlty to adopt, regu!atlons in the Practice
‘Pr|V|Iege Avrticle where new Ségtion' 5096.12 would be'located. Proposed
Section 5050 3 would add a S|mllar provnsron to the article i m the. Accountancy
Act that would mclude new / an “”"’dfed Section 5050 and new Sections 5050.1
and 5050 2. Legal Counsel,eGeorge Ritter, has pomfed out if ’the intent is to
provrde authority for the Board to narrow the scope of the tax services exception,
this language would not be sufficient. He indicated that if the.Board wishes to
retain the authority to limit the volume of tax returns or services in some way, a
provision similar to 5054(b) should be retained in the Accountancy Act.

+ Section 5054 Thrs sectlon as it is in current law, provides a narrow exception
from I|censure regrstratlon and practtce privilege requirements for the

.........

by the Board expanded tHe provrsmns of th!s sec‘uon to oover all tax services.
Revised Janguage also permits out-of-sfate CPAs ‘employed by, California-
registered firms to provide services under this section. It was poanted out that
the proposed amendments to Section 5054 could be confusing and could create
ambiguities regarding the application of the jurisdictional provisions in proposed
Sections 5050.1 and 5050.2. The amendments to Section 5054 were re-drafted
to address these concerns.

o Section 5096.12: This section would permit a firm to practice through a practice
privilege Holder without getting a California registration. Amendments clarify that
by practicing under this section a firm is deemed to have given its consent to the
Board’s jurisdiction. Amendments also permit the Board to issue a fine for a
violation of this section.

6



Board Members
March 16-17, 2006
Page 3

The working group noted that some had suggested that this section should not
apply to aftest services. Because this involves a policy issue rather than the
fine-tuning of language, Board action is required. The working group did not
discuss this issue, and participants at that meeting were asked to be prepared to
discuss it at the Board meeting. If the Board, at this meeting, supports such a
change, a sentence can be added stating: “This section does not apply to aftest
services.” It should be noted that the statute on peer review contains a definition
of attest services as follows: "Attest services’ include an audit, a review of
financial statements, or an examination of prospective financial information,
provided, however, ‘attest services’ shall not include the issuance of compiled
financial statements.” This definition can be cross-referenced in Section

© 5096.12, or, if the Board chooses, a different definition can be added to Section
5098.12.

Another issue that was identified is the fact that staff will have no means of
identifying what firms are practicing under this section. The practice privilege
Notification Form requires only the name of the firm. However, different firms
may have the same name. Without collecting the Federal Tax Payer
Identification Number used when filing a federal business tax return as a unique
identifier, it would not be possible to identify the number of firms practicing under
this section and the practice privilege holders these firms employ. This
information would be essential for data-gathering purposes as well as
implementing certain sections of the statutory changes. The firm’s address and
main telephone number would also be important, and are not currently required
on the Practice Privilege Notification Form. If this requirement is specified in the
statute, the Notification Form can be revised in an expedited manner as a
change without regulatory effect.

Attachments



STATE OF CALIFORNIA ~ STATE AND CONSUMER SERVICES AGENCY ARNOLD SCHWARZENEGGER, Governor

State of CALIFORNIA BOARD OF ACCOUNTANCY
Colformle 2000 EVERGREEN STREET, SUITE 250
Departmert SACRAMENTO, CA 95815-3832
Caonsumer TELEPHONE: (916) 263-3680
" Hairs FACSIMILE: (916) 263-3675

WEB ADDRESS: hifp://www.dca.ca.govicha

Attachment 1

(P