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We are pleased fo present our credentials to provide professional auditing services to
WORKFORCE Wes! Virginia {the Agency)., Gibbons & Kawash i5 a leader in providing
services 1o state and local govemments in West Virginia, As a client of our firm, you can be sure
of our total commitment to provide timely, responsive and quality service,

We witl perform an audit of WORKFORCE West Virginia®s financial statements as of and
for the year ended June 30, 2006, with the option of two additional one year renewals. Qur audit
will be performed in accordance with LIS, gonerally accepted auditing standards and the
standards applicable to financial andits contained in Government Auditing Standards, issued by
the Comptroller General of the Thuted States. As described in Appendix B, we have committed
an engagement team with extensive experience serving governmental and sirnilar entities,

Providing audit services to state and local governments is an important part of our practice
and one in which we have extensive expertise, We have experience auditing 17 State of West
Virginia component umis. Qur experience during the past three years includes 22 audits of six
State of West Virginia component units reporting as business type activitics or enterprise funds.
These component units individuaily range in 8ize up lo 3800 million in assets and $1.4 billion in
reverme,  Should we be appointed 1o serve a5 auditors, WORKFORCE West Virginia will
receive hiph guality professional services from auditors that will plan, conduct, and reporl on the
audit with competence, infegrity, objectivily, and that are independent of WORKFORCE Wes!
WVirginia in all respects.

Gibbons & Kawash {G&K} iz one of only four auditing firms in West Virginia 10 have
nrovided technical assistance and consulting services to State of West Virginia entities for the
successful submission of a Comprehensive Annual Financial Reporl to receive e Certificate of
Achievement for Bxcellence in Financizl Reporting. We have assisted five component uiits with
over 20 successful submissions for the Certificate. QOur experience with shnilar entities is further
described on page 18 of this proposal.

00 CHASE TOWER | P07 VHIGENIA STRERT, EAST | CHARLESTON, WV 25301 | PHONE: 304,345,8400 | PAX: 304.345.0451



We have structured this proposal to communicate Gibbons & Kawash's experience and
qualifications o effectively and efficiently respond to the reguiremients and expectations of the
Agency, and have made every effort to completely respond to all matters identified in your
request for quotation. We would be pleased to meel with you and formally present our proposal
upon your seguest, I vou have any questions, please do not hesitate o contact me or Johm
Gatloway at 345-8400

y raly yﬁum

Robert R, Ben}'er
Pariner
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SPECIFIED ELEMENTS FOR REQUEST FOR QUOTATION

The Governmant Auditing Standards issued by the Compwroller General of the United States
oullines requirements that must be met by certified public accounting firms that perform audits
of governmontal units. Three of these requirements are:

s Individual CPAs and CPA firms must be independent in fact and appearance from
personal, external, and organizational impaimments to independence.

o CPAs performing audits of govermmental unifs should have continuing professional
education in programs directly related 1o government auditing and accounting.

e CPAs performing audits of governmental units must establish an internal quakity control
review program and paticipate in an external peer review program for audits of
governmental unils,

Independence

The credibility of the audit results is critical for oversight by the Agency and in meeting public
expectations. Gibbons & Kawash carefully cvaluates all services provided to audit clients 1o
ensure that the very detailed roquirements for independence of Government Auditing Standards
applicable to individual auditors and audit firms arc satisfied. We are independent under the
requirements of Government Auditing Standards and generally accepled anditing standards with
respect to the Agency, the State of West Virginia and its component units, and will carefully
guard and maintain our independence during the course of any audit services provided fo the
Ageney and State of West Virginia.

We will teview the independence of all personnel within the firm assigned to this engagement to
ensure that they are independent of the Agency and the State of West Virginia and its component
units. Additionally, we will given the Agency written notice of any professional relationships
entered into during the peried of the agreement with any major contractors as defined in WV
£20.22.23. We will also notify the Agency in writing if any other maflers come o our attention
during the engagement, which may impair cur independence.

License to Practice in West Virginia
Al certified public accountants employed at Gibbons & Kawash are members of the AICPA, the

West Virginia Socicty of CPAs, and are licensed to practice in West Virginia through the West
Virginia Board of Accountancy.



SPECIFIED ELEMENTS FOR REQUEST FOR QUOTATION

General Terms and Conditions

Gibbons & Kawash is 1 good standing with the Unemployment Compensation Division of the
State of West Virginia.

Gibbons & Kawash has no conflict of interest with regard to any other work performed by
Gibbons & Kawash for the State of West Virginia.

Gibbons & Kawash’s professionsl persomnel have met all continuing professional education
requirements.
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FIRM QUALIFICATIONS

Gibbons & Kawash’s Practice

Gibbons & Kawash is a regional accounting corporaiion based in Charleston, West Virginia,
with a staff of 30 professionals who provide accounting, assurance, business advisory, and tax
services 1o a broad spectrum of clients throughout Wesl Virginia and suirounding staies. We
direct significant resources to serving the needs of governmental entities, and recognize this
focus as a major factor i our past success and a key element in our stratepy for continued
growth, Within the public sector practice group, we have developed several highly specialized
‘service niches, including andits of state govemment agencies and nonprofit organizations.
Gibbons & Kawash's foremost goal is to provide superior gualify service. Everylbing else is
secondary to that goal The primary focus of our service approach is to excesd <lient
expectations. This approach has helped Gibbons & Kawash build its extensive governmental
practice.

Gibbons & Kawash s a member of he three AICPA zudit quality centers, including the
Govermmental Audit Quality Cenmter. We are a registered finn with the Pablic Company’s
Acctunting Oversight Board (PCAOB) and issue reports in accordance with PCAOB standards,
as well as U.S. generally accepted auditing standards.

We have experience auditing 17 State of West Virginia copponent units, Qur experience during
the past Hiree years includes 22 audits of six State of West Virginia component units reporting as
business type activities or onterprise funds. These component units range in size up to $300
milHon in assets and $1.4 billion in revenue.

Goverpnmental Sarvices Practice

Within the public sector practice group, we have developed several highly specialized service
niches, including audits of state govemment agencles and OMB Circular A-133 audits of
governments and nonprofit organizations.

This practice includes four parthers, two nimnagers, and three senior auditors who have extensive
experience serving government chents.  The core congagement team for the audit of
WORKFORCE Wesl Virginia has been selected from this pool of highiy qualified professionais,
The leam's public setlor experience includes cities, aufhorities, and State of West Virginia
agencies and component units. The team has assisted clients in earning and maintaining GFOA
certificates in addition 1o conducting financial and compliatce audits and audits conducted under
the Single Audit Act Amendments of 1996 and OMB Circular A-133. The specific supervisory
engagement team to be employed during the audit of WORKFORCE West Virginia is discussed
in Section B.
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FIRM QUALIFICATIONS

External Ouality Conirol Review

Gibhons & Kawash is a member of the Center for Public Company Audit Firms (the Center) of
the American Institute of Centified Public Accountants, The Center has established a sell-
regulatory process which includes requirements for periodic peer reviews of member firms.

These reviews, which are performed by knowledgeable independent CPAs from ofher firms,
periodically evaluate and test systems of quality control of member finms. Our system of quality
control provides assurance that we maintain, on a continuing basis, the highest professional
standards to which we are committed, Our most recent exlernal quality contrel review, which
was completed on November 6, 2003, was performed by Rea & Associates, Inc. and is included
as Exhibit C. Their opinion was unqualified and no letter of comment was issued. This quality
control review included governmental andit engagements,

There have been no field reviews of any Gibbons & Kawash audifs by federal or state apencies
during the past three years. Al audits for which desk reviews have been compleled have heen
aveepted.

Continning Professional Education

Qne of the best measures of a finn's commitment fo its audit practice is the depth of specialized
waining provided fo il professionals. Qibbons & Kawash has developed 2 comprehensive
professional development program to help our professionals enhance their proficiency in serving
the unique needs of govemmental entities, Qur program includes intensive internal fraining,
using course materials developed by the AICPA and our own experienced managers, as well as
altendance at national conferences addressing specialized industry fopics. Al of owr auditors
st complele 40 howrs of continuing education each year, with no less than 24 howrs every two
vears in topics specifically related to govemmenfal accounting and suditing. Some recent
coulses atlended by our professionals include (he following:

GASB Statement No. 40: Disclosing Investinent Risk in the 21% Century

Solving Complex Single Audit Issees for Govermaental and Nonprofit Organizations
Accounting and Auditing Workshop

GASB 34 and Other Governmental Accounting and Auditing lssues

Preparing a Comprehensive Annual Financial Report

Tax Issues of BExempt Organizations

Governmohtal and Nouprofil Accounting

Auditing Local Governments Efficiently and Bifectively

o & & 0 & 3 O @
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FIRM QUALIFICATIONS

Litigation And Insturance

Gibbons & Kawash has had no ltigation directed against if since Hs inceplion and has no
pending or threatened Hiigation or regulatory complaints against [he firm. We evaluate our Jovel
of insurance coverage annually and maintain a pradent amount of coverage, which is available
upon reguest,

Computarizing the Audit

Notebook computers are used by our auditors on every engagement 1o more efficiently compiete
a wide variety of audit activities, All staff members are permanently assigned a computer for
completion of virtnally every aspect of audit work. The bencfit of this “computerization of the
audit process,” is that it enables our auditors to spend more fime on judgment matters and in-
depth anatysis, rather than on "number crunching” and other mechamcal aspeats of auditing.

The Finr's commitment to “computerization of the andit process” is demonstrated by the
follewing:

» Computer training is included in the iitial training of all staff and continues throughout
all levels,

+ Siate-of-the-Arl computer applications are used to analyze accounting data.
Some of the computer applications used by Gibbons & Kawash auditors include:
Engagement CS - Electronic Audit Documentation soflware utilized to prepare, review, store
and maintain the resulting audil dovumentation. The use of his audif process allows the audit

feam 1o concenlrate on evaluating audit evidence opposed 1o the traditional clerical tasks that are
mherent in a paper based documentation environment.

Trinl Balance CS - Triai Balance CS allows the preparation of lead sheets and trial balances,
allows flexibility in adapting to changes and cxpedites the galhering and processing of
information, Trial Balance CS will reduce time needed to prepare scheduies and trial balances,

Audit Program Generator Software - Allows the preparation of tailored audit programs for the
various segments of audits. Tailored general and specific audit programs will greatly increase
audil effcetiveness,

Andit Sampling - Soflware vsed to implement 2 statistical sampling method which is highly
efficient and relatively easy to apply.
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FIRM QUALIFICATIONS

Other tools used in the audit process include:

A vast colicetion of templates used fo accomplish various andit administrative tasks and
commeon audit analyses and (o expedite the confirmation and communication process.

Third party support products for spreadsheet applications, word processing, access o private
and public data bases for accounting, tax rescarch, and electronic mail.

Computevized System Anatysis

To demonstrate our commilment o the U.S. Comptroller General's efforts to emphasize the
importance of internal control and compier controls in particular, Gibbons & Kawash utilizes an
expericnced in-house information technology analyst to assist our experienced andifors in
performing evajuations of auditee’s controls over computerized systems. We use a detailed
system evaluation process that includes documentation of computer controls through the use of
system schematics and flow charting. From this decumentation, we will determinge the conlrols
that are effective and design tests of these controls as appropriate in completing our audit of the
financial stalements. We will make recommendalions to develop and fmplement any confrols we
identify as deficient or not in place.

Statistical Anditing Yechmigues
Gibbons & Kawash utilizes an easy-to-use approach to statistical sampling in auditing that has

been thoroughly ficld-tested and adapted for use on all sudits. We will use stalistically valid
sampling techniques whenever il is considered 1o be cost-effective.

14



PARTNER, SUPERVISORY AND STAFF QUALIFICATIONS AND EXPERIENCE

ENGAGEMENT TEAM

The ulimate quality of our professional services to WORKFORCE West Virginia depends on
our ability to provide an experisnced and capable client service team. We have selected a group
of individuals experienced in serving governmental entities. Gibbons & Kawash’s managing
Partner is Stephen K. Kawash and he can be reached by phone at (304)345-5400 or email gt
skawash@gandkepas.com,

Your client service temn will inclade:

Enpapement Partaer

John D. Galloway, CPA, is an andit pariner in Gibhons & Kawash's sudit practice with over 12
years of specialized audif cxperience with governmental entities and OMB Circular A-133
andits. John will serve as the engagement partner responsible for the audit. Tn this role John wili
assume primary responsibility for the successful completion of the audit and will maintain
contact with senior management of WOREFORCE West Virginia throughout the engagement to
ensurée (hat services and resources are provided to the Agency in 2 timely, professional manmer.
Fohn will also provide techuical expetlise to the audit team on accounting, auditing and financial
reporting matlers and perform certain on-site review and supervision procedures, John serves as
the audit pariner on six State of West Virginia component unit audits ranging in size up to §2.4
Willion in assets. Xis experience also includes assisting two entities with 12 successful
subrnissions under the GFOA’s Certificate of Achievement program.

Independent Review Pariner

Robert R. Denyer, CPA, a partier with Gibhons & Kawash who has over 28 years experience in
serving govemmental clients, will serve as independent review partner.  The role of fhe
independent review partner is an essential element of Gibbons & Kawash's quality control
program over the delivery of services to a clienl. Bob will be avaifable to consult with the audit
team on accounting, auditing and reporting matlers and provide technical expertise. Bob will be
charged with the final review of the financial statements 1o evaluate the following criteria: clarity
of prosentation; adequacy of disclosures required by generally accepted sccounting principles,
and appropriatencss of the auditors” report. Bob also has substantial experience with the GFOA's
Certificale of Achicvement for Excellence in Financial Reporling program baving assisted five
entities with over 21 successful submssions for the certificate. His extensive experichce with
State of Wesl Virginia entities wili be of substantial benefit on this engagement.

Andit Manager

Robert E. Adams, OPA, is an audi! manager with nine years of experience. He currently
manages audits of seven State of West Virginia component units, inchulding the five enterprise
funds, ranging in size from 3340 million o assets to $1.4 billion in revenues. The State of West
Virginia component unils audited by Rob collectively include revenue bonds and general
obligation bonds outstanding, loans receivable, and revenue bonds receivable.
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PARTNER, SUPERVISORY AND STAFF QUALIFICATIONS AND EXPERIENCE

Senior Audifor

Crystal Bradicy is a senior auditor with two years of experience performing audits of three State
of West Virginia component units. She has been involved in six audits of State of West Virginia
entities.

The above individuals, as indicated, arc licensed 1o practice as cerlified public accountants iy
West Virginia and will be assigned to this engagement as sct forth in our audit plan.

Sce Appendix B for resumes of our client service tean.
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SIMILAR ENGAGEMENTS WITH OTHER GOVERNMENTAL ENTITIES

Engagements performed in the last five years that are similar to WORKFORCE West Virginia

are as follows:

West Virghntn Parkways,
Eoonomic Development
and Tourisim Authority

West Virginia Housing
Drevelpprent Fid

West Vitiinia Conselidated
Polific Rotiroment Bonrd

Yot Virginia Regional
Fadd and Corredtional
Facrlity Avtthority

West Virginia Sconomic
Drowelopment Aathorily

Wt Virginin infrasmucture
and Jobis Dovelopment
Councit

Wert Virghnia Waler
Bevelopment Authority

West Virginia Denking
Watar Treatment
Rovolving Loan Fand

West Virginia Water
Pofutien Contro] Funid

Wert Virginia Racing
Commisgion

Wosl Virginin Jobs
{nvestmont Trost

Weal Virginia Solid Waste
Management Board

School Building Aubority
of West Virginia

West Virginda Lottery

Scope o
of Years Engapemien Principal
Wy Serued Pariney Clien ontael
A8 2005, 2004, 2003, John D, Gallowsy  Greg Bam
2007, 2061
A% _
QM- 2005 lohn Iy, Gialloway  Brica Boggess
A2
GAS 2005, 2004 John T Galloway  Torass Mifler
GAS 2005, 2004, 2003, Zuhn D, Galloway  Tony Duvis
2007, 2
GAS 2005, 2604, 2008, Robert R Denyer David Wamner
2061
GAS 2C05, 2004, 2003 %oben R, Denyer  Barbars Meadows
GAS 2005, 3004, 2003 Robert &, Denyer Barbara Meadows
GASY
OME - 2005, 2004, 2003,  Robort B Denyer Barispn Mendows
AJ33 2002, 2001
Gass
OB - 2008, 2004, 2003, Robert B Denyer Rampond Dicksen
A1d3 R, 200
A5 2605, 2004, 2003, lohn B Golloway  Linda Lacy
2002
GAS 2005, 2odd, 2003, lobw I3 Galloway  Richerd Ross
2052, 20
GAS 2005, 2004, 2003, Robert B Deanyer D¥ick Cooke
2003, 2001
DAS MGS, 00d, 2003, Jobn D Galloway  Gairy Stowarn
200, ZL0T
Gal 005, 2004, 3303 Robed B Denyer virgi] Melten

SODZ, 200
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5582110
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3583012
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SIMILAR ENGAGEMENTS WITH OTHER GOVERNMENTAL ENTITIES

Gibbons & Kawash has provided fechnical assistance to the following stale agencies in
connection with oblaining the GFOA Cerlificate of Achicvement for ExceHence in Financial
Reporling:

West Virginia Department of Transpertation, Division of Highways (8)
West Virginia Parkways, Economic Development and Tourism Authority (5)
West Virginia Loflery {6}

West Virginia Prepaid College Tuition Fund (13

West Virginia Housing Development Fand (1)

B % B v »
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AUDIT APPROACH

Reguivements of the Engagement

Gibbons & Kawash will perform for WORXFORCE West Virginia (the Agency) the
professional auditing services required by the request for quotation thercto. Specifically these
services will consist of an independent sudit of ifs financial statements and records as if relates 1o
assets, liabilities, receipts, dishurscments, conlracts, and other malters concerning its financial
operations; and annual financial and compliance audits in accordance with U.S. generally
accepted auditing standards and Government Auditing Standards, for the fiscal year ending June
36, 2006, with options to renew for lwo additional years.

Gibbons & Kawash will perform the audit in accordance with ULS. generally accepted auditing
standards, and the standards applicable lo financial audits confained in the Government
Accountability Office's (GAQ) Government Auditing Standards (2003 revision), and other
applicable laws, rules, regulations and policies.

Reports to be Issued

Gibbons & Kawash will cxpress an opinion on the financial statements based on our audit
procedures performed in accordance with all applicable auditing standards, We will also prepare
a reporl on intermal control and compliance as required by Government Awditing Standards
{2002).

Tn the required reports on comphiance and internal controls, we will communicate any reportable
conditions found during the audit. Reportable conditions that are also material weaknesses shall
be identified as such in the report. Nenreporiable conditions identified by the auditor shall be
reported in o separale letter fo management, which shall be referred to in the reports on
compliance and intemal controls,

The reports on compliance and internal comtrols will include all material instances of
noncompliance., All Anmaterial instances of noncomphance will be reported in a separate
management Jetter, which will be referred to in the report on compliance and internal conirols.

T addition to the financial statements we will report on the following, as applicable:

Fraud and Hegal Acts. We will make an inmwnediate, written report to the Agency of any fraud
and iHegal zcts of which we become aware.

Abusc, If abuse is identified which bas 2 sipnificant effect on financial statement amounts, we
will inciude the matter as an audit finding in our report, as required by Government Auditing
Standards (2003). Any other potential abuse will be reported to the Agency in e management
letter,
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AUBDIT APPROACH

Reporting to the Finance Comnutles. We will inform the Finance Commitiee of ¢ach of the
fullowing, as applicable:

}.  The suditors responsibility under auditing standards generally accepted in the United
States of America and Govermment Auditing Standards

2. Sigmificant accounting policies

3. Management judgments and significant accounting estimales

4, Significant audit adjustments

5.  Other information in documents containing audited financial statements

6. Disagrecments with management

7. Managenent consultation with other accountants

8. Major issues discussed with management prior 1o retention

9.  Difficalties encountered in performing the audit
Working Paper Retention and Access te Working Papers
All working papers and reports will be relained, at our expense, for a minimum of five years,
unless we are notified in writing by the Agency of the need fo extend the retention period, In
addition, we will respond 10 the reasonable inquiries of any successor audifor and allow the
successor anditor to review working papers relaling o matters of continuing accounting
significance,
Tinlneg
Upon notification of our successfisl proposal we will schedule our services 1o somply with your

reporting deadline. We will schedule an entrance conforencc prior to the commencement of field
work, 1o deseribe the audit plan and schedule of audit events.
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AUDIT APFROACH

GASE Statements Issued with Implementation Prior (o June 30, 2005

The following GASR Statements will become effective for various fiscal years from 2006
through 2008, A brief description of the standards are as follows:

Effective for Expected 1o
year ended have impast

el .. enthe Ageney
GASE 42 Acennmiing and Financial Reporting for Impairiment
of Capital Assers and for lswrance Proceeds 2006 Yes

Consider agset impairment of capitel assets

GASB 43 Financigl Reporting for Postemploywent Bengfif
Plans Qther Than Pensiony 2067 No

Establishes uniform financial reporting standards for
OPLEB plans

GASB 44  Economic Condition Reporting:  The Statistical
Section 2006 Yos

Standardizes the statistica] section of the CATR and
provides puidance for governments other than local
gengral purpose governments

GASB 45 Accounting and Financial Reporting by Emplovers

Jor Postemplavment Benafits Qther Than Penstons 2008% No
Expands fhe reporting guidance and standardization
of OPER Plans :

GASB 46 Net dssets. Restricted by Enabling Legislation 2006 Yes

Provides guidance on when net assels have been
restricied o a particular use by the passage of
cnabling legislation and fo specify how those net
assets should be reported

GASE 47 decounting for Termination Bencfils 2007 Yes

Establishes reporting reqoirements for voluntary and
invohmtary ermination benefits

* May be effective sooner if Slate of WV decidos o early implement.
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AUDIT APPROACH

PHASES OF THE AUDIT

Gibbons & Kawash understands thal time and money are important concers for our ¢liemts, Our
audit approach takes these concems seriously. Therefore, we organize the audit process to yield
a rate of return that is reflected in timeliness, effectiveness and cosl efficiency.

Our audit approach in performing the Agency's audit will consist of five phases:

1. Comprehensive Planning Process
I Internal Contro} Bvaluation, including evaluation of mformation fechnology and related
condrols
i, Development of Audit Plan, including preparation of tailored andit programs
1V, Testing of Financial Data and Compliance Matlers
V.  Reporling

The performance of phases I and 1T will occur concurently due to the interrelationship of he
various steps of these phases,

Phase 1: A Comprehensive Planning Process

A comprehensive planning process is an important cornersione in fhe process of adapling our
audit approach to the Agency. Bffective and thorough plaiming allows for the early identification
and resolution of audit issaes, development of an agreed-upon audit timetable with the Agency,
and required assistance from Agency personnel. We would expect o incorporate appropriate
management and other personnel in our planning activities refated to consideration of fraud.

Understanding of Internal Control

We will obtain a sufficient understanding of internal conlrols (o plan the audit and determine the
nature, timing and extent of tests to be performed. Internal control is comprised of the following
five components; control environment, risk assessment, control activities, mformation and
communication, and moniforing,

Contrel Enviromment - This component sets the lone of an organization, influencing the control
consciousness of its people. It is the foundation for all other components of internal controd,
providing discipline and structure. Control envirormenl factors include the following:

Tntegrity and ethical valnes

Commitment to compelence

Board of directors {or ofher oversight organization) or audit committee participation.
Management’s philosophy and operating style

Organizational structure

@ o o
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AUDIT APPROACH

We will oblain our wnderstanding of the contrel enviromment through the use of inguiry and
ohservation procedures. We will inguire of Agency Management and the key individuals in
sensitive arcas of the various transaction classes. Cencentrating on the substance of the conlrols
rather than their form is a key faotor in evaluating (he control enviranment.

Risk Assessment - This component for financial reporting purposes is the auditee’s identilication,
analysis, and management of risk relevant to the preparation of financial statements that are
fairly presented in conformity with generally sccepted accounting punciples,

Risks relevant to financial reporting include extermal and intemnal events and circumstances that
may adversely affect the auditec’s ability 1o initiate, record, process, and report financial data
consistent with the assertions of management in the financial statements. Risk can arise or
changes due to circumstances such as the following:

Changes i operaling environment
New personnel

New or revamped information systems
Rapid growth

New technology

Qrpanizational restracturing

New accounting pronouncenents.

" & & B8 B 4 %

We will obtain sufficient knowledge of the Agency’s risk assessment process to understand how
management considers risks rejevant to financial reporting objectives and decides about actions
to address those risks, We will obtain this anderstanding in conjunction with our inquiry and
observations regarding the control environmenl.

Control Activities - This component includes the policies and procedures that help ensure that
management dirsctives are camied out. They help ensure that necessary actions are taken fo
address risks to achicvement of (he Agency's objectives. Control activities, whether automated
or manual, have various objectives and are applied al various organizational and functional
levels. Generally, control activities (hat may be relevant (o an audit may be categorized as
policies and procedures that pertain io the oHowing!

Performance reviews
Information processing
Physical controls
Segregation of duties

B % b %
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AUDIT APPROACH

We will obtlain an understanding of how information techmelogy affects control activities that are
relevant to planning the audit and any areas that have becn idenlified as areas of concern, We
view (he information iechnology control activities in lerms of application controls and general
controls. Applications controls apply to the processing of individual applications. Accordingly,
application controls relate to the use of information technology 10 initiate, record, process, and
report transactions and other financial data.  These controls help ensure that transactions
accurred, are authorized, and arc completely and accurately recorded and processed. General
conlrols are policies and procedures that relate 1o many applications and support the effective
fimetioning of application controls by helping ensure the confinucd proper operations of
information systems, General conlrols commeonty include controls over data center and network
operations; system software acquisition and maintenance; access séourily; and application systen
acquisition, development, and maintenance.

Information and Communication - This component is relevant to the financial reporting
abjectives, which includes (he accounting system, consists of procedures, whether astomated or
manual, and records established {o initiate, record, process, and report entily transactions {as well
as events and conditions) and to maintain accountability for the related agsets, Habilities , and
equity. The quality of system-generated information affects management ability fo make
appropriate decisions in controlfing the Agency's sefivities and to prepare reliable Tinancial
Tepors,

We will obiain sufficient knowledge of fhe information system relevant fo financial reporting to
nnderstand the following:

» The classes of trapsactions in the Agency’s operations that are significant to the
financial statements,

o The procedures, both awtomated and manual, by which transactions are initiated,
recorded, processed, and reported from thelr ocourrence lo their inclusion in the
financial stalciments.

¢ The related accounting records, whether cloctonic o manual, supporting
information, and specific accounts in the financial statements involved in initialing,
recording, processing, and reporting transactions.

¢ How the information system caplares other ovents and conditions that are significant
te the fnancial statements.

e The financial reporting process used to prepare the entity's financial statements,
including significant accounting estimates and disclosures

We will obtain sufficient knowledge of the means the opfity uses to communicate financial
reporting roles and responsibilities and significant matlers relating to financial reporting,
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AUDIT APPROACH

Monitoring - An imoportant management responsibility is 1o establish and mainiain internal
control. Management monitors controls o consider whether they ave operating as intended and
that they are modified as appropriate for changes in conditions.

Monitoring is a process that assesses the quality of intemal control performance over ime, It
involves asscesing the design and operation of controls on a timely basis and taking necessary
corrective actions. This process is accomplished through ongoing activities, separale
evaluations, or 4 combination of the two. [n many entities such as the Agency, mternal auditors
or personuel performing similar functions contribute fo the monitoring of an entity's activities,
Monitoring activities may include using information from communications from external parties
such as customer complaints and regulator comments that may indicate problems or highlight
argas in need of improvement. In many entitics, ;uch of the mfomation used in monitoring
may be produced by the entity's information system. If menagement assumes that data used for
menitoring are accurate without having a besis for that assumption, errors may exist in the
information, potentially leading management 1o incorrect conclusions from its monitoring
activities.

We will obtain sufficient knowledge of the major fypes of activitics the enlity uses {o monitor
internal control over financial reporting, including the source of the information rejated to those
activities, and how those activities are used {o initiate corrective aclions,

Understanding of Computer Controls

In conjunction with obtaining cur understanding of internal controls in planning the audit we will
concenlrate significant audit offort in the area of computer controls, With the assistance of our
information tcchnology specialist, we will evaluate the general contrels and application controis.
Examples of arcas that will be evaluated are as follows:

General Conlrols

Qrganizational controls

Accoss contiols

Application development controls
System soflware controls

Operational controls

Disasler recovery/contingency planning

e 4 & & % =

Apphications Conlrols

Input controls
Processing controls
Output controls
Sequrity

4 # ®
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AUDIT APPROACH

Time Management System

Reginning with the planning phase of the audit, cach audit segment will be provided with a
delailed fime budget fo perform the necessary andit tasks based on the audit planning memos and
supporting audif programs. Under the direction of the andit manager, time incurred and progress
made with respect to the audits will be accumulated and enfered inlo the thme management
system. This information and related explanations of variances from budget will be forwarded 10
the enpegement pariner for analysis. These esfimates will be medified and resources redimected
as necessary 10 engure the successful completion of the chgagement.

Plansning Analysis

An analytical review of the Agency's preliminary account balances will then be performed. We
will identify accounts and information streams that are sigmificant and which may require
particular attention.

Luws, regulations, contracts, agreements, and granis

We will consult with manespoment to assist in the identification of provisions of laws,
regulations, contracts, agreements, and prants to be tested. Identifying and ensuring that the
Agency complies with laws and regulations is the responsibility of management. We wili
include appropriate inquiries of managemen! to identify laws and regulations for which
noncompliance coukd have a direct and material effect on the financial statements. We will also
review relevant portions of the West Virginia Code and relevant regulations, We will test the
provisions of those Jaws, repulations, contracts, agreements, and grants for noncomphance which
could have a divect and malerial effect on the financial statements.

Risk Assessment
The critical first step toward ensuring Mhat the audit approach is both inmovative and prudent is
detenmining risk assessment; that is the risk of material misstatement associated with a given

objective, including the opinion on the financial slatements of the Agency.

The ultimate risk of failure 10 identify a material eror is the product of three risk components:

« aralerial grror may oceur;
s internal controls may il to identify and correct that error; and
» the auditor's substantive procedures may fail to reveal the exvor.

Omce risk has been assessed, the auditor then defermines the gualily and guanlity of audit
evidence required 1o limit that risk to an acceptable Jevel.
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We plan to concentrate our audit effort on those arcas where the dollar volume of transactions is
significant, fransactions are of a more complex nature, and the risk of material misstatement is
freatest,

We will make extonsive use of analytical and guantitative techniques lo support the opinion on
the financial statements of the Agency. We view analytical procedures such as economic and
ratio analysis, and slatistical sampling as a contimuum of technigues to analyze ransaction
clagses for unusual or unexpected activity for further lesting and be matched against a continuum
of audit risk, ranging from low Yo high, The audit tools used in each audit arca will be matched
against the specific audit risks of (hat area,

The engagement team members will perform the risk assessment based on their extensive
experience and ensure audit efforts address areas of the highest risk of material nyisstatement in
the financial statéments, noncompliance with applicable provisions of laws, regulations,
contracts, agreements, and grants and/or abuse.

Develapment of Tailored Audit Programs

Upon compietion of obtaining owr understanding of the intermal contrels of the Agency, we will
develop audit programs for cach audit area and transaction class that may be material o the
Agency’s financial statements, pose increased 1isk of noncompliance with faws and regulations,
abuse, or has been identified as an area of concern by management, Our audit programs contain
detatied andit procedures which are developed to achieve specific audit objectives in obfaining
sufficient evidential matter to allow us lo form an opinion over the finmelal statements of the
Agency.

Comprehensive Planning Memorandion

We will then wwite a comprochensive plamning memormndum which will summarize the
information gained in the planning phase of the audit. This memo will also include a detailed
audil approach for the rest of the audit, This memo along with the fnal audit approach will be
discussed with the entire audit team hefore beginning Geldwork.

Phase 11; Intereal Control Evaluation

We will perforn procedures to obtzin an understanding of the internal controls, including
controls over information lechnology, and computer system conlrols, of the Agency. Assessment
of the control environment wili give us a gencral indication of the exlent of reliance on the
Agency's internal control policies and procedures that may be possible. This will be done in
conjunction with updating our understanding of (he operating cnvironment of the Agency.
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Phase TE1: Development of Audit Plan

The plamuing and system evaluation phases of the audit culmynate n the development of a
detailed audit approach and e general audit plan,

Based on (he information developed during the planning phase and an anderstanding of the
Agency's significant accounting and control systems, we will develop a detailed audit approach
supported by tailored avdit programs which wilt be used during the remainder of the audit.

Onee propared, the audit plan is carefully reviewed fo ensure that there is no duplication of
efforls, that the approaches planned address all of cur audit and client service objectives and are
consislent and appropriate i the circwnstances, and that the approaches are efficient and wili be
minimally disruptive to Agency personnel.

After the audit plan has been finalized and approved by the senior members of the engagement
mapagement tewn, the planning swmary is developed. The planning summary addresses the
following:

+  Assurance that the composition of the client service team is appropriate;

+  An explanation of known legistative, economic, or other issues that may impact the audit
DYOCESS)
A description of the audit procedures fo be performed by cach audit segment; and
A final engagement procedures timetable,

Fhase TV: Yesting of Financial Data and CompHance Maiters

These tests are desigued to provide reasonable assurance as to the validity of fhe information
provided by the accounting system; 1., fhe acouracy and completeness of all transactions and
account balances, Such ests will include confumations of accoun! balances, review of invoices
supporling payments, review of ndividual coniract docwmentation and approvals, predistive
analytical fests and fluctuation analysis, for example.

We will test compliance with significant applicable provisions of laws, regulations, contracts,
agreements, and grants. Generally, we will sclect and review transactions in suflicient detail to
permit us to formulate conclusions regarding compliance,

At the conclusion of our comnpliance testing over laws, regolations, confracts, agreements and
srants, and abuse and established control procedures, we will review the results of our testing to
determine what changes should be made, if any, to our audit plan, If noncompliance with laws,
regulations, contracts, agreements and grants, or abuse 15 noted during our testing, we will nofify
Board membeis and management regarding the nature and scope of the noncompliance or abuse
before modifying our audit approach.
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Phase V: Reporting

Upon completion of all compliance and substantive testing, the reporting phase begins, During
this phase, all data necessary for completion of all reports will be collected.  The reports will be
conpleted in draft form and reviewed by the engagement manager pariner, and independent
review painer prior to submission to roanagement for their review. After any guestions or
soncens of management have been answered, the final reports will be issued.

In additicn, we will follow e financial requirements of the Finangial Accounting and Reporting
Section {(FARS) of the West Virginia Departiment of Administration including responding lo
specific requests for information, expression of an “in relation to” opinion on supporling
schedules required by the Deparfinent of Administration for the preparation of the State’s
Comprehensive Annual Financial Report (CAFR}, and attending conferences, meetings, or
sominars held or presented by FARS regarding their requirements for report preparation,
presentation, deadlines, ote.

During the entire audit process, we will be alert for any recommendations for improvement in
your sysiem of internal control and your operating and administrative procedures. If we find
arcas where improvoments can be made, we will discuss the recommendation with those
employees responsible for the arca noted. Tius input is valuabie to determine if the suggestion is
reasonable and practical 1o implement.  We will sunmmarize our suggestions and
recommendations in a letter addressed fo the management of the Agency. This letter wounld be in
prelinninary drafl form to obtain your comments before any final drafl is released,

Approach for Detarmining Laws and Regulations that will be Subject to Auwdir

We will determine fhe Jaws and regulations thal will be tested through inquiry of manapgement,
inquiry of the Agency's legal counsel, and review of the West Virginia Code, the Agency
engbling legislation, and other regulatory or statutes that may apply.

Certification of Signatory of Propesal

Yohn D). Galoway is entitied to represent the firm of Gibbons & Kawash and is empowered to
subinit this proposal/bid and is authorized 1o sign a contract with the Agency.

29



APPENDIX A

COST BID
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COST QUOTE FOR AUDIT SERVICES

L Classification

Pariner

Manager
Supervisor
Seniois

Staft

Clerical

Other (IT Analyst)

Total all-inclusive fee for (project)

COST QUOTE FOR ADDITIONAL ACCOUNTING AND AUNTING CONSULTING

SERVICES

Classificalion

Partuer

Manager
Supervisor
Seniors

Stafl

Clerical

Other (1T Analyst)

Estimated
Howrs

45
65
75
145
125
13
i3

Hourly

_Rate Cost
X % 133 85 g5
X 120 7,800
X 115 8,625
X 160 14,500
X 20 10,660
X 55 825
X 100 1,200

Fowurly
L Rate

$ 135
120

115

160

30

55

160

Alk hourly rafes must include travel apd ent-of-pocket expenses,

COST QUAOTE FOR ADPDITIONAL AGREED UPON PROCEDURES SERVICES
(Based upon Distance from Charleston, WV}

Less than

{Classificalion 180 Miles
Partner 135
Manager 120
Supervisor 115
Seniors 130
Stafl 30
Clencal 55
Other {IT Analyst) 10

Hourly Rate
At least 100 buf not Morc than
meore than 200 miles 200 miles
150 160G
135 145
130 140}
115 125
95 195
60 30
P13 125
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FARTNER
Robert R. Penyer, CPA
Experience

Bob has 27 vears of experience in providing audit, tax, and consulting services to public sector
entities, including state agencics, local governments and nonprofit organizations. His in-depth
industry knowledge includes such areas as governmental financial reporting, federal grant
eompliance, mdirect cost reimbursement, and internal control and operational matters. Bob's
government financial reporting expertise has been demonstrated by his involvement with 21
suceessiul submissions to the Government Finance Officer Association vnder the Certificate of
Achievement for Bxcellence in Financial Reporiing Program, His service to public sector
entities incluades the following:

City of Charleston

Kanawha County, West Virginia

Kanawha Valley Regional Transportation Authonity

Marion County, West Virginia

School Bullding Authorily of West Virginia

West Virginia Burcau of Employment Programs

West Virginia Consolidated Public Retirement Board

West Virginia Department of Transportation

West Virginia Drinking Water Treatment Revolving Loan Fund
West Virginia Economic Development Authority

West Virginia Educational Broadeasting Authority

West Virginia Housing Development Fund

West Virginia lofrastructure and Jobs Development Counci
West Virginia Lotfery

West Virginia Parkways, Economie Development and Tourisny Authority
West Virginia Regional Jail and Correctiona} Facility Authority
West Virginia Racing Commission

West Virginia Solid Waste Management Board

West Virginia Stale Rail Authorify

West Virginia Water Development Authority

West Virginia Water Poltution Control Revolving Fund
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Professional Activities

Bob is a memboer of the American Institute of Centified Public Accountants, West Virginia
Society of Certilied Public Accountants, and the Charleston Chapter of the West Virginia
Society of CPAs.

Bob is a board member and past president of the South Charleston Rotary Club and a member of
the South Charleston Chamber of Commerce.
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Education

Bob gadvated from West Virginia University with a Bachelor of Science degroe in business
administration.

Continuing Professional Education

Bob is in compliance with all applicabie CPE requirements.
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PARTNER
John D. Galloway, CPA
Experience

ohn's experience during (he st 12 years has included managenal responsibility for numerous
nonprofit and governmental engagements. His experience includes assisting fwo entities with 12
successful submissions for the Certificate of Achievement for Excellence in Financial Reporting.
His pubiic sector clients have meluded:

City of Charleston, West Virginia

Kanawha County, West Virginia

Mid-Ohis Valley Regional Planning and Development Council
School Building Aunthority of West Virginia

West Vizginia Consolidated Public Retirement Board

West Virginia Depariment of Transportation

West Virginia Economic Development Authonity

West Virginia Bducational Broadcasting Authority

West Virginia Housing Development Fund

West Virginia Infrastructure and Jobs Development Council
West Virginia Jobs Investment Trust

West Virginia Parkways, Eeonomic Development and Tourism Authority
West Virginia Regional Jail and Correctional Facility Authority
West Virginia State Rail Authority

West Virginia Racing Commission

x B 4 & B8 4 5 & & » & F B & 9

Professional Activitics

Iohn is a member of the American Instifute of Certified Public Accountants, the West Virginia
Society of Certificd Public Accountants, the Charleston Chapter of the West Virginia Sociefy of
CPAs, and lhe Government Finanee Officers Association..

Ediwcation

jolm graduated from the University of Charleston with a bachelor’s degree in business
administration.

Continuing Professional Edwcation

John is in compliance with all applicable CPE requirements.
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MANAGER

Robhert E. Adams, CPA

Experience

Rob's professional experience during (he last nine years has inchuded auditing and managenial
responsibilities for numercus nonprofit and public sector entities as follows:

a4 494 # % % # % a4 x > 5 @°

ity of Charleston

Kanawha County, West Virginia

Kanawha Valley Regional Transportation Authority

West Virginia Drinking Water Treatment Revolving Loan Fund
West Virginia Economic Development Authorily

West Virginia Infrastructure and Jobs Development Council
West Virginia Jobs Investment Trust

West Virginia Lottery

West Virginia Regional Jail and Correctional Facility Authority
West Virginia Solid Waste Management Board

West Virginia Water Development Authorily

Wes! Virginia Water Pollution Control Revoiving Fund

Professional Activities

Rob is a member of the American Institute of Certified Public Accountants, the West Virginia
Socicty of Certified Public Accountants, and the Charleston Chapter of the West Virginia
Society of CPAs.

Education

Rob graduated from West Virginia Wesleyan College with a bachelor of business administration

in accounting,

Continning Professtonal Education

Rob is in compliance with all applicable CPE requirements.
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SENIOR AURITOR
Crystal Bradicy
Engagement Responsibilities

The senior auditor is responsible for performing the audit procedures, and directing the staff
anditors, under the direction of the managers, the adeguacy and appropriateness of the
workpapers, and informing the managers about auditing or accounting problems encountered
during the audit fiekdwork,

Experience

Crystal's professional expericnce during the Iast two years has included auditing responsibilities
for nunerous public sector entities as follows:

Kanawha Counly, West Virginia

West Virginia Consolidated Public Retirement Board

Waost Virginia Lottery

West Virginia Reglonal Tail and Correctional FacHity Authority

o & % #

Education
Crystal gradusted from Concord College with a bachelors of science degree in accounting.
Continuing Professional Education

Crystal is in compliance with ali applicable CPE requirements,
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150 Front Sireet, Fifth Floor

Mmietn, Ohio 45750-31432 i
e Rea & Associates, Inc.
FAX: TA375. 7402 ACCOLIRTANTS ANE BUSINESS CONSUITANTS

WL TERLPTLGOM

To the Pariners of
Ciibhons & Kawash
Arnd the SEC Practice Section Peer Review Conmmitiee

Movernber §, 2003

We have reviewed the system of quality control for the acoonnling and auditing practice of
Cibbons & Kawash (the firm) in effect for the year ended February 28, 2003, A system of
quality control encompasses the firr’s organizational structire and the policles adopted and
procedures established to provide it with reasonable assurance of complying with professional
standards, The elements of quality control are deseribed in the Staterments on Quality Control
Standards issued by the American Instinute of Certified Public Accountants fihe AXCPA)Y. The
design of the system, and compliance with i, are the responsivilities of the fitm. In additien,
the firm has agreed to comply with the membership requirements of the SEC Practice Section
of the AICEA Division for CPA. Firms (fhe Section}. Our responsibility is {0 express an
opinion on the design of the system, and the firm's compliance with thai system and the
Section's membership requirerents based on our review.

Our review was conducled In accordance with standards established by the Peer Review
Committee of the Section and included procedures o plan and perform the review (hat are
summarized in the attached deseription of the peer teview process. Our review weuld not
necessarily disclose a)i wealmesses in the system of quality control or alt instances of lack of
compliance with it or with the membership requirements of the Section singe it was based op
seleotive tests. Because there are inherent limitations in the effectiveness of any system of
quality control, depariures from the system may occur and not be detected,  Also, projeclion of
any evaluation of a system of quality control to fisture periods is subject 1© the rigl that {he
system of guality control may become inadequate beeause of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

In our opinion, the system of guatity contod for the ascounting and auditing practice of
Gibbons & Kawash in effect for the year ended February 28, 2003, has been designed 0 mect
the requirements of the quality control standards for an accounting and auditing practice
established by the AICPA, amd was complied with during the year then ended o provide the
firm with reasonable assurance of complying with professional standards.  Also, in our epinion,
the fiem complied during that year with the membership requirements of the Section in all
tnaterial respects. '
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RFQ No. BEPDG03S

o

AFFIDAVIT e 031

West Virginia Code §5A-3-102 states:

No contract of renewsal of ahy contract may be awarded by the slate or any of ifs politicai subdivisions {o any
vendor or prospective vender when the vendor of prospective \ehdor o a refated parly to the vender or
prospeciive vendor s a debior and the debt owned is an amount greater than ohe thousand doflars in the

aggreyate.

DEFINITIONS:

‘Tyaht® means any assessment, pbremium, penatly, fine, fax or other amount of money owed to the siate or any
of lts polifical subdivisions because of a judgment, fine, permit vioktion, license assessment, defaulted
workers' cornpensation premium, penally of other assessment presently definguent or due and regtired fo be
paid 1o the state or any of its polifical subdivisions, inciuding any interest or additional penalies acerued
fhereon.

"Debtor” means any individual, corparation, parinership, assoclation, iimited fiablity company or any other form
of business association owing a debt to the state or any of its political subdivisions,

“pelitical subdivision” means any counly commission; municipalily, counfy board of educaiion; By
instrumentaiily eslablished by a county or municipality; any separate corperation or mstumentalily established
by one or more counties or municipaiiies, as permifted by iaw; or any public body charged by law with the
performance of a government function or whose jurisdiction is coextensive with one of more counties or
municipalities.

“Related parly” meahs a parly, whether an individual, corporation, parnership, association, fimited Hability
company or any other form or business assoclation or other enfity whatsoever, related to any vendor by blood,
mamiage, owhership or contract through which the parly has a relationship of ownership or other interest with
the vendor so that the party will actually or by effect receive or contiol a portion of the benefit, profit or other
consideration from performance of a vehdor confract wilh the parly receiving an amount that meefs or exceed
five percent of the fofal contract amount.

EXCEPTION:

The prohibition of this section does nol apply where a vendor has contested any tax adminisiered pursuant fo
chapter eleven of tis code, workers' cormpensation premium, permit fee or environmental fee or assessment
and the matter has not become finat or where the vendor has enterad into @ payment plan or agreement and
ihe vendor is not in default of any of the provisions of such plan of agreemernt.

LICENSING:
The vendor must be licensed in aecordance with any and all state requirements 10 do husiness with the state of
Wes!t Virginia,

CONFIDENTIALITY:

The vendor agrees that he or she will not disclose to anyone, directly of indirectiy, any such persohally
Identifisble information or ofher confidential information gained from the agency, unless the individual who is
the subject of the information consents fo the disciosure in writing or the disclosure is made pursuant fo the
agency’s policies, pracedures and rules, Vendors should visit www.statewv.usfadmin/purchaselprivacy for

tive Notice of Agency Confilentizlity Policies.

Under penalty of taw for false swearing (West Virginia Code, §61-5-3), it is hereby cerfified that the vendor
acknowledges the information in this sald affidavil and are in compliance with the requlirements as stated.

Vendor's Name:  Gibbpns.& Kawash ..
Authorized Sighature: 4’//1/“% “ Do porth A Date: _dune 28, 2006

No Defit Affidavii
Feviged 020806
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GIBRONS & KAWASH, A.C.
QUALITY CONTROL DOCUMENT
Amended December 31, 2004

The firm's qualily contro} policics and procedures for the five elements of quality control are
presented on the following pages. All employces and members of the firm are responsible for
understanding, implementing, and adhering fo these policies and procedures.

The firm is 2 member of the AICPA Governmental Audit Quality Center (Center) and the AICPA
Bmployee Benefit Plan Audit Quality Center {Center) and has ngreed fo establish pelicies and
procedures specific to the finn’s govemmental audit practice {as defined in the membership
requirements) and its ERISA employee benefit plan practice to comply with the applicable
professional standards and the membership requirements of the respective Centers, These policies
and procedures are documented and communicated by this document.

As required by the membership requirements of the respective Centers, iLis the policy of the firm
that ail eligible audit partners be members of the ASCPA, 1t is the responsibility of the managing
partnet that cach audit pariner be advised annually that AICPA membership is mandatory. Also, as
required by the membership requirements of the respective Centers, the managing pariner annually
designates an audit pariner to assume firm-wide responsibility for the quality of the firm’s ERISA
employes benefit plan.

Any questions, concerns, or recommendations about our quality control systern should be
communicated to the managing parmer,

I INDEPENDENCE, INTEGRITY, AND OBJECTIVITY

It is the policy of our finn that all professional personnel be famitiar with and adhere 10 the
independence, integrity, and objectivity rules, regulations, interpretations, and rulings of the
AICPA, the State of West Virginia Board of Accountaney, the West Society of CPAs, and
state slatutes. Purthermore, it is the policy of this finn that, for engagements that are subject
to the rules of the Public Company Accounting Oversight Board (PCAORB), the US.
Department of Labor, or Government Auditing Standards, all professional personnel be
Familiar with and adhere to fhe independence rules of those entities and that persormel will
always act in the public interest. In this regard, any transaction, event, circumslance, oF
action that would impair the firm's independence or viclale ifs integrity and objectivily
nolicy, on a compilation, revicw, andit, forccast, projoction, altestation or consulling
engagoment s probibiled,  Although not necessarily atl-inclusive, the following are
eonsidered 10 be prohibited.

4. Investments by any parter or professional employec in a clent's business during the
pertad of a prolessional engagement.



b, An investment in an ontity or property by any of the following individuals and the
client {or the clients officers or dircctors, or any owner who has the ability 10 exersise
significant influence over the client) that cnables them 10 control {as delined by
GAAP for consolidation purposes) the onlity or groperty:

()

(2)

3)

{4

An individeal on an attest cngagement tcamn {ncluding an audjt; SSARS
review; or examinafion, review, or agreed-upon procedurcs under the AICPA
atrestation standards),

An individual in a position to influence the attest engagement by doing any of
the foHowing:

(2) evaluating the performance or recomnending the compensation of the
attest eNgageInNent CWner,

&) direetly supervising or managing the attest engagement owner and allof
that owner's superiors,

(¢} consulting with the attest engagement team about techmical or industry-
related issues specific to the engagement, or

{d) participating in of oversesing quality control activities, including intermal
moenitoring, with respect 1o the attes! engagement.

An owner or manager who provides nonatiest services to the attest client
beginning once he provides ten or more hours of nonattest services to the client
within any fiscal year and ending on the later of the date:

(a) the firm signs the repoit on the Hnancial statements for the fiscal year
during which those services were provided or

)  heno longer expects fo provide ton or thove howrs of nonattest services to
the allest client on a recurring basis.

An owner in the office in which the lead attest engagement partmer primazily
practices with respect to the atiest engagement.

¢. Bomowing from or loans to a chent, or client's personnel, during a peried of a
nrofessional engagement by any of the individuals listed in items b (1 1(4),

d. Accepting cash or gifls from a client (with the exception of noncash token Christmas
gifts of nominal value).

e, Certain family relationships between profossional personnel and clienl persennel.
(Consult the managing partner for a raling on these).



Notwithstanding the preceding polioy and list of prohibited transactions, al the managing
parmer's discretion, cextain prohibitions can be waived if it s deemed fo be in the best
interest of the firm, However, in so doing, the engagement service performed for the client
must be limited to that allowed by AICPA professional literalwre,

The procedures listed below are followed to ensure compliance with this policy:

I

Ali professional personned are required to complete independence raining that covers
the firm's independence policies and procedures shortly after their empioyment and
periodically thereafler,  All professional personnel are reguired to sigh 2
representation letter when hired (and apnually therealer) that acknowledges their
familiarity with the firm's independence, integrity, and objectivity policy and
procedures,

Afl professional personnel are required to nofify the managing partner of my
potential prohibited fransaction or violation of an independence, integrily, or
objectivity nile as soon as they become aware of such 2 situation. To acknowledge
that responsibility, all professional personnel are required when hived {and annually
therealter) to sign a representalion letter and 1 list sitwations they know of that could
impalr independence or that violate the Fivmy's integrily and objectivity policy. {The
firm library contains the authoritative rules on independence, integrily, and
objectivity that govern our firm. That literature and the advice of the managing
pariner should be consulted when an employee is ol sure if a fransaction, event,
sircumstinee, ot action should be reported.)

Al professional personnel are required to review the firm’s client list anmmally for
possible violations. Allprofessional personmel are atso required 1o review the client
list before they and their spouses or dependents enter into financial franseCtions oF
relationships, including those listed in the fion's independence, integrity, and
objectivity policy, fo determing if the entity is on the Hst. The list of clients i5
accossible by each employee fom the time and biiling system and additions to the list
are communicated by the office manager as they occur..

if our firm is ongaged as principal auditor and another firm is engaged fo audil a
subsidiary, branch, division, governmental component anit, or 1o perform procedures
on an element or account grouping within 2 chient’s financial slatement, the
engagement loam is required to obtain a written reprosentation regarding the other
firm's independence with respect to our client. The audiling manuals used by the
firm contain examples of Teprosentation Jetters used in such situations. Furthermore,
in a review forccast, projection, or altestation engagement, if another firm performs
work on a segment of the engagement, a representation {either written or orai)
regarding the other firm's independence isvequired. The engagement programs inthe
accounting and auditing manuals used by our firm contain steps to ensure compliance
with this procedure,



5. The engagoment pariner has the primary responsibility for determining if there are
unpaid fees on miy of his clients that would impair the firm's independence, The
engagement work programs and standard forms used by the firm contain steps o
ensure compliance with this procedure, The fm's client acoounts receivable listing
and the engagement pariner's knowledge of any unbilled fees should be considered in
malking this determination. In addition, the managing pariner has the secondary
responsibility lo review the firnr's accounts reecivable Histing on a periodic basis o
identify potential independence problems.

6. The engagement partner has the primary responsibility o 1dentify all nonattest
services performed for an atlest service client [inchuding services performed by
entities closely atigned through common employment] and for determining if such
nonattest services impair independence with respect to that client. Where apphicable,
this includes determining whether such nonattest {nonaudif) services impair
independence under the independence rules of the PCAOR, U5, DOL, aud
Government Auditing Standards for ongoing, plaoned, and future audits. Firm
engagement work programs for all attest, as well as compiiation, engagements,
inclnde steps fo ensure complance with this procegure.

7. The managing parmer 15 responsible for obtaining the representation letters,
reviewing for completeness, and for resolving questions relating to independence,
integrity, and objectivity matters and is available to provide guidance. In so doing,
the managing partner should, when necessary, consult the AICPA or the WV Society
of CPA’s for assistance in interpreting independence, integrity, and objectivity mies.
Documentalion of the resolution of an independence, integrity, and objectivity matter
should be filed in the client’s permanent workpaper files. The managing pariner is
also responsible for determining actions to be taken when professional personnel
violate firm independence policies and procedures, The action for each incident is
determined based on its unique circumstances and may inchude eliminaling a personal
impairment, additional training, reprintand letter or termination.

8. The managing pariner is also responsible for monitoring the firm’s independence of
attest clients af which owners or other semior personnel have been offered
management posilions or have accepted offers of employment. The independence,
integrity, and objectivity guestionnaire used by the firm and the client acceptance
checklists used by the firm in aftest engagements include guestions to help ensure
compiiance with this requirement,

9, Toensure that independence is property considored al the engagement level, the work
programs and standard forms in the accounting and auditing manuals used by the
firm contain steps that require & determination of independence on cach new and
recurring chient. Furthermore, these manuals contain reporting guidance for those
types of engagements whoré a lack of independence is allowed.



10, At feast mnually, the guality control director reviews our independence, integnly,

and objectivity policy and procedurcs to determine if they are appropriate and
operating cffectively. This review is normally accomplished in coordination wilh the
annual inspection. Changes, ifneccssary, to the system are made based on the resalts
of the review,

11. PERSONNEL MANAGEMENT

A, Hiring

1t is the poticy of our firm that hiring decisions for our professional stafl be based onan
objective evaluation of our personnel needs, that hirces possess the appropriate
characteristics to perform competently, and that new crployees be adequately informed
of the firm's policies and procedures, The procedures listed bilow are followed to ensare
compliance with this policy:

i,

Annually, the partners assess the personncl needs of our professional staff by
considering, among other fhings, criteria such as our corrent clicmele, anticipated
growth, personne] turnover, individual advancement, current staff workload, quality
of life, and retirement,

In fulfilling our hiring plans, we seek to emplay individnals with high levels of
mtelligence, mtegrity, molivation, and aptitede. In this rogard, we normally hire
college graduates whose academic fraiming will enable them to take the CPA exam.
Howaver, we will hire paraprofessionals who do not possess a college degree, but
whose accounting experience and personal qualifications indicale @ likelihood of
adeqguate abilities,

 Determination of Me technigues to be used t© recruit potential hirees and actual

employment decisions will be made by the partners.  Other nevsennel who are
involved in the hiring process will be informed of the technigues to be used.

When evaluating a prospestive employee, we consider, among other things, an
individual's grade point average, college course concentration in accounting and
related courses, personal achigvements, Woik experience, and personal interests, The
dogree to which college lranscripls, work references, and other qualifications are
investigated is lelt to the discretion of the pariner, the lrue test being the individual's
performance under the supervision of & competent employee.

The finm's persommel policies and procedures relevant to applicants and new
employees are communicated (o them.

At least anmually, fhe quality control coordinator reviews owr hining policy and
procedures to determine if they are appropriate and operating effectively. Changes, i
necessary, to the system are made based on the results of the review.



B. Assigning of Personnel

T is the policy of our firm that personnel (including partners) be assigned 10 engagements
in an objective mannet 1o achieve a proper Wwlend of compelencies, supervision, staff
utilization, staffon-the-job training, and client satisfaction. The procedures Hsted below
are followed to ensure compliance with this policy:

1. Periodically, the pariners assess the competencies that partners (or other PErSONS}
who are respensible for supervising attest engagements and signing {or authonzing
other individuals to sign) attest engagement reports should possess. This assessment
includes:

4, An understanding of the finm's system of quality control and the Code of
Professional Conduct.

b, Anundersianding of the pexformance, supervision, and reporting standards at the
level of service to be provided (i.e., audit, review, and compilation}.

. An understanding of the appliceble accounting, auditing, and attestalion
professional standards, including those directly related to any special industries.

d. An understanding of applicable industrics and each indusiry’s organization and
operating characteristics sufficient to identify high or unusual risk areas and to
evaluate the reagonsbleness of industry-specific estimates.

e. Proficiency and seasoned judgment in discharging assigned respongibifities.

{. When applicable, an ynderstanding of how an organization is dependent on or
cnabled by information technojogies and how the information technology systemns
are used to record and maintain financial information.

2. Periodically, the parmers assess the slaffing (including parlner assignments)
requirernents of each client and develop a pariner and staff assignments plan. Any
considerations that emerge from this assessment that affect the hiring plans of the
firm are communicated o those responsible for hiring, In making assignments,
consideration is given to fxctors such as!

a. The ehgagement type, size, significance, complexity, and risk profile.

b. Special expertise and experience required for the engagement {farniliarity with
the industry}.

¢. New or emerging professional literature or regulations that may affect the
engagement.



d. Raecen! continuing education relevant lo fhe service 1o be provided and, if
applicable, the industry. {For example, staff who have met the PR regnirement
of GAOD's Government Auditing Standards .}

e. The tming and length of the engagement.
{ ‘The confinuity and periodic rotation of the staff.
g Opporninities for on-the-job iraining.

h. Previously demonstrated competencies {including consideration of the results of
monitoring, inspections, pecr reviews, and rocent evaluations).

i, Personne! availability and the involvement of supervisory personnet.

j. Sitnations where possible conflicts of interest, objectivity, or independence
problems may exist, inciuding, where applicable, circumstances where the
assigned staff is not independent under Government Auditing Standards.

k. The degree of supervision required by cach member.

t Non-CPA owners cannot be ultimately responsible for any financial statement
attest or compilation engagenent,

The assignments for the current month are posted on the firm bulletin board,

4. The firm recognizes that many modifications to the staff assignments schedule will
e required because of the addition or loss of clicnts, staff tornover, delays n the
timing of work, or other anforeseen events. Modifications are made based on an
informal mecting of the parmers and supervisory personnel affected by the changes
and afler a reconsideration of the planning factors discussed in Steps 1 and 2, Any
disputes regarding assignment of persennel are resolved by the managing pariner.
Merbers of the staff are informed verbaily of staffing changes and new assigriments.

4, At least annualty, the guality control director reviews our assigning of personiel
policy and procedures to determine if they are appropriate and operating effectively.
Changes, if necessary, 10 the syslem are made based on e resulls of the review,

. Professional Development

It is the policy of our firm that all professional personnel (including non-CPA parinets)
conply with the continuing pro fessional education requirements of the AICPA, jand the
West Virginia Board of Accountancy | that all professional staff maintain all adequate
awareness and understanding of current developments in 1echnica) Hterature; and, that ail
professional staff assist in fhe training and development of slaff members under their
supervision, It is also the poticy of the Firm that isdividuals assigned to engagements



subject to the additiona) continuing education requirements of the PCADB, Government
Auditing Standards and the ATICPA. Employce Benefit Plan Audit Quality Center,
complete the applicable additional continuing cducation. The procedures listed below
are followed lo ensure compliance with this policy:

],

2

Annually, the pariners assess the finm's continuing professional education {(CPL}
needs and plan onr professionat development (PD} program after considering, among
othier things, CPE aclivities that interest each professional; the number of hours,
including accounting and auditing hours, needed by cach professional 1o coraply with
the CPE rules governing our firm; each professional’s level of experience, client
responsibilities, and prior CPE training; new or emerging technical hierphe; and the
firmy's needs for specialists or experts in a parficular industry or service area,
Normally, the firm reguires that each member of its professional staff obtain a
mintmum of 120 hours of CPE during cach three year period,

The CPE coordinator monitors employee progress loward meeting the CPE plan.

Only CPE alternatives that qualify for credit under the CPE rules that govemn our firn
witl be considered when planning our PD program. Such alternatives nonmally
include serinars and conferences sponsored by AICPA, stale society, or other
professional organizations; seif-study courses; m-house scminars and programs;
acting as an instructor or speaker; university or college courses; and published books,
articles and CPE courses. Specificatly, when CPE hours are to be fulfilied by in-
house seminars, workshops, or discussion groups, each in-house program should
comply with the following standards:

4. The program should maintain and/or increase the professional competence of
participants.

b. The staled program learning objectives should specify the levet of knowledge the
parlicipant should have altained or the level of competence ho or she should be
able to demonsizate upron compleling the program,

e. The educalion and/or experience prerequisites for the program should be stated.

d. Participants should be informed in advance of pertinent course information.

e. Only (hose participants with the appropriate level of education andfor experience
should attend the program.

f. The program should be developed by an individual qualified in the subject matter
and knowledgeable in instructional design.

g, Program materials should be techmically accurate, curvent, and sufficient o meel
the program's learning objectives.



% Before program materials are used, they should be reviewed 1o the cxtenl
necessary by a qualified person(s) other then Ihe prepsrer(s) to ensure the
program's lechnical accuracy, currentniess, and sufficiency (o achieve leaming
objeclives,

i. The reviewer's lechnical competence and knowledge of instructional design
should at least cqual that of the developer.

i, Instructors should be qualified with respect to both program content and feaching
methods used.

k. The number of participants and physical facilities should be appropriate for the
teaching method{s) specified.

1. Each program should inclade an effective means for evaluating quality.

. Professionals who devote at least 25% of their fime to performing audit, review, or
P

other attest engagements {excluding compilations), or who have the partner/manager-
level responsibiiity for the ovexall supervision or review of any stich engagements,
rust obtain at least 40% (8 hours in any one year and 48 hours every 3 years) oftheir
required CPR in subjects relating to accownting and auditing.

. Individuals who work on audits subjeet to the Government Awditing Standards must

obtain at least 80 hours of CPE cvery two years. Individuals responsibie for
conducting svbstantial portions of the ficldwork, planning, directing, or reporting on
audils subject to the Government Auditing Standards must obtain 24 of those hours
i subjects related 10 the government environment or government anditing. Atleast
20 of the 80 hours mus! be obtained annually.

. For individuals signing audit opinions and individuals managing ERISA employee

henefit plan cngagements, 8 hours of employee benefil plan-specific continuing
education within the 3 year period prior fo such engagement. Thereafier, 8 howrs of
employee benefit plan-specific CPE must be completed every 3 yoars.

. To comply with the documentation requireraents for CPE credit, the firm mainiaing

appropriate CPE records, among which are the following:

a. For each professional for the most recent five years, a worksheet is maintained
that contains the following information for each credit hour claimed:

(13 Type of CPE activity (seminar, in-house program, self-sludy, efc.).
{2} Sponsor,

(3) Title of program and description of content.



(4)
(5)
(%)

13

Dates attended or completed,
Location of program.

CPE hours claimed.

_ For cach in-house CPI program sponsored by the firm, the following records are
maintained for the most recent five years:

(1)

2

B
(4)

%

{©)

)

A record of participation, indicating the number of CPE contact hours
claimed for each participant.

An agenda or outline of the program, ndicating name(s) and qualifications
of the instructor(s), the date(s) and lenpth of the program, lcaming
objectives, prerequisites, level of knowledge of the program, program
content, nature and extent of advance preparation, teaching methods, and
retevan! administrative policies.

The location(s) of the program.,

A copy of the program malerials {reading materials, problems, case studies,
visual aids, the instructors’ manuals, ¢t.).

A summary of the participants’ evaluations, the inslructer's evaluation(s),
and (he sponsor's evaluation of the mgtructor(s).

I the course was developed in-house, a record of the name(s) and
guatification{s) of the developer(s) and reviewer(s).

If the course was acquired from another source, evidence that he course
was developed and reviewed by qualified individuals.

. For al} other CPE programs or activities, the following records are maintained for
the most recent five years:

"

(2)

(3

50

For goup and independent stady programs, 2 certificale of other
verification supplied Dy the sponsor.

Por s universily or college course thatis success fully compieted for credit, a
record of the grade the person received.

For a seif-study program, 2 cerificate of satisfactory completion of an
sxamination provided by the sponsor.

¥or a published book, article, or CPE program, evidence of publication {a
sopy of the book, journal, or course development docurnentation) that
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names the CPA s author or contributer, the writer's slatement supporting
the number of CPE hours claimned, and the name and contact information of
the independent reviewer(s) or publisher,

8. RBach professional in our firm must recognize his or her responsibility to comply with
applicable continuing professional education requircments to maintain technical
competency.  Accordingly, ail nrofessionals are encouraged o engage in self-
development activities. To agsist m this endeavor, the firm maintains a current
library and circulates within the firm important news aboutnew or cmerging changes
in profossional Hiteralure or business activities. Al professionals are encouraged (o
bring to the attention of the managing partner any news item that they believe should
be circolated within the office.

9. The firm recognizes the importance of on-the-job zaining and has adopted, as a pant
of the firm's engagement performance QC system, the use of Work programs o assist
professionals in performing their work. Also, a5 noted i the firm's QU system for
assigning personnel, professionals are assigned to work on a variely of jobs and under
different supervisors {fo the extent practical) 1o maximize on-the-job training.
Personnel with supervisory responsibility are reminded fo be constantly aware of
situations where they can provide on-the-job training,

10. Al least annually, the quality control coordinator reviews our PI) policy and
procedures {including CPE documeniation) to determine if they arc appropriate and
operating effectively. This review is normally sccomplished in coordination with the
annual inspection. Changes, if necessayy, to the system ate made based on the results
of the review.

N, Advancement

Itis the poticy of our firm that advancement and compensation decisions for professional
personnel be based on a timely and objective evaluation of individual performance, that
the profcssional personnel selected for advancement should bave the neccessary
gqualifications to fulfill their assigned responsibilitics, and that compensation of personnel
bo based on the quality of their work. The procedures listed below are followed to ecnsure
commpliance with this policy:

1. Personnel classification levels are used to designate staff experience, to ovaluate
individual performance, and to establish criteria for promotion and compensation,
The following staff levels and related performance critoria are uged by the finm:

a. Paraprofessionals and Interns - Individuals at this level nomally have a basic
snderstanding of accounting, beokkeeping, or tax preparation, bat may nol lave
oblzined 2 cofloge degree that includes 2 significant goncentration of AcCOUDEINE
or tax cousses. Pavaprofessionals are expected to:

(1) Become familiar with the fiym’s policies and procedures.
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(2) Assist our professional staff in porforming controtlership and bookkeeping
services for clients.

(3) Assist our professional staff preparing workpapers, trial balances,
depreciation schedules, enlering data for compuier applications, and
preparing chgagement correspondence.

(4)  Assist our professional staff in gathering data for lax relum preparalion,
maintaining our tax library, and maintaining our client tax files.

The job of paraprofessional is both challenging and rewarding, and with experience
and supervision, individuals at this level can assume many of the responsibiiities of
stafl accountanls. However, advancements to higher Jevels of the professional staff
normally will require the completion of 2 college degree with either a major in
accounting or an equivalent number of accounting and business courses.

b. Staff Accountant - Individuals at this level normatly have a coliege degree with
a major in accounting or other related business ficld and have from zero to three
years' experience. Slaff accountants are expected to:

(1) Become familiar with the firm's policies and procedures.,

{2) Understand the rules, regulations, and code of professional conduct of the
AICPA.

{3} Progress professionally by working toward passing (he CPA gxam as soon
as possible.

{4y I assigned primarily to financial staternent engagements:

(#) Become familiar with pronouncements of the FABB, AICPA, and
when assigned to governmental engagements, the GAQ and GASE,

(b) Become proficient at preparing financial statements.

{¢) Obtain exposure to the types of financial statement engagements
affercd by the firm.

(4} Assume responsibility for unaudited financial slatoment engagoments
or segments of audits under the supervision of more experienced
staff.

{3} Il assigned primarily fo tax engagements:

(a) Become familiar with pertinent IRC scctions and reguiations,



(b

()

(d)
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Obtain a working knowledge of research techniques and the various
research sources in the firm library,

Recome proficient in the prepapation of corporate, individual,
parmership, fiduciary, and other tax Tetums propared by the firm.

Assume responsibility for the completion of tax returms under the
supervision of more experienced staff.

. Senior - Individuals at this level have had a minimum of two years' experience as
a staff accowntant and normally have passed or are working towards passing the
CPA exam. Seniors are expected to:

(1)
&
(3)

(4)

()

Know and understand the reason behind the finn's policies and procedures,

Possess technical knowledye sofficient to supervise staff accountants.

Regin acquiring the skills necessary to develop guality cHent relationships
and loyaity.

If assigned primarily fo financial statement engagements:

{a}

)

{c}

Begin to devolop a command of GAAF, other comprehensive bases
of accounting, unique or specialized accounting principles, and
financial statement presentations.

Obtain & thorough understanding of generally accepted suditing
standards and common audit procedures and techniques,

Assume responsibility for efficiently supervising both audit and
nonaudited engagements,

if assigned primarily {0 tax engagements:

()

(b)

{c)

Begin developing a command of pertinent IRC sections and
reguiations,

Become proficicnt al lax research including a knowledge of the
reference sources available to the finn.

Assume responsibility for the supervision of tax return preparation
engagements.

d. Supervisor - Individuals at this lovel are CPAs amd have had a minimum of three
years' experience (or equivalenl experience as deemed appropriate by the
partners) and have exhibited technical proficiency and the ability to supervise
complete engagoments. Supervisors are expected to:
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{1} Plan, supervise, and complete rouline engagements.

(D) Supervise both staff accountants and seniors, provide feedback to ther, and
evaluate their progress.

(3) Become experis in their assigned areas.
4y Develop client relationships and maintain secondary contact with chients.
(5) Assistin firm administrative functions as assigned by the pariners.
{6) Reconize opportanities (o provide additional services to axisting clients.
¢. Manager - Responsibilities of managers axe similar to those of pariners. Most
managers have primary client responsibilitics i addition lo admimstrative
responsibilities. Tndividuals at this level are CPAs and have exhibited techiical
proficiency, managexial shilities, and the ability to attract and develop new
clients, Managers are expected {0
{1} Manage multiple complex engagements.
() Perform assigned administrative dutics.
{3} Develop new client contacts and relationships beneficial o the firm,
¢ Partner - ndividuals at this lovel are normally CPAs and normally have had &
minimur of three years' experience as manager {or equivalent EXPCIIENCE A5
deemed appropriate by the partners} and have exhibited superior lechuical
competence, managerial abilities, and the #bility to attract and develop new

clienls, Pariners are expected

(1) Provide firm Jeadership through example. Be ultimately responsible for all
engagements performed under them,

(?)  Attract and develop new clients.
(3} Perform assigned administrative duties.
(4) Be an asset to the fimm through civic and gompmanily activities,
9. ¥ addition to the evaluation criteria enumerated in the preceding staff classifications,
cach staff member will be evajuated on atlributes such as, but not inmited to, he

folowing:

a. Technical knowledge.
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b, Analytical and judgmental skills,
¢, Communicalion skills.

d. Leadership and training skills.

e, Client relaionships.

£ Profzssional demeanor and appearance,

g Integrity.
h, Personal altiude.

3. AL the completion of engagements 10 which a slaff member contributed
approximately 80 or more hours or at Jeast every quarter [or more frequently at the
discretion of the engagement pariner}, professional staff arc evaluated by their
supervisors using evaluation forms, These cvaluation forms are discussed with the
staff member by the supervisor and submitted to the engagement partier who
conducts a counseling interview with that individual 1§, in the jundgment of the
engagement partner, issues are identified which warrant counseling, Comments and
fecdback obtained during these interviews, if any, are documented on the evatoation
form by the supervising pariner, and the form is routed to the individual's personnet
file.

4. At least annuatly, and on an ad hoc basis if necessary, the pariners meel a8 a
comrmitliee to discuss advancement and termination decisions. in considering
advancement decisions, stail performance svaluations and progress within staff
classifications are given priority, however, cconomic conditions, such as profits and
future growtls potential, must also be considered in cach decision.

5. At least annually, the gnality contiol direotor reviews our advancement policy and
procedures 1o determine if they are appropriate and operating effectively. Changes, if
necessary, to the system are made based on the results of the review.

1. ACCEPTANCE AND CONTINUANCE OF CLIENTS AND ENGAGEMENTS

1t is the palicy of our firm that for all compilation, roview, audit, forecast, projection, and
altestation engagoments, the acceptability of the client and the engagement, be evaluated
vefore the firm agrees to provide professional services. The procedures listed below wre
fotiowed to ensure compliance wilh this policy:

1. For cach prospective cliont {or existing tax or MAS client) that requests for the first
time compiation, review, audit, forecast, projection, or atlestation service, the partner
making initia} contact with tho client is required lo complete a "new cligwl
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acceplance form® (The “new clienl acceptance form" is located in the accounting
and anditing manuals used by the firm.} That form documents, among other things,
packpround information; an assessment of the apparen! integrity of managemont;
possible indepondence; an assessment of the availability of staff; adequacy of the
firm's professional competence; known disagrecments with the clients prior
accowntants; and consideration of risks associated with the engagement.

For existing clients, the pariners annually review the firm’s client list and reevaluate
the acceptability of each client and engagement. Furthenmore, the engagement work
programs used by the firm (as documented in the engagement perfonnance QC
slement of the finm's QT document) contain steps reguiring the engagenment fcam 1o
consider whether e firm should discontinue providing all or certain services to a
cHent. Reasons that might surface in cither the firm-wide or individual engagement
review that would cause the firm to consider discontinuing services include:

a, Significant changes in the client, ¢.g., senior management, perceived ntegrity of
managenent, ownership, financial stability, or the risk associated with the
particular engagement.

b. Changes in the nawmre or scope of the engagement, including requests for
additional services.

¢. Significant changes in the composition of the firm, e.g., a change in the firm’s
professional competence {expertise) or the dectsion o discontinue client services
in a particular induslry,

d. Significant unpeid fees thal may cause an independence problem or creale doubt
about the collectibility of future fipes,

e, The existence of conditions that would have caused the firm fo reject the clientor
engagement liad such conditions existed at the time of the initial acceptance.

£ The client is in the development stage or operates in a highly specialized or
regulated industry, such as a financial institution, governmental entify, of
employee benefit plan,

g More time is required to perform the engagement than the firm can provide,

. The ¢lient has ignored prior recommendations, such as recommendations
addressing internal conlrol deficiencies.

‘The managing pariner is responsible for deciding whether to discontinne providing
all or cortaln services to a client or whether steps can be taken to mitigate the risk of
sontinued services, e.g., requiring a down payment on lees bofore work commences
pay-as-you go billing arrangements, aiternalive engagement procedures, eic.
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3. [Fsituations occur affer the commencement of an chgagement and while work s in
processes that indicate the firm should consider withdrawing from the engagement,
the managing partner should be notified of the circumstances, Circurnstances that
may cause the firm {o withdraw would include:

2. The client’s unwillingness to make a material correction 1o the financial
statements or accepl a modified report or when 2 modification of the standard
report will not adeguately indicate the deficiencies in the financial statements
taken as a whole,

b. Failure by the chient to take remedial action with regard to an llegal act that
might be discovered during the engagement,

¢. Thediscovery of facts after the engagement commences that may have caused the
fiym 1o reject fhe engagement had those facts been known prior to starling the
work, e.g., # significant risk of fraud.

d. The chient provides information that is incomect, incomplete, or otherwise
unsatisfactory and refuses 1o provide additional or revised information.

e. The inability to apply the analytical and review procedures considered necessary
for 2 SSARS or atlest review, and, for a SSARS review, it is inappropriate to
issuc a compiialion report,

£ Theclient's refusal to provide arepresentation letter in a SSARS or atest review,
ang, for a SSARS review, it is nol appropriate to issuc a compilation report.

g Inareview or alfest cngagement, the client is the responsible party and does not
provide a written assertion.

n. Other information in elient-prepared document containing the firm's attest report
is materially inconsistent with the information in the report, and the client does
not revise the information to eliminate the inconsistency.

The managing parner is responsible for deciding whether to withdraw from an
engagement.

4. If hased on the fcts and circunstances ientified in performing Steps 2and 3, the
managing partner conctudes that the firm should discontinue providing all or cerfain
services to a client or withdraw from a current engagement, the managing pariner and
the engagement partner should determine how the client should be informed about
that decision. Furthermore, {he managing parlner should consider whether owside
tegal counsel should be consuled in making that decision. The engagement feam
will be notified by the managing parmer of the name of any client to which services
are discontinued.
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5. The cngagement pariner is esponsible for ensuring that an engagement leter is
oblained for cach client. The engagement Jetter should document the firm's
understanding with the chent regarding the nature, scépe, and fimitations of the
services to be performed.

6. For each new or existing cliont that is, or expecls 10 become, a publicly held
company, the firm requires the following procedures in addition to those in Procedure
Neo. 1:

{1) Review of flings with the SEC or other goverment agencies, incladimg Form
8.1, if any, during at Jeast the prior year.

() Consideration of the SEC independence rales (or the rules of other government
agencies) in determining any existing or polential situations that impair or may
impair in the fatare the finms independence.

7. 1f the firm resigns, or is dismissed, as the auditor on an SEC engagement, the
engagement parmer is responsible for sending a written acknowledgment o the
former client with a copy o the Office of the Clief Accountant of the SEC {or the
appropriate government agency) within five business days. All such correspondence
must be approved by the managing pariner.

& Af least zonually, the gualily control coordinator reviews owr acceptance and
continuance policy and procedures to detennine if they are appropriate and operating
effectively. This review is nommally accomplished in coordination with the annual
inspection. Changes, if necessary, to the sysiem are made based on the resunits of the
TEVEGW,

V. ENGAGEMENT PERFORMANCE

A. It is the policy of our firn: that all compilation, review, audit, forecast, projection, and
altestation cngagements be properly planned, performed, supervised, reviewed,
documented, reported or commumicated in accordance with the vequirements of
professional standards, applivable yegulatory authorities, and the Firm. In this regard, the
procedures listed below are followed by all personncl assigned to those engagements:

1. The firm's system of QU steps is documented in the attached cngagement
performance bridging document.

3. The responsibilities of partners and other members of our professional staff for
implementing the firm's QU steps are indicated on the aitached engagoment
performance bridging document.
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. Cortain steps in the firm's system of engagement performance QU sieps are not

applicable or are optional for some cogagemonts, The attached engogement
performance bridging document indicates the applicability of cach step 1o each type
of engagement,

The firm uses numerous checklists, work programs, reporl examples, and other
practice aids to implement its engagement performance QU steps. These practice
aids are documented on the attached engagement performance bridging decument.

The frm requires completion of a concurring partner review prior fo the release of ali
andit reports on PCAOR engagements, The concurnng review is documented by
completion of a "Concurring Owner Review Form,” The nature, extent, and tining
of the veview and the qualification of the reviewer are stated in the review form, The
sConeurring Owner Review Form™ is located in the aceownting and auditing manuals
used by the firm,

At least annually, the guality control coordinator reviews our engagement
performance policy and procedures to determine if they are appropriate and operating
effectively. This review is normally accomplished in coordination with the annual
inspection. Changes, if necessary, to the system are made based on the results of the
review,

The firm adopts and integrates within H#s quality control system the use of Practilioners
Publishing Company's {PPC’s) accounting and auditing manuals and practice aids as more
fully described in the attached engagement performance bridging documenis, This QC
docament, the PPC manuals, and any other practice aids nged by the firm are intended solely
to assist us in achieving complianve with professional standards as covered by the AICPA
Code of Professional Conduct, Accordingly, nothing within this QC document should be
construed as requiring a higher level of performance or documentation than the minimm
specifically required by our firm’s QC policies and procedures nor (o override the exercise of
professional judgment.

B. Itis the pokicy of our firm (hat personne] refor to authoritative literature or other sources
when appropriate. Our fimm also recognizes the need for a constant exchange of ideas
and opinions about technical issucs on all professional engagements, and it is our policy
that all professional personnel seek consultation within or outside the firm Whenever they
are wncertain aboul the answer to a technical question; the application of a rule,
reguiation, or procedure of a tax or other regulatory agency; or the application of a firm
policy. The procedures lsted below are followed to ensure comphiance with this policy:

i

The Firm provides ready access to an adequate and up-to-date reference library that
should be consulted 10 assist professional staff in (heir research of technical issues.

While te firm recognizes that it is impossible to list all situations that might require
reforral to authoritalive literature or other sources or that might require a consultation,
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the following situations, due fo their complexity, would normally require 2
consulfation:

2. Anyengagement in which a quatified or nonstandard report is likely to be issued.
b. Anyengagement mvolving material litigation.

o, Application, for the first time, of new or complex technical pronouncements.
d. Industrics with special accounting, suditing, or reporting requirements.

¢. Emerging practlice problems.

f  Choices among aliernative generally aceepted accounting principies upon initial
adoption or when an accounting change is made,

g. Reissuance of & report, consideration of omitted procedures after a report has
been issued, or subsequent discovery of facts that existed at the time a repart was
issued.

h. Filing requirements of regulatory agencies.

i, Meelings with regulators at which the firm is to be calied on to support the
application of generally sccepled accounting principles of generally accepted
auditing standards that have been questioned,

When an issue arises that requires consultation, the issue should first be discussed by
the members of the engagement team. If; in the engagement pariner’s opinion, the
issus is resolved at fhis level of consuitation, addilional consuliation is 1ot necessary.
Howaver, if any member of the engagement team disagrees with the resolution, the
precedure in Step 7 should be followed,

If the engagement pariner believes additional consultation beyond thal of the
engagement team is necessary, the issue should be discussed with an individual in the
firm who has specialized knowledge or waining that is appropriate for the issue in
question. When the engagement team is unaware of an individual in the firm who
possesses such knowledge, the managing partner should be consulted for the name of
such an individual. If, in the enpagement pariner’s opinion, the issuc is resolved at
this level of consultation, additiona) consuitation is nol necessary. However, ifany
member of the engagoment leam or other individuals who consulted on the issue
disagree with the resolution, the procedure in Step 7 should be followed,

If the engagenent partner believes that additional consultation beyond available
within the firm is necessary, the issue should be discussed wilh an outside specialist,
Outside specialists include, but are nol limited 10, the AJCPA techuical information
services an OPAs or tax altomeys in otlter finns, In determining (he professional
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qualifications and reputations of the oulside specialists, the {irm should consider,
among other things, the following matters:

a, The professional certification, license, or other recoguition of the competence of
the specialist in his aveas of expertise, &5 appropriate.

b. The reputation and standing of the specialist in the views of his peers and others
famifiar with his capability or performance.

6. The relationship, if any, of the specialist to the client,

If in the engagement pariney's opinion, the issue is resolved, additional consultation is
not necessary. However, if any member of the engagement team oF other individual
in the firm who consulied on the engagement disagrees with the resolution, the
procedure in Step 7 should be followed,

Certain accounting audi(, examination, atfestation, tax, or MAS engagements may
require the fimn o consult with nonaccounting, specialists, such as actuaries,
appraisers, attorneys, engineers, and geologisis. The fim should follow the gnidance
in AICPA, Professional Standards at AU Section 336 when such consultations are
neceszary. If any member of the firm or engagement team disagrees with the advice
of a nopaceounting consullant, the procedure in Step 7 should be followed,

I differences of opinion exist within the finm as to the resolution of a consuliation
igsue, the matter should be brought to the attention of the managing partner, The
managing pariner will resolve any dispites 25 to the proper course of action taken by
the firm on the issue in question, Any parly to the consultation who disagrees with
the conciugsion has the option of preparing a memorandum and filing it in the
worlpapers.

All technical research and copsullations that are unusual, controversial, or complex
and material in natre should be documented i a memorandun to the workpapers.

Al least annually, the quality control director reviews our consultation policy and
procedures (o determine if they are appropriate and operating effectively. This
review i nomsally accomplished in coordination with the annual mspection,
Changes, if necessary, to the system are made based on the results of the review,

V. MONITORING

It is the policy of our firm thal our guality control system be monitored 10 provide the firm
with reasonable assurance that the policies and procodures established by the firm for each of
the other clements {(including activities) of guality control are suitably designed and ate being
effectively applied, Moniloring procedures as they relate to the other cloments (and
activities} are included in the qualily control procedures for each of the other elements. As
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an inlegral part of the monitoring process, our quality conirol system is inspected avnuaily to
delermine whether the firm has compilod with ils stated guality control policics and
procedures. The procedures lisled below are followed (o ensue complianee with this policy.

Anmually, the managing pariner selects an individual or team (hereafter refered 0 93
“the inspecters™) to review the firm's quality control system. The inspector should
possess adeguate technical knowledge and experience and, when practical, should not
be directly invelved in the adminisiration, supervision, or performance of the QC
provedures of engagements selected for review. One person will be designated as the
in-charge inspector. The inspection will inchude a review of the governmental audit
practice, the SEC audit practice, and the ERISA employee benefit plan audit practice
in accordance with the membership requitements of the respective andit quality
ceniers.

The in-charge inspector is responsible for delermining the scape of the inspection,
developing the inspection procedures, and performing the inspection. The managing
partner can require at his discretion that the spection stope and provedures be
approved by himn before the inspection commences, The inspecior should follow the
guidelines listed below when determining the scope and designing the inspection
procedures:

a. The inspection should be completed timely.

. The scope of the inspection shouid encompass all of the finn's stated guality
control procedures and, aceordingly, should include a review of a representative
sampie of administration files, personal files, engagement workpapers, and ofher
evidential matter. The engagement reviews will include a cross-section of the
firm’s engagements, The criteria for engagement selection may include, but are
not limited to, the following:

{1} Specialized, complex, and high-risk engagements {for example, emplayee
benefits plans, Govermment Auditing Standards audifs, financial
mstitulions, and securily brokers and dealers).

(2) A cross-section of the firm’s governmental audit practice considering the
number and types of governmental audits (e.g. single audits and program-
specific audits, as defined under OMB Circular A-133, and other
coripliance audits and attestation engagements performed under various
federal, state, or focal agency audit guides).

{3) A cross-section of the firm's ERISA employee benefit plan audif practice
considering the number and types of plan audits {c.g. defined benefiy,
defined contribution, health and welfare, multiemployer, ESOPs, limited
and full scope).

{4) Flirst-year engagéments.
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(5) A cross-section of engagements based on the level of service performed
{e.g., audit, review, compiiation, and attesl).

{6} A cross-section of cngagements from various owners and managenent
tevel personnel having accounting and auditing responsibilities.

{1) Significant client engagemeonts,

(8) EBngagements for which there have been complaints or allegations from
firm personnel, clients, or other third parties (hat the work performed by the
firm failed lo comply with professional standards, refralatory requirements,
or the firm's system: of qualily condrol,

{9) Bngagements in which there were significant disagreements between the
quality review owner and the engagement owner.

¢. The inspection procedures should include inspection, observation and inquiries to
determine whether:

{1 Checklists, forms, pragrams, or other documentation reguired by the finn's
QC system have been properly completed,

(2)  Administrative and personnel pelicics have been complied with.

(3} Procedures performed on engagements are in accordance with both the
requirements of authoritative literature and fimm policies,

{4} The engagement workpapers provide adequate evidence 1o suppoert
conclusions, ophrions, and presentations resulting from that engagement.

(5) ‘the financial statements, reports, and other presentations resulting from the
angagements conform to the measurement, presentation, and disclosure
requirements of authoritative literature.

d. The inspection scope and procedures should be documented in a work program,
The scope of the inspection should include a review of the Firm’s PCAQSB,
employes benefit plan, and governmental audit practices, including the selection
of engagements for review in each of these areas,

3. Atthe conclusion of the inspection, the inspectors are responsible for (a) discussing
the resulis of the review wifh the supervisory personnel responsible for cach of (he
engagements selected for review and (b} summarizing the deficiencies noted for cach
cngagement reviewed. Once identified, the deficiencies are summarized and
evalualed fo determine whethen
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& Bxisting quality contrel policies and procedures should be modified.

b, Additional emplrasis should be placed on specific industries or areas for future
cngagemnents.

The scope of the inspection, the findings, and the recommendations are then reported
to the partners.

. In addition to the firm’s annual inspection program, the firm i subject every three

years 1o a peer review.. The qualily controf director is responsibie for scheduting and
coordinating that review,

a. I accordance with the membesship requirements of the Governmental Audit
CGuality Center and the Employee Benefit Plan Audit Quality Center, the
engagement fetter covering our prer review will require that the governmental
audits and ERISA employee benefil plan audits selected for review during the
fim’s peer review be reviewed by someone whe is employed by a member firm
of (he respective Center. Also, information relative to the firm’s most recently
agcepted peer teview is available fo the public in accordance with the
membership requirements of the respective Centers,

b. The internal inspection results {including those specific to the fimy’s
governmenial audil cngagements and ERISA employes benefil plan audit
engagements selected for inspection) are made available to the firm”s poer review
team.

. Based on the inspection report and, if appropriate, the peer review report, letter of

comunents, letier of response, and exit conference with the reviewer, the partners
determing any corrective actions that should be pursued to improve, amend, or rectify
the QC system.

. The partners meet annually (or when needed on an interim basis) and discuss the

resuits of the inspection and the monitoring of all of the qualily control elements (and
activities) and the corrective actions determined to be needed by the partners, Based
on the discussions at the meeling, the pariners defennine and communicate fo all
professional personnel any corrective actions that wil] be pursued o improve, amend,
or rectify the QC system.

. The quality control director is responsible for monitering the implemenlation of, and

compliance with, any corrective actions.

. Qverall responsibility for the quality of cortain specified segnets of the Firm's audit

practice has been assigned to individual pariners, Individual pariners have been
designated 1o have fim-wide responsibility for the quality of the Firm's audit
practice related 10 governmental engagements, employee benefit plan engagements,
and PCAQOB cngagements.
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9, The Fim is a member of the AICPA's Center for Public Company Audit Firms,
Governmental Audit Quality Center, and Employee Benefit Plans Aundit Quality
Center. During cach inspection, the inspector shall determine that the Finn has
complied with any additional requirements of mombership not heretofore addressed
in this document, mcluding any requirements for public disclosure, payment of dues,
filing of annual reports, oic,

10, The inspector shall determine that all audit partners of the Finn are members of the
AIPCA, and that the Firm encourages all professionals to be members of the AICPA.
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