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Verifying Client Information for Lenders and Loan Brokers

Ower the past tew months, the Boand
hasrecsived mumeroas callsand
e-mails from CPAs who have been
asked by lenders and loan brokers to
provide letters verifying that clients are
self-employed, financially sound, prof-
itable, creditworthy, or a combination
of such atteibutes.

There iz astrong tempitation focom-
ply, especially when the CPA is famil-
iar with the finances of a long-term
client who appears to be financially
soumid.

The CFA wants to help the client
and iz put in a very difficult position—
he or she s told that the client will not
qualify for & loan unless he or she pro-
vides a letter to confiem or vertly cer-
tain types of information about the cli-
enit. :

Some lenders and brokers ask fora
staternent verifying the accuracy of the
client’s tax returns or verifying thatany
fundsused from theclient’s business to

mmake a down payment for a boan will
not affect the business.

Some lenders and brokers go as far
as providing a “canned” letter for the
CPA o sign.

Thie matives behind the lender’s
Tequests are important to understand.
The client wanis to cooparate with the
lenderinorder toget the loanapprovesd,
whila the broker wants o make the
client happy and eam a commilssion,
neither of which will happen unbess the
loan i approved. The lender’s motive,
however, ks not necessatily so simple.

Mermally, when a lender grants a
loan o a borrower, it relies on many
factors to determine the advisability of
extending cradit to the barrower. These
factors include, buk are not limited ta,
assessing the creditworthiness of the
customer, collateral, primary sources
of repayment, as well as market comdi-
toms.

Howaver, some lenders have been
attemptng to shift onto the CPA the
burden of responalbility for assessing
the information supplied by the bae-
rower in the event the borrower de-
faults om the lnan and the lender incurs
a loas,

The CPA should ke concerned

about providing what is in effect an .

attest letter based on nomatiest work,
He or she may be providing a false
sepige of assurance o the lender orbro-
ker by complying with the request.

If the client defaults om the terms of
the lnan, the lender could arpgue that it
relied on the CPA%S letter (in lew of
other due diligence steps) and as a re-
gult suffered a loss, The CPA may then
b at risk for a lawsull

Ewen an apparently harmiess veri-
fication of client Information, sach as
self-employment, carries much mose
tisk than it appears to, especially if the
CPA prepared tax rehurns based on
information provided by theclient with-
out performing procedures to verlfy
the imformation.
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Tha CPA should communkcate to
thee client and the lender (if the client
has guthorized such communication)
that although the CP'A would like o
comply with the lender's sequest, the
sarvices rendered in this situabon were
bsrdted to the preparation of wmx re-
turna from the information that the cli-
ent provvidad to the CPA.

Since the CPA has not audited, re-
vlawed, orotherwise warified theinfor-
eriatiom provwided by the client, the CRA
s ruak dsL A position ko make any conclu-
sioms orassurances regarding theaccu-
racy or completeness of the inborma-
Hon, nov is the CPA able o forecast the
future ability of the clent to repay a
loan.

However, if the client agrees, the
CPA may nffer io send a copy of the tax
returns or client payeoll recomds so that
the lender may compare the recordsin
its possessbon with the et prepansd
b the CPA

The battom line is that the CPA
ahould speak with his or her client,
verify all information, review all appli-
cable attest and assurance standards,
and check with his or her professional
liahility insurance carrier bafore pro-
widing any information to & lender or
loan broker.




