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An introduction to New York state’s
mandatory quality review program

By MARK RACHLEFF, CPA
Peer Review Technical Manager

eer review has long been required of

CPA firms that are members of the

AICPA and enrolled in its practice

monitoring program. In addition, a
relatively small number of firms that are not
members of the AICPA voluntarily undergo a
“non-AICPA” peer review for a variety of
reasons. On the other hand, many firms head-
quartered in New York state that are not mem-
bers of the AICPA do not voluntarily undergo
peer reviews of their accounting or auditing
practices. The accountancy reform law of
2009 will soon expand the “peer review”
mandate to many of those firms through the
mandatory quality review (MQR) program
that goes into effect Jan. 1, 2012.

New York State Education Department
(SED) MQR regulations specifically author-
ize organizations that administer peer reviews
in New York state to use standards for per-
forming and reporting on peer reviews that
have been promulgated by a recognized
national accountancy organization such as the
AICPA. Accordingly, the terms “peer review”
and “quality review” are used interchangeably
for the purposes of this article.

CPA firms subject to
the MQR regulations

The accountancy reform law requires that
every CPA firm that provides attest services
in New York state—except most firms with
two or fewer accounting professionals—
obtain a quality review every three years and
submit copies of the report and acceptance
letter to the SED. The requirement to be reg-
istered and undergo a quality review will also
apply to any firm, regardless of the number of
accounting professionals, that performs attest
services for any New York state governmental
agency, performs a governmental or propri-
etary function for the state or any of its
municipalities, or performs “services specifi-
cally required to be performed pursuant to
New York state law.” Sole proprietorships and
firms with two or fewer CPAs may also vol-
untarily undergo a quality review.

This article will address some of the major
questions surrounding the peer review/quality
review process, and subsequent articles in the
The Trusted Professional will look at the new
mandatory program in greater detail, particu-
larly as further guidance is issued by the SED.

What are the types of peer review?

Two types of peer reviews exist—the sys-
tem review and the engagement review. The
type of review required is based on the levels
of services performed by the firm.

A system review is required of firms that
perform engagements under the Statements on
Auditing Standards (SASs), the government
auditing standards (also known as the Yellow
Book), examinations under the Statements on
Standards for Attestation Engagements
(SSAES) or audits of non-Securities and

Exchange Commission issuers performed pur-
suant to the standards of the Public Company
Accounting Oversight Board. A system review
is designed to determine whether a firm’s poli-
cies and procedures underlying its system of
quality control for its accounting and auditing
practice is designed in such a way and adhered
to in order to provide the firm with reasonable
assurance of performing and reporting in con-
formity with applicable professional standards
in all material respects.

In a system review, the reviewer analyzes
and evaluates a CPA firm’s quality control poli-
cies and procedures in effect during the peer
review period, through such techniques as inter-
viewing firm personnel and examining admin-
istrative files. To evaluate the effectiveness of
the quality control system and the degree of
compliance with the system, the reviewer will
test a cross section of the firm’s engagements,
with a focus on high-risk engagements.
Engagement selection is based on a risk assess-
ment of the firm’s quality control
environment. The majority of
the procedures in a system
review are performed at
the reviewed firm’s
office, unless the
reviewer has
requested and
received prior
approval from
the administer-
ing entity to
have the review
performed else-
where.

An engagement
review is for firms that _
are not required to ~
have—and have not
voluntarily request-
ed—a system review. The objective of an
engagement review is to evaluate whether
engagements are performed and reported on in
conformity with applicable professional stan-
dards in all material respects. An engagement
review consists of reading the financial state-
ments or information submitted by the reviewed
firm and the accompanying accountant’s report,
together with certain background information
and representations and applicable documenta-
tion required by professional standards.

This type of review does not cover the
firm’s system of quality control, so the
reviewer does not express any assurance on
the firm’s compliance with AICPA-issued
quality control standards.

Who administers my peer review?

The NYSSCPA expects to apply to the
SED to be an approved sponsoring organiza-
tion, once the SED has finalized its sponsoring
agreements. The NYSSCPA currently admin-
isters the AICPA’s peer review program.

How can a firm enroll in the
NYSSCPA peer review program?
A firm should submit an “NYSSCPA Peer

Review Program Enrollment Form,” available
at http://www.aicpa.org/InterestAreas/Peer-
Review/Membership/DownloadableDocument
s/EnrollmentForm.pdf, to the NYSSCPA. By
enrolling, a firm agrees to have a peer review
of its accounting and auditing practice once
every three years.

Once enrolled, when should a firm
have its first peer review?

Under AICPA peer review administrative
provisions, a firm’s initial peer review ordi-
narily must be submitted to the administering
entity (MQR regulations use the term “spon-
soring organization”) no later than 18 months
from the date it enrolled—or should have
enrolled—in the program. The sponsoring
organization will consider the type of prac-
tice, the year-ends of its engagements (or
year-end of its initial engagement), when the
engagements were performed, and the num-

ber and type of engagements to be
encompassed in the review, and
then determine an appropri-
ate due date. Firms that are not
otherwise exempt from
mandatory quality
review must enroll in
the MQR program
as of Jan. 1, 2012.

A firm should
plan ahead so that
the review takes
place at a conven-
ient time. For
example, if a firm
has a busy tax prac-
tice and the peer
review due date is April
30, the firm should plan
to start its review in
February or March, to
ensure that the review is completed in a time-
ly fashion.

What quality review documents
must be submitted to the SED?
1) A report issued by an SED-approved
reviewer;
2) An acceptance letter from a sponsoring
organization;
3) For firms receiving other than a Pass
Report:
a) The firm’s letter of response.
b) The report and acceptance
letter as in 1 and 2.
¢) A copy of a conditional acceptance
letter signed by the firm agreeing to
corrective action.
d) A sponsoring organization letter
notifying the firm that required actions
have been completed.

When are these documents
due at the SED?

M The documents described in 1, 2 and 3a
should be provided by the sponsoring organi-
zation within 30 days of the date of the
acceptance letter.

B The document described in 3¢ should be
filed within 30 days of the date that the firm
signs the letter.

B The document described in 3d above
should be filed within 30 days of the date the
firm signs the letter.

If the sponsoring organization cannot pro-
vide these documents to the SED, then the
firm should provide copies of the applicable
document(s) within 10 days
of receipt.

How does my firm schedule
a peer review?

Once a firm enrolls in the peer review
program, the administering entity will send
a letter to the managing partner of the firm
regarding the firm’s peer review due date.

The managing partner will be contacted by
the NYSSCPA at least six months prior to the
review due date or as soon as reasonably pos-
sible, and be asked to provide information
such as, but not limited to—

» whether the firm has an accounting,
auditing or attestation practice as defined in
the AICPA’s Standards for Performing and
Reporting on Peer Reviews;

» whether the review is to be performed by
a team appointed by the administering entity,
by an authorized association or by a qualified
firm;

e the areas in which the firm practices and
any industries in which more than 10 percent
of the firm’s auditing practice hours are con-
centrated;

 whether the firm performs any audits
through a joint venture or partnership
arrangement;

« the anticipated timing of the review; and

« the reviewer(s) selected to perform the
review, if the firm chooses to select its own
review team formed by qualifying firms.

The firm will be asked to provide this
information on the “Information Required for
Scheduling Reviews” form, and to sign and
return the form to the NYSSCPA or its
administering entity. If the information
regarding the review team members is not
known, the information can be provided at a
later date, but as soon as reasonably possible
to ensure that the chosen reviewers are quali-
fied and are approved by the administering
entity.

Can a firm change its peer
review year-end date?

A firm is expected to maintain the same
12-month peer review period on subsequent
peer reviews. Circumstances may arise that
may cause a firm to want to change its year-
end. For example, the nature of the firm’s
practice may change or it may reevaluate its
current year-end and determine that a differ-
ent year-end would be more practical. In such
situations, a firm may change its year-end
only with prior, written approval of the spon-
soring organization.

See Review, on page 10
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Will information about my firm
obtained during a peer review
and the peer review report
receive confidential treatment?

A peer review must be conducted in com-
pliance with the confidentiality requirements
set forth in the AICPA Code of Professional
Conduct. Information concerning the
reviewed firm or any of its clients or person-
nel that is obtained as a consequence of the
review is confidential. Peer reviewers may not
disclose such information to anyone who is
not involved in carrying out the review or
administering the peer review program, or use
such information in any way not related to
meeting the objectives of the program.
Reviewers do not have contact with clients of
the reviewed firms.

The NYSSCPA does not make the results
of a peer or quality review available to the
public, except as authorized or permitted by
the firm. A firm may authorize the release of
its review if it is a voluntary member of one
of the AICPA’s audit quality centers or sec-
tions that has a membership requirement that
certain peer review documents be open to
public inspection. Unless a firm opts out of
the Facilitated State Board Access program
(see the discussion later in this article), certain
peer review information may be shared with
the state accountancy board of the firm’s
home state.

What is Facilitated State Board
Access (FSBA) and how might

it affect access to information about
a firm’s peer review?

FSBA is a process intended to create a
nationally uniform system through which
CPA firms can satisfy state board or licensing
body peer review information submission
requirements, increase transparency and retain
control over their peer review results.
Depending on a state’s requirements, laws
and regulations, a firm may have the ability to
opt out of this process, and a firm’s peer
review results may or may not be made avail-
able to a state board of accountancy as a
result of this process. Under MQR in New
York, a firm is required to submit certain
quality review documents to the SED as
described above, and it is expected that FSBA
might satisfy that requirement.

What if there is a change in the
level of services performed by
my firm’s practice?

A firm should notify its peer review
administering entity, in writing, of any change
in its practice so that the appropriate type and
timing of the firm’s next peer review can be
determined.

How much will a peer or quality
review cost?

The cost varies based on the type of peer
review and peer review team selected to per-
form the review. In addition to review costs
that are incurred every three years, firms also
pay an annual administrative fee to the
administering entity to cover the costs of run-

ning the program.

The direct cost of a system review varies
depending on firm size and region, the num-
ber of engagements/partners/offices and the
nature of the firm’s accounting and auditing
practice. Firms with audits in various special-
ized, complex or high-risk industries, such as
banking, governmental and employee benefit
plans, would normally pay more for a peer
review than a firm with the same number of
audits that specializes in one or a few indus-
tries only, or in lower-risk industries. There
may be other factors that influence the cost of
a system review, including the complexity
and design of, and compliance with, the
firm’s quality control system.

The estimated cost of an engagement
review varies based on the size of the practice
and the number of owners responsible for the
issuance of review, compilation and attesta-
tion engagement reports.

Are there ways to reduce the
costs of my peer review?

Yes. The best way to reduce costs is to pro-
vide complete, accurate information to the
reviewer(s) early enough, such as 30 to 40
days before the review is set to begin,
so it can be completed by the
review due date. Firms that are
committed to establishing,
maintaining and improving
the quality of their
accounting and audit
practice tend to
have a more effi-
cient peer review.

If procedures and
conclusions are
properly docu-
mented in effective-
ly organized engage-
ment work paper files
and the firm’s quality
control documents are
properly tailored to its
practice environment, it

will enhance the reviewer’s ability to perform
review procedures more efficiently.

How is a reviewer selected?

A firm may identify a CPA firm to conduct
its review, which gives the firm a degree of
assurance that the reviewer’s qualifications
match the firm’s practice levels and industry
specializations. The reviewing firm is subject
to matching and approval processes by the
administering entity/sponsoring organization
under both the AICPA program and MQR, to
provide that same assurance that a reviewer is
appropriately qualified.

What questions should be asked
when selecting a reviewer to
perform a peer/quality review?

* How many reviews has the individual or
team performed?

* How much experience does the reviewer
have in the industries in which the reviewed
firm performs?

* Will the reviewer be able to complete the
review on time, allowing enough time for the
reviewed firm to submit the report and letter
of response, if any, to the administering entity
by its review due date?

* Are there any other value-added services
that the reviewer can provide a firm during

QUALITY REVIEW

WWW.NYyssCpa.org

the peer review process?

* What type of government and/or ERISA
audits are performed by the firm (if applicable)?

* Does the reviewer meet all of the qualifi-
cations to be a peer reviewer?

* Has the ability to be a reviewer been lim-
ited or restricted or has the reviewer received
notifications of limitations/restrictions on its
ability to practice public accounting by regu-
latory, monitoring
or enforcement bodies?

What period should my
firm’s peer review cover?

The peer review covers a one-year period
and is determined based upon the month in
which the firm becomes subject to mandatory
quality review. A firm with one or more own-
ers who do not meet the experience require-
ments (1,000 hours of audit, review or compi-
lation experience over five years) could opt to
have a peer review for the one-year period
ending on the last day of the month it issued
its first report on an attest engagement.

Engagements selected for review in a sys-
tem review would generally be those whose

financial statements have dates on
or ending within the year
under review. For SSAE

engagements, including a
financial forecast or pro-
jection, the selection
for review ordi-
narily should be
those with
report dates
during the
year under
review.

If the current
year’s selected
engagement

is not completed
and a comparable
engagement within
the peer review year
is not available, the
prior year’s engagement should be reviewed.
If the subsequent year’s engagement has been
completed, the peer review team should con-
sider, based on its assessment of peer review
risk, whether the more recently completed
engagement should be reviewed instead.

What if my client does not want its
financial statements and related
information reviewed by the peer
reviewer?

Firms may have legitimate reasons for
excluding an engagement from the scope of
peer reviewers—for example, if the engage-
ment is subject to litigation or the client will
not permit the firm to make the engagement
available.

In these situations, the reviewed firm
should submit a written statement to the
NYSSCPA or other administering entity, prior
to commencement of the review, indicating
that it plans to exclude an engagement(s)
from the peer review selection process, the
reasons for the exclusion and that it is
requesting a waiver from a scope limitation in
the peer review report. The administering
entity will decide if the reviewed firm’s
request to exclude an engagement is reason-
able and whether the firm should receive an
exemption from the scope limitation report.

Some other frequently
asked questions

Q: Am I or my firm subject to mandatory
quality review if we have no accounting or
auditing practice?

A: No, you are not subject to mandatory
quality review.

Q: Am I or my firm subject to mandatory
quality review if my firm’s practice is limited
to full-disclosure compilations, compilations
that substantially omit all disclosures and
compilations issued with engagement letters
but without an accountant’s report?

A: No.

Q: My firm has been enrolled in the
AICPA program for a number of years, and
its peer review acceptance letter was dated
Feb. 20, 2011. The peer review covered the
12-month period ending Sept. 30, 2010. Does
my AICPA peer review satisfy the require-
ments of the mandatory quality review law
for 20127

A: Yes, at present, it is believed that the
SED will not require a second peer review of
a firm if such firm has received a peer review
report with a rating of “pass” or “pass with-
in deficiencies” covering a period that falls
within 18 months prior to Jan. 1, 2012. In
that case, the firm would be required to have
its next quality review completed no later than
March 31, 2014 (six months after the end of
its 12-month peer review period ending on
Sept. 30, 2013).

Q: Is my firm, which is headquartered out-
side New York state but performs attest serv-
ices within New York state, subject to the
mandatory peer review provisions?

A: Yes. However, such a firm may satisfy
that requirement if it is currently enrolled in
the AICPA peer review program or a similar
program promulgated by a recognized nation-
al accountancy organization and submits a
peer review with a rating of “pass” or “pass
with deficiencies.”

Q: My firm’s triennial registration is due in
2011. Which services qualify toward the
requirement of 1,000 hours of experience
over five years?

A: “Attest” services (audit, review and
engagements under the SSAEs), reporting on
financial statements through employment in
government, private industry, public practice
(full disclosure and selected disclosure com-
pilations and compilations that omit substan-
tially all disclosures) or in an educational
institution satisfactory to the New York State
Board for Public Accountancy.

Additional information about New York
state’s mandatory quality review and compe-
tency regulations will be published periodical-
ly in The Trusted Professional.

How can | find out more about
the AICPA peer review program
and the New York state quality
review program?

The NYSSCPA peer review website, at
http://www.nysscpa.org/prof_library/
peerreview.htm contains links to resources
for peer reviewers, CPA firms and the public.

mrachleff@nysscpa.org
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