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Letter from ParenteBeard LLC Chairman and Chief Executive Officer 

November 8, 2012 

To our clients and friends: 

On August 1, 2012, the PCAOB issued Information for Audit Committees about the PCAOB Inspection Process. 
This is required reading for members of audit committees of public companies. It provides vital information about 
the PCAOB process, but, more importantly, it provides useful information for committee members to use for more 
informative and meaningful discussion with their auditors. 

We at ParenteBeard embrace the PCAOB release. Our firm’s commitment has always been to provide the highest 
quality professional services. Quality is baked into our culture through our stated values and principles, our 
dedication to continuous process improvement and our Client Service Commitment, which states: You can depend 
on us to get it right. We are fully committed to the mission of the PCAOB to protect our capital markets through 
strong regulation of the public company audit profession. The U.S. capital markets are the best in the world in no 
small part because investors can depend on the audited financial statements to accurately guide their capital 
allocation decisions.  

To properly address the recommendations of the PCAOB release, we have developed this comprehensive report 
that will be provided annually to our clients’ audit committees. This ParenteBeard Quality Report will provide a 
framework for audit committees to have robust discussions with their ParenteBeard audit partners on delivering 
quality audits. This way we believe that the goal of highest quality audits throughout the financial system will be 
advanced.  

The ParenteBeard Quality Report consists of: 

> An executive summary describing our internal quality control processes highlighting those most relevant 
to audit committees. 

> The results of our continuous practice monitoring program. 

> Information on matters in the public portion of the inspection report (other than identifying the related 
issuer) as to any deficiencies noted and our response. 

> Information on the nonpublic or quality control portion of the inspection report as to any findings and our 
remediation process. 

> A summary of any matters raised by the inspection team which did not appear in the public report, but 
led us to remedial measures within the firm and a discussion of those remedial efforts. 

> A discussion on any matters raised by the PCAOB (in their 4010 reports, issued periodically to address 
matters noted during a particular inspection cycle) that could apply to our clients. 
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> A discussion and copy of our latest peer review report for non-SEC issuers, conducted in accordance with 
the AICPA Peer Review Standards. 

> A discussion of any regulatory matters from the most recent year end. 

> For our clients whose engagements are subject to the PCAOB inspection process: 

o Notification that the engagement was selected for inspection as soon as we are informed by the 
PCAOB. 

o The status of any inspection comments and our responses before the final inspection report is 
issued. 

o A summary of inspection team findings, if any, and our firm’s response. 

o A statement explaining any impact on our audit report as a result of the inspection. 

o A statement explaining any impact on the client’s issued financial statements as a result of the 
inspection. 

This reporting mechanism sets ParenteBeard apart and is a model for firms to follow in engaging and 
communicating with their clients’ audit committees. It sets a high bar for our partners and team members, which 
we welcome. 

Sincerely yours,  

 

Robert J. Ciaruffoli 
Chairman and Chief Executive Officer 
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Executive Summary of Quality Control Policies and Procedures 
This report summarizes the seven elements of quality control of ParenteBeard LLC (the firm). All professionals of 
the firm are responsible for understanding, implementing and adhering to these policies and procedures. 

The firm is registered with the Public Company Accounting Oversight Board (PCAOB) and is a member of the 
American Institute of Certified Public Accountants (AICPA)'s independent Center for Audit Quality (Center), the 
AICPA's Employee Benefit Plan Audit Quality Center (Benefit Plan Center) and the AICPA’s Governmental Audit 
Quality Center (Governmental Center). The firm has established policies and procedures specific to the firm’s 
Securities and Exchange Commission’s (SEC) registrants, non-SEC entities, ERISA employee benefit plan and 
governmental audit practices to comply with the applicable professional standards and the requirements of the 
PCAOB, the Center, the Benefit Plan Center and Governmental Center. 

Leadership Responsibilities for Quality 

It is the firm’s policy to promote a culture of quality that is pervasive throughout the firm’s operations through its 
system of quality control. Firm management assumes responsibility for the firm’s system of quality control and 
designs the system (a) to emphasize the importance of performing work that complies with professional 
standards and regulatory and legal requirements and (b) to issue reports that are appropriate in the 
circumstances. In maintaining a culture of quality, the firm emphasizes the importance of ethics and integrity in 
every decision that personnel make, particularly at the engagement level. 

Relevant Ethical Requirements 

It is the firm’s policy that all professionals be familiar with and adhere to the relevant ethical requirements of the 
AICPA, contained in the Code of Professional Conduct, the applicable state statutes and other regulatory agencies 
in performing their responsibilities. Furthermore, it is the firm’s policy that, for engagements subject to the rules 
of the SEC, all professionals be familiar with and adhere to the independence rules of the SEC and the PCAOB. 
Any transaction, event, circumstance or action that would impair independence or violate the firm’s relevant 
ethical requirements is prohibited. 

To ensure compliance with the firm’s independence policies, all professionals are annually required to sign 
representation forms confirming their independence. Professionals are also required to obtain independence 
training every year. 

In addition, various states now require ethics training for CPAs. The firm provides this training annually.  

The firm has adopted two overarching documents which frame our requirements on compliance. These are our 
Code of Conduct, which primarily addresses ethical and regulatory matters, and our Quality Control Document, 
which primarily addresses our professional standards requirements. 
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Acceptance and Continuance of Clients and Engagements 

It is the firm’s policy that, for all engagements, the acceptability of the client and the engagement be evaluated 
before the firm agrees to provide professional services. The firm will only accept engagements which it believes 
can be completed with professional competence after considering the risks associated with providing professional 
services in the particular circumstances. 

For existing clients, our engagement work programs contain steps requiring the engagement team to consider 
whether the firm should discontinue providing all or certain services to a client. 

Reasons to weigh discontinuing services may include (a) significant changes in the client, e.g., senior 
management, the perceived integrity of management, financial stability or risk associated with the engagement, 
(b) changes in the nature or scope of the engagement, (c) significant changes in the  firm, such as a change in 
the firm’s professional competence (expertise) or a decision to discontinue client services in a particular industry 
and (d) significant unpaid fees that may cause our independence to become impaired. 

Human Resources 

It is the firm’s policy to recruit and hire professional staff based on an objective evaluation of the firm’s personnel 
needs. Candidates must possess the requisite skills to perform competently. All new employees are adequately 
informed of the firm’s policies and procedures. In fulfilling hiring plans, the firm seeks to employ individuals with 
high levels of intelligence, integrity, motivation and aptitude to enable them to fulfill their required responsibilities 
and obtain certifications in relevant disciplines.  

It is the firm’s policy that each engagement be supervised by an engagement partner. Periodically, the firm 
assesses the capabilities and competencies of engagement partners to ensure proper engagement performance. 
Additionally, partners and personnel assigned to engagements must have the necessary capabilities, competence 
and available time to (a) perform engagements that comply with professional standards and regulatory and legal 
requirements and (b) enable the firm to issue reports that are appropriate in the circumstances. 

The firm recognizes that modifications to assignments may be required due to changes in client circumstances 
that affect the competencies appropriate for the engagement. Changes may also be necessary due to ongoing 
consideration of the competencies of firm partners and personnel assigned to particular engagements, required 
partner rotation, the addition or loss of clients, personnel turnover, delays in the timing of work or other 
unforeseen events. 
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It is the firm’s policy that all professionals comply with the continuing professional education requirements of, but 
not limited to, the AICPA, the PCAOB, the Center for Audit Quality, the Benefit Plan Quality Center, the 
Government Quality Center, applicable state CPA societies, the U.S. Governmental Accountability Office, state 
boards of accountancy and other appropriate regulatory agencies; that all professional staff maintain an adequate 
awareness and understanding of current developments in technical literature; and that all professional personnel 
assist in the training and development of personnel under their supervision. 

It is also the firm’s policy that advancement and compensation decisions for professionals are based on a timely 
and objective evaluation of individual performance. Professionals selected for advancement are required to have 
the necessary qualifications to fulfill their assigned responsibilities. Compensation of professional staff, including 
partners, is based, among other factors, on the quality of their work. 

Partner Admission, Evaluation and Compensation 

Our process for admission to the partnership is rigorous and thorough. All candidates, whether direct hire or 
internal nomination, are interviewed by the firm’s leadership and board. Extensive reviews, including background 
checks and technical competency, are conducted by the firm’s audit practice leaders and technical quality leaders.  

All partners, as well as other professionals, are subject to annual goal setting and performance evaluation 
conducted by practice leaders and firm management. Each partner and professional is evaluated on his or her 
attainment of agreed-upon goals, demonstrations of skills and behaviors and adherence to the firm’s values and 
principles. Skills and behaviors include, among others, quality performance and technical ability, leading and 
developing personnel and business-related key performance indicators. Results of the annual performance 
evaluation directly affect the compensation of all firm personnel including partners. 

Audit partner compensation is determined annually by firm leadership and the board. All partners are 
compensated from the distributable profits of the firm. Partner compensation is composed primarily of a pre-
determined portion of the profits for the year, which is based, in part, on the seniority and experience of each 
partner as well as the partner’s tier level within the partnership. Certain partners also may receive a discretionary 
payment based on superior performance. The amount available for discretionary payments is not a significant 
portion of the firm’s total distributable income.  

Audit quality performance is the central factor in evaluating and compensating partners. Firm policy for setting 
compensation amounts does not allow an audit partner to be compensated for non-audit services sold to his or 
her audit client.  

Engagement Performance 

It is the firm’s policy that all engagements be properly planned, performed, supervised, reviewed, documented 
and reported or communicated in accordance with the requirements of professional standards, regulatory and 
legal requirements and the firm. 
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It is the firm’s policy that an engagement quality review (EQR) be performed for all audits of SEC clients and  
other audit engagements that meet specified criteria. All other audit engagements are required to have a second 
partner independent report review (IRR) performed. It is the firm’s policy that personnel refer to authoritative 
literature or other sources when appropriate. The firm also recognizes the need for a constant exchange of ideas 
and opinions about technical issues on all professional engagements. Therefore firm policy requires all 
professionals seek timely consultation whenever differences of opinion occur or uncertainty exists about a 
technical question; the application of a professional procedure or standard; the application of a rule, regulation or 
matters relating to a taxing authority or other regulatory agency; or the application of firm policy. In addition, the 
firm requires mandatory consultation with the National Quality Office (NQO) for specific complicated transactions, 
complex issues such as business combinations, goodwill impairment, going concern issues and similar matters. 

Monitoring 

It is the firm’s policy that the quality control system be continually monitored.  This provides the firm with 
reasonable assurance that the policies and procedures established by the firm for each element of quality control 
are relevant, adequate, operating effectively and appropriately applied. Monitoring activities include the EQR, IRR 
and post-issuance review (PIR). EQRs, performed prior to completion of the engagement, aid in providing 
ongoing consideration and evaluation of the firm’s quality control system. The retrospective monitoring activities 
performed by the firm are the PIRs. 

As an integral part of the monitoring process, procedures are performed at least each year on all elements of the 
firm’s quality control system to determine whether the firm has complied with applicable professional standards 
and its own quality control policies and procedures. 

Annually, the chief risk officer (CRO) and a team of selected senior professionals review the firm’s quality control 
system. The inspection covers all of the firm’s stated quality control procedures and, accordingly, includes a 
review of a representative sample of administrative files, personnel files, engagement workpapers and other 
evidential matter. The engagement reviews include a cross-section of the firm's engagements, including 
specialized, complex, high risk, SEC and first year engagements, and a cross-section of engagements based on 
the level of service performed, industries and partners with accounting and auditing responsibilities. 

In addition to the firm’s own ongoing monitoring procedures, the firm is subject every three years to a peer 
review of its non-SEC practice, in accordance with the requirements of the AICPA, and an external inspection of 
its SEC practice, in accordance with the requirements of the PCAOB. The CRO, or a designee, is responsible for 
scheduling and coordinating peer reviews and inspections. 

The CRO recommends to the partners any corrective actions that should be pursued to improve, amend or rectify 
the quality control system based on the firm’s internal inspection findings, the AICPA peer review report, the 
PCAOB inspection and exit conferences with peer reviewers and external inspectors. 



 
ParenteBeard LLC Quality Report 

Results of Our Continuous Practice Monitoring Program 
 

 
Page | 7 

 

Our firm is unique because rather than rely on periodic internal inspections (self review similar to peer review) as 
the primary method of complying with monitoring requirements we continually monitor the quality of our 
accounting and auditing practice in a variety of ways: 

> Independent Report Review (IRR) 

> Consultation Documentation Review (CDR) 

> Engagement Quality Review (EQR) 

> Post Issuance Review (PIR) 

Our continuous practice monitoring system has been in place since 2009.  

The findings and information from the process are used by the NQO to address systemic practice issues. Our 
continuous practice monitoring provides current information that contributes to our decisions about training and 
other policy improvements. 

Annual and Semi-Annual Summaries 

A Quality Review Summary was created to summarize the quality review for each partner 

This summary is used to record the average results of IRRs and CDRs to determine if counseling or remedial 
training is required. 

Engagement Quality Review and Post Issuance Review Matters 

This component of partner performance evaluation records the results of full detail supporting workpaper reviews 
conducted prior to issuance (EQR) or after issuance (PIR). A deficiency is generally covered by two audit 
standards, Subsequent Discovery of Facts Existing at the Date of the Auditor's Report (AU 561),  the most 
serious, or Consideration of Omitted Procedures after the Report Date (AU 390), generally less serious.  

If an AU 561 issue, the firm will determine if a restatement of the financial statements or a reissuance of our 
report is necessary. If an AU 390 issue, the firm will determine whether the matter can be resolved internally with 
additional documentation or whether to contact the client to resolve the issue. A restatement or the need to 
contact a client usually results in a deficiency requiring counseling and remedial training. 
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Peer Review and PCAOB Inspection Matters 

This partner performance component is also used to assess matters that were raised by external reviewers. As 
with the component above, these matters could fall into either the AU 561 or AU 390 category and their 
resolution is incorporated in the ratings process.  

Quality Assurance Compliance Reporting Matters 

This partner performance evaluation component is used in the rare situation when a partner receives an interim 
compliance report due to a serious violation of professional standards or firm policies. In these instances, a 
meeting is held with the partner and the partner is informed that the matter will lead to a quality rating of “fails 
to meet expectations.” These matters are also discussed contemporaneously with the CEO and the president.  

Conclusion 

The most recent continuous practice monitoring program was completed for the semi-annual period ended as of 
June 30, 2012. 

The results of the program provided overall reasonable assurance that the policies and procedures established by 
the firm for each element of quality control are relevant, adequate, operating effectively and being effectively 
applied.  

A few of our partners were rated “fails to meet expectations.” None of the related matters required restatement 
of financial statements or reissuance of our report. None of the matters applied to an SEC client.  

Our NQO summarized all issues identified and will discuss them in the firm’s Annual Quality Update training.
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ParenteBeard LLC was inspected by the PCAOB in 2011 and 2012. The inspection reports for both years have not 
yet been issued by the PCAOB. In each year, the firm responded to the inspection team’s initial comments, but 
has not been informed of the PCAOB’s conclusions regarding our responses nor have we received a draft 
inspection report to which we can provide a written response prior to issuance of the final inspection report. 

We have implemented training and provided guidance to our professional personnel about the PCAOB’s initial 
comments from the 2011 and 2012 inspections. 

At this time, we do not believe that any of the initial comments will result in a restatement of previously issued 
financial statements of any SEC client, nor do we believe we will be required to reissue our audit reports for any 
inspected engagements. 

Although we have not received a draft inspection report from the PCAOB for 2011 or 2012, engagement partners 
will discuss the initial comments and our responses with the audit committees of each applicable client. 

The PCAOB Inspection Reports of our pre-combination entities, Parente Randolph, LLC and Beard Miller Company 
LLP, can be found on the PCAOB’s website at pcaobus.org. 

Information on the Nonpublic or Quality Control Portion of Our Latest PCAOB Inspection 
Report and Our Remediation Process 

We responded to the PCAOB’s initial comments on quality control but have not yet received draft reports for 2011 
and 2012 to which we can provide written responses. We cannot determine at this time if the PCAOB will provide 
any final comments, or the nature of any final comments, on the firm’s quality control system. 

However, based on our discussions with the PCAOB inspection teams, we have implemented policy revisions in 
response to those initial quality control comments. 

Summary of any Matters raised by the PCAOB Inspection Team which did not Appear in the 
Public Portion of the PCAOB Report, but led us to Remedial Measures within the Firm and a 
Discussion of those Remedial Efforts 

We have responded to the initial comments from the 2011 and 2012 inspections. The PCAOB did not raise any 
other matters during the inspections. 

We have not yet been informed of the PCAOB’s reaction to our responses. 

We are unable at this time to determine if any other matters will be raised by the inspection teams.
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ParenteBeard remains committed to the highest standards of our profession, supported by our National Quality 
Office. Our professionals adhere to rigorous quality control policies and we have a proud tradition of unqualified 
opinions in our peer reviews. 

The peer review program, established by the AICPA, enhances the quality of accounting, auditing and attestation 
services performed by its members in the practice of public accounting. Every three years, the country’s CPA 
firms are required to obtain an independent peer review of their accounting and auditing practices’ quality control 
systems applicable to non-SEC clients. Since 1988, the peer review program has demonstrated the profession’s 
dedication to integrity and it is well-recognized as an effective assessment tool. Peer review verifies that the 
firm’s quality control policies and procedures are consistently followed and includes the review of selected 
accounting and auditing engagements. 

We are pleased that on our most recent peer review in 2011, we again received an unqualified opinion and a 
rating of pass, the highest of the three potential ratings. 

Our peer review report is included on the following page. 
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ParenteBeard LLC has not been involved in any regulatory matters involving the PCAOB, the SEC or any other 
applicable regulator within the most recent year end. 

Impact on Clients Whose Engagements are Subject to a Current Ongoing PCAOB Inspection 
Process 

For our SEC clients that had their engagements selected for PCAOB inspection in the last two inspection cycles 
and for which final inspection reports have not been issued, we will provide to the audit committees of each:  

> Notification that the engagement was selected for inspection and the areas of focus of the inspection (we 
will provide the information concurrent with planning meetings with those issuers in the current year) 

> The status of any inspection comments and our responses before the final inspection report is issued  

> A summary of inspection team findings, if any, and our firm’s responses 

> A statement explaining any impact on our audit report as a result of the inspection 

> A statement explaining any impact on the client’s issued financial statements as a result of the inspection 

As noted above, this information will be provided confidentially by the engagement partner to the audit 
committee of each SEC client selected for inspection. 
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The PCAOB 4010 reports that could apply to ParenteBeard LLC’s SEC audit clients are: 

PCAOB 4010 REPORT ON THE PCAOB'S 2004, 2005, AND 2006 INSPECTIONS OF DOMESTIC TRIENNIALLY 
INSPECTED FIRMS, and 

PCAOB Release No. 2010-006 September 29, 2010, REPORT ON OBSERVATIONS OF PCAOB INSPECTORS 
RELATED TO AUDIT RISK AREAS AFFECTED BY THE ECONOMIC CRISIS. 

We have reviewed the comments in each of these reports and have addressed them in our periodic internal 
training courses. 

Where required, we have also included specific procedures in our audit methodology to address certain of these 
matters. 

We believe we have adequately addressed and resolved any relevant issues that apply to our practice. 

We have provided the following high level summaries of certain deficiencies noted in the above 4010 reports that 
could apply to our SEC clients. We encourage audit committees to access the complete reports that are on the 
PCAOB’s website at pcaobus.org. We also encourage you to contact your ParenteBeard LLC engagement team for 
a further understanding of the issues and how they might apply to your audit. 

a. Revenue recognition - Revenue recognition is an important area of focus and auditors should 
presume that there is a risk of material misstatement due to fraud relating to revenue recognition. 
Inspections have described audit deficiencies related to firms’ failures to audit revenue sufficiently 
and, as a result, there have been basic failures related both to the basic principles of revenue 
recognition and the appropriate period in which revenues are booked. 

b. Related Party Transactions - Procedures to detect and address possible related party transactions 
were not performed. 

c. Equity Transactions - In several instances firms failed to test, or did not sufficiently test, the 
accounting for equity transactions, including evaluating the adequacy of disclosures. 

d. Business Combinations, Impairment of Tangible and Intangible Assets and Goodwill -
Inspection teams noted numerous instances where firms did not adequately test management’s 
assessments and assertions of the 1) allocations of acquisition costs and the reasonableness of the 
fair values assigned to assets acquired and liabilities assumed and, 2) valuation and possible 
impairment of goodwill and other long-lived assets. 

e. Going Concern Considerations - Auditors failed to consider whether conditions or events existed 
to conclude whether or not there was substantial doubt about an entity’s ability to continue as a 
going concern, including management’s plans for dealing with the adverse effects of the conditions 
and events that gave rise to such concerns. 

http://www.pcaobus.org/
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f. Auditing Fair Value Measurements - Inspection teams observed instances of inadequate testing 
by firms of fair value estimates, including instances where significant assumptions were either not 
tested or tested only through discussions with management. There were also findings related to 
failures to gain understandings of the methods used to develop the fair value measurements, reliance 
upon issuer supplied pricing information without corroborating that information and reliance upon 
confirmation responses from third parties that included disclaimers as to accuracy and 
appropriateness for use in the preparation of financial statements. 

g. Financial Services Industry Issuers: 

> Allowance for Loan Losses (ALL) - Failures to sufficiently test specific reserves on impaired loans, 
evaluation of the effect on ALL of deficiencies identified in management processes in the nature, 
timing and extent in the testing of ALL, evaluation of the reasonableness of management’s 
assumptions used to develop ALL, and failure to test the data underlying management’s calculations 

> Off-Balance Sheet Structures - Firms did not adequately test transactions with external parties, or 
special purpose entities, to determine whether such transactions were appropriately accounted for 
as an off-balance sheet arrangement and did not test on-going compliance with the accounting 
requirements for off-balance sheet transactions. 

> Other-Than-Temporary Impairment of Certain Investments - Firms did not adequately evaluate a 
company’s conclusion that a decline in fair value was not other than temporary. 

h. Other observations of the PCAOB were inadequate procedures related to: 

> Proper testing of outside Service Organization reports 

> Meeting auditing standards requirements on the use of other auditors 

> Auditing firms not meeting the independence requirements of the SEC including performing 
prohibited non-audit services, not having appropriate in-house policies and procedures relating to 
independence 

> Inadequate concurring partner reviews including the concurring partner not having the appropriate 
level of experience, the review not timely and inadequate documentation 

This is a sampling of some of the deficiencies noted. You are encouraged to read the full reports on the PCAOB 
website and to discuss any concerns with your ParenteBeard LLC engagement partner. As part of our 
communication process with the audit committee and management, we will discuss with you, at your request, 
any relevant PCAOB findings. 


	Letter from ParenteBeard LLC Chairman and Chief Executive Officer
	Leadership Responsibilities for Quality
	Relevant Ethical Requirements
	Acceptance and Continuance of Clients and Engagements
	Human Resources
	Partner Admission, Evaluation and Compensation
	Engagement Performance
	Monitoring
	Annual and Semi-Annual Summaries
	Engagement Quality Review and Post Issuance Review Matters
	Peer Review and PCAOB Inspection Matters
	Quality Assurance Compliance Reporting Matters
	Conclusion

	November 8, 2012
	To our clients and friends:
	On August 1, 2012, the PCAOB issued Information for Audit Committees about the PCAOB Inspection Process. This is required reading for members of audit committees of public companies. It provides vital information about the PCAOB process, but, more importantly, it provides useful information for committee members to use for more informative and meaningful discussion with their auditors.
	We at ParenteBeard embrace the PCAOB release. Our firm’s commitment has always been to provide the highest quality professional services. Quality is baked into our culture through our stated values and principles, our dedication to continuous process improvement and our Client Service Commitment, which states: You can depend on us to get it right. We are fully committed to the mission of the PCAOB to protect our capital markets through strong regulation of the public company audit profession. The U.S. capital markets are the best in the world in no small part because investors can depend on the audited financial statements to accurately guide their capital allocation decisions. 
	To properly address the recommendations of the PCAOB release, we have developed this comprehensive report that will be provided annually to our clients’ audit committees. This ParenteBeard Quality Report will provide a framework for audit committees to have robust discussions with their ParenteBeard audit partners on delivering quality audits. This way we believe that the goal of highest quality audits throughout the financial system will be advanced. 
	The ParenteBeard Quality Report consists of:
	 An executive summary describing our internal quality control processes highlighting those most relevant to audit committees.
	 The results of our continuous practice monitoring program.
	 Information on matters in the public portion of the inspection report (other than identifying the related issuer) as to any deficiencies noted and our response.
	 Information on the nonpublic or quality control portion of the inspection report as to any findings and our remediation process.
	 A summary of any matters raised by the inspection team which did not appear in the public report, but led us to remedial measures within the firm and a discussion of those remedial efforts.
	 A discussion on any matters raised by the PCAOB (in their 4010 reports, issued periodically to address matters noted during a particular inspection cycle) that could apply to our clients.
	 A discussion and copy of our latest peer review report for non-SEC issuers, conducted in accordance with the AICPA Peer Review Standards.
	 A discussion of any regulatory matters from the most recent year end.
	 For our clients whose engagements are subject to the PCAOB inspection process:
	o Notification that the engagement was selected for inspection as soon as we are informed by the PCAOB.
	o The status of any inspection comments and our responses before the final inspection report is issued.
	o A summary of inspection team findings, if any, and our firm’s response.
	o A statement explaining any impact on our audit report as a result of the inspection.
	o A statement explaining any impact on the client’s issued financial statements as a result of the inspection.
	This reporting mechanism sets ParenteBeard apart and is a model for firms to follow in engaging and communicating with their clients’ audit committees. It sets a high bar for our partners and team members, which we welcome.
	Sincerely yours, 
	/
	Robert J. Ciaruffoli
	Chairman and Chief Executive Officer
	Executive Summary of Quality Control Policies and Procedures
	This report summarizes the seven elements of quality control of ParenteBeard LLC (the firm). All professionals of the firm are responsible for understanding, implementing and adhering to these policies and procedures.
	The firm is registered with the Public Company Accounting Oversight Board (PCAOB) and is a member of the American Institute of Certified Public Accountants (AICPA)'s independent Center for Audit Quality (Center), the AICPA's Employee Benefit Plan Audit Quality Center (Benefit Plan Center) and the AICPA’s Governmental Audit Quality Center (Governmental Center). The firm has established policies and procedures specific to the firm’s Securities and Exchange Commission’s (SEC) registrants, non-SEC entities, ERISA employee benefit plan and governmental audit practices to comply with the applicable professional standards and the requirements of the PCAOB, the Center, the Benefit Plan Center and Governmental Center.
	It is the firm’s policy to promote a culture of quality that is pervasive throughout the firm’s operations through its system of quality control. Firm management assumes responsibility for the firm’s system of quality control and designs the system (a) to emphasize the importance of performing work that complies with professional standards and regulatory and legal requirements and (b) to issue reports that are appropriate in the circumstances. In maintaining a culture of quality, the firm emphasizes the importance of ethics and integrity in every decision that personnel make, particularly at the engagement level.
	It is the firm’s policy that all professionals be familiar with and adhere to the relevant ethical requirements of the AICPA, contained in the Code of Professional Conduct, the applicable state statutes and other regulatory agencies in performing their responsibilities. Furthermore, it is the firm’s policy that, for engagements subject to the rules of the SEC, all professionals be familiar with and adhere to the independence rules of the SEC and the PCAOB. Any transaction, event, circumstance or action that would impair independence or violate the firm’s relevant ethical requirements is prohibited.
	To ensure compliance with the firm’s independence policies, all professionals are annually required to sign representation forms confirming their independence. Professionals are also required to obtain independence training every year.
	In addition, various states now require ethics training for CPAs. The firm provides this training annually. 
	The firm has adopted two overarching documents which frame our requirements on compliance. These are our Code of Conduct, which primarily addresses ethical and regulatory matters, and our Quality Control Document, which primarily addresses our professional standards requirements.
	It is the firm’s policy that, for all engagements, the acceptability of the client and the engagement be evaluated before the firm agrees to provide professional services. The firm will only accept engagements which it believes can be completed with professional competence after considering the risks associated with providing professional services in the particular circumstances.
	For existing clients, our engagement work programs contain steps requiring the engagement team to consider whether the firm should discontinue providing all or certain services to a client.
	Reasons to weigh discontinuing services may include (a) significant changes in the client, e.g., senior management, the perceived integrity of management, financial stability or risk associated with the engagement, (b) changes in the nature or scope of the engagement, (c) significant changes in the  firm, such as a change in the firm’s professional competence (expertise) or a decision to discontinue client services in a particular industry and (d) significant unpaid fees that may cause our independence to become impaired.
	It is the firm’s policy to recruit and hire professional staff based on an objective evaluation of the firm’s personnel needs. Candidates must possess the requisite skills to perform competently. All new employees are adequately informed of the firm’s policies and procedures. In fulfilling hiring plans, the firm seeks to employ individuals with high levels of intelligence, integrity, motivation and aptitude to enable them to fulfill their required responsibilities and obtain certifications in relevant disciplines. 
	It is the firm’s policy that each engagement be supervised by an engagement partner. Periodically, the firm assesses the capabilities and competencies of engagement partners to ensure proper engagement performance. Additionally, partners and personnel assigned to engagements must have the necessary capabilities, competence and available time to (a) perform engagements that comply with professional standards and regulatory and legal requirements and (b) enable the firm to issue reports that are appropriate in the circumstances.
	The firm recognizes that modifications to assignments may be required due to changes in client circumstances that affect the competencies appropriate for the engagement. Changes may also be necessary due to ongoing consideration of the competencies of firm partners and personnel assigned to particular engagements, required partner rotation, the addition or loss of clients, personnel turnover, delays in the timing of work or other unforeseen events.
	It is the firm’s policy that all professionals comply with the continuing professional education requirements of, but not limited to, the AICPA, the PCAOB, the Center for Audit Quality, the Benefit Plan Quality Center, the Government Quality Center, applicable state CPA societies, the U.S. Governmental Accountability Office, state boards of accountancy and other appropriate regulatory agencies; that all professional staff maintain an adequate awareness and understanding of current developments in technical literature; and that all professional personnel assist in the training and development of personnel under their supervision.
	It is also the firm’s policy that advancement and compensation decisions for professionals are based on a timely and objective evaluation of individual performance. Professionals selected for advancement are required to have the necessary qualifications to fulfill their assigned responsibilities. Compensation of professional staff, including partners, is based, among other factors, on the quality of their work.
	Our process for admission to the partnership is rigorous and thorough. All candidates, whether direct hire or internal nomination, are interviewed by the firm’s leadership and board. Extensive reviews, including background checks and technical competency, are conducted by the firm’s audit practice leaders and technical quality leaders. 
	All partners, as well as other professionals, are subject to annual goal setting and performance evaluation conducted by practice leaders and firm management. Each partner and professional is evaluated on his or her attainment of agreed-upon goals, demonstrations of skills and behaviors and adherence to the firm’s values and principles. Skills and behaviors include, among others, quality performance and technical ability, leading and developing personnel and business-related key performance indicators. Results of the annual performance evaluation directly affect the compensation of all firm personnel including partners.
	Audit partner compensation is determined annually by firm leadership and the board. All partners are compensated from the distributable profits of the firm. Partner compensation is composed primarily of a pre-determined portion of the profits for the year, which is based, in part, on the seniority and experience of each partner as well as the partner’s tier level within the partnership. Certain partners also may receive a discretionary payment based on superior performance. The amount available for discretionary payments is not a significant portion of the firm’s total distributable income. 
	Audit quality performance is the central factor in evaluating and compensating partners. Firm policy for setting compensation amounts does not allow an audit partner to be compensated for non-audit services sold to his or her audit client. 
	It is the firm’s policy that all engagements be properly planned, performed, supervised, reviewed, documented and reported or communicated in accordance with the requirements of professional standards, regulatory and legal requirements and the firm.
	It is the firm’s policy that an engagement quality review (EQR) be performed for all audits of SEC clients and  other audit engagements that meet specified criteria. All other audit engagements are required to have a second partner independent report review (IRR) performed. It is the firm’s policy that personnel refer to authoritative literature or other sources when appropriate. The firm also recognizes the need for a constant exchange of ideas and opinions about technical issues on all professional engagements. Therefore firm policy requires all professionals seek timely consultation whenever differences of opinion occur or uncertainty exists about a technical question; the application of a professional procedure or standard; the application of a rule, regulation or matters relating to a taxing authority or other regulatory agency; or the application of firm policy. In addition, the firm requires mandatory consultation with the National Quality Office (NQO) for specific complicated transactions, complex issues such as business combinations, goodwill impairment, going concern issues and similar matters.
	It is the firm’s policy that the quality control system be continually monitored.  This provides the firm with reasonable assurance that the policies and procedures established by the firm for each element of quality control are relevant, adequate, operating effectively and appropriately applied. Monitoring activities include the EQR, IRR and post-issuance review (PIR). EQRs, performed prior to completion of the engagement, aid in providing ongoing consideration and evaluation of the firm’s quality control system. The retrospective monitoring activities performed by the firm are the PIRs.
	As an integral part of the monitoring process, procedures are performed at least each year on all elements of the firm’s quality control system to determine whether the firm has complied with applicable professional standards and its own quality control policies and procedures.
	Annually, the chief risk officer (CRO) and a team of selected senior professionals review the firm’s quality control system. The inspection covers all of the firm’s stated quality control procedures and, accordingly, includes a review of a representative sample of administrative files, personnel files, engagement workpapers and other evidential matter. The engagement reviews include a cross-section of the firm's engagements, including specialized, complex, high risk, SEC and first year engagements, and a cross-section of engagements based on the level of service performed, industries and partners with accounting and auditing responsibilities.
	In addition to the firm’s own ongoing monitoring procedures, the firm is subject every three years to a peer review of its non-SEC practice, in accordance with the requirements of the AICPA, and an external inspection of its SEC practice, in accordance with the requirements of the PCAOB. The CRO, or a designee, is responsible for scheduling and coordinating peer reviews and inspections.
	The CRO recommends to the partners any corrective actions that should be pursued to improve, amend or rectify the quality control system based on the firm’s internal inspection findings, the AICPA peer review report, the PCAOB inspection and exit conferences with peer reviewers and external inspectors.
	Our firm is unique because rather than rely on periodic internal inspections (self review similar to peer review) as the primary method of complying with monitoring requirements we continually monitor the quality of our accounting and auditing practice in a variety of ways:
	 Independent Report Review (IRR)
	 Consultation Documentation Review (CDR)
	 Engagement Quality Review (EQR)
	 Post Issuance Review (PIR)
	Our continuous practice monitoring system has been in place since 2009. 
	The findings and information from the process are used by the NQO to address systemic practice issues. Our continuous practice monitoring provides current information that contributes to our decisions about training and other policy improvements.
	A Quality Review Summary was created to summarize the quality review for each partner
	This summary is used to record the average results of IRRs and CDRs to determine if counseling or remedial training is required.
	This component of partner performance evaluation records the results of full detail supporting workpaper reviews conducted prior to issuance (EQR) or after issuance (PIR). A deficiency is generally covered by two audit standards, Subsequent Discovery of Facts Existing at the Date of the Auditor's Report (AU 561),  the most serious, or Consideration of Omitted Procedures after the Report Date (AU 390), generally less serious. 
	If an AU 561 issue, the firm will determine if a restatement of the financial statements or a reissuance of our report is necessary. If an AU 390 issue, the firm will determine whether the matter can be resolved internally with additional documentation or whether to contact the client to resolve the issue. A restatement or the need to contact a client usually results in a deficiency requiring counseling and remedial training.
	This partner performance component is also used to assess matters that were raised by external reviewers. As with the component above, these matters could fall into either the AU 561 or AU 390 category and their resolution is incorporated in the ratings process. 
	This partner performance evaluation component is used in the rare situation when a partner receives an interim compliance report due to a serious violation of professional standards or firm policies. In these instances, a meeting is held with the partner and the partner is informed that the matter will lead to a quality rating of “fails to meet expectations.” These matters are also discussed contemporaneously with the CEO and the president. 
	The most recent continuous practice monitoring program was completed for the semi-annual period ended as of June 30, 2012.
	The results of the program provided overall reasonable assurance that the policies and procedures established by the firm for each element of quality control are relevant, adequate, operating effectively and being effectively applied. 
	A few of our partners were rated “fails to meet expectations.” None of the related matters required restatement of financial statements or reissuance of our report. None of the matters applied to an SEC client. 
	Our NQO summarized all issues identified and will discuss them in the firm’s Annual Quality Update training.
	ParenteBeard LLC was inspected by the PCAOB in 2011 and 2012. The inspection reports for both years have not yet been issued by the PCAOB. In each year, the firm responded to the inspection team’s initial comments, but has not been informed of the PCAOB’s conclusions regarding our responses nor have we received a draft inspection report to which we can provide a written response prior to issuance of the final inspection report.
	We have implemented training and provided guidance to our professional personnel about the PCAOB’s initial comments from the 2011 and 2012 inspections.
	At this time, we do not believe that any of the initial comments will result in a restatement of previously issued financial statements of any SEC client, nor do we believe we will be required to reissue our audit reports for any inspected engagements.
	Although we have not received a draft inspection report from the PCAOB for 2011 or 2012, engagement partners will discuss the initial comments and our responses with the audit committees of each applicable client.
	The PCAOB Inspection Reports of our pre-combination entities, Parente Randolph, LLC and Beard Miller Company LLP, can be found on the PCAOB’s website at pcaobus.org.
	Information on the Nonpublic or Quality Control Portion of Our Latest PCAOB Inspection Report and Our Remediation Process
	We responded to the PCAOB’s initial comments on quality control but have not yet received draft reports for 2011 and 2012 to which we can provide written responses. We cannot determine at this time if the PCAOB will provide any final comments, or the nature of any final comments, on the firm’s quality control system.
	However, based on our discussions with the PCAOB inspection teams, we have implemented policy revisions in response to those initial quality control comments.
	Summary of any Matters raised by the PCAOB Inspection Team which did not Appear in the Public Portion of the PCAOB Report, but led us to Remedial Measures within the Firm and a Discussion of those Remedial Efforts
	We have responded to the initial comments from the 2011 and 2012 inspections. The PCAOB did not raise any other matters during the inspections.
	We have not yet been informed of the PCAOB’s reaction to our responses.
	We are unable at this time to determine if any other matters will be raised by the inspection teams.
	ParenteBeard remains committed to the highest standards of our profession, supported by our National Quality Office. Our professionals adhere to rigorous quality control policies and we have a proud tradition of unqualified opinions in our peer reviews.
	The peer review program, established by the AICPA, enhances the quality of accounting, auditing and attestation services performed by its members in the practice of public accounting. Every three years, the country’s CPA firms are required to obtain an independent peer review of their accounting and auditing practices’ quality control systems applicable to non-SEC clients. Since 1988, the peer review program has demonstrated the profession’s dedication to integrity and it is well-recognized as an effective assessment tool. Peer review verifies that the firm’s quality control policies and procedures are consistently followed and includes the review of selected accounting and auditing engagements.
	We are pleased that on our most recent peer review in 2011, we again received an unqualified opinion and a rating of pass, the highest of the three potential ratings.
	Our peer review report is included on the following page.
	ParenteBeard LLC has not been involved in any regulatory matters involving the PCAOB, the SEC or any other applicable regulator within the most recent year end.
	Impact on Clients Whose Engagements are Subject to a Current Ongoing PCAOB Inspection Process
	For our SEC clients that had their engagements selected for PCAOB inspection in the last two inspection cycles and for which final inspection reports have not been issued, we will provide to the audit committees of each: 
	 Notification that the engagement was selected for inspection and the areas of focus of the inspection (we will provide the information concurrent with planning meetings with those issuers in the current year)
	 The status of any inspection comments and our responses before the final inspection report is issued 
	 A summary of inspection team findings, if any, and our firm’s responses
	 A statement explaining any impact on our audit report as a result of the inspection
	 A statement explaining any impact on the client’s issued financial statements as a result of the inspection
	As noted above, this information will be provided confidentially by the engagement partner to the audit committee of each SEC client selected for inspection.
	The PCAOB 4010 reports that could apply to ParenteBeard LLC’s SEC audit clients are:
	PCAOB 4010 REPORT ON THE PCAOB'S 2004, 2005, AND 2006 INSPECTIONS OF DOMESTIC TRIENNIALLY INSPECTED FIRMS, and
	PCAOB Release No. 2010-006 September 29, 2010, REPORT ON OBSERVATIONS OF PCAOB INSPECTORS RELATED TO AUDIT RISK AREAS AFFECTED BY THE ECONOMIC CRISIS.
	We have reviewed the comments in each of these reports and have addressed them in our periodic internal training courses.
	Where required, we have also included specific procedures in our audit methodology to address certain of these matters.
	We believe we have adequately addressed and resolved any relevant issues that apply to our practice.
	We have provided the following high level summaries of certain deficiencies noted in the above 4010 reports that could apply to our SEC clients. We encourage audit committees to access the complete reports that are on the PCAOB’s website at pcaobus.org. We also encourage you to contact your ParenteBeard LLC engagement team for a further understanding of the issues and how they might apply to your audit.
	a. Revenue recognition - Revenue recognition is an important area of focus and auditors should presume that there is a risk of material misstatement due to fraud relating to revenue recognition. Inspections have described audit deficiencies related to firms’ failures to audit revenue sufficiently and, as a result, there have been basic failures related both to the basic principles of revenue recognition and the appropriate period in which revenues are booked.
	b. Related Party Transactions - Procedures to detect and address possible related party transactions were not performed.
	c. Equity Transactions - In several instances firms failed to test, or did not sufficiently test, the accounting for equity transactions, including evaluating the adequacy of disclosures.
	d. Business Combinations, Impairment of Tangible and Intangible Assets and Goodwill -Inspection teams noted numerous instances where firms did not adequately test management’s assessments and assertions of the 1) allocations of acquisition costs and the reasonableness of the fair values assigned to assets acquired and liabilities assumed and, 2) valuation and possible impairment of goodwill and other long-lived assets.
	e. Going Concern Considerations - Auditors failed to consider whether conditions or events existed to conclude whether or not there was substantial doubt about an entity’s ability to continue as a going concern, including management’s plans for dealing with the adverse effects of the conditions and events that gave rise to such concerns.
	f. Auditing Fair Value Measurements - Inspection teams observed instances of inadequate testing by firms of fair value estimates, including instances where significant assumptions were either not tested or tested only through discussions with management. There were also findings related to failures to gain understandings of the methods used to develop the fair value measurements, reliance upon issuer supplied pricing information without corroborating that information and reliance upon confirmation responses from third parties that included disclaimers as to accuracy and appropriateness for use in the preparation of financial statements.
	g. Financial Services Industry Issuers:
	 Allowance for Loan Losses (ALL) - Failures to sufficiently test specific reserves on impaired loans, evaluation of the effect on ALL of deficiencies identified in management processes in the nature, timing and extent in the testing of ALL, evaluation of the reasonableness of management’s assumptions used to develop ALL, and failure to test the data underlying management’s calculations
	 Off-Balance Sheet Structures - Firms did not adequately test transactions with external parties, or special purpose entities, to determine whether such transactions were appropriately accounted for as an off-balance sheet arrangement and did not test on-going compliance with the accounting requirements for off-balance sheet transactions.
	 Other-Than-Temporary Impairment of Certain Investments - Firms did not adequately evaluate a company’s conclusion that a decline in fair value was not other than temporary.
	h. Other observations of the PCAOB were inadequate procedures related to:
	 Proper testing of outside Service Organization reports
	 Meeting auditing standards requirements on the use of other auditors
	 Auditing firms not meeting the independence requirements of the SEC including performing prohibited non-audit services, not having appropriate in-house policies and procedures relating to independence
	 Inadequate concurring partner reviews including the concurring partner not having the appropriate level of experience, the review not timely and inadequate documentation
	This is a sampling of some of the deficiencies noted. You are encouraged to read the full reports on the PCAOB website and to discuss any concerns with your ParenteBeard LLC engagement partner. As part of our communication process with the audit committee and management, we will discuss with you, at your request, any relevant PCAOB findings.

