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An evaluation framework for responding to requests

By Sarah Beckett Ference, CPA, and Deborah K. Rood, CPA

CPAs regularly receive requests for services and should
understand the fundamental risk management protocols — client
and engagement acceptance, engagement letters, adherence
to professional standards, and documentation — to implement in
order to mitigaterisk related to the delivery of client engagements.

But CPAs also face a variety of less typical questions and
situations that may come from current or former clients or third
parties. Consider these questions posed to CPAs in the AICPA
Member Insurance Program:

From a tax return preparation client: I'm applying for
aloan. The bank has a couple of questions about my tax
return, and | can’t answer them. Can you help me out and
talk to them, please?

From a client accounting and CFO advisory services
client: I'm selling my business and the potential buyer wants
a copy of the general ledger, financial statements, and
several other financial documents. Please give them what
they need and answer their questions. You'll understand
what they want better than me.

From the daughter of a recently deceased bill pay
client: I'm trying to settle my parent’s affairs. Could you
give me her records?

From a minority shareholder in an S corporation tax
client: | need a copy of the company’s tax returns for the
past five years.

From an audit client: We're evaluating our project
managers’ performance and doing a review of job costing.
Can we get a copy of your workpapers in this area?

Dedication to client service often leads to a gut response of,
“No problem!” However, the manner in which a CPA responds
to even a seemingly benign request may introduce unnecessary
professional liability risk.

WHAT ARE THE RISKS?

Confidentiality

The AICPA Code of Professional Conduct (the “Code”),
specifically the “Confidential Client Information Rule” (ET
§1.700.001), states that a member in public practice shall not

disclose confidential information without the specific consent
of the client. Moreover, providing information to an unauthorized
individual may subject a CPA to disciplinary action. Internal
Revenue Code Sec. 7216 imposes additional confidentiality
obligations on CPAs related to a client’s tax return information.
If Sec. 7216 is violated, CPAs could be subject to monetary
damages or even criminal charges.

Privity

Privity is a doctrine of contract law that says contracts such
as engagement letters are only binding on the parties to the
agreement, and only they may enforce it or be sued under the
same. However, if a CPA is in privity with a third party, the CPA
may owe the third party a duty of care and, thus, the third party
may have standing to sue the CPA. A CPA’s interactions with a
third party may erode a privity defense that might otherwise be
available to defend a claim. Consultation with legal counsel is
recommended to better understand how the doctrine of privity
of contract applies in a specific jurisdiction. Read “Professional
Liability Spotlight: Defending Third-Party Audit Claims,” JofA,
May 2013, for more information related to privity.

Scope creep

Being asked by a client to render additional services is one of
the best compliments a CPA can receive. However, without
appropriate documentation of, and agreement to, the details of
the additional services, the scope of services described in an
otherwise strong engagement letter may be challenged. Evenif a
scope dispute is not expressly alleged, defending a professional
liability claim may be more challenging if the firm’s activities were
not in line with the scope described in the engagement letter.

AN EVALUATION FRAMEWORK

Before responding to an ad hoc request, pause to better
understand and evaluate what is being asked. While the specifics
may vary, CPAs can contemplate the same series of questions to
help guide their response (or lack thereof).

Who is asking?

Understand the requestor’s relationship to the client. If it’s a third
party, they must have the appropriate authority to be privy to
confidential client information.
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Consider the daughter of the deceased client above. She may
very well be the executor of the client’s estate or have a power of
attorney. Nevertheless, the CPA should obtain appropriate legal
documentation providing evidence of such. Otherwise, the CPA
may unknowingly be brought into the middle of a family squabble.

What are they asking for?

Depending onwhatis requested, the CPA may not be obligated to
respond to the request. Consult the Code’s “Records Requests”
interpretation (ET §1.400.200) for definitions of the types of
records held by CPAs and the CPA's response obligations.

Consider the audit client’s request for the CPA firm’'s workpapers.
The Code states that a CPA's workpapers are owned by the CPA
firm, and a firm is not required to provide workpapers unless
thereis alegal or regulatory requirement to do so. The client may
have other motives and be attempting to determine if there are
grounds to assert a future claim.

Why are they asking?
What is the requestor’s motivation? For what purpose might
they use the information?

Consider the tax client’s request to explain a line item to the
client’s bank. The bank may use information provided by the CPA
as part of its credit decision and assert reliance on the CPA if
the client subsequently defaults. Instead, explain the tax return
item to the client to enable the client to provide the information
to the bank.

What could go wrong?

Contemplate how the requestor may rely on the information
provided by the CPA. Will they use it to make a decision? Could the
CPA be blamed if something goes wrong? Take a skeptical point
of view when pondering the potential answers to these questions.
Doing so often helps identify additional risks to manage.

What about the request from the accounting services client?
Presumably, the purchaser will rely upon statements made by
the CPA regarding the client’s business, profitability, forecasted
sales, and more. Could the client complain about the price they
received for their business? If the business does not perform as
anticipated, could the purchaser blame the CPA for overpaying?
Either situation is possible.

Can the information be obtained a different way?

Is the requestor asking for the information from the CPA rather than
the client because they perceive it to be “easier”? Can the client
provide the information instead? Or can the requestor obtain the
information directly from another source, such as the IRS?

The request from the minority shareholder for copies of tax
returns seems harmless enough, but the CPA does not know if
thereis a shareholder dispute. In addition, responding to requests
from every owner of a business is hardly efficient. It's best to
direct the minority shareholder to the company’s representative
or the IRS to obtain the information sought.

ANYTHING ELSE?

All CPAs should understand the benefits of engagement letters
and their role in professional liability claim defense. They are also
a useful tool when addressing other requests made of the CPA.
Consider engagement letter language to reference the following:

The firm will not respond to third-party requests,
including requests from lenders;

The identity of the client representative(s) with whom
the CPA will work and to whom requests from other
parties should be directed; and

That the client will pay the CPA firm’s costs to respond
to subpoena or deposition requests if the firmis not a
party to the proceeding.

PARTING THOUGHTS

Responding to requests for favors from the client or a quick
question from a third party takes time, something that many
CPAs have in short supply. A few minutes here and there can add
up. A quick response may seem easier, but it may lead to financial
and professional liability headaches later.
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