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Date/Time: Tuesday, November 10, 2015 1.00 PM — 4:00 PM (Eastern Standard Time)
1.1 Welcome Remarks** — Ms. Ford
1.2 Improving Transparency and Effectiveness of Peer Review* — Mr. Parry

1.3 Future Board Meetings**-Ms. McClintock
e January 13, 2016 Open Session — Sarasota, FL
e May 3, 2016 Open Session — Durham, NC
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e September 27, 2016 Open Session 1-4pm Eastern Time — Conference Call

* Included on SharePoint
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Improving Transparency and Effectiveness of Peer Review

Why is this on the Agenda?

The exposure draft in Agenda Item 1.2A is intended to improve the transparency and
effectiveness of peer review by clarifying and enhancing the existing guidance for what is
expected of firms, reviewers, and RABs in relation to systemic issues and nonconforming
engagements.

e The proposals impact firms by giving them the ultimate responsibility for identification of
and implementing appropriate remediation of systemic issues and nonconforming
engagements (no more “reviewer recommendation”)

e The proposals impact reviewers by enhancing expected procedures to identify systemic
causes and assess the firm’s remediation plans, including when scope expansion or
additional deficiencies, such as tone at the top, may be necessary.

e The proposals impact RABs by enhancing expected considerations of the firm and
reviewer assessments with respect to systemic causes and nonconforming
engagements and when corrective actions should be used to confirm effectiveness of
the remediation plans.

o The proposals provide the public with more transparent reporting of engagements
selected, linkage between nonconforming engagements and report rating, industries
impacted by the deficiencies and the firm’s remediation plans. The proposals also clarify
what information can be provided to third parties about the progress and results of a
review.

Feedback Received
The proposed changes were discussed with the AATF and feedback will be incorporated into the
conforming changes to be presented in May 2016.

PRISM Impact
None

AE Impact
The conforming guidance will include changes to the administrative and RAB Handbooks.
Conforming guidance is expected to be presented to the PRB in May 2016.

Communications Plan
The exposure draft will be announced via a Peer Review Alert and through the Institute’s regular
communication channels.

Manual Production Cycle (estimated)
The guidance will be incorporated, if approved, into the May 2016 and January 2017 OPL updates.

Effective Date

The guidance is proposed to be effective for reviews commencing on or after January 1, 2017
except for those related to transparency of review status. Standards paragraphs .133 and .146
and Interpretations 133a-1 and 146-3 will be effective upon approval by the Board.

Board Consideration
e Approve the Improving Transparency and Effectiveness of Peer Review Exposure Draft
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EXPOSURE DRAFT

PROPOSED CHANGES TO THE
AICPA STANDARDS FOR PERFORMING
AND REPORTING ON PEER REVIEWS

Improving Transparency and
Effectiveness of Peer Review

November 10, 2015

Comments are requested by January 31, 2016

Prepared by the AICPA Peer Review Board for comment from persons
interested in the
AICPA Peer Review Program

Comments should be received by January 31, 2016, and addressed to
Rachelle Drummond, Senior Technical Manager
AICPA Peer Review Program
American Institute of Certified Public Accountants
220 Leigh Farm Road, Durham, NC 27707-8110
or PR_expdraft@aicpa.org
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Letter From the Chair of the Peer Review Board

November 10, 2015

The AICPA Peer Review Board (board) approved issuance of this exposure draft, which
contains proposals for review and comment by the AICPA’'s membership and other interested
parties regarding revisions to the AICPA Standards for Performing and Reporting on Peer
Reviews (Standards).

Written comments or suggestions on any aspect of this exposure draft will be appreciated and
must meet the following criteria:

¢ Must be received by January 31, 2016
Should be sent to Rachelle Drummond or PR_expdraft@aicpa.org

e Should refer to the specific paragraphs and include supporting reasons for each
comment or suggestion

¢ Should be limited to those items presented in the exposure draft
Will become part of the public record of the AICPA Peer Review Program and will be
available on the AICPA website after January 31, 2016 for a period of one year

The exposure draft includes the following:

e An explanatory memorandum of the proposed revisions to the current Standards
e Explanations, background and other pertinent information
¢ Marked excerpts from the current Standards to allow the reader to see all changes:
o0 Items that are being deleted from the Standards are struck through
o0 New items are underlined
0 Items relocated are double struck through in the original location and double
underlined in the new location)

A copy of this exposure draft and the current Standards (effective for peer reviews commencing
on or after January 1, 2009) are also available on the AICPA Peer Review website
at www.aicpa.org/InterestAreas/PeerReview/Pages/PeerReviewHome.aspx.

Sincerely,

Anita M. Ford
Chair
AICPA Peer Review Board

T:919.402.4502 | F:919.419.4713 | aicpa.org


mailto:PR_expdraft@aicpa.org
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Explanatory Memorandum

Introduction

This memorandum provides background on the proposed changes to the AICPA Standards for
Performing and Reporting on Peer Reviews (Standards) issued by the AICPA Peer Review Board
(Board). The proposed changes are as follows:

e Supplement the existing guidance for peer reviewer, reviewed firm, technical reviewer and
Report Acceptance Body (RAB) responsibilities for nonconforming engagements.

e Enhance the peer review of the firm’'s system of quality control to better assist the team
captain and firm in identifying systemic causes and appropriate remediation of
nonconforming engagements and systemic weaknesses

e Clarify the timing of when results of the peer review should be communicated to the firm
to allow time for the firm to identify appropriate remediation

e Clarify the guidance for drafting descriptions of findings, deficiencies, and significant
deficiencies

e Clarify the peer review report model and provide greater transparency on the results of
the review

e Clarify the required firm representations for System and Engagement Reviews

e Clarify information the AICPA and administering entities may provide about a review to
third parties

This memorandum solicits input on the proposal from all interested parties.
Background

In 2012, the AICPA began a comprehensive and visionary exploration of the next generation of
its practice monitoring efforts. The AICPA Peer Review Program (Program) monitors the quality
of reviewed firms’ accounting and auditing engagements and evaluates the systems under which
those engagements are performed. Participation in the peer review program is mandatory for
AICPA membership. In addition, peer review is now required for licensure in nearly all states.

Much has changed over the 35 years that the AICPA’s Peer Review Program has been in
existence, including the complexity of business, the volume and intricacy of Standards and the
expectations of financial reporting stakeholders. At the same time, recent technological
innovations afford the profession the opportunity to make dramatic upgrades to peer review that
will enable adaptation to an ever-changing environment.

The Board approved a plan in early 2014 to implement substantive changes to the current peer
review process. The changes are part of the AICPA’s Enhancing Audit Quality (EAQ) initiative.
EAQ is a holistic effort to consider auditing of private entities through multiple touch points,
especially where quality issues have emerged. The goal is to align the objectives of all audit-
related AICPA efforts to improve audit performance.

Peer review is an integral element of the AICPA’s EAQ initiative. This exposure draft is being
issued by the Peer Review Board to further the EAQ efforts to move the audit quality needle in a
positive way. The Peer Review Board has and will continue to enact near and long-term changes
to the Program and its Standards as part of this initiative, including additional exposure drafts, as
necessary.
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The proposals included in this exposure draft are intended to enhance the peer review process
by incorporating best practices of effective peer reviewers into the Peer Review Standards,
Interpretations, and related guidance. They are also intended to reinforce the need for adequate
planning and preparation for a peer review by both firms and peer reviewers to allow sufficient
time for proper identification of systemic causes and appropriate remediation, when necessary.
Refer to Exhibit 1 for a visual representation of the peer review process including the proposals
in this exposure draft.

Explanation of Proposed Changes

Nonconforming Engagements (System and Engagement Reviews)

Summary of Existing Guidance

As currently stated in Section 3100 of the Peer Review Program Manual, Supplemental Guidance,
and Interpretation No. 67-1, the firm should make appropriate considerations to address
engagements that are identified during the peer review that are not performed or reported on in
conformity with applicable professional standards in all material respects (nonconforming). The
primary responsibility is on the firm to follow professional standards to address these types of
engagements. Auditing and accounting standards provide guidance for firms when this
information comes to the attention of the firm subsequent to the report release date, such as
information identified as a result of a peer review. The relevant professional standards include
AU-C section 560, Subsequent Events and Subsequently Discovered Facts, (AICPA,
Professional Standards), SSARS No. 19, Framework for Performing and Reporting on
Compilation and Review Engagements (AICPA, Professional Standards, AR secs. 60, 80, and
90), or SSARS No. 21, Statements on Standards for Accounting and Review Services:
Clarification and Recodification (AICPA, Professional Standards, AR-C secs. 60, 70, 80, and 90)
as applicable, or, if the firm's work does not support the report issued, as addressed in AU-C
section 585, Consideration of Omitted Procedures After the Report Release Date (AICPA,
Professional Standards). Interpretation No. 67-1 indicates that the reviewer should remind the
firm of its responsibilities to follow the relevant professional standards to address these situations.

The firm should make and document comprehensive assessments about whether it is necessary
to perform omitted procedures, or whether a material reporting error necessitates reissuance of
an accounting or auditing report, revision to the financial statements, or remediation of the
subsequent engagement. The firm should thoroughly consider the continued reliance by third-
party users on reports issued and procedures performed. Particularly, the firm should consider
the expectations of regulatory bodies that the firm will perform the omitted procedures or correct
reports in a timely manner.

The firm is expected to follow applicable professional standards regarding documentation of the
omitted procedures, if performed, document performance or reissuance considerations, and
provide a response to the peer reviewer. The firm’s initial assessment should be timely and
generally take place during the peer review to enable the peer reviewer to reach a proper
conclusion about the engagement and evaluate the firm’s response to the situation. If the firm
does not have time to determine the appropriate remediation prior to the exit conference, the firm
may indicate interim steps taken while it explores the best approach. The firm’s response should
be documented on the Matter for Further Consideration (MFC) form that appropriately describes
the most significant matters indicating the engagement is nonconforming.
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The peer reviewer should evaluate the firm’'s actions planned or taken or its reasons for
concluding that no action is required for each nonconforming engagement. The peer reviewer
should thoroughly document these situations in the Summary Review Memorandum for System
Reviews and Review Captain’s Summary for Engagement Reviews, including whether they
believe the firm's considerations support its decision and whether a monitoring action is
suggested to follow up on the remediation of the specific engagement. These peer review
documents should be submitted for consideration during the peer review acceptance process. A
firm’'s appropriately documented considerations in response to such an engagement and
documentation of the reviewer’s assessment of the firm’s response are conditions of acceptance
by the peer review committee. If the firm and peer reviewer considerations are not properly
performed or documented, the RAB may defer acceptance of the peer review subject to
appropriate considerations or peer review documentation.

Peer reviewers and administering entities should not require or instruct firms to perform omitted
procedures, reissue accounting or auditing reports, or to have previously issued financial
statements revised and reissued because those are decisions for the firm and its client to make.
It is not expected that omitted procedures will be performed, that notifications will be made to
those relying on the reports, or that financial statements will be revised or reissued prior to the
peer reviewer’'s conclusion on the engagement or conclusion on the peer review. However, the
firm’s response should include its intention to perform these steps, if known. The RAB may
require follow up action to evaluate the firm's follow through on the intended or alternative steps
taken.

In a System Review, if the team captain or RAB concludes that the firm’'s response and
consideration of the applicable standards is not appropriate to address the nonconforming
engagement, the team captain should evaluate whether there are other weaknesses in the firm’'s
system. For example, an inappropriate response may be indicative of a potential failure to comply
with the leadership or tone at the top element in the firm’s system of quality control. A failure to
properly consider how to address nonconforming engagements may indicate an internal firm
culture that fails to promote that quality is essential in performing engagements.

In System and Engagement Reviews, if the peer reviewer concludes that the firm’s considerations
and response are appropriately documented related to such an engagement and the firm
indicates in its response that it intends to complete omitted procedures, reissue the auditor’s or
accountant’s report, or have previously issued financial statements revised and reissued, the RAB
will consider whether the firm’s response is genuine, comprehensive, and feasible. The RAB may
consider requesting the firm to submit evidence to an outside party acceptable to the RAB of
performing and documenting the previously omitted procedures, reissuance of the report, or
revision to the financial statements, if appropriate.

The firm’s actions, taken or planned, may affect other monitoring actions that the RAB may
impose. Additional guidance for determining when and what type of corrective action(s) or
implementation plan(s) a RAB may require is provided in chapters 4 and 5 of the Report
Acceptance Body Handbook.

The existing guidance discussed previously will be reinforced through training courses. The

proposals in this exposure draft are intended to supplement the existing guidance for peer
reviewer, firm, technical reviewer, and RAB responsibilities for nonconforming engagements.
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Key Changes Proposed

e Clarify guidance regarding peer reviewer and firm responsibilities when there are
nonconforming engagements. This includes the following:

o Clarify that the firm should provide details of remediation of nonconforming
engagements on the MFC form, Finding for Further Consideration (FFC) form, or
in its letter of response, as applicable

o For System Reviews, clarify that the team captain should consider expanding
scope to determine pervasiveness of the nonconforming engagements to properly
assess the systemic cause and impact on the peer review.

e Explain evaluation of nonconforming engagements by the peer reviewer to determine a
peer review rating (see proposed changes to Appendix A discussed in the text that
follows).

e Add a representation to the firm representation letter that addresses remediation of
nonconforming engagements (see proposed changes to Appendix B discussed in the text
that follows).

Key Future Complimentary and Conforming Guidance to be Proposed
e Strengthen expectation of details about nonconforming engagements to be provided in
the Summary Review Memorandum for consideration by the RAB.

This change is expected to be proposed at the May 2016 Board meeting, along with other
complimentary and conforming guidance changes related to nonconforming engagements.

Revisions to Standards and Interpretations

Standards Incorporate firm responsibility to remediate nonconforming engagements into
.09 the introduction and scope of the Peer Review Program

Standards For reference only

.66

Interpretations

66-1

Standards Minor clarifying or conforming changes

.67

Interpretations | Clarify guidance regarding peer reviewer and firm responsibilities when there
67-1 are nonconforming engagements

67-2

Enhanced Peer Review of the Firm’s System of Quality Control (System Reviews)

Summary of Existing Guidance

The focus of a System Review is on the design and compliance with the firm’'s system of quality
control. This requires the team captain to obtain a sufficient understanding of the firm’s system of
quality control for all of the elements discussed in the Statements on Quality Control Standards
No. 8 (SQCS No. 8). This understanding is obtained by performing a variety of procedures to
determine if the system is designed appropriately and that the firm's degree of compliance is
acceptable. The focus is not simply determining how many engagements are nonconforming.
Team captains must understand the firm’'s system of quality control to perform a proper risk
assessment and to make appropriate engagement, office, and partner selections. A proper
understanding of the firm’s system of quality control is also necessary to determine the systemic
cause of matters identified.
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For example, if several firm personnel tell the team captain they were unaware of a new audit or
accounting standard, that probably explains much about the design (or lack thereof) of the firm’s
system of quality control, or the firm’s compliance with an appropriately designed system, and
should provide a clue as to what else the team captain may discover. Likewise, if through
interviewing the leadership of the firm and its staff, the team captain determines that the
leadership in the firm has done nothing to promote an internal culture recognizing that quality is
essential in performing engagements, and there are no established policies to support that
culture, then the firm’'s system of quality control is not designed appropriately in accordance with
professional standards.

These are just two examples in which firms have weaknesses in their systems of quality control.
More often, a firm has an appropriately designed system of quality control but fails to comply with
that system and, as a result of its noncompliance, one or more engagements are nonconforming.
The team captain, in collaboration with the firm, should determine the weakness in the firm's
system of quality control that allowed a matter, such as a nonconforming engagement, to occur
or go undetected and then will determine if the matter is pervasive or isolated. RABs are
responsible for ensuring that the team captain has performed the peer review in accordance with
the Standards, and this includes ensuring, when possible, that team captains, in collaboration
with the firm, have identified the “why” (systemic cause) before a System Review is accepted.

Conceptually, the Peer Review Standards have always focused on the system of quality control.
Proper application of the Standards assists team captains in evaluating matters and, as a result,
the type of report to issue. This is a difficult process that always requires professional judgment,
but there is an expectation that team captains will determine why a firm is not complying with
professional standards in all material respects, in each circumstance in which it is reasonably
possible to do so. By following the Peer Review Standards, the team captain is led through the
thought process of how the identified systemic causes affect the nature of the peer review report.
This synthesis process is also critical to facilitate a fair and more consistent evaluation of peer
review results.

The proposals in this exposure draft are intended to enhance the peer review of the firm’'s system
of quality control to better assist the team captain and firm in identifying systemic causes and
appropriate remediation of nonconforming engagements and systemic weaknesses.

Key Changes Proposed

e Define systemic cause as a weakness in the firm’'s system of quality control that allowed
a matter to occur or remain undetected.

e Apply consistent usage of the term “systemic cause” throughout the Peer Review Program
Manual. The current Standards and Interpretations refer to “cause”, “underlying cause”,
“systemic cause”, and “underlying systemic cause” interchangeably.

e Clarify that identification of the systemic cause of matters, findings, deficiencies and
significant deficiencies is determined by the team captain, in collaboration with the firm.

e Clarify that when the team captain may not have identified nonconforming engagements,
there could still be deficiencies in the firm’s system of quality control. Current guidance
states that in the absence of findings in the engagements reviewed, quality control issues
ordinarily would result in FFCs, rather than deficiencies

e Create guidance that allows a team captain to inquire about and review evidence prior to
the peer review year to support assessment of the design and compliance with system
controls. For example, it may be necessary to look at client acceptance from two years
ago if that was the last time a new engagement was accepted.

14



When applicable, these changes were applied to reviews of quality control materials (QCM).

Key Future Complimentary and Conforming Guidance to Be Proposed

Remove Sections 4300 and 4400, Quality Control Policies and Procedures
Questionnaires for Sole Practitioners with No Personnel and Firms With Two or More
Personnel, respectively, from the Peer Review Program Manual due to some firms’
inappropriate reliance upon these forms and failure to timely update. The Auditing
Standards Board is developing a free, interactive tool that is designed to assist firms in
developing a system of quality control. The tool is intended to replace the current Practice
Aids for Establishing and Maintaining a System of Quality Control for a CPA Firm’s
Accounting and Auditing Practice. These sections will remain in the Peer Review
Program Manual until the new tool is released.
Enhance Sections 4500 and 4600 Guidelines for Review of Quality Control Policies and
Procedures for Sole Practitioners with No Personnel and Firms With Two or More
Personnel, respectively, with guidance for assisting team captains and firms in identifying
risks that a firm’s system of quality control would not provide the firm with reasonable
assurance of conformity with professional standards. The checklist assists in identifying
quality control risks through
0 an expanded analysis of the design of the firm’s system of quality control to assess
whether certain best practice policies and procedures have been adopted by the
firm; and
0 anenhanced risk based assessment of the firm’s compliance with its quality control
policies and procedures through new sample tests and procedures.

These changes are expected to be proposed at the May 2016 Board meeting, along with other
complimentary and conforming guidance changes related to enhancing peer review of the firm’s
system of quality control.

Revisions to Standards and Interpretations

.39

Standards Clarify team captain or QCM reviewer's responsibility for evaluating the firm’s
169

Interpretations
39-1

responses in the prior peer review

44
.68
.69
.70
72
81
.84
.85
.86
.87
.88
.89
.90

Standards Minor clarifying or conforming changes

.109
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179
.183
185

Interpretations
84-1
Standards For reference only
.53
g1
.78
.80
.82
Standards Clarify review of evidential materials in the periods after the previous review is
.54 appropriate.

Interpretations
54d-2
Standards Define systemic cause and clarifying consideration of the systemic cause
75 when determining appropriate aggregation of matters

.76
a7
Standards Clarify that when the team captain may not have identified nhonconforming
.79 engagements, there could still be deficiencies in the firm’s system of quality
control.

Interpretations
79-1
Standards Clarify that identification of the systemic cause of matters, findings,
.83 deficiencies, and significant deficiencies is determined by the team captain, in
collaboration with the firm.

Interpretations
83-1
83-2
83-3

FFC and Report Guidance Descriptions, Firm Responses, and Related Reviewer
Considerations (System and Engagement Reviews)

The proposals in this exposure draft are intended to
e clarify the timing of when results of the peer review should be communicated to the firm
to allow time for firms to identify appropriate remediation
e clarify the guidance for drafting descriptions of findings, deficiencies, and significant
deficiencies
e clarify the peer review report model and provide greater transparency on the results of the
review.

As previously stated, the proposals included in this exposure draft are intended to enhance the
peer review process by incorporating best practices of effective peer reviewers into the Peer
Review Standards, Interpretations, and related guidance. They are also intended to reinforce the
need for adequate planning and preparation for a peer review by both firms and peer reviewers
to allow sufficient time for proper identification of systemic causes and appropriate remediation,
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when necessary. Refer to Exhibit 1 for a visual representation of the peer review process
including the proposals in this exposure draft.

The proposals include an emphasis on a collaborative effort of the team captain and the firm for
the identification of systemic causes and the appropriate remediation of findings, deficiencies,
and significant deficiencies in the firm's system of quality control and nonconforming
engagements, if any. Based on the sophistication of the firm’'s system of quality control,
identification may be more heavily weighted on the team captain’s shoulders or the firm'’s
shoulders but should be a collaborative process. Particularly for System Reviews as the team
captain is opining on the system, he or she should also agree with and include systemic causes,
when known.

Likewise, the team captain is not opining on the proper remediation by the firm as remediation
because remediation will likely occur after the peer review due date and, therefore, the firm should
shoulder the responsibility for communicating its remediation plans. However, both the systemic
cause and remediation steps planned or taken should be considered by the RAB when
determining whether to accept the peer review report and if implementation plans or corrective
actions are necessary.

Additionally, one of the steps in achieving the EAQ goal is to make peer review results more
informative. Input was obtained from peer review stakeholders on the transparency of the peer
review report. The board continues to explore ways to make peer review results more informative,
and is currently proposing the following changes based on input received in an effort to clarify the
peer review report and make the results of the peer review easier to understand.

Key Changes Proposed
e For System Reviews:

o0 Clarify that team captains should include a link to the requirements of SQCS No.
8 in the descriptions of findings, deficiencies, and significant deficiencies.

0 Add a requirement that when a deficiency or significant deficiency in the quality
control system resulted in a nonconforming engagement in a must select industry
or practice area, the resulting nonconformance and the industry/practice area is
included in the description. Note that this requirement is in addition to the current
guidance that requires descriptions to identify the industry when the deficiency or
significant deficiency is industry specific.

0 Remove the team captain’s responsibility to provide an explanation of how the firm
remediated nonconforming engagements described in the report (“closing the
loop”).

0 Remove the team captain’s responsibility to provide a recommendation to
remediate the systemic cause and place that responsibility on the firm in
collaboration with the team captain.

o0 Clarify the information a firm should include in its response to an FFC form or in a
letter of response to the report. The response should address the following:

= Nonconforming engagements, including

¢ the firm’s actions taken or planned to remediate the engagements
identified on the FFC form or in the report as nonconforming.

e the firm's actions taken or planned to remediate findings,
deficiencies, and significant deficiencies in the firm's system of
guality control

» Systemic issues unrelated to nonconforming engagements, including
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e the firm’'s actions taken or planned to remediate findings and
deficiencies in the firm’s system of quality control
= Timing of the remediation
For Engagement Reviews:

0 Remove the review captain’s responsibility to provide a recommendation to
remediate the finding, deficiency, or significant deficiency.

o Clarify the information a firm should include in its response to a FFC form or in a
letter of response to the report. The response should address the following:

» The firm’s actions taken or planned to remediate the findings, deficiencies,
or significant deficiencies
= Timing of the remediation
= Additional procedures to ensure the finding, deficiency, or significant
deficiency is not repeated in the future
For System and Engagement Reviews:

o0 Create guidance for a closing meeting as the suggested timing for discussion of
peer review preliminary results. The firm will then have time to assess appropriate
remediation, if applicable, prior to the exit conference. The exit conference should
still be the discussion of the final peer review results and the date of the peer review
report.

o Clarify guidance that the peer reviewer should assess the firm’s response to
findings, deficiencies, and significant deficiencies to determine the impact on the
peer review, if any.

o Clarify the peer review report by

» restructuring the placement of information under appropriate headings,
similar to the clarified audit report

= clarifying the purpose of the report with a descriptive report title

= clarifying the required selections paragraph of the report by appropriately
indicating when singular selections were made

o0 Apply the proposed revised guidance to the list of items that should be included in
a peer review report

o Apply the proposed revised guidance to the report and letter of response
illustrations

When applicable, these changes were applied to reviews of QCM.

Revisions to Standards and Interpretations

.16
.93
94
.95
101
116
120
127
190

Standards For reference only

A7
91
.92

Standards For System Reviews, create guidance for a closing meeting, clarifying what

should be discussed at the closing meeting versus the exit conference, and
addressing the timing of when those meetings should occur.

13

18



115
120

Interpretations
17-1
91-1

For Engagement Reviews, introduce the closing meeting and exit conference
with similar guidance to a System Review, including dating of the report on the
exit conference date.

Standards
.38

74

117

.139

142

178

Minor clarifying or conforming changes

Standards
73
113

Clarify that the guidance for drafting descriptions of findings, deficiencies, and
significant deficiencies

Standards
.96

122

194

Interpretations
96n-1

Apply the proposed revised guidance to the list of items that should be
included in a peer review report

96p-1

Standards Clarify that prior to responding to a matter, finding, deficiency or significant
.97 deficiency, the firm should resolve any disagreement in accordance with
123 paragraphs .93 and .116 of the Standards.

195

Standards Clarify where a firm’s response should be documented and when it should be
.98 provided to the peer reviewer.

124

196

Standards Clarify that it is the firm’s responsibility to identify the appropriate remediation
.99 of any findings, deficiencies and significant deficiencies and to appropriately
125 respond and provide guidance for what should be included in the firm’s
197 response.

Interpretations
99-1

99-2

Standards Clarify guidance that the peer reviewer should assess the firm’s response to
.100 findings, deficiencies, and significant deficiencies to determine the impact on
126 the peer review, if any.

.198

Interpretations
100-1

Standards
.209
.210

Apply the proposed revised guidance to the report and letter of response
illustrations
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211
212
213
214
215
216
217
218
219
220
221
222
223
224
225
226
Interpretations | Clarify that the firm’s letter of response should be included with the reviewer’'s
94-1 working papers

Appendix A — Summary of the Nature, Objectives, Scope, Limitations of, and Procedures
Performed in System and Engagement Reviews and Quality Control Materials Reviews

Appendix A of the Standards is also located at www.aicpa.org/prsummary and the URL is
referenced in the peer review report. The proposals in this exposure draft are intended to provide
readers of the peer review report with a complete, succinct, summary of the nature, objectives,
scope, limitations of, and procedures performed in System, Engagement, and QCM Reviews, as
referred to in the peer review report.

Key Changes
e Conform language in the summary to the Standards about the scope of engagements
included in the AICPA Peer Review Program
e Summarize how engagements identified as nonconforming, if any, are evaluated by a peer
reviewer to determine a peer review rating.
e Summarize firm responsibilities with respect to nonconforming engagements and
systemic weaknesses.

Revisions to Standards
Standards Revised to address the key changes discussed previously
.207

Appendix B — Considerations and Illustrations of Firm Representations

Over the last couple of years, several required representations have been added to the firm
representation letter illustrations. The Peer Review Board has received feedback that it is unclear
if tailoring of the representations specific to each firm or by type of peer review is appropriate.
The proposals in this exposure draft are intended to clarify the required firm representations for
System and Engagement Reviews.
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Key Changes

e Restructure the guidance so that it is clear what applies to System Reviews, Engagement
Reviews, or both

e For Engagement Reviews, add a requirement to state that the firm does not perform
engagements under the Statements on Auditing Standards (SASs) or Government
Auditing Standards, examinations under the Statements on Standards for Attestation
Engagements (SSAEs), or engagements under the Public Company Accounting
Oversight Board (PCAOB) Standards that are not subject to permanent inspection by the
PCAOB

e Align the required representations in the guidance to those shown in the illustration

e Add a representation for firm remediation of nonconforming engagements

e Provide separate illustrations for System Reviews and Engagement Reviews

Revisions to Standards and Interpretations
Standards Revise to address the key changes discussed previously
.208

Interpretations
208-1-1

Transparency of Review Status

This proposal includes clarification of what information can be provided to third parties regarding
a firm’s peer review that has not been completed. The AICPA and administering entities
regularly receive requests by regulators and others for letters indicating the progress at different
stages of firms’ peer reviews. Ordinarily, these requests are to assist regulators in determining a
firm’s compliance with its licensure requirements when it appears a firm’s peer review is late.
The board wants to assist firms in meeting their licensure requirements and provide appropriate
transparency to third parties to accomplish this. A firm may be late in completing its peer review
due to unforeseen circumstances, oversight, its own actions, the peer reviewer’s actions, a
combination of each, or for other multiple reasons being considered by the administering entity
or the AICPA. In some cases, a firm may be close to completing its peer review and in some
cases the firm may be going through the fair procedures process to determine if it is cooperating
with the AICPA and administering entity.

The proposals in this exposure draft are not intended to incorporate additional information into or
to revise the information provided through Facilitated State Board Access (FSBA) reporting.

Key Changes
e Create an interpretation that addresses reasons why a peer review committee may not
approve a peer review report within 120 days, including the following:
o Determination during technical review or presentation that an oversight should be
performed

o0 Significant revisions are required to the submitted peer review documentation
0 Necessary inquiries that are a result of technical review or presentation
o Enhanced oversight procedures.
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e Create an interpretation that addresses information the administering entity can publicize
about the progress of a peer review and clarifying the type of information that the AICPA
and administering entities are able to provide.

e The revisions to paragraph .133 and .146 and Interpretations 133a-1 and 146-3 are
proposed to be effective upon approval by the board.

Revisions to Standards and Interpretations

Standards Address reasons why a peer review committee may not approve a peer review
133 report within 120 days

Interpretations

133a-1

Standards Address what information the administering entity can publicize about the
146 progress of a peer review

Interpretations
146-3

Additional Complimentary and Conforming Guidance to Be Proposed

Additional complimentary and conforming guidance to the Interpretations and the rest of the Peer
Review Program Manual are expected to be proposed at the May 2016 Board meeting.

Comment Period
The comment period for this exposure draft ends on January 31, 2016.

Written comments on the exposure draft will become part of the public record of the AICPA and
will be available on the AICPA’s website after January 31, 2016, for a period of one year.

Guide for Respondents

The board welcomes feedback from all interested parties on this proposal. Comments are most
helpful when they refer to specific paragraphs or interpretations, include the reasons for the
comments, and, where appropriate, make specific suggestions for any proposed changes to
wording. The proposed revisions to the Standards and Interpretations are listed by topic in the
preceding Explanation of Proposed Changes and in numerical order in Exhibit 2.

Comments and responses should be sent to Rachelle Drummond, Senior Technical Manager,
AICPA Peer Review Program, AICPA, 220 Leigh Farm Road, Durham, NC 27707-8110
or PR_expdraft@aicpa.org, and should be received by January 31, 2016.

Effective Date

If approved by the Board, final revisions to the Standards and Interpretations will be effective for
reviews commencing on or after January 1, 2017 except for those related to transparency of
review status. Standards paragraphs .133 and .146 and Interpretations 133a-1 and 146-3 will be
effective upon approval by the Board.
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Proposed Revisions

To aid understanding, Standards and Interpretations are presented in this section if they contain
a proposed revision or assist the reader in understanding the revisions proposed. Conforming
changes will be required to other interpretations not included in this Exposure Draft and to the
remainder of the Peer Review Program Manual.

Peer Review Standards
Overview
Introduction and Scope

.09  The program is based on the principle that a systematic monitoring and educational process
is the most effective way to attain high quality performance throughout the profession.
Thus, it depends on mutual trust and cooperation. On System Reviews, the reviewed firm
is expected to take appropriate actions in response to findings, deficiencies, and significant
deficiencies identified with their system of quality control or their compliance with the
system, or both. On Engagement Reviews, the reviewed firm is expected to take
appropriate actions in response to findings, deficiencies, and significant deficiencies
identified in engagements. On both System and Engagement Reviews, the firm is also
expected to follow professional standards in response to engagements identified as not
performed or reported in conformity with applicable professional standards in all material
respects (“nonconforming”). These actions will be positive and remedial. Disciplinary
actions (including those that can result in the termination of a firm’s enrollment in the
program and the subsequent loss of membership in the AICPA and some state CPA
societies by its partnerstand employees) will be taken only for a failure to cooperate,
failure to correct inadequacies, or when a firm is found to be so seriously deficient in its
performance that education and remedial, corrective actions are not adequate.

General Considerations
Timing of Peer Reviews

.16 The due date for a peer review is the date by which the peer review report, and if applicable,
letter of response, and the peer reviewer’s materials are to be submitted to the administering
entity.

.17 Peer reviews must cover a current period of one year to be mutually agreed upon by the
reviewed firm and the reviewing firm. Ordinarily, the peer review should be conducted
within three to five months following the end of the year to be reviewed_(see
interpretations).

L A partner is a proprietor, shareholder, equity or non-equity partner, or any individual who assumes the risks and
benefits of firm ownership or who is otherwise held out by the firm to be the equivalent of any of the
aforementioned. Depending on how a CPA firm is legally organized, its partner(s) could have other names, such as
shareholder, member, or proprietor.
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Performing System Reviews

Basic Requirements

.38

A System Review should include, but not be limited to, the following procedures:
a. Planning the review, as follows:

Vi.

Obtain the results of the prior peer review (see paragraph .39).

Inquire of the firm about the areas to be addressed in the written
representations (see paragraph .40).

Obtain a sufficient understanding of the nature and extent of the firm’s
accounting and auditing practice to plan the review (see paragraphs .41—
45).

Obtain a sufficient understanding of the design of the firm’s system of
quality control, including an understanding of the monitoring procedures
performed since the prior review, to plan the review (see paragraphs .41—
45).

Assess peer review risk (see paragraphs .46-.52).

Use the knowledge obtained from the foregoing to select the offices and the
engagements to be reviewed and to determine the nature and extent of the
tests to be applied in the functional areas (see paragraphs .53—.63).

b. Performing the review, as follows:

Vi.

Review the firm’s design and compliance with its system of quality control.
The review should cover all organizational or functional levels within the
firm (see paragraphs .53-.54).

Review significant risk areas on selected engagements, including the
relevant accounting, audit, and attestation documentation and reporting
(see paragraphs .64—.65).

iii. Conclude on the review of engagements (see paragraphs .66—.67).

Reassess the adequacy of the scope of the review based on the results
obtained to determine whether additional procedures are necessary
(see paragraph .68).

Determine the relative importance of matters (see paragraphs .69-.72).
Prepare the Matter for Further Consideration (MFC) forms, Disposition of
MFC (DMFC) forms, and any related Finding for Further Consideration
(FFC) forms (see paragraphs .73-.74).

vii. Aggregate and systemically evaluate the matters (see paragraphs .75-.86).

viii.  Form conclusions on the type of report to issue (see paragraphs .87—
-90).
iX. Obtain the written representations from the reviewed firm (see paragraph

X.

.05(f) and appendix B).

Conduct-an-exit-conference-If at the conclusion of fieldwork, the firm needs
more time to consider its response to matters identified during the peer
review, conduct a closing meeting in advance of the exit conference. The
purpose of the closing meeting is to discuss with senior members of the
reviewed firm te-diseuss the review team’s comments; matters, findings,

19

24



deficiencies, and significant deficiencies identified; ang-the expected type
of report to be issued, and firm’s responsibilities related to such matters.

xi. After the firm has responded to matters identified in the peer review, conduct
an exit conference with senior members of the firm to discuss a summary
of the peer review results, the firm responses, and the type of report to be

|ssued Afterthe firmhasresponded—toatters—identified—in—thepeer

disagreements (see paragraphs .91-.92).

xii. Prepare a written report on the results of the review (see paragraphs .94—
.96).

: A A HsEvaluate the

firm’s actlons taken or planned in response to FFCs and the report-response
to-thereport, if applicable (see paragraphs .97-.101).

Xiv. The team captain submits the report, the firm’s letter of response, and

applicable working papers to the administering entity (see paragraph 100).

Planning Considerations

.39  To assist the review team in the planning of the review, the team captain should obtain the
prior peer review report, the letter of response, if applicable, and the letter of acceptance,
all from the reviewed firm. The team captain should also obtain the prior FFC forms, if
applicable (from the administering entity if the team captain’s firm did not perform the
prior peer review). The team captain should consider whether the issues discussed in those
documents require additional emphasis in the current review and, in the course of the
review, should evaluate the actions of the firm in response to the prior report and FFC
forms, if applicable (see interpretations).

Understanding the Firm’s Accounting and Auditing Practice and System of Quality Control

44 The understanding of the firm’s accounting and auditing practice and system of quality
control is ordinarily obtained through such procedures as inquiries of appropriate
management and other personnel, reviewing the firm’s internal policies and procedures,

and reviewing the firm’s respenses-to-guestionnaires-developed-by-the- beardquality control
document.

Planning and Performing Compliance Tests

53 After performing the aforementioned planning procedures, the team captain should then

develop a general plan for the nature and extent of conducting compliance tests of
engagements (to directly test the “engagement performance” element in SQCS No. 8) and
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54

.66

.67

the other elements described in SQCS No. 8 (collectively referred to as the functional
areas). The compliance tests should be tailored to the practice of the reviewed firm and,
taken as a whole, should be sufficiently comprehensive to provide a reasonable basis for
concluding whether the reviewed firm’s system of quality control was complied with to
provide the firm with reasonable (not absolute) assurance of performing and reporting in
conformity with applicable professional standards in the conduct of its accounting and
auditing practice in all material respects.

Such tests should be performed at the practice office(s) visited and should relate to
individual engagements and the functional areas. The tests should include the following:

a. Review significant risk areas (see paragraph .65) on selected engagements,
including accounting and auditing documentation, and reports, to evaluate whether
the engagements were performed and reported on in conformity with applicable
professional standards and in compliance with relevant firm quality control policies
and procedures.

b. Interview firm personnel at various levels and, if applicable, other persons
responsible for a function or activity to assess their understanding of, and
compliance with, the firm’s quality control policies and procedures.

c. Review evidential material to determine whether the firm has complied with its
policies and procedures for monitoring its system of quality control.

d. Review other evidential material, including evidence since the previous peer
review, as appropriate. Examples include selected administrative or personnel files,
correspondence files documenting consultations on technical or ethical questions,
files evidencing compliance with human resource requirements, and the firm’s
technical reference sources (see interpretations).

For each engagement reviewed, the review team should conclude on its review by
documenting whether anything came to its attention that caused it to believe that the
engagement was not performed or reported on in conformity with applicable professional
standards in all material respects (see interpretations).

The team captain should promptly inform the firm when an engagement is not performed
or reported on in conformity with applicable professional standards and remind the firm of
its obligation under professional standards to take appropriate actions (see interpretations).

Expansion of Scope

.68

If, during the peer review, the review team concludes that there was a failure to reach an
appropriate conclusion on the application of professional standards in all material respects
on one or more of the reviewed engagements_or aspects of functional areas, the review
team should consider whether the application of additional peer review procedures is
necessary. This consideration should be documented in the peer review working papers.
The objective of the application of additional procedures would be to determine whether
the failure is indicative of a pattern of such failures, whether it is a finding, deficiency, or
significant deficiency in the design of the reviewed firm’s system of quality control or in
its compliance with the system, or whether it is both. In some circumstances, the reviewer
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may conclude that, because of compensating controls or for other reasons, further
procedures are unnecessary. If, however, additional procedures are deemed necessary, they
may include an expansion of scope to review all or relevant portions of one or more
additional engagements or aspects of functional areas. Additional engagements may be in
the same industry, supervised by the same individual in the reviewed firm, or otherwise
have characteristics associated with the failure to perform or report in conformity with
professional standards.

Identifying Matters, Findings, Deficiencies, and Significant Deficiencies

.69

.70

In understanding the firm’s system of quality control, the team captain may note that the
system is not designed appropriately. Similarly, the performance of compliance tests may
uncover that the system is not being complied with appropriately or may identify a design
weakness that was not identified during the planning of the peer review. With any of these
items, the team captain has available a set of definitions to assist in classifying the condition
noted.

Determining the relative importance of matters noted during the peer review, individually
or combined with others, requires professional judgment. Careful consideration is required
in forming conclusions. The descriptions that follow, used in conjunction with practice aids
(MFC, DMFC, and FFC forms) to document these items when applicable, are intended to
assist in aggregating and evaluating the peer review results, concluding on them, and
determining the nature of the peer review report to issue:

a. A peer reviewer notes a matter as a result of his or her evaluation of the design of
the reviewed firm’s system of quality control or tests of compliance with it. Tests
of compliance include inspection, inquiry, and observation performed by reviewing
engagements and testing other aspects of the reviewed firm’s system of quality
control. Matters are typically one or more “No0” answers to questions in peer review
questionnaire(s) that a reviewer concludes warrants further consideration in the
evaluation of a firm’s system of quality control. A matter is documented on a Matter
for Further Consideration (MFC) form.

b. Afinding is one or more related matters that result from a condition in the reviewed
firm’s system of quality control or compliance with it such that there is more than
a remote possibility that the reviewed firm would not perform or report in
conformity with applicable professional standards. A peer reviewer will conclude
whether one or more findings are a deficiency or significant deficiency. If the peer
reviewer concludes that no finding, individually or combined with others, rises to
the level of deficiency or significant deficiency, a report rating of pass is
appropriate. A finding not rising to the level of a deficiency or significant
deficiency is documented on a Finding for Further Consideration (FFC) form.

c. A deficiency is one or more findings that the peer reviewer has concluded, due to
the nature, systemic causes (see paragraph .75), pattern, or pervasiveness, including
the relative importance of the finding to the reviewed firm’s system of quality
control taken as a whole, could create a situation in which the firm would not have
reasonable assurance of performing or reporting in conformity with applicable
professional standards in one or more important respects. It is not a significant
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d.

deficiency if the peer reviewer has concluded that except for the deficiency or
deficiencies, the reviewed firm has reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material
respects. Such deficiencies are communicated in a report with a peer review rating
of pass with deficiencies.

A significant deficiency is one or more deficiencies that the peer reviewer has
concluded results from a condition in the reviewed firm’s system of quality control
or compliance with it such that the reviewed firm’s system of quality control taken
as a whole does not provide the reviewed firm with reasonable assurance of
performing or reporting in conformity with applicable professional standards in all
material respects. Such deficiencies are communicated in a report with a peer rating
of fail.

.71 A broad understanding of the peer review process, from the preliminary evaluation of the
design of the system of quality control, to the tests of compliance, to the decision making
process of determining whether an item noted during a System Review is a matter, finding,
deficiency, or significant deficiency, is shown in exhibit A. The exhibit also illustrates the
aggregation of these items, where those items are documented in the practice aids and how
they might affect the type of report issued.

Exhibit A
Reviewed Firm's System of Quality Control
Preliminary Evaluation of the Design
of the System of Quality Control
Tests of Compliance with the System
of Quality Control
Other Aspects of
Engagements Quality Contral
N
Engagement not Matters |,..........| Matters | ... A MFC
performed andior
reported on in con- *'r *
fermity with standards
(see paragraph 66) . ; . f * Design Matters
¥ Aggregation and Systemic Evaluation | ....... Considerations - gcsela:'::e :-p&me;poe o the
of the Matters ' uﬁla?en as :w uI:"-
Rznglml:nwmﬂ:“ * Compliance Matters
AU-C section 560 and = E:Lt::s
1:? spaa';::-:pslfc: P 7. Fasam
) aJ‘-‘PrlcahIE- i TE';"EE:.I O o7 Hinia One or More s
Deficiencies Deficiencies :I'g_nllﬂl:alnl
or Significant Exist iy s DMFC FFC
Deficiencies i Providas a Prepared for
summary findings not
Document Actions . and considered
Planned or Taken on disposition deficiencies
MFC and Inciude in ofallMFCs | | or significant
Summary Review Report deficlencies
Memorandum Rating:
Pass with
_—h\\_.__._/ Deficlencies
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12

13

74

As described by exhibit A in paragraph .71, depending on the resolution of a matter and
the process of aggregating and evaluating peer review results, a matter may develop into a
finding. Findings will also be evaluated and, after considering the nature, systemic causes
(see paragraph .75), pattern, pervasiveness, and relative importance to the system of quality
control as a whole, may not get elevated to a deficiency. A matter may develop into a
finding and get elevated to a deficiency. That deficiency may or may not be further elevated
to a significant deficiency.

A matter is documented on a MFC form. If the matter, after further evaluation, gets elevated
to a finding but not a deficiency or significant deficiency, it is documented on a FFC form.
The FFC form is a standalone document that includes the reviewer’s recommendation
description of the finding, the systemic cause, if known (see paragraph .75), and the
reviewed firm’s response regarding actions planned or taken and the timing of those actions
by the firm. The description of the finding should include the applicable requirement of
Statements on Quality Control Standards, the scenario that led to the finding, and should
reference nonconforming engagements as a result of the finding, if applicable. MFC and
FFC forms are subject to review and oversight by the administering entity, who will
evaluate the reviewed firm’s FFC form responses for appropriateness and responsiveness
(see paragraphs .141-.145) and determine whether any further action is necessary. If the
matter documented on the MFC form is instead elevated to a deficiency or significant
deficiency, then it is communicated in the report itself—aleng—with—the—reviewers
recommendation. The firm submits a letter of response regarding actions planned or taken
and the timing of those actions by the firm, which is also evaluated for appropriateness and
responsiveness (see paragraphs .139-.140).

In order to document the disposition of all the MFCs, the team captain completes a DMFC
form. The DMFC form is part of the working papers and provides a trail of the disposition
of the MFCs for the peer reviewer, administering entity, and individuals conducting
technical reviews or oversight. All of the MFCs are identified on the DMFC form with an
indication after each as to whether it was cleared, discussed with the firm during the closing
meeting or exit conference, included on a specific FFC form (individually or combined
with other MFCs), or included as a deficiency in a report with a peer review rating of pass
with deficiencies or as a significant deficiency in a report with a peer review rating of fail.

Aggregating and Systemically Evaluating Matters

15

The team captain, in collaboration with the firm, should determine the systemic cause of
matters identified. A systemic cause is a weakness in the firm’s system of quality control
that allowed a matter to occur or remain undetected. Proper determination of the systemic
cause is essential to assist the firm with identifying the appropriate remediation of the
firm’s system of quality control. To conclude on the results of a peer review, the review
team must aggregate the matters noted during the peer review and determine whether the
matters were the result of the design of the reviewed firm’s system of quality control or the
failure of its personnel to comply with the firm’s quality control policies and procedures.
The review team should consider their relative importance of the matters to the firm’s
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.76

system of quality control as a whole, including -ane-theirthe nature, systemic causes,
pattern, and pervasiveness, to determine the impact to the peer review report. In rare
circumstances where it is not practicable to identify the systemic cause, the team captain
should document the reason(s) as part of his or her summary review memorandum.

Proper application of the standards assists team captains in evaluating the systemic cause
of matters and, as a result, the type of report to issue. Use of professional judgment is
essential in determining whether the aggregation of the matters noted during the review are
findings and whether one or more findings is a deficiency or significant deficiency for
purposes of reporting on the results of the peer review.

Design Matters

A7

18

A design matter exists when the reviewed firm’s system of quality control is missing a
quality control policy or procedure or the reviewed firm’s existing quality control policies
and procedures, even if fully complied with, would not result in engagements performed
or reported on in accordance with professional standards in some respect. To be effective,
a system of quality control must be designed properly, and all of the quality control policies
and procedures necessary to provide the reviewed firm with reasonable assurance of
performing and reporting in conformity with applicable professional standards in all
material respects should be in place. Therefore, the review team will need to determine
whether the quality control policies and procedures would be effective if they were
complied with. To make this determination, the review team should consider the
implications of the evidence obtained during its evaluation of the system of quality control
and its tests of compliance, including its reviews of engagements. For example, a pattern
of engagement failures to perform or report in conformity with applicable professional
standards in all material respects (that is, failures requiring the application of AU-C section
560, Subsequent Events and Subsequently Discovered Facts, or AU-C section 585,
Consideration of Omitted Procedures After the Report Release Date [AICPA, Professional
Standards]), likely is indicative of a finding-matter pertaining to the design of the reviewed
firm’s quality control policies and procedures._Depending upon the resolution of the matter
and the process of aggregating and evaluating peer review results, the matter may develop
into a finding, deficiency, or significant deficiency.

As noted in SQCS No. 8, “The nature of the policies and procedures developed by
individual firms to comply with this Statement will depend on various factors such as the
size and operating characteristics of the firm.” Likewise, the relative importance of design
matters noted in the reviewed firm’s quality control policies and procedures, individually
and in the aggregate, need to be evaluated in the context of the firm’s size, organizational
structure, and the nature of its practice. For example, a matter noted during the review of a
quality control policy or procedures may be particularly or wholly offset by another policy
or procedure. In this circumstance, the review team should consider the interrelationships
among the elements of quality and weigh the matters noted against compensating policies
and procedures to determine whether a finding exists and its relative importance.

25

30



79

There may be circumstances in which the reviewer finds few findings in the work
performed by the firm and yet may conclude that the design of the firm’s system of quality
control needs to be improved. For example, a firm that is growing rapidly and adding
personnel and clients may not be giving appropriate attention to the policies and procedures
necessary in areas such as human resources (hiring, assigning personnel to engagements,
and advancement) and acceptance and continuance of clients and engagements. A reviewer
might conclude that these conditions could create a situation in which the firm would not
have reasonable assurance of performing or reporting in conformity with applicable
professional standards in one or more important respects and may result in a deficiency in
a report with a peer review rating of pass with deficiencies (interpretations). Hewever—n

Compliance Matters

.80

81

.82

A compliance matter exists when a properly designed quality control policy or procedure
does not operate as designed because of the failure of the personnel of the reviewed firm
to comply with it. Because a variance in individual performance and professional
interpretation will affect the degree of compliance, adherence to all policies and procedures
in every case generally is not possible. However, the degree of compliance by the personnel
of the reviewed firm with its prescribed quality control policies and procedures should be
adequate to provide the reviewed firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material respects.

In assessing whether the degree of compliance was adequate to provide the required
assurance, the review team should consider the nature, systemic causes, pattern, and
pervasiveness of the instances of noncompliance noted and their relative importance to the
firm’s system of quality control as a whole, not merely their importance in the specific
circumstances in which they were observed. As with the evaluation of design matters,
compliance matters also need to be evaluated in the context of the firm’s size,
organizational structure, and the nature of its practice.

To determine the degree of noncompliance, the review team should evaluate the matters of
noncompliance, both individually and in the aggregate, recognizing that adherence to
certain policies and procedures of the reviewed firm is more critical to the firm obtaining
reasonable assurance of performing and reporting in conformity with applicable
professional standards than adherence to others. In this context, the review team should
consider the likelihood that noncompliance with a given quality control policy or procedure
could have resulted in engagements not being performed or reported on in conformity with
applicable professional standards in all material respects. The more direct the relationship
between a specific quality control policy or procedure and the application of professional
standards, the lower the degree of noncompliance necessary to determine whether a matter
(or matters) is a finding and whether a finding is a deficiency or significant deficiency.

26

31



Determining the Systemic Cause-fer-a-Finding

.83 When the review team is faced W|th an |nd|cat|0n that a matter(s) could be a finding, epthe

matenal—respeets—the review team S flrst task in such cwcumstances in Collaboratlon W|th

the firm, is to determine the systemic cause ef-the-finding-or-fatlure (see interpretations).
Causes that might be systemic and might affect the type of peer review report issued

include, but are not limited to, the following:

a. The failure related to a specialized industry practice, and the firm had no experience
in that industry and made no attempt to acquire training in the industry or to obtain
appropriate consultation and assistance.

b. The failure related to an issue covered by a recent professional pronouncement, and
the firm had failed to identify, through professional development programs or
appropriate supervision, the relevance of that pronouncement to its practice.

c. The failure should have been detected if the firm’s quality control policies and
procedures had been followed.

d. The failure should have been detected by the application of quality control policies
and procedures commonly found in firms similar in size or nature of practice. That
judgment can often be made by the reviewer based on personal experience or
knowledge; in some cases, the reviewer will wish to consult with the administering
entity before reaching such a conclusion.

.84 FheA matter

pte#es&enaLetandard&melHnateHaHeepeet&may be the result of an |solated human error
and, therefore, would not necessarily mean that a peerreviewreport-with-a-peerreview
rating-ofpass-with-deficiencies-or-faH-sheuld-be-issuedfinding, deficiency, or significant

deficiency exists (see interpretations). However, if the reviewer believes that the probable
systemic cause (for example, a failure to provide or follow appropriate policies for
superV|S|on of the Work of asswtants) of a matter ﬂnemgtepfath%eteﬂee#emrewepelﬂtem
3 on an
engagement or a—ﬁnetmguwnhln a functlonal area also eX|sts in other engagements orin
other functional areas, the reV|ewer needs to con3|der carefully theneeelwhether to elevate
the i - = :
fatk-matter to a flndlnq def|C|ency, or S|qn|f|cant def|C|ency

.85 Although an isolated matter or an instance of noncompliance with the firm’s quality control
policies and procedures ordinarily would not be included in the report, its nature, systemic
cause (if determinable), and relative importance for the firm’s system of quality control as
a whole should be evaluated in conjunction with the review team’s other findings before
making a final determination (see interpretations).

The Pattern and Pervasiveness of Matters
.86  The review team must consider the pattern and pervasiveness of matters and their

implications for compliance with the firm’s system of quality control as a whole, in
addition to their nature, systemic causes, and relative importance in the specific
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circumstances in which they were observed. As noted in the preceding paragraphs, the
review team’s first task is to try to determine why the matters occurred. In some cases, the
design of the firm’s system of quality control may be deficient (for example, when it does
not provide for timely involvement in the planning process by a partner of the firm or there
is inadequate supervision of engagement planning). In other cases, there may be a pattern
of noncompliance with a quality control policy or procedure such as when firm policy
requires the completion of a financial statement disclosure checklist but such checklists
often were not used or relevant questions or points were incorrectly considered. That
increases the possibility that the firm might not perform or report in conformity with
applicable professional standards in all material respects, which also means that the
reviewer must consider carefully whether the matter(s) individually or in the aggregate is
(are)af ndmg, def|C|encyl ora 5|gn|f|cant deﬁmencyendwhetheethe#e%theneeeltmssue

Ay 3 Ay H. On the other
hand the types of matters noted may be |nd|V|duaIIy dlfferent not individually significant,
and not directly traceable to the design of or compliance with a particular quality control
policy or procedure. This may lead the reviewer to the conclusion that the matters were
isolated cases of human error that should not result in a peer review report with a peer
review rating of pass with deficiencies or fail.

Forming Conclusions on the Type of Report to Issue in a System Review

87

The team captain must use professional judgment in determining the type of peer review
report to issue. This judgment requires the consideration of several factors, including an
understanding of the firm’s system of quality control and the nature, systemic causes,
pattern, and pervasiveness of matters and their relative importance to the firm’s system of
quality control taken as a whole, including limitations on the scope of the review.

System Review Report With a Peer Review Rating of Pass

.88

A report with a peer review rating of pass should be issued when the team captain
concludes that the firm’s system of quality control for the accounting and auditing practice
has been suitably designed and complied with to provide the firm with reasonable
assurance of performing and reporting in conformity with applicable professional standards
in all material respects. There are no deficiencies or significant deficiencies that affect the
nature of the report and, therefore, the report does not contain any deficiencies, or
significant deficiencies;-errecommendations. In the event of a scope limitation, a report
with a peer review rating of pass (with a scope limitation) is issued.

System Review Report With a Peer Review Rating of Pass With Deficiencies

.89

A report with a peer review rating of pass with deficiencies should be issued when the team
captain concludes that the firm’s system of quality control for the accounting and auditing
practice has been suitably designed and complied with to provide the firm with reasonable
assurance of performing and reporting in conformity with applicable professional standards
in all material respects with the exception of a certain deficiency or deficiencies that are
described in the report. These deficiencies are conditions related to the firm’s design of and
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compliance with its system of quality control that could create a situation in which the firm
would have less than reasonable assurance of performing or reporting in conformity with
applicable professional standards in one or more important respects due to the nature,
systemic causes, pattern, or pervasiveness, including the relative importance of the
deficiencies to the quality control system taken as a whole. In the event of a scope
limitation, a report with a peer review rating of pass with deficiencies (with a scope
limitation) is issued.

System Review Report With a Peer Review Rating of Fail

.90

A report with a peer review rating of fail should be issued when the team captain has
identified significant deficiencies and concludes that the firm’s system of quality control is
not suitably designed to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material respects or
the firm has not complied with its system of quality control to provide the firm with
reasonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects. In the event of a scope limitation, a report
with a peer review rating of fail (with a scope limitation) is issued.

Communicating Conclusions at the Closing Meeting and Exit Conference

91

Prior to issuing its report or finalizing MFC and FFC form(s), if applicable, the team
captain should communicate its conclusions to senior members of the firm at a closing
meeting. Ordinarily—tThe team captain should ordinarily be physically present at the exit
conferenceclosing meeting, unless the System Review is performed at a location other than
the reviewed firm’s office—{see-interpretations). The exit-conferenceclosing meeting may
also be attended by representatives of the administering entity, the board, AICPA staff, or
other board--authorized organizations with oversight responsibilities. The team captain
should discuss the following during the closing meeting (see interpretations):

Prellmlnarv peer reV|eW results mcludrnq Aﬂrmthatehase%ystem%eme%shet%reepend

e;qeeen#erenee—ese&mterpretatrens} any matters documented on MFC form(s) flndlnqs

documented on FFC form(s), deficiencies or significant deficiencies to be included in the
peer review report, and the type of report expected to be issued if determinable at this point.

b. Fhereview teamshould alsocommunicate ifapplicablethattThe firm’s requirementaadl

beregquired to respond to the matters-documented-on-MFC form(s), findings-documented
onthe FFC form(s), or the deficiency(ies) or smmfrcant defrcrencv(les) included in the peer
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.92

thaparehet—meleded#ﬁhe#eport—FFG—fermés)—er—MFG—fermés% Other suggestions and
observations for the firm to consider. For example, implications of upcoming changes in
professional standards, operational or efficiency suggestions, and minor areas for
improvement considerations.

teberssued—An exit conference will be held after the f|rm has responded to the MFC forms
FFEC forms, and deficiencies or significant deficiencies in the report and the reviewer has
assessed whether the responses are appropriate and considered any additional impact to the
peer review results. Accordingly, except in rare circumstances that should be explained to

the reviewed firm, the exit conference should be postponed if there is ary-uncertainty about
the report to be |ssued or the deficiencies or S|gn|f|cant def|C|enC|es to be mcluded |n the

%weweeepep&The exit conference may be held via teleconference and should occur after
allowing the firm sufficient time to respond to MFC forms, FFC forms, deficiencies or
significant deficiencies discussed at the closing meeting, if applicable. The purpose of a
separate closing meeting and exit conference is to provide the firm sufficient time to
determine appropriate responses to the matters, findings, deficiencies, and significant
deficiencies identified and to provide the reviewer with sufficient time to assess the firm’s
responses prior to the report date (exit conference date). If these steps have been taken
prior to the closing meeting or are not necessary, the closing meeting and exit conference
may be combined. In either circumstance, the exit conference should ordinarily be held
prior to but no later than the review due date (see interpretations). The team captain should
discuss the following during the exit conference:

Peer review results, including any changes to the information communicated at the closing

C.

meeting after consideration of the firm’s responses to MFC forms, FFC forms, and
deficiencies and significant deficiencies in the report.

ferm(—s)—Potentlal correctlve actions (for def|C|enC|es and significant deficiencies) and
implementation plans (for findings) that may be imposed by the RAB, if applicable. The
review team should also discuss with the reviewed firm the implications of these steps on
the acceptance and complet|on of the peer review and the reV|ewed f|rm s enrollment in
the program

Peer review noncooperation implications of consecutive non-pass report ratings, if

applicable (see interpretations).
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Addressing Disagreements Between the Reviewer and the Reviewed Firm

.93

Disagreements may arise on the resolution of various issues, for instance, related to the
review of particular engagements, the systemic cause for a deficiency, or issues related to
a design deficiency. In addition, there could be a disagreement on the appropriate approach
to be taken in performing or reporting in conformity with applicable professional standards,
or the review team might not believe that the actions planned or taken by the firm, if any,
are appropriate (for example, if the reviewed firm believes that it can continue to support
a previously issued report and the review team continues to believe that there may be a
failure to reach appropriate conclusions in the application of professional standards).
Reviewers and reviewed firms should understand that professional judgment often
becomes a part of the process and that each party has the right to challenge each other on
an issue. Nevertheless, a disagreement on the resolution of an issue may persist in some
circumstances. The reviewed firm or reviewer should be aware that they may consult with
their administering entity and, if necessary, request that the administering entity’s peer
review committee resolve the disagreement. If the administering entity’s full peer review
committee is unable to resolve the disagreement, the administering entity may refer
unresolved issues to the board for a final determination. Only the administering entity’s
peer review committee will be responsible for determining whether a disagreement still
exists, or whether the reviewed firm or review team is not cooperating, in order for the
administering entity to refer the issue to the board.

Reporting on System Reviews

General

94

The team captain should furnish the reviewed firm with a written report within 30 days of
the exit conference date or by the firm’s peer review due date, whichever is earlier. A report
on a review performed by a firm is to be issued on the letterhead of the firm performing
the review. A report by a review team formed by an association of CPA firms is to be
issued on the letterhead of the firm of the team captain performing the review. The report
in a System Review ordinarily should be dated as of the date of the exit conference. See
interpretations for guidance on notification requirements and submission of peer review
documentation to the administering entity.

Preparing the Report in a System Review

.95

The standard form for a report with a peer review rating of pass is illustrated in appendix
C, “Hlustration of a Report With a Peer Review Rating of Pass in a System Review.”
Illustrations of reports with a peer review rating of pass with deficiencies and fail are
presented in appendixes E, “Illustration of a Report With a Peer Review Rating of Pass
With Deficiencies in a System Review,” and I, “Illustration of a Report With a Peer
Review Rating of Fail in a System Review,” respectively. lllustrations of reports with a
peer review rating of pass (with a scope limitation), pass with deficiencies (with a scope
limitation), and fail (with a scope limitation) are presented in appendixes D, “lllustration
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.96

of a Report With a Peer Review Rating of Pass (With a Scope Limitation) in a System
Review;” G, “lllustration of a Report With a Peer Review Rating of Pass With
Deficiencies (With a Scope Limitation) in a System Review;” and K, “Illustration of a
Report With a Peer Review Rating of Fail (With a Scope Limitation) in a System
Review,” respectively.

The written report in a System Review should:
a. State at the top of the report the title “System-Review-ReportReport on the Firm’s System
of Quality Control.”
b. Include headings for each of the following sections:
e Firm’s Responsibility.
e Peer Reviewer’s Responsibility.
e Required Selections and Considerations, if applicable.
e Deficiency(ies) or Significant Deficiency(ies) ldentified in the Firm’s System of
Quality Control, if applicable.
e Scope Limitation, if applicable.
e Opinion.
b-c.State that the system of quality control for the accounting and auditing practice of the firm
was reviewed and include the year-end covered by the peer review.
€-d.State that the peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews established by the Peer Review Board of the American
Institute of Certified Public Accountants.
¢ke.State that a summary of the nature, objectives, scope, limitations of, and procedures
performed in a System Review areas described in the sStandards can be found on the
AICPA website where the Standards are summarlzed

, A edState that
the summary mcludes an explanatlon of how engagements |dent|f|ed as not performed or
reported in conformity with applicable professional standards, if any, are evaluated by a
peer reviewer to determine a peer review rating.:
e-g.State that the firm is responsible for designing a system of quality control and complying
with it to provide the firm with reasonable assurance of performing and reporting in
conformity with applicable professional standards in all material respects _and for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, where appropriate, and for remediating
weaknesses in its system of quality control, if any.

£h. State that the reviewer’s responsibility is to express an opinion on the design of the system
of quallty control and the flrm S compllance therewith based on the review.

», ho A

I. Identlfy engagement types requwed to be selected Iey—the—bearel—m—the—mtetptetattensand

indicate whether single or multiple engagements (for example, an audit versus audits) were
reviewed, when applicable.

&]. State that reviews by regulatory entities as communicated by the firm, if applicable, were
considered in determining the nature and extent of procedures.

hk.In the event of a scope limitation, include an additional paragraph before the opinion
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paragraph that describes the relationship of the excluded engagement(s) or functional

area(s) to the reviewed-firm’s practice as a whole, the highest level of service and industry

concentration, if any, of the engagement(s) excluded from potential selection, and the effect
of the exclusion on the scope and results of the peer review. Tailor the opinion, as
appropriate, to address the scope limitation.

kL._ldentify the different peer review ratings that the firm could receive.

fm.In a report with a peer review rating of pass:

e Express an opinion that the system of quality control for the accounting and auditing
practice of the reviewed firm in effect for the year-ended has been suitably designed
and complied with to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material respects.

o State at-the-end-of-the-opinionparagraph-that-therefore-the firm has received a peer

review rating of pass.

k-n.In a report with a peer review rating of pass with deficiencies:?

e Express an opinion that, except for the deficiencies previously described, the system of
quality control for the accounting and auditing practice of the reviewed firm in effect
for the year-ended has been suitably designed and complied with to provide the firm
with reasonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects.

o State at-the-end-of-the-opinionparagraph-that-therefore-the firm has received a peer

review rating of pass with deficiencies.

£o. In a report with a peer review rating of fail:

e Express an opinion that as a result of the significant deficiencies previously described,
the system of quality control for the accounting and auditing practice of the reviewed
firm in effect for the year-ended was not suitably designed or complied with to provide
the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects.

o State at-the-end-of-the-opinionparagraph-that-therefore-the firm has received a peer

review rating of fail.

2 Reference to plural could also apply to a singular item within the standards. For instance, there could be deficiencies or a deficiency. The
wording in the peer review report should be tailored as necessary.
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p.

In a report with a peer review ratlnq of pass Wlth defICIenC|es or fail:

e Include, for reports with a peer review rating of pass with deficiencies or fail,
systemreacuy—wmteedescrlptlons of the deficiencies or significant deficiencies and

(each of these should be numbered) which
include reference to the applicable requirement of Statements on Quality Control
Standards, the scenario that led to the deficiency or significant deficiency, and
reference to nonconforming engagements as a result of the deficiency or significant
deficiency, if applicable (See-see interpretations).

o Identifyfor any deficiencies or significant deficiencies ineluded-in-therepert-with
a-peerreviewrating-of pass-with-deficiencies-orfat-any-that were also made in the

report issued on the firm’s previous peer review (see interpretations). This should
be determined based on the underhying—systemic cause of the deficiencies or
significant deficiencies.

* ldentify the level of service for any deficiencies or significant deficiencies.

o Identlfv the appllcable mdustrv hf the—a def|C|ency or S|gn|f|cant def|C|ency

mdustry SpGCIfIC—&lSG—IdGH—t—I—W—t—h@—I-F\dHSt—I’—y—

e ldentify must select industries and practice areas in which nonconforming

engagements were noted as a result of a deficiency or significant deficiency.

Firm Responses in a System Review and Related Team Captain Considerations

.97400 The firm should discuss matters, findings, deficiencies, and significant deficiencies with

the team captain. If; aftera-discussion-with-the team-captain-the reviewed-firm disagrees
with one or more of the findings, deficiencies, or significant deficiencies, the reviewedfirm
should contact the administering entity for assistance-in-the-matter and follow the guidance
|n paraqraph .93 to resolve the dlsaqreement éseeeearaetaeh—%)—lﬂfthe%wewediwmetm

enth&relateercommunlcated on an FFC form and def|C|enC|es or 5|qn|f|cant defICIenCIeS
communlcated in the peer review reports Ihes&reseenses—shee#eLdeseHbeJtheJelan—the

response to def|CIenCIes or significant deficiencies should be communlcated in a letter of

response addressed to the administering entity’s peer review committee. The firm’s draft
responses should be provided to the team captain as soon as practicable to allow the team
captain sufficient time to assess the firm’s response prior to the exit conference.
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979 If the reviewed firm receives an FFC form or a report with a peer review rating of pass
with deficiencies or fail, it is the firm’s responsibility to identify the appropriate
remediation of any findings, deficiencies, and significant deficiencies and to appropriately

respond. tThe reviewed firm should respend-nwritingaddress the following in its response

luation-and see ions).
a. _Nonconforming engagements, including the following:
e The firm’s actions taken or planned to remediate the engagements
identified on the FFC form or in the report as nonconforming.
e The firm’s actions taken or planned to remediate findings and
deficiencies in the firm’s system of quality control (see interpretations)
b. Systemic issues unrelated to nonconforming engagements:
e The firm’s actions taken or planned to remediate findings and
deficiencies in the firm’s system of gquality control
c. _Timing of the remediation

.100 The team captain should review and evaluate the firm’s responses on the FFC forms and
letter of response prior to the exit conference. The firm’s letter of response should be
finalized and dated as of the exit conference date and provided to the team captain. The
team captain should include the firm’s letter of response with his or her report and working
papers submitted to the administering entity (see interpretations).
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101

Illustrations of letters of response by a reviewed firm to reports in a System Review with a
peer review rating of pass with deficiencies and fail are included in appendixes F,
“Illustration of a Response by a Reviewed Firm to a Report With a Peer Review Rating of
Pass With Deficiencies in a System Review;” H, “Illustration of a Response by a Reviewed
Firm to a Report With a Peer Review Rating of Pass With Deficiencies (With a Scope
Limitation) in a System Review;” J, “Illustration of a Response by a Reviewed Firm to a
Report With a Peer Review Rating of Fail in a System Review;” and L, “lllustration of a
Response by a Reviewed Firm to a Report With a Peer Review Rating of Fail (With a
Scope Limitation) in a System Review.”

Performing Engagement Reviews

Basic Requirements

109

An Engagement Review does not include a review of other documentation prepared on the
engagements submitted for review (other than the documentation referred to in paragraphs
.107-.108), tests of the firm’s administrative or personnel files, interviews of selected firm
personnel, or other procedures performed in a System Review (See interpretations).
Accordingly, an Engagement Review does not provide the review captain with a basis for
expressing any form of assurance on the firm’s system of quality control for its accounting
practice. The review captain’s report does indicate, however, whether anything came to the
review captain’s attention that caused him or her to believe that the engagements submitted
for review were not performed and reported on in conformity with applicable professional
standards in all material respects (see interpretations). The review captain should promptly
inform the firm when an engagement is not performed or reported on in conformity with
applicable professional standards and remind the firm of its obligation under professional
standards to take appropriate actions (see interpretations).

Identifying Matters, Findings, Deficiencies, and Significant Deficiencies

113 A matter is documented on an MFC form. If the matter, after further evaluation, gets

elevated to a finding, but not a deficiency or significant deficiency, it is documented on a
FFC form. The FFC form is a standalone document that includes the reviewer's
recommendation-and-the-reviewed firm’s response regarding actions planned or taken and
the timing of those actions by the firm. MFC and FFC forms are subject to review and
oversight by the administering entity, who will evaluate the reviewed firm’s FFC form
responses for appropriateness and responsiveness (see paragraphs .141-.145). If the matter
documented on the MFC form is instead elevated to a deficiency or significant deficiency,
then it is communicated in the report itself—along-with-thereviewer’s-recommendation.
The firm submits a letter of response regarding actions planned or taken and the timing of
those actions by the firm, which is also evaluated for appropriateness and responsiveness
(see paragraphs .139-.140).
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Communicating Conclusions at the Closing Meeting and Exit Conference

115

Prior to issuing its report or finalizing MFC and FFC form(s), if applicable, the review
captain should communicate his or her conclusions to the firm at a closing meeting. The
closing meeting is normally held via teleconference and may also be attended by
representatives of the administering entity, the board, AICPA staff, or other board
authorized organizations with oversight responsibilities. The review captain should discuss
the following during the closing meeting:

Preliminary peer review results, including any matters documented on the MFC form(s),

findings documented on the FFC form(s), deficiencies or significant deficiencies to be
included in the peer review report, and the type of report to be issued.

The firm’s requirement to respond to the MFC form(s), FFC form(s), or the deficiency(ies)

or significant deficiency(ies) included in the peer review report.

Other suggestions and observations for the firm to consider. For example, implications

of upcoming changes in professional standards, operational or efficiency suggestions, and
minor areas for improvement considerations.

An exit conference will be held after the firm has responded to the MFC form(s), FFC
form(s), and deficiencies or significant deficiencies in the report and the reviewer has
assessed whether the responses are appropriate and considered any additional impact to the
peer review results. Accordingly, except in rare circumstances that should be explained to
the firm, the exit conference should be postponed if there is any uncertainty about the report
to be issued or the deficiencies or significant deficiencies to be included in the report. The
exit conference is normally held via teleconference and should occur after allowing the
firm sufficient time to respond to MFC form(s), FFC form(s), deficiencies or significant
deficiencies discussed at the closing meeting, if applicable. The purpose of a separate
closing meeting and exit conference is to provide the firm sufficient time to determine
appropriate responses to the matters, findings, deficiencies, and significant deficiencies
identified and to provide the reviewer with sufficient time to assess the firm’s responses
prior to the report date (exit conference date). If these steps have been taken prior to the
closing meeting or are not necessary, the closing meeting and exit conference may be
combined. In either circumstance, the exit conference should ordinarily be held prior to
but no later than the review due date (see interpretations). The review captain should
discuss the following during the exit conference:

Final peer review results, including any changes to the information communicated at the

closing meeting after consideration of the firm’s responses to MFCs, FFCs, and
deficiencies and significant deficiencies in the report.

Potential corrective actions (for deficiencies and significant deficiencies) and

implementation plans (for findings) that may be imposed by the RAB, if applicable. The
review captain should also discuss with the firm the implications of these steps on the
acceptance and completion of the peer review and the firm’s enrollment in the program.
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Peer review noncooperation implications of consecutive non-pass report ratings, if

Addressing Disagreements Between the Reviewer and the Reviewed Firm

116

Disagreements may arise on the resolution of various issues. For instance, there could be a
disagreement on the appropriate approach to performing or reporting in conformity with
applicable professional standards, or the review team might not believe that the actions
planned or taken by the firm, if any, are appropriate (for example, if the reviewed firm
believes that it can continue to support a previously issued report and the review team
continues to believe that there may be a failure to reach appropriate conclusions in the
application of professional standards). Reviewers and reviewed firms should understand
that professional judgment often becomes a part of the process and that each party has the
right to challenge each other on an issue. Nevertheless, a disagreement on the resolution of
an issue may persist in some circumstances. The reviewed firm and reviewer should be
aware that they may consult with their administering entity and, if necessary, request that
the administering entity’s peer review committee resolve the disagreement. If the
administering entity’s full peer review committee is unable to resolve the disagreement,
the administering entity may refer unresolved issues to the board for a final determination.
Only the administering entity’s peer review committee will be responsible for determining
whether a disagreement still exists or whether the reviewed firm or review team is not
cooperating in order to refer the issue to the board.

Reporting on Engagement Reviews

Forming Conclusions on the Type of Report to Issue in an Engagement Review

Engagement Review Report With a Peer Review Rating of Pass

117

A report with a peer review rating of pass is issued when the reviewer concludes that
nothing came to his or her attention that caused him or her to believe that the engagements
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submitted for review were not performed and reported on in conformity with applicable
professional standards in all material respects. There are no deficiencies or significant
deficiencies that affect the nature of the report and, therefore, the report does not contain
any deficiencies; or significant deficiencies,-errecommendations. In the event of a scope
limitation, a report with a peer review rating of pass (with a scope limitation) is issued.

Reporting on Engagement Reviews

General

120

In an Engagement Review, the review captain should furnish the reviewed firm with a
written report within 30 days of the review-of-engagementsexit conference date or by the
firm’s peer review due date, whichever is earlier. A report on a review performed by a firm
IS to be issued on the letterhead of the firm performing the review. A report by a review
team formed by an association of CPA firms is to be issued on the letterhead of the firm of
the review captain performing the review. Other reports are issued on the letterhead of the
administering entity. The report in an Engagement Review ordinarily should be dated as of
the date of the eempletion-ofthe peerreview proceduresexit conference. See interpretations
for guidance on notification requirements and submission of peer review documentation to
the administering entity.

Ilustrations of Reports in an Engagement Review

121

122

a.

b.

The standard form for a report with a peer review rating of pass is illustrated in appendix
M, “Hlustration of a Report with a Peer Review Rating of Pass in an Engagement Review.”
Illustrations of reports with a peer review rating of pass with deficiencies and fail are
presented in appendixes N, “Ilustration of a Report with a Peer Review Rating of Pass
with Deficiencies in an Engagement Review,” and P, “lllustration of a Report with a Peer
Review Rating of Fail in an Engagement Review,” respectively. Additional paragraphs
included for scope limitations follow the illustrations for System Reviews with scope
limitations (see appendixes D, G, and K).

The written report in an Engagement Review should:

State at the top of the report the title “Engagement-Review-RepertReport on the Firm’s

Conformity With Professional Standards on Engagements Reviewed.”
Include headings for each of the following sections:

a. Firm’s Responsibility.

b. Peer Reviewer’s Responsibility.

c. Deficiency(ies) or Significant Deficiency(ies) ldentified on the Firm’s Conformity
With Professional Standards on Engagements Reviewed, if applicable.

d. Scope Limitation, if applicable.

e. Conclusion.

b.c.State that the review captain reviewed selected accounting engagements of the firm and

include the year-end covered by the peer review.

¢€-d.State that the peer review was conducted in accordance with the Standards for Performing

and Reporting on Peer Reviews established by the Peer Review Board of the American
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Institute of Certified Public Accountants.
d-e.State that the nature, objectives, scope, limitations of, and procedures performed in an
Engagement Review areas described in the sStandards can be found on the AICPA website

where the Standards are summarlzed

f. State that the firm is respon3|ble for de5|gn|ng a system of quallty control and complying
with it to provide the firm with reasonable assurance of performing and reporting in
conformlty with appllcable professmnal standards in aII materlal respects{eventheeghthrs

= - — and for

evaluatmq actions to promptlv remedlate enqadements deemed as not performed or

reported in conformity with professional standards, where appropriate, and for remediating
weaknesses in its system of quality control, if any.

g. State that the reviewer’s responsibility is to evaluate whether the engagements submitted
for review were performed and reported on in conformity with applicable professional
standards in all material respects.

h. State that an Engagement Review does not include reviewing the firm’s system of quality
control and compliance therewith and, accordingly, the reviewers express no opinion or
any form of assurance on that system

i. In the event of a scope I|m|tat|on mclude an addltlonal r)aradranh before the last paragraph
that describes the relationship of the excluded engagement(s) to the reviewed-firm’s
practice as a whole, the highest level of service and industry concentration, if any, of the
engagement(s) excluded from the potential selection, and the effect of the exclusion on the
scope and results of the peer review. Tailor the conclusion, as appropriate, to address the
scope limitation.

Identify the different peer review ratings that the firm could receive.

In a report with a peer review rating of pass, state:

e That nothing came to the review captain’s attention that caused the review captain to
believe that the engagements submitted for review were not performed and reported on
in conformity with applicable professional standards in all material respects.

o Atthe-end-ofthesecondparagraphtThat therefore-the firm has received a peer review

ratlng of pass.

=

I. Inareport with a peer review rating of pass with deficiencies,? state:

o ThatexeeptforThat as a result of the deficiencies previously described, rothing-came
to-thereview-captain’s-atteption-that-caused-the review captain te-believes that at least

3 Reference to plural could also apply to a singular item within the standards. For instance, there could be deficiencies or a deficiency. The
wording in the peer review report should be tailored as necessary.
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one but not all of the engagements submitted for review were not performed and

reported on in conformity with applicable professional standards in all material
respects.

o Atthe-end-of-thelast-paragraph—tThat therefore-the firm has received a peer review

rating of pass with deficiencies.

m. In a report with a peer review rating of fail, state:
e That as a result of the deficiencies previously described, the review captain believes
that all the engagements submitted for review were not performed and/or reported on
in conformity with applicable professional standards in all material respects.

o Atthe-end-of-thelast-paragraph—tThat therefore-the firm has received a peer review

rating of fail.

n. In areport with a peer review rating of pass with deficiencies or fail:

o Include, for reports with a peer review rating of pass with deficiencies or fail,
descriptions of the deficiencies or significant deficiencies and-thereviewing-firm’s
recommendations-(each of these should be numbered) (see interpretations).

e ldentify—for any deficiencies or significant deficiencies included-in-the-report-with
a-peerreviewrating-of pass-with-deficiencies-or-fath-any-that were also made in the

report in the firm’s previous peer review. However, if the specific types of
reporting, presentation, disclosure, or documentation deficiencies or significant
deficiencies are not substantially the same on the current review as on the prior
review, the deficiencies or significant deficiencies would not be considered a repeat
(see interpretations).

o ldentify the level of service for any deficiencies or significant deficiencies. If the

deficiency or significant deficiency reluded-in-therepert-with-a-peerreviewrating
of pass-with-deficiencies-or-fat-is industry specific, also identify the industry.

Firm Responses in an Engagement Review and Related Review Captain Considerations

.1263 The firm should discuss matters, findings, deficiencies, and significant deficiencies with
the review captain. If—aftera—discussionwith-the review captain. the reviewed-firm

disagrees with one or more of the findings, deficiencies, or significant deficiencies, the
reviewed-firm should contact the administering entity for assistance in-thematter-and

follow the qmdance in paraqraph 116 to resolve the dlsaqreement ése&earaqmeh—l—l@r
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1254  The reviewed-firm should resgond to aII matters communlcated on an MFC form, flndlng

en—the—rela%eel ommunlcated on an FFC form, and def|CIenC|es or 5|gn|f|cant def|C|enC|e
communlcated in the eer review re orts

response to def|C|enC|es or significant def|C|enC|es should be communicated in a letter of
response addressed to the administering entity’s peer review committee. The firm’s draft
responses should be provided to the review captain as soon as practicable to allow the
review captain sufficient time to assess the firm’s response prior to the exit conference.

223125  nan-Engagement-Review T the firm receives an FFEC form or a report with a peer

126

review rating of pass with deficiencies or fail, it is the firm’s responsibility to identify the
appropriate remediation of findings, deficiencies, and significant deficiencies and to
appropriately respond (see interpretations). the-The reviewed firm should respend—in
writingaddress the firm’s actions taken or planned to remediate the findings, —te—the
deficiencies, or significant deficiencies—andrelated—recommendations—identified—in—the
Feport, |nclud|nq tlmlnq of the remedlatlon and addltlonal procedures to ensure the finding,

The review captain should review and evaluate the responses on the FFC forms and letter

of response prior to the exit conference. The firm’s letter of response should be finalized
and dated as of the exit conference date and provided to the team captain. The team captain
should include the firm’s letter of response with his or her report and working papers
submitted to the administering entity (see interpretations).
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127 Ilustrations of letters of responses by a reviewed firm to reports with a peer review rating
of pass with deficiencies and fail are included in appendixes O, “lllustration of a Response
by a Reviewed Firm to a Report With a Peer Review Rating of Pass With Deficiencies in
an Engagement Review,” and Q, “lllustration of a Response by a Reviewed Firm to a
Report With a Peer Review Rating of Fail in an Engagement Review.”

Fulfilling

Peer Review Committee and Report Acceptance Body

Responsibilities

133 The committee’s report acceptance responsibilities include, but are not limited to:

a.

Ensuring that peer reviews are presented to an RAB in a timely manner, ordinarily
within 120 days of the later of receipt of the working papers and peer review report
from the team captain or review captain or, if applicable, the report with a peer
review rating of pass with deficiencies or fail and the related letter of response from
the reviewed firm, or within 60 days for Engagement Reviews meeting certain
criteria (see paragraphs .137-.138).

Considering whether the review has been performed in accordance with these
standards, interpretations, and related guidance materials.

Considering whether the report, and the response thereto, if applicable, are in
accordance with these standards, interpretations, and related guidance materials,
including an evaluation of the adequacy of the corrective actions the reviewed firm
has represented that it has taken or will take in its letter of response.

Determining whether it should require any remedial, corrective actions related to
the deficiencies or significant deficiencies noted in the peer review report, in
addition to or in affirmation of those described by the reviewed firm in its letter of
response. Examples of such corrective actions include, but are not limited to,
requiring certain individuals to obtain specified kinds and specified amounts of
CPE, requiring the firm to carry out more comprehensive monitoring procedures,
or requiring it to engage another CPA to perform pre-issuance or post-issuance
reviews of financial statements, reports, and accounting and audit documentation
to attempt to strengthen the performance of the firm’s personnel.

In relation to FFCs:

1. Considering whether FFC (and associated MFC and DMFC) forms are
prepared in accordance with these standards, interpretations, and related
guidance materials, including whether the findings addressed on the FFC
forms should have been included in a report with a peer review rating of
pass with deficiencies or fail.
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2. Determining the adequacy of the plan the reviewed firm has represented
that it has implemented or will implement in its response on the FFC
form(s).

3. Determining whether it should require an implementation plan in addition
to or as an affirmation of the plan described by the reviewed firm in its
response to the findings on the FFC form(s).

f.  Ensuring that all corrective actions related to deficiencies or significant deficiencies
in the peer review report and all implementation plans related to findings on FFC
forms have been completed to the satisfaction of the committee.

g. Ensuring that all firms within its jurisdiction have timely peer reviews and keeping
track of the timing of the completion of corrective actions and implementation plans
by all firms that the committee has required, including those that are overdue.

Accepting System and Engagement Reviews

139

In deciding on the need for and nature of any corrective actions, the committee should
consider the nature and significance (and for System Reviews, the systemic causes, pattern,
pervasiveness, and relative importance to the system of quality control as a whole) of the
def|C|enC|es or 5|gn|f|cant deficiencies. It should evaluate whether the reeemmenelauensref

and—whet—heHhe—rewewed firm’s respenses—te—these—meemmenelaﬂensactlons taken or

planned to remediate deficiencies in the system of quality control and nonconforming
engagements, if applicable, appear comprehensive, genuine, and feasible.

Cooperating in a Peer Review

142

In deciding on the need for and nature of any implementation plan in addition to, or in
affirmation of, that described by the firm in its response on the FFC form, the committee
should consider the nature and significance (and for System Reviews, the systemic causes,
pattern, pervasiveness, and relative importance to the system of quality control as a whole)

of the findings. It should evaluate whether the recemmendations-of the-review-team-appear
to address those findings adequately and whether the reviewed firm’s responses to those

recommendationsactions taken or planned to remediate nonconforming engagements and
systemic findings appear comprehensive, genuine, and feasible.

Publicizing Peer Review Information

146

The reviewed firm should not publicize the results of the review or distribute copies of the
peer review report to its personnel, clients, or others until it has been advised that the report
has been accepted (see interpretations) by the administering entity as meeting the
requirements of the program. Neither the administering entity nor the AICPA shall make
the results of the review, or information related to the acceptance or completion of the
review, available to the public, except as authorized or permitted by the firm under certain
circumstances (see interpretations). The administering entity and the AICPA may disclose
the following information:

a. The firm’s name and address

b. The firm’s enrollment in the program
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c. The date of acceptance and the period covered by the firm’s most recently accepted
peer review

d. If applicable, whether the firm’s enrollment in the program has been dropped or
terminated

Performing and Reporting on Reviews of Quality Control Materials (QCM)

Procedures for Planning and Performing QCM Reviews

Planning Considerations

169

The QCM reviewer should obtain the prior QCM report, the letter of response (if
applicable), and the acceptance letter from the provider. The QCM reviewer should also
obtain the prior FFC forms (if applicable) from the National PRC. The QCM reviewer
should consider whether the issues discussed in those documents require additional
emphasis in the current review, and should evaluate the provider’s performance of the
actions noted in respense-te-the prior repert-review letter of response and FFC forms, if

applicable.

Identifying Matters, Findings, Deficiencies, and Significant Deficiencies

178

Determining the relative importance of matters noted during the QCM review, individually
or combined with others, requires professional judgment. Careful consideration is required
in forming conclusions. The descriptions that follow are intended to assist in aggregating
and evaluating the QCM review results, concluding on them, and determining the nature
of the QCM review report to issue:

a. A matter is noted as a result of

i. the QCM reviewer’s evaluation of the design of and compliance with the
provider’s system of quality control. Matters can be one or more “no”
answers to questions in QCM review questionnaire(s) that a QCM reviewer
concludes warrants further consideration in the evaluation of a provider’s
system of quality control.

ii. the QCM reviewer’s evaluation of whether the materials submitted for
review are reliable aids. Matters can arise from either the QCM reviewer’s
comments based on tests of the materials, or one or more “no” answers to
questions in QCM review questionnaire(s) that the QCM reviewer
concludes warrants further consideration by the provider in the evaluation
of the materials.

A matter is documented on a MFC form.
b. A finding is one or more matters that result from

I. a condition in the provider’s system of quality control or compliance with
it such that there is more than a remote possibility that the provider would
not develop or maintain reliable aids, or

ii. the QCM reviewer’s conclusion that one or more of the materials tested do
not encompass some portion of the components of the professional
standards that the materials purport to encompass.
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A QCM reviewer will conclude whether one or more findings are a deficiency or
significant deficiency. If the QCM reviewer concludes that no finding, individually
or combined with others, rises to the level of deficiency or significant deficiency, a
report rating of pass is appropriate. A finding not rising to the level of a deficiency
or significant deficiency is documented on a FFC form.

c. A deficiency is one or more findings that

i. the QCM reviewer has concluded, due to the nature, systemic causes,
pattern, or pervasiveness, could create a situation in which the provider
would not have reasonable assurance of developing or maintaining reliable
aids, or

ii. affects the reliability of one or more of the materials tested, such that one or
more of the materials do not encompass the components which are integral
to the professional standards that the materials purport to encompass.

This includes the relative importance of the deficiency to either the provider’s
system of quality control taken as a whole, or any of the materials tested
(individually or collectively). It is not a significant deficiency if the QCM reviewer
has concluded that except for the deficiency or deficiencies the provider has
reasonable assurance of developing and maintaining reliable aids or that the nature
of the deficiency or deficiencies is limited to a small number of the total materials
reviewed. Such deficiencies are communicated in a report with a QCM review
rating of pass with deficiencies.

d. A significant deficiency is one or more deficiencies that the QCM reviewer has
concluded results from a condition in the provider’s system of quality control when
the system taken as a whole does not provide reasonable assurance of developing
or maintaining reliable aids, and it has affected the reliability of one or more of the
materials reviewed. Such deficiencies are communicated in a report with a QCM
rating of fail.

Aggregating and Evaluating Matters in the Provider’s System

179

The QCM review team must aggregate matters noted during the review of the provider’s
system of quality control to develop and maintain the materials in order to conclude on the
opinion of the provider’s system. This entails determining whether any matters noted were
the result of the design of the provider’s system of quality control or the failure of its
personnel to comply with the provider’s quality control policies and procedures. The QCM
review team should consider their relative importance to both the provider’s system of
quality control as a whole and the impact on the materials (individually and collectively),
and their nature, systemic causes, pattern, and pervasiveness.

Design Matters

183

There may be circumstances in which the QCM reviewer finds few findings in the materials
developed and maintained by the provider, yet he or she still concludes that the design of
the provider’s system of quality control needs to be improved. For example, a provider that
has a rapidly growing customer base may not have appropriately revised its policies and
procedures to solicit user feedback. However, this type of finding may not result in less
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than reasonable assurance of developing or maintaining reliable aids. The QCM reviewer
should exercise judgment in determining whether this matter should be addressed in an
FFC as a finding ratherthanor result in a report with a QCM review rating of pass with
deficiencies or fail.

Compliance Matters

185 In assessing whether the degree of compliance was adequate to provide the required
assurance, the QCM review team should consider the nature, systemic causes, pattern, and
pervasiveness of the instances of noncompliance noted and their relative importance to the
provider’s system of quality control as a whole, as well as their importance in the specific
circumstances in which they were observed. As with the evaluation of design matters,
compliance matters also need to be evaluated in the context of the provider’s organizational
structure, the nature of its practice, the number of users, and so on.

Reporting on QCM Reviews
General

190 The QCM review team should furnish the provider with a written report and the final FFC
forms within 30 days of the date of the exit conference or by the provider’s review due
date, whichever is earlier. A report on a QCM review performed by a firm is to be issued
on the letterhead of the firm performing the review. A report by a QCM review team
formed by an association of CPA firms is to be issued on the letterhead of the firm of the
team captain performing the review. The report in a QCM review ordinarily should be
dated as of the date of the exit conference. See interpretations for guidance on notification
requirements and submission of peer review documentation to the administering entity.

Preparing the Report in a QCM Review

194 A QCM report with a rating of pass, pass with deficiencies, or fail contains elements
similar to those in a System Review report. As such, the written report in a QCM System Review
should:

a. State at the top of the page the title “Quality-Contrel-Materials-Review-RepertReport on
the Provider’s System of Quality Control and Resultant Materials.”

b. Include headings for each of the following sections:

a. Provider’s Responsibility.

b. Peer Reviewer’s Responsibility.

c. User’s Responsibility.

d. Deficiency(ies) or Significant Deficiency(ies) Identified in the Provider’s System
of Quality Control and Resultant Materials, if applicable.

e. Opinion.

c. State that the system of quality control for the development and maintenance of the
materials and the resultant materials in effect at the year-end covered by the QCM review
were reviewed.

b-d.Identify the items covered by the opinion or refer to an attached listing.

¢€-e. State that the review was conducted in accordance with the Standards for Performing and
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Reporting on Peer Reviews established by the Peer Review Board of the American Institute
of Certified Public Accountants.
d-f. State that the nature, objectives, scope, limitations of, and procedures performed in a

Quality Control MaterialsQCM review areas described in the sStandards can be found on
the AICPA website where the Standards are summarlzedi

#g_State that the provider is responS|bIe for de3|gn|ng a system of quallty control and
complying with it to provide users of the materials with reasonable assurance that the
materials are reliable aids to assist them in performing and reporting in conformity with
the components which are integral to the professional standards that the materials purport
to encompass_and for evaluating actions to promptly remediate materials not deemed as
reliable aids, where appropriate, and for remediating weaknesses in its system of quality

control, if any.
g-h.State that the reviewer’s responsibility is to express an opinion on the design of the system

of quality control, the provider’s compliance with that system, and the reliability of the
resultant materials based on the review.

h-i. State that the users of the materlals are responSIbIe for |mplement|ng, tallorlng, and
augmenting the materials as appropriate.

]. State that there may be important elements of a quality control system in accordance with
Statements on Quality Control Standards that are not part of the materials that have been
subject to this QCM review.

k. Identify the different peer review ratings that the provider could receive.

k1. In a report with a peer review rating of pass:

e Express an opinion that the system of quality control for the development and
maintenance of the quality control materials was suitably designed and was being
complied with during the year ended to provide reasonable assurance that the materials
are reliable aids.

e Express an opinion that the quality control materials were reliable aids to assist users
in conforming with the components which are integral to the professional standards the
materials purport to encompass at year-end.

o State at-the-end-of-the-opinion-paragraph-that therefore the report-reflectsprovider has

received a peewtrewew ratlng of pass.

km.In a report with a review rating of pass with deficiencies:*

e Express an opinion that, except for the deficiencies described previously, the system of
quality control for the development and maintenance of the quality control materials
was suitably designed and was being complied with during the year ended to provide
reasonable assurance that the materials are reliable aids. o

e Express an opinion that, except for the deficiencies described previously, the quality
control materials were reliable aids to assist users in conforming with the components

4 Reference to plural could also apply to a singular item within the standards. For instance, there could be deficiencies or a deficiency. The
wording in the peer review report should be tailored as necessary.
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which are integral to the professional standards the materials purport to encompass at
year-end.

o State atthe-end-ofthe-opinion-paragraph-that therefore-the reportreflectsaprovider has
received a review rating of pass with deficiencies.

N, In a report with a peer review rating of fail:

e Express an opinion that as a result of the significant deficiencies described previously,
the system of quality control for the development and maintenance of the quality
control materials was not suitably designed and being complied with during the year
ended and, therefore, cannot provide reasonable assurance that the materials are reliable
aids.

e Express an opinion that also, as a result of the significant deficiencies described
previously, the quality control materials are not reliable aids and do not assist users in
conforming with the components which are integral to the professional standards the
materials purport to encompass at year-end.

e State atthe-end-ofthe-opinion-paragraph-that therefere-the provider has received a peer
review rating of fail.

0. In areport with a peer review rating of pass with deficiencies or fail:

e Include , for reports with a review rating of pass with deficiencies or Tail, written
descriptions of the deficiencies or significant deficiencies and-thereviewing-firm’s
recommendations-(each of these should be numbered).

e ldentify—for any deficiencies or significant deficiencies included-in-the-report-with
areviewrating-ofpass-with-deficiencies-orfail-any-that were also made in the report

issued on the provider’s previous QCM review. This should be determined based
on the underhying-systemic cause of the deficiencies or significant deficiencies.

Provider Responses on QCM Reviews and Related QCM Reviewer Considerations

1958 The provider should discuss matters, findings, deficiencies, and significant deficiencies

with the OCM reviewer. |f—aftera—discussionwith-the OCM-reviewer. the provider
disagrees with one or more of the findings, deficiencies, or significant deficiencies, the

Drowder should contact the National PRC for assistance in—the—matter-and follow the

19674 The provider should alse-respond to all matters communicated on an MFC form, findings

communicated on an en—the—FFC form and deficiencies or significant deficiencies
communlcated in the OCM report. s—-any—are—developed—to—findings—and related

WMMMW%WM@ The prowder S draft response to

deficiencies or significant deficiencies should be communicated in a letter of response
addressed to the National PRC. The provider’s responses should be provided to the QCM
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1975

.198

reviewer as soon as practicable to allow the QCM reviewer sufficient time to assess the
firm’s response prior to the exit conference.

If the provider receives an FFC form or a report with a review rating of pass with
deficiencies or fail, it is the provider’s responsibility to identify the appropriate remediation
of any findings, deficiencies and significant deficiencies and to appropriately respond. The
provider should address the following in its response with respect to each finding,

def|CIencv and 5|qn|f|cant def|C|ency then—the—p#ewder—s#mu#d—wspend—m—wnﬁng—te—the

a. _The provider’s actions taken or planned to remediate the materials identified on
the FFC form or in the report as having an error or omission, including the
provider’s plan for notifying known users of that error or omission.

b. Timing of the remediation

The QCM reviewer should review and evaluate the responses on the FFC forms and letter

of response prior to the exit conference. The provider’s letter of response should be
finalized and dated as of the exit conference date and provided to the QCM reviewer. The
QCM reviewer should include the provider’s letter of response with his or her report and
working papers submitted to the National PRC.
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Appendix A

Summary of the Nature, Objectives, Scope, Limitations of, and Procedures
Performed in System and Engagement Reviews and Quality Control Materials
Reviews (as Referred to in a Peer Review Report)

207
(Effective for Peer Reviews Commencing on or After January 1, 2009)

1. Firms (and individuals) enrolled in the AICPA Peer Review Program are required to
have a peer review, once every three years, of thelr accountmg and audltlng practlce

pened.—An accountlnq and audltlnq practlce for the purposes of these standards is

defined as all engagements performed under Statements on Auditing Standards (SASS);
Statements on Standards for Accounting and Review Services (SSARS);-Statements on
Standards for Attestation Engagements (SSAESs); Government Auditing Standards (the
Yellow Book) issued by the U.S. Government Accountability Office; and engagements
performed under Public Company Accounting Oversight Board (PCAOB) standards.
Engagements covered in the scope of the program are those included in the firm’s
accounting and auditing practice that are not subject to PCAOB permanent inspection.
The peer review is conducted by an independent evaluator, known as a peer reviewer.
The AICPA oversees the program, and the review is administered by an entity approved
by the AICPA to perform that role.

2. The peer review helps to monitor a CPA firm’s accounting and auditing practice
(practice monitoring). The goal of the practice monitoring, and the program itself, is to
promote quality in the accounting and auditing services provided by the AICPA
members and their CPA firms. This goal serves the public interest and enhances the
significance of AICPA membership.

3. There are two types of peer reviews: System Reviews and Engagement Reviews.
System Reviews focus on a firm’s system of quality control and Engagement Reviews
focus on work performed on particular selected engagements. Quality Control
Materials (QCM) Reviews focus on the system of quality control of a provider of QCM

to CPA firms. As-neted-in-paragraphs4-and-157-a-A further description of System-and
. Engagement and QCM Reviews;-and-Quality-Control-Materials (QCM)-Reviews, as

well as a summary of the nature, objectives, scope, limitations of, and procedures
performed on them, is provided in the following sections.
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System Reviews

4. A System Review is a type of peer review that is a study and appraisal by an
independent evaluator(s), known as a peer reviewer, of a CPA firm’s system of quality
control to perform accounting and auditing work. The system represents the policies
and procedures that the CPA firm has designed, and is expected to follow, when
performing its work. The peer reviewer’s objective is to determine whether the system
is designed to ensure conformity with professional standards and whether the firm is
complying with its system appropriately.

5. Professional standards are literature, issued by various organizations, that contain the
framework and rules that a CPA firm is expected to comply with when designing its
system and when performing its work. Professional standards for design of a system of
quality control include but are not limited to the Statements on Quality Control
Standards (SQCSs) issued by the American Institute of Certified Public Accountants
(AICPA) that pertain to leadership responsibilities for quality within the firm (the “tone
at the top”); relevant ethical requirements (such as independence, integrity and
objectivity); acceptance and continuance of client relationships and specific
engagements; human resources; engagement performance; and monitoring.

6. To plan a System Review, a peer reviewer obtains an understanding of (1) the firm’s
accounting and auditing practice, such as the industries of its clients, and (2) the design
of the firm’s system, including its policies and procedures and how the firm checks
itself that it is complying with them. The reviewer assesses the risk levels implicit
within different aspects of the firm’s practice and its system. The reviewer obtains this
understanding through inquiry of firm personnel and review of documentation on the
system, such as firm manuals.

7. Based on the types of engagements firms perform, they may also have their practices
reviewed or inspected on a periodic basis by regulatory or governmental entities,
including but not limited to the Department of Health and Human Service, the
Department of Labor, and the Public Company Accounting Oversight Board. The team
captain obtains an understanding of those reviews or inspections, and he or she
considers their impact on the nature and extent of the peer review procedures
performed.

8. Based on the peer reviewer’s planning procedures, the reviewer looks at a sample of
the CPA firm’s work, individually called engagements. The reviewer selects
engagements for the period covered by the review from a cross section of the firm’s
practice with emphasis on higher risk engagements. The engagements selected must
include those performed under Government Auditing Standards, audits of employee
benefit plans, audits of depository institutions (with assets of $500 million or greater),
audits of carrying broker-dealers, and examinations of service organizations (Service
Organization Control [SOC] 12 and and SOC 2® engagements) when applicable (these
are known as must select engagements). The scope of a peer review only covers

accounting and auditing engagements performed under U-S—prefessional-standards
SASs, SSARSs, SSAEs, Government Auditing Standards, and PCAOB standards;-#
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10.

11.

12.

and does not include the firm’s SEC-ssuerpracticeengagements subject to PCAOB
permanent inspection, nor does it include tax or consulting services. The reviewer will
also look at administrative elements of the firm’s practice to test the elements listed

previously from the Statements-en-Quahity-Control-StandardsSQCSs.

Based on the peer reviewer’s planning procedures, the reviewer looks at a sample of
the CPA firm’s work, individually called engagements. The reviewer selects
engagements for the period covered by the review from a cross section of the firm’s
practice with emphasis on higher risk engagements. The engagements selected must
include those performed under Government Auditing Standards, audits of employee
benefit plans, audits of depository institutions (with assets of $500 million or greater),
audits of carrying broker-dealers, and examinations of service organizations (Service
Organization Control [SOC] 1& and SOC 2® engagements) when applicable (these are

known as must select engagements). The scope of a peer review only covers accounting
and auditing engagements performed under—J-S—professional—standards SASS
SSARSs, SSAEs, Government Auditing Standards, and PCAOB standards:- and does
not include the firm’s SEC-issuerpracticeengagements subject to PCAOB permanent
inspection, nor does it include tax or consulting services. The reviewer will also look
at administrative elements of the firm’s practice to test the elements listed previously

from the Statements on Quality Control StandardsSQCSs.

The reviewer examines engagement working paper files and reports, interviews
selected firm personnel, reviews representations from the firm, and examines selected
administrative and personnel files. The objectives of obtaining an understanding of the
system and then testing the system forms the basis for the reviewer’s conclusions in the
peer review report.

When a CPA firm receives a report from the peer reviewer with a peer review rating of
pass, the report means that the system is appropriately designed and being complied
with by the CPA firm in all material respects. If a CPA firm receives a report with a
peer review rating of pass with deficiencies, this means the system is designed and
being complied with appropriately by the CPA firm in all material respects, except in
certain situations that are explained in detail in the peer review report. When a firm
receives a report with a peer review rating of fail, the peer reviewer has determined that
the firm’s system is not suitably designed or being complied with, and the reasons why
are explained in detail in the report.

If a deficiency or significant deficiency included in the peer review report is associated
with an _engagement that was not performed and reported on in conformity with
applicable professional standards in all material respects (“nonconforming”) in a must
select industry or practice area or is industry specific, the report will identify the
industry or practice area. However, because the purpose of a System Review is to
report on the firm’s system of quality control, the peer review report might not describe
every engagement that was deemed nonconforming.
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13. The firm is responsible for evaluating actions to promptly remediate _engagements
deemed as not performed or reported in conformity with professional standards, when
appropriate, and for remediating weaknesses in its system of quality control, if any.
The firm’s response is evaluated to determine if it is appropriate, whether lack of
response is indicative of other weaknesses in the firm’s system of quality control, or
whether monitoring procedures are necessary to verify if the deficiencies and
nonconforming engagements were remediated.

13.14. There are inherent limitations in the effectiveness of any system and, therefore,
noncompliance with the system may occur and not be detected. A peer review is based
on selective tests. It is directed at assessing whether the design of and compliance with
the firm’s system provides the firm with reasonable, not absolute, assurance of
conforming to applicable professional standards. Consequently, it would not
necessarily detect all weaknesses in the system or all instances of noncompliance with
it. It does not provide assurance with respect to any individual engagement conducted
by the firm or that none of the financial statements audited by the firm should be
restated. Projection of any evaluation of a system to future periods is subject to the risk
that the system may become inadequate because of changes in conditions or because
the degree of compliance with the policies or procedures may deteriorate.

Engagement Reviews
14.15. An Engagement Review is a type of peer review that is a study and appraisal by an
independent evaluator(s), known as a peer reviewer, of a sample of a CPA firm’s actual
accounting work, including accounting reports issued and documentation prepared by
the CPA firm, as well as other procedures that the firm performed.

15.16. By definition, CPA firms undergoing Engagement Reviews do not perform audits
or other similar engagements but do perform other accounting work including reviews
and compilations, which are a lower level of service than audits. The peer reviewer’s
objective is to evaluate whether the CPA firm’s reports are issued and procedures
performed appropriately in accordance with applicable professional standards.
Therefore, the objective of an Engagement Review is different from the objectives of
a System Review, which is more system oriented and involves determining whether
the system is designed in conformity with applicable professional standards and
whether the firm is complying with its system appropriately.

16:17. Professional standards represent literature, issued by various organizations, that

contain the framework and rules that a CPA firm is expected to follow when performing
accounting work.
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17.18. The reviewer looks at a sample of the CPA firm’s work, individually called
engagements. The scope of an Engagement Review only covers accounting
engagements; it does not include tax or consulting services. An Engagement Review
consists of reading the financial statements or information submitted by the reviewed
firm and the accountant’s report thereon, together with certain background information
and representations from the firm and, except for certain compilation engagements, the
documentation required by applicable professional standards.

18:19. When the CPA firm receives a report with a peer review rating of pass, the peer
reviewer has concluded that nothing came to his or her attention that the CPA firm’s
work was not performed and reported on in conformity with applicable professional
standards in all material respects. A report with a peer review rating of pass with
deficiencies is issued when the reviewer concludes that nothing came to his or her
attention that the work was not performed and reported on in conformity with
applicable professional standards in all material respects, except in certain situations
that are explained in detail in the report. A report with a peer review rating of fail is
issued when the reviewer concludes that as a result of the situations described in the
report, the work was not performed and/or reported on in conformity with applicable
professional standards in all material respects.

19.20. If a deficiency or significant deficiency is industry specific, the report will identify
the industry.

21. The firm is responsible for evaluating actions to promptly remediate engagements
deemed as not performed or reported in conformity with professional standards, when
appropriate, and for remediating weaknesses in its system of quality control, if any.

20:22. An Engagement Review does not provide the reviewer with a basis for expressing
any assurance as to the firm’s system of quality control for its accounting practice, and
no opinion or any -form of assurance is expressed on that system.

Quality Control Materials Reviews

21.23. An organization (hereinafter referred to as provider) may sell or otherwise
distribute quality control materials (QCM or materials) that it has developed to CPA
firms (hereinafter referred to as user firms). QCM may be all or part of a user firm’s
documentation of its system of quality control, and it may include manuals, guides,
programs, checklists, practice aids (forms and questionnaires) and similar materials
intended for use in conjunction with a user firm’s accounting and auditing practice.
User firms rely on QCM to assist them in performing and reporting in conformity with
the professional standards covered by the materials (as described in the preceding
paragraphs).

22:24. A QCM review is a study and appraisal by an independent evaluator (known as a
QCM reviewer) of a provider’s materials, as well as the provider’s system of quality
control to develop and maintain the materials (hereinafter referred to as provider’s
system). The QCM reviewer’s objective is to determine whether the provider’s system
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is designed and complied with and whether the materials produced by the provider are
appropriate so that user firms can rely on the materials. The scope of a QCM review
only covers materials related to accounting and auditing engagements under U.S.
professional standards. The scope does not include SEC or PCAOB guidance, nor does
it cover materials for tax or consulting services.

23:25. To plan a QCM review, a QCM reviewer obtains an understanding of (1) the
provider’s QCM, including the industries and professional standards that they cover,
and (2) the design of the provider’s system, including the provider’s policies and
procedures and how it ensures that they are being complied with. The QCM reviewer
assesses the risk levels implicit within different aspects of the provider’s system and
materials. The QCM reviewer obtains this understanding through inquiry of provider
personnel, review of documentation on the provider’s system, and review of the
materials.

24.26. Based on the planning procedures, the QCM reviewer looks at the provider’s QCM,
including the instructions, guidance, and methodology therein. The scope of a QCM
review encompasses those materials which the provider elects to include in the QCM
review report; QCM designed to aid user firms with tax or other non-attest services are
outside of the scope of this type of review. The QCM reviewer will also look at the
provider’s system and will test elements including, but not limited to, requirements
regarding the qualifications of authors and developers, procedures for ensuring that the
QCM are current, procedures for reviewing the technical accuracy of the materials, and
procedures for soliciting feedback from users. The extent of a provider’s policies and
procedures and the manner in which they are implemented will depend upon a variety of
factors, such as the size and organizational structure of the provider and the nature of the
materials provided to users. Variance in individual performance and professional
interpretation affects the degree of compliance with prescribed quality control policies
and procedures. Therefore, adherence to all policies and procedures in every case may
not be possible. The objectives of obtaining an understanding of the provider’s system
and the materials forms the basis for the QCM reviewer’s conclusions in the QCM review
report.

25.27. When a provider receives a QCM review report from an approved QCM reviewer
with a review rating of pass, this means the provider’s system is designed and being
complied with and the materials produced by the provider are appropriate so that user
firms can rely on the QCM to assist them in performing and reporting in conformity
with the professional standards covered by the materials. If a provider receives a QCM
review report with a review rating of pass with deficiencies, this means the provider’s
system is designed and being complied with and the materials produced by the provider
are appropriate so that user firms can rely on the QCM to assist them in performing and
reporting in conformity with the professional standards covered by the materials,
except in certain situations that are explained in detail in the review report. When a
provider receives a report with a review rating of fail, the QCM reviewer has
determined that the provider’s system is not suitably designed or being complied and
the materials produced by the provider are not appropriate, and the reasons why are
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explained in detail in the report.

28. The provider is responsible for evaluating actions to promptly remediate materials not
deemed as reliable aids, when appropriate, and for remediating weaknesses in its
system of quality control, if any. The provider’s response is evaluated to determine if
it is appropriate and whether lack of response is indicative of other weaknesses in the
providers system of quality control.

26:29. There are inherent limitations in the effectiveness of any system and, therefore,
noncompliance with the system may occur and not be detected. A QCM review is based
on the review of the provider’s system and its materials. It is directed at assessing
whether the provider’s system is designed and complied with and whether the QCM
produced by the provider are appropriate so that user firms have reasonable, not
absolute, assurance that they can rely on the materials to assist them in performing and
reporting in conformity with the professional standards covered by the materials.
Consequently, a QCM review would not necessarily detect all weaknesses in the
provider’s system, all instances of noncompliance with it, or all aspects of the materials
that should not be relied upon. Projection of any evaluation of a system or the materials
to future periods is subject to the risk that the system or materials may become
inadequate because of changes in conditions or because the degree of compliance with
the policies or procedures may deteriorate.

Appendix B

Considerations and Illustrations of Firm Representations

.208

——1. The team captain or review captain obtains written representations from management
of the reviewed firm to describe matters significant to the peer review in order to assist in
the planning and performance of and the reporting on the peer review.

——2. The written representations should be obtained for the entire firm and not for each
individual engagement the firm performs. Firm management’s refusal to furnish written
reoresentatlons to the team captaln or reV|eW captaln constitutes a failure to coooerate with

review proqram and the f|rm would be sub|ect to falr procedures that could result in the

firm’s enrollment in the program being terminated (see interpretations). If termination
occurs, it may result in the referral of the matter for investigation of a possible violation to
the appropriate requlatory, monitoring, and enforcement bodies.

——3. On System Reviews, the written representations should be addressed to the team
captain. Because the team captain is concerned with events occurring during the peer
review period and through the date of his or her peer review report that may require an
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adjustment to the report or other peer review documents, the representations should be
dated the same date as the peer | review report.

—4. On Engagement Rewews, the representations should be addressed to the review

captain (for example, “To John Smith, CPA” or on committee-appointed review team
reviews where appropriate, it may be addressed “To the Review Captain”) and dated the
same date that the firm submits the list of engagements to the reviewer or the administering
entity.

5. The written representations should be signed by those members of management whom
the team captain, review captainreviewer or the administering entity believes are
responsible for and knowledgeable about, directly or through others in the firm, the
matters covered in the representations, the firm, and its system of quality control-{even
theugh-an-EngagementReview). Such members of management normally include the

managing partner and partner eranager-in charge of the firm’s system of quality
control.

6. If arepresentation made by management is contradicted by other information obtained,
the team captain or review captainreviewer should investigate the circumstances and
consider the reliability of the representations made and any effect on the report.

7. In-connection-with-System-and-Engagement-Reviews; The firm is required to make

specific representations, as noted in the text that follows. -sheuldrelateto-the-following
matters—although-tThe firm is not prohibited from making additional representations;

and the-firm-may tailor the representation letter as it deems appropriate, as long as the
minimum applicable representations are made to the team captain or review captain
(see interpretations).:  The team captain or review captain may request additional
representations based on the circumstances and nature of the peer review.

8. As of the date of the representation letter and for the peer review year, the firm should
do the following:
a. Compliance with Rules and Requlations
e Acknowledge responsibility for complying with the rules and regulations of
state boards of accountancy and other requlations
e Confirm, to the best of its knowledge and belief, that there are no known
situations in which the firm or its personnel have not complied with the rules
and requlations of state board(s) of accountancy or other regulatory bodies,
including applicable firm and individual licensing requirements in each state in
which it practices for the year under review.
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o If there are known situations of noncompliance, the confirmation
should first summarize-SHuations—er—a—summary—ef the situation(s)
where management is aware that the firm or its personnel has not
complied with the rules and regulations of state board(s) of accountancy
or other regulatory bodies (including applicable firm and individual
licensing requirements in each state in which it practices for the year
under review) and, if applicable, how the firm has or is addressing and
rectifying situations of noncompliance (see interpretations)._ The
confirmation should be written such that other than the summarized
situation(s), to the best of its knowledge and belief, there are no known
situations in which the firm or its personnel have not complied with the
rules and regulations of state board(s) of accountancy or other
requlatory bodies, including applicable firm and individual licensing
requirements in each state in which it practices for the year under
review.

b. Completeness of the eEngagement {Listing
e State the list of engagements provided to the reviewer:

e provided-to-the reviewerincluded all engagements with periods ending
(report date for financial forecasts or projections and agreed upon
procedures) during the year under review, regardless of whether issued

e —iIncludinged, but was not limited to, inclusion—of-all engagements
performed—whetherissued-ornot; under Government Auditing Standards,
audits of employee benefit plans, audits performed under FDICIA, audits of
carrying broker-dealers, examinations of service organizations Service
Orqanlzatlons Control (SOC) 1 and SOC 2 enqaqements as applicable

e Acknowledge that failure to properly include these engagements on the list

could be deemed as failure to cooperate and may result in termination from the
Peer Review Program and, if termination occurs, will result in referral of the
matter for investigation of a possible violation to the appropriate requlatory,
monitoring, and enforcement bodies

e For Engagement Reviews, state that the firm does not perform engagements
under the Statements on Auditing Standards (SASs) or Government Auditing
Standards, examinations under the Statements on Standards for Attestation
Engagements (SSAES), or engagements under the Public Company Accounting
Oversight Board (PCAOB) Standards that are not subject to PCAOB permanent
inspection

c. Firm Remediation of Nonconforming Engagements, if applicable

e Confirm it will remediate nonconforming engagements as stated by the firm on
the Matter For Further Consideration Form, Finding for Further Consideration
Form, or Letter of Response, as applicable.

d. Communications er—summary—of-communicationsfFrom regulateryRegulatory,
moniteringMonitoring, or enforcement-Enforcement bedies-Bodies
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e—State that the firm has discussed Biseussiens ef-significant issues from
egorts erand communlcatrons—eeleeth! (see interpretations); from etherpractice

monitoring and enforcement bodies (see mtergretatlons), wrth the team- captain

or review captain, if applicable.
State that the firm has provided the team captain or review captain with any

other information requested, including communications by regulatory,
monitoring, or enforcement bodies relating to allegations or investigations in
the conduct of its accounting, audit, or attestation engagements performed and
reported on by the firm, whether the matter relates to the firm or its personnel,
wrthrn three years precedlnq the current peer revrew year end if applicable.

Confirm, to the best of its knowledge and belief, that there are no known

restrictions or limitations on the firm’s or its personnel’s ability to practice
public accounting by requlatory, monitoring, or enforcement bodies within
three years preceding the current peer review year-end OR

e—Include a summary of the Rrestrictions or limitations on the firm’s or its
personnel’s ability to practice public accounting by regulatory, monitoring, or
enforcement bodies within three years preceding the current peer review year-
end.

fe. Qualltv Control Materlals

State that it understands the intended uses and limitations of the quality control

materials it has developed or adopted.
For System Reviews, state that it has tailored and augmented the materials as

appropriate such that the quality control materials encompass guidance which
is sufficient to assist it in conforming with professional standards (including the
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Statements on_Quality Control Standards) appllcable to Aeeepnng

practice.

e For Engagement Reviews, state it has tailored and augmented the materials as
appropriate such that the quality control materials encompass guidance which
is sufficient to assist it in conforming with professional standards (including the
Statements on Quality Control Standards) applicable to its accounting practice.

gf. Other Representations

e Include ©other representations ebtained-requested by the team captain or
review captain wil-dependbased on the circumstances and nature of the peer
reV|ew

Illustration of a Representation Letter That has-Has No Significant Matters to Report to
the Team Captain-erReview-Captain for a System Review
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(The firm may tailor the language in this illustration and may-refer to attachments to the
letter as long as adequate representations pertaining to the matters previously discussed, as
applicable, are included to the satisfaction of the team captain-er+review-captain.)

October 31, 20XX

To the Team Captain:-erReview-Captatn

We are providing this letter in connection with the peer review of [name of firm] as of the
date of this letter and for the year ended June 30, 20XX.

We understand that we are responsible for complying with the rules and regulations of state
boards of accountancy and other regulators. We confirm, to the best of our knowledge and
belief, that there are no known situations in which [name of firm] or its personnel have not
complied with the rules and regulations of state board(s) of accountancy or other regulatory
bodies, including applicable firm and individual licensing requirements in each state in
which it practices for the year under review.

We have alse-provided a list of all engagements to the fteam captain,—review-captain—or
administering-entity] with periods ending (report date for financial forecasts or projections
and agreed upon procedures) during the year under review, regardless of whether issued-e¢
net. This list included, but was not limited to, all engagements performed under
Government Auditing Standards, audits of employee benefit plans, audits performed under
FDICIA, audits of carrying broker-dealers, and examinations of service organizations
(Serwce Organlzatlons Control ([SOC)—]_l and SOC 2 engagements) as appllcable For

properly mclude these engagements on the Ilst could be deemed as failure to cooperate. We
also understand this may result in termination from the Peer Review Program and, if
termination occurs, will result in referral of the matter for investigation of a possible
VIoIatlon to the appropnate requlatorv, monltorlnq and enforcement bodies.te-the- AICRA

We have alse-discussed thecententofour PCAOB-inspectionrepertsignificant issues from
reports and communications from regulatory, monitoring and enforcement bodies with the
fteam captain-erreview-eaptain}, {if applicable}. We have also provided the fteam captain
er+reviewcaptain} with any other information requested, including communications by
regulatory, monitoring, or enforcement bodies relating to allegations or investigations in
the conduct of its accounting, audit, or attestation engagements performed and reported on
by the firm, whether the matter relates to the firm or its personnel, within three years
preceding the current peer review year-end. We confirm, to the best of our knowledge and
belief, In-addition-that there are no known restrictions or limitations on the firm’s or its
personnel’s ability to practice public accounting by regulatory, monitoring, or enforcement
bodies within three years preceding the current peer review year-end.
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We understand the intended uses and limitations of the quality control materials we have
developed or adopted. We have tailored and augmented the materials as appropriate such
that the quality control materials encompass guidance which-that is sufficient to assist us
in conforming with professional standards (including the Statements on Quality Control
Standards) appllcable to our accountlng and audltlng practlce in aII material respects. We

Sincerely,

[Signature(s)®]

lllustration of a Representation Letter That Has Been Tallored for Significant Matters to
Report to the Team Captain a
for a System Review

(The firm may tailor the language in this illustration and may-refer to attachments to the
letter as long as adequate representations pertaining to the matters previously discussed, as
applicable, are included to the satisfaction of the team captain-er+review-captain.)

October 31, 20X X

To the Team Captain:-erReview-Captain

We are providing this letter in connection with the peer review of [name of firm] as of the
date of this letter and for the year ended June 30, 20XX.

We understand that we are responsible for complying with the rules and regulations of state
boards of accountancy and other regulators. Other than the firm not having a practice unit
license during the year under review in one state where the firm practices (which has been
subsequently obtained), we confirm, to the best of our knowledge and belief, that there are
no known situations in which [name of firm] or its personnel have not complied with the
rules and regulations of state board(s) of accountancy or other regulatory bodies, including
applicable firm and individual licensing requirements in each state in which it practices for
the year under review.

We have alse-provided a list of all engagements to the fteam captain,review-captain—or
administering-entity] with periods ending (report date for financial forecasts or projections
and agreed upon procedures) during the year under review, regardless of whether issued-e¢
net. This list included, but was not limited to, all engagements performed under
Government Auditing Standards, audits of employee benefit plans, audits performed under
FDICIA, audits of carrying broker-dealers, and examinations of service organizations
(Service Organizations Control {{SOC}-] 1 and SOC 2 engagements), as applicable. Fer

5 Members of management as noted in section 3-5 of appendix B, "Considerations and Illustrations of Firm
Representations."
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properly |nclude these engagements on the Ilst could be deemed as failure to cooperate. We
also understand this may result in termination from the Peer Review Program and, if
termination occurs, will result in referral of the matter for investigation of a possible
VIoIatlon to the approprlate requlatorv, monltorlnq and enforcement bodies.te-the- AICRA

We confirm that we will implement the remedial plans for nonconforming engagements
stated in our response to Finding for Further Consideration Forms 1 and 3.

We have alse—discussed significant issues from reports and communications from
regulatory, monitoring and enforcement bodies the—contentof ourPublic—Cempany
Accounting-Oversight Beard-inspection-report-with the team captain, {if applicable}. We
have also provided the fteam captain} with any other information requested, including
communications by regulatory, monitoring, or enforcement bodies relating to allegations
or investigations in the conduct of its accounting, audit, or attestation engagements
performed and reported on by the firm, whether the matter relates to the firm or its
personnel, within three years preceding the current peer review year-end. H-addition-Other
than the single partner restriction to perform employee benefit plans as determined by the
AICPA Professional Ethics Division, we confirm, that to the best of our knowledge and
belief, there are no known restrictions or limitations on the firm’s or its personnel’s ability
to practice public accounting within three years preceding the current peer review year-
end.

We understand the intended uses and limitations of the quality control materials we have
developed or adopted. We have tailored and augmented the materials as appropriate such
that the quality control materials encompass guidance which-that is sufficient to assist us
in conforming with professional standards (including the Statements on Quality Control
Standards) appllcable to our accounting and audltlng practlce in aII matenal respects We

Sincerely,

[Signature(s)®]

Illustration of a Representation Letter That Has No Significant Matters to Report to the

Review Captain for an Engagement Review

(The firm may tailor the lanquage in this illustration and refer to attachments to the letter
as long as adequate representations pertaining to the matters previously discussed, as
applicable, are included to the satisfaction of the review captain.)

& Members of management as noted in section 3-5 of appendix B, "Considerations and Illustrations of Firm
Representations."
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October 31, 20XX

To the Review Captain:

We are providing this letter in connection with the peer review of [name of firm] as of the
date of this letter and for the year ended June 30, 20XX.

We understand that we are responsible for complying with the rules and regulations of state
boards of accountancy and other requlators. We confirm, to the best of our knowledge and
belief, that there are no known situations in which [name of firm] or its personnel have not
complied with the rules and requlations of state board(s) of accountancy or other requlatory
bodies, including applicable firm and individual licensing requirements in each state in
which it practices for the year under review.

We have provided a list of all engagements to the review captain with periods ending
(report date for financial forecasts or projections and agreed upon procedures) during the
year under review, regardless of whether issued. This list included, but was not limited to,
all engagements performed under Government Auditing Standards, audits of employee
benefit plans, audits performed under FDICIA, audits of carrying broker-dealers, and
examinations of service organizations (Service Organizations Control [SOC] 1 and SOC 2
engagements), as applicable. We understand that failure to properly include these
engagements on the list could be deemed as failure to cooperate. We also understand this
may result in termination from the Peer Review Program and, if termination occurs, will
result in referral of the matter for investigation of a possible violation to the appropriate
requlatory, monitoring, and enforcement bodies. The firm does not perform engagements
under the Statements on Auditing Standards (SASs) or Government Auditing Standards,
examinations under the Statements on Standards for Attestation Engagements (SSAES), or
engagements under the Public Company Accounting Oversight Board (PCAOB) Standards
that are not subject to permanent inspection by the PCAOB.

We have discussed significant issues from reports and communications from regulatory,
monitoring and enforcement bodies with the review captain, if applicable. We have also
provided the review captain with any other information requested, including
communications by requlatory, monitoring, or enforcement bodies relating to allegations
or_investigations in the conduct of its accounting, audit, or attestation engagements
performed and reported on by the firm, whether the matter relates to the firm or its
personnel, within three years preceding the current peer review year-end. We confirm, that
to the best of our knowledge and belief, there are no known restrictions or limitations on
the firm’s or its personnel’s ability to practice public accounting by requlatory, monitoring,
or enforcement bodies within three years preceding the current peer review year-end.

We understand the intended uses and limitations of the quality control materials we have
developed or adopted. We have tailored and augmented the materials as appropriate such
that the quality control materials encompass guidance that is sufficient to assist us in
conforming with professional standards (including the Statements on Quality Control
Standards) applicable to our accounting practice in all material respects.
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Sincerely,
[Signature(s)’]

Illustration of a Representation Letter That Has Been Tailored for Significant
Matters to Report to the Review Captain for an Engagement Review

(The firm may tailor the language in this illustration and refer to attachments to the letter
as long as adequate representations pertaining to the matters previously discussed, as
applicable, are included to the satisfaction of the review captain.)

October 31, 20XX

To the Review Captain:

We are providing this letter in connection with the peer review of [name of firm] as of the
date of this letter and for the year ended June 30, 20XX.

We understand that we are responsible for complying with the rules and requlations of state
boards of accountancy and other regulators. Other than the firm not having a practice unit
license during the year under review in one state where the firm practices (which has been
subsequently obtained), we confirm, to the best of our knowledge and belief, that there are
no known situations in which [name of firm] or its personnel have not complied with the
rules and regulations of state board(s) of accountancy or other regulatory bodies, including
applicable firm and individual licensing requirements in each state in which it practices for
the year under review.

We have provided a list of all engagements to the review captain with periods ending
(report date for financial forecasts or projections and agreed upon procedures) during the
year under review, regardless of whether issued. This list included, but was not limited to,
all engagements performed under Government Auditing Standards, audits of employee
benefit plans, audits performed under FDICIA, audits of carrying broker-dealers, and
examinations of service organizations (Service Organizations Control [SOC] 1 and SOC 2
engagements), as applicable. We understand that failure to properly include these
engagements on the list could be deemed as failure to cooperate. We also understand this
may result in termination from the Peer Review Program and, if termination occurs, will
result in referral of the matter for investigation of a possible violation to the appropriate
requlatory, monitoring, and enforcement bodies. The firm does not perform engagements
under the Statements on Auditing Standards (SASs) or Government Auditing Standards,
examinations under the Statements on Standards for Attestation Engagements (SSAES), or
engagements under the Public Company Accounting Oversight Board (PCAOB) Standards
that are not subject to permanent inspection by the PCAOB.

7 Members of management as noted in section 5 of appendix B, "Considerations and Illustrations of Firm
Representations."
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We confirm that we will implement the remedial plans for nonconforming engagements
stated in our letter of response to the peer review report.

We have discussed significant issues from reports and communications from regulatory,
monitoring and enforcement bodies with the review captain, if applicable. We have also
provided the review captain with any other information requested, including
communications by requlatory, monitoring, or enforcement bodies relating to allegations
or_investigations in the conduct of its accounting, audit, or attestation engagements
performed and reported on by the firm, whether the matter relates to the firm or its
personnel, within three years preceding the current peer review year-end. Other than the
single partner restriction to perform reviews under Statements on Standards for Accounting
and Review Services (SSARS) as determined by the AICPA Professional Ethics Division,
we confirm, that to the best of our knowledge and belief, there are no known restrictions
or limitations on the firm’s or its personnel’s ability to practice public accounting within
three years preceding the current peer review year-end.

We understand the intended uses and limitations of the guality control materials we have
developed or adopted. We have tailored and augmented the materials as appropriate such
that the quality control materials encompass guidance that is sufficient to assist us in
conforming with professional standards (including the Statements on Quality Control
Standards) applicable to our accounting and auditing practice in all material respects.

Sincerely,
[Signature(s)]

Appendix C

IHlustration of a Report With a Peer Review Rating of Pass in a System Review
209

[Firm letterhead for a firm-on-firm review; team captain’s firm letterhead for an
association formed review team.]

System-Review-ReportReport on the Firm’s System of Quality Control
October 31, 20XX

8 Members of management as noted in section 5 of appendix B, "Considerations and Illustrations of Firm
Representations."
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To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]®

We?have reviewed the system of quality control for the accounting and auditing practice
of XYZ & Co. (the firm)*in effect for the year ended June 30, 20XX. Our peer review
was conducted in accordance with the Standards for Performing and Reporting on Peer
Reviews established by the Peer Review Board of the American Institute of Certified
Public Accountants (Standards).

A summary of the tFhe nature, objectives, scope, limitations of, and the procedures
performed in a System Review areas described in the sStandards may be found at
www.aicpa.org/prsummary.  The summary also includes an explanation of how
engagements identified as not performed or reported in conformity with applicable
professional standards, if any, are evaluated by a peer reviewer to determine a peer review

rating.

Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system of quallty control
and the firm’s compliance therewith based on our review. - ;

% The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

10 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

1 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."

68

73


http://www.aicpa.org/prsummary

Required Selections and Considerations

As—reguired-by-the-standards,—eEngagements selected for review included (engagements

performed under Government Auditing Standards; audits of employee benefit plans, audits
performed under FDICIA, audits of carrying broker-dealers, and examinations of service
organizations [Service Organizations Control (SOC) 1 and SOC 2 engagements].) 2

As a part of our peer review, we considered reviews by requlatory entities as communicated
by the firm, if applicable, in determining the nature and extent of our procedures.

Opinion

In our opinion, the system of quality control for the accounting and auditing practice of
XYZ & Co.2in effect for the year ended June 30, 20XX, has been suitably designed and
complied with to provide the firm with reasonable assurance of performing and reporting
in conformity with applicable professional standards in all material respects. Firms can
receive a rating of pass, pass with deficiency(ies) or fail. XYZ & Co. has received a peer
review rating of pass.

Smith, Jones and Associates

[Name of team captain’s firm]

12| the firm performs audits of employee benefit plans, engagements performed under Government Auditing
Standards, audits of depository institutions with total assets of $500 million or greater at the beginning of its fiscal
year, audits of carrying broker-dealers, examinations of service organizations (Service Organization Control [SOC]
1 and SOC 2), or other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. For SOC
engagements, the paragraph should be tailored to reflect the type(s) selected for review. The paragraph should be
tailored to indicate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in the report.

13 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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Appendix D

Illustration of a Report With a Peer Review Rating of Pass (With a Scope
Limitation) in a System Review

210
Limitation on Scope of Review

A report with a scope limitation should be issued when the scope of the review is limited
by conditions (including those discussed in the standards) that preclude the application of
one or more peer review procedure(s) considered necessary in the circumstances and the
review team cannot accomplish the objectives of those procedures through alternate
procedures. For example, a review team may be able to apply appropriate alternate
procedures if one or more engagements have been excluded from the scope of the review.
Ordinarily, however, the team would be unable to apply alternate procedures if the firm’s
only engagement in an industry that must be selected is unavailable for review and there
isn’t an earlier issued engagement that may be able to replace it, or when a significant
portion of the firm’s accounting and auditing practice during the year reviewed had been
divested before the review began (see interpretation). A scope limitation may be included
in a report with a peer review rating of pass, pass with deficiency(ies) or fail. In this
example, the scope limitation was included in a report with a peer review rating of pass.

[Firm letterhead for a firm-on-firm review; team captain’s firm letterhead for an
association formed review team.]

System-Review-ReportReport on the Firm’s System of Quality Control
October 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]**

We® have reviewed the system of quality control for the accounting and auditing practice
of XYZ & Co. (the firm)*® in effect for the year ended June 30, 20XX. Our peer review
was conducted in accordance with the Standards for Performing and Reporting on Peer

14 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

5 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

16 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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Reviews established by the Peer Review Board of the American Institute of Certified
Public Accountants (Standards).

The nature, objectives, scope, limitations of, and the procedures performed in a System
Review are described in the sStandards at www.aicpa.org/prsummary. The summary also
includes an explanation of how engagements identified as not performed or reported in
conformity with applicable professional standards, if any, are evaluated by a peer reviewer
to determine a peer review rating.

Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system of quallty control
and the f|rm S compllance thereW|th based on our review. - ;

Required Selections and Considerations

As—reguired-by-the-standards,—eEngagements selected for review included (engagements

performed under Government Auditing Standards; audits of employee benefit plans, audits
performed under FDICIA, audits of carrying broker-dealers, and examinations of service
organizations [Service Organizations Control (SOC) 1 and SOC 2 engagements]). *’

171f the firm performs audits of employee benefit plans, engagements performed under Government Auditing
Standards, audits of depository institutions with total assets of $500 million or greater at the beginning of its fiscal
year, audits of carrying broker-dealers, examinations of service organizations (Service Organization Control [SOC]
1 and SOC 2) or other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. For SOC
engagements, the paragraph should be tailored to reflect the type(s) selected for review. The paragraph should be
tailored to indicate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in the report.
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As a part of our peer review, we considered reviews by requlatory entities as communicated
by the firm, if applicable, in determining the nature and extent of our procedures.

Scope Limitationi

In performing our review, the firm notified us that we would be unable to review the
engagements performed by one of its former partners who left the firm during the peer
review year. Accordingly, we were unable to include in our engagement selection any of
the divested engagements. That partner’s responsibility was concentrated in the
construction industry. The engagements excluded from our engagement selection process
included audit engagements and comprised approximately 15 percent of the firm’s audit
and accounting practice during the peer review year.

Opinion

In our opinion, except for any deficiencies or significant deficiencies that might have come
to our attention had we been able to review divested engagements, as previously described,
the system of quality control for the accounting and auditing practice of XYZ & Co.*%in
effect for the year ended June 30, 20XX, has been suitably designed and complied with to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. Firms can receive a rating of pass,
pass with deficiency(ies) or fail. XYZ & Co. has received a peer review rating of pass (with
a scope limitation).

Smith, Jones and Associates

[Name of team captain’s firm]

Appendix E

llustration of a Report With a Peer Review Rating of Pass With Deficiencies in
a System Review

211

18 The scope limitation provided is an example provided for illustrative purposes only.

19 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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The deficiencies and—related—recommendations—provided are examples provided—for
illustrative purposes only. Any one or more of the deficiencies, based on the relative
importance of the deficiency to the system of quality control as a whole, could result in a
report with a peer review rating of pass with deficiencies or fail.

[Firm letterhead for a firm-on-firm review; team captain’s firm letterhead for an
association formed review team.]

System-Review-ReportReport on the Firm’s System of Quality Control
August 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]?°

We?! have reviewed the system of quality control for the accounting and auditing practice
of XYZ & Co. (the firm)?? in effect for the year ended June 30, 20XX. Our peer review
was conducted in accordance with the Standards for Performing and Reporting on Peer
Reviews established by the Peer Review Board of the American Institute of Certified
Public Accountants (Standards).

A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in _a System Review areas described in the sStandards may be found at
www.aicpa.org/prsummary.  The summary also includes an explanation of how
engagements identified as not performed or reported in conformity with applicable
professional standards, if any, are evaluated by a peer reviewer to determine a peer review

rating.

Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or

20 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

21 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

22 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system of quallty control
and the firm’s compllance thereW|th based on our review. - ;

Required Selections and Considerations

As—reguired-by-the-standards,—eEngagements selected for review included (engagements

performed under Government Auditing Standards; audits of employee benefit plans, audits
performed under FDICIA, audits of carrying broker-dealers, and examinations of service
organizations [Service Organizations Control (SOC) 1 and SOC 2 engagements]).?®

As a part of our peer review, we considered reviews by requlatory entities as communicated
by the firm, if applicable, in determining the nature and extent of our procedures.

Deficiencies?tldentified in the Firm’s System of Quality Control

We noted the following deficiencies?>during our review:

2 1f the firm performs audits of employee benefit plans, engagements performed under Government Auditing
Standards, audits of depository institutions with total assets of $500 million or greater at the beginning of its fiscal
year, audits of carrying broker-dealers, examinations of service organizations (Service Organization Control [SOC]
1 and SOC 2) or other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. For SOC
engagements, the paragraph should be tailored to reflect the type(s) selected for review. The paragraph should be
tailored to indicate if single or multiple engagements were selected for review (for example, an audit versus audits).

If the firm does not perform such engagements, this paragraph is not applicable and not included in the report.

24 Should be tailored to indicate a single deficiency, when applicable.

2> The deficiencies provided are examples for illustrative purposes only.
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policies and procedures addressing continuing
professional education (CPE) are not sufficient to provide reasonable assurance that
its personnel will have the competence necessary to perform engagements in
accordance with professional and regulatory requirements. Although the firm’s
policies require that personnel attain a minimum of 40 hours of CPE courses
annually and comply with CPE requirements of the applicable external bodies, it
lacks appropriate procedures to determine whether the personnel are in compliance
with these requirements. During our review, we noted several personnel who did
not comply with CPE requirements of Government Auditing Standards. In our
opinion, this contributed to audit engagements performed under Government
Auditing Standards that did not conform to professional standards in all material

respects.

2. Deficieney— Certain of Fthe firm’s quality control policies and procedures

regarding engagement performance have not been suitably designed or complied
with to provide reasonable assurance that audit engagements are consistently
performed in accordance with professional standards. More specifically, we noted
financial statements were missing several significant disclosures specific to the
construction industry as required by generally accepted accounting principles. In
our opinion, this contributed to audit engagements in the construction industry that
did not conform to professional standards in all material respects. reguire-that
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Opinion

In our opinion, except for the deficiencies previously described, the system of quality
control for the accounting and auditing practice of XYZ & Co.%8 in effect for the year ended
June 30, 20XX, has been suitably designed and complied with to provide the firm with
reasonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies), or fail. XYZ & Co has received a peer review rating of pass with
deficiencies.

Smith, Jones and Associates

[Name of team captain’s firm]

Appendix F

Illustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Pass With Deficiencies in a System Review

212

The purpose of a letter of response is to describe the actions the firm has taken or will take,
including the timing of the planned actions, to prevent a recurrence of each deficiency
discussed in the report. If the reviewed firm disagrees with one or more of the deficiencies
errecommendations-in the report, the reviewed firm should contact the administering entity

for assistance. I the firm still disagrees after contacting the administering entity, the firm’s

response-should-deseribe-thereasensforsuech-disagreement—For more information related
to disagreements, see paragraph .93 of the standards. The letter of response should be

carefully prepared because of the important bearing it may have on the decisions reached
in connection with acceptance of the report on the review (see paragraphs .136-.140,

% The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add “applicable to engagements not subject to PCAOB permanent inspection.”
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“Accepting System and Engagement Reviews”) and should be tailored to address the firm’s
remediation plans for the deficiencies described in its peer review report. The letter of
response should be submitted to the team captain for review and comment prior to the firm

submitting-therespense-to-the-administering-entityexit conference.

[Reviewed firm’s letterhead]

September2August 31, 20XX

[Addressed to the peer review committee of the administering entity]?’

Ladies and Gentlemen:

This letter represents our?® response to the report issued in connection with the peer review
of the firm’s system of quality control for the accounting and auditing practice in effect for
the year ended June 30, 20XX. The eerrective-remedial actions discussed in this letter will
be monitored to ensure that they are effectively implemented as part of our system of
quality control.

21.3%  The firm alse-modified its quality control policies and procedures to include
monitoring of firm personnel’s compliance with requlatory and organization
membership requirements. The importance of meeting these CPE requirements
was discussed in a recent training session held in connection with a recent firm wide
staff meeting. Additionally, the training session included sufficient Yellow Book
CPE such that all firm personnel have met the requlatory requirements. The impact
to the Yellow Book audits for failure to take sufficient CPE timely is currently
being discussed with the Government Accountability Office (GAQ) and the firm

will remedlate as necessary based on that dlscussmn elaee—a—greater—emphasrs—en

27 The response of a firm whose review is administered by the National Peer Review Committee should be addressed
as follows: To the National Peer Review Committee.

28 The response should use the singular I, me, and my only when the reviewed firm is a sole practitioner.

30 The numbermq of responses, to coincide wrth the numbered comments in the report is optional.
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32. In addition, at that training session, the importance of proper use of the firm’s
reporting and disclosure checklists appropriate to the industry of the engagement
being performed was discussed. We discussed the proper resolution of points or
topics unfamiliar to the individual completing the checklist or those reviewing its
completion. The firm’s CPE plan for partners and managers now includes annual
updates on industry specific disclosure issues._The audit reports associated with
these engagements have been recalled and will be reissued after the significant
disclosures are added to the financial statements.

As-previoushy-mentionedtThese eorrective-remedial actions will also be emphasized in
our monitoring procedures and internal inspection.

We believe these actions are responsive to the findings of the review.
Sincerely,

[Name of Firm]3!

Appendix G

Illustration of a Report With a Peer Review Rating of Pass With Deficiencies
(With a Scope Limitation) in a System Review

213

The deficiencies and—related—recommendations—provided are examples previded—for
illustrative purposes only. Any one or more of the deficiencies, based on the relative
importance of the deficiency to the system of quality control as a whole, could result in a
report with a peer review rating of pass with deficiencies or fail.

Limitation on Scope of Review

A report with a scope limitation should be issued when the scope of the review is limited
by conditions (including those discussed in the standards) that preclude the application of
one or more peer review procedure(s) considered necessary in the circumstances and the
review team cannot accomplish the objectives of those procedures through alternate
procedures. For example, a review team may be able to apply appropriate alternate
procedures if one or more engagements have been excluded from the scope of the review.
Ordinarily, however, the team would be unable to apply alternate procedures if the firm’s
only engagement in an industry that must be selected is unavailable for review and there

31 Signed by an authorized partner of the firm.
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isn’t an earlier issued engagement that may be able to replace it, or when a significant
portion of the firm’s accounting and auditing practice during the year reviewed had been
divested before the review began (see interpretation). A scope limitation may be included
in a report with a peer review rating of pass, pass with deficiency(ies), or fail. In this
example, the scope limitation was included in a report with a peer review rating of pass
with deficiencies, where one of the deficiencies related to the circumstances of the scope
limitation.

[Firm letterhead for a firm-on-firm review; team captain’s firm letterhead for an
association formed review team.]

System-Review-ReportReport on the Firm’s System of Quality Control
October 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]?

We3 have reviewed the system of quality control for the accounting and auditing practice
of XYZ & Co. (the firm)* in effect for the year ended June 30, 20XX. Except as
subsequently described, our peer review was conducted in accordance with the Standards
for Performing and Reporting on Peer Reviews established by the Peer Review Board of
the American Institute of Certified Public Accountants (Standards).

A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in_a System Review areas described in the sStandards may be found at
www.aicpa.org/prsummary.  The summary also includes an explanation of how
engagements identified as not performed or reported in conformity with applicable
professional standards, if any, are evaluated by a peer reviewer to determine a peer review

rating.

32 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee

33 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

34 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system of quallty control
and the flrm S compllance thereW|th based on our review. : ;

Required Selections and Considerations

As—reguired—by—thestandards—eEngagements selected for review included (audits of

employee benefit plans, audits performed under FDICIA, audits of carrying broker-dealers,
and examinations of service organizations [Service Organizations Control (SOC) 1 and
SOC 2 engagements]).*®

As a part of our peer review, we considered reviews by requlatory entities as communicated
by the firm, if applicable, in determining the nature and extent of our procedures.

Deficiencies3¢ Identified in the Firm’s System of Quality Control

We noted the following deficiencies®’ during our review:

35 1f the firm performs audits of employee benefit plans, engagements performed under Government Auditing
Standards, audits of depository institutions with total assets of $500 million or greater at the beginning of its fiscal
year, audits of carrying broker-dealers, examinations of service organizations (Service Organization Control [SOC]
1 and SOC 2) or other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. For SOC
engagements, the paragraph should be tailored to reflect the type(s) selected for review. The paragraph should be
tailored to indicate if single or multiple engagements were selected for review (for example, an audit versus audits).

If the firm does not perform such engagements, this paragraph is not applicable and not included in the report.

36 Should be tailored to indicate a single deficiency, when applicable.

37 The deficiencies provided are examples for illustrative purposes only.
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Certain of the f|rm S qualltv control poI|C|es and procedures addressmq human
resources have not been suitably designed or complied with to provide reasonable
assurance that its personnel will have the capabilities necessary to perform
engagements in accordance with professional standards. Although the firm’s
policies require that candidates meet certain gqualifications and its procedures
require obtaining relevant supporting documentation, we noted several instances in
which the files for personnel hired through methods other than the firm’s college
campus recruiting program did not contain evidence that the individual met the
firm’s stated qualifications. Upon further investigation by the firm, it was noted that
these individuals did not actually meet the firm’s stated qualifications for hire. In
our opinion, this contributed to engagements that did not conform to professional
standards in all material respects.

2. Deficieney— Certain of the firm’s quality control policies and procedures
regarding engagement performance have not been suitably designed or complied
with to provide reasonable assurance that audit engagements are consistently
performed in accordance with applicable requlatory requirements. As-previeusly

noted_in the following text, in-performing-ourreviewthefirm-notified-us-that-we

would-bewe were unable to select #s-the firm’s only audit subject to Government
Auditing Standards (Yellow Book). As a result, the firm was not in compliance
with the Yellow Book peer review engagement selection requirements.

Scope Limitation38

In performing our review, the firm notified us that we would be unable to select its only
audit subject to Government Auditing Standards (Yellow Book). As a result, we were

38 The scope limitation provided is an example provided for illustrative purposes only.
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unable to review all of the types of engagements required to be selected by the standards
established by the Peer Review Board of the AICPA.

Opinion

In our opinion, except for the effects of the deficiency previously described and any
additional deficiencies or significant deficiencies that might have come to our attention had
we been able to review the engagement as previously described, the system of quality
control for the accounting and auditing practice of XYZ & Co.% in effect for the year ended
June 30, 20XX, has been suitably designed and complied with to provide the firm with
reasonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies), or fail. XYZ & Co has received a peer review rating of pass with
deficiencies (with a scope limitation).

Smith, Jones and Associates

[Name of team captain’s firm]

Appendix H

Illustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Pass With Deficiencies (With a Scope Limitation) in a System Review

214

The purpose of a letter of response is to describe the actions the firm has taken or will take,
including the timing of the planned actions, to prevent a recurrence of each deficiency
discussed in the report. If the reviewed firm disagrees with one or more of the deficiencies
errecommendations-in the report, the reviewed firm should contact the administering entity

for assistance. I the firm still disagrees after contacting the administering entity, the firm’s

respense-sheuld-deseribe-thereasens-for-such-disagreement—For more information related
to disagreements, see paragraph .93 of the standards. The letter of response should be

carefully prepared because of the important bearing it may have on the decisions reached
in connection with acceptance of the report on the review (see paragraphs .136-.140,
“Accepting System and Engagement Reviews”) and should be tailored to address the firm’s
remediation plans for the deficiencies described in its peer review report. The letter of

3% The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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response should be submitted to the team captain for review and comment prior to the firm

submitting-therespense-to-the-administering-entityexit conference.

[Reviewed firm’s letterhead]

November-October 3031, 20XX
[Addressed to the peer review committee of the administering entity]*°
Ladies and Gentlemen:

This letter represents our! response to the report issued in connection with the peer review
of the firm’s system of quality control for the accounting and auditing practice in effect for
the year ended June 30, 20XX.

1.2 The firm created a checklist to assist human resources in verifying the firm’s
stated personnel qualifications are met prior to being hired and alse modified its
quality control policies and procedures to require inclusion of that checklist in the
employee’s personnel record. This remedial action will be monitored to ensure that
it is effectively implemented as part of our system of quality control. To determine
the extent of the necessary remediation, we have contacted our attorney and clients
and will remediate as necessary based on those discussions and in conformity with
AU-C section 585, Consideration of Omitted Procedures After the Report Release

Date (AICPA Professmnal Standards) elaee—a—g%eater—emphasm—en—paﬁne#

2. Due to circumstances that we deemed appropriate, we notified the peer reviewer
that he would be unable to select our only audit subject to Government Auditing
Standards in the peer review. This was an initial engagement and an engagement
performed under Government Auditing Standards,is-the-enly-governmental-audit
theﬂfwmhas—pepf-epme@ SO there were no prewous audlts for the reviewer to select.

—We have

conS|dered the consequences of noncompliance related to thls matter _ We

understand that until our firm’s most recently completed peer review includes
selection of an engagement performed under Government Auditing Standards our

0 The response of a firm whose review is administered by the National Peer Review Committee should be addressed
as follows: To the National Peer Review Committee.

1 The response should use the singular I, me, and my only when the reviewed firm is a sole practitioner.

42 The numbering of responses, to coincide with the numbered comments in the report, is optional.
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audit reports for such engagements will need to include an exception regarding our
lack of compliance with peer review reguirements.

Sincerely,

[Name of Firm]*®

Appendix |

Illustration of a Report With a Peer Review Rating of Fail in a System Review

215

The deficiencies and—related—recommendations—provided are examples previded—for
illustrative purposes only. Any one or more of the deficiencies, based on the relative
importance of the deficiency to the system of quality control as a whole, could result in a
report with a peer review rating of pass with deficiencies or fail.

[Firm letterhead for a firm-on-firm review; team captain’s firm letterhead for an
association formed review team.]

System-Review-ReportReport on the Firm’s System of Quality Control
October 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]**

We* have reviewed the system of quality control for the accounting and auditing practice
of XYZ & Co. (the firm)*® in effect for the year ended June 30, 20XX. Our peer review
was conducted in accordance with the Standards for Performing and Reporting on Peer
Reviews established by the Peer Review Board of the American Institute of Certified
Public Accountants_(Standards).

43 Signed by an authorized partner of the firm.
44 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

5 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

46 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in_a System Review areas described in the sStandards may be found at
www.aicpa.org/prsummary.  The summary also includes an explanation of how
engagements identified as not performed or reported in conformity with applicable
professional standards, if any, are evaluated by a peer reviewer to determine a peer review

rating.

Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system of quallty control
and the flrm S compllance thereW|th based on our review. : ;

Required Selections and Considerations

As—reguired-by-the-standards,—eEngagements selected for review included (engagements

performed under Government Auditing Standards; audits of employee benefit plans, audits
performed under FDICIA, audits of carrying broker-dealers, and examinations of service
organizations [Service Organizations Control (SOC) 1 and SOC 2 engagements]).*’

As a part of our peer review, we considered reviews by requlatory entities as communicated
by the firm, if applicable, in determining the nature and extent of our procedures.

47 If the firm performs audits of employee benefit plans, engagements performed under Government Auditing
Standards, audits of depository institutions with total assets of $500 million or greater at the beginning of its fiscal
year, audits of carrying broker-dealers, examinations or service organizations (Service Organization Control [SOC]
1 and SOC 2) or other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. For SOC
engagements, the paragraph should be tailored to reflect the type(s) selected for review. The paragraph should be
tailored to indicate if single or multiple engagements were selected for review (for example, an audit versus audits).

If the firm does not perform such engagements, this paragraph is not applicable and not included in the report.
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Significant Deficiencies?® Identified in the Firm’s System of Quality Control

We noted the following significant deficiencies*® during our review:

firm’s quality control policies and procedures do not provide reasonable assurance

that the firm will comply with applicable professional standards and will issue
reports that are appropriate in the circumstances, as a result of the following
significant deficiencies:

e The firm lacks policies and procedures addressing new engagement acceptance
to only undertake engagements for which it has the capabilities, resources, and
professional competence to complete in accordance with applicable
professional standards.

e The firm lacks policies and procedures addressing continuing professional
education (CPE) to require its personnel to obtain relevant training to prepare
for engagements in new industries or service areas.

e Firm leadership has not implemented policies and procedures to provide clear,
consistent, and frequent actions and messages from all levels of the firm’s
management that emphasize the firm’s commitment to quality.

In our opinion, the significant deficiencies described previously contributed to an
employee benefit plan audit that did not conform to professional standards in all
material respects. During our review, we discovered that the firm had undertaken
an_employee benefit plan audit without performing appropriate acceptance
procedures, including the engagement partner obtaining relevant CPE or otherwise
obtaining sufficient knowledge to conduct the audit.

8 Should be tailored to indicate a single significant deficiency, when applicable.

42 When considered together, the deficiencies rise to the level of significant deficiencies._The significant
deficiencies provided are examples for illustrative purposes only.
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reports: The firm’s quality control policies and procedures addressing continuing
professional education (CPE) are not sufficient to provide reasonable assurance that
its personnel will have the competence necessary to perform engagements in
accordance with professional and regulatory requirements. The courses taken by
firm personnel did not provide them with sufficient information about current
developments in accounting and auditing matters. In our opinion, this led to firm
personnel being unable to appropriately address recent pronouncements and new
disclosure requirements; and failure to consider new auditing standards and other
required communications. This contributed to audit engagements performed under
Government Auditing Standards, and audits in other industries that did not conform
to professional standards in all material respects.

firm’s quality control policies and procedures regarding monitoring do not provide
it with reasonable assurance that the policies and procedures relating to the system
of quality control are relevant, adequate, and operating effectively. The firm’s
guality control policies and procedures do not:

e Include an ongoing consideration and evaluation of the firm’s system of quality
control, including inspection or a periodic review of engagement
documentation, reports, and clients’ financial statements for a selection of
completed engagements

e Require responsibility for the monitoring process to be assigned to a partner or
partners or other persons with sufficient and appropriate experience and
authority in the firm to assume that responsibility

e Assign the performance of monitoring the firm’s system of quality control to
gualified individuals
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Opinion

In our opinion, as a result of the significant deficiencies previously described, the system
of quality control for the accounting and auditing practice of XYZ & Co.*in effect for the
year ended June 30, 20X X, was not suitably designed or complied with to provide the firm
with reasonable assurance of performing or reporting in conformity with applicable
professional standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies), or fail. XYZ & Co has received a peer review rating of fail.

Smith, Jones and Associates

[Name of team captain’s firm]

Appendix J

lllustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Fail in a System Review

216

%0 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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The purpose of a letter of response is to describe the actions the firm has taken or will take,
including the timing of the planned actions, to prevent a recurrence of each of the
significant deficiencies discussed in the report. If the reviewed firm disagrees with one or
more of the significant deficiencies errecemmendations-in the report, the reviewed firm

should contact the admlnlsterlng entlty for aSSIStance +f—the—ﬂ|cm—suu—d+sag¥ees—a#e¥

suehcsagreemem—For more |nformat|on related to dlsagreements see Qaragragh .93 of
the standards. The letter of response should be carefully prepared because of the important

bearing it may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136-.140, “Accepting System and Engagement Reviews”)
and should be tailored to address the firm’s remediation plans for the significant
deficiencies described in its peer review report. The letter of response should be submitted

to the team captain for review and comment prior to the firm-submitting-the-respense-to
the-administeringentityexit conference.

November-October 3031, 20XX

[Addressed to the peer review committee of the administering entity]*
Ladies and Gentlemen:

This letter represents our®? response to the report issued in connection with the peer review
of the firm’s system of quality control for the accounting and auditing practice in effect for
the year ended June 30, 20XX. The firm is committed to providing clear, consistent, and
frequent actions and messages from all levels of the firm’s management to emphasize the
firm’s commitment to quality. The remedial actions discussed in this letter will be

monitored to ensure that they are effectively |mplemented as part of our system of quality
control.

modified its quallty control poI|C|es and procedures to require the followmq

1 The response of a firm whose review is administered by the National Peer Review Committee should be addressed
as follows: To the National Peer Review Committee.

52 The response should use the singular I, me, and my only when the reviewed firm is a sole practitioner.

53 The numbering of responses, to coincide with the numbered comments in the report, is optional.
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e Use of practice aids to document procedures performed to assess competency
for undertaking new engagements. The practice aid is designed to ensure that
the firm 1) is competent to perform the engagement and has the capabilities,
including time and resources, to do so, 2) can comply with legal and relevant
ethical requirements, and 3) has considered the integrity of the client.

e Inclusion of a CPE plan for obtaining relevant training to prepare for
engagements in new industries or service areas in the client acceptance file.

The firm has recalled the audit report for the employee benefit plan audit and has
hired a third party to perform a preissuance review prior to reissuing our report.

2. We have joined the AICPA Governmental Audit Quality Center and Employee
Benefit Plan Audit Quality Center. The firm modified its quality control policies
and procedures to require personnel that perform engagements in these specialized
areas to attend at least eight hours of CPE annually in the specialized area. We are
committed to promptly completing our evaluation of the audit engagements,
including whether audited financial statements should be recalled and reissued to
include the omitted disclosures. The omitted procedures will be performed and
documentation will be added in a memo to the engagement files of the audit
performed under Government Auditing Standards and the audits in other industries
identified as not in conformity with professional standards.

3. The firm’s system of quality control was modified to include monitoring procedures
to provide it with reasonable assurance that the firm’s policies and procedures
relating to the system of gquality control are relevant, adequate, and operating
effectively. Specifically, the firm will monitor compliance with all functional areas
of the system and will perform annual inspections on a sample of engagements. We
intend to hire a Quality Control Director who will be responsible for developing
and implementing our monitoring and inspection procedures.\We-have-purchased
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The results of our peer review will be discussed in a firm-wide meeting to be held on
November 22, 20X X, and an emphasis on guality will be reinforced with all engagement

partners and their teams. Iheﬂ#mw»mmﬁed%&streng%hemnguﬂ&memmnngﬁ%m

Sincerely,

[Name of Firm]>*

Appendix K

Illustration of a Report With a Peer Review Rating of Fail (With a Scope
Limitation) in a System Review

217

The deficiencies and—related—recommendations—provided are examples—previded for
illustrative purposes only. Any one or more of the deficiencies, based on the relative
importance of the deficiency to the system of quality control as a whole, could result in a
report with a peer review rating of pass with deficiencies or fail.

Limitation on Scope of Review

A report with a scope limitation should be issued when the scope of the review is limited
by conditions (including those discussed in the standards) that preclude the application of
one or more peer review procedure(s) considered necessary in the circumstances and the
review team cannot accomplish the objectives of those procedures through alternate
procedures. For example, a review team may be able to apply appropriate alternate
procedures if one or more engagements have been excluded from the scope of the review.
Ordinarily, however, the team would be unable to apply alternate procedures if the firm’s
only engagement in an industry that must be selected is unavailable for review and there is
not an earlier issued engagement that may be able to replace it, or when a significant portion
of the firm’s accounting and auditing practice during the year reviewed had been divested
before the review began (see interpretation). A scope limitation may be included in a report
with a peer review rating of pass, pass with deficiency(ies), or fail. In this example, the
scope limitation was included in a report with a peer review rating of fail.

54 Signed by an authorized partner of the firm.
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[Firm letterhead for a firm-on-firm review; team captain’s firm letterhead for an
association formed review team.]

System-Review-ReportReport on the Firm’s System of Quality Control
October 31, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]>

We®® have reviewed the system of quality control for the accounting and auditing practice
of XYZ & Co. (the firm)® in effect for the year ended June 30, 20XX. Our peer review
was conducted in accordance with the Standards for Performing and Reporting on Peer
Reviews established by the Peer Review Board of the American Institute of Certified
Public Accountants_(Standards).

A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in_a System Review areas described in the sStandards may be found at
www.aicpa.org/prsummary.  The summary also includes an explanation of how
engagements identified as not performed or reported in conformity with applicable
professional standards, if any, are evaluated by a peer reviewer to determine a peer review

rating.

Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

55 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

%6 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

57 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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Peer Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system of quallty control
and the f|rm S compllance thereW|th based on our review.

Required Selections and Considerations

As—reguired-by-the-standards,—eEngagements selected for review included (engagements

performed under Government Auditing Standards; audits of employee benefit plans, audits
performed under FDICIA, audits of carrying broker-dealers, and examinations of service
organizations [Service Organizations Control (SOC) 1 and SOC 2 engagements]).%8

As a part of our peer review, we considered reviews by requlatory entities as communicated
by the firm, if applicable, in determining the nature and extent of our procedures.

Significant Deficiencies® Identified in the Firm’s System of Quality Control

In addition, we noted the following significant deficiencies®® during our review:

58 |f the firm performs audits of employee benefit plans, engagements performed under Government Auditing
Standards, audits of depository institutions with total assets of $500 million or greater at the beginning of its fiscal
year, audits of carrying broker-dealers, examinations of service organizations (Service Organization Control [SOC]
1 and SOC 2) or other engagements required to be selected by the board in interpretations, the engagement type(s)
selected for review should be identified in the report using this paragraph, tailored as applicable. For SOC
engagements, the paragraph should be tailored to reflect the type(s) selected for review. The paragraph should be
tailored to indicate if single or multiple engagements were selected for review (for example, an audit versus audits).
If the firm does not perform such engagements, this paragraph is not applicable and not included in the report.

59 Should be tailored to indicate a single significant deficiency, when applicable.

80 When considered together, the deficiencies rise to the level of significant deficiencies._The significant
deficiencies provided are examples for illustrative purposes only.
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firm’s policies and procedures regarding relevant ethical considerations are not
sufficient to provide it with reasonable assurance that the firm and its personnel
maintain_independence when required The firm’s quality control policies and
procedures require that written independence representations be obtained annually
from all partners and personnel and then be reviewed by a partner in the firm
assigned overall responsibility for such matters. During our review, we noted that
the responsible partner left the firm in the early part of the year and her
responsibilities in this area had not been reassigned. As a result, several of the
firm’s personnel failed to sign such a representation. Written independence
representations were subsequently obtained but there were instances on
engagements reviewed when the firm was not independent with respect to the
financial statements on which it reported. In our opinion, this contributed to the
firm failing to be independent on an audit of an employee benefit plan and an audit
in another industry, resulting in engagements that did not conform to professional
standards in all material respects.

reports: The firm’s policies and procedures regarding acceptance and continuance
of clients are not sufficient to provide it with reasonable assurance that its personnel
are competent to perform the engagement and have the capabilities to do so. The
firm accepted an audit in a specialized industry in which it had no experience or
expertise and did not take steps to obtain competency prior to issuing the audit
report. In our opinion, this contributed to an employee benefit plan audit that was
not performed in accordance with professional standards in all material respects.
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firm’s use of the standardized planning forms required by its quality control policies
and procedures for engagement performance are not consistently complied with to
provide reasonable assurance that audit engagements are performed in accordance
with professional standards. Despite such forms including audit planning steps for
considering preliminary judgments about materiality levels, fraud risk factors,
planned assessed level of control risk, analytical review procedures, and conditions
that may require an extension of or a modification of tests, we noted several
engagements that lacked sufficient evidence of such considerations. In our opinion,
this contributed to audits of employee benefit plans and engagements in other
industries that did not conform to professional standards in all material respects.

Scope Limitation&

In performing our review, the firm notified us that we would be unable to review the
engagements performed by one of the firm’s four offices that divested from the firm during
the peer review year. As a result, we were unable to include within our engagement
selection any engagements issued by that office. The engagements excluded from our
engagement selection process included audit engagements and composed approximately
20 percent of the firm’s audit and accounting hours during the peer review year.

Opinion

In our opinion, as a result of the significant deficiencies previously described, and any
additional significant deficiencies that might have come to our attention had we been able

51 The scope limitation provided is an example provided for illustrative purposes only.
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to review engagements from the divested office as previously described, the system of
quality control for the accounting and auditing practice of XYZ & Co0.%2 in effect for the
year ended June 30, 20XX was not suitably designed or complied with to provide the firm
with reasonable assurance of performing or reporting in conformity with applicable
professional standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies), or fail. XYZ & Co has received a peer review rating of fail (with a scope
limitation).

Smith, Jones and Associates

[Name of team captain’s firm]

Appendix L

Illustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Fail (With a Scope Limitation) in a System Review
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The purpose of a letter of response is to describe the actions the firm has taken or will take
including the timing of the planned actions, to prevent a recurrence of each of the
significant deficiencies discussed in the report. If the reviewed firm disagrees with one or
more of the significant deficiencies;-er+recommendations in the report, the reviewed firm

should contact the admlnlsterlng entlty for aSS|stance Jrf—the—mm—snu—dﬁag%ees—a#e#

sueh—dﬁagreemen{—For more mformatlon related to dlsagreements see paragraph .93 of
the standards. The letter of response should be carefully prepared because of the important

bearing it may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136-.140, “Accepting System and Engagement Reviews”)
and should be tailored to address the firm’s remediation plans for the significant
deficiencies described in its peer review report. The letter of response should be submitted

to the team captain for review and comment prior to the firm-submitting-the-response-to
the-administering-entityexit conference.

November-October 3031, 20XX

[Addressed to the peer review committee of the administering entity]®

Ladies and Gentlemen:

52 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection.”

8 The response of a firm whose review is administered by the National Peer Review Committee should be addressed
as follows: To the National Peer Review Committee.

96

101



This letter represents our® response to the report issued in connection with the peer review
of the firm’s system of quality control for the accounting and auditing practice in effect for

the year ended June 30, 20XX AH—issues—have—been—bFeb@#n—te—the—attemren—ef—me

We notified our peer reviewer that he would be unable to review the engagements
performed by one of our firm’s four offices that divested from our firm during the peer
review year. We have considered the consequences of this scope limitation on the results
of our peer review.

1.8 The firm’s monitoring procedures were modified to provide it with reasonable
assurance that the firm’s policies and procedures are relevant, adequate, and
operating effectively. Specifically, the firm will monitor compliance with relevant
ethical considerations and perform annual testing of a sample of personnel
independence confirmations. We have contacted our attorney, clients, and
applicable requlatory bodies to discuss the impact of the independence violations
and will remedlate the enqaqements as requwed by professmnal standards Seve#al

2. The firm has contacted two other accounting firms with expertise in Employee
Retirement Income Security Act (ERISA) audits,—develepment-stage-companies;
and-other—industries—that-are-skimiarto—eurs: We have implemented a plan for
consultation with these firms for guidance in situations with which we are
unfamiliar._We have also joined the AICPA Employee Benefit Plan Audit Quality
Center. The omitted procedures will be performed and documentation will be
added in a memo to the engagement file. We will engage one of the accounting
firms to review the engagement working papers prior to finalizing the memo and to
perform engagement quality control reviews of future employee benefit plan audits.

3. We have purchased practice aids that are specific to the industries of our clients and
have instructed staff and partners on their use._ At our next staff meeting on
November 22, 20XX, we will emphasize

4—At-the-staff-meeting-previoushymentioned; the importance of proper use of the
firm’s practice aids. reporting-and-disclosure-checklist-was-discussed-including

54 The response should use the singular I, me, and my only when the reviewed firm is a sole practitioner.

85 The numbering of responses, to coincide with the numbered comments in the report, is optional.
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the-use-of checklistsfor-specialized-industries: We will also discussed the proper

resolution of points or topics unfamiliar to the individual completing the checklist
or those reviewing its completion. The firm’s CPE plan for partners and managers
now includes annual updates on the firm’s expectations for performing and
documenting audit planning considerations.éiselosure-tssues:

The firm is committed to strengthening its monitoring policies and procedures.;-espectatly
as-they relate-to-a-thmely-post-issuancereview-of-engagements: We have acquired quality
control materials to guide the firm, and supervision of the monitoring process has been
assigned to a partner. Additionally, outside assistance (as previously mentioned) has been
sought, and theseis individuals will be available for consultation and guidance.

Sincerely,
[Name of Firm]%®

Appendix M

lHlustration of a Report With a Peer Review Rating of Pass in an Engagement
Review

219

In the event of a scope limitation, include an additional paragraph (as described in
paragraph .122j of the standards), and follow the illustrations for System Reviews with
scope limitations (see appendixes D, “lllustration of a Report With a Peer Review Rating
of Pass (With a Scope Limitation) in a System Review;” G, “Illustration of a Report With
a Peer Review Rating of Pass With Deficiencies (With a Scope Limitation) in a System
Review;” and K, “Hlustration of a Report With a Peer Review Rating of Fail (With a Scope
Limitation) in a System Review”).

[Administering entity letterhead for a committee-appointed review team review; firm
letterhead for a firm-on-firm review; review captain’s firm letterhead for an association
formed review team]

Engagement-Review-ReportReport on the Firm’s Conformity With Professional Standards
on Engagements Reviewed’

September 30, 20XX

% Signed by an authorized partner of the firm

57 The report title and body should be tailored as appropriate when a single engagement is reviewed. The title

should be changed to “Report on the Firm’s Conformity With Professional Standards on an Engagement Reviewed.”
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To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]

We®° have reviewed selected accounting engagements of XYZ & Co. (the firm) issued
with periods ending or report dates during the year ended June 30, 20XX, as applicable.
Our peer review was conducted in accordance with the Standards for Performing and
Reporting on Peer Reviews established by the Peer Review Board of the American Institute
of Certified Public Accountants_(Standards).

A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in _an Engagement Review areas described in the sStandards may be found at
WWWw.aicpa.org/prsummary.

Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to evaluate whether the engagements submitted for review were
performed and reported on in conformity with applicable professional standards in all
material respects.

An Engagement Review does not include reviewing the firm’s system of quality control
and compliance therewith and, accordlngly we express no oplnlon or any form of
assurance on that system

%8 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

8 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

0 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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Conclusion

Based on our review, nothing came to our attention that caused us to believe that the
engagements submitted for review by XYZ & Co."! issued with periods ending during the
year ended June 30, 20XX, were not performed and reported on in conformity with
applicable professional standards in all material respects. Firms can receive a rating of pass,
pass with deficiency(ies), or fail. XYZ & Co has received a peer review rating of pass.

Smith, Jones and Associates [Name of review captain’s firm on firm-on-firm review or
association formed review team]

[or]
John Brown, Review Captain

[Committee-appointed review team review]

Appendix N

lllustration of a Report With a Peer Review Rating of Pass With Deficiencies in
an Engagement Review

220

This illustration assumes the review captain concludes that deficiencies are not evident on
all of the engagements submitted for review. Otherwise, this firm would have received a
peer review rating of fail.

In the event of a scope limitation, include an additional paragraph (as described in
paragraph .122j of the standards), and follow the illustrations for System Reviews with
scope limitations (appendixes D, “lllustration of a Report With a Peer Review Rating of
Pass (With a Scope Limitation) in a System Review;” G, “lllustration of a Report With a
Peer Review Rating of Pass With Deficiencies (With a Scope Limitation) in a System
Review;” and K, “Illustration of a Report With a Peer Review Rating of Fail (With a Scope
Limitation) in a System Review”).

[Administering entity letterhead for a committee-appointed review team review; firm
letterhead for a firm-on-firm review; review captain’s firm letterhead for an association
formed review team]

"L The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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EngagementReview-RepertReport on the Firm’s Conformity With Professional Standards
on Engagements Reviewed’2

September 30, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity]

We'* have reviewed selected accounting engagements of XYZ & Co. (the firm) >issued
with periods ending or report dates during the year ended June 30, 20XX, as applicable.
Our peer review was conducted in accordance with the Standards for Performing and
Reporting on Peer Reviews established by the Peer Review Board of the American Institute
of Certified Public Accountants (Standards).

A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in_an Engagement Review areas described in the sStandards may be found at
WWWw.aicpa.org/prsummary.

Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to evaluate whether the engagements submitted for review were
performed and reported on in conformity with applicable professional standards in all
material respects.

An Engagement Review does not include reviewing the firm’s system of quality control
and compliance therewith and, accordingly, we express no opinion or any form of

2 The report title and body should be tailored as appropriate when a single engagement is reviewed. The title
should be changed to “Report on the Firm’s Conformity With Professional Standards on an Engagement Reviewed.”

8 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

4 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

5 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add “applicable to engagements not subject to PCAOB permanent inspection.”
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Deficiencies’® Identified on the Firm’s Conformity With Professional Standards on
Engagements ReviewedZ.

We noted the following deficiencies’®during our review:

1. DBeficiency—On one review engagement of a manufacturing client, we noted that
the accompanying accountant’s report was not appropriately modified-—- when Fhe
the financial statements did not appropriately present or disclose matters in

accordance W|th mdustry standards Iheﬂ%mélseussed#}edepaﬁwew{h%heclwm

2. Deficieney—On a review engagement-we-reviewed, we noted that the firm failed
to obtain a management representation letter, and its working papers failed to
document the matters covered in the accountant’s inquiry and analytical
procedures. These deficiencies were identified on the firm’s previous review.

a%temen—tha{—eaused—us—te—beheve—that—the—As a result of the def|C|enC|es prewously

described, we concluded that at least one but not all of the engagements submitted for

| 76 Should be tailored to indicate a single deficiency, when applicable

| ’7 Should be tailored to indicate a single engagement reviewed, when applicable

| 8 The deficiencies and-related-recommendations-provided are examples-provided for illustrative purposes only.
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review by XYZ & Co."®issued with periods ending during the year ended June 30, 20XX,
were not performed and reported on in conformity with applicable professional standards
in all material respects. Firms can receive a rating of pass, pass with deficiency(ies), or fail.
XYZ & Co. has received a peer review rating of pass with deficiencies.

Smith, Jones and Associates
[Name of review captain’s firm on firm-on-firm review or association formed review team]
[or]

John Brown, Review Captain [Committee-appointed review team review]

Appendix O

lllustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Pass With Deficiencies in an Engagement Review

221

The purpose of a letter of response is to describe the actions the firm has taken or will take
including the timing of the planned actions to prevent the recurrence of each deficiency
discussed in the report. If the reviewed firm disagrees with one or more of the deficiencies
%meemmendaﬂen&m the report, the rewewed flrm should contact the admlnlsterlng entlty

addltlonal guidance on disagreements, see paraqraph 116 of standards The Ietter of

response should be carefully prepared because of the important bearing it may have on the
decisions reached in connection with acceptance of the report on the review (see paragraphs
.136-.140, “Accepting System and Engagement Reviews”)_and should be tailored to
address the firm’s remediation plans for the deficiencies described in its peer review report.
The letter of response should be submitted to the reviewer for review and comment prior

to the firm-submitting theresponse-to-the-administering-entityexit conference.

Oetober-31September 30, 20XX

9 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."

103

108



[Addressed to the peer review committee of the administering entity]®°

Ladies and Gentlemen:

This letter represents our®L-response to the report on the Engagement Review of our firm’s
accounting practice for engagements submitted for review with periods ending during the
year ended June 30, 20XX.

1.82

We bel

—As-recommended-by-the-reviewer-tWe have recalled and reissued the review

report. The entire staff has participated in continuing professional education related
to reporting and disclosures, with a particular focus on areas specific to the
industries that we are engaged in. We will be performing a pre-issuance review by
a partner not associated with the engagement to make sure that the accountant’s
report is appropriately modified when the financial statements depart from
applicable professional standards.

We subsequently obtained a management representation letter and documented the
matters covered in our inquiry and analytical procedures. Management
representation letters will be obtained for all future review engagements issued by
the firm. The firm has required that a manager review each engagement to ensure
that the management representation letter is obtained and that all the required
documentation, including the matters covered in the accountant’s inquiry and
analytical procedures, is included in the working papers.

ieve these actions address the matters noted by the reviewer.

Sincerely,

[Name

Appendix P

Ilustration
Review

222

of firm]®

of a Report With a Peer Review Rating of Fail in an Engagement

8 The response of a firm whose review is administered by the National Peer Review Committee should be addressed
as follows: To the National Peer Review Committee.

81 The response should use the singular I, me, and my only when the reviewed firm is a sole practitioner.

82 The numbering of responses, to coincide with the numbered comments in the report, is optional.

8 Signed by an authorized partner of the firm.
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The deficiencies in this illustration represent various examples and are not intended to
suggest that the peer review would include this many engagements in the scope or require
this number of deficiencies to warrant a report with a peer review rating of fail. However,
each of the engagements reviewed would have one or more deficiencies in a report with a
peer review rating of fail.

In the event of a scope limitation, include an additional paragraph (as described in
paragraph .122j of the standards), and follow the illustrations for System Reviews with
scope limitations (appendixes D, “lllustration of a Report With a Peer Review Rating of
Pass (With a Scope Limitation) in a System Review;” G, “lllustration of a Report With a
Peer Review Rating of Pass With Deficiencies (With a Scope Limitation) in a System
Review;” and K, “lllustration of a Report With a Peer Review Rating of Fail (With a Scope
Limitation) in a System Review”).

[Administering entity letterhead for a committee-appointed review team review; firm
letterhead for a firm-on-firm review; review captain’s firm letterhead for an association
formed review team]

Engagement-Review ReportReport on the Firm’s Conformity With Professional Standards
on Engagements Reviewed8

September 30, 20XX

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable Administering Entity]®®

We?® have reviewed selected accounting engagements of XYZ & Co. (the firm)® issued
with periods ending or report dates during the year ended June 30, 20XX, as applicable.
Our peer review was conducted in accordance with the Standards for Performing and
Reporting on Peer Reviews established by the Peer Review Board of the American Institute
of Certified Public Accountants_(Standards).

A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in _an Engagement Review areas described in the sStandards may be found at
WWWw.aicpa.org/prsummary.

84 The report title and body should be tailored as appropriate when a single engagement is reviewed. The title
should be changed to “Report on the Firm’s Conformity With Professional Standards on an Engagement Reviewed.”

8 The report of a firm whose review is administered by the National Peer Review Committee should be addressed as
follows: To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.

8 The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

87 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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Firm’s Responsibility

The firm is responsible for designing a system of quality control and complying with it to
provide the firm with reasonable assurance of performing and reporting in conformity with
applicable professional standards in all material respects. The firm is also responsible for
evaluating actions to promptly remediate engagements deemed as not performed or
reported in conformity with professional standards, when appropriate, and for remediating
weaknesses in its system of quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to evaluate whether the engagements submitted for review were
performed and reported on in conformity with applicable professional standards in all
material respects.

An Engagement Review does not include reviewing the firm’s system of quality control
and compliance therewith and, accordlngly we express no opinion or any form of
assurance on that system

Significant Deficiencies Identified on the Firm’s Conformity With Professional

Standards on Engagements Reviewed8?

We noted the following significant deficiencies® during our review:

1. DBeficiency—Our review disclosed several failures to adhere to applicable
professional standards in reporting on material departures from generally accepted
accounting principles (GAAP) and in conforming to standards for accounting and
review services. Specifically, the firm did not disclose in certain compilation and
review reports failures to conform with GAAP in accounting for leases, in
accounting for revenue from construction contracts, and in disclosures made in the
financial statements or the notes thereto concerning various matters important to an
understanding of those statements. The compilation and review engagements were
in the construction and manufacturing industries, respectively. In addition, the firm
did not obtain management representation letters on review engagements.

88 Should be tailored to indicate a single significant deficiency, when applicable-

89 Should be tailored to indicate a single engagement reviewed, when applicable:

% The deficiencies and-relatedrecommendations-provided are examples-provided for illustrative purposes only.
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2. Defieteney—During our review, we noted the firm did not modify its compilation
reports on financial statements when neither the financial statements nor the
footnotes noted that the statements were presented using a special purpose
framework.%! This deficiency was noted in the firm’s previous peer reviews.

3. Deficieney—In the construction industry compilation engagements that we
reviewed, disclosures of material lease obligations as required by generally
accepted accounting principles were not included in the financial statements, and
the omissions were not disclosed in the accountant’s reports.

noted the firm did not issue a disclaimer that made clear no assurance was provided

on the financial statements and also did not indicate that no assurance was provided
on each page of the financial statements.

% The cash, tax, regulatory, and other bases of accounting that utilize a definite set of logical, reasonable criteria that
are applied to all material items appearing in financial statements are commonly referred to as other comprehensive
bases of accounting.
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Conclusion

As a result of the deficiencies previously described, we beheve-concluded that all the
engagements submitted for review by XYZ & Co.% issued with periods ending during the
year ended June 30, 20XX, were not performed and reported on in conformity with
applicable professional standards in all material respects. Firms can receive a rating of pass,
pass with deficiency(ies), or fail. XYZ & Co has received a peer review rating of fail.

Smith, Jones and Associates
[Name of review captain’s firm on firm-on-firm review or association formed review team]
[or]

John Brown, Review Captain [Committee-appointed review team review]

Appendix Q

Ilustration of a Response by a Reviewed Firm to a Report With a Peer Review
Rating of Fail in an Engagement Review

223

The purpose of a letter of response is to describe the actions the firm has taken or will take
including the timing of the planned actions to prevent the recurrence of each of the
significant deficiencies. If the reviewed firm disagrees with one or more of the significant
deficiencies er—recommendations—in the report, the reviewed firm should contact the

admlnlsterlng entlty for a53|stance H—the—mm—sfelu—dﬁagrees—a#er—eemaemg—the

disagreement—For addltlonal gwdance on dlsagreements see paraqraph 116 of the

standards. The letter of response should be carefully prepared because of the important
bearing it may have on the decisions reached in connection with acceptance of the report
on the review (see paragraphs .136—-.140, “Accepting System and Engagement Reviews”)
and should be tailored to address the firm’s remediation plans for the significant
deficiencies described in its peer review report. The letter of response should be submitted

to the reviewer for review and comment prior to the firm-submitting-therespense-te-the
administering-entityexit conference.

92 The report of a firm who is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."
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Oetober-31September 30, 20XX
[Addressed to the peer review committee of the administering entity]®
Ladies and Gentlemen:

This letter represents our® -response to the report on the Engagement Review of our firm’s
accounting practice for engagements submitted for review with periods ending during the
year ended June 30, 20XX.

% To prevent the recurrence of the deficiencies noted by the reviewer and to prevent other
such deficiencies from occurring, we will review the professional standards related to the
deficiencies and ensure that the professional standards will be complied with on all future
engagements.

Specifically, we have strengthened the engagement review to ensure that management
representation letters are obtained for all review engagements performed by the firm.

All personnel who work on accounting engagements will be participating in continuing
professional education in disclosures and reporting by December 31, 20XX, to address the
disclosure and reporting deficiencies noted by the reviewer. In addition, we have started
using a third-party reporting and disclosure checklist to ensure all reporting and disclosure
matters are appropriately addressed. The reporting and disclosure checklist is tailored to
specialized industries, where applicable.

The firm is now using third-party practlce alds for guidance memp#aﬂens&f—ﬂn&ner&l

For the engagements reviewed, we have recalled and reissued our reports.

We believe these actions are responsive to the deficiencies noted on the review.
Sincerely,

[Name of firm]%

% The response of a firm whose review is administered by the National Peer Review Committee should be addressed
as follows: To the National Peer Review Committee.

% The response should use the singular I, me, and my only when the reviewed firm is a sole practitioner.
% The numbering of responses, to coincide with the numbered comments in the report, is optional.

% Signed by an authorized partner of the firm.
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Appendix R

lllustration of a Report With a Review Rating of Pass in a Review of Quality
Control Materials

224
Quality Coentrol-MaterialsReview—RepoertReport on the Provider’s System of Quality

Control and Resultant Materials

April 30, 20XX
Executive Board of XYZ Organization and the National Peer Review Committee

We have reviewed the system of quality control for the development and maintenance of
[identify each item covered by the opinion or refer to an attached listing] (hereafter referred
to as materials or QCM) of XYZ Organization (the provider) and the resultant materials in
effect at December 31, 20XX. Our quality control materials review was conducted in
accordance with the Standards for Performing and Reporting on Peer Reviews established
by the Peer Review Board of the American Institute of Certified Public Accountants

(Standards).

A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in a Quality Control Materials Review areas described in the sStandards may be found at
WWWw.aicpa.org/prsummary.

Provider’s Responsibility

The provider is responsible for designing and complying with a system of quality control
that provides reasonable assurance that the materials are reliable aids to assist users in
conforming with the components which are integral to the professional standards that the
materials purport to encompass. The provider is also responsible for evaluating actions to
promptly remediate materials not deemed as reliable aids, when appropriate, and for
remediating weaknesses in its system of quality control, if any.

OCM Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system, the provider’s
compliance with that system, and the reliability of the resultant materials, based on our

review. Fhe-s; oz olbiociiios coooo Lot attons—ef—and-thebrocedures serfermed—H-4

User’s Responsibility

Users of the materials and this report should carefully consider the scope of this review.
They should also understand the intended uses and limitations of the materials as reflected
in their user instructions and related information, as well as the level of explanatory
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guidance provided by the materials. Users of the materials are responsible for evaluating
their suitability and implementing, tailoring, and augmenting the materials as appropriate.
Therefore, the reliability of the materials is also dependent on the effectiveness of these
actions and could vary from user to user. Further, there may be important elements of a
quality control system in accordance with the Statements on Quality Control Standards that
are not included in the materials that have been subject to this review.

Opinion

In our opinion, the system of quality control for the development and maintenance of the
quality control materials of the XYZ Organization was suitably designed and was being
complied with during the year ended December 31, 20X X, to provide users of the materials
with reasonable assurance that the materials are reliable aids. Also, in our opinion, the
quality control materials previously referred to are reliable aids to assist users in
conforming with the components which are integral to the professional standards the
materials purport to encompass at December 31, 20XX. Providers can receive a rating of
pass, pass with deficiency(ies), or fail. XYZ Organization has received a review rating of
pass.

ABC & Co.%

Appendix S

lllustration of a Report With a Review Rating of Pass With Deficiencies in a
Review of Quality Control Materials

225

Quality—CentrolMaterialsReview—ReportReport on the Provider’s System of Quality

Control and Resultant Materials

April 30, 20XX
Executive Board of XYZ Organization and the National Peer Review Committee

We have reviewed the system of quality control for the development and maintenance of
[identify each item covered by the opinion or refer to an attached listing] (hereafter referred
to as materials or QCM) of XYZ Organization (the provider) and the resultant materials in
effect at December 31, 20XX. Our quality control materials review was conducted in
accordance with the Standards for Performing and Reporting on Peer Reviews established
by the Peer Review Board of the American Institute of Certified Public Accountants

(Standards).

97 The report should be signed in the name of the team captain’s firm for firm-on-firm reviews or association formed
review teams.
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A summary of Fthe nature, objectives, scope, limitations of, and the procedures performed
in a Quality Control Materials Review areas described in the sStandards may be found at
WWWw.aicpa.org/prsummary.

Provider’s Responsibility

The provider is responsible for designing and complying with a system of quality control
that provides reasonable assurance that the materials are reliable aids to assist users in
conforming with the components which are integral to the professional standards that the
materials purport to encompass. The provider is also responsible for evaluating actions to
promptly remediate materials not deemed as reliable aids, when appropriate, and for
remediating weaknesses in its system of quality control, if any.

OCM Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system, the provider’s
compliance with that system, and the reliability of the resultant materials, based on our
review. v Hnitati he 8 s

User’s Responsibility

Users of the materials and this report should carefully consider the scope of this review.
They should also understand the intended uses and limitations of the materials as reflected
in their user instructions and related information, as well as the level of explanatory
guidance provided by the materials. Users of the materials are responsible for evaluating
their suitability and implementing, tailoring, and augmenting the materials as appropriate.
Therefore, the reliability of the materials is also dependent on the effectiveness of these
actions and could vary from user to user. Further, there may be important elements of a
quality control system in accordance with the Statements on Quality Control Standards that
are not included in the materials that have been subject to this review.

Deficiencies®® Identified in the Provider’s System of Quality Control and Resultant
Materials

We noted the following deficiencies®® during our review:

1. DBeficiencey—The provider’s policies and procedures for the development and
maintenance of quality control materials state that feedback on the materials is
obtained by means of a questionnaire provided with the materials. The provider’s
policies and procedures do not specify the procedures to be followed for reviewing
and analyzing returned questionnaires. As a result, our review of the questionnaires

%8 Should be tailored to indicate a single deficiency, when applicable.

9 The deficiencies and-related-recommendations-provided are examples-provided for illustrative purposes only.
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received by the provider during the review period indicated that several
questionnaires that had significant feedback as to the accuracy of the information
of certain materials were not being read, summarized, or analyzed to determine
whether the quality control materials require change. During our review we noted
an error in the provider’s interpretation of a recently issued professional standard
in the How To Perform Employee Benefit Plan Audits manual. This error was also
noted on several of the feedback questionnaires. However, the error was not of such
significance that it affected the reliability of the aid. Our review did not note any
similar issues in the other materials.

Opinion

In our opinion, except for the deficiencies previously described, the system of quality
control for the development and maintenance of the quality control materials of the XYZ
Organization was suitably designed and was being complied with during the year ended
December 31, 20X X, to provide users of the materials with reasonable assurance that the
materials are reliable aids. Also, in our opinion, the quality control materials previously
referred to are reliable aids to assist users in conforming with the components which are
integral to the professional standards the materials purport to encompass at December 31,
20XX. Providers can receive a rating of pass, pass with deficiency(ies), or fail. XYZ
Organization has received a review rating of pass with deficiencies.

ABC & Co!®

100 The report should be signed in the name of the team captain’s firm for firm-on-firm reviews or association
formed review teams.
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Appendix T

Illustration of a Report With a Review Rating of Fail in a Review of Quality
Control Materials

226

The deficiencies and—related—recommendations—provided are examples for illustrative
purposes only. Any one or more of the deficiencies, based on the relative importance of
the deficiency to the system of quality control as a whole, could result in a report with a
peer review rating of fail.

Quality Coentrol-MaterialsReview—RepoertReport on the Provider’s System of Quality

Control and Resultant Materials

October 31, 20XX

Executive Board of XYZ Organization and the National Peer Review Committee

We have reviewed the system of quality control for the development and maintenance of
[identify each item covered by the opinion or refer to an attached listing] (hereafter referred
to as materials or QCM) of XYZ Organization (the provider) and the resultant materials in
effect at December 31, 20XX. Our quality control materials review was conducted in
accordance with the Standards for Performing and Reporting on Peer Reviews established
by the Peer Review Board of the American Institute of Certified Public Accountants

(Standards).

A summary of tFhe nature, objectives, scope, limitations of, and the procedures performed
in a Quality Control Materials Review areas described in the sStandards may be found at
WWWw.aicpa.org/prsummary.

Provider’s Responsibility

The provider is responsible for designing and complying with a system of quality control
that provides reasonable assurance that the materials are reliable aids to assist users in
conforming with the components which are integral to the professional standards that the
materials purport to encompass. The provider is also responsible for evaluating actions to
promptly remediate materials not deemed as reliable aids, when appropriate, and for
remediating weaknesses in its system of quality control, if any.

OCM Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of the system, the provider’s
compliance with that system, and the reliability of the resultant materials, based on our

review. Fhe-s; ature—objectihves—scope—hmi attons-ot—and-the-procedures— sedormed--8
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User’s Responsibility

Users of the materials and this report should carefully consider the scope of this review.
They should also understand the intended uses and limitations of the materials as reflected
in their user instructions and related information, as well as the level of explanatory
guidance provided by the materials. Users of the materials are responsible for evaluating
their suitability and implementing, tailoring, and augmenting the materials as appropriate.
Therefore the reliability of the materials is also dependent on the effectiveness of these
actions and could vary from user to user. Further, there may be important elements of a
quality control system in accordance with the Statements on Quality Control Standards that
are not included in the materials that have been subject to this review.

Significant Deficienciesi® Identified in the Provider’s System of Quality Control and
Resultant Materials

We noted the following significant deficiencies!®? during our review:

1. DBeficiency—The organization’s policies and procedures for the development and
maintenance of quality control materials state that feedback on the materials is
obtained by means of a questionnaire provided with the materials. The
organization’s policies and procedures do not specify the procedures to be followed
for reviewing and analyzing returned questionnaires. As a result, our review of the
questionnaires received by the organization during the review period indicated that
several questionnaires that had significant feedback as to the accuracy of the
information of certain materials were not being read, summarized, or analyzed to
determine whether the quality control materials require change. During our review
we noted errors in the provider’s interpretation of recently issued professional
standards in the How To Perform Employee Benefit Plan Audits, How To Perform
Audits of Small Businesses and How To Perform Construction Contractor Reviews
manuals. The errors were identified on several of the feedback questionnaires. As
a result, these specific materials were inaccurate and, thus, were not reliable aids.

101 Should be tailored to indicate a single significant deficiency, when applicable.

102 When considered together, the deficiencies rise to the level of significant deficiencies._The significant
deficiencies provided are examples for illustrative purposes only.
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2. Deficieney—The organization’s policies and procedures require that a technical
review of all quality control materials be performed by a qualified person other than
the developer to ensure that the materials are reliable aids to assist users in
conforming to the professional standards the materials purport to encompass.
During our review, we noted that such a technical review was not performed on the
How To Perform Single Audits and How To Perform HUD Audits manuals. As a
result, these materials were not up-to-date or were inaccurate, and thus were not
reliable aids.

Opinion

In our opinion, as a result of the deficiencies previously described, the system of quality
control for the development and maintenance of the quality control materials of XYZ
Organization was not suitably designed or complied with during the year ended December
31, 20XX, to provide the users of the materials with reasonable assurance that the materials
are reliable aids. Also, in our opinion, the quality control materials previously referred to
are not reliable aids and do not assist users in conforming with the components which are
integral to the professional standards the materials purport to encompass at December 31,
20XX. Providers can receive a rating of pass, pass with deficiency(ies), or fail. XYZ
Organization has received a review rating of fail.

ABC & Co.1%3

103 The report should be signed in the name of the team captain’s firm for firm-on-firm reviews or association
formed review teams.
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Peer Review Interpretations

Timing of the Peer Review

17-1 Question—Paragraph .17 of the standards indicates that the peer review
should be conducted within three to five months following the end of the
year to be reviewed. Paragraphs .92 and .115 further the exit conference
should occur after allowing the firm sufficient time to respond to MFC forms,
FFC forms, deficiencies and significant deficiencies discussed at the closing
meeting. The exit conference date should also occur prior to but no later than
the review due date. How does this affect the timing of a peer review?

Interpretation—Peer reviews are ordinarily due 6 months after the firm’s
peer review year-end date. The team or review captain should take the
review due date into consideration prior to accepting the peer review and
during planning to ensure adequate time has been built into the peer review
timeline to allow the firm sufficient time to assess appropriate responses to
MFC forms, FFC forms, deficiencies, and significant deficiencies. In order
to provide sufficient time to the firm, the peer review should be conducted
within 3-5 months after the end of the year to be reviewed, ordinarily
providing the reviewer and firm the last 30 days prior to the due date for this
assessment_and submission of the peer reviewer’s materials, peer review
report, and letter of response, if applicable, by the review due date.

Ordinarily, extensions will not be granted subsequent to commencement to
allow the review team and firm more time to finalize peer review documents.

Planning Considerations

39-1 Question—Paragraph .39 of the standards notes that the team captain should
evaluate the actions of the firm in response to the prior review report and FFC
forms. What considerations should be made if the firm did not perform the
actions noted in the prior review letter of response and FFC forms?

Interpretation—The team captain should consider whether the firm performed
sufficient alternative actions after further assessment of the systemic cause. If
sufficient alternative actions were performed, the alternative procedures and the
reviewer’s assessment of those procedures should be noted in the Summary
Review Memorandum. However, if sufficient alternative actions were not
performed, the team captain should gain an understanding from the firm about
why the actions were not performed and consider whether there are deficiencies
in other elements of quality control, such as leadership responsibilities for quality
within the firm (the tone at the top). This evaluation should be documented in
the Summary Review Memorandum.
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Planning and Performing Compliance Tests ef-Reguirements—of-\Voluntary
bershi .

54d-2

Question—Paragraph .54(d) discusses the peer reviewer’s requirement in a
System Review to review other evidential material, including evidence since the
previous peer review, as appropriate. When is it appropriate to review evidential
matter from prior to the peer review year?

Interpretation—In performing a review of a firm’s system of quality control, a
team captain will develop a plan for the nature and extent of testing relative to
the firm’s compliance with their guality control policies and procedures. If no
events relative to those policies and procedures occurred during the peer review
year, it may be necessary for a team captain to review evidential matter from
prior to the peer review year.

For example, the firm may have accepted a new engagement in the year following
the previous peer review but did not accept any during the current peer review
year. In such a situation, the team captain should review evidential matter since
the previous peer review year to evaluate the firm’s compliance with its
engagement acceptance quality control policies and procedures. If the team
captain discusses the firm’s procedures for acceptance of the new client and the
firm indicates its only procedures were to review the predecessor auditor’s
workpapers, this may indicate there is a design matter in the firm’s system of
guality control related to acceptance and continuance. The team captain will then
need to evaluate if there are any indicators of change to that policy since the last
acceptance of an engagement and determine if the matter should be elevated to
either an FFC or a deficiency in the report. If the team captain determines that
the policy is designed appropriately and there is a compliance matter, it should
be treated as any other compliance matter for actions during the peer review year.

Another example would be when the team captain reviews the monitoring and
inspection results from the intervening periods to determine appropriate design
and compliance of monitoring procedures. Looking at the intervening periods
allows the team captain to evaluate whether the firm is properly communicating
and remediating engagement and systemic issues identified.

Concluding on the Review of an Engagement

66-1

Question—Paragraphs .66—-.67 and .109 of the standards requires the review
team to conclude on the review of an engagement by determining whether the
engagement was performed or reported on in conformity with applicable
professional standards in all material respects. How should this conclusion be
made?
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67-1

Interpretation—The review team should use practice aids that document, for
each engagement reviewed, whether anything came to the review team’s
attention that caused it to believe the following, as applicable:

a. The financial statements were not in conformity with GAAP in
all material respects or, if applicable, with a special purpose
framework and the auditor or accountant’s report was not
appropriately modified.

b. The firm did not perform or report on the engagement in all
material respects in accordance with generally accepted auditing
standards and other applicable standards; for example,
Governmentat Auditing Standards.

c. The firm did not perform or report on the engagement in all
material respects in accordance with SSARS.

d. The firm did not perform or report on the engagement in all
material respects in accordance with SSAEs or any other
applicable standards not encompassed in the preceding.

In Engagement Reviews, these results should be considered by the review
captain in determining the type of report to issue.

Question—Paragraphs .67 and .109 of the standards notes that the team captain
or review captain should promptly inform the firm when an engagement is not
performed or reported on in conformity with applicable professional standards
in all material respects and remind the firm of its responsibilities under

Interpretation—If the reviewer concludes that an engagement is not performed
or reported on in conformity with applicable professional standards in all
material respects, the team captain or review captain should promptly inform an
appropriate member of the reviewed firm on an MFC form. The team captain or
review captain should remind the reviewed firm of its responsibilities under
professional standards to take appropriate actions as addressed in AU-C section
560, Subsequent Events and Subsequently Discovered Facts, or SSARS No. 19,
Compilation and Review Engagements, as applicable, or, if the firm’s work does
not support the report issued, as addressed in AU-C section 585, Consideration
of Omitted Procedures After the Report Release Date (AICPA, Professional
Standards). The reviewed firm should investigate the issue questioned by the
review team and determine what timely action, if any, should be taken, including
actions planned or taken to prevent unwarranted continued reliance on its
previously issued reports. The reviewed firm should then advise the team
captain or review captain of the results of its investigation, including parties
consulted, and document en-the MFCferm-the-actions planned or taken or its
reasons for concluding that no action is required_as follows:
e In the firm’s response to the MFC form
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e Inthe firm’s response to the FFC form, if applicable
e In the firm’s letter of response to deficiencies and significant
deficiencies identified in the report, if applicable

The firm is also expected to make a representation in its representation letter to
the team or review captain confirming it will remediate nonconforming

engagements as stated by the firm on its MFC forms, FFC forms, or letter of

Question—Paragraphs .67 and .109 of the standards note that the team captain
or review captain should promptly inform the firm when an engagement is not
performed or reported on in conformity with applicable professional standards
in_all material respects and remind the firm of its responsibilities under
professional standards to take appropriate actions. What other responsibilities
do the team and review captain have when nonconforming engagements are
identified?

Interpretation—Reviewers or administering entities should not instruct firms to
perform omitted procedures, reissue accounting or auditing reports, or have
previously issued financial statements revised and reissued because those are
decisions for the firm and its client to make. However, the administering entity
can _require the firms to make and document appropriate considerations
regarding such engagements as a condition of acceptance of the peer review.
The firm’s response may affect other monitoring actions the administering
entity’s peer review committee may impose, including actions to verify that the
firm adheres to the intentions indicated in its response.

If the firm has taken action, ordinarily the review team should review
documentation of such actions (for example, omitted procedures performed,
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reissued report and financial statements, or notification to users to discontinue
use of previously issued reports) and consider whether the action is appropriate.
If the firm has not taken action, the review team should consider whether the
planned actions are appropriate (genuine, comprehensive, and feasible).

On a System Review, the team captain should consider expanding scope to
determine the pervasiveness of the nonconforming engagements. The extent of
the nonconforming engagements is considered when determining the systemic
cause and whether the matter should be elevated to a finding, deficiency, or
significant deficiency. Refer to paragraphs .68 and .84 of the standards for
additional guidance on assessing when to expand scope and when matters may
be isolated.

Aggregating and Systemically Evaluating Matters

79-1

Question—Paragraph .79 of the standards indicates that in the absence of
findings or deficiencies in the engagements reviewed, the reviewer may still
conclude that there are conditions in the design of the firm’s system of quality
control that could create a situation in which the firm would not have reasonable
assurance of performing or reporting in conformity with applicable professional
standards. When would a design matter or compliance with a functional area,
by itself, result in a peer review rating of pass with deficiencies or fail?

Interpretation— A design matter, by itself, may result in a peer review rating of
pass with deficiencies or fail when one or more conditions are present
in the firm’s system of quality control and the reviewer has concluded
that the conditions could create a situation in which the firm would
not have reasonable assurance of performing or reporting in
conformity with applicable professional standards in one or more

respects.

Examples may include but are not limited to the failure to establish or
comply with policies and procedures designed to provide the firm
with reasonable assurance that:

e The internal culture is based on recognition that quality is
essential in performing engagements. This may be identified by
firm leadership failure to have a quality control document,
failure to appropriately respond to findings in a regulatory
investigation, failure to have a timely peer review, and so on.

e The firm and its personnel comply with relevant ethical
requirements. This may be identified by failure to obtain
independence confirmations from all personnel, failure to inform
personnel on a timely basis of changes to the list of clients and
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related entities, failure to address potential breaches of
independence, and so on.

e The firm will undertake or continue relationships and
engagements only when the firm is competent to perform the
engagements. This may be identified by failure to have policies
and procedures in place to require evaluation of the nature of the
services to be provided, evaluation of the firm’s resources to
provide the services, evaluation of the need to engage a third
party to assist in new industries, and so on.

e The firm has sufficient personnel with the competence,
capabilities, and commitment to ethical principles necessary to
perform engagements in accordance with professional standards.
This may be identified by failure to have policies and procedures
requiring personnel to maintain a CPA license, comply with
industry specific CPE requirements, ensure appropriate industry
experience on engagement teams, and so on.

e The firm’s compliance with all areas of the firm’s system of
guality control is effectively monitored. This may be identified
by lack of monitoring of appropriate CPE for all firm personnel,
lack of monitoring of functional areas in the firm’s peer review
year, failing to appropriately respond to issues identified during
engagement inspections, and so on.

Determining the Systemic Cause fera-Fdingin-a-System-Review

83-1

Question—Paragraph .83 of the standards notes that when a review team is
faced WIth an |nd|cat|on that a matter(s) could be a flndlnger—that—the—mm

standards—m—au—ma{eﬂal—respeets the review team’s flrst task in such

circumstances, in collaboration with the firm, is to determine the systemic

cause-of-the-finding-orfature. Why?

Interpretation—The evaluation of a firm’s system of quality control is the
primary objective of a System Review and the basis for the peer review report.

As such, when a reviewer in a System Review discovers a matter, including
an engagement that was not performed or reported in conformity with
applicable professional standards in all material respects, he or she should
avoid considering the type of report to issue until the underhyng-systemic
cause of the matter (to determine if it rises to the level of a finding, deficiency
or significant deficiency) is identified, where it is reasonably possible to do
SO.

Reviewers in a System Review must think of matters as symptoms of
weaknesses in the firm’s system of quality control. Further, reviewers, in
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collaboration with the firm, must make a good faith effort to try to identify the
underhying-systemic cause for those matters to determine if they rise to the
level of a finding. A finding has a systemic definition; a finding is one or more
related matters that result from a condition in the reviewed firm’s system of
quality control or compliance with it such that there is more than a remote
possibility that the reviewed firm would not perform or report in conformity
with applicable professional standards. With a finding, the reviewer is
considering more than just the “matter;” they are considering the condition
(that is, systemic cause) that resulted in the matter(s) occurring. Otherwise
said, the reviewer must determine why the matters occurred. Upon further
evaluation, a finding may rise to a systemically oriented deficiency or
significant deficiency.

The system risks identified as part of the completion of the Guidelines for
Review of Quality Control Policies and Procedures (Section 4500 and 4600)
will be a helpful resource for reviewers in assessing the systemic cause.
Rewviewers-The assessment of the systemic cause should consider that separate
matters that are exactly the same may result from completely different quality
control weaknesses in the firm.

To properly assess the systemic cause, reviewers should not accept
“oversight” or “isolated” as the firm’s response. The firm should provide
sufficient detail for the reviewer to understand what caused the matter. For
example, the failure to follow the firm’s practice aid for a particular area may
have been an isolated occurrence; however, failure to follow the practice aid
would still be identified as the systemic cause resulting in the matter. Further
guidance is provided in Interpretation 84-1 to assist reviewers in determining
if the matter is isolated.

123

128



83-2

Question—For System Reviews and Engagement Reviews, what is considered
a repeat finding on a finding for further consideration (FFC) form?

Interpretation—On System Reviews, a repeat finding is one or more related
matters that result from a condition in the reviewed firm’s system of quality
control or compliance with it that is noted during the current review and also
on a FFC form in the prior peer review. The review team should read the prior
review documentation, including the report, letter of response and FFC forms,
if applicable, and evaluate whether the firm’s planned actions noted on those
forms were implemented. If the firm’s planned actions to remediate the prior
review findings were implemented, and the same finding is occurring, the
review team should determine the condition in, or compliance with, the firm’s
system of quality control that caused the current finding. If it is determined to
be the same systemic cause, the FFC form should indicate that similar findings
were noted in the prior review. The review team should also consider whether
there are findings in other elements of quality control. If the prior remedial
actions (corrective actions, implementation plans, or as discussed in the firm’s
response on the FFC form) appear to be effective, the finding may be caused
by some other condition in, or compliance with, the firm’s system of quality
control. If the underhying-systemic cause of the finding is different from that
noted in the prior review, it would not be a repeat.

See section 3100, Supplemental Guidance, for an example of identifying
repeat findings, deficiencies and significant deficiencies in a System Review.

On Engagement Reviews, a repeat is one in which the identified finding is
substantially the same (that is, the same kind or very similar) as noted on a
FFC form in the prior peer review as it relates to reporting, presentation,
disclosure or documentation. For example, if a reviewer notes an engagement
that had a disclosure or financial statement presentation finding on a FFC form
in the prior peer review, the disclosure or financial statement presentation
finding noted in the current review would need to be substantially the same
disclosure or financial statement presentation finding to qualify as a repeat.
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A firm that repeatedly receives peer reviews with consistent findings that are
not corrected may be required to complete an implementation plan.

83-3 Question—Paragraph .83 of the standards notes the importance of
determining the systemic cause of the identified findings er—faHures—to
determine whether they are systemic in nature. How do the results of
regulatory or governmental oversight or inspection factor into this
determination?

Interpretation—If similar issues were raised in both the regulatory or
governmental oversight(s) and in the peer review, the review team should
further understand the systemic causes identified by the reviewed firm and
consider whether there may be a systemic issue related to the design of the
with it.

by-the-firm-—See Interpretations 40-1 and 40-2 for additional considerations.

Isolated Matters in a System Review

84-1 Question—Paragraph .84 refers to isolated matters in a System Review.
What is an isolated matter and what further guidance is there to address
isolated matters?

Interpretation—An isolated matter occurs when there is an incident (or
limited incidents) of noncompliance with professional standards or the
firm’s quality control policies and procedures on one or more engagements
(or aspect of a functional area) and the identical standards or policies and
procedures were complied with on the remaining engagements or aspect of
a functional area.

Reviewers should follow the guidance in paragraph .68, “Expansion of
Scope,” and paragraphs .84-.85, “Determining the Systemic Cause-fera
Finding,” of the standards. The reviewer needs to evaluate the pervasiveness
of the issue, including expanding scope if necessary. In some instances the
team captain should expand scope to other engagements or aspects of
functional areas, and determine that such matters did not occur elsewhere,
thus evidencing that the noncompliance with the firm’s system of quality
control was truly isolated. In these situations, team captains should focus on
the underhying-systemic cause of the matter when analyzing if it is isolated
and may consider a key area approach when expanding scope to other
engagements or aspects of functional areas to determine if the matter is
isolated. The reviewer’s ability to conclude a matter is isolated may be
dependent on his or her ability to expand scope to engagements or aspects
of functional areas that are classified by common characteristics such as, but
not limited to, the industry, level of service, the practitioners in charge, or
engagements that must be selected in a peer review.
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The reviewer should consider that a single disclosure matter and a single
documentation matter may be isolated when taken individually but they may
have resulted from the same urderlying-systemic cause. They should further
consider that an isolated matter may be materially significant in amount or
nature or both.

Reviewers should document their consideration of an isolated matter and the
conclusions reached in the MFC form. Team captains should document the
same in the Summary Review Memorandum. The documentation should
include the details of the matter noted, how the reviewer expanded scope, if
applicable, and why the reviewer concluded the matter was isolated. The
documentation should provide enough information for the administering
entity’s peer review committee to determine if the team captain’s conclusion
is appropriate.

Communicating Conclusions at the Closing Meeting and Exit Conference

91-1 Question—Paragraphs .91, .92 and .115 of the standards instructs-a-team
captain_peer reviewers on communicating conclusions at the closing

meeting and exit conference-i-a-System-Review. What other guidelines
should be followed?

Interpretation—The team-captainpeer reviewer should consider the need to
have the team member(s) participate_or be available for consultation (in
person or via teleconference) #—during the closing meeting or exit
conference—or-be-available forconsultation—duringthe—exit-conference,
especially when, in unusual circumstances, the team or review captain does
not have the experience to review the industry of an engagement that was
reviewed by the team member.

Furthermore, for System Reviews, the closing meeting and exit conference
is-are not the appropriate place or time to surprise the firm with the intention
of issuing a pass with deficiency or fail Rreport or to discuss any unresolved
accounting and auditing issues. It is expected that the team captain will have
an open means of communication with various levels of personnel leading
up to the exit—eenferenececlosing meeting, having at a minimum and as
applicable;-:

e promptly informed them when an engagement is not performed or
reported on in conformity with applicable professional standards,

o havingdiscussed MFC and FFC forms including the systemic causes
and related recommendations-remedial actions of the firm for any
matters, findings, deficiencies, and significant deficiencies in
advance, and

e hawving-followed up on open questions and issues.
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The closing meeting should ordinarily occur at least 30 days prior to the
firm’s due date to allow sufficient time for the firm to determine appropriate
remediation with respect to findings, deficiencies, and significant
deficiencies, if applicable. The exit conference should be used as a time to
communicate the final results of the peer review and should only be
conducted after the peer reviewer has assessed the appropriateness of the
firm’s responses on the MFC forms, FFC forms, and letter of response, if

applicable.

Notification and Submission of Peer Review Documentation to the
Administering Entities by the Team Captain or Review Captain

94-1 Question—Paragraphs .94, .120, and .190 of the standards instruct a
reviewer to see the interpretations for guidance on notification
requirements and submission of peer review documentation to the
administering entity. What materials should be submitted by the team
captain or review captain, and when should they be submitted by?

Interpretation—The team captain or review captain should notify the
administering entity that the review has been performed. -and-should

submHe%ha%aelmmnstemqgenmyAA;Wlthm 30 days of the eX|t conference

Rewew}or by the flrm s peer review due date, Whlchever date IS earller a

copy—of-thereport—and-the team captain should submit the following
documentatlon Fequ#ed—by—the admlnlsterlng entlty+es—at—a—mlmmum

For System and Engagement Reviews:

e Report; and letter of response, if applicable {reminder—The
FEVIEWers ||et|e;a|ee|ete_el_te el_elay su_lennfssmn 9'. peerreview
T et

e Summary Review Memorandum; or Review Captain
Summary, as applicable

e Engagement Summary Form (For Engagement Reviews)

e FFC forms, as applicable

e MFC forms, submitted electronically or hard copy, as
applicable

e DMFC form, submitted electronically or hard copy, as
applicable

e Firm’s representation letter

e 22,100-Part A, Supplemental Checklist(s) for Review of
Single Audit Act/A-133 Engagement(s) and engagement
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profile(s) for A-133 engagements reviewed (if applicable)
(for System Reviews)

o In-addition-to-the-precedingAll of the documents required to be

submitted for System Reviews and Engagement Reviews
appheable-ineluding-eEngagement questionnaires or checklists;

o iy-Quality control documents and related practice aids;

o staff Staff and focus group interview forms—foecus-group,and-other

o planninrg-Planning documents;
e and-aAny other relevant documents:

Note that all peer review working papers are subject to oversight
procedures and may be requested at a later date.

Peer review working papers may be submitted to the administering entity
electronically.

Reporting on System and Engagement Reviews When a Report With a Peer
Review Rating of Pass With Deficiency or Fail Is Issued

96n-1

Question—Paragraphs .96(n) and .122(n) of the standards instruct a team
captain in a System Review (or review captain on an Engagement Review) to
identify, for any deficiencies or significant deficiencies included in the report
with a peer review rating of pass with deficiencies or fail, any that were also
made in the report issued on the firm’s previous peer review. What further
guidance is available in regards to this requirement?

Interpretation—On System Reviews, a repeat is a deficiency or significant
deficiency noted during the current review that was caused by the same system
of quality control weakness noted in the prior review’s report. The review
team should read the prior report and letter of response and evaluate whether
corrective actions discussed have been implemented to determine whether the
systemic cause is the same. The deficiency or significant deficiency should
note that “This deficiency [or significant deficiency, as applicable] was noted
in the firm’s previous peer review.”

If the corrective actions have been implemented and the same deficiency or
significant deficiency is occurring, the review team, in collaboration with the
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firm, should determine the weakness in the firm’s system of quality control
that is causing the deficiency or significant deficiency to occur. In this case, if
the prior corrective actions appear to be effective, the deficiency or significant
deficiency may be caused by some other weakness in the firm’s system of
quality control. If the underlying—systemic cause of the deficiency or
significant deficiency is different from that reported in the prior review, it
would not be a repeat.

The preceding also applies when the deficiency or significant deficiency noted
during the current review was caused by the same system of quality control
weakness noted on a FFC form in the prior review. The team captain should
consider if the firm’s planned actions to remediate the prior review findings
were implemented, including implementation plans or those discussed in the
firm’s response on the FFC form. If the prior remedial actions appear to be
effective, the current deficiency may be caused by some other weakness in or
compliance with the firm’s system of quality control. If the underhying
systemic cause of the deficiency is different from that noted in the prior
review, it would not be a repeat. If the underlying-systemic cause is determined
to be the same, under these circumstances, it would still be appropriate to use
the same wording as previously described “This deficiency [or significant
deficiency, as applicable] was noted in the firm’s previous peer review.”_If
the systemic cause is the same, the review team should also consider whether
there are deficiencies in other elements of quality control.

See section 3100, Supplemental Guidance, for an example of identifying
repeat findings, deficiencies and significant deficiencies in a System Review.
On Engagement Reviews, a repeat is one in which the identified engagement
deficiency or significant deficiency is substantially the same (that is, the same
kind or very similar) as noted in the prior review’s report as it relates to
reporting, presentation, disclosure or documentation. For example, if a
reviewer notes an engagement that had a disclosure or a financial statement
presentation deficiency in a prior review’s report, the disclosure or financial
statement presentation deficiency noted in the current review would need to
be substantially the same disclosure or financial statement presentation
deficiency to qualify as a repeat.

The preceding also applies when the deficiency or significant deficiency noted
during the current review was substantially the same as was noted on a FFC
form in the prior review. Under these circumstances, it would still be
appropriate to use the same wording as previously described: “This deficiency
[or significant deficiency, as applicable] was noted in the firm’s previous peer
review.”

For System Reviews and Engagement Reviews in which there are repeat
deficiencies or significant deficiencies that have occurred on two or more prior
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96m96p-1

reviews the reviewer should state in the current report that, “this deficiency
[or significant deficiency, as applicable] was noted on previous reviews.”

A firm that repeatedly receives peer reviews with consistent deficiencies or
significant deficiencies that are not corrected may be deemed as a firm
refusing to cooperate. For such firms that fail to cooperate, the AICPA Peer
Review Board may decide, pursuant to fair procedures that it has established,
to appoint a hearing panel to consider whether the firm’s enrollment in the
AICPA peer review program should be terminated or some other action taken.
Therefore, it is critical that peer reviewers appropriately identify the
underhying-systemic causes of deficiencies and significant deficiencies on
System Reviews and that reporting on System and Engagement Reviews is
appropriate.

Questlon—Paragraphs 96(m9) and 122(mn) of the standards lnstructa%am

Qeer reviewer to mclude for reports Wlth a peer review ratlng of pass Wlth

deficiency(ies) or fail, descriptions {systemicaty-writtentn-a-System-Review)

of the deficiencies or significant deficiencies—and—the—reviewing—Fm’s
recommendations. What is the treatment of FFCs, if any, when these reports

are issued, and how are deficiencies treated for reports with a peer review
rating of fail?

Interpretation—Any findings that are only raised to the level of a FFC remain
ina FFC and are not included in a report with a peer review rating of pass with
deficiency or fail.

A significant deficiency in a System Review is one or more deficiencies that
the peer reviewer has concluded results from a condition in the reviewed
firm’s system of quality control or compliance with it such that the reviewed
firm’s system of quality control taken as a whole does not provide the
reviewed firm with reasonable assurance of performing or reporting in
conformity with applicable professional standards in all material respects.
Such deficiencies are communicated in a report with a peer rating of fail.
Therefore, this is a systemic approach to determining whether the deficiencies
identified meet this significant deficiency threshold. If they do, then a report
with a peer review rating of fail is issued and all of the deficiencies are
considered significant deficiencies and are identified as such. Such a report
would not have a section with “Significant Deficiencies_Identified in the
Firm’s System of Quality Control” and another section for “Deficiencies
Identified in the Firm’s System of Quality Control,” as-because they would all
be categorized as Significantsignificant Beficienciesdeficiencies.

A significant deficiency on an Engagement Review exists when the review
captain concludes that deficiencies are evident on all of the engagements
submitted for review. Such deficiencies are communicated in a report with a
peer review rating of fail. Therefore, on an Engagement Review, all of the
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engagements reviewed are considered concerning whether deficiencies were
noted when determining if the significant deficiency threshold is met. If they
do, then a report with a peer review rating with fail is issued and all of the
deficiencies are considered significant deficiencies and are identified as such.
Such a report would not have a section with “Significant Deficiencies
Identified on the Firm’s Conformity With Professional Standards on
Engagements Reviewed” and another section for “Deficiencies_Identified on
the Firm’s Conformity With Professional Standards on Engagements
Reviewed, if applicable,” as—because they would all be categorized as

Significantsignificant Deficieneiesdeficiencies.

wioywane

th—Firm Responses and Related Team or Review Captain
Considerations

99-1 Question—Paragraphs .99, and .125 state that it is the firm’s responsibility to
identify the appropriate remediation of any findings, deficiencies and
significant deficiencies and to appropriately respond. Should the team or
review captain assist with this assessment?

Interpretation—Although it is ultimately the firm’s responsibility, the team or
review captain and firm should collaborate to determine the response. In a
System Review, the response will address the appropriate systemic cause and
remedial actions. The team captain should provide information about risks in
the firm’s system of quality control (as identified through the Guidelines for
Review of Quality Control Policies and Procedures in Sections 4500 and

4600).

99-2 Question—Paragraphs .99 states that the firm’s response should include
remedial action and paragraph.98 states that the firm’s response should be
provided to the team captain as soon as practicable to allow the team captain
sufficient time to assess the firm’s response prior to the exit conference. How
should the reviewed firm respond if it is unable to determine appropriate
remedial actions prior to the exit conference?

Interpretation—If the reviewed firm is unable to determine appropriate
remediation of weaknesses in its system of quality control and nonconforming
engagements, if applicable, prior to the exit conference, the firm’s response
should indicate interim steps that have been taken and confirm its intent to
remediate when an appropriate response is determined. In these situations, the
RAB considering the review will ordinarily assign an implementation plan or
corrective action for the firm to provide its final remediation.
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97100-1

Question—Paragraphs .97-100 and .1263 of the standards discuss the team
captain or review captain’s responsibility to review_and; evaluate,—and
comment-on the reviewed firm’s responses on the FFC form and in the letter
of response prior to #s-submission to the administering entity with the peer
review working papers. What should be considered during that review?

Interpretation—The purpose of the firm’s response on the FEC form and in
the letter of response is for a firm to stipulate, in writing, the specific action(s)
that will be taken to correct findings and deficiencies noted by the reviewer
and, on a System Review, to enhance the current system of quality control. In
a System Review, Fthe description of the action(s) the firm has taken or will
take should discuss remediation of findings and deficiencies in the system of
quality control and nonconforming engagements, if applicable, to ensure
prevention of recurrence of the finding, deficiency or significant deficiency
diseussed-r-the-report. For System and Engagement Reviews, Fthe action(s)
should be feasible, genuine, and comprehensive, addressing each of the

requirements in paragraphs .99 and .125 —Fhe-letter-of response-sheuld-notbe

form and letter of response should not be used as a place to indicate
justification for the firm’s actions that related to the deficiency or significant
deficiency. _ If the firm’s response is not deemed to be comprehensive,
genuine, and feasible, the technical reviewer or RAB will request a revised

response.

In a System Review, the team captain may consider failure to appropriately
remediate findings and deficiencies in the system of quality control and
nonconforming engagements, if applicable, as an indication of a tone at the
top weakness that may result in a deficiency or significant deficiency.
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Fulfilling Peer Review Committee and Report Acceptance Body

Responsibilities

133a-1

Question—Paragraph .133 of the standards indicates that the committee is

responsible for ensuring that peer reviews are presented to a RAB in a timely
manner, ordinarily within 120 days of the later of receipt of the working papers
and peer review report from the team captain or review captain or, if
applicable, the report with a peer review rating of pass with deficiencies or fail
and the related letter of response from the firm. What is meant by “ordinarily
within 120 days”?

Interpretation—Timely acceptance of peer reviews is important because
delays may affect both the firm and peer reviewers within the firm. However,
there are circumstances in which delays are unavoidable, including the
following:
a. Determination during technical review or presentation that an
oversight should be performed
b. Submitted peer review documentation requires significant revisions
c. Additional inquiries of the firm or peer review team as a result of the
technical review or presentation
d. Enhanced oversight procedures.
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Publicizing Peer Review Information

146-3

Question—Paragraph .146 states that neither the administering entity nor the
AICPA shall make the results of the review, or other information related to the
acceptance or completion of the review, available to the public, except as
authorized or permitted by the firm under certain circumstances. There are
situations in_which third parties, ordinarily licensing bodies, request
information related to an ongoing peer review from an administering entity or
the AICPA. What information may an administering entity or the AICPA
provide when such requests are made?

Interpretation—When a firm has authorized the administering entity or the
AICPA in writing to provide specific _information (in addition to the
information in Paragraph .146) to third parties, the following (or similar) types
of objective information about the review may be provided, if known:

The date the review is or was scheduled to take place

The name of the reviewing firm, team captain or review captain

If the fieldwork on the peer review has commenced

The date the exit conference was expected to or did occur

A copy of any extension approval letters,

Whether the peer review working papers have been received by the

administering entity

e  Whether a must select engagement was included in the scope as
required by the Standards

e |f atechnical review is in process

e Whether the review has been presented to a Report Acceptance Body
(RAB)

e The date the review is expected to be presented to a RAB

e |f the firm is going through fair procedures to determine whether it is

cooperating with the peer review

Other written requests by the firm for the administering entity or AICPA to
provide information or documents to a third party will be considered on a case
by case basis by the administering entity or AICPA. However, neither the
administering entity nor the AICPA will provide information that is subjective
(due to different definitions/interpretations by third parties), even with firm
authorization, such as the following:

e Stating solely that the review is “in _process” or responding to an
inquiry solely regarding what the “general status” of a peer review is.

e The peer review report rating prior to the peer review’s acceptance

e Whether the firm, reviewing firm, team captain or review captain are
cooperating (or not cooperating) with the AICPA or administering

entity
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e An indication of the quality or completeness of peer review working
papers received by the administering entity

e Reasons why peer review working papers, implementation plans, or
corrective actions are late

e  Whether a firm is close to submitting documents or completing
implementation plans or corrective actions

e Reasons for, or the likely outcome if the firm is going through fair
procedures to determine whether it is cooperating with the AICPA or
administering entity.

Paragraph .146 states that the firm should not publicize the results of the
review or distribute copies of the peer review reports to its personnel, clients,
or others until it has been advised that the report has been accepted (see
interpretations) by the administering entity as meeting the requirements of the
program. Where appropriate, the firm may discuss information in this
Interpretation with third parties at its discretion as long as Paragraph.146 is
complied with.

Firm Representations

208-1-1

Question—Paragraph .208(17) (appendix B) of the standards advises that the
firm is required to make specific representations but is not prohibited from
making additional representations beyond the required representations, in its
representation letter to the team captain or review captain. What parameters
should be used in expanding-tailoring the representation letter?
Interpretation—The representation letter is not intended to be onerous for the
reviewed firm. Allowing reviewers to add or delete whatever they want to the
representation letter would make it very difficult to maintain consistency in
the program. In addition, this becomes a very important issue because a firm’s
failure to sign the representation letter may be considered noncooperation.

However, at a minimum the representation letter should comply with the spirit
of the guidance, there is value to the reviewer of obtaining certain
representations in writing. Thus, if during the review, something comes to the
reviewer’s attention whereby the reviewer believes the reviewed firm is
providing contradicting or questionable information, the reviewer should
investigate the matter further and may consider having the firm include the
matter in the representation letter.

Reviewed firms and reviewers are not permitted to tailor the required
representations unless otherwise stated in paragraph .208 (8) because these are
considered the minimum applicable representations for both System and
Engagement Reviews.
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Exhibit 1

Example Timeline of Peer Review Process

Example Timeline of Peer Review Process

FIRM'S RESPONSE TO MATTERS, FINDINGS,
DEFICIENCIES, SIGNIFICANT DEFICIENCIES, AS

REVIEWED FIRM ENROLLS IN THE PEER REVIEW APPLICABLE

PROGRAM (BY THE REPORT DATE OF INITIAL
ENGAGEMENT)

NOTIFICATION TO REVIEWED FIRM THAT REVIEW
TEAM HAS BEEN APPROVED

EXIT CONFERENCE

PEER REVIEW YEAR-END COMMENCEMENT OF PEER REVIEW

SCHEDULING
INFORMATION FORMS

SENT TO REVIEWED FIRM
CLOSING MEETING TO DISCUSS PRELIMINARY

RESULTS

SCHEDULING OF PEER
REVIEW (WITHIN 2 MONTHS AFTER SCHEDULING
FORMS
SENT TO FIRM)

COMMITTEE ACCEPTANCE PROCESS, INCLUDING
ADMINISTRATIVE AND TECHNICAL REVIEWS
(WITHIN 120 DAYS AFTER WORKING PAPERS

SUBMITTED TO AE)

FINAL LETTER OF ACCEPTANCE (TBD BASED ON
RAB CONSIDERATION, IF CORRECTIVE ACTIONS
ARE REQUIRED, ETC.)

PEER REVIEW DUE DATE (ALL WORKING PAPERS

TO AE WITHIN 30 DAYS OF EXIT CONFERENCE OR
BY DUE DATE, WHICHEVER IS EARLIER)
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Exhibit 2

Revisions to Standards and Interpretations in Numerical Order

Standard

Related Topic (Refer to Explanatory Memorandum for Details)

Nonconforming Engagements

.16

-.17

FFC and Report Guidance

.53

- 54

Enhanced Peer Review of the Firm’s System of Quality Control

.66

- .67

Nonconforming Engagements

.68

-.72

Enhanced Peer Review of the Firm’s System of Quality Control

.73

- .74

FFC and Report Guidance

75

-.90

Enhanced Peer Review of the Firm's System of Quality Control

91 -

101

FFC and Report Guidance

.109

Enhanced Peer Review of the Firm’s System of Quality Control

113

FFC and Report Guidance

115 -

17

.120 -

125

127

FFC and Report Guidance

133

Transparency of Review Status

139

142

FFC and Report Guidance

.146

Transparency of Review Status

.169

Enhanced Peer Review of the Firm’s System of Quality Control

178

FFC and Report Guidance

179

.183

.185

Enhanced Peer Review of the Firm’s System of Quality Control

.190

194 -

197

FFC and Report Guidance

.207

Appendix A - Summary Standards

.208

Appendix B - Firm Representation Letter

.2009 -

.226

FFC and Report Guidance (Report and LOR lllustrations)

Interpretation

Related Topic (Refer to Explanatory Memorandum for Details)

17-1

FFC and Report Guidance

39-1

54d-2

Enhanced Peer Review of the Firm’s System of Quality Control

66-1

67-1 and

67-2

Nonconforming Engagements

79-1

Enhanced Peer Review of the Firm’s System of Quality Control
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Interpretation

Related Topic (Refer to Explanatory Memorandum for Details)

83-11t0 83-3

84-1

Enhanced Peer Review of the Firm’s System of Quality Control

91-1

94-1

96n-1 and
96p-1

99-1 and 99-2

100-1

FFC and Report Guidance

133a-1

146-3

Transparency of Review Status

208-1-1

Appendix B - Firm Representation Letter
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