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Almost every sport uses a defined boundary. The playing area, whether itis a football
field, basketball court, or baseball diamond, is clearly defined and understood by all
athletes who play the game. It is pretty easy to ascertain whether you are in or out of

bounds. It’s not so simple in the accounting world. Consider these examples:
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e Alarge accounting firm had to resign from an audit engagement because a
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e Awealthyindividual tax client of a midsize CPA firm sold his business, which
resulted in negative tax consequences. The client alleged that the firm failed to give
him proper tax advice regarding the sale and brought a claim against the firm. The
CPA firm indicated the engagement was for tax return preparation services only, as
documented in the engagement letter. However, it acknowledged discussing the

sale as a courtesy to the client.

Whether it is termed scope creep or engagement creep, it can be challenging to stay

within the boundaries of an agreed-upon scope when delivering client services.
WHAT’S THE BIG DEAL?
Professional liability concerns

A significant number of claims asserted against CPA firms in the AICPA Professional
Liability Insurance Program include allegations related to a disputed engagement
scope. Even if a scope dispute is not expressly alleged, defending a claim can be
challenging if the firm’s activities were not in line with the scope described in the
engagement letter (if an engagement letter even existed). Often, the scope of service is
inadvertently expanded by a well-intentioned CPA trying to deliver good client
service. Perhaps the client asked the CPA to “quickly look into something” or wanted
to “bounce something off” the CPA. Or, during the performance of services, the CPA
realized that additional services, such as bank reconciliation cleanup or the
preparation of an additional state tax return, were needed. Acting upon these good
intentions may place additional obligations on the CPA, which may be challenged by

a plaintiff attorney in the event of a professional liability claim.

Financial concerns
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Often a CPA completes an engagement, reviews the client’s unbilled fee balance, and
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time spent debating with the client, the aggravation caused by these
misunderstandings, and potential reputational damage that may be caused by an

unhappy client. These costs exist even if a claim is not asserted.
RISK MANAGEMENT TIPS
To help stay in bounds, consider the following tips:

¢ Be mindful of whom you let play in your league. Perform proper client
acceptance procedures. Take on only those clients that are a fit with the firm. Be
sure to evaluate all potential new clients, including those who seek the firm’s
services or come from an acquired firm or practice.

» Have a game plan. Use an engagement letter for all services. The scope section of
an engagement letter is critical when a professional liability claim arises. Scope of
work should be clear, and the boundaries of the service to be performed should be
well-defined. Clarify any limitations of the services. Identify aspects that will not
be included, if appropriate. Include a statement indicating that if additional
services are needed, written client approval will be required, and additional fees
will be charged.

¢ Ensure everyone understands the rules. Communicate the scope to all client
service team members, particularly those who perform services on-site at the
client’s location, to ensure everyone knows the boundaries of the services.
Consider providing a refresher to teams on long-term engagements. Clarify client
understanding of what is included in the scope of services. Strengthening these
communications will help mitigate the risk of unintended scope creep.

o Stick to the game plan. Deliver services in accordance with the scope outlined in
the engagement letter, and document work performed in engagement workpapers.
Well-documented workpapers provide evidence of services delivered and assist in

the defense of claims related to scope disputes. In addition, billing records,
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particularly the narrative included on client invoices, should align with the
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e Know when to make cuts. A client who consistently asks for “quick favors,” balks
at engagement letters or additional fees, or pushes the boundaries of the
engagement’s scope might be taking advantage of the firm’s commitment to client
service. Not only does this type of client increase the firm’s professional liability
risk, it is likely to result in poor realization for the firm. Consider cutting this client

from the firm’s roster.

Sarah Beckett Ference (sarah.ference@cna.com) is a risk control director at CNA.

Continental Casualty Co., one of the CNA insurance companies, is the underwriter of the
AICPA Professional Liability Insurance Program. Aon Insurance Services, the National
Program Administrator for the AICPA Professional Liability Program, is available at 800-
221-3023 or visit cpai.com.

This article provides information, rather than advice or opinion. It is accurate to the best of
the author’s knowledge as of the article date. This article should not be viewed as a substitute
for recommendations of a retained professional. Such consultation is recommended in

applying this material in any particular factual situations.

Examples are for illustrative purposes only and not intended to establish any standards of
care, serve as legal advice, or acknowledge any given factual situation is covered under any
CNA insurance policy. The relevant insurance policy provides actual terms, coverages,
amounts, conditions, and exclusions for an insured. All products and services may not be

available in all states and may be subject to change without notice.
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