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“We’ll Never Be Sued.” Are You Sure?

Insightful lessons can be learned by review-
ing professional liability issues. With this in
mind, Bollinger Inc. provides this column
for your review. For more information
about liability issues, contact Bollinger at
robert.connolly@bollingerinsurance.com.

Y
ou’ve said it; your competitors have
said it; and we hear it every day:
“We’ve been doing this type of

work for years. We follow checklists, have
well-trained staff, and have trustworthy
clientele. We’ll never be sued, and even 

if we are…we’ll win!” 
Are you sure? 
One firm we know of, which we will

call J&L CPAs, thought the same thing,
but learned the hard way that you can be
too sure.

J&L was hired by Beantown fire dis-
trict to perform audits from 2000 to
2005. In the firm’s first audit year,
Beantown switched from an all-volunteer
to a paid force. Beantown alleged that,
over the course of several years, the 
fire district paid too much overtime to

the firefighters. The district felt J&L
should have caught this as part of the
annual audit.

J&L had an engagement letter with
the standard wording that it was conduct-
ing an audit of the financial statements.
The purpose of the audit was to express
an opinion that the financial statements
were presented fairly. The normal re-
views of internal controls would be com-
pleted to assess reliability, and the audit
would test evidence to support recorded
transactions.
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J&L had audit checklists to perform
audit testing. The checklists were com-
pleted and initialed by the staff that per-
formed the work.

In 2006, J&L and Beantown parted
ways, and Beantown hired a new CPA.

In early 2007, J&L received a call
from Beantown’s new CPA. Having 
never been in this situation, J&L was
unsure how to proceed. Its first call 
was to its professional liability insurance
carrier for advice on what workpapers 
to turn over and to what extent they 
were obligated to cooperate with the 
new CPA. Though it didn’t realize it 
at the time, J&L’s call to its carrier 
was a smart move. It put the carrier 
on notice in case a future claim arose
from this incident.

With guidance from its professional
liability carrier, J&L turned over the
requested documents and heard nothing
more. J&L assumed the new auditors
found nothing wrong. Case closed. 

Eleven months later, J&L was contact-
ed by Beantown’s attorney. J&L was being
sued for more than $1 million.

In preparing for trial, depositions were
conducted of key firm personnel and
experts reviewed J&L’s workpapers.
Beantown had its own experts review 
the workpapers.

Beantown’s expert witness asserted 
that J&L did not test controls over pay-
roll processing. It came to light that 
new standards for conducting govern-
ment audits were implemented in 2004,
which included expanded payroll review
procedures. The expert claimed J&L 
did not follow these new standards. 
The expert also asserted that since payroll
was the district’s largest expenditure,
additional testing of this line item was
required.

J&L’s expert witness confirmed that
the audit met generally accepted auditing
standards, and that the financial state-
ments were presented in conformity 
with GAAP. The firm’s expert noted 
that the audit was not done to seek a
review of operational items such as 
payroll.

Depositions of the fire chief and 
other staff indicated that the district 
knew of the overtime error all along.

They stated it was being paid to keep 
firefighters from leaving the district 
and going to others that offered better
pay and benefits.

It was depositions that ultimately hurt
J&L. Beantown’s expert was able to
demonstrate that J&L did not perform
the required substantive testing on payroll
procedures. He also showed that the new
government audit standards were not
properly followed.

When the J&L staffer that performed
the audit was deposed, it was discovered
that the audit work was not done. The
staffer admitted to not doing the payroll
testing, but rather simply checking off the
steps on the checklist.

It could be argued that testing would
still not have discovered the overpayment
or that, even if it was discovered, no
change would have been made to the
compensation given to the firefighters.

Due to the conflicting reports given by
the experts and the staffer’s admission of

not completing the work, the case was
settled for $540,000.

This case highlights the importance 
of supervisory review of staff work. Had
the audit manager or partner reviewed 
all the checklists and verified that the
steps were completed correctly, this 
claim might have been defensible.
Furthermore, it is of utmost importance
that firms not only stay current on all
new accounting and audit standards, 
but staff must also be advised of the
changes and taught how to implement
them.

In tough economic times, more clients
are apt to sue. CPA firms need to be sure
that all proper procedures are in place and
are being followed. Always ask yourself,
“Are you sure?” �

Kim Stone-Vilim, CPA, is an underwrit-
ing manager at Insight Insurance Services
in Geneva, Ill. She can be reached at
kstone-vilim@insightinsurance.com.
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At Murphy McCormack Capital Advisors, we
are dedicated to serving the unique needs of
privately-held businesses.  Our team of sea-
soned professionals provides investment bank-
ing services, debt restructuring, valuations and 
business turnaround assistance.  For your cli-
ents, look to the unparalleled service, experi-
enced negotiators, market knowledge and suc-
cess that are the hallmarks of Murphy McCor-
mack Capital Advisors. 

260 Reitz Boulevard
Suite 1 
Lewisburg, PA  17837 
murphymccormack.com 
bmccormack@murphymccormack.com 
570.524.7253 
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