
  

 

Loss Control Information 
Risk Management Procedures and Guidelines for Accountants 

The first step in claim prevention is managing your practice to avoid potential liabilities and problem 
situations. This is best achieved through an aggressive risk management program. Your insurance 
carrier, and your Program Administrator, All Risks, Ltd. have prepared this document to provide tips 
that will help make your practice more claim-resistive. These guidelines do not constitute legal advice 
and should not be relied upon as a statement of legal principles or standards. 

Emphasize Documentation Procedures 

Do you remember what you had for dinner last Monday night? Probably not, unless it was a special 
occasion. Imagine how difficult it will be to remember a client conversation or meeting from over a year 
ago or longer.  Accurate and concise documentation of phone calls, client meetings, and major issues 
will be extremely valuable for claim defense. These records, along with file work papers and checklists, 
will help to reconstruct your firm’s activities and chronicles the services provided to your clients. This 
documentation will support your position and lend credibility should you have to testify in a hearing or 
other litigation. 

Therefore, it is critical that your firm adopt good recordkeeping practices.  

• Develop a standard form that is placed by all phones to document client conversations including 
date, time and summary of the call and any conclusions or plans of action.  This form then needs 
to be placed in the client file  

• Prepare memos after all client meetings summarizing what was discussed and send a copy of this 
to your clients and place one in the client file 

• Keep your work paper checklists and programs up to date and verify that all staff are actually 
completing the steps and not simply checking the boxes 

• Implement security measures to safeguard your files. The work papers, correspondence, 
engagement letters and file documentation should all be protected from tampering and 
destruction 

• Develop and follow a record retention policy for all paper and electronic files. Seek assistance 
from your Legal Counsel in establishing this policy 

Use Engagement Letters for All Engagements 

The engagement letter is one of the first items requested if a firm is involved in a claim and is a first line 
of defense. Therefore you should always send an engagement letter to your clients for all of your 
services. Will some of your clients fight you on this and refuse to sign? Probably! Pass the blame onto 
your insurance carrier and tell your client the insurance company requires you to use them. 

If a client will not sign the letter, document this and the reasons. For tax return services, consider adding 
wording to your invoices and/or tax organizers such as “upon payment of this invoice/returning of this tax 
organizer, client agrees that services were provided as stated in the attached engagement letter.”   



Include in the engagement letter the following items: 
• Spell out the services you will and will not be providing. Many claims are the result of the 

gap between client expectations and what the accountant was paid to do 

• Explain the outcome of the work to be performed. For example, while accountants may 
understand the difference between a compilation and an audit, don't assume that the client has 
this same degree of knowledge or that the client will still understand in the event of a claim 

• Outline the budget and timeline, including staff and resource commitments for the engagement 

• Include a “limitation of liability” clause or mediation language whenever possible 
 
If you will be providing on-going services, update the engagement letter at least annually. If the client 
requests additional services be sure to update the engagement letter to reflect these changes, 
especially if these services were excluded in the original engagement letter. 
 
Screen and Evaluate All New Clients 

Have you ever had a client where you asked yourself “what was I thinking accepting this  client?” To avoid 
these types of headaches you should use a formal checklist to evaluate each potential new client. Paying 
attention to possible red flags now could save you major problems later. 

The checklist should address the following items: 

• Why is client searching for a new accountant? 

• Review the services needed and decide if your firm has the necessary  experience and expertise in 
these areas. Does your firm have the staffing needed to service this client? 

• Request copies of client’s financial statement and review them for any possible red flags 

• Request permission to interview former accountant and other professionals (i.e. bankers or lawyers) 
that may be able to offer insight into the client and their operations 

• Meet with the client’s management team and discuss internal controls and accounting practices 

Once this information is obtained, review with others in your firm and make an informed and joint decision on 
whether or not to accept the client. 

As a general rule, avoid clients that ask you to push the rules of acceptable accounting and tax standards 
or have prior or pending legal actions against former accounting firms. 

In addition, a financially troubled client may be more likely to generate a lawsuit from a creditor who 
claims your financial statements were the basis for the credit terms and, without your work, the credit 
would not have been extended. 

All too often, "I should have known" is one of the first reactions when an accounting firm receives a claim. 
The fees generated by a questionable client are never worth it when a claim comes in. Close attention 
to client selection practices will pay off big in avoiding claims and litigation. 

It's okay to say no to a prospective client or to shed an existing client The goal is to know your 
clients and their needs before you start an engagement. Surprises cannot be eliminated but they 
can be reduced. 



Keep Current on Time and Billing 

One of the biggest problem areas for accounting professionals is the time and billing process. It is 
imperative that clients receive an accurate bill on a regular basis. Collections must also be followed up on 
in a timely manner. The older a bill gets the harder it is going to be to collect. Consider stopping work for 
a client that is more than 60 days past due. 

Institute a set procedure for interim billing, follow ups for payment, final billing and other collection 
matters. The most important point to remember in this area is to NOT sue for fees. Suits for fees are ill 
advised as a counter claim for malpractice is usually inevitable. It is unlikely that you will recoup your fees 
and it may end up costing you even more in the defense of the claim. Be in control of your receivables 
and be prepared to write off an account if it becomes delinquent. 
 
Avoid Conflicts of Interest 

Accounting firms should be well aware of traditional conflict-of-interest situations, where a member of 
the firm cannot claim to be independent of a client. These situations present their own difficulties, even 
when fully disclosed. Third parties have a tendency to either disown knowledge of the conflict of 
interest or claim that they were unduly persuaded by the accountants' involvement. 

A classic conflict of interest is the accountant's investment in a client business that causes other 
investors to be attracted based on the fact that an accountant has determined this venture to be worth 
his personal risk. The client's venture then fails, or performs far below expected standards, and the 
additional investors sue the accountant for both enticing their investment and improperly 
communicating the true financial situation. The accountant's conflict of interest disclosure will not prevent 
this lawsuit and thousands of dollars and hundreds of man-hours will be spent defending the 
accountant's position. The best practice to prevent these types of claims is to avoid all conflicts of 
interest. 

As an overriding principle, accountants should follow the American Institute of Certified Public 
Accountants (AICPA) rules of professional conduct. These can be obtained from this web link 
http://www.aicpa.org/Research/Standards/CodeofConduct 

Pitfalls of Providing Referrals 

Perceived conflicts of interest can be just as dangerous, even if the accountant has not received any 
direct benefit. The most common example of perceived conflicts arise out of referrals. Clients often 
ask for referrals for bankers, an attorney, investment advisor, etc. Should the referral not work to the 
client’s satisfaction and there is the perceived benefit to the accountant for the referral; there is the 
potential for liability. 

Steps to consider when offering a referral 
• Don’t refer clients to your personal financial advisor 
• Don’t refer clients to people or companies to whom you are indebted or owe favors 
• Don’t refer clients to relatives or other entities with whom you are affiliated 
• Don’t refer one client to another 
• Don’t refer clients to people with whom you have a financial relationship (such as landlords, 

creditors or tenants) 
• Don’t refer clients only to people who will provide referrals to you 
• Always provide 2 or more referral options to your clients 



Providing a referral can be a dangerous proposition. Clients can claim that if you hadn’t introduced 
them they would have been better off. Your knowledge of these service providers gives your clients a 
perceived level of comfort but can place you in a difficult position if the relationship does not go well. 

Failure to adopt these risk avoidance practices when making referrals may allow a client to allege that 
your referral was motivated by personal gain. Don’t allow a question of integrity to creep into your 
referral process 

It’s Okay to Disengage 

At some point, you may encounter a client that will ask you to bend or break the rules. No matter 
what type of service you are providing whether it is reviewing financial statements, preparing a tax 
return or performing consulting services, be sure you know the professional standards to follow and do 
not let your client dictate how to do your job. A client who won’t accept your moral and ethical 
standards is not a client worth keeping. 

When a client insists on following an aggressive accounting stance, the best reaction may be to 
disengage. Aggressive accounting positions can range from income tax deductions (or exclusion of 
income from returns), to unusual or inappropriate methods of valuing inventory, to a refusal to recognize 
significant amounts of bad debt. If you choose to go forward with the aggressive option, document your 
file with your position and provide that ‘advice’ in writing to your client. 

If you can't firmly and ethically support the accounting document that is produced by your firm, 
whether it is an audited financial statement, a bookkeeping report or a tax return, you should not 
allow the attraction of the fee earned to overcome your professional judgment. Unethical behavior 
by a client is one of the foremost reasons for disengagement. Historically, a large number of claims 
against accountants allege some aspect of fraud in which the accountant was a participant. 
Accountants risk their reputation, license and lawsuits by continuing relationships with clients they 
suspect of illegal or unethical behavior. 

It's often safer to take a stand against a client than it is to defend a suit from a third party. If the 
choice is to be sued by a client because you didn't agree with a questionable situation or to be sued 
by a third party because you went along with the situation, it's better to be sued by the client. It's 
easier to win and you'll sleep better at night. 

When in doubt about any situation, do not hesitate to contact the Loss Prevention Hotline service 
provided as a part of your insurance coverage. 

 

 

Risk management procedures are the responsibility of your firm’s management team. 
The information provided in this document should not be considered as all 
encompassing, or suitable for all situations, conditions, or environments. This 
publication is not a substitute for your own loss control program. Each organization is 
responsible for implementing their safety/injury/illness prevention program and 
should consult with legal, medical, technical, or other advisors as to the suitability of 
using the information gained in this document. 


