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 i  •  Course Information

CALIFORNIA ETHICS - INDUSTRY FOCUS

This course is designed to provide the CPA with an ethical framework that the CPA can use as a guide to 
VRUW�WKURXJK�HWKLFDO�GLOHPPDV��,W�SURYLGHV�GHWDLOHG�JXLGDQFH�RQ�WKH�VSHFL¿F�ODZV��UXOHV��DQG�UHJXODWLRQV�
you will need in the future. Also included is an overview of business responsibilities with internal fraud 
SUHYHQWLRQ�DQG�PDQDJHPHQW�IUDXG��DV�ZHOO�DV�&DOLIRUQLD�VSHFL¿F�LQIRUPDWLRQ� 

LEARNING ASSIGNMENTS AND OBJECTIVES 

As a result of studying each assignment, you should be able to meet the objectives listed below each 
individual assignment.

SUBJECTS

Ethics for Industry CPAs
Internal Fraud Prevention
Management Fraud
&DOLIRUQLD�6SHFL¿F�,QIRUPDWLRQ

Study the course materials from pages 1 to 95
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

• Recognize AICPA guidance for CPAs in business.
• Identify ethical guidance promulgated by the Institute of Management Accountants (IMA).
• Recognize common frauds in business and how fraud prevention should be implemented.
• 5HFRJQL]H�PDQDJHPHQW�IUDXG�WHFKQLTXHV�DV�WKH\�UHODWH�WR�PLVVWDWHG�¿QDQFLDO�VWDWHPHQWV�
• 5HFDOO�WKH�UXOHV�VSHFL¿F�WR�WKH�SUDFWLFH�RI�SXEOLF�DFFRXQWDQF\�LQ�&DOLIRUQLD�
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NOTICE
Any case studies or examples relating to any disciplinary actions taken by the Board of 
$FFRXQWDQF\�KDYH�EHHQ�WDNHQ�GLUHFWO\�IURP�D�%2$�VRXUFH��H�J��ZHEVLWH��QHZVOHWWHUV��QRWLFHV��
and were published based on the information available at the time of course development. 
6XEVHTXHQW�HYHQWV��DFWLRQV��ZLWKGUDZDOV�PD\�KDYH�RFFXUUHG�VLQFH�WKH�SXEOLFDWLRQ�RI�WKLV�FRXUVH�

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best 
HIIRUWV�LQ�SUHSDULQJ�WKLV�ERRN��WKH\�PDNH�QR�UHSUHVHQWDWLRQV�RU�ZDUUDQWLHV�ZLWK�UHVSHFW�WR�WKH�
DFFXUDF\�RU�FRPSOHWHQHVV�RI�WKH�FRQWHQWV�RI�WKLV�ERRN�DQG�VSHFL¿FDOO\�GLVFODLP�DQ\�LPSOLHG�
ZDUUDQWLHV�RU�PHUFKDQWDELOLW\�RU�¿WQHVV�IRU�D�SDUWLFXODU�SXUSRVH��1R�ZDUUDQW\�PD\�EH�FUHDWHG�
or extended by sales representatives or written sales materials. The advice and strategies 
contained herein may not be suitable for your situation. You should consult with a professional 
ZKHUH�DSSURSULDWH��1HLWKHU�WKH�SXEOLVKHU�QRU�DXWKRU�VKDOO�EH�OLDEOH�IRU�DQ\�ORVV�RI�SUR¿W�RU�DQ\�
RWKHU�FRPPHUFLDO�GDPDJHV��LQFOXGLQJ�EXW�QRW�OLPLWHG�WR�VSHFLDO��LQFLGHQWDO��FRQVHTXHQWLDO��RU�
other damages.

The End User shall be permitted to use the Licensed Content for internal purposes only and 
not for resale or distribution. The Licensed Content is provided on an “as is” basis and with-
RXW�DQ\�ZDUUDQWLHV�RI�DQ\�NLQG��H[SUHVV�RU�LPSOLHG��&&+�,1&25325$7('�$1'�,76�/,&(1-
6256�$1'�$)),/,$7(6�',6&/$,0�$//�:$55$17,(6�:,7+�5(63(&7�72�7+(�/,&(16('�
&217(17��(;35(66�25�,03/,('��,1&/8',1*�%87�127�/,0,7('�72��:$55$17,(6�
2)�0(5&+$17$%,/,7<��),71(66�)25�$�3$57,&8/$5�385326(��121�,1)5,1*(0(17��
7,7/(��48,(7�(1-2<0(17�$1'�,1)250$7,21�&203/(7(1(66��&855(1&<�25�$&-
CURACY.

End User assumes all responsibilities and obligations with respect to the selection of the Li-
censed Content to achieve End User’s intended results. End User assumes all responsibilities 
and obligations with respect to any decision or advice made or given as a result of the use or 
DSSOLFDWLRQ�RI�WKH�/LFHQVHG�&RQWHQW��&&+�DQG�LWV�OLFHQVRUV�DQG�DI¿OLDWHV�DUH�QRW�HQJDJHG�LQ�WKH�
UHQGHULQJ�RI�OHJDO��DFFRXQWLQJ��WD[�RU�RWKHU�SURIHVVLRQDO�DGYLFH�RU�VHUYLFHV��,I�OHJDO��DFFRXQWLQJ��
WD[�RU�RWKHU�H[SHUW�DVVLVWDQFH�LV�UHTXLUHG��WKH�VHUYLFHV�RI�D�FRPSHWHQW�SURIHVVLRQDO�VKRXOG�EH�
sought.

7KLV�FRXUVH�LV�VROG�ZLWK�WKH�XQGHUVWDQGLQJ�WKDW�WKH�SXEOLVKHU�LV�QRW�HQJDJHG�LQ�UHQGHULQJ�OHJDO��
DFFRXQWLQJ��RU�RWKHU�SURIHVVLRQDO�DGYLFH�DQG�DVVXPHV�QR�OLDELOLW\�ZKDWVRHYHU�LQ�FRQQHFWLRQ�
ZLWK�LWV�XVH��6LQFH�ODZV�DUH�FRQVWDQWO\�FKDQJLQJ��DQG�DUH�VXEMHFW�WR�GLIIHULQJ�LQWHUSUHWDWLRQV��ZH�
urge you to do additional research and consult appropriate experts before relying on the infor-
mation contained in this course to render professional advice.

��3DFL¿F�&3(��/3�����

Program publication date 2/4/2020
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EXAM OUTLINE

• TEST FORMAT: 7KH�¿QDO�H[DP�IRU�WKLV�FRXUVH�FRQVLVWV�RI����PXOWLSOH�FKRLFH�TXHVWLRQV�
DQG�LV�EDVHG�VSHFL¿FDOO\�RQ�WKH�LQIRUPDWLRQ�FRYHUHG�LQ�WKH�FRXUVH�PDWHULDOV�

• $&&(66�),1$/�(;$0��/RJ�LQ�WR�\RXU�DFFRXQW�DQG�FOLFN�7DNH�([DP��$�FRS\�RI�WKH�¿QDO�
H[DP�LV�SURYLGHG�DW�WKH�HQG�RI�WKHVH�FRXUVH�PDWHULDOV�IRU�\RXU�FRQYHQLHQFH��KRZHYHU�\RX�
must submit your answers online to receive credit for the course.

• /,&(16(�5(1(:$/�,1)250$7,21��7KLV�FRXUVH�TXDOL¿HV�IRU�4 CPE hours.

• PROCESSING: <RX� ZLOO� UHFHLYH� WKH� VFRUH� IRU� \RXU� ¿QDO� H[DP� LPPHGLDWHO\� DIWHU� LW� LV�
submitted. A score of 70% or better is required to pass. 

• &(57,),&$7(�2)�&203/(7,21��Will be available in your account to view online or 
SULQW��,I�\RX�GR�QRW�SDVV�DQ�H[DP��LW�FDQ�EH�UHWDNHQ�IUHH�RI�FKDUJH�



 iv  •  Table of Contents 

TABLE OF CONTENTS

&KDSWHU����(WKLFV�IRU�,QGXVWU\�&3$V� �
Chapter 1: Test Your Knowledge 37
Chapter 1: Solution and Suggested Responses 38

&KDSWHU����,QWHUQDO�)UDXG�3UHYHQWLRQ� ��
Chapter 2: Test Your Knowledge 49
Chapter 2: Solutions and Suggested Responses 50

&KDSWHU����0DQDJHPHQW�)UDXG� ��
Chapter 3: Test Your Knowledge 83
Chapter 3: Solutions and Suggested Responses 85

&KDSWHU����&DOLIRUQLD�6SHFL¿F�,QIRUPDWLRQ� ��
Chapter 4: Test Your Knowledge 94
Chapter 4: Solution and Suggested Responses 95

*ORVVDU\� ��

,QGH[� ��

)LQDO�([DP�&RS\� ��



 1  •  Chapter 1: Ethics for Industry CPAs 

CHAPTER 1: ETHICS FOR INDUSTRY CPAs

Chapter Objectives

After completing this chapter, you should be able to:
• Recognize AICPA guidance for CPAs in business.
• Identify ethical guidance promulgated by the Institute of Management Accountants (IMA).

INTRODUCTION

$OWKRXJK�PDQ\�&3$V�EHJLQ�WKHLU�FDUHHUV�LQ�SXEOLF�SUDFWLFH��PDQ\�VRRQ�PLJUDWH�WR�SRVLWLRQV�LQ�LQGXVWU\���
0DQ\�ZLOO�MRLQ�WKH�,QVWLWXWH�RI�0DQDJHPHQW�$FFRXQWDQWV��,0$����6RPH�RI�WKRVH�ZKR�MRLQ�WKH�,0$�ZLOO�DOVR�
JHW�WKH�&HUWL¿HG�0DQDJHPHQW�$FFRXQWDQW��&0$��GHVLJQDWLRQ���0DQ\�ZLOO�UHWDLQ�WKHLU�PHPEHUVKLS�LQ�WKH�
AICPA.  Both the AICPA and IMA are voluntary member organizations – only members are required to 
IROORZ�WKHLU�UHVSHFWLYH�HWKLFDO�JXLGHOLQHV���+RZHYHU��WKHVH�JXLGHOLQHV�ZHUH�GHVLJQHG�LQ�IXUWKHUDQFH�RI�WKH�
&3$¶V�UROH�DV�WUXVWHG�EXVLQHVV�DGYLVHUV���$FFRUGLQJO\��WKHVH�JXLGHOLQHV�VKRXOG�EH�IROORZHG�E\�PHPEHUV�
and non-members alike.

$,&3$�&2'(�2)�352)(66,21$/�&21'8&7

,Q� ������ WKH�$,&3$� FRGL¿HG� WKH�&RGH� RI� 3URIHVVLRQDO�&RQGXFW� WR� EH�PRUH� ORJLFDO� DQG� XVHU� IULHQGO\��
7KH�FRGH��UXOHV��LQWHUSUHWDWLRQV�DQG�UXOLQJV�DUH�HVVHQWLDOO\�WKH�VDPH��EXW�WKH\�KDYH�EHHQ�JURXSHG�LQWR�
functional areas based on the member’s area of practice plus a preface that is applicable to all members. 
�1RWH��7KURXJKRXW�WKH�$,&3$�&RGH�RI�3URIHVVLRQDO�&RQGXFW�\RX�ZLOO�VHH�WKH�WHUP�³0HPEHU�´�7KLV�WHUP�
UHODWHV�WR�\RX��WKH�&3$��ZKHWKHU�RU�QRW�\RX�DUH�D�PHPEHU�RI�WKH�$,&3$���7KH�WKUHH�IXQFWLRQDO�DUHDV�DUH�

Part 1:  Members in Public Practice

Part 2:  Members in Business

3DUW�����2WKHU�0HPEHUV��UHWLUHG��XQHPSOR\HG��HWF��

7KH�SDUW�QXPEHU�LV�IROORZHG�E\�WZR�VHWV�RI�WKUHH�GLJLW�QXPEHUV�WR�LGHQWLI\�WKH�WRSLF�DQG��ZKHQ�DSSOLFDEOH��
WKH�VXEWRSLF��)RU�H[DPSOH������������UHODWHV�WR�3DUW����0HPEHUV�LQ�3XEOLF�3UDFWLFH���7RSLF������,QWHJULW\�
DQG�2EMHFWLYLW\���DQG�6XEWRSLF������WKH�,QWHJULW\�DQG�2EMHFWLYLW\�UXOH��

%\�JURXSLQJ�DOO�RI�WKH�JXLGDQFH�IRU�D�SDUWLFXODU�W\SH�RI�PHPEHU�LQ�RQH�SODFH��WKH�&3$�ZLOO�VDYH�PXFK�
WLPH�LQ�UHVHDUFKLQJ�D�VLWXDWLRQ�DV�ZHOO�DV��KRSHIXOO\��UHDFK�D�PRUH�DFFXUDWH�FRQFOXVLRQ��+RZHYHU��EHDU�LQ�
PLQG�WKDW�D�PHPEHU�PD\�EH�FRYHUHG�E\�PRUH�WKDQ�RQH�FDWHJRU\��)RU�H[DPSOH��RQH�FRXOG�ZRUN�IXOO�WLPH�
for an employer in industry and work part time during busy season preparing tax returns.
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This course will focus on Part 2 of the Code of Professional Conduct: Members in Business. Below is a 
OLVWLQJ�RI�WKH�WRSLFV�FRYHUHG�LQ�3DUW����IROORZHG�E\�D�GLVFXVVLRQ�RI�HDFK�WRSLF�DQG�VHOHFWHG�FRUUHVSRQGLQJ�
LQWHUSUHWDWLRQV��UXOLQJV��DQG�RWKHU�JXLGDQFH�E\�WRSLF��

���� &RQFHSWXDO�)UDPHZRUN�IRU�0HPEHUV�LQ�%XVLQHVV

������� ,QWHJULW\�DQG�2EMHFWLYLW\

������ *HQHUDO�6WDQGDUGV

2.400 Acts Discreditable

7KURXJKRXW� WKLV� FRXUVH�� ZH�ZLOO� DWWHPSW� WR� XVH� WKH� DFWXDO�$,&3$� FRGH� VHFWLRQ� UHIHUHQFHV�ZKHQHYHU�
SRVVLEOH��7KLV�ZLOO�DOORZ�\RX�WR�FRQGXFW�IXUWKHU�UHVHDUFK�RQ�WRSLFV�RI�LQWHUHVW�WR�\RX��+RZHYHU��WKH�VRXUFH�
PDWHULDO�LV�YHU\�YROXPLQRXV��DQG�LQ�PDQ\�LQVWDQFHV��ZH�KDYH�RPLWWHG�HQWLUH�VHFWLRQV�RI�WKH�&RGH��:H�
EHOLHYH�WKLV�DSSURDFK�LV�ERWK�DSSURSULDWH�DQG�EHQH¿FLDO�IRU�WKH�&3$�VHHNLQJ�DQ�RYHUYLHZ�RU�UHIUHVKHU�
course.

3DUW��

Members in Business

������,QWURGXFWLRQ

����3DUW���RI�WKH�&RGH�RI�3URIHVVLRQDO�&RQGXFW��WKH�FRGH��DSSOLHV�WR�PHPEHUV�LQ�EXVLQHVV��$FFRUGLQJO\��
ZKHQ�WKH�WHUP�PHPEHU�LV�XVHG�LQ�SDUW���RI�WKH�FRGH��WKH�UHTXLUHPHQWV�DSSO\�RQO\�WR�PHPEHUV�LQ�EXVLQHVV��
:KHQ�D�PHPEHU�LQ�EXVLQHVV�LV�DOVR�D�PHPEHU�LQ�SXEOLF�SUDFWLFH��IRU�H[DPSOH��D�PHPEHU�KDV�D�SDUW�WLPH�
WD[�SUDFWLFH��� WKH�PHPEHU�VKRXOG�DOVR�FRQVXOW�SDUW���RI� WKH�FRGH��ZKLFK�DSSOLHV�WR�PHPEHUV� LQ�SXEOLF�
practice.

����������&RQFHSWXDO�)UDPHZRUN�IRU�0HPEHUV�LQ�%XVLQHVV

Introduction

��� Members may encounter various relationships or circumstances that create threats to the 
PHPEHU¶V� FRPSOLDQFH�ZLWK� WKH� UXOHV��7KH� UXOHV�DQG� LQWHUSUHWDWLRQV� VHHN� WR� DGGUHVV�PDQ\� VLWXDWLRQV��
KRZHYHU��WKH\�FDQQRW�DGGUHVV�DOO�UHODWLRQVKLSV�RU�FLUFXPVWDQFHV�WKDW�PD\�DULVH��7KXV��LQ�WKH�DEVHQFH�
RI�DQ�LQWHUSUHWDWLRQ�WKDW�DGGUHVVHV�D�SDUWLFXODU�UHODWLRQVKLS�RU�FLUFXPVWDQFH��D�PHPEHU�VKRXOG�HYDOXDWH�
whether that relationship or circumstance would lead a reasonable and informed third party who is aware 
of the relevant information to conclude that there is a threat to the member’s compliance with the rules 
WKDW�LV�QRW�DW�DQ�DFFHSWDEOH�OHYHO��:KHQ�PDNLQJ�WKDW�HYDOXDWLRQ��WKH�PHPEHU�VKRXOG�DSSO\�WKH�FRQFHSWXDO�
framework approach as outlined in this interpretation.

����7KH�FRGH�VSHFL¿HV�WKDW�LQ�VRPH�FLUFXPVWDQFHV��QR�VDIHJXDUGV�FDQ�UHGXFH�D�WKUHDW�WR�DQ�DFFHSWDEOH�
OHYHO��)RU�H[DPSOH��WKH�FRGH�VSHFL¿HV�WKDW�D�PHPEHU�PD\�QRW�VXERUGLQDWH�WKH�PHPEHU¶V�SURIHVVLRQDO�
MXGJPHQW�WR�RWKHUV�ZLWKRXW�YLRODWLQJ�WKH�³,QWHJULW\�DQG�2EMHFWLYLW\�5XOH´�>���������@��$�PHPEHU�PD\�QRW�
use the conceptual framework to overcome this or any other prohibition or requirement in the code.
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'H¿QLWLRQV�8VHG�LQ�$SSO\LQJ�WKH�&RQFHSWXDO�)UDPHZRUN

��� Acceptable level. A level at which a reasonable and informed third party who is aware of the 
relevant information would be expected to conclude that a member’s compliance with the rules is not 
compromised.

��� Safeguards. Actions or other measures that may eliminate a threat or reduce a threat to an acceptable 
level.

��� Threat(s). Relationships or circumstances that could compromise a member’s compliance with the 
rules.

&RQFHSWXDO�)UDPHZRUN�$SSURDFK

���� 8QGHU� WKH� FRQFHSWXDO� IUDPHZRUN� DSSURDFK��PHPEHUV� VKRXOG� LGHQWLI\� WKUHDWV� WR� FRPSOLDQFH� ZLWK�
WKH� UXOHV� DQG� HYDOXDWH� WKH� VLJQL¿FDQFH� RI� WKRVH� WKUHDWV��0HPEHUV� VKRXOG� HYDOXDWH� LGHQWL¿HG� WKUHDWV�
both individually and in the aggregate because threats can have a cumulative effect on a member’s 
compliance with the rules. Members should perform three main steps in applying the conceptual 
framework approach:

a. Identify threats. The relationships or circumstances that a member encounters in 
various engagements and work assignments or positions will often create different threats 
to complying with the rules. When a member encounters a relationship or circumstance 
WKDW�LV�QRW�VSHFL¿FDOO\�DGGUHVVHG�E\�D�UXOH�RU�DQ�LQWHUSUHWDWLRQ��XQGHU�WKLV�DSSURDFK��WKH�
member should determine whether the relationship or circumstance creates one or more 
WKUHDWV�� VXFK�DV� WKRVH� LGHQWL¿HG� LQ�SDUDJUDSKV� ���±���� WKDW� IROORZ��7KH�H[LVWHQFH�RI� D�
WKUHDW�GRHV�QRW�PHDQ�WKDW�WKH�PHPEHU�LV�LQ�YLRODWLRQ�RI�WKH�UXOHV��KRZHYHU��WKH�PHPEHU�
VKRXOG�HYDOXDWH�WKH�VLJQL¿FDQFH�RI�WKH�WKUHDW�

E�� (YDOXDWH� WKH� VLJQL¿FDQFH� RI� D� WKUHDW�� ,Q� HYDOXDWLQJ� WKH� VLJQL¿FDQFH� RI� DQ� LGHQWL¿HG�
WKUHDW��WKH�PHPEHU�VKRXOG�GHWHUPLQH�ZKHWKHU�D�WKUHDW�LV�DW�DQ�DFFHSWDEOH�OHYHO��$�WKUHDW�
is at an acceptable level when a reasonable and informed third party who is aware 
of the relevant information would be expected to conclude that the threat would not 
compromise the member’s compliance with the rules. Members should consider both 
TXDOLWDWLYH�DQG�TXDQWLWDWLYH�IDFWRUV�ZKHQ�HYDOXDWLQJ�WKH�VLJQL¿FDQFH�RI�D�WKUHDW��LQFOXGLQJ�
the extent to which existing safeguards already reduce the threat to an acceptable level. 
If the member evaluates the threat and concludes that a reasonable and informed third 
party who is aware of the relevant information would be expected to conclude that the 
WKUHDW�GRHV�QRW�FRPSURPLVH�D�PHPEHU¶V�FRPSOLDQFH�ZLWK� WKH� UXOHV�� WKH� WKUHDW� LV�DW�DQ�
acceptable level and the member is not required to evaluate the threat any further under 
this conceptual framework approach.

c. Identify and apply safeguards.�,I��LQ�HYDOXDWLQJ�WKH�VLJQL¿FDQFH�RI�DQ�LGHQWL¿HG�WKUHDW��WKH�
PHPEHU�FRQFOXGHV�WKDW�WKH�WKUHDW�LV�QRW�DW�DQ�DFFHSWDEOH�OHYHO��WKH�PHPEHU�VKRXOG�DSSO\�
safeguards to eliminate the threat or reduce it to an acceptable level. The member should 
DSSO\� MXGJPHQW� LQ�GHWHUPLQLQJ� WKH�QDWXUH�RI� WKH�VDIHJXDUGV� WR�EH�DSSOLHG�EHFDXVH� WKH�


