RECORD RETENTION

Record defined
· A record is defined as any medium, manual or computerized, which a business or organization is required to keep for a specific time frame, which contains information either made or received by the business or organization that evidences activities or operations.  

· Many forms of documentation comprise records, such as documents relating to assets and liabilities, supporting documents, journals, or documentation of monetary transactions, including receipts.

· Examples: electronic memos and files, including emails, general ledgers, financial statements, pdf files, facsimiles, and spreadsheets.

· If data does not contain any information, it may not be considered a record. 
Why retention is necessary
· Unfortunately, there is not a single record retention “safe harbor” for the CPA professional.  However, it is necessary for every CPA to have a record retention policy.

· The establishment of a consistent internal record retention policy is necessary for reasons of legal, ethical, and operational importance. A solid record retention policy achieves three goals: 
· operational efficiency, 
· compliance with professional and regulatory regulations, and 
· optimum client service. 
· To meet these goals, documents must be secure, accessible, and organized.

· Also, upon the termination of a firm’s relationship with a client, the record remains as the firm’s only evidence regarding the services provided. If litigation results, the record affords evidence that such services met all applicable standards of profession. 

· Federal law requires copies of tax returns and supporting documents to be maintained for three years. Unfortunately, the three-year law creates the impression of safety as long as documents are retained for this time period. However, if the IRS believes income has been significantly underreported by 25% or more, or if the IRS believes there is an indication of fraud, it may go back 6 years in an audit.
· Accordingly, best practices would be to retain most records for a seven-year period.

· Please see the suggested record retention schedule provided.
Having an internal policy matters
· An accountant or auditor should be able to provide its clients with record retention guidelines that are reliable. Such guidelines should be included in an organization’s procedures manual together with a statement that it is the organization’s policy to follow the record retention requirements. Also appropriate to include in the policy are instructions relating to safe and appropriate disposal of confidential or sensitive records.
· The creation of thoughtful policies is a basic risk management strategy. To make the accountability intent apparent, policies should be written clearly. 
· A retention policy not only standardizes a company’s policies, but also ensures compliance with applicable law and may shield a company during litigation.
· Please see the example record retention policy provided.
Destruction of records
· Document destruction should be contemplated carefully. Premature document destruction by a firm in the hopes of avoiding litigation will likely backfire. In litigation, many courts will accept the jury inference that the destruction of work papers by a firm evidences malpractice. 
· Additionally, because CPAs are viewed as documentation experts, jurors may hold CPAs to a higher standard than clients where there is a lack of record or documentation. 

· If a paper document is not retained in a firm’s file, it must be shredded or incinerated if it contains data of a sensitive nature or if it contains confidential information.

· Examples of sensitive data or confidential information includes any document containing a client name or social security number, or a federal ID number 
· Electronic documents should be destroyed by deletion from the storage medium and the subsequent purging of the medium itself. To the greatest extent possible, a qualified information technology professional should be consulted to ensure the data is not recoverable. 
Exceptions to document retention policies
· Exceptions to your document retention policy should be very limited and the reason for such exception should be documented.

· A firm should permanently maintain a list of all files destroyed. 

· If there is an investigation into a client by a government agency, or if litigation is threatened or pending with regard to a client, all relevant records should be retained, even if there has been no request for such records and even if the records would otherwise be destroyed under normal policy/procedures.
· Not every draft of a document needs to be retained; often retention of the final version of a document is sufficient.

Regulatory sources regarding record retention
· Before finalizing record retention policies, firms should review specific state and local governmental retention requirements, IRS regulations, any third-party requirements, and the filing and record retention guidelines of the AICPA. 

· Additionally, firms may want to consider contacting legal counsel, as necessary, to ensure that regulatory requirements for local and state jurisdiction are met, as both the location/state of the firm and the location/state of the client should be considered.
A word of caution
· Today, it is easier than ever to create a backup set of records and store those records electronically or through online backup.
· If backup records are stored in such a manner, a firm should take every precaution in ensuring that client data is protected. Doing so can help prevent the accidental leak of client information that may lead to identity theft. Again, an information technology professional should be consulted to ensure client data is secure. 
SUGGESTED RECORD RETENTION SCHEDULE
Permanent Retention
· Audit reports of accountants  

· Balance Sheets 

· Capital stock and bond records  

· Cash books  

· Cash Disbursement & Receipt Record 

· Chart of accounts  

· Checks (canceled: for important payments, i.e. dividends, taxes, purchases of property, special contracts, etc., checks should be filed with the papers pertaining to the underlying transaction)  

· Check register

· Contracts and leases still in effect  

· Corporate documents (articles of incorporation, charter, by-laws, etc.)

· Correspondence (legal and important matters only)  

· Deeds, mortgages and bills of sale  

· Depreciation schedules  

· Documents substantiating fixed asset additions

· Financial statements (year-end)  

· General and private ledgers (end‐of‐year trial balances)  

· Insurance policies (life)

· Insurance records, current accident reports, claims, policies, etc.
· Investment trade confirmations

· IRA Statements (deductible & nondeductible)

· IRS revenue agents’ reports  

· Journals  

· Legal records

· Minute books of directors and stockholders, including by‐laws and charter  

· Profit/Loss Statements 

· Property records‐including costs, depreciation reserves, depreciation schedules, blueprints and plans 

· Property appraisals 

· Retirement and pension records

· Subsidiary Ledger 

· Tax returns and worksheets, revenue agents’ reports and other documents 

· Trademark and patent registrations  
· Trial Balance 

7 years following payoff, disposition, or termination (** But See Below For Alternative)
· 338 Election 

· 401 K/Keogh Statements 

· Accident reports / claims (settled cases)  

· Accounts payable / Accounts receivable records  

· Accounts Payable Ledger 
· Accounts Receivable Aging Reports  

· Accounts Receivable Ledger 
· Accounts Receivable Invoices 
· Accounts Written-off 
· Authorization - Accounting 
· Annuity Year End Statements 
· Attendance Records 
· Bank Reconciliations 
· Bank Statements 
· Cash Sales Slips 

· Certificates of Deposit Statements 

· Charge Slips 

· Checks (canceled: payroll)  

· Contracts and leases (expired)  

· Disability Benefits - after expiration / settlement 

· Disability Insurance Claims 

· Expense analyses / distribution schedules  

· Expense Reports 

· Fire inspection reports

· Forms 1098 

· Forms 1099 Received 

· Inventories of products, materials and supplies  

· Invoices to customers  

· Invoices from vendors  

· Insurance policies other than life

· Loan Records

· Major Purchase Receipts

· Medical Benefits

· Medical History (employee)

· Medical Receipts

· Mortgages and note agreements

· Notes receivable ledgers and schedules  

· Option records (expired)  

· Payroll records, checks, summaries, and time reports
· Performance Record (after termination) 

· Personnel File – (after termination)

· Petty Cash Records 

· Plant cost ledgers  

· Purchase orders (purchasing dept. copy)  

· Safety records

· Sales records  

· Schedule K-1’s from Partnership or S Corporation 

· Scrap and salvage records  

· Stock and bond certificates (canceled)  

· Subsidiary ledgers  

· Time books  

· Voucher 

· Voucher registers and schedules

· Worthless securities

· Year-end Brokerage Statements / Trade Confirmations 
**Because there is no “central” authority for record retention, it may be a good practice in the alternative to choose to keep the records identified above for an 8-year period, PLUS the number of years equal to the statute of limitations for CPA malpractice in your jurisdiction.  This may be overkill, but you will be rest assured that you have complied with record retention requirements of most every jurisdiction.
3 years (**But See Below for Alternative)
· Bank deposit slips 
· Bills of lading

· Budgets 
· Contractors (3 years from date of completion of contract)

· Employment Applications (not hired)

· Employee Tip Substantiation
· Expired Insurance Policies

· Family & medical leave

· Food or Beverage Establishment Reporting Tips (large)

· Foreign Insurance Policies
· Freight bills

· General Correspondence (including emails)
· Insurance claims (settled)

· Internal Audit Reports

· Internal Reports

· Inventory lists, reports

· Petty Cash Vouchers

· Physical Inventory Tags

· Savings Bond Registration Records of Employees

· Sick pay (employees)

· Time cards & daily time reports for hourly employees

1 year (**But See Below for Alternative)
· Correspondence with Customers and Vendors

· Duplicate Deposit Slips

· Purchase Orders (other than Purchasing Department copy)

· Receiving Sheets

· Requisitions

· Stenographer's Notebooks

· Stockroom Withdrawal Forms

· Telecommunication Copies
**Because there is no “central” authority for record retention, it may be a good practice in the alternative to choose to keep the records identified above for an 8-year period, PLUS the number of years equal to the statute of limitations for CPA malpractice in your jurisdiction.  This may be overkill, but you will be rest assured that you have complied with record retention requirements of most every jurisdiction.
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