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[KENZELET 1= (AICPA) “AICPA Audit and Accounting Manual AAM Section 3165
Sample Engagement Letters” ]

O EE&EZZMEDEEHEHI

Our fees will be billed as work progresses and are based on the amount of time required
plus out of pocket costs and administrative expenses. Invoices are payable upon presentation.
Our initial fee estimate assumes we will receive the aforementioned assistance from your
personnel and unexpected circumstances will not be encountered. We will notify you
immediately of any circumstances we encounter that could significantly affect our initial
estimate of total fees, which we estimate to range from $XX,XXX to $XX,XXX. Additional
expenses are expected to be $X,XXX.

(RiR)

EEHIWIL, (EEDEHIZIC TERIN S, BB HML, BEEDENICBELL S
[FIZRELL TEH SN, TERERV—REEENIMESNE, £/, FREIZZETH#
ZHUAFEL B, BN DL ZIEEEEL, B DWRESD SEIA DG (Rt 85
W, BIEA T DIEREE) 5260, FEESN DK ZIZERF LG LEFEEL TS, &
BERIND 2L 2 S FELEBIF, SXXXXX DEIXXXXX DETTHBEH, BB L% S 245
[CAIEIZEEEF 5 Z SEKTICERBL-BE, I EHIZERT S, (TREEFILSXXXX &
BELSHB,

O BEEANBESNORRICEEmL-H

03 Change in Circumstances From Those Contemplated in Original Engagement Letter

As we agreed in our original engagement letter dated [date] we are notifying you that our
audit of your December 31, 20XX financial statements requires additional procedures.

We have found that certain guest checks are held for only three months after they are paid.
Thus, a substantial number of guest checks are not available for examination. Fortunately,
your internal control activities allow us to use alternative procedures to satisfy ourselves on
this part of the audit. However, this will require substantially more time than examining guest
checks.

The fee for these additional services will be at our standard per diem rates and added to the
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fees quoted in our previous letter.

The situation has been discussed with your controller, who assured us that in the future all
guest checks will be kept for two years.

If this letter correctly expresses your understanding, please sign the enclosed copy where
indicated and return it to us.
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92 8-12 Sample Engagement Letters 3401

AAM Section 3165
Sample Engagement Letters

Update 3165-1 Audif: Clarified Auditing Standards

Tl'}e auditing guidance in this edition of the matwaal has been conformed to Statements on Auditing Standards
(SAS) Nos. 122-125, which were issued in 2011 as part of the Auditing Standards Board’s Clarity Project. These
clarified SASs are effective for audits of financial statements for periods ending on or after December 15, 2012.
. Although extensive, the revisions to generally accepted auditing standards resulting from these clarified SASs
do not change many of the requirements found in the auditing standards that they supersede.

To assist auditors and findncial reporting professionals in making the transition, section 8320 in this manual
includes a reprint of the Audit Risk Alert Understanding the Clarified Auditing Standards, which includes, among
other information, a cross reference of the sections in the superseded auditing standards to the applicable
sections in the clarified auditing standards and identifies the changes, either substantive or primarily
clarifying in nature, that may affect an auditor’s practice or methodology relative to the applicable sections
of SAS Nos. 122-125. It also summarizes the changes resulting from the requirements of SAS Nos. 122-125.

Section 1100 of this manual and the Financial Reporting Center on www.aicpa.org provide more information
on the Clarity Project. Visit www.aicpa.org/sasclarity.

.01 Following-are illustrative engagement lettérs. These illustrative letters are examples and may not
include all representations necessary for a particular engagement. They may be used as a starting point in the
design of specific letters and then tailored to satisfy the terms of a particular engagement. These illustrative
engagement letters are intended to be used in conmection with engagements of nonpublic entities and are not
intended to be used in connection with audits of public entities that are required to be audited under standards
set by the Public Company Accounting Oversight Board. The auditor may seek legal advice about whether
a proposed letter is suitable. AU-C section 210, Terms of Engagement (AICPA, Professional Standards), establishes
standards and provides guidance regarding the auditor’s responsibility to agree upon the terms of the audit
engagement with management and, when appropriate, those charged with governance. AU-C section 210 is
discussed further in section 3105, “Planning the Engagement,” of this manual.

02 Audit Engagement Leading to Opinion

LACKO, LYNCH, BROWN & COMPANY Certified Public Accountants

To the appropriate representative of those charged with governance of ABC Company, Inc. (the Company)!

[The objective and scope of the audit]

You? have requested that we audit the financial statements of ABC Company, Inc., which comprise the balance
sheet as of December 31, 20XX, and the related statements of income, changes in stock-holders’ equity, and
cash flows for the year then ended, and the telated notes to the financial statements, We are pleased to confirm
our acceptance and our understanding of this audit engagement by means of this letter. Our audit will be
conducted with the objective of our expressing an opinion on the financial statements.

[The responsibilities of the auditor]

1 The addressees and referenices in the letter would be those that are appropriate in the circumstances of the engagemer{t, induding
the relevant jurisdiction. It is important to refer to the appropriate persons. Paragraph .A20 of AU-C section 210, Terms of Engagement
(AICFA, Professional Standards), provides guidance regarding agreeing upon the terms of the audit engagement.

2 Throughout this letter, references to you, we, us, management, those charged with governarce, and auditor would be used or amended
as appropriate in the cireumstances. .

AICFA Audit and Accounting Manual AAM §3165.02
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We will conduct our audit in accordance with auditing standards generally accepted in the United States of -
America (GAAS). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement. An audit involves performing
procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

Because of the inherent limitations of an audit, together with the inherent limitations of internal control, an
unavoidable risk that some material misstatements may not be detected exists, even though. the audit i is
properly planned and performed in accordance with GAAS.

In making our risk assessments, we consider internal control relevant to the entity’s preparation and fair
presentation of the financial statements in .order to design audit procedures that are appropriate in the
" circumstances but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control.. However, we will communicate to you in writing concerning any significant deficiencies or material
weaknesses in internal control relevant to the audit of the financial statements that we have identified during
the audit.

[The responsibilities of management and identification of the applicable financial reporting framework]

Our audit will be conducted on the basis that [management and, when appropriate, those charged with governance]®
acknowledge and understand that they have responsibility

a. for the preparation and fair presentation of the financial statements in accordance with accounting
principles generally accepted in. the United States of America;

b. for the design, implementation, and maintenance of internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatement, whether due fo
fraud or error; and

c. to provide us with

i. access to all information of which [management] is aware that is relevant to the preparation and
fair presentation of the financial statements such as records, documentation, and other matters;

fi. additional information that we may request from [management] for the purpose of the audit; and

ii. unrestricted access to persons within the entity from whom we determine it necessary to obtain
audit evidence.

As part of our audit process, we will request from [management and, when appropriate, those charged with
governance], written confirmation concerning representations made to us in connection with the audit.

[Other engagement matters and limitations]

As part of our engagement for the year ending December 31, 20XX, we will review the federal and state iricome
tax returns for ABC Company, Inc. Further, we will be available during the year to consult with you on the
tax effects of any proposed transactions or contemplated changes in business policies.

Professional standards require us to be independent with respect to the Company in the performance of our
services. Any discussions that you have with personnel of our firm regarding employment could pose a threat
to our independence. Therefore, we request that you inform us prior to any such' discussions s¢6 that we can
implement appropriate safeguards to maintain our independence. In addition, if you hire one of our
persormel, you agree to pay us a fee of [XX] percent of that individual’s base compensation at the Company,
[xx] days from the first day of employment.

[Audit administration, fees, and other]

# Use terminology as appropriate in the circumstances.

AAN §3165.02 Copyright © 2012, American Institute of Certified Public Accountants, Inc.
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We may from time to time, and depending on the circumstances, use third party service providers in serving
your ac¢ount. We may share confidential information about you with these service providers, but remain
committed to maintaining the confidentiality and security of your information. Accordingly, we maintain
internal policies, procedures, and safeguards to protect the confidentiality of your personal information. In
addition, we will secure confidentiality agreements with all sexrvice providers to maintain the confidentiality
of your information and we will take reasonable precautions to determine that they have appropriate
procedures in place to prevent the unauthorized release of your confidential information to others. In the event
that we are unable to secure an appropriate confidentiality agreement, you will be asked to provide your
consent prior to the sharing of your confidential information with the third party service provider. Further-
more, we will remain responsible for the work provided by any such third party service providers.

GAAS require that we communicate certain additional matters related to the conduct of our audit to those
charged with governance, Such matters include (1) our responsibilities under auditing standards generally
accepted in the United States of America; (2) an overview of the planned scope and timing of the audit; (3}
significant findings from the audit, including, among others: () the initial 'selection of and changes in
significant accounting policies and their application; (b) the protess used by management in formuilating
particularly sensitive accounting estimates and the basis for our conclusions regarding the reasonableness of
those estimates; (c) significant difficulties that we encountered in dealing with management related to the
performance of the audit; (d) audit adjustments that could, in our judgment, either individually or in the
aggregate, have a significant effect on your financial reporting process and uncorrected misstatements of the
financial statements that were determined by management to be immaterial, both individually and in the
aggregate, to the financial statements taken as a whole; (¢) any disagreements with management, whether or
not satisfactorily resolved, about matters that individually or in the aggregate could be significant to the
financial statements or our report; (f) management representations; (g) our views about matters that were the
subject of management’s consultation with other accountants about auditing and accounting matters; (k)
major issues that were discussed with management in connection with the retention of our services, including,
among other matfers, any discussions regarding the application of accounting principles and auditing
standards, and if applicable, events or conditions indicating there could be a substantial doubt about the
entity’s ability to continue as a going concern for a reasonable period of time; and (4) other matters as
considered necessary or required to be communicated under professional standards.

Assistance to be supplied by your personnel, including the preparation of schedules and analyses of accounts,
is described in a separate attachment. Timely completion of this work will facilitate the completion of our

audit.

If yout intend to publish or otherwise reproduce the financial statements and make reference to our firm, you
agree to provide us with printers’ proofs or masters for our review and approval before printing. You also
agree to provide us with a copy of the final reproduced material for our approval before it is distributed.

Our fees will be billed as work progresses and are based on the amount of time required plus out of pocket
costs and administrative expenses. Invoices are payable upon presentation. Qur initial fee estimate assumes
we will receive the aforementioned assistance from your personnel and unexpected circumstances will not be
encountered. We will notify you immediately of any circumstances we encounter that could significantly affect
our initial estimate of total fees, which we estimate to range from $XX, XXX to $X XXX, Additional expenses

are expected to be $X,XXX.

The audit documentation for this engagement is the property of Lacko, Lynch, Brown & Company and
constitutes confidential information. However, we may be requested to make certain audit documentation
available to [name of regulator] pursuant to authority given to it by law or regulation.
If requested, access to such audit documentation will be provided under the supervision of Lacko, Lynch,
Brown & Company personnel. Furthermore, upon request, we may provide photocopies of selected audit

4 Ethics Ruling No. 112, “Use of a Third-Party Service Provider to Assist a Member in Providing Professional Services,” under Rule
102, Integrity and Objectivity (AICPA, Professional Standards, ET sec. 191 par. .224-225), requires that clients be informed if the firm will
outsource professional services to third party service providers. If an audit firm intends to use third party service providers (that is,
entities not controlled by the audit firm or individuals not employed by the audit firm), to perform portions of the audit (for example,
input tax return information, act as a specialist, or audit an element of the financial statements), the client must be informed before
confidential client information is shared with the service provider. If a third party service provider is not used to perform professional
services, this paragraph can be omitted.

AICPA Audit and Accounting Manual AAM §3165.02

16



3404 Engagement Planning and Administration ) 92 8-12

documentation to [name of regulator]. The [name of
regulator] may intend, or decide, to distribute the photocopies or information contained therein to others,
including governmental agencies.

[Reporting]

We will issue a written report upon completion of dur audit of ABC Company, Inc.’s financial statements. Qur
report will be addressed to the board of directors of ABC Company, Inc. We cannot provide assurance that
an unmodified opinion will be expressed. Circumstances may arise in which it is necessary for us to modify
our opinion, add -an emphasis-of-matter or other-matter paragraph(s), or withdraw from the engagement.

We also will issue a written report on [Insert appropriate reference to other auditor’s reports expected to be issued.]
upon completion of our audit.

We appreciate the opportunity to serve you. If you have any questions, please contact us. Please sign and
refurn the attached copy of this letter to indicate your acknowledgment of, and agreement with, the
arrangements for our audit of the financial statements, including our respective responsibilities.

Sincerely,

LACKO, LYNCH, BROWN & COMPANY

{Engagement Partner’s Signature]

Accepted and agreed to:

[Sign]

[Name and Title]

[Date]

AAM §3165.02 Copyright © 2012, American Institute of Certified Public Accountants, Inc.
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.03 Change in Circumstances From Those Contemplated in Original Engagement Letter

MACARTHUR & KENNEY, CPA'S Certified Public Accountants

To the appropriate representative of those charged with governance of ABC Company, Inc.’

As we agreed in our original engagement letter dated [date] we are notifying you® that our audit of your
financial statements for the year ended December 31, 20XX, requires additional procedures.

We have found that certain guest checks are held for only three months after they are paid. Thus, a substantial
number of guest checks are not available for examination. Fortunately, your internal control activities allow
us to use alternative procedures to satisfy ourselves on this part of the audit. However, this will require
substantially more time than examining guest checks.

The fee for these additional services will be billed at our standard per diem rates and added to the fees quoted
in our previous letter.

The situation has been discussed with your controller, who assured us that in the future all guest checks will
be kept for two years.

If this letter correctly expresses your understanding, please sign the enclosed copy where indicated and return
it to us.

Very truly yours,
MACARTHUR & KENNEY, CPA'S

[Engagement Partner’s Signature]

Accepted and agreed to:

[Sign]

[Name and Title]

[Date]

5 See footnote 1.
§ See fooinote 2.
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