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Your comprehensive, trusted and secure document 
exchange experience

In our “always on” world, having immediate access to vital documents isn’t 
a luxury — it’s a requirement. The Rehmann Client Portal helps meet that 
requirement by providing a digital portfolio of documentation shared between 
you and your Rehmann advisors. 

Beyond simply sharing documents, however, it’s also a great way to receive tax 
return information and have ready access to documents you need to share with 
service providers such as your banker. 

To learn more, visit rehmann.com/the-rehmann-client-portal or ask your Rehmann 
advisor about it today!

The Rehmann Client Portal



Beat the odds
Success is difficult — give yourself an edge
Starting a business today is difficult: 44 percent of new businesses fail within the 
first three years. And it’s just as difficult sustaining a business: by year six, 60 
percent have failed. 

Research conducted in early 2015 found that the #1 reason cited for a business’s 
failure is “incompetence.” That sounds harsh, but simply means the business’s 
owner(s) lacked knowledge in a particular area — and that lack of knowledge 
proved too great a hurdle to clear. Specific pitfalls included lack of planning, no 
knowledge of financing and no experience in record-keeping.

You might ask yourself, “If you’re starting a business, how can you not plan 
adequately?” But people starting a business tend to wear many hats, and it’s 
understandable that one of those hats might topple off its perch. That’s why 
at Rehmann we’re always looking for ways to connect with business people: 
whether they’re in year one or year six, there’s always a challenge ahead.

It’s also why our advisors dedicate themselves to delivering business wisdom 
wherever and whenever possible. BWD magazine is one example of how they do 
that. In this edition alone, our advisors help:

• Highlight some of the problems you might encounter by researching job 
applicants online (page 8).

• Illustrate why HR outsourcing might be the solution your growing business 
needs (page 14). 

In addition, we also help cover personal financial matters, including:

• Why determining the right investment management fee isn’t a simple matter 
of looking at a single number (page 10).

• How to plan for tax season (page 12). 

You can also uncover more business wisdom at rehmann.com, where our 
advisors have contributed literally tens of thousands of words to help make sure 
your business has its best chance of avoiding the start-up blues and making it to 
year four — and beyond.

Randy Rupp, CPA 
CEO
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Business. 
Wisdom. 
Delivered.

Visit rehmann.com/bwd-whitepapers to 
download three new whitepapers from Rehmann.

Looking for an edge in your business? Want to protect what’s most important to you? Searching for 
ways to make your employees happier and more engaged? Then visit rehmann.com/bwd-whitepapers 
today — the wisdom you seek is ready and waiting.

At Rehmann, we’re dedicated to delivering business 
wisdom. That dedication goes far beyond BWD magazine. 
One example: three new whitepapers designed to 
help you at home, at work and online — with practical 
strategies you can implement today.

Is your financial house built to last? The four levels you MUST get right
Financial planning is like building a house. Without a good design and solid foundation, there’s a very real 
risk your plan might not support your financial goals. 

When designing a plan, it’s important to consider your objectives and resources to ensure that your financial 
house meets your needs and isn’t more than you can afford. Is your financial house built to last? carefully 
examines each level of your financial house and includes detailed sections on retirement strategies you can 
employ today, regardless of your age or financial situation.

Safe and secure: Protecting yourself, your family and your business
At home, at work, online … no place is 100 percent safe from the threat of fraudsters and other 
criminals looking to enrich themselves at someone else’s expense.

Someone like you, for example.

Fortunately, for every technique available to today’s crooks, there are countermeasures available to help 
make you safer than ever. Safe and secure highlights notable threats you may face at home, at work and 
online, and provides tips and techniques about how you can fend off predators both real and virtual.

Happy employees = successful business:  
4 strategies to implement today
Keeping employees happy and engaged can be a struggle, and the high cost of replacing employees if 
they leave doesn’t exactly make the process any easier. One recent study found that it costs an average of 
21.4 percent of an individual’s salary to replace them. In high-turnover industries, this can equate to a very 
large sum over time. 

Fortunately, there are many things an employer can do to increase employee loyalty and satisfaction. 
Happy employees = successful business features four such strategies you can begin deploying right now.
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NUGGETS OF WISDOM

Looking for a promotion? 
Avoid these behaviors.
Do you feel like you’re firing on all cylinders at work but 
still being overlooked when promotion opportunities arise? 
Appearance and behavioral factors could be affecting your 
chances. 

Hiring and human resource managers across the U.S. were 
asked which aspects of a worker’s appearance would make 
them less likely to promote that person. Their replies:

• Piercings outside of traditional ear piercings: 32 percent
• Attire that is too casual for the workplace: 27 percent
• Visible tattoos: 27 percent
• An unprofessional or ostentatious haircut: 25 percent
• Unprofessional or ostentatious facial hair: 24 percent

Employers also revealed the top behaviors that can hurt an 
employee’s chance for a promotion: 

• Having a negative or pessimistic attitude: 62 percent
• Regularly showing up to work late: 62 percent
• Using vulgar language: 51 percent
• Regularly leaving work early: 49 percent
• Taking too many sick days: 49 percent

(Source: CareerBuilder)

Best friends forever

Do you think you’re better looking than your best 
friend? If so, you’re not alone. Among those surveyed, 
52 percent of men and 62 percent of women think they 
are more attractive than their best friend. People in their 
40s have the most self-confidence, with 64 percent 
saying they are better looking than their best friend. 

Other fun facts about best friends include:

• Men’s best friends are women: nearly 40 percent 
of men surveyed say their best friend is a woman 
(versus 38 percent of men whose best friend is 
another man). Sixty-six percent of women say 
their best friend is a woman (versus 24 percent of 
women whose best friend is a man).

• Women are more likely to have a best friend: 90 
percent of women say they have a best friend, 
whereas only 75 percent of men say the same.

• Great friendships can endure distance: less than 
half (47 percent) of people say they live in the 
same town as their best friend.

• One in five people met their best friend online: 
21 percent of people surveyed say they met their 
best friend online through an app or social media.

(Source: Skout)
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Efficiency at its finest
In this day and age, we seemingly have an app for everything: shopping, 
dieting and banking are a few of the more common activities we turn to our 
phones (and other devices) to help us with. So it shouldn’t come as a surprise 
that someone’s attitude toward technology is one of the biggest factors in 
defining a person’s ability to live efficiently. 

According to a recent survey, technology, along with age and gender, are the 
biggest factors in defining Americans’ ability to live efficiently … and most 
people are looking to live even more efficiently than they currently do: 80 
percent of Americans surveyed want to be more efficient and 63 percent admit 
their efficiency is most affected when technology lets them down. 

• Although two-thirds of Americans believe their efficiency is above 
average, 67 percent of men believe they are more efficient than women 
and 90 percent of women believe they are more efficient than men.

• Sixty-two percent of Americans feel most productive in the morning 
(between 6 a.m. and 11 a.m.), and both men and women agree they’re 
most productive at 10 a.m. 

• Every generation thought baby boomers were the most efficient except 
for millennials, who thought they themselves were the most efficient. 

• Nearly three-quarters of respondents who consider themselves “highly 
efficient” have very organized email inboxes, and 65 percent confirm 
multitasking is an important factor.

• Forty-four percent of women credited time management as their top 
reason for efficiency, while men credit their ability to use technology. In 
fact, men ranked having their gadgets/technology working properly more 
important than exercise.

(Source: Crucial.com)

Much-needed advice 
As the employment market continues to improve, more and more professionals 
are considering changing jobs. But when it comes to receiving advice on a 
possible career change, who do high-ranking individuals turn to? 

The answer, for most executives across the United States, is the person’s 
spouse or significant other. Forty-three percent of executives surveyed said they 
turn to their spouse or significant other when evaluating an employment offer, 
followed by a friend (21 percent), mentor (20 percent) or co-worker (9 percent).

(Source: Accountemps) 

Try not to lose sleep 
over it …
Even though the economy is improving, that hasn’t 
stopped many people from continuing to worry about 
their finances. Sixty-two percent of Americans are 
losing sleep over at least one financial problem; that 
number is down from 69 percent in 2009 but up from 
56 percent in 2007. 

Some of the biggest concerns include: 

• Retirement (50 percent)
• Educational expenses (31 percent) 
• Healthcare/insurance bills (29 percent)
• Mortgage/rent (27 percent)
• Credit card debt (21 percent)

As age and household income increase, people tend 
to sleep better and worry less:

• Less than half of those 65 and older are losing 
sleep over at least one of these financial topics 
(46 percent), versus 67 percent of people 
between the ages of 18 and 64.

• Whereas 69 percent of those with annual 
household income below $75,000 are losing 
sleep over at least one of these issues, that 
applies to just 51 percent of those with annual 
household income of $75,000 or more.

(Source: CreditCards.com) 



Right — and wrong — ways to research 
job applicants online
According to a survey last year by CareerBuilder, more and more employers are turning to the Internet 

— especially social networking sites — to gather information about prospective employees. And 51 

percent of those who do reported finding information that caused them not to hire a job candidate. 

That’s up from 43 percent in 2013 and 34 percent in 2012.

But is this a good idea, or something that can get you and your company into hot water? The answer 

depends on what sort of information you uncover and how you intend to use it.

By Bill Kowalski, JD 

DON’T GET 
BURNED
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Investigation, where he received numerous 
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Contact him today at bill.kowalski@rehmann.com.

Do: Know the protected characteristics
You likely already know this, but it bears repeating: you may 
not discriminate against potential employees based on their 
age, race, religion, national origin, sex, ethnicity, or disability 
if they’re otherwise qualified for a job. In other words, you 
can’t rule out Jane Doe just because you find out she’s 60, yet 
otherwise just as qualified as the younger Janet Jones. 

Don’t: Assume your findings are factual
One potential pitfall of researching job applicants online is 
the risk of mixing up a candidate with someone who has the 
same name, and then acting on the information found. We 
actually had one such applicant call us and say, “They told 
me I have a criminal record, but that’s not me. Can you run a 
background check and prove that?” Likewise, you may find 
your job candidate has no criminal record in Michigan … 
only to discover later that he was once convicted on drug 
charges while living in Maine. It can be problematic if you 
hire someone of dubious character because your background 
research wasn’t thorough.

To search or not to search?
Approximately one-third of the employers surveyed said 
information discovered through online searches made them 
more likely to hire some job candidates. What positives 
impressed them? 

• Social media content suggesting that a candidate’s 
personality was a good fit for their company

• Information supporting the candidate’s qualifications —
conveying a professional image or solid communication 
skills 

• Testimonials from others
• Lists of honors and awards

Mining the Internet for information on a potential new hire 
could spare you loads of aggravation and expense down the 
road. But, you might find yourself in legal trouble if, as a 
result of snooping into a candidate’s social media activity, a 
case could be made that you based a hiring decision on an 
applicant’s protected characteristics (age, race, sex, etc.).

Following are some do’s and don’ts to help you steer clear 
of trouble if you decide to add Internet investigation of job 
candidates to your hiring process.

Do: Separate researcher from decision-maker
Separate the person who researches job candidates online from 
whomever makes the final hiring decision. Doing so ensures the 
researcher can document that the same procedure was used to check 
each candidate’s online “footprint” while at the same time screening out 
EEOC-protected characteristics, and then turn in a final report to the 
decision-maker. As long as the same type of research was conducted on 
every applicant, and any influential information discovered does not 
fall within the protected characteristics, then it’s perfectly okay to tell 
that applicant that you’ve chosen someone else who is better qualified. 
Thorough documentation helps protect you if the losing candidate later 
claims discrimination in your hiring process.

Don’t: Be secretive or circumvent social media 
privacy settings
If you’re intent on checking your job applicants’ social media sites, let 
them know that’s part of your hiring process and be consistent in the 
research on each candidate. More than 15 states have enacted legislation 
forbidding prospective employers from asking applicants for social 
media usernames and passwords. Though there’s no federal law that 
applies here, it’s an improper and intrusive request. Generally speaking, 
you can view anything that’s publicly available on the Internet about a 
potential employee.

Do: Understand credit and criminal reporting
If you decide to have a background check conducted on a job candidate, 
then you’re fairly serious about hiring that particular person. Typically, 
a background check includes a credit report and a criminal report. 
However, you must have the candidate’s written permission to seek this 
information. Your candidate is also entitled to see the results. If there’s 
something in a report that causes you not to hire a candidate, he or  
she can ask for the results and challenge the accuracy of the content of 
the reports.

In short, follow these simple guidelines to ensure that you avoid legal 
landmines and make the best decision possible for filling a position 
within your company.
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Outsmart fees 
before they 
eat your gains
Expensive investment management fees can wreak havoc on your financial 
strategy — overtaking your gains and potentially costing you a lot of money.

To help raise awareness of such situations, here are different fee scenarios to 
consider as they might relate to your finances. 

By Jeffrey Phillips, CFA, CPA
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Unmanaged stock positions
Even if your stock portfolio was stagnant, you could still be charged 
a management fee — up to 1.5 percent of the portfolio’s value yearly. 
That may not seem like much, but over 10 years could chew up 
nearly $150,000 on a $1 million portfolio.

If you’re in the “hold” pattern of a long-term “buy and hold” 
strategy, your stock portfolio likely has significant unrealized gains. 
Say an inherited, closely-held stock comprises a big chunk of your 
portfolio. A potentially large tax bill is disconcerting, so you’re 
holding. Advisors may continue charging to “manage” that asset, 
even though you have no intention of selling.

Fortunately, fees are negotiable and can be reduced. If you’re holding 
a concentrated stock position with large, unrealized gains, check for 
high fees. A call to your investment manager could be worth a lot.

Keep what’s yours
This isn’t to say that only low-fee strategies are the way to go. If 
managed effectively, actively-manged mutual funds may be the most 
appropriate strategy for your specific needs. As the name suggests, 
these funds rely on the active engagement of an experienced 
portfolio manager engaged in efforts such as research and market 
forecasting to help clients achieve the results they seek. And having 
a manager who can help you reach your goals can be a completely 
acceptable alternative to seeking out lower fees. 

Working with an advisor can help you develop an efficient portfolio, 
one that can help you keep more of your return. As part of that 
effort, be sure to carefully consider costs, taxes and risk exposure. 
Don’t be afraid to negotiate fees, especially if you have concentrated 
holdings. The goal: ensuring your money remains yours. 

Is your portfolio efficient?
Investment efficiency (performance relative to cost) is largely 
affected by how investments are managed. Without a doubt, 
inefficient investments can sap the life from your returns.

Many savers have one or more mutual funds — you likely do. 
Mutual fund fees (e.g., management fees, commissions) can be as 
high as 1.5 percent or more. As we’ll see, that adds up.

There may be more cost-efficient investments available with 
equivalent holdings and strategies. In fact, the same goals can often 
be achieved for less cost using a unified managed account (UMA) 
or an exchange-traded fund (ETF). 

A UMA is a whole-portfolio solution that combines several 
investments into one managed account. UMAs can house stocks, 
mutual funds and more. Costs are consolidated and streamlined, 
which can make them less expensive than multiple managed 
investments.

While UMAs address your portfolio’s structure, ETFs focus on 
your actual investments. They’re alternatives to mutual funds and 
often contain the same holdings. However, they trade like stocks 
and can be cheaper because they’re passively managed. 

Hedge funds
Hedge funds can be high-risk/high-reward investments, which 
may be attractive for some investors. However, buyer beware:  
hedge fund fees can be deadly to performance. If you’re considering 
one, make sure to work with your advisor at every step.

Also be mindful of minimum investments, which often start at 
$1 million, and know you’ll be charged a management fee around 
two percent of your account balance annually. Plus, as funds make 
money beyond the “high-water mark” (the point at which “new” 
money is generated for clients), they usually keep around 20 
percent of the profit.

So right off the bat, only 98 percent of your investment is actually 
at work and you keep only 80 percent of the gains. For that cost, the 
returns have to be huge.

A hedge fund could be the right fit for you. But keep in mind 
that they often don’t achieve much larger returns than a balanced 
mutual fund or ETF.

Securities offered through Royal Alliance Associates Inc., member FINRA/SIPC. 
Investment advisory services offered through Rehmann Financial, a Registered 
Investment Advisor not affiliated with Royal Alliance. Insurance services offered through 
Rehmann Insurance group and is not affiliated with Royal Alliance. 

Investing involves risks in regards to all the investment products/strategies mentioned 
here, including the potential loss of principal. No investment strategy can guarantee a 
profit against loss in periods of declining values and these products/strategies may not 
be suitable for all investors. Please note that individual situations will vary. Therefore, 
the information presented here should only be viewed upon when coordinated with 
individual professional advice. 

Working with an advisor can help you develop an 

efficient portfolio, one that can help you keep more 

of your return. As part of that effort, be sure to 

carefully consider costs, taxes and risk exposure. 



12  BWD  |  Fall/Winter 2015

By Douglas Kelly, CPA

Your full-season 
tax strategy

Are you exercising the right strategy in your tax game? 
Similar to an NHL season, tax season is the culmination 
of strategy and effort exerted not just during games but 
behind the scenes year-round. Striking the right balance 
of preparation and execution can be vital in determining the 
outcome of your performance. Here’s how.
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THE SEASON MIGHT BE OVER,  
BUT YOU’RE NOT DONE JUST YET
1. Crunch time
 You just found out you’re being audited. Time to get your best 

player in the game — the clock is ticking. Interacting with the 
IRS can be time-consuming and, frankly, a bit overwhelming. 
A tax advisor can minimize your efforts and put this often-
worrisome process on the fast track to a positive conclusion. As 
a seasoned pro, your advisor will know what documentation 
will be required and have experience in the entire process in 
general. This is your “all-star” — let them get down to work. 

2. A winning season
 Great news: you received a refund. This shouldn’t be too much 

of a surprise: nearly 8 out of 10 taxpayers receive refunds, the 
average amount of which was $2,800 in 2014. Take time to 
consider your financial goals and evaluate where the funds 
would most benefit you, your family or your business. A 
winning season looks great in the record books, but building a 
dynasty takes more than one year.

Executing the proper tax strategy can be a difficult goal even with 
the best advisors. Don’t make victory more difficult by overlooking 
opportunities year-round to get your tax game straight. Step #1? 
Make an appointment with your tax advisor today.

Bonus Content
Visit rehmann.com/BWD to find out why having the right 
tax coach in place matters.

ABOUT THE AUTHOR

Douglas Kelly is a Principal at Rehmann. His primary 
focus is on serving high net-worth individuals and 
their corresponding family offices, closely-held 
businesses and real estate partnerships.

Contact him today at  
doug.kelly@rehmann.com. 

PRESEASON
In both today’s competitive sports landscape and the ever-
challenging business landscape, there’s no such thing as “off 
season.” Proper preparation should be a focus throughout the 
year to make sure your game plan and execution are as effective 
as possible. 

1. Get “coached up”
 Schedule appointments with your advisor around the middle 

of the year, at the end of the year, or even both. In certain 
situations, meeting more than twice might be the best course 
of action. During these conversations, your advisor can 
work to project the liability you’ll be facing and in turn help 
determine opportunities for minimization and adjustment. 

2. Pay attention to the playing field
 The other team’s playbook is constantly changing with new 

updates and regulations. According to Forbes, since 2001 
there have been more than 4,500 changes to the tax code. 
Allowing yourself to become “out of the loop” could be a  
costly mistake. 

THE REGULAR SEASON
Once the game starts, there is no turning back and little time 
to strategize or make adjustments. The following steps can help 
condition your tax season efforts:

1. Be ready to go
 “If you fail to prepare, prepare to fail.” Your preseason efforts 

should have prepared you to deliver to your advisor all of 
the necessary information and documentation you need for 
a smooth tax season, organized so that the X’s and O’s don’t 
get lost among the receipts and W-4s. Consider this the 
equivalent of suiting up, putting on your skates and grabbing 
your stick. 

2. The gloves are off
 Don’t wait for the bad guys to strike: make your moves  

first. During tax season, this means filing your return as 
quickly as you can. Tax refund fraud is expected to reach  
$21 billion by 2016. Filing your return as early as possible 
helps ensure you get what’s coming to you — and the crooks 
get nothing. 

Don’t wait for the bad guys to strike: make your moves first. During tax season, 
this means filing your return as quickly as you can. Tax refund fraud is expected 
to reach $21 billion by 2016. Filing your return as early as possible helps ensure 
you get what’s coming to you — and the crooks get nothing. 

Rehmann is a proud sponsor of the Detroit Red Wings.
Learn more at rehmann.com/winning-traditions.
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PEOPLE POWER: 
Three ways to preserve 
your most valuable asset
No matter what type of business you’re in, people are your most valuable asset. And 

like any other asset, it’s critical to treat your employees as an investment and take steps 

to enhance and preserve the value of your human resources. Here are three things you 

should be doing to attract, retain and motivate a quality workforce.

By Roger Webster
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1. Reduce the risk of turnover
Employee turnover has negative reverberations throughout a 
company that go well beyond the cost of hiring and training 
replacements. It can be devastating to employee morale, job 
satisfaction and job performance, all of which can hurt the 
company’s profitability.

The majority of turnovers occur during the first year of 
employment, so it’s critical to have a retention plan that takes  
effect on an employee’s first day on the job. Your plan should 
promote employee engagement, create a positive work 
environment, allow for flexible work schedules, provide fair 
compensation and offer competitive benefits. And the elements 
of your plan depend on the makeup of your workforce. Benefits 
that are attractive to millennials, for example, may provide little 
incentive for baby boomers.

The most effective way to engage employees is through good 
communication — in particular, listening to them. The companies 
that are most successful in engaging and retaining employees 
invite feedback. Some even set aside regular times during the  
work week to listen to employees’ ideas and to brainstorm. To 
create a positive work environment, focus on the carrot rather than 
the stick: provide employees with goals, measure their progress 
toward those goals and reward them for good performance. 

Flexible scheduling is becoming increasingly important to 
employees, particularly millennials. For many young employees, 
the ability to work at home or to work four days a week is as 
attractive as, or even more attractive than, a competitive salary.

2. Measure the success of your benefit plans
To evaluate your benefit offerings, survey employees regularly 
(perhaps using an employee portal) to determine whether  
benefits meet their needs and are cost effective. Ask whether they 
have access to the right providers (doctors, hospitals and so on) 
and services.

It’s also important to monitor and manage your claims. There 
are many tools you can use to lower your claims and control 
premiums. Examples include wellness programs and online 
“virtual” doctors, both of which can significantly reduce your 
employees’ healthcare costs. Many plans provide online tools  
that allow employees to compare the cost of services among 
various providers in their areas.

For these tools to work, it’s important to educate employees about 
how these strategies can lower their health insurance premiums 
over time. Some plans provide incentives, such as lower co-pays, to 
encourage employees to use more cost-efficient services (a virtual 
doctor instead of the emergency room, for example).

3. Leverage cutting-edge technology
Technology available today allows employers to empower employees 
and to streamline many employment-related tasks. These portals 
provide employees with access to handbooks and other information 
24/7 through a single access point. They enable employees to 
complete tax, payroll and HR forms; elect or change benefits; and 
conduct other transactions online at their convenience. 

Paperless technology offers many benefits. It’s attractive to 
employees who prefer to conduct business online, and it makes the 
process more efficient, reducing costs by as much as 50 percent. 
These systems also help employers comply with and document 
various regulatory requirements. Suppose, for example, that an 
employer is required to provide a certain notice or document 
to employees. Employees receive an email alerting them that 
they have a message on the employee portal. They log on to the 
portal, read the document and the system generates an electronic 
acknowledgement that the document was delivered. The employer 
receives a report showing which employees have read the document 
and which have not. This technology is particularly valuable for 
communications by companies with multiple locations.

ABOUT THE AUTHOR

Roger Webster is a Principal at Rehmann and leads 
the HR Outsourcing department. He determines 
client employee administration needs and delivers 
technology-based solutions ranging from full  
human resource information systems solutions to 
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Contact him today at roger.webster@rehmann.com.

Download Happy employees = successful 
business: 4 strategies to implement today  
at rehmann.com/bwd-whitepapers.
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1. What is an audit?  
An audit is the highest level of financial 
statement service CPAs offer. An unqualified 
(“clean”) audit opinion provides financial 
statement users with a high — though 
not absolute — level of assurance that a 
company’s financial statements and related 
disclosures are presented fairly and conform, 
in all material respects, to generally-
accepted accounting principles (GAAP).

2. Who needs one?  
An audit may be required by a third-party 
user of your company’s financial statements, 
such as a lender, investor (or other funding 
source) or government regulator. Public 
companies are required to provide audited 
financial statements to their shareholders 
and file them with the Security and Exchange 
Commission. Even if not required, many 
companies choose to have audits performed 
anyway because they can yield valuable 
benefits. For example, an audit can help 

a company ensure the accuracy of its 
financial information, and can help identify 
weaknesses in internal controls and ways to 
improve internal controls.

3. What types of evidence 
does an auditor examine to 
verify the accuracy of your 
financial statements? 
Typically, auditors obtain evidence through 
inspection (of documents or tangible assets, 
for example), inquiries, observation, third-
party confirmations, testing of selected 
transactions and other procedures.

4. Is the auditor required 
to examine all transactions 
underlying the financial 
statements? 
No. The purpose of an audit is to provide 
reasonable, but not absolute, assurance that 
the financial statements are free of material 
misstatements. The auditor exercises 

professional judgment in determining 
whether the magnitude of a misstatement or 
misstatements is sufficient to be material to 
financial statement users — that is, whether 
it could influence users’ economic decisions. 
Practically speaking, an auditor can’t test every 
transaction, but he or she will conduct more 
extensive testing in areas that present a greater 
risk of material misstatement.

5. Does the auditor review your 
company’s internal controls?
Yes. The auditor gains an understanding of 
internal controls over financial reporting in 
order to understand your business, assess 
risk and design appropriate audit procedures. 
For example, if the auditor discovers internal 
control weaknesses in certain areas, he or 
she may conduct more rigorous testing in 
those areas. The auditor does not, however, 
express an opinion on the effectiveness of the 
company’s internal controls.

Financial  
statement audits:
10 things you need to know
There comes a time in the lives of most growing businesses when audited 
financial statements become necessary or desirable. Here are 10 things to 
consider as you prepare your business for its first audit.

By Christine Slade, CPA
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6. Are there options short of 
an audit that will satisfy  
lenders or other financial 
statement users?
CPAs also provide review and compilation 
services, which may be acceptable to 
some financial statement users. A review 
provides limited assurance, based primarily 
on analytical procedures and inquiries, 
that the CPA is not aware of any material 
modifications necessary for the financial 
statements to conform to GAAP. It does 
not involve gaining an understanding of 
the company’s internal controls or any 
testing of the underlying data. Reviewed 
financial statements include the same 
disclosures as audited financial statements. 
In a compilation, the CPA simply assists 
management in presenting financial 
information in financial statement format, 
without offering any assurance as to its 
reliability.

7. Do all CPAs perform audits? 
No. It’s important to work with a CPA firm 
that has significant auditing expertise as well 
as experience auditing companies in your 
industry and size range.

8. How should you prepare for 
your first audit? 
Ensure that your financial documents 
and accounting software are in order. This 
includes ensuring that all account balances are 
reconciled with supporting documentation. 
Work closely with the audit firm to define 
mutual expectations regarding time 
commitments and deliverables.

9. Can your auditor prepare 
your company’s tax returns or 
financial statements?
Yes. Care must be taken, however, to ensure 
that the auditor does not impair his or her 
independence, as CPAs must be independent 
of the companies that they audit.

10. What are the most  
important criteria in selecting  
an audit firm? 
Make sure the firm you choose has a solid 
reputation in the financial community and 
the qualifications, staffing, and industry 
experience to perform the audit.

ABOUT THE AUTHOR
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Anyone can cook …  
and prepare a transition
The movie: Ratatouille (2007)
The problem: Chef Gusteau is dead! His heir apparent, Skinner, 
wants to use Chef Gusteau’s name to sell low-quality frozen foods. 
Luckily, Alfredo Linguini, with help from Remy, discovers that he is 
Chef Gusteau’s son and discontinues the frozen food line. 

The solution: Don’t make the same mistake that Chef Gusteau did 
— it’s never too early to begin transition and succession planning for 
your business. Properly executed, a good plan helps you maximize 
the value of your business, ensures you’re prepared for the next phase 
of your life and addresses contingencies that might arise. 

Use a shagadelic pricing strategy, baby
The movie: Austin Powers: International Man of Mystery (1997)
The problem: After being cryogenically frozen for 30 years, Dr. Evil 
is unfamiliar with the fair market value of a nuclear warhead. He 
initially plans to hold the warhead for a ransom of $1 million, until 
being told that number is laughably small for an item of such value. 
He then increases his asking price to $100 billion dollars. 

The solution: It can be difficult to determine how much your assets 
are truly worth. Get an expert to provide an objective valuation of 
your assets before making significant decisions so you don’t leave 
money on the table. The right team of experts can help you structure 
the deal to minimize taxes and maximize your selling price. 

Running a business? Ransomed nuclear warheads and 

rats that can cook likely won’t make their way to your list 

of concerns, but popular movies that include these and 

other issues can nevertheless offer case studies in how 

to avoid costly missteps.  

By Jenell West, CFE, CPA, CIA, MAcc

RISKY 
BUSINESS

If you build it, have a plan
The movie: Field of Dreams (1989)
The problem: Ray Kinsella (Kevin Costner) follows his dreams 
and plows under his corn field to build a baseball field. Ray’s 
brother-in-law Mark (Timothy Busfield) warns Ray that he is on 
the brink of financial ruin as a result of his decision and is at risk 
of losing his house, land and baseball field. 

The solution: Starting a new business can present many 
challenges. It’s crucial for new business owners to work closely 
with experts to ensure their dreams become realities. Happily for 
Ray and his family, his baseball field became a financial success 
due to a combination of proper pricing and selling a product that 
people wanted.

The due diligence you deserve
The movie: The Dark Knight (2008)
The problem: Wayne Enterprise is considering an affiliation with 
Lau Security Investments in Hong Kong. During an analysis 
of the financial records for Lau, Bruce Wayne (Christian Bale) 
and Lucius Fox (Morgan Freeman) become suspicious of Lau’s 
consistent eight percent growth and cancel the merger. 

The solution: Before concluding any merger or acquisition, 
it is critical to perform due diligence. Properly executed, due 
diligence allows you to identify potential risks associated with 
the transaction — helping you decide if you want to go through 
with the deal. It can also tell you if your target is a good fit with 
your existing business.

ABOUT THE AUTHOR
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