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Post Enron 

 CPAs in the cross hairs 

 Regulatory Environment 

 Legal System 

◦ Increase in litigation and settlement cost 

◦ Fewer motions granted for summary judgment 

◦ Impartial juries? 

 Current Economic Climate 
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What risks/cost are you trying to manage? 

 

 Professional and firm reputation 

 Money 

 Insurability 

 Time 
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Money 

Total Pd and 

Incurred

Number of 

claims/Incidents Average

 $   9,498,482 5.73% 316 14.11% 30,058$     

Audits  $ 81,150,117 48.96% 506 22.60% 160,376$   

 $      954,961 0.58% 55 2.46% 17,363$     

 $   7,764,537 4.68% 116 5.18% 66,936$     

 $      404,396 0.24% 21 0.94% 19,257$     

Entertainment  $      865,000 0.52% 2 0.09% 432,500$   

Fiduciary  $   2,926,569 1.77% 63 2.81% 46,453$     

Investment Advice  $   6,511,807 3.93% 59 2.64% 110,370$   

 $      918,736 0.55% 45 2.01% 20,416$     

MAS  $   2,900,468 1.75% 21 0.94% 138,118$   

Reviews  $ 10,658,092 6.43% 95 4.24% 112,190$   

SEC  $   5,654,801 3.41% 27 1.21% 209,437$   

Tax  $ 35,525,179 21.44% 913 40.78% 38,910$     

Totals $165,733,144 2,239 74,021$     

Litigation Support

Claim Stats 

(05/19/2014)

Acct Services

Business Advice

Compilations

Data Processing
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Money 

Audit:

 Total Paid and 

Incured 

 Paid 

Percentage 

Claims/In

cidents

Claim 

Percentage

A/R 1,221,675$          1.5% 13 2.6%

GAAP Dept 922,033$              1.1% 9 1.8%

GAAS Dept 4,583,738$          5.6% 31 6.1%

Failure to detect 36,639,719$        45.2% 124 24.5%

going concern 2,498,321$          3.1% 14 2.8%

imp inv eval 2,532,840$          3.1% 21 4.2%

other 17,218,878$        21.2% 198 39.1%

% of Completion 88,213$                0.1% 1 0.2%

Related Party 2,685,087$          3.3% 8 1.6%

Und/Over Liab 12,759,614$        15.7% 87 17.2%

TOTAL 81,150,118$        506
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Case Study #1:  Wolf in Sheep’s Clothing 
 

 Claim Report Date – 09/02/1994 Claim Closed Date – 03/06/1999 

 Policy Limit - $3,000,000  Paid: $3,219,802 

 Audit Failure-Embezzlement/Bankruptcy 

 Lesson Learned: 

 Change up/vary audit procedures; 

 Recommendations should be in writing; and 

 Be extremely careful with your audit workpapers 
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Case Study #2:  DotCom Bust 
 

 Claim Report Date – 03/12/2001 Claim Closed Date – 03/30/2004 

 Policy Limit - $5,000,000  Paid: $5,478,528 (plus $400k) 

 Audit Failure/Bankruptcy 

 Lesson Learned 

 Qualification of partner in charge of audit – Tax Partner; and 

 Client retention – influential client but overly demanding  
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Money 

Tax

 Total Paid and 

Incured 

 Paid 

Percentage 

Claims/  

Incidents

Claim 

Percentage

Improper advice $6,497,618 18.3% 104 11.4%

Business Other $3,677,567 10.4% 160 17.5%

Business Prep Errors $5,379,878 15.1% 124 13.6%

S Corp Errors $856,437 2.4% 39 4.3%

Timely Filing Errors $1,034,579 2.9% 37 4.1%

Pers-Estate Tax $4,508,784 12.7% 87 9.5%

Pers - Imp Advice $4,938,381 13.9% 88 9.6%

Pers - Other $3,588,300 10.1% 94 10.3%

Pers Prep Errors $3,137,116 8.8% 123 13.5%

Pers - Timely Filing $1,906,518 5.4% 57 6.2%

35,525,178$    913



Practical Guide to CPA Risk Management 

TAX CLAIMS 

 

• Improper or insufficient advice on §1031 exchanges  

• Improper or insufficient advice on estate tax planning and late 

706 filing 

• Failure to advise on additional state filing obligations 

• Improper or insufficient advice on §475 elections  

•    Missed credits/deductions after statute of limitations expires 
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Case Study #3:  Better Late than Never? 
 

 Claim Report Date – 09/05/2008 Claim Closed Date – 11/05/2010 

 Policy Limit - $4,000,000  Paid: $1,210,644 

 Estate Tax Return 

 Lesson Learned: 

 Engagement acceptance 
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Case Study #4:  Take the Fifth 
 

 Claim Report Date – 03/26/2004 Claim Closed Date – 07/21/2010 

 Policy Limit - $2,000,000  Paid: $1,990,833 

 Tax Planning - §1031 

 Lesson Learned: 

 Stay clear of “off the cuff” advice 
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Professional and Firm reputation 



POLL 
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 KEYS TO REDUCE RISK EXPOSURE 

 CLIENT SELECTION 

 CLIENT RETENTION 

 COMMUNICATION 
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What can you do to help reduce problem clients? 

 Screen all Clients 

 Background checks 

 Credit reports 

 Criminal reports and DMV reports 

 Prior auditor inquiries 

  Identify problem clients early: 

 Ask careful thorough questions 

 Be wary of fee resistance 

 Be wary of advice resistance 

 Trust Your Gut 

 Trust Your Staff 
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Case Study #5:  Should have know better 
 

 Claim Report Date – 07/05/2006 Claim Closed Date – 11/07/2008 

 Policy Limit - $1,000,000  Paid: $90,576 

 Deductible - $10,000 

 Compilation and Tax - Embezzlement 

 Lesson Learned: 

 CLIENT ACCEPTANCE 

 Have a clear engagement letter outlining terms of engagement 

 and stick to it – get everything regarding the engagement in 

 writing.  
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What can you do to help reduce problem clients? 

 Adopt client retention and acceptance policies and test your 

compliance – Rank your Clients 

 Receive adequate fees for the risk assumed! 

 Monitor client specific industries and be aware of changes in 

economic cycle 

 Provide for easy access to legal counsel – assign “gate keeper” 

  INDEPENDENCE/do not become an advocate 

 Avoid complacency 
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Case Study #6:  Piece of Cake 
 

 Claim Report Date – 09/20/1995 Claim Closed Date – 10/01/1998 

 Policy Limit - $2,000,000  Paid: $1,947,720 

 Deductible - $25,000 

 Audit - Fraud 

 Lesson Learned: 

 Perform adequate due diligence prior to accepting new client. 

 Do not become so complacent you lose your professional 

 skepticism.   
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   Other Risk factors to consider relating to operating 
characteristics and financial stability – Identify Problem 
Clients 

 Significant capital requirements 

 Financials contain significant estimates involving highly 
subjective judgments or are subject to change in near term 

 High vulnerability to rapidly changing technology 

 High dependency on debt  

 Unusually rapid growth 

 Executive Compensation tied directly to operating results 



KPMG Study – Analysis of Global Patterns of Fraud 
 

Typical Fraudster –  

 36-45 yr old male 

 Works in finance or finance 
related role 

 Holds senior mgt position 

 Employee of Company for 
>10 years 

 Does not work alone 

 Average time to detect fraud 
in 2011 is 3.4 years 

Motivational Factors -  

 Greed 

 Trying to meet company goals 
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What Happens to Fraudsters? 
◦ 51%  are Prosecuted 

◦ 98% Prosecuted are Convicted 

◦ 31% of Those Convicted Are Sent to Jail 

 11% spend more than 1 year in Jail 
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What Else can you Do? 

 

 Professional Practices Dept 

 Revise partner compensation  

 Communication: 

 Internal 

 External 

 

 

 

 



3rd Party Communication 

Best policy is to refuse to provide them 

Request client send directly to 3rd party 

Obtain written permission from client 

before disclosure 
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Communication; The Role of the Engagement Letter: 

 Describes the scope of work to be done  

 Explains limitations on the accountant’s work 

 Defines the client’s responsibilities 

 Describes fee arrangements and payment terms 

 Satisfies professional standards  

 Helps protect the accountant from unwarranted litigation 

 Communicates in plain English!  
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Engagement  Letters and Lessons Learned: 

 Avoid engagement creep (or de-creep) 

 Be very careful when coding time 

 Familiarity breeds complacency 

 Communicate ALL issues in writing 

 Consider who signs the engagement letter 

 Consider who receives the engagement letter  
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OTHER TIPS FOR DRAFTING ENGAGEMENT 

LETTERS 

 Involve Legal Counsel in Developing Engagement Letters 

 Periodically Evaluate any Changes in the Law Governing 

Engagement Letters 

 Ask your Malpractice Carrier 

 Subpoena coverage clause 

 Limitation of liability and Indemnification agreements 

 “Stop Work” Clause 

 Choice of Venue 

 Foreign Transactions 
 

 



Subpoena Coverage Clause: 

In the event we are required to respond to a subpoena, court 

order or other legal process for the production of documents 

and/or testimony relative to information we obtained and/or 

prepared during the course of this engagement, you agree to 

compensate us at our hourly rates, as set forth above, for the 

time we expend in connection with such response, and to 

reimburse us for all of our out-of-pocket costs incurred in that 

regard.  
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Engagement Letters  

 





Practical Guide to CPA Risk Management 

Case Study #7:  One for the Good Guys 
 

 Claim Report Date – 06/01/2005 Claim Closed Date – 06/29/2006 

 Policy Limit - $5,000,000  Paid: $-0- 

 Deductible - $100,000 

 Review and Tax services- Embezzlement 

 Lesson Learned: 

 Adding loss limiting language to your engagement letter might 

 actually help you defend a claim.  

  

 

 



POLL 
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What I worry about? 

 Estate tax returns – Trustee Engagements 

 Bankruptcy Trustees 

 New legal theories: i.e. “Deeping Insolvency” 

 Affordable Care Act – Obamacare 

 “kids” doing audits 

 Electronic Discovery/Digital Files  
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Case Study #8:  Throw in the Towel 
 

 Claim Report Date – 05/26/2005 Claim Closed Date – 06/29/2007 

 Policy Limit - $1,000,000  Paid: $86,047 

 Deductible - $5,000 

 Audits – Failure to detect Embezzlement 

 Lesson Learned: 

 Make sure engagement is adequately staffed and supervised.  
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Defense Nightmares! 

 Experience/Supervision 
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Defense Nightmares! 

 Experience/Supervision 

 IM: “hey dude…the 

senior running this job is 

an idiot! Lol ” 
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What I worry about? 

 Estate tax returns – Trustee Engagements 

 Bankruptcy Trustees 

 New legal theories: i.e. “Deeping Insolvency” 

 Affordable Care Act – Obamacare 

 “kids” doing audits 

 Electronic Discovery/Digital Files  
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WRAP UP  
 

 CLIENT SELECTION 

 CLIENT RETENTION 

 COMMUNICATION 

 BE PRO-ACTIVE 
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QUESTIONS AND COMMENTS 

 

 

Contact Information: 

Bill Thompson 

wthompson@cpamutual.com 

800-543-3029 

www.cpamutual.com 
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Recent Headlines: 
 

 “Ater Wynne law firm, Perkins & Co. accounting firm pay $14.65 million 

to settle lawsuit from burned Grifphon investors”  

 “Rihanna, Ex-Accountants Settle Action Over 'Ill-Gotten' Fees” 

 “Accounting Class Actions Kept Steady Pace in 2013, Could Rise”  

 “Calif. CPA Accused Of Falsifying Tax Returns On $28M Sale’” 

 “Cohen Milstein Sellers & Toll PLLC Announces the Investigation of   

ChinaCast Education Corporation” 

 “Bankrupt Retailer Sues Rose Snyder Over $2.9M Tax Refund ” 

 “Vancouver accountant accused of embezzling $1M from criminal            

justice non-profit pleads guilty to fraud” 
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Insurability and Other Considerations 
 

 Limits 

 Per claim and aggregate 

 Noncumulation of limit provision 

 Prior Acts Date 

 

 Deductibles 

Per claim and aggregate 

 Defense 

 Indemnity  
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Insurability 



“To be independent, the auditor must be 

intellectually honest; to be recognized as 

independent, he must be free from any 

obligation to or interest in the client, its 

management, or its owners. 

* * * 

Independent auditors should not only be 

independent in fact, they should avoid 

situations that may lead outsiders to 

doubt their independence.” 

AU §220 - Independence 
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Golf outing 

with the CEO 

and CFO 

In the Sky Box at 

the Super Bowl 





 

 



VEGAS 2012 
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