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Investigations of the Profession 

• High profile frauds in the 1970s, 1980s, 2000s 

• Congressional concern of auditors’ ethical and 
professional responsibilities 

• Themes of investigations 

1. Non-audit services impairing auditor 

independence 

2. Management to report on internal controls 

3. Prevention and detection of fraud 
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Investigations of the Profession 

• Metcalf (Moss) Committee 
– First investigation of profession since 1930s 
– Some recommendations 

• Establish self-regulatory organization of firms  
• Limitation of management service to those directly related to 

accounting 

• Cohen Commission 
– Some recommendations: 

• Management should report on its internal controls 
• Auditors should evaluate management’s report 

– Lowballing: Deliberately underbidding for an audit  
– Opinion Shopping: Client seeks auditor who will go along 

with accounting treatment 
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Investigations of the Profession 

 
• The House Sub Committee on Oversight and 

Investigations 
• Savings and Loan Industry Failures 
• Treadway Commission Report 

– Formally The National Commission on Fraudulent 
Financial Reporting 

– Formed in 1985 to study and report on factors leading 
to fraudulent financial reporting 

– Sponsored by Committee of Sponsoring Organizations 
(COSO) 
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AICPA Code of Professional Conduct 

• Model for state societies codes 
• Applies to members of these voluntary 

organizations 
• State boards of accountancy 

– License accountants in a given state 
– Establishes standards of professional conduct 
– Investigates allegations of violations 
– Issues sanctions, including suspension or revocation of 

license  
– Most important rules to follow 

• Scope of Code of Professional Conduct 
– Apply to CPAs 
– Covered professional services 
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Indiana Board of Accountancy  

Laws and Regulations  

A compilation of the Indiana Code and Indiana 

Administrative Code  
 

2011 Edition  

 

 

 

 

 

 

 

 

 

 

 

 

Indiana Board of Accountancy  

Indiana Professional Licensing Agency  

402 West Washington Street, Room W072  

Indianapolis, Indiana 46204  

Phone: (317) 234-3040  

Fax: (317) 233-4236  

Email: pla11@pla.in.gov  

Website: www.PLA.IN.gov  



4-7 

Link between Ethical Judgment and  
Professional Responsibilities 

• Ethical reasoning and judgment 
• Application of philosophical reasoning  
• Employed when  

– Accounting rules are unclear 
– Difference of opinion on an accounting issue 
– Conflicts of interests of stakeholder groups 

• The Integrity Principle 
– Observes both form and spirit of standards 
– Emphasizes rights of stakeholders 
– Judges situations with objectivity 
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Link between Ethical Judgment and  
Professional Responsibilities 

• AICPA Ethics Rules and Interpretations 
1. Independence, Integrity and Objectivity 
2. Professional Standards and Quality of Work 
3. Responsibilities to Clients 
4. Other Responsibilities and Practices 
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Conceptual Framework for  
AICPA Independence Standards 

• Independence required for audit and  other 
attestation services  

• Avoid certain relationships that could impair 
ability to be independent 
1. Financial  

2. Business 

3. Family 

• Risk-based approach for analyzing threats 

• ** In fact and in appearance ** 
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http://www.thecaq.org/publications/In-Depth_GuidetoPublicCompanyAuditing.pdf
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Audit Risk 

• Inherent Risk 

– In spite of controls, risk exists 

– Use of accounting estimates 

• Control Risk 

– Controls fail in preventing/detecting  

• Detection Risk 

– Failure to find error in testing 

– Nature, timing and extent of tests  
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Audit Risk 

The audit firm determines risk based on 
assessed engagement risk 
 

AR = IR x CR x DR 
 
AR = Audit Risk 
IR = Inherent Risk 
CR = Control Risk 
DR = Detection Risk 
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SEC Positions 

1. Proscribing certain financial interests and 
business relationships with the audit client 

2. Restricting certain non-audit services to audit 
clients 

3. Subjecting all auditor conduct to a general 
standard of independence 
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Providing Non-attest Services to an Attest Client 

• Certain lucrative non-attest services creates a conflict 
of interests 

• Gives the client leverage over the CPA firm and its 
audit opinion 

• Client must agree to perform the following functions: 
1. Make management decisions and perform all 

management functions 

2. Designate competent overseer of these services 

3. Evaluate adequacy and results of services performed 

4. Accept responsibility for the results of the services 

5. Establish and maintain internal controls 
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Providing Non-attest Services to an Attest Client 



4-16 
16 

As directed by the Sarbanes-Oxley Act of 2002, the SEC is adopting rules that require conformance 

with specific sections of the Act. These rules require officers to certify that they are responsible for 

establishing, maintaining and regularly evaluating the effectiveness of the issuer's internal controls; 

that they have made certain disclosures to the issuer's auditors and the audit committee of the board 

of directors about the issuer's internal controls; and that they have included information in the 

issuer's quarterly and annual reports about their evaluation and whether there have been significant 

changes in the issuer's internal controls or in other factors that could significantly affect internal 

controls subsequent to the evaluation. 

http://www.pcaobus.org/index.aspx
http://www.sarbanes-oxley.com/
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Sarbanes-Oxley Provisions:  
Prohibited Non-attest Service for Public Clients 

1. Financial information systems design and implementation 

2. Appraisal or valuation services, fairness opinions, or 
contribution-in-kind reports 

3. Actuarial services 

4. Internal audit outsourcing services 

5. Management functions or human resources 

6. Broker or dealer services, investment adviser, or 
investment banking services 

7. Legal services and expert services unrelated to the audit 

8. Any other service prohibited by BOD 
 

• Tax services must be preapproved by the audit committee 
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Corporate Responsibility for Financial Reports 

• CEO and CFO certify financial reports 
– No untrue statement of material facts 

– No omission or misleading material facts 

• Required by section 302 of SOX 

• Penalties in section 906 of SOX 
– Maximum fine of $1 million 

– Maximum imprisonment is 10 years 

– Or both fine and imprisonment 

– Willful false certification - $5 million and 20 years, or 
both 
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EXHIBIT 31.1 Certification 

 

I, Charles Koppelman, certify that: 

1. I have reviewed this Annual Report on Form 10-K of Martha Stewart Living Omnimedia, Inc; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the 

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the 

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in 

Exchange Act Rules 13a-15(e) and 15(d)-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a – 15(f) and 15(d) – 

15(f)) for the registrant and have: 

 a.) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to 

 ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 

 particularly during the period in which this report is being prepared; 

 b.) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our 

 supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external 

 purposes in accordance with generally accepted accounting principles; 

 c.) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the 

 effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

 d.) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's fourth fiscal 

 quarter that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting. 

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the 

registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

 a.) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 

 reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

 b.) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal 

 control over financial reporting. 

 

Dated: March 14, 2011 

 

/s/ Charles Koppelman 

Principal Executive Officer 

Corporate Responsibility for Financial Reports 
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Due Care 

• Quality of services performed by the CPA 

• Professional competence 

• Due professional care 

• Planning and supervision 

• Obtaining sufficient relevant data 
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Responsibilities to Clients 

• Confidentiality (Rule 301) 
– Need client consent 
– Permitted disclosure of confidential client information 

without violation of rule 
• Response to validly issues subpoena or summons 
• Adherence to applicable laws and regulations 
• Compliance with peer review of CPA practice 
• Defense in an investigation of the CPA 

– Internal whistle blowing permitted 
– External whistle blowing may violate confidentiality 
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Responsibilities to Clients (cont) 

• Contingent Fees (Rule 302) 
– Prohibits acceptance of contingent fees  

•Preparation of original tax returns 
•Preparation of amended tax returns 
•Preparation of original claim of tax refund 

– Permits acceptance of contingent fee based upon 
initiation by and findings of governmental agencies 
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• Commissions (Rule 503) 
– permits acceptance of commissions except from attest 

(audit) clients 
– Requires disclosure of commission being paid to the CPA 
– Commission may be paid for recommending a product to a 

client 
– May accept or pay referral fees for recommending or 

referring service of CPA 

Other Responsibilities and Practices 
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Advertising and Solicitation (Rule 502)  
 
Requires that advertising not be false, deceptive or misleading or 
imply ability to influence official bodies  
 
Prohibits solicitation by use of coercion, over-reaching, or 
harassing conduct 

Other Responsibilities and Practices 

http://www.blueandco.com/index.html

