[Date]

[Client Name]

[Client Address]

[Client Address]


Re: 
Engagement to Audit Financial Statements for [Client Name]
Dear [Client]:

We are pleased to confirm our acceptance and the terms and objectives of our engagement with [Client Name(s)] (the “Government Organization[s]”) for the [year/fiscal year/period] ending [Date], and to clarify the extent and limitations of the services we will provide.

I.
Audit of Financial Statements
We will audit the financial statements of [Client], which will comprise of the balance sheet as of [Date], and the related statements of [insert appropriate description, e.g., statements of activities, functional expenses, and cash flows] for the year then ended, and the related notes to the financial statements.  Our audit will be conducted with the objective of our expressing an opinion on the financial statements.

U.S. generally accepted accounting principles (GAAP) necessitate that certain required supplementary information (“RSI”) accompany the basic financial statements.  The Governmental Accounting Standards Board also considers this information a necessary part of financial reporting as it provides perspective to the basic financial statements.  Therefore, as part of this engagement, we will apply limited procedures to the Government Organization[‘s’] RSI in accordance with auditing standards generally accepted in the United States of America (GAAS).  These limited procedures will primarily consist of inquiries of management regarding their methods of measurement and presentation.  However, we will not express an opinion or provide any assurance on this RSI as our limited procedures do not provide us with sufficient evidence to do so under our professional standards.  Consequently, the financial statements we present to you will include the following required RSI that will not be audited and, as such, our report will disclaim an opinion on this RSI:

•      Management’s Discussion and Analysis

•      [List Additional]

We also understand that supplementary information other than RSI will accompany the Government Organization[‘s’] basic financial statements.  In accordance with GAAS, we will apply auditing procedures and other additional procedures deemed necessary to the following supplementary information accompanying the basic financial statements in order to provide an opinion on this information in relation to the financial statements as a whole:

•      [List Additional]
The statements we present to you will include the following additional information that will not be subject to the auditing procedures applied in our audit of the basic financial statements and for which our report will disclaim an opinion:

•      [List Additional]
We will conduct our audit in accordance GAAS; financial audit standards contained in Government Auditing Standards, issued by the Comptroller General of the United States; the Single Audit Act Amendments of 1996; and the provisions of OMB Circular A-133 [or other applicable professional standards].  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 or those charged with governance], as well as evaluating the overall presentation of the financial statements.  [If applicable: In addition, we will also require written authorization from you permitting your predecessor CPA to speak openly with our firm. By your signature below, you understand and agree that our firm’s acceptance of this engagement and the terms and conditions as specified in this letter are contingent upon receiving satisfactory responses to these inquiries.]
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.  

Our procedures will include tests of documentary evidence that support the transactions recorded in the accounts and direct confirmation of cash, investments, and certain other assets and liabilities by correspondence with creditors and financial institutions.  We will not be testing or confirming every transaction. These procedures may, for example, include tests of the physical existence of inventories, and direct confirmation of receivables.

As required by the Single Audit Act Amendments of 1996 and OMB Circular A-133, our audit will include tests of transactions related to major federal award programs for compliance with applicable laws and regulations and the provisions of contracts and grant agreements.  Our procedures will be less in scope than what would be required to render an opinion on internal control and, accordingly, no opinion will be expressed in our report on internal control issued pursuant to Government Accounting Standards.

As required by OMB Circular A-133, we will perform tests of controls to evaluate the effectiveness of the design and operations of controls that in our professional opinion are relevant to preventing or detecting material noncompliance with the requirements applicable to each major federal award program.  Our tests, however, will be less in scope than what would be required to render an opinion on those controls and, accordingly, no opinion will be expressed in our report on internal control issued pursuant to OMB Circular A-133.  We will communicate to you in writing concerning any significant deficiencies or material weaknesses in internal control relevant to the audit of the financial statements that we identify during the audit as required by the American Institute of Certified Public Accountants, the Government Auditing Standards, and OMB Circular A-133.  

Also, as part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we will perform tests of the Government Organization[‘s’] compliance with certain provisions of laws, regulations, contracts, and grants.  However, the objective of those procedures will not be to express an opinion in our report on compliance with these provisions pursuant to Government Auditing Standards.   In addition, OMB Circular A-133 requires that we also plan and perform the audit to obtain reasonable assurance about whether the organization has complied with applicable laws and regulations and the provisions of contracts and agreements applicable to major programs.  Our procedures, as such, will consist of the applicable procedures described in the “OMB Circular A-133 Compliance Supplement” for the types of compliance requirements that could have a direct and material effect on each of the Government Organization[‘s’] major programs.  The purpose of these procedures will be to express an opinion on the Government Organization[‘s’] compliance with requirements applicable to major programs in our report on compliance issued pursuant to OMB Circular A-133.

[Note: For use with new clients to perform the first audit only][To perform our initial audit, we must review the working papers of your former auditors.  You need to authorize [Name of Previous Auditors] to make available to us the working papers they prepared in the audit of your financial statements for the year ended [date, year].  A copy of the authorization letter is enclosed for your review and use in this regard.]

Responsibilities of [Management or those charged with governance] and Identification of the Applicable Financial Reporting Framework

Our audit will be conducted on the basis that [management or those charged with governance] acknowledge and understand that they have responsibility:

1. For the preparation and fair presentation of the financial statements in accordance with accounting principles generally accepted in the United States of America [or other applicable principles];

2. For the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; and

3. To provide us with:

a. Access to all information of which [management or those charged with governance] 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 or those charged with governance] 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.  For example, your employees will type all confirmations we request and will locate any documents or invoices selected by us for testing.
We will advise you about appropriate accounting principles and their application and will assist in the preparation of your financial statements, but the responsibility for the financial statements remains with you. 

As part of our audit process, we will request from management, written confirmation concerning representations made to us in connection with the audit.  We may also request written representations from your attorneys as part of the engagement, and they may bill you for responding to that inquiry.
You also acknowledge that management is responsible for adjusting the financial statements to correct material misstatements and for confirming to us in the management 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.

At the conclusion of our engagement, we will complete the appropriate sections of and sign the Data Collection Form (Form SF-SAC) that summarizes our audit findings.  We will also provide copies of our reports to [intended users, e.g., the audit committee, management, specific legislative or regulatory bodies, federal awarding agencies, and if applicable, pass-through entities]; however, it is management's responsibility to submit the reporting package (including financial statements, schedule of expenditures of federal awards, summary schedule of prior audit findings, auditors' reports, and a corrective action plan) along with the Data Collection Form to the designated federal clearinghouse and, if appropriate, to pass-through entities.  The Data Collection Form and the reporting package must be submitted within the earlier of 30 days after receipt of the auditors' reports or nine months after the end of the audit period, unless a longer period is agreed to in advance by the cognizant or oversight agency for audits.

Also, as required by OMB Circular A-133, it is management's responsibility to follow up and take corrective action on reported audit findings and recommendations.  This responsibility includes maintaining a summary of prior audit findings and recommendations and the corrective actions taken to address these issues; and for providing us with this information as part of our engagement.  Management is also responsible to provide input on the current audit findings and recommendations, as well as management’s planned corrective actions for these issues. 
As this engagement is not designed to be a fraud audit, management understands and accepts the inherent limitations of the audit services described in this agreement.

[Name] is the engagement partner for the audit services specified in this letter.  Their responsibilities include supervising the services performed as part of this engagement and signing or authorizing another qualified firm representative to sign the audit report.  
Audit Report 

We will issue a written report upon completion of our audit of the Government Organization[‘s’] financial statements.  Our report will be addressed to the [management or those charged with governance] of [Client Name]].  We cannot provide assurance that an unmodified opinion will be expressed. Circumstances may arise in which it is necessary for us to modify our opinion, add an emphasis-of-matter or other-matter paragraph(s).  If our opinion is other than unqualified, we will fully discuss the reasons with you in advance.  Also, for any reason, we are unable to complete the audit, we will not issue a report as a result of this engagement.
Along with the financial statements and RSI, our audit will also report on:

•
Internal control related to the financial statements and compliance with laws, regulations, and the provisions of contracts or grants agreements, noncompliance with which could have a material effect on the financial statements in accordance with Government Auditing Standards.

•
Internal control related to major programs and an opinion (or disclaimer of opinion) on compliance with laws, regulations, and the provisions of contracts or grant agreements that could have a direct and material effect on each major program in accordance with the Single Audit Act Amendments of 1996 and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
The reports on internal control and compliance are for information and use of [intended users, e.g., the audit committee, management, specific legislative or regulatory bodies, federal awarding agencies, and if applicable, pass-through entities] and will each include a paragraph that the purpose of the report is solely to describe the following: (1) the scope of testing of internal control over financial reporting and compliance and the result of that testing and not to provide an opinion on the effectiveness of internal control over financial reporting or on compliance, (2) the scope of testing internal control over compliance for major programs and major program compliance and the result of that testing and to provide an opinion on compliance but not to provide an opinion on the effectiveness of internal control over compliance, and (3) that the report is an integral part of an audit performed in accordance with Government Auditing Standards in considering internal control over financial reporting and compliance and OMB Circular A-133 in considering internal control over compliance and major program compliance. The paragraph will also state that the report is not suitable for any other purpose.    
[If the engagement contemplates issuing another type of report, i.e. on internal controls, insert appropriate language here about the form and content of anticipated report.]

II.
General Terms of Engagement
Our fees for the above services will be based on the time expended at our standard rates (available upon request [or set forth here]), plus out-of-pocket expenses, and will be billed to you [monthly].

All invoices are due and payable [“upon presentation” or “within 30 days” or other appropriate time period].  Work may be suspended if your account becomes overdue and may not resume until your account is paid in full.  If we elect to terminate our services for non-payment, our engagement will be deemed to have been concluded upon our providing you written notification of termination, even if we have not completed our work.  You will be obligated to compensate us for all time expended and to reimburse us for all out-of-pocket expenditures through the date of termination, regardless of whether the services were completed by that point.  If we stop work based on your account becoming overdue, we will not be responsible for any damages, tax, interest or penalties caused by or related to the work stoppage.  

It is our policy to retain engagement documentation for a period of [“seven” or other period of time consistent with applicable rule or regulation and the firm’s document retention policy] years, after which time we will commence the process of destroying the contents of our engagement files.  Through our engagement, we may gain possession of various original records, such as bank statements, invoices, cancelled checks, etc.  If you would like us to return those records to you, please so advise.  We may, however, need to retain copies of such records as are necessary or prudent in accordance with our professional obligations.   

We may from time to time and depending on the circumstances and nature of the services we are providing, share your confidential information with third-party service providers, some of whom may be cloud-based, but we remain committed to maintaining the confidentiality and security of your information. Accordingly, we maintain internal policies, procedures and safeguards to protect the confidentiality of your personal information. In addition, we will secure confidentiality terms with all service providers to maintain the confidentiality of your information and will take reasonable precautions to determine that they have appropriate procedures in place to prevent the unauthorized release of your confidential information to others. In the event that we are unable to secure appropriate confidentiality terms with a third-party service provider, you will be asked to provide your consent prior to the sharing of your confidential information with the third-party service provider. Although we will use our best efforts to make the sharing of your information with such third parties secure from unauthorized access, no completely secure system for electronic data transfer exists. As such, by your signature below, you understand that the firm makes no warranty, expressed or implied, on the security of electronic data transfers.   

In connection with this engagement, we may communicate with you or others via email transmission.  As emails can be intercepted, read, disclosed, or otherwise used or communicated by an unintended third party, or may not be delivered to each of the parties to whom they are directed and only to such parties, we cannot guarantee or warrant that emails from us will be properly delivered and read only by the addressee.  Therefore, we specifically disclaim 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, or disclosure or communication of confidential or proprietary information.

In the event we are requested by [“you” or “Government Organization[s]”], or are required by government regulations, subpoena, or other legal process, to produce documents or our personnel as witnesses with respect to our engagements for [“you” or “Government Organization[s]”], [“you” or “Government Organization[s]”] will, so long as we are not a party to the proceeding in which the information is sought, reimburse us for our professional time and expense, as well as the fees and expenses of our counsel, incurred in responding to such requests.

This engagement ends upon delivery of [“the Government Organization[‘s’] audit report” or other appropriate description].  Follow up communications or responses to inquiries shall not be construed as a continuation of the engagement.  Any subsequent services will be considered a separate engagement and will [use “may” if your practice does not consistently use engagement letters] be confirmed in a separate engagement letter.    

[Some jurisdictions do not allow the shortening of the statute of limitations and others only allow it to be shortened to a specific or reasonable time.  Consult your risk management professional to determine if and to what extent the following provision is appropriate for you and complies with the law in your jurisdiction.]

[All claims relating to the performance of the services rendered under this agreement must be asserted within [x years] of the delivery of the workproduct contemplated under this engagement or they will be time-barred as a matter of law.]
While we do not expect there to be any problems whatsoever with our relationship, misunderstandings can occur.  We believe that most disagreements can be resolved to mutual satisfaction in a friendly, non-threatening environment.  Accordingly, in the event of any dispute arising out of, or relating to, this engagement, the parties will first attempt in good faith to settle the dispute through non-binding mediation administered by the American Arbitration Association under its mediation rules, before resorting to litigation or similar action.  

In the event that the parties fail to settle the dispute through mediation, all parties agree that any further action arising out of or relating to this engagement shall be decided by a court of competent jurisdiction [Consider identifying a specific court to hear the dispute if local practices permit.] by a judge sitting without a jury.  WE BOTH ACKNOWLEDGE AND AGREE THAT WE ARE WAIVING ANY AND ALL RIGHTS WE MAY HAVE TO HAVE SUCH DISPUTE DECIDED BY A JURY [please check to see if this is permissible under local state law].

[If you determine, after consultation with your risk management professional, that arbitration is a more appropriate dispute resolution forum, use the following paragraphs.]

[Any controversy or claim arising out of or relating to this contract, or the breach thereof, shall be settled by arbitration administered by the American Arbitration Association in accordance with its Professional Accounting and Related Services Dispute Resolution Rules and judgment on the award rendered by the arbitrator(s) may be entered in any court having jurisdiction thereof.

The place of arbitration shall be [specify appropriate location].  The arbitration shall be governed by the laws of the State of [state]. The arbitrator(s) shall not award consequential damages in any arbitration initiated under this section. Any award in an arbitration initiated under this clause shall be limited to monetary damages and shall include no injunction or direction to any party other than the direction to pay a monetary amount. The award of the arbitrators shall be accompanied by a reasoned opinion. Except as may be required by law, neither a party nor an arbitrator may disclose the existence, content, or results of any arbitration hereunder without the prior written consent of both parties. ] 

[Limitations of liability clauses are not permitted or are limited by regulations promulgated by various governmental agencies or even in the RFPs.  The AICPA argues that such clauses do not impair independence.  You should consult with your risk management professional to determine if the following type of clause is appropriate for your firm and the specific engagement.]

[Our liability relating to the performance of the services rendered under this letter is limited solely to the direct damages sustained by [the client].  In no event shall we be liable for the consequential, special, incidental or punitive loss, damages or expenses suffered by [the client] (including without limitation, lost profits, opportunity costs, etc.).  Notwithstanding the foregoing, our maximum liability relating to the services rendered pursuant to this engagement shall be limited to the fees actually received by us for this engagement.]
[[The Client] hereby indemnifies its partners, principals, employees and agents, and holds them harmless, from all claims, liabilities, losses and costs arising in circumstances where there has been a knowing or reckless misrepresentation by [the Client], its management, employees or agents, regardless of whether that person was acting in a manner adverse to [the Client’s] interests. ]

If any provision of this letter is unenforceable, the remaining provisions shall be enforced to the fullest extent possible.  If any provision of this letter is deemed overbroad or unreasonable by a court of law [or arbitrator], such provision shall be given effect to the maximum extent possible by narrowing or removing that aspect of the provision found overbroad or unreasonable, and enforcing the remaining portions to the fullest extent permissible under the law.

After reviewing this letter, please sign in the space designated and return it to us to confirm your receipt of this letter and your understanding of the scope, terms and conditions of this engagement.  If you have any questions, do not hesitate to contact us.  

We look forward to working with you and enjoying a mutually beneficial relationship.  
Very truly yours,
[Insert Firm Signature]

[Accounting Firm]
Agreed and acknowledged:

[Client Representative]

[Client Name]
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