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Managing Risk and Expectations

 Engagement Letters

 Termination Letters

 Educational and Promotional Materials

 From an Attorney’s Perspective
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Why Use Engagement Letters?

An engagement letter:
 Is sometimes required

 Is a good client screening tool

 Can help manage client expectations and 
understandings as to the engagement 

 Can help define and control the relationship

 Can help reduce risk of disputes

 Can help reduce exposure when disputes arise

 Is one of the best malpractice defense tools
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Statement on Standards for Accounting and 
Review Services (SSARS) No. 21 (eff. 12/15/15)

 SSARS No. 21 is effective for engagements on financial 
statements for periods ending on or after December 15, 
2015 but early implementation is permitted.

 Replaces SSARS No. 19.

 An engagement letter signed by the accountant and the 
client's management is required for preparing financial 
statements.

 See attachment comparing Engagement Letter 
Requirements (SSARS No. 19 vs. SSARS No. 21).
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Treasury Department Circular No. 230, §10.33(a)(1) 
– Best practices for tax advisors include:

 Communicating clearly with the client 
regarding the terms of the engagement.  For 
example, the advisor should determine the 
client’s expected purpose for and use of the 
advice and should have a clear 
understanding with the client regarding the 
form and scope of the advice or assistance to 
be rendered. 
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Engagement Letters

 When to use engagement letters

 How to use engagement letters

 What to include in engagement letters

 “Form” engagement letters

 Resources for forms: 
 AICPA

 NCACPA

 Professional Liability Carriers
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The Mindset

 Most problems arise because of client 
misunderstandings as to what the CPA or the client 
was to do (or not do)

 The engagement letter is a contract that should be 
designed to prevent misunderstandings and govern 
the relationship

 The engagement letter should not contain 
promotional or aspirational language

 Expect ambiguities to be resolved in client’s favor

 Alternatives to written engagement letter --

 Oral or implied agreement
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When and How to Use Engagement Letters

 Always

 For each client

 For each scope of services to be performed

 For each relevant period of service (e.g., make a 
part of tax organizer)

 Avoid “blind” use of forms

 A poorly drafted contract can be worse than no 
written contract

8



11/17/2015

5

Engagement Letter Essential Provisions

 Identity(ies) of the Client(s)

 Time period(s) for and during which the services will be 
performed

 Scope of services to be performed

 Work product/deliverables

 Responsibilities of each party

 Timing of services

 Fees and payment terms

 Engagement termination and stop work clauses

 Receipt of engagement letter signed by client(s)
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Identity(ies) of the Client(s)

 Who is (or is not) the client?

 Use proper legal name of client

 If the client is a corporation or LLC, what about 
shareholders/members? 

 Does the client representative have the authority to 
engage the CPA?

 Separate engagement letter for each party, even if 
parties are related

 If the client is an individual, what about spouse and other 
family members?

 Exclude third-party beneficiaries
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Time period(s) for and during which 
the services will be performed

 Be specific about time periods covered

 Avoid “evergreen” engagement letters

 Whenever possible, avoid open-ended 
engagements -- they create uncertainty as to 
services and can render engagement letters 
meaningless 

 Statute of limitations concerns
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Scope of services to be performed

 Clearly identify and define scope of services to 
be performed; avoid/eliminate ambiguities

 Tax engagement example – identify specific 
returns to be prepared, not all returns “required”

 Avoid unprotected “scope creep” through use of 
separate or amended engagement letter

 State that services are limited to those identified
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Excluded Services

 Identify and define excluded services
 State that other services may be needed but 

assume they will be handled by others absent 
written engagement for the same

 Tax engagement -- services do not include 
procedures to detect fraud, theft, defalcation, 
or other irregularities

 No investment advice even if accounts 
provided for tax engagement
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Work product/deliverables

 Clearly define deliverable(s)

 Limitations/restrictions on client use and 
distribution of work product

 Identify any authorized disclosure/distribution 
by CPA of work product as required or 
desired

 Include your records retention policy
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Responsibilities of each party

 Clearly define each party’s responsibilities and time to 
perform them

 If any possible outsourcing, say so

 Staffing considerations

 Reliance on client for facts, information, documents, etc. 
(e.g., financial accounts/assets in foreign countries)

 Who is to file the returns?

 Client to maintain supporting documentation

 CPA disclaimers or limitations – not responsible for 
management decisions, business advice, etc.
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Timing of Services

 When is each party supposed to perform their 
responsibilities?

 When are deliverables to be delivered?

16



11/17/2015

9

Fees and Payment Terms

 Structure and timing of fees, expenses, billing, 
and payment

 Any advance/retainer required?

 Any guarantors of payment? 

 Consequences of late or no payment (e.g., 
interest charged, recovery of fees/expenses)

 Address fees for responding to subpoenas or 
summonses, and for testimony?
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Client Signature

 Include client acknowledgement/agreement 
that the services are rendered subject to the 
terms of the engagement letter, which is a 
binding contract

 Require receipt of signed engagement letter 
before beginning engagement
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Other Provisions to Consider

 Alternative Dispute Resolution

 Indemnification

 Limitation of Liability and/or Damages
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Alternative Dispute Resolution

 Mediation – may want to use as a 
prerequisite to filing suit or arbitration 
claim

 Arbitration – considerations include:
 Expense

 Non-public forum

 Arbitrator with accounting knowledge

 Insurance concerns

 What about fee collection claims?
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AICPA Rule 1.228.030 Alternative Dispute Resolution

.01 A covered member may include in an engagement letter a provision to use 
alternative dispute resolution (ADR) techniques to resolve disputes relating to past 
services (in lieu of litigation). Threats to compliance with the “Independence Rule” 
[1.200.001] would be at an acceptable level and independence would not be impaired 
because the covered member and attest client would not be in positions of material 
adverse interests due to threatened or actual litigation.

.02 The covered member should exercise professional judgment when rendering current 
services, regardless of the existence of the provision. [Prior reference: paragraphs 
.190–.191 of ET section 191]

.03 If ADR techniques are initiated to resolve a dispute with the attest client, threats to 
compliance with the “Independence Rule” [1.200.001] would be at an acceptable level 
when the ADR techniques are designed to facilitate negotiation, and the conduct of 
those negotiations does not place the covered member and the attest client in 
positions of material adverse interests. Independence would not be impaired under 
these circumstances. If, however, the ADR proceedings are sufficiently similar to 
litigation (as in the case of binding arbitration), an adverse interest threat may exist 
and place the covered member and the attest client in a position of material adverse 
interests. Under such circumstances, the member should apply the guidance under 
the :”Actual or Threatened Litigation” interpretation [1.290.010] of the “Independence 
Rule.” [Prior reference: paragraphs .192–.193 of ET section 191]

21

Indemnification

 Indemnification clause is where one party agrees to 
indemnify another party against and hold them 
harmless from costs and expenses resulting from 
third party claims 

 In the CPA/client context, an indemnification clause 
might be used to help protect a CPA as to a client’s 
fraud, misrepresentations, concealments, etc. 

 Concerns:
 Client unhappiness
 Validity in certain circumstances
 Independence issues in certain engagements (e.g., 

SEC)
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AICPA Rules as to Indemnification

1.228.010 Indemnification of a Covered Member 

.01 Threats to compliance with the “Independence Rule” [1.200.001] would be at an 
acceptable level and a covered member’s independence would not be impaired if the 
covered member includes in engagement letters a clause that provides that its attest 
client would release, indemnify, defend, and hold the covered member (and the 
covered member’s partners, heirs, executors, personal representatives, successors, 
and assigns) harmless from any liability and costs resulting from knowing 
misrepresentations by management. [Prior reference: paragraphs .188–.189 of ET 
section 191]

.02 Refer to the “Indemnification and Limited Liability Provisions” interpretation 
[1.400.060] of the “Acts Discreditable Rule” [1.400.001].

1.228.020 Indemnification of an Attest Client

.01 Threats to compliance with the “Independence Rule” [1.200.001] would not be at an acceptable 
level and could not be reduced to an acceptable level by the application of safeguards if the 
covered member enters into an agreement providing, among other things, that the covered 
member indemnifies the attest client for damages, losses, or costs arising from lawsuits, claims, 
or settlements that relate, directly or indirectly, to the attest client’s acts. The covered member’s 
independence would be impaired under these circumstances. [Prior reference: paragraphs .204–
.205 of ET section 191]
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AICPA Rules 1.400.060 and 2.400.060 --
Indemnification and Limitation of Liability Provisions

.01 Certain governmental bodies, commissions, or other regulatory agencies (collectively, regulators) 
have established requirements through laws, regulations, or published interpretations that

a. prohibit entities subject to their regulation (regulated entity) from including certain types of 
indemnification and limitation of liability provisions in agreements for the performance of audit or 
other attest services that are required by such regulators or

b. provide that the existence of such provisions disqualifies a member from rendering such 
services to these entities. 

For example, federal banking regulators, state insurance commissions, and the SEC have 
established such requirements.

.02 If a member enters into or directs or knowingly permits another individual to enter into a contract 
for the performance of audit or other attest services that are subject to the requirements of these 
regulators, the member should not include or knowingly permit or direct another individual to 
include an indemnification or limitation of liability provision that would cause the regulated entity or 
a member to be in violation of such requirements or disqualify a member from providing such 
services to the regulated entity. A member who enters into or directs or knowingly permits another 
individual to enter into such an agreement for the performance of audit or other attest services 
would be considered in violation of the “Acts Discreditable Rule” [1.400.001].

.03 Refer to the “Indemnification of a Covered Member” [1.228.010] and “Indemnification of an Attest 
Client” [1.228.020] interpretations of the “Independence Rule” [1.200.001] for additional guidance. 
[Prior reference: paragraph .09 of ET section 501]
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Limitations of Liability and/or Damages

 Limitation of Liability
 Some public policy issues depending on 

circumstances

 See AICPA Rules 1.400.060 and 2.400.060

 Limitation of Damages
 Limit by amount (e.g., by amount of fees paid)

 Limit by type (e.g., consequential damages like lost 
profits, etc.)

 Other Disclaimers (e.g., as to outcomes or results, 
not reviewing prior returns)
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More Provisions to Consider

 Engagement termination/stop work

 Governing law

 Venue 

 Limitations period for asserting claims

 Responses to subpoenas/summonses

 Tax position clauses

 Successors and assigns

 Integration or “entire agreement” clause

 Treatment/handling of personal information

 Scope (or lack) of Privilege as to communications?

 Statement of no fiduciary relationship?
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Termination/Disengagement Letters

 Use them 

 Be concise and clear

 Whether or not to document the reason a 
judgment call

 Use verifiable/traceable delivery method

 Actually stop providing services
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Educational and Promotional Materials

 “What We Do” Publications

 Promotional Materials
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Closing Thought

Consistent use of good engagement 
letters and related practices and 

procedures will make your life easier.
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