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September 16, 2016

Parveen Gupta

Lynn Turner

Committee Co-Chairs

[nvestor Advisory Group

Public Company Oversight Board

Working Group on the U.S, Treasury Advisory
Commitiee on the Auditing Profession

Dear Parveen and Lynn,

In reference to your request for a response for the Investor Advisory Group of the PCAOB, with
respect (o the Advisory Committee on the Auditing Profession { ACAP) recommendations, you
will find below and attached potentially useful resources created by the Pathways Commission
on Accounting Higher Education, the American Accounting Association, and several other
organizations,

Recommendation 5 of the “Final Report of the Advisory Commitiee on the Auditing Profession
to the U_S. Department of the Treasury™ (2008) encouraged: “.. .the AICPA and the AAA Jointly
to form a commission to provide a timely study of the possible future structure of higher
education for the accounting profession”. (p. V1:23)

The AICPA and AAA jointly formed The Pathways Commission on Accounting Higher
Education: Charting a National Strategy for the Next Generation of Accountants — now
commonly referred to as “The Pathways Commission™, “to study the future structure of
higher education for the accounting profession and develop recommendations for
educational pathways to engage and retain the strongest possible community of
students, academics, practitioners, and other knowledgeable leaders in the practice and
study of accounting.” (The Pathways Commission, 2012, p. 9.

A wide range of individuals and organizations participated in the work of the Pathways
Commission, many of them working in parallel in other organizations and institutions on projects
aligned with the ideas being explored by the Commission. Included here {attached and with links
provided) ave the full set of reports published by the Pathways Commission, As well. the
summary below provides links to these reports posted online as part of the extensive collection
of resources created by, and shared widely throughout, the project at pathwayscommission.org
and pathwaysinspired.org. The Commission’s substantive body of work - designed and created
by academics and practitioners from a wide range of institutions. com panies, and firms - from
across the learned profession of accounting broadly defined — resulted from conversations and
plans sparked by the ACAP repor,

In parallel, and building on synergies with the ongoing work of the Pathways Commission, the
Board of Directors and Council of the American Acco unting Association {(AAA), began a new
phase of strategic planning titled *Sharpening our Vision™ (see attached, “The AAA Centers for
Advancing Accounting ), resulting in plans to create Centers for Advancing Accounting



focusing in four areas: education, research, practice. and the public interest. With research and
recommendations from its member leadership. and building on insights gained through co-
sponsoring the Pathways Commission, the AAA Board approved plans to launch the new
strategy with the Center for Advancing Accounting Education.

The three attached appendices include reports and online resources providing an overview of the
work of the Pathways Commussion, potentially useful online resources, and resources organized
by ACAP recommendation. An electronic version with the working links will follow, to allow
ease of use of the reference links.

All the best.
- "II-.':IH'-'{!'.'." Jé:’- -.Jrl:’""?ff in‘.{

Tracey E. Sutherland, PhD
Executive Director




Appendix A: The Pathways Commission

Pathways Commission reports included (and their online links)

The Pathways Commission, {2013). Implementing the Recommendations of The Pathways
Commission. Augusl, 2015.
http://commons.aaahg .org/posts/bE 1024 F4c3
»  Appendix (Excel file attached)
An inventory of Resources by the Large Firms — for faculty engagement with
practice

The Pathways Commission, (2013). In Pursuit of Accounting 's Curvicula of the Future.
November, 201 5.
http://conmons.aashg.ore/posts'd4cab82634

The Pathways Commission. (20135). A Swrvey of Support for Teaching, Recognition of High
Cuality Teaching, and Use of Teaching Portfolios in Accounting Programs, November,
2015,

httprYcommons. aashg.one/ posta24hiaaibo |

The Pathways Commission. (2014). Proposal for a National Center for Accounting
Fducation Excellence. June, 2014,
hitpo/fwww2 gaahg . orgfimagesPathwavsReport3 pdf

The Pathwavs Commission. (2014). How Integrating Professionally Criented Faculty
Enhances an Instirution s Mission. June, 2014,
http:/'www2.asahg.org/images PathwavsReport | pdf
¢ The Pathways Commission asked departments/institutions to adopt the
leading practice principles for integrating POF, and openly acknowledge their
support in the journey to build a learned profession -
hitp:/ fcommons.asahg.org/posts/3e84870d7

The Pathways Commission, (2014). An Examination of Non-Traditional Doctoral
Educarion. June, 2014,
http:ifwww?2 aaahg.orgfimagesPathwavsReport 2. pdf

The Pathways Commission, (2014). Implementing the Recommendations of the Pathways
Commission: Year Two. August, 2014,
hitp:/f'commons.aaahag.org/posts/ddablShled

The Pathways Commission, (2013), Implementing Recommendations for the Future of
Aceounting Education: The First Year Updare. Aupust, 2013,
hitp:/commeons.aaahg.org/posts/6153324d [ b

The Pathways Commission. (20012). The Patlnways Commission: Charting a National
Strategy for the Next Generaiton of Accountants, July, 2012,
http://commaons.agahg.org/groups 246905693 'summarny




Appendix B: Resources available online

Pathways Commission Homepage
http://commons_aaaho.org/eroups/ 2d69096%a3) summany

Pathways Commission supplemental information

Pathways Vision Model: THIS is Accounting
http://commons.asahg.org'hivesaf43 df3efc/summary

= Bee also video description of the Vision Model and its background by key
teaders of the development team, G. Peter Wilson and Carolyn Wilson (Boston
College) on the Pathways Commission homepage -
http://commons.aaahg.org /groups /2d690969a3 /summary

» Pete and Carolyn led a team of speakers highlighting the Vision Model for AAA
meetings — serving as the national speakers for the AAA Conference on
Teaching and Learning [CTLA) traveling team for AAA Regions. The Vision
Model has been a key element of their online toaols:

o Related resource - the Wilson's online resources at Navigating
Accounting - http: / fwww. navigatingaccounting com

® The Pathways Vision Model 1s now being adopted in accounting textbooks by
at least two publishers (Pearson and McGraw Hill).

+ PowerPoint deck designed to help those who want to understand the concepls
behind the Pathways Vision Model. Based on a presentation made at the
American Accounting Association's annual meeting -
hitp://commons.aaahg.org/posts/e3e699h00f

Pathway to Academie for Accounting Professionals Webcast (10/2015)
hitpefeommons.sashg. orgd/posts 2e 812 Tal df

Pathways Inspired Homepage

e 1 i e

Pathways Data Collection - htto://commons.aaahg.org/eroups/2d 6909693 surmmary

Recommendation 1
= Professional-oriented faculty
* Professionally-oriented faculty - Department Chairs
Recommendation 2
« Nontraditional programs - Directors
* Nontraditional programs - Faculty
» Nontraditional programs - Students
Recommendation 3
* Teaching Quality Survey
Recommendation 4
¢ Technology Survey
Recommendation 5
* AP Accounting - Survey of Academic Leaders -
ntip: / fcommons.aaahg.org/posts /Acadis9e3l
¢ Accounting Pilot & Bridge Project -
hitp://commons.aaahg org/posts'8 7ecab32 15
Recommendation 6




* Accounting Programs Survey

American Accounting Association

The AAA Centers for Advancing Accounting - overview document attached.
http:/fasahq.ore/Portals/(/documents/centers The%s20Centers¥e 20 ortal0Advancing b dtA
coounting®a2012%:2014%201 4. pdf

Potential resources

The AAA holds more than 25 meetings annually, and publishes 16 journals. These
resources created by members and the larger accounting community are key sources of
sharing new knowledge and insights related to teaching, rescarch and practice within the
learned profession of accounting, A few examples of work in these areas that parallel
ACAP recommendations are included below,

AAA Sharpening our Vision (50V)
hitp:! faaahg.org! About/Sharpening-Chur-Vision

AAA Meetings Archive
tip:/fsanhg.org/Meetings 2016/ Archive

» Beginning in 2012, SOV strategic discussions began influencing AAA Annual
Meeting programs (see attached example list of Pathways Commission
panels, 2012).

s Inaccordance with its role as co-sponsor of the Pathways Commission, the
AAA has incorporated related topics and activities into its meetings, which
became an important point of informing and engaging the community about
Commission projects. AAA meeting archives highlight the inclusion of the
work of the Commission during panels at Annual Meetings, Region Meetings,
the Conference on Teaching and Learning in Accounting {CTLA), and Section
meetings. The Accounting Program Leaders Group (APLG) was a key point of
engaging and seeking input for the Commission from program leaders,
department chairs, and deans. Members involved in the work of the
Commission were regularly asked to speak at related events including those
of NASBA, AACSE, state socleties, and TACTYC (Teachers of Accounting at
Two-Year Colleges), etc.

The AAAS]. Michael and Mary Anne Cook/Deloitte Foundation Prize
http://aaahg.ore/Education/ Awards/ The-J-Michael-and-Mary-Anne-Cook-Prize
s As part of the AAA Center for Advancing Accounting Education, aligning with

Pathways Recommendation 3, and with the support of Michael and Mary Anne
Cook, the “Cook Prize” was launched in 20135 as the foremost recognition of
faculty who consistently demonstrate the atiributes of a superior teacher in the
discipline of accounting. The Prize is intended to recognize, inspire and motivate
achieving the status of a superior teacher. Each year up to three awards of $23,000
gach can be made in the categories of graduate, undergraduate, and two-year
accounting degree programs.




Appendix C: Resources alipned with ACAP Recommendations

Below are information and resources about example projects of the Pathways Commission (co-
sponsored by the AICPA and AAA), and American Accounting Association (with goals parallel
to those of ACAP Human Capital recommendations).

Human Capital Recommendations

Recommendation 1. Implement market-driven, dvanamic curricula and content for
accounting students that continuously evolve to meet the needs of the auditing profession
and help prepare new entrants to the profession to perform high quality audits.

a) Regularly update the accounting certification examinations to reflect changes in the
accounting profession, its relevant professional and ethical standards, and the skills
and knowledge required to serve increasingly global capital markets,

b) Refleet real world changes in the business environment more rapidly in teaching
materials.

¢} Require that schools build into accounting curricula current market developments.

Potential resources

Pathways Commission

[ ]

The Pathways Commission. (2015). In Pursuit of Accounting's Curricula of the
Future. November, 2015 - hetp: / /commons.aaahg.org /posts /d4ca9B82 634

Pathways Vision Model: THIS is Accounting -
http:/ /eommons.aaahg.org fhives /294 3d[3efc/summary

Addressing Pathways Commission Recommendation 1, encouraging
practice/educator interactions, the largest five public accounting firms have
partnered with AAA Sections to expand the highly successful audit educator
"bootcamp” model created by the Auditing Section of the AAA In 2015 the
Auditing, Information Systems, and Tax Sections held these practice update
bootcamps, providing faculty development opportunities and teaching materials.
The program will continue into 2016-17.

¢ Audit Educator's Bootcamp - http: //aaahg.org/Meetings /201 5/ Audit-

Educators-Booteamp

The Pathways Commission collated core competency frameworks across

American Accounting Association

AAA Big Thinker Conferences - launched as part of the Centers for Advancing

Accounting, an implementation of the Sharpening our Vision strategy, and beginning
with the topic of big data and analytics. With the goal of identifying key issues
engaging the broad learned profession of accounting practice, education, and
research - a long-term goal is conferences attracting 50/50 academics and
practitioners, Year 1 was a good start with 30% practice and 70% academic
participants - Year 2 has increased to 40% practice participants. The interactive



program includes case analysis and teaching and research resources on site - and
builds resources and webinars through the year.
o Accounting IS Big Data, San Francisco, September, 2016 -
hitp://aaghg.org/Meetings/20 1 6/ Accounting-1s-Big-Data-Conference
o Accounting IS Big Data, New York City, September, 2015 -
http: / /commons gaahq.org/groups/ceasc9d?d 1l /summary
¢ Conference on Teaching and Learning {and traveling CTLA team for AAA Reglon
Meetings) - http://aasho.org/Meetings 2016/ Annual-Meeting /Program /CTLA-
Program
o Publications - AAA journals are a key point for sharing insights and findings related
to research, teaching and practice issues. As an example, focusing on the impact of
big data on the accounting profession, special issues/forums are being published
across the AAA collection. A few examples
o Accounting Horizons - Forum: Big Data, June 2015, Vol. 29, No. 2. Edited
by Paul Griffin and Arnie Wright
o Helen Brown-Liburd and Miklos A, Vasarhelyi (2015) Big Data and Audit
Evidence. Journal of Emerging Technologies in Accounting: December
2015, Vol. 12, No. L.
o Journal of Information Systems: Fall 2013, Vol. 27, No. 2.
o Journal of Emerging Technologies in Accounting: December 2016, Vol. 13.
¢ lssues in Accounting Education provides members with instructional resources
and cases reflecting real-world environments - an example -
http:/ faaajournals.org/toc/iace/ 30 /4
¢ Partnering with the Financial Accounting Foundation and CO50, "Academic
Access” to professional-level tools of the FASB Standards Codification and GARS
System, and COS0 ERM Framework are available to faculty and students through
the AAA, and the Center for Advancing Accounting Education is gathering and
making available related teaching resources - hitp://aaahg.org/Research /FASE-
GARS and http:/ faaahg.org/COS0

Orther organizations

AACSB

o Business and Accounting Accreditation Standards - supporting concepts developed
during the work of the Pathways Commission
hitp:www.asesh.eduw/'~'media’ AACS B/Docs/ Accreditation/Standards/201 3-bus-standards-
update.ashy

o AACSB Collective Vision for Business Education - 2016
http://www.aacsb.edu'~'media’MuanagemeniEducation/docs/collective-vision-for-busine ss-
education.ashx

Accreditation Council for Business Schools and Programs (ACBSP)
httpffaww.achsp.ore

Accounting Doctoral Scholars Program (ADS) - hitp:/www adsphd org - AICPA, and largest
accounting firms committed more than $17 million to recruiting PhD students with public
accounting experience. New follow-up launching Fall 2016,

Institute of Management Accountants (IMA) Competency Framework
httpa/fwww imanetorg/tools-and-resources/competency-framework




Building on the work of a joint task force of the Management Accounting Section of the
AAA and IMA, the competency framework has been discussed and published twice in Jsstes
in Aecounting Education. Sce articles referenced below.

Related articles

The AAA Management Accounting Section and Institute of Management Accountants (IMA)
Raef A. Lawson, Edward 1. Blocher, Peter C. Brewer, Gary Cokins, James E. Sorensen,
David E. Stout, Gary L. Sundem, Susan K. Wolcott, and Marc 1. I Wouters {2014) Focusing
Accounting Curricula on Students' Long-Run Careers: Recommendations for an Integrated
Competency-Based Framework for Accounting Education, fssues in Accounting Education.
May 2014, Vol. 29, No. 2, pp. 295-317.

Raef A. Lawson, Edward J. Blocher, Peter C. Brewer, Jan Taylor Morris, Kevin D, Stocks,
James E. Sorensen, David E. Stout, and Marc J. F. Wouters {2015) Thoughts on Competency
Integration in Accounting Education. fssues in Accounting Education, August 2013, Vol. 30,
No. 3, pp. 149-171.

Recommendation 2. Improve the representation and retention of minorities in the audit
profession so as to enrich the pool of human capital in the profession.

a)
b)
<)
d)

€)

Recruit minorities into the auditing profession from other disciplines and careers.
Institute initiatives to increase the retention of minorities in the profession.

Emphasize the role of community colleges in the recruitment of minorities into the
auditing profession.

Emphasize the utility and effectiveness of cross-sabbaticals and internships with faculty
and students at Historically Black Colleges and Universitics.

Increase the numbers of minority accounting doctorates through focused efforts.

Potential resources

Pathways Commission

The Pathways Commission. (2012), The Pathways Commission: Charting a National
Strategy for the Next Generation of Accownanis, July, 2012, p 18-19.
http://commeons.aaahg.org/groups 2469049693 summary

“There are three issues not specifically addressed in this report that the Commission felt
compelled to identify: the ACAP recommendation to consider a postgraduate prolessional
school of accounting, detailed recommendations on enhancing diversity in the accounting
profession, and the 150-hour educational requirement for accountants,”™ (18-19)

American Accounting Association

e Articles related to the experience of minority students and faculty can be found in
Issues in Accounting Education and Accounting Horizons.

s The Diversity Section of the AAA holds a fall seminar, and contributes sessions to
the Annual Meeting program. hizp://asahg.org/Meetings/ 201 5/Daversity -
Section/Program

s AAA participates as a sponsor of the PhID Project, coordinating the Project’s meeting
of accounting doctoral students in the pre-meeting activities of the Annual Meeting.




Oither resources

AICPA National Commission on Diversity, chaired by Ken Bouver, EY
s Diversity and Inclusion Webcast Series -
hitp:iiwww.aicpa.org/CAREERDIVERSITYINIT! IATIVES/Pages/Diversitvimbiative
4, 850%
o Accounting Inclusion Maturity Model -
httns/fwww aicpa.org/CAREER/DIVERSITYINITIATIVES/Pages/Diversity [ nitiative
58508

The PhD Project

hitp'www . phdproject.ong

Recommendation 3. Ensure a sufficient robust supply of qualified accounting faculty to
meet demand for the future and help prepare new entranis to the profession to perform
high quality audits.

a. Increase the supply of accounting faculty through public and private funding and
raise the number of professionally qualified faculty that teach on campuses.

b. Emphasize the utility and effectiveness of eross-sabbaticals.

¢. Create a variety of tangible and sufficiently attractive incentives that will motivate
private seetion institutions to fund both accounting faculty and faculty research, to
provide practice materials for academic research and for participation of
professionals in behavioral and field study projects, and to encourage practicing
aecountants to pursue careers as academically and professionally qualified faculty.

Potential resources

Pathways Commission

The Pathways Commission. (2014). How Integrating Professionally Oriented Faculty
Erhances an Institution's Mission. June, 2014,
http:/'www2.asahg.org/images/PathwaysReport | pdf
« The Pathways Commission asked departments/institutions to adopt the
leading practice principles for integrating POF, and openly acknowledge their
support in the journey to build a learned profession -
htip: / fcommons.aaaha.org/posts f3eB4f870d7

The Pathways Commission. (2014). dn Examination of Non-{raditional Doctoral
Education. June, 2014,
http:/www2.aaahg.org/imagesPathwavsReportd. pdi

American Accounting Associalon

Coordination with funders of accounting research: AICPA/CIMA, IMA, PCAORB, CAQ and
others 1o share information about opportunities for research funding and data access.

Doctoral consortia are held by most AAA Sections and at the AAA national level,

Articles are regularly published on the topic of faculty work - for example:



Douglas M. Boyle, Brian W, Carpenter, and Dana R, Hermanson {2015) The Accounting
Faculty Shortage: Causes and Contemporary Solutions. Accownting Horizons: June 20135,
Vol. 29, No. 2, pp. 245-264.

Douglas M, Boyle, Dana B. Hermanson, and Michael O, Mensah (2011) Addressing the
Accounting and Auditing Faculty Shortage: Practitioners’ Perceptions of Academia,
Current Issues in Auditing: June 2011, Vol. 3, No. 1, pp. A70-A#S.

Trapnell, I. E., N. Mero, J. R. Williams, and G. W, Krull, Ir. {2009) The accounting
doctoral shortage: Time for a new model. Issues in Accownting Education. 24 (4): 427-
432,

Carcello, J. V. (2008) Human capital challenges facing the public company auditing
profession. Current Issues in Auditing. 2 (1) C1=C12,

R. David Plumlee {Chairman). Steven J. Kachelmeier, Silvia A, Madeo, Jamie H. Pratt,
and George Krull (2006) Assessing the Shortage of Accounting Faculty. Jssues in
Accounting Education: May 2006, Vol. 21, No. 2, pp. 113-125.

Other resources
Accounting Doctoral Scholars Program (ADS) - htip://www.adsphd.org - AICPA and largest

accounting firms committed more than $17 million to recruiting PhD students with public
accounting experience. New follow-up launching Fall 2016,

Annual CAQ Svmposium — designed to bring together practice leaders and audit research
scholars for discussion of important issues and exploration of how research can inform those
ISSUES

Recommendation 4, Develop and maintain consistent demographic and higher education
program profile data.

Potential resources

Pathways Commission

Pathways data collection - http://commeons.asahg org/groups/2d640659a %/ summary

American Accounting Association

AAA maintains the online Hasselback Database of accounting faculty
hitpe!fwww hasselback.org

Leslie, D. W. 2010, Accounting in Community Colleges: Who Teaches. Who Studies? A report
of the American Accounting Association. Sarasota, FL.
hitp://asahg.org/Portals/V/documents/resources/FaculivTrends 2Y ear.pdf

Leslie, [>. W. 2009, Trends in Non-Tenure Eligible Accounting Faculty, 1993-2004, A report of
the American Accounting Association, Sarasota, FL.
http://agahg.orp/Portals/()/documentsresources/Leslie Report2 . pdf




Leslie, D. W. 2008, Accounting Faculty in U.S, Colleges and Universities: Status and Trends,
1993-2004. A report of the American Accounting Association, Sarasota, FL.
hitp://aaahg.ore/Portals/( documents resources/ Accounting Faculty LS Colle gesliniv.pdf

Recommendation 5. Encourage the AICPA and the AAA jointly to form a commission to
provide a timely study of the possible future structure of higher education for the
accounting profession.

The AICPA and AAA jointly formed The Pathways Commission on Accounting Higher
Education: Charting a National Strategy for the Next Generation of Accountants - now
commonly referred to as “The Pathways Commission™, “to study the future structure of higher
education for the accounting profession and develop recommendations for educational pathways
to engage and retain the strongest possible community of students, academics, practitioners, and
other knowledgeable leaders in the practice and study of accounting.” (The Pathways
Commission, p. 9}



Investor Advisory Group
Public Company Accounting Oversight Board
Working Group on U.S, Treasury Advisory
Committee on the Auditing Profession

June 27, 2016

Tracey Sutherland

Executive Director

American Accounting Association
5717 Bessie Drive

Sarasota, FL 34233-2399

Dear Executive Director Sutherland:

In 2007 the U.S. Secretary of the Treasury, the Honorable Henry M. Paulson, Jr., announced
and appointed an Advisory Committee on the Auditing Profession (ACAP) “...to consider and
develop recommendations relating to the sustainability of the auditing profession.” Secretary
Paulson appointed twenty one members to the Committee, with a variety of backgrounds
including business executives and corporate board members, an accounting academic, former
Securities and Exchange Commission (SEC) and Federal Reserve Chairmen, former SEC chief
accountants, auditors, investors and attorneys. The Public Company Accounting Oversight
Board (PCAOB) Chairman served as an observer to the Committee. A year later in October
2008, the ACAP issued its recommendations.

The PCAOB Investor Advisory Group (IAG) has benefited, as we hope the PCAOB board
members and staff have, from the discussions at the IAG meetings in past years, We again look
forward to our next meeting on October 27, 2016. At that meeting, a working group of the IAG
will be making a presentation to the members of the PCAOB with respect to the progress that has
been made in the intervening eight years, on the recommendations of the ACAP. Accordingly,
the working group is diligently undertaking to identify the actions taken to date by each entity to
which the recommendations were addressed, as well as what obstacles, if any, they have faced in
addressing the ACAP recommendations.

To that end, the working group would appreciate it if the American Accounting Association or
its staff, could provide a response to the working group, with respect to the ACAP
recommendations to the PCAOR in the attached Appendix A, which have been highlighted. (A
similar request 1s being sent to each entity that the ACAP directed its recommendations to.) In
particular, if the response could set forth the steps or actions taken to address and implement the
recommendations, and when they were taken, would be most useful. This would include either
interim or final actions. Such a response would be helpful in ensuring our report to the PCAOB
is as comprehensive as possible. In order to adequately consider the response, it would be
appreciated if it could be received by no later than September 15, 2016. You can address it to
the working group co-chair. Parveen Gupta, Lehigh University, 621 Taylor Street, College of



Business and Economics, Lehigh University, Bethlehem PA, 18015. Please do not hesitate to
Call Mr, Gupta (610-758-3443) or Mr. Turner (303-956-4895) if you have any questions.

This project is being undertaking by the [AG working group and its members. As such, it is not
a project being undertaken by the PCAOB or its staff. However, we hope it will result in a report
that is informative and helpful to the PCAOB in its endeavors.

Again, we greatly appreciate your support.

Sincerely,
(¢ =
IOW 6«}#1. W e
_—
Parveen Gupta Lynn E. Turner
Investor Advisory Group Investor Advisory Group

Working Committee Co-Chair Working Committee Co-Chair



APPENDIX A
U.5. Treasury Advisory Committee on the Auditing Profession
October, 2008 Report

Recommendations made to the Securities and Exchange Commission and Others

Advisory Committee on the Auditing Profession Final Report

Human Capital Recommendations
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and help prepare new entrants to the profession to perform high quality audits,

l/ (&) Regu_l ar]j,r update the ac{:nuntmg certification examinations to reflect changes in
phe an:muntmg pmfessan its relevant pmfessmnal and ethical standards, and the
skills and knowledge required to serve increasingly global capital markets.

Y4 {b}Reﬂectreal world changes in the business environment mote rapidly in teaching
materials.

,/ [c] qu_l_l.lre that schools build into accounting curricula current market
developments.

\/ Recommendation 2 Improve the representanﬂn and retention of minorities in the
auditing profession so as to enrich the pool of human capital in the profession.

\/(E_l] Recruit minorities into the auditing profession from other disciplines and
careers.

» (b) Institute initiatives to increase the retention of minorities in the profession.

W40 _E__r’__r:ph'a_size the role of community colleges in the recruitment of minorities into
the auditing profession.

v (d) Eml_phas;ze the utﬂlty and effectiveness of cross-sabbaticals and internships with

faculty and students at Historically Black Colleges and Unjversities.
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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.

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.



(a) Institute the following mechanism to encourage the states to substantially adopt
the mobhility provisions of the Uniform Accountancy Act, Fifth Edition (UAA]J: If
states have failed to adopt the mobility provisions of the UAA by December 31,
2010, Congress should pass a federal provision requiring those states to adopt these
provisions.

(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.

(c) Urge the states to create greater financial and operational independence of their
state boards of accountancy.

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.

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.

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.

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

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 [Concentration and Competition] 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.



Concentration and Competition Recommendations

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.

(a) Require disclosure by public companies in their registration statements, annual
reports, and proxy statements of any provisions in agreements with third parties
that limit auditor choice.

(b) Include representatives of smaller auditing firms in committees, public forums,
fellowships, and other engagements.

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.

(b) Establish a mechanism to assist in the preservation and rehabilitation of a
troubled larger auditing firm. A first step would encourage larger auditing firms to
adopt voluntarily a contingent streamlined internal governance mechanism that
could be triggered in the event of threatening circumstances. If the governance
mechanism failed to stabilize the firm, a second step would permit the SEC to
appoint a court-approved trustee to seek to preserve and rehabilitate the firm by
addressing the threatening situation, including through a reorganization, or if such a
step were unsuccessful, to pursue an orderly transition.

\/Recemmendemm 3. Recommend the PCAOB, in consultation with auditors, nvestors,
puhllc cempames. eudlt eemmlttees heards of directors, aeademles and ethers determine
the feasihliity ef develeping key | lndieaters ef eudit quailty and effecﬂveness and requlrmg

ef lndlcaters ef audtt qualltjr are feaSIble requlre the PCAGB to memter these indltaters

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 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 (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 app]icﬁtiun 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.

Recommendation 5. Adopt annual shareholder ratification of public company auditors by
all public companies.

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.
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Barry C. Melancon, CPA, CGMA
C P President and CEO
American Institute of CPAs

1211 Avenue of the Americas
New York, NY 10036-8775

September 27, 2016

Dr. Parveen Gupta

Lynn E. Turner

Investor Advisory Group

Public Company Accounting Oversight Board

Working Group on U.S. Treasury Advisory Committee on the Auditing Profession

Dear Dr. Gupta and Mr. Turner:

As requested in your letter dated June 27, it is my pleasure to provide an update of activities
undertaken by the American Institute of Certified Public Accountants (AICPA) in relation to the
recommendations of the Advisory Committee on the Auditing Profession (ACAP). The AICPA is
committed to advancing auditing in the future and building a culture on campuses and within
firms that attracts, develops and retains the best and brightest talent. We have had significant
success achieving the outcomes envisioned by the ACAP recommendations.

Below is a summary of those efforts.
Human Capital Recommendations

Recommendation 1. Implement market-driven, dynamic curricula and content for accounting
students that continuously evolve to meet the needs of the auditing profession and help
prepare new entrants to the profession to perform high-quality audits.

* In 2014, we launched a practice analysis — a comprehensive research project to identify
the knowledge and skills required of newly licensed CPAs so that they are ready to meet
current and future needs of the auditing profession. This insight informed the next version
of the Uniform CPA Examination (the Exam) that launches in April 2017. Further, we are
implementing a recurring practice analysis process that will continue to evolve the Exam
to remain relevant and aligned with the evolving needs of the public interest.

* Also in 2014, the AICPA launched a website and newsletter, Extra Credit, for educators.
The website includes lesson plans and other resources to help teachers integrate
accounting curricula aligned with the evolving skills needed for effective auditing into
their classrooms. The newsletter curates stories, ideas and innovation related to
accounting education.

* We recently added a section to our student site, StartHereGoPlaces.org, that includes
content from the Center for Audit Quality’s Discover Audit campaign.

Recommendation 2. Improve the representation and retention of minorities in the auditing
profession so as to enrich the pool of human capital in the profession.

T: 212.596.6001 | F: 919.419.4706 | aicpa.org




* |n 2012, we established the AICPA National Commission on Diversity and Inclusion to
develop strategies to recruit, retain and advance under-represented minorities and
invited leaders from the diversity-specific organizations to be part of the Commission
whose goal is to increase minority participation and inclusion in all size auditing firms.

= The AICPA Fellowship for Minority Doctoral Students focuses on increasing the number
of minority CPAs who serve as role models and mentors in the classroom. The program
has provided funding for more than 150 minority doctoral candidates since its inception.

= This fall we are launching several initiatives to attract minorities to the profession. They
include a national awareness campaign; and a recognition program for high school
students and a pilot program at select universities, including HBCU/HCI institutions, to
provide influential faculty with resources to move students through to the CPA exam.

Recommendation 3. Ensure the 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.

= The AICPA Foundation created the Accounting Doctoral Scholars (ADS) program in 2008
to increase the supply of Ph.Ds. in accounting concentrating on audit or tax. The
Foundation raised more than $17 million to fund practical experienced PhDs. To date, 108
participants have benefited from the ADS program and 69 of them have joined university
faculties. The remaining scholars will complete their doctoral studies by the end of 2017.
A new iteration of the ADS program launched in August 2016.

Recommendation 5. Encourage the American Institute of Certified Public Accountants (AICPA)
and the American Accounting Association (AAA) jointly to form a commission to provide a
timely study of the possible future structure of higher education for the accounting profession.

e In 2012 the AAA and AICPA formed the Pathways Commission on Accounting Higher
Education, bringing together more than 100 volunteers from practice and academia in an
unprecedented effort. Many programs and initiatives were created from this work and
the AICPA and AAA continue to collaborate on Pathways-inspired initiatives. A key
deliverable was a standard change by the largest accrediting body to allow for more
recognition of practical experience in the classroom.

e Asignature recommendation of the Pathways Commission was the development of a high
school accounting course that is eligible for Advanced Placement (AP) credit. A course was
submitted to the College Board. While the College Board is not approving any new courses
at this time, a decision was made by the AICPA to support and grow an advanced high
school accounting course through other avenues.

Concentration and Competition Recommendations

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.



Through the AICPA Professional Ethics Executive Committee (PEEC), the AICPA devotes significant
resources to independence and ethics activities. PEEC has developed many initiatives and
resources in recent years related to this recommendation, including:
* Revising the AICPA Code of Professional Conduct (AICPA Code) so CPAs can more easily
apply the rules and reach correct conclusions.
#= Developing the AICPA Plain English Guide to Independence to assist CPAs in
understanding independence requirements.
*= Maintaining an up-to-date comparison of AICPA and SEC independence requirements, in
addition to comparisons of the AICPA rules with those of the GAO and DOL.
e Inaddition, the AICPA has produced several behavioral and regulatory ethics courses that
explore the distinctive ethical code of the profession.

Beyond these activities, through efforts of its Peer Review Program and the Assurance Services
Executive Committee (ASEC), the AICPA is driving additional activities to promote excellence in
audit across the profession.

The AICPA has launched the Enhancing Audit Quality initiative, a comprehensive effort to
consider auditing of private entities through multiple touch points, particularly where quality
issues have emerged. Simultaneously, the ASEC and the Auditing Standards Board (ASB) are
collaborating on activities to advance auditing in the future and open doors to transform the
traditional financial statement audit. Audit innovation will require enhanced analytical skills, and
CPAs are also increasingly bringing their core competency in assurance to new subject matter
areas such as information security, where IT audit skills are of paramount importance. We are
committed to and excited about the opportunities for CPAs to understand and engage in auditing
in the future.

Sincerely,
AICPA
C.

Barrg C. Melancon, CPA, CGMA
AICPA President and CEO



Investor Advisory Group
Public Company Accounting Oversight Board
Working Group on U.S, Treasury Advisory
Committee on the Auditing Profession

June 27, 2016

Barry C. Melancon

President and Chief Executive Officer

American Institute of Certified
Public Accountants

1211 Avenue of the Americas

New York, New York 10036-8775

Dear President Melancon:

In 2007 the U.S. Secretary of the Treasury, the Honorable Henry M. Paulson, Jr., announced
and appointed an Advisory Committee on the Auditing Profession (ACAP) “...to consider
and develop recommendations relating to the sustainability of the auditing profession.”
Secretary Paulson appointed twenty one members to the Committee, including you. The
members of the committee had a variety of backgrounds including business executives and
corporate board members, former Securities and Exchange Commission (SEC) and Federal
Reserve Chairmen, former SEC chief accountants, auditors, investors and attorneys. As
you are aware, a year later in October 2008, the ACAP issued its recommendations.

The PCAOB Investor Advisory Group (IAG) meets annually with the PCAOB board members
and staff to discuss issues important to investors, the PCAOB and auditing profession. We
again look forward to our next meeting on October 27, 2016. At that meeting, a working
group of the IAG will be making a presentation to the members of the PCAOB with respect
to the progress that has been made in the intervening eight years, on the recommendations
of the ACAP. Accordingly, the working group is diligently undertaking to identify the
actions taken to date by each entity to which the recommendations were addressed, as well
as what obstacles, if any, they have faced in addressing the ACAP recommendations.

To that end, the working group would appreciate it if the PCAOB or its staff, could provide a
response to the working group, with respect to the ACAP recommendations to the PCAOB
in the attached Appendix A, which have been highlighted. (A similar request is being sent
to each entity that the ACAP directed its recommendations to.) In particular, if the
response could set forth the steps or actions taken to address and implement the
recommendations, and when they were taken, would be most useful. This would include
either interim or final actions. Such a response would be helpful in ensuring our report to
the PCAOB is as comprehensive as possible. In order to adequately consider the response,
it would be appreciated if it could be received by no later than September 15, 2016. You



can address it to the working group co-chair. Parveen Gupta, Lehigh University, 621 Taylor
Street, College of Business and Economics, Lehigh University, Bethlehem PA, 18015, Please
do not hesitate to Call Mr. Gupta (610-758-3443) or Mr. Turner (303-956-4895) if you have
any questions.

This project is being undertaking by the 1AG working group and its members. As such, it is
not a project being undertaken by the PCAOB or its staff. However, we hope it will result in
a report that is informative and helpful to the PCAOB in its endeavors.

Again, we greatly appreciate your support.

Sincerely,

- P £ oo
? Oveetm W

Parveen Gupta Lynn E, Turner

Investor Advisory Group Investor Advisory Group

Working Committee Co-Chair Working Committee Co-Chair



APPENDIX A
U.5. Treasury Advisory Committee on the Auditing Profession
October, 2008 Report

Recommendations made to the Securities and Exchange Commission and Others

Advisory Committee on the Auditing Profession Final Report

Human Capital Recommendations

accuuntmg sl:udeni_.‘s_thzit'c _nﬁ-. ____uusl}f evo ire tu meet the need$ of the auniltlng prnfessmn
and help prepare new entrants to the profession to perform high quality audits.

;Aja) Re_gg]_z_wly u;_:-date the accounl:mg certificition examinations to reflect changes in
the accounting pmfessicm its relevant pmfessmnal and ethical standards, and the
skills and knowledge required to serve increasingly global capital markets,

'/(b} Re_ﬂ_ect real world changes in the business environment more rapidly in teaching
materials,

l./{c] Require that schools build into accounting curricula current market

developments.

V/RECﬂmmendatmn 2. Imprcrve the representatmn and retention of minorities in the
auditing profession so as to enrich the pool of human capital in the professiop.

V(a) Recruit minorities inte the auditing profession from other disciplines and
careers.

i (b) Institute initiatives to increase the retention of minorities in the profession.

v’ () Emphasize the role of community colleges in the recruitment of minorities into
the auditing profession.

v (d) Emphasiza the utility and effectiveness of cross-sabbaticals and internships with
faculty and students at Historically Black Colleges and Universities.

v {e) Inicrease thé nimibers of minority accounting doctorates through focused efforts.
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/(b) Emphasize the utility and effectiveness of cross-sabbaticals.
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af pmfessinnals m hehawﬂrai and ﬁe]d stud:-,r pro;ects and ta encourqge pracncmg
accountants to pursue careers as academically and professionally qualified faculty.

Recommendation 4, Develop and maintain consistent demographic and higher education
program profile data.

A'e'camfﬁemaﬁaﬁ 5. Encourage the American Institute of Certified Public Accountants
{MCPﬂJ and the American Accuunung Association jointly to form a commission to pmmde

a tlmel_',r studjr of the possible future structure of higher education for the aceounting
profession,
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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.

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.



(a) Institute the following mechanism to encourage the states to substantially adopt
the mobility provisions of the Uniform Accountancy Act, Fifth Edition (UAA): If
states have failed to adopt the mobility provisions of the UAA by December 31,
2010, Congress should pass a federal provision requiring those states to adopt these
provisions,

(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.

(c) Urge the states to create greater financial and operational independence of their
state boards of accountancy.

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.

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.

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.

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

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 [Concentration and Competition] 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.



Concentration and Competition Recommendations

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.

(a) Require disclosure by public companies in their registration statements, annual
reports, and proxy statements of any provisions in agreements with third parties
that limit auditor choice.

/(5 inlude representatives of smaller auditing s in committees, public forums,
fellowships, and other engagements.

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.

(b) Establish a mechanism to assist in the preservation and rehabilitation ofa
troubled larger auditing firm. A first step would encourage larger auditing firms to
adopt voluntarily a contingent streamlined internal governance mechanism that
could be triggered in the event of threatening circumstances. If the governance
mechanism failed to stabilize the firm, a second step would permit the SEC to
appoint a court-approved trustee to seek to preserve and rehabilitate the firm by
addressing the threatening situation, including through a reorganization, or if such a
step were unsuccessful; to pursue an orderly transition.

Recommendation 3, Recommend the PCAOR, 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.

//Recommendation . Promote the nderstanding o nd complance with audior
independence requirements among auditors, investors, public companies, audit



committees; and'boards of directors, in order to enhance investor confidence in the: qualitg.r
ofaudit processes and audits.

N e T S

rathrements This cnmpllatmn should riot reqmre rldetgalﬂng by e:théf the SEC or
the PCAORB because it only calls for assembly and compilation of existing rules.

/ [b) Develop tnmmg materials to help foster and maintain the apphcanan of hea]thy
professional skephn:ism with respect to issues of independence and other conflicts
among publlc com npany audltorst and mspect audltmg firms, thrl}ugh l;he PCAOB
inspecnun pmcess* far independenr:e training of partners and mid -career
professionals.

Recommendation 5. Adopt annual shareholder ratification of public company auditors by
all public companies.

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.
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NASBA

Nangnal Association of State Boards of Accountancy

150 Fourth Avenue Morth + Suite 700 « Nashville, TN 37219.2417 « Tel 615/880-4201 + Fax 615/880-4291 + kbishop@nasba.org

Ken L. Bishop
President & CEQ

September 12, 2016

Parveen Gupta, Working Committee Co-Chair
PCAOB Investor Advisory Group

¢/o Lehigh University

College of Business and Economics

621 Taylor Street

Bethlehem, PA 18015

Dear Mr. Gupta:

Please find attached the responses from the National Association of State Boards of Accountancy
(NASBA) to the recommendations made by the Advisory Committee on the Auditing Profession
in their Final Report. NASBA has addressed the recommendations that were identified as having
nexus to NASBA and State Boards of Accountancy.

NASBA remains committed to addressing the recommendations of the Final Report and strongly
supports the PCAOB Investor Advisory Committee efforts. It is our intent to dedicate senior
staff to continue implementation steps and the monitor and report on our progress. We
appreciate the opportunity to participate and opine on these important recommendations.

Best Regards,

Ken L. Bishop
President and CEO

Attachment
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Human Capital Recommendations

Recommendation 1. Implement market-driven, dvnamic curricula and content for
accounting students that continuously evolve to meet the needs of the auditing profession

and help prepare new entrants to the profession to perform high quality audits.

{a) Regularly update the accounting certification examinations to reflect changes in
the accounting profession, its relevant profession and ethical standards, and the

skills and knowledge required to serve increasingly global capital markets.

As a high stakes examination used as one requirement by the state boards of
accountancy for professional licensing, the Uniform CPA Examination
undergoes a rigorous periodic comprehensive research project called a practice
analysis to ensure that it is adequately testing the knowledge and skills
necessary to practice as a newly licensed CPA. This analysis includes large
scale surveys of newly licensed CPAs and those who supervise them, as well as
focus groups, to determine what skills and knowledge are needed. Input is also
widely sought from interested parties including federal regulators such as the
SEC and PCAOB, and the results of the practice analysis are exposed for public
comment. In fact, representatives from both the SEC and PCAOB participated
in advisory groups to the most recent practice analysis which just completed
and published on April 2, 2016. As a result of this most recent practice
analysis, significant updates to the CPA examination will launch on April 1,

2017 and include increased testing of higher order skills.

The AICPA Board of Examiners, made up of a majority of NASBA members,
also has carefully followed policies and procedures to ensure that any new or
revised standards, including those of the SEC and PCAOB, are tested in a
stipulated timeframe after becoming effective. The item bank of test questions
for the CPA examination are also continually reviewed for obsolescence, and

such questions are purged as necessary.
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{b) Reflect real world changes in the business environment more rapidly in

teaching materials.

Practice analysis activities, draft results and final results are all widely exposed
to the public, including academia. Representatives of AAA and many
educators are involved in the process, presentations are made at educator
conferences nationwide and results are shared specifically with accounting
educator organizations. To the extent that such educators follow changes in the
content and skills tested in the CPA examination, it would follow that their
teaching materials would be updated to include such content and skills. Beyond
just accounting, auditing and tax topics, business law topics are included in the
CPA examination, as is one complete section of the examination entitled
Business Envircnment and Concepts. This section is part of the periodic
practice analysis and, therefore, is reviewed extensively and updated on a

timely basis.

Universities can also work with NASBA to obtain reports specific to their
school which can give them greater insight into the content areas of the CPA
examination on which their students perform better, worse or consistent with
just passing candidates. This insight can be used as a tool to improve curricula

and consider changes to teaching methods.
{c) Require that schools build into curricula current market developments,

The state boards of accountancy do not require such specificity in their
education requirements for licensing as a CPA, but do require certain minimum
coverage in accounting, auditing and business coursework. Any market
developments that would be deemed important to the knowledge and
understanding of a newly licensed CPA through the extensive outreach during
the periodic practice analysis would be incorporated into the content and skills
of the next version of the CPA examination. At such time, it would be prudent
for universities to include such topics in their curricula to afford their students a

better opportunity to be successful in their efforts to pass the CPA examination.
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Firm Structure and Finances Recommendations

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.

{a) Institute the following mechanisms to encourage the state to substantially adopt
the mobility provisions of the Uniform Accountancy Act, Fifth Edition (UAA).
If states have failed to adopt the mobility provision requiring those state to

adopt these provisions.

The individual mobility provisions of the Uniform Accountancy Act (now
Seventh Edition of May 2014) (UAA) have been enacted by 49 of the 50 states,
as well as multiple U.S. Territories. Mobility remains under consideration and
discussion in Hawaii. Significant efforts were undertaken by NASBA and
AICPA to work with the state boards of accountancy across the United States to
pass this legislation. The current version of the UAA also has incorporated the
congept of firm mobility to make such language available to states who wish to

consider it. As of the date of this letter, 17 states allow for firm mobility.

(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.

Roundtable meetings are held at all NASBA meetings of the state boards of
accountancy. Breakout sessions are conducted both regionally (all staff and
board members) and separately for chairs of boards and executive directors of
boards to discuss topics and trends of current interest, to share information and
pose questions. These meetings are highly rated in the evaluations of our
meetings as very important communication venues. A separate Executive

Director and Legal Conference is also held each year which is specifically for
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(c)

staff and legal counsel to state boards to gather and discuss matters of common

interest,

NASBA's senior leadership meets with the PCAOB Board annually to discuss
current projects and topics, and staff have ongoing dialogue. NASBA staff also
have periodic meetings with the SEC, DOL and other federal agency
representatives to discuss enforcement processes and efforts, and serve as a
resource to both state boards and federal regulators for communication efforts,
NASBA publishes a quarterly enforcement report for state boards which
delineates all public enforcement actions taken against CPAs and CPA firms by
federal agencies. It also provides an Enforcement Tools section on its website
for state board use. This includes information about federal agency
enforcement processes and how to obtain or share enforcement information

with certain federal agencies.

Finally, while not a formal relationship, NASBA regularly invites leaders from
Federal regulatory and enforcement agencies to speak at our regional and
national conferences and meeting. This allows state regulators and enforcement
officials to hear updates and changes that impact the accounting profession, and
to opine or address questions to the presenters (as an example, James Doty,
Chair of the Public Company Oversight Board, will be presenting at our annual

meeting this fall).

Urge the state to create greater financial and operational independence of their

state boards of accountancy.

NASBA added a Director of Governmental and Legislative Affairs position in
2012 and with it has substantially ramped up its capability to monitor any
untoward legislation which could negatively impact the financial standing or
operational independence of boards of accountancy. It has obtained legislation

monitoring tools and works cooperatively with AICPA’s state legislative team
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in this effort. NASBA fully supports boards of accountancy when harmful
legislation is introduced by providing testimony and written support,

consultation and other measures.

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 board and/or
advisory boards with meaningful governance responsibilities to improve governance and

transparency of auditing firms.

There has been no direct action toward this recommendation, however,
NASBA’s Regulatory Response Committee assesses requests for comment
issued by the PCAOB, the SEC and other state and federal accounting
regulatory bodies in an effort to enhance the public protection mandate afforded

Boards of Accountancy.

Concentration and Competition Recommendations

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 AICPA and state
boards of accountancy should clarify and prominently note that differences
exist between SEC and PCAOB standards (applicable to 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
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compilation should not require rulemaking by either the SEC or PCAOB

because it only calls for assembly and compilation of existing rules.

AICPA publically provides a document entitled AICPA Plain English Guide 1o
Independence which clearly delineates basic differences between the AICPA
Code of Conduct and the SEC and PCAOB independence rules and standards.
This document is updated annually and available on its website. State board of
accountancy statutes and rules specifically require compliance with PCAOB
standards and provides for enforcement rights when such standards are not

followed or enforcement actions are taken by SEC or PCAOB.

NASBA and most states’ Boards of Accountancy have web sites that include
links to the jurisdictions laws and rules, including the jurisdictions Code of
Conduct/Ethics. Many Boards have adopted the AICPA Code of Conduct
{Code) by reference and others have adopted the AICPA Code of Conduct with
some exceptions. [f the Code is adopted with exception, the Board lists

exceptions to the Code in its 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.

AICPA is in the midst of several projects focused on enhancing audit quality
and the future of practice monitoring. NASBA State Board volunteers serve on
most of the AICPA committees and Task Forces involved in these projects.
NASBA, on behalf of Boards of Accountancy, is also actively monitoring these
projects, providing feedback to the AICPA and information to Boards of
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Accountancy through various outlets, including monthly newsletters and

regional and annual conferences.

MNASBA’s wholly owned subsidiary, the NASBA Center for Public Trust's
mission is to champion the public trust by advancing ethical leadership in
business, institutions and organizations. It provides periodic training on ethics
matters and also sponsors Student Center for Public Trust chapters on
university campuses across the nation. As part of its training program, it has
sponsored Center for Audit Quality case study sessions on professional

skepticism, conflicts of interest and independence topics.
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Investor Advisory Group
Public Company Accounting Oversight Board
Working Group on U.S. Treasury Advisory
Committee on the Auditing Profession

June 27, 2016

Ken L. Bishop
‘President and Chief Executive Officer
MNational Association of State

Boards of Accountancy
150 Fourth Ave, North, Ste, 700
Nashville, TN 37219-2417

Dear: President Bishop:

In 2007 the U.S. Secretary of the Treasury, the Honorable Henry M. Paulson, Jr., announced
and appointed an Advisory Committee on the Auditing Profession (ACAP) “...to consider and
develop recommendations relating fo the sustainability of the auditing profession.” Secretary
Paulson appointed twenty one members to the Comumittee, with a variety of backgrounds
including business executives and corporate board members, former Securities and Exchange
Commission (SEC) and Federal Reserve Chairmen, former SEC chief accountants, auditors,
investors and attorneys. Gaylen Hansen, an active member in NASBA was a member of the
Committee. A year later in Ottober 2008, the ACAP issued its recommendations,

The PCAOB Investor Advisory Group (LAG) has benefited, as we hope the PCAOB board
members and staff have, from the discussions at the JAG meetings in past years, We again look
forward to our next meeting on October 27, 2016. At that meeting, a working group of the IAG
will be making a presentation to the members of the PCAOB with respect to the progress that has
been made in the intervening eight years, on the recommendations of the ACAP. Accordingly,
the working group is diligently undertaking to identify the actions taken to date by each entity to
which the recommendations were addressed, as well as what obstacles, if any, they have faced in
addressing the ACAP recommendations.

To that end, the working group would appreciate it if NASBA or its staff, could provide a
response to the working group, with respect to the ACAP recommendations to NASBA in the
attached Appendix A, which have been highlighted. (A similar request is being sent fo each
entity that the ACAP directed its recommendations to.) In particular, if the response could set
forth the steps or actions taken to address and implement the recommendations, and when they
were taken, would be most useful. This would include either interim or final actions. Such a
response would be helpful in ensuring our report to the PCAOB is as comprehensive as possible.
In order to adequately consider the response, it would be appreciated if it could be received by no
later than September 15, 2016. You can address it to the working group co-chair. Parveen



Gupta, Lehigh University, 621 Taylor Street, College of Business and Economics, Lehigh
University, Bethlehem PA, 18015, Please do not hesitate to Call Mr. Gupta (610-758-3443) or
Mr. Turner (303-956-4895) if you have any questions.

This project is being undertaking by the [AG working group and its members. As such, it is not
a project being undertaken by the PCAOB or its staff. However, we hope it will result in a report
that is informative and helpful to the PCAOB in its endeavors.

Again, we greatly appreciate your support.

Sincerely,

Crven b Gy i‘m ¢ T
Parveen Gupta Lynn E. Turner
Investor Advisory Group Investor Advisory Group

Working Committee Co-Chair Working Committee Co-Chair



APPENDIX A
UL.S. Treasury Advisory Committee on the Auditing Profession
October, 2008 Report

Recommendations made to the Securities and Exchange Commission and Others

Advisory Committee on the Auditing Profession Final Report

‘and Thelp Jprgpare new. én : aﬁts tn the pmfessmh tc} perfar:m hlgh quahty a;udli:s

|/’ @) Regulaﬂy up date. the acmmmng certification examinations to reflect changes in
the accuuntmg r profession, its _relevqnt_gt_*_o_f_essmnal and ethica] standards, and the

skills and hmwledge required to serve increasingly global capital markets.

v (b) Reflect real world changes in the business environment more rapidly in teaching
materials.

/ () Require that schoals build into accounting curricula current market
developments.

Recommendation 2. Improve the representation and retention of minorities in the
auditing profession so as to enrich the pool of human capital in the profession,

(a) Recruit minorities into the auditing profession from other disciplines and
careers.

(b) Institute initiatives to increase the retention of minorities in the profession.

(c) Emphasize the role of community colleges in the recruitment of minorities into
the auditing profession.

(d) Emphasize the utility and effectiveness of cross-sabbaticals and internships with
faculty and students at Historically Black Colleges and Universities,

(e) Increase the numbers of minority accounting doctorates through focused efforts.



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.

(a) Increase the supply of accounting faculty through public and private funding and
raise the number of professionally qualified faculty that teach on campuses.

(b) Emphasize the utility and effectiveness of cross-sabbaticals.

(€] Create a variety of tangible and sufficiently attractive incentives that will
motivate private sector institutions to fund both accounting faculty and faculty
research, to provide practice materials for academic research and for participation
of professionals in behavioral and field study projects, and to encourage practicing
accountants to pursue careers as academically and professionally qualified faculty.

Recommendation 4. Develop and maintain consistent demographic and higher education
program profile data.

Recommendation 5. Encourage the American Institute of Certified Public Accountants
(AICPA) and the American Accounting Association jointly to form a commission to provide
a timely study of the possible future structure of higher education for the accounting
profession.

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
comunission research and other fact-finding regarding fraud prevention and detection, and
further, the development of best practices regarding fraud prevention and detection.

Recommendation 2. Encourage greater regulatory cooperation and oversight of the

V'R dation 2. Encourage gre 1 speration and ght of th
public company auditing profession to improve the quality of the audit process and
enhance confidence in the auditing profession and financial reporting,
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firms appointing independent members with full voting power to firm boards and/or
{adwsur:.r bq d_s with meanmgful governance responsibilities to improve governance and

transparency of auditing firms.

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,

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.

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

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 [Concentration and Competition] 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,



Concentration and Competition Recommendations

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. ' '

(a) Require disclosure by public companies in their registration statements, annual
reports, and proxy statements of any provisions in agreements with third parties
that limit auditor choice.

(b] Include representatives of smaller auditing firms in committees, public forums,
fellowships, and other engagements.

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.

(b) Establish a mechanism to assist in the preservation and rehabilitation of a
troubled larger auditing firm. A first step would encourage larger auditing firms to
adopt voluntarily a contingent streamlined internal governance mechanism that
could be triggered in the event of threatening circumstances. If the governance
mechanism failed to stabilize the firm, a second step would permit the SEC to
appoint a court-approved trustee to seek to preserve and rehabilitate the firm by
addressing the threatening situation, including through a reorganization, or if such a
step were unsuccessful, to pursue an orderly transition.

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,

/ Recommendation 4. Promote the understanding of and compliance with auditor
independence requirements among auditors, investors, public companies, augdit
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inspection process; for independence training of partners and mid-career

professionals.

Recommendation 5, Adopt annual shareholder ratification of public company auditors by
all public companies.

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.
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PCAOB

Public Campary Accounting Oversight Baard

September 16, 2016

Mr. Parveen Gupta

Investor Advisory Group

Co-Chair, Working Group on LS. Treasury Advisory
Committee on the Auditing Profession

Lehigh University

College of Business and Economics

621 Taylor Street

Bethlehem, PA 18015

Mr. Lynn Turmer

Investor Advisory Group

Co-Chair, Working Group on U.S. Treasury Advisory
Committee on the Auditing Profession

Dear Mr, Gupta and Mr. Turner,

1664 K Street, MW
“Washingron, DC 20004
Telephone: (202) 2072100
Focsimile: (202) B&2-8430
wiwwpeaobus.org

Thank you for your letter dated June 27, 2016 and for your continued service on the Investor

Advisory Group,

When the 1.8, Treasury’s 2008 Advisory Committee on the Auditing Profession {ACAP)
recommendations were made, then Secretary Paulson noted their role i sustaining a robust
auditing profession that encourages investor confidence in our financial market. The
recommendations continue to be relevant in bettering audit guality and, thereby, improving

investor confidence.

As vou may know, the first update on our work in addressing the ACAP recommendations was
provided at the October 2010 Standing Advisory Group meeting and is available on our website,
Since then, Board members have provided updates directly to the LAG at their 2014 and 2013

meelings.

Recently, the PCAOR has taken significant action in two particular priority areas: tfransparency
and the auditor reporting medel. These actions address the recommendations to make the
auditor’s reporting model more useful to investors and to improve accountability and

transparency. Specifically, the PCAOB has:



PCAOB

m&mwwpmﬂ

Mr. Parveen Gupta
Mr, Lynn Turner
September 16, 2016
Page 2

1. Adopted final rules on December 15, 2015, Rules fo Require Disclasure af
Certain Audit Participants on a new PCAOB form and Related Amendments to
Auditing Standards (PCAOB Release No. 2015-008, SEC approval May 9, 2016,
see SEC Release No. 34-77787). These new rules and related amendments
improve transparency regarding the engagement partner and other accounting
firms that took part in the audit. The rules further require disclosure of the name
of the engagement partner and information about other accounting firms.

2. Proposed the Auditor s Report on an Audit of Financial Statements When the
Auditor Expresses an Ungqualified Opinion and Related Amendments to PCAOR
Stancards on May 11, 2016 (PCAOB Release No. 2016-003), This re-proposal,
among other things, requires auditors to repont “critical audit matters™ specific to
each audit. In this way, the proposed requirement would provide audit specific
information about especially challenging, subjective, or complex aspects of the
audit as they relate to the relevant financial statement accounts and disclosures.

In order to be as responsive as possible to your request, I've attached at Tab | a summary chart
assembled by PCAOB stafl of the steps taken to address the specific ACAP recommendations
that you highlighted in your letter. For further information on actions taken for all ACAP
recommendations and background on the recommendations, included at Tab 2 15 Board Member
Franzel’s April 2016 article. The Board's 2010 publication is also included for background at
Tab 3.

I hope that the attached information provides you with the information you need. Please do not
hesitate to contact me should you need any further information or have any questions.

Again, | greatly appreciate your continued participation on the IAG and your leadership on this
working group.

Sincerely,

Jdmes R. Doty
Chairman
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ABSTRACT

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

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

http://dx.doi.org/10.1016/j.racreg.2016.03.004
1052-0457/© 2016 Elsevier Ltd. All rights reserved.

contextual information to describe the background and basis
for the recommendations. Because it had been years since
such an analysis had been conducted,' 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

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).



Forum/Research in Accounting Regulation 28 (2016) 42-54 43

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)? 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 and WorldCom (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.’
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.

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.

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:

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

e establishing auditing and other professional standards;

e conducting and reporting on regular inspections of reg-
istered public accounting firms that audit public
companies, brokers, or dealers; and

e 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, 201543, 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
corporate management and boards in a number of ways, some
of which are not constructive.” (Paulson, 2006, p. C:8). He also
cited increasing market 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:
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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 subprime mortgage 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 Paulson with 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.*

Numerous opportunities for future research exist in
evaluating the impact of actions taken on the ACAP
recommendations, including to what extent the actions have

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).

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 a whole (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).

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.® 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

5 The PCAOB makes these papers available on its website at
http://pcaobus.org/About/CenterforEconomicAnalysis/Pages/Working
-Papers.aspx.

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

The Committee’s second area of focus was the sustainability
of the auditing profession, which included a number of matters
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 system applicable to auditing firms (Department
of the Treasury, 2008, 2008, p. VII:1).

The Committee made seven broad 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.

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”) on May 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, 20103, 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 practice mobility 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 enforcement matters, as appropriate, with state
boards of accountancy, and the Board meets periodically with
representatives of the National Association of State Boards of
Accountancy (NASBA). The PCAOB Division 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 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 (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.”

The Committee acknowledged that there are “multiple chal-
lenges” and many 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, 20103, 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 UK. 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,
2013Db, 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 The Board’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 on December 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).° The
Board noted that, “The disclosures being adopted by the Board
will reveal engagement partner rotations to investors, includ-
ing instances where 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
standard would 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 the most 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 the most difficulty to the
auditor in obtaining sufficient appropriate audit evidence or
forming an opinion on the financial statements (Public
Company Accounting Oversight Board, 20133, 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.”

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 to make a more 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

7 The transcripts of these meetings are available on the PCAOB website
under Rulemaking Docket #34: http://pcaobus.org/Rules/Rulemaking/
Pages/Docket034.aspx.

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.

o 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.

e 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 discussed with its SAG - as part of a broader discussion
of potential changes to the auditor’s reporting model - whether
audit engagement partners and concurring partners should sign
the auditor’s report in their own names. The Committee also
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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-
tion with 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-
diting firms file with 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 provide more transparency into their
finances, governance, and audit practices.

Although the Board has made 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

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. Adetermination 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.

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
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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 PCAOB website, also
provide continuing professional education credit to members
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 firms would likely have a significant neg-
ative impact on the capital markets.” The Committee further
observed that the PCAOB’s audit quality-focused mission 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 Board may
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 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.’

In addition, as discussed in more detail below, the Board’s
recent strategic plans have set forth a number of strate-
gies to monitor compliance with 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.

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.

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 coordinating with 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
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it has expanded its international inspections and
investigative activities. Currently, over 900 non-U.S. audit
firms from more 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 (Board members
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-
tion must 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.?
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.? In some cases, the explanatory text to

v 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).

This paper was developed by PCAOB staff to foster discussion among the members of
the Standing Advisory Group. It is not a statement of the Board; nor does it necessarily
reflect the views of the Board or staff.
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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.? 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).

= 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.?

Y 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.?

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.

] 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 I1AG
on the topic of greater transparency and governance of audit firms.% 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.

& 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.”

At the May 4, 2010 IAG meeting, a panel discussion was held on greater
transparency of the audit process.? 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.? 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,

u See ACAP Committee's Recommendation Relating to the Auditor's

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

& See Investor Advisory Group of the Public Company Accounting Oversight

Board: Summary of May 4, 2010 Meeting at 6-7.

y 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."?

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.Y Below are some developments in this area.

Risk Assessment Standards Integrating Auditor's Responsibility for Fraud: On
August 5, 2010, the Board adopted eight auditin9 standards related to the auditor's
assessment of and response to risk in an audit.?’ 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.

1" ACAP Final Report at VII:18.

W gee Office of the Chief Auditor Standard-Setting Agenda (October 2010).

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, 2009.2¥ 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.!? 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

] 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).

4 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.1¥ 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.1¥ 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.t”

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
PCAOI138/shouId consider mandating the engagement partner's signature on the auditor's
report.—

1Y See Related Parties, PCAOB Standing Advisory Group Meeting, PCAOB
Staff Briefing Paper (October 14-15, 2009).

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

il See Staff Audit Practice Alert No. 5, Auditor Considerations Reqgarding

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. 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.2 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 VIl 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.2Y Among the issues raised
as part of this discussion was the disclosures of "audit quality indicators".

1 See Concept Release on Requiring the Engagement Partner to Sign the

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

2 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.2?

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

2 See Investor Advisory Group of the Public Company Accounting Oversight

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

2 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
20009.

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.?/ 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.?

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.

#/ For a schedule of the 2010 PCAOB Forums on Auditing in the Small
Business Environment, see http://pcaobus.org/Featured/Pages/SmallBusinessForums.

aspx.

2 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.2 In this context, some IAG
members discussed catastrophic or systemic risk to auditing firms.

1. 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.

2 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.2®
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").2

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. %/ 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.

(@) 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/ gee 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).

e 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.@’ 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.

2 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.



Investor Advisory Group
Public Cumﬁany Accounting Oversight Board
Working Group on U.S. Treasury Advisory
Committee on the Auditing Profession

June 27, 2016

Mr. James R. Doty

Chairman

Public Company Accounting Oversight Board
1666 K Street NW

Washington, DC 20006

Dear Chairman Doty:

In 2007 the U.S. Secretary of the Treasury, the Honorable Henry M. Paulson, Jr, announced
and appointed an Advisory Committee on the Auditing Profession (ACAP) “...to consider
and develop recommendations relating to the sustainability of the auditing profession.”
Secretary Paulson appointed twenty one members to the Committee, with a variety of
backgrounds including business executives and corporate board members, former
Securities and Exchange Commission (SEC) and Federal Reserve Chairmen, former SEC
chief accountants, auditors, investors and attorneys. The Public Company Accounting
Oversight Board (PCAOB) Chairman served as an observer to the Committee. A year later in
October 2008, the ACAP issued its recommendations.

The PCAOB Investor Advisory Group (IAG) has benefited, as we hope the PCAOB board
members and staff have, from the discussions at the IAG meetings in past years. We again
look forward to our next meeting on October 27, 2016, At that meeting, a working group of
the IAG will be making a presentation to the members of the PCAOB with respect to the
progress that has been made in the intervening eight years, on the recommendations of the
ACAP. Accordingly, the working group is diligently undertaking to identify the actions
taken to date by each entity to which the recommendations were addressed, as well as
what obstacles, if any, they have faced in addressing the ACAP recommendations.

To that end, the working group would appreciate it if the PCAOB or its staff, could provide a
response to the working group, with respect to the ACAP recommendations to the PCAOB
in the attached Appendix A, which have been highlighted. (A similar request is being sent
to each entity that the ACAP directed its recommendations to.) In particular, if the
response could set forth the steps or actions taken to address and implement the
recommendations, and when they were taken, would be most useful. This would include
either interim or final actions. Such a response would be helpful in ensuring our report to
the PCAOB is as comprehensive as possible. In order to adequately consider the response,



it would be appreciated if it could be received by no later than September 15, 2016. You
can address it to the working group co-chair. Parveen Gupta, Lehigh University, 621 Taylor
Street, College of Business and Economics, Lehigh University, Bethlehem PA, 18015. Please
do not hesitate to Call Mr. Gupta (610-758-3443) or Mr. Turner (303-956-4895) if you have
any questions.

This project is being undertaking by the IAG working group and its members, Assuch, itis
not a project being undertaken by the PCAOB or its staff. However, we hope it will result in
a report that is informative and helpful to the PCAOB in its endeavors.

Again, we greatly appreciate your support and participation at previous IAG meetings.

Sincerely,

?W_ P Gt YO\ S e
Parveen Gupta Lynn Turner

Investor Advisory Group Investor Advisory Group

Working Committee Co-Chair Working Committee Co-Chair



APPENDIX A
U.S. Treasury Advisory Committee on the Auditing Profession
October, 2008 Report

Recommendations made to the Securities and Exchange Commission and Others

Advisory Committee on the Auditing Profession Final Report

ital R endation

Recommendation 1. Implement market-driven, dynamic curricula and content for
accounting students that continuously evolve to meet the needs of the auditing profession
and help prepare new entrants to the profession to perform high quality audits.

{a) Regularly update the accounting certification examinations to reflect changes in
the accounting profession, its relevant professional and ethical standards, and the
skills and knowledge required to serve increasingly global capital markets.

(b) Reflect real world changes in the business environment more rapidly in teaching
materials.

(c) Require that schools build into accounting curricula current market
developments.

Recommendation 2. Improve the representation and retention of minorities in the
auditing profession so as to enrich the pool of human capital in the profession,

(a) Recruit minorities into the auditing profession from other disciplines and
careers.

(b) Institute initiatives to increase the retention of minorities in the profession.

{c) Emphasize the role of community colleges in the recruitment of minorities into
the _audlting profession.

(d) Emphasize the utility and effectiveness of cross-sabbaticals and internships with
faculty and students at Historically Black Colleges and Universities.

(e) Increase the numbers of minority accounting doctorates through focused efforts.



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.

(a) Increase the supply of accounting faculty through public and private funding and
raise the number of professionally qualified faculty that teach on campuses.

(b) Emphasize the utility and effectiveness of cross-sabbaticals.

(c) Create a variety of tangible and sufficiently attractive incentives that will
motivate private sector institutions to fund both accounting faculty and faculty
research, to provide practice materials for academic research and for participation
of professionals in behavioral and field study projects, and to encourage practicing
accountants to pursue careers as academically and professionally qualified faculty.

Recommendation 4. Develop and maintain consistent demographic and higher education
program profile data.

Recommendation 5. Encourage the American Institute of Certified Public Accountants
(AICPA) and the American Accounting Association jointly to form a commission to provide
a timely study of the possible future structure of higher education for the accounting
profession.

Firm Structure and Finances Recommendations

l/ Reécommendation 1. Urge the Securities and Exchange Commission (SEC), and Congress as
apprnpnatc to prm?iﬁc for the creation by the Public Ccmpany ﬁcccunnng Dvcrsxght Bcard
[PGADBJ of a national center to facilitate audltmg firms’ and other market participants’
shanng of fraud prevenhon and detection experiences, practices and data and innovation
in fraud prcvcntlcn and detection methcdclcglcs and tcchnulcglcs, and commission
research and other fact-ﬁndmg regardlng fraud prevcntlnn and detection, and further, the
development of best practices regarding fraud prevention and detection.

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.



(a) Institute the following mechanism to encourage the states to substantially adopt
the mobility provisions of the Uniform Accountancy Act, Fifth Edition (UAA): If
states have failed to adopt the mobility provisions of the UAA by December 31,
2010, Congress should pass a federal provision requiring those states to adopt these
provisions.

e ,._-‘ T T

] S: T ,_fe'the ml:lﬂen-:e n:rfduphcatwe and pntentaal]y mcons:stent
enforcement regimes.

(c) Urge the states to create greater financial and operational independence of their
state boards of accountancy.

B/Remmmendatmn 3 Urge the PE&UB and the SEC m mnsultatlﬂn w1th t}ther federal and

mmpaples, to analjrze, exp]c_rygg_aﬂi;l gp_a_hlf{ _as apprqpnate, t‘he pnssﬁ}ﬂlw and feamblht}' of
firms. aj}_puintmg mdep endent members with full voting IJEIWE:I‘ to firm hnards aﬂdf or
advisory boards with meanmgﬁﬂ governance responsibilities to improve governance and

transparency of auditing firms,

‘s/ Recnmmendatmn 4, Urge the SEC to amend Form 8-K dlsclosure requlrements to
characterize ap pmpnatel_v and report every public compary auditor change and to require
éudmng ﬁrms to notify the PCAOB of any premature engagement partner changes on
public company audit clients.

/ Recommendation 5. Urge the PCAOB to undertake a standard- settlng imtiative to
consider improvements to the auditor’s standard reporting model. Further, urge that the
PCAOB and the SEC dlarify in the auditor's report the auditor’s role in detectlng fraud under
current am:htmg standards and further that the PCAOB periodically review and update
these standards.

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

/ Recnmmendaunn 7. Urge the PCAOB to require that, beginning in 2010, larger auditing
f‘ ir ms pmduce a puhliu: annual report mcurpc-ratmg (a) infﬂrmatinn regulred by the EU’s

accnrdance w1th Remmmendanun 3 in Chapter “.FIII [Eﬂncentrat]on and Competltmn] Df
this Repnrt. Further, urge the PCAOB to require that, 'I:-egmmng in 2011, the ];c_lrger auditing
fivms file with the PCAOB on a confidential basis audited financial statements.



tion and C iti i

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.

(a) Require disclosure by public companies in their registration statements, annual

reports, and proxy statements of any provisions in agreements with third parties
that limit auditor choice,

l/{bj Include representatlves nf sma]ler auditlng firms in mmmittees pul:-]ic forums,
fellowships, and other engagements.

VR Recummendauun 2, Monitor potentlal sources of catasn'uphic risk faced ]J:-,r pubhc
cﬂmpanjf auditing firms and create a mechanism for the preservation and rehabilitation of
troubled larger public company auditing firms.

l/{g] As part of its current G‘F.”E‘.I'Sight aver reglstered auditing firms, the PCAQB should
monitor potential sources of catastrophic risk which would threaten audit quality.

l/[bJ Establish a mechanism to assist in the preservatmn and rehabilitation of a
troubled larger audmng firm. A first step would enmurage larger auditing firms to
adopt vnluntarll}r a cnntingent streamlined internal _governance mechanism that
could be tnggered in the event of threatenmg circumstances. If the governance
mechanism failed to stabilize the firm, a second step would pemut the SEC to
appmnt a c-::-urt—appmved trustee to seek to preserve ‘and rehabilitate the firm by
addressing the threatemng sn:l.xatllc:-n,r mcludlng thmugh a reorganization, or if such a
step were unsuccessfu] to pursue an urderly transtt:lon,

’/Recﬂmmendation 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
audmng ﬁrms to puh]ici_',r dlsclose these 1nd1cat0rs Assuming develapment and dlsc]osure

v Recommendatmn 4, Promote the understandlng of and mmpham:e W‘lth augitor
independence requirements among auditors, investors, public companies, qudit



eerntmttees 'Eﬁd' E'nei?&é' of ﬂlfeete're, in order to enhance investor confidence in the quality
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tancés ,but s bjECt tn SEC and PC&DB _etendepds;

dé" T 5Upplen1ent ].'he Stated
lire rulemaklng bjr Elﬂ}EI‘ the SEC or
the EEEGB beceuse it 1:rn11t,r cal!s fnr assernhly and compilation of existing rules,

\/ {b] Deve]ep training materials to help foster and maintain the applleaj:len of healthj.r
prﬂfessmnal skepticlsm with respe.l:t to issues of lndependenne and other conflicts
anmng _n_uhl[e company audltnrs, and 1n5pect audltlng ﬁnns, threugh the PCAOB
:nspel:uen pt'eeess, for independence training nf partners and Inn:l -career
professionals.

Recommendation 5. Adopt annual shareholder ratification of public company auditors by
all public companies.

\/ Recommendation 6. Enhance regr.ﬂnter;.r collaboration and cnc-rdmanen between the
PCAOB and its fGI‘Elgll cennterperts consistent with the PCAOB mission of promoting
quality audits of public companies in the United States.



S

United States Securities
and Exchange Commission



UNITED STATES

T,
£ B SECURITIES AND EXCHANGE COMMISSION
® ’3’.{! 5 WASHINGTON, D.C. 20549
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October 13, 2016

Dr. Parveen Gupta

Mr. Lynn E. Turner

Working Committee Co-Chairs

Investor Advisory Group

Fublic Company Accounting Oversight Board

Warking Group on U.S. Treasury Advisory Committee on the Auditing Profession

Dear Dr. Gupta and Mr. Turner:

This letter responds to your June 27, 2016 letter to Securities and Exchange Commission
(“SECT) Chair Mary Jo White regarding the work of the Advisory Committee on the Auditing
Profession (“ACAP™) and the report it issued in 2008,

As | mentioned when we spoke recently, I strongly share the working group members’
interest in the sustainability of a strong and vibrant auditing profession, The credibility of
financial reporting depends on thorough audits performed by independent auditors. 1 believe
audit quality has improved during the close to 15 years since the passage of the Sarbanes-Oxley
Act of 2002 and the creation of the Public Company Accounting Oversight Board (""PCAORB™,
which is responsible for overseeing the audits and auditors of public companies and SEC
registered broker-dealers. However, the hard work of the PCAOB and others in the auditing
profession continues, as is reflected in their robust and ongoing standard setting agendas,

1 also believe that the design of the PCAOB’s inspections program, the focus on the
importance of the audit committee's oversight role, and the improvement in the transparency of
drivers of audit quality have all contributed to the improvements in audit quality. [ believe it is
very important for this positive momentum to continue to keep pace with investor expectations
as well as new and emerging financial reporting risks. It is thus incumbent upon us to continue
to monitor the current environment to identify and understand the issues to be addressed as well
as the range of potential approaches to addressing those issues.

' See ddvisory Comnritiee on fhe Auditing Profession Fingl Report (Oct. 6, 2008), available a1
hitps: ! www tressury gov/about/organ i zational-structure ‘o ffices' Documents! final-report.pdf (the “Final Report™).




I'understand that the PCAOBR has separately provided a response to vou on the
connections between their activities and the ACAP recommendations. 1 will not repeat the
matters addressed in their response,

The Final Report included recommendations organized according to the areas of study of
the three subcommittees, The following is a summary of the various actions taken to date based
on the SEC agenda and priorities, which also address to some extent the matters identified in the
recommendations.”

Firm Structure and Finances

One of the recommendations encourages greater regulatory cooperation and oversight of
the public company auditing profession. The objective of our cooperation and frequent dialogue
with the PCAORB is 1o assess whether more should and could be done in our oversight of
auditors. Among the regulatory activities we engage in, the SEC staff and the PCAOB staff
foster robust cooperation, engage with co-extensive enforcement authority over auditors, and
meet formally on a quarterly basis and more frequently on routine oversight and standard setting
activities. The SEC Division of Enforcement’s Financial Reporting and Auditing (“FRAud™)
Group focuses on financial reporting and audit failures, and the Division also has its “Operation
Broken Gate™ initiative to identify auditors who neglect their duties and the auditing standards,
Recent examples of SEC auditor enforcement efforts, in close coordination with the PCAOB,
include charges against two national firms and associated partners for deficient audits’ and
numerous sanctions of other firms stemming from Operation Broken Gate.?

Also, the SEC and the PCAOB are involved with the International Forum of Independent
Audit Regulators (“IFIAR™), which brings together independent audit regulators from 51
jurisdictions to collaborate on regulatory activity. Committee 1 of International Organization of
Securities Commissions” (“TIOSCO™), which the SEC is a member of, represents 10SCO as an
observer at meetings of IFIAR. The PCAOR participates and has an active leadership role in
IFIAR. Additionally, the Financial Stability Board (“FSB™), which brings together senior policy
makers from G20 countries, has held roundtables on effective audit regulation and oversight.

As it relates to improving the transparency of audit firms, I0SCO’s Committee 1 led the
effort to recently publish a “Statement on Transparency of Firms that Audit Public Companies™
by I05CO to promote good practice and contribute to high quality audit firm transparency
reports.” That Committee was chaired by a senior member of OCA. Additionally, I am aware of
and support and encourage the current efforts certain audit firms are making to improve

* The five human capital recommendations are omitted from this document as they do not suggess significant actions
by the SEC or PCAOB beyond expanding faculty fellowship programs at the SEC and PCAOB. See Section V1 of
the Final Report. The subheadings reflect Sections VII and VIII of the Final Report,

? See, ez, hips:iwww sec.oovnews/pressrelease 20 [ 3-184 html and heeps:Sww gec govinews'pressrelease/ 20 5-
27Lhiml.,

* 10SCO Final Report: Statement on Transparency of Firms that Audit Public Companies (Nov. 2015), available at
hrtps-!www.iosco.org/library/pubdocs pd MIOSCOPDA] |.pdf.




transparency in their reporting with respect 1o matiers such as firm governance and the svstem of
guality control for their financial statement audits.

As it relates to governance matters, the SEC issued a concept release in July 2015 seeking
public comment regarding audit committee reporting requirements, including potential disclosure
requirements regarding shareholder ratification and audit mmmmee input in selecting the
engagement partmer, among many other important matters.” The SEC staff is currently
reviewing and analyzing over 100 comment letters received in response to the concept release
and monitering any voluntary changes from the awareness brought to the issues to determine
potential next steps to propose to the Commission for consideration. It is also relevant to note
that SEC Form 8-K. item 4.01, requires disclosure of changes in a registrant’s audit firm.

Concentration and Competition

In the context of reducing any barriers to competition for smaller audit firms, the Final
Report included a recommendation 1o require disclosure by registrants of provisions in
agreements that limit auditor choice. While registrants must disclose information about material
definitive agreements, those disclosure requirements do not generally specify disclosures
regarding provisions within agreements that limit auditor choice. The audit committee concept
release previously mentioned solicits feedback regarding possible disclosure of factors
considered by the audit committee when selecting or retaining the auditor, which could include
information about consideration of smaller audit firms. As mentioned previously, the release
also discusses potential additional disclosures related to the ratification by shareholders of the
selection of the independent auditor,

Also, SEC staff in the Office of the Chief Accountant has encouraged applicants from
firms of all sizes to apply to our professional accounting fellowship programs, Successful
applicants have included former employees from small and mid-size firms. The office also
utilizes professionals from other regulators and other SEC offices and divisions on a time limited
basis to further provide the multi-disciplinary talent needed for today’s priorities.

Finally, as it relates to promoting an understanding and compliance with auditor
independence requirements, the SEC staff c-nnt[nues to emphasize the importance of the
independence requirements through speeches.’ forums, and other public venues. In addition,
staff within the SEC Division of Enforcement has been active in bringing cases against auditors
who violate independence rules, As an example. the SEC recently brought two cases against a
large firm and three former ga.mers for auditor independence failures due to inappropriately
close personal relationships.

" See Possible Revisions lo Andit Commiies Diselosures, Release No. 33-9862 (Jul. |, 2015) [80 FR 38995),
available at hitpsSwww 2ec sovirules/concept 201 5733-9862 mdf,

" See, e.g., Wesley R. Bricker, Interim Chief Accountant, Remarks before the AICPA National Conference on Banks

avd Savings Instiniions {3&1:![ 21, 2016), available at hips: fwww sec.oov ec.govnews/speech/bricker-remarks-aicpa-
national-conf-hanks-gavings-institutions.him] and Wesley R. Biricker, Deputy Chief Accountant, Semarks bafore the

35t Anwnwal SEC and Financial Reporting fnstiture Conference (Jun. 9, 2006), available a1 .
hatps:Awwow seg pov news/speech/bricker-remarks-3 3th-linanc ial-rg@rl ing-inatiture-con ference. himl.

* See, e.g., hups:www sec. sovinews pressrelease 201 6-1 87 ham).




I hope you and the other members of the PCAOB Investor Advisory Group find these
examples helpful as you continue 1o contribute your thought leadership to the important work of
the PCAOB. | would be pleased to make myself and my staff available to discuss these matters
further as needed. 1look forward to participating in the dialogue at the IAG meeting. Please feel
free to contact me directly at 202-551-3014.

Sincerely

Wes Bricker
Interim Chief Accountant



Investor Advisory Group
Public Company Accounting Oversight Board
Working Group on U.S. Treasury Advisory
Committee on the Auditing Profession

June 27, 2016

Mary Jo White

Chairman

Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549

Dear Chairman White:

In 2007 the [LS, Secretary of the Treasury, the Honorable Henry M. Paulson, |r., announced
and appointed an Advisory Committee on the Auditing Profession (ACAP) "...to consider
and develop recommendations relating to the sustainabi lity of the auditing profession.”
Secretary Paulson appointed twenty one members to the Committee, with a variety of
backgrounds including business executives and corporate board members, former
securities and Exchange Commission (SEC) and Federal Reserve Chairmen, former SEC
chief accountants, auditors, investors and attorneys. The SEC had two observers to the
Committee, A year later in October 2008, the ACAP issued its recommendations.

The PCAOE Investor Advisory Group has benefited by your participation in its meetings in
past years. We again look forward to the participation of the SEC in our next meeting on
October 27, 2016. At that meeting, a working group of the 1AG will be making a
presentation to the members of the Public Company Accounting Oversight Board (PCAOB]
with respect to the progress that has been made in the intervening eight years, on the
recommendations of the ACAP, Accordingly, the working group is diligently undertaking to
determine to identify the actions taken to date by each entity to which the
recommendations were addressed, as well as what obstacles, if any, they have faced In
addressing the ACAP recommendations.

To that end, the working group would appreciate it if the SEC or it staff, could provide a
response to the working group, with respect to the ACAP recommendations to the SEC in
the attached Appendix A, which have been highlighted. (A similar request is being sent to
each entity that the ACAP directed its recommendations to.) In particular, if the response
could set forth the steps ar actions taken to address and implement the recommendations,
and when they were taken, would be most useful. This would include either interim or
final actions. Such a response would be helpful in ensuring our report to the PCAOB is a as
comprehensive as possible. In order to adequately consider the response, it would be




appreciated if it could be received by no later than September 15, 2016. You can address it
to the working group co-chair, Parveen Gupla, Lehigh University, 621 Taylor Street, College
of Business and Economics, Lehigh University, Bethlehem PA, 18015, Please do not
hesitate to Call Mr. Gupta (610-758-3443) or Mr. Turner (303-956-4895) if you have any
questions.

This project is being undertaking by the 1AG wuﬂ-:ing group and its members. As such, it Is
not a project being undertaken by the PCAOR or its staff. However, we hope it will result in
a report that is informative and helpful to the PCAOR in its endeavors,

Again, we greatly appreciate your support and participation at previous JAG meet] ngs.

Sincerely,
) P C eYi,
- Goh W\ WA —
fﬂw-&-v
Parveen Gupta Lynn E, Turner
Investor Advisory Group Investor Advisory Group
Working Committee Co-Chair Working Committee Co-Chair

Cez Kara M. Stein - Commissioner
Michael 5, Piwowar - Commissioner
James Schnurr - Chief Accountant




APPENDIX A
U.5. Treasury Advisory Committee on the Auditing Profession
(ctober, 2008 Report

Recommendations made to the Securities and Exchange Commission and Others

Advisory Committee on the Auditing Profession Final Report

Human Capital Recommendations

Recommendation 1. Implement market-driven, dynamic curricula and content for
accounting students that continuously evolve to meet the needs of the audit ng profession
and help prepare new entrants to the profession to perform high quality audits.

[a} Regularly update the accounting certification examinations to reflect changes in
the accounting profession, its relevant professional and ethical standards, and the
skills and knowledge required to serve increasingly global capital markets,

(b) Reflect real world changes in the business environment more rapidly in teaching
materials,

(€] Require that schools build into accounting curricula current market
developments,

Recommendation 2. lmprove the representation and retention of minorities in the
auditing profession so as to enrich the pool of human capital in the profession.

{a) Recruit minorities into the auditing profession from other disciplines and
careers,

(b) Institute tnitiatives to increase the retention of minorities in the profession,

(€} Emphasize the role of community colleges in the recruitment of minorities into
the auditing profession,

(d) Emphasize the utility and effectiveness of cross-sabbaticals and internships with
faculty and students at Historically Black Colleges and Universities.

(e] Increase the numbers of minority aceounting doctorates through focused efforts.




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.

(a) Increase the supply of accounting faculty through public and private funding and
raise the number of professionally qualified faculty that teach on campuses.

(b) Emphasize the utility and effectiveness of cross-sabhaticals,

(¢] Create a variety of tangible and sufficiently attractive incentives that will
moetivate private sector institutions to fund both accounting faculty and faculty
research, to provide practice materials for academic research and for participation
of professionals in behavioral and field study projects, and to encourage practicing
accountants to pursue careers as academically and professionally qualified faculty.

Recommendation 4. Develap and maintain consistent demographic and higher education
program profile data,

Recommendation 5. Encourage the American Institute of Certified Public Accountants
(AICPA) and the American Accounting Association jeintly to form a commission to provide
a tmely study of the possible future structure of higher education for the accounting
profession,

Firm Structure and Finances Recommendations

-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
(PCADR] of a national center to facilitate auditing firms’ and other market participants’
sharing of fraud prevention and detection experiences, practices, ahd data and Innovation
in frand prevention and detection methadologies and technalogies, and commission
research and other fact-fnding regarding fraud prevention and detection, and further, the
development of best practices regarding fraud prevention and detection.

Recommendation 2, Encourage greater regutatory cocperation 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 re porting.

(a) Institute the following mechanism to encourage the states to substantially adopt
the mobility provisions of the Uniform Accountancy Act, Fifth Edition (LUAA): If
states have failed to adopt the mobility provisions of the UAA by December 31,




2014, Congress should pass a federal provision requiring those states to adopt these
provisions,
./ ) i vflarand formal vourdiable metifgs o pgutors arid et
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wernmenil enforcement budies in a cooperative effort to improve regulatory

Pl tyeness i reduce the incidénce of duplicailve ind potentially ioohsistont

enforcement regimes,

{c) Urge the states to create greater financial and operational independence of their
state boards of accountancy,

/ 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 enahle, as appropriate, the possibility and feasibility of
firms appointing independent members with full voting power to firm boards and /or
advisdry boards with meaningful overnance responsibilities to improve governance and
ﬁaﬁéﬁni:em?'uf_éhdjﬂhg_ firms.

JJ 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.

“If 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 PCAOR periodically review apd update
these standards.

Recommendation 6. Urge the PCADB to undertake a sta ndard-setting initiative to
consider mandating the engagement partner’s signature on the auditor's report.

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

G Cao I




V{Emmm:mdatlgg L«Redumbarﬂerq tothe. gruwth nfsmaller ﬁudmng firms consistent

b

Eﬂﬂl M&iﬂm D_f E_m!nnd;mg audit quality. Because s gm;ﬂ]er auﬂ;ﬁpgﬁrmgg:e
11'!?1}'*3% ﬂﬂﬂ-ﬁcﬁm i:ﬂltlpaﬁl:::rﬂin the ‘market for: larjgnr :{gmpan}r auﬁits ﬂjﬂ:.r_‘fl:l. the
tpng’tm:m, the Cum:ninm recognizes that. Recommendation 2 will be 2 ‘higher priority in

the 1 near term.

] [EYE RPqu[re ﬂlsﬂlnmre by publicc :qmpanie; in t_heir_ n_:g[_;h-atmn stﬂtaments, annual
reports, o and pri ‘oxy statements of any provisions in agrepments with third partips
that limit auditor choice.

/

{b] Include representatives of smaller auditing firms in committees, public forams,
fellﬂwamps, and other engagements.

J

Rummmendahnn 2, Monitor potential sources of tﬂtast:mph.ic risk faced by public
company audmng firms and create a mechanism for the preservation and rehabilitation of
troubled larger public mmpan].r auditing firms.

v (&) As part of its current oversight over registered auditing firms, the PCAOR should
monitor potential sources of catastrophie risk which would threaten audit quality.

f (b) Establish 2 mechanism to assist n the preservation and rehabilitation of a
troubled larger auditing firm. A first step would encourage larger aud] ting firms to
adopt veluntarily a contingent streamlined internal governance mechanism that
conld be tngg‘erad in the event of threatening circumstances. If the governance
mechanism fafled to stabilize the firm, a second step would permit the SEC to
appoint a court-approved trustee to seek to preserve and rehabilitate ‘the firm by
addressing the threatening situation, including through a reorganization, or if such a
step were unsuccessful, to pursue an orderly transition,

Recommendation 3. Recommend the PCAOE, 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 PCAOR to monitor these indicators.

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




|/ ]:aj_[}’;_}m_pllwéiﬁhe SEC “am:l:f‘{lﬂﬂE mdepﬂﬂd&hﬁ'e I-E:gﬂ.Li'E'mvEIltE intoa sing‘le document
;md make this document website. a.:cessihla The AICPA and state bo hoards of
accountancy: ﬁ:m_l.ilzﬂﬂlaﬁfﬂdf prominently note that differonces axist hietween the
SECand FCAOB. stﬁnﬁaﬁﬂs{@ﬂ-mﬂmpuﬁh@mmmﬁnﬂ tha A]CPA and state

andar ;{ﬁnﬂi@i@nuﬂlﬁiﬁﬂm@m but Eﬁbjgimﬁﬂﬂ@ﬂfﬁﬂﬁﬁ standards,

in the case of ‘public mm_pinms]_nud indicate, at each place in their standards where
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Htﬂ'emncﬂ exdst, ﬂmmmrﬁa'c an_d P[:AEIE inde_pgndpuce requlrenmnt_s
gppltcﬂbic to pu‘hlu: mmp:m:-.r auditors m:_w *;upgrsgﬂe or supplemant the stated
requlrenmms. This mmp:latmn s'hnuld not require rulema}:ing by either the EEI: ar

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 Arms, through the PCAOR
inspection process, for independence training of partners and mid-career
professionals,

\/i;.a-mmmendatjun 5. Adopt annual shareholder ratification of public company auditors by
all public companies,

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.
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Investor Advisory Group
Public Company Accounting Oversight Board
Working Group on U.S. Treasury Advisory
Committee on the Auditing Profession

August 15, 2016

The Honorable
Jacob J. Lew
Secretary of the Treasury

Department of the Treasury
1500 Pennsylvania Avenue, NW
Washington, D.C. 20220

Dear Mr. Secretary:

In 2007 the U.5. Secretary of the Treasury, the Honorable Henry M. Paulson, Jr., announced
and appointed an Advisory Committee on the Auditing Profession (ACAP) “...to consider
and develop recommendations relating to the sustainability of the auditing profession.”
Secretary Paulson appointed twenty one members to the Committee. The members of the
committee had a variety of backgrounds including business executives and corporate board
members, former Securities and Exchange Commission (SEC) and Federal Reserve .
Chairmen, former SEC chief accountants, auditors, investors and attorneys, A year later in
October 2008, the ACAP issued its recommendations. :

On its website, the Treasury Department states:

The Committee considered, among other things, the auditing profession’s ability to
cultivate, attract, and retain the human capital necessary to meet developments in
the business and financial reporting environment and ensure audit quality for
investors; audit market competition and concentration and the impact of the
independence and other professional standards on this market and investor
confidence; and the organizational structure, financial resources, and
communication of the auditing profession.!

!See https:/fwww.treasury.gov/about/organizational-structure/offices/ Pages/acap-index.aspx
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As set forth at https://www.treasury.gov/press-center/press-
releases/Pages/hp1158.aspx, the ACAP made approximately 18 recommendations
submitted to the Secretary of the Treasury. These recommendations focused on the
auditing profession which has an ifnportant role in maintaining the credibility and
reliability of the U.S. capital markets. The recommendations in the final report of the ACAP
were directed to the Securities and Exchange Commission (SEC), the Public Company
Accounting Oversight Board (PCAOB), the National Association of State Boards of
Accountancy (NASBA), the American Institute of Certified Public Accountants (AICPA) and
the American Accounting Association (AAA). These recommendations focused on:

1. Improving accounting education and s'trengthening human capital;

2. Enhancing auditing firm governance, transparency, responsibility, communications,
and audit quality; and

3. Ways to increase audit market competition and auditor choice.

The PCAOB Investor Advisory Group (IAG) has been asked to make a presentation to the
PCAOB on October 27, 2016 regarding the steps that have been taken to implement the
recommendations made by the ACAP. The IAG, comprised of investor representatives and
advocates, meets annually with the PCAOB board members and staff to discuss issues
important to investors, the PCAOB and auditing profession2, At the October 2016 meeting,
a working group of the IAG will be making a presentation to the members of the PCAOB
with respect to the progress that has been made in the intervening eight years since the
issuance of the ACAP final report. Accordingly, the working group is diligently undertaking
to identify the actions taken to date, by each entity to which the recommendations were

addressed, as well as what obstacles, if any, they have faced in addressing the ACAP
recommendations.

To that end, the working group would appreciate it, if the U.S, Treasury Department staff
could provide a response to the working group, with respect to what steps the Department
has taken to monitor the progress made in implementing the ACAP recommendations.
Such a response would be helpful in ensuring our report to the PCAOB is as comprehensive
as possible, In order to adequately consider the response, it would be appreciated if it
could be received by no later than September 15, 2016.

You can address your response to the working group co-chair. Parveen Gupta, Lehigh
University, 621 Taylor Street, College of Business and Economics, Lehigh University,
Bethlehem PA, 18015, Please do not hesitate to Call Mr. Gupta (610-758-3443) or Mr.
Turner (303-956-4895) if you have any questions.

This project is being undertaking by the IAG working group and its members. As such, it is
not a project being undertaken by the PCAOB or its staff. However, we hope it will result in

* Two of the members of the PCAOB IAG were members of the ACAP. Other members of the 1AG participated in
the deliberations of the ACAP by testifying before it and providing comments,
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a report that is informative and helpful to the PCAOB in its endeavors. Your assistance in
that regards will be greatly appreciated.

Again, we greatly appreciate your support.

Sincerely,
Mwﬁ% han € W
Parveen Gupta ynn E. Turner
Investor Advisory Group ) Investor Advisory Group
Working Committee Co-Chair Working Committee Co-Chair




