
UNITED STATES OF AMERICA 
BEFORE THE 

OFFICE OF THRIFT SUPERVISION 

) 
In the Hatter of: ) 

1 
YERKES AND HICHELS ) Re: Resolution No. T O P - 9 0 - l l  

) Dated: December 12, 1990 
The Former Audit Firm ) 
of First Federal Savings and ) 
Loan Association of 
Independence 

1 
) 
) 

Independence, Kansas ) 
) 

STIPULATION AND CONSENT TO ISSUANCE OF 
ORDER TO CEASE AND DESIST 

The Office of Thrift Supervision ("OTS"), by and through its 

District Director for the Topeka ~istrict Office, OTS, and Yerkes 

and Hichels hereby agree as follows: 

1. Consideration. The OTS, based upon information reported 

to it, is of the opinion that the grounds exist to initiate an 

administrative cease and desist proceeding against Yerkes and 

Hichels pursuant to Section 8 ( b )  of the Federal Deposit Insurance 

Act ("FDIA"), as amended by the Financial Institutions Reform, 

Recovery, and Enforcement ~ c t  of 1989, Pub.L. No. 101-73, 1 0 3  

Stat. 183 ("FIRREA"), 12 U.S.C.S. Section 18181b) (Law. Co-op. 

Supp. 1990). Yerkes and Hichels desires to cooperate with the OTS 

to avoid the time and expense of such administrative litigation, 

and without admitting or denying that such grounds exist, hereby 



stipulates and agrees to the following terms in consideration of 

the forbearance by the OTS from initiating such administrative 

cease-and-desist litigation against Yerkes and Michels with 

respect to the matters covered in the accompanying Order to Cease 

and Desist ("Orderml. 

2. Jurisdiction. 

(a) Yerkes and Michels, an accounting firm that 

prepared annual audit reports for First Federal Savings and Loan 

Association of Independence, Independence, Kansas ("First 

Federal"), is an "institution-affiliated party' as that term is 

defined in Section 3fu) of the FDIA, as amended by FIRREA, 12 

U.S.C.S. 51813(u) (Law Co-op. Supp. 1990). 

(b) First Federal is a "savings association" within the 

meaning of Section 3 of the FDIA and Section 2 of the Home O~ner'S 

Loan Act of 1933, as amended by FIRREA. Accordingly, it is an 

"insured depository institution" as that term is defined in 

Section 3(c) of the FDIA, as amended by FIRREA, 12 U.S.C.S. 

S1813(c) (Law. Co-op. Supp. 1990). 

( c )  Pursuant to Section 3 of the FDIA, as amended by 

FIRREA, the Director of OTS is the "appropriate Federal banking 

agencyn to maintain an enforcement proceeding against such a 

savings association or its institution-affiliated parties. 

Therefore, Yerkes and Michels is subject to the authority of the 

OTS to initiate and maintain a cease-and-desist proceeding against 

it pursuant to Section 8(b) of the FDIA, as amended by FIRREA, 12 

U.S.C.S. S1818(b) (Law. Co-op. Supp. 1990). 
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3. Consent. Yerkes and Michels consents to the issuance by 

a the OTS of the Order. It further agrees to comply wrth the terms 

of the Order upon issuance and stipulates that the Order complies 

with ail requirements of law. 

4 .  Finality. The Order is issued under Section 8(b) of the 

FDIA, as amended by FIRREA, 12 U.S.C.S. Sl818tb) (Law. Co-op. 

Supp. 1990). Upon its issuance by the District Director for the 

Topeka District Office, OTS, it shall be a final order, effective 

and fully enforceable by the OTS under the provisions of Section 

8(i) of the FDIA, as amended by FIRREA, 12 U.S.C.S. S1818(i) (Law. 

Co-op. Supp. 1990). 

5. Waivers. Yerkes and Michels waives its right to a 

notice of charges and the administrative hearing provided by 

Section 8(b) of the FDIA, as amended by FIRREA, I2 U.S.C.S. 

S1818(b) (Law. Co-op. Supp. 1990), and further waives any right to 

seek judicial review of the Order, including any such right 

provided by Section B(h)  of the FDIA, as amended by FIRREA, 12 

U.S.C.S. S1818(h) (Law. co-op. Supp. 19901, or otherwise to 

challenge the validity of the Order. 



.. 
WHEREFORE, in consideration of the foregoing, the OTS, by and 

through its District Director for the Topeka District Office, OTS, 

and Yerkes and Michels, by its partners, execute this Stipulation 

and Consent to Issuance of Order to Cease and Desist. 

OFFICE OF THRIFT SUPERVISION YERKES AND MICHELS - 
By: /I/ / s i  12/3/9c 

/' 
Sona1d.N. Karr Partner 
District Director 

1 
Topeka District Office / J/- 12C3/9C 

Partner 

/ i / 3 2 / 3 / 9 (  
Pattner 

Partner 



UNITED STATES OF AMERICA 
BEFORE THE 

OFFICE OF THRIFT SUPERVISION 

In the Matter of: 

YERKES AND MICHELS 

The Former Audit Firm 
of First Federal Savings and 
Loan Association of 
Independence 

Independence, Kansas 

1 
) 
) Resolution NO. TOP-90-2, 
1 Dated: December 12, 1990 
1 
) 
) 
) 
) 
) 
) 

ORDER TO CEASE RND DESIST 

WHEREAS, Yerkes and Micheis, has executed a Stipulation and 

Consent to Issuance of Order to Cease and Desist ("Stipulation") 

a that is accepted and approved by the Office of Thrift Supervision 

("OTS"), acting through its District Director for the Topeka 

District Office ("District Director"); and is incorporated herein 

by reference: and 

WAEREAS, Yerkes and Michels, in the Stipulation, has 

consented and agreed to the issuance of this Order to Cease and 

Desist ("Orderw) pursuant to 58(b) of the Federal Deposit 

Insurance Act ("FDIA"), as amended by the Financial Institutions 

Reform, Recovery and Enforcement Act of 1989 Pub. L. NO. 101-73, 

103 Stat. 183 ("FIRREA*), to be codified at 12 U.S.C.S. 518181bl 

(Law. Co-op. Supp. 1990); 



. .. . 
NOW, THEREFORE, IT IS ORDERED that Yerkes and ~ichels shall 

cease and desist from any violation of, or the aiding and abetting 

of any violation of: 

a .  Section 563.170 of the Rules and ~egulations of the 

Office of Thrift Supervision ("OTS ~egulations"), 

12 C.F.R. 5563.170 (1990); 

b. Section 571.2 of the OTS Regulations, 12 

S571.2 (1990); 

c. Federal Home Loan Bank Board Bulletin PA-7a : and 

d. Generally accepted auditing standards ( " G A  AS"), as 

promulgated and codified by the American Institute 

Of Certified Public Accountants ("AICPA"). 

IT IS HEREBY FURTHER ORDERED that: 

1. No later than twenty (201 days after the effective date 

of this Order, Yerkes and Michels ("Y&MU) shall pay, by certified 

or cashier's check, the total sum of $51,340.00 to First Federal 

Savings and Loan Association of Independence, Independence, Kansas 

("First FS&LAn).   his sum represents reimbursement of the fees 

paid to Y&n by First FS&LA for preparation of the 1988 and 1989 
i 

annual audit reports. I 
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f . .- ~~ . .- ~~. - . :  . ... .. . . Yerkes & Michels, Zohn 9. Carroll, Louis H. Xichels, Michael 

zalcassar3 and ?.and? Zoffxan, 5y :heir exec*~cion of the actached 

a ~:i?uiaeisn and Csnsenc Acreeaencs, uithouc admictilg or denying 

any gf h e  siacsmencs, conclusions or terms herezn, have 

si~pulacei and c3nsenceci t3 tke encz7 of t h ~ s  Order by tie OTS. 

- -heir execution of :bse Stipuiacfon and Csnsenc Apreeaencs is for 

the sole purpose 3f resolving the issues in these proceedinqs. 

These individuals, XI--- --.,ut trial, jresencatisn of any evidence, or ., 
findinqs of fact pursuanr to an administrative judicial hearing, 

have cgnsencei t3 the terns of the Stipulation and Consent 

~qrsernenci. T k e  eTs has decerxined thac ir is appropriate and in 

- .-.,e i besr Fncer%sc of tie +~iic t3 exe~uce the attached 

stipulation and Consenc Aoretmencs. This Order and the actacned 

Stipulation and Cgnsenc Apree!nents are issued solely to settle 

e this proceeding, and are noc :ne result of faczual findinqs. 

?irse ?Sci,X Li a fedarallv-chartcroci savings and loan 

associaci?n wit" its jrincipal place of business in Independence, 

Kansas. ?irsc FSLLX enqaged the accounting firs af Y & Z  to perform 

- .  the annual audit; of 'irsc ?S6iX1S z~nancial siateaencs for the 

fiscal years ended Septenber 30, 1988 and 1989, in accecdance with 

G a s .  'iLi4 was subsequently enpaqed :3 perf?zli the annual audit of 

- i  - a  ,.-- :S&LXfs :icancial staztnects for the fiscal year ended 

Sepctnber 30, 1590, also in acc3r5ance with GiAS. 
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. :  . '.. . . . . Under G a S  and OTS regulations, ?rM and the engagement 

-er=--~ed 5y 2ersons kiaving adequate tschnicai xere r ---.. 
traininq and proficiency as an auditor, including adequare 
knowiedge of the savinqs and loan industry; 

ile r e adequately pianned and assistants groperiy 
supervised: 

obtained sufficient csnpetanc evidentiai Batter ts afford 
a reasonable basis for an opinion regarding the financiai 
scarements; .. 

o resulted in reasonably adequate informative disclosures in 
the financiai statements; 

xec% per5zraei i t  an attirude of ?rofessionai 
ske?tic:sa: and 

5 , . .. uece perforxed Sy puai~::ed pubiic aczountants who vere in 
lace inaegendent. 

The impor=ance of the items listed above in the proper 

completion of an audit in conpiianca wit5 G U S  and the OTS Xules 

and Regulations cannoc be overemphasized. For example, the - 
requirement for an auditor to have adequate technical training, 

lncLuding adezuate knowledge of the savinqs and loan indust:?, is 

--: - -  - 2  -a; - because the ac=-uncinq principles and :sgulations are 

very specialized, and transactions undectaken by savings 

associations can be extzemeiy complex. 



. . - .  7 - ..-. The 1988 and 1989 .z.udits of 7 i r s t  7ShLX. a s  ~ s s u e d  B v  
'ie::ces i : < i c n e l s .  :?ere ?lot i re ' l a rec i  3v ' 3ua iFf  iect ? u n i i c '  
X c c z u n c a n t s '  

- - -  SectLon : ~ ~ . 1 ; 0 ( a ) ( 2 !  of t i e  OTS 3 e ? u i a c i o n s ,  12 C.P.B. 

j 5 6 3 . 1 7 0 ( a ! ( 2 )  ( 1 9 9 0 ) ,  r e q u i r e s  each s a v i n g s  a s s o c i a t i o n  t 3  be 

z u d i t d  cnce  i n  e a c k o a i e n d a r  :rear by q u a i i f i e i  p b l i c  a c c m n t a n t s  

i n  :he manner p r e s c r i S e d  by t h e  CTS r u l e s ,  r e q u i a t i o n s  and ~ o l i c 7  

--. s c a t e a e n r s .  S e c c i o n  : 1 ; . 2 ( c ) t 2 ) ( i )  o f  t h e  OTS X e g u i a t i o n s ,  12  

- - - .. ,-.: . 3 .  : 1 1 . ( c ( )  ( ? ? 9 0 ) ,  a e f i s e s  a "7ua;':'..d - - - - - -  2 u b l i c  
I.. 

accouncanc"  a s  " a  p e r s o n  who i s  a  c e r t i f i e d  p u b l i c  a c c o u n t a n t  o r  

. . - ~ c s n s e d  z u b l i c  a c c o u n c a n c ,  c e r t i f i e d  o r  l i c e n s e d  by a  r e ? u l a t o r y  

a u c h c r i y 7  3f a  S t a t e  o r  cckez  g o i i t i c a i  s u k d i v i s i o n  of t h e  Uni ted  

S t a t e s  and uno i s  i n  cood s t a n d i n g  a s  s u c h  u n d e r  t h e  Laws of t h e  

s t a t e  o r  o c h e r  ? o i i t i c a l  s u b d i - ~ i s i o n  of  t h e  U n i t e d  S t a c e s  i n  which 

i s  Loca ted  t h e  home o f f i c e  of  t h e  s a v i n g s  a s s o c i a t i o n  t h a t  i s  t o  

be a u d i = z i " .  

h expended  a  t 3 t a i  o f  6 6 4  man-hours and  772 nan-hours on 

e  1988 and  1989 a u d i t s ,  r e s p e c t i v e l y .  A l though  Mr. C a r r o i l ,  a  

- .  - .  " sczzancan t - in - rha r - e"  , 3e  charged  o n i y  ::=z:r-three ( 5 3 )  and-.  

- .  - .  -.--.I-gne ( 5 1 )  h o u r s  t o  t h e  1988 and 1989 a u d i t s ,  r e s j e c c i v e l y ,  -..-.._ 
and he was se ldom o n - s i t e  t 3  p r s v i d e  o v e r s i ~ h t  and  s u p e r v i s i o n  t o  

t h e  a u d i t  ? r o c a s s .  Las s  t h a n  t-delve 2 c r c e n t  ( I 2 2 1  of t h e  hour s  

expended on t h e  1988 a u d i t ,  and l e s s  t h a n  t w e n t y  p e r c e n t  ( 2 0 % )  o f  

:he hour s  oxpended on t.?e 1989 a o d i t ,  were  l c q g e i  by C?As of Phi<.  

. . 
? l e t cze r  o f  t h e  S e n i o r  a t i d i i -  - , r s  a s s i c c e d  ky ?;;q t: t h e  1988 2: 1989 
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. . 
audits held the designation of f?A, and one of tae Senior Auditors 

and 1989 audits xere l-ggea by representatives of ?&it who did not - 
sossess college degrees. 

The CTS has, :herefore, concluded that Y&X and M r .  Carroll 

failed to conduct the 1988 and 1989 audits of i s  S in 

accordance .dicX the applicable CTS Xules and 3eguiatFons because 

the audits were not staffed nor performed by qualified public 

accountants. 

Statenencs of Xuai=:ng Standards ("SXS") are pronouncemencs 

on auditing natters issued ky zhe Auditing Standards Soard, the 

senior tec!Inical Sody iesignated by the Xmerlcan Instit-~te of 

Certified ?ublic Accountants i"AIc?Am1 t o issue such. 

2Conouncements. SXS are c~nsidered interpretations of G U S  and ' . 

any departnre from tkese standards require proper justification. 

G A S  Lnclzdes zhe Gsneral Standar~s, =he Standards of Field 

Xork and the Standards of 3eportinq. These thraa standards are 

interrelated and i-cer5spendenc and, ia many instances, lack of 

-.. --mpliance i t  sne standard nay alss result in a lack of 

ccmoliance with another. These standards are presented in the 

AIC?A's "7rofessionai Standards," Volume I. This coaificacicn of 

. . . . . . . . aua2;ing szandar=s 1s ci%~iiea rntg sectisns, tereinafrer refarred 

co as XJ Standards, Seczion - 



A. Traininu and ?rofic:enc-J of the indesendenc Xudit3r 

. . auazc is to be perf?rxei by a person or ?ersons hsvinq adequate 

rechnical training and proficiency as an auditor". AU Standards, 

- =eczFon 310. ?aragrapn . ? 2  of Secrisn 210 noces t2ac rcgard1ess 

. .  . . 
3f an individual'; czpa51l:::es in $us;ness or finance, " .  . . he 

. . 
cannot near :he r~quireziencs of t2e auazring sxandards without 

?roper education and experience in the field of auditing*. 

?araqraph . 9 3  f.~rrkar ncces chat "[tihe independent auditor muse 

..- ,..de r73 - .-aininc - adequace xo nett . -ne ' rsquireaencs of a 

?c~ftssionai." .YJ Standards. S t c = i ? n  2 2 0 .  

As nocei above, tke Senior .+,udi;~rs assignei Sy ?2;t :a the 

1 9 8 8  and 1989 audits =f First FS&LX vere not C?-4s; one of the 

. . 
Senicr Xua~tors iid no= jossess a cgileqe degree; and, 

? .  - approxisacaly I:I=~ ?ercenc ( 5 0 % )  of the field work was Fezformed . 
by ?&i$ staff  no did noc possess college degrers. In addition, 

during the jast zkree ;;ears, only nine b u r s  of continuing 

" - csmpieced by ?h:l parzners - and scar:. 

Cenerai ex9ereise and axgerience in auditing is noc adequate 

1-  ,, perfs:~ a ccmuec=nc auci= of an insure5 depositcr;~ lxsritq~tion. 

Specialized indus;y audits, such as savings association audits. 
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$pinion thac such an underscanding can oniy be gained through 

-.- -ce r concinuina ~rofessisnal - --aininc - and appropriate 

Based upon the fsregoing, :ne OTS has ccncluded t h t  t & X  and 

cr. Carroll failed to ensure, as required by XU Standards, Section 

0 ,  that the audits of 'irsc FSCLX'S 1988 and 1989 financial 

izaceaents were ?repared and serforzed ty personnel .<it5 the 

reauisl:: credenc-als. education, experfence and training 
\- 

sufficient to audit a federally insured depository institution. 

3. Indesencenca of ' 2 %  Auditor 

The second General Standas5 of Auditing requires thac "[iln 

ail maczers relating t~ 'he assignment, an independence in mental 

ac=r=.~de rs co be narntainei 

Standards, Sectron 210. This 

Boff3€n, as fully discussed in 

t o y  + -ne auditor and auditors". XU 

siandard was noc set by Yhi* or fir. . 

Far; I7., below. 

3 e  third General Standard of AuditFxg scates that "[dlue 

- -,~fessicnal - care Ls z- te exezcised in tke aerf2caance of the 

audit and the preparation of the re?ort". AU Standards, Section 

230. 

:a .\uwsc 1 9 9 0 ,  z5e ~iscric= Sireczsr fsr the OTS-Topeka 

. . ais;:ic= :ejec:ai ~i:st FSG;X~S financrai scaieaencs f3r the year 

ended Sepceiuber 30, L 9 8 9 ,  due to several deficiencies, including 



. . auaz=ars' ~pinicn did ncc canform t3 GSAS and =he financial 

a siacezenc; 5 ioc rnclcde adequate iisclosures pertarnrnq to 

- .  cercain siqni:rcanc accaunting policies: the narkec vaiues of 

~ n e  loan por?folio; the invescaenc secqJri:ies; the components of " 

regorting of lcans in 2rocess as a ccmponenc of leans receivabies; 

5 resorting of accauncing poiicies affecting the rec3gnition of 

. :nc=resc sn Lzans, =eztc:ed loan originacicn fzes and ccmmitsenc 

fees; the composition of savings accouncs by interest rate; and. 

~ucsianding canmitsencs f ~ r  funding of loans. 

:>e C Y S ,  :herefore, 3as cancluded chat the 1989 audit 

zresared by Y S X ,  2nder the supervision of the engagezenc jarcner, 

r .  CacrelL, was zsc pregared or perfzrsei with due pzafessional 

care. Accordingly, the audit did not c3mply with Seccion 230 of 

- ,,e L AU Standar2s. 

D.  ?lannina and Suoer-rision of the Audit 

- .  :>e zrrsc Stanaa.5 of riel6 ~ o r k  scaces :>at "[tlhe work is 

. - 
to be aaequacely pianned and assisiancs, ir any, are to be 

srogerly supervisedR. AU standards, seccion 310. In acmraance 

..< *-tn , ;his scancard, the audits: nus; develop an overall sc:ate?y 

thac defines the scope of an audit. AS such, he muse determine 
. . 

the nacur?, sxctn: and crarng of audis arocsdu:es 52524 5n :he 



. . ..\ . . . 
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-- -~ - . . - .  size and complexity or =he encity he audits. Furthermore, the 

Including, the cempiexr ;:J of the en:it:ris operatiens and the 

- - ;ualifica:icns of the staiz assigned t3 the audit. AU Standards, 

. . Section 2x1. 

The OTS has cznclnced thac ?&a's audits of Firs: FS&LX's 

- .  -. .7 - .  
--..ancial stateaencs f3r riscal years 1988 and 1989 vere noc 

adequacely planned because 7rx and xr. Carroll aid noc, among .' 
ocher things, identify areas that may have a high level of risk 

qualified ~ersonnel. - ..,e I. OTS has fxrther czncluded that ?rx and 

ur. Carroll did noc adequately supervise the preparation of :Se 

1?88 and 1989 audi:s of First FS&LX. 3 e  toea1 hours expended by 
. . 

ar. Carroil on the 1988 and 1989 audits, icclua-ng supervision of 

?&X staff, accounted P3r only seven percent ( 7 % )  and nine percrnc 

i?%), respecrively, of the total hours logged by Y&X personnel. 

- ,  - .  
Ciren e zatxre 3 5  :irst FShiX's operarions as a ~eaeraily 

. . - .  
insured depositsry institution and the questianabie quaii::cacions 

of the staff assigned to these audits, Y&?lls and Xr. Carroll's 

- .  
5-~per.rision 3 2  =he :rela srork on the 1388 and 1389 audits was 

deficianc and did noc ccrnpiy with Section 310 of the AU Standards. 



.. 
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. . - -. 
. . . . - -. z-~idential "atrer 3eouirnd in the Oerforaance of an Audit 

;he thiri standar5 zf tieid Xork requires s) t .siufficienc 

- - . . --mpecen: eviden::ai aac=er :3 be obtained thr-uqn Lnsgeczion, 

- .  
zbser-:a:ion, inquiries, and conz:rnaclons :3 sfford a reasonable 

>asis for an sginion regardinp the financial szaccmenrs under 

- - - audic". ;U Standards, seczicn 2 - 5 .  

:ii{'s audi: groce5ures f2r :he 1989 audit were arisaril-r .- 
intended to verify the existence of pertinent loan docuaents, to 

confirm individual ::an and savings acczunc Salances, and t3 tie 

. . =ener=j, ladper za~3cces r: s.~bsiiiar:r records. Xr. Carroll did 

. . - - 
o ; e---.. -'--a, nor 515 >e =:rzc= ocher star= from YiX t3 perfgrm, 

adeqnace independens evaluacicns of, among other things, the 

l l e l i t r  of loans or :5e adequacy of valuation allowances. 

P&:q and ur. Carroll were ~re?arsd t3 issue an unqualified opznlon 

of Firs: FSCiX's 5:nancral scarements for fiscai year 1989 thar 

did not include $ 2 . 5  zillion of specific and general valuation 

allowances lientifled '2y :he OTS in its examination of the 

~2s;: =+;=:on. ~ithout :he CTS's ixpuc, Y;X vouid have issued an 

. - .  . - .  ,~nqual~::ea opinion cn zlearly erroneous 2:nancial scacenents 

because i s  3roceiuras uere noc adequate t3 identify the 

--_-. ( inadequacies a: tirsc :=%L, s valuation allowances. 
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' The OTS h a s ,  " ,e re fore ,  c a n c i u d e d  t k a t  Y & X ' s  a u d i t  p r o c e d u r e s  

. -. s t a n d a r d s ,  Section j i g .  ? and ?I:. Car r3 j . l  d i d  n c c  .ander take  

adequate Indegendenc  i n s p e c = i o n s ,  c b s e r - r a c i c n s ,  i n q u i r i e s  o r  

c s n f i r ~ a t i c n s  t o  s u p p o r z  i=s  o p i n i o n  on  F i r s c  FS&LX's f i n a n c i a l  

reacexien ts  f o r  t h e  f i s c a i  y e a r  1989 .  

'. 
F. P r o f e s s i o n a l  S k e ~ c i c i s m  i n  the A u d i t  Oroces s  

? r a p e r  ~ r c f e s s i o n a l  s k e ? c i c i s a  a l s o  i s  n e c e s s a r y  t o  p r o p e r l y  

ccrnolere a n  a u d i c .  XU S t a n d a r 5 s .  S e c z i o n  316.16-21. Accegcing  

managexienc's r e p r e s e n c a c t o n s ,  boch . ~ e r ~ a l  and  u r i t r c n ,  w i t h o u t  

a c e p a c e  and  r ~ a s o n a b l e  s u p p o r t  and a n a l y s i s  can  c a n t r i b u t e  t o  a n  

- ~ i n a c c u r a t e  r a p r e s e n t a c i c n  of :he z ~ n a n c i a l  c a n d i t i o n  of  t h e  

f i n a n c i a l  i n s : i t . ~ c i g n .  T h i s  i s  p a r t i c u l a r l y  t z u e  where a  l i t e r a l  

a p p l i c a t i o n  of GAA? can  r e s u l t  i n  x i i s l e a d i n g  f i n a n c i a l  s t a t e m e n t s .  

GAS l r o v i d e s  t h a t  t r a n s a c t i o n s  and  o c h e r  e v e n t s  s h o u l d  be 

ac=:uncei f o r  and  s r o s a n c e d  i z  a c c c r 5 a n c e  w i t h  i k e i r  s u b s c a n c a  and 

- .  =:nanc ia i  raaiit:r and noc m e r e l y  v i t h  t h e i r  l e ~ a l  fcrm.  AU 

S t a n d a r d s ,  S e c t i o n s  334 .02 ,  43.1.07, 411.09 and 411.10-  A s  

3re77Fousiy n o c e i ,  ?sit and u r .  C a r r o l l ,  v i t ' ou t  u n d e r r a k i n g  any 

independent rev iew of  l o a n  v a i u a c i o n s  and  c o i l e c c i b i i i t y ,  were 

- .  ~ ~ i e p a r e d  ;a i s s u e  an  . : n c u a i i f i ~ i  z p i n i ~ n  - f  :z:s: :$&LA'S 

- .  - .  - 3 a n c i a i  s c a c e a e n c s  f = r  - s ~ 3 1  y e a r  1989 :hat d i d  noc  i n c l w i e  

5 2 . 3  x t i i i i o n  of  s 2 e c i f i c  and g e n e r a l  v a l u a t i o n  a i i o w a n c e s  

i d e n t i f i e d  by :he OTS i n  i t s  examinac ion  o f  t h e  i n s t i t u t i o n .  

12 
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:a the savings and loan industry, a substantiai portion of 

- . - Lscding is suypor=sd by czllaterai, garticularly real estate. 

Is,, is 20 exce,c:on. ~n independent auditor susc 

xiderscand the appraisal grocsss and cr~tzcally evaluate the 

mili:.r of the el-an to be serviced and repala from the coiLatera1 

31. ocher sourcss chat the borrcwer may have. The G U S  requireaent 

:a aaintain an ac:itude of professional skepticism is essential 

.xnen -sing appraisals as a detersinanc far the necessity or .~ 
adequacy of a loan loss allowance. 

- .  
During the audit of Firs: FS&LXfs L989 ::nancial stateaents, 

.. ra ,q  . . 3-6 "r. ~arrcll failed t3 undercake any critical review of the 

.:aisa=:~n or c=llef=ijilit:r of reai escate loans. No anaiysis 

unacsoever xas underzsken t3 review the qualifications of Firs= 

~ShiX's appraisers, obtain confiraation letters from appraisers of 

:he:: inde?endence, check appraisai assumptions such as 

capi;alization and lease-up races for consistency and . 

reasonableness, revrew appraisals to detersine whecher they set 

rec+latory scandaras, or otherwise critically evaluate the values 

ass:;-ed t3 real escacs loans. In summary, 'rrn and Xr. Carroll 

. . szapiy failed ta exercise proper professional skepticiss. 

TSe OTS is of the opinion a grofessional skepticiss 

- v - 7  
, . 

..,~roas the cor3erstone of an independent audit. Xithout proper 

9rofessional skeptiriss by an auditor, an audit's results are 

neitLer reiizbie nor neaningfui. 
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G .  Overall Conclusions ~eaardino ~onc2m~liance With GAAS 

0 The OTS has c3nclxded :Sac Ys;4's audits of Firs= ?SGiXrs 1988 

and 1989 financial scacements were not c~nduczed in accordance 

xith G a s  because ?SX and Kr. Carroll did noc possess, and did not 

provide, adequaca technical training and proficiency in the 

perforaance and preparation of the audits; did noc exercise due 

care in the per5zrsance of the audits; did noc adequaceiy pian and 

supervise the audits; did not perform adequate audit p,rocedures; 

did nor apply the appropriate professional ske?ticism to the audit 

?recess; and, xere nor Fndegendenc of firs= F S G L X .  

Section 571.2 of the OTS Regulations, 12 C.F.S. 5 571.2 

(1990), sacs r the "...criteria for deteraining that an 

auditor or an audit is satisfacrory to the Office". Among other. 

requirements. Section 571.2(c)(3)(ii) of the OTS Regulations, 12 ' 

C.F.?.. 5 571.2 (c)(3i(ii) (l990), states that "Itlo be acceptable, 

an audit xusz Se made by a quaiified public ac=ouncant or internal 

auditor vno is in fact independent". This regulation further 

provides t M t  a public accountant is not considered inaesendenc if 

he has loans from :he institution o:her than loans secured by his 

principal residence, savings accounts, or consumer loans used for 

personal , famil:r or household purposes. h e r  iubsec:ion 

(o)(')(ii:!?) of this re~ulation provides that a public accountant 
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. . . . L i  noc considered independent i2 he has ". . .any inceresc, direc: 

?c Fnairecc, financFal or othervise, in any real Ssopercy owned 

5:; , or securing any loan aade by, the savings associacion . . . 
except as provided in paragraph (c)(?)(ii)(D)". 

Seccion 571.2!c)(31(iv) of the OTS Xeguiations, 12 C . T . X .  5 

571.2(c)(3)(iv) !1990), states that "[:]he roquiremencs as to 

independence are appiicsoie to those aeldDers or employees of a 

- .  rrr3 of puniic accaunzancs wno, in any way, are in a posztion to .\ 
influence or concroi the conauci of an audit of a savings 

association or t3 influence or control the presentaiion of facts 

and other FnformacFan in the re?or; of such audit." In addition, 

Seczion 371.2(~)(3)(~) noces that ";ijt is the rasponsibiliky of 

the pubiic accouncanc or incernal audiccr disclose [the 

independence issue] kc! the District Diractor. . . and to have 

resolved any puesrion as to independence befora proceeding with 

the audit". 

As noced above, the second General Standard of Auditing ' 

requires the auditor to be independent of the client. AU 

- - Standards, Section i - 3 .  ~arapraph . 0 3  of sec=ion 220 notes that 

in order for an auditor " .  . . to be recognized as independent, he 
sust be f:ea fr3m anv oblicacion to or interest in the cliant. . --- 
. "  (esphasis addsi) This siandard further states that 

"[ilndependent auditors should not only be indepenaenc in fact; 

=hey should avoi5 ii=naci=ns that may lead ou:sicess t3 ,ioubt 

h e  independence." :he independence standards are further 

rv of this Code 

t3e A I C ? A  Csde of Frofessianai Ccnduc:. Article 

states that "[a] zeldDer in pubiic pcactice should 

r 5 
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b i  independent in fact and appearance when providing auditing and 

ocher attss:ation services." Zarapraph .0l of Aiti~le IT? fxrther 

a notes that "[ijndependence precludes relationships that may appear 
i o impair a member's objecciv:::~ in rendering attestation 

services." 

Xhile the AIC?A interpretation of the independence 

requiresent does not z-nsider secxred loans made under "normal 

Lending procedures, czrns, and requirenents" as an indicator of .. 
lack of independence, the interpretation further states that 

"[rjelated grohibitions that may be sore restrictive are 

?rescribed by certain szace and federal aqencies having regulatory 

authority over snch financial ins=lt~~tions". As such, the more 

rest:ic=ive DTS inde?endence requirenents prevail. 

As of September 30, 1988, First FSGLX had extended 

approximately 5561,300 in loans to Mr. Zoffman, or entities in 

which he held a significant ownership interest (the "Xoffsan 

loans"). As previously noted, Mr. Baffsan was one of "&X's Senior'. , ,  

Auditors on the 1988 and 1989 audits. As of September 30, 1989, 

= q  -. . the :offman lcans oucstandinq ac Zirst - r O Y a  had increased to ~ . -- 

$592,900. In addition, loans to fcur other YrM partners and staff 

members totaled acproximately 5200,000. The %offman loans 

inclnded a $39,000 aortsage on 3:. ~offsan's principal residence. 

The remaining $553,000 of loans at September 30, 1989, were for 

commercial purposes, set-red by rent31 2r-percies princi;ally 

Iscatei in Incecendenca, Xansas. when the Eoffaan :cans are 

aggre$ated cursuan: to the C?SPs Icans-to-one-borrower rzgulationt 

12 C.P.9. $563.9-3 (1988 and i989), it is revealed that Mr. 
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2o.ffsan was, ac the tine of the 1988 and 1989 audits, one of the 

199 Larpes: 5orr3wers of Firs: FSCLX. In the O T S ' s  opinion, based 

sn zne requiatory requireaencs concerning inde?endence, and the 0 - 
:nde?endence requirenents of G U S ,  neither Mr. aoffman nor Y&X 

e inde?endenc wrrh respecr ta Firs= F S & i x  for the years ended 

Zepcenber 30, 1988 and 1989. Turthersore, neither fir. iioffnan nor 

YCX actcnpcsi to resolve this ixdegendence problem with the 

3rs::ic: Directar. 



Order - 

NOW, THEREFORE, IT IS HEREBY ORDERED AS FOLLOWS: 

I. 'ferkes b Mickels is permanently suspended from practice 

before th OTS from and after the data of this Order. No officer, 

. , direccsr, employee or garrner of Yerkes & xichels shall, direc:ly 

or indirectly, prepare or participate in the preparation of any 

scatemenc, opinion, financial stacemenc, audit report, or other 

doc-mienc or reporc fsr, or on hehalf of, any savings association, 

savinqs and 1aan holding csmpany, or wholly or partly awned 

suhsidfary of any savings association or savings and loan holding 

company (hereinafter callectively referred to as "savings 

2. John D. Carroll is permanently suspended from practice 

before the OTS from and after the date of this order. xr. Carroll 

shall not, dirac:l:r or indirectly, pre~are or-parcicipacs in the 
-.  preparacion of any scatenenc, opinion, rznancial statement, audit 

repar:, or other document or report fsr, or on behalf of, any 

savinps assofiation. 

preparacion of any statement, opinion, zinancial statement, audit 

I8 - 
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Leport, or other document or report for, or on behalf of, any 

savinqs association. e 
4. Xichael aaldassaro rs pernanenrly suspended from 

practice before the GTS l r m  and after the date of this order. 

. 3aldassaro shall not, Zirectly or indirectly, prepare or 

oarticipate in the areparation of any statement, opinion, 

.~ linancial scatemenc, audit report, or other document or report 

for, or on behalf of, any savings association. 

C: . Xanay 5offzan is gernanently suspended from prac:ica 

before the OTS fzom and after the date of this Order. itr. Roffsan 
- 

shall not, direcrly or indirectl. 1 ,  prepare or par:icipace in the 

preparation of any statement, opinion, financial statement, audit 

:eporc, or ocher document or report for, or on behalf of, any 

savings association. 

6. For purposes of this Order, unless otherwise noted, the 

ahrase "savings assocLatFcn" is defined in accordance with 12- 

U.S.C. §1813(b)(l). The phrase "insured depository institution" 

is defined to include savings associations, commercial banjts, 

--adi: - -  - unions and ocher similar entities that hold federally 

insured deposits. The word "practice" is defined in accordance 
-. - - 

with Seccion 5 1 3 . 2 ( e )  of cze CTS 2egulacFons, 1: C.r.3. :LJ.-(~) 
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: . t *  '. . - ,  . all technical words or terms used in this Order, for 

uhich meanings are not specified or otherwise provided for by the 

provisions of this Order, shall, rnsofar as apgiicable, have 

meanings as defined in Chapcer V of Titla 12 of the Code of 

Fsderal Reoulations or as such definition is amended after the 

execution of this Order, and any such technical vords or terms 

used in this Order and undefined in said C3de of federal 

xeoulations, shall have meanings that acr3rd with their best .. 
custom and usage in the savings and loan industry. 

:: 

8 .  The terzs and provisions of this Order shall be binding 

upon, and inure to the benefit of, the parcies hereto and their 

suc:essors in interest. - 

9. This Order shall remain in effecz uncil modified or 

tsrxlnatcd by the OTS. 


