____________________________________

Massachusetts Society of CPAs

2015 Annual Report on Oversight

December 9, 2016
I.
Oversight Process and Procedures 


OBJECTIVE:  Oversight of the MSCPA Peer Review Program (PRP) is necessary to provide the Peer Review Executive Committee (PREC) with reasonable assurance that:

1. Reviewers, Review Acceptance Bodies (RAB) and the technical reviewer are complying with standards and administrative procedures established by the AICPA Peer Review Board.

2. Reviews are being conducted and reported upon in accordance with the Standards for Performing and Reporting on Peer Reviews (the Standards).

3. Reviews are evaluated on a consistent basis.

4. Follow-up actions are consistently imposed and are closely monitored.

5. A communication link is established that enables members of the MSCPA to inform the PREC about problems and concerns relating to the PRP.

SCOPE AND SELECTION:

The scope of the oversight will be determined annually by the MSCPA staff and the technical reviewer and be approved by the PREC.  In general, we aim for the scope of the oversight to be as follows:

· Onsite Oversight: 2 reviews 

· Pre-RAB: 1 System reviews, 1 Engagement review
· Post-RAB: 5 System reviews, 2 Engagement reviews, 2 Engagement reviews accepted by technical reviewer. Acceptance letter will be held pending the completion of the Post-RAB oversight.

· Two of the engagements reviewed will be either audits of ERISA engagements, GAGAS, FDICIA, One Single Audit GAGAS engagement, SOC1 or SOC2 engagement.
The technical reviewer will perform post and pre-RAB oversights. Members of the PREC that qualify as a System review team captain will perform Onsite oversights.  The chair of the PREC will designate reviewers to perform oversights taking care that all individuals performing oversight reviews are free of conflict.

Reviews selected for oversight would ordinarily meet one or more of the following criteria:

1.
The selection of peer reviews may be random or targeted. The peer review committee may have concerns about the firm to be reviewed, and therefore decide to perform oversight on the review. 


Examples of these instances may include but are not limited to firms that

a.
received consecutive reports with a peer review rating of pass with deficiencies, fail, or both prior to the current review.

b.
previously received a report with a peer review rating of fail. 

c.
previously had an engagement or report* review that did not receive a peer review rating of pass and is having their first System Review.

d.
conduct engagements that have a number of high-risk industries, and it is the firm’s first System Review.

e.
requested and have been approved for an administrative change of venue into your jurisdiction.

f.
perform a significant number of reviews where the managing owner or several owners are peer reviewers.

g.
complete its peer review and

i. the report acceptance body (RAB) questioned the appropriateness of the report and could not resolve its questions without an independent look at the reviewed firm.

ii. there was a difference of opinion between the reviewed firm and the reviewer that could not be resolved without an independent look at the engagement(s) in question.

iii. the RAB questioned whether the reviewed firm has committed to the corrective actions that are applicable in circumstances where the same deficiencies have occurred, resulting in corrective actions that are identical to those imposed for the current review.

h.
require resolution by the peer review committee of other legitimate concerns.

The oversight may consist of doing a full working paper review including selected reviewed firm’s engagement working papers and financial statements at the location of the administering entity after the review has been performed, but prior to presenting the peer review documents to the peer review committee. This type of oversight could be applicable to System and Engagement Reviews.

The oversight may also consist of having a peer review committee member or designee actually visit the firm, either while the peer review team is performing the review, or after the review but prior to final committee acceptance. 

The purpose of placing oversight on a peer reviewer is to determine whether the peer reviewer has performed a peer review in accordance with standards, and has reached appropriate conclusions. Oversight may also serve as an educational tool for the peer reviewer, promote consistency and proficiency by all parties involved in the peer review process, and resolve a difference of opinion between the firm and peer reviewer.

1.
There are various circumstances in which the peer review committee may decide that oversight of the reviewer is appropriate. 

a.
The peer review committee may decide to perform oversight based on the peer reviewer’s performance. There are several factors that may contribute to this decision, including reviewers who are repeatedly required to reissue corrected documents. The types of reviewer deficiencies that may result in oversight may include, but are not limited to, reviewers who have repeatedly

· caused the technical reviewers to obtain significant clarifications on matters in the peer review working papers or documents.

· reissued corrected peer review documents to the firm as requested by the RAB.

· waived matters that turn out to be significant issues.

· failed to select an appropriate number of, or all of, the appropriate types of engagements to review (scope issues).

· received team captain feedback for other significant matters.

In these instances, the reviewer should have received feedback or a performance deficiency letter(s) as discussed in chapter 8 of the AICPA Peer Review Program Report Acceptance Body Handbook. Also, where the reviewer has had a history of performing in an unsatisfactory manner, the committee may require the reviewer to pay the cost of committee oversight. When the reviewer is required to pay the cost of oversight, he or she should be notified in writing.

b.
A history of performance deficiencies may not be the only factor that can contribute to a peer reviewer being selected for oversight. Other factors may include, but are not limited to, reviewers that

· frequently submit reports with a peer review rating of pass and no Finding for Further Consideration (FFC) forms or seldom, if ever, submit peer review reports with a rating of pass with deficiency or fail. 

· appear to be submitting the exact same boilerplate FFC form(s).

· conduct a significant amount of reviews of firms with a number of audits in high-risk industries (governmental, banking, Employee Retirement Income Security Act of 1974, FDICIA or carrying broker dealers).

· conduct their first System Review that contains high-risk industries.

· perform their first review for an administering entity.

· perform a significant volume of reviews.

· participate in a “triangle” type review where each firm reviews another firm in the group.

· have never performed a review where several deficiencies or significant deficiencies were noted.

· are selected on an entirely random basis.

· list numerous areas of experience on their resume, especially in those cases when the number of specific industry codes on the reviewer’s resume does not agree with the number of specific industry codes on the reviewer firm’s background information form.

· conduct reviews utilizing alternate materials and checklists not issued by the board.

· received communications from regulatory, monitoring, or enforcement bodies relating to allegations or investigations in the conduct of accounting, audit, or attestation engagements performed by the reviewer.

· the AICPA Oversight Task Force (OTF) recommends or requires that the AE oversight a reviewer based on results of their desk review oversight.

OVERSIGHT PRECEDURES AND ADMINISTRATION

The nature and extent of onsite oversight procedures will depend on the reasons it was selected and should be tailored based on the circumstances.  The oversight should be documented in a memorandum to the PREC with a copy provided to the RAB, reviewer and the reviewed firm.  In addition to the completion of the oversight checklist found in the Oversight Handbook, oversight will, at a minimum, include:

· A visit to the office of the reviewed firm on the date of the exit conference.

· A test of one or more engagements selected for review by comparing selected areas of responses to the reviewed firm’s work papers, report and financial statements.

· Observe a “wrap-up” meeting for at least one engagement.

· Read all MFCs and satisfy himself/herself about all matters leading to a pass with deficiency report or fail report.

· Observe the exit conference with the owners.

· Review the report and, if applicable, the letter of comments for appropriateness.

If significant deficiencies, problems or inconsistencies are encountered during the oversight, the oversight reviewer is expected to expand the review of documents until he/she is satisfied that they have identified the basic causes of the problems encountered.  Disagreements between the team captain and the oversight reviewer should be resolved before the exit conference is held.  Consultation with the PREC chair and/or the technical review should be made so that any disagreements may be resolved before the exit conference is held.  If agreement cannot be reached, the matter will be referred to the full PREC.  If the firm or reviewer does not agree with the decision of the PREC, the matter will be referred to the AICPA Peer Review Board.  The firm and/or reviewer will have an opportunity to provide information along with the correspondence prepared by the PREC or oversight reviewer that details the disagreement and a chronology of the events that took place.

Based on the results of the oversight visit, the PREC may recommend further oversight of that reviewer, the reviewer take certain CPE and/or place limits or suspension of the reviewer’s ability to perform reviews.

Individuals performing oversight review will be compensated at a flat rate of $750 plus expenses. Oversights are expected to take from 4 to 8 hours.  If an oversight review is going to take more than 8 hours, the reviewer is expected to notify the PREC as soon as possible so that a modification, if any, may be agreed to before the additional time is incurred.

OVERSIGHT OF THE ENGAGEMENT AND REPORT REVIEW PROGRAM

Oversight of engagement and report reviews will be performed by the technical reviewer and occur on a random basis.  The oversight will be performed post and pre-issuance prior to the 120-day period for destruction of the work papers and will include:

1. A test of 1 or more engagements by comparing selected areas of responses to the financial statements and the reviewed firm’s report.

2. Reading all MFCs and satisfaction as to the validity of all matters leading to a qualified or adverse report.

The results and findings of oversights performed by the technical reviewer for engagement reviews will be documented in a letter to the reviewer.  The chair of the PREC will review these letters before they are sent to the reviewer. Significant deficiencies, problems and inconsistencies may lead to a change in an already issued report and letter of comments.  Disagreements will be resolved in the manner described above for on-site oversight.

ADMINISTRATIVE OVERSIGHT

In the year that the AICPA does not perform an administrative oversight the Chair of the MSCPA Peer Review Executive Committee will perform the oversight using the AICPA Checklists.

VERIFICATION OF REVIEWER’S RESUMES

To qualify as a reviewer, an individual must be an AICPA member and have at least five years of recent experience in the practice of public accounting in the accounting or auditing functions. The firm that the member is associated with should have received a pass on either its system or engagement review. The reviewer should obtain at least 48 hours of continuing professional education in subjects related to accounting and auditing every three years, with a minimum of 8 in any one year. A reviewer of an engagement in a high-risk industry should possess not only current knowledge of professional standards but also current knowledge of the accounting practices specific to that industry. In addition, the reviewer of an engagement in a high-risk industry should have current practice experience in that industry. If a reviewer does not have such experience, the reviewer may be called upon to justify why he or she should be permitted to review engagements in that industry. Massachusetts Peer Review Executive Committee has the authority to decide whether a reviewer’s or review team’s experience is sufficient to perform a particular review.

Ensuring that reviewers’ resumes are updated regularly and are accurate is a critical element in determining if the reviewer or review team has the appropriate knowledge and experience to perform a specific peer review. In accordance with Oversight Enhancement No. 4, Massachusetts must verify information every 3 years. All reviewer resumes are verified over a three-year period.

Verification procedures include:

· The reviewer providing specific information such as the number of engagements they are specifically involved with and in what capacity. Massachusetts staff then compares the information provided by the reviewers to the reviewer resume on file in the AICPA system and to the reviewer firm’s most recent background information to determine if the reviewer’s firm actually performed those engagements during its last peer review.

· Determining the reviewers’ qualifications and experience related to engagements performed under GAGAS, audits of employee benefit plans under ERISA, Broker Dealers and audits of insured depository institutions subject to FDICIA. 

· Which state(s) the reviewer has a license to practice as a certified public accountant in (this may include requesting copies of their license) 

· A list of continuing professional education (CPE) courses taken over a three-year period, to document the required 48 CPE credits related to accounting and auditing to be obtained every three years with at least 8 hours in one year, including CPE from a qualified reviewer training course; and CPE certificates to document qualifications to perform Yellow Book audits, if applicable. Reviewers may also be requested to provide CPE certificates. 

· Determining whether the reviewer is a partner or manager in a firm enrolled in a practice monitoring program. 

· Verifying that the reviewer’s firm received a pass report on its most recently completed peer review.

· Reviewing the reviewers resume in the year that their firm has their review and comparing with the firm’s background form.
II.
Summary of Peer Review Programs

Massachusetts Peer Review program was formed in 1988, to operate the AICPA Peer Review Program, for AICPA and non-AICPA CPA firms located in our state. 

Massachusetts serves as the administering entity for the AICPA Peer Review Program and also administers the Massachusetts Peer Review Program (which operates exactly the same as the AICPA Peer Review Program) for firms not enrolled in the AICPA Peer Review Program.  

The Massachusetts Board of Public Accountancy requires all firms in our state, who provide attestation services as part of their public accounting process, to be enrolled in a practice monitoring program.  The BOPA has designated Massachusetts as an authorized report acceptance body to approve peer review reports issued for firms enrolled in peer review programs administered by Massachusetts.

Number of Enrolled Firms by Number of Professionals*

 as of December 9, 2016
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Reviewed Not Performed in 

Accordance with 

Professional 

Standards

Audits – Single Audit Act (A-133) 1 0 40 2

Audits – Governmental – All Other 3 0 56 3

Audits – ERISA 2 1 64 10

Audits – FDICIA 0 0 0 0

Audits – Other 9 1 141 6

Reviews 11 1 230 1

Compilations with Disclosures 5 1 139 3

Compilations without Disclosures 5 0 191 1

Financial Forecast & Projections 0 0 1 0

Examinations  of Written Assertions 0 0 2 0

Reviews of Written Assertions 0 0 1 0

Agreed Upon Procedures 29 0

Carrying Broker Dealers 0 0 0 0

Non-Carrying Broker Dealers 0 0 2 0

Other Audits Under PCAOB Standards Not 

covered by PCAOB Permanent Inspection Program

0 0 1 0

Other 0 0 2 0

Preparation Eng w/disclosures 2 0

SOC 1 Reports 3 0

SOC 2 Reports 1 0

Preparation Eng omit disclosures 1 0

Totals 36 4 906 26

Engagement Type


No A & A Firms (These firms represent that they do not have an auditing, accounting or attestation practice) – AE Program = 34 – AICPA Program = 58
* Professionals are considered all personnel who perform professional services, for which the firm is responsible, whether or not they are CPAs. The number of enrolled firms is as of December 9, 2016.

  Results of Peer Reviews Performed During the Year(s) 2015

a)  Results by Type of Peer Review and Report Issued
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System Reviews:

Pass 6 111

Pass with deficiency(ies) 1 8

Fail 1 6

  Subtotal – System 8 125

Engagement Reviews:

Pass 39 116

Pass with deficiency(ies) 3 1

Fail 0 1

  Subtotal - Engagement 42 118

Totals 50 243
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Note:  The above data reflects peer review results as of December 9, 2016 approximately 0.4% of 2015 (yr.) reviews are in process and their results are not included in the totals above.

b)  Reasons for Pass with Deficiencies and Fail Report Grade
The following lists the reasons, summarized by elements of quality control as defined by Statement on Quality Control Standards, for report modifications (when a pass with deficiency or fail report is issued) and shows the number of firms that received modified reports from system reviews performed for 2015. 
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Reasons for Report Modifications

Acceptance & Continuance of Client Relations

0

2

Relevent Ethical Requirements 0 1

Engagement Performance 2 12

Human Resources 0 3

Monitoring 1 9

Leadership Responsibilities for Quality within in the 

Firm

1 1

Totals 4 28

AICPA 

Peer 

Review 

Program


Note:  The above data reflects peer review results as of December 1, 2016.  Approximately 0.4% of 2015 (yr.) reviews are in process and their results are not included in the totals above.

c)
Number of Engagements Not Performed or Reported on in Accordance with 

        Professional Standards in All Material Respects

The following shows the total number of engagements reviewed and the number identified as not performed or reported on in accordance with professional standards in all material respects from peer reviews performed during 2015.  The Standards state that an engagement is ordinarily considered not performed or reported on in accordance with professional standards in all material respects when deficiencies, individually or in aggregate, exist that are material to understanding the report or the financial statements accompanying the report, or represents omission of a critical accounting, auditing, or attestation procedure required by professional standards.
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Sole Practitioners 95 197

2 to 5 63 331

6 - 10 9 135

11 - 19 1 49

20-49 0 23

50-99 0 5

100+ 0 1

Total Enrolled Firms 168 741
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Note:  The above data reflects peer review results as of December 9, 2016.  Approximately .04% of 2015(yr.) reviews are in process and their results are not included in the totals above.

d)  Summary of Required Follow-up Actions

Summary of Required Follow-up Actions


The Peer Review Committee is authorized by the Standards to decide on the need for and nature of any additional follow-up actions required as a condition of acceptance of the firm’s peer review.  During the report acceptance process, the peer review committee evaluates the need for follow-up actions based on the nature, significance, pattern, and pervasiveness of engagement deficiencies.  The peer review committee also considers the comments noted by the reviewer and the firm’s response thereto.  If the firm’s response contains remedial actions which are comprehensive, genuine, and feasible, then the committee may decide to not recommend further follow-up actions.  Follow-up actions are remedial and educational in nature and are imposed in an attempt to strengthen the performance of the firm.  A review can have multiple follow-up actions.  For 2015, the following represents the type of follow-up actions required.
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Type of Follow-up Action

Agree to take certain Continuing Prof. Education (CPE) 3 10

Agree to hire consultant for preissuance reviews 2 6

Submit proof of CPE taken 1

Submit copy of inspection report 1

Team captain review correction of substandard engagement 1 5

Submit monitoring report to Committee 1 5

Join GAQC 1

Agree to hire consultant for inspection 1

TC revision of working papers 1

Completion of working paper review 1

Submit report on consultant 1 1

Outside party review of sustandard correction 3

Submit proof of purchase of manuals 1

Join EBPAQC 1

Receiving Revised Report 1

Other-No Follow-up Required 3

Totals 9 41
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Note:  The above data reflects peer review results as of December 9, 2016.  Approximately .04 % of 2015 (yr.) reviews are in process and their results are not included in the totals above.

III. Oversight Process


  Oversight Results 


a)  Peer reviews 


AICPA Member Firms

	Type of Peer Review

(Sys, Eng, Rpt)
	Oversight

Included Must Select Engagement

(ERISA, GAGAS, FDIC, NONE)

	Sys - 8
	1 -ERISA,

4 -GAGAS

	Eng - 4
	

	
	

	
	

	
	

	
	

	
	

	
	



AICPA Non-Member Firms

NONE


	Type of Peer Review

(Sys, Eng, Rpt)
	Oversight

Included Must Select Engagement

(ERISA, GAGAS, FDIC, NONE)

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


b)  Verification of reviewer’s resumes

	Total Number of Peer Reviewers
	Total Number of Resume’s Verified for Year
	% of  Total Verified

	38
	6
	16


	
	
	


c)  Administrative oversights

	Date of Last Administrative Oversight Performed by the 

   MSCPA
	December 16, 2016

	Date of Last On-site Oversight Performed by the AICPA 

   Oversight Task Force (covers only the AICPA Peer Review 

   Program)
	November 18, 2015
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* For reviews commenced prior to January 1, 2009.
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^ At least one partner of the firm must be a member of the AICPA to enroll in the AICPA Peer Review Program 
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Audits – Single Audit Act (A-133) 1 0 40 2

Audits – Governmental – All Other 3 0 56 3

Audits – ERISA 2 1 64 10

Audits – FDICIA 0 0 0 0

Audits – Other 9 1 141 6

Reviews 11 1 230 1

Compilations with Disclosures 5 1 139 3

Compilations without Disclosures 5 0 191 1

Financial Forecast & Projections 0 0 1 0

Examinations  of Written Assertions 0 0 2 0

Reviews of Written Assertions 0 0 1 0

Agreed Upon Procedures 29 0

Carrying Broker Dealers 0 0 0 0

Non-Carrying Broker Dealers 0 0 2 0

Other Audits Under PCAOB Standards Not 

covered by PCAOB Permanent Inspection Program

0 0 1 0

Other 0 0 2 0

Preparation Eng w/disclosures 2 0

SOC 1 Reports 3 0

SOC 2 Reports 1 0

Preparation Eng omit disclosures 1 0

Totals 36 4 906 26

Engagement Type
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