EXAMPLE ENGAGEMENT LETTER - AUDIT

(Date)

(Auditee name)

(Address)

Dear ________________:
[FIRM NAME] is pleased to accept the instruction to act as an auditor for your company. Please accept this writing as a confirmation of the service terms of our appointment. This letter’s purpose, along with the attached terms and conditions, is to set forth [FIRM NAME]’s terms for completion of the work and to define our respective responsibilities. 
Our audit will be conducted in accordance with Generally Accepted Auditing Standards (GAAS). Additionally, we are bound by the ethical guidelines of Generally Accepted Accounting Principles (GAAP) relating to financial accounting and reporting and will act in accordance with such ethical guidelines, in addition to adhering to the rules of the AICPA Code of Professional Conduct 

Audit Scope.  [FIRM NAME]’s applicable scope of work will include the audit of your company’s financial statements which comprise that balance sheet as of [INSERT APPLICABLE DATE], and the related (as applicable) statements of income, changes in stockholder equity, and cash flows for the relevant time period, and the related notes to the financial statements.
Audit Objectives.  Our audit’s objective is the expression of opinions as to whether your company’s basic financial statements are fairly presented, in all material respects, in conformity with U.S. generally accepted accounting principles. Objectives include further reporting on:

· Your company’s internal control as related to the financial statements; an assessment of fraud risk; compliance with laws, regulations, and the provisions of contracts and grant agreements; noncompliance which could have a material effect on the financial statements, in accordance with accounting principles generally accepted in the United States. 
· Our audit will be conducted in accordance with generally accepted auditing standards established by the Auditing Standards Board (United States), and will include tests of accounting records and other procedures we consider necessary to enable us to express such opinions and to render the required reports.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement. An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.
· Because of the inherent limitations of an audit, together with the inherent limitations of internal control, an unavoidable risk that some material misstatements may not be detected exists, even though the audit is properly planned and performed in accordance with GAAS.
If our opinions on the financial statements are other than unqualified, we will fully discuss the reasons for such an opinion with you in advance.  If, for any reason, we are unable to complete the audit or are unable to form or have not formed opinions, we may decline to express opinions or to issue a report as a result of this engagement.  Should such situation arise, we will notify you.

Professional judgment will be used in determining the applicable standards to the work to be conducted. If this engagement fails to satisfy the requirements of all audit report users, laws, and regulations, we will notify you as soon as this comes to our attention.  We will then submit another engagement letter for your approval that complies with the applicable requirements.  We will consider all standards that may apply to determine whether a different type of engagement is needed.
Management’s Responsibilities.  As part of the audit, your management will be responsible for:

1. The preparation and fair presentation financial statements and all accompanying information, as well as all representations contained therein in accordance with accounting principles generally accepted in the United States of America.  You are responsible for making all management decisions and performing all management functions relating to the financial statements and related notes, and for accepting full responsibility for such decisions.  You will be required to acknowledge in the management representation letter that you have reviewed and approved the financial statements and related notes prior to their issuance, and have accepted responsibility for them.  Further, you are required to designate an individual possessing suitable skill, knowledge, or experience to oversee any non-audit services we provide and for evaluating the adequacy and results of those services and accepting responsibility for them.

2. To establish and maintain internal controls, including: monitoring ongoing activities; for the selection and application of accounting principles; for the fair presentation in the financial statements of the respective financial position, the business-type activities, and the respective changes in financial position and, where applicable, cash flows in conformity with U.S. generally accepted accounting principles.
3. To make all financial records and related information available to us, including identifying significant vendor relationships in which the vendor has responsibility for program compliance, and for the completeness and accuracy of such information.  Your responsibilities include the adjustment of the financial statements to correct material misstatements, and confirming to us in the representation letter that the effects of any uncorrected misstatements aggregated by us during the current engagement and pertaining to the latest period presented are immaterial, both individually and in the aggregate, to the financial statements taken as a whole. 

4. Responsibility for the design and implementation of programs and controls to prevent and detect fraud, and for informing us about all known or suspected fraud or illegal acts affecting the government involving (a) management, (b) employees who have significant roles in internal control, and (c) others where the fraud or illegal acts could have a material effect on the financial statements resides with management. Included among your responsibilities is informing us of your knowledge of any allegations of fraud or suspected fraud affecting the government received in communications from employees, former employees, grantors, regulators, or others. Additionally, you are responsible for identifying and ensuring that the entity complies with applicable laws, regulations, contracts, agreements, and grants.  Additionally, it is management’s responsibility to follow up and take corrective action on reported audit findings, and to prepare a summary schedule of prior audit findings and a corrective action plan.  The summary schedule of prior audit findings should be available for our review on _________ [insert date].

5. The establishment and maintenance of a process for tracking the status of audit findings and recommendations is management’s responsibility.  Management is also responsible for identifying for us previous audits or other engagements or studies related to the objectives discussed in the Audit Objectives section of this letter. This responsibility includes relaying to us corrective actions taken to address significant findings and recommendations resulting from those audits or other engagements or studies. Management is also responsible for providing management’s views on our current findings, conclusions, and recommendations, as well as your planned corrective actions.

6. If necessary, to arrange for us to obtain any written documentation and information necessary from your attorney(s)-at-law that may be required for completion of the audit.

7. To otherwise provide us with:

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

b. Additional information that we may request from management for the purpose of the audit; and

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

As part of our audit process, we will request from management written confirmation concerning representations made to us in connection with the audit.  All requests by us consistent with the above obligations will be fulfilled by the management as soon as is practical, and we will not be held liable for any delay caused by management’s failure to provide requested information or documentation.
Audit Procedures—General.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements; therefore, our audit will involve judgment about the number of transactions to be examined and the areas to be tested.  We will plan and perform the audit to obtain reasonable rather than absolute assurance about whether the financial statements are free of material misstatement, whether from (1) errors, (2) fraudulent financial reporting, (3) misappropriation of assets, or (4) violations of laws or governmental regulations that are attributable to the entity or to acts by management or employees acting on behalf of the entity.  
Because an audit is designed to provide reasonable, but not absolute assurance, and because we will not perform a detailed examination of all transactions, there is a risk that material misstatements or noncompliance may exist and not be detected by us.  In addition, an audit is not designed to detect immaterial misstatements or violations of laws or governmental regulations that do not have a direct and material effect on the financial statements.  However, if during the course of our audit we become aware of such errors, fraud, or illegal acts, we will bring them to your attention in writing. Furthermore, should we become aware of fraud or illegal acts; we shall also notify the appropriate enforcement agency.  Our responsibility as auditors is limited to the period covered by our audit and does not extend to any later periods for which we are not engaged as auditors.

Our procedures will include tests of documentary evidence supporting the transactions recorded in the accounts, and may include tests of the physical existence of inventories, and direct confirmation of receivables and certain other assets and liabilities by correspondence with selected individuals, funding sources, creditors, and financial institutions.  We will request written representations from your attorneys as part of the engagement, and they may bill you for responding to this inquiry. At the conclusion of our audit, we will require certain written representations from you about the financial statements and related matters.

Audit Procedures—Internal Controls.  Our audit will include obtaining an understanding of the entity and its environment, including internal control, sufficient to assess the risks of material misstatement of the financial statements and to design the nature, timing, and extent of further audit procedures.  Tests of controls may be performed to test the effectiveness of certain controls that we consider relevant to preventing and detecting errors and fraud that are material to the financial statements, and to preventing and detecting misstatements resulting from illegal acts and other noncompliance matters that have a direct and material effect on the financial statements.  Also, we will perform tests of controls over compliance to evaluate the effectiveness of the design and operation of controls that we consider relevant to preventing or detecting material noncompliance with compliance requirements.
An audit is not designed to provide assurance of internal controls or to identify significant deficiencies in internal controls.  However, during the audit, we will communicate to management and those charged with governance internal control related matters that are required to be communicated under AICPA professional standards.
Audit Procedures—Compliance.  As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we will perform tests of compliance with applicable laws and regulations and the provisions of contracts and agreements.  However, the objective of those procedures will not be to provide an opinion on overall compliance and we will not express such an opinion in our report on compliance.

We also plan to obtain reasonable assurance about whether the auditee has complied with applicable laws and regulations. Our procedures will consist of tests of transactions and other applicable procedures for the types of compliance requirements that could have a direct and material effect on the financial statements. The purpose of these procedures will be to express an opinion on compliance with requirements applicable to the financial statements. 
Reporting, Audit Administration, Fees, and Other.   Immediately upon completion of the engagement, the auditor shall send a copy of the reporting package to [AUDITEE’S NAME]. The reporting package will consist of:

1. An opinion (or disclaimer of opinion) as to whether the financial statements are presented fairly in all material respects in conformity with accounting principles generally accepted in the United States. 
2. A report on internal control and compliance with laws and regulations material to the financial statements. This report shall describe the scope of testing of internal control and compliance, the results of the tests, and, where applicable, refer to the separate schedule of findings and questioned costs. 

3. A summary schedule of findings and questioned costs.

4. A summary schedule of the current status of any prior findings.

5. Management’s corrective action plans, which you will prepare.

6. A management letter to convey suggestions and recommendations not suitable for the foregoing reports.  

Our audit will include a review of any prior-year suggestions and recommendations and will indicate the extent to which the summary schedule of prior year audit findings is fairly stated.  As to any current-year recommendations and suggestions, we will afford you the opportunity to respond to such matters and will include your response(s) in management’s corrective action plan.

Subsequent to the issuance of the report, should it be necessary to alter or reissue the report and/or any management letter, [FIRM NAME] shall distribute such reissued report and/or management letter in the same manner as the original report and management letter.

We expect to begin our audit on approximately [DATE] and to issue our reports no later than [DATE].

[NAME OF ENGAGEMENT PARTNER] is the engagement partner and is responsible for supervising the engagement and signing the report.  However, it is agreed that the responsible partner may hire or use associate staff/auditors in carrying out the audit, including any other professionals or specialists that are deemed necessary to complete the audit process.
Our fees for all services are related to our standard hourly rates in effect at the time services are performed.  Our standard hourly rates vary according to the degree of responsibility involved and the experience level of the personnel assigned to your engagement.  Our fee for this engagement will be $___________ from which __________% will be paid upon ___________ and _________% upon _____________.  In addition to our fees, you will be responsible for our costs.  "Costs" are out‑of‑pocket expens​es, such as for copies, mileage, postage, long distance tele​phone charges, etc.  Costs will be billed periodically (no more than monthly) and the same will be due and payable upon your receipt of invoice. All fees and costs not paid when due shall bear nine percent (9%) simple annual interest, calculated monthly, from the due date.  In the event suit is filed for the collection of any past due account, you agree to pay all reasonable costs of collection, including reasonable attorneys’ fees.  

If a multi-year engagement is entered into, all outstanding invoices for work performed during any prior engagement will be paid in full before work commences on the current engagement.

During the course of our audit, it is possible that we may observe opportunities for economies of operation and for improved internal administrative and accounting controls, or we may observe variances with applicable laws and regulations or other matters that should be brought to your attention.  Our comments and recommendations concerning such matters, if any, will be conveyed to you in writing.

This engagement letter shall be governed as to validity, interpretation, construction, effect and in all other respects by the laws and decisions of [STATE]. In the event of commencement of any legal action regarding any term or condition of this engagement, such action, by agreement is to be subject to the jurisdiction of the courts of [STATE] or its political subdivisions. [Note: an ADR clause can be inserted here instead of a jurisdictional clause.]

Privacy.  We will preserve the privacy of the information we collect from you in confidence and in accordance with the applicable standard professional rules and ethics.  A copy of our current privacy policy will be provided to you at any time free of charge upon request if one has not already been provided to you in conjunction with this engagement.

Limitation on Use of Client Documents and Financial Statements.  We will not disclose your financial documents to third parties without the prior written consent to disclosure by you.

No Representation or Guarantee as to Results. We do not represent or guarantee to you that certain results will be achieved, it being understood that there are uncertainties in the scope of the services to be provided.  We will, however, diligently pursue our services within the generally accepted accounting standards.

Representation Before Taxing Authority Not Contemplated.  This engagement does not obligate us to appear for you or otherwise act on your behalf before any State or Federal taxing authority.  Representation in that regard, if any, will be covered by a separate engagement agreement between us.
Termination of Engagement.  You may terminate this engagement at any time; however, you will be responsible for the pro-rata payment for our services up to the date of termination in relation to the amount of work completed as to the entire project.  We may terminate this engagement, but only if factors are present that would allow us to do so pursuant to the AICPA Code of Professional Conduct, and in such event, you will be responsible for the pro-rata payment for our services up to the date of termination in relation to the amount of work completed as to the entire project.
Reservation of Rights to Revise Terms of Audit Engagement.  Through the audit process, it may become appropriate for us to contact you about revision of the terms of the audit engagement.  The factors that we will use to determine whether it is appropriate to consider revision to the terms of the audit engagement are:

· Any indication that management misunderstands the objective and scope of the audit;

· A change of your senior management;

· A significant change in your ownership;

· A significant change in the nature or size of your business;

· A change in legal or regulatory requirements;

· A change in the financial reporting framework adopted in the preparation of the financial statements; or

· A change in other reporting requirements.
Email Communication.  In connection with this engagement, we may communicate with you or others via email transmission if you provide us permission to do so. You should be aware that there are many risks in communicating through e-mail.  There is a risk that a message may be intercepted as it travels either through the Internet or through the network to which your computer is connected. There is also a risk that a message may be intercepted through the individual computer that you use to send or receive e-mails.  Someone else may be able to access your e-mail either from the same Internet account or through e-mail stored on the computer itself. Computers are frequently set up to store all e-mail sent and/or received.  In addition, many computers create “temporary” files that may backup your e-mail messages.  Because e-mail is a continually changing technology, there may be other risks not specifically mentioned in this paragraph.  If after taking into consideration the risk of e-mail, you wish to communicate with me by e-mail, please put your e-mail address in the appropriate blank at the end of the letter.

Additionally, we specifically disclaim and waive any liability or responsibility whatsoever for interception or unintentional disclosure of emails transmitted by us in connection with the performance of this engagement. In that regard, you agree that we shall have no liability for any loss or damage to any person or entity resulting from the use of email transmissions, including any consequential, incidental, direct, indirect, or special damages, such as loss of revenues or anticipated profits, or disclosure or communication of confidential or proprietary information.
Reliance on Client Information and Documents.  Our work on the project described herein is subject to and we are relying on the adequacy and veracity of the documents and information provided by you.  Therefore, it is very important that the information provided by you is complete and accurate.
Record Retention Policy.  We will retain all records and work performed on your behalf consistent with our record retention policy, or for as long as is required by law.  A copy of our current record retention policy will be provided to you at any time free of charge upon request if one has not already been provided to you in conjunction with this engagement.

Client Signature and Designation of Client Contact.  This engagement will not become effective until this engagement letter has been signed by the client and a signed engagement letter has been returned to us.  The client information contained in the client signature portion of this engagement letter will designate the person(s) that the client has designated to be our contacts person(s) for purposes of this engagement.  We may rely on the contact information set forth below in providing any notices or making contact with you.
Successors and Assigns.  These engagement terms and conditions will be binding upon us, our successor and assigns, and upon you and your heirs, successor and assigns.
Approval.  We appreciate the opportunity to be of service to you, and believe this letter accurately summarizes the significant terms of our engagement.  If these comments and arrangements meet with your approval, please sign below and return the agreement to us. 

We look forward to a pleasant association and the opportunity to provide the services included in this engagement.  If you have any questions, please let us know.

Very truly yours,

[FIRM NAME]
By______________________
I/WE AGREE TO THE ABOVE TERMS.

______________________________


________________________

Client’s Signature




DATE

_______________________________________________________________________

Print Name and Title for Contact Persons

I have read about the risks of e-mail above and I consent to communication by e-mail.  My e-mail address is: _________________________________________________.

Client Contact Information 

Address:  _____________________________________________________________________

Telephone:  ___________________________________________________________________

Facsimile:  ____________________________________________________________________
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