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The Institute’s local firm quality review program
by William C. Bruschi, AICPA vice president—administrative services

Managing partners of firms reviewed
under the Institute’s local firm qual-
ity review program are enthusiastic
about its benefits, They believe that
the reviews result in reasonable rec-
ommendations for improving the
quality of their firms’ work and in
practical suggestions for upgrading
the effectiveness of their procedures
(see comments on page 109).

The program enabtes CPA firms,
on a voluntary basis, to have inde-
pendent in-house reviews of their
workpapers and reports. Educational
features incorporated in the program
make it possible for CPAs to profit
from methods followed by their peers
—the reviewers—and thus to im-
prove the quality of their audit pro-
cedures, workpapers and reports.

The quality review program came
into being in early 1971 upon the
recommendation of the Institute’s
planning committee. The next two
years—1971 and 1972—were given
over to developing the techniques of
the program and testing them in pilot
reviews, These years were also
needed to train reviewers so that the
review program could be offered
nationally.

In 1973, the program became
operational when 58 reviews were
conducted in 28 states, Since the re-
viewers also learn from the reviews,
another 43 firms, located in 27 states,
that provided reviewers also gained
from the program. Eliminating dupli-
cations, the benefits of the program
were spread over 101 CPA firms in
39 states.

The objectives of the program can
be summarized as follows:

1 To review the overall audit prac-
tice of a CPA firm or an office of the
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firm and to make suggestions for im-
provement where appropriate.

2 To review completed individual
audit and unaudited statement en-
gagements for

a Technical competence displayed in
the engagement as evidenced by sup-
porting workpapers and documenta-
tion.

b Fairness of presentation of finan-
cial statements in conformity with
generally accepted accounting prin-
ciples.

¢ Reasonableness of the account-
ant’s opinion expressed on the finan-
cial statements.

Why the program was started
In recommending the quality review
program, the planning committee
was mindful of the fact that the qual-
ity of the audit depends upon the
competence of the practice unit. But
if the quality of the audits by too
many of the practice units does not
meet public expectations, the profes-
sion as a whole would suffer. Conse-
quently, the profession as a whole
has a legitimate interest in the nature
and behavior of all practice units.
The planning committee recog-
nized that many CPA firms maintain
various quality review mechanisms
—including research departments,
report-review departments, ficld in-
spections, information retrieval fa-
cilities—and have available special-
ists for consultation at all times. But
for those practice units which do not
maintain such quality review mecha-
nistns, the Institute must provide a
quality review service on a fee basis.
A quality review service meets the
needs of CPA firms that want to
know if their audit and unauodited
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statements engagements are being
conducted in accordance with cus-
tomary practice of the profession.
These firms realize that their growth
is dependent upon their providing
satisfactory professional services to
clients and to third-party readers of
financial statements.

On the other hand, many firms
may be unaware of deficiencies in
their practices. For them, their sur-
vival as a firm could well be at stake.

Finally, the program is a means
for impressing upon the public the
fact that CPAs are determined to
render service of distinguished qual-
ity. It is reassuring to users of ac-
counting services to know of this
voluntary program for maintenance
of professional competence.

Benetits of a quality review

As a result of undergoing a quality
review, a CPA firm has the benefit of
independent constructive criticism of
its procedures and reporting policies.
A “fresh view” of those procedures
and policies often results in sugges-
tions as to how techniques can be
improved—for example, through
greater use of statistical sampling.

Frequently the managing partner
uses a quality review as a point of
departure for improving his firm’s
practice. The reviewers serve as “ex-
perts” and their opinions are used to
spark programs to improve the over-
all quality and efficiency of the firm.

Sometimes the findings of the re-
viewers confirm weaknesses which
the managing partner sensed but
which had not been pinpointed by
him. In other instances, he may learn
of unsuspected deficiencies.

Deficiencies can be traced by the
firm, at its option, to the responsible
personnel. These individuals, then,
can be directed to continuing educa-
tion courses or other educational
means to raise their competence.

A side benefit is obtained from the
exchange of ideas with other prac-
titioners regarding the procedures
and policies which have assisted
them in improving their practices.
These exchanges range over many
aspects of practice and often result
in suggestions that can be imple-
mented easily and are cost-saving.

In fulfilling its commitment to pro-
vide a qualified reviewer for a sub-
sequent quality review, the firm ob-
tains substantial benefits from his or
her experience in reviewing another
firm’s procedures and policies. Fre-

quently reviewers identify techniques
which will help their own practices.
Indeed, such benefits to reviewers
often result in their volunteering for
two, three or more reviews each year,
In a sense, this is a case of the teacher
learning from the pupil.

Confidential nature of reviews
Reviews are conducted on a confi-
dential basis. No written reports are
prepared., Only verbal reports are
made to managing partners.
Reviewed firms are also required
not to disclose the fact that they un-
derwent quality reviews. The Insti-
tute issues no publicity and gives no
public recognition to a firm's partici-
pation in the program. Nor is the In-
stitute permitted to respond to in-
quiries as to whether or not a practice
unit participated in the program.
This prohibition of publicity pre-
vents impressions that firms have met
prescribed standards and thereby are
“approved” or ‘“accredited.” The
program is intended to provide firms
with an opportunity to improve their
work and not to serve as a means of
distinguishing them from others.

What happens during a review

While a quality review is scheduled
as a two-day engagement for two
reviewers, that is, four man-days,
usually the managing partner and
reviewers have dinner together the
evening before the review begins.
This enables them to become ac-
quainted and to discuss how the re-
view is to be conducted. Sometimes
they also dine together at the end of
the first review day so that they can
talk about the progress being made.

During the review, the reviewers
examine workpapers and reports for
engagements selected by the re-
viewed firm. These engagements
should be representative of the firm'’s
practice, although engagements may
also be selected because they fall into
industry classifications for which the
firm is seeking guidance.

Two checklists—a 47-page list for
audit engagements and a 6-page list
for unaudited statement engagements
—are used by the reviewers to focus
on the procedures used by the firm.
These checklists pose questions in
connection with the review of the ac-
countant’s report, the financial state-
ments and notes, permanent file and
current workpapers for typical ac-
counts such as cash, receivables, in-
vestments, inventories, payables, de-
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ferred credits, capital, income, ex-
pense, etc. Checklist sections also
deal with the form and content of
the workpapers, review procedures,
audit planning and administration.

As appropriate, the questions are
referenced to paragraphs of Ac-
counting Principles Board Opinions,
accounting research bulletins and
Statements on Auditing Standards.
Checklists are updated periodically
to provide references to newly issued
authoritative pronouncements.

Firms wishing to conduct an inter-
nal review of their procedures may
purchase blank checklists from the
Institute for $20 a set—a checklist
for an audit engagement and one for
an unaudited statements engage-
ment. If the purchaser decides sub-
sequently to arrange for a quality re-
view, the $20 is applied to the fee for
the review.

A typical quality review usually
covers four audit engagements and
three unaudited statements engage-
ments. The number of engagements
reviewed, of course, is dependent
upon their size.

Reviewers point out that it is sel-
dom necessary to look over more
than three or four engagements, be-
cause the firm’s typical procedures
become evident in a small number of
engagements,

During the course of the review,
the reviewers complete the checklists
and make additional notes of matters
to be discussed in their report. The
intent is to focus on salient points and
not to engage in nit-picking. Since
the reviewers are experienced in of-
fice procedures, they endeavor to go
about their task with the least pos-
sible disruption of the office.

In the afterncon of the second day,
the reviewers meet with the manag-
ing partner and others to present
their oral report. The reviewers en-
deavor to make constructive and rea-
sonable comments about the firm's
procedures. The quality review pro-
gram is educational in nature, and
the reviewers’ report is made in keep-
ing with this purpose.

Personal qualifications of reviewers

The basic personal qualification of
reviewers is that they be competent
auditors. They are audit partners or,
in some instances, audit staff mem-
bers responsible for the review of
workpapers. Exceptions are made
for those who conduct quality re-
views within their firms, as noted



beiow. Of course, reviewers are certi-
fied public accountants,

This emphasis on auditing exper-
tise and currentness of that expertise
ties in with the review procedures
which are focused on the firms’
auditing procedures evinced in work-
papers and on the accountants’ re-
ports issued for the engagements.
The reviewers must be gualified to
relate workpaper audit evidence to
the resultant accountants’ reports,

As all audijtors know, audit pro-
cedures, financial statement disclo-
sures and accountants’ reports are
affected by current professional and
income tax pronouncements. Re-
viewers, therefore, are required to
have knowledge of APB Opinions
and interpretations, Statements on
Auditing Standards and other au-
thoritative accounting literature such
as Institute audit and accounting
guides and income tax promulga-
tions. Such knowledge must be cur-
rent so that it can be applied realis-
tically to the engagements being
reviewed.

Potentjal reviewers are screened
initially during the reviews of their
firms. Lead reviewers judge the pro-
fessional competence of those dealt
with in the course of the reviews.
Therefore, before individuals are des-
ignated as assistant reviewers for
their first reviews, the evaluations of
the lead reviewers, who observed
them at their firms’ offices, are ob-
tained and considered.

Subsequently, the performances of
the individuals as assistant reviewers
are evaluated by the lead reviewers.
Judgments are made about their
competence both as assistant review-
ers and as potential lead reviewers.
These judgments relate to their tech-
nical knowledge, thoroughness, alac-
rity and personal commitment to the
quality review program.

On the other hand, judgments
concerning the competence of those
serving as quality reviewers for their
firms are based on the experience of
the individuals and the recommenda-
tions of their firms. They are also
interviewed before receiving their
initial Institute review assignments.

The Institute maintains records of
the qualifications of reviewers and
potential reviewers. These records
are consulted in scheduling reviews
to determine that the best available
reviewers are assigned to an engage-
ment.

At this time, the bank of qualified

reviewers numbers some 230 CPAs
who are scattered throughout the
United States. This large bank means
that requests for reviews can be filled
promptly almost anywhere in the
country.

Members of the local firm quality
review committee, which directs the
program, form the nucleus of the
bank of reviewers, for they are ex-
pected to conduct at least one review
a year, This ongoing participation is
a means for them to check on the
adequacy of the program and its ac-
ceptance,

A substantial proportion of the
reviewers is drawn from firms which
have been reviewed. Most are experi-
enced in conducting reviews and con-
tinue to serve because of the personal
educational benefits they derive from
examining other firms’ procedures
and policies and because of the per-
sonal satisfaction they obtain from
contributing to the maintenance of
professional standards. Many partic-
ipate in two or three reviews each
year, Others are fulfilling their firms’
commitments to provide assistant
reviewers in connection with the
review engagements; their qualifica-
tions are checked, of course, before
they receive assignments,

An important source for reviewers
is the national accounting firms that
have volunteered the services of their
partners and senior staff members
who review their firms’ practice of-

Comments from reviewed firms

J “In general, we are very well
satisfied with the Institute’s qual-
ity review program and consider
that it is well worth the cost. . . .
The advantage to a local firm of
such a program is that a compe-
tent, objective critique is applied
to its work. Ordinarily a local firm
is not in a position to establish a
review team that is completely in-
dependent of other functions and
loyalties.

“We were reassured to find that
we were, in the main, doing a good
job of auditing and statement pre-
sentation. However, it was also. ..
pointed out to us that our work-
papers are less than complete and
do not fully protect our position if
we are called upon to defend or
explain them.”

1 “ .. as a result of this experi-

fices. Some are assigned review re-
sponsibilities on a full-time bLasis by
their firms and others balance re-
view responsibilities with audit en-
gagement responsibilities They are
skilled in the audit procedures of
their firms and meld this expertise
with the techniques of the Institute’s
program,

How reviewers are assigned

Matching reviewers with firms to be
reviewed is done with care. Many
factors are considered in making the
initial match-ups of reviewers and
reviewed firm. Sometimes subse-
quent match-ups for the same en-
gagement are necessary, because
professional or personal responsibil-
ities cause reviewers to withdraw
after accepting assignments,

Setting the dates for the review is
the first task. Since the firm’s man-
aging partner and audit partner must
be on hand for the reviewers' oral
report, their availability is a prime
consideration. It is not necessary,
however, for them to be present
when the reviewers are inspecting
workpapers and reports,

The availability of the reviewers is
of equal importance. In addition to
the two full days to be spent in the
firm's offices, reviewers must make
allowances for travel time. Often re-
viewers plan to arrive in the early
evening of the day before the review
and meet with the managing partner

ence, we want to have another re-
view to . . . check on how well we
have absorbed the results of this
one. We would not hesitate to
recommend this program to any
other accountants as a very worth-
while program.”

[J “The two reviewers were well
prepared and well qualified to
conduct the review, and we feel
they covered considerable terri-
tory. . . . They were compietely
objective, and we had an excellent
frank discussion of their findings
at the end of the second day.

“As a result of the review, we
anticipate correcting what weak-
nesses were pointed out, continu-
ing the policies and practices in
which we show strength and gen-
erally upgrading the quality of our
work.”
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to plan the engagement. Sometimes
the reviewers’ departures are de-
layed. For example, on two occa-
sions in Rocky Mountain states, re-
viewers were snowbound for two
days by unexpected storms after the
engagements,

Knowledge of industries or types
of clients which form the bulk of the
firm’s practice is considered in as-
signing reviewers, A firm with a con-
centration of clients in the retail or
utility fields might ask for reviewers
with such expertise. On the other
hand, the firm may be anticipating
expansion of a segment of its prac-
tice—for example, audits of local
governmental units as required by a
new state statute--and, as a conse-
quence, request reviewers experi-
enced in such audits.

Reviewers are intentionally as-
signed from states other than the one
in which the firm is located. To illus-
trate, an Indianapolis firm could be
reviewed by CPAs from Buffalo, or
Pittsburgh, or Mempthis, or St. Louis.
Out-of-state reviewers are assigned
to avoid competitive advantages
which might possibly develop from
looking over engagement papers.
Also to be avoided are subsequent
social contacts which might be un-
comfortable.

In scheduling reviews, firms to be
reviewed are told in advance the
names of the reviewers and their firm
affiliations. Should the firm prefer
others, changes can be made. It is
also possible to seek a reviewer from
a particular firm if such a preference
is expressed.

How to arrange for a quality review

The decision to undergo a quality re-
view is entirely voluntary. The pro-
gram is educational in nature and
purpose and not censorious or ac-
creditational. Hence a firm seeking
to improve its technical competence
through the educational benefits of
a quality review must initiate a re-
quest for a review,

The request should be placed with
the Institute staff member adminis-
tering the program, Albert H. Zitz-
mann, manager, quality review.

In response to the request, a letter
setting forth the terms and conditions
of the engagement is sent to the firm.
The letter includes the condition that
the firm will not disclose the identity
of the reviewers or their comments
or the fact of a quality review to any
person outside the firm other than

practicing CPAs, their professional
associations and state boards of ac-
countancy.

The letter asks for such back-
ground material on the firm as the na-
ture of its practice and biographical
data of the professional personnel.
This information is needed to select
reviewers who have knowledge of the
firm'’s special areas of practice. An
awareness of the backgrounds of the
firm’s professional personnel is help-
ful to the reviewers who will be deal-
ing with them and their work.

The engagement letter sets forth
the financial arrangements for the re-
view and urges that a commitment be
made to provide a qualified person
to serve as an assistant reviewer for
the review of another CPA firm.

Conclusion

In view of the enthusiastic reception
of the program, it is estimated that
more than 150 reviews will be con-
ducted in 1974, This estimate repre-
sents a threefold increase over 1973.
Yet this anticipated participation
would be only a minuscule portion
of the total number of CPA firms,

The local firm quality review com-
mittee nurtured its program with care
in its formative years. Since no other
profession had successfully estab-
lished a comparable voluntary pro-
gram, the committee wanted to be
certain that the needs of Institute
members were being served to their
satisfaction before the program was
widely publicized.

The committee is now studying
ways of broadening participation.
The nagging fear exists, however,
that some managing partners may
not realize that their firms urgently
need quality reviews, Increased pub-
licity for the program will increase
participation, hopefully by those
firms who might gain the most from
a quality review.

The CPE schedule for April
Following is a list of the continuing
professional education courses that
are slated for presentation next
month. The schedule includes all
AICPA-sponsored programs and all
known CPE offerings sponsored by
state CPA societies.

Readers interested in attending
any of the programs are advised to
register immediately with the CPA
society of the state in which the pro-
gram is being held. Registration is
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open to all CPAs and to others de-
siring continuing education in the
topics offered. Additional informa-
tion about each course is available
from the sponsoring state society,
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