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A B S T R A C T

In 2008, the U.S. Department of the Treasury’s Advisory Committee on the Auditing Pro-

fession (ACAP) issued a report with findings and recommendations to address the

sustainability and effectiveness of the public company auditing profession. The ACAP report

addressed a number of longstanding issues and emerging developments at a critical time

in history for the auditing profession and the Public Company Accounting Oversight Board

(PCAOB). As the first comprehensive study of the profession since the Sarbanes–Oxley Act

of 2002, the report identifies many significant issues for the PCAOB and the profession itself.

The report dealt with three primary areas: human capital issues impacting the auditing

profession, audit firm structure and finances, and audit firm concentration and competi-

tion. The report contains numerous recommendations directed toward regulators, academics,

the auditing profession, and other stakeholders. This paper provides updated information

about the numerous actions taken on sixteen ACAP recommendations that refer to or involve

the PCAOB. Given the amount of effort related to these recommendations, it seems rea-

sonable to ask, “Are we there yet?” But this is not the correct question, because we should

never become complacent in thinking that we have made sufficient progress or com-

pleted the necessary actions to achieve and maintain high quality auditing. Since the time

ACAP report was written, risks to audit quality have changed. The PCAOB continues to focus

on areas raised in the ACAP report. While key issues raised in the ACAP report remain rel-

evant, audit firms and audit regulators must be insightful and forward-looking to detect

new and emerging risks so that timely actions can be taken to ensure reliable, high quality

auditing to support the capital markets and protect investors. Numerous opportunities for

future research exist in evaluating the impact of actions taken on the ACAP recommen-

dations, including to what extent the actions have accomplished the original objectives and

whether unanticipated consequences have occurred or additional actions might be needed.

© 2016 Elsevier Ltd. All rights reserved.

As a Board member of the U.S. Public Company Account-

ing Oversight Board (PCAOB), I spend considerable time and

effort analyzing the sustainability and effectiveness of the

audit in protecting investors and promoting confidence in

the capital markets. I am also acutely aware of the remain-

ing work that needs to be done to attain a resilient and

strong profession that achieves those objectives, now and

into the future.

The U.S. Department of the Treasury took a snapshot of

these issues in a 2008 report by its Advisory Committee on

the Auditing Profession (ACAP).

My objective in this paper is to provide a description of

the PCAOB’s actions related to the ACAP recommenda-

tions that refer to or involve the PCAOB, along with

contextual information to describe the background and basis

for the recommendations. Because it had been years since

such an analysis had been conducted,1 my initial concern

in starting this project was that I would find large issue areas

within the ACAP recommendations that had yet to be ad-

dressed by the PCAOB. In fact, that is not the case. The

amount of work conducted by the PCAOB related to the ACAP

recommendations is impressive.

In some instances, the PCAOB actions taken differ from

what was specifically indicated in a recommendation. It is

important to keep in mind that the Committee’s recom-

mendations were made at a particular point in time and

PCAOB actions have been taken after additional study and

Presentation at the Braden Award Ceremony, October 9, 2015.

1 In 2010, the PCAOB staff prepared a paper on the status of the PCAOB-

related ACAP recommendations of the October 13–14, 2010 Advisory

Committee Meeting (Public Company Accounting Oversight Board, 2010c).

http://dx.doi.org/10.1016/j.racreg.2016.03.004
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analysis of information that became available based on its

regulatory oversight activities.

I am not presenting conclusions about the adequacy of

the PCAOB actions in meeting the original intent and ob-

jectives of the ACAP recommendations, as such conclusions

are better as the subject of research studies or policy debates.

In addition, these topics and their impact need to be moni-

tored over time within the context of the dynamic and

changing environment of public company auditing. This is

not simply a “check the box” exercise after which we can

declare actions completed.

Therefore, what I endeavor to do in this paper is to

provide information that will be useful to researchers in for-

mulating specific research questions, as well as designing

broad analyses related to the state of auditing and the pro-

fession now and in the future.

Background

The accounting profession has been studied exten-

sively over recent decades, frequently in response to scandals

or other major problems. In 1996, the U.S. General Account-

ing Office (GAO)2 issued a two-volume report (General

Accounting Office, 1996a, 1996b) that summarized the

results of 27 significant studies about the profession that

were conducted from 1972 to 1995. The studies high-

lighted actions and reforms needed in the areas of auditor

independence, the auditor’s responsibility for detecting fraud,

the effectiveness of internal control, and ongoing chal-

lenges with accounting and auditing standard setting.

In the years immediately following the issuance of the

GAO report, the U.S. capital markets experienced a wave of

corporate financial reporting and auditing scandals. A full-

blown crisis of restatements and heavy losses in market

capitalization began in the late 1990s (General Accounting

Office, 2002), followed by a string of corporate failures and

financial accounting and auditing scandals. Two infamous

companies served as the “bookends” for this string of scan-

dals: Enron andWorldCom (Franzel, 2014). With the demise

of their auditor, Arthur Andersen, concentration among the

largest audit firms increased, as the number of dominant

firms fell from the “Big 5” to the “Big 4.”

In response to the many scandals, on July 25, 2002, Con-

gress passed the Sarbanes–Oxley Act of 2002, which

President George W. Bush signed into law five days later.3

The Act dealt with many of the issues identified over the

decades as problematic in financial reporting and auditing

for public companies.

Among other things, the Act created the PCAOB to oversee

the audits of public companies to protect the interests of in-

vestors and further the public interest in the preparation of

informative, accurate, and independent audit reports. Thus,

audits of U.S. public companies and their auditors became

subject to regulatory oversight for the first time in history. Pre-

viously this segment of the profession was self-regulated.

In 2010, to further promote investor protection, the

Dodd–Frank Wall Street Reform and Consumer Protection

Act amended the Sarbanes–Oxley Act to, among other things,

give PCAOB the explicit authority to oversee the audits of

brokers and dealers.

The PCAOB commenced operations in April 2003, and

began the process of developing and implementing its stat-

utory responsibilities, which now include:

• registering public accounting firms that audit public com-
panies, brokers, or dealers;

• establishing auditing and other professional standards;
• conducting and reporting on regular inspections of reg-
istered public accounting firms that audit public

companies, brokers, or dealers; and

• conducting investigations and disciplinary proceed-
ings in cases where auditors may have violated certain

provisions of the Act, the rules of the PCAOB and the Se-

curities and Exchange Commission (SEC), and other laws,

rules, and professional standards governing the audits

of public companies, brokers, and dealers (Public

Company Accounting Oversight Board, 2015a, p. 1).

Treasury’s advisory committee on the auditing

profession

In November 2006, Secretary of the Treasury Henry

Paulson Jr. spoke about indicators of both persistent and

newly emerging risks in the capital markets, including “ques-

tions about the [public company audit] industry’s

sustainability and effectiveness” (Paulson, 2006, p. C:8). Sec-

retary Paulson articulated growing concerns about the

decline in corporate participation in the U.S. stock markets.

He highlighted areas of study that provide a “framework to

assess our own capital markets” (Paulson, 2006, p. C:3),

which included concerns related to public company ac-

counting and auditing.

Secretary Paulson suggested that there was evidence that

recent regulatory reforms “may not be healthy” and may be

“fundamentally altering the interactions between auditors and

corporatemanagement and boards in a number of ways, some

of which are not constructive.” (Paulson, 2006, p. C:8). He also

cited increasingmarket concentration among audit firms and

a high number of corporate financial restatements.

Following additional outreach, Secretary Paulson an-

nounced in the spring of 2007 that the Department of the

Treasury had developed and was beginning to implement

a “capital markets action plan.” The first stage of the plan

would involve the chartering of “a non-partisan commit-

tee to develop recommendations to consider options

available to strengthen the [auditing] industry’s financial

soundness and its ability to attract and retain qualified per-

sonnel” (Department of the Treasury, 2007a).

Thus, the Treasury Department established the Advi-

sory Committee on the Auditing Profession (“the

Committee”) in 2007. The Committee was charged with

evaluating the sustainability of a strong and vibrant auditing

profession and providing informed advice and recommen-

dations to Treasury. The Committee was organized to study

three broad areas:

2 Now called the Government Accounting Office, the GAO is an inde-

pendent, nonpartisan agency that works for the U.S. Congress and performs

audits and investigations of federal agencies and programs.
3 Public Law No. 107-204, July 30, 2002.
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(1) the auditing profession’s ability to cultivate, attract,

and retain the human capital necessary to meet de-

velopments in the business and financial reporting

environment and ensure audit quality for investors;

(2) the organizational structure, financial resources, and

communication of the auditing profession; and

(3) audit market competition and concentration and the

impact of independence and other professional stan-

dards on this market and investor confidence

(Department of the Treasury, 2007b).

The ACAP study represented the first comprehensive

study of the auditing profession since the enactment of the

Sarbanes–Oxley Act of 2002. While the Committee worked,

however, a new financial crisis was brewing. The housing

market and the related subprimemortgage market were ex-

periencing turbulence, which evolved quickly through 2007

and 2008 into a significant liquidity crisis and a recession.

On October 6, 2008, the Committee issued its final report

to the Treasury Department and Secretary Paulsonwith find-

ings and recommendations to address concerns raised about

the sustainability and effectiveness of the accounting and au-

diting profession (Department of the Treasury, 2008, p. II:1).

The ACAP report is organized around the three primary

areas of Committee focus: human capital, audit firm struc-

ture and finances, and audit firm concentration and

competition. The report contains 31 recommendations across

these areas of focus. Within the recommendations are more

detailed sub-recommendations, including 16 that refer to

or involve the PCAOB.

The ACAP report is 219 pages long. Each recommenda-

tion is accompanied by extensive background information,

context, and references. In this paper, I have added brief

context for each of the major sections of the report and have

paraphrased the recommendations. Although I have en-

deavored to be accurate and balanced in characterizing the

Committee’s recommendations and the related context, it

will be useful for researchers and others who are inter-

ested in pursuing these topics to go back and review the

original text of the ACAP report.

To my knowledge, notwithstanding the tireless efforts

of many to advance the goals for improving the account-

ing and auditing profession since the issuance of the ACAP

report, there has been no comprehensive monitoring and

reporting on the overall progress related to the full breadth

of the Committee’s recommendations.

Recent efforts by the academic community to integrate ac-

counting and auditing research, education, and practice have

involved research on the relationship between the Commit-

tee’s recommendations and existing audit research literature.4

Numerous opportunities for future research exist in

evaluating the impact of actions taken on the ACAP

recommendations, including to what extent the actions have

accomplished the original objectives and whether unan-

ticipated consequences have occurred or additional actions

might be needed. Study of actions taken in other jurisdic-

tions may also be useful to help inform U.S. policy decisions

on potential actions.

ACAP recommendations related to PCAOB oversight

The PCAOB has taken numerous actions related to each

of the 16 Committee recommendations that involve PCAOB

oversight. Those actions take into account the evolving con-

ditions in the capital markets and related developments in

the accounting and auditing professions in the seven years

since the issuance of the ACAP report.

Below is a description of these 16 recommendations –

organized by the broad area of focus and including some

background and context.

Human capital recommendations

The Committee noted that to ensure the viability and re-

silience of the public company audit profession and its ability

to meet the needs of investors, the profession needs to con-

tinue to attract and develop professionals at all levels who are

prepared to perform high quality audits in a dynamic envi-

ronment. The Committee also recognized that several of its

recommendations would have an impact beyond the public

company auditing profession, impacting the accounting pro-

fession as awhole (Department of the Treasury, 2008, p. VI:1).

The Committee made five broad recommendations for

action by regulators, educators, educational institutions, the

auditing profession, and others in the area of human capital,

which contained a number of sub-recommendations

(Department of the Treasury, 2008, chap. VI). Table 1 sum-

marizes these recommendations.

PCAOB recommendation #1

Make accounting faculty fellowship programs available

at the PCAOB (Department of the Treasury, 2008, p. VI:22).

4 For example, a recent study highlighted the gap between research and

practice by comparing each of the Committee’s recommendations to the

audit research literature and concluded that about half of the documented

audit research themes were not covered by any Committee recommen-

dation and seven of the Committee’s recommendations were not directly

addressed in the research literature (Ratzinger-Sakel & Gray, 2015).

Table 1

Committee recommendations related to auditing profession human capital.

1. Implement dynamic accounting curricula and certification

exams to reflect market-driven, real-world developments and to

help prepare new entrants to the profession to perform high

quality audits.

2. Improve the recruitment and retention of minorities in the

auditing profession and academia to enrich the pool of human

capital in the profession. Emphasize the role of community

colleges in recruitment of minorities to the profession and the

use of cross-sabbaticals and internships with faculty and

students at Historically Black Colleges and Universities.

3. Ensure a sufficiently robust supply of qualified accounting

faculty by increasing the supply, including professionally

qualified faculty; emphasizing cross-sabbaticals; and improving

incentives.

4. Develop and maintain consistent demographic and higher

education program profile data.

5. Encourage the American Institute of Certified Public Accountants

(AICPA) and the American Accounting Association (AAA) to form

a commission to study the future structure of higher education

in the accounting profession.
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Background The Committee heard concerns about the rel-

evance of the knowledge and practical experience of

accounting faculty. The ACAP report described the ben-

efits of cross-sabbaticals, the exchange of experienced

professionals and academics who provide “interactive re-

lationships.” According to the Committee, “Evidence suggests

that such exchanges can be beneficial, and continued de-

velopment of such exchanges is expected to provide

substantial benefits for all parties.” The Committee recom-

mended expanding faculty fellowship programs in agencies,

such as those at the SEC and the Financial Accounting Stan-

dards Board (“FASB”), and making them available at the

PCAOB (Department of the Treasury, 2008, p. VI:16, 22).

PCAOB actions On December 22, 2009, the PCAOB an-

nounced the establishment of and candidate solicitation for

an Academic Fellowship Program. This program is de-

signed to appoint experienced researchers and academics

with an active interest in auditing and oversight matters to

serve as Academic Fellows for a term of up to 12 months.

Since 2009, the PCAOB has had three academic fellows

under this program. They have provided analytical support,

advice, and academic background information to the PCAOB

Office of Research and Analysis (“ORA”) as well as other

offices and divisions of the PCAOB. Each of the three fellows

joined the PCAOB from, and subsequently returned to, ac-

ademic teaching positions in accounting.

In 2013, the PCAOB announced the establishment of the

Center for Economic Analysis to study and advise the Board

and PCAOB staff on the role of the audit in capital forma-

tion and investor protection and how economic theory and

analysis can be used and further developed to enhance the

effectiveness of PCAOB programs (Public Company

Accounting Oversight Board, 2013c). To support this objec-

tive, the PCAOB established within the Center an Economic

Research Fellowship program to conduct economic re-

search on auditing matters that will inform the oversight

activities of the PCAOB in protecting investors (Public

Company Accounting Oversight Board, 2014a).

The PCAOB has had four Economic Research Fellows to

date. These fellows serve terms of 12 months, with the pos-

sibility of extending to 24 months. To be eligible, candidates

should be current doctoral students or recent graduates with

backgrounds in economics, finance, accounting, or related

areas. Candidates submit research proposals to the PCAOB

in areas related to the role and relevance of audits in the

capital markets. Two of the PCAOB’s present Economic Re-

search Fellows are incumbent accounting professors, and

the other two are doctoral students.

Economic Research Fellows have an opportunity to

publish their research under their own name (disclaimed

by the PCAOB). Some of the research conducted by PCAOB

fellows has generated working papers that may be submit-

ted for publication.5 Fellows also have access to PCAOB staff

and Board members, and the opportunity to gain an inside

understanding of the regulatory process. They see firsthand

the PCAOB’s emphasis on audit quality and investor pro-

tection, and participate in the PCAOB’s goal of fostering high

quality research.

PCAOB fellows and other staff researchers and analysts

also have regular opportunities to engage with the aca-

demic community and researchers at other regulatory

organizations (Franzel, 2016).

Firm structure and finances recommendations

TheCommittee’s second area of focuswas the sustainability

of the auditing profession,which included a number ofmatters

directly related to audit firm structure, such as governance,

transparency, global organization, financial strength, and ability

to access capital. This area of focus also included audit quality,

the investing public’s understanding of auditors’ responsibili-

ties and communications; the limitations of audits, particularly

relating to fraud detection and prevention; the effect of liti-

gation where audits are alleged to have been ineffective; and

the regulatory systemapplicable to auditing firms (Department

of the Treasury, 2008, 2008, p. VII:1).

The Committeemade sevenbroad recommendations in this

area to regulators, the auditing profession, and others, which

contained a number of sub-recommendations (Department

of the Treasury, 2008, chap. VII). Table 2 summarizes these

recommendations.

5 The PCAOB makes these papers available on its website at

http://pcaobus.org/About/CenterforEconomicAnalysis/Pages/Working

-Papers.aspx.

Table 2

Committee recommendations related to firm structure and finances.

1. Urge the SEC and Congress, as appropriate, to provide for the

creation by the PCAOB of a national center to focus on fraud

prevention and detection.

2. Encourage greater regulatory cooperation among the SEC, the

PCAOB, state boards of accountancy, and other government

regulators to improve regulatory effectiveness and reduce

duplication and inconsistency. At the state level, improve

mobility of CPA licenses across states, and improve the

independence of the state boards of accountancy.

3. Urge the PCAOB and SEC, in consultation with relevant

stakeholders, to explore the possibility of firms appointing

independent members with full voting power to firm Boards

and/or advisory Boards with meaningful governance

responsibilities to improve the governance and transparency of

auditing firms.

4. Urge the SEC to amend Form 8-K disclosure requirements to

characterize and report appropriately every public company

auditor change and require auditing firms to notify the PCAOB

of any premature engagement partner changes on public

company audits.

5. Urge the PCAOB to undertake a standard-setting initiative to

consider improvements to the auditor’s reporting model,

including clarification of the auditor’s role in detecting fraud and

potentially expanding the audit report.

6. Urge the PCAOB to undertake a standard-setting initiative to

consider mandating the engagement partner’s signature on the

auditor’s report.

7. Urge the PCAOB to require large auditing firms to produce a

public annual report incorporating information about firm

structure, client lists, independence practices, financial

information, and the effectiveness of the firm’s control systems,

similar to what is required by the European Union’s Eighth

Directive. Such reporting would also include key indicators of

audit quality, as determined by the PCAOB. Further urge that

PCAOB require the larger auditing firms to file with the PCAOB

on a confidential basis audited financial statements.
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PCAOB recommendation #2

Urge the SEC and the Congress, as appropriate, to provide

for the creation by the PCAOB of a national center to

(1) facilitate auditing firms and other market participants’

sharing of fraud prevention and detection experiences, prac-

tices, and data and innovation in fraud prevention and

detection methodologies and technologies; and (2) com-

mission research and other fact finding regarding fraud

prevention and detection, and further the development of

best practices regarding fraud prevention and detection

(Department of the Treasury, 2008, p. VII:1).

Background The Committee noted that no formal forum cur-

rently exists where auditors and other market participants

regularly share their views and experiences relating to fraud

prevention and the detection of fraudulent financial report-

ing. The Committee stated that it “believes that a collective

sharing of fraud prevention and detection experiences among

auditors and other market participants will provide a broad

view of auditor practices and ultimately improve fraud pre-

vention and detection capabilities and enable the development

of best practices. The Committee also believes that research

into industry trends and statistics will help auditors focus and

develop procedures to identify areas and situations at greater

risk for fraud” (Department of the Treasury, 2008, p. VII:2).

PCAOB actions The PCAOB developed a preliminary outline

for a center, and included funding in its 2009 budget for a

“National Fraud Center” (Public Company Accounting

Oversight Board, 2008b, p. 1). On April 6, 2010, the PCAOB

posted an announcement soliciting candidates for a posi-

tion of director of the new center.

At the inaugural meeting of the Board’s Investor Advisor

Group (“IAG”) onMay 4, 2010, the Board sought input on the

establishment of a fraud center. At that meeting, the Board

heard a range of suggestions for the possible mission, func-

tions, and operations of the center, many of which reflected

considerations related to the recent financial crisis (Public

Company Accounting Oversight Board, 2010a, pp. 1–3).

The PCAOB, however, did not move forward with plans to

establish a center. Following a strategy announced later that

year in its 2010–2014 strategic plan (Public Company

Accounting Oversight Board, 2010d, p. 24), the PCAOB decided

to continue to study the Committee’s recommendation.

Beginning in 2012, the Board’s standard-setting staff

renewed efforts in this area through consideration of ap-

proaches to conducting outreach and potential standard-

setting projects related to the role and responsibilities of

auditors in the area of fraud (Public Company Accounting

Oversight Board, 2012a, pp. 2–3; Public Company Accounting

Oversight Board, 2012c).

In 2013, the Board discussed with its SAG the potential

of establishing a SAG task force related to conducting out-

reach or research on the auditor’s responsibility for detecting

financial statement fraud (Public Company Accounting

Oversight Board, 2013d). Among the approaches dis-

cussed, the Board considered conducting research through

its new Center for Economic Analysis and its Office of Re-

search and Analysis into the economic consequences of fraud.

The November 2014 SAG meeting included panel dis-

cussions on research and other experiences related to the

detection and impact of fraud, and a discussion of the pre-

liminary results of PCAOB staff research related to the

auditor’s approach to detecting material misstatements due

to fraud (Public Company Accounting Oversight Board,

2014d).

PCAOB staff, coordinated through the PCAOB Center for

Economic Analysis, is currently developing a strategy to

analyze evidence, research, and data related to financial

statement fraud. In particular, the PCAOB’s current strate-

gic plan articulates a strategy to use the Center to enhance

the use of economic analysis, empirical tools, and analysis

to “analyze evidence, research, and data related to the aud-

itor’s approach to detecting financial statement fraud,

economic impacts of financial statement fraud, and trends

in financial statement fraud and seek to encourage further

academic research in these areas” (Public Company

Accounting Oversight Board, 2015d, pp. 20–21).

This new strategy provides opportunities for the PCAOB

and interested researchers and stakeholders to develop a

clearer understanding of the current state of knowledge

related to the causes and impact of financial statement fraud,

and to identify relevant research and policy questions as-

sociated with detecting and preventing such fraud, including

the role of the auditor (Franzel, 2016).

PCAOB recommendation #3

Require regular and formal roundtables of the PCAOB,

the SEC, the Department of Justice (DOJ), the state boards

of accountancy, and the state attorneys general to period-

ically review the overall enforcement regimes applicable to

the public company auditing profession and focus on reg-

ulatory coordination to reduce the incidence of duplication

and potentially inconsistent enforcement regimes

(Department of the Treasury, 2008, p. VII:7).

Background “The Committee believes that enhancing regu-

latory cooperation and reducing duplicative oversight of the

auditing profession by federal and state authorities and en-

hancing licensee practicemobility among the states are in the

best interest of the public and the effective operation of the

capital markets” (Department of the Treasury, 2008, p. VII:4).

PCAOB actions Although no specific requirement has been

put in place, the Board and the PCAOB staff coordinate and

meet regularly with various regulators to discuss respec-

tive oversight responsibilities.

For example, PCAOB staff shares information about PCAOB

inspection and enforcementmatters, as appropriate,with state

boards of accountancy, and the Boardmeets periodically with

representatives of the National Association of State Boards of

Accountancy (NASBA). The PCAOBDivision of Enforcement and

Investigations meets on a regular basis with staff of the SEC

Enforcement Division to coordinate investigative activities. In

addition, PCAOB staff coordinates with DOJ, state and federal

financial regulators, and law enforcement authorities on in-

dividual enforcement cases, as appropriate.

PCAOB recommendation #4

Urge the PCAOB and the SEC, in consultation with other

federal and state regulators, auditing firms, investors, other

financial statement users, and public companies, to analyze,
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explore, and enable, as appropriate, the possibility and

feasibility of firms appointing independentmemberswith full

voting power to firm boards and/or advisory boards with

meaningful governance responsibilities to improve the

governance and transparency of auditing firms (Department

of the Treasury, 2008, p. VII:8).

Background The Committee stated its belief that enhanc-

ing corporate governance of auditing firms through the

appointment of independent members to their advisory

boards and/or to firm boards, “whose duties run to the au-

diting firm and its partners,” could be particularly beneficial

to audit firm management and governance. “The Commit-

tee also believes that such advisory boards and independent

board members could improve investor protection through

enhanced audit quality and firm transparency.”

TheCommittee acknowledged that there are “multiple chal-

lenges” andmany factors for the PCAOB, SEC, and other state

and federal regulators to consider in responding to its recom-

mendation (Department of the Treasury, 2008, p. VII:10).

PCAOB actions At a May 4, 2010 PCAOB IAG meeting, the

Board sought input from the IAG on the topic of greater

transparency and governance of audit firms (Public Company

Accounting Oversight Board, 2010a, pp. 4–6). Among the

issues raised as part of this discussion was the use of firm

advisory boards composed of individuals who are indepen-

dent from the audit firm.

The Board subsequently discussed this and other audit

firm governance and transparency matters with the IAG in

2011 and 2013. In the latter discussion, the IAG presented

information to the Board about the recent implementa-

tion by global audit firms of requirements in the U.K. for the

appointment of independent non-executive directors to the

boards of the firms regulated by the U.K. Financial Report-

ing Council (Public Company Accounting Oversight Board,

2013b, pp. 20–24).

While the Board has not taken further formal actions on

this recommendation, some of the member audit firms of

the largest global networks have implemented aspects of

these recommendations beyond those required by the U.K.

For example, in the U.S., Deloitte LLP reported that it has

established an advisory council comprised of outside

members. Two of the largest global network umbrella or-

ganizations, Ernst & Young Global Limited and Grant

Thornton International Limited, have reported including ex-

ternal members on their advisory councils.

PCAOB recommendation # 5

Require auditing firms to notify the PCAOB of any pre-

mature engagement partner changes on public company

audits and, other than for retirement, the reasons for those

changes (Department of the Treasury, 2008, p. VII:11).

Background The Committee received testimony and com-

mentary that viewed the lack of transparency surrounding

auditor changes as detrimental to investor confidence in fi-

nancial reporting.

PCAOB actions TheBoard’s inspection staff obtains engagement

partner information (and other audit firm staff information)

from audit firms that it inspects. Information about engage-

ment partners, among other factors, is used in making risk-

based selections of audit engagements for inspections (Public

Company Accounting Oversight Board, 2013e, p. 7).

In a final rule adopting that proposal onDecember 15, 2015,

the Board established rules to require the public disclosure of

the name of the engagement partner on each completed audit

(Public Company Accounting Oversight Board, 2015f).6 The

Board noted that, “The disclosures being adopted by the Board

will reveal engagement partner rotations to investors, includ-

ing instanceswhere engagement partners left the engagement

before rotation would have been required” (Public Company

Accounting Oversight Board, 2015f, p. 54).

PCAOB recommendation #6

Urge the PCAOB to undertake a standard-setting initia-

tive to consider improvements to the auditor’s standard

reporting model. Further, urge that the PCAOB clarify in the

auditor’s report the auditor’s role in detecting fraud under

current auditing standards (Department of the Treasury,

2008, p. VII:13).

Background The Committee described the standardized audit

report that has reflected a “pass/fail model” since the 1930s.

In that context, the Committee heard testimony concern-

ing the longstanding “expectations gap” between investors

and auditors, which the Committee understood to be

“defined as ‘the difference between what the public and

users of financial statements perceive the role of an audit

to be and what the audit profession claim[s] is expected of

them during the conduct of an audit’” (Department of the

Treasury, 2008, p. VII:14).

The Committee described potential concerns related to

the lack of clarity regarding the role and responsibilities of

the auditor, as well as the extent of work and limitations

of the audit.

The Committee also noted that over the years there have

been numerous recommendations that the standard aud-

itor’s report be improved, including a clarification of the

auditor’s responsibilities as well as an expansion of the aud-

itor’s report to include information about how the auditor

reached its opinion.

PCAOB actions On August 13, 2013, the Board proposed a

new standard and amendments to existing standards to

enhance the auditor’s report to provide more useful infor-

mation to investors and other financial statement users. The

Board’s proposal would retain the pass/fail model, includ-

ing the basic elements of the current auditor’s report, and

would provide more information to investors and other fi-

nancial statement users about the audit and the auditor.

Most significantly, the proposed auditor reporting model

standardwould require the auditor to communicate in the aud-

itor’s report “critical audit matters” specific to each audit. The

auditor’s required communication would focus on those

matters the auditor addressed during the audit of the finan-

cial statements that involved themost difficult, subjective, or

6 The Board’s rules are subject to the approval of the SEC. As of the date

of this publication, the SEC had not yet acted on the Board’s final rule.
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complex auditor judgments or posed themost difficulty to the

auditor in obtaining sufficient appropriate audit evidence or

forming an opinion on the financial statements (Public

Company Accounting Oversight Board, 2013a, pp. 5–6).

The proposal would also require auditors’ reports to

clarify the descriptions of the auditor’s responsibilities to

obtain reasonable assurance about whether the financial

statements are free of material misstatement, whether due

to error or fraud.

The proposal followed years of outreach to investors,

public companies, auditors, and others, as described in the

proposing release. Following the issuance of the proposal,

the Board met with its SAG and held a public roundtable

to discuss the proposal and related developments in other

countries.7

The PCAOB staff has analyzed the comments received on

the proposal and at the public meetings and is drafting a

reproposal for the Board’s consideration. The staff antici-

pates recommending that the Board issue a reproposal of

the auditor’s reporting model standard for public comment

in the second quarter of 2016.

PCAOB recommendation #7

Recommend that the PCAOB review the auditing stan-

dards governing fraud detection and fraud reporting and that

the PCAOB periodically review and update these stan-

dards (Department of the Treasury, 2008, p. VII:13).

Background The Committee described potential concerns

related to the auditor’s responsibility and capability to detect

fraud in an audit. The Committee acknowledged concerns

about auditor performance in detecting fraud: “Public in-

vestors have appropriately raised questions when large

frauds have gone undetected” (Department of the Treasury,

2008,p. VII:14).

PCAOB actions The Board has taken a number of steps and

has actions ongoing in this area.

Beginning in 2010, the Board issued several auditing stan-

dards that relate to auditors’ responsibilities to assess and

respond to certain fraud risks.

Risk assessment standards integrating auditor’s responsi-

bility for fraud On August 5, 2010, the Board adopted eight

auditing standards related to the auditor’s assessment of and

response to risk in an audit (Public Company Accounting

Oversight Board, 2010b). Among other things, the stan-

dards integrate the auditor’s responsibilities for considering

fraud during the audit. This integration emphasizes that con-

sideration of fraud is a central part of the audit process and

should prompt auditors tomake amore thoughtful and thor-

ough assessment of fraud risks and develop appropriate audit

responses. The standards also include additional require-

ments related to consideration of potential management bias

in financial statements and fraud risks regarding omitted,

incomplete, or inaccurate disclosures. The standards became

effective for audits of fiscal periods beginning on or after

December 15, 2010.

Related parties and significant unusual transactions On

June 10, 2014, the Board adopted a new auditing standard

(Auditing Standard No. 18) and amended other auditing stan-

dards to strengthen auditor performance requirements in

three critical areas that historically have represented in-

creased risks of material misstatement in company financial

statements: related parties, significant unusual transac-

tions, and a company’s financial relationships and

transactions with its executive officers (Public Company

Accounting Oversight Board, 2014b). These have been con-

tributing factors in numerous financial reporting frauds over

the last several decades. The standards became effective for

audits of financial statements for fiscal years beginning on

or after December 15, 2014.

Audit practice alerts and summary inspection reports The

PCAOB issues Staff Audit Practice Alerts to highlight new,

emerging, or other timely matters – including fraud risks

– that may affect how auditors conduct audits under the ex-

isting requirements of PCAOB standards and relevant laws.

Recent Practice Alerts highlighted frequent PCAOB inspec-

tion findings in areas that are associated with fraud risks.

• Staff Audit Practice Alert No. 12, Matters Related to Au-

diting Revenue in an Audit of Financial Statements (Public

Company Accounting Oversight Board, 2014c), de-

scribed recently identified audit deficiencies in the area

of the auditors’ responses to risk of material misstate-

ment due to fraud associated with revenue.

• Staff Audit Practice Alert No. 10,Maintaining and Apply-

ing Professional Skepticism in Audits (Public Company

Accounting Oversight Board, 2012d), described recent

audit deficiencies in which auditors failed to exercise pro-

fessional skepticism in response to identified fraud risks.

In addition, the Board issues general reports in which it

summarizes audit deficiencies identified by PCAOB inspec-

tions staff, including common deficiencies in areas involving

fraud risks.

Outreach and research In addition, as described earlier

in connection with the Committee recommendation to es-

tablish a national fraud center, the PCAOB standard-setting

staff and researchers continue to engage in outreach and re-

search related to the auditor’s responsibilities and

effectiveness at detecting financial statement fraud.

PCAOB recommendation #8

Urge the PCAOB to undertake a standard-setting initia-

tive to consider mandating the engagement partner’s

signature on the auditor’s report (Department of the

Treasury, 2008, p. VII:19).

Background The Committee noted that the PCAOB had pre-

viously discussedwith its SAG– as part of a broader discussion

of potential changes to the auditor’s reportingmodel –whether

audit engagementpartners and concurringpartners should sign

the auditor’s report in their own names. The Committee also

7 The transcripts of these meetings are available on the PCAOB website

under Rulemaking Docket #34: http://pcaobus.org/Rules/Rulemaking/

Pages/Docket034.aspx.
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noted that engagement partner signatures were required in

other jurisdictions, primarily in Europe.

The Committee reported its belief “that the engage-

ment partner’s signature on the auditor’s report would

increase transparency and accountability.” However, citing

safe harbor provisions promulgated by the SEC in its

rulemaking related to public company audit committee fi-

nancial experts, the Committee noted that “the signature

requirement should not impose on any signing partner any

duties, obligations or liability that are greater than the duties,

obligations and liability imposed on such person as a

member of an auditing firm” (Department of the Treasury,

2008, p. VII:20).

PCAOB actions On December 15, 2015, the Board adopted

new rules to provide investors with more information about

the participants in public company audits, including dis-

closure of the name of the engagement partner for each

issuer audit, as well as the names of other audit firms that

participated in each audit, on a new PCAOB form “AP” (Public

Company Accounting Oversight Board, 2015f).

The Board began this rulemaking process in 2009, in re-

sponse to the ACAP recommendation, by seeking comment

on whether the engagement partner should be required to

sign the auditor’s report (Public Company Accounting

Oversight Board, 2009).

Throughout the process, the Board sought to balance the

potential benefits of disclosure regarding the engagement

partner name and the names of other accounting firms that

participate in the audit with concerns expressed by some

commenters about potential consequences, including the

potential for an increase in auditor liability and litigation

risk, confusion about the role of the firm in the audit, and

administrative costs, among other concerns.

In 2011, after considering commenters’ views on a signa-

ture requirement, the Board proposed rules to require

disclosure in the auditor’s report of the name of the engage-

ment partner. The Board proposed a disclosure approach

instead of a signature requirement primarily in response to

commenters’ concerns regarding liability and the potential for

a signature to overemphasize the role of the engagement

partner in relation to that of the firm as a whole. In addition,

the Board proposed rules to require disclosures about ac-

counting firms and other participants in the audit to provide

investors and other financial statement users with greater

transparency regarding other firm participants in the audit

(Public Company Accounting Oversight Board, 2011).

In December 2013, the Board reproposed amendments

to its standards to require disclosure in the auditor’s report

of: (1) the name of the engagement partner; (2) the names,

locations, and extent of participation of other indepen-

dent public accounting firms that took part in the audit; and

(3) the locations and extent of participation, on an aggre-

gate basis by country, of certain nonaccounting firm

participants in the audit (Public Company Accounting

Oversight Board, 2013e).

In June 2015, the Board sought comment on the possi-

bility of mandating these disclosures on a new PCAOB

form, Form AP, as an alternative to mandated disclosure in

the auditor’s report. The 2015 Supplemental Request also

solicited comment on narrowing or eliminating disclosures

regarding nonaccounting firm participants (Public Company

Accounting Oversight Board, 2015b).

The Board adopted new rules based on the 2015 Supple-

mental Request, with certain technical adjustments and

phased effective dates for the disclosures related to engage-

ment partners and other accounting firms participating in

the audit. As the Board’s adopting release explains: “The re-

quirement to provide disclosure on Form AP, rather than in

the auditor’s report as previously proposed, is primarily a

response to concerns raised by some commenters about po-

tential liability and practical concerns about the potential

need to obtain consents for identified parties in connec-

tionwith registered securities offerings.… The Board believes

that providing information about the engagement partner

and the other accounting firms that participated in the audit

on Form AP, coupled with allowing voluntary reporting in

the auditor’s report, will achieve the objectives of en-

hanced transparency and accountability for the audit while

appropriately addressing concerns raised by commenters”

(Public Company Accounting Oversight Board, 2015f, p. 6).

PCAOB recommendation #9

Urge the PCAOB to require that, beginning in 2010, larger

auditing firms produce a public annual report incorporating

information required by the European Union’s Eighth Direc-

tive, Article 40 Transparency Report and key indicators of audit

quality and effectiveness, as determined by the PCAOB. Further,

urge the PCAOB to require that, beginning in 2011, larger au-

ditingfirmsfilewith the PCAOB, on a confidential basis, audited

financial statements. Also recommend that the PCAOB

determine which of the requirements covered by the recom-

mendation should be extended to smaller audit firms

(Department of the Treasury, 2008, p. VII:20, 23).

Background The Committee noted that auditing firms and

investors have expressed support for requiring U.S. audit-

ing firms to publish reports similar to the Article 40

Transparency Report from the EU’s Eighth Directive. Under

Article 40, public company auditors are required to post on

their websites annual reports that include the following in-

formation: legal and network structure and ownership

description; governance description; most recent quality

assurance review; public company audit client list; inde-

pendence practices and confirmation of independence

compliance review; continuing education policy; financial

information, including audit fees, tax advisory fees, con-

sulting fees; and partner remuneration policies. The Article

40 Transparency Report also requires a description of the

auditing firm’s quality control system and a statement by

firm management on its effectiveness.

Status During the conduct of the Committee’s work, the

PCAOB finalized rules, proposed in May 2006, that estab-

lish a reporting framework for registered firms, under which

firms are required to file annual and special periodic reports

with the PCAOB, portions of which would be publicly avail-

able (Public Company Accounting Oversight Board, 2008a).

Although these reporting requirements were not in re-

sponse to the ACAP recommendations, the Committee noted

that some of the PCAOB requirements include elements

similar to some of the requirements of the EU directive, such
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as annual reports on firms’ public company audit client lists

and information about fees from public company clients for

audit, tax, and non-audit services (Department of the

Treasury, 2008, p. VII:21).

The PCAOB has heard on several occasions from its IAG

various views on the merits and considerations related to

requiring audit firms to providemore transparency into their

finances, governance, and audit practices.

Although the Board hasmade substantial progress in con-

sidering potential audit quality indicators (AQIs) (as

discussed below), the Board has not taken further actions

in this area. Some firms, however, have begun disclosing and

discussing various AQIs in their transparency reports. The

Center for Audit Quality has provided guidance for firms to

disclose certain audit quality information (Center for Audit

Quality, 2013, p. 1).

Several foreign jurisdictions require audit firm transpar-

ency reports, including most European member states,

consistent with EU directives and regulations, as well as Aus-

tralia. The global network firms and their member affiliates

in many of these jurisdictions issue separate transparency

reports. In addition, most of the U.S. and Canadian member

firms issue transparency reports, in part to comply with re-

quirements of some EU member states in connection with

audit services they provide in those jurisdictions.

Concentration and competition recommendations

The third area of focus of the Committee was public

company audit market concentration and competition and

the lack of choice of auditors in the large public company

audit market, and the potential negative impact on audit

quality and effectiveness (Department of the Treasury, 2008,

p. VIII:1). The Committee heavily references two signifi-

cant studies conducted by GAO regarding concentration and

competition in the audit market (Government Accountability

Office, 2003, 2008). The Committee also summarized tes-

timony regarding perceived improvements in audit quality

after enactment of the Sarbanes–Oxley Act as well as the

risks associated with any adverse financial event affecting

one of the large audit firms.

The Committee made six broad recommendations to

regulators, the audit profession, and other bodies, which con-

tained a number of sub-recommendations (Department of

the Treasury, 2008, chap. VIII). Table 3 summarizes these

recommendations.

PCAOB recommendation #10

When PCAOB inspectors interview the audit commit-

tee chair in connection with an inspection of an audit

engagement at a company that has undergone a change of

auditors, the PCAOB should inquire about whether the tran-

sition process was cooperative and transparent (Department

of the Treasury, 2008, p. VIII:5).

Background The ACAP noted that some commentators cited

the costs associated with public companies’ changing au-

ditors and how those costs can pose a barrier to entry for

smaller firms trying to enter the larger public company audit

market. The Committee noted that prompt and coordi-

nated actions and communications among the company and

predecessor and successor auditors can reduce perceived

obstacles and costs related to auditor changes (Department

of the Treasury, 2008, p. VIII:4–5).

PCAOB actions In 2010, the PCAOB staff noted that

predecessor–successor auditor communications are dis-

cussed with firms and audit committee members as part

of the inspection process (Public Company Accounting

Oversight Board, 2010c, p. 11). The staff continues to make

inquiries when there is a change in auditor about the co-

operativeness and transparency of the transition process.

PCAOB recommendation #11

Recommend that regulators and policymakers, such as

the PCAOB… include representatives of smaller auditing

firms in committees, public forums, fellowships, and other

engagements (Department of the Treasury, 2008, p. VIII:8–9).

Background The ACAP received testimony and comment

letters suggesting that there should be greater inclusion and

participation of smaller firms in public and private sector

committees, roundtables, and fellowships. The Committee

stated that “increasing name recognition and reputation

could promote audit market competition and auditor choice”

(Department of the Treasury, 2008, p. VIII:8).

PCAOB actions The PCAOB includes representatives of smaller

audit firms on its advisory groups and in public meetings.

The Board also conducts outreach to smaller audit firms

through its forums on auditing in the small business envi-

ronment and forums on auditing brokers-dealers. These

forums are designed to share important information about

Board activities with PCAOB-registered public accounting

firms that audit smaller public companies and SEC-registered

broker-dealers. The forums also provide an opportunity for

Table 3

Committee recommendations related to concentration and competition.

1. Reduce barriers to growth for smaller firms. Require disclosure

by public companies of any provisions in agreements with third

parties that limit auditor choice. Include representatives of

smaller audit firms in regulatory meetings, outreach, and other

engagement.

2. Monitor potential sources of catastrophic risk in large firms and

establish a mechanism for rehabilitation of a troubled, larger

audit firm.

3. A determination by the PCAOB, in consultation with

stakeholders, of the feasibility of developing key indicators of

audit quality and requiring firms to publicly disclose these

indicators. Require the PCAOB to monitor such indicators.

4. Promote understanding of and compliance with auditor

independence requirements by compiling requirements into a

single document that is website accessible. Develop training

materials to foster healthy professional skepticism with respect

to the lack of independence and other conflicts among public

company auditors. Use the PCAOB inspection process to inspect

for these issues.

5. Adopt annual shareholder ratification of auditors for all public

companies.

6. Enhance regulatory collaboration between PCAOB and its foreign

counterparts, consistent with the PCAOB mission of promoting

quality audits of public companies in the U.S.
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Board members and PCAOB staff to hear comments, con-

cerns, and questions from auditors.

Recently, the PCAOB began an outreach initiative using

webinars to deal with important time-sensitive issues and

to make it more efficient and cost-effective for auditors,

investors, audit committee members, and others to receive

PCAOB updates. The live, interactive webinars, which are re-

corded and available for viewing on the PCAOBwebsite, also

provide continuing professional education credit tomembers

of registered firms.

PCAOB recommendation #12

As part of its current oversight of registered auditing

firms, the PCAOB should monitor potential sources of cat-

astrophic risk that would threaten audit quality (Department

of the Treasury, 2008, p. VIII:10).

Background The Committee concluded that “the loss of one

of the larger auditing firmswould likely have a significant neg-

ative impact on the capital markets.” The Committee further

observed that the PCAOB’s audit quality-focusedmission is in-

tertwined with issues of catastrophic risk, as risks to firms’

survival historically have been largely the result of signifi-

cant audit quality failures. In its explanatory comments, the

Committee stated that the “objective of PCAOB monitoring

would be to alert the PCAOB to situations in which auditing

firm conduct is resulting in increased catastrophic risk which

is impairing or threatens to impair audit quality” (Department

of the Treasury, 2008, p. VIII:10–11).

PCAOB actions In 2014, the Board added to its strategic plan

an action item to monitor and analyze the business models

of audit firms and any related risks to audit quality (Public

Company Accounting Oversight Board, 2014e, p. 13). In De-

cember 2015, the Board refined this strategy to consider

specific risks posed by the evolving business models of the

largest firms.

PCAOB research staff in ORA, working across the PCAOB,

study a wide range of issues related to the business models

of audit firms. Those issues include revenue and growth,

scope and scale of practice, economics, competition, gov-

ernance, incentives, staffing, processes, technology, and

emerging trends. The goal is to identify features of the busi-

ness model that promote audit quality, which the Boardmay

encourage, and features that may threaten audit quality,

which the Board may consider and address. The results of

the research inform both shorter-term tactical decisions and

longer-term priorities and strategy.

ORA also plans to report on the evolution and structure of

larger accounting firms, including the mix of audit and non-

audit services, and any implications of their multidisciplinary

business models on independence and audit quality (Public

Company Accounting Oversight Board, 2015d, p. 13).

PCAOB inspections evaluate aspects of firms’ systems of

quality control that could contribute to systemic noncom-

pliance with professional standards. Deficiencies in firms’

systems of quality control are not publicly disclosed by the

PCAOB unless a firm fails to address the deficiencies to the

Board’s satisfaction within 12 months. The Board’s quality

control inspection and remediation review processes are

central to promoting audit quality and compliance with

professional standards (Public Company Accounting

Oversight Board, 2012b, pp. 8–9, A-9).

Finally, the Board and the PCAOB staff meet on a regular

basis with leadership of the domestic member firms of the

largest global networks to discuss these and other matters

related to audit quality and practice.

PCAOB recommendation #13

Recommend that the PCAOB, in consultation with audi-

tors, investors, public companies, audit committees, boards of

directors, academics, and others, determine the feasibility of

developing key indicators of audit quality and effectiveness and

require auditing firms to publicly disclose these indicators. As-

suming development and disclosure of indicators of audit

quality are feasible, require the PCAOB to monitor these in-

dicators (Department of the Treasury, 2008, p. VIII:14).

Background The Committee noted that a key issue in the

public company audit market is consideration of what drives

competition for audit clients; it acknowledged general un-

certainty about whether audit quality is the most significant

driver. The Committee stated its belief that requiring firms

to disclose indicators of audit quality may enhance not only

the quality of audits provided by such firms, but also the

ability of smaller auditing firms to compete with larger au-

diting firms. The Committee also recognized the challenges

of developing and monitoring audit quality indicators given

the complexity of the audit process and environment

(Department of the Treasury, 2008, p. VIII:14–15).

PCAOB actions On July 1, 2015, after significant Board and

staff outreach, the Board issued a concept release seeking

public input on a conceptual framework for audit quality

indicators that could potentially achieve objectives similar

to those identified by the Committee (Public Company

Accounting Oversight Board, 2015c).

The framework presents a portfolio of 28 potential mea-

sures related to three components of an audit: audit

professionals, audit process, and audit results. It is pre-

mised on a broad definition of audit quality that takes into

account varying perspectives that have been articulated over

the decades by academics, other regulatory bodies, and the

auditing profession.

The Concept Release sought input on some fundamen-

tal questions about this framework and the potential uses

of audit quality indicators.

On November 12, 2015, ORA staff discussed this initia-

tive with the Board’s SAG. ORA staff summarized the general

themes raised in the 47 comment letters received on the

concept release, including areas of general agreement and

areas of controversy and differing views. The SAG dis-

cussed issues related to the content and possible uses of

indicators, and then discussed possible next steps in the

project. The PCAOB staff is analyzing the points raised and

advice received.8

8 Details about the topics of discussion and a summary of public

comments received by the Board, together with a webcast and transcript

of the SAG meeting, are available on the PCAOB website at http://

pcaobus.org/News/Events/Pages/Nov_2015_SAG.aspx.
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PCAOB recommendation #14

Compile the SEC and PCAOB independence requirements

into a single document and make this document website ac-

cessible (Department of the Treasury, 2008, p. VIII:18).

Background The recommendation is part of the ACAP’s

broader recommendation to promote an understanding of

and compliance with auditor independence requirements

among auditors, investors, public companies, audit com-

mittees, and boards of directors, to enhance investor

confidence in the quality of audit processes and audits

(Department of the Treasury, 2008, p. VIII:17–18).

PCAOB actions PCAOB staff has discussed with SEC staff and

the Board’s SAG the considerations and challenges of the

Committee recommendation to compile and publish the SEC

and PCAOB’s independence requirements in a single doc-

ument. The PCAOB has expressed a commitment to future

work on this effort in connection with future standard-

setting projects.9

In addition, as discussed inmore detail below, the Board’s

recent strategic plans have set forth a number of strate-

gies tomonitor compliancewith independence requirements

and enhance the independence of auditors. This includes

continuing to hold auditors accountable for compliance with

independence requirements and identifying the root causes

of any noncompliance (Public Company Accounting

Oversight Board, 2015d, pp. 17–18).

PCAOB recommendation #15

Through the PCAOB inspection process, inspect the firms’

training related to professional skepticism with respect to

issues of independence and other conflicts (Department of

the Treasury, 2008, p. VIII:19).

Background The Committee heard testimony that “some au-

ditors may be taking a ‘check the box’ approach to

compliance with independence requirements, and losing

focus on the critical need to exercise independent judg-

ment or professional skepticism about whether the

substance of a potential conflict of interest may compro-

mise integrity or objectivity, or create an appearance of doing

so” (Department of the Treasury, 2008, p. VIII:19) In that

context, the Committee recommended that audit firms

develop appropriate training materials to help foster and

maintain the application of healthy professional skepti-

cism with a focus on lessons learned through PCAOB

oversight activities.

PCAOB actions Inherent within the PCAOB inspection process

is an evaluation of a firm’s application of professional skep-

ticism. As part of that evaluation, inspection staff routinely

evaluates firms’ processes to improve the application of pro-

fessional skepticism, including staff training, guidance,

additional review, and other processes.

The PCAOB has included in its recent strategic plans a

number of activities to enhance auditor independence, ob-

jectivity, and professional skepticism, including focused

inspection oversight, monitoring approaches by audit firms

and foreign regulators, and emphasizing the study of root

causes of audit deficiencies identified in inspections (Public

Company Accounting Oversight Board, 2015d, pp. 17–18).

In connection with those activities, the Board and staff

have issued reports and Staff Audit Practice Alerts that em-

phasize the importance of independence, objectivity, and

professional skepticism in audits and describe common audit

deficiencies that involve failures in those areas. For example,

Staff Audit Practice Alert No. 10, Maintaining and Applying

Professional Skepticism in Audits (Public Company Accounting

Oversight Board, 2012d), describes concerns among PCAOB

staff about the potentially inconsistent and insufficient ex-

ercise of professional skepticism in critical audit areas.

In fact, Board members have “rolled up our sleeves” to

talk about these issues publicly, in speeches and at other

forums, and remind auditors and others about the objec-

tives and fundamental requirements related to the exercise

of professional skepticism (Franzel, 2013).

In addition, the PCAOB Division of Enforcement and In-

vestigations considers as a “high priority” the investigation

of potential auditor misconduct that involves issues of in-

dependence, objectivity, and professional skepticism (Public

Company Accounting Oversight Board, 2015d, pp. 17, 42).

Of particular focus for Enforcement in recent years has

been a high rate of noncompliance by auditors of brokers

and dealers with applicable independence requirements. The

Board has undertaken several initiatives to enhance com-

pliance with these requirements and other professional

standards, including issuing progress reports that de-

scribe significant observations from inspections, issuing

guidance for audit and attestation engagements of brokers

and dealers, conducting forums and webcasts, participat-

ing in various other outreach initiatives, and initiating

investigations and disciplinary proceedings as appropriate.

PCAOB recommendation #16

Enhance regulatory collaboration and coordination

between the PCAOB and its foreign counterparts, consis-

tent with the PCAOB mission of promoting quality audits

of public companies in the U.S. (Department of the Treasury,

2008, p. VIII:21).

Background The Committee described trends in the glo-

balization of the capital markets and the involvement of

multiple jurisdictions in the regulation of auditing. It also

recognized the PCAOB’s progress in coordinatingwith foreign

audit regulators. The Committee stated its belief that

“… these types of global regulatory coordination and co-

operation are important elements in making sure public

company auditing firms of all sizes are contributing effec-

tively to audit quality.” The Committee “urges the PCAOB

and its foreign counterparts to continue to improve regu-

latory cooperation and coordination on a global basis”

(Department of the Treasury, 2008, p. VIII:22).

PCAOB actions The PCAOB has continued to expand its col-

laboration and cooperation with foreign audit regulators as

9 The Board stated that it plans to undertake future standard-setting proj-

ects to address the organizational structure of its independence standards

in its Proposed Framework for Reorganization of PCAOB Auditing Standards,

PCAOB Release No. 2013-002, p. 16, March 26, 2013.

52 Forum/Research in Accounting Regulation 28 (2016) 42–54



it has expanded its international inspections and

investigative activities. Currently, over 900 non-U.S. audit

firms frommore than 85 countries have registered with the

PCAOB.

The PCAOB’s recent strategic plans include activities in-

tended to enhance relationships with regulators around the

world. These include reaching agreements with additional

foreign regulators on approaches to conducting joint in-

spections and strengthening existing relationships;

participating as leaders in the International Forum of In-

dependent Audit Regulators (IFIAR) to facilitate sharing of

knowledge; and coordinating cross-border information

sharing, investigations, regulatory policy, and analyses (Public

Company Accounting Oversight Board, 2015d, pp. 11, 13,

15–16).

On December 2, 2015, the PCAOB convened its ninth In-

ternational Auditor Regulatory Institute, drawing more than

80 representatives from auditor oversight bodies and gov-

ernment agencies in 33 non-U.S. jurisdictions and five

international organizations (Public Company Accounting

Oversight Board, 2015e).

The Institute provides attendees the opportunity to

enhance cross-border cooperation while sharing ideas and

strategies for successful audit oversight. This year, more than

a dozen representatives of other U.S. regulatory bodies and

government agencies, and a number of representatives from

academia and the private sector, engaged in a robust dialog

through formal presentations on current audit issues.

The PCAOB also has taken on significant leadership roles

with IFIAR, including Board members and staff serving as

chair (Board member Lewis Ferguson), vice chair (Board

member Ferguson and former Board member Daniel

Goelzer), Advisory Committee members (PCAOB Chair-

man James Doty), chairs of working groups (Boardmembers

Ferguson and Steven Harris), and vice chairs of working

groups (Director of Enforcement and Investigations Claudius

Modesti).

Conclusion

Given the extensive PCAOB actions related to the ACAP

recommendations, it seems reasonable to ask, “Are we there

yet?” But this is not the correct question, because we should

never become complacent in thinking that we’ve made suf-

ficient progress or completed the necessary actions to

achieve high quality auditing. A nimble and responsive reg-

ulator should continually monitor relevant environmental

and market conditions and regularly assess the impact of

its regulatory activities to effectively manage risk and be

efficient.

In order to protect investors and the public interest, the

entire system of financial reporting, auditing, and regula-

tionmust be guided by the fundamental principles of having

the right incentives to encourage key parties to do the right

thing and adequate transparency to help ensure that the

right things will happen, accompanied by full accountabil-

ity. And the regulatory system must proactively assess and

address risks within the system that threaten those fun-

damental principles.

The Department of the Treasury’s 2008 ACAP report was

an invaluable roadmap at a critical time in history for the

PCAOB and the auditing profession. As the first compre-

hensive study of the profession since the 2002 legislation

establishing the PCAOB, the report identifies many signif-

icant issues for the Board and the profession itself.

The PCAOB continues to focus on areas raised in the ACAP

report. Those areas include promoting auditor objectivity

and skepticism; expanding the auditor’s report to provide

useful information to investors; improving firm transpar-

ency reports, expanding the use and usefulness of audit

quality indicators, continuing examination of auditor de-

tection and prevention of fraud; and increasing coordination

with foreign audit regulators in inspections, enforcement,

standards and policy matters.

Since the time ACAP report was written, risks to audit

quality have changed. In addition, new changes and inno-

vations represent both opportunities and potential risks to

audit quality. While key issues raised in the ACAP report

remain relevant, audit firms and audit regulators must be

insightful and forward-looking to detect new and emerg-

ing risks so that timely actions can be taken to ensure

reliable, high quality auditing to support the capital markets

and protect investors.
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STANDING ADVISORY GROUP MEETING 

STATUS OF PCAOB-RELATED RECOMMENDATIONS FROM THE 
U.S.  DEPARTMENT OF THE TREASURY'S

ADVISORY COMMITTEE ON THE AUDITING PROFESSION

OCTOBER 13-14, 2010 

 On October 6, 2008, the U.S. Department of Treasury's Advisory Committee on 
the Auditing Profession ("ACAP") issued its final report and recommendations to 
enhance the sustainability of a strong and vibrant public company auditing profession.1/

A number of the recommendations involve the Public Company Accounting Oversight 
Board ("PCAOB" or "Board"). Below is a list of the formal recommendations – organized 
by area focus – that refer to or involve the PCAOB, as well as PCAOB developments on 
the implementation of those recommendations.2/ In some cases, the explanatory text to 

                                           
1/ U. S. Department of the Treasury, Final Report of the Advisory Committee 

on the Auditing Profession to the U.S. Department of the Treasury ("ACAP Final 
Report") (October 6, 2008), available at: http://www.treas.gov/offices/domestic-
finance/acap/docs/final-report.pdf.

2/ Some of the recommendations affecting the PCAOB may also require 
certain action by the Securities and Exchange Commission ("SEC" or "Commission"). 
As a practical matter, the PCAOB consults with the SEC on policy level issues, such as 
those discussed in ACAP's Final Report. For its 2009 calendar year, the Board was 
required to consult with the Commission with respect to the implementation of the ACAP 
recommendations. See Order Approving Public Company Accounting Oversight Board 
Budget and Annual Accounting Support Fee for Calendar Year 2009, SEC Release 33-
8989 (December 17, 2008).  
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these recommendations includes other suggested action for the PCAOB and, as 
appropriate, these suggestions are referred to in the update below.  

Human Capital Recommendations

1. Recommendation 3. Ensure a sufficiently robust supply of qualified 
accounting faculty to meet demand for the future and help prepare new entrants 
to the profession to perform high quality audits. * * * (b) Emphasize the utility and 
effectiveness of cross-sabbaticals.

In connection with this recommendation, the ACAP recommended expanding 
faculty fellowship programs in agencies, such as those at the SEC and the Financial 
Accounting Standards Board ("FASB"), and making them available at the PCAOB. 

 On December 22, 2009, the PCAOB announced the establishment of and 
candidate solicitation for an Academic Fellow Program. This program is designed to 
appoint an experienced researcher and academic, with an active interest in auditing and 
oversight matters, to serve as an Academic Fellow for a term of up to 12 months.

 The Academic Fellow is expected to provide analytical support and advice to the 
PCAOB's Office of Research and Analysis ("ORA") as well as other offices and divisions 
of the PCAOB and develop innovative ideas and problem-solving concepts within the 
framework of responsibilities of ORA. Such projects may include research on 
accounting and auditing matters, risk-assessment research, and/or other research and 
work relating to PCAOB activities.

 On June 15, 2010, Acting Chairman Goelzer announced that Professor Michael 
Stein had been named as its inaugural fellow.3/ Dr. Stein is assigned to ORA for the 
academic year 2010-2011.

                                                                                                                               
 The PCAOB published a similar status report on the PCAOB-recommendations 
from the ACAP earlier this year. See Status of PCAOB-Related Recommendations from 
the U.S. Department of Treasury's Advisory Committee on the Auditing Profession,
PCAOB Staff Briefing Paper (April 7-8, 2010).

3/ See PCAOB Names Old Dominion University Professor Michael Stein as 
Inaugural Academic Fellow for 2010-2011, PCAOB Press Release (June 15, 2010).  
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 Dr. Stein is a Professor of Accounting at Old Dominion University in Norfolk, 
Virginia. He has published articles in leading academic journals on topics such as: audit 
quality and audit market competitiveness; the pricing of litigation risk in audit fees; the 
measurement and identification of factors contributing to auditor productive efficiency; 
the estimation of auditors' materiality assessments; auditor changes and auditor tenure; 
and the measurement of the value of audits. He has completed multiple appointments 
as an editorial board member for The Accounting Review and Contemporary 
Accounting Research publications. He recently finished a term as an Associate Editor 
for the journal Auditing: A Journal of Practice & Theory.

Firm Structure and Finances Recommendations

2. Recommendation 1. Urge the Securities and Exchange Commission (SEC), 
and Congress as appropriate, to provide for the creation by the Public Company 
Accounting Oversight Board (PCAOB) of a national center to facilitate auditing 
firms' and other market participants' sharing of fraud prevention and detection 
experiences, practices, and data and innovation in fraud prevention and detection 
methodologies and technologies, and commission research and other fact-
finding regarding fraud prevention and detection, and further, the development of 
best practices regarding fraud prevention and detection. 

 The PCAOB had discussions, on an informal basis, with various experts to solicit 
views on the potential scope, structure, and organization of a national center focused on 
the prevention and detection of financial fraud (the "Center"). 

 Based on these discussions, the PCAOB developed a preliminary outline for the 
Center. The Center would (1) maintain a repository of information related to financial 
reporting fraud, including types of fraud, case histories and lessons learned, current 
trends and risks, and best practices to identify financial reporting fraud; (2) produce 
periodic and ad hoc reports on risks related to financial reporting; and (3) publish 
information to enhance understanding of the risk of financial fraud.

 On April 6, 2010, the PCAOB posted to its Web site an announcement soliciting 
candidates for this director position.4/

                                           
4/ See PCAOB Seeks Director, Financial Reporting Fraud Resource Center,

PCAOB Press Release (April 6, 2010). 
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 At the inaugural meeting of the Board's Investor Advisor Group ("IAG") on May 4, 
2010, the Board sought input from its IAG on the establishment of a Center.5/

 The Board is now in the process of interviewing candidates for the director of the 
Center. Once selected, the director, in consultation with the Board and PCAOB senior 
staff, will prepare an organizational plan and initial budget for the Center.  

3. Recommendation 2. Encourage greater regulatory cooperation and 
oversight of the public company auditing profession to improve the quality of the 
audit process and enhance confidence in the auditing profession and financial 
reporting. * * * (b) Require regular and formal roundtable meetings of regulators 
and other governmental enforcement bodies in a cooperative effort to improve 
regulatory effectiveness and reduce the incidence of duplicative and potentially 
inconsistent enforcement regimes. 

 In connection with this recommendation, the Committee recommended 
mandating regular and formal roundtables of the PCAOB, the SEC, the Department of 
Justice, the state boards of accountancy, and the state attorneys general, to periodically 
review the overall enforcement regimes applicable to the public company auditing 
profession.

Coordination among regulators with jurisdiction over auditor conduct is also 
important to identify and address any regulatory gaps that could harm the investing 
public, and to provide for the most effective use of scarce regulatory resources. PCAOB 
enforcement staff already has regular informal and case-by-case contact with other 
enforcement agencies, as permitted by the Sarbanes-Oxley Act of 2002 ("Act"). The 
PCAOB is also considering whether a more formal meeting or meetings with 
appropriate enforcement agencies to discuss emerging risks in auditing, appropriate 
information-sharing, and other issues, would be useful in furtherance of the PCAOB's 
mission. In this regard, the PCAOB enforcement staff has met with SEC enforcement 
staff, with whom it closely coordinates its investigations, to discuss convening an 
appropriate first meeting based on these goals. The Board is hopeful that a first meeting 
will take place early in 2011.

                                           
5/ See PCAOB Announces Inaugural Investor Advisory Group on May 4, 

2010, PCAOB Press Release (April 20, 2010); See also Investor Advisory Group of the 
Public Company Accounting Oversight Board: Summary of May 4, 2010 Meeting at 1-3.
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4. Recommendation 3. Urge the PCAOB and the SEC, in consultation with 
other federal and state regulators, auditing firms, investors, other financial 
statement users, and public companies, to analyze, explore, and enable, as 
appropriate, the possibility and feasibility of firms appointing independent 
members with full voting power to firm boards and/or advisory boards with 
meaningful governance responsibilities to improve governance and transparency 
of auditing firms. 

 The Board has discussed this recommendation but has not taken any action. 

 Moreover, at the May 4, 2010 IAG meeting, the Board sought input from the IAG 
on the topic of greater transparency and governance of audit firms.6/ Among the issues 
raised as part of this discussion was the use of firm advisory boards, composed of 
individuals who are independent from the audit firm.

5. Recommendation 4. Urge the SEC to amend Form 8-K disclosure 
requirements to characterize appropriately and report every public company 
auditor change and to require auditing firms to notify the PCAOB of any 
premature engagement partner changes on public company audit clients. 

The Board's inspection staff has obtained information regarding engagement 
partner changes on public company audits from certain auditing firms and, as 
appropriate, has utilized this information in its issuer engagement selection process. 

6. Recommendation 5: Urge the PCAOB to undertake a standard-setting 
initiative to consider improvements to the auditor's standard reporting model. 
Further, urge that the PCAOB and the SEC clarify in the auditor's report the 
auditor's role in detecting fraud under current auditing standards and further that 
the PCAOB periodically review and update these standards.  

a. Consider Improvements to Auditor's Standard Reporting Model and Clarify 
in the Auditor's Report the Auditor's Role in Detecting Fraud  

The Board discussed this recommendation with both its Standing Advisory Group 
("SAG") and IAG.

                                           
6/ See Investor Advisory Group of the Public Company Accounting Oversight 

Board: Summary of May 4, 2010 Meeting at 5-6.
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At the April 7-8, 2010 SAG meeting, panelists presented information relating to 
the history and evolution of the U.S. standard auditor's report and the ACAP 
recommendation. After the panelists' remarks, SAG members and observers discussed 
in break-out sessions potential ways to: (i) change the standard auditor's report and (ii) 
clarify in the auditor's report the auditor's role in detecting fraud. On the second day of 
the meeting, a summary of the break-out group discussions was presented to the SAG 
and SAG members had an opportunity to provide additional commentary.7/

At the May 4, 2010 IAG meeting, a panel discussion was held on greater 
transparency of the audit process.8/ Among the topics discussed as part of this panel 
was the auditor's reporting model, including suggestions to clarify in the auditor's report 
the auditor's role in detecting fraud.

At the July 15, 2010 SAG meeting, the PCAOB's Office of the Chief Auditor 
updated and sought feedback from the SAG on potential next steps in the standard-
setting process with respect to this issue. 

 Based on these discussions, the PCAOB has added a new project on the 
auditor's reporting model to its standard-setting agenda.9/ The PCAOB's Office of the 
Chief Auditor is currently conducting research to ascertain and identify additional 
investor and user needs and plans to present its findings to the Board in the first quarter 
of 2011. The current standard-setting agenda contemplates that the Board will issue a 
related concept release in the second quarter of 2011 and hold a roundtable on the 
topic in the third quarter of 2011. This type of consultation with interested parties – 
through a roundtable, concept release and otherwise – is consistent with the part of the 
ACAP's Final Report on this recommendation that provides that "the PCAOB should 
consult with investors, other financial statement users, auditing firms, public companies, 

                                           
7/ See ACAP Committee's Recommendation Relating to the Auditor's 

Reporting Model, PCAOB Standing Advisory Group, PCAOB Staff Briefing Paper (April 
7-8, 2010). 

8/  See Investor Advisory Group of the Public Company Accounting Oversight 
Board: Summary of May 4, 2010 Meeting at 6-7.

9/  See Office of the Chief Auditor Standard-Setting Agenda (October 2010).
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academics, other market participants, and other state, federal, and foreign 
regulators."10/

 b. Review and Update Auditing Standards Governing Fraud 

One of the functions of the Board's Center on financial fraud will be to work 
collaboratively with the PCAOB's Office of the Chief Auditor as well as other divisions 
and offices to make recommendations to the Board as to whether auditing standards 
governing fraud detection and reporting should be changed.

 The PCAOB also has several standard-setting projects on its agenda that 
address the assessment of fraud risk.11/ Below are some developments in this area.

Risk Assessment Standards Integrating Auditor's Responsibility for Fraud: On 
August 5, 2010, the Board adopted eight auditing standards related to the auditor's 
assessment of and response to risk in an audit.12/ Among other things, the standards 
integrate the auditor's responsibilities for considering fraud during the audit. This 
integration emphasizes that consideration of fraud is a central part of the audit process 
and should prompt auditors to make a more thoughtful and thorough assessment of 
fraud risks and develop appropriate audit responses. The standards also include 
additional requirements related to consideration of potential management bias in 
financial statements and fraud risks regarding omitted, incomplete, or inaccurate 
disclosures. The standards, if approved by the Commission, will become effective for 
audits of fiscal periods beginning on or after December 15, 2010. 

                                           
10/  ACAP Final Report at VII:18.  

11/ See Office of the Chief Auditor Standard-Setting Agenda (October 2010). 

12/ See Auditing Standards related to the Auditor's Assessment of and 
Response to Risk and Related Amendments to PCAOB Standards, PCAOB Release 
No. 2010-004, PCAOB Rulemaking Docket Matter No. 026 (August 5, 2010). The Board 
has submitted final standards to the Commission for approval pursuant to Section 107 
of the Act, which have been published in the Federal Register, 75 FR 59332 
(September 27, 2010). The Commission comment period on these standards closes 
October 18, 2010.
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The Board initially proposed these standards on October 21, 2008 and 
reproposed these standards on December 17, 2009.13/ At the April 7-8, 2010 SAG 
meeting, the PCAOB's Office of the Chief Auditor provided a summary of the comments 
received on its reproposal.

Confirmation: On July 13, 2010, the Board proposed for public comment a new 
confirmation standard to supersede the PCAOB's existing confirmation standard.14/ The 
proposed confirmation standard requires the auditor to perform confirmation procedures 
in response to significant risks, including fraud risks, and includes other procedures that 
address the risk of material misstatement due to error or fraud.

The comment period on the proposed standard closed on September 13, 2010. 
The Board received 26 comments and is considering the comments received. At the 
October 13-14, 2010 SAG meeting, the PCAOB's Office of the Chief Auditor will provide 
a summary of the comments received. 

Related Parties: Among the priorities on the Board's standard-setting agenda is a 
project on related party transactions, which can be a contributing factor in financial 
reporting frauds. At its October 14-15, 2009 meeting, the SAG discussed certain 
matters in connection with the development of the Board's standard-setting project on 

                                           
13/  See Proposed Auditing Standards related to the Auditor's Assessment of 

and Response to Risk and Conforming Amendments to PCAOB Standards, PCAOB 
Release No. 2008-006, PCAOB Rulemaking Docket Matter No. 026 (October 21, 2008) 
and Proposed Auditing Standards related to the Auditor's Assessment of and Response 
to Risk and Conforming Amendments to PCAOB Standards, PCAOB Release No. 
2009-007, PCAOB Rulemaking Docket Matter No. 026 (December 17, 2009).

14/  See Proposed Auditing Standard Related to Confirmations and Related 
Amendments to PCAOB Standards, PCAOB Release No. 2010-003, PCAOB 
Rulemaking Docket Matter No. 028 (July 13, 2010). On April 14, 2009, the Board issued 
for public comment a concept release on the potential direction of a proposed 
standards-setting project on audit confirmations. See Concept Release on Possible 
Revisions to the PCAOB's Standard on Audit Confirmations, PCAOB Release No. 2009-
002, PCAOB Rulemaking Docket Matter No. 028 (April 14, 2009).   
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related parties.15/ Based on this input, the Board is evaluating potential revisions to the 
related parties auditing standard and plans to issue a proposed standard in 2011.

Audit Practice Alerts: In addition to its standard-setting, the PCAOB uses Staff 
Audit Practice Alerts to highlight new, emerging, or otherwise noteworthy circumstances 
– including fraud risks – that may affect how auditors conduct audits under the existing 
requirements of PCAOB standards and relevant laws. For example, Staff Audit Practice 
Alert No. 3, Audit Considerations in the Current Economic Environment relates to 
auditing challenges as a result of the economic crisis and highlights certain fraud 
risks.16/ Moreover, on April 7, 2010, the PCAOB issued Staff Audit Practice Alert No. 5, 
Auditor Considerations Regarding Significant Unusual Transactions, relating to 
significant unusual transactions that can provide opportunities for companies to engage 
in fraudulent financial reporting.17/

7. Recommendation 6: Urge the PCAOB to undertake a standard-setting 
initiative to consider mandating the engagement partner's signature on the 
auditor's report. 

 At the October 22-23, 2008 SAG meeting, a panel consisting of an investor, an 
academic, and a representative from a large accounting firm, discussed whether the 
PCAOB should consider mandating the engagement partner's signature on the auditor's 
report.18/

                                           
15/  See Related Parties, PCAOB Standing Advisory Group Meeting, PCAOB 

Staff Briefing Paper (October 14-15, 2009).

16/  See Staff Audit Practice Alert No. 3, Audit Considerations in the Current 
Economic Environment, PCAOB Staff Audit Practice Alert (December 5, 2008).

17/  See Staff Audit Practice Alert No. 5, Auditor Considerations Regarding 
Significant Unusual Transactions, PCAOB Staff Audit Practice Alert (April 7, 2010).  

18/ See Panel Discussion – Signing the Auditor's Report, PCAOB Standing 
Advisory Group Meeting, PCAOB Staff Briefing Paper (October 22-23, 2008). 
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 On July 28, 2009, the Board issued a concept release to solicit comment on 
whether the engagement partner should be required to sign the audit report.19/ The 
concept release briefly discusses views on this issue from the SAG and ACAP and 
provides some background on signature requirements in Europe. The release also 
discusses reasons for a signature requirement and potential amendments to PCAOB 
standards.

 The deadline for comments on the concept release was September 11, 2009. 
The Board received 23 comment letters. At the October 14-15, 2009 SAG meeting, the 
PCAOB's Office of the Chief Auditor provided an update on the concept release and 
comments received.

 At the May 4, 2010 IAG meeting, the Board sought input from the IAG on the 
topic of greater transparency and governance of audit firms.20/ Among the issues 
discussed was mandating the engagement partner's signature on the auditor's report.

 The Board's consideration of next steps is pending further action. 

8. Recommendation 7. Urge the PCAOB to require that, beginning in 2010, 
larger auditing firms produce a public annual report incorporating (a) information 
required by the EU's Eighth Directive, Article 40 Transparency Report deemed 
appropriate by the PCAOB, and (b) such key indicators of audit quality and 
effectiveness as determined by the PCAOB in accordance with Recommendation 
3 in Chapter VIII of this Report. Further, urge the PCAOB to require that, 
beginning in 2011, the larger auditing firms file with the PCAOB on a confidential 
basis audited financial statements. 

 The Board has discussed this recommendation but has not taken any action. 

 At the May 4, 2010 IAG meeting, the Board sought input from the IAG on the 
topic of greater transparency and governance of audit firms.21/ Among the issues raised 
as part of this discussion was the disclosures of "audit quality indicators".   

                                           
19/  See Concept Release on Requiring the Engagement Partner to Sign the 

Audit Report, PCAOB Release No. 2009-005 (July 28, 2009).

20/  See Investor Advisory Group of the Public Company Accounting Oversight 
Board: Summary of May 4, 2010 Meeting at 5-6.
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Concentration and Competition Recommendations

9. Recommendation 1. Reduce barriers to the growth of smaller auditing firms 
consistent with an overall policy goal of promoting audit quality. Because smaller 
auditing firms are likely to become significant competitors in the market for larger 
company audits only in the long term, the Committee recognizes that 
Recommendation 2 will be a higher priority in the near term. * * * (b) Include 
representatives of smaller auditing firms in committees, public forums, 
fellowships, and other engagements. 

 In connection with this recommendation, the ACAP Final Report also notes that 
"the PCAOB should inquire about whether the transition process [between predecessor 
and successor auditors] was cooperative and transparent," when the PCAOB interviews 
the audit committee chair in connection with an inspection of an audit engagement at a 
company that has undergone a change of auditors.22/

 The PCAOB's Division of Registration and Inspections has asked certain firms 
about the cooperativeness and transparency of the transition process between 
predecessor and successor auditors in its interviews of audit committee chairs that have 
undergone a change in auditors. 

 With respect to the recommendation relating to including smaller audit firm 
representatives in committees, public forums, fellowships, and other engagements, the 
PCAOB has several initiatives. 

 First, the Board hosts the Forums on Auditing in the Small Business 
Environment. Each year, since the first forum was held at the end of 2004, the PCAOB 
has held between six and ten of these forums in locations around the United States to 
educate auditors of smaller public companies about the work of the Board, specifically 
the PCAOB inspection process and the impact of new auditing standards. Most 
recently, seven forums were held in 2008 and six forums were held in 2009; 658 

                                                                                                                               
21/  See Investor Advisory Group of the Public Company Accounting Oversight 

Board: Summary of May 4, 2010 Meeting at 5-6.

22/ ACAP Final Report at VIII:5. 
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auditors attended the seven forums in 2008, and 590 auditors attended the six forums in 
2009.

 Seven forums have been scheduled for 2010; five forums have taken place and 
forums in Dallas, Texas and Miami, Florida are scheduled to be held on November 2, 
2010 and December 1, 2010, respectively.23/ Attendance at the forums is limited to 
smaller auditing firms registered with the PCAOB. The forums are intended to give 
these firms an opportunity to meet directly with the PCAOB Board members and staff 
and gain insight with respect to the PCAOB's inspection process and its standard-
setting work. 

 Moreover, the PCAOB includes representatives of smaller audit firms on its SAG, 
as well as on panels discussing certain issues with the SAG, to obtain input on 
standard-setting projects from auditors with this perspective.   

  In addition, representatives of smaller audit firms are often consulted on an ad 
hoc basis with respect to certain standard-setting projects. For example, representatives 
from smaller auditing firms assisted the PCAOB's Office of the Chief Auditor in 
developing staff guidance on auditing internal control over financial reporting in smaller 
public companies.24/

 On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection 
Act (the "Dodd-Frank Act") vested the PCAOB with the authority to oversee auditors of 
the financial statements and selected practices and procedures of all SEC-registered 
securities broker-dealers. The great majority of the more than 500 additional firms that 
have registered with the Board because they perform broker-dealer audits are, like their 
clients, small businesses. In light of this new authority, the Board began to reassess its 
communications and outreach strategy, particularly with respect to entities in the small 
business community. As part of this effort, in 2011, the Board intends to develop a new 
forum focused on audits of practices, procedures and financial statements of broker-
dealers.

                                           
23/ For a schedule of the 2010 PCAOB Forums on Auditing in the Small 

Business Environment, see http://pcaobus.org/Featured/Pages/SmallBusinessForums. 
aspx.

24/ See An Audit of Internal Control over Financial Reporting that is Integrated 
with an Audit of Financial Statements – Guidance for Auditors of Smaller Public 
Companies, Staff Views (January 23, 2009). 
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10. Recommendation 2. Monitor potential sources of catastrophic risk faced by 
public company auditing firms and create a mechanism for the preservation and 
rehabilitation of troubled larger public company auditing firms. * * * (a) As part of 
its current oversight over registered auditing firms, the PCAOB should monitor 
potential sources of catastrophic risk which would threaten audit quality.

 The Board has discussed this recommendation but has not taken any action. 

As part of its annual inspections of the largest firms, however, the PCAOB 
reviews pending litigation and discusses the firms’ current evaluation of the likelihood of 
incurring significant litigation losses or costs. The PCAOB also inspects the firms' quality 
control systems, since catastrophic risk could stem from failures in these systems, 
including the manner in which these systems are applied to particular issuer audits. The 
relevant inspection procedures in this area include: (i) reviewing how the firm reacts to 
restatements or other potential quality control defects once known, such as internal 
inspection findings; (ii) evaluating a firm's client acceptance and retention procedures to 
ensure the firm accepts reputable clients for which the firm has appropriate and 
knowledgeable resources to provide the audit services; and (iii) considering the level of 
quality controls that exist over non-U.S. associates of the firm that participate in the 
audits conducted by the U.S. firm when auditing multi-national issuers. 

At the May 4, 2010 IAG meeting, the Board sought input from the IAG on the 
topic of greater transparency and governance of audit firms.25/ In this context, some IAG 
members discussed catastrophic or systemic risk to auditing firms. 

11. Recommendation 3. Recommend the PCAOB, in consultation with auditors, 
investors, public companies, audit committees, boards of directors, academics, 
and others, determine the feasibility of developing key indicators of audit quality 
and effectiveness and requiring auditing firms to publicly disclose these 
indicators. Assuming development and disclosure of indicators of audit quality 
are feasible, require the PCAOB to monitor these indicators.

                                           
25/  See Investor Advisory Group of the Public Company Accounting Oversight 

Board:  Summary of May 4, 2010 Meeting at 5-6.
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 At its October 22-23, 2008 meeting, the SAG discussed this recommendation.26/

Specifically, panelists provided background information on audit quality, including an 
overview of the ACAP recommendation, a review of selected academic research on 
audit quality, and key points from initiatives on audit quality by the UK Financial 
Reporting Council and the Transparency Report required by the EU's Eighth Directive. 
SAG members, as a group and in three break-out sessions, then discussed issues 
regarding the feasibility of developing such indicators. 

 The PCAOB's Office of the Chief Auditor is also monitoring work in this area by 
others, such as International Organization of Securities Commissions ("IOSCO") and 
the International Auditing and Assurance Standards Board ("IAASB").27/

 In addition, at the May 4, 2010 IAG meeting, the Board sought input from the IAG 
on the topic of greater transparency and governance of audit firms.28/ Among the issues 
raised as part of this discussion was the disclosures of "audit quality indicators".

12. Recommendation 4. Promote the understanding of and compliance with 
auditor independence requirements among auditors, investors, public 
companies, audit committees, and boards of directors, in order to enhance 
investor confidence in the quality of audit processes and audits. 

(a) Compile the SEC and PCAOB independence requirements into a single 
document and make this document website accessible. The American Institute of 
Certified Public Accountants (AICPA) and state boards of accountancy should 
clarify and prominently note that differences exist between the SEC and PCAOB 
standards (applicable to public companies) and the AICPA and state standards 

                                           
26/ See SAG Discussion – Treasury Advisory Committee's Recommendation 

Relating to the Feasibility of Developing Key Indicators of Audit Quality and 
Effectiveness, PCAOB Standing Advisory Group, PCAOB Staff Briefing Paper (October 
22-23, 2008). 

27/ See e.g. Transparency of Firms that Audit Public Companies, Consultation 
Report, Technical Committee of the International Organization of Securities 
Commissions (September 2009).

28/  See Investor Advisory Group of the Public Company Accounting Oversight 
Board:  Summary of May 4, 2010 Meeting at 5-6.
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(applicable in all circumstances, but subject to SEC and PCAOB standards, in the 
case of public companies) and indicate, at each place in their standards where 
differences exist, that stricter SEC and PCAOB independence requirements 
applicable to public company auditors may supersede or supplement the stated 
requirements. This compilation should not require rulemaking by either the SEC 
or the PCAOB because it only calls for assembly and compilation of existing 
rules.

(b) Develop training materials to help foster and maintain the application of 
healthy professional skepticism with respect to issues of independence and other 
conflicts among public company auditors, and inspect auditing firms, through the 
PCAOB inspection process, for independence training of partners and mid-career 
professionals.

 With respect to compiling and publishing the SEC's and PCAOB's independence 
requirements into a single document, the PCAOB has assisted the SEC with respect to 
this compilation, particularly as it relates to PCAOB's independence requirements.

 With respect to fostering professional skepticism, inherent within the PCAOB 
inspection process is an evaluation of a firm's application of professional skepticism. As 
part of that evaluation, the inspection staff routinely evaluates the development of 
processes by the firms designed to improve the application of professional skepticism. 
Examples of the processes developed by firms include additional levels of review, 
increased involvement of specialists, additional guidance, and training. 

13. Recommendation 6. Enhance regulatory collaboration and coordination 
between the PCAOB and its foreign counterparts, consistent with the PCAOB 
mission of promoting quality audits of public companies in the United States. 

 The PCAOB engages in dialogue with its non-U.S. counterparts on a bilateral 
basis to facilitate joint inspections or PCAOB-only inspections of non-U.S. accounting 
firms registered with the PCAOB. Over 900 non-U.S. accounting firms, located in 87 
countries, are registered with the PCAOB. Since its inception, the Board has conducted 
252 inspections of non-U.S. firms located in 34 jurisdictions. Of these 252 inspections, 
103 were conducted jointly with a non-U.S. oversight body.

 Moreover, while the Board would like to further its cooperation and coordination 
with all of its non-U.S. counterparts and has tried for several years to negotiate 
arrangements with authorities in the affected jurisdictions to eliminate asserted 
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obstacles to Board inspections, obstacles persist in several jurisdictions. In some of 
those jurisdictions, there have been recent indications of progress.29/ The Board 
continues to try to work through the issues with the relevant foreign authorities. 
Currently, however, in some jurisdictions, there is substantial uncertainty about whether 
and when PCAOB inspections of registered firms will be able to go forward.  

 The PCAOB also participates as a member in the International Forum of 
Independent Audit Regulators ("IFIAR"), whose purpose is to bring public auditor 
oversight entities together to share information and exchange ideas. Currently, there are 
37 countries represented among the IFIAR members. Since the PCAOB joined IFIAR in 
2006, the PCAOB has participated in eight IFIAR plenary meetings and four IFIAR 
inspection workshops. The PCAOB will host the next IFIAR inspection workshop in 
Washington D.C. in early 2011.

 The PCAOB hosts an International Auditor Regulatory Institute in Washington 
D.C. In October 2009, the PCAOB held its third annual International Auditor Regulatory 
Institute ("Institute"). Representatives of auditor oversight bodies and government 
agencies from more than 42 countries participated to learn more about the PCAOB's 
programs and exchange views on issues that have an impact on the oversight of 
auditors.

 The Institute offered seminars on the structure of the PCAOB's auditor oversight 
program, considerations relevant to international inspections, and current topics in 
enforcement and standard setting. The Institute also included a panel discussion with 
representatives of several of the PCAOB's international counterparts, addressing a 
range of issues related to auditor oversight worldwide. 

 The PCAOB plans to host its fourth annual Institute in Washington D.C. in 
November 2010.

*  *  * 

                                           
29/ On September 1, 2010, the European Commission adopted a decision 

recognizing the "adequacy" of the PCAOB for purposes of the European Union's 
Statutory Audit Directive. This decision permits the individual Member State audit 
regulators to enter into bilateral arrangements with the PCAOB, subject to certain 
conditions. The PCAOB is currently negotiating with several EU audit regulators and 
hopes to resolve the remaining obstacles to inspections. 
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 The PCAOB is a private-sector, non-profit corporation that oversees the auditors 
of public companies and brokers and dealers in order to protect the interests of 
investors and further the public interest in the preparation of informative, fair, and 
independent audit reports. 
















































