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Liability Lessons

By Kim Stone-Vilim, CPA

Good Preparation Can Be the Best Defense

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.

W ith all the changes that regular-
ly occur in the accounting pro-
fession, CPAs often find it dif-

ficult to both keep up with all the changes 
and continue to manage the day-to-day 
workload. During these times, the temp-
tation to cut corners or do the minimum 
may be too great for some. Procedures and 
guidelines, therefore, are critical to your 
business’s risk management efforts. These 
guidelines must be communicated to and 
followed by all to help protect your firm 
from future legal problems.

Document, document, document: this 
point cannot be emphasized enough to 
your employees. Documentation can be 
the best defense in the event of a claim. 
If you can produce notes, files, and work 
papers detailing the steps followed and 
conversations that took place, defending  
a claim will be easier and less costly. 

Something as simple as a standard 
form placed by every phone or a stan-
dard e-mail format on each computer 
can facilitate the documentation of all 
conversations. Document all client meet-
ings as well. If major issues are discussed, 
send a copy of the meeting notes or a 
letter summarizing the meeting to the 
client. Equally important is keeping work 
paper checklists and programs up to date 
and verifying that staff are completing the 
steps and not simply checking boxes.

Likewise, you need to use engage-
ment letters for all your services. The 
engagement letter is one of the first items 
requested if a firm is involved in a claim. 
The letter needs to spell out what services 
the firm is and is not providing. The letter 

should be updated annually to reflect en-
gagement changes. If there is no engage-
ment letter, a lawsuit becomes a case of he 
said/she said.

Often, clients do not return signed 
engagement letters, particularly tax clients. 
Consider adding wording to your invoices 
that would reflect acceptance of engage-
ment terms, such as “Upon payment of 
this invoice, client agrees that services 
were provided as stated in the attached 
engagement letter.” This at least docu-
ments the services you provided. 

Firms should always use a formal 
checklist to evaluate each potential new 
client. The checklist should address items 
such as why the client is searching for 
a new accountant and what services are 
needed. Request a copy of the client’s 
financial statements and review them for 
any financial difficulties or other possible 
red flags. Ask for permission to interview 
the former accountant and other profes-
sionals (such as bankers or lawyers) as 
they may be able to offer insights that can 
help you make an informed decision. 

After you have obtained this informa-
tion, review it with others in your firm 
and make a joint decision on whether 
or not to accept the client. The goal is to 
know potential clients’ needs before you 
start an engagement. Surprises cannot be 
eliminated, but they can be reduced.

The billing process often causes prob-
lems for CPAs. Clients must receive an 
accurate bill on a regular basis, and collec-
tions must follow in a timely manner. The 
older a bill gets, the harder it is to collect. 
Firms should consider stopping work for 
clients who are more than 60 days past 
due. Institute a procedure for interim bill-
ing, follow-ups for payment, final billing, 
and other collection matters. As part of 
this process, a firm should adopt a policy 
of not suing for fees. Counter-claims of 
malpractice too often follow. You probably 

won’t recoup your fees, and you may end 
up spending more in the defense of the 
counter-claim. Be prepared to write off an 
account if it becomes delinquent.

CPAs have a reputation for integrity, 
but that doesn’t stop some clients from 
asking you to bend or break the rules. No 
matter what type of service you are pro-
viding – reviewing financial statements, 
preparing a tax return, or performing 
consulting services – be sure you know the 
standards to follow and that you do not 
let your client dictate how to do your job. 
A client who won’t accept your moral and 
ethical standards is not worth keeping.

Along these same lines, never partici-
pate with clients in any business venture 
or other activities. This will weaken the 
perceived level of independence. In the 
event of a liability claim, judges and juries 
have an easier time reaching a decision 
based on integrity than one based on 
complicated accounting standards.

The marketing of your services can be 
a concern, too. Be sure your marketing 
campaign is balanced and sets realistic 
performance standards. Limit advertising 
to the services and industries in which 
you specialize. Do not use phrases such as 
“the very highest level of professionalism” 
in brochures or websites, as this statement 
can hamper a professional liability defense 
that you met the required standard of care 
in performing an engagement. Also, do 
not bid on work if you do not have the 
staff or the expertise to handle the project.

The hope is you will never be involved 
in a lawsuit. However, since it is impos-
sible to prevent all claims, strong risk 
management procedures can provide for 
quicker and less-costly disposition.  
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