
Comment Letter 1 
Sent: Wednesday, December 05, 2007 12:58 PM 
To: Snyder, Lisa 
Subject: Feedback on 501-8 Ethics Rule 
 
Lisa, 
 
I just read over 501-8 and would like to offer my comments. 
 
After several classes on engagement management, I use liability limitation, hold harmless and 
indemnification provisions in my agreements. However, I do not provide audit or attest services 
any longer.  In one of my long ago audit engagements, the client was in a hurry for the audit 
report, had discovered a fraud and was not willing to pay any more for the audit services, even 
though the audit risk had risen.  I agreed to do the work only with the provision that I be 
indemnified and held harmless if other fraud or losses existed.  
 
Laws get over turned and found unconstitutional because people disobey and challenge them.  
Your proposed ethics rule essentially tells members that if the law is on the books, they have no 
choice, ethically, but to obey it.  I disagree with this and I feel you are overstepping your bounds. 
 
My choice to obey a law or not is dictated by various interpretations of that law (why do you 
think we have so many court cases) and the circumstances at hand. 
 
Secondly, the hiring of professional services is a contractual dealing with both parties negotiating 
the terms.  Clients are always free to hire someone else if they do not like the terms of my 
engagement letter.  
I am free to tell them to take a hike if they are not willing to agree to my terms.  There may be 
economic, service or time concessions that affect why particular provisions are in an engagement 
letter that are not evident from the letter itself. Additionally, the interpretation speaks to the mere 
entering into an engagement that might possibly be contrary to laws/regulations rather than being 
found guilty of violating the law. 
 
Third, in dealing with government agencies, I have been told incorrect information relative to 
professional fee compensation arrangements under their regulations many times, some times, I 
feel, on purpose.  As such, if I do government work, I charge them more than I do other clients so 
that at the end of the day, I am in the same place economically. 
 
Professional services is a two way street and the professionals need to be able to protect 
themselves as well.  Your job is NOT to protect the public - that is the job of the State Boards of 
Accountancy.  Violations of law need to be dealt with in the correct venue.  If found guilty of 
violating a law, then the CPA may have violated an ethics rule.  However, just because someone 
is found guilty does not mean that they are guilty.  Thank you for your time. 
 
Mike 
Michael Hanrahan CPA,CFP,MCBA 
Hanrahan & Associates, LLC. 
P.O. Box 92843 
Anchorage, AK 99509 
 
(907) 276-0457 
Fax (907) 276-1130 
hanrahan@ak.net
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January 15, 2008 
 
 
 
 
Lisa A. Snyder, CPA 
Director - Professional Ethics Division 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas  
New York, NY  10036-8775 
 
Via e-mail to: lsnyder@aicpa.org 
 
Re: Proposal of Professional Ethics Division, Proposed Interpretation 501-8 Under Rule 501: 

Failure to follow requirements of governmental bodies, commissions, or other regulatory 
agencies on indemnification and limitation of liability agreements with a client. 

 
To the Members of the Professional Ethics Executive Committee (PEEC): 
 
We appreciate the opportunity to offer comments to the Professional Ethics Executive 
Committee (PEEC) of the American Institute of Certified Public Accountants (AICPA) on the 
Proposed Interpretation 501-8 (Proposal).  The National Association of State Boards of 
Accountancy’s (NASBA) goal is to increase the effectiveness of State Boards of Accountancy.  
In furtherance of that objective, our Regulatory Response Committee (Committee) offers the 
following comments on the Proposal. 
 
The Proposal would add Section 501-8, “Failure to Follow Requirements of Governmental 
Bodies, Commissions, or Other Regulatory Agencies on Indemnification and Limitation of 
Liability Agreements With a Client to the Acts Discreditable Section of the Code of Professional 
Conduct (Code) of the AICPA.”  The Proposal affects members that agree to provide audit or 
other attest services to clients.   
 
The Code presently does not permit a member to enter into an indemnification agreement, except 
as provided by Ethics Ruling 94 on Independence, Integrity and Objectivity: Indemnification 
Clause in Engagement Letters (ET §191.94).  This section provides that an engagement letter can 
include an indemnification clause for knowing misrepresentations by management.  ET § 191.94 
would not apply where such an agreement would violate the requirements of a governmental 
body, commission or other regulatory agency (collectively, a “Governmental Entity”).  The Code 
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presently does not permit a member to enter into any limitation of liability agreement.  An 
interpretation by PEEC of Section 101 would be required to cover such an agreement or to 
expand the scope of ET § 191.94.  Any agreement providing for limitation of liability or 
indemnification, other than one permitted by ET § 191.94, would place a member in violation of 
the independence requirements of the Code as presently written and would subject the member to 
the disciplinary process of PEEC and boards of accountancy.  A clear statement about what is 
presently prohibited by the Code should precede the proposal. 
 
The Proposal provides that a member should not enter into an indemnification or limitation of 
liability agreement with a client if the agreement would place the client or the member in 
violation of the requirements of the governmental body, commission, or other regulatory agency 
(Governmental entity) to which they are subject.  Failure to follow the provisions of Section 501-
8 would cause the member to be considered to have committed an act discreditable to the 
profession.  The Proposal also states that the member would be considered to have committed an 
act discreditable to the profession if such agreement would cause the member to be disqualified 
from providing audit or other attest services to the client.  
 
The Proposal does not state that the entering into an indemnification or limitation of liability 
agreement that would violate the requirements of a Governmental Entity would also cause the 
member to not be independent of a client if an audit, or other attest service, was performed for 
the client.  The Committee believes that the violation of independence should be specifically 
addressed when the final proposal is drafted.   
 
The explanatory notes to the proposed section include commentary by PEEC on the results of a 
research project that it commissioned.  PEEC has not published the research paper; consequently, 
the methodology used to perform the research, the conclusions reached and the adequacy and 
completeness of PEEC's interpretation of the results could not be properly evaluated by third 
parties, including the boards of accountancy of the states contacted.  Of particular note to the 
Committee is PEEC’s comment that the results of the research indicated that, “Of the state 
boards of accountancy contacted, [emphasis added] no state board rule or accountancy act 
provision permits or prohibits the use of indemnification and limitation of liability provisions.”  
The proposal could stand without this reference as this “result” has no bearing on the proposed 
addition to Section 501.  
 
The Committee is concerned that the “no state board” comment in the Proposal will 
unintentionally act as a green light to members and encourage them to include such provisions in 
current engagement letters.  The Committee strongly urges PEEC to delete the above referenced 
result in the final proposal.  Also, the Committee believes that no research “indications” should 
be used in the final proposal unless that research is published. 
 
The Committee is not surprised by the commentary in the explanatory section of the Proposal 
that comment letters on the 2005 and 2006 exposure drafts contained “diverse views with no 
clear consensus amongst stakeholders” (see page 4 of the Proposal). However, the Committee 
would be surprised if stakeholders, other than CPAs, would not support the prohibition of 
indemnity and liability limitation agreements in engagement letters.  The Committee suggests 
that the final proposal break out the general results of the comment letters by category of 
stakeholder. 
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The Proposal states that PEEC will continue to monitor auditor liability reform efforts and events 
on this subject and will consider what, if any, additional guidance may be appropriate.  The 
Committee believes that the issue of auditor liability reform may be the subject of future 
legislative action in the United States and that guidance by PEEC might be helpful for its 
members after enactment of such legislation. 
 
The Committee feels that the Proposed Section 501-8 with the changes proposed in this letter 
would be useful additions to the Acts Discreditable Section of the Code. 
 
We hope these comments will assist PEEC in the furtherance of its work.    
 
 
Sincerely,     

  
Samuel K. Cotterell, CPA 
NASBA Chair 
 

  
David A. Costello, CPA 
NASBA President & CEO 
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January 18, 2008 
 
 
Lisa A. Snyder, Director 
Professional Ethics Division 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas, 19th Floor 
New York, NY  10036 
 

RE:  Exposure Draft - Proposed Interpretation 501-8 Under Rule 501: “Failure to 
follow requirements of governmental bodies, commissions, or other regulatory 
agencies on indemnification and limitation of liability agreements with a client” 

 
Dear Ms. Snyder:  

We appreciate the opportunity to comment on the Professional Ethics Division’s Proposed 
Interpretation dated December 3, 2007.  We support issuance of the Interpretation. 
 
We note that the Explanation section of the Exposure Draft clearly indicates that the 
Interpretation would apply to situations where members are “providing audit or other attest 
services”.  In order to make the Interpretation more useful to members, we believe that the 
Interpretation itself should be revised to explicitly state, in both paragraphs, that the prohibitions 
on indemnification and limitation of liability agreements relate to the existence of such 
agreements only in connection with engagements to provide audit or attest services. 
 
 

****** 
 
Please direct any questions on this letter to David Winetroub at (212) 909-5552. 
 
 
Sincerely, 

 
 

 KPMG LLP 
 757 Third Avenue                                     Telephone 212-909-5600  

New York, N.Y. 10017                                      Fax 212-909-5699  
8th Floor 
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February 5, 2008 
 
 
 
 
 
Lisa A. Snyder, Director, Professional Ethics Division 
AICPA 
1211 Avenue of the Americas, 19th Floor 
New York, NY 10036 
 
Dear Ms. Snyder: 
 
Re:  PROPOSED INTERPRETATION 501-8 UNDER RULE 501:  “FAILURE TO FOLLOW 
REQUIREMENTS OF GOVERNMENTAL BODIES, COMMISSIONS, OR OTHER 
REGULATORY AGENCIES ON INDEMNIFICATION AND LIMITATION OF LIABILITY 
AGREEMENTS WITH A CLIENT” UNDER RULE 501, ACTS DISCREDITABLE 
 
Thank you for the opportunity to comment on the above-referenced exposure draft.  The members of the 
CSCPA Professional Ethics Committee have reviewed the draft and are in agreement with the text of 
Proposed Interpretation 501-8. 
 
Thank you for your attention to the above matter. 
 
Very truly yours, 

 
Peter J. Tracey, CPA 
Chair, CSCPA Professional Ethics Division 
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From: Bruce Robbins [mailto:brobbins@krdcpas.com]  
Sent: Friday, December 21, 2007 2:22 PM 
To: Snyder, Lisa 
Subject: Limitation of liability provision 
 
 
Hi Lisa 
 
I am the chairman of the Illinois CPA Society behavioral committee that is part of our state ethics 
committee. 
 
There should be a prohibition of the use of the indemnification and limitation of liability provisions 
for any work a CPA does 
 
Bruce A. Robbins 
Certified Public Accountant 
  
Kutchins, Robbins & Diamond, Ltd. 
1101 Perimeter Drive Suite 760 
Schaumburg, IL 60173 
ph. 847.240.1040 x 125 
fax 847.240.1055 
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NEW HAMPSHIRE BOARD OF ACCOUNTANCY 

78 REGIONAL DRIVE 
BUILDING TWO 

CONCORD, NH  03301 
Jefferson Chickering, CPA   Owen Walton  
Chairman   Public Accountant 
  
Dr. Richard O. Hanson, CPA    Wayne B.  Geher, CPA 
Secretary 
     
Deborah Butler    Sheila K. Christie, Esq. 
CPA   Public Member 
 
Andrea Goldberg   Louise O. Romeo 
Public Member   Executive Director 
   
Phone Number Fax Number E-Mail  Web Site 
603-271-3286 603-271-8702 boa@nh.gov  www.nh.gov/accountancy 
 

Kim Ware   Mary Whittier 
Assistant to the Director   Assistant to the Board 
  
 TDD Access: Relay NH 1-800-735-2964 

January 31, 2008 
 
 
Lisa A Snyder, Director 
AICPA Professional Ethics Division 
AICPA 
1211 Avenue of the Americas 
19th Floor 
New York, NY 10036 
 
 Re:  Comments applicable to Exposure Draft entitled Proposal of Professional 
 Ethics Division regarding Proposed Interpretation 501-8. 
 
Dear Ms. Snyder: 
 
On behalf of the New Hampshire Board of Accountancy, I am pleased to provide some 
comments regarding the above captioned exposure draft. 
 
Although our Board of Accountancy neither permits or prohibits the use of 
indemnification and limitation of liability provisions in client engagement letters, it 
would be appropriate that if our rules and regulations did contain such a provision, all 
members would be required to comply with the requirements. 
 
You may be pleased to know that we will place this topic on our agenda, and will discuss 
all aspects of this topic in the near future. 
 
Again, thank for the opportunity to offer our comments. 
 
Sincerely, 
 
 
Richard O. Hanson, CPA 
Secretary of the New Hampshire 
Board of Accountancy   
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AICPA Business and Industry Executive Committee 
Feedback on Task Force Recommendation to PEEC 

 
Re: Proposed Interpretation 501-8 Failure to Follow Requirements of 
Governmental Bodies, Commissions, or Other Regulatory Agencies on 
Indemnification and Limitation of Liability Agreements  
 
The AICPA Business and Industry Executive Committee (BIEC) held a conference call 
on March 28, 2008 to provide feedback to PEEC Task Force on the issue referenced 
about.   
 
Comments from the call are as follows:  
The Committee agrees in principle with the concept of holding members responsible for 
compliance with applicable laws and regulations.  
 
However, as a practical matter, it is the “regulated entity” that would enter into the types 
of agreements contemplated by this proposal. The Committee’s concern is how members 
would be linked to such agreements and suggest that the language of the recommendation 
be modified to apply only to members who might be directly involved in such an 
agreement.  
 
It was also recommended that the phrase “constitute a violation” might be preferable to 
“cause a violation” in paragraph two of the draft recommendation.  
 


