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Introduction

The Standing Advisory Group (“SAG”) will discuss its current observations
concerning the initial implementation of PCAOB Auditing Standard No. 2, An Audit of
Internal Control Over Financial Reporting Performed in Conjunction with an Audit of
Financial Statements. In particular, the PCAOB is seeking insights into those areas of
implementation issuers and auditors are finding most challenging.

Background

The PCAOB developed and issued, on October 7, 2003, a proposed auditing
standard titled, An Audit of Internal Control Over Financial Reporting Performed in
Conjunction with an Audit of Financial Statements. The PCAOB received 193 comment
letters on a broad array of topics from a variety of commenters. Those comments led to
changes in the standard, which was finalized on March 9, 2004 as PCAOB Auditing
Standard No. 2, An Audit of Internal Control Over Financial Reporting Performed in
Conjunction with an Audit of Financial Statements. Before drafting the standard, the
PCAOB sought a range of input on its possible content by convening a public
roundtable on July 29, 2003 to discuss issues and hear views related to reporting on
internal control over financial reporting.

Although the rulemaking process related to PCAOB Auditing Standard No. 2 is
complete, the appropriate implementation of this standard remains one of the PCAOB's
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priorities. The PCAOB receives questions and feedback related to the implementation
of PCAOB Auditing Standard No. 2 on an ongoing basis from a wide variety of sources.
As a result of this dialog, the staff has issued two sets of Staff Questions and Answers
on Auditing Internal Control Over Financial Reporting.Y The staff expects to continue to
issue such staff guidance as necessary.

Because the implementation of PCAOB Auditing Standard No. 2 remains a
priority and because the PCAOB is interested in hearing implementation observations
from a variety of sources, the SAG will be asked to provide its observations regarding
the implementation of PCAOB Auditing Standard No. 2. A separate briefing paper
discusses one specific implementation issue associated with PCAOB Auditing Standard
No. 2: possible auditor reporting on the correction of a material weakness. In this
session on implementation issues, the SAG will be asked to offer its observations
regarding other aspects of implementing of Auditing Standard No. 2 that are of current
interest.

Discussion Question —

1. What aspects of implementing Auditing Standard No. 2 seem to be
working well? What aspects of implementing Auditing Standard No. 2
seem to be most challenging?

2. To what additional implementation issues should the staff pay particular
attention?

The PCAOB is a private-sector, non-profit corporation, created by the Sarbanes-
Oxley Act of 2002, to oversee the auditors of public companies in order to protect the
interests of investors and further the public interest in the preparation of informative, fair,
and independent audit reports.

v Staff Questions and Answers, June 23, 2004 (Questions 1 through 26)
and Staff Questions and Answers, October 6, 2004 (Questions 27 through 29) are both
available at .



