
 

 
1 For example, see the letters to the PCAOB from the U.S. Chamber of Commerce Center for Capital Markets 
Competitiveness on the PCAOB Concept Release on Potential Approach to Revisions to PCAOB Quality Control Standards 
dated March 16, 2020; the PCAOB Request for Comment on Advisory Groups – Draft Governance Frameworks dated 
February 28, 2022; and the PCAOB Request for Comment on the Draft 2022-2026 Strategic Plan dated August 16, 2022.   
2 The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (“Dodd-Frank”) added broker-dealer 
audits to the PCAOB’s oversight responsibilities.  
3 Consistent with an AICPA commitment, ISQM 1 and SQMS 1 are substantially converged.  The CCMC has long 
supported the convergence of PCAOB, IAASB, and AICPA auditing standards.  Convergence is particularly important 
for quality control standards.   
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4 See the Exposure Draft, page A1-2.   
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5 See the Exposure Draft, page A1-1.  
6 See the Exposure Draft, pages A1-1 and A1-2.  
7 See the Exposure Draft, page A1-5.  
8 See the Exposure Draft, page A1-5. 
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9 See the Exposure Draft, pages A1-5 to A1-7. 
10 See the Exposure Draft, page 69. 
11 See the Exposure Draft, page A1-5.  
12 See the PCAOB Comparison of Proposed QC 1000 with ISQM 1 and SQMS 1 (November 18, 2022), page 11. 
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13 See the Exposure Draft, page 75.  
14 The Proposal adds conditions such as “timely” and “aware” related to quality control supervisory activities that 
likewise focus on accountability and expand enforcement opportunities.  
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15 According to the Exposure Draft, under PCAOB rules certain SECPS requirements still apply to 216 (about 13% of) 
PCAOB-registered firms, including 11 of the 14 annually inspected firms in 2022 (page 15).  However, the Exposure 
Draft also discloses that 59% of the approximately 700 firms (about 413) registered with the PCAOB did not perform 
any issuer or broker dealer audits (or play a substantial role in such audits) in 2022 (pages 49 and 274).  Thus, the SECPS 
requirements still apply to about 75% of the firms (216 of 287=75%, where 700-413=287) that perform audits (or play a 
substantial role).  As an aside, registered firms that do not perform any issuer or broker-dealer audits (or play a 
substantial role) are not inspected by the PCAOB and would be subject to the design-only requirements of the Proposal. 
16 See the Exposure Draft, page 112.  
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17 Relatedly, SEC Reg S-X Rule 2-01(d) provides that a firm’s independence is not impaired solely because a covered 
person in the firm is not independent of an audit client, provided the covered person did not know of the circumstances 
giving rise to the violation, the violation was corrected as promptly as possible, and the firm maintains a quality control 
system meeting specified standards.  Rule 2-01(d)(4) describes (for firms that provide audit, review, or attest services to 
more than 500 SEC registrants) features necessary for the firm’s quality control system to meet the specified standards, 
which include an automated system to identify investment holdings of partners and managers that might impair 
independence (see the Exposure Draft, footnote 187 on page 113). 
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18 See the Exposure Draft, page A1-11.  
19 See the Exposure Draft, page 98. 
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20 See the Exposure Draft, footnote 163 on page 98.  
21 See the Exposure Draft, page 279.  
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22 See the Exposure Draft, page A1-6.  The Economic Analysis Section of the Exposure Draft acknowledges a lack of 
empirical evidence supporting the benefits of this requirement.  For example, the Auditing Standards Committee of the 
Auditing Section of the American Accounting Association (“AAA”) recommended against it based on a review of 
academic literature on the impacts of similar requirements in the United Kingdom.  The AAA committee concluded that 
“research does not provide compelling evidence that [mandatory] QC system certifications would add value.”   
Nonetheless, the Exposure Draft states: “Based on our judgment and the absence of dispositive counterevidence in the 
academic literature, our preliminary view is that the proposed requirement would benefit investors” (p. 275).  The 
PCAOB’s view is despite that the certified audit firm annual quality control evaluation reports would not be publicly 
available to investors, in accordance with the provisions of SOX.    
23 See the Exposure Draft, page A5-17.  
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24 See the Exposure Draft, page A1-34.  An unremediated QC deficiency is one where remedial actions that completely 
address the QC deficiency have not been fully implemented, tested, and found effective.  
25 See the Exposure Draft, pages A1-39 and A1-40.  
26 In turn, the Proposal specifies conditions that would be presumed to indicate a major quality control deficiency.  
Presumptive conditions are an unremediated quality control deficiency (deficiencies) that (a) relate to the firm’s 
governance and leadership that affect the overall environment supporting the operation of the QC system or (b) result in 
or likely to result in one or more significant engagement deficiencies in engagements that, taken together, are significant 
in relation to the firm’s total portfolio of engagements (for example, because of the number of engagements or firm 
personnel affected or likely to be affected, the associated revenue or profit, the associated risks, or the relevant industry) 
(Exposure Draft, page A1-40).  
27 As subsequently discussed, the Proposal prescribes between (approximately) 34 to 48 different quality control 
objectives for six of the eight quality control system components and requires audit firms to determine additional ones 
based on the firm’s facts and circumstances for these six components plus the other two components.  
28 The Proposal notes that: “The likelihood could be reduced if, for example, a quality objective is not established, a 
quality risk is not properly identified or assessed, or a quality response is not properly designed or implemented or is not 
operating effectively” (Exposure Draft, page A1-41).  
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29 See the Exposure Draft, pages A1-40 and A1-41.  
30 See the Exposure Draft, page A1-39. 
31 See the Exposure Draft, page A1-41.  
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32 See the Exposure Draft, page A1-35.  
33 This is not to suggest that regulatory oversight in some industries, such as financial services, does not involve the 
regulated entity’s internal controls, broadly defined, including operational controls and enterprise risk management.   
34 See SOX Section 104(a).    
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35 See SOX Section 104(d) (2) and (3).  
36 PCAOB inspectors use comment forms to document inspection deficiencies.  These comments are shared with the 
audit firm even when a comment does not rise to a level of severity to be included in the audit firm inspection report.  
37 The PCAOB inspection process involves access to the results from an audit firm’s internal inspection program and 
monitoring processes, peer reviews, and results from audit firm’s annual quality control evaluations (conclusions) under 
ISQM 1 and SQMS 1.  Thus, findings from these processes would be reflected in the PCAOB audit firm inspection 
reports.    
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38 See “PCAOB Inspections and Large Accounting Firms,” by Bryan K. Church and Lori B. Shefchick in Accounting 
Horizons (March 2012) and PCAOB Staff Inspection Brief on Information about 2017 Inspections (August 2017).  
39 These data undermine the cost-benefit justification for annual reporting by all PCAOB inspected firms based on 
information arguments related to triennially inspected firms (see the Exposure Draft, page 286).  Any capital market 
consequences from the PCAOB failing to accelerate the timing of a triennially inspection would be very small indeed.     
40 See SOX Section 104(g)(2).  
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41 See the Exposure Draft, page A1-8. 
42 From a conceptual standpoint, audit firm quality controls also differ from ICFR in this regard.  ICFR risk consists of 
(1) the susceptibility to material misstatement of the financial reporting elements to which the controls identified relate, 
which also considers the materiality of the element and (2) the risk that controls will fail to operate as designed.  
Although assessing ICFR risk involves significant judgment, the concept of material misstatement of financial reporting 
elements gives these judgments a quantitative touchstone – in conjunction with qualitative considerations – which is 
absent from judgments on quality risks and audit firm quality controls.   
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43 See the PCAOB Comparison of Proposed QC 1000 with ISQM 1 and SQMS 1 (November 18, 2022), page 72 
44 See the Exposure Draft, page 214.  
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45 See the Exposure Draft, footnote 286 on page 214.  
46 Essentially, SOX Section 105(B)(5) provides that except for the availability to certain government agencies (such as the 
SEC without loss of status as confidential and privileged), all documents and information prepared or received by or for 
the Board (and deliberations of the Board and its employees and agents) in connection with an inspection or 
investigation shall be confidential and privileged; shall not be subject to civil discovery or other legal process in Federal 
or State court or administrative agency proceeding; and shall be exempt from disclosure under the Freedom of 
Information Act or otherwise; unless and until presented in connection with a public proceeding or released in 
accordance with PCAOB disciplinary procedures.   
47 See the Exposure Draft, page A5-17. 
48 Quality control information audit firms currently provide is crafted to avoid undermining the confidentially provisions 
in SOX (see the Exposure Draft, footnote 312 on page 242). 
49 Audit firm audit quality reports often include a section on improvements the firm is making to its quality control 
system that can serve as a useful basis for discussions with audit committees.  
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50 For example, requirements of the New York Stock Exchange, applicable to boards of directors of companies that 
have equity securities listed on the exchange, require that audit committees, at least annually obtain and review a report 
by the independent auditor describing (among other matters) the firm’s internal quality control procedures; any material 
issues raised by the firm’s most recent internal quality control review, peer review, or inquiry or investigation by 
governmental or professional authorities within the preceding five years; and steps taken to deal with any such issues.  
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51 See the Exposure Draft, page 79.  
52 See the Exposure Draft, page A1-40. 
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53 See the Exposure Draft, page A1-2.  
54 For example, see the Exposure Draft, pages A1-13 to A1-16, A1-18, and A1-22 to A1-23. 
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55 See the Exposure Draft, page 290.  
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