DISENGAGEMENT INFORMATION

ANNUAL CLIENT EVALUATION
Because a professional services firm’s practice areas, strategies, and risk profile evolve over time, annual client evaluation is a component of good practice management. Upon review, it may be discovered that certain clients are no longer a desirable fit for the firm or that some behaviors of clients have become problematic and are causing harm to the morale of the staff, creating issues for partners, and are preventing service opportunities to clients who are compatible with the business model of the firm. 

Additionally, ethical considerations may arise during the course of representation that may require disengagement.  For example, a conflict of interest may arise that was not initially present, or the client may try to engage you to participate in fraudulent or illegal conduct that may require disengagement.

Recognizing the need to terminate certain client relationships is fundamental to effective practice management. Identifying the point at which to end a client relationship is an art that should be ingrained in the firm’s culture. 
After recognizing a specific client relationship that needs to be terminated, firm risk can be limited by informing the client via writing of the firm’s decision to end the relationship. If the termination is not effectively communicated, the client and third parties may continue under the assumption that the client is still served by the firm. Even where a client understands that there is no longer a relationship, when there is a lack of termination documentation, clients may still be under the impression that the CPA firm will perform the annual services as usual. 
RATIONALIZING A RELATIONSHIP

Firms may rationalize the continuation of a poor client relationship for a multitude of reasons, such as where the firm is hesitant to lose the revenue of a client; where a CPA has provided professional services to a client for a long duration; where the CPA also serves the whole family in business and professional matters; where the client is an acquaintance outside of the professional relationship with the CPA, and the client and CPA’s paths will cross in the community; or where a client may be a referral source, a likeable person just experiencing financial issues, or respected within the community. Notwithstanding any such issues, the firm should consider terminating the relationship when a client places stress on the practice. 

PROBLEM CLIENT INDICATORS THAT MAY SIGNAL TIME TO DISENGAGE
To minimize litigation risk, timely termination of a relationship involving a problem client is critical. An annual assessment of the client portfolio should be implemented by the firm shortly after busy season when interactions with clients are fresh. Behaviors and circumstances evidencing a need for termination may include the following:

· Ethical complications arise, such as conflict of interest or client engaging in fraudulent or illegal conduct;

· Consistent late payment of fees or nonpayment;

· Consistent delays or difficulty in obtaining requested information;

· Frequent complaints regarding price or service;

· Client and CPA disagreements or disputes (regarding issues such as aggressive tax positions, fees, or accounting treatments);

· Disputes or disagreements among the client’s partners or shareholders;

· Failing to follow, or ignoring, professional advice;

· Consistently negative responses to areas of improvement raised by the CPA firm;

· High turnover in management and accounting;

· Insufficient management integrity;

· Insufficient internal controls;

· Substandard treatment of CPA firm staff;

· Substandard treatment of the client’s own accounting department 
· Evidence that the client’s management does not prioritize accounting/fiscal oversight;
· Actual or potential conflicts of interest between the client and the CPA (suck as divorcing or divorced clients).

Similarly, the complexity, strategies, structure, or business relationships of a client may change, creating risk in engagement to the CPA firm that the firm might not desire. Determining if, and when, to terminate the client relationship is a judgment call on the part of the firm. The firm should perform an assessment of risk minimization, business goals, and personal values.
“POSITIVE” REASONS THAT MAY SIGNAL TIME TO DISENGAGE

Not all of the reasons to disengage with a client will be comprised of “problem” indicators.  Sometimes there will be positive reasons to disengage with a client, which may include the following:

· If the CPA business expands to larger clients and is no longer able to provide smaller clients with sufficient personal attention, or if the CPA business expands to an extent that its fees are no longer cost effective for smaller clients. is growing and evolving, you may discover that your client base must evolve along with it.
· If the CPA business changes focus to areas of practice not applicable to certain existing clients.

· If a client similarly changes for the reasons set forth above and the CPA business is no longer a good fit for the client.
FORMAL AND EFFECTIVE TERMINATION
A decision to terminate a client relationship should always be communicated and documented in writing. Too many risks exist to ignore a problem client until the client chooses to terminate the relationship. Such an approach will likely lead to malpractice claims. Additionally, clients are more likely to complain to state boards when the client was unaware of the firm’s termination and a tax filing deadline, or similar deadline, was missed. A lack of written documentation makes it more difficult for a firm no longer associated with a client to escape harm where third parties are still operating under the impression that the client continued to be served by the firm. 
Written documentation provides strength to a CPA firm’s defense against claims where the documentation is factual and includes the following:
· Scope of services and dates services ended (usually the termination letter date); 
· Issues relating to any work-in-process;

· Fees due to the firm;

· Status and location of original client records;

· Firm guidelines for responding to a request for client record copies [Note: not addressed in the forms we’ve prepared] and the firm’s record retention policy; 
· Follow-up items requiring completion by the client (i.e. tax return due dates and a recommendation to the client to engage another accounting professional or tax attorney). 
Ideally, the letter terminating the client relationship should clearly identify and inform the client of the termination date for services provided to the client; the substance of the letter should be confined to the topics above.  

CAUTION
The process of terminating a client relationship requires caution. Before proceeding when a client faces an upcoming tax or regulatory deadline that may be hard for the client to meet in light of the termination of professional services, an attorney and the firm’s professional liability insurance carrier should be consulted. A separate findings letter may be necessary and should accompany the termination letter to the client where there are exhaustive matters requiring the client to follow-up, such as misclassification of an employee status versus the status of independent contractor; observations of internal control deficiencies; or tax law noncompliance. The termination letter and findings letter should be sent certified mail return receipt requested or some similar method allowing for evidence of receipt. 
EVALUATING THE TERMINATION PROCESS
The client termination process should be evaluated to identify whether there were danger signs ignored during the client engagement process. Did the client work with several other accounting professionals or firms in the past before contacting the firm? Was the firm refused access to the prior CPA or firm by the client? Was the client hesitant or refused to agree to engagement terms via a formal engagement letter? Did the client delay in responding to follow-up requests for information from the firm? Were there issues of significant tax compliance delinquencies? 
When the termination of a client relationship causes a CPA or firm to state that the engagement never should have been accepted initially, the danger signs that were ignored in the process of engagement should be evaluated and considered in establishing new or future firm practices on client acceptance. 
THE UPSIDE TO TERMINATION
The modification and development of a solid client acceptance and review policy will provide subsequent benefits to the firm. Time no longer spent providing professional services to a problem client will allow the firm to strengthen its solid relationships with its non-problem clients and to begin relationships with new clients. The stress on the firm professionals, including billings, collections, and workloads, associated with the problem client will be relieved. 

Ultimately, the continued participation of the firm in harmful client relationships will leave long-lasting negative effects on the firm irrespective of the interim effects of terminating the relationship. Through elimination of such relationships, the focus of the firm’s resources can once again be on the high-quality professional services provided to clients who heed the firm’s advice, pay invoices on time, and fit within the firm’s business model. CPA firms can avoid potential professional liability insurance claims that will be costly and time-intensive by properly terminating a client relationship. 
Page 3 of 4

