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AICPA DIVISION FOR CPA FIRMS

Peer Review Manual
Instructions and Checklists

The instructions, checklists and programs contained in this manual have been
developed to assist reviewers in performing peer reviews of member firms of the
private companies practice section and SEC practice section of the AICPA
Division for CPA Firms. The members of the peer review committee of the private
companies practice section and the SEC practice section shall review these
checklists and programs from time to time to determine whether any modification,
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The checklists and programs are intended to be guides and in application may
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PRM Section 11000 11003

AICPA Division For CPA Firms

Peer Review Programs

INTRODUCTION

.01 Members of the American Institute of Certified Public Accountants who are
engaged in the practice of public accounting in the United States or its territories are required
to be practicing as proprietors, partners, shareholders, or employees of firms enrolled in an
approved practice-monitoring program in order to retain their membership in the Institute
beyond specified periods. A firm enrolled in the AICPA Division for CPA Firms is deemed to
be enrolled in an approved practice-monitoring program (an enrolled firm). A firm auditing
one or more SEC clients, as defined by counsel, should be enrolled in the SEC practice
section. (See sections 2.2.3, 2.3.4, and 2.3.5 of the bylaws of the AICPA and the
implementing Council resolutions under those sections.)

.02 The Council of the AICPA has established an SEC Practice Section {(SECPS) and a
Private Companies Practice Section (PCPS) of the AICPA Division for CPA Firms, which are
governed by executive committees having senior committee status with the authority to carry

out the activities of the section. The Committees are called the AICPA SEC Practice Section
Executive Committee and the Private Companies Practice Executive Committee.

.03 This manual has been prepared by the SECPS and PCPS peer review committees.
The programs and checklists set forth in this manual have been developed to assist—

a. Reviewers carrying out peer reviews.

b. Associations of CPA firms that assist their members in arranging and carrying out
peer reviews.

c. State CPA societies that assist their members in arranging and carrying out peer
reviews.

d. The AICPA Quality Review Division itself.

.04 The manual is in loose-leaf format in anticipation of updating and expansion.
Changes are expected to arise from three sources:

a. Comments and suggestions from individuals or groups in the program.

b. Needs identified by the AICPA Division for CPA Firms’ executive committees or the
SECPS and PCPS peer review committees.

c. Issuance of new official pronouncements by the Financial Accounting Standards
Board, the AICPA Auditing Standards Board, and other senior AICPA committees.
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.05 Comments and suggestions should be addressed to:

Quality Review Division
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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PRM Section 11100 11103

AICPA DIVISION FOR CPA FIRMS

PEER REVIEW PROGRAMS

Instructions to Firms
Introduction

.01 The purpose of these instructions is to provide guidance to firms having peer
reviews in accordance with provisions of the membership requirements of the SEC practice
section (SECPS) and the private companies practice section (PCPS) of the AICPA Division for
CPA Firms. References are to "Standards for Performing and Reporting on Peer Reviews"
(Section 2000 in the SECPS Reference Manual and PCPS Reference Manual). All persons in
your firm involved in the peer review should read and become familiar with the sections of
these standards relative to their part of the review. Although these instructions have been
designed for reviews conducted by committee-appointed review teams, to the extent appli-
cable, they should be used for reference on firm-on-firm, association, or state CPA society
sponsored reviews. Questions regarding these instructions, other materials, or about the
review in general should be directed to the AICPA quality review division at (201) 938-3030.

Prior to the Review

.02 Your firm and the team captain should agree on an appropriate date for the review
to take place.

.03 The terms and conditions of the peer review should be summarized in an engage-
ment letter. A copy of the engagement letter should be signed and returned to the AICPA
prior to the start of the review.

.04 Accommodations for the review team should be coordinated with the team captain.

.05 The firm is expected to have documented and implemented its quality control poli-
cies and procedures for its accounting and auditing practice for the period under review

(Standards, SECPS §2000.04-.07 and PCPS §82000.05-.08). The firm should determine
that this responsibility has been met.

.06 The review team should be provided with certain background information about the
reviewed firm (Standards, SECPS §2000.45-.46 and PCPS 82000.50). You should deter-
mine that this background information is available and appropriately summarized. The
background information for members of the SEC practice section should include:

a. A list of those SEC clients for which the fees for management advisory services
exceed the audit fees.
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b. A list of those SEC engagements accepted since the end of the last peer review
year (or for the year under review if the reviewed firm has not previously had a
peer review), where, as reported in a Form 8-K, in a similar public filing, such as
a document filed with the Office of the Comptroller of the Currency, the Federal
Reserve Board or the Federal Deposit insurance Corporation, or in a document filed
with the Office of Thrift Supervision that is available to the successor auditor, the
former accountant resigned (or declined to stand for reelection) or there was a
reported disagreement over any matter of accounting principles or practices,
financial statements disclosure or auditing scope or procedure, or there was a
"reportable event" as defined in item 304(a)(1)(v) of SEC Regulation S-K.

c. Alist of all new SEC clients (1) for which there was a predecessor accountant or
auditor, and (2) for which the reviewed firm’s first report on accounting and
auditing services related to a period that ended during the reviewed firm’s peer
review year.

.07 Prior to the arrival of the review team, you should complete the "Quality Control
Policies and Procedures and Membership Requirements Questionnaire” (Section 1 of the
"Peer Review Program Guidelines" in PRM 813200 of this manual.

.08 The team captain will arrange for the scheduling of interviews with selected
members of the firm’s professional staff. You should see that this schedule is communicated
to the appropriate individuals and that they understand the importance and purpose of these
interviews.

.09 The team captain will select certain engagements for review (SECPS
§2000.60-.70 of the SECPS Reference Manual and PCPS 82000.62-.68 of the PCPS
Reference Manual ) and ask your firm to prepare a profile sheet on each engagement
selected. You should see that the profile sheets are appropriately completed and that the
working papers and reports for those engagements are assembled and readily accessible to
the review team.

.10 A partner, manager, or senior staff member should be designated as a liaison to
provide administrative assistance to the review team and should be available throughout the
review.

.11 The firm should have prepared an inspection report (which shouid be made avail-
able to the review team), indicating that the system has been tested, that it has been in place
for the required length of time, and that it has been properly documented. The report should
also summarize the inspection team’s findings and, if necessary, planned corrective actions.
These findings should be communicated to all partners, and responsibility should be assigned
to determine that planned corrective actions were taken.

.12 Have your latest independence confirmations available for review.
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.13 Have documentation of all independence problems and their final resolution avail-
able for review.

.14 Have all documentation regarding the independence of any correspondent firms
used during the year available for review.

.15 Have personnel files available for review.

.16 Have available for review appropriate CPE records for all professional staff members
for the three most recent educational years. (See SECPS 88000.28-.32 of the SECPS
Reference Manual and PCPS 86000.28-.32 of the PCPS Reference Manual.)

.17 Prepare a complete list of the firm’s professional staff members showing name,
position, and length of service with the firm (if practicable).

.18 Have available forreview documentation verifying thateach proprietor, shareholder,
or partner eligible for membership is a member of the AICPA.

.19 Have available for review copies of the firm’s latest annual membership report filed
with either the SEC practice section (SECPS) or the private companies practice section
(PCPS).

.20 Provide a comfortable, adequate working area for the review team.

.21 If possible, send copies of relevant manuals, checklists, partners’ resumes, as well
as background information to the team captain.

During the Review

.22 The designated liaison partner or staff member should meet with the reviewers at
the beginning of the review to orient them to firm policies and procedures, introduce them
to appropriate firm personnel, and provide them with a tour of the office.

.23 During the course of the review, the review team may find it necessary to discuss
matters with appropriate firm personnel (aside from PRM §11100.08). Firm personnel should
be advised to make themselves available to the review team as necessary during the course
of the review. Usually such interviews will not disrupt the firm’s operations.

.24 The review team will usually discuss its findings as the review progresses.
.25 The team captain will ask your firm to respond to "Matter for Further
Consideration" forms prepared during the course of the review. The firm should carefully

review the matters discussed on the forms and should provide a thorough written response
to avoid any misunderstandings regarding the facts or the firm’s position.
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Completion of the Review

.26 Upon completion of the peer review, the review team will communicate its findings
through one or more exit conferences. These exit conferences should be attended by
appropriate firm personnel as determined by the firm. (it is normally expected that the
managing partner and the partners having firm-wide responsibility for quality control and
accounting and auditing will attend the final firm-wide meeting.)

.27 The firm will receive a report on the peer review and may receive a letter of
comments.

a. A peerreview report contains a statement of the scope of the review, a description
of the general characteristics of a system of quality control, and the review team’s
opinion on the reviewed firm’s quality control system for its accounting and
auditing practice and its compliance with SECPS or PCPS membership require-
ments. (Note - If the firm does not have an auditing practice, the report will so
state.) For an SECPS review, the report will also include a reference to the letter
of comments, if such a letter is issued.

b. A letter of comments will be issued if the peer review report is qualified or if the
team captain believes there are matters that resulted in conditions being created
in which there was more than a remote possibility that the firm would not conform
with professional standards on accounting and auditing engagements. These
matters may relate to the design of your quality control policies and procedures,
or the compliance with such policies and procedures, or with the SECPS or PCPS
membership requirements.

c. Although the SEC practice section specifically prohibits a reviewer from issuing a
letter of suggestions, the private companies practice section permits a reviewer to
issue such a letter. A letter of suggestions is a written communication solely
between the team captain and the reviewed firm. The letter will address matters
that are not so serious or material as to result in a qualified report or to be in a
letter of comments, but that will enhance the firm’s practice. The letter of sugges-
tions will not be part of the committee’s files.

.28 Upon receipt of the written peer review report and letter of comments, the
reviewed firm is required to respond in writing to the team captain’s comments on matters
in the letter of comments. The response should be addressed to the peer review committee
and should individually describe the action(s) taken or planned with respect to each matter
in the letter. if the firm disagrees with one or more comments, it should describe the reasons
for such disagreement.
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.29 The firm must submit a copy of the peer review report, the letter of comments, and
the firm’s letter of response within 30 days to either the SECPS or PCPS Peer Review
Committee, AICPA, Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 07311-
3881. (Note — The report received by the firm is not official until it has been accepted by
the peer review committee. Therefore, it would not be prudent to have the report printed or
published or to make any other reference to it in a public manner until that time.)

.30 After it has been accepted by the peer review committee, the report, the letter of
comments, and the reviewed firm’s response thereto, and the letter indicating that the
committee has accepted the report will be placed in the public files of the Division for CPA
Firms and will be retained until completion of the subsequent peer review.
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Appendix A—Checklist for Implementation of Your Peer Review

.31 The following checklist is intended to assist your firm in preparing for the review
team’s visit. The completion and availability of all items listed will help to ensure a thorough
review.

Initial Date

1. Obtain the engagement létter.

2. Set the dates of your peer review and establish the 12-month
period to be covered by the review with the team captain.

3. Arrange for hotel accomodations for the review team and
communicate details to the team captain.

4. Submit the firm’s background information to the team captain.

Forward the following to the team captain when available:

a. A completed "Quality Control Policies and Procedures and
Membership Requirements Questionnaire." (This question-
naire, section 1 of the "Peer Review Program Guidelines,"
can be found in PRM 813200 of this manual)

b. The firm’s quality control document or summary statement
of the firm’s quality control policies. (This is not required if
the firm elects to have the completed questionnaire referred
to in ba. above serve as the firm’s quality control document
or summary statement.)

c. All relevant manuals, checklists, partners’ resumes, etc.

6. Prepare separate lists of your firm’s audit, review, and compila-
tion engagements. The lists should include the following for
each engagement:

a. Total number of auditing or accounting hours or the total
fees

b. Partner-in-charge

c. Nature of business

d. Period reported on

On the list of audit engagements, all SEC engagements, all
audits of ERISA plans, audits subject to the Goverment Auditing
Standards, and Federally Insured Depository Institutions with
$500 million or more in total assets should be highlighted.

7. For firms who are members of the SEC practice section, prepare
a list of those SEC clients for which the fees for management
advisory services exceed the audit fees.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

5

For firms who are members of the SEC practice section, prepare
a list of those SEC engagements accepted since the end of the
last peer review year (or for the year under review if the
reviewed firm has not previously had a peer review) where, as
reported in @ Form 8-K, in a similar public filing, such as a
document filed with the Office of the Comptrolier of the Cur-
rency, the Federal Reserve Board or the Federal Deposit Insur-
ance Corporation, or in a document filed with the Office of Thrift
Supervision that is available to the successor auditor, the former
accountant resigned (or declined to stand for reelection) or there
was a reported disagreement over any matter of accounting
principles or practices, financial statement disclosure or auditing
scope or procedure, or there was a "reportable event" as defined
in item 304(a)(1)(v) of SEC Regulation S-K.

For firms who are members of the SEC practice section, prepare
a list of all new SEC engagements (1) for which there was a pre-
decessor accountant or auditor, and (2) for which the reviewed
firm’s first report on accounting and auditing services related to
a period that ended during the reviewed firm’s peer review year.

Prepare a list of the firm’s professional staff members showing
name, position, and length of service with the firm. Have docu-
mentation available to verify that each partner, shareholder, or
proprietor eligible for AICPA membership is a member of the
AICPA.

Prior to the review, the review team will ask to interview mem-
bers of your firm. Arrange for the selected individuals to be
available.

Have all personnel files available for review.

Have available all independence confirmations obtained during
the year.

Have available all documentation regarding the independence of
any correspondent firms used during the year.

Have available all documentation supporting resolution of any
independence problems encountered during the year.

Have available appropriate CPE records for all professional staff
for the three most recent educational years.

Have available the firm’s latest inspection report that documents
the scope of the review, the findings, and any recommendations
for corrective action.

Have available the latest annual membership report filed with
either the SECPS or PCPS.

11/93
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Initial Date

19. Have available invoices and cancelled checks supporting
payment of annual dues to the SEC practice section and the
private companies practice section (as applicable).
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PRM Section 11210 11213
PRIVATE COMPANIES PRACTICE SECTION

INSTRUCTIONS TO REVIEWERS

Introduction

.01 The purpose of these instructions is to provide guidance for reviewers assigned
to peer reviews under the auspices of the Private Companies Practice Section of the Division
for CPA Firms (PCPS). They should be read in conjunction with other guidance material
issued to implement the PCPS peer review program. Questions regarding these instructions
or any other materials or about the review in general should be directed to the AICPA quality
review division staff at (201) 938-3030.

.02 Peer reviews are intended to evaluate whether, during the year under review, a
reviewed firm’s system of quality control for its accounting and auditing practice met the
objectives of quality control standards established by the AICPA (Statement on Quality
Control Standards No. 1, paragraph 7) and was being complied with to provide the firm with
reasonable assurance of conforming with professional standards. Peer reviews are also
intended to evaluate the reviewed firm’s compliance with the section’s membership require-
ments.

Independence and Conflict of Interest

.03 A peer review is to be conducted with due regard for the confidentiality require-
ments set forth in the AICPA Code of Professional Conduct. Information obtained as a
consequence of the review concerning the reviewed firm or any of its clients is confidential
and should not be disclosed by review team members to anyone not associated with the
review.

.04 Independence with respect to the reviewed firm must be maintained by the
reviewing firm, by review team members, and by consultants who may participate in the
review. The AICPA Code of Professional Conduct does not specifically consider relationships
between reviewers, reviewed firms, and clients of reviewed firms. However, the concepts
pertaining to independence embodied in the Code should be considered for their application.

.05 A reviewing firm or a review team member should not have a conflict of interest
with respect to the reviewed firm or to those clients of the reviewed firm that are the subject
of engagements reviewed.

.06 The personnel of a reviewing firm and the reviewing firm itseif are not precluded
from owning securities of clients of the reviewed firm. However, a review team member
who owns securities of a reviewed firm’s client shall not review the engagement of that
client since the reviewer’s independence would be considered to be impaired. In addition,
the effect of family relationships (spouses, close relatives) and other relationships and the
possible loss of the appearance of independence must be considered when assigning team
members to review individual engagements.
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Organization of the Review Team

.07 A review team is headed by a team captain who directs the organization and con-
duct of the review, supervises other reviewers, and is responsible for the preparation of a
report on the review. The team captain will furnish instructions to the review team regarding
the manner in which working papers and other notes relating to the review are to be accumu-
lated to facilitate summarization of the review team’s findings and conclusions. The team
captain should notify the AICPA quality review division staff of changes, if any, in the com-
position of the review team and in the date of the exit conference.

The Review
.08 The review should include the following procedures:
a. Study and evaluation of the reviewed firm’s quality control system.

b. Review compliance with the reviewed firm’s quality control system at each
organizational or functional level within the firm.

c. Review selected engagements, including the relevant working paper files and
reports of the firm.

d. Review compliance with the section’s membership requirements.

e. Accumulate a list of points to be discussed at the exit conference, giving
appropriate consideration to the distinction between matters that require qualifi-
cation of the report, other matters that should be included in the letter of
comments, and other matters that would only be communicated orally in the form
of suggestions.

f.  Prepare a report on the review (unqualified, modified, or adverse).
g. Prepare a letter of comments, if applicable.

.09 For the review of a firm that obtains quality control materials from a third party,
the review team should obtain the most recent report, letter of comments (if any), and letter
of response thereto on those materials, if such documents are available. (For association
arranged reviews, see "Standards for Performing and Reporting on Reviews of Quality Control
Materials,” PCPS 82400 of the PCPS Reference Manual.) In addition to considering the
report relating to the suitability of design of the quality control materials, reviewers should
consider the applicability of such materials to the practice of the firm being reviewed. The
report on the reviewed firm should not make reference to the review of the materials.

Scope of Review

.10 Reviewers should recognize that quality control policies and procedures will likely
differ between small and large firms (for example, the necessity for job descriptions) and
between small and large offices of multi-office firms (for example, the procedures for assign-

ing personnel to engagements.) In testing a firm’s quality control policies and procedures,
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the review should be tailored to the particular firm. Peer review program guidelines have
been prepared and are included in PRM §13000.

.11 The scope of the review should cover a firm’s accounting and auditing practice,
which encompasses all auditing and all accounting, review, and compilation services for
which professional standards have been established, and includes, for example, engagements
to report on an entity’s system of internal accounting control and its financial forecast. Other
segments of a firm’s practice, such as providing tax services or management advisory ser-
vices, are not encompassed by the scope of the review except (1) to the extent they are
associated with financial statements (for example, reviews of tax provisions and accruals
contained in financial statements are included in the scope of the review) or (2) as they relate
to compliance with the membership requirements of the section. Review team members are
not to have contact with, or access to, any client of the reviewed firm in connection with the
review.

.12 The review will be directed to the professional aspects of the reviewed firm’s
accounting and auditing practice; it will not include the business aspects of that practice.
It may be difficult, however, to distinguish between these aspects of the practice since they
may overlap. For example, in evaluating whether the supervision of an engagement was ade-
quate, review team members would consider budgeted and actual time spent on the engage-
ment by various categories or classifications of personnel but would not inquire as to fees
billed to the client or the relationship of fees billed to time accumulated at usual or standard
billing rates.

.13 Further, when reviewing policies and procedures for advancement, review team
members would concern themselves with whether professional personnel were promoted
based on demonstrated competence and whether criteria for admission of individuals to the
firm give appropriate weight to professional qualifications but would not review compensation
of professional personnel.

.14 The review team should obtain the reviewed firm’s latest peer review or quality
review report and, if applicable, its letter of comments and response thereto, from the firm
or from the AICPA and should consider whether matters discussed therein require additional
emphasis in the current review. In all cases, the review team should evaluate the actions
taken by the firm in response to the prior report and letter of comments.

.15 The reviews of engagements should usually be directed toward the accounting
and auditing work performed by the practice offices visited, including work performed for
another office of the reviewed firm, for a correspondent firm, or for an affiliated firm. For
those situations in which engagements selected in the practice office reviewed include the
use of work of another office, correspondent, or affiliate (domestic or international). *’
reviewer, however, should evaluate the instructions for the engagement issued t
reviewed office to the parties responsible for performing the work. In addition, the scoj
the review should encompass the procedures by which the reviewed office maintainec
control over the engagement through supervision (including visits by its supervisory personnel
to other locations) and review of the work performed by the other offices, correspondents,
or affiliates.
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.16 There may be situations when information available to the review team is insuffi-
cient to evaluate whether the reviewed firm’s quality control policies and procedures have
been applied in supervising segments of engagements performed by other offices or firms.
In these instances, it will be necessary to obtain documentation from such other offices or
firms; usually this may be accomplished by arranging for the forwarding of the requested
information to the reviewed office.

.17 Thereview is office-oriented, not engagement-oriented. However, if the reviewed
firm has multi-office engagements, the sections’ standards for performing and reporting on
peer reviews require that, for at least one such engagement, the work performed by the
office with primary responsibility for the engagement and the work performed on a significant
segment of the engagement by at least one of the domestic offices should be reviewed. If
the participating office is not selected for visit, the review can be accomplished by having
the appropriate working papers sent to the primary office being visited.

Extent of Engagement Review

.18 The objectives of the review of engagements are to obtain evidence of (1)
whether the reviewed firm’s system of quality control for its accounting and auditing practice
met the objectives of quality control standards established by the AICPA to the extent such
objectives are applicable to its practice, (2) whether the reviewed firm complied with the
policies and procedures that constituted its system of quality control during the year under
review, and (3) whether the reviewed firm complied in all material respects with the
applicable membership requirements of the section during the year under review. To the
extent necessary to achieve these objectives, the review of engagements should include
review of financial statements, accountants’ reports, working papers, and correspondence,
and should include discussions with professional personnel of the reviewed firm.

.19 Since, in most cases, the engagement personnel will not be responsible for estab-
lishing firm policies, the reviewer should not challenge firm policies in discussions with
engagement personnel. If any questions or observations regarding the appropriateness of the
firm’s policies and procedures develop as a result of the engagement reviews, these matters
should be discussed with the team captain.

.20 On individual engagements, reports other than on the basic financial statements
(special reports, limited reviews, etc.) may have been issued during the period under review.
If such reports have been issued or if separate financial statements have been issued on
subsidiaries, the team captain should be consulted regarding the amount of work to be done
in these areas on each engagement.

.21 If significant parts of the firm’s practice include compilation or review services,

cash-basis statements, financial forecasts and projections, etc., certain of those reports and
related working papers should be reviewed.
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Engagement Review Technique

.22 Background information about an engagement should be obtained by discussion
with the engagement partner and by reading the engagement profile sheet (which should be
completed by the reviewed firm prior to commencement of the review of the engagement),
the primary financial statements and any program sections, memoranda or other working
papers describing the company and its business, the firm’s audit approach and problem
areas. Work is most efficiently completed by first reviewing the "top files," applicable
sections of the work programs, correspondence files, consolidating working papers and other
key audit area working papers and then completing the engagement review checklist. Then,
any unanswered questions on the checklist can be completed by additional reference to the
engagement files.

Approach to the Review

.23 The review should give primary emphasis to the reviewed firm’s overall approach
to the engagement, rather than the specific procedures performed. The engagement review
checklists (which can be used for most engagements) contain the following sections:'

a. The first section of each checklist contains questions on the accountant’s report
and the accompanying financial statements and footnotes. This section of the
checklist ordinarily would be completed for engagement reviews. However, on
peer reviews of firms that have their own report and financial statement
disclosure checklist that is completed by the firm’s personnel and filed with the
engagement working papers, this section may not have to be completed for each
engagement. In such situations, the comprehensiveness of the firm’s checklist
and the appropriateness of its use on specific engagements should be tested by
the review team. Any disclosure or reporting deficiencies identified by the
reviewer should be noted in the comments section of the engagement checklist
or on a "Matter for Further Consideration” form.

b. The second section of the checklists contains questions concerning planning,
preliminary and general procedures that normally should be performed for the
applicable type of engagement. This section should be completed for each
engagement reviewed.

' The "Checklist for Review of Audit Engagements of Not-For-Profit Organizations" and the

"Checklist for Review of Audit Engagements of State or Local Governmental Entities,
including Those Receiving Federal Financial Assistance" include the first four sections
discussed herein. In addition, the former checklist includes an additional section on
"Audits of Governmental Grantees," and the latter checklist includes an additional section
on "Compliance with the Requirements of the Single Audit Act of 1984." In addition, the
"Checklist for Review of Compilation Engagements” includes an additional Section on
Compilations that omit substantially all disclosures.
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c. The third section included in the audit engagement checklist contains questions
relating to specific audit areas. Although frequently it will not be necessary to
answer all of these questions for an audit engagement because of the emphasis
on key audit areas, they should be used for guidance concerning the type of
questions to be considered when reviewing the audit procedures performed.

d. The fourth section of the checklist for review of audit engagements and the third
section of the checklists for review of review and compilation engagements con-
tains questions concerning the functional areas of a firm’s quality control system.
These questions are based on the typical policies and procedures that might be
established by a firm. All the policies and procedures included in these questions
will not have been adopted by all firms. Therefore, the team captain should
determine, before the engagement reviews are conducted, if modifications to the
checklists are necessary to fit the policies and procedures adopted by the
reviewed firm, as detailed in the completed peer review program guidelines. For
example, a number of the questions are not applicable to sole practitioners
without full-time professional staff or additional questions may have to be added
regarding the use of required standard forms. These sections should be com-
pleted for each engagement reviewed.

e. The fifth section of the audit engagement questionnaire includes a separate list
of questions to be answered on SEC engagements. In order to answer these
guestions it may be necessary for the reviewer to refer to an SEC or other spe-
cialized disclosure checklist.

.24 All "no" answers for each type of engagement should be summarized to assist
reviewers in answering questions in PRM 813500, "Peer Review Program Guidelines," and
in preparing the summary review memorandum. Reviewers may use the summary engage-
ment review checklists included in PRM §15000, or they may develop their own, for
summarizing the peer review findings.

.25 The general checklists for audit, review and compilation engagements were
developed for use in reviewing engagements of "for-profit" companies and probably will
require extensive modification or supplementation for engagements involving companies in
specialized industries (for example, insurance and finance companies). Specialized checklists
have been developed for review of audits of state or local government entities, including
those receiving federal financial assistance, not-for-profit entities, prospective financial
statements and employee benefit plans. In certain specialized industries/areas, supplemental
checklists have been developed and should be used in addition to the primary checklists
(Audit, Review and Compilation). Industries/areas that have supplemental checklists include:
depository institutions, voluntary health and welfare organizations, construction, common
interest realty associations, providers of healthcare services and HUD.

.26 Generally, a "no" answer to a question indicates possible noncompliance with a
firm policy and/or professional standards. All "no" answers should be cross-referenced to
either: (1) an MFC form, or (2) if no MFC form was generated, to the standardized comment
sheets provided at the end of each checklist. The MFC forms and standardized comment
sheets should include a description of the disposition of each "no" answer.
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.27 The explanatory comments to "no" answers should be reviewed with the engage-
ment partner to obtain the partner’s agreement or to note a disagreement and the reasons.

.28 Except where specifically requested, it is not necessary to document the work the
reviewer performed to form an opinion on each question. The answer to the question and
the signing of the checklist indicate that the reviewer has completed the necessary testing
to answer the question through reading documents or discussions with firm personnel.
Naturally, when documentary evidence is available, it should be reviewed. Discussions with
personnel should be used only for background purposes, to clarify points, or to provide
satisfaction when documentation is not available.

Emphasis on Key Audit Areas

.29 The depth of the review of working papers for particular engagements is left to
the judgment of the reviewers; however, the review should ordinarily include all the key areas
of an engagement. Thus, a page-by-page review of all working papers is not contemplated.
Points to consider in determining the key areas include —

a. Key areas in the client’s industry (for example, revenue recognition for construc-
tion companies; inventory and accounts receivable for manufacturing and retail
concerns; policy reserves for insurance companies; or loan loss allowances for
financial institutions).

b. Key areas noted during the review of the financial statements and discussions
with engagement personnel (for example, review of loan defaults or follow-up of
litigation matters).

c. Key areas identified by the firm in planning or conducting the engagement.

d. Recent accounting and auditing developments and pronouncements.

e. Weaknesses noted in other engagements reviewed.

f.  Weaknesses noted by the firm during its inspection program.

g. Weaknesses noted in the prior peer review or quality review.

.30 The selection of the key areas should be directed toward maximizing the effective-
ness of the review, as well as determining the extent to which the firm’s personnel recog-
nized the key areas. Ordinarily, in applying the "key area” concept, all key areas should be
reviewed. However, to keep time requirements within reasonable limits, reviewers may
decide not to review all key areas of a specific engagement. For example, in some of the
initial audit engagements or specialized industry engagements selected for review, attention

might be limited to the special areas of the engagements since the engagements were speci-
fically selected to test those areas. In such cases, the reviewer should document in the
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working papers the reasons why all key areas were not reviewed.? (See Appendix C, PCPS
§2000, "Selecting Engagements for Review," in the PCPS Reference Manual for additional
guidance on the application of the key area concept.)

.31 No definitive guidance can be provided regarding the depth of review to be given
to these key areas, but the reviewer should evaluate whether the firm has obtained sufficient
competent evidential matter to form conclusions concerning the validity of the assertions of
material significance embodied in the financial statements (A/CPA Professional Standards,
Vol. 1, AU Section 326.)

Findings and Conclusions

.32 For each engagement reviewed, the review team must evaluate and document,
based on its review of the engagement working papers and representations from the
reviewed firm’s personnel, whether anything came to the review team’s attention that
caused it to believe that (1) the financial statements were not presented in all material
respects in accordance with generally accepted accounting principles, (2) the firm did not
have a reasonable basis under the applicable professional standards for the report issued, (3)
the documentation on the engagement did not support the report issued, or (4) the firm did
not comply with its quality control policies and procedures in all material respects.
Accordingly, a "conclusions" page must be completed for each engagement reviewed to
summarize the results of that review.

.33 Inperforming engagement reviews, the review team may encounter (a) indications
of significant failures by the reviewed firm to reach appropriate conclusions in the application
of professional standards which include generally accepted auditing standards, standards for
accounting and review services, and generally accepted accounting principles (for example,
the reviewed firm may have issued an inappropriate report on a client’s financial statements
or omitted a necessary auditing procedure), or (b) situations in which the documentation on
the engagement does not appear to support the report issued. In either case, the team
captain shall promptly inform an appropriate authority within the reviewed firm (generally on
an MFC form). In such circumstances, the reviewed firm should investigate the matter

2 In such cases, the reviewer must exercise judgment in determining how many accounting

and auditing hours to claim with respect to the engagement. If only one or a few specific
key areas out of many key areas are reviewed on the engagement, such as only the refer-
ring office’s supervision and control of the work performed by foreign offices or by
domestic or foreign affiliates or correspondents, only the hours devoted to the specific
area(s) should be claimed. Conversely, if all but one or two specific key areas out of many
key areas are reviewed, the review team ordinarily would be justified in claiming all the
hours devoted to the engagement except for those devoted to the key areas that were not
reviewed. In situations that fall in between the preceding two cases — that is, when the
reviewer has reviewed many, but not virtually all, of the key areas — the review team
generally would be justified in claiming a percentage of the total hours on the engagement
(or on the unit actually reviewed) equal to the hours on the key areas reviewed divided by
the hours devoted to all the key areas on the engagement (or on the unit actually
reviewed).
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questioned by the review team and determine what action, if any, should be taken.® The
reviewed firm should advise the review team of the results of its investigation and document
the actions taken or planned or its reasons for concluding that no action is required.

.34 If the reviewed firm believes after investigating the matter that it can continue to
support its previously issued report, it should provide the review team with a written
explanation of the basis for its conclusion (generally on an MFC form). If the explanation
appears reasonable, the review team should consider whether the documentation of the
engagement supports the report issued. In evaluating the responses, the review team should
recognize that it has not made an examination of the financial statements in accordance with
generally accepted auditing standards (or reviewed or compiled them in accordance with the
standards for accounting and review services), and that it has not had the benefit of access
to the client’s records, discussions with the client, or specific knowledge of the client’s
business.

.35 After reviewing the documentation supporting the actions planned or the
documentation explaining why no action is required, the review team may continue to
question whether there is a significant failure to reach appropriate conclusions in the
application of professional standards. In such cases, the review team would promptly inform
an appropriate authority in the reviewed firm and pursue any remaining questions. At this
time, the reviewed firm should also be aware that any unresolved issues will be referred
promptly to the peer review committee for resolution.

.36 When the reviewed firm concludes there is a significant failure to reach an
appropriate conclusion on the application of professional standards on an engagement, the
review team should review the firm’s plan for addressing the questioned matter and
document in the summary review memorandum whether the plan appears appropriate in the
circumstances. If those actions are taken prior to the issuance of the peer review report (for
example, the report and financial statements are reissued, omitted auditing procedures are
performed, or a previously issued report is recalled), the review team should review the
documentation supporting such actions. If the actions are not taken prior to the issuance of
the report, the review team should advise the reviewed firm that it may be asked by the peer
review committee to allow the reviewer to review the documentation supporting such actions
when those actions are completed.

Expansion of Scope
.37 If, during the course of the peer review, the review team concludes that there

was a significant failure by the reviewed firm to reach an appropriate conclusion on the
application of professional standards on an engagement, the review team should consider

The reviewed firm is required under generally accepted auditing standards and the
standards for accounting and review services to take appropriate action under certain
circumstances with respect to (1) subsequently discovered information that relates to a
previously issued report or (2) the omission of one or more auditing procedures considered
necessary to support a previously expressed opinion. (See A/CPA Professional Standards,
Vol. 1, AU Sections 561 and 390 and Vol. 2, AR Section 100.42.)
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whether the application of additional review procedures is necessary.* This consideration
should be documented in the peer review working papers. The objective of the application
of additional procedures would be to determine whether the significant failure is indicative
of a pattern of such failures and/or of a significant weakness in the reviewed firm’'s system
of quality control or in compliance with the system. Under some circumstances, the reviewer
may conclude that, because of compensating controls, or for other reasons, further pro-
cedures are unnecessary. If, however, additional procedures are deemed necessary, they
may include an expansion of scope to review all or relevant portions of one or more additional
engagements. Such additional engagements may be in the same industry, or supervised by
the same individual in the reviewed firm, or otherwise have characteristics associated with
the failure to apply professional standards.

Review Team Working Papers

.38 The peer review working papers should include documentation, on an MFC form,
of matters that, in the reviewer’s opinion, could indicate (1) that one or more of the appli-
cable objectives of quality control standards were not accomplished by the reviewed firm’s
policies or procedures, or (2) that the reviewed firm did not comply with professional
standards, or the policies and procedures that constitute its quality control system or (3) that
the reviewed firm did not comply with a membership requirement. The MFC form should
include the reviewer’s description of the matters, the reviewed firm’s agreement or disagree-
ment with the description and its comments on the matter, and the reviewer’s and team cap-
tain’s comments. The MFC form is to be signed in the places indicated by the reviewer, the
team captain and an appropriate partner in the reviewed firm (generally the engagement part-
ner or the partner responsible for the applicable area).

.39 On each MFC form, the reviewer should classify the matter into one of the
following:

a. Design — The reviewer believes that the firm’s quality control policies and
procedures, even if fully complied with, are not likely to accomplish an applicable
quality control objective.

b. Performance — The reviewer believes that the reviewed firm failed to adhere to
professional standards, including generally accepted accounting principles,
generally accepted auditing standards, and statement on standards for accounting
and review services, even if such deficiencies would not result in a situation
where the firm should consider taking action pursuant to the A/CPA Professional
Standards, Vol. 1, AU Sections 390 or 561.

c. Compliance-Membership Requirement — The reviewer believes that the reviewed
firm did not comply with an applicable membership requirement of the section.

* See PCPS §2000.69-.76 of the PCPS Reference Manual for action(s) required regarding
the specific engagement involved.
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d. Compliance-Other — The reviewer believes that the reviewed firm did not comply
with one of its prescribed policies or procedures even though it did comply with
professional standards.

e. Documentation — The reviewer believes that the work performed in a particular
area was not documented but, through inquiry or other means, the reviewer is
satisfied that the work was performed.

.40 To the extent that there are disagreements or differences of opinion between the
reviewed firm and the team captain with respect to the interpretation or effect of matters
included on an MFC form, the staff of the AICPA quality review division should be consulted.
The results of all consultations should be documented on the MFC form.

Completion of the Review

.41 At the conclusion of field work, the reviewers should (1) summarize all of their
findings (including all "no" answers to the individual engagement checklists and MFCs);
(2) evaluate the nature, causes, pattern, pervasiveness, and significance of the deficiencies
noted in the design of the firm’s quality control system and in the firm’s compliance with its
system, with professional standards, and with the membership requirements of the section;
and (3) consider whether such matters should result in a qualified report, be included in the
letter of comments, or otherwise be communicated to the firm. Summary engagement
checklists, PRM 815000, have been designed to assist reviewers in preparing the necessary
summary of findings, including "no" answers and MFCs. These summaries of findings should
also assist the review team captain in preparing the overall summary review memorandum.
For additional guidance on use of these summaries, see the instructions for use of the peer
review program guidelines included in PRM §13100.

.42 Prior to the issuance of its report and, if applicable, letter of comments, the
review team should communicate its conclusions to the reviewed firm. This communication
ordinarily would take place at a meeting (exit conference) attended by appropriate
representatives of the review team and the reviewed firm. It is normally expected that the
managing partner and the partners having firm-wide responsibility for quality control and
accounting and auditing will attend this meeting. The review team should notify the AICPA
quality review division staff of the date and time of the scheduled exit conference to permit
representatives of the peer review committee to attend the exit conference, if they so elect.
The parties should discuss the report and letter of comments, if any, as well as any
suggestions. Accordingly, the review team, except in rare instances, should not hold the exit
conference until the results of the peer review have been summarized and the report and
letter of comments, if any, have been drafted or a detailed outline has been prepared of the
matters to be included in these documents. If there is uncertainty as to the opinion to be
expressed, the review team should postpone the exit conference until a decision has been
reached. When discussing its findings, recommendations and suggestions at the conference,
the review team should give an in-depth explanation of each matter or suggestion.

.43 For the review of a multi-office firm, in addition to the communication described

in the preceding paragraph, the review team for a practice office should communicate its
findings to appropriate individuals at the office reviewed.
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.44 The peer review program provides that, within 30 days of the date of the exit
conference, the review team should submit to the reviewed firm a written report and, if
applicable, a letter of comments. A copy of the report, the letter, and a response thereto
should be submitted by the reviewed firm to the PCPS Peer Review Committee within 30
days of the date the report and letter were issued.

.45 A disagreement regarding the type of report to be issued or the comments to be
included in the letter of comments may arise among the review team members. When the
members are unable to resolve such a disagreement, the matter should be documented and
referred, through the AICPA quality review division staff, to the peer review committee for
resolution.

Retention of Peer Review Working Papers

.46 The following materials should be retained by the entity that formed the review
team until the completion of the subsequent review required for continued membership or
until the time for such review has elapsed:

a. The peer review report.

b. The letter of comments and the firm’s response thereto, if applicable.

c. The letter accepting the peer review report.

d. The engagement letter.

e. The scheduling information forms.

f. The team appointment acceptance letters.

g. Any extension requests.

h. The letter documenting the firm’s compliance with actions taken as a result of the
committee’s consideration of the peer review report.

All other materials should be discarded 90 days after the committee issues a letter accepting
the peer review report. If the peer review is intended to meet the requirements of Section
32 of the Federal Deposit Insurance Act, the review team should retain the working papers
for a period of 120 days after the date that the reviewed firm files the peer review
documents with the Federal Deposit Insurance Corporation.
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PRM Section 11250 112563
SEC PRACTICE SECTION

INSTRUCTIONS TO REVIEWERS

Introduction

.01 The purpose of these instructions is to provide guidance for reviewers assigned
to peer reviews under the auspices of the SEC Practice Section of the Division for CPA Firms
(SECPS). They should be read in conjunction with other guidance material issued to
implement the SECPS peer review program. Questions regarding these instructions or any
other materials or about the review in general should be directed to the AICPA quality review
division staff at (201) 938-3030.

.02 Peer reviews are intended to evaluate whether, during the year under review, a
reviewed firm’s system of quality control for its accounting and auditing practice met the
objectives of quality control standards established by the AICPA (Statement on Quality
Control Standards No. 1, paragraph 7) and was being complied with to provide the firm with
reasonable assurance of conforming with professional standards. Peer reviews are also
intended to evaluate the reviewed firm’s compliance with the section’s membership require-
ments.

Independence and Conflict of Interest

.03 A peer review is to be conducted with due regard for the confidentiality require-
ments set forth in the AICPA Code of Professional Conduct. Information obtained as a
consequence of the review concerning the reviewed firm or any of its clients is confidential
and should not be disclosed by review team members to anyone not associated with the
review.

.04 Independence with respect to the reviewed firm must be maintained by the
reviewing firm, by review team members, and by consultants who may participate in the
review. The AICPA Code of Professional Conduct does not specifically consider relationships
between reviewers, reviewed firms, and clients of reviewed firms. However, the concepts
pertaining to independence embodied in the Code should be considered for their application.

.05 A reviewing firm or a review team member should not have a conflict of interest
with respect to the reviewed firm or to those clients of the reviewed firm that are the subject
of engagements reviewed.

.06 The personnel of a reviewing firm and the reviewing firm itself are not precluded
from owning securities of clients of the reviewed firm. However, a review team member
who owns securities of a reviewed firm’s client shall not review the engagement of that
client since the reviewer’s independence would be considered to be impaired. In addition,
the effect of family relationships (spouses, close relatives) and other relationships and the
possible loss of the appearance of independence must be considered when assigning team
members to review individual engagements.
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Organization of the Review Team

.07 A review team is headed by a team captain who directs the organization and con-
duct of the review, supervises other reviewers, and is responsible for the preparation of a
report on the review. The team captain will furnish instructions to the review team regarding
the manner in which working papers and other notes relating to the review are to be accumu-
lated to facilitate summarization of the review team’s findings and conclusions. The team
captain should notify the AICPA quality review division staff of changes, if any, in the com-
position of the review team and in the date of the exit conference.

The Review

.08 General Considerations

The review should include the following procedures:

a. Planning the Review

1.

Obtain a sufficient understanding of the nature and extent of the firm’s
accounting and auditing practice to plan the review.

Obtain a sufficient understanding of the design of the firm’s quality control
system to plan the review.

Obtain a sufficient understanding to the potential effectiveness of the
inspections performed since the prior peer or quality review to plan the
review.

Assess inherent risk and control risk (including determining whether the
firm’s inspection program for the current year is likely to enable the review
team to reduce the number of offices or engagements to be reviewed or the
extent of the functional area reviews, and, if so, perform tests of the
findings and conclusions of the current year’s inspection program).

Use the knowiedge obtained from the foregoing to select the offices and the
engagements to be reviewed, and to determine the nature and extent of the
tests to be applied in the functional areas.

b. Performing the Review

1.
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Review compliance with the reviewed firm’s quality control system at each
organizational or functional level within the firm.

Review selected engagements, including the relevant working paper files
and reports.

Review compliance with the section’s membership requirements.
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4. Reassess the adequacy of the scope of the review based on the results
obtained to determine if additional procedures are necessary.

5. Prepare a written report on the results of the review and, if applicable, a
letter of comments.

.09 For the review of a firm that obtains quality control materials from a third party,
the review team should obtain the most recent report, letter of comments (if any), and letter
of response thereto on those materials, if such documents are available. (For association
arranged reviews, see "Standards for Performing and Reporting on Reviews of Quality Control
Materials,” SECPS 82400 of the SECPS Reference Manual.) In addition to considering the
report relating to the suitability of design of the quality control materials, reviewers should
consider the applicability of such materials to the practice of the firm being reviewed. The
report on the reviewed firm should not make reference to the review of the materials.

Scope of Review

.10 Reviewers should recognize that quality control policies and procedures will likely
differ between small and large firms (for example, the necessity for job descriptions) and
between small and large offices of multi-office firms (for example, the procedures for assign-
ing personnel to engagements.) In testing a firm’s quality control policies and procedures,
the review should be tailored to the particular firm. Peer review program guidelines have
been prepared and are inciuded in PRM §13000.

.11 Although the peer review standards do not suggest minimum or maximum
percentages of the reviewed firm’s accounting and auditing hours that should be reviewed,
historical experience suggests that a range of between 5 and 15 percent of the hours for
firms with 15 or fewer offices and between 3 and 6 percent for firms with more than 15
offices ordinarily will provide an adequate scope for a peer review. However, in situations
where the combined assessed levels of inherent and control risk are relatively low, and the
current year'’s inspection program is considered effective and will be considered to reduce
the scope of the peer review, the application of the peer review standards may result in a
scope that is lower than these ranges. Conversely, in situations where the combined
assessed levels of inherent and control risk are relatively high, and the firm has not performed
an inspection for the review year or its inspection program for the review year is ineffective,
the application of the peer review standards may result in a scope that is higher than these
ranges.

.12 The scope of the review should cover a firm’s accounting and auditing practice,
which encompasses all auditing and all accounting, review, and compilation services for
which professional standards have been established, and includes, for example, engagements
to report on an entity’s system of internal accounting control and its financial forecast. Other
segments of a firm’s practice, such as providing tax services or management advisory ser-
vices, are not encompassed by the scope of the review except (1) to the extent they are
associated with financial statements (for example, reviews of tax provisions and accruals
contained in financial statements are included in the scope of the review) or (2) as they relate
to compliance with the membership requirements of the section. Review team members are
not to have contact with, or access to, any client of the reviewed firm in connection with the
review.
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.13 The review will be directed to the professional aspects of the reviewed firm’s
accounting and auditing practice; it will not include the business aspects of that practice.
It may be difficult, however, to distinguish between these aspects of the practice since they
may overlap. For example, in evaluating whether the supervision of an engagement was ade-
quate, review team members would consider budgeted and actual time spent on the engage-
ment by various categories or classifications of personnel but would not inquire as to fees
billed to the client or the relationship of fees billed to time accumulated at usual or standard
billing rates.

.14 Further, when reviewing policies and procedures for advancement, review team
members would concern themselves with whether professional personnel were promoted
based on demonstrated competence and whether criteria for admission of individuals to the
firm give appropriate weight to professional qualifications but would not review compensation
of professional personnel.

.15 The review team should discuss with the reviewed firm whether litigation, pro-
ceedings or investigations against the firm or its personnel reported to the SECPS quality
control inquiry committee (QCIC) since the date of the firm’s last peer review involve the
same offices, industries, audit areas, or engagement personnel, and whether the firm has
considered any such patterns in the scope of its own inspection or other internal review
programs. The review team, giving due regard to the fact that such litigation, proceedings,
and investigations will ordinarily involve unproven allegations, should consider this
information in setting the scope of the review. In this connection, review teams must
recognize that it is not their function to evaluate the merits of litigation or the adequacy of
corrective actions, if any, taken by the firm as a result thereof, nor is it their function to
duplicate the work of the QCIC. However, a reviewer might decide that an office that is
involved in several instances of litigation should be selected for visitation rather than a
comparable office with no litigation. Similarly, if a firm is involved in several instances of
litigation involving a specific industry, the reviewer might consider whether the scope of his
work adequately considers the risk factors inherent in that industry. The review team’s
documentation of its performance in this regard should be limited to an indication that such
matters (without identification of the litigation) were considered in setting the scope of
the review.

.16 The review team should also obtain a listing from the firm being reviewed of those
SEC engagements accepted since the end of the last peer review year (or for the year under
review if the reviewed firm has not previously had a peer review) where, as reported in a
Form 8-K, in a similar public filing, such as a document filed with the Office of the
Comptroller of the Currency, the Federal Reserve Board or the Federal Deposit Insurance
Corporation, or in a document filed with the Office of Thrift Supervision that is available to
the successor auditor, the former accountant resigned (or declined to stand for reelection)
or there was a reported disagreement over any matter of accounting principles or practices,
financial statement disclosure, or auditing scope or procedure or there was a "reportable
event" as defined in item 304(a)(1)(v) of SEC Regulation S-K. For such engagements, the
review team should:

a. Review the existing client-acceptance documentation that relates to the
matters or procedures that were the subject of the resignation or

disagreement or reportable event.
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b. Review such current or prior periods’ engagement working papers, financial
statements, or auditor’s reports to the extent considered necessary to be
able to evaluate whether the matters or procedures were handled appropri-
ately.

c. Determine whether, since the end of the last peer review year (or for the
year under review if the reviewed firm has not previously had a peer
review), any opinions on the application of generally accepted accounting
principles were rendered to the entity prior to acceptance.

d. Determine whether any such opinion was issued pursuant to the firm's
policies relating to the issuance of such opinions.

This may necessitate a review of engagement files related to the matters or procedures from
any or all of the past three years. As part of its normal selection procedures, the review
team should also determine whether to select such engagements for review.

.17 The review team should also obtain a listing ("this list") from the firm being
reviewed of all new SEC clients (1) for which there was a predecessor accountant or auditor,
and (2) for which the reviewed firm’s first report on accounting and auditing services related
to a period that ended during the reviewed firm’s peer review year. In the selection of
offices, greater weight should be given to those offices that had the most such SEC
engagements. If there are any engagements in the offices selected that are on both this list
and the list described in the preceding paragraph, those engagements {(or portions of those
engagements) should be selected for review. The existing client-acceptance documentation
for all other engagements on this list in the offices selected should be reviewed and, based
on the results of these reviews, the team should consider the need to select additional
engagements (or portions of engagements) on this list for review, particularly in
circumstances where the prior accountant’s or auditor’'s most recent audit report was
qualified or contained explanatory language not relating to consistency or the report of
another auditor. In any event, at least one engagement on this list should be reviewed in
each office visited.

.18 The review team should obtain the reviewed firm’s latest peer review or quality
review report and, if applicable, its letter of comments and response thereto, from the firm
or from the AICPA and should consider whether matters discussed therein require additional
emphasis in the current review. In all cases, the review team should evaluate the actions
taken by the firm in response to the prior report and letter of comments.

.19 The reviews of engagements should usually be directed toward the accounting
and auditing work performed by the practice offices visited, including work performed for
another office of the reviewed firm, for a correspondent firm, or for an affiliated firm. For
those situations in which engagements selected in the practice office reviewed include the
use of work of another office, correspondent, or affiliate (domestic or international), the
reviewer, however, should evaluate the instructions for the engagement issued by the
reviewed office to the parties responsible for performing the work. In addition, the scope of
the review should encompass the procedures by which the reviewed office maintained
control over the engagement through supervision (including visits by its supervisory personnel
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to other locations) and review of the work performed by the other offices, correspondents,
or affiliates.

.20 There may be situations when information available to the review team is insuffi-
cient to evaluate whether the reviewed firm’s quality control policies and procedures have
been applied in supervising segments of engagements performed by other offices or firms.
In these instances, it will be necessary to obtain documentation from such other offices or
firms; usually this may be accomplished by arranging for the forwarding of the requested
information to the reviewed office.

.21 Thereview is office-oriented, not engagement-oriented. However, if the reviewed
firm has multi-office engagements, the sections’ standards for performing and reporting on
peer reviews require that, for at least one such engagement, the work performed by the
office with primary responsibility for the engagement and the work performed on a significant
segment of the engagement by at least one of the domestic offices should be reviewed. If
the participating office is not selected for visit, the review can be accomplished by having
the appropriate working papers sent to the primary office being visited.

Examples of Factors to Consider When Assessing Inherent Risk

.22 Assessing inherent risk involves evaluating the likelihood the reviewed firm will
perform engagements that do not comply with professional standards in the absence of a
quality control system. The assessed level of inherent risk may be affected by circumstances
arising (a) within the firm (for example, individual partners have engagements in numerous
specialized industries), or (b) outside the firm that affect its clients (for example, new
professional standards being applied for the first time, changes in regulatory requirements,
or adverse economic developments in an industry). In addition, the assessed level of inherent
risk may vary from engagement to engagement (for example, inherent risk ordinarily will be
greater for an initial public offering than for a nondisclosure compilation of a small privately
owned entity).

.23 Examples of factors to consider when assessing inherent risk follow. These
factors have been classified according to whether they pertain primarily to offices or to
specific engagements. This list is for illustrative purposes only, and does not include all
possible inherent risk factors, nor is the peer reviewer required to consider every item on the
list when assessing inherent risk.

a. Office Selection

—  Number and size (in terms of accounting and auditing hours and personnel)
of offices.

-

—  Offices with one or a few engagements comprising a significant portion of
the office’s accounting and auditing practice.

—  Offices with concentrations of high risk engagements (see next section).

—  Offices with a pattern of litigation or regulatory actions reported to the
quality control inquiry committee.
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—  Offices identified in the preceding peer or quality review or recent
inspections as operating at a level significantly below the firm’s quality
standards.

—  Offices with many SEC clients.

—  Offices with concentrations of new engagements that are SEC registrants
for which the firm’s first report related to a period that ended during the
peer review year.

—  Offices with new SEC engagements since the prior peer review where, as
reported in a form 8-K, or a similar public offering, (1) the former
accountant resigned or declined to stand for re-election, (2) there was a
reported disagreement over accounting principles or practices, financial
statement disclosure, or auditing scope or procedure, or (3) there was a
reportable event as defined in item 304(a)(1)(v)(A) through (D) of SEC
Regulation S-K.

—  Offices with an unreasonably large number of accounting and auditing hours
per engagement partner.

—  Offices with only one or a few engagements in a specialized industry.
—  Offices recently merged, acquired or opened.

—  Offices not inspected or not scheduled to be inspected since the last peer
review.

—  Offices where individual partners practice in many industries.
—  Offices in geographic areas that are experiencing economic hardships.

—  Offices with numerous clients in industries experiencing economic
hardships.

Engagement Selection

—  Engagement size, in terms of the number of personnel assigned and the
hours required to plan and perform it.

—  Level of accounting and auditing services performed (for example, audit,
review or compilation of historical financial statements).

— Engagements involving merged personnel, experienced personnel hired from
other firms, and partners who also have office, regional or firm-wide
management, administrative, or functional responsibilities.

—  Engagements where work on segments has been referred to other firms,
foreign offices, domestic or foreign affiliates, or correspondents.
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Engagements where one or more affiliated entities (for example, parent
companies and subsidiaries or brother/sister companies) constitute a large
portion of the firm’s overall clientele.

Engagements identified in the firm’s quality control system or guidance
material as having a high degree of risk.

Engagements where departures from professional standards and failures to
comply with the firm’s quality control policies and procedures were noted
in the preceding year’s inspection.

Engagements that might be affected by possible weaknesses in the design
of or compliance with the firm’s quality control system alleged in litigation,
proceedings or investigations, particularly in matters reported to the quality
control inquiry committee.

Engagements affected by recently implemented revisions of the firm’s
quality control policies and auditing procedures.

Engagements affected by newly effective professional standards.

Engagements performed by personnel not routinely assigned to accounting
and auditing engagements.

Clients in industries in poor financial condition.

Clients in poor financial condition.

Engagements with a high turnover of engagement personnel.
Clients with complex or sophisticated transactions.
Engagements from merged-in practices.

Initial engagements.

Engagements where reportable conditions in the client’s internal controls
were reported in the preceding year.

Engagements where internal audit participation was extensive.
Engagements where the work of specialists is used in significant areas.

Engagements that might be affected by the same quality control deficiencies
as those that may have been factors in losing other engagements.

Engagements where MAS fees exceed audit fees.
SEC Engagements.

Engagements subject to Governmental Auditing Standards.



11261

Extent of Engagement Review

.24 The objectives of the review of engagements are to obtain evidence of (1)
whether the reviewed firm’s system of quality control for its accounting and auditing practice
met the objectives of quality control standards established by the AICPA to the extent such
objectives are applicable to its practice, (2) whether the reviewed firm complied with the
policies and procedures that constituted its system of quality control during the year under
review, and (3) whether the reviewed firm complied in all material respects with the
applicable membership requirements of the section during the year under review. To the
extent necessary to achieve these objectives, the review of engagements should include
review of financial statements, accountants’ reports, working papers, and correspondence,
and should include discussions with professional personnel of the reviewed firm.

.25 Since, in most cases, the engagement personnel will not be responsible for estab-
lishing firm policies, the reviewer should not challenge firm policies in discussions with
engagement personnel. If any questions or observations regarding the appropriateness of the
firm’s policies and procedures develop as a result of the engagement reviews, these matters
should be discussed with the team captain.

.26 On individual engagements, reports other than on the basic financial statements
(special reports, limited reviews, etc.) may have been issued during the period under review.
If such reports have been issued or if separate financial statements have been issued on
subsidiaries, the team captain should be consulted regarding the amount of work to be done
in these areas on each engagement.

.27 If significant parts of the firm’s practice include compilation or review services,
cash-basis statements, financial forecasts and projections, etc., certain of those reports and
related working papers should be reviewed.

Engagement Review Technique

.28 Background information about an engagement should be obtained by discussion
with the engagement partner and by reading the engagement profile sheet (which should be
completed by the reviewed firm prior to commencement of the review of the engagement),
the primary financial statements and any program sections, memoranda or other working
papers describing the company and its business, the firm’s audit approach and problem
areas. Work is most efficiently completed by first reviewing the "top files,” applicable
sections of the work programs, correspondence files, consolidating working papers and other
key audit area working papers and then completing the engagement review checklist. Then,
any unanswered questions on the checklist can be completed by additional reference to the
engagement files.
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Approach to the Review

.29 The review should give primary emphasis to the reviewed firm’s overall approach
to the engagement, rather than the specific procedures performed. The engagement review
checklists (which can be used for most engagements) contain the following sections:’

a.

The first section of each checklist contains questions on the accountant’s report
and the accompanying financial statements and footnotes. This section of the
checklist ordinarily would be completed for engagement reviews. However, on
peer reviews of firms that have their own report and financial statement
disclosure checklist that is completed by the firm’'s personnel and filed with the
engagement working papers, this section may not have to be completed for each
engagement. In such situations, the comprehensiveness of the firm’s checklist
and the appropriateness of its use on specific engagements should be tested by
the review team. Any disclosure or reporting deficiencies identified by the
reviewer should be noted in the comments section of the engagement checklist
or on a "Matter for Further Consideration” form.

The second section of the checklists contains questions concerning planning,
preliminary and general procedures that normally should be performed for the
applicable type of engagement. This section should be completed for each
engagement reviewed.

The third section inciuded in the audit engagement checklist contains questions
relating to specific audit areas. Although frequently it will not be necessary to
answer all of these questions for an audit engagement because of the emphasis
on key audit areas, they should be used for guidance concerning the type of
questions to be considered when reviewing the audit procedures performed.

The fourth section of the checklist for review of audit engagements and the third
section of the checklists for review of review and compilation engagements con-
tains questions concerning the functional areas of a firm’s quality control system.
These questions are based on the typical policies and procedures that might be
established by a firm. All the policies and procedures included in these questions
will not have been adopted by all firms. Therefore, the team captain should
determine, before the engagement reviews are conducted, if modifications to the
checklists are necessary to fit the policies and procedures adopted by the
reviewed firm, as detailed in the completed peer review program guidelines. For
example, a number of the questions are not applicable to sole practitioners

The "Checklist for Review of Audit Engagements of Not-For-Profit Organizations" and the

"Checklist for Review of Audit Engagements of State or Local Governmental Entities,
including Those Receiving Federal Financial Assistance” include the first four sections
discussed herein. In addition, the former checklist includes an additional section on
"Audits of Governmental Grantees,” and the latter checklist includes an additional section
on "Compliance with the Requirements of the Single Audit Act of 1984." In addition, the
"Checklist for Review of Compilation Engagements” includes an additional Section on
Compilations that omit substantially all disclosures.
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without full-time professional staff or additional questions may have to be added
regarding the use of required standard forms. These sections should be com-
pleted for each engagement reviewed.

e. The fifth section of the audit engagement questionnaire includes a separate list
of questions to be answered on SEC engagements. In order to answer these
questions it may be necessary for the reviewer to refer to an SEC or other spe-
cialized disclosure checklist.

.30 All "no" answers for each type of engagement should be summarized to assist
reviewers in answering questions in PRM §13500, "Peer Review Program Guidelines," and
in preparing the summary review memorandum. Reviewers may use the summary engage-
ment review checklists included in PRM §15000, or they may develop their own, for
summarizing the peer review findings.

.31 The general checklists for audit, review and compilation engagements were
developed for use in reviewing engagements of "for-profit" companies and probably will
require extensive modification or supplementation for engagements involving companies in
specialized industries (for example, insurance and finance companies). Specialized checklists
have been developed for review of audits of state or local government entities, including
those receiving federal financial assistance, not-for-profit entities, prospective financial
statements and employee benefit plans. In certain specialized industries/areas, supplemental
checklists have been developed and should be used in addition to the primary checklists
(Audit, Review and Compilation). Industries/areas that have supplemental checklists include:
depository institutions, voluntary health and welfare organizations, construction, common
interest realty associations, providers of healthcare services and HUD.

.32 Generally, a "no" answer to a question indicates possible noncompliance with a
firm policy and/or professional standards. All "no" answers should be cross-referenced to
either: (1) an MFC form, or (2) if no MFC was generated, to the standardized comment
sheets provided at the end of each checklist. The MFC forms and standardized comment
sheets should include a description of the disposition of each "no" answer.

.33 The explanatory comments to "no" answers should be reviewed with the engage-
ment partner to obtain the partner’s agreement or to note a disagreement and the reasons.

.34 Except where specifically requested, it is not necessary to document the work the
reviewer performed to form an opinion on each question. The answer to the question and
the signing of the checklist indicate that the reviewer has completed the necessary testing
to answer the question through reading documents or discussions with firm personnel.
Naturally, when documentary evidence is available, it should be reviewed. Discussions with
personnel should be used only for background purposes, to clarify points, or to provide
satisfaction when documentation is not available.

Emphasis on Key Audit Areas
.35 The depth of the review of working papers for particular engagements is left to

the judgment of the reviewers; however, the review should ordinarily include all the key areas
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of an engagement. Thus, a page-by-page review of all working papers is not contemplated.
Points to consider in determining the key areas include —

a. Key areas in the client’s industry (for example, revenue recognition for construc-
tion companies; inventory and accounts receivable for manufacturing and retail
concerns; policy reserves for insurance companies; or loan loss allowances for
financial institutions).

b. Key areas noted during the review of the financial statements and discussions
with engagement personnel (for example, review of loan defaults or follow-up of
litigation matters).

c. Key areas identified by the firm in planning or conducting the engagement.
d. Recent accounting and auditing developments and pronouncements.

e. Weaknesses noted in other engagements reviewed.

f.  Weaknesses noted by the firm during its inspection program.

g. Weaknesses noted in the prior peer review or quality review.

.36 The selection of the key areas should be directed toward maximizing the effective-
ness of the review, as well as determining the extent to which the firm’s personnel recog-
nized the key areas. Ordinarily, in applying the "key area” concept, all key areas shouid be
reviewed. However, to keep time requirements within reasonable limits, reviewers may
decide not to review all key areas of a specific engagement. For example, in some of the
initial audit engagements or specialized industry engagements selected for review, attention
might be limited to the special areas of the engagements since the engagements were speci-
fically selected to test those areas. In such cases, the reviewer should document in the
working papers the reasons why all key areas were not reviewed.? (See Appendix D, SECPS
§2000 "Selecting Engagements for Review," in the SECPS Reference Manual for additional
guidance on the application of the key area concept.)

2 In such cases, the reviewer must exercise judgment in determining how many accounting

and auditing hours to claim with respect to the engagement. If only one or a few specific
key areas out of many key areas are reviewed on the engagement, such as only the refer-
ring office’s supervision and control of the work performed by foreign offices or by
domestic or foreign affiliates or correspondents, only the hours devoted to the specific
area(s) should be claimed. Conversely, if all but one or two specific key areas out of many
key areas are reviewed, the review team ordinarily would be justified in claiming all the
hours devoted to the engagement except for those devoted to the key areas that were not
reviewed. In situations that fall in between the preceding two cases — that is, when the
reviewer has reviewed many, but not virtually all, of the key areas — the review team
generally would be justified in claiming a percentage of the total hours on the engagement
(or on the unit actually reviewed) equal to the hours on the key areas reviewed divided by
the hours devoted to all the key areas on the engagement (or on the unit actually
reviewed).
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.37 No definitive guidance can be provided regarding the depth of review to be given
to these key areas, but the reviewer should evaluate whether the firm has obtained sufficient
competent evidential matter to form conclusions concerning the validity of the assertions of
material significance embodied in the financial statements (A/CPA Professional Standards,
Vol. 1, AU Section 326.)

Findings and Conclusions

.38 For each SEC engagement accepted since the end of the last peer review year (or
for the year under review if the reviewed firm has not previously had a peer review) which
was reviewed because of a reported disagreement with or the resignation of the former
accountant, or because there was a "reportable event" as defined in item 304(a)(1)(v) of SEC
Regulation S-K, the review team should conclude, based upon its review of the existing
client-acceptance documentation and current or prior periods’ files, whether anything came
to the review team’s attention to cause it to believe the matters or procedures that were the
subject of the resignation or disagreement may not have been handled appropriately by the
reviewed firm.

.39 For each engagement reviewed, the review team must evaluate and document,
based on its review of the engagement working papers and representations from the
reviewed firm’s personnel, whether anything came to the review team’s attention that
caused it to believe that (1) the financial statements were not presented in all material
respects in accordance with generally accepted accounting principles, (2) the firm did not
have a reasonable basis under the applicable professional standards for the report issued, (3)
the documentation on the engagement did not support the report issued, or (4) the firm did
not comply with its quality control policies and procedures in all material respects.
Accordingly, a "conclusions” page must be completed for each engagement reviewed to
summarize the results of that review.

.40 In performing engagement reviews, the review team may encounter (a) indications
of significant failures by the reviewed firm to reach appropriate conclusions in the application
of professional standards which include generally accepted auditing standards, standards for
accounting and review services, and generally accepted accounting principles (for example,
the reviewed firm may have issued an inappropriate report on a client’s financial statements
or omitted a necessary auditing procedure), or (b) situations in which the documentation on
the engagement does not appear to support the report issued. In either case, the team
captain shall promptly inform an appropriate authority within the reviewed firm (generally on
an MFC form). In such circumstances the reviewed firm should investigate the matter
questioned by the review team and determine what action, if any, should be taken.® The
reviewed firm should advise the review team of the results of its investigation and document
the actions taken or planned or its reasons for concluding that no action is required.

The reviewed firm is required under generally accepted auditing standards and the
standards for accounting and review services to take appropriate action under certain
circumstances with respect to (1) subsequently discovered information that relates to a
previously issued report or (2) the omission of one or more procedures considered
necessary to support a previously expressed opinion. (See A/CPA Professional Standards,
Vol. 1, AU Sections 561 and 390 and Vol. 2, AR Section 100.42.)
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.41 If the reviewed firm believes after investigating the matter that it can continue to
support its previously issued report, it should provide the review team with a written
explanation of the basis for its conclusion (generally on an MFC form). If the explanation
appears reasonable, the review team should consider whether the documentation of the
engagement supports the report issued. In evaluating the responses, the review team should
recognize that it has not made an examination of the financial statements in accordance with
generally accepted auditing standards (or reviewed or compiled them in accordance with the
standards for accounting and review services) and that it has not had the benefit of access
to the client’s records, discussions with the client, or specific knowledge of the client’s
business. ‘

.42 After reviewing the documentation supporting the actions planned or the docu-
mentation explaining why no action is required, the review team may continue to question
whether there is a significant failure to reach appropriate conclusions in the application of
professional standards. In such cases, the review team would promptly inform an appropri-
ate authority in the reviewed firm and pursue any remaining questions. At this time, the
reviewed firm should also be aware that any unresolved issues will be referred promptly to
the peer review committee for resolution.

.43 When the reviewed firm concludes there is a significant failure to reach an
appropriate conclusion on the application of professional standards on an engagement, the
review team should review the firm’s plan for addressing the questioned matter and
document in the summary review memorandum whether the plan appears appropriate in the
circumstances. If those actions are taken prior to the issuance of the peer review report (for
example, the report and financial statements are reissued, omitted auditing procedures are
performed, or a previously issued report is recalled), the review team should review the
documentation supporting such actions. If the actions are not taken prior to the issuance of
the report, the review team should advise the reviewed firm that it may be asked by the peer
review committee to allow the reviewer to review the documentation supporting such actions
when those actions are completed.

Expansion of Scope

.44 If, during the course of the peer review, the reviewed firm concludes that there
was a significant failure to reach an appropriate conclusion on the application of professional
standards on one or more of its engagements, the review team should consider whether the
application of additional review procedures is necessary.®* This consideration should be
documented in the peer review working papers. The objective of the application of additional
procedures would be to determine whether the significant failure is indicative of a pattern of
such failures and/or of a significant weakness in the reviewed firm’s system of quality control
or in compliance with the system. Under some circumstances, the reviewer may conclude
that, because of compensating controls, or for other reasons, further procedures are unneces-
sary. If, however, additional procedures are deemed necessary, they may include an expan-
sion of scope to review all or relevant portions of one or more additional engagements. Such
additional engagements may be in the same industry, or supervised by the same individual

4 See SECPS §82000.77-.83 of the SECPS Reference Manual for action(s) required regard-
ing the specific engagement involved.
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in the reviewed firm, or otherwise have characteristics associated with the failure to apply
professional standards.

Review Team Working Papers

.45 The peer review working papers should include documentation, on an MFC form,
of matters that, in the reviewer’s opinion, could indicate (1) that one or more of the appli-
cable objectives of quality control standards were not accomplished by the reviewed firm’s
policies or procedures, or (2) that the reviewed firm did not comply with professional
standards, or the policies and procedures that constitute its quality control system or (3) that
the reviewed firm did not comply with a membership requirement. The MFC form should
include the reviewer’s description of the matters, the reviewed firm’s agreement or disagree-
ment with the description and its comments on the matter, and the reviewer’s and team cap-
tain’s comments. The MFC form is to be signed in the places indicated by the reviewer, the
team captain and an appropriate partner in the reviewed firm (generally the engagement part-
ner or the partner responsible for the applicable area).

.46 On each MFC form, the reviewer should classify the matter into one of the
following:

a. Design — The reviewer believes that the firm’s quality control policies and
procedures, even if fully complied with, are not likely to accomplish an applicable
quality control objective.

b. Performance — The reviewer believes that the reviewed firm failed to adhere to
professional standards, including generally accepted accounting principles,
generally accepted auditing standards, and statement on standards for accounting
and review services, even if such deficiencies would not result in a situation
where the firm should consider taking action pursuant to the A/CPA Professional
Standards, Vol. 1, AU Sections 390 or 561.

c. Compliance-Membership Requirement — The reviewer believes that the reviewed
firm did not comply with an applicable membership requirement of the section.

d. Compliance-Other — The reviewer believes that the reviewed firm did not comply
with one of its prescribed policies or procedures even though it did comply with
professional standards.

e. Documentation — The reviewer believes that the work performed in a particular
area was not documented but, through inquiry or other means, the reviewer is
satisfied that the work was performed.

.47 To the extent that there are disagreements or differences of opinion between the
reviewed firm and the team captain with respect to the interpretation or effect of matters
included on an MFC form, the staff of the AICPA quality review division should be consulted.
The results of all consultations should be documented on the MFC form.
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Completion of the Review

.48 At the conclusion of field work, the reviewers should (1) summarize all of their
findings (including all "no" answers to the individual engagement checklists and MFCs);
(2) evaluate the nature, causes, pattern, pervasiveness, and significance of the deficiencies
noted in the design of the firm’s quality control system and in the firm’s compliance with its
system, with professional standards, and with the membership requirements of the section;
and (3) consider whether such matters should result in a qualified report, be included in the
letter of comments, or otherwise be communicated to the firm. Summary engagement
checklists, PRM 815000, have been designed to assist reviewers in preparing the necessary
summary of findings, including "no" answers and MFCs. These summaries of findings should
also assist the review team captain in preparing the overall summary review memorandum.
For additional guidance on use of these summaries, see the instructions for use of the peer
review program guidelines included in PRM §13100.

.49 Prior to the issuance of its report and, if applicable, letter of comments, the
review team should communicate its conclusions to the reviewed firm. This communication
ordinarily would take place at a meeting (exit conference) attended by appropriate
representatives of the review team and the reviewed firm. It is normally expected that the
managing partner and the partners having firm-wide responsibility for quality control and
accounting and auditing will attend this meeting. The review team should notify the AICPA
guality review division staff of the date and time of the scheduled exit conference to permit
representatives of the peer review committee and/or staff of the Public Oversight Board to
attend the exit conference, if they so elect. The parties should discuss the report and letter
of comments, if any, as well as any suggestions. Accordingly, the review team, except in
rare instances, should not hold the exit conference until the results of the peer review have
been summarized and the report and letter of comments, if any, have been drafted or a
detailed outline has been prepared of the matters to be included in these documents. |f there
is uncertainty as to the opinion to be expressed, the review team should postpone the exit
conference until a decision has been reached. When discussing its findings, recommenda-
tions and suggestions at the conference, the review team should give an in-depth explanation
of each matter or suggestion.

.50 For the review of a multi-office firm, in addition to the communication described
in the preceding paragraph, the review team for a practice office should communicate its
findings to appropriate individuals at the office reviewed.

.51 The peer review program provides that, within 30 days of the date of the exit
conference, the review team should submit to the reviewed firm a written report and, if
applicable, a letter of comments. A copy of the report, the letter, and a response thereto
should be submitted by the reviewed firm to the SECPS Peer Review Committee within 30
days of the date the report and letter were issued.

.b2 A disagreement regarding the type of report to be issued or the comments to be
included in the letter of comments may arise among the review team members. When the
members are unable to resolve such a disagreement, the matter should be documented and
referred, through the AICPA quality review division staff, to the peer review committee
for resolution.
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Retention of Peer Review Working Papers

.53 The following materials should be retained by the entity that formed the review
team until the completion of the subsequent review required for continued membership or
until the time for such review has elapsed:

a. The peer review report.

b. The letter of comments and the firm’s response thereto, if applicable.

c. The letter accepting the peer review report.

d. The engagement letter.

e. The scheduling information forms.

f. The team appointment acceptance letters.

g. Any extension requests.

h. The letter documenting the firm’s compliance with actions taken as a result of the
committee’s consideration of the peer review report.

All other materials should be discarded 90 days after acceptance by the peer review
committee. If the peer review is intended to meet the requirements of Section 36 of the
Federal Deposit Insurance Act, the review team should retain the working papers for a period
of 120 days after the date that the reviewed firm files the peer review documents with the
Federal Deposit Insurance Corporation.
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PRM Section 12110 12111

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION

Guidelines for Testing Compliance With MAS Membership Requirements

.01 This section describes the MAS membership requirements and provides suggested work
programs for testing compliance with the requirements at a firm’s executive office and
as part of the engagement reviews of SEC audit clients.

MAS Membership Requirements

.02 The "Organizational Structure and Functions”, SECPS §1000.8(h) and (i) of the SECPS
Reference Manual requires that member firms:

a. Adhere to the portions of the AICPA Code of Professional Ethics and Statements
on Standards for Management Advisory Services dealing with independence in
performing management advisory services for audit clients whose securities are
registered with the SEC. Refrain from performing for such clients services that are
inconsistent with the firm’s responsibilities to the public' or that consist of the
following types of services:

(1) Psychological testing
(2) Public opinion polls
(3) Merger and acquisition assistance for a finder’s fee
(4) Executive recruitment as described in Appendix A?
(5) Actuarial services to insurance companies as described in Appendix A2
b. Report annually to the audit committee or board of directors (or its equivalent in a
partnership) of each SEC audit client on the total fees received from the client for

management advisory services during the year under audit and a description of the
types of such services rendered.?

' In evaluating whether a service is "inconsistent with the firm’s responsibilities to the
public,” the SECPS Executive Committee has determined that reviewers should be
concerned with the firm’s role in providing that service and with the firm’s independence.

2 See Appendix A to the "Organizational Structure and Functions” section (SECPS §1000 of
the SECPS Reference Manual).

3 See also SECPS §1000.8(g)(13) of the "Organizational Structure and Functions" section
for the requirement that member firms provide in its annual report to the SEC practice
section information concerning the fees for MAS services performed for SEC audit clients.
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Code of Professional Conduct

.03

When providing management advisory services, a firm must, as in all areas of practice,
give consideration to its independence as set forth in the AICPA Code of Professional
Conduct particularly in Rule 101. That rule precludes a firm from expressing an opinion
on the financial statements of an enterprise which it services in any capacity equivalent
to that of a member of management or of an employee. In rendering management
advisory services to an audit client, a firm must take steps to ensure that such services
do not place the firm in a position similar to that of a member of management or an
employee.

Role of MAS Practitioner

.04

The first Statement on Standards for Consulting Services issued by the AICPA
Management Consulting Services Executive Committee specifically deals with inde-
pendence: "In performing an MAS engagement, an MAS practitioner should not assume
the role of management or take any positions that might impair the MAS practitioner’s
objectivity."

Evaluating a Firm’s Role

.05

2 4/92

To obtain a general familiarity with and to evaluate a firm’s role in a particular MAS
engagement, pertinent engagement documents should be reviewed. Considerations in
evaluating a firm’s role in a particular MAS engagement include —

a. The firm’s understanding with the client regarding the respective roles and
responsibilities of the firm and the client.

b. Management’s participation in the engagement.

c. The firm’s communications to the client on the significant alternatives considered
and the reasoning supporting any recommendations.
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TESTING COMPLIANCE WITH MAS MEMBERSHIP REQUIREMENTS

SUGGESTED EXECUTIVE OFFICE WORK PROGRAM

(Name of Firm)

Initial _Date

Before Practice Office Reviews
1. If applicable, obtain from the firm and read a description of:
a. The firm’s policies and procedures established to provide the

firm with reasonable assurance of compliance with the MAS
membership requirements.

b. How the firm monitors compliance with such policies and
procedures.

2. If the firm has an inspection program that tests for compliance
with the MAS membership requirements, review the scope, find-
ings, and conclusions of the most recent inspection program as
they relate to the MAS membership requirements.

3. To the extent compliance can be tested at the executive office,
test compliance with the firm’s policies and procedures estab-
lished to provide the firm with reasonable assurance of com-
pliance with the MAS membership requirements.

4. Consider the results obtained from the above procedures and
make appropriate changes to the suggested engagement work
program.

After Practice Office Reviews

5. Summarize the scope, findings, and conclusions of the engage-
ment reviews.
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Yes N

Conclusions

6. Based on the results obtained from the foregoing procedures, are
the firm’s policies and procedures established to provide the firm
with reasonable assurance of conforming with the MAS member-
ship requirements:

a. Appropriately comprehensive and suitably designed for the
firm?*

b. Adequately documented and communicated to professional
personnel?*

7. While performing the foregoing procedures, did anything come to
your attention that caused you to believe that the firm:

a. Did not adhere to the portions of the AICPA Code of Pro-
fessional Conduct or the MAS Standards dealing with inde-
pendence when performing management advisory services
for SEC audit clients?**

b. Performed proscribed services for SEC audit clients?**

* Although it may be desirable, a firm is not required to establish policies and procedures
to provide it with reasonable assurance of conforming with the MAS membership
requirements; accordingly, a "no" answer could result in a comment in the letter of
comments, but it would not result in a modified report.

** A "yes" answer probably would result in a comment in the letter of comments and
perhaps in a modified report.
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TESTING COMPLIANCE WITH MAS MEMBERSHIP REQUIREMENTS

SUGGESTED ENGAGEMENT WORK PROGRAM

This program should be completed for each SEC audit client reviewed if the reviewed practice
office issued the firm’s audit report. (If several SEC audit clients are selected for review, a
sample of MAS engagements may be selected from all such engagements performed for
these clients.)

If the reviewed practice office is responsible for SEC audit clients for which the MAS fees
exceed 100% of the audit fees, this program should also be completed for a sample of the
MAS engagements performed for those SEC clients.

(Office Number) (Engagement Number)

Initial __Date

1. Review the firm's documentation of compliance with the
membership requirement that a member firm report annually to
the audit committee or board of directors (or its equivalent in a
partnership) of each SEC audit client on the total fees received
from the client for management advisory services during the year
under audit and a description of the types of such services
rendered.

2. From the information obtained above, select a sample of MAS
engagements performed by U.S. practice offices. Include the
practice office that issued the firm’s audit report and other
offices that performed MAS engagements for that SEC audit
client.

3. For each MAS engagement included in the sample, perform the
following procedures to obtain a general familiarity with the
firm’s role in the MAS engagement:

a. To the extent necessary, read the written report issued upon
completion of the engagement, or if no such report was
issued, read the file memorandum documenting the signifi-
cant recommendations and other pertinent information dis-
cussed with the client.
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If you are unable to obtain a general familiarity with the
firm’s role by performing procedure a., perform one or more
of the following procedures to the extent necessary to obtain
such familiarity:

Read the documentation of the firm’s initial under-
standing with the ‘client and any significant changes
made in the nature or scope of the engagement as the
work progressed. The documentation may consist of a
contract, a letter of understanding, or a file memoran-
dum summarizing the terms of an oral agreement.

Read the engagement plan and any revisions to it.

Discuss the MAS engagement with the personnel re-
sponsible for the MAS engagement.

Read any interim reports.

Review selected working papers.

4. Conclusions—While performing the foregoing procedures, did
anything come to your attention that caused you to believe that

the firm:

Did not adhere to the portions of the AICPA Code of Profes-
sional Conduct the MAS Standards dealing with indepen-
dence?*

Performed a proscribed service?*

(Next Page - 12121)

* [f yes, explain the findings that led to this conclusion.

24/92
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AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION

Review Team Captain Checklist

This checklist should be used on peer reviews conducted by committee-appointed review
teams in conjunction with the General Instructions to Reviewers and other guidance material
issued to implement the peer review program of the SEC Practice Section of the AICPA
Division for CPA Firms. References are to Standards for Performing and Reporting on Peer
Reviews. (Section 2000 in the SECPS Reference Manual, loose-leaf edition.)

Questions regarding the use of this checklist or any other materials or about the review in
general should be directed to the AICPA Quality Review Division at (201) 938-3030.

Initial Date

|. Prior to the Review

1. Review background information furnished by the firm for
completeness and obtain additional information, if needed
(Standards, SECPS 82000.46). If the firm has had a sig-
nificant acquisition of another practice, or divestiture of a
portion of its practice during or subsequent to the peer
review year, consult with the Peer Review Committee to
determine the scope of the review (Standards, SECPS
§2000.43).

2. Discuss with AICPA staff the composition of the review
team. Consider the need for individuals with expertise in
specialized areas (Standards, SECPS §2000.22-.27) and the
requirement that reviewers be independent of the reviewed
firm (Standards, SECPS §2000.12-.18 and Appendix A,
SECPS §82000.135). Review and approve the composition of
the review team.

3. Discuss with AICPA staff the estimated date of the firm-wide
exit conference.'

' The review team ordinarily should not hold the exit conference until the results of the peer review
have been summarized and the report and letter of comments, if any, have been drafted, or a
detailed outline has been prepared of the matters to be included in these documents. If there is
uncertainty about the type of report to be issued, the review team should postpone the exit
conference until a decision is reached (Standards, SECPS §2000.85-.86).
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initial Date

4. Call (or visit) the firm sufficiently in advance (ordinarily three
weeks) of the review in order to make necessary arrange-
ments. During the call (or visit):

a. Make certain that the firm has completed the Quality
Control Policies and Procedures Questionnaire portion of
the Peer Review Program Guidelines (PRM §13200).

b. Obtain and evaluate documentation summarizing the
inspection program implemented by the firm (Standards,
SECPS §2000.48-.59).

c. If the firm uses quality control materials (e.g., an audit
and accounting manual or standardized forms, checklists,
or questionnaires) that have been purchased from another
accounting firm or some other third party and that have
been reviewed by an independent third party, obtain a
copy of the most recent report, letter of comments, and
response thereto issued in conjunction with the review of
those materials (Peer Review Program Guidelines, PRM
§13300, pp. 13315 and 13338).

d. Obtain the following lists from the firm:2

® Those SEC audit clients for which the fees for manage-
ment advisory services exceed the audit fees.

® New SEC engagements (1) for which there was a
predecessor accountant or auditor, and (2) for which
the reviewed firm’s first report on accounting and
auditing services related to a period that ended during
the firm’s peer review year [SECPS 2000.46(c)(6)].

® Those SEC engagements accepted since the end of the
last peer review year (or for the year under review if
the reviewed firm has not previously had a review)
where, as reported in a Form 8-K, in a similar public
filing, such as a document filed with the Office of the
Comptroller of the Currency, the Federal Reserve
Board, or the Federal Deposit Insurance Corporation, or

2 In addition, the reviewer may wish to consider obtaining a list of SEC engagements where since the
end of the last peer review year the firm ceased to be the auditor.
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in a document filed with the Office of Thrift Super-
vision that is available to the successor auditor, the
former accountant resigned (or declined to stand for
reelection), or there was a reported disagreement over
any matter of accounting principles or practices, finan-
cial statement disclosure, or auditing scope or pro-
cedure, or there was a reportable event as defined in
item 304(a){1)(v) of SEC Regulation S-K [SECPS
§2000.46(c)(5)].

Inquire whether the firm has had a previous peer or
quality review and, if so, request a copy of the report,
letter of comments, letter of response, and the letter
accepting those documents from the reviewed firm
(Standards, SECPS 82000.66).

In setting the scope of the review, consider litigation,
proceedings, or investigations against the firm or its per-
sonnel reported to the Quality Control Inquiry Committee
since the date of the firm’s last peer review (Standards,
SECPS §2000.65).

Request firm to designate a partner or senior staff mem-
ber as liaison to provide administrative assistance to the
review team.

Discuss the travel and hotel arrangements for the review,
engagement letter, period to be reviewed (Standards,
SECPS §82000.40), timing of exit conference, etc.

Ascertain which persons in the firm are responsible for
the various quality control functions and arrange an
interview schedule for the review team with such
persons.

Inquire whether —

(1) The firm is being or has been investigated during the
last three years by any state board of accountancy
or AICPA or state society professional ethics com-
mittee in connection with the quality of the firm’s
accounting and auditing practice and, if available, the
results thereof.

Initial
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(2) There are any restrictions or limitations on the firm’s
or its personnel’s ability to practice accounting and
auditing, that were effective during the period since
the firm’s last review (or since joining the Division for
CPA Firms, whichever is later), and that were im-
posed by or agreed to with other regulatory, moni-
toring or enforcement bodies (such as the SEC, DOL,
GAOQ). If yes, include in the scope of the peer review
an evaluation of the adequacy of the firm’s action to
comply with such restrictions or limitations.

(3) There are any other situations that may affect the
scope of the peer review.

For multi-office firms, determine which procedures must
be reviewed at practice offices and select certain offices
for visit (Standards, SECPS §2000.60-.68). Inform the
reviewed firm of offices selected for visit as close to the
scheduled review dates as practicable. However, the
visits are not expected to be on a surprise basis.

Select a review period which covers a current period of
one year. This review period should be mutually agreed
upon by the reviewed firm and the review team captain
(Standards, SECPS §2000.40 and Appendix B, SECPS
§2000.136). The review should ordinarily be conducted
within three or four months following the end of the year
to be reviewed. The review period does not have to
coincide with the reviewed firm’s fiscal year-end.

. Make an initial selection of engagements for review.

Engagements selected for review should be those with
years ending during the period under review unless a
more recent report has been issued at the time of
selection. Large, complex, and high risk engagements,
and the firm’s initial audits of clients, should be given
greater weight in selecting engagements. In addition, at
least one of each of the following types of engagements
should be selected for review:

® SEC engagements.

® Engagements performed during the peer review year,
or subsequently, in connection with a filing under
the Securities Act of 1933 [Standards, SECPS
§2000.70(d)].

® SEC clients where the fees for management advisory
services exceed the audit fees [Standards, SECPS
§2000.70(a)l.
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Initial Date

® Engagements subject to the Government Auditing
Standards if the review is intended to satisfy the
requirements of those standards [Standards, SECPS
§2000.70(f)1.

® Federally insured depository institution engagements
with more than $500 million in total assets subject to
Section 36 of the Federal Deposit Insurance Act if the
review is intended to satisfy the requirements of that
Act established by the Federal Deposit Insurance
Corporation Improvement Act of 1991 [Standards,
SECPS §2000.70(g)].

® Multi-office engagements (the work performed by the
office with primary responsibility for the engagement
and by at least one of the domestic offices that per-
forms work on a significant segment of the engage-
ment) [Standards, SECPS §2000.70(e)].

® All engagements, or portions of all engagements, in
the offices visited that are on both the list described in
the second bullet (new SEC engagements) and the list
described in the third bullet (resignations or reported
disagreements on new SEC engagements) of step
I.4(d) in PRM 812100 p. 12122. In any event, at least
one engagement on the list described in the second
bullet should be reviewed in each office visited
[Standards, SECPS 82000.70(b) and (c)].

® |n addition, because of the attention focused by regu-
lators and legislators on audits conducted pursuant to
the Employee Retirement Income Security Act (ERISA)
of 1974, the peer review should include at least one
such audit engagement if the firm intends to continue
to perform such audits pursuant to that Act [Standards
SECPS §2000.70(h)].

(Deviations from these requirements may be necessary.
In such cases, consider consultation with the AICPA
staff.)

n. For those engagements selected, request the firm to com-
plete the profile sheets of the engagement review check-
lists.> In order to maintain client confidentiality, code
numbers should be assigned to engagements selected. If

3 To minimize any inference that advance selections may afford undue opportunities for last minute
"clean-up” of the files, it is preferable that the selection of some engagements not be made known
to the firm (or office) until the review team arrives (Standards, Appendix E SECPS §2000.139).
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the engagement working papers are not located at the
practice office to be visited, request the firm to arrange
for the working papers to be forwarded [Standards,
SECPS §2000.70(e)].

o. If the firm states that certain engagements that you have
selected are not to be reviewed, determine the reason-
ableness of the explanation. Consider what other actions
may be appropriate in the circumstances and whether the
engagements excluded from review place a limitation on
the scope of the review (Standards, SECPS §2000.44).

p. Contact all review team members (if any) to discuss ar-
rangements with them.

il. At Beginning of Review (Before Starting)

1.

5 11/93

Arrive at the firm’s office prior to the other review team
members in order to perform preliminary planning, as neces-
sary.

Meet with reviewers to orient them to firm policies and
procedures. Each team member should read the sections of
the firm’s quality control policies and procedures question-
naire and the quality control document (if any) relative to
their part of the review.

Introduce reviewers to appropriate firm personnel and tour
the office. (A general meeting of reviewers and firm per-
sonnel may be desirable.)

Instruct the reviewers as to the manner in which working
papers, questionnaires, checklists, and other notes relating to
the review are to be prepared during the course of the review
to facilitate summarization (Standards, SECPS §2000.87-
.90). Explain the method of documenting the matters that,
in the reviewer’s opinion, could be significant deficiencies in
the design of the firm’s quality control procedures or signifi-
cant lack of compliance therewith and that might affect the
review team’s report or be included in the letter of com-
ments. (The form provided for documentation of such items
is captioned "Matter for Further Consideration.")

Make final selection of engagements for review. Request the
firm to fill out the profile sheets and to provide the working
papers and other client files.

Explain "key-area" concept of engagement reviews to re-
viewers. (See "Emphasis on Key Audit Areas” in the Instruc-
tions to Reviewers.)
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8.

Assign responsibilities for review of the functional quality
control areas, engagements, and membership requirements.
(Engagement reviewers must be independent with respect to
the engagement and not have a conflict of interest—
Standards, SECPS §2000.12-.18 and Appendix A, SECPS
§2000.135). Time must be scheduled to permit proper
supervision and review of the work of the reviewers.

If the firm was previously reviewed (Standards, SECPS
§2000.66):

a. Document the review team’s evaluation of the actions
taken by the firm in response to the prior report and letter
of comments.

b. Consider whether matters, if any, discussed in the firm’s
prior report, letter of comments, and response thereto
require additional emphasis in the current review.

Ili. During the Review

1.

5 11/93

Gain an understanding of the firm’s professional management
environment and the business environment in which the firm
and its clients practice.

Prepare or supervise the preparation of modifications to
programs and tests of compliance with the firm’s quality
control system after studying and evaluating the system and
the firm’s inspection program. Approve the nature and
extent of tests to be performed.

Ascertain that the scope of the peer review includes an ade-
guate sample of audit and accounting engagements and con-
sider whether there is a need for further modifications in
program or approach.

Ascertain that for all engagements included on the listing
obtained in the third bullet of item |.4(d) the review pro-
cedures performed include a review of (1) the existing client-
acceptance documentation that relates to the matters or
procedures that were the subject of the resignation, disagree-
ment or reportable event, and (2) such current or prior
period’s engagement working papers, financial statements or
auditor’s reports to the extent considered necessary to be
able to evaluate whether the matters or procedures were
handled appropriately.

For multi-office firms, determine that arrangements are made
for an exit conference at each office visited by reviewers (to
the extent deemed necessary).
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6.
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Consult with AICPA staff (and indicate name and date below)
whenever any of the following situations develop:

AICPA Technical Manager Consulted:
Name Date

a. When difficulties are encountered or circumstances
appear to dictate departure from the guidelines — e.g.,
such as in selection of engagements for review.

b. When difficulties are encountered in selecting a reason-
able cross section of the firm’s accounting and auditing
practice based on the engagement selection criteria set
forth in the peer review standards.

c. When the review team feels it does not have the exper-
tise required to satisfactorily accomplish the required en-
gagement reviews.

d. When consideration is being given to discontinuing the
review.

e. When the team encounters a situation where it and the
reviewed firm disagree about whether there is a need to
take action to prevent future reliance on a previously
issued report, pursuant to the A/CPA Professional
Standards, vol. 1, AU section 561.

f. When the review team encounters a situation where it
and the reviewed firm disagree about whether there is a
need for additional auditing procedures to provide a
satisfactory basis for a previously expressed opinion,
pursuant to the A/CPA Professional Standards, vol. 1, AU
section 390.

g. When the review team encounters a situation where it
and the reviewed firm disagree about whether the firm
had a reasonable basis under the standards for accounting
and review services for the report issued.

h. When issuance of a modified report is being considered.
i. When no letter of comments will be issued.

Prepare a summary of "no" answers on engagements for
each office reviewed (see PRM 815100, 15200, and
15300). It may be helpful to classify comments as those
relating to design, performance, compliance-membership,
compliance-other, and documentation.
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11.

12.

13.

Review the summary of "no" answers on engagements (Step
7) and ascertain that all items considered to be significant are
included on a "Matter for Further Consideration” (MFC) form.

Review all MFC forms, including the reviewed firm’s written
responses. Make sure the reviewed firm agrees with the
facts or explains its reasons for disagreement.

Prepare, or obtain from the individual in charge of the review
of each office, a memorandum summarizing the results of the
review of that office using the format suggested in Appendix
A to this checklist.

Prepare the summary review memorandum (Standards,
SECPS §2000.89 and Appendix A to this checklist).

Develop a list of points to be discussed at the exit con-
ference. Give appropriate consideration to the distinction
between matters that may require modification of the report,
other matters that should be included in the letter of com-
ments, and other comments or suggestions.

Notify AICPA staff promptly if there is a change in the date
of the exit conference.

1IV. At Completion of Review

1.

Communicate findings to appropriate individuals at exit
conference (Standards, SECPS §2000.85-.86).* The captain
should direct the conference to the maximum extent
possible. Discuss with the firm:

a. The report and letter of comments, if any, are not final
until accepted by the Peer Review Committee.

b. It is the firm’s responsibility to send the report, and, if
applicable, the letter of comments and response thereto,
to the AICPA Quality Review Division within 30 days of
the date the report and letter of comments are issued.

c. The letter of response should be addressed to the Peer
Review Committee and should describe the action(s)
taken or planned with respect to each matter included in
the letter of comments.

4 See footnote 1.
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10.
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d. The actual costs incurred to date (time and expenses)
plus anticipated cost to complete all aspects of the
review.

Complete the "Early Notification Form" and mail to the
AICPA’s Quality Review Division within three days of the exit
conference. (Use attached notification form — Appendix C)

Prepare appropriate report on results of the review on AICPA
letterhead. (Standards, SECPS 82000.91-.107 See also lll.
6h above).

Prepare letter of comments, if any, on AICPA letterhead
(Standards, SECPS §2000.108-.113 See also Ill. 6i).

Complete summary review memorandum which should cover
the matters included in the attached Appendix A and should
be placed in the working papers. (Also, see Standards,
SECPS §2000.89.)

Within 30 days of the exit conference, submit report and
letter of comments, if any, to the firm.

Communicate any suggestions on how to improve auditing
standards to the AICPA Auditing Standards Division. (See
attached Appendix B.) (This communication is optional.)

Notify AICPA staff that review has been completed and that
report and letter of comments, if any, have been issued.
(Use attached notification form - Appendix D.)

Prepare evaluations of review team members utilizing forms
supplied by AICPA and place in working papers.

When completed and in condition for review, send all
working papers to the AICPA Quality Review Division by an
insured carrier. The files should be segregated as follows
and should be sent under separate cover:

® Working papers dealing with individual engagement
reviews.

® Remainder of working papers, including office and firm-
wide summary review memorandums and summary en-
gagement checklists.
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Approve bills for time and expenses of review team members
and submit them along with your own bill to the AICPA
Quality Review Division for payment. (Reviewers will be paid
directly by the AICPA.) Make sure the bills include the
federal employer identification number for Form 1099 pur-
poses. To expedite processing of your bill(s) it is recom-
mended that you mail the bill(s) under separate cover.
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APPENDIX A

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
Instructions for Use of

Summary Review Memorandum
Questionnaire

The "Standards for Performing and Reporting on Peer Reviews" require that a summary
review memorandum (SRM) be prepared. The purpose of the SRM is to document (1) the
planning of the review, (2) the scope of the work performed, (3) the findings and conclusions
supporting the report and letter of comments issued, and (4) the comments communicated
to senior management of the reviewed firm that were not deemed of sufficient significance
to include in the letter of comments.

Separate SRMs ordinarily should be prepared for each office visited, and a firm-wide SRM
should be prepared describing the overall findings and conclusions.

The attached questionnaire, if properly completed, should provide the documentation
necessary to meet the aforementioned objectives. If there is insufficient space in the
questionnaire to fully describe any matters, additional sheets should be used and attached
to the questionnaire.

Experience indicates that the questionnaire can best be utilized for peer reviews of firms with
three or fewer offices. Peer reviews of firms with more than three offices may require a
separately prepared and more detailed memorandum.

A copy of the firm-wide summary review memorandum and of an appropriate team captain
checklist must be submitted to the staff of the Quality Review Division for all reviews,
whether conducted by committee-appointed review teams, firms, or teams appointed by
authorized associations or state societies.
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AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
SUMMARY REVIEW MEMORANDUM
Firm-Wide

Reviewed Firm’s Name
Reviewed Firm’s Address

Peer Review Year End

Timing of Review:

Commencement

Exit Conference

Issuance of report and, if applicable, letter of comments

Mailing of working papers to the AICPA Quality Review Division

I. Description of Firm

A. Professional Staff Profile (if the firm has more than one office, consider providing the
breakdown by office):
TOTAL
Partners (or equivalent)
Managers (or equivalent)
Other Professionals

B. Indicate extent of industry specializations, if any:
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Il. Scope of Work Performed

A. Accounting and Auditing Statistics:
OFFICES

TOTAL

No. of No. of No. of No. of
Hrs. Engs. Hrs. Engs. Hrs. Engs. Hrs. Engs.

Audits:
SEC Clients'
Other SEC
Engagements?
"Yellow Book"?®
ERISA
Other
Reviews*
Compilations*
Other Accounting
Services®

B. Engagements Reviewed:
OFFICES

TOTAL
No. of No. of No. of No. of
Audits: Hrs. Engs. Hrs. Engs. Hrs. Engs. Hrs. Engs.

SEC Clients'

Other SEC
Engagements?

"Yellow Book"?

ERISA

Other

Reviews*

Compilations*

Other Accounting
Services®

Percentage of A&A
Practice Reviewed

Includes clients for which the firm is the principal auditor-of-record pursuant to the first paragraph of the definition
contained in Appendix D SECPS §1000.38 of the SECPS Reference Manual.

Includes other engagements defined as SEC engagements pursuant to the second paragraph of the definition
contained in Appendix D SECPS §1000.38 of the SECPS Reference Manual.

Includes audits of entities subject to Generally Accepted Government Auditing Standards ("Yellow Book").
The number of engagements should include all monthly, quarterly, and annual reports issued.

Encompasses all other accounting and auditing services for which professional standards have been established,
including engagements to report on an entity’s system of internal accounting control, its financial forecast, the
results of applying agreed-upon procedures to specified elements, accounts, or items of a financial statement, etc.
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C. Did the firm perform any audits of federally insured depository institutions with more
than $500 million in total assets subject to Section 36 of the Federal Deposit
Insurance Act? Yes ____ No ___. If yes, how many were included in the scope of

the peer review?

IIl. Planning the Review

A. Composition of Review Team:

1. Team Captain

Firm Position

Areas of Experience®

2. Team Member

Firm Position

Areas of Experience®

3. Team Member

Firm Position

Areas of Experience®

B. Describe basis for and degree of reliance on the firm’s inspection program. (Reliance
should not be placed on the firm’s inspection program when one was not performed

during the current year.)

5 As it relates to the reviewed firm’s practice.
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C. If the firm was previously reviewed, indicate, based on your evaluation of the actions
taken by the firm in response to the matters in the prior report and letter of
comments, whether such matters required additional emphasis in the current review.

D. Development of Review Program:

1. Describe peer review programs used and indicate any deviations therefrom:

2. Describe number of offices selected and basis for selection:

3. Describe basis for selection of engagements:

E. In setting the scope of the review, did you consider the effect, if any, of litigation,
proceedings, or investigations against the firm or its personnel reported to the Quality
Control Inquiry Committee since the date of the firm’s last peer review?

Yes___ No__. If no, give reason(s). (Specific litigation should not be identified.)
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F. If the reviewed firm performs management advisory services for SEC audit clients and
the fees for such services exceed the audit fees, did you select one or more such
audit engagements for review? Yes__ No__ N/A__ . If no, give reasons.

IV. Functional Areas and Engagements Not Reviewed

A. Indicate functional areas not reviewed and give reasons:

B. Were you requested not to review any engagements? Yes  No . If yes,
describe the reason for the request and whether you were satisfied as to the reason
and the effect on the scope of the review.

V. Overall Findings and Conclusions:

A. Attach a copy of the report issued.

B. Was a letter of comments issued? Yes  No . If yes, attach a copy. If no, give
reason why no letter of comments was issued.

C. If the firm was previously peer reviewed, were any matters noted on the previous peer
review repeated in the letter of comments on the current review? Yes __ No __ .
If yes, please describe what the firm has done or plans to do to prevent a recurrence
of the matter(s) and whether you concur with the actions taken or planned.
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D.

Did the reviewed firm accept any SEC engagements since the end of the last peer
review year (or for the year under review, whichever comes later, if the reviewed firm
has not previously undergone a peer review) where, as reported in a Form 8-K, in a
similar public filing, such as a document filed with the Office of the Comptroller of the
Currency, the Federal Reserve Board, or the Federal Deposit Insurance Corporation,
or in a document filed with the Office of Thrift Supervision that is available to the
successor auditor, the former accountant resigned (or declined to stand for reelection)
or there was a reported disagreement over any matters of accounting principles or
practices, financial statement disclosure, or auditing scope or procedure, or there was
a "reportable event" as defined in item 304(a)(1)(v) of SEC Regulation S-K?
Yes No . If yes, how many? . For such engagements, did the
review disclose any information that led the reviewers to question whether the
matters or procedures that were the subject of the resignation, disagreement or
reportable event were handled appropriately by the reviewed firm? Yes  No .
If yes, describe such situations fully and indicate whether they led the reviewers to
conclude that the reviewed firm should consider taking certain actions pursuant to AU
Sections 561 or 390 [see questions V.l and J on pp. 12143 and 12144].

If the firm performed an inspection for the year covered by the peer review, or for a
period close to the peer review year, do the inspection findings differ in one or more
significant respects from the findings of the peer review? Yes  No_ . If yes,
briefly describe the general nature of the differences and their effects on the scope
of the peer review.
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F. In a review of a multi-office firm, did the review team conclude that the degree of
noncompliance at one or more offices was of such significance that a condition was
created in which there was more than a remote possibility that the office(s) would not
conform with professional standards on accounting and auditing engagements?

Yes__ No__ . If yes, briefly describe the nature and extent of the deficiencies noted
in the office(s) or attach a copy of the summary review memorandum prepared on that
office.

G. If a letter of comments was issued, were there any matters included in the letter that
did not result in a modified report for which the review team considered modifying the
report? Yes_ No__ . If yes, describe such matters fully, including the basis for the
conclusion that a report modification was not warranted.”

” In such circumstances, AICPA staff should be consulted.
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H. Briefly describe the nature and extent of each matter discussed at the exit conference
and/or communicated to senior management of the reviewed firm that was not
deemed of sufficient significance to include in the letter of comments. (Do not refer
to Matter for Further Consideration forms or other materials included elsewhere in the
peer review working papers.)
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Did the review disclose any situations that led the reviewers to conclude that the
financial statements did not conform in all material respects with generally accepted
accounting principles (or, if applicable, a comprehensive basis of accounting other
than GAAP) and the auditor’s/accountant’s report was not appropriately modified?
(AU561 and ET203) Yes __ No . Ifyes:

1. Describe such situations fully.

2. Indicate whether the firm considered the matter.

3. Describe the actions the firm has taken or plans to take.

4. If the firm has taken the necessary actions, indicate whether you have reviewed
documentation of such actions (for example, reissued report and financial
statements or letter recalling previously issued reports) and whether the actions are
appropriate.

5. If the firm has not taken the necessary actions, indicate whether you concur with
its planned actions.®

8 If corrective actions are taken prior to the Committee’s acceptance of the peer review documents,
review the documentation of such action and submit an addendum to this document describing that
review and indicating whether you concur with the action.
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J. Did the review disclose any situations that led the reviewers to conclude that the firm
did not perform an engagement in all material respects in accordance with generally
accepted auditing standards and other applicable standards including, where appli-
cable, governmental auditing standards (AU390 and ET202)? Yes _ No . If yes:

1. Describe such situations fully.

2. Indicate whether the firm considered the matter.

3. Describe the actions the firm has taken or plans to take.

4. If the firm has performed the additional procedures necessary to support the
previously issued opinion, indicate whether you have reviewed the documentation
of the additional procedures and whether the conclusions reached are appropriate.

5. If the firm has not performed the necessary procedures, indicate whether you
concur with its planned actions.®

® See footnote 8.
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Did the review disclose any situations that led the reviewers to conclude that the firm
did not perform an engagement in all material respects in accordance with the
standards for accounting and review services (ET202)? Yes _ No . If yes:

1. Describe such situations fully.

2. Indicate whether the firm considered the matter.

3. Describe the actions the firm has taken or plans to take.

4. If the firm has completed the necessary actions, indicate whether you have
reviewed the documentation of such actions and whether the actions are
appropriate.

5. If the firm has not yet taken the necessary actions, indicate whether you concur
with its planned actions.™

0 see

5 11/93
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L. Did the review disclose any situations that led the reviewers to conclude that the firm
did not perform an engagement in all material respects in accordance with the
standards for accountant’s services on prospective financial information or any other
standards not encompassed in items [, J, and K of this section? Yes  No . If
yes:

1. Describe such situations fully.

2. Indicate whether the firm considered the matter.

3. Describe the actions the firm has taken or plans to take.

4. If the firm has completed the necessary actions, indicate whether you have
reviewed the documentation of such actions and whether the actions are
appropriate.

5. If the firm has not taken the necessary actions, indicate whether you concur with
its planned actions."

' See footnote 8.
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If reliance is being placed on the firm’s inspection program for the current year, did
the reviewed firm’s inspection program identify any engagements on which the
firm must consider taking action pursuant to the standards cited in Items |, J, K,
and L of this section? Yes _ No . If noted, describe such instances fully,
indicate whether the firm agrees with you, describe the actions the firm has taken
or plans to take, and indicate whether you concur with that action.

Team Captain

Date
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ATTACHMENT
Cost Information (Required only for committee-appointed review teams

A. Budget to Actual Comparison
Actual Hours
Budgeted Team Team
Hours Total Captain Member(s)

Planning

Review of Quality Control System
and Membership Requirements

Engagement Reviews

Staff Interviews

Review of Working Papers

Reporting

Exit Conference

Other (describe if significant)

Total Hours

Range per
Engagement Letter

Rate/Hour

Total Amount

B. Was the actual costs (time and expenses) discussed with the firm? Yes  No

C. Does actual time exceed the upper end of the estimated range by more than 10%?
Yes _ No __. If yes, describe the reasons for the overrun, indicate that the matter has
been discussed with the reviewed firm, and indicate whether the overrun is acceptable
to the firm.

Team Captain

Date
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APPENDIX B

(Optional)

Comments to Improve Auditing Standards

A significant potential benefit of the peer review and quality review program is the
opportunity it provides to identify areas of practice where improvements can be made in the
professional standards. Representatives of the SECPS and PCPS Peer Review Committees
and the AICPA Quality Review Executive Committee meet annually with representatives of
the Auditing Standards Board to discuss the implications of peer review and quality review
results for standard setting. However, the committees believe the personal advice of those
participating in peer reviews and quality reviews needs to be added to the process.

Your observations of the policies and practices in many different firms and your judgments
about the efficient and effective application of professional standards are potentially valuable
sources of input for the Board. The Auditing Standards Board would appreciate receiving
your comments on the attached questions as well as any other information that would be
helpful to the standard-setting process. Responses should address areas where standards
can be improved rather than specific peer or quality review engagements and should not
include the names of any reviewed firms. Responses should be sent directly to Dan M. Guy,
Vice President-Auditing, AICPA, 1211 Avenue of the Americas, New York, NY 10036. The
Auditing Standards Board thanks you in advance for your contribution.
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American Institute of Certified Public
Accountants
Division for CPA Firms
SEC Practice Section

Questionnaire
(use additional sheets for your comments, if necessary)
1. Is there particular guidance in any Statement on Auditing Standards or auditing
interpretation that practitioners have difficulty applying? Yes __ No ___. Please cite

specific paragraph numbers of the pronouncements to which the problems relate and
descriptions of those problems.

2. If you identified a problem above please make specific suggestions for making the
pronouncements clearer or more useful.

3. Have you identified any other areas of practice where additional guidance is needed?
Yes __ No . If yes, please provide a description of those areas.

Team Captain
Address

Date
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APPENDIX C

SEC PEER REVIEW PROGRAM

Early Notification Form

Instructions

Team captains are asked to complete the following information after holding the exit
conference and to mail the form to the address noted below within three days of the exit
conference. Team captains are also asked to communicate any changes in the exit
conference date on a peer review to the Quality Review Division (201/938-3030) as soon as
that change takes place.

Requested Information

1. Firm Name

2. Firm Number or Review Number

3. The exit conference was held on (date) / /

4. The review team (circle) DOES / DOES NOT anticipate problems issuing the peer review
report and letter of comments within 30 days of the exit conference date, as required.

5. The review team anticipates issuing an (circle) UNQUALIFIED / MODIFIED / ADVERSE
report on this peer review.

6. There (circle) ARE / ARE NOT unresolved questions about the firm’s compliance with
professional standards for one or more engagements.

Team Captain Signature: Date:

When completed, this form should be immediately sent to:

Quality Review Division
American Institute of CPAs
Harborside Financial Center
201 Plaza Three

Jersey City, NJ 07311-3881

FAX: 201 / 938-3056
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Date:

To:

From:

Re:

Team Captain Signature: Date:

12155
APPENDIX D

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
REVIEW COMPLETION NOTIFICATION FORM

Quality Review Division
American Institute of CPAs
Harborside Financial Center
201 Plaza Three

Jersey City, NJ 07311-3881

(Name of the Review Team Captain)

Review of

Firm Number Review Number

On what date was the firm-wide exit conference held? / /

When was the report delivered to the reviewed firm? / /

What was the general nature of the report?*

If the report was qualified, what were the

reasons for the qualification?* OO« ]e |:| HIN

When will the working papers be shipped to
the AICPA Quality Review Division? / /

* X ¥ X X X K X ¥ ¥

* Please use the report codes on reverse. More than one reason can be indicated.

5 11/93



12156

REPORT CODES
GENERAL NATURE OF THE REPORT

1 Unqualified Without a Letter of Comments

2 Unqualified With a Letter of Comments

3 Modified—Quality Control System (only)

4 Modified —Membership Requirements of the Division for CPA Firms (only)

5 Modified—Scope Limitation (only)

6 Modified—Quality Control System and Membership Requirements of the
Division for CPA Firms

7 Adverse

REASONS FOR QUALITY CONTROL SYSTEM MODIFICATIONS

301 Independence

302 Consultation

303 Supervision

304 Professional Development

305 Assigning Personnel to Engagements
306 Hiring

307 Advancement

308 Acceptance of Clients

309 Continuance of Clients

310 Inspection

401 Continuing Professional Education
402 Partner Rotation

403 Concurring Partner Review

404 Reporting to Audit Committees
405 Reporting to QCIC

406 Statement of Philosophy

499 Other

(Next Page - 12161)
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Review Team Captain Checklist
for Firm-on-Firm, Association-Sponsored
and State Society-Sponsored
Peer Reviews

12161

This checklist should be used in conjunction with the other materials used by your entity to
implement the peer review program of the SEC Practice Section of the AICPA Division for
CPA Firms. A copy of this checklist should be submitted to the AICPA together with a copy
of the firm-wide summary review memorandum (Appendix A), including copies of any
documents incorporated by reference. Questions regarding the use of this checklist or about
the review in general should be directed to the AICPA Quality Review Division at
(201) 938-3030."

|I. Prior to the Review

1.
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