CHECKLIST – ENGAGEMENT LETTER

The following checklist items should be considered for inclusion in engagement letters, as appropriate. 
Adequately Describe the Scope and Objectives of the Project and Have Exclusion clause.
The engagement letter should adequately describe the scope and objectives of the project to be completed (i.e. tax return, audit, estate and gift tax return, etc.), including the time-frame that the CPA will be reviewing (tax return for “2018”, or audit for time beginning 1/1/2017 – 12/31/2017).  If possible, the engagement letter should include a proposed completion date for the project, subject to delays that are unavoidable (such as other deadlines that the CPA has to meet for other clients).  If a report will be included at the end of (or during) the project, such as a final audit report, the engagement letter should also provide a section as to what the report will consist of, and how it will be presented, and who it will be presented to.  The responsibilities of the accountant should be set forth as well.
If there are any special requirements or instructions that client needs, they should be listed.

An exclusion clause that identifies what services will not be provided may be appropriate due to the broad nature of tax services. For example, a payroll tax preparation engagement might exclude classifications of independent contractors, labor regulations, and ERISA compliance.  In short, there should be a statement of limitations of the engagement.
Prior-year returns. 

Language to the effect that the CPA is responsible only for positions taken on the current-year return and not for positions on returns for previous year returns prepared by another firm or preparer. 

Deadline for submitting return information. 
The date by which a client must provide necessary information to prepare the return to the firm should always be included in the engagement letter. 
Stop-work provisions. 
CPA firms should consider stop-work provisions for conflicts of interest, clients who provide tax information late, refuse to take the advice of the CPA, or clients that act unethically. Stop-work provisions are normally utilized when clients fail to pay. 
Return use limitation. 
Potential liability may arise when clients submit tax returns to third parties instead of a financial statement. Such liability can be minimized and addressed by including a clause limiting the use and distribution of the return. 
· Example clause: Advance written permission from [FIRM NAME] is required before you may circulate tax returns prepared by [FIRM NAME], or the supporting data used in preparation of the returns, to named third parties. You agree that [FIRM NAME] is not liable for damage incurred in circumstances where advance written permission is not granted by [FIRM NAME]. 
Supporting documentation and Client Obligations. 

A reminder to clients of their responsibility in maintaining adequate records which support claimed deductions on a return, including the appropriate timeframe of retention, should be included in the engagement letter.  Also, engagement letters should set forth what the client is responsible for as to providing information, producing financial statements and supporting documentation, honesty, etc.  As to documentation and information, the engagement letter should specify when possible a deadline as to when the client must provide the documents and information.
Some specific items of client obligations are to make sure that the client understands its responsibility for the following:

i. for the selection of the financial reporting framework to be applied in the preparation of financial statements. 
ii. for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of the financial statements that are free from material misstatement, whether due to fraud or error, unless the accountant decides to accept responsibility for such internal control.  
iii. for preventing and detecting fraud. 
iv. for ensuring that the entity complies with laws and regulations applicable to its activities.
v. for the accuracy and completeness of the records, documents, explanations, and other information, including significant judgments provided by management for the preparation of financial statements. 
vi. to provide the accountant with: (1) access to all information of which management is aware that is relevant to the preparation and fair presentation of the financial statements, such as records, documentation, and other matters; and (2) additional information that the accountant may request from management for the purpose of the engagement; and (3) unrestricted access to persons within the entity of whom the accountant determines it necessary to make inquiries.
Tax-position clauses.
In order to avoid conflicts that may arise between what the client thinks is acceptable and professional standards, engagement letters should include language that tax positions taken must satisfy professional standards.

Taxing authority examination. 
Representation of a client in an examination should be covered under the terms of a separately signed engagement letter. 
Guaranteed results or outcomes. 
Results or outcomes should never be guaranteed; an engagement letter is a contract, not a marketing tool. 
Successor and assigns.
Engagement letters should include “successor-and-assigns” language to prevent the necessity of having clients sign an additional engagement letter should the firm be acquired by another firm. 

Liability limitations. 
Disclaimers limiting liability, consequential damages, and limitation of the period to commence a lawsuit should be considered. The applicability of such clauses is state-specific and local legal counsel should be consulted. 
Indemnification clauses. 

The risk of third-party suits relating to professional liability claims brought by parties not bound by engagement letters can be minimized through the use of indemnification clauses. Inclusion of such clauses can result in the reimbursement of the CPA for losses sustained through suit. A common indemnification clause includes reimbursement for providing testimony in tax inquiries and investigations. Additionally, clauses which require the client to pay for the CPA’s attorney fees and costs in defending any suits by third parties can be helpful.
Alternative dispute resolution (ADR). ADR clauses represent one of the best defenses against CPA malpractice claims and should be considered for inclusion in firm engagement letters. If desired, ADR can be specified only for fee disputes.
· Example arbitration clause for fee dispute: Any controversy or claim regarding our fees and costs arising out of or relating to this contract shall be settled by arbitration administered by the American Arbitration Association in accordance with its Professional Accounting and Related Services Dispute Resolution Rules, and judgment on the award rendered by the arbitrator(s) may be entered in any court having jurisdiction thereof.
Email communications.
Communication with clients via email should be identified in the engagement letter due to the need to preserve data security and client confidentiality.

· Example clause: In connection with this engagement, we may communicate with you or others via email transmission if you provide us permission to do so. You should be aware that there are many risks in communicating through e-mail.  There is a risk that a message may be intercepted as it travels either through the Internet or through the network to which your computer is connected. There is also a risk that a message may be intercepted through the individual computer that you use to send or receive e-mails.  Someone else may be able to access your e-mail either from the same Internet account or through e-mail stored on the computer itself. Computers are frequently set up to store all e-mail sent and/or received.  In addition, many computers create “temporary” files that may backup your e-mail messages.  Because e-mail is a continually changing technology, there may be other risks not specifically mentioned in this paragraph.  If after taking into consideration the risk of e-mail, you wish to communicate with me by e-mail, please put your e-mail address in the appropriate blank at the end of the letter.

Additionally, we specifically disclaim and waive any liability or responsibility whatsoever for interception or unintentional disclosure of emails transmitted by us in connection with the performance of this engagement. In that regard, you agree that we shall have no liability for any loss or damage to any person or entity resulting from the use of email transmissions, including any consequential, incidental, direct, indirect, or special damages, such as loss of revenues or anticipated profits, or disclosure or communication of confidential or proprietary information.
Reliance on Facts Provided by Client.  The engagement letter should state that the CPA’s work on the project is reliant upon the adequacy and veracity of information and documentation as provided by client to CPA.

Known Negative Conditions.  If there are known negative conditions or adverse situations with respect to the client, the engagement letter should specify this fact if possible.

Warnings Regarding Inadequate Internal Controls.  If the scope of the project would require internal controls on the part of the client, the engagement letter should state that the CPA will provide warnings if inadequate internal controls are perceived during the project in accordance with applicable professional conduct standards.
Limits on Financial Statement Distribution.  The engagement letter should set forth the applicable limits on financial statement distribution (if not already covered in privacy policy or other policy provided to the client by separate document).

Disclose Non-Accountant Return Preparers.  If there are going to be non-CPA tax return preparers working on the client’s tax return, the engagement letter should disclose this.
Privacy Policy.  Engagement letters should reference the CPA’s privacy policy.  It should either include the privacy policy or state that one has been provided to the client separately or is available upon request

Records Retention.  Engagement letters should reference the CPA’s records retention policy.  It should either include the records retention policy or state that one has been provided to the client separately or is available upon request.

Provide for Contact Information.  If the project that is the subject of the engagement is with an entity with management, employees, etc., then the engagement letter should set forth the person within the client’s organization with whom standard communications should be made.

Termination.  Engagement letters should set forth the circumstances upon which each party may terminate the agreement.
Fees and Costs.  Engagement letters should specify with particularity how the CPA fees are going to be charged and when billing is to take place.  Also, if the CPA is going to charge for costs (i.e. out-of-pocket expenses such as copies, mileage, long-distance, etc.) the engagement letter should notify the client of this.

Require Client’s Signature.  As a condition to employment, the signature of the client or an authorized agent of the client should be required on the engagement letter, and an original signed engagement letter should be returned to the CPA by the client or client’s authorized agent.
SSARS 21 (effective December 15, 2015) and SSARS 23 (effective May 1, 2017).
The clarified and revised standards for engagements on financial statements supersede all existing AR sections except for AR section 120, Compilation of Pro Forma Financial Statements.

The Accounting and Review Services Committee of the AICPA determined significant changes to the existing standards were necessary for two reasons: 

· Professional judgment used in determining when “submission” occurred which would trigger the requirement to compile was considered confusing and caused inconsistency in practice, especially as it related to the determination of when an accountant prepared financial statements, and

· Changes to AICPA Independence Interpretation 101-3 related to the preparation of financial statements now being defined specifically as a non-attest engagement.

SSARS 21 (as amended by SSARS 23) is composed of the following four sections:

· AR-C 60: General Principles for Engagements Performed in Accordance With Statements on Standards for Accounting and Review Services

· intended to help accountants better understand their professional responsibilities when performing engagements in accordance with SSARSs.

· AR-C 70:  Preparation of Financial Statements 

· Applicable when the accountant is engaged to prepare financial statements, but is not engaged to perform an audit, review, or a compilation on those financial statements.

· In addition to the engagement checklist set forth above, the AR-C 70 requires the following provisions to be included:

· Agreement of management that each page of the financial statements will include a statement indicating that no assurance is provided on the financial statements or the accountant will be required to issue a disclaimer that makes clear that no assurance is provided on the financial statements.

· Identification of the applicable financing reporting framework for the preparation of financial statements.

· Whether the financial statements are to contain a known departure or departures from the applicable financial reporting framework (including inadequate disclosure) or omit substantially all disclosures required by the applicable financial reporting framework.

· AR-C 80: Compilation Engagements 

· Applicable when the accountant is engaged to perform a compilation of financial statements.

· In addition to the engagement checklist set forth above, the AR-C 80 requires the following provisions to be included:

· Identification of the applicable financial reporting framework for the preparation of the financial statements.

· The expected form and content of the accountant’s compilation report and a statement that there may be circumstances in which the report may differ from its expected form and content.

· AR-C 90: Review of Financial Statements
· Applicable when the accountant is engaged to perform a review of financial statements.

· In addition to the engagement checklist set forth above, the AR-C 80 requires the following provisions to be included:

· Identification of the applicable financial reporting framework for the preparation of the financial statements

· The expected form and content of the accountant’s review report and a statement that there may be circumstances in which the report may differ from its expected form and content.

The sections for preparation, compilation, and review of financial statements should be thoroughly reviewed prior to drafting an engagement letter for such services and are available at:

http://www.journalofaccountancy.com/content/dam/jofa/archive/issues/2014/12/ssars-21-final.pdf
https://www.aicpa.org/Research/Standards/CompilationReview/DownloadableDocuments/SSARS_23.pdf 
AR-C 60 (Additional Comments). AR-C 60 now contains specific guidance related to engagement acceptance and continuance for all engagements under SSARS, including preparation, compilation, and review engagements. AR-C 60 states that an accountant shall not accept an engagement when any of the following exist:

· The accountant has reason to believe that relevant ethical requirements will not be satisfied;
· The accountant’s preliminary understanding of the engagement circumstances indicates that information needed to perform the engagement is likely to be unavailable or unreliable; or
· The accountant has cause to doubt management’s integrity such that it is likely to affect the performance of the engagement.

As a condition for engagement acceptance, the accountant should:

· Determine whether preliminary knowledge of the engagement circumstances indicate that ethical requirements regarding professional competence will be satisfied;
· Determine whether the financial reporting framework selected by management to be applied in the preparation of the financial statements is acceptable; and
· Obtain an engagement letter. 
SSARS 22 (Effective May 1, 2017 for Compilation Reports on Pro Forma Financial Information)
AR-C Section 120 has been clarified and revised and provides the standards to be used in the limited circumstances of providing compilation reports on pro forma financial information.  For purposes of AR-C 120, “Pro Forma Financial Information” is a presentation that shows what the significant effects on historical financial information might have been had a consummated or proposed transaction (or event) occurred at an earlier date.  (Ref:  par. A2-A5).

· AR-C 120 set forth the objective of the accountant in a compilation of pro forma financial information as follows:  “to apply accounting and financial reporting expertise to assist management in the presentation of pro forma financial information and report in accordance with this section without undertaking to obtain or provide any assurance on the pro forma financial information.”

· In addition to the engagement checklist set forth above, the AR-C 120 requires the following provisions to be included:

· Identification of the applicable financial reporting framework for the preparation of the pro forma financial information

· The expected form and content of the accountant’s compilation report and a statement that there may be circumstances in which the report may differ from its expected form and content.

The sections for preparation, compilation, and review of financial statements should be thoroughly reviewed prior to drafting an engagement letter for such services and are available at:
  https://www.aicpa.org/Research/Standards/CompilationReview/DownloadableDocuments/SSARS_22.pdf
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