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DISCUSSION DRAFT

PROPOSED PLAN FOR VOLUNTARY
QUALITY CONTROL REVIEW PROGRAM
FOR CPA FIRMS WITH SEC PRACTICES

FEBRUARY 19, 1976

Issued by the Committee on Self-Regulation of the
American Institute of Certified Public Accountants

AICPA, 1211 Avenvue of the Americas, New York, N.Y. 10036






A MESSAGE TO THE MEMBERSHIP

This document describes one of the major proposals to be considered at the spring mecting of
the Institute’s Council on May 3-5.

The proposal was considered at length by the Board of Directors on February 19 and led to
the adoption of the following resolution:

RESOLVED, that the Board of Divectors endorses the Plan for Voluntary Quality Control Review
Program for CPA Firms with SEC Practices as presented to it at its meeting on February 19, 1976, and
recommends that the Plan be discussed by the Council at its Spring 1976 mecting and that Council be
asked whether it wishes ta vote at thut meeting on implementation of the Plan. If that vote is affirmative,
the Board recommends acloption of the Plan at that mecting,

As indicated in Samuel A, Dericun’s transmittal letter, the proposal has been discussed throughout
the vear at two regular meetings of Council, at a series of regional meetings of Council, at state society
and chapter meetings, at scores of specially organized members™ forums, and at meetings of the five
advisory committees representing various segments of the membership. These sessions, as noted by
Mr. Dericux, have resulted in substantial changes in the proposal as originally presented. It s,
therefore, particularly vital that those familiar with the earlier drafts should carefully review this
latest version.

Because of its far-reaching imporlauce to the profession, however, it deserves the thoughtful
attention of every member,

I strongly urge you to undertake a thorough study of the proposal
vour views to vour representatives on Council prior to its spring meeting.

and then to communicate

Ivax O. BuLL
Chairman of the Board






AI PA American Institute of Certified Public Accountants
1211 Avenue of the Americas. New York. New York 10036 (212} 575 6200

Ivan 0. Bulli, CPA

Chairman of the Beard
American Institute of CPAs
1211 Avenue of the Americas
New York, New York 10036

Dear Ivan:

The members of the committee on self-regulation have considered carefully

the many comments and suggestions which have been received as a result of six
regional Council meetings, member forums, and the distribution of the

proposed quality control plan to other interested parties. After taking into
consideration the various opinions received from many sources, the committee has
revised the plan and made a number of significant changes, the most important
of which I will outline briefly in this letter.

The vast majority of Council members attending the regional meetings expressed
the belief that we should proceed without undue delay in adopting some form

of quality control/peer review program. They recognize that the pressures

on our profession are such that we must take positive action to demonstrate our
ability to regulate our own profession effectively.

Some Council members, and others from whom we have heard, have expressed

the opinion that there is a sense of urgency in moving forward on this program.
Others feel that more time is needed to study the implicatiomns of such a
program and to develop the standards by which the quality control procedures of
firms are to be judged. Out of these conflicting views we discern a
consistent pattern. Those who express a need for urgency are generally those
firms with SEC practices or those who recognize that it is in the area of

SEC practice that our credibility with the public at large is most crucial.
Those who believe we should take more time to study the implications of

the program and to develop the standards for the program are generally those
practitioners who do not have SEC practices.

The suggestion was made by a number of practitioners that the quality review

program which is under consideration by the self-regulation committee might be
oriented to SEC practice. This suggestion seems to provide a means of

allowing additional time to develop the standards for guality control procedures
in firms not having SEC practices, while moving ahead with a program designed
primarily for those firms which do have such a practice.

The committee decided at its meeting on January 26, 13876, to recommend moving
ahead with a new quality control review program for those firms whieh have S5EC



practices or which have a desire to prepare for SEC practice. This new
program is outlined in the committee report which accompanies this lettiler.

The committee also decided to recommend that the present local firm quality
review program be adapted to fill the needs of firms not engaged in SEC practice.
In addition, the committee recommends with regard to both programs that
appropriate standards for quality control and reviews thereof be developed for
approval by the auditing standards executive committee.

The committee concluded that the terms "participants in the program™ or
"participating firms" should be used in lieu of "registered" and "registration."
This change in terms was adopted to aveid the expressed fears that "registered"
would be used as a title such as "registered CPA firm."

We respectfully request that time be provided at the Board of Directors

meeting on February 19-20 for discussion of this revised plan. If the Board of
Directors acts affirmatively on the plan, we recommend that the plan be
presented at the next meeting of Council. After presenting the plan to Councili,
we would ask if it is prepared to vote on the plan at that time., If the
response is affirmative, we would proceed to a vote on the merits. If it is
not, we plan to continue our work and return for a vote in the fali.

If the Board decides to proceed, the plan should be widely distributed as
promptly as possible so that all of those who have expressed an interest in its
progress will be aware of the revisions which have been made.

On behalf of the members of the commiitee on self-regulation, I want you to
kxnow how much we appreciate the opportunities we have had to discuss the
proposed plan with members of Council and with other practitioners and how much
we appreciate the thoughtful response which we received as a result of the
exposure of the draft document. Some ¢f the comments on that draft were
positive and some were negative, but all were helpful.

Sincersly yours,

ol Dy

Samuel A. Derieux, Chairman

Committee on Self-Regulation

Samuel A. Derieux
Willard G. Bowen
David M. Culp
Arthur J. Dixon
Walter E. Hanson
William S. Kanagsa
Joseph F. Spilberg
William D. Sprague



PROPOSED PLAN FOR VOLUNTARY QUALITY CONTROL REVIEW PROGRAM
FOR CPA FIRMS WITH SEC PRACTICES

I, Introduction

Since 1972, the Institute has made
available to local CPA firms a
quality review program providing
independent review of selected au-
dit engagements and engagements
tor unaudited financial statements.
That program was not designed for
larger firms, most of whom have
clicnts who must file with the Secu-
rities and Exchange Commission.
Most such firms have developed
procedures for in-housc review de-
signed to test the quality of the
firm’s work; others have arranged
for evaluation of their practice by
another firm or hy a separate re-
view committce.

The committee on sclf-regulation
has concluded that the Institute
should make available to those
firms which have an SEC practice
or which have a desire to prepare
for such a practice, a program of
independent quality control review
as outlined in the following pages.
The committee recommends that
the program be presented to Coun-
cil for prompt adoption and im-
plementation.

The committee further concluded
that the present local firm quality
review program which is designed
to meet the needs of firms mnot
engaged in SEC practice should be
expanded.

The committee recommends with
regard to hoth programs that ap-
propriate standards for quality con-
trol and reviews thereof be de-
veloped for approval by the audit-
ing standards executive commiittec,

ii. Objective of Program

The objective of the proposed
program is to provide added as-
surance as to the quality control
standards for the audit practices
of the participating firms and, as a
consequence, to improve the per-

formance and credibility of the
profession.

The program will provide direct
benefits to participating firms
through the application of objec-
tive outside reviews to their quality
control policies and procedures. Tt
is designed for firms with SEC
practices because this arca of prac-
tice has borne the brunt of concern
resulting from publicity about liti-
gation against auditors.

The committec recognizes that
the program cannot provide ab-
solute assurance that all breaches
of audit performance will be
avoided in the future, However,
it can he expected to reduce the
number of such failures that might
otherwise occur.

fll. Generol Description

The quality control review pro-
gram would be voluntary and
would have the following features:

1. The program would be open
to CPA firms with SEC prac-
tices or which have a desire
to prepare for such practice.

[

A quality control review com-
mittee would be appointed to
administer the program.

3. Participation in the program
would be initiated by a firm’s
filing a letter of intent with
the Institute. The firm would
state in the letter that it will
comply with the provisions
of the program and that it
will undergo a review of its
documented quality control
policies and procedures.

4. Reviews would be conducted
in accordance with standards
approved by the auditing
standards executive commit-
tee. A review would be
carried out by one of the
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following methods at the

election of the firm to be re-

viewed:

4. A review team appointed
by the committee.

b. A CPA firm engaged by
the firm under review.

¢. Some other form of inde-
pendent review satisfac-
tory to the committee, such
as an acceptable plan ad-
ministered by a state so-
ciety of CPAs.

. A review would include ex-

amination of audit working
papers to the extent neces-
sary to determine whether
the firm’s quality control pol-
icies are in compliance with
professional standards. The
depth of review of working
papers for particular engage-
ments would be left to the
judgment of the reviewers.
The review would be directed
primarily to the key arcas
of an audit to determine
whether in those areas there
were well-planned and  ap-
propriately executed audit-
ing procedurcs that were
documented in accordance
with the firm’s policies.

. A firm electing to use a

committee-uppointed review
team would agree to provide
gualified personnel for the
panel from which reviewers
for the reviews of other firms
would be drawn.

. Upon completion of the re-

view, the review team or re-
viewing firm would prepare
a short report stating the re-
sults of the review, The re-
port would be submitted to
the reviewed firm which, at
its option, would submit the
repaort to the Institute, Such
reviews would have to be



conducted at least once every
three vears for the firm to
continue as a participant.

8. For administrative purposes,
the Institute will maintain a
record of firms filing letters
of intent and a record of
firms submitting reports on
the results of reviews, These
records would be available
to the public upon request.

9. At its option, a firm may ad-
vise its clients that it las
fifed a letter of intent and,
subsequently, the results of
the review and that the re-
port of the review is on file
at the Institute. Results of
reviews would not be re-
leased until the end of an
interim period which would
provide time for the com-
pletion of revicws of firms
participating in the program
at its outset.

10. To place the program on a
sclf-supporting  basis, the
committee would set the fol-
lowing fees to be charged
firms:

a. An annual participation
fee based on the number
of the firm’s professional
personnel. The fec, which
is expected to be madest,
would cover the adminis-
trative cost of the pro-

gram.

b. Fees for reviews con-
ducted by committee-ap-
pointed review teams.

These fecs would be based
on the per diem rates for
the reviewers and their
ont-of-pocket  expenscs.
Participating firms clecting
to be reviewed by other
firms would make their
own fee arrangements.

The committee recognizes that
there are differences in the size,
structure, and clientele of CPA
firms and that quality control pro-
cedures will vary according to
thosc characteristics. This program
should be administered in such a
way, however, as to provide a de-
gree of confidence that the par-
ticipating firms are adhering to ap-
plicable professional standards even
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though they may have varying
policies and procedures to achieve
such adherence.

The program is not intended as
a means for taking disciplinary
action since it is directed toward
reviewing the systems of quality
control of firms for their com-
pliance with professional standards
rather than the performance of in-
dividual professional staff rnembers.
It relics on the firms to maintain a
continuing surveillance of the per-
formance of their professional staff
members. However, in the cvent
serious violations of technical stan-
dards are encountered as a by-prod-
uct of the program and the
reviewed firm has not taken ap-
propriate corrective action. the re-
viewers wonld not he precluded
from referring such information to
the Institute’s professional ethics
division. Such reference would be
discretionary and any decision in
that regard would be made in light
of the circumstances.

V. Administrative Organizotion

A quality control review com-
mittce would be appointed and
charged with establishing the pol-
icies for the administration of the
program. As experience is gained
in conducting the program, it is
anticipated that the committee
would modifv and revise the pro-
gram to increase its effectiveness.
However, the basic features of the
plan could be modificd only by
Council.

The committce would be com-
prised of members in public prac-
tice sclected to provide a broad
representation of the profession. A
qualified staff would be recruited
to work under the direction of the
committee and to assist in carrying
out its responsibilities.

The committee would also be
responsible for developing a pro-
gram to acquaint the business com-
munity and general public with the
program and the significance of a
firm's participation.

The possibility exists that dis-
agreements may arise between a
firm and the reviewing firm or re-
view team. In this event, the com-
mittee would attempt to resolve
the dispute and, if the matter can-

not be resolved by the parties, it
wonld be referred for decision to
an ad hoc review committee ap-
pointed by the chairman of the
Institute’s Board of Directors.

V. General Procedures

At the inauguration of the pro-
gram, some months would be
needed for firms to arrange for
their ficld reviews. Therefore, re-
sponses to inquiries regarding the
status of participating firms would
be limited to the statement that
they had filed a letter of intent, but
that no information ahout com-
pletion of field reviews will be re-
leased by the reviewed firms or the
Institute until the end of this in-
terim period.

Letter of Intent. A firm would
advise the committee of its deci-
sion to participate in the program
by filing a letter of intent with the
following features:

1. Advice as to the mcthod of re-
view sclected.

2. The date by which the firm’s
review will be started and the
estimated completion date.

3. A statement that the firm has
documented policies and pro-
cedures for the quality control
of its audit practice,

A firm may terminate its partici-
pation in the program at any time.
Also, a firm’s participation would
be terminated if it failed to submit
a report on the results of its field
review within the time period
specified under the program and
consistent with the standards of
the program. After termination,
the firm could no longer refer to
itself as a participating firm al-
though it may apply at any time
to renew its participation.

VI, Quuality Control Policies
and Procedures

A Rrm’s quality control policies
and procedurcs affect the quality
of work in the firm'’s audit engage-
ments. While aspects of quality
control apply to all firms, the extent
to which policies and procedures
apply will depend on a variety of



factors, such as the size, number of
offices, and organizational strmeture
of the firm and its philosophy and
practice as to the degree ol oper-
ating autonomy appropriate for its
people. A participating firm will
Ie required to make available to
the review team or reviewing firm
its policies and  procedures  for
quality control.

Attached as Appendix A are ex-
amples of policies and procedures
for a large firm. Smaller firms
might implement their quality con-
trol measures by means of policies
andl procedures such as those sug-
gested o Appendix B, ustrative
sets of appropriate policies and
procedures for firms of various
sizes would be prepared for the
guidance of firms that may wish to
utilize them.

In developing its guality control
policies and procedures, a  firnm
must bhe guided by Statement on
Auditing Standards No. 4, “Quality
Control Considerations for a Finn
of Independent Auditors.” This
Statement suggests the following
elements of quality control:

1. Independence,  Policies  and
procedures to provide reason-
able assurance that persons at
all organizational levels main-
tain independence in fact and
in appearance.

o

Assigning  Personnel (o En-
gagements. Policies and pro-
cedures for assigning person-
nel to engagements to provide
reasonable  assurance  that
audit work will be performed
by persons having the degree
of technical training and pro-
ficieney required in the cir-
cumstances.

3. Consultation.  Policies and
procedures for consultation to
provide reasonable assurance
that auditors will seek assist-
ance on accounting and audit-
ing guestions, to the cxtent
reguired, from persons having
appropriate levels of knowl-
edge, competence, judgment,
and authority.

4. Supercision. Policies and pro-
cedures for the condnct and
supervision of work at all or-
ganizational levels to provide
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reasonable assurance that the
work performed  meets  the
firm's standards of quality.

5. Hiring. Policies and proced-
ures for hiring to provide rea-
sonable assurance that those
emploved possess the appro-
priate  characteristios to  en-
able them to perform compe-
tently,

6. Profcussional Deeelopment.
Policies and procedures for
professional  development  to
provide reasonuble assurance
that personnel will have the
knowledge required to cnable
them to fulfill responsibilities
assigned.

7. Advancement.  Policies  and
procedures for advancing pro-
fessional personnel to provide
reasonable assurance that the
people selected will have the
qualifications  necessary  for
fulfilluent of the responsibili-
ties they will be called on to
assume.

S. Acceplance and Continuance
of Clients. Policies and pro-
cedures for deciding whether
to accept or continue a client
in order to minimize the likeli-
hood of association with a
client  whose  management
lacks integrity.

3. Inspection. Policies and pro-
cedures for inspection to pro-
vide rcasomable  assurance
that the other procedures de-
signed to maintain the gual-
ity of the firm’s auditing prac-
tice are being effectively
applied.

Vil. Field Reviews

Ficld reviews would be designed
tao obtain assurance that a firm's
quality control policies and pro-
ccdures conform to  professional
standards, are adequately docu-
mented, and arc being complied
with. All participating finns would
be reguired to undergo a field re-
view at least once every three years
to retain their status as partici-
pants.

Reviews would be conducted at
the mutual convenience of the re-
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viewed firm and the reviewers. To
accommodate the normal business
cycle of the firms. it is anticiputed
that the reviews would probably
be conducted during the months of
April through December.

[t would be the responsibility of
the review team or revicwing firm
to review the quality control poli-
cies and procedures to determine
that they provide measures reason-
able for the particular firm, The
firm would be advised of apparent
deviations, if any, from specilied
standards. The reviewed firm would
be given an opportunity to refute
or correet such apparent deviations
betore completion of the review
and issuance of the report.

The field reviews would he de-
signed, in part. Lo ascertain that the
firm’s juternal svstem of quality
control is operating as represented.
To accomplish this objective, ini-
tial attention would be directed to
a review of documentation in the
firny’s administrative fies, which in
the case of multi-oflice firms would
normally be located at the execeu-
tive office. For example, the execu-
tive office would probably have
statistics,  correspondence,  and
other data refative to procedures
regarding client  acceplance  and
retention, hiring, training, promo-
tion, independence, and inspection.
In addition, the executive office
would probably have data useful
in judging compliance with the
firm’s policics with respect to su-
pervision and review and consulta-
tion.

Client files relating to selected
audit engagements, which would
normally be located in practice
offices, would be reviewed. The
depth of the review of the working
papers for particular engagements
wounld be decided by the reviewers.
The review would be directed pri-
marily to the kev areas of an audit
to determine whether in those
areas there were well-planned and
appropriately  executed  auditing
procedures that were documentec
in accordance with the firm’s poli-
cies.

On occasion, ap office of a firm
may have legitimate reasons for
not permitting the files for a se-
lected engagement to be exam-
ined. For example, the financial
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statements of an engagement mav
be the subject of litigation or in-
vestigation by a governmental au-
thority or the firm may have been
advised by the client that it objects
to exposure of the working papers
to others, such as the review team.
If those making the ficld review
are not satisfied as to the legitimacy
of the explanation, the matter
would be reported to the firm's
managing partner.

In the case of a multi-office firm,
the degree of centralization of the
firm's quality control would affect
the relative amount of time to be
spent at the executive or practice
offices.  Practice offices  visited
should be generallv representative
of the firm’s overall audit practice.

Committee-Appointed  Review
Teams, Review teams appointed
by the committee would be drawn
from the panel of reviewers volun-
teercd by the participating firms.
Each team would be headed by a
team captain who would organize
the review according to general
guidelines prepared by the com-
mittee, supervise the reviewers,
and prepare a report on the find-
ings of the review. The firm to be
reviewed would be advised in ad-
vance of the names of the review-
ers and their firms.

Participating firms clecting to
undergo feld tests conducted by
committec-appointed review tewmns
wonkl be required to nominate
qualified personnel from their firms
for the reviewer panel, Only audit
partners and audit managers knowl-
cdgeable about current SEC prac-
tice would be eligible for the
panel. Managers would be utilized
only where subject to the supervi-
sion of a partner. A profile would
be submitted for cach nomince
indicating the extent of audit ex-
perience, SEC experience, partici-
pation in his firm’s internal quality
review programs, present responsi-
bilitics, and industry or other
special expertise.

The members of a review tcam
would be drawn from the reviewer
panel. Normally only one partner
from a firm would be selected for
a field test team. In selecting re-
viewers, consideration would be
given to their experience with
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firms and practice units of com-
parable size and types of practice.
Reviewers will be required to ad-
here to all standards applicable to
professional engagements, includ-
ing confidentiality of client rela-
tionships.  Firms being reviewed
by review teams would be required
to pay the per diem fees of the
reviewers and their out-of-pocket
travel expenses. The committee
would set standard per diem fees
for this purpose. The fees would
not be so large that they might
become a reviewer's motive for
participating in the program, but
would reasonably compensate the
reviewers' firms for the services of
their partners and managers. It is
expected that reviewers would re-
ceive fees considerably less than
their standard professional fces for
services rendered to clients. The
team captain would receive a
slightlv higher fee in view of his
greater respousibility. These lower
fees can be justified on the grounds
that the program would be bene-
ficial not onlv to the participating
firms, but also to the accounting
profession as a whole and to the
individaal reviewers who would
gain an cducational experience
from reviewing the procedures of
other firms.

The aggregate fee and out-of-
pocket travel expenses would be
paid by the reviewed firm to the
Institute for disbursement to the
firms of the members of the review
team.

A reviewer would not be as-
signed to the review of an execu-
tive or practice office in the same
geographic arca in which he is en-
gaged in public practice. If only
one individual is designated by the
team captain to visit a practice
office, he mnst be a partner, How-
ever, where more than one team
member is involved in a visit to
either an executive or practice of-
fice, the team members should be
from different firms and a partner
should be designated to be in
charge of the inspection.

For those reviews conducted
by a committce-appointed review
team, working papers would be re-
tained only until such time as the
report on the review has been filed
with the Institute or the period for

filing the report has elapsed, which-
ever is carlier.

CPA Firm-Conducted Field Re-
tiews. A participating firm may
clect to have the fleld review of its
procedures conducted by another
CPA firm instead of by a commit-
tee-appointed review team. The
reviewing firm which would be ex-
pected to have an SEC practice
would follow applicable standards
for the conduet of field reviews.

The CPA firm conducting the re-
view would be independent of the
reviewed firm. For example, reci-
procal reviews by firms would not
be permitted.

As is the case with a committee-
appointed review team, the review-
ing firm would be responsible for
determining that the quality control
policies and procedures provide
measures reasonable for the particu-
lar firm and that they are being
complied with.

Ficld Review Reports. Upon
completion of the feld review, the
review tcam or the reviewing firm
would report on the results of the
review to the reviewed firm and
provide a written short-form report
indicating whether or not the firm
was complying with the profession’s
quality control standards.

The reviewed firm, at its option,
would snbmit the short-form report
to the Institutc to maintain the
firm’s participant status. A copy of
the report would be maintained in
the files of the Institute and be
available for public inspection.

Failure to file a report with the
Institute within a three-year period
would cause a firm to be dropped
as a participant. Termination of a
firm’s participation would not be
publicized.

Appendixes

The following appendixes are
presented as. examples of policics
and procedures that may be re-
quired of firms as part of the stan-
dards of cuality control. Tt is rec-
ognized that a firm’s policies and
procedures will depend on a variety
of factors, such as the size, number
of offices, and organizational struc-
ture of the firm,
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APPENDIX A

1

EXAMPLES OF QUALITY CONTROL POLICIES AND

PROCEDURES FOR MULTI-OFFICE FIRMS

This appendix provides exam-
ples of quality control policies and
procedures for multi-office firms
with SEC clients. Specific policies
and procedures of a particular firm
would be based on that firm’s over-
all system of quality control and
would not necessarily include all of
the examples listed.

Independence

1.

1>

. Periodic

Notification to personnel as to
the names of audit clients and
their afliliates having publicly
held securities or, as an al-
ternative, reports from per-
sonnel as to security holdings.

confirmation  with
personnel that prohibited re-
lationships with clients do not
exist.

Records showing which part-
ners and employees were pre-
viously employed by clients or
have relatives holding key
positions with clients.

Emphasis on independence of
mental attitude in training
programs and in supervision
and review of work.

. Prohibition of partners and

employees from accepting per-
sonal benefits from clients
which would impair the credi-
bility of their independence
in the minds of rcasonable per-
sons familiar with the facts.

Confirmation of independence
of personnel upon acceptance
of a new client subject to SEC
requirements,

Assigning Personnel to Engage-
ments

1.

Advance planning for the total
personnel needs for the firm’s
audit engagements on an over-
all basis and for individual
practice offices.

Timely identification of the
staffing requirements of speci-
fic engagements.

3. Time budgets

. Designation of

. Designation of

. Maintenance of

to establish
manpower requirements and
to schedule field work.

. Procedures for cvaluation of

an individual’s experience and
background before assign-
ment to engagements.

. Procedures for determination

that an audit team has ade-
quate ovcrall competence in
the industry or industries of
the client.

. Requirement for rotation of

partners and staff on re-
curring engagements for speci-
fic clients.

Consultation

1. A research staff to assist in the

resolution of pructice prob-
lems,

individuals
having expertisc in SEC mat-
ters to provide advice for re-
ports to be filed with the

Commission.

individuals
with expertise in particular in-
dustries to provide advice for
audits of companies in those
industries.

adcquate
technical research libraries at
executive office and practice
offices.

. Referral of questions to a divi-

sion or group in the AICPA
or state CPA socicty estab-
lished to handle technical in-
quiries.

. Requirement that appropriate

use be made of available con-
sultants and reference serv-
ices.

Supervision

1. Instructions as to the ade-

quacy of documentation and

appropriateness of audit pro-
grams in relation to systems of
internal control.

Dcvelopment and use of audit
forms, checklists, and ques-
tionnaires.

Review of working papers by
qualified supervisory person-
nel.

Pre-issuance reviews of cer-
tain reports by partners not
otherwise associated with the
engagements.,

. Requirement that memoranda

and working papers explain
the basis for resolution of dif-
ficult accounting and auditing
problems.

Requirement that federal in-
come tax provision and lia-
bility be reviewed by tax de-
partment.

Hiring
I

Standards or objectives as to
minimum academic prepara-
tion and accomplishment for
recruiting at beginning levels.

Standards and objectives as to
practical experience for ad-
vanced positions.

Background investigations of
new personnel,

. Special procedures for new

personnel obtained from other
than the wusuwal recruitment
channels, such as by recruit-
ment of higher level personnel
or throngh merger or acquisi-
tion of an accounting prac-
tice, to assure that they be-
come familiar with and con-
form to the firm’s policies
and procedures.

. Evaluation of overall recruit-

ing results to determine
whether hiring standards are
being maintained.
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6.

Instructions to persons  in-
volved in recruiting as to the
firm’s recruiting objectives,

Frofessitmal Development

1.

wt

Instruction of personnel dur-
ing the performance of en-
gagements.

Requirement that personnel
attend training sessions con-
ducted by the firm, by a col-
lege or university, by the
AICPA or a state society, or
by other organizations whose
courses are accepted as meet-
ing continuing professional ed-
neation requirements.

Distribution of manuals on
the firm’s policies and proce-
dures to professional person-
nel.

Distribution of statements on
carrent developments in ac-
counting and auditing to pro-
fessional personnel.

Programs for the development
of specialists, such as industry
specialists or computer audit
specialists.

. Requircment that all newly

employed professional person-
nel attend a professional
orientation program.

. Periodic review of the firm’s

DISCUSSION DRAFT

professional development pro-
grams to determinc whether
thcy are meeting the firm's
needs adequately and are pro-
viding for the professional
growth of individuals.

Advancement

1.

Periodic appraisals of the work
of assistants.

Advice to personncl of their
evaluations and  discussion
of their overall progress,
strengths, and weaknesses.

Committees of partners to re-
view and pass on the quali-
fications of individuals bceing
considered for promotion.

. Encouragement to pass the

CPA examination.

Acceptance and  Continuance  of
Clients

1.

Review of prior year’s finan-
cial statements before accep-
tance of new clients,

. Inquirics of third parties hav-

ing business relationships with
a proposed client.

. Inquiry of the predeccssor au-

ditor to ascertain whether
there were accounting or au-
diting disagreements or other
problems with the client.

APPENDIX B

Evaluation of the firm’s ability
to service a potential client
properly with particular re-
ference to industry expertise
and size of engagement.

Periodic evaluations of exist-
ing clients and when signi-
ficant changes in management
or ownership or other events
suggest  that reevaluations
would be appropriate.

Authority for the acceptance
or rejection of potential new
clients vested in designated
partners,

Inspection

L

o

EXAMPLES OF QUALITY CONTROL POLICIES
PROCEDURES FOR LOCAL CPA FIRMS

This appendix provides examples
of quality control policies and pro-

cedures for local finmns.

Specific

policies and procedures of a par-
ticular firm would he based on that
firm’s overall system of quality con-
trol and would not necessarily in-
clude all of the examples listed.
Some aspects of the policies and
procedures for multi-office firms set
forth in Appendix A would be ap-

plicable to single-office firms of
substantial size with SEC clients.

Independence

S

Periodic  confirmation  with
personnel that prohibited re-
Iationships with clients do not
exist.

Emphasis of independence of
mental attitude in supervision

. Evaluation of

Post-issuance review of re-

ports.

. An inspection program under

which teams visit practice of-
fices to review audit engage-
maents.

. Submittal of written inspec-

tion reports to the managing
partner.

the overall
quality control program for
its effectivencss based on the
findings of the inspections.

. In lieu of an in-house inspec-

tion program, utilization of
a quality review program of
an association of CPA firms,
the AICPA, or a state society.

AND

and review of work.

Avoidance of assignment of
partners and employees to en-
gagements which would raise
independence or conflict of
interest problems,

Prohibition of partners and
employees from  accepting
personal benefits from clients
which would impair the credi-



bility of their independence
in the minds of reasonable
persons familiar with the facts.

Assigning Personnel to
Fngagements

1.
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. Time budgets

Advance planning for the
total personnel needs for the
firm’s audit engagements on
an overall basis,

Timely identification of thc
staffing requirements of spe-
cific engagements.

to establish
manpower requirements and
to schedule field work,

Evaluation of an individual’s
experience and  background
before assignment to an cn-
gagement.

Consultation

1.

Maintenance of an adequate
technical research library.

Referral of questions to a di-
vision or group in the AICPA
or state CPA socicty estab-
lished to handle technical in-
GUITICS.

Consultation arrangements
with other CPA firms having
special expertise.

Supercision

1.

Instructions as to the ade-
quacy of documentation and
appropriateness of audit pro-
grams in relation to systems of
internal control.

. Use of audit forms, checklists,

and questionnaires.

. Review of working papers by

qualified supervisory person-
ncl.

. Pre-issuance reviews of cer-

tain reports by partners not
otherwise associated with the
engagements.

DISCUSSION DRAFT

5.

Advice to clients that the firm
must review before publica-
tion all financial statements
associated with the firm’s re-
port.

Requirement that memoranda
and working papers explain
the basis for resolution of dif-
ficult accounting and auditing
problems.

Hiring

L.

Lo

Standards or objectives as to
academic preparation and
practical expcrience for new
personnel.

Background investigations of
new personnel.

Instructions to  persons in-
volved in recruiting as to the
firm’s recruiting objectives,

Professional Development

L.

Instruction of personnel dur-
ing the performance of en-
gagements.

. Requirement that personnel

attend training scssions con-
ducted by the AICPA or a
state society, by a college or
university, or by organizations
whose courses arc accepted as
meeting continning  profes-
sional education requirements.

. Distribution to personnel of

professional literature on cur-
rent developments in account-
ing and auditing.

. Orientation of all newly em-

ployed professional personnel.

. Records of training sessions

attended by personnel and
periodic review of those rec-
ords to determine that the
sessions are mecting the firm’s
needs adequately and pro-
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viding for the professional
growth of the individuals.

Advancement

L. Periodic appraisals of the
work of assistants.

2. Advice to personnel of their
evalaations and  discussion
of their overall progress,
strengths, and weaknesses.

3. Encouragement to pass the

CPA examination.

Acceptance and Continuance
of Clients

I

10

Review of prior year’s finan-
cial statements prior to ac-
ceptance of new clients.

Inquiries of third parties hav-
ing business relationships with
a proposed client.

. Evaluation of the firm’s ability

to service a potential client
properly with particular ref-
erence to industry expertise
and size of engagement.

. Periodic evaluations of exist-

ing clients and when signifi-
cant changes in management
or ownership or other events
suggest  that reevaluations
would be appropriate.

. Authority for the acceptance

or rcjection of potential new
clients vested in a designated
partner.

Inspection

I

Post-issuance review of re-
ports.

Submission of reports for re-
view tao the practice review
committee of a state society
or the AICPA.

. Utilization of a quality review

program of an association of
CPA firms, the AICPA, or a
state society.
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