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Quality Control Document Standards and Policies
GENERAL
INTRODUCTION
	This document is designed to provide the proprietor, the employees and the per diem personnel of Walter J. Haig II, Certified Public Accountant and Consultant (the Firm), an outline of the quality control standards of the profession and the Firm’s policies and procedures with respect to those standards.

	The Firm’s quality control policies and procedures have been developed over a period of time as the Firm and accounting profession have evolved.  They are designed to offer a standardized approach for the administration of the Firm's compliance with the quality control standards of the profession, thereby reducing inconsistent policy and difficulties due to lack of communication or written guidelines.  They are not fixed forever, and are open to change and modification.  This document is only an outline for the personal education of the proprietor, the employees and the per diem personnel of the Firm and cannot therefore be construed as a legal document or an implied employment contract.  Nor is it intended to cover every situation or answer every question about the Firm’s policies and procedures with respect to the profession’s quality control standards.  Although some items may seem presently inapplicable to the Firm, they have been included to facilitate potential future growth.

	This document is designed primarily to establish a set of policies and procedures that help enable the Firm to fulfill the responsibility of providing public accounting professional services to clients that comply with the laws, regulations, rules, professional standards, and interpretations enacted, established or promulgated by the American Institute of Certified Public Accountants and the Washington State Board of Accountancy.  The Firm’s personnel manual also provides such guidance as well as other Firm related policies and procedures.

	It is firm policy that all professional staff understands and adheres to the laws, regulations, and rules that govern the practice of public accounting in the State of Washington.  




FIRM HISTORY AND PHILOSOPHY
	Walter J. Haig II founded the Firm on January 15, 1990 upon his withdrawal from a regional accounting firm.

	The founder has had a successful history of fulfilling client needs as a partner in both a regional and local accounting firm.  He has an excellent reputation for quality work, reliability, and fairness that is a tribute to himself and the professional and office staff that have worked for him over the years.  

	The Firm's main business objectives are to provide clients with a service of value to them, to provide employees a rewarding place to work of which they can be proud, to make enough profit to enable the proprietor and the Firm's employees to obtain their personal goals, and to meet the Firm’s other objectives.

In order to meet these objectives, all employees must be professional in what they do.  The Firm expects only high quality work, fairness and honesty between the Firm’s employees and with the Firm’s clients, and every employee to contribute to improve productivity and quality.  The Firm cannot rest on the status quo; all employees must work together to improve and grow.  Ideally, competent, neat, punctual, courteous, and level headed employees can achieve in a short time what may take others years.

	As a professional public accounting firm, services that are provided by the Firm include:
	•	Income tax preparation services, both personal and business
	•	Accounting services, including bookkeeping and preparation of financial statements
	•	Reporting services on financial presentations, both historical and prospective
	•	Personal financial planning services 
	•	Consulting services on matters that include business succession planning, strategic planning, and business plans
	•	Litigation support services involving compliance with professional standards
	•	Education services on topics that include personal financial planning and professional standards that apply to the practice of public accounting


ORGANIZATION
	The Firm operates as a proprietorship.  Walter J. Haig II, the proprietor, decides on all matters involving policy.  Accordingly, employees and per diem personnel should look to Walter J. Haig II for work assignments, time scheduling including approval of leaves of absences, time scheduling problems or conflicts, educational assistance, and/or any other problems or questions which may arise.

	All employees are encouraged to participate in the day-to-day operating decisions of the proprietorship.  



LEADERSHIP RESPONSIBILITIES FOR QUALITY
WITHIN THE FIRM (THE “TONE AT THE TOP”

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO LEADERSHIP RESPONSIBILITIES
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
LEADERSHIP RESPONSIBILITIES FOR QUALITY WITHIN THE FIRM
.19	The firm should establish policies and procedures designed to promote an internal culture based on the recognition that quality is essential in performing engagements. Such policies and procedures should require the firm’s leadership (managing partner or board of managing partners, CEO, or equivalent) to assume ultimate responsibility for the firm’s system of quality control. (Ref: par. .A4–.A5)
.20	The firm should establish policies and procedures designed to provide it with reasonable assurance that any person or persons assigned operational responsibility for the firm’s system of quality control by the firm’s leadership has sufficient and appropriate experience and ability, and the necessary authority, to assume that responsibility. (Ref: par. .A6)


FIRM POLICY
	The proprietor, Walter J. Haig II, is responsible for developing the firm’s quality control policies and procedures.  The policies and procedures in this quality control document are designed collectively to assure that commercial considerations do not override the ethics standards of the profession or the quality of the work performed by the Firm.  
The policies and procedures in this document are subject to modification.  The proprietor, Walter J. Haig II, reserves the right to modify, rescind, delete, or add to the provisions of this document as well as any of the other Firm’s personnel policies from time to time as he deems appropriate at his sole and absolute discretion.  
	All professional staff must have a strong working knowledge of the firm’s quality control standards policies and procedures.  Accordingly, it is Firm policy that the Firm's quality control policies and procedures and personnel policies relevant to applicants who receive employment offers are to be communicated to them prior to their acceptance of an offer.  In addition, it is Firm policy that the Firm's quality control policies and procedures and personnel policies are to be communicated to employees at the time of employment, and at least annually at the beginning of each calendar year, usually the third Friday of January.  Each employee must have a current copy of the firm’s Quality Control Document.  All employees must sign on an annual basis, normally in January of each year, an “Acknowledge of Receipt of Quality Control Document” (firm form EmpPF 202) and an “Acknowledge of Receipt of Personnel Manual (firm form EmpPF 201).  An employee’s performance evaluation impacts an employee’s compensation and advancement within the firm.  Knowledge of the Firm’s quality control policies and procedures is a significant factor in an employee’s performance evaluation.

	To facilitate compliance with the professional standards and the firm’s quality control policies and procedures, all professional staff are required to maintain a binder with tabs that should include, as a minimum, the following tabs and documents:


STAFF REFERENCE MANUAL
TABLE OF CONTENTS

TAB A – FIRM QUALITY CONTROL DOCUMENT

TAB B – FIRM PERSONNEL MANUAL

TAB C – LAWS, RULES AND REGULATIONS AT LICENSEE LEVEL
· Washington State Board of Accountancy Act (as reflected in the RCW)
· Washington State Board of Accountancy Rules
· AICPA Code of Professional Conduct

TAB D – PROFESSIONAL STANDARDS APPLICABLE TO FINANCIAL STATEMENT REPORTING ENGAGEMENTS
· “General Compilation and Review Risk Alert”
· “General Audit Risk Alert”
· Industry Risk Alerts applicable to Firm’s clients

TAB E – PROFESSIONAL STANDARDS APPLICABLE TO TAX SERVICES
· Statements on Standards for Tax Practice
· IRS Circular 230

TAB F – FIRM PRACTICE AIDS
	Employee Embezzlement Warning Letter
	Fraud Packet
· Glossary of Key Fraud Terms
· Fraud “Diagram”
· Fraud Risk Alert
· “2008 Report to the Nation” (www.acfe.org)
· “Managing the Business Risk of Fraud: A Practical Guide” (www.acfe.org)
  	Internal Control Checklist
· 

	In addition, all professional staff must have a paperback edition of the most recent “Industry Audit and Accounting Guide” for ALL industries the firm’s clients are involved in.


RELEVANT ETHICAL REQUIREMENTS

INDEPENDENCE

AICPA ETHICS STANDARD: RULE 101 - INDEPENDENCE

AICPA CODE OF PROFESSIONAL CONDUCT

INDEPENDENCE

.01 	Rule 101-Independence. 

A member in public practice shall be independent in the performance of professional services as required by standards promulgated by bodies designated by Council.  [As adopted January 12, 1988.]

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO INDEPENDENCE
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
Independence
.22	The firm should establish policies and procedures designed to provide it with reasonable assurance that the firm; its personnel; and, when applicable, others subject to independence requirements (including network firm personnel) maintain independence when required by relevant ethical requirements. Such policies and procedures should enable the firm to
 	a.  	communicate its independence requirements to its personnel and, when applicable, others subject to them and
	b.  	identify and evaluate circumstances and relationships that create threats to independence and to take appropriate action to eliminate those threats or reduce them to an acceptable level by applying safeguards or, if considered appropriate, to withdraw from the engagement when withdrawal is possible under applicable law or regulation.
.23	Such policies and procedures should require
	a.  	engagement partners to provide the firm with relevant information about client engagements, including the scope of services, to enable the firm to evaluate the overall effect, if any, on independence requirements;
	b. 	 personnel to promptly notify the firm of circumstances and relationships that create a threat to independence so that appropriate action can be taken; and
	c. 	 the accumulation and communication of relevant information to appropriate personnel so that
	i.  	the firm and its personnel can readily determine whether they satisfy independence requirements,
	ii.  	the firm can maintain and update information relating to independence, and
	iii.  	the firm can take appropriate action regarding identified threats to independence that are not at an acceptable level.
.24	The firm should establish policies and procedures designed to provide it with reasonable assurance that it is notified of breaches of independence requirements and to enable it to take appropriate actions to resolve such situations. The policies and procedures should include requirements for
	a.  	personnel to promptly notify the firm of independence breaches of which they become aware;
	b. 	 the firm to promptly communicate identified breaches of these policies and procedures to
	i.  	the engagement partner who, with the firm, needs to address the breach and
	ii.  	other relevant personnel in the firm and, when appropriate, the network and those subject to the independence requirements who need to take appropriate action; and
	c.  	prompt communication to the firm, if necessary, by the engagement partner and the other individuals referred to in subparagraph (b)(ii) of the actions taken to resolve the matter so that the firm can determine whether it should take further action.
.25	At least annually, the firm should obtain written confirmation of compliance with its policies and procedures on independence from all firm personnel required to be independent by the requirements set forth in Rule 101, Independence (ET Sec. 101 par. .01), and its related interpretations and rulings of the AICPA Code of Professional Conduct and the rules of state boards of accountancy and applicable regulatory agencies. (Ref: par. .A10)
.26	The firm should establish policies and procedures for all audit or attestation engagements for which regulatory or other authorities require the rotation of personnel after a specified period, in compliance with such requirements.


OVERVIEW
	Independence does not imply the attitude of a prosecutor, but rather a judicial impartiality that recognizes an obligation for fairness not only to management and owners of a business, but also to creditors and those who may otherwise rely (in part, at least) upon the independent accountant's report or work product.
	Independence must be in fact (intellectually honest) and also in appearance.  Accordingly, every member of the professional and paraprofessional staff and per diem employees should be on the alert to situations whereby they "appear" or "look" as if they are not independent, even if the "facts" of the situation are otherwise.  
	Firm policy, which in some situations is a higher standard than the AICPA Professional Standards and/or the Washington State Board of Accountancy standards, is that independence with a client will be impaired, for example, if an employee of the Firm, or a member of the employee’s family:
· Has an ownership interest in the equity of a client
· Has an investment with (a) a client, (b) owners of a client, and/or (c) employees of a client
· Makes a loan to and/or receives a loan from (a) a client, (b) owners of a client, and/or (c) employees of a client
· Makes an investment with a non-client who has an investor or an investee relationship with client
· Serves on the board of directors of a client and/or on a committee formed by a client
· Accepts cash or gifts from a client, with the exception of non-cash token gifts of nominal value (provided such gifts and entertainment do not aggregate more than $100 in a calendar year)
· Accepts and/or participates in client paid meals, travel, and/or entertainment, with the exception of such items of nominal value (less than $100 in the aggregate in any calendar year)

	Previous employment with a client, a job offer from a client, or a relative employed by a client may preclude assignment to an engagement.




ADHERENCE TO INDEPENDENCE STANDARDS AT INDIVIDUAL LEVEL

	It is Firm policy that all Firm professional staff members, paraprofessional staff members and per diem employees be thoroughly familiar with the “rules of professional conduct” established by the various oversight entities that have jurisdiction over the Firm.  This would include the AICPA’s Code of Professional Conduct and the laws, regulations and rules of the State of Washington that govern the practice of public accounting.  Accordingly, each Firm member and per diem employee has the responsibility to actively monitor his or her compliance with such rules.

	It is Firm policy that all professional staff and paraprofessional staff employees must immediately notify the proprietor of any potential or actual transaction, event and/or circumstance that could or would impair the Firm’s independence with a client of the Firm as soon as they become aware of such a situation.

Attest clients

	Any transaction, event, or circumstance that would impair the Firm's independence, integrity and/or objectivity on any attest engagement is prohibited.  Although a compilation is not an assurance service, it is an attest service. (AR 80.05)

Non-Attest clients

	At the option of the proprietor, services can be rendered for a non-attest service client with whom the Firm’s independence has been impaired.  However, in so doing, the engagement service rendered for the client must be limited to that allowed by the rules that govern non-independent situations.

Employee Representations

	At least annually, each professional and paraprofessional staff employee is required to acknowledge their familiarity with the AICPA Code of Professional Conduct, those sections of the Revised Code of Washington (RCW) that deal with the practice of public accounting, and the publications of the Washington State Board of Accountancy regarding independence, integrity, and objectivity.  Copies of these publications are provided to all professional staff in January of each year.  These publications can also be found on the web.  Furthermore, at least annually, each professional and paraprofessional staff employee is required to assert their independence with the Firm’s clients.


	It is Firm policy that when hired and annually thereafter (normally in January of each year), all professional and paraprofessional staff employees are required to complete and sign the Firm’s "Employee Independence, Integrity and Objectivity Representation Form" (Form: EmpPF 401).  The most recent representation form shall be maintained in the employee's personnel file.  Also, the Firm will verify on every attest engagement (and compilation engagement where the Firm is maintaining its independence) that each professional and paraprofessional staff employee who worked on the engagement is independent.  The verification should also be documented on the Firm’s Independence Assessment Form (Form: EngCF 102).


Per Diem Personnel Representations
	If the Firm has an engagement where it acts as the principal auditor or accountant and a per diem person is engaged to perform segments of the engagement, the Firm must verify the independence of the per diem person.  The verification should be documented on the Firm’s Engagement Control Form (Form: EngCF 102) for financial statement engagements.  The manner and form of confirmation in non-financial statement engagements is at the discretion of the proprietor.  However, all verifications should be filed in the engagement documentation file.
	All per diem personnel are required to notify the proprietor of any potential violation(s) of a prohibited transaction or independence rule as soon as they become aware of such a situation.


ADHERENCE TO INDEPENDENCE STANDARDS AT FIRM LEVEL
	In addition to determining if each professional staff member is independent, the proprietor has the responsibility for determining that the “Firm” is independent in all attest service engagements and those compilation engagements where the Firm has not included a “non-independent paragraph” in the report.  This assessment should be done at least annually in connection with the completion or update of the Firm’s "Client Acceptance and Engagement Risk Assessment Form" (Form: AdmPF 102).  This assessment also must be done at the completion of each engagement and verified on the Firm’s Engagement Control Form (Form: EngCF 102).  This would include, for example, determining if any unpaid fees have impaired the Firm's independence.  In addition, this would include ascertaining that if the Firm renders a nonattest service (e.g. - tax services, consulting services, bookkeeping, disbursement services, information systems consulting, etc.) as part of an attest service or a compilation service where the Firm has not included a non-independent paragraph in the report, the Firm and the client are in compliance with AICPA Independence Interpretation 101-3.


RESOLUTION OF INDEPENDENCE CONFLICTS AND/OR QUESTIONS
	The proprietor is responsible for resolving any potential independence conflicts.  In doing so, the proprietor will, when necessary, consult the AICPA and/or the Washington State Board of Accountancy for assistance in interpreting independence rules.  Documentation, if any, of the resolution of an independence matter is left to the discretion of the proprietor.  However, if written documentation is necessary, such documentation will be filed in the client's permanent file.  

INTEGRITY AND OBJECTIVITY (RULE 102)


AICPA ETHICS STANDARD:  RULE 102 – INTEGRITY AND OBJECTIVITY

	The AICPA Code of Professional Conduct Rule 102 states:
"In the performance of any professional service, a member shall maintain objectivity and integrity, shall be free of conflicts of interest, and shall not knowingly misrepresent facts or subordinate his or her judgment to others."

	The issues with Rule 102 are centered on the phrase “shall be free of conflicts of interest.”  The AICPA provides little guidance for understanding what constitutes a conflict of interest and what steps can be taken to deal with conflicts when they arise.

	Interpretation 102-2 describes one type of conflict of interest, but is not comprehensive or detailed. 

AICPA CODE OF PROFESSIONAL CONDUCT

Rule 102 - Integrity and objectivity. 

In the performance of any professional service, a member shall maintain objectivity and integrity, shall be free of conflicts of interest, and shall not knowingly misrepresent facts or subordinate his or her judgment to others.

Interpretation 102-2 of the Code states: 

.03 	102-2 - Conflicts of interest. 

A conflict of interest may occur if a member performs a professional service for a client or employer and the member or his or her firm has a relationship with another person, entity, product, or service that could, in the member's professional judgment, be viewed by the client, employer, or other appropriate parties as impairing the member's objectivity. If the member believes that the professional service can be performed with objectivity, and the relationship is disclosed to and consent is obtained from such client, employer, or other appropriate parties, the rule shall not operate to prohibit the performance of the professional service.  When making the disclosure, the member should consider Rule 301, Confidential Client Information [ET section 301.01].

[In part.]


AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO CONFLICTS OF INTEREST
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
ACCEPTANCE AND CONTINUANCE OF CLIENT RELATIONSHIPS AND SPECIFIC ENGAGEMENTS
.27	The firm should establish policies and procedures for the acceptance and continuance of client relationships and specific engagements, designed to provide the firm with reasonable assurance that it will undertake or continue relationships and engagements only when the firm
 	a. 	 is competent to perform the engagement and has the capabilities, including time and resources, to do so; (Ref: par. .A11)
	b. 	 can comply with legal and relevant ethical requirements; and
	c.  	has considered the integrity of the client and does not have information that would lead it to conclude that the client lacks integrity. (Ref: par. .A12–.A13)
.28	Such policies and procedures should
	a. 	 require the firm to obtain such information as it considers necessary in the circumstances before accepting an engagement with a new client, when deciding whether to continue an existing engagement, and when considering acceptance of a new engagement with an existing client. (Ref: par. .A14)
	b. 	 require the firm to determine whether it is appropriate to accept the engagement if a potential conflict of interest is identified in accepting an engagement from a new or an existing client.
	c.  	if issues have been identified and the firm decides to accept or continue the client relationship or a specific engagement, require the firm to
	i.  	consider whether ethical requirements that exist under Interpretation No. 102-2, "Conflicts of Interest," under Rule 102, Integrity and Objectivity (ET Sec. 102 par. .03), apply, such as disclosure of the relationship to the client and other appropriate parties, and
	ii.  	document how the issues were resolved.
.29	To minimize the risk of misunderstandings regarding the nature, scope, and limitations of the services to be performed, the firm should establish policies and procedures that provide for obtaining an understanding with the client regarding those services. (Ref: par. .A15)
.30	The firm should establish policies and procedures on continuing an engagement and the client relationship that address the circumstances when the firm obtains information that would have caused it to decline the engagement had that information been available earlier. Such policies and procedures should include consideration of the following:
  	a.  	The professional and legal responsibilities that apply to the circumstances, including whether there is a requirement for the firm to report to regulatory authorities
	b.  	The possibility of withdrawing from the engagement or from both the engagement and the client relationship (Ref: par. .A16)

[Emphasis and underlining added.]
TREASURY DEPARTMENT CIRCULAR NO. 230 
§ 10.29 Conflicting interests. 
	(a) 	Except as provided by paragraph (b) of this section, a practitioner shall not represent a client before the Internal Revenue Service if the representation involves a conflict of interest. A conflict of interest exists if — 
	(1) 	The representation of one client will be directly adverse to another client; or 
	(2) 	There is a significant risk that the representation of one or more clients will be materially limited by the practitioner’s responsibilities to another client, a former client or a third person, or by a personal interest of the practitioner. 
	(b) 	Notwithstanding the existence of a conflict of interest under paragraph (a) of this section, the practitioner may represent a client if — 
	(1) 	The practitioner reasonably believes that the practitioner will be able to provide competent and diligent representation to each affected client; 
	(2) 	The representation is not prohibited by law; and 
	(3) 	Each affected client waives the conflict of interest and gives informed consent, confirmed in writing by each affected client, at the time the existence of the conflict of interest is known by the practitioner. The confirmation may be made within a reasonable period of time after the informed consent, but in no event later than 30 days. 
	(c) 	Copies of the written consents must be retained by the practitioner for at least 36 months from the date of the conclusion of the representation of the affected clients, and the written consents must be provided to any officer or employee of the Internal Revenue Service on request. 
	(d) 	Effective/applicability date. This section is applicable on September 26, 2007. 

WHAT IS A CONFLICT OF INTEREST?
	In general, a conflict of interest exists when in performing services for two entities, a CPA can become aware of facts that may be beneficial to one of the entities and the same facts may be detrimental to the other entity. 

INDEPENDENCE AND CONFLICTS OF INTEREST
	There is confusion on whether a conflict of interest creates an impairment of independence.  The answer is not always.  For instance, an accounting firm may be asked to perform audit services for two different companies who sell the same products to customers in the same market area.  There is a conflict of interest issue, but no independence issues based on just these facts.

FIDUCIARY RELATIONSHIPS … THE CONFLICT OF INTEREST JUGGERNAUT
	A fiduciary relationship is one in which the professional owes a duty of undivided loyalty, utmost good faith, full, fair, and frank disclosure, fair dealing, and reasonable care.  Examples of fiduciaries are trustees, guardians, lawyers (in almost all circumstances), directors of corporations, and partners (to each other).

	A conflict of interest can arise in services rendered to a client by an accountant if the accountant has a fiduciary relationship with another client that has dealings with the client.  A conflict of interest exists when an accountant who is deemed to be a fiduciary to a client (a) acts out of his or hers own self-interest or (b) favors the interests of a third party whose interests are in conflict with the client.

CONFLICTS OF INTEREST AND CONFIDENTIALITY
	The “conflict of interest” standards will always trump the “confidentiality” standards in the professional literature.

FIRM POLICY WITH RESPECT TO CONFLICTS OF INTEREST

	The Firm must maintain objectivity and integrity in providing services to clients.  This is necessary for the dependability of the Firm's findings, however excellent the Firm's technical proficiency may be.  It is presumed that a conflict of interest may taint such objectivity and integrity.  Accordingly, an assessment must be made to determine if a conflict of interest exists before the firm accepts an entity as a client and at the beginning of all engagements for existing clients.

	Further, it is Firm policy that no services will be performed for the following party(s) to a conflict (note: our firm has established higher standards than those standards under the AICPA Code of Professional Conduct):
· Employees of an entity if the Firm performs attest services (e.g. – an audit service, a review service, etc.) for the entity, unless the employee is a majority stockholder and a member of senior management of the client
· The buyer of an entity and/or property if the seller is an existing client
· The seller of an entity and/or property if the buyer is an existing client


· Owners of an entity if the Firm performs attest services (e.g. – an audit service, a review service, etc.) for the entity, unless the owner is a majority owner and member of senior management
· Either or both parties to a marital separation or divorce action if the parties were a client of the Firm prior to the action; or to both parties to a separation or divorce action
		If a conflict of interest exists or arises and the proprietor believes that professional services can be performed for the parties to the conflict of interest with integrity and objectivity, it is Firm policy that the Firm will obtain a written consent from each party to the conflict following the steps outlined below.  

	The following steps should be taken when the Firm is asked to work for multiple clients or a current client and a prospective client whose interests are in conflict:
	1.	For a potential new client where a conflict exists with a current client, the Firm will first obtain consent from the existing client to perform work for the prospective client.  After the consent is obtained from the existing client, the Firm must obtain the consent from the potential client before the Firm agrees to render services to the potential client.  
	2.	The Firm must get a clear understanding of the services that are expected of the Firm by the parties. For instance, do they want the Firm’s advice on which is the more advantageous of two or more alternatives, or do they simply want information on the tax effect of the transaction they've agreed upon?
		(Note - There is much less risk in the latter. In the former, there is a greater risk that the Firm  may later be seen as biased in favor of one client or the other if the deal does not go well for both.)
	3.	The Firm must make it clear to the clients that the firm cannot help either client strategize or try to gain an advantage over the other.
	4.	The Firm must tell the parties that the Firm can provide information within the Firm’s expertise, but only to both parties.  The Firm must confirm with the parties that the Firm cannot and will not have confidential communications or meetings with either side.  In other words, whatever is conveyed to the Firm can and will be made known to all involved.
	5.	The firm must obtain a written consent from the parties, through their lawyers if they are represented, in which they acknowledge that we have told them about our conflict of interest in serving them. The consent will say they agree to waive any claim of conflict of interest in consideration of our agreement to provide the services.  A suggested form letter disclosing the conflict and a form of waiver to be signed by the clients are found in the illustrations following this section of the QCD.  
		(Note - The consent does not allow our Firm to work on behalf of just one client in a transaction between two of our Firm's clients.)


Exhibit A-1
LETTER TO OBTAIN THE CLIENTS' CONSENT FOR POTENTIAL CONFLICT OF INTEREST WHEN WORKING FOR TWO OR MORE CLIENTS


	[Date]

Dear [address it to all clients involved]:

	You have asked this Firm to assist in the [describe the nature of the engagement, e.g., sale of the stock of a closely held corporation, carry out terms of buy-sell agreement and effect transition of management, etc.]. In doing so, it must be recognized that the interests of the parties involved may be in conflict [describe how the interests are in conflict, e.g., buyer - seller, investor - promoter, etc.].

	If we are to undertake this work, the parties must discuss among themselves and with their legal advisors any conflicts that exist or may develop between them and how those conflicts may impact our ability to carry out the terms of our engagement.  In order for this firm to proceed with this engagement, we must have the written consent of all parties.

	The consent is important to us because we intend to approach this engagement in an objective way without intending to favor any of the parties.  However, one or more of those involved may feel at times that the [describe the transaction] is not proceeding in a manner most favorable to them.

	We will attempt to make all parties aware of all viable options and the consequences of such options, but then will leave it to the parties to make their own decision as to what course to take. We cannot strategize for one client so long as we are working for all of you on this engagement. We always suggest that you confer with your own legal advisor and any other professionals, including accountants, which you believe would be helpful to understanding and advocating your position.

	We cannot and will not receive any confidential information from any party. That is, any information we receive will be made known to all other parties.

	We will be pleased to assist you with this matter, but only if you agree that we can do so once you understand what actual and potential conflicts of interest may exist between the parties and between our firm and any of the parties.  If you have questions about what these conflicts are or might be, you should discuss them with your legal advisor, among yourselves and with us.  We are happy to answer any questions about such conflicts as we see them.

	We ask that you sign the enclosed consent and attach a copy to this letter.  By doing so you will consent to our engagement and waive any claim of conflict of interest by us undertaking to do this work.

	Again, we will gladly answer any questions you have about the conflict of interest question.  The consent you will sign has important legal consequences and we strongly advise that you discuss it with a lawyer.


	Sincerely,





Exhibit A-2
CONSENT TO BE ATTACHED TO COPY OF THE LETTER 
FROM FIRM AND SIGNED BY CLIENT


CONSENT

	We have read the letter of [date] from the firm of [your firm]. We hereby consent to the firm undertaking the engagement described in that letter. We are aware that the firm may have an actual or potential conflict of interest. We have discussed the conflict of interest issue with a legal advisor or have decided not to do so, realizing that the conflict of interest may have important financial and legal consequences.

	We waive any claim of conflict of interest, having inquired of the firm about it to the extent we believe necessary to satisfy ourselves that we are willing to assume the risk of your firm assisting us in these circumstances.

	We acknowledge the firm desires that all information received from any party to the transaction be known to all others and, for that purpose, waive the requirements of confidentiality among ourselves. That is, the firm may make known to all parties all information from discussions, correspondence and the like which it has with any one party concerning this transaction.


Dated this	day of


[Client]

	[Firm]



Exhibit B-1
LETTER TO OBTAIN THE CLIENTS' CONSENT FOR POTENTIAL CONFLICT OF INTEREST WHEN WORKING FOR TWO OR MORE CLIENTS


	[Date]

Dear Owner/President of Company A and Individual X,

	Individual X, an employee of Company A, has requested our firm to perform tax preparation services and personal financial planning services for him and his family.   As both of you are aware, our firm currently performs tax services, consulting services and compilation services for Company A.  In accepting the engagement with Individual X, it must be recognized that the interests of Company A and Individual X may be in conflict.  For example, in rendering services for Individual X, we may become aware of his intentions to terminate his employment with Company A.  Likewise, in rendering services for Company A, we may become aware of their plans to terminate the employment of Individual X.

	If we are to undertake this work, both parties to the conflict (i.e. – Company A and Individual X) must analyze and discuss with their advisors, including legal advisors, any conflicts that exist or may develop between them and how those conflicts may impact our ability to carry out the terms of our engagements.  In order for this firm to proceed and accept our engagement with Individual X, we must have the written consent of from both parties.

	The consent is important to us because we intend to approach our engagements with both Company A and Individual X in an objective way.  However, one or both parties may feel at times that this is not the case.

	We cannot and will not receive any confidential information from one party that may impact the other party, either positively or adversely. That is, any information we receive from one party that may impact the other party will be made known to all parties.

	We will be pleased to accept the engagement to perform services for Individual X, but only if both parties agree that we can do so.  Both parties should only agree if they understand what actual and potential conflicts of interest may exist between the parties and between our firm and the parties.  If you have questions about what these conflicts are or might be, you should discuss them with your legal advisor, among yourselves and with us.  We are happy to answer any questions about such conflicts as we see them.

	We ask that you sign the enclosed consent and attach a copy to this letter.  By doing so, you will consent to our firm performing engagements for both Company A and Individual X and waive any claim of conflict of interest by us undertaking to do this work.

	Again, we will gladly answer any questions you have about the conflict of interest question.  The consent you will sign has important legal consequences and we strongly advise that you discuss it with a lawyer.


	Sincerely,


	[Firm]




Exhibit B-2
CONSENT TO BE ATTACHED TO COPY OF THE LETTER 
FROM FIRM AND SIGNED BY CLIENT


CONSENT

	We have read the letter of [date] from the firm of [your firm]. We hereby consent to the Firm undertaking the engagement with Individual X described in that letter. We are aware that the firm may have an actual or potential conflict of interest. We have discussed the conflict of interest issue with a legal advisor or have decided not to do so, realizing that the conflict of interest may have important financial and legal consequences.

	We waive any claim of conflict of interest, having inquired of the firm about it to the extent we believe necessary to satisfy ourselves that we are willing to assume the risk of your firm assisting us in these circumstances.

	We acknowledge that any information your firm receives from one party that may impact the other party will be made known to all parties; and, for that purpose, waive the requirements of confidentiality among ourselves and the firm. 


Dated this	day of


[Client]



Exhibit C-1
CONFLICT OF INTEREST WHEN WORKING FOR A MARRIED COUPLE


If both parties to the marriage sign and date the tax engagement letter, the following section should be added to the tax engagement letter:


CONFLICTS OF INTEREST

	We acknowledge that any information your firm receives from one party that may impact the other party will be made known to all parties; and, for that purpose, waive the requirements of confidentiality among ourselves and the firm. 





PROFESSIONAL COMPETENCY (RULE 201A)

AICPA ETHICS STANDARD:  RULE 201A – PROFESSIONAL COMPETENCY

AICPA CODE OF PROFESSIONAL CONDUCT

Rule 201	General Standards
A member shall comply with the following standards and with any interpretations thereof by bodies designated by Council.
	A. 	Professional Competence. Undertake only those professional services that the member or the member's firm can reasonably expect to be completed with professional competence.
	B.	Due Professional Care. Exercise due professional care in the performance of professional services.
	C.	Planning and Supervision. Adequately plan and supervise the performance of professional services.
	D. 	Sufficient Relevant Data. Obtain sufficient relevant data to afford a reasonable basis for conclusions or recommendations in relation to any professional services performed.
[Underlining and emphasis added.]

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO COMPETENCY
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
ACCEPTANCE AND CONTINUANCE OF CLIENT RELATIONSHIPS AND SPECIFIC ENGAGEMENTS
.27	The firm should establish policies and procedures for the acceptance and continuance of client relationships and specific engagements, designed to provide the firm with reasonable assurance that it will undertake or continue relationships and engagements only when the firm
 	a. 	is competent to perform the engagement and has the capabilities, including time and resources, to do so; (Ref: par. .A11)
[In part; underlining and emphasis added.]
.28	Such policies and procedures should
	a. 	require the firm to obtain such information as it considers necessary in the circumstances before accepting an engagement with a new client, when deciding whether to continue an existing engagement, and when considering acceptance of a new engagement with an existing client. (Ref: par. .A14)
[In part; underlining and emphasis added.]

FIRM POLICY
	Before the firm can accept an engagement to render services for an entity, the firm must ascertain if the firm has the capabilities, including time and resources, to do so.  This assessment should be documented on the firm’s “Client Acceptance or Continuance of Services and Engagement Risk Assessment Form (Form: AdmPF 102).



ACCEPTANCE AND CONTINUANCE OF CLIENT
RELATIONSHIPS AND SPECIFIC ENGAGEMENTS


AICPA QUALITY CONTROL STANDARDS WITH CLIENT ACCEPTANCE AND CONTINUANCE OF CLIENT
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
ACCEPTANCE AND CONTINUANCE OF CLIENT RELATIONSHIPS AND SPECIFIC ENGAGEMENTS
.27	The firm should establish policies and procedures for the acceptance and continuance of client relationships and specific engagements, designed to provide the firm with reasonable assurance that it will undertake or continue relationships and engagements only when the firm
 	a. 	 is competent to perform the engagement and has the capabilities, including time and resources, to do so; (Ref: par. .A11)
	b. 	 can comply with legal and relevant ethical requirements; and
	c.  	has considered the integrity of the client and does not have information that would lead it to conclude that the client lacks integrity. (Ref: par. .A12–.A13)
.28	Such policies and procedures should
	a. 	 require the firm to obtain such information as it considers necessary in the circumstances before accepting an engagement with a new client, when deciding whether to continue an existing engagement, and when considering acceptance of a new engagement with an existing client. (Ref: par. .A14)
	b. 	 require the firm to determine whether it is appropriate to accept the engagement if a potential conflict of interest is identified in accepting an engagement from a new or an existing client.
	c.  	if issues have been identified and the firm decides to accept or continue the client relationship or a specific engagement, require the firm to
	i.  	consider whether ethical requirements that exist under Interpretation No. 102-2, "Conflicts of Interest," under Rule 102, Integrity and Objectivity (ET Sec. 102 par. .03), apply, such as disclosure of the relationship to the client and other appropriate parties, and
	ii.  	document how the issues were resolved.
.29	To minimize the risk of misunderstandings regarding the nature, scope, and limitations of the services to be performed, the firm should establish policies and procedures that provide for obtaining an understanding with the client regarding those services. (Ref: par. .A15)
.30	The firm should establish policies and procedures on continuing an engagement and the client relationship that address the circumstances when the firm obtains information that would have caused it to decline the engagement had that information been available earlier. Such policies and procedures should include consideration of the following:
  	a.  	The professional and legal responsibilities that apply to the circumstances, including whether there is a requirement for the firm to report to regulatory authorities
	b.  	The possibility of withdrawing from the engagement or from both the engagement and the client relationship (Ref: par. .A16)


OVERVIEW
Bad clients = bad lawsuits and unhappy people
Good clients = good relationships and happy people 
	The Firm attempts to avoid bad clients.  A bad client makes for a bad lawsuit.  An employee of the Firm should immediately bring to the attention of the proprietor any sign of a bad client.  The following are early signs of trouble:
	•	Clients who demand an unreasonably low fee or unrealistically fast service
	•	Clients who become a disproportionate percentage of the Firm’s total practice or an employee’s billable hours
	•	Clients who refuse to sign engagement or representation letters
	•	Clients who give evasive answers or make it difficult to get information on a timely basis
	•	Clients who have disorganized and/or incomplete records
	•	Clients with a high number of related party transactions
	•	Clients with limited or precarious sources of revenues (i.e. - limited number of customers)
	•	Clients with limited or precarious source of equity
	•	Clients with high debt to equity ratios compared to industry
	•	Clients with significant weaknesses in accounting and administrative controls
	•	Clients with understaffed or poorly trained bookkeeping and accounting personnel
	•	Clients in transition either in ownership or real management
	•	Clients who unreasonably or consistently ignore the Firm’s advice
	•	Clients who have continued losses
	•	Clients who were "fired" by the predecessor accountant
	•	The disreputable client (the "smell test")
	•		The bully

GENERAL POLICIES
	The Firm encourages all personnel to bring in new clients and expand services to present clients.  Such efforts must be within the ethics of the profession and the policies of the Firm.  Consideration of such efforts will be appropriately recognized. 

CONTINUING CLIENTS
	The following guidelines are considered before the proprietor will continue to serve an existing client that requires a financial and/or non-financial reporting service:
	•	The Firm must have the technical skills, knowledge of the clients industry, and personnel manpower to adequately serve the needs of the continuing client.  
	•	In no case will the Firm perform financial or non-financial reporting services for a client that informs the Firm that it intends on becoming an issuer (i.e. - going public).
	•	Generally, the Firm will not continue to serve a client who has an accounts receivable balance over 120 days past due, is in serious financial difficulty or has a negative net worth, unless in the case of a business the owner(s) has sufficient net worth to cover debt the load of the business.  The proprietor may waive such restrictions at his option.

PROSPECTIVE CLIENTS

	The following guidelines are considered before the Firm will accept a prospective client:
	•	The Firm must determine if the prospective client will create a conflict of interest with a current client.  If so, the Firm must follow the Firm’s conflict of interest guidance in this Quality Control Document.
	•	The Firm must have an understanding of the nature and purposes of the services to be provided to the prospective client by making inquires of the owners and management of the prospective client.  Based on this knowledge, an evaluation must be made as to whether the Firm has the technical skills, knowledge of the prospective client’s industry, and personnel manpower to adequately serve the needs of the prospective client without adversely affecting the service level to existing clients.  
	•	Under no circumstances will the Firm perform financial and/or non-financial reporting services for SEC registrants, issuers (i.e. - public companies), and companies intending to go public.
	•	Generally, the Firm will not accept individuals or businesses that are in serious financial difficulty, have a negative net worth, or who have a net loss in their current or prior fiscal year.  The proprietor may waive such restrictions at his option.
	•	The proprietor will give consideration to the character and reputation of the prospective client to help minimize the possibility of association with a client whom lacks integrity.
	•	For financial and non-financial reporting engagements, the proprietor must consult with the predecessor accountant/auditor to determine the predecessor's understanding of the reason(s) for the change in accountant/auditor.  Such communications must be documented by memorandum and filed in the current engagement documentation file for the first reporting period.
	•	The proprietor must obtain information regarding the prospective client and its operations from prior year financial statements and/or tax return(s).  At the discretion of the proprietor, reference may also be made to interim financial information, reports to regulatory agencies, credit reports, and internally generated financial statements.




DOCUMENTATION OF ACCEPTANCE AND CONTINUATION PROCEDURES
	The Firm shall document client acceptance decisions utilizing the Firm's "Client Acceptance or Continuance of Services and Engagement Risk Assessment Form" (Form: AdmPF 102).  
	This form should be completed for each prospective client before the Firm accepts the entity as a client.  
	It should be updated or completed on an annual basis for existing financial statement and/or non-financial statement reporting service clients.  
	Documentation of continuance of service decisions for those clients that require services other than financial statement and non-financial statement reporting service engagements is at the discretion of the proprietor.  
	In addition, the Firm’s “Engagement Profile Form” (Form: AdmPF 101) should be completed for all financial and non-financial reporting engagements to document the nature and purpose of the services to be rendered.
DOCUMENTATION OF ACCEPTANCE OR CONTINUATION OF SERVICES TO AN ENTITY

	The Firm shall obtain a written engagement letter signed by the client for all financial and non-financial reporting service engagements.  Reference should be made to the AICPA Professional Standards that apply to the service to be rendered for guidance as to form and contents.
DOCUMENTATION OF TERMINATION OF ENGAGEMENT(S) AND/OR SERVICES
	A written letter must be sent to the client if the Firm decides to terminate the client.  Exhibits A, B, and C are illustrations of termination letters.  These letters contain examples of paragraphs that might be used in creating a termination letter for a specific client.
	The proprietor will determine if there are any other entities that must be contacted if there is a termination of an engagement and/or services. Further, the proprietor will consider if consultation(s) with counsel may be required.



Exhibit A
ILLUSTRATION OF A DISENGAGEMENT LETTER
DETERIORATING RELATIONSHIP LETTER



Dear Client:

After long and careful consideration, we have decided that, after two and one-half years of providing accounting services for you and your entities, we must now end our relationship with you as your accounting firm.  Our reasons for doing so at this time include our deteriorating ability to work together harmoniously on important matters, as well as your reluctance to compensate us in a timely manner for services we have performed for you.

We would like to bring to your attention once again the following items which are past due and need to be filed or taken care of:
	1.	XYZ Profit Sharing Plan Returns for 19XX which were due on [date], as discussed with you.
	2.	XYZ Corporate Tax Returns for 19XX which were due on [date], as discussed with you.
	3.	Your 19XX Individual Income Tax Returns which were due on [date],. as we discussed with you.
	4.	Taxes due on your 19XX Federal Individual Income Tax Returns.  We have asked you for information necessary to set up a payment plan with the IRS but have not received anything from you.
	5.	Payroll taxes due for the quarter ended September and December 19XX for XYZ Company, as discussed with you.

You also have the following items coming due:
	1.	The 19XX Corporate Tax Returns for XYZ, extended until [date].  This has been discussed with [name].  I have requested information but have not received anything.
	2.	Your 19XX Individual Income Tax Returns are due [date].

Regarding the outstanding balances on your accounts, we are willing to waive the amounts owed to us by you and your entities, [name of entities].  As a result, your aggregate outstanding balance of [state amount] will be adjusted to $0.00.

We would like to than for your business in the past and will be available to assist you when you choose to either collect or transfer your original records.

		Sincerely,



Exhibit B
ILLUSTRATION OF A DISENGAGEMENT LETTER
“ANNUAL REVIEW” LETTER, NO OUTSTANDING WORK REMAINS



Dear Client:


As part of my annual business plan review, I conducted an analysis in an effort to focus the future direction of my practice.

As I mentioned to you, my goal is to provide close professional service to a core group of taxpayers in the planning and implementation of significant economic decisions and transactions that affect their businesses.  Accordingly to my business plan, my professional ability would be utilized in situations during which major tax implications arise.  Tax return preparation and other compliance functions are incidental to the main trust of my plan.

Accordingly, I have reviewed my client’s needs to determine how each client fits in with the future direction of my practice.  As you can imagine, this was not an easy task in that the list includes numerous business and personal relationships that span may years and events.

Nevertheless, the result of my annual review and analysis is that I must ask you to refer your personal and corporate tax matters to another professional.  I am hopeful that you will understand my action to control the direction of my practice.  Thank you for permitting me to assist you to date.


		Sincerely,





Exhibit C
ILLUSTRATION OF A DISENGAGEMENT LETTER
UNRESOLVED ITEMS AND FEES LETTER, 
OUTSTANDING WORK REMAINS



Dear Client:


This letter is to inform you that we must formally end our relationship with you as your accounting firm as of [date].  As you know, we were engaged only to prepare your Federal Tax Return for the year [date].  This return is on extension until [date].

Our reasons for disengaging at this time include the following;
	1.	The unpaid fees, as requested in our letter dated [date], have not been paid on a timely basis.  As we mentioned to you during the conversation we had [date], we were unable to proceed with you tax returns until the payment was received.
	2.	The incomplete information received to date leaves too many items unresolved to properly prepare your individual tax return for [date].   This includes [name of entity(s)] corporate activities for the year ended [date], and the activities to date that will have a material effect upon your personal tax return.  We have requested this information from you twice in the past; once on [date], and again on [date].

It is the policy of this firm to not issue or release incomplete tax returns.  We have enclosed the original documents (list attached) that you provided to us and the original IRS extension approval.  Given that you have a deadline of [date], we urge you to gather your documentation and engage another tax professional as soon as possible in order to complete your return in a timely manner and to avoid potential penalties.  We will cooperate with your subsequent tax professional as necessary.

The outstanding balance on your account with us is $XXX.


		Sincerely, 





HUMAN RESOURCES

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO HUMAN RESOURCES
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
HUMAN RESOURCES
.31	The firm should establish policies and procedures designed to provide it with reasonable assurance that it has sufficient personnel with the competence, capabilities, and commitment to ethical principles necessary to
	a.  	perform engagements in accordance with professional standards and applicable legal and regulatory requirements and
	b. 	 enable the firm to issue reports that are appropriate in the circumstances. (Ref: par. .A17–.A24)
.32	The firm’s policies and procedures should provide that personnel selected for advancement have the qualifications necessary for fulfillment of the responsibilities that they will be called on to assume.


RECRUITMENT AND HIRING


ASSESSMENT OF STAFFING REQUIREMENTS
	Annually, the proprietor assesses the staffing requirements for the Firm.  In determining staffing requirements, consideration is given to the needs of current clients, anticipated growth, personnel turnover, individual advancement, current staff workload, and quality of life.  It is the Firm’s goal to maintain staffing at a level to avoid overtime, including the January to April “tax season” period.

HIRING CRITERIA IN GENERAL 
	When evaluating a prospective employee, the Firm considers among other things, an individual's grade point average, courses/classes completed, personal achievements, work experience, and personal interests.  The Firm may require an employee, at the sole discretion of the proprietor, prior to employment, at the time of employment, or at any time while an individual is an employee of the Firm, to provide proof of: a) degrees obtained; b) licenses obtained and/or held; c) prior work experience; d) personal achievements; and e) any other significant items on the employment application and/or resume used in the hiring decision.  The Firm reserves the right to independently verify all representations of an employee.  Failure to provide proof of such items upon request of the proprietor or to falsify a verifying record will be grounds for immediate termination with cause.
	Determination of the techniques to be used to recruit potential employees and actual employment decisions will be made by the proprietor on a situation-by-situation basis.

PROFESSIONAL STAFF

	In filling professional staff requirements, the Firm seeks to employ individuals who are CPA’s or have the academic training that will enable them to sit for and pass the CPA exam.  In addition, the Firm seeks to only hire individuals who have high levels of integrity, motivation, and aptitude for accounting and business.  

Paraprofessional Staff

	The Firm will employ individuals at the paraprofessional level who do not possess a college degree, but whose integrity, motivation, and aptitude for accounting and business indicate a likelihood of success in providing a high level of quality service to the Firm's clients.

Per Diem Personnel

	In addition to employees, the proprietor may use “per diem” personnel.  The proprietor evaluates the technical competence of all “per diem” personnel to ascertain that they have the skill level to perform the work assigned.  This evaluation is based on past experiences with the individual, whether the individual’s firm has gone through an on-site peer review, and previous work the individual may have performed for the Firm.  Documentation of the evaluation is at the discretion of the proprietor.  Any documentation is filed in the current engagement documentation file.

	The Firm's quality control policies and procedures and personnel policies and procedures relevant to per diem personnel are communicated to them prior to employment and at the time of employment.



PROFESSIONAL DEVELOPMENT

AICPA ETHICS STANDARDS

AICPA CODE OF PROFESSIONAL CONDUCT
Article V-Due Care

A member should observe the profession's technical and ethical standards, strive continually to 
improve competence and the quality of services, and discharge professional responsibility to 
the best of the member's ability.

.01 	The quest for excellence is the essence of due care. Due care requires a member to discharge professional responsibilities with competence and diligence. It imposes the obligation to perform professional services to the best of a member's ability with concern for the best interest of those for whom the services are performed and consistent with the profession's responsibility to the public.

.02 	Competence is derived from a synthesis of education and experience. It begins with a mastery of the common body of knowledge required for designation as a certified public accountant. The maintenance of competence requires a commitment to learning and professional improvement that must continue throughout a member's professional life. It is a member's individual responsibility.  In all engagements and in all responsibilities, each member should undertake to achieve a level of competence that will assure that the quality of the member's services meets the high level of professionalism required by these Principles.

[In part.]

AICPA CODE OF PROFESSIONAL CONDUCT
Rule 201	General Standards
A member shall comply with the following standards and with any interpretations thereof by bodies designated by Council.
	A. 	Professional Competence. Undertake only those professional services that the member or the member's firm can reasonably expect to be completed with professional competence.
	B.	Due Professional Care. Exercise due professional care in the performance of professional services.
	C.	Planning and Supervision. Adequately plan and supervise the performance of professional services.
	D. 	Sufficient Relevant Data. Obtain sufficient relevant data to afford a reasonable basis for conclusions or recommendations in relation to any professional services performed.
[Underlining and emphasis added.]

OVERVIEW
	The Firm is a knowledge business in a constantly changing environment.  Accordingly, a good program of continuing education is vital for the ability to serve the Firm’s clients, the growth of the Firm’s employees and the growth and profits of the Firm.  The Firm is of the belief that the training of a professional person includes the continual awareness of developments taking place in business as well as in the accounting profession.  An accountant must study, understand, and apply new professional pronouncements as they are developed by authoritative bodies within the accounting profession in order to provide a high quality of service to clients.  
	The Firm places a high emphasis on the individual's initiative to improve his/her skills and knowledge and to devote substantial personal time in these efforts.
	Continuing professional education includes on-the-job training, self-study, and formal education.

ON-THE-JOB TRAINING

	A most important aspect of an employee’s education is actual on-the-job training and working closely with his/her supervisor and/or reviewer.  This will be the most effective training and means to learn new skills and to assume responsibility for increasingly complex, demanding tasks. 

SELF-STUDY POLICIES

	Update bulletins are regularly published by the AICPA, FASB, WSCPA, and other organizations.  All professional staff employees should scan the AICPA, FASB, WSCPA, and the Washington State Board of Accountancy web sites on a monthly basis and read the “postings” that pertain to the individual’s interests and/or areas of specialization.

	In addition, each staff member should identify and obtain those publications that pertain to the individual’s interests and/or areas of specialization.  However, each professional staff member should identify and obtain at least one publication that provides updates on income tax laws and one publication that provides updates on the AICPA professional standards.  Each professional staff member must communicate those publications to the proprietor in writing.  The communication will be filed in the employee’s personnel file.  Those publications must be read on a regular basis.  The Firm may elect to reimburse the employee the cost of personally subscribing to such publications.  A request for reimbursement must be submitted to the proprietor.  The proprietor will make the decision for reimbursement for the cost of the subscription at his sole discretion.


FORMAL EDUCATION POLICIES

	Professional staff employees are required to obtain each year at least 40 hours of Washington State Board of Accountancy qualified continuing professional education hours.  Of these 40 hours, 16 hours (this is a Firm requirement, not a Washington State Board of Accountancy requirement) must be classified as "auditing and accounting" hours.  In addition, every two-year period must include at least four hours of Washington State Board of Accountancy approved ethics hours.  

	Paraprofessional staff employees are required to obtain at least 16 hours of Washington State Board of Accountancy qualified continuing education hours classified as "auditing and accounting."

	Qualifying CPE credits will be accounted for on the Firm’s “CPE Attendance Record Form” (Form: EmpPF 501) or on a form prescribed by the Washington State Board of Accountancy.  A separate form should be completed for each license renewal cycle.  These forms will become a permanent record in the employee’s file.  The proprietor will review all personnel files in January of each year to assure compliance with this requirement.


SELECTION OF COURSES AND/OR PROGRAMS
	The initiative to participate in a course or program subject must originate with the individual.  Staff members are encouraged to consult with the proprietor for guidance or assistance in developing a continuing educational program.  However, the proprietor from time to time may recommend a program if a need is recognized.  

FINANCIAL ASSISTANCE POLICES
	The Firm offers an education financial assistance program for all employees, including non-professional staff employees.  The following guidelines apply to the education financial assistance program:

Qualified Courses of Study
	Educational financial assistance will be provided only for courses of study that are:
	•	Directly related to the employees present job or which will enhance the employees potential for advancement to a position within the Firm that the individual has a reasonable expectation of achieving; 
	•	Directly related to the Firm’s clients' problems and interests; OR
	•	Directly related to the review and/or update of professional standards.
	In addition, the course or program must be offered by an accredited institution of learning or a recognized professional organization (e.g. - WSCPA, AICPA, etc.).

Eligible Employees
	To be eligible for educational financial assistance, an employee must meet the following conditions:
	•	The employee must be a full time employee;
	•	The employee must have completed three-months of service with the Firm; AND
	•	The employee must not be eligible to receive educational benefits from other sources, such as the Veterans Administration (if eligible, the Firm’s reimbursement policies will only apply to amounts in excess of reimbursable amounts).

Approval Requirements
	In order to obtain financial assistance for education expenses, requests for educational financial assistance must be approved prior to enrollment.  Written requests shall be submitted to the proprietor.  The proprietor shall make the final decision.
	In determining whether to approve a request for financial educational assistance, the proprietor will consider the following factors:
	•	The nature and purpose of the course of study;
	•	The benefits to be derived by the employee and the Firm;
	•	The employee’s adherence to a formalized self-study program;
	•	The level of responsibility and length of service of the employee; AND
	•	Estimated cost.

Expense Reimbursement Guidelines

	An employee will be paid 100% of reimbursable expenses upon satisfactory completion of a course (i.e. - at least a grade of "C" or better if graded and 100% attendance).

	Reimbursable expenses include the cost of transportation, lodging, tuition, textbooks, and registration, laboratory and library fees.  All costs for out-of-town transportation and lodging must be submitted in advance to determine the extent the expenses will be considered reimbursable.

	Upon completion of the course, the employee shall submit to the proprietor a certified transcript of grades received and/or certificate of attendance and receipts for reimbursable expenses incurred.  The Firm will then reimburse the employee for the applicable percentage of the reimbursable expenses.  However, employees who take courses at the specific request or direction of the proprietor may, at the proprietor’s election, be reimbursed for certain reimbursable expenses in advance.  

Separation From Employment Before or During a Course

	An employee who is terminated during enrollment because of a reduction in force or elimination of the job, or who is unable to complete the course because of transfer within the Firm, shall be reimbursed for the full amount of reimbursable expenses incurred up to the date of termination or transfer.  An employee who voluntarily leaves the Firm or is terminated for cause prior to completing a course shall not be reimbursed for any expenses associated with the course.

	If the employee leaves the Firm voluntarily or is terminated for cause within six months of course completion, the employee must repay the full amount reimbursed by the Firm for educational financial assistance.  If the employee leaves the Firm voluntarily or is terminated for cause between six months and one year after completing the course, one-half of the amount will be repayable.

Salary or Wage Payments for CPE Hours

	Class attendance and completion of study assignments shall be accomplished outside of the employee's regular working hours.  However, employees will receive pay at their regular rates for attendance at classes during normal working hours if such classes are taken at the specific request or direction of the proprietor.  It is expected that educational activities will not interfere with the employees work and unsatisfactory job performance during enrollment may result in forfeiture of educational financial assistance and termination of employment.


PERFORMANCE EVALUATION, COMPENSATION,
AND ADVANCEMENT


FIRM POLICY

	The Firm has a review policy for the evaluation of employee performance.  All facets of employment are taken into account to include work product, attitude, attendance, punctuality, knowledge and initiative.  This evaluation is performed after the first 90 days of employment, at least annually during employment, and on termination.  Form EmpPF 301, Employee Performance Evaluation Form, should be used for annual evaluations.  An employee is notified of the outcome by the proprietor.  Any deficiencies or exceptional performance will be noted.


PROFESSIONAL LEVELS

The Firm has established the following non-professional staff designations to denote levels of education, experience and responsibility:
	•	Secretary/receptionist
	•	Paraprofessional

The Firm has established the following professional staff designations to denote levels of education, experience and responsibility:
	•	Staff accountant
	•	Senior accountant
	•	Manager
	•	Proprietor/Partner


SECRETARY/RECEPTIONIST

Employment criteria:
	•	General office skills (filing, telephone answering, etc.)
	•	Ability to edit general correspondence for grammar and spelling
	•	Ability to operate office equipment including copy machines and fax machine
	•	Ability to operate PC computers and general word processing application programs 

Skills evaluation criteria:
	•	Understand assignments and follow instructions
	•	Complete work assignments on a timely basis
	•	Review own work for obvious errors
	•	Recognize when assistance is needed
	•	Ask for help promptly
	•	Understand the Firm's policies and procedures

(Note - The Firm has a policy of making an appropriate investigation to obtain reasonable assurance that individuals meet the employment criteria by obtaining, at the proprietors option, completed application forms and college transcripts and by communication with personal references and prior employers.)



PARAPROFESSIONAL

Employment criteria:
	•	General office and management skills
	•	Ability to maintain a manual and computerized bookkeeping system
	•	Ability to prepare payroll checks and the necessary payroll tax reports
	•	Ability to maintain an accounts receivable and accounts payable subsidiary
		ledger system
	•	General computer operations - both data input and processing

Skills evaluation criteria:
	•	Knowledge of the firm’s quality control policies and procedures and adherence to such policies and procedures
	•	Knowledge of the firm’s personnel policies and procedures and adherence to such policies and procedures
	•	Knowledge of assigned client's accounting systems
	•	Knowledge of basic accounting theory/practice
	•	Knowledge of local tax laws, payroll tax laws, and state sales and B&O tax laws
	•	Understand assignments and follow instructions
	•	Complete work assignments on a timely basis
	•	Review own work for obvious errors
	•	Recognize when assistance is needed
	•	Ask for help promptly
	•	Basic knowledge of federal tax laws

(Note - The Firm has a policy of making an appropriate investigation to obtain reasonable assurance that individuals meet the employment criteria by obtaining, at the proprietors option, completed application forms and college transcripts and by communication with personal references and prior employers.)


STAFF ACCOUNTANT (APPROXIMATE TIME FRAME - FIRST THROUGH SECOND YEAR)

Employment criteria:
	•	High levels of intelligence, integrity, honesty, motivation, and aptitude for the profession
	•	College graduate with a concentration in accounting
	•	Top 25% of graduating class, unless other factors such as personal achievements, work experience, and personal interests indicate the likelihood of adequate professional development
	•	Goal of becoming a certified public accountant

Skills evaluation criteria:
	•	Knowledge of the firm’s quality control policies and procedures and adherence to such policies and procedures
	•	Knowledge of the firm’s personnel policies and procedures and adherence to such policies and procedures
	•	Pass CPA examination
	•	Know the rules and regulations for practice in the State of Washington, and Code of Conduct of the AICPA
	•	Understand assignments and follow instructions
	•	Complete work assignments on a timely basis
	•	Review own work for obvious errors
	•	Recognize when assistance is needed
	•	Ask for help promptly
	•	Assume full responsibility under supervision for small accounting engagements involving compiled and reviewed financial statements
	•	Work on portions of audit engagements
	•	Prepare financial statements on various bases of accounting
	•	Have a working knowledge of the various professional standards of the AICPA and the FASB as they apply to the Firm's clients
	•	Recognize client problems
	•	Prepare and review simple individual income tax returns

(Note - The Firm has a policy of making an appropriate investigation to obtain reasonable assurance that individuals meet the employment criteria by obtaining, at the proprietors option, completed application forms and college transcripts and by communication with personal references and prior employers.)

SENIOR ACCOUNTANT (APPROXIMATE TIME FRAME - THIRD THROUGH FIFTH YEAR)

Employment criteria:
	•	High levels of intelligence, integrity, honesty, motivation, and aptitude for the profession
	•	Must be a certified public accountant
	•	Demonstrated ability in all areas of the staff accountant evaluation criteria
	•	Ability to develop and retain clients

Skills evaluation criteria:
	•	Knowledge of the firm’s quality control policies and procedures and adherence to such policies and procedures
	•	Knowledge of the firm’s personnel policies and procedures and adherence to such policies and procedures
	•	Know the rules and regulations for practice in the State of Washington, and Code of Professional Conduct of the AICPA
	•	Understand assignments and follow instructions
	•	Complete work assignments on a timely basis
	•	Review own work for obvious errors
	•	Recognize when assistance is needed
	•	Ask for help promptly
	•	Recognize client problems and assist in developing solutions
	•	Assume full responsibility for small and medium-size audit engagements, including development of work programs
	•	Assume full responsibility for compilation and review engagements
	•	Work on research assignments involving "theory" and such "conceptual" areas as materiality and interrelationships of accounts.
	•	Prepare audit programs and time budgets
	•	Train and supervise the staff members assigned to engagements
	•	Recognize in advance the possible problems areas of an engagement
	•	Prepare and review complex individual income tax returns

(Note - The Firm has a policy of making an appropriate investigation to obtain reasonable assurance that individuals meet the employment criteria by obtaining, at the proprietors option, completed application forms and college transcripts and by communication with personal references and prior employers.)

MANAGER (APPROXIMATE TIME FRAME - SIXTH THROUGH TENTH YEAR)

Employment criteria:
	•	High levels of intelligence, integrity, honesty, motivation, and aptitude for the profession
	•	Must be a certified public accountant
	•	Demonstrated ability in all areas of the staff and senior accountant evaluation criteria
	•	Ability to acquire, develop, and retain clients

Skills evaluation criteria:
	•	Knowledge of the firm’s quality control policies and procedures and adherence to such policies and procedures
	•	Knowledge of the firm’s personnel policies and procedures and adherence to such policies and procedures
	•	Know the rules and regulations for practice in the State of Washington, and Code of Professional Conduct of the AICPA
	•	Understand assignments and follow instructions
	•	Complete work assignments on a timely basis
	•	Review own work for obvious errors
	•	Recognize when assistance is needed
	•	Ask for help promptly
	•	Recognize client problems and develop solutions
	•	Assume full responsibility for all phases of large-size audit engagements, including development of work programs
	•	Assume full responsibility for complex compilation and review engagements
	•	Plan research assignments involving "theory" and such "conceptual" areas as materiality and interrelationships of accounts
	•	Prepare audit programs and time budgets
	•	Train and supervise the staff members assigned to engagements
	•	Recognize in advance the possible problems areas of an engagement
	•	Prepare and review complex individual and corporate income tax returns

(Note - The Firm has a policy of making an appropriate investigation to obtain reasonable assurance that individuals meet the employment criteria by obtaining, at the proprietors option, completed application forms and college transcripts and by communication with personal references and prior employers.)

PROPRIETOR/PARTNER (APPROXIMATE TIME FRAME - TENTH YEAR OF PUBLIC ACCOUNTING)

Admission criteria (applies to admission of partner only):
	•	High levels of intelligence, integrity, honesty, motivation, and aptitude for the profession
	•	Must be a certified public accountant
	•	Demonstrated ability in all areas of the staff, senior accountant and manager evaluation criteria
	•	Ability to acquire, develop, and retain clients
	•	Must be in good health
	•	Demonstrate personal financial responsibility
	•	Annual growth of Firm to support an additional partner
	•	Willing to work for the good and future of the Firm
	•	Must be approved by the proprietor

Skills evaluation criteria:
	•	Knowledge of the firm’s quality control policies and procedures and adherence to such policies and procedures
	•	Knowledge of the firm’s personnel policies and procedures and adherence to such policies and procedures
	•	Communication abilities - ability to convey meaning to obtain understanding
	•	Planning abilities - ability to develop goals and strategies
	•	Organizing abilities - ability to group work and resources in relation to goals
	•	Staffing abilities - ability to recruit, select and train people
	•	Controlling abilities - ability to measure performance and take corrective action
	•	Leading abilities - ability to initiate action and motivate people
	•	Decision-making abilities - ability to select the best solutions to a problem
	•	Teamwork abilities - ability to work together to achieve common goals

(Note - The Firm has a policy of making an appropriate investigation to obtain reasonable assurance that individuals meet the employment criteria by obtaining, at the proprietors option, completed application forms and college transcripts and by communication with personal references and prior employers.)


 ASSIGNMENT OF WORK TO PERSONNEL

ETHICS STANDARD

ET SECTION 56

Article V-Due Care

A member should observe the profession's technical and ethical standards, 
strive continually to improve competence and the quality of services, and 
discharge professional responsibility to the best of the member's ability.

.03 	Competence represents the attainment and maintenance of a level of understanding and knowledge that enables a member to render services with facility and acumen. It also establishes the limitations of a member's capabilities by dictating that consultation or referral may be required when a professional engagement exceeds the personal competence of a member or a member's firm. Each member is responsible for assessing his or her own competence-of evaluating whether education, experience, and judgment are adequate for the responsibility to be assumed.

[In part; emphasis added.]

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO ASSIGNMENT OF PERSONNEL TO ENGAGEMENTS
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
Assignment of Engagement Teams
.33	The firm should assign responsibility for each engagement to an engagement partner and should establish policies and procedures requiring that
	a.  	the identity and role of the engagement partner are communicated to management and those charged with governance;
	b. 	 the engagement partner has the appropriate competence, capabilities, and authority to perform the role; and (Ref: par. .A25–.A30)
	c. 	 the responsibilities of the engagement partner are clearly defined and communicated to that individual.
.34	The firm should establish policies and procedures to assign appropriate personnel with the necessary competence and capabilities to
	a.  	perform engagements in accordance with professional standards and applicable legal and regulatory requirements and
	b.  	enable the firm to issue reports that are appropriate in the circumstances. (Ref: par. .A31)
[Underlining and emphasis added.]



 
RESPONSIBILITY FOR ATTEST AND NON-ATTEST REPORTING SERVICES
	The proprietor shall be responsible for all attest and non-attest reporting services rendered by the firm.
	The proprietor shall measure his competency to assume responsibility for the performance of an engagement using the following criteria:
· •	Understanding of the role of a system of quality control and the Code of Professional Conduct. An understanding of the role of a firm’s system of quality control and the AICPA’s Code of Professional Conduct, both of which play critical roles in assuring the integrity of the various kinds of reports.
· •	Understanding of the service to be performed. An understanding of the performance, supervision, and reporting aspects of the engagement. This understanding is usually gained through actual participation under appropriate supervision in that type of engagement.
· •	Technical proficiency. An understanding of the applicable professional standards, including those standards directly related to the industry in which a client operates, and the kinds of transactions in which a client engages.
· •	Familiarity with the industry. An understanding of the industry in which a client operates to the extent required by professional standards applicable to the kind of service being performed. In performing an audit or review of financial statements, this understanding would include an industry’s organization and operating characteristics sufficient to identify areas of high or unusual risk associated with an engagement and to evaluate the reasonableness of industry-specific estimates.
· •	Professional judgment. Skills that indicate sound professional judgment. In performing engagements covered by this section, such skills would typically include the ability to exercise professional skepticism and identify areas requiring special consideration, including, for example, the evaluation of the reasonableness of estimates and representations made by management and the determination of the kind of report appropriate in the circumstances.
· •	Understanding the organization’s IT systems. A sufficient understanding of how the organization is dependent on, or enabled by, information technologies and the manner in which the information systems are used to record and maintain financial information to determine when involvement of an IT professional is necessary for an audit engagement.
	If the proprietor believes he does not have the requisite competency, he will obtain an outside “specialist” to assist in the performance of the engagement or the firm will withdraw from the engagement.


RESPONSIBILITY OF STAFF ASSIGNED TO ATTEST AND NON-ATTEST REPORTING SERVICES AND OTHER ENGAGEMENTS
	The proprietor will review on a periodic basis (usually monthly) the client workload and will schedule work assignments accordingly.  The proprietor strives to achieve a balance of engagement manpower requirements, personnel skills, individual development, and individual utilization in scheduling work assignments.  In addition, an attempt is made to achieve balance between the need for continuity and for periodic rotation of personnel to the extent practicable. 
	Employees are always encouraged to participate in the scheduling process.  
	An employee or per diem person must contact the proprietor immediately if there is any concern as to having the technical training and proficiency to complete the assigned work.

SUPERVISION OF PROFESSIONAL STAFF
	The level of supervision required of a professional staff member will be dependent upon the following criteria:  
· •	the staff members understanding of, and practical experience with, engagements of a similar nature and complexity;
· •	the staff members understanding of the professional standards and legal and regulatory requirements that apply to the entity;
· •	the staff members technical knowledge and expertise, including knowledge of relevant IT;
· •	the staff members knowledge of relevant industries in which the clients operate;
· •	the staff members ability to apply professional judgment; and
· •	the staff members understanding of the firm’s quality control policies and procedures.
· Generally, as the ability and experience levels of a professional staff member increases, the need for direct supervision decreases.  The proprietor will use professional judgment in determining the level of supervision required of a particular staff member on an engagement.





ENGAGEMENT PERFORMANCE

COMPLIANCE WITH STANDARDS
AICPA ETHICS STANDARD:  RULE 202 - COMPLIANCE WITH STANDARDS

ET SECTION 202 - COMPLIANCE WITH STANDARDS

.01 	Rule 202-Compliance with standards. 

A member who performs auditing, review, compilation, management consulting, tax, or other professional services shall comply with standards promulgated by bodies designated by Council.

[As adopted January 12, 1988.]  (See appendix A.)

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO ENGAGEMENT PERFORMANCE
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
.35	The firm should establish policies and procedures designed to provide it with reasonable assurance that engagements are performed in accordance with professional standards and applicable legal and regulatory requirements and that the firm issues reports that are appropriate in the circumstances. Such policies and procedures should include the following:
	a.  	Matters relevant to promoting consistency in the quality of engagement performance (Ref: par. .A32–.A33)
	b.  	Supervision responsibilities (Ref: par. .A34)
	c.  	Review responsibilities (Ref: par. .A35)
.36	The firm’s review responsibility policies and procedures should be determined on the basis that suitably experienced engagement team members, which may include the engagement partner, review work performed by other engagement team members.
[Underlining and emphasis added.]

FIRM POLICY
	All professional and paraprofessional staff employees and per diem personnel must comply with the professional standards that apply to the engagement service being performed.  In addition, they should be familiar with the authoritative and non-authoritative publications issued by the AICPA that provide guidance for the engagement service being rendered by the Firm.
	Whenever a CPA performs an engagement, he or she must determine what AICPA professional standards apply to the engagement. The following exhibit provides an outline of the professional standards that apply to various engagements commonly performed by the Firm.  


APPLICABILITY OF THE AICPA PROFESSIONAL STANDARDS TO
COMMON PROFESSIONAL SERVICES
	Engagement
	ET
Stds
	QC
Stds
	AU
Stds
	AR
Stds
	AT
Stds
	CS
Stds
	TS
Stds

	Bookkeeping
	YES
	No
	No
	No
	No
	No
	No

	Audit of Historical F/Ss
	YES
	YES
	YES
	No
	No
	No
	No

	Review or Compilation of Historical F/Ss
	YES
	YES
	No
	YES
	No
	No
	No

	Examination or Review of a Historical Stand-Alone Non-F/S Presentations
	YES
	YES
	No
	No
	YES
	No
	No

	Compilation of a Historical Stand-Alone Non-F/S Presentation
	YES
	YES
	No
	YES
SSARS
13
	No
	No
	No

	Examination or Compilation of Prospective F/Ss
	YES
	YES
	No
	No
	YES
	No
	No

	Budget for Unexpired Periods
	YES
	YES
	No
	No
	YES
	No
	No

	Examination or Review of Proforma Information
	YES
	YES
	No
	No
	YES
	No
	No

	Compilation of Proforma Information
	YES
	YES
	No
	YES
SSARS
14
	No
	No
	No

	Tax Return Preparation Services
	YES
	No
	No
	No
	No
	No
	YES

	Computer Consulting
	YES
	No
	No
	No
	No
	YES
	No







PLANNING AND SUPERVISION – ATTEST SERVICES
AICPA ETHICS STANDARD: RULE 201C – PLANNING AND SUPERVISION

AICPA CODE OF PROFESSIONAL CONDUCT

Rule 201	General Standards
A member shall comply with the following standards and with any interpretations thereof by bodies designated by Council.
	A. 	Professional Competence. Undertake only those professional services that the member or the member's firm can reasonably expect to be completed with professional competence.
	B.	Due Professional Care. Exercise due professional care in the performance of professional services.
	C.	Planning and Supervision. Adequately plan and supervise the performance of professional services.
	D. 	Sufficient Relevant Data. Obtain sufficient relevant data to afford a reasonable basis for conclusions or recommendations in relation to any professional services performed.
[Underlining and emphasis added.]
AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO PLANNING AND SUPERVISION
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
.35	The firm should establish policies and procedures designed to provide it with reasonable assurance that engagements are performed in accordance with professional standards and applicable legal and regulatory requirements and that the firm issues reports that are appropriate in the circumstances. Such policies and procedures should include the following:
	a.  	Matters relevant to promoting consistency in the quality of engagement performance (Ref: par. .A32–.A33)
	b.  	Supervision responsibilities (Ref: par. .A34)
	c.  	Review responsibilities (Ref: par. .A35)
.36	The firm’s review responsibility policies and procedures should be determined on the basis that suitably experienced engagement team members, which may include the engagement partner, review work performed by other engagement team members.
[Underlining and emphasis added.]
IN GENERAL
	Attest service engagements are generally those engagements covered by the AICPA Statements on Auditing Standards, Statements on Standards for Attestation Engagements, and the Statements on Standards for Accounting and Review Services.  Although a compilation is not an assurance service, it is an attest service.  (AR 80.05)
	It is Firm policy that the Firm will not render a “non-reporting” compilation engagement.
REQUIRED FIRM DOCUMENTS FOR AUDITS AND FOR SSARS COMPILATION AND REVIEW ENGAGEMENTS
	Tables 1, 2, and 3 document the various checklists, work programs, and other practice aids the Firm has adopted to help comply with the various "engagement performance" quality control standards for audits and for SSARS compilation and review engagements.
	At the compilation and review levels of services, these tables serve as the Firm’s documentation of the “planning of an engagement” and “supervision of an engagement” as required by ET201C.


Exhibit 1
SUMMARY OF ACCOUNTANTS’ RESPONSIBILITIES
IN AN AUDIT ENGAGEMENT

OVERALL OBJECTIVE:  The objective of an audit is to obtain reasonable assurance that a financial statement(s) is free of any material misstatements whether caused by errors, frauds, and/or direct illegal acts with respect to the management assertions embodied in a financial statement. (Note: Table reflects guidance in the outstanding SASs 1 through 120.  The clarification SASs, which are expected to be issued as SAS 121, do not become effect until 2012 and early implementation is not permitted.)

	Responsibility
	Reference
	Practice Aid/Documentation Requirement


CLIENT RELATIONSHIP ETHICS STANDARDS AND RESPONSIBILITIES:
	1.
	Determine services requested/required by entity and assess expertise and technical skills of firm employees to perform services
	ET201A and QC Section 10
	Engagement Profile Form (ETPF101)

	2.
	Assess integrity and objectivity, including conflicts of interest, and determine acceptability of entity as a client
	ET102 and 
QC Section 10
	Client Acceptance and Engagement Risk Assessment Form (ETPF102)

	3.
	Assess independence
	ET101 and 
QC Section 10
	Employee Independence Verification Form (EmpPF401)
Client Acceptance and Engagement Risk Assessment Form (ETPF102)


NONATTEST SERVICES:
	4.
	Ascertain need to perform bookkeeping services, such as assisting in adjusting the books of account
	AR100.09
	Trail Balance Checklist (EngCF102)

	5.
	Prepare financial statements as requested by the entity and required by the professional standards
	AR100.04
	Financial Statement Checklist (EngCF103)


UNDERSTANDING STANDARD AND RESPONSIBILITY:
	6.
	Obtain and document understanding with entity about services to be performed
	SAS 108
	Engagement letter


AUDIT PERFORMANCE AND REPORTING STANDARDS AND RESPONSIBILITIES:
	7.
	Plan engagement and ascertain engagement properly supervised 
	ET 201C, 
QC Section 10, SAS 107, and SAS 108
	Firm Templates for audit program(s)

	8.
	Obtain knowledge of the entity and its environment, including internal control
	SAS 109
	Business Planning Forms (BusPF101-103)
Flow chart of accounting system

	9.
	Obtain sufficient appropriate audit evidence 
	SAS 106
	Audit programs created from Firm Templates

	10.
	Create report in appropriate form (e.g. – the reporting standards)
	AU Section 400 and 500
	AICPA Professional Standards illustrations and PPC Guide to Audits of Small Businesses Illustrations


SPECIAL SITUATION RESPONSIBILITIES:
	11.
	Document consultations
	QC SEC. 10
	N/A (write a memo to file)

	12.
	Document need for “engagement quality control review”
	QC Section 10
	N/A (write a memo to file)

	13.
	Document professional disagreements
	QC SEC. 10
	N/A (write a memo to file)

	14.
	Time budge/analysis (optional)
	N/A
	PPC Guides





Table 2
SUMMARY OF FIRM RESPONSIBILITIES IN A
REVIEW ENGAGEMENT

OVERALL OBJECTIVE:  The objective of a review engagement is to express limited assurance that there are no material modifications that should be made to the financial statements in order for the statements to be in conformity with the financial reporting framework used to prepare the financial statements.  However, the CPA must always apply the “eyes open standard” for errors, fraud, and illegal acts.
	Responsibility
	Reference
	Practice Aid/Documentation Requirement


CLIENT RELATIONSHIP ETHICS STANDARDS AND RESPONSIBILITIES:
	1.
	Determine services requested/required by entity and assess expertise and technical skills of firm employees to perform services
	ET 201A and QC Section 10
	Engagement Profile Form (AdmPF 101)

	2.
	Assess integrity and objectivity, including conflicts of interest, and determine acceptability of entity as a client
	ET 102 and QC SEC. 10
	Client Acceptance and Engagement Risk Assessment Form (AdmPF102)

	3.
	Assess independence
	ET 101 and 
QC Section 10
	Employee Independence Verification Form (EmpPF 401)
Independence Assessment Form 
(EngCF 102)


GENERAL ETHICS STANDARD AND RESPONSIBILITY:
	4.
	Plan engagement and ascertain engagement properly supervised 
	ET 201C and QC Section 10
	Engagement Profile Form (AdmPF 101)
Engagement Control Form (EngCF 101)
Planning memorandum


NON-ATTEST SERVICES:
	5.
	Ascertain need to perform bookkeeping services, such as assist in adjusting the books of account
	
	Trail Balance Checklist (EngCF 103)

	6.
	Prepare financial statements as requested by the entity and required by the professional standards
	
	Financial Statement Checklist 
(EngCF 104)


REVIEW STANDARDS AND RESPONSIBILITIES:
	Understanding Standard:
	7.
	Obtain and document understanding with the entity regarding the services to be performed as required by the SSARSs
	AR 90.03-.06
	Engagement letter


	Performance Standards:
	8.
	Obtain knowledge of client’s industry
	AR 90.08-.09
	Business Planning Forms (BusInfo 100-103)

	9.
	Obtain knowledge of client
	AR 90.10-.13
	Business Planning Forms (BusInfo 100-103)

	10.
	Perform analytical procedures as deemed necessary
	AR 90.16-.18
	3-5 year trend analysis of financial statements (required)
Analytical procedures to develop expectations for account balances to compare to actual as deemed necessary

	11.
	Make required inquiries and perform other procedures as deemed necessary
	AR 90.19-.20
	PPC Inquiry Checklist

	12.
	Apply awareness standard to “engagement knowledge” and information received from client to determine if additional or revised information is required
	AR 90.21
	N/A (write a memo to file)

	13.
	Obtain representation letter
	AR 90.22-.24
	Appendix to AR 90


	Reporting Standards:
	14,
	Create report in appropriate form
	AR 90.27-.32
	Report checklist (EngCF 105)

	15.
	Communicate to client known departures contained in financial statement(s) in accountant’s report
	AR90.34-.36
	Report checklist (EngCF 105)

	
	Additional Documentation Requirements:
	
	

	16.
	Document significant issues and how they were resolved
	AR 90.25-.26
	N/A (write a memo to file)

	17.
	Document communication of misstatements to appropriate level of management
	AR 90.25-.26
	N/A 


SPECIAL SITUATION RESPONSIBILITIES:
	18.
	Document consultation(s)
	QC Section 10
	N/A (write a memo to file)

	19.
	Document need for “engagement quality control review”
	QC Section 10
	N/A (write a memo to file)

	20.
	Document professional disagreements
	QC Section 10
	N/A (write a memo to file)




Table 3
SUMMARY OF ACCOUNTANTS’ RESPONSIBILITIES
IN A COMPILATION ENGAGEMENT

OVERALL OBJECTIVE:  The objective of a compilation engagement is to present in the form of financial statements, information that is the representation of management (owners) without undertaking to express any assurance on the financial statements.  However, the CPA must always apply the “eyes open standard” for errors, fraud, and illegal acts.
	Responsibility
	Reference
	Practice Aid


CLIENT RELATIONSHIP ETHICS STANDARDS AND RESPONSIBILITIES:
	1.
	Determine services requested/required by entity and assess expertise and technical skills of firm employees to perform services
	ET 201A and QC Section 10
	Engagement Profile Form (AdmPF 101)

	2.
	Assess integrity and objectivity, including conflicts of interest, and determine acceptability of entity as a client
	ET 102 and QC Section 10
	Client Acceptance and Engagement Risk Assessment Form (AdmPF 102)

	3.
	Assess independence 
	ET 101 and QC Section 10
	Employee Independence Verification Form (EmpPF 401)
Engagement Independence Assessment Form (EngCF 102)


GENERAL ETHICS STANDARD AND RESPONSIBILITY:
	4.
	Plan engagement and ascertain engagement properly supervised 
	ET 201C and QC Section 10
	Engagement Profile Form (AdmPF 101)
Engagement Control Form (EngCF 101)


COMPILATION STANDARDS AND RESPONSIBILITIES:
	
	General Standard
	
	

	5.
	Prepare financial statements as requested by the entity and required by the professional standards
	AR 60.05
	N/A

	
	Understanding Standard
	
	

	6.
	Obtain and document understanding with the entity regarding the services to be performed as required by the SSARSs
	AR 80.02-.05
	Engagement letter

	
	Performance Standards
	
	

	7.
	Obtain and document knowledge of industry
	AR 80.06-.07
	Business Planning Forms (BusInfo 100-103)

	8.
	Obtain and document knowledge of entity (i.e. - ascertain need to perform bookkeeping services, such as assisting in adjusting the books of account)
	AR 80.08-.11
	Trail Balance Checklist (EngCF 103)

	9.
	Read financial statement(s) for obvious mistakes
	AR 80.12
	Financial Statement Checklist (EngCF 104)

	10.
	Apply awareness standard to “engagement knowledge” and information received from client to determine if additional or revised information is required
	AR 80.13
	N/A (write a memo to file)

	
	Reporting Standards
	
	

	11.
	If reporting, create report in appropriate form
	AR 80.16-.19
	Report checklist (EngCF 105)

	12.
	Communicate to client known departures contained in financial statement(s) in accountant’s report
	AR 80.20 and AR .27-.29
	Report checklist (EngCF 105)

	
	Documentation Requirements
	
	

	13.
	Document significant issues and how they were resolved
	AR 80.14-.15
	N/A (write a memo to file)

	14.
	Document communication of misstatements to appropriate level of management
	AR 80.14-.15
	N/A 


SPECIAL SITUATION RESPONSIBILITIES:
	15.
	Document consultation(s)
	QC Section 10
	N/A (write a memo to file)

	16.
	Document need for “engagement quality control review”
	QC Section 10
	N/A (write a memo to file)

	17.
	Document professional disagreements
	QC Section 10
	N/A (write a memo to file)


ADDITIONAL FIRM STANDARD:
	18.
	3-5 year trend analysis of financial statements (required for year-end financial statement engagements; optional for interim financial statement engagements)
	Firm requirement
	Excel spreadsheet



PLANNING AND SUPERVISION – NON-ATTEST SERVICES
AICPA ETHICS STANDARD: RULE 201C – PLANNING AND SUPERVISION

AICPA CODE OF PROFESSIONAL CONDUCT

Rule 201	General Standards
A member shall comply with the following standards and with any interpretations thereof by bodies designated by Council.
	A. 	Professional Competence. Undertake only those professional services that the member or the member's firm can reasonably expect to be completed with professional competence.
	B.	Due Professional Care. Exercise due professional care in the performance of professional services.
	C.	Planning and Supervision. Adequately plan and supervise the performance of professional services.
	D. 	Sufficient Relevant Data. Obtain sufficient relevant data to afford a reasonable basis for conclusions or recommendations in relation to any professional services performed.
[Underlining and emphasis added.]

IN GENERAL
	The extent of planning for non-attest services engagement work is at the discretion of the proprietor.  However, as a minimum, the following must be performed:
	1.	Apply the firm’s client acceptance or continuance of service procedures;
	2.	Obtain a written engagement letter signed by the client, unless it involves a response to a question or inquiry;
	3.	Completion of any forms the firm may have created for the particular non-attest service (e.g. – a individual income tax return preparation and review checklist); and
	4.	Prepare a memorandum of the communication(s) with client.



 REVIEW RESPONSIBILITIES – ATTEST SERVICES


PREPARER OF ENGAGEMENT WORK

	Every attest service engagement document must include documentation as to who performed the work on the document and the date such work was completed.  Accordingly, the preparer should initial and date every document when the work on the document is completed.  The completion date should be no earlier than date all review issues have been resolved.  This may require revising the completion date.  Further, the preparer should review his or hers own work on a document for mistakes before initialing the document.

REVIEW OF ATTEST SERVICE ENGAGEMENT DOCUMENTS
	With the exception of SSARS interim compilation service engagements, all work performed on an attest engagement document (e.g. – programs, checklists, questionnaires, financial statements, accountant's reports, etc.), other than work performed by the proprietor, must be reviewed by a person other than the preparer.  Accordingly, the reviewer should initial and date every document that he or she reviewed.  However, if review issues exist, all review issues must be resolved before the document is initialed and dated by the reviewer.  

	In addition, with respect to all year-end financial statement reporting service engagements, the proprietor must perform a "cold" review of the financial statements and the accountant’s report for obvious errors or omissions at least one day following the completion of the engagement work, but prior to release to the client.  The "final release" section of the "Engagement Control Form" (Form EngCF101) cannot be "signed off" until this review has been completed.

	The proprietor is responsibility for all Firm attest service engagements.  It is his responsibility to ascertain that the engagement documents (e.g. – programs, checklists, questionnaires, financial statements, accountant's reports, etc.) include:
	1.	Documentation on every engagement document as to who prepared the work on the document and the date the work on the document was completed (i.e. – date which all review notes, point sheets, etc., where cleared).  The person who prepared the work is required to complete this documentation (note – there may be more than one preparer of work on a document; accordingly, in such cases there should be a clear indication as to which work on the document was prepared by each preparer); and 
	2.	Documentation of who reviewed the work and date of review (note – date of review should be after all review notes, point sheets, etc., have been cleared).  

	No accountants' report should be signed unless the proprietor ascertains that all levels of review were signed off and all processing steps were completed.

OVERALL REVIEW OF ATTEST SERVICE ENGAGEMENTS
	At the conclusion of an attest engagement, it is the responsibility of the proprietor to ascertain that:
· •	the work has been performed in accordance with professional standards and applicable legal and regulatory requirements;
· •	significant findings and issues identified during the engagement for further consideration have been resolved;
· •	appropriate consultations have taken place and the resulting conclusions have been documented and implemented;
· •	the nature, timing, and extent of the work performed is appropriate and without need for revision;
· •	the work performed supports the conclusions reached and is appropriately documented;
· •	the evidence obtained is sufficient and appropriate to support the report; and
· the objectives of the engagement procedures have been achieved.


REVIEW RESPONSIBILITIES – NON-ATTEST SERVICES
	The extent of review of non-reporting services engagement work is at the discretion of the proprietor.  However, the proprietor must perform a review of any document(s) to be released to a client or others that contain financial information (except matters involving payroll compliance matters, payroll tax compliance matters and state excise and B&O tax matters) and/or management advisory information for obvious errors or omissions prior to release.  The firm/proprietor/employee signature line on the document cannot be signed until this review has been completed.



ENGAGEMENT DOCUMENTATION
AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO ENGAGEMENT DOCUMENTATION
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
Engagement Documentation
Completion of the Assembly of Final Engagement Files
.49	The firm should establish policies and procedures for engagement teams to complete the assembly of final engagement files on a timely basis after the engagement reports have been released. (Ref: par. .A53–.A54)
Confidentiality, Safe Custody, Integrity, Accessibility, and Retrievability of Engagement Documentation
.50	The firm should establish policies and procedures designed to maintain the confidentiality, safe custody, integrity, accessibility, and retrievability of engagement documentation. (Ref: par. .A55–.A58)
Retention of Engagement Documentation
.51	The firm should establish policies and procedures for the retention of engagement documentation for a period sufficient to meet the needs of the firm, professional standards, laws, and regulations. (Ref: par. .A59–.A62)

IN GENERAL
	It is Firm policy that the assembly of the final engagement file will be completed within 60-days of the completion of the engagement and will be retained for a minimum of seven years from the engagement completion date.  For financial reporting engagements, it will be seven years from the “report release date.”  The final engagement file should include all pertinent and relevant engagement documents and those engagement documents required by the quality control document, professional standards, laws and regulations that apply to the engagement.  After seven years, it will be at the discretion of the proprietor when documents will be disposed.  With respect to audit engagements, a copy will be made of the “assembled file” and “permanent file” and stored in the Firm’s bank safety deposit box.  

DEFINITION OF A DOCUMENT
	The definition of the terms “document” or “documents” and “possession” is key to understanding both the firm standards and the professional standards.  The United States government has defined the term “document” or “documents” and possession as follows:
As used herein, the term "document" or "documents" means any printed, typewritten, handwritten, or otherwise recorded matter of whatever character, including, but not limited to, correspondence, letters, books, memoranda, telegrams, notes, contracts, invoices, checks, notices, diaries, reports, summaries or other records of personal conversations, minutes or summaries of other records of meetings and conferences, calendars, appointment books, worksheets, work papers, notes, graphs, charts, tables notebooks, marginal notes, files, data printouts, data compilations (both in existence and in memory components), microfilm, microfiche, telegrams, teletype or telecopy messages, electronic mail whether read or not read, transcripts, photographs, video records, other electronic or mechanical recordings, including tapes and cassettes, as well as any other tangible thing on which information is recorded in writing, computer language, or sound or in any other manner.
The words "possession, custody, or control" mean all documents and things belonging to you that are in your possession, all documents and things belonging to others of which you have custody, and all documents and things in custody of others over which you have a right of control.
	The AICPA Auditing Standards Board has adopted the above definition of an engagement document (SAS 103, paragraph 6).



ENTITY UNDER INVESTIGATION BY ANY DEPARTMENT OR AGENCY OF THE UNITED STATES
	Certain sections within the Sarbanes-Oxley Act of 2002 pertain to all individuals, not just to registrants and issuers.  Section 801 of the Sarbanes-Oxley act is such a section.  Section 801 states that it is a criminal act for an individual to alter, destroy, mutilate, conceal, cover-up, falsify, or make a false entry in any record, document, or tangible object that is in the individual’s possession that pertains to any matter that is being investigated by any department or agency of the United States.

	It is imperative that an employee of the firm immediately contacts the Proprietor if they become aware a client is being investigated by any U.S. Government entity.  Further, all documents related to that particular client will be “frozen” and no modifications will be allowed from that point in time.

SARBANES-OXLEY ACT OF 2002
TITLE VIII-CORPORATE AND CRIMINAL FRAUD ACCOUNTABILITY
SEC. 801. SHORT TITLE.
This title may be cited as the "Corporate and Criminal Fraud Accountability Act of 2002".

SEC. 802. CRIMINAL PENALTIES FOR ALTERING DOCUMENTS.
 (a) IN GENERAL.-Chapter 73 of title 18, United States Code, is amended by adding at the end the following:
		"§ 1519. Destruction, alteration, or falsification of records in Federal investigations and bankruptcy
	"Whoever knowingly alters, destroys, mutilates, conceals, covers up, falsifies, or makes a false entry in any record, document, or tangible object with the intent to impede, obstruct, or influence the investigation or proper administration of any matter within the jurisdiction of any department or agency of the United States or any case filed under title 11, or in relation to or contemplation of any such matter or case, shall be fined under this title, imprisoned not more than 20 years, or both.
	"§ 1520. Destruction of corporate audit records
	"(a)	(1) 	Any accountant who conducts an audit of an issuer of securities to which section 10A(a) of the Securities Exchange Act of 1934 (15 U.S.C. 78j-1(a)) applies, shall maintain all audit or review workpapers for a period of 5 years from the end of the fiscal period in which the audit or review was concluded.
	"(2) 	The Securities and Exchange Commission shall promulgate, within 180 days, after adequate notice and an opportunity for comment, such rules and regulations, as are reasonably necessary, relating to the retention of relevant records such as workpapers, documents that form the basis of an audit or review, memoranda, correspondence, communications, other documents, and records (including electronic records) which are created, sent, or received in connection with an audit or review and contain conclusions, opinions, analyses, or financial data relating to such an audit or review, which is conducted by any accountant who conducts an audit of an issuer of securities to which section 10A(a) of the Securities Exchange Act of 1934 (15 U.S.C. 78j-1(a)) applies. The Commission may, from time to time, amend or supplement the rules and regulations that it is required to promulgate under this section, after adequate notice and an opportunity for comment, in order to ensure that such rules and regulations adequately comport with the purposes of this section.

	"(b) 	Whoever knowingly and willfully violates subsection (a)(1), or any rule or regulation promulgated by the Securities and Exchange Commission under subsection (a)(2), shall be fined under this title, imprisoned not more than 10 years, or both.
	"(c) 	Nothing in this section shall be deemed to diminish or relieve any person of any other duty or obligation imposed by Federal or State law or regulation to maintain, or refrain from destroying, any document."

CONSULTATIONS
AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO CONSULTATIONS
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
Consultation
.37	The firm should establish policies and procedures designed to provide it with reasonable assurance that
	a.  	appropriate consultation takes place on difficult or contentious issues;
	b.  	sufficient resources are available to enable appropriate consultation to take place;
	c.  	the nature and scope of such consultations are documented and are agreed upon by both the individual seeking consultation and the individual consulted; and
	d. 	 the conclusions resulting from consultations are documented, understood by both the individual seeking consultation and the individual consulted, and implemented. (Ref: par. .A36–.A40)

	The Firm recognizes the need for a constant exchange of ideas and opinions about technical issues on all engagements, and it is Firm policy that all professional and paraprofessional staff employees and per diem personnel seek consultation whenever they are uncertain about:
	•	the answer to a technical question; 
	•	the application of a professional procedure or standard; 
	•	the application of a rule, regulation, or procedure of a tax or other regulatory agency; or
	•	the application of a Firm policy.
	Upon determining that consultation of a particular subject matter is necessary, one should first try to obtain from the Firm's library an understanding of the positions by various authoritative sources.  Upon reaching a conclusion(s), the matter should be discussed with the proprietor.  The proprietor will determine an appropriate course of action.  
	When unusual or complex situations or problems cannot be resolved within the Firm, the proprietor normally will consult with specific individuals outside the Firm, generally the technical staff at the AICPA and/or FASB, who are recognized to have specialized experience or expertise with respect to the matter to help resolve the matter.
	The extent of the documentation required for consultation is at the discretion of the proprietor.  All consultations that are unusual, controversial, or complex and material in nature should be documented.  If deemed necessary, the documentation should take the form of a memorandum.  This memorandum should disclose the particular problem, the sources or consultants used, and the conclusions reached.  It is the responsibility of the instituting professional or paraprofessional staff employee or per diem person to prepare the memo for inclusion in the client's current year engagement documentation file.
	The proprietor is responsible for resolving differences of opinion on practice problems.  Any party to the discussion who disagrees with the conclusion is encouraged to prepare a memorandum and file it with the working papers.

	There are certain situations that, due to their complexity and subject matter, will nearly always require the accountant to obtain consultation with authoritative sources and the proprietor.  The situations include:
	•	Application of newly issued standards 
	•	Industries with special accounting, auditing, or reporting requirements
	•	Choices among alternative generally accepted accounting principles when an accounting
			change is to be made
	•	Filing requirements of regulatory agencies
	•	Complex or abnormal transactions with respect to federal and state income taxes

Certain accounting, audit, attestation, tax or MAS engagements may require the Firm to consult with non-accounting specialists such as actuaries, appraisers, attorneys, engineers, geologists, etc.  The Firm should follow the guidance in SAS 73 when such consultations are necessary.

	The proprietor of the Firm is recognized as having specialized experience and expertise in certain technical areas.  He is available for consultation to all personnel in these areas.  The following is a list of the areas:
	•	Individual income taxes
	•	Gift and estate taxes
	•	Personal financial management
	•	Business financial planning
	•	Manufacturing
	•	Healthcare practitioners
	•	Agricultural businesses
	•	Wine Industry
	•	Restaurants
	•	Presentation and disclosure principles for "full accrual" basis financial statements
	•	Presentation and disclosure principles for "tax" and "cash" basis financial statements
	•	Compilation and review services
	•	General auditing services
	•	Preparing and reporting on prospective financial information
	•	Preparing and reporting on personal financial information


FIRM RESOURCES

The following publications are maintained by the Firm to assist in the research of financial statement engagement issues:


I.  AICPA Professional Standards (2 Volumes)
	This publication includes the following:
	•	Statements on Auditing Standards and related Auditing Interpretations
	•	Statements on Standards for Attestation Engagements and related Attestation Engagements Interpretations
	•	Statements on Standards for Accounting and Review Services and related Accounting and Review Services Interpretations
	•	Code of Professional Conduct
	•	AICPA Bylaws
	•	International Accounting Standards
	•	International Standards on Auditing
	•	International Statements on Auditing
	•	Statements on Standards for Consulting Services
	•	Quality Control Statements, Standards and Interpretations
	•	Statements on Responsibilities in Tax Practice

II.  AICPA Technical Practice Aids (2 Volumes)
	This publication includes the following: 
	•	Auditing Statements of Position
	•	Accounting Statements of Position
	•	Questions and answers for common financial statement engagement problems

III.  AICPA Auditing and Accounting Manual (1 Volume)
	This publication includes the following:
	•	Engagement practice aids (e.g. - work programs, disclosure checklists, etc.)
	•	Audit Risk Alerts

IV.  AICPA Industry Guide Service (3 Volumes)
	This publication includes the following:
	•	Industry Guides
	•	Audit Risk Alerts

V.  FASB Current Text (2 Volumes)
	This publication includes the following:
	•	Codification of SFAS's
	•	Codification of Opinions of ASB that are still in effect
	•	Codification of the ARB's that are still in effect

VI.  Practitioners Publishing Company Publications
	Guide to Audits of Small Businesses
	Guide to Preparing Financial Statements
	Guide to Compilation and Review Engagements
	Guide to Forecasts and Projections
	Guide to Quality Control


The AICPA's Audit and Accounting Manual (AICPA AAM) and Practitioners Publishing Company's The Guide to the Audits of Small Business provides many examples for the form and content of many of the engagement documents typically found in financial statement engagements.  These publications are the primary references for all financial statement engagements in the Firm.  For tax engagements, the Firm has access to law library at Gonzaga University.

RESOLUTION OF ENGAGEMENT CONFLICTS

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO DIFFERENCES OF OPINION
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
Differences of Opinion
.46	The firm should establish policies and procedures for addressing and resolving differences of opinion within the engagement team; with those consulted; and, when applicable, between the engagement partner and the engagement quality control reviewer. (Ref: par. .A51–.A52)
.47	Such policies and procedures should enable a member of the engagement team to document that member’s disagreement with the conclusions reached after appropriate consultation.
.48	Such policies and procedures should require the following:
	a.  	Conclusions reached be documented and implemented
	b.  	The report not be released until the matter is resolved

Differences of opinion among employees working on an engagement should be brought to the attention of the proprietor.  The matter is considered resolved if the proprietor agrees with the senior party to the dispute.  Any party to the discussion who disagrees with the conclusions is encouraged to prepare a memorandum outlining their position and filing it with the working papers.



ENGAGEMENT QUALITY CONTROL REVIEW

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO ENGAGEMENT QUALITY REVIEWS
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
Engagement Quality Control Review
.38	The firm should establish criteria against which all engagements covered by this section should be evaluated to determine whether an engagement quality control review should be performed. (Ref: par. .A41)
.39	The firm’s policies and procedures should require that if an engagement meets the criteria established, an engagement quality control review should be performed for that engagement.
.40	The firm should establish policies and procedures setting out the nature, timing, and extent of an engagement quality control review. Such policies and procedures should require that the engagement quality control review be completed before the report is released. (Ref: par. .A42–.A44)
.41	The firm should establish policies and procedures to require the engagement quality control review to include
 	a.  	discussion of significant findings and issues with the engagement partner;
	b.  	reading the financial statements or other subject matter information and the proposed report;
	c.   	review of selected engagement documentation relating to significant judgments that the engagement team made and the related conclusions it reached; and
 	d.  	evaluation of the conclusions reached in formulating the report and consideration of whether the proposed report is appropriate. (Ref: par. .A45–.A47)
Criteria for the Eligibility of Engagement Quality Control Reviewers
.42	The firm should establish policies and procedures to address the appointment of engagement quality control reviewers and to establish their eligibility through
	a. 	 the technical qualifications required to perform the role, including the necessary experience and authority, and (Ref: par. .A48)
 	b. 	 the degree to which an engagement quality control reviewer can be consulted on the engagement without compromising the reviewer’s objectivity. (Ref: par. .A49)
.43	The firm should establish policies and procedures designed to maintain the objectivity of the engagement quality control reviewer. Such policies and procedures should provide that although the engagement quality control reviewer is not a member of the engagement team, the engagement quality control reviewer should satisfy the independence requirements relating to the engagements reviewed. Accordingly, such policies and procedures should provide that the engagement quality control reviewer
	a.  	when practicable, is not selected by the engagement partner.
	b.  	does not otherwise participate in the performance of the engagement during the period of review.
	c.  	does not make decisions for the engagement team.
	d.  	is not subject to other considerations that would threaten the reviewer’s objectivity.
.44	The firm’s policies and procedures should provide for the replacement of the engagement quality control reviewer when the reviewer’s ability to perform an objective review is likely to have been impaired. (Ref: par. .A50)
Documentation of the Engagement Quality Control Review
.45	The firm should establish policies and procedures on documentation of the engagement quality control review, which require documentation that
	a.  	the procedures required by the firm’s policies on engagement quality control review have been performed;
	b.  	the engagement quality control review has been completed before the report is released; and
	c.  	the reviewer is not aware of any unresolved matters that would cause the reviewer to believe that the significant judgments that the engagement team made and the conclusions it reached were not appropriate.



	It is firm policy that the proprietor will determine if an “engagement quality review” will be performed in all financial and other reporting engagements rendered by the firm.  

	An “engagement quality review” will be required if the client is involved in an industry outside the firm’s expertise or the client has requested a professional service outside the firm’s expertise.   Other engagements may be selected for an “engagement quality review” at the proprietor’s discretion.

	The proprietor will engage a CPA outside the firm who has expertise in the clients industry and/or the professional service(s) rendered to conduct the engagement quality control review.  The “engagement quality review” will be performed and documented in accordance with the criteria established in Statement on Quality Control Standards No. 8.

	The “engagement quality review” will be conducted before issuance of the report.



MONITORING

AICPA QUALITY CONTROL STANDARDS WITH RESPECT TO MONITORING
QC SEC. 10 – A FIRM’S SYSTEM OF QUALITY CONTROL
(As amended by Quality Control Standards Statement No. 8)
MONITORING
Monitoring the Firm’s Quality Control Policies and Procedures
.52	The firm should establish a monitoring process designed to provide it with reasonable assurance that the policies and procedures relating to the system of quality control are relevant, adequate, and operating effectively. This process should
	a. 	 include an ongoing consideration and evaluation of the firm’s system of quality control, including inspection or a periodic review of engagement documentation, reports, and clients’ financial statements for a selection of completed engagements;
	b.  	require responsibility for the monitoring process to be assigned to a partner or partners or other persons with sufficient and appropriate experience and authority in the firm to assume that responsibility; and
	c.  	assign the performance of monitoring the firm’s system of quality control to qualified individuals. (Ref: par. .A63–.A73)
Evaluating, Communicating, and Remedying Identified Deficiencies
.53	Any system of quality control has inherent limitations that can reduce its effectiveness. Deficiencies in individual engagements covered by this section do not, in and of themselves, indicate that the firm’s system of quality control is insufficient to provide it with reasonable assurance that its personnel comply with applicable professional standards.
.54	The firm should evaluate the effect of deficiencies noted as a result of the monitoring process and determine whether they are either
	a. 	 instances that do not necessarily indicate that the firm’s system of quality control is insufficient to provide it with reasonable assurance that it complies with professional standards and applicable legal and regulatory requirements and that the reports issued by the firm are appropriate in the circumstances or
	b.  	systemic, repetitive, or other significant deficiencies that require prompt corrective action.
.55	The firm should communicate to relevant engagement partners, and other appropriate personnel, deficiencies noted as a result of the monitoring process and recommendations for appropriate remedial action. (Ref: par. .A74)
.56	Recommendations for appropriate remedial actions for deficiencies noted should include one or more of the following:
	a.  	Taking appropriate remedial action in relation to an individual engagement or member of personnel
	b.  	The communication of the findings to those responsible for training and professional development
	c.  	Changes to the quality control policies and procedures
	d.  	Disciplinary action against those who fail to comply with the policies and procedures of the firm, especially those who do so repeatedly
.57	The firm should establish policies and procedures to address cases when the results of the monitoring procedures indicate that a report may be inappropriate or that procedures were omitted during the performance of the engagement. Such policies and procedures should require the firm to
	a.  	determine what further action is appropriate to comply with relevant professional standards and legal and regulatory requirements and
	b. 	 consider whether to obtain legal advice.

.58	The firm should communicate, at least annually, the results of the monitoring of its system of quality control to engagement partners and other appropriate individuals within the firm, including the firm’s leadership. This communication should be sufficient to enable the firm and these individuals to take prompt and appropriate action, when necessary, in accordance with their defined roles and responsibilities to provide a basis for them to rely on the firm’s system of quality control. Information communicated should include the following:
 	a.  	A description of the monitoring procedures performed
	b.  	The conclusions drawn from the monitoring procedures
	c.  	When relevant, a description of systemic, repetitive, or other significant deficiencies and of the actions taken to resolve or amend those deficiencies
.59	Some firms operate as part of a network and, for consistency, may implement some of their monitoring procedures on a network basis. When firms within a network operate under common monitoring policies and procedures designed to comply with this section, and these firms place reliance on such a monitoring system, the firm’s policies and procedures should require that
 	a.  	at least annually, the network communicate the overall scope, extent, and results of the monitoring process to appropriate individuals within the network firms and
 	b.  	the network communicate promptly any identified deficiencies in the quality control system to appropriate individuals within the relevant network firm or firms so that the necessary action can be taken in order that engagement partners in the network firms can rely on the results of the monitoring process implemented within the network, unless the firms or the network advise otherwise.

Complaints and Allegations
.60	The firm should establish policies and procedures designed to provide it with reasonable assurance that it deals appropriately with
 	a.  	complaints and allegations that the work performed by the firm fails to comply with professional standards and applicable legal and regulatory requirements and
	b.  	allegations of noncompliance with the firm’s system of quality control.
As part of this process, the firm should establish clearly defined channels for firm personnel to raise any concerns in a manner that enables them to come forward without fear of reprisals. (Ref: par. .A75)
.61	If, during the investigations into complaints and allegations, deficiencies in the design or operation of the firm’s quality control policies and procedures, or instances of noncompliance with the firm’s system of quality control by an individual or individuals are identified, the firm should take appropriate actions, as set out in paragraph .56. (Ref: par. .A76–.A77)


OVERVIEW
The Firm is committed to maintaining its excellent reputation for quality work, reliability, and fairness.  This document is a critical tool towards maintaining the Firm’s reputation.  Accordingly, the Firm has established a monitoring program to help ensure compliance with this quality control document.  
ANNUAL EVALUATION OF FIRM’S QUALITY CONTROL POLICIES AND PROCEDURES
Each year, normally towards the end of the calendar year, the proprietor will evaluate the Firm's quality control policies and procedures for compliance with professional standards. 

ANNUAL EVALUATION OF FIRM’S COMPLIANCE WITH POLICIES AT EMPLOYEE LEVEL

Each year, normally towards the end of the calendar year, the proprietor will review the Firm's administrative and personnel files to obtain reasonable assurance that the Firm's procedures and polices established in this document are being complied with.  All employees are encouraged to bring to the attention of the proprietor any policy they believe should be readdressed or that they feel is not being properly complied with by the Firm. The proprietor may, at his discretion, utilize checklists/work programs developed by the AICPA or Practitioners Publishing Company or create his/her own checklist/work program to guide the evaluation process.
ANNUAL EVALUATION OF FIRM’S COMPLIANCE WITH POLICIES AT ENGAGEMENT LEVEL
Each year, normally towards the end of the calendar year, the proprietor will select a sample of engagements from the client listing.  Each engagement selected is given an in-depth review by the proprietor.  The engagement documents and reports are reviewed for compliance with professional standards and generally accepted accounting policies or other bases of accounting, and with the Firm's quality control policies and procedures.  The proprietor may utilize, at his discretion, checklists/work programs developed by the AICPA or Practitioners Publishing Company or create his/her own checklist/work program to guide the monitoring process.

Shortcomings will be addressed and corrective action initiated as required.  Also, shortcomings will be discussed with appropriate personnel.  The Firm will maintain only a memo that indicates the date an inspection was performed.

ON-GOING MONITORING REQUIREMENTS
At the conclusion of each reporting service engagement, the proprietor evaluates the engagement for compliance with the Firms policies and procedures and the standards of the profession.  The Engagement Control Form (Form EngCF101) is used for this purpose.  The proprietor continually evaluates whether changes need to be made to the Firm’s policies and procedures.
PEER REVIEWS
The Firm has a peer review performed by an outside CPA every three years as required by the PCPS Division of Firms of the AICPA.  

APPENDIX A
SELECTED STANDARDIZED FIRM FORMS

ANNUAL STAFF MEETING AGENDA
EMPLOYEE PERMANENT FILE CONTENTS:
	Employee Permanent File Index
	Employee Information Sheet		EmpPF 101
	Acknowledge of Receipt of Personnel Manual		EmpPF 201
	Acknowledge of Receipt of Quality Control Document		EmpPF 202
	Employee Performance Evaluation Form		EmpPF 301
	Employee Independence, Integrity and Objectivity 
		Representation Form		EmpPF 401
	CPE Attendance Record Form		EmpPF 501
INDIVIDUAL PLANNING FILE CONTENTS:
	Individual Planning File Index
	Basic Information – Family Members  		IndInfo 101
	Basic Information – Advisors		IndInfo 102
	Basic Information – Location of Key documents		IndInfo 103
BUSINESS PLANNING FILE CONTENTS:
	Business Planning File Index
	Basic Information – General		BusInfo 100
	Basic Information – Organization		BusInfo 101
	Basic Information - Industry		BusInfo 102
	Basic Information - Sales		BusInfo 103

ENGAGEMENT PERMANENT FILE CONTENTS
	Engagement Permanent File Documents Index
	Engagement Profile Form		AdmPF 101
	Client Acceptance and Engagement Risk Assessment Form		AdmPF 102

ENGAGEMENT CURRENT FILE CONTENTS
	Engagement Current File Documents Index
	Engagement Control Form – Compilation and Review Services		EngCF 101
	Independence Assessment Form 		EngCF 102
	Trial Balance Checklist		EngCF 103
	Financial Statement Checklist		EngCF 104
	Report Checklist		EngCF 105
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AGENDA FOR ANNUAL 
STANDARDS MEETING/REVIEW


	I.	REVIEW COMPLIANCE WITH PROFESSIONAL STANDARDS AT INDIVIDUAL LEVEL
	A.	Review Washington State Board of Accountancy Act as reflected in the RCW
		(Provide copy to each Firm member.)
	B.	Review Code of Professional Conduct.  (Provide copy to each Firm member.)
	C.	Review Firm’s Quality Control Manual.
	D.	Review Firm’s Personnel Manual.
	E.	Have each Firm member complete the following:
	1. 	Sign and file a current independence verification form.
	2.	Initial and date “Quality Control Document” and “Personnel Manual” receipt forms
	F.	Have each Firm member review their own “Employment Permanent File” to determine if contents is current and in compliance with Firm’s quality control policies and procedures.  Each Firm member should make corrections as necessary. 

	II.	REVIEW FIRMS COMPLIANCE WITH PROFESSIONAL STANDARDS APPLICABLE TO COMPILATION AND REVIEW ENGAGEMENTS
	A.	Review “General Compilation and Review Alert.”  (Provide copy to each Firm member.)
	B.	Review Industry Risk Alerts applicable to Firm’s clients.  (Provide copy to each Firm member.)
	C.	Review firm’s “Fraud Packet”
	D.	Review required engagement documents for compilation and review service engagements. Review purpose for each required engagement document.
	E.	Review problems noted in Firm’s quality control monitoring program.

	III.	REVIEW FIRMS TAX RETURN PREPARATION POLICIES AND PROCEDURES
	A.	Review “Statements on Standards in Tax Practice. (Provide copy to each Firm member.)
	B.	Review tax preparer responsibilities and penalty provisions under Internal Revenue Code (i.e. – Circular 230).
	C.	Review Firms tax preparations procedures and policies.
	D.	Review current year version of tax preparation computer program.

	IV.	OTHER MATTERS
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EMPLOYEE PERMANENT FILE INDEX



	TAB A - EMPLOYMENT DATA
	•	Employee Data Sheet Form (EmpPF 101)
	•	Resume - current
	•	Position and salary and wage rate history
	•	Employment application
	•	Resume - original

	TAB B - COMPLIANCE FORMS
	•	Acknowledgment of Receipt of Personnel Manual Form (EmpPF 201)
	•	Acknowledgment of Receipt of Quality Control Document From (EmpPF 202)
	•	W-4
	• 	I-9

	TAB C - EVALUATION FORMS AND WORK MEMORANDUMS
	• 	Employee Performance Evaluation Form (EmpPF 301)

	TAB D - INDEPENDENCE FORMS
	•	Employee Independence, Integrity and Objectivity Representation Form (EmpPF 401)

	TAB E - CPE RECORDS
	•	CPE Attendance Record Form (EmpPF 501)

	TAB F - LICENSES AND MEMBERSHIPS
	•	Copy of CPA license(s)
	•	Copy of driver’s license and proof of insurance
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EMPLOYEE DATA SHEET
(Form: EmpPF101)


	Employee Name
	
	

	Date Completed/Updated
	
	


BIOGRAPHICAL DATA - EMPLOYEE:
	Full name
	

	Social security number
	

	Date of birth
	

	Address
	

	Telephone – home
	

	Telephone – personal cell
	

	Telephone – business cell
	

	Personnel email address
	


BIOGRAPHICAL DATA – SPOUSE/SIGNIFICANT OTHER:
	Full name
	

	Social security number (if spouse)
	

	Date of birth
	

	Address
	

	Telephone - home
	

	Telephone - cell
	

	Telephone - office
	

	Personnel email address
	


CHILDREN:
	Name:
	
	Birth date:

	Name:
	
	Birth date:

	Name:
	
	Birth date:

	Name:
	
	Birth date:


HEALTH:
	Present state of health
	

	Notable allergies, etc.
	

	
	

	Primary care physician:
	

	Name
	

	Group affiliation name
	

	Address
	

	Telephone number - office
	

	Other information:
	

	Preferred hospital
	

	
	


NOTIFY IN CASE OF EMERGENCY:
	Name and relationship
	

	Address
	

	Telephone number – home
	

	Telephone number - cell
	

	Telephone number - work
	

	Email address
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ACKNOWLEDGEMENT OF RECEIPT OF
PERSONNEL MANUAL
(Form: EmpPF 201)


	Employee Name
	
	




This is to acknowledge that I have received a copy of the Personnel Manual of Walter J. Haig II, Certified Public Accountant and Consultant, and understand that it contains important information on the Firm's general personnel policies and on my privileges and obligations as an employee.  I am familiar with the material in the manual and understand that I am governed by its contents.  I further understand that the Firm may change, rescind, or add to any policies, benefits, or practices described in the manual from time to time in its sole and absolute discretion with or without prior notice.


	Employee signature
	

	Date of signature
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ACKNOWLEDGEMENT OF RECEIPT OF
QUALITY CONTROL DOCUMENT
(Form: EmpPF 202)


	Employee Name
	
	




This is to acknowledge that I have received a copy of the Quality Control Document of Walter J. Haig II, Certified Public Accountant and Consultant, and understand that it contains important information on the Firm's general quality control policies and on my privileges and obligations as an employee.  I am familiar with the material in the document and understand that I am governed by its contents.  I further understand that the Firm may change, rescind, or add to any policies, benefits, or practices described in the document from time to time in its sole and absolute discretion with or without prior notice.


	Employee signature
	

	Date of signature
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EMPLOYEE PERFORMANCE EVALUATION FORM
(Form: EmpPF 301)


Employee Name:
Evaluated By and Date:

	Staff level:
	Years experience:

	Supervisor:
	Number of staff supervised:

	Assigned duties and/or engagement covered:

	

	Period covered:
	Hours worked:



Rating scale:  1 = poor, 2 = fair, 3 = average, 4 = good, 5 = excellent, N/A = does not apply

COMMUNICATION ABILITIES (ability to convey meaning to obtain understanding):
	Speaking one to one	
	1
	2
	3
	4
	5
	N/A

	Speaking in groups
	1
	2
	3
	4
	5
	N/A

	Writing
	1
	2
	3
	4
	5
	N/A

	Listening
	1
	2
	3
	4
	5
	N/A

	Relating to supervisor
	1
	2
	3
	4
	5
	N/A

	Relating to peers
	1
	2
	3
	4
	5
	N/A

	Relating to subordinates
	1
	2
	3
	4
	5
	N/A

	Relating to clients
	1
	2
	3
	4
	5
	N/A



PLANNING ABILITIES (ability to develop goals and strategies):
	Analyzing
	1
	2
	3
	4
	5
	N/A

	Establishing manageable goal statements
	1
	2
	3
	4
	5
	N/A

	Foreseeing problems and opportunities
	1
	2
	3
	4
	5
	N/A

	Developing strategies
	1
	2
	3
	4
	5
	N/A

	Scheduling work
	1
	2
	3
	4
	5
	N/A

	Planning time
	1
	2
	3
	4
	5
	N/A



ORGANIZING ABILITIES (ability to group work and resources in relation to goals):
	Organizing the work
	1
	2
	3
	4
	5
	N/A

	Allocating resources
	1
	2
	3
	4
	5
	N/A

	Coordinating the work of others
	1
	2
	3
	4
	5
	N/A

	Sorting the vital from the less important
	1
	2
	3
	4
	5
	N/A

	Delegating
	1
	2
	3
	4
	5
	N/A



STAFFING ABILITIES (ability to recruit, select, and train people):
	Recruiting people
	1
	2
	3
	4
	5
	N/A

	Selecting people
	1
	2
	3
	4
	5
	N/A

	Training people
	1
	2
	3
	4
	5
	N/A

	Identifying job criteria
	1
	2
	3
	4
	5
	N/A

	Identifying training needs
	1
	2
	3
	4
	5
	N/A

	Recognizing potential in people
	1
	2
	3
	4
	5
	N/A



TEAMWORK ABILITIES (ability to work together to achieve common goals):
	Committing self to team goals
	1
	2
	3
	4
	5
	N/A

	Giving support to others' programs
	1
	2
	3
	4
	5
	N/A

	Coordinating with others to achieve goals
	1
	2
	3
	4
	5
	N/A



CONTROLLING ABILITIES (ability to measure performance and take corrective action):
	Setting standards
	1
	2
	3
	4
	5
	N/A

	Adhering to time budgets
	1
	2
	3
	4
	5
	N/A

	Assessing performance
	1
	2
	3
	4
	5
	N/A

	Following through
	1
	2
	3
	4
	5
	N/A

	Taking corrective action
	1
	2
	3
	4
	5
	N/A



LEADING ABILITIES (ability to initiate action and motivate people):
	Initiating action
	1
	2
	3
	4
	5
	N/A

	Maintaining objectivity
	1
	2
	3
	4
	5
	N/A

	Applying creativity
	1
	2
	3
	4
	5
	N/A

	Using a sense of timing
	1
	2
	3
	4
	5
	N/A

	Exercising judgment
	1
	2
	3
	4
	5
	N/A



FIRM POLICIES AND PROCEDURES:
	Knowledge of Firm's quality control policies and standards
	1
	2
	3
	4
	5
	N/A

	Knowledge of Firm's personnel policies and standards
	1
	2
	3
	4
	5
	N/A



TECHNICAL SKILLS:
	Knowledge of accounting standards
	1
	2
	3
	4
	5
	N/A

	Knowledge of auditing standards
	1
	2
	3
	4
	5
	N/A

	Knowledge of compilation & review standards
	1
	2
	3
	4
	5
	N/A

	Knowledge of federal income tax laws
	1
	2
	3
	4
	5
	N/A

	Knowledge of state income tax laws
	1
	2
	3
	4
	5
	N/A

	Knowledge of employment tax laws
	1
	2
	3
	4
	5
	N/A

	Knowledge of clients' accounting systems
	1
	2
	3
	4
	5
	N/A

	Knowledge of clients’ industry
	1
	2
	3
	4
	5
	N/A

	Accuracy in work
	1
	2
	3
	4
	5
	N/A

	Working paper preparation/review techniques
	1
	2
	3
	4
	5
	N/A



EXPLANATION OF POOR AND EXCELLENT RATINGS & GENERAL IMPRESSIONS:
	












COUNSELING (Topics discussed during meeting and staff member reactions:
	














	Signature of evaluator and date:

	Signature of employee and date:
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EMPLOYEE INDEPENDENCE, INTEGRITY AND OBJECTIVITY
REPRESENTATION FORM
(Form: EmpPF 401)


Employee Name:

INSTRUCTIONS:
This representation should be completed when an employee is hired and annually thereafter.  The representation should be filed in the employee's personnel file.

REPRESENTATION:
	1.	I have read and understand the Firm's policies and procedures regarding independence, integrity and objectivity as stated in the Firm's quality control document and will adhere to such policies and procedures.
	2.	I am familiar with and will adhere to the laws, principles, articles, regulations, interpretations, and/or rulings that govern the performance of services performed by certified public accountants as provided for by:
· The AICPA as reflected in the AICPA’s Code of Professional Conduct;  and
· The Washington State Board of Accountancy as reflected in the RCW.
	3.	Except as described in item 4 below, I have not entered into any prohibited transactions, nor am I aware of having any prohibited relationships with any of the Firm’s clients included on the attached Firm's client list dated __________.
	4.	Any situation where I am either not independent or do not know whether I am independent is listed and explained below:

	Client
	Possible Independence Issue(s)

	
	

	
	

	
	

	
	

	
	

	
	



	Employee (signature and date) :

	Independence issues resolved by (signature and date):
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CPE ATTENDANCE RECORD
(Form: EmpPF 501)


Employee Name:
CPE Period:

	
	
	
	
	Principal
	
	

	Sponsor
	Location
	Course title
	Type
	Instructor
	Date(s)
	Hours

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	



TYPE CODES
a.	Recognized national or state accounting organization or local chapter course	
b.	Recognized accounting organization technical session	
c.	Accredited university, college, high school district credit course	
d.	Accredited university, college, high school district non-credit course	
e.	Formal in-firm training	
f.	Courses of other organizations	
g.	Courses of other organizations
h.	Instructor, discussion leader or speaker
i.	Correspondence or home study courses
j.	Author of published books/articles
k.	Nonsponsored/nonformalized self-study courses
l.	Other				
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INDIVIDUAL PLANNING FILE INDEX

TAB A - FAMILY PROFILE INFORMATION
 	Tab 1	Data Sheet – [Name of husband] (Form: IndProfile 101)
 	Tab 2	Data Sheet – [Name of wife] (Form: IndProfile 101)
	Tab 3	Data Sheet(s) – [Name of child] (Form: IndProfile 101)
	Tab 4	Data Sheet – Advisors (Form: IndProfile 102)
	Tab 5	Data Sheet – Location of Documents (Form: IndProfile 103)
	Tab 6	Emergency Instructions (including who has spare keys to house and car, who will feed animals, care of kids, check on aged relative(s), and list of whom to call such as friends, relatives, lawyer, employer, etc.)
	Tab 7	Family Tree
TAB B - FINANCIAL PROFILE INFORMATION
	Tab 1	Statement of Financial Condition
	Tab 2	Cash Flows Analysis
	Tab 3	Credit report(s)
	Tab 4	Pictorial presentation(s) of financial information
TAB C – KEY PERSONAL DOCUMENTS - HUSBAND
	Tab 1	Last Will and Testament
	Tab 2	Durable Power of Attorney
	Tab 3	Health Care Directive and/or Medical Power of Attorney
	Tab 4	Letter of Instructions at Death
	Tab 5	Social Security benefits statement
	Tab 6	General Power of Attorney
TAB D – KEY PERSONAL DOCUMENTS - WIFE
	Tab 1	Last Will and Testament
	Tab 2	Durable Power of Attorney
	Tab 3	Health Care Directive and/or Medical Power of Attorney
	Tab 4	Letter of Instructions at Death
	Tab 5	Social Security benefits statement
	Tab 6	General Power of Attorney
TAB E - TAX RETURNS
	Tab 1	Three years of Income Tax Returns
	Tab 2	All Gift Tax Returns
TAB F –PLANNING MEMORANDUMS

Information not required to be included in file.
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BASIC INFORMATION - [NAME OF FAMILY MEMBER]
(Form: IndInfo 101)

Date of Data:
GENERAL INFORMATION:
	Full name
	

	Address
	

	Telephone number(s)
	

	Social security number
	

	Date and place of birth
	


HEALTH:
	Date of last physical
	

	Present state of health
	

	Primary care physician:
	

	Name and group affiliation
	

	Address
	

	Telephone number(s)
	



	PARENTS:
	Father
	Mother

	Name
	
	

	Social security number
	
	

	Address
	
	

	
	
	

	Date of birth and place
	
	

	Date of death and place of rest
	
	

	Cause of death
	
	


SPOUSE(S):
	
	Social Security
	Date of
	Date of
	Marriage

	Maiden Name
	Number
	Birth
	Death
	From
	To
	Place

	
	
	
	
	
	
	

	
	
	
	
	
	
	


CHILDREN:
	
	Social Security
	Date of
	Date of
	Natural Parents

	Name
	Number
	Birth
	Death
	Father
	Mother

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


EDUCATION:
	Schools attended and degrees
	


EMPLOYMENT DATA:
	Employer’s name
	

	Employer’s address
	

	Employer’s telephone number(s)
	

	Position/title - original
	Original:
	Current:

	Annual salary - original
	Original:
	Current:


PERSONAL DOCUMENTS:
	
	Attached?
	
	

	Description
	Yes
	No
	N/A
	If no, location

	Birth certificate
	
	
	
	

	Social Security card
	
	
	
	

	Copy of passport
	
	
	
	

	Shot records
	
	
	
	

	Military discharge papers
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Basic Information – Advisors
(Form: IndInfo102)

Date of Data:
ATTORNEY:
	Name
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


ACCOUNTANT:
	Name
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


LIFE INSURANCE ADVISOR:
	Name
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


GENERAL INSURANCE ADVISOR:
	Name
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


BANKER:
	Name
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


STOCKBROKER/INVESTMENT ADVISOR:
	Name
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
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BASIC INFORMATION - LOCATION OF KEY DOCUMENTS
(Form: IndInfo103)

Date of Data:
PERSONAL PLANNING DOCUMENTS - HUSBAND:
	
	Date of document
	Location of Document

	Original will
	
	

	Durable power of attorney
	
	

	Health care directive
	
	

	Letter of instructions at death
	
	

	General power of attorney
	
	


PERSONAL PLANNING DOCUMENTS – WIFE:
	
	Date of document
	Location of Document

	Original will
	
	

	Durable power of attorney
	
	

	Health care directive
	
	

	Letter of instructions at death
	
	

	General power of attorney
	
	


INSURANCE POLICIES:
	Life
	

	Disability
	

	Health
	

	Long-term care
	

	Casualty and liability
	

	Umbrella liability
	

	
	


TAX RETURNS AND RECORDS:
	Income tax returns
	

	Gift tax returns
	

	Records for tax basis of assets
	


PHYSICAL ASSETS:
	
	Date of document
	Location of Document

	Inventory of personal belongings
	
	

	Pictures of personal belongings
	
	


FINANCIAL RECORDS:
	Original deeds to properties
	

	Cemetery plot(s)
	

	Securities (debt and equity)
	

	Trust agreements
	

	Retirement agreements - husband
	

	Retirement agreements - wife
	

	Employment agreements:
	

	Husband
	

	Wife
	

	Social security benefit statements:
	

	Husband
	

	Wife
	


SAFE DEPOSIT BOX:
	Location
	

	Name(s) box registered in
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BUSINESS PLANNING FILE INDEX

TAB A – ENTITY INFORMATION
	Tab 1	Basic Information - General  (Form: BusInfo 100)
	•	Product(s) and/or service(s) of entity
	•	Industry
	•	Third Party Compliance Requirements
	•	Government Compliance Requirements
	•	Accounting Guidance
	•	Market(s) and location(s) of markets
	•	Unique Selling Proposition
	•	Mission Statement of Entity
	•	Situation Analysis
	Tab 2	Basic Information - Organization (Form: BusInfo 101)
	•	Form of business and capital structure
	•	Ownership and related parties
	•	Key personnel
	•	Outside consultants/professional advisors
	•	Location of facility(s)
	•	Organization chart
	Tab 3	Basic Information - Industry (Form: BusInfo 102)
	•	Key industry organizations
	•	Key industry publications
	•	Key industry resource websites
	Tab 4	Basic Information – Sales (Form: BusInfo 103)
	•	Major Customers
	•	Major Competitors
	•	Target market(s) and/or customers
	•	Map identifying location of major customers and target customers
	Tab 5	Resumes/Biographical Data Sheets of Owners and Key Employees
	Tab 6	News Clippings
TAB B – FINANCIAL PROFILE INFORMATION
	Tab 1	Trend Analysis of Historical Financial Statements
	Tab 2	Trend Analysis of Key Financial Information
	•	Sales volume by customer
	•	Sales volume by product line
	•	Purchases volume by vendor/supplier
	•	Plausible relationships for key management areas
	Tab 3	Benchmarking Resources
	•	RMA’s financial profile data sheets for entity’s industry
	•	Other financial profile data for entity’s industry
	Tab 4 – Third Party Analysis of Entity
	•	Bank’s (or other financial institution used by entity) financial analysis of entity
TAB C – ENTITY KEY DOCUMENTS
	Tab 1 	Articles of Incorporation or Partnership Agreement
	Tab 2	Bylaws or Operating Agreement
	Tab 3	State “license(s)”
	Tab 4	Franchise or Distributor Agreement(s)
	Tab 5	Ownership Redemption Agreements
	Tab 6	Employment Agreements for Key Employees
TAB D – BUSINESS PLAN
TAB E – INTERNAL CONTROL DOCUMENTATION
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BUSINESS INFORMATION - GENERAL
(Form: BusInfo 100)


Principle Products and/or Services:
	




Industry:
	Industry classification
	

	Industry SIC code
	


Third Party Compliance Requirements:
Does the entity have to comply with any third party instruments (e.g. – franchise agreement, distributor agreement, etc.)? 
Yes           No            If yes, describe instrument(s) and obtain copy of instrument(s) for file. 

	

	

	


Government Compliance Requirements:
Are there any specific laws, statutes or regulations that pertain to entity’s industry(s)?  Yes          No           If yes, describe the laws and/or regulations. 
	

	

	


Accounting Guidance:
Are there any specific accounting (e.g. - Industry guides, risk alerts, etc.) or IRS publications that pertain to the entity?    
Yes            No             If yes, list by type and title, and obtain copy for file:

	
	

	
	

	
	


Market(s) and Location(s) of Markets:
	




Unique Selling Proposition(s) (i.e. – why should third party use entities services and/or buy entities products):
	




Mission Statement of Entity:
	




Situation Analysis:
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BUSINESS INFORMATION - ORGANIZATION
(Form: BusInfo 101)


FORM OF BUSINESS AND CAPITAL STRUCTURE
Date of Data:
Form of Business:
	Legal name
	

	Type of entity (corporation, etc.)
	

	Date of formation
	

	State of situs
	

	Tax status
	


Capital Structure:
Category 1:
	Description
	

	Par/stated value
	

	Shares/units authorized
	

	Shares/units issued
	

	Shares/units in treasury
	

	Shares/units outstanding
	

	Share/unit rights
	


Category 2:
	Description
	

	Par/stated value
	

	Shares/units authorized
	

	Shares/units issued
	

	Shares/units in treasury
	

	Shares/units outstanding
	

	Share/unit rights
	





OWNERSHIP
Date of Data:
Category 1 Ownership:
	


Name
	


Birth date
	


How acquired?
	Buy/Sell
agreement
in place?
Yes or No
	


Tax basis
	


Shares
	


Percent

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	Totals
	
	


Category 2 Ownership:
	


Name
	


Birth date
	


How acquired?
	Buy/Sell
agreement
in place?
Yes/No
	


Tax basis
	


Shares
	


Percent

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	Totals
	
	



Related Entities:
	

	

	

	

	

	

	





KEY PERSONNEL
Date of Data:

	


Name
	
Birth
date
(age)
	
Current
title
(original)
	
Relation-
ship to
owner(s)
	Hire date
(years
with
entity)
	Current
annual
salary
(original)
	
Stock
option?
Yes/No
	Employ-
ment
contract?
Yes/No
	
Key-man
insurance?
Yes/No

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	

	
	
(        )
	
(               )
	
	
(           )
	
(            )
	
	
	





CONSULTANTS/PROFESSIONAL ADVISORS
Date of Data:
ATTORNEY:
	Name(s)
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number - cell
	

	E-mail address
	


ACCOUNTANT:
	Name(s)
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


LIFE INSURANCE ADVISOR:
	Name(s)
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


GENERAL INSURANCE ADVISOR:
	Name(s)
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


BANKER:
	Name(s)
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	


STOCKBROKER/INVESTMENT ADVISOR:
	Name(s)
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	



	Name(s)
	

	Firm
	

	Address
	

	Telephone number – business
	

	Telephone number – cell
	

	E-mail address
	





LOCATION OF FACILITIES
Date of Data:
 [Description of Location]
	Address
	

	Telephone number(s)
	

	E-mail address for location
	

	Number of employees
	

	Senior manager (name and title)
	

	Key employees at location
	

	Type of activities and/or purpose of location
	




[Description of Location]
	Address
	

	Telephone number(s)
	

	E-mail address for location
	

	Number of employees
	

	Senior manager (name and title)
	

	Key employees at location
	

	Type of activities and/or purpose of location
	




[Description of Location]
	Address
	

	Telephone number(s)
	

	E-mail address for location
	

	Number of employees
	

	Senior manager (name and title)
	

	Key employees at location
	

	Type of activities and/or purpose of location
	




[Description of Location]
	Address
	

	Telephone number(s)
	

	E-mail address for location
	

	Number of employees
	

	Senior manager (name and title)
	

	Key employees at location
	

	Type of activities and/or purpose of location
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BASIC INFORMATION - INDUSTRY
(Form: BusInfo 102)

Date of Data:
KEY INDUSTRY ORGANIZATIONS
 [Organization]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Purpose of organization
	


	Organization publication(s)
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	


[Organization]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Purpose of organization
	


	Organization publication(s)
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	






KEY INDUSTRY PUBLICATIONS
Date of Data:
 [Publication Title]
	Publisher
	

	Frequency
	

	Address
	

	Telephone number(s) – business
	

	Web address for publication
	

	Purpose of publication
	



[Publication Title]
	Publisher
	

	Frequency
	

	Address
	

	Telephone number(s) – business
	

	Web address for publication
	

	Purpose of publication
	



[Publication Title]
	Publisher
	

	Frequency
	

	Address
	

	Telephone number(s) – business
	

	Web address for publication
	

	Purpose of publication
	



[Publication Title]
	Publisher
	

	Frequency
	

	Address
	

	Telephone number(s) – business
	

	Web address for publication
	

	Purpose of publication
	



[Publication Title]
	Publisher
	

	Frequency
	

	Address
	

	Telephone number(s) – business
	

	Web address for publication
	

	Purpose of publication
	



[Publication Title]
	Publisher
	

	Frequency
	

	Address
	

	Telephone number(s) – business
	

	Web address for publication
	

	Purpose of publication
	






KEY INDUSTRY RESOURCE WEBSITES
Date of Data:
 [Web Site Name]
	Web address
	

	Publisher
	

	General topics addressed in Web site.
	


	Site access information:
	

	Sub-site name
	

	Screen name
	

	Password
	

	Other access information
	


[Web Site Name]
	Web address
	

	Publisher
	

	General topics addressed in Web site.
	


	Site access information:
	

	Sub-site name
	

	Screen name
	

	Password
	

	Other access information
	


[Web Site Name]
	Web address
	

	Publisher
	

	General topics addressed in Web site.
	


	Site access information:
	

	Sub-site name
	

	Screen name
	

	Password
	

	Other access information
	


[Web Site Name]
	Web address
	

	Publisher
	

	General topics addressed in Web site.
	


	Site access information:
	

	Sub-site name
	

	Screen name
	

	Password
	

	Other access information
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BASIC INFORMATION - SALES
(Form: BusInfo 103)


MAJOR CUSTOMERS
Date of Data:
[Name of Customer]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Publications of entity
	

	Sales:
	

	Sales
	Current:
	Percent of total:

	Goal(s)
	

	Sales strategy for entity
	


	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	


[Name of Customer]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Publications of entity
	

	Sales:
	

	Sales
	Current:
	Percent of total:

	Goal(s)
	

	Sales strategy for entity
	


	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	





MAJOR COMPETITORS
Date of Data:
[Name of Competitor]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Publications of entity
	


	[Key operating person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	[Key operating person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	Current/percent of total sales
	
	


[Name of Competitor]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Publications of entity
	


	[Key operating person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	[Key operating person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	Current/percent of total sales
	
	





TARGET CUSTOMERS
Date of Data:
[Name of Target Customer]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Publications of entity
	


	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	Current/percent of total sales
	
	


[Name of Target Customer]
	Address
	

	Telephone number(s) – business
	

	Telephone number – fax
	

	Web address
	

	Publications of entity
	


	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	[Contact person]:
	

	Title
	

	Email
	

	Direct line telephone number
	

	Cell phone number
	

	Responsibilities of person
	

	Current/percent of total sales
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ENGAGEMENT PERMANENT FILE CONTENTS

TAB A – FIRM QUALITY CONTROL DOCUMENTS
	Tab 1 – Engagement Profile Form (Form: AdmPF 101)
	Tab 2 – Client Acceptance or Continuance of Service and Engagement Risk Assessment Form(s) (Form: AdmPF 102)
TAB B – ENGAGEMENT LETTERS
	Tab 1 – Engagement Letters – Tax Services
	Tab 2 – Engagement Letters – Financial Statement Reporting Services
	Tab 3 – Engagement Letters – Non-attest Services
TAB C – GENERAL CORRESPONDENCE FROM CLIENT
TAB D – GENERAL CORRESPONDENCE TO CLIENT
TAB E – TAX CORRESPONDENCE
TAB F – TAX RETURNS
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ENGAGEMENT PROFILE FORM
(including services to be performed)
(Form: AdmPF 101)


	Client Name
	

	Date Form Completed
	


CLIENT PROFILE INFORMATION
	Client Number
	

	Engagement partner
	

	Responsible firm employee
	

	Year-end date
	

	Legal form of business
	


CONTACT INFORMATION
	Address
	

	Telephone number – regular
	

	Telephone number – fax
	

	Web address
	

	Owner(s) of entity and email address
	

	Primary contact person and email address
	

	Person responsible for records and email address
	




	
	Statements/Forms
	Frequency
	Hours
	Fees


FINANCIAL REPORTING SERVICES:
	Compilation with without disclosures
	BS    IS    SCF    SE    SCI
	
	
	

	Compilation with disclosures
	BS    IS    SCF    SE    SCI
	
	
	

	Review
	BS    IS    SCF    SE    SCI
	
	
	

	Audit
	BS    IS    SCF    SE    SCI
	
	
	

	
	
	
	
	

	
	
	
	
	


INCOME TAX SERVICES:
	Federal income tax return
	
	
	
	

	State income tax returns
	
	
	
	

	
	
	
	
	

	
	
	
	
	


BOOKKEEPING SERVICES:
	Preparation of payroll checks and payroll tax payment vouchers
	
	
	
	

	Computer general ledger from clients source documents including reconciliation of general ledger accounts
	
	
	
	

	
	
	
	
	

	
	
	
	
	


BUSINESS TAX SERVICES:
	Preparation of federal payroll tax returns
	
	
	
	

	Preparation of state payroll tax returns
	
	
	
	

	Preparation of state B&O tax returns
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


PLANNING AND CONSULTING SERVICES:
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CLIENT ACCEPTANCE OR CONTINUANCE OF SERVICE AND
ENGAGEMENT RISK ASSESSMENT FORM
(Form: AdmPF 102)


	Entity Name
	

	Owner(S) Of Entity
	

	Date Form Completed
	


INSTRUCTIONS:
This form must be completed for all clients and prospective clients.  The purpose of this form is to assure that the client or prospective client meets the Firm's standards for acceptance.  A "no" answer to a question usually requires no further documentation.  A "yes" answer must be explained.  This form must be updated at least every eighteen months. 

	
	
	Yes
	No


INDEPENDENCE (RULE ET 101)
	1.
	Does any firm employee lack independence with entity or owners of entity?
	
	


CONFLICTS OF INTEREST (RULE ET 102)
	2.
	Does the performance of any professional service for this entity create a conflict of interest with an existing client?
	
	


ENGAGEMENT TECHNICAL REQUIREMENTS (RULE ET 201A)
	3.
	Are the entity’s service requirements (including compliance with regulatory laws, rules and regulations) and entity’s industry(s) accounting standards outside the technical skills or expertise of the Firm’s employees?
	
	

	4.
	Will outside specialists be required to complete the engagement?
	
	


ENGAGEMENT CHARACTERISTICS
	5.
	Are the entity’s service requirement hours in excess of the available personnel manpower of the Firm?	
	
	

	6.
	Is there any reason to believe the firm cannot complete the engagement within reporting and/or filing deadlines
	
	

	7.
	Is there any reason to question the ability of the Firm to obtain standard rates per hour?
	
	

	8.
	Are special fee arrangements necessary?
	
	

	9.
	Are there any contentious or difficult accounting issues?
	
	


MANAGEMENT AND OWNER(S) CHARACTERISTICS
	10.
	Is there any reason to doubt the integrity of the management or owners of the entity?
	
	

	11.
	Is the entity’s management or owner’s reputation in the community poor?	
	
	

	
	Is there any reason to believe management does not understand their responsibilities for (a) the generation of accurate information, (b) prevention and detection of fraud, and (c) adequate internal controls?
	
	

	12.
	Is there a high turnover of employees?	
	
	

	13.
	Is the management or owners of the entity prone to unreasonable or unnecessary business risks?	
	
	

	14.
	Have any contacts or discussions with bankers, attorneys, credit services and others having relationships with the entity raised concerns about management's or the owner’s integrity?	
	
	

	15.
	If a perspective client, does the reason(s) given by the predecessor accounting firm for the change in accounting firms bring into doubt the integrity of management or indicate there is a possibility of unresolved issues involving illegal acts, fraud, or errors?
	
	


ENTITY CHARACTERISTICS
	16.
	Does the entity have serious financial difficulty, negative net worth, or current or past operating losses that might cause a going concern problem or undue exposure to third parties?
	
	

	17.
	Is rate of change in entity’s industry rapid?	
	
	

	18.
	Is entity’s industry subject to a high failure rate?	
	
	

	19.
	Has the entity experienced a significant change in ownership, senior personnel, directors, nature of business, and/or financial stability?
	
	

	20.
	Has the entity been or is the entity delinquent in paying fees?
	
	

	21.
	Has entity failed to obtain fidelity insurance on key employees and accounting personnel
	
	


ADDITIONAL COMMENTS OR EXPLANATION(S) OF YES ANSWERS:
	

	


FIRM ACTION:
	Accepted by (proprietor and date)
	

	Rejected by (proprietor and date)
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ENGAGEMENT CURRENT FILE -
ORGANIZATION OF DOCUMENTS

COMPILATION ENGAGEMENTS
	•	Engagement Control Form (EngCF 101
	•	Financial Statement(s)
	•	Trial Balance Checklist (EngCF 102)
	•	Disclosure Checklist (EngCF 103)
	•	Report Checklist (EngCF 104)
	•	Working trial balance, adjustments, and other engagement documents necessary to bridge the client's accounting records to the financial statements.
	•	Engagement documents detailing (including the documentation of the reasons for adjusting journal entries) the material account balances in which the client's accounting personnel do not have the stated qualifications to adjust the records to the accrual basis of accounting following GAAP (or OCBOA as the case may be)
	•	The engagement documents documenting why there was no requirement to perform "bookkeeping services” on significant account balances if not documented on the Trial Balance Checklist  (SSARS 1, paragraph 9).
	•	Support for disclosures that would be presented in footnotes
	•	Documentation of communication to client of material control structure weaknesses identified in the engagement
	•	Documentation of consultations
REVIEW ENGAGEMENTS
	•	Engagement Control Form (EngCF 101
	•	Financial Statement(s)
	•	Trial Balance Checklist (EngCF 102)
	•	Disclosure Checklist (EngCF 103)
	•	Report Checklist (EngCF 104)
	•	Planning memorandum for procedures to be performed to obtain  (e.g. - inquires and analytical procedures)
	•	Representation letter
	•	Working trial balance, adjustments, and other engagement documents necessary to bridge the client's accounting records to the financial statements
	•	Inquiry Checklist 
	•	Analytical procedures
	•	Support for disclosures that would be presented in footnotes
	•	Documentation of communication to client of material control structure weaknesses identified in the engagement
	•	Documentation of consultations
AUDIT ENGAGEMENTS
	•	Engagement Control Form (EngCF 101
	•	Financial Statement(s)
	•	Trial Balance Checklist (EngCF 102)
	•	Disclosure Checklist (EngCF 103)
	•	Report Checklist (EngCF 104)
	•	Working trial balance, adjustments, and other engagement documents necessary to bridge the client's accounting records to the entity’s financial statements
	•	Audit program and engagement documents required by audit standards
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ENGAGEMENT CONTROL FORM - 
COMPILATION AND REVIEW ENGAGEMENTS
(Form: EngCF 101)


	Client name
	

	Engagement partner
	

	Firm employee responsible for engagement
	

	Level of Financial statement reporting service
	



	F/S Period
	Report Date
	Report Release Date
	Last Date for Clean-up

	
	
	
	


OBJECTIVE:
The objective of this form is to provide a mechanism to document that the engagement was properly performed pursuant to the policies established in the Firms “Quality Control Document”.
	
	N/A
	Yes
	No
	Ascertained by and date


INDEPENDENCE
	Is firm going to maintain independence with client?
	
	
	
	


  If yes, complete Part I and Part II of Form 101-2, Engagement Independence Assessment Form.  If no, firm can only 
  perform a compilation report.
	If no, does compilation report indicate firm’s lack of independence?
	
	
	
	


  If no, firm cannot issue report on entity’s financial statement nor submit financial statements to entity.
ADMINISTRATION FILE DOCUMENTS:
	1.
	Engagement Profile Form completed (EngPF501)?
	
	
	
	

	2.
	Client Acceptance and Risk Assessment Form completed (EngPF502)?	
	
	
	
	

	3.
	Business Profile Forms completed (BEngPF101-103)?
	
	
	
	

	4.
	Engagement letter obtained for all F/S periods?	
	
	
	
	


Note: No answers must be explained in a memorandum attached to form.
COMPILATION AND REVIEW ENGAGEMENT DOCUMENTS:
	5.
	Trial Balance Checklist completed (EngCF102)?	
	
	
	
	

	6.
	Financial Statement Checklist completed (EngCF103)?	
	
	
	
	

	7.
	Report Checklist completed (EngCF104)?
	
	
	
	

	8.
	Trend Analysis completed (year-end only)?	
	
	
	
	


Note: No answers must be explained with memorandum attached to form.
REVIEW ENGAGEMENT DOCUMENTS:
	9.
	Planning memorandum prepared and inquires and analytical procedures required by planning memorandum performed?	
	
	
	
	

	10.
	Representation letter signed and dated by appropriate individuals associated with client obtained?	
	
	
	
	


Note: No answers must be explained with memorandum attached to form.
SPECIAL SITUATION RESPONSIBILITIES:
	11.
	Consultations documented?
	
	
	
	

	12.
	Professional disagreements documented?
	
	
	
	

	13.
	Has consideration been given for an “engagement quality review?”
	
	
	
	

	14.
	If “engagement quality review” required, SQCS No. 7 complied with?
	
	
	
	


ENGAGEMENT REVIEW:
	Checklists, forms and engagement documents properly reviewed and properly 
signed off?
	

	

	
	

	Financial statement amounts traced and footed
	
	
	
	

	References between report, financial presentations, notes, etc., are correct
	
	
	
	

	Report and financial presentations are free of obvious errors 
	
	
	
	

	Report and financial statements are in conformity with Firm style
	
	
	
	


FINAL RELEASE:
The report(s) and financial presentations described above were released by me after all hold items were cleared, all appropriate levels of review were signed off, and all processing steps were completed in accordance with Firm policies.  
	
Signature and date
	




Appendix A to Quality Control Document     EngCF 101 (04.01.2011)


INDEPENDENCE ASSESSMENT FORM
 (Form: EngCF 102)


	Client Name
	


ENGAGEMENT INFORMATION:
	F/S period:
	Level of service:
	Basis of accounting:


OBJECTIVE:
The objective of this form is to assess firm’s independence with respect to the entity.

PART I – FIRM/PROFESSIONAL STAFF INDEPENDENCE WITH CLIENT:
	
	Firm/Professional Staff Independent?

	Firm and Engagement Professional Staff Name(s)
	Yes
	No
	Ascertained by and date

	Firm independence
	
	
	

	Engagement staff name:
	
	
	Staff signature and date of assessment

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Note:  If any response is no, financial statement document cannot be released to client unless a compilation engagement and compilation report indicates firms lack of independence!

PART II – INDEPENDENCE WITH RESPECT TO NONATTEST SERVICES
	
	
	Yes
	No
	Ascertained by and date

	1.
	Has firm assisted in adjusting books of account?
	
	
	

	2.
	Has firm prepared financial statement from trial balance?
	
	
	

	3.
	Has firm performed income tax preparation services?
	
	
	

	4.
	Has firm performed payroll services?
	
	
	

	5.
	Has firm performed consulting services?
	
	
	

	6.
	Has firm performed any other nonattest service?
	
	
	

	7.
	If any answer to questions 1 through 6 is yes, is client in compliance with Independence Interpretation 101-3, paragraph 2?
	
	
	

	8.
	If any answer to questions 1 through 5 is yes, is firm in compliance with Independence Interpretation 101-3, paragraph 3?
	
	
	


Note:  If response to question 7 and/or 8 is no, financial statement document cannot be released to client unless a compilation engagement and compilation report indicates firms lack of independence!

101-3—PERFORMANCE OF OTHER SERVICES [IN PART]
(as revised and adopted January 27, 2005)
2.	The client must agree to perform the following functions in connection with the engagement to perform non-attest services:
	a.	Make all management decisions and perform all management functions;
	b.	Designate an individual who possesses suitable skill, knowledge, and/or experience preferably within senior management, to oversee the services;
	c.	Evaluate the adequacy and results of the services performed;
	d.	Accept responsibility for the results of the services; and
	e.	Establish and maintain internal controls, include monitoring ongoing activities.
[In part]
3.	Before performing nonattest services, the member should establish and document in writing5 his or her understanding with the client (board of directors, audit committee, or management, as appropriate in the circumstances) regarding the following:
	a.	Objectives of the engagement
	b.	Services to be informed
	c.	Client’s acceptance of its responsibilities
	d.	Members responsibilities
	e.	Any limitations of the engagement.
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TRIAL BALANCE CHECKLIST
(Form:  EngCF 103)


	Client Name
	


ENGAGEMENT INFORMATION:
	F/S period:
	Level of service:
	Basis of accounting:


OBJECTIVE:
The objective of this form is to ascertain that all material general ledger balance sheet accounts have been properly adjusted to the financial statement basis of accounting and to determine need for “other accounting services.”  If a material account has been reconciled and adjusted by the entity’s employee(s), assessment must be made of the client’s employee(s) stated qualifications.  This assessment need not be documented if copy of details of account balance is obtained from entity and included in current engagement documentation file.  A no answer must be explained in engagement documentation!

	
	
	
	
	
	If yes,
done by:
	
	

	
	
	
N/A
	
Yes
	
No
	
Firm
	
Client
	Name of individual
if client
	Document Reference

	1.
	Cash accounts reconciled with bank statements?
	
	
	
	
	
	
	C-

	2.
	Receivables reconciled and adjusted to detail listing?
	
	
	
	
	
	
	D-

	3.
	Assessment made for uncollectable accounts?
	
	
	
	
	
	
	D-

	4.
	Uncollectable accounts written off?
	
	
	
	
	
	
	D-

	5.
	Adequate provision made for bad debts?
	
	
	
	
	
	
	

	6.
	Inventory adjusted to physical, or if interim, historical gross profit?
	
	
	
	
	
	
	E-

	7.
	Inventory valued at lower of cost or market?
	
	
	
	
	
	
	E-

	8.
	Investments reconciled with brokerage statements?
	
	
	
	
	
	
	F-

	9.
	If GAAP basis, available-for-sale and trading securities stated at fair value?
	
	
	
	
	
	
	F-

	10.
	If tax basis, available-for-sale and trading securities stated at tax basis?
	
	
	
	
	
	
	

	11.
	Fixed asset accounts reconciled and adjusted to detail schedule
	
	
	
	
	
	
	H-

	12.
	Fixed assets adjusted for acquisitions/dispositions?
	
	
	
	
	
	
	H-

	13.
	If GAAP basis, GAAP depreciation methods used?
	
	
	
	
	
	
	H-

	14.
	If Tax Basis, tax depreciation methods used?
	
	
	
	
	
	
	H-

	15.
	Excise tax paid on out-of-state asset purchases?
	
	
	
	
	
	
	H-

	16.
	Other material asset accounts reconciled?
	
	
	
	
	
	
	

	17.
	Payables reconciled and adjusted with detailed listing?
	
	
	
	
	
	
	L-

	18.
	Payables with at least top five vendors/suppliers by volume reconciled to vendors/suppliers statements
	
	
	
	
	
	
	

	19.
	Payroll tax accounts reconciled and adjusted to tax returns?
	
	
	
	
	
	
	M-

	20.
	State sales tax and excise tax accounts reconciled and adjusted to tax returns?
	
	
	
	
	
	
	M-

	21.
	All tax accounts reconciled with tax returns?
	
	
	
	
	
	
	

	21.
	If taxable entity, provision for income taxes and deferred tax assets and/or liabilities made?
	
	
	
	
	
	
	N-

	23.
	Debt accounts reconciled and adjusted to third party documents?
	
	
	
	
	
	
	O-

	24.
	Other material liability accounts reconciled?
	
	
	
	
	
	
	


EXPLANATIONS (REQUIRED FOR NO ANSWERS:
	Item
	Explanation

	
	

	
	

	
	



	Completed by and date
	

	Reviewed by and date
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FINANCIAL STATEMENT PRESENTATION CHECKLIST
FOR NONPUBLIC ENTITIES
(updated May 1, 2011)
(Form:  EngCF 104)


	CLIENT NAME
	


ENGAGEMENT INFORMATION:
	F/S period:
	Level of service:
	Basis of accounting:



OBJECTIVE:  
The objective of this checklist is to help determine if the form and contents of the financial statements are in conformity with the accounting standards applicable to financial statement basis of accounting.

Are there any specific professional standards (e.g. - industry guides, risk alerts, etc.) that pertain to the entity?    
Yes ____   No  ____    If yes, list by type and title:

	
	

	
	

	
	


PART 1 - MEASUREMENT PRINCIPLES
	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


Balance Sheet Items:
A.	Cash:
	1.
	Is restricted cash segregated?
	210-10-45-4
	
	
	
	

	2.
	Are bank overdrafts presented as a liability?
	N/A
	
	
	
	

	3.
	Have held checks been reclassified as a liability?
	N/A
	
	
	
	


B.	Receivables:
	1.
	Are non-trade receivables segregated from trade receivables?
	310-10-45-2
	
	
	
	

	2.
	Have bad debts been written off?
	N/A
	
	
	
	

	3.
	Has an allowance for bad debts been established?
	310-10-50-X
	
	
	
	

	4.
	Have loans that are not part of a large group of smaller balanced homogenous loans been assessed for impairment? 
	310-10-50-15

	
	
	
	

	5.
	Are related party receivables (trade, notes, contracts, etc.) shown separately?
	310-10-50-3

	
	
	
	

	6.
	Are notes receivable shown separately?
	310-10-45-2
	
	
	
	

	7.
	Are non-current receivables properly segregated from current receivables?
	310-10-45-9

	
	
	
	


C.	Certain Debt and Equity Securities:
	1.
	Are trading securities stated at fair value? 
	320-10-45-X
	
	
	
	

	2.
	Are available-for-sale securities stated at fair value? 
	320-10-45-X
	
	
	
	

	

	Note: disclosure by category can be in body of balance sheet or in notes.
	

	

	

	

	



D.	Financial Assets:
	1.
	Has consideration been given to valuing financial assets at fair value?
	825-10-45-X
	
	
	
	


E.	Inventory:
	1.
	Inventory stated at lower of cost or market?
	330-10-XX-X
	
	
	
	

	2.
	Has obsolete and/or slow moving inventory been written down to market, if less than cost?
	330-10-XX-X
	
	
	
	



PART 1 - MEASUREMENT PRINCIPLES (CONTINUED)

	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


F-1.	Property, plant and equipment:
	1.
	Is depreciation properly calculated in accordance with basis of accounting principles being used?
	360-10-XX-X
	
	
	
	

	2.
	If GAAP or cash, have non-tax methods been used?
	360-10-XX-X
	
	
	
	

	3.
	If GAAP or cash have depreciation basis been adjusted for salvage value?
	360-10-XX-X
	
	
	
	

	4.
	Have costs associated with self-constructed property, plant and/or equipment been properly capitalized?
	360-10-XX-X
	
	
	
	

	5.
	Has consideration been given as to whether there is a requirement to make an accrual for asset retirement obligations?
	410-20-50-X
	
	
	
	

	

	Note: disclosure of major classes of depreciable assets by nature or function can be made in body of balance sheet or in notes.
	

	

	

	

	



F-2.	Capital Leases:
	1.
	Are assets held under capital leases recorded at lower of fair value or PV of future minimum payments? 
	840-30-XX-X
	
	
	
	

	2.
	Has proper depreciation life been used (i.e. – service life if under criteria 1 or 2 and lease term if under criteria 3 or 4)?
	840-30-XX-X
	
	
	
	

	3.
	Has depreciation basis been adjusted for salvage value?
	840-30-XX-X
	
	
	
	


F-3.	Operating Leases:
	1.
	Have operating leases been accounted for on a straight-line basis?
	840-20-XX-X
	
	
	
	


G.	Impairment of Long-Lived Assets:
	1.
	Has an assessment for impairment been made?
	360-10-50-X
	
	
	
	

	2.
	If impairment exists, asset(s) stated at fair value?
	360-10-50-X
	
	
	
	


H.	Intangible Assets:
	1.
	Are intangibles with defined life being amortized over defined life?
	350-30-45-X
	
	
	
	

	2.
	Has an assessment for impairment been made during fiscal year for intangibles with a defined life based on gross cash flow test?
	350-30-45-X
	
	
	
	

	3.
	Has entity stopped amortizing intangibles without a defined life?
	350-30-45-X
	
	
	
	

	4.
	Has an assessment for impairment been made during fiscal year for intangibles without a defined life based on fair value test?
	350-30-45-X
	
	
	
	

	5.
	Are intangible assets shown as separate line items on balance sheet or aggregated and shown as a single line item?
	350-30-45-X
	
	
	
	


I.	Goodwill:
	1.
	Has entity stopped amortizing goodwill acquired before June 30, 2001? 
	350-20-45-X
	
	
	
	

	2.
	Has an assessment for impairment of goodwill been made during fiscal year? 
	350-20-45-X
	
	
	
	

	3.
	Is goodwill shown as a separate line item?
	350-20-45-X
	
	
	
	




PART 1 - MEASUREMENT PRINCIPLES (CONTINUED)

	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


J.	Income Taxes:
	1.
	Have current taxes been calculated? 
	740-10-45-X
	
	
	
	

	2.
	Have deferred taxes been calculated?
	740-10-45-X
	
	
	
	

	3.
	Is the current deferred tax asset netted against the current deferred tax liability and shown as a single net amount?
	740-10-45-X
	
	
	
	

	4.
	Is the non-current deferred tax asset netted against the non-current deferred tax liability and shown as a single net amount?
	740-10-45-X
	
	
	
	

	5.
	Questionable tax positions adjusted for? 
	740-10-45-X
	
	
	
	


K.	Employee Benefits:
	1.
	Has a liability for future compensated absences involving vacations and holidays been accrued for? 
	710-10-50-X
	
	
	
	

	2.
	Have post retirement benefits been accrued for? 
	712-10-45-X
	
	
	
	

	3.
	Have qualified retirement plan benefits been accrued for? 
	715-20-50-X
	
	
	
	


L.	Contingencies:
	1.
	Have environmental loss contingencies been accrued for? 
	410-30-50-4
	
	
	
	

	2.
	Loss contingencies involving known claims been accrued for (e.g. – lawsuits, warranties)? 
	450-20-45-X
	
	
	
	


M.	Term Debt:
	1.
	Is long-term debt shown net of current portion?
	470-10-45-X
	
	
	
	

	2.
	Has assessment been made to determine if violations of payment, technical and conditional covenants of non-current debt agreement(s) exist? 
	470-10-45-X
	
	
	
	

	3.
	If violations of terms of non-current debt agreement exist, has debt been reclassified as a current liability? 
	470-10-45-X
	
	
	
	



N.	Liabilities in general:
	1.
	Related party liabilities shown separately?
	850-10-45-X
	
	
	
	



M. 	Consolidations - Variable Interest Entities:
	1.
	Is entity involved with a VIE? 
	N/A
	
	
	
	

	2.
	Is consolidation of VIE(s) required?
	810-10-30-X
	
	
	
	

	3.
	Has entity consolidated the VIE(s) if required?
	N/A
	
	
	
	




PART 1 - MEASUREMENT PRINCIPLES (CONTINUED)
	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


Income Statement:

	1.
	Are unusual gains or losses other than extraordinary items shown separately?
	225-20-45-16
	
	
	
	

	2.
	Are current and deferred income taxes shown separately?
	740-10-50-X
	
	
	
	

	3.
	Are the results of discontinued operation shown?
	205-20-45-X
	
	
	
	

	4.
	Are extraordinary items properly shown?
	225-20-45-X
	
	
	
	


Statement of Changes In Equity or
Retained Earnings:

	1.
	Are changes in the components of stockholder’s equity disclosed? 
	505-10-50-X
	
	
	
	

	2.
	Are comprehensive items shown under the caption “Accumulated other comprehensive income? 
	220-10-45-14
	
	
	
	

	3.
	Is “accumulated other comprehensive income” presented net of deferred taxes? 
	220-10-45-X
	
	
	
	

	4.
	If ownership interest(s) subject to mandatory repurchase agreement, have applicable equity components been reclassified as a liability? 
	480-10-50-X
	
	
	
	


Statement of Cash Flows:

	1.
	If balance sheet presented, has statement been presented for each period in which an income statement is presented (GAAP only)? 
	230-10-45-X
	
	
	
	

	2.
	Has proper classification been made between investing and financing cash flow items?
	230-10-45-X
	
	
	
	

	3.
	Non-cash investing and financing activities disclosed?
	230-10-50-3
	
	
	
	


Statement of Comprehensive Income:

	1.
	Does entity have unrealized gain (losses) on available-for-sale securities?
	220-10-45-X
	
	
	
	

	2.
	Does entity have foreign currency translations adjustments?
	220-10-45-X
	
	
	
	

	3.
	Does entity have minimum pension liability adjustments? 
	220-10-45-X
	
	
	
	

	4.
	Does entity have unrealized gains (losses) on certain derivatives?
	220-10-45-X
	
	
	
	

	5.
	If yes to questions 1, 2, 3 or 4, have these other comprehensive items been property presented?
	220-10-45-5
	
	
	
	


Financial Statement References:

	1.
	Do the financial statements reference footnotes or selected information?
	
	
	
	
	




PART 2 - DISCLOSURE PRINCIPLES
(i.e. –  applicable to financial statements with notes)

Note: Management can comply with a disclosure principle by making disclosure in body of financial statements or in the notes accompanying the financial statements.  In a compilation engagement, management’s election to omit substantially all disclosures applies to all disclosure principles in GAAP financial statements.

	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)



General Matters:
A. 	Nature of operations:
	1.
	Major products/services disclosed? 
	275-10-50-X
	
	
	
	

	2.
	Markets and location of markets disclosed?
	275-10-50-X
	
	
	
	

	3.
	Relative weight of various business activities disclosed?
	275-10-50-X
	
	
	
	


B.	Summary of significant policies:
	1.
	Summary of significant policies included in notes?
	235-10-50-1
	
	
	
	

	2.
	Receivables (see receivable section)?
	N/A
	
	
	
	

	3.
	Inventory (see inventory section)?
	230-10-50-X
	
	
	
	

	4,
	Policies about property, plant and equipment (see property, plant and equipment section)?
	360-10-50-X
	
	
	
	

	5.
	Advertising (see advertising section)?
	N/A
	
	
	
	


C.	Estimates:
	1.
	Disclosure about use of estimates made?
	275-10-50-4
	
	
	
	

	2.
	Disclosure of possible changes in estimates made?
	275-10-50-X
	
	
	
	


D.	Vulnerabilities do concentrations? 
	1.
	Vulnerability due to concentration of volume of business with customers disclosed? 
	275-10-50-X
	
	
	
	

	2.
	Vulnerability due to concentration of volume of business with suppliers disclosed? 
	275-10-50-X
	
	
	
	

	3.
	Vulnerability due to concentration of volume of business with vendors disclosed? 
	275-10-50-X
	
	
	
	

	4.
	Vulnerability due to concentration of volume business with sales of a product/services disclosed? 
	275-10-50-X
	
	
	
	

	5.
	Vulnerability due to source of supply of materials, labor or supplies disclosed?
	275-10-50-X
	
	
	
	

	6.
	Vulnerability due to location of assets in geographic area disclosed?
	275-10-50-X
	
	
	
	


E.	Related parties:
	1.
	If reporting entity is under common ownership control or management control with one or more other entities, has disclosure of other entities been made? 
	850-10-50-6
	
	
	
	

	2.
	Known transactions with related parties disclosed, including nature of the relationship, description of transaction(s), and dollar amount of transactions? 
	850-10-50-1
	
	
	
	

	3.
	Have required disclosure been made for VIE(s)? 
	810-10-50-3
	
	
	
	




PART 2 - DISCLOSURE PRINCIPLES (CONTINUED)
	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


F.	Commitments:
	1.
	Unused letters of credit disclosed? 
	440-10-50-X
	
	
	
	

	2.
	Existence of guarantees disclosed?
	440-10-50-X
	
	
	
	

	3.
	Stock repurchase commitments disclosed?
	440-10-50-X
	
	
	
	

	4.
	Commitments to reduce debt, maintain working capital, or restrict dividends disclosed?
	440-10-50-X
	
	
	
	


G. 	Financial instruments in general:
	1.
	Concentrations of credit risk disclosed?
	825-10-50-21
	
	
	
	

	2.
	If issuer (i.e. –public entity), fair value(s) of financial instrument(s) disclosed?
	825-10-50-X
	
	
	
	


H.	Advertising:
	1.
	Accounting policy for advertising disclosed? 
	720-35-50-X
	
	
	
	

	2.
	Total amount of advertising costs disclosed? 
	720-35-50-X
	
	
	
	




PART 2 - DISCLOSURE PRINCIPLES (CONTINUED)
	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


Financial Statement Accounts:
A.	Cash:
	1.
	Are significant concentrations of credit risk arising from cash deposits in excess of federal insured limits disclosed? 
	210-10-50-X
	
	
	
	

	2.
	Has accounting policy for cash and cash equivalents been disclosed?
	210-10-50-X
	
	
	
	


B.	Receivables:
	1.
	Is the allowance for bad debts disclosed? 
	310-10-50-X
	
	
	
	

	2.
	Is the collateral and/or absence of collateral held to secure payment of receivables disclosed? 
	825-10-50-21
	
	
	
	

	3.
	Are significant concentrations of credit risk arising from receivables disclosed? 
	825-10-50-21
	
	
	
	

	4.
	Is the carrying amount of loans and trade receivables that serve as collateral for borrowings disclosed? 
	440-10-60-6
310-10-50-5
	
	
	
	

	5.

	Has the basis of accounting for trade receivable been disclosed? 
	310-10-50-X
	
	
	
	

	6.
	Has the amount of loans and trade receivables past due 90-days or more been disclosed? 
	310-10-50-X
	
	
	
	

	7.
	Is there a description of the accounting policies and methodology the entity uses for charging off uncollectable accounts? 
	310-10-50-X
	
	
	
	

	8.
	Is there a description of the accounting policies and methodology the entity uses to estimate its allowance for loan losses, allowance for doubtful accounts and any liability for off-balance sheet credit losses? 
	310-10-50-X
	
	
	
	

	9.
	Has the amount of receivables/loans on nonaccrual status been disclosed? 
	310-10-50-X
	
	
	
	

	10.
	Is there a description of the accounting policies and methodology the entity uses for placing receivable on a nonaccrual status? 
	310-10-50-X
	
	
	
	

	11.
	Is there a description of the accounting policies and methodology the entity uses for determining past due or delinquent status? 
	310-10-50-X
	
	
	
	

	12.
	Has the method for recognizing interest income on loan and trade receivables been disclosed?  
	310-10-50-X
	
	
	
	

	13.
	Has a statement about the entity’s policy for accounting for fees and costs been disclosed? 
	310-10-50-X
	
	
	
	

	14.
	Is the aggregate amount of gains and losses on sales of receivables disclosed? 
	860-20-50-5
	
	
	
	

	15.
	Are assets obtained from foreclosures not expected to be used in operations disclosed? 
	310-10-50-X
	
	
	
	





PART 2 - DISCLOSURE PRINCIPLES (CONTINUED)
	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


C. 	Debt and equity securities:
	1.
	Has disclosure by category type been made?
	320-10-50-X
	
	
	
	

	2.
	For each category type, has the aggregate fair value, gross unrealized holding gains, gross unrealized holding losses, and amortized cost basis been disclosed?
	320-10-50-X
	
	
	
	

	3.
	If applicable, has contractual maturities been disclosed?
	320-10-50-X
	
	
	
	

	4.
	Realized gains (losses) disclosed?
	320-10-50-X
	
	
	
	

	5.
	Transfers of gains (losses) disclosed?
	320-10-50-X
	
	
	
	

	6.
	If securities have been sold, have gross proceeds, gross realized gains, gross unrealized losses, and basis for determining cost been disclosed?
	320-10-50-X
	
	
	
	


D.	Inventory:
	1.
	Basis for stating inventory disclosed, including method of determining cost?
	330-10-50-X
	
	
	
	

	2.
	Are types of inventory identified, e.g., raw materials, work-in-process, finished goods? (optional)
	330-10-50-X
	
	
	
	

	3.
	Inventory purchase commitments disclosed?
	330-10-50-X
	
	
	
	

	4.
	If business activity below normal activity level, is inventory stated at standard cost? 
	330-10-50-X
	
	
	
	

	5.
	Unusual write-downs disclosed
	330-10-50-X
	
	
	
	


E.	Property, plant and/or equipment:
	1.
	Are balances of major classes of depreciable assets disclosed in body of F/S’s or in footnotes?
	360-10-50-X
	
	
	
	

	2.
	Is accumulated depreciation disclosed?
	360-10-50-X
	
	
	
	

	3.
	Is depreciation expense disclosed?
	360-10-50-X
	
	
	
	

	4.
	Are pledged assets identified?
	360-10-50-X
	
	
	
	

	5.
	Depreciation methods been disclosed?
	360-10-50-X
	
	
	
	


F-1.	Capital leases:
	1.
	The gross amount of assets recorded under capital leases presented by class for each balance sheet date disclosed?
	840-30-50-1
	
	
	
	

	2.
	Accumulated amortization on assets under capital lease disclosed?
	840-30-50-1
	
	
	
	

	3.
	Future minimum lease payments, in aggregate and for each of the five succeeding years following most recent balance sheet date disclosed?
	840-30-50-1
	
	
	
	

	4.
	Total minimum noncancellable sublease rentals to be received in the future disclosed?
	840-30-50-1
	
	
	
	

	5.
	A general description of leasing arrangement disclosed?
	840-30-50-1
	
	
	
	


F-2.	Operating leases:
	1.
	Future minimum lease payments, in aggregate and for each of the five succeeding years following most recent balance sheet date disclosed?
	840-20-50-2
	
	
	
	

	2.
	Total minimum non-cancellable sublease rentals to be received in the future disclosed?
	840-20-50-2
	
	
	
	

	3.
	Rental expense for each period for which an income statement is presented disclosed?
	840-20-50-2
	
	
	
	

	4.
	A general description of leasing arrangement disclosed?
	840-20-50-2
	
	
	
	



PART 2 - DISCLOSURE PRINCIPLES (CONTINUED)

	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


G.	Impairment of long-lived assets
	1.
	Is there a description of the impaired long-lived asset(s) and the facts and circumstances leading to the impairment? 
	360-10-50-X
	
	
	
	

	2.
	Is the amount of the impairment loss and the caption in the income statement that includes the loss been disclosed?
	360-10-50-X
	
	
	
	

	3.
	Has the method or methods for determining fair value been disclosed?
	360-10-50-X
	
	
	
	


H.	Intangibles:
	1.
	Have the amount of research and development assets acquired and written off in the period been disclosed? 
	350-30-50-X
	
	
	
	


For those intangibles subject to amortization:
	1..
	Do the statements include a description of the nature and amount of the various categories of such intangible assets? 
	350-30-50-X
	
	
	
	

	2.
	Has the amortization period(s) been disclosed? 
	350-30-50-X
	
	
	
	

	3.
	Has the gross carrying amount and accumulated amortization been disclosed? 
	350-30-50-X
	
	
	
	

	4.
	Has the current period amortization amount been disclosed? 
	350-30-50-X
	
	
	
	

	5.
	Has the estimated aggregate amortization expense for each to the five succeeding years been disclosed? 
	350-30-50-X
	
	
	
	


For those intangibles not subject to amortization:
	1.
	Do the statements include a description of the nature and amount of the various categories of such intangible assets? 
	350-30-50-X
	
	
	
	

	2.
	Has the gross carrying amount and accumulated impairments been disclosed? 
	350-30-50-X
	
	
	
	

	3.
	For the period in which impairment is recognized, have the facts and circumstances leading to the impairment been disclosed? 
	350-30-50-X
	
	
	
	

	4.
	For the period in which impairment is recognized, has the method or methods for determining fair value been disclosed? 
	350-30-50-X
	
	
	
	

	5.
	For the period in which impairment is recognized, have the amount of impairment and the line item in the income statement in which such amount is included been disclosed? 
	350-30-50-X
	
	
	
	


I.	Goodwill:
	1.
	Has the amount of goodwill acquired and written off in the period been disclosed? 
	350-20-50-X
	
	
	
	

	2.
	For the period in which impairment is recognized, have the facts and circumstances leading to the impairment been disclosed? 
	350-20-50-X
	
	
	
	

	3.
	For the period in which impairment is recognized, has the method or methods for determining fair value been disclosed? 
	350-20-50-X
	
	
	
	




PART 2 - DISCLOSURE PRINCIPLES (CONTINUED)
	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)


J.	Income taxes:
	1.
	Total of deferred tax liabilities disclosed? 
	740-10-50-X
	
	
	
	

	2.
	Total of deferred tax assets disclosed? 
	740-10-50-X
	
	
	
	

	3.
	Nature and amount of tax-timing differences disclosed? 
	740-10-50-X
	
	
	
	

	4.
	Nature, amount and expiration dates of tax deduction carryforwards disclosed? 
	740-10-50-X
	
	
	
	

	5.
	Nature, amount and expiration dates of tax credit carryforwards disclosed? 
	740-10-50-X
	
	
	
	

	6.
	Deferred tax asset valuation allowance amount disclosed and net change during year? 
	740-10-50-X
	
	
	
	

	7.
	Carryforward deductions used to reduce taxable income disclosed? 
	740-10-50-X
	
	
	
	

	8.
	Credits used to reduce tax liability disclosed?
	740-10-50-X
	
	
	
	

	9.
	Investment tax credit method and amounts disclosed? 
	740-10-50-X
	
	
	
	

	10.
	Significant components of income tax expense disclosed? 
	740-10-50-X
	
	
	
	

	11.
	Current taxes payable or refundable disclosed? 
	740-10-50-X
	
	
	
	

	12.
	Accounting policy for tax interest and penalties disclosed? 
	740-10-50-X
	
	
	
	

	13.
	If pass-through entity, why there is no provision for income taxes
	740-10-50-X
	
	
	
	


K-1.	Employee defined contribution plans:
	1.
	Amount of contributions disclosed? 
	715-70-50-1
	
	
	
	

	2.
	Significant changes in plan disclosed, including changes in contribution rates?
	715-70-50-1
	
	
	
	


K-2.	Employee defined benefit plans:
	1.
	Disclosures required disclosures been made?
	715-20-50-X
	
	
	
	


L.	Contingencies:
	1.
	Has the nature and amount been disclosed for environmental loss contingencies?
	410-30-50-4
	
	
	
	

	2.
	Has the nature and amount been disclosed for litigation loss contingencies?
	450-20-50-X
	
	
	
	

	3.
	Disclosures for warranty obligation made? 
	450-20-50-X
	
	
	
	


M.	Term debt:
	1.
	Terms, interest rates, and collateral disclosed?
	470-10-50-X
	
	
	
	

	2.
	Maturities for long-term debt for the five years following most recent F/S date?
	470-10-50-X
	
	
	
	

	3.
	Interest expense incurred, expensed and capitalized disclosed?
	470-10-50-X
	
	
	
	




PART 2 - DISCLOSURE PRINCIPLES (CONTINUED)

	
	
	ASC Section
	N/A
	Yes
	No
	Explanation (required if no)



N.	Other disclosures areas to be considered:
	1.
	Method of consolidation?
	810-10-50-X
	
	
	
	

	2.
	Purchased or developed computer software?
	985-20-50-X
	
	
	
	

	3.
	Subsequent events? 
	450-20-50-X
	
	
	
	

	4.
	Accounting changes including changes in GAAP
	250-10-50-X
	
	
	
	

	5.
	Accounting changes in estimates? 
	250-10-50-X
	
	
	
	

	6.
	Change in reporting entity
	250-10-50-X
	
	
	
	

	7.
	Business combinations? 
	805-10-50-X
	
	
	
	

	8.
	Discontinued operations?
	205-20-45-X
	
	
	
	

	9.
	Prior-period adjustments?
	
	
	
	
	

	10.
	Non-monetary exchanges?
	845-10-50-X
	
	
	
	

	11.
	Going concern?
	N/A
	
	
	
	

	12.
	Computer software costs and revenues?
	985-20-50-X
	
	
	
	

	13.
	Derivative Financial Instruments and hedging activities
	815-10-50-X
	
	
	
	

	14.
	Foreign currency translations adjustments
	830-20-50-X
	
	
	
	

	15.
	Research and development costs
	730-20-50-X
	
	
	
	

	16.
	Stock based compensation
	718-10-50-X
	
	
	
	


EQUITY:
	1.
	Are the details of capital stock disclosed? 
	505-10-50-X
	
	
	
	

	2.
	Are number of shares and cost of treasury stock disclosed, if presented?
	N/A
	
	
	
	


STATEMENT OF CASH FLOWS:
	1.
	Accounting policy for cash and cash equivalents disclosed?
	230-10-50-1
	
	
	
	

	2.
	Non-cash financing and investing activities disclosed?
	230-10-50-3
	
	
	
	

	3.
	Cash paid for income taxes and interest disclosed (indirect method)?
	230-10-50-2
	
	
	
	

	4.
	Reconciliation of net income to cash flows from operating activities disclosed (direct method)?
	230-10-50-X
	
	
	
	


COMMENTS / EXPLANATIONS:
	

	

	

	

	

	

	




	Completed by and date
	

	Reviewed by and date
	






Appendix A to Quality Control Document     EngCF 104 (04.01.2011)


REPORT CHECKLIST FOR COMPILATION OR REVIEW ENGAGEMENTS
(Form:  EngCF 105)

	Client Name
	


ENGAGEMENT INFORMATION:
	F/S period:
	Level of service:
	Basis of accounting:


OBJECTIVE:
The objective of this form is to ascertain that the accountants’ report is free of any errors.  No answers must be explained.

	
	
	Reference
	N/A
	Yes
	No


GENERAL:
	1.
	Has standard report language been used in reports?
	AR 080.64 and AR 090.73
	
	
	

	2.
	Are all financial presentations described in basic report or in a report on supplementary information?
	AR 080.17 and AR 090.28
	
	
	

	3.
	Does report(s) reference to all financial presentation periods (i.e. – dates) reflected in financial presentations?
	AR 080.17 and AR 090.28
	
	
	

	4.
	Is the type of entity (e.g., if not apparent from the entity’s legal name) disclosed parenthetically after legal name?
	Common practice
	
	
	

	5.
	Does each financial statement page and footnote page include a reference to accountant’s report?
	AR 080.18 and AR 090.29
	
	
	

	6.
	Does each financial statement page include a reference to notes or selected information if applicable?
	ASC 235
	
	
	

	7.
	Does each supplementary schedule include a reference to accountants’ report, but not to notes?
	AR 080.18 and AR 090.
	
	
	

	8.
	If Firm not independent, has this fact been disclosed in report?
	AR 080.21 and AR 090.
	
	
	

	9.
	If the financial reporting framework is not U.S. GAAP, are GAAP titles used in “modified form” or non-GAAP titles used?
	AU 623.07
	
	
	

	10.
	If the financial reporting framework is not U.S. GAAP, is a description of basis included in report and/or notes?
	AR 080.19 and AR 090.60
	
	
	

	11.
	Is there a title to report?
	AR 080.17 and AR 090.28
	
	
	

	12.
	If a compilation, does the report exclude a description of any procedures that were performed?
	AR 080.17
	
	
	

	13.
	Is the report properly dated?
	AR 080.17 and AR 090.28
	
	
	

	14.
	If use of report is to be restricted, does restriction paragraph comply with standards?
	AR 080.39 and AR 090.46
	
	
	

	15.
	If report includes an emphasis paragraph to disclose a matter, has matter also been disclosed in financial statements?
	AR 080.26 and AR 090.33
	
	
	


MEASUREMENT PRINCIPLE DEPARTURES:
	16.
	Based on a reading of the financial statement and review of engagement documents, do financial statements contain any material measurement principle departures from financial reporting framework used to prepare F/Ss?
	N/A
	
	
	

	17.
	If yes, has the existence of the departure(s) been disclosed in report (i.e. - second paragraph in compilation or third paragraph in review)?
	AR 080.29 and AR 090.35
	
	
	

	18.
	If yes, is each departure described with a separate paragraph in report?
	AR 080.29 and AR 090.35
	
	
	


DISCLOSURE PRINCIPLE DEPARTURES IN REVIEWED AND COMPILED
FINANCIAL STATEMENTS WITH NOTES:
	19.
	Based on a reading of the financial statement and review of engagement documents, do financial statements contain any material disclosure principle departures from financial reporting framework used to prepare F/Ss?
	N/A
	
	
	

	20.
	If yes, has the existence of the departure(s) been disclosed in report (i.e. - third paragraph in compilation or third paragraph in review)?
	AR 080.29 and AR 090.35
	
	
	

	21.
	If yes, is each departure described with separate paragraph?
	AR 080.29 and AR 090.35
	
	
	


DISCLOSURE PRINCIPLE DEPARTURES IN COMPILED FINANCIAL 
STATEMENTS WHEN MANAGEMENT HAS ELECTED TO OMIT NOTES:
	22.
	In a compilation, if management has elected to omit substantially all disclosures, has this been disclosed via standard fourth paragraph found in AR Section 80?
	AR 080.20
	
	
	


COMMENTS / EXPLANATIONS:
	

	



	Completed by and date
	

	Reviewed by and date
	




Appendix A to Quality Control Document     EngCF 105 (04.01.2011)
UNDERSTANDING FRAUD


EMPLOYEE EMBEZZLEMENT WARNING LETTER (INCLUDING FRAUD PACKET TRANSMITTAL PARAGRAPHS)
FRAUD PACKET
	1.	Glossary of Key Fraud Terms
	2.	Fraud “Diagram”
 	3.	Fraud Risk Alert
	4.	“2010 Report to the Nation” (www.acfe.org)
  	5.	“Managing the Business Risk of Fraud: A Practical Guide” (www.acfe.org)


EMPLOYEE EMBEZZLEMENT WARNING LETTER

SAMPLE LETTER A
General Employee Fraud Warning Letter
(reproduced from Camico’s Loss Prevention Manual)
Dear Client:
Many business people are not aware that the scope a typical accounting engagement does not include specific services relating to the disclosure of employee fraud.
How are you managing your business finances?  Many business owners are discovering that their assets are not as well protected as they thought. This is especially true in small business environments where a single employee manages all the finances.  Often there are no "checks and balances" to verify that transactions are accurate.
When proper, consistent procedures are not in place, employees can learn to manipulate the accounting system to their benefit. Whether they take money from the company or their mistakes are undiscovered, the end result can greatly impact your company's management discussions, financial reports and tax filings.
Unfortunately, once your financial records have been altered, discovering problems is extremely difficult. Most standard accounting practices are not designed to uncover internal problems such as embezzlement.
Therefore, the best way to safeguard your company's assets is to recognize and improve weaknesses in your internal procedures.  The following business practices can help you minimize potential internal control problems:
	• 	Related duties should be assigned to different people.  Certain accounting functions are designed to cross-reference each other for accuracy, writing/signing checks, ordering/paying/receiving materials, handling cash/recording cash, etc. These procedures can reveal inconsistencies in your records in a timely manner.
	• 	Reconcile and scrutinize your bank statements every month.  A bank statement can tell you a lot about your business if you review the information in a timely manner. Examine checks and endorsements; track transactions between accounts; compare payroll checks with employee records, and ask questions.
	• 	Always ask for proof before you sign a check or authorize a transaction. When you insist on reviewing original documentation, your employees become more accurate and communicate their needs more clearly. You should also verify the names of your vendors and your employees occasionally.  And, remember to cancel supporting materials after signing a check.
	• 	Lock and protect your valuables.  Keep blank checks and signature stamps secured, and deposit cash and checks daily. It's also important to secure fidelity bonds and insurance for all accounting and key personnel.
	• 	Know your employees and examine behavior changes. Always verify employee references before hiring. Many white-collar crimes go unreported and ~ continue to be repeated. Watch for trouble signs: possible substance abuse, change in lifestyle, living beyond means, possessiveness of work.
These internal controls can help you reveal many discrepancies, as well as recognize the excellent efforts of your staff. 
 [Attached please find a packet of documents that are designed to provide a basic knowledge of fraud.  Please review the packet and contact me if you have any questions or concerns after reviewing the contents in the packet.]
 [Included in the packet is a simple Internal Control Checklist.  This checklist highlights some of the internal control weaknesses common to closely-held businesses.  Please complete the checklist.  If upon completion of the checklist you have identified any weaknesses in your internal control system or have any concerns, please call me.]
Our firm can help you develop and implement internal controls to address the weaknesses you identified and/or your areas of concern.
Please call me, if you have any questions. I will be happy to assist you any way I can.

Sincerely yours,





1. GLOSSARY OF KEY FRAUD TERMS

DEFINED
Black’s Law Dictionary:  “b Law.  any deliberate misrepresentation of the truth or a fact used to take money, rights, or other privilege or property away from a person or persons.”
Auditing Standards (AU Section 240 (new), paragraph .11): Fraud is “an intentional act by one or more individuals among management, those charged with governance, employees, or third parties, involving the use of deception that results in a misstatement in financial statements that are the subject of an audit.
Compilation Standards (AR Section 80, footnote 2):  “fraud is an intentional act that results in a misstatement in compiled financial statements.”
Review Standards (AR Section 90, footnote 2):  “fraud is an intentional act that results in a misstatement in reviewed financial statements.”
CATEGORIES OF FRAUD
		Corruption
	 	Fraudulent statements
 		Asset Misappropriation
	AU SECTION 240 (NEW)
CONSIDERATION OF FRAUD IN A FINANCIAL STATEMENT AUDIT

	Characteristics of Fraud 
2. 	Misstatements in the financial statements can arise from either fraud or error. The distinguishing factor between fraud and error is whether the underlying action that results in the misstatement of the financial statements is intentional or unintentional. 
3. 	Although fraud is a broad legal concept, for the purposes of generally accepted auditing standards (GAAS), the auditor is primarily concerned with fraud that causes a material misstatement in the financial statements. Two types of intentional misstatements are relevant to the auditor—misstatements resulting from fraudulent financial reporting and misstatements resulting from misappropriation of assets. Although the auditor may suspect or, in rare cases, identify the occurrence of fraud, the auditor does not make legal determinations of whether fraud has actually occurred. (Ref: par. A1–A8) 



A5.	Fraudulent financial reporting may be accomplished by the following: 
	• 	Manipulation, falsification (including forgery), or alteration of accounting records or supporting documentation from which the financial statements are prepared 
	• 	Misrepresentation in, or intentional omission from, the financial statements of events, transactions, or other significant information 
	• 	Intentional misapplication of accounting principles relating to amounts, classification, manner of presentation, or disclosure 
A6. 	Fraudulent financial reporting often involves management override of controls that otherwise may appear to be operating effectively. Fraud can be committed by management overriding controls using such techniques as the following: 
	• 	Recording fictitious journal entries, particularly close to the end of an accounting period, to manipulate operating results or achieve other objectives 
	• 	Inappropriately adjusting assumptions and changing judgments used to estimate account balances 
	• 	Omitting, advancing, or delaying recognition in the financial statements of events and transactions that have occurred during the reporting period 
	• 	Concealing, or not disclosing, facts that could affect the amounts recorded in the financial statements 
	• 	Engaging in complex transactions that are structured to misrepresent the financial position or financial performance of the entity 
	• 	Altering records and terms related to significant and unusual transactions 




A7. 	Misappropriation of assets involves the theft of an entity’s assets and is often perpetrated by employees in relatively small and immaterial amounts. However, it can also involve management, who is usually better able to disguise or conceal misappropriations in ways that are difficult to detect. Misappropriation of assets can be accomplished in a variety of ways including the following: 
	• 	Embezzling receipts (for example, misappropriating collections on accounts receivable or diverting receipts from written-off accounts to personal bank accounts) 
	• 	Stealing physical assets or intellectual property (for example, stealing inventory for personal use or for sale, stealing scrap for resale, or colluding with a competitor by disclosing technological data in return for payment) 
	• 	Causing an entity to pay for goods and services not received (for example, payments to fictitious vendors, kickbacks paid by vendors to the entity’s purchasing agents in return for approving payment at inflated prices, or payments to fictitious employees) 
	• 	Using an entity’s assets for personal use (for example, using the entity’s assets as collateral for a personal loan or a loan to a related party) 
Misappropriation of assets is often accompanied by false or misleading records or documents in order to conceal the fact that the assets are missing or have been pledged without proper authorization. 

CONDITIONS GENERALLY PRESENT WHEN FRAUD OCCURS
		Incentive
	 	Opportunity
 		Rationalization
	AU SECTION 240 (NEW)
CONSIDERATION OF FRAUD IN A FINANCIAL STATEMENT AUDIT

	Characteristics of Fraud (Ref: par. 3) 
A1. 	Fraud, whether fraudulent financial reporting or misappropriation of assets, involves incentive or pressure to commit fraud, a perceived opportunity to do so, and some rationalization of the act, as follows: 
	• 	Incentive or pressure to commit fraudulent financial reporting may exist when management is under pressure, from sources outside or inside the entity, to achieve an expected (and perhaps, unrealistic) earnings target or financial outcome—particularly because the consequences to management for failing to meet financial goals can be significant. Similarly, individuals may have an incentive to misappropriate assets (for example, because the individuals are living beyond their means). 
	• 	A perceived opportunity to commit fraud may exist when an individual believes internal control can be overridden (for example, because the individual is in a position of trust or has knowledge of specific deficiencies in internal control). 
	• 	Individuals may be able to rationalize committing a fraudulent act. Some individuals possess an attitude, character, or set of ethical values that allow them knowingly and intentionally to commit a dishonest act. However, even otherwise honest individuals can commit fraud in an environment that imposes sufficient pressure on them. 





2.  FRAUD “DIAGRAM”
[image: Fraud diagram final]

3.  FRAUD RISK ALERT
AICPA 2003-04 AUDIT RISK ALERT

25 	Attention Grabbers-Do These Situations Exist at Your Client?

.12	Auditors can learn valuable lessons from accounting scandals and audit failures. These lessons serve to improve the quality of financial statement audits by helping auditors identify possible early warning signs and risks of accounting chicanery, fraud, inaccurate financial reporting, and business failure.

.13	Presented below is a list of circumstances and observations that should grab the attention of an auditor if he or she observes these situations at a client. These "attention grabbers" have been compiled based on a review of accounting scandals and business failures.

Key Attention Grabbers

 	1. 	A company culture of arrogance and management entitlement. Management that engages in deceptive accounting practices or fraudulent financial reporting often exhibits high levels of arrogance, pride, greed, and hubris. They often have a reputation for being unusually aggressive, taking high risks, living close to the edge, and swinging for the fences in business dealings. In some cases, management may believe that they are entitled to financial success and rewards no matter how they are achieved because they created the company and its past successes.  Effective internal control starts with a proper "tone at the top." Culture and values are critical elements of control because all other controls are derived from them. Culture drives behavior.  A few bad apples will flourish in a culture of arrogance, excessive risk taking, and little accountability. And a few bad apples can cause a company to come crashing down.

 	2.		Accounting policies that rely heavily on management's judgment or seem too aggressive.  The manner in which accounting principles are selected and applied affects the accuracy, transparency, understandability, and usefulness of the financial statements. If the accounting methodology for a transaction or event involves different alternatives or a good degree of estimating and judgment, or represents an evolving area in accounting, or is unclear, unusual, or not fully supportable, then management has the tools and the temptation to manipulate financial reporting.  These tools, stemming from the selection and application of accounting principles, can be used to tweak earnings and manipulate other accounts and transactions to report the financial results desired by management and conceal critical information. Abusing the selection and application of accounting principles can lead to a situation in which an entity's financial statements do not reflect the underlying economic condition. The accounting principles selected by management should enhance the representational faithfulness, verifiability, and neutrality of the accounting information included in the financial statements.

 	3.	Ineffective audit committees and board governance. The audit committee is the ultimate monitor of the financial reporting process. It therefore stands to reason that an ineffective committee or its equivalent, or the lack of one, can seriously undermine proper financial reporting.  Be on the lookout for audit committees that are not independent of the company, meet infrequently, lack adequate financial expertise, do not hear directly from internal auditors, and do not closely monitor sensitive company programs, such as a corporate loan program for senior management.

 	4.	Obsession with meeting earnings targets and expectations.	In today's business reality, failing to meet the earnings expectations of Wall Street, creditors, and others, even by a small amount, can create serious repercussions, including a nosedive in a company's stock price. Faced with such pressure, management may attempt to meet those earnings targets at all costs and commit fraud, stretch accounting rules, or follow inappropriate accounting methodologies.

 	5.	Difficulty explaining how the company actually makes money. Simply put, it may be unclear exactly how a company derives its profits and its cash. Or, at the end of the day, it may be the case that a company just does not make very much money. In some cases, an entity may be involved in numerous businesses and complicated operations, and yet after looking at all that activity, one is hard pressed to explain how the entity generates cash.

6.		Overly centralized control over financial reporting. If one member of senior management or a small group of senior management holds a tight grip over the financial reporting process and goes to extremes to exclude prying eyes, internal control suffers and the opportunity for fraudulent or questionable financial reporting emerges.


 	7. 	Ratios and benchmarks differ significantly from industry averages. An auditor needs to ask why an entity's financial results are markedly different from other entities in its industry. This kind of benchmarking research and analysis may not be readily available or apparent. However, this kind of information can point to a possible business failure or going concern problem or to the manipulation of the accounting and financial reporting process.

 	8.	Cash flows from operations that bear little relationship to reported earnings.  If reported earnings do not correspond to the actual cash flowing into an entity, auditors should take note. If management is manipulating the accounting process to manage earnings, it may show up in the disparity between operating cash flow and income statement earnings. When cash flow from operations falls below net income, it may be indicative of serious business trouble insofar as the company is not generating enough cash from routine operations, but instead is fueling earnings by borrowing money, selling assets, or other nonoperational activities.  Companies go bankrupt because they run out of cash.  Keep an eye on the cash flow statement when assessing an entity's ability to continue as a going concern.

 	9. 	Compensation plans geared toward enriching executives rather than generating profits. With their own compensation tied to operating or financial targets, management can push hard on personnel throughout the company to meet what may be overly optimistic goals. A high-pressure environment can create an incentive to adopt practices that may be too aggressive or inconsistently applied. At some point, the motivation driving earnings management can be strong enough to encourage individuals with the right opportunity to move beyond acceptable practices. Don't underestimate greed. If greed is evident and management is focused on how much money they are going to make, auditors should heighten their sense of professional skepticism and adjust their audit procedures accordingly.

 	10. 	Significant insider trading. A significant sell-off of company stock by senior management may indicate that they believe the stock is overvalued, the financial reporting does not portray the true economic value of the entity, or that the company may be heading toward failure.

	 11. 	Predictions by management are at odds with industry trends. Management may base their assumptions, estimates, accounting principles, business decisions, and explanations to auditors on predictions, forecasts, and beliefs about the current and future business environment that contradict actual industry trends, credible research, and what other entities in the industry are doing or predicting.

	12. 	Undisciplined acquisition growth. Senior management may acquire businesses and assets more for the sake of accumulating assets than for the overall good of the company. Acquisition growth can help management hide and ignore serious weaknesses and failings of a company. Acquiring businesses and assets too rapidly can lead to many challenges and risks, including integrating disparate operations, melding internal control processes, and meeting expanded financing needs. In addition, rapid acquisition growth may outstrip the ability of a company's financial systems to remain under effective internal control. If management cares more about acquiring new assets than about making the existing ones perform properly, serious business, liquidity, and financial reporting problems can arise.

 	13. 	Departure of key senior management personnel. If key people leave a company suddenly or a number of senior management personnel have resigned, this may be a warning sign of possible trouble at the entity. Are these resignations unexplained? Is the suddenness or number of resignations unusual? Do these key people know something about the company's financial future that is causing them to jump ship? An auditor needs to pay attention to significant or unusual management departures.

 	14. 	Relationships and credibility with customers, creditors, and other third parties declining. Information pointing to deterioration in a company's business relationship with its customers, creditors, suppliers, or other parties may signal financial difficulties or inappropriate activities at the company.

 	15.	 Prolonged periods of success. Yes, even too much success can be a dangerous thing. Many big-name companies that have experienced difficulties ran into trouble after long periods of financial success and business growth.  As the years of prosperity add up, management may become set in its ways. Assumptions about the future of the industry and the company may be severely clouded by the past experience of uninterrupted success. Management may let its guard down and become incapable of envisioning an environment of subsiding financial prosperity. Does management face reality or merely explain it away or ignore it? Assumptions and estimates used in financial reporting and business decisions need to be questioned and examined with a clear perception of the true conditions of the economy, the industry, and the company.



Appendix B to Quality Control Document    Firm Fraud Packet
INTERNAL CONTROL CHECKLIST
Recognizing Warning Signs and Preventing Problem Situations

Why are consistent internal controls important?
	1. 	Management decisions, financial reports, and company taxes rely on the accuracy of figures recorded.
	2. 	Gives owner control of dollars in and out.
	3. 	Standardizes good management practices and procedures.

Advantages of Improved Internal control:
	1. 	Can reveal errors and omissions
	2. 	Discourages employee theft
	3. 	Protects assets

How to use the checklist:
	1. 	Review the concept for each internal control area and answer the questions following each section.
	2. 	Each answer identifies an area that needs stronger internal controls.

	PART 1 – SEGREGATION OF DUTIES AND REVIEW OF ACCOUNTING ACTIVITIES

	Concepts:

	a.
	Certain accounting/bookkeeping functions are designed to cross-reference each other for accuracy. If the same person is responsible for multiple duties, the natural check and balance of the system is removed.

	b.
	Trust is not the issue, verifying accounting transactions is!  Giving a single person unquestioned authority over finances is not a wise business practice.

	Ref.
	Question (Note: each “no” answer identifies a potential problem!)
	Yes
	No
	N/A

	1.
	Is the person who handles cash different from the person who is responsible for recording the cash?
	
	
	

	2.
	Is the person who pays for inventory different from the person who receives the inventory?
	
	
	

	3.
	Is the person who orders inventory different from the person who receives the inventory?
	
	
	

	4.
	Are two or more people responsible for the accounting function?
	
	
	

	5.
	Are financial statements prepared for each month of the year that presents the month and year-to-date amounts along with a comparison to the prior year month and year-to-date amounts?
	
	
	

	6.
	Does the owner receive and review the financial statements each month?
	
	
	

	7.
	Are copies of all adjusting and correcting journal entries presented to owner for review and approval?
	
	
	

	8.
	Is there a flowchart of the accounting system?
	
	
	



	Ref.
	Explanation

	1.
	

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	

	7.
	

	8.
	





	PART 2 – BANK RECONCILIATIONS

	Concepts:

	a.
	Bank statements can only flag discrepancies if they are reconciled on a timely basis. Reconciliations should be done once a month. Bank adjustments need to be tracked carefully from one month to another.

	b.
	Segregating duties is also important in this area. Reconciliations should be performed by one person and reviewed by another. Also, the person who writes the checks should not have the authority to sign checks.

	
	Question (Note: each “no” answer identifies a potential problem!)
	Yes
	No
	N/A

	1.
	Does Company receive copies of all cancel checks, front and back, from bank with monthly bank statement?
	
	
	

	2.
	Does the owner of Company or a senior manager outside of accounting review canceled checks and endorsements on a monthly basis?
	
	
	

	3.
	Are bank reconciliations performed on a timely basis?
	
	
	

	4.
	Does the owner or a senior manager outside of accounting review the bank reconciliations each month?
	
	
	

	5.
	Are reconciling items reviewed with supporting documentation?
	
	
	

	6.
	Does the owner or a senior manager outside of accounting receive and open the bank statement(s) prior to turning it over to the person who performs the bank reconciliation?
	
	
	



	Ref.
	Explanation

	1.
	

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	





	PART 3 – SIGNING CHECKS AND SUPPORTING DOCUMENTATION FOR CHECKS

	Concept:

	a.
	Enhances communications and serves as final checkpoint.

	Ref.
	Question (Note: each “no” answer identifies a potential problem!)
	Yes
	No
	N/A

	1.
	Is there a policy of prohibiting the signing of checks in blank and is policy followed?
	
	
	

	2.
	Does the company have a policy of not returning a signed check to the preparer of the check or the accounting department for mailing or delivery? 
	
	
	

	3.
	Is there a policy of prohibiting a payment to a credit card company unless the credit card account is in the Company’s name?
	
	
	

	4.
	Are checks for credit card statements always signed with the supporting statement attached?
	
	
	

	5.
	With respect to payment of credit card balances, is credit card number for credit card account being paid always entered on check?
	
	
	

	6.
	Is there a policy of prohibiting the direct payment to a credit card company for a balance on a credit card account owned by an employee and is policy followed?
	
	
	

	7.
	Are checks to suppliers and vendors always signed with the original supporting documentation attached?
	
	
	

	8.
	Are checks to employees for travel, expense, and other reimbursements (other than payroll) always signed with the original supporting documentation attached?
	
	
	

	9.
	When check is signed with supporting documentation attached, is supporting documentation “marked” so that it cannot be reused?
	
	
	

	10.
	Is there a policy requiring check signer to verify an unknown vendor’s name and whether vendor is a legitimate vendor before signing check and is policy followed?
	
	
	



	Ref.
	Explanation

	1.
	

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	

	7.
	

	8.
	

	9.
	

	10.
	





	PART 4 – EMPLOYEE/PERSONNEL

	Concept:

	a.
	Know your employees and be aware of changes in behavior.

	Ref.
	Question (Note: each “no” answer identifies a potential problem!)
	Yes
	No
	N/A

	1.
	Do all accounting staff and key personnel appear to be willing to share work records and share their tasks?
	
	
	

	2.
	Do all accounting staff and key personnel appear to be free from apprehensive about taking vacations, time off and/or not being the first person to arrive and last person to leave each day?
	
	
	

	3.
	Have all accounting staff and key personnel who have had a sudden substantial change of lifestyle been investigated to determine the reason(s)?
	
	
	

	4.
	Is the owner and senior management trained to recognize possible employee substance abuse?
	
	
	

	5.
	Do all accounting staff and key personnel appear to be free of substance abuse?
	
	
	

	6.
	Do all accounting staff and key personnel appear to be living within their means based on what is believed to be their household income?
	
	
	

	7.
	Does the company monitor more closely employees known to be going through hardships (divorce, sick children, etc.)?
	
	
	

	8.
	Is a verification of education history made before hiring all employees?
	
	
	

	9.
	Is a verification of work history made before hiring all employees?
	
	
	

	10.
	Is a check for criminal history made before hiring all employees?
	
	
	

	11.
	Is a check of credit history made before hiring all employees?
	
	
	

	12.
	Is there a policy prohibiting employees from working longer than a year without taking a vacation of at least one week and is the policy followed?
	
	
	

	13.
	Have all accounting staff and key personnel been secured with a fidelity bond?
	
	
	



	Ref.
	Explanation

	1.
	

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	

	7.
	

	8.
	

	9.
	

	10.
	

	11.
	

	12.
	

	13.
	






	PART 5 – SAFEGUARDING ASSETS

	Concept:

	a.
	Limit and monitor access to important documents and supplies.

	Ref.
	Question (Note: each “no” answer identifies a potential problem!)
	Yes
	No
	N/A

	1.
	Are blank check stocks and signature stamps safely secured?
	
	
	

	2.
	Are all checks restrictively endorsed when received?
	
	
	

	3.
	Are cash and checks deposited daily?
	
	
	

	4.
	Must owner of Company authorize bank transfers of funds between bank accounts?
	
	
	

	5.
	Is a list of office furniture and equipment, with serial numbers if applicable, maintained on a current basis?
	
	
	

	6.
	Is an annual inventory taken of office furniture and equipment
	
	
	

	7.
	Is there adequate insurance coverage for assets?
	
	
	

	8.
	Are all systems backed up on a daily basis and is backup stored off-site?
	
	
	

	9.
	Is there password restriction and security for all computer systems and programs?
	
	
	

	10.
	Are passwords changed at least every six months?
	
	
	

	11.
	Is there a policy prohibiting employees from maintaining company records/documents on non-company owned electronic devices (e.g. – computers, cell phones, etc.) and is policy enforced?
	
	
	

	12.
	Is there a policy prohibiting employees from conducting business on non-company owned electronic devices (e.g. – computers, cell phones, etc.) and is policy enforced?
	
	
	



	Ref.
	Explanation

	1.
	

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	

	7.
	

	8.
	

	9.
	

	10.
	

	11.
	

	12.
	






Appendix C to Quality Control Document    Internal Control Checklist
THE 90 QUESTION 
BUSINESS HEALTH CHECK-UP TEST
A Business Health Check-Up
For Business Owners


The following questionnaire was developed to assess a business' general health and to predict its future.  These questions are intended to suggest the keys for long-term success of the privately owned enterprise.  The questions will hopefully provide a "principles of management" review for business owners as well as an opportunity to evaluate their business situation.  If privately held businesses had active, meaningful Boards of Directors, these are the questions the Board would ask.


The following may serve as a useful scoring summary:

				90 - 100% "yes"		Excellent condition
				80 - 100% "yes"		Good condition
				70 - 100% "yes"		Fair condition
				60 - 100% "yes"		Poor condition
				Less than 60% "yes"		Critical condition

Most importantly, use this questionnaire to help identify goals for the future, to discuss business priorities with key managers or family, and to check progress from one year to the next.  Remember, businesses need a health check-up every year for the same reason individuals do - to stay healthy.


OVERALL SITUATION ANALYSIS: the Company’s Long-Term Outlook
Is the company well organized for the long-term?
	Item
	Question
	Yes
	No
	N/A

	1.
	Does the Company have a written business plan?
	
	
	

	2.
	Does the Company have a written internal control document?
	
	
	

	3.
	Does the Company have a written owner succession plan?
	
	
	



	
	Overall situation analysis total yes, no, and n/a answers
	
	
	





INDUSTRY ANALYSIS: the Outside Environment
Does management understand the Company’s industry?
	Item
	Question
	Yes
	No
	N/A

	4.
	Does the Company know its RMA SIC code?
	
	
	

	5.
	Does management know the principal trade/professional associations for the industry?
	
	
	

	6.
	Do key employees actively participate in the principal trade/professional associations?
	
	
	

	7.
	Do key employees personally subscribe to publications of the principal trade/professional associations?
	
	
	

	8.
	Has the Company obtained from the principal trade/professional associations business and financial analysis of members?
	
	
	

	9.
	Do key employees know the Web address of the principal trade/professional associations and scan on at least a bimonthly basis?
	
	
	

	10.
	Do key employees personally subscribe to at least two industry trade publications not associated with the principal trade/professional associations?
	
	
	



	
	Industry analysis total yes, no, and n/a answers
	
	
	



EMPLOYEE ANALYSIS:  the Company’s Vitality
Is the company positioned for the long-term?
	Item
	Question
	Yes
	No
	N/A

	11.
	Does the Company have a complete, posted organizational chart?
	
	
	

	12.
	Does the Company have a balance of people by ages--some older, some middle-aged, some younger?
	
	
	

	13.
	Is management willing to replace and remove people--has it done so in the last few years?
	
	
	

	14.
	Of those people who have come and gone recently, is management more satisfied with the new employees?
	
	
	

	15.
	Are there 2 or 3 solid candidates for each top job including president?
	
	
	

	16.
	Does the Company have a formal developmental plan for it’s key people?
	
	
	


Are employees fairly compensated?
	Item
	Question
	Yes
	No
	N/A

	17.
	Compared to competitors and in the geographic areas of operations, are the employees at least above average in compensation?
	
	
	

	18.
	Does the company have known pay standards that set upper limits for each position?
	
	
	

	19.
	Does the company have clear and consistently applied retirement and pension policies--avoiding paying loyal employees out of  operations after they retire?
	
	
	


Does the Company actively seek outside resources for help?
	Item
	Question
	Yes
	No
	N/A

	20.
	Does the Company have a formal training/education program using outside resources for all employees?
	
	
	

	21.
	Does the Company seek excellent advisors; e.g. - accountants, lawyers, insurance agents and bankers who are at the top of their profession?
	
	
	

	22.
	Does the Company formally review and competitively re-open bidding for advisory services (accountants, lawyers, bankers, insurance agents and especially directors) every 3-4 years?
	
	
	

	23.
	Does the Company encourage employees to seek outside growth and stimulation via civic association involvement?
	
	
	

	24.
	Does the Company encourage employees to seek outside growth and stimulation via trade association involvement and/or professional activities with their peers in other businesses?
	
	
	



	
	Employee analysis total yes, no, and n/a answers
	
	
	



CULTURAL ANALYSIS:  the Company’s Purposefulness
Is the organization "alive"?
	Item
	Question
	Yes
	No
	N/A

	25.
	Are employees genuinely willing to try things, make mistakes and even disagree with management?
	
	
	

	26.
	Do the facilities look more like a busy, mature place of work than 
an art gallery or a sterile laboratory or a sweatshop?
	
	
	

	27.
	Does management lead by example and actively promote ethics and honesty among all employees?
	
	
	

	28.
	Does the company recognize birthdays or special events for employees?
	
	
	

	29.
	Does the Company provide awards and recognition to top performers?
	
	
	

	30.
	Does the Company have an employee newsletter and/or annual party?
	
	
	

	31.
	Does the Company occasionally have a Company celebration of a major success or tough task finally done?
	
	
	

	32.
	Does the Company require that each employee establish at least one “manageable problem statement” for a micro key factor they have control over?
	
	
	

	33.
	Are employees evaluated on regular basis against  specific, measurable results more than by their style?
	
	
	

	34.
	Do employees feel that management hears well and considers openly and thoroughly the ideas they bring up?
	
	
	


Do employees feel a part of the Company?
	Item
	Question
	Yes
	No
	N/A

	35.
	Does the Company share financial statements and conclusions with all of its employees so that they can contribute more to the success of the Company?
	
	
	

	36.
	Do all employees know what are the Company’s macro key factors and the expectations for those key factors?
	
	
	

	37.
	Does the Company have occasional meetings for all employees to 
communicate progress and plans?
	
	
	

	38.
	Does the Company have an employee manual?
	
	
	



	
	Cultural analysis total yes, no, and n/a answers
	
	
	



FINANCIAL ANALYSIS:  the Company’s Asset Leverage
Is the balance sheet used as a management tool?:
	Item
	Question
	Yes
	No
	N/A

	39.
	Is the balance sheet prepared in different formats to meet the needs of different users; e.g. - one format for management and one format for third party users?
	
	
	

	40.
	Is the balance sheet used by management structured to highlight key factors and those items users are concerned about?
	
	
	

	41.
	Does the balance sheet used by management compare actual current financial position with the financial position at the same date over the past 4-5 years?
	
	
	

	42.
	Does the balance sheet used by management show components presented in terms of percentages so that they can be compared to competitors and/or industry standards?
	
	
	

	43.
	Does management know the industry standards for the various components of the balance sheet?
	
	
	

	44.
	Is the balance sheet absolutely accurate?
	
	
	


Does management know if the Company is viable?
	Item
	Question
	Yes
	No
	N/A

	45.
	Does management know how much equity the Company must have for given levels of sales?
	
	
	

	46.
	Does management know the Company's average borrowing rate?
	
	
	

	47.
	Does management know the rate of return on total assets using historical cost?
	
	
	

	48.
	Does management know the rate of return on total assets using fair value?
	
	
	

	49.
	Does management know how the rate of return on the Company’s total assets compares with past performance and with industry standards?
	
	
	

	50.
	Does management know the Company’s return on equity?
	
	
	

	51.
	Does management know how the return on equity compares with past performance and with industry standards?
	
	
	


Does management understand the importance of asset leverage?:
	Item
	Question
	Yes
	No
	N/A

	52.
	Does management know the Company’s overall asset turnover rate?
	
	
	

	53.
	Does management know the overall asset turnover rate for the Company’s industry and it’s competitors?
	
	
	


Are receivables managed?:
	Item
	Question
	Yes
	No
	N/A

	54.
	Does management monitor accounts receivable turnover rates?
	
	
	

	55.
	Does management know what the Company's ideal accounts receivable balance should be given the current level of sales?
	
	
	

	56.
	Does management know what the Company's ideal accounts 
receivable balance should be given various level of sales?
	
	
	

	57.
	Does somebody independent of credit, sales and service analyze each past due receivable account to determine why a receivable is going (went!) bad?
	
	
	



Is inventory managed?
	Item
	Question
	Yes
	No
	N/A

	58.
	Does management monitor inventory turnover rates for major components and/or categories of inventory?
	
	
	

	59.
	Does management know what the Company's ideal inventory 
balance should be given the current level of sales?
	
	
	

	60.
	Does management know what the Company's ideal inventory 
balance should be given various levels of sales?
	
	
	


Are fixed assets managed?
	Item
	Question
	Yes
	No
	N/A

	61.
	Does management know what the Company's ideal investment in fixed assets should be given the current level of sales?
	
	
	

	62.
	Has management reviewed the fixed asset ledgers within the last eighteen months to determine if non-productive assets have been reclassified or assets that are no longer in existence have been removed?
	
	
	



	
	Financial analysis asset leverage total yes, no, and n/a answers
	
	
	




FINANCIAL ANALYSIS:  The Operating Leverage
Is the income statement used as a management tool?:
	Item
	Question
	Yes
	No
	N/A

	63.
	Is the income statement prepared in different formats to meet the needs of different users; e.g. - one format for management and one format for third party users?
	
	
	

	64.
	Is the income statement used by management structured to highlight key factors and those items users are concerned about?
	
	
	

	65.
	Is the income statement absolutely accurate so that it is most meaningful for managerial purposes?
	
	
	

	66.
	Does management have monthly income statements by the 15th day of the following month to quickly compare actual performance against expectations?
	
	
	

	67.
	Does the income statement compare actual current performance with performance for same periods over the past 4-5 years?
	
	
	

	68.
	Does the monthly income statement include a comparison with budgeted sales and expenses to help guide and control operations?
	
	
	

	69.
	Is there an income statement that clearly identify those items that are fixed and those that vary directly with volume?
	
	
	

	70.
	Does the income statement reflect costs and expenses as a percent of sales
	
	
	

	71.
	Is there an income statement that reflect the components in terms of labor hours?
	
	
	

	72.
	Is there an income statement that reflect the components in terms of sales units and/or inventory units?
	
	
	

	73.
	Does management receive a labor productively report that analyzes labor hours; e.g.  - total labor hours, overtime hours; employees on the payroll, actual hours worked, etc.?
	
	
	

	74.
	Does management know what is the break-even sales amount?
	
	
	



	
	Financial analysis operating leverage total yes, no, and n/a answers
	
	
	




MARKET ANALYSIS:  the Vital Signs
Customers?
	Item
	Question
	Yes
	No
	N/A

	75.
	Does management “know” the Company’s major customers (e.g. – name of owners, key people, internet address, etc.)?
	
	
	

	76.
	Does management tract the volume of sales with its major customers (i.e. - top ten) over at least a five year time frame?
	
	
	

	77.
	Are the new customers the Company is gaining more attractive in the long-term than those the Company is losing?
	
	
	

	78.
	Has management clearly defined who the market is and how big (market potential) it is?
	
	
	

	79.
	Has management clearly defined who are the key competitors?
	
	
	

	80.
	Does management have a good sense for the market share versus the key competitors?
	
	
	

	81.
	Is the Company gaining market share--gaining sales faster than key competitors?
	
	
	


How well is the Company managing quality relative to competition?
	Item
	Question
	Yes
	No
	N/A

	82.
	Has management attempted to identify and prioritize the benefits ("quality") potential customers most want from the Company and the competitors?
	
	
	

	83.
	Has management clearly defined the competitive advantages and disadvantages versus key competitors?
	
	
	

	84.
	Is management attempting to measure and to track over time how the Company’s quality is changing?
	
	
	

	85.
	Is the Company’s quality position relative to key competitors improving?
	
	
	


Does the Company have the right tools to market the business aggressively?
	Item
	Question
	Yes
	No
	N/A

	86.
	Compared to key competitors is the Company offering new products and/or services faster than they are?
	
	
	

	87.
	Are the salespeople actively seeking and bringing to management new customers in addition to maintaining and expanding their older, established accounts?
	
	
	

	88.
	Does management ask for and get regular sales call reports from the salespeople?
	
	
	

	89.
	Does management set sales targets including business gained from new accounts?
	
	
	

	90.
	Does the Company reward people for gathering competitive intelligence-for example, competitors' catalogs, advertisements, credit reports, etc.?
	
	
	



	
	Market analysis total yes, no, and n/a answers
	
	
	



	
	GRAND TOTAL YES, NO, AND N/A ANSWERS
	
	
	




Appendix D to Quality Control Document    The 90 Question Business Health Checkup Test
THE AUDIT PROCESS

OVERVIEW
Most audits of for-profit non-issuers can be broken down into two distinct parts, the planning phase and work performance phase.  Further, each part can be broken down in phases.  A firm must obtain and modify as necessary an audit program for the planning phases or a firm can create from scratch an audit program for the planning phases.

PART 1 - PLANNING THE AUDIT PHASES

Phase I 	Ascertain That Firm Is In Compliance With Those Ethics Standards that Deal with Client Relationships (AU SECTIONS 200 AND 300)
Phase II 	Perform Preliminary Planning
	Part 1	Prepare engagement letter if firm elects to perform requested services for entity, work time line and budget (AU Section 210)
	Part 2	Develop audit strategy (AU Section 300)
	Part 3	Determine and document materiality (AU Section 320)
	Part 4	Create audit program template for each line item on entity’s “balance sheet” and other templates as necessary (AU Section 300)
Phase III 	Assess of Risks of Material Misstatements (AU 315)
	Part 1	Obtain and document required knowledge to assess risk of misstatement:
			Entity and entity’s environment
			Internal control 
			Key management areas
	Part 2	Identify and document relevant assertions at account balance level
	Part 3 	Assess risks of material misstatements at financial statement level and at assertion level:
			Conduct meeting with professional staff assigned to engagement
			Conduct meeting with owner(s) of entity, senior management within entity, and other individuals within entity as deemed necessary
	Part 4	Document risk of errors
	Part 5	Document risk of frauds
	Part 6	Document risk of direct illegal acts
	Part 7	Complete audit program templates (other than general planning program) 


PART 2 - WORK PERFORMANCE PHASES
Phase I	Year-End Procedures
Phase II 	Perform Required Non-attest Services
	Part 1	Assist in preparing of financial statements (if required by entity)
	Part 2	Bookkeeping Services.  Obtain a copy of the reconciliation for each significant general ledger account.  If not reconciled or adjusted, perform bookkeeping services as required, including assistance in reconciling general ledger accounts.
Phase III	Compliance With Audit Evidence Standards
	Part 1	Complete audit programs to obtain sufficient appropriate audit evidence for relevant assertions (i.e. – complete required audit procedures)
Phase IV	Complete Audit
	Part 1	Obtain approval for proposed journal entries and ascertain financial statements corrected for proposed journal entries
	Part 2	Ascertain financial statements in final form
	Part 3	Perform overall analytical review of financial statements
	Part 4	Assess subsequent events
	Part 5	Prepare/complete audit report(s)
	Part 6	Make required communications to management and board of governance regarding audit issues
	Part 7	Make required communications to management and board of governance regarding internal control issues
	Part 8	Assemble engagement files





	PHASE I – ASCERTAIN THAT FIRM IS IN COMPLIANCE WITH THOSE ETHIC STANDARDS THAT DEAL WITH CLIENT RELATIONSHIPS (AU SECTION 200.14) 

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	Understand and document reporting services requested/required by entity.  Determine if firm has necessary resources and firm’s employees have necessary expertise and skills to perform required services.  If not, have “decline” letter sent to entity.
	 AU Sec. 200.14
 AU Sec. 300.06
 Rule 201A
	ETPF101
	
	
	

	2.
	Determine need for non-attest services requested/required by entity, including bookkeeping services for each financial statement line item. Determine if firm has necessary resources and firm’s employees have necessary expertise and skills to perform required services.  If not, have “decline” letter sent to entity.
	 AU Sec. 200.14
 Rule 201A
	ETPF101
	
	
	

	3.
	Determine if conflicts of interest exist with existing clients and document how assessment was made.  Document whether or not conflicts of interest exist. If they do exist, determine if firm can perform services for the entity.  If yes, obtain consent agreements as required by firm’s quality control document.  If no, have “decline” letter sent to client.  
	 AU Sec. 200.14
 AU Sec. 300.06
 ET Rule 102
 ET Interpretation
   102-2

	ETPF102
	
	
	

	4.
	Determine if firm and firm’s employees are independent with entity and document how assessment was made.  If not, have “decline” letter sent to entity.
	 AU Sec. 200.14
 AU Sec. 300.06
 ET Rule 101

	
	
	
	

	5.
	Obtain PI report on owner(s) (i.e. – credit, work history, education, criminal, etc.). If report(s) contain negative information, determine if “decline” letter should be sent to client. If negative information exists and firm elects to perform services for entity, document reasons(s).
	 Firm standard
	N/A
	
	
	



Comments:







	PHASE II – PERFORM PRELIMINARY 

	PART 1 – PREPARE ENGAGEMENT LETTER, WORK TIME LINE AND BUDGET

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement Document reference

	1.
	If firm elects to accept entity as a client and perform requested/required services, prepare engagement letter, discuss with client, and have client sign letter.
	 AU Sec. 210.10
 AU Sec. 300.06
	N/A
	
	
	

	2.
	Prepare time line for the completion of each phase of audit and discuss with management.
	 AU Sec. 300.08
	N/A – use worksheet
	
	
	

	3.
	Prepare budget for audit hours
	 AU Sec. 300.008
	N/A – use worksheet
	
	
	

	PART 2 – DETERMINE AUDIT STRATEGY

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	Determine and document audit strategy
	 AU Sec. 300.08
	Firm audit template
	
	
	

	PART 3 – DETERMINE AND DOCUMENT MATERIALITY

	

Procedure
	

Standard
	

Practice aid
	
Done
by
	

Date
	Engagement document reference

	1.
	Determine and document materiality level for the financial statements taken as a whole.
	 AU Sec. 320.10
	See PPC for examples
	
	
	

	PART 4 – CREATE AUDIT PROGRAM TEMPLATES

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	Create audit program template for each element of the balance sheet, significant elements of income statement, and other significant audit areas.
	 AU Sec. 300.09
	Firm audit templates
	
	
	





	PHASE III –ASSESSMENT OF RISKS OF MISSTATEMENT

	PART 1 – OBTAIN AND DOCUMENT REQUIRED KNOWLEDGE TO PLAN AND PERFORM AUDIT

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	A.  Entity and It’s Environment 

	1.

	Understand and document “Nature of Entity Profile Information”
	 AU Sec. 315.12
	BusPF100
	
	
	

	2.
	Understand and document “Organization Profile Information.”
	 AU Sec. 315.12
	BusPF101
	
	
	

	3.
	Understand and document “Industry Profile Information”
	 AU Sec. 315.12
	BusPF102
	
	
	

	4.
	Understand and document “Sales Profile Information
	 AU Sec. 315.12
	BusPF103
	
	
	

	5.
	Obtain or prepare resumes/biographical data sheets of owners and key managers
	 AU Sec. 315.12
	N/A
	
	
	

	6.
	Prepare five-year trend analysis of entity’s financial statements
	
	N/A
	
	
	

	7.
	Prepare five-year trend analysis of sales volume by customer and/or product line
	
	N/A
	
	
	

	8.
	Prepare five-year trend analysis of purchases volume with suppliers and vendors
	
	N/A
	
	
	

	B.  Internal Controls 

	1.
	Understand and document (if required) Control Environment
	 AU Sec. 315.15
	N/A – use memo
	
	
	

	2.
	Understand and document (if required) Risk Assessment
	 AU Sec. 315.16
	N/A – use memo
	
	
	

	3.
	Understand and document (if required) Information and Communication
	 AU Sec. 315.19
	N/A – flowchart system
	
	
	

	4.
	Understand and document (if required) Control Activities
	 AU Sec. 315.21
	N/A – use memo
	
	
	

	5.
	Understand and document (if required) Monitoring
	 AU Sec. 315.23
	N/A – use memo
	
	
	

	C.  Key Management Areas 

	1.
	Identify and document key management areas
	 AU Sec. 315.06b
	N/A
	
	
	

	2.
	Identify and document the plausible relationships used to monitor and evaluate the key management areas
	 AU Sec. 315.06b
	N/A
	
	
	

	3.
	Prepare five-year trend analysis of the plausible relationships used to monitor and evaluate key management areas
	 AU Sec. 315.06b
	N/A
	
	
	





	PHASE III – COMPLIANCE WITH THE SECOND STANDARD OF 
FIELD WORK:  ASSESSMENT OF RISKS OF MISSTATEMENT (CONTINUED)

	PART 2 – IDENTIFY AND DOCUMENT RELEVANT ASSERTIONS AT THE ACCOUNT BALANCE LEVEL

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	Identify and document relevant assertions at the account balance level
	AU Section 315.26
	N/A
	
	
	

	PART 3 – ASSESS RISKS OF MATERIAL MISSTATEMENTS

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	A. Conduct meeting with professional staff assigned to engagement (i.e. – team members) AU Sec. 315.11

	1.
	Ascertain and document that all team members understand client and client’s industry.
	AU Sec. 315.11
	90 Question Business Health Checkup
	
	
	

	2.
	Ascertain and document that all team members understand basic fraud concepts.
	AU Sec. 315.11
	Firm Audit Packet
	
	
	

	3.
	Ascertain and document that all team members understand direct illegal acts and other illegal acts concepts.
	AU Sec. 315.11
	
	
	
	

	4.
	Have each professional staff member rank all assertions with respect to their opinion as to the susceptibility of an assertion containing a material error.
	AU Sec. 315.11
	Financial statement matrix
	
	
	

	5.
	Ascertain and document what they believe “what can go wrong” in each financial statement line item.
	AU Sec. 315.11
	Memo
	
	
	

	6.
	Ascertain and document how and where they believe the entity's financial statements might be susceptible to financial statement fraud and asset misappropriation fraud.
	AU Sec. 315.11
	Memo
	
	
	

	7.
	Assess possibility of direct illegal acts.
	AU Sec. 315.11
	
	
	
	

	B. Conduct meeting with owner(s) and senior management (AU Sec. 315.06)

	1.
	Ascertain and document that owner(s) and senior management understand entity and entity’s industry.
	AU Sec. 315.06
	90 Question Business Health Checkup
	
	
	

	2.
	Ascertain and document that owner(s) and senior management understand basic fraud concepts
	AU Sec. 315.06
	Firm Audit Packet
	
	
	

	3.
	Ascertain and document that owner(s) and senior management understand direct illegal acts and other illegal acts concepts
	AU Sec. 315.06
	
	
	
	

	4.
	Ascertain and document what they believe “what can go wrong” in each financial statement line item
	AU Sec. 315.06
	Memo
	
	
	




	5.
	Ascertain and document how and where they believe the entity's financial statements might be susceptible to material misstatement due to fraud, how management could perpetrate and conceal fraudulent financial reporting, and how assets of the entity could be misappropriated.
	AU Sec. 315.06
	Memo
	
	
	

	PART 4 – DOCUMENT RISK OF ERRORS

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	Identify and describe what can go wrong and cause material errors for each relevant assertion (i.e. – inherent risk)
	AU Sec. 315.26
	N/A – use memo
	
	
	

	2.
	Identify and describe controls that are likely to prevent or detect what can go wrong for each relevant assertion (i.e. – control risk)
	AU Sec. 315.26
	N/A – use memo
	
	
	

	3.
	For each relevant assertion, assess risk of material error (low, moderate, or high) and document basis for the assessment in audit program templates
	AU Sec. 315.26
	N/A – use memo
	
	
	

	PART 5 – ASSESS RISK OF FRAUD

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	In addition to meeting with professional staff working on engagement and meeting with owner(s) and senior management, document procedures performed to obtain information necessary to identify and assess the risks of material misstatement due to fraud
	AU 240
	N/A – use memo
	
	
	

	2.
	Document whether or not specific risks of material misstatement due to fraud exist.  If specific risks exist, document relevant assertion(s) impacted by risk of fraud and nature of risk(s).
	AU 240
	N/A – use memo
	
	
	

	3.
	If not done so in step 2, document the risk of fraud with respect to the relevant revenue assertions
	AU 240
	N/A – use memo
	
	
	

	4.
	Document whether or not specific risks of material misstatement due to fraud came to light during the performance of other audit procedures
	AU 240
	N/A – use memo
	
	
	




	5.
	Document the nature of any communications about fraud made to the owner(s) and management of the entity.  If none, so document.
	AU 240
	N/A – use memo
	
	
	



	PART 6 – ASSESS RISK OF DIRECT ILLEGAL ACTS

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	Document procedures performed to identify existence of material misstatements due to direct illegal acts
	 AU 250
	N/A – use memo
	
	
	

	PART 7 – COMPLETE AUDIT PROGRAM TEMPLATES

	

Procedure
	

Standard
	

Practice aid
	
Done
by:
	

Date
	Engagement document reference

	1.
	Based on assessment of risk(s), design audit procedures in order to obtain sufficient appropriate audit evidence there are no material misstatements with respect to the relevant assertions. Document procedures on audit program templates
	 AU 300
	N/A – use memo
	
	
	





AUDIT PROGRAM TEMPLATE
[AUDIT AREA]

	GENERAL LEDGER ACCOUNTS COVERED BY AUDIT PROGRAM

	Account Number
	General Ledger Account Description
	XBRL Element Title

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	



	U.S. ASC MAJOR TOPICS IMPACTING AUDIT AREA

	Major Topic Section Number
	
Topic Description
	
Sub-Topic If Relevant

	
	
	

	
	
	

	
	
	



	BOOKKEEPING
(ET Independence Interpretation 101-3)

	Is there a requirement for bookkeeping services (i.e. – does entity require assistance in adjusting account balance(s) to financial statement basis of accounting)?  Yes ____  No ____  If yes, explain!






If yes, has client fulfilled their responsibilities for firm to maintain its independence as required by Interpretation 101-3, paragraph 2? Yes ____  No ____  If no, firm not independent and audit cannot be completed!
If yes, has firm fulfilled its responsibilities for firm to maintain its independence as required by Interpretation 101-3, paragraph 3? Yes ____  No ____  If no, firm not independent and audit cannot be completed!





AUDIT PROGRAM TEMPLATE
[AUDIT AREA]
(Continued)


	RELEVANT ASSERTIONS (AU 315.26b)

	Identify and number relevant assertions:

	
	
Relevant
	Number
relevant

	
	Yes
	No
	assertions

	Assertions about classes of transactions and events:
	
	
	

	    i.     Occurrence (Transactions and events that have been recorded have occurred and pertain to the entity.)
	
	
	

	    ii.    Completeness (All transactions and events that should have been recorded have been recorded.)
	
	
	

	    iii.   Accuracy (Amounts and other data relating to recorded transactions and events have been recorded 
           appropriately.)
	
	
	

	    iv.   Cutoff (Transactions and events have been recorded in the correct accounting period.)
	
	
	

	    v.    Classification (Transactions and events have been recorded in the proper accounts.)
	
	
	

	Assertions about account balances at the period end:
	
	
	

	    i.     Existence (Assets, liabilities, and equity interests exist.)
	
	
	

	    ii.    Rights and obligations (The entity holds or controls the rights to assets, and liabilities are the 
           obligations of the entity.)
	
	
	

	    iii.   Completeness (All assets, liabilities, and equity interests that should have been recorded have been 
            recorded.)
	
	
	

	    iv.   Valuation and allocation (Assets, liabilities, and equity interests are included in the financial statements 
            at appropriate amounts and any resulting valuation or allocation adjustments are appropriately 
            recorded.)
	
	
	

	Assertions about presentation and disclosure:
	
	
	

	    i.     Occurence and rights and obligations (Disclosed events and transactions have occurred and pertain to 
           the entity.)
	
	
	

	    ii.    Completeness (All disclosures that should have been included in the financial statements have been 
           included.)
	
	
	

	    iii.   Classification and understandability  (Financial information is appropriately presented and described
           and disclosures are clearly expressed.)
	
	
	

	    iv.   Accuracy and valuation (Financial and other information are disclosed fairly and at appropriate 
           amounts.)
	
	
	






AUDIT PROGRAM TEMPLATE
[AUDIT AREA]
(Continued)


	RELEVANT ASSERTION NUMBER ONE
[describe assertion]

	Identify and describe what can go wrong and cause a material misstatement (i.e. – inherent risk):


Identify and describe controls that are likely to prevent or detect what can go wrong (i.e. – control risk):


Assess risk of material misstatement
    Circle assessment:          low          moderate           high         
    Describe basis for the assessment:


Audit Procedures 



Conclusion(s):






 [Copy and paste “block” for each relevant assertion.]

AUDIT PROGRAM TEMPLATE
[AUDIT AREA]
(Continued)

	INTERNAL CONTROL MATTERS (AU SECTION 265)

	Assess and indicate whether the results of audit work for the audit area covered by the audit program indicate internal control related matters that are required to be communicated to management and others.





If so, add to the memorandum of points for the communication of internal control related matters.





	ASSESSMENT OF AUDIT WORK (AU SECTION 700)

	Assess and indicate if sufficient appropriate audit evidence has been obtained to reduce to an appropriate low level the risk material misstatement in the audit area covered by the audit program.









Appendix E to Quality Control Document    Basic Audit Program Templates
IRS LETTERS AND VISITS TO RETURN PREPARERS - FAQS FILING
What is the purpose of the letters and visits to selected tax return preparers? Is this related to the IRS’s efforts to improve the accuracy and quality of the returns prepared by paid tax return preparers?
Yes. This is the third year that the IRS is contacting selected tax return preparers nationally in an effort to improve the accuracy and quality of filed tax returns and to heighten awareness of preparer responsibilities. These contacts are another step in the IRS’s increased efforts to ensure paid tax return preparers are assisting taxpayers appropriately.
The text of the letter sent to tax return preparers is available online.
How many letters did the IRS send to tax return preparers?
In preparation for the 2012 filing season, the IRS sent letters to approximately 21,000 members of the return preparer community nationwide. This is one of multiple return preparer compliance initiatives. 
What is the focus of the letters?
For the 2012 filing season letters, the IRS will be focusing on tax return preparers who prepared a large number of individual returns with Schedules A, C or E during the 2011 filing season. The tax return preparers receiving the letters prepared returns with a high percentage of attributes that typically indicate errors on these schedules. The letters include an enclosure that outlines common issues they should be aware of on the specific schedule.  The letters also describe current responsibilities of tax return preparers, the consequences of filing incorrect returns, and new tax return preparer requirements. 
The text of the letter and enclosures are available online.
Was the professional designation of the tax return preparer (in other words, CPA, attorney, enrolled agent, or other professional designation) part of the selection process for either the letter or visit?
No. A tax return preparer’s professional designation was not a factor in determining who received the letter or who was selected for a visit. Letters were sent and visits scheduled nationwide with tax return preparers of all different professional designations. The tax return preparers who were sent letters and selected for visits come from a pool of tax return preparers who generally submit large volumes of tax returns with attributes that typically suggest errors on Schedules A, C, or E. The selection of preparers who received letters is based on filters we use to identify those preparers that may need assistance in meeting their required responsibilities.
How many return preparers will be visited by IRS revenue agents prior to and during the 2012 filing season? What is the purpose of the visits?
IRS revenue agents will be conducting approximately 2,100 compliance visits with members of the return preparer community nationally.
The purpose of these visits is:
· 	To confirm tax return preparers are complying with current return preparer requirements, including  the maintenance of records and signing and furnishing of PTINs on the tax returns that they prepare if required to do so; and
· 	To provide information on new return preparer requirements effective for the 2012 filing season.
When will the visits take place?
Visits are expected to start in November 2011 and be completed by April 15, 2012.
Why is the IRS mailing these letters and conducting the visits during the busiest time of the year?
The letters and the visits are an integral part of the ongoing effort by the IRS to enhance oversight of the tax return preparation industry and to provide educational outreach to the tax return preparer community.  Many tax return preparers do not maintain regular business hours except during the filing season, making it difficult for the IRS to schedule on-site visits except during the filing season. Also, mailing the letters and conducting the visits during the filing season allows tax return preparers to use the information the IRS is sharing with them when they prepare their clients’ returns during the 2012 filing season.  Using this information will help tax return preparers improve the accuracy of the returns that they prepare and avoid costly penalties for themselves and their clients.
What if a tax return preparer is busy and cannot meet with the revenue agent? What are the consequences?
The IRS is providing a 5-month timeframe to conduct the visits to ensure tax return preparers are given adequate notice to schedule their visitation.
Tax return preparers who are not meeting their preparer requirements under the Internal Revenue Code may have penalties imposed against them.  If tax return preparers who are not meeting their requirements also may be subject to discipline under Circular 230.  Tax return preparers who were issued a provisional PTIN may have their provisional PTIN revoked.  Meeting with the revenue agent provides the tax return preparer an opportunity to demonstrate that the tax return preparer is in compliance with return preparer requirements or explain why the tax return preparer has reasonable cause. 
How will I know if I am selected for a visit?
An IRS revenue agent will call those tax return preparers selected for a visit in advance to schedule the date and time of the visit. The revenue agent will send a letter confirming the location, date, and time of the visit.
If I am selected for a visit, will the visit take place in my office or at an IRS office?
The visit will take place at your place of business.

If I am selected for a visit, is the IRS expecting me to do any advance preparation?
The IRS will request that you have available tax forms that you prepared in 2011, including all relevant documents. Relevant documents include, but are not limited to, worksheets, interview notes, correspondence, and a copy of the returns you prepared for your clients. If the tax return preparer is an Electronic Return Originator, e-file transmission documents will also need to be made available.
No additional advance preparation is required, but the IRS will provide a link to educational material where you can review your obligations as a tax return preparer.
Will IRS revenue agents assess return preparer penalties during these visits?
If violations are found, the revenue agent may, with managerial approval, determine it is appropriate to propose penalties. During this review, IRS revenue agents will be determining whether tax return preparers:
· Provided the client with a copy of the tax return, 
· Signed the tax return as required by regulations,
· Furnished their identifying number as required by regulations, 
· Retained a copy or list of returns and claims for refund as required by regulations, 
· Filed correct information returns, 
· Properly refused to endorse or negotiate a refund check that was issued to a taxpayer, and 
· Properly safeguarded taxpayer information.
What due diligence requirements apply to tax return preparers?
In general, tax return preparers should understand the underlying substantive law affecting an item of income or deduction. Tax return preparers must exercise due diligence in preparing or assisting in the preparation, approval, and filing of returns, documents, affidavits, or other papers relating to IRS matters. Tax return preparers also must exercise due diligence in determining (1) the correctness of oral and written representations made by the tax return preparer to the IRS, and (2) the correctness of representations made by the tax return preparer to the client with reference to any matter administered by the IRS.  Tax return preparers who prepare returns for taxpayers who may be eligible for the earned income tax credit have additional due diligence requirements.  See the EITC Return Preparer Toolkit.
Can a tax return preparer rely upon documentation that hasn’t been verified?
Generally, yes. A tax return preparer generally may rely in good faith without verification upon information furnished by a taxpayer. A tax return preparer also may rely in good faith and without verification upon information and advice furnished by another advisor, another tax return preparer or other third party (including another advisor or tax return preparer at the tax return preparer’s firm).  A tax return preparer, however, may not ignore implications of information furnished to the tax return preparer or actually known by the preparer. A tax return preparer must make reasonable inquiries if the information as furnished appears to be incorrect or incomplete. Additionally, some provisions of the Internal Revenue Code or regulations require that specific facts and circumstances exist (for example, that a taxpayer maintains specific documents) before a deduction or credit may be claimed. A tax return preparer must make appropriate inquiries to determine the existence of facts and circumstances required by an Internal Revenue Code section or a regulation as a condition for claiming of a deduction or credit.
Does a tax return preparer have to audit books and records prior to preparing a tax return?
No.  A tax return preparer is not required to audit, examine, or review books and records, business operations, documents, or other evidence to independently verify information provided by a taxpayer, advisor, other tax return preparer, or other party.  However, as discussed above, a tax return preparer may not ignore implications of information furnished to the tax return preparer or actually known by the tax return preparer and must make reasonable inquiries if the information as furnished appears to be incorrect or incomplete.
Does a tax return preparer have an obligation to make inquiries of a taxpayer?
Yes, a tax return preparer must make inquiries of a taxpayer in order to prepare an accurate tax return.  In some situations, inquiries may be general, such as asking questions about whether or not the taxpayer made charitable contributions or if they own their own home.
Similarly, the tax return preparer must make general inquiries or have existing knowledge of the taxpayer's sources of income, such as whether or not the taxpayer received alimony, a refund of state taxes in the previous year, or received interest or dividends, and for Schedule C taxpayers, a more in-depth discussion to include what accounting method the taxpayer uses.
Tax return preparers should ask for taxpayer records where appropriate, such as the previous year’s tax return or copies of depreciation schedules for Schedule C or E taxpayers or stock basis for Schedule D taxpayers.
During these normal exchanges or discussions, the tax return preparer will gain a good deal of knowledge about the taxpayer.  The tax return preparer must make reasonable inquiries if the information as furnished appears to be incorrect or incomplete.
Additionally, as discussed above, some provisions of the Internal Revenue Code or regulations require that specific facts and circumstances exist (for example, that the taxpayer maintains specific documents) before a deduction or credit may be claimed.  These questions are necessary in order to ascertain enough information about a taxpayer to prepare the taxpayer’s tax return accurately.

The following is an illustrative example.  Client visits tax return preparer to have his tax return prepared and filed.  Client tells tax return preparer that he is married and has three children. Client hands tax return preparer a piece of paper that lists the Social Security number and date of birth for each of his children. Client also tells tax return preparer that he has one Form W-2 for $60,000, but that he failed to bring it with him.  Client then says that his wife has her own business and that, while she did not have any gross income, she incurred $20,000 in expenses.
Tax return preparer then prepares Client’s tax return as a married filing joint return with three exemptions, EITC, and a Schedule C loss (showing $0 gross income) without asking any questions or reviewing additional documentation.  Tax return preparer has neither exercised due diligence, nor met the standards prescribed by Treasury Regulations.
Will the IRS be contacting a tax return preparer’s clients as part of this initiative, and what rights do the clients have?
When the IRS visits preparers as part of the Fiscal Year 2012 IRS Return Preparer Initiative, the focus is on the return preparer's activity; not on the taxpayers' reporting compliance. The IRS is inspecting the taxpayers’ returns to ensure the tax return preparer's compliance with the preparer requirements under the Internal Revenue Code and related regulations. Taxpayers generally will not be contacted as a result of a return preparer visit.  Taxpayer contacts resulting from these visits will be to confirm potential violations by the return preparer that may result in the imposition of penalties against the tax return preparer.

Targeted Area of Concern
Schedule A, Itemized Deductions
As a paid tax return preparer, you must take all necessary steps to file accurate federal tax returns on behalf of your clients.  These steps include reviewing the applicable tax law, and establishing the relevancy and reasonableness of income, credits, expenses, and deductions to be reported on the return.  In general, a tax return preparer may rely in good faith without verification upon information furnished by the client.  You may not, however, ignore the implications of information furnished to, or actually known by you, and you must make reasonable inquiries if the information as furnished appears to be incorrect, inconsistent with an important fact or another factual assumption, or incomplete.  Additionally, a tax return preparer must make appropriate inquiries to determine the existence of facts and circumstances required as a condition for claiming a deduction or credit. 
A review of the tax year 2010 individual income tax returns you prepared reveals that these returns contain a high percentage of attributes of returns typically found to have significant errors on Schedule A, Itemized Deductions. 
To prepare accurate Schedules A, you should ask your clients sufficient questions to determine that the expenses claimed are correct.  Taxpayers may not fully understand the tax laws and may incorrectly believe they are entitled to claim deductions on Schedule A for non-qualifying expenditures.  The most common Schedule A issues are: 
	•	Unreimbursed Employee Business Expenses claimed on Form 2106.  Taxpayers may only claim allowable unreimbursed expenses. 
	•	Mileage claimed on Form 2106.  Taxpayers should have documentation to support business miles claimed. 
	•	Travel, meals and entertainment expense.  Taxpayers must have documentation of business purpose, as well as receipts to support expenses claimed. 
	•	Charitable contributions.  Taxpayers must have receipts for all cash contributions and adequate documentation for all non-cash contributions. 
For more information on issues related to Schedule A, please visit www.irs.gov and review Tax 
Topics 501 through 514.


Targeted Area of Concern
Schedule C, Profit or Loss from Business (Sole Proprietorship)
As a paid tax return preparer, you must take all necessary steps to file accurate federal individual income tax returns on behalf of your clients.  These steps include reviewing the applicable tax law, and establishing the relevancy and reasonableness of income, credits, expenses, and deductions to be reported on the return.  In general, the preparer may rely in good faith without verification upon information furnished by the client.  You may not, however, ignore the implications of information furnished to, or actually known by you, and you must make reasonable inquiries if the information as furnished appears to be incorrect, inconsistent with an important fact or another factual assumption, or incomplete.  Additionally, a tax return preparer must make appropriate inquiries to determine the existence of facts and circumstances required as a condition for claiming a deduction or credit. 
A review of the tax year 2010 individual income tax returns you prepared reveals that these returns contain a high percentage of attributes of returns typically found to have significant errors on Schedule C, Profit and Loss From Business (Sole Proprietorship). 
To prepare accurate Schedules C, you should ask your clients sufficient questions to determine that the expenses claimed are correct.  Taxpayers may not fully understand the tax laws and may incorrectly believe they are entitled to claim deductions on Schedule C for non-qualifying expenditures.  The most common Schedule C issues are: 
	•	Gross receipts not being fully reported.  Books and records should be available for review to substantiate amounts reported. 
	• 	Expenses claimed must be ordinary and necessary for the type of business reported. 
	• 	All expenses claimed are to be paid or incurred during the taxable year and the allowable amount of the expense must be correctly computed. 
For more information on issues related to Schedule C, please visit www.irs.gov.


Targeted Area of Concern
Schedule E, Supplemental Income and Loss
As a paid tax return preparer, you must take all necessary steps to file accurate federal individual income tax returns on behalf of your clients.  These steps include reviewing the applicable tax law, and establishing the relevancy and reasonableness of income, credits, expenses, and deductions to be reported on the return.  In general, a tax return preparer may rely in good faith without verification upon information furnished by the client.  You may not, however, ignore the implications of information furnished to, or actually known by you, and you must make reasonable inquiries if the information as furnished appears to be incorrect, inconsistent with an important fact or another factual assumption, or incomplete.  Additionally, a tax return preparer must make appropriate inquiries to determine the existence of facts and circumstances required as a condition for claiming a deduction or credit. 
A review of the tax year 2010 individual income tax returns you prepared reveals that these returns contain a high percentage of attributes of returns typically found to have significant errors on Schedule E, Supplemental Income and Loss. 
To prepare accurate Schedules E, you should ask your clients sufficient questions to determine that the expenses claimed are correct.  Taxpayers may not fully understand the tax laws and may incorrectly believe they are entitled to claim deductions on Schedule E for non-qualifying expenditures.  The most common Schedule E issues involve: 
•  Rental income and expenses not being properly reported. 
•  Rental depreciation not being correctly calculated. 
•  Limitations surrounding passive activities, basis and at-risk rules not properly considered or calculated 
For more information on issues related to Schedule E, please visit www.irs.gov.
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