AMENDED IN ASSEMBLY APRIL 15, 2002

CALIFORNIA LEGISLATURE—2001-02 REGULAR SESSION

ASSEMBLY BILL No. 1995

Introduced by Assembly Member Correa

February 15, 2002

An act to-amend-Seetions-5037-and-51:0ddf Section 5062.1 the
Business and Professions Code, relating to accountancy.

LEGISLATIVE COUNSELS DIGEST

AB 1995, as amended, Correa—-Accountaney—destruetion of
reeerds Audits

Existing law establishes the California Board of Accountancy in the
Department of Consumer Affairs for the purpose of licensing and
regulating public accountants. In addition to other requirements, a
licensee is required to issue a report conforming to professional
standards upon completion of a compilation, review, or audit of
financial statements. Existing law prohibits a public accountant who
performs specified services for a client, including an audit or a review
of financial statements from performing other services for the client for
a commission or receiving a commission from the client, during the
period in which he or she performs the service and during the period
covered by historical financial statements involved in the service.

This bill would provide that a licensee would not be considered
independent for purposes of certifying an audit client's financial
statements the licensee’s firm performs nonaudit services for the client
or an affiliate of the client. The bill would specify the services that
gualify as audit services.

98



AB 1995 —2—

Vote: majority. Appropriation: no. Fiscal committee:—yas.
State-mandated local program: no.
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The people of the State of California do enact as follows:

SECGHON-I—FheLegislature-findsand-deetaresthat it is
SECTION 1. Section 5062.1 is added to the Business and

Professions Code, to read:

5062.1. (a) A licensee shall not be considered independent
for purposes of certifying an audit client’s financial statements if
the firm employing the licensee performs nonaudit services for the
client or for an affiliate of the client.

(b) Audit services that may be performed by a licensee are
limited to the following:

(1) Audit work performed in the course of forming an opinion
regarding financial statements.

(2) Preparation of tax returns.

(3) Review of documents filed with the Securities Exchange
Commission, including Forms 10-K and 10-Q, during the period
under audit.

(4) Attending meetings with a client’'s audit committee, board
of directors’ meetings, or annual shareholders meetings.
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(5) Reissuing audit opinions from prior periods and
preparation of consents relating to client’s filings with the
Securities Exchange Commission.

(6) Responding to client inquiries regarding generally
accepted accounting procedure (GAAP) financial reporting
issues.

(7) Responding to regulatory inquiries, including inquiries by
the Securities Exchange Commission, relative to a client’s fiscal
period audited by the licensee. A licensee’s response to an inquiry
shall not qualify under this paragraph if the licensee acts as an
advocate for the client in the course of providing the response.

(8) Responding to a successor accounting if replaced as a
client’s auditor.

(9) Preparation of management recommendation letters that
are an integral part of the audit process.

(10) Providingtestimony to governmental agencies, legislative
inquiries, or incourt pooceedingsegading audit work performed.
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