
1www.crowe.com

Audit  |  Tax  |  Advisory  |  Risk  |  Performance

August 2015
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PCAOB Offers Audit Quality Indicators and More Transparency
By Sydney K. Garmong, CPA, and Matthew A. Schell, CPA, CFA

The U.S. Securities and Exchange Commission (SEC) and the Public Company 
Accounting Oversight Board (PCAOB) have been busy. Together they issued a 
total of three documents for comment: Two are concept releases, issued to solicit 
comment before a proposed rule is announced. The SEC’s concept release, 
“Possible Revisions to Audit Committee Disclosures,” was issued on July 1, 
2015, to seek comment on potential revisions to audit committee disclosures 
on the audit committee’s oversight of the independent auditor. The PCAOB’s 
concept release, “Concept Release on Audit Quality Indicators,” was issued on 
June 30, 2015, to seek comment on the development and uses of potential audit 
quality indicators (AQIs). The concept release stage is an important step in the 
development and issuance of authoritative guidance, because at this stage views 
are shaped and the foundation is laid for what ultimately could become a proposal.

At the same time, the PCAOB issued a supplemental proposal, “Supplemental 
Request for Comment: Rules to Require Disclosure of Certain Audit Participants 
on a New PCAOB Form,” to seek comment on a revised mechanism for 
disclosing the engagement partner and other participants in the audit. A 
supplemental request for comment is a follow-up to a formal proposal.

All three documents share the goal of informing investors and focus 
squarely on the audit, including the audit committee and its oversight 
role. Given the topics, the comments of investors and audit committee 
members will be of keen interest to the SEC and the PCAOB.

SEC Concept Release: Enhancing 
Audit Committee Disclosures
Some investors are focused on the activities and transparency of audit committees, 
including oversight of the independent auditor. To that end, they have sought 
greater disclosure about matters such as the responsibility of the audit committee 
for the appointment, compensation, and oversight of the external auditor. Other 
matters of interest to some investors include auditor tenure, fee determinations, 
and involvement in the selection of the audit engagement partner. Institutional 
investor groups have called for additional audit committee disclosures as 
part of each group’s published good-corporate-governance policies.

Some companies, including their audit committees, provide disclosures above 
and beyond the current requirements. In 2013, the Center for Audit Quality (CAQ),1  
as part of the Audit Committee Collaboration,2  published a report, “Enhancing 
the Audit Committee Report: A Call to Action,” encouraging audit committees to 
voluntarily and proactively improve their public disclosures to more effectively 
convey to investors and other interested parties the critical aspects of the 
important work that audit committees currently perform. The report includes 
examples of emerging voluntary practices that strengthen audit committee 
disclosures as well as references to studies of recent trends in these practices.

https://www.sec.gov/rules/concept/2015/33-9862.pdf
http://pcaobus.org/Rules/Rulemaking/Docket 041/Release_2015_005.pdf
http://pcaobus.org/Rules/Rulemaking/Docket029/Release_2015_004.pdf
http://pcaobus.org/Rules/Rulemaking/Docket029/Release_2015_004.pdf
http://pcaobus.org/Rules/Rulemaking/Docket029/Release_2015_004.pdf
http://www.thecaq.org/reports-and-publications/enhancing-the-audit-committee-report-a-call-to-action/enhancing-the-audit-committee-report-a-call-to-action
http://www.thecaq.org/reports-and-publications/enhancing-the-audit-committee-report-a-call-to-action/enhancing-the-audit-committee-report-a-call-to-action
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On the other hand, some opponents see additional reporting as merely 
a contribution to disclosure overload. Some stakeholders are skeptical 
about whether additional reporting would be helpful, “in light of a  lack 
of interest in the audit committee reporting that is currently required.”3  
Other proponents of enhanced disclosure suggest that principles-based 
reporting will afford flexibility and avoid a one-size-fits-all approach.

Given these varied views on the usefulness and relevance of audit committee 
disclosures, the SEC seeks input on whether and how additional reporting might 
be useful to investors. The SEC’s recent concept release focuses on understanding 
whether the current disclosure rules adopted in 1999 – principally item 407 of 
Regulation S-K – need to be updated to include many of the enhanced roles and 
responsibilities that are the result of:

 ■ The Sarbanes-Oxley Act of 2002

 ■ Enhanced listing requirements of different securities exchanges

 ■ PCAOB requirements for auditor communications with audit committees

 ■ Overall changes in practice for companies globally

The 74 questions the SEC poses in its concept release are organized into five broad 
categories so that stakeholders can provide feedback on potential disclosures about:

1. Audit committee oversight of the auditor

2. Audit committee processes for appointing or retaining the auditor

3. Qualifications of the audit firm and certain members of the engagement team selected 
by the audit committee

4. Location of audit committee disclosures in commission filings

5. Smaller reporting companies and emerging growth companies

Beyond these categories, the SEC is seeking feedback on additional potential 
disclosures that might be useful as a whole. Comments are due Sept. 8, 2015.

PCAOB Concept Release: Communicating 
Audit Quality Indicators
The notion of developing metrics for measuring audit quality has evolved in the 
past decade. The term “audit quality indicators” is used by multiple stakeholders, 
including the PCAOB, the U.S. Department of the Treasury’s Advisory Committee 
on the Auditing Profession, the International Auditing and Assurance Standards 
Board, audit committees, and audit professionals. Based on outreach to investors, 
audit committees, and other stakeholder groups, the CAQ developed an approach to 
communicating AQIs that focuses on communicating engagement-specific metrics 
to audit committees and recognizes the critical role that audit committees play in 
overseeing the audit. In 2014, the CAQ issued a paper, “The CAQ Approach to Audit 
Quality Indicators,” which puts forth the AQIs that seem to provide the greatest 
opportunity to enhance discussions between auditors and audit committees and to 
benefit audit committees fulfilling their audit-oversight responsibilities.

The PCAOB’s concept release sets forth quantitative measures that the PCAOB 
believes possibly could provide clarity about the quality of audits or improve the 
process that audit firms use to perform their work. The concept release seeks 
comment on the following 28 potential indicators, which may provide insights for 
evaluating audit quality:

http://www.thecaq.org/reports-and-publications/caq-approach-to-audit-quality-indicators
http://www.thecaq.org/reports-and-publications/caq-approach-to-audit-quality-indicators


3www.crowe.com

It’s All About the Audit: SEC Offers 
Audit Committee Disclosures, 
PCAOB Offers Audit Quality 
Indicators and More Transparency
 

The appendix of the PCAOB’s concept release provides a detailed discussion of the 
nature of the indicators, how to calculate the indicators, and some related issues 
that could arise. In addition, the concept release requests suggestions for additional 
indicators, who the potential users of the indicators will be, and an effective 
approach to implementation of the audit quality indicator project. Comments are due 
Sept. 28, 2015.

PCAOB Supplemental Request for Comment: Identifying 
the Engagement Partner and Other Audit Participants
For several years, the PCAOB has considered requiring auditors to provide 
more information about significant participants in audits. The project began 
as a 2009 concept release, seeking comment on whether the engagement 
partner should be required to sign the auditor’s report. The next step was a 2011 
proposal for a disclosure approach instead of a signature requirement, primarily 
in response to commenters’ concerns about liability. In 2013, the PCAOB issued 
a re-proposal; however, some commenters expressed concern that identifying 
in the auditor’s report the engagement partner and other participants in the 
audit, such as independent accounting firms and certain nonaccounting firms, 
could create both legal and practical issues under federal securities laws.

To address those concerns, the PCAOB’s supplemental request for comment 
asks about whether to require firms to make public the name of the engagement 
partner and certain other audit participants using a mechanism other than 
the auditor’s report. Instead of requiring disclosure in the auditor’s report, the 
PCAOB proposes to report using a new PCAOB Form AP, “Auditor Reporting of 
Certain Audit Participants.” PCAOB Chairman James R. Doty noted in a news 
release that “Form AP is a middle ground approach that would provide investors 
this disclosure in a manner that responds to auditors’ concerns about risk.” 

The supplemental request for comment outlines several items that the PCAOB 
is reconsidering, such as narrowing the disclosure requirements regarding 
other participants in the audit. Comments are due Aug. 31, 2015.

Audit Professionals
Availability
1. Staffing leverage

2. Partner workload

3. Manager and staff workload

4. Technical accounting and 
auditing resources

5. Persons with specialized 
skill and knowledge

Competence
6. Experience of audit personnel

7.  Industry expertise of audit personnel

8.  Turnover of audit personnel

9. Amount of audit work centralized 
at service centers

10.  Training hours per audit professional

Focus
11.  Audit hours and risk areas

12.  Allocation of audit hours to 
phases of the audit

Audit Process
Tone at the Top and Leadership
13. Results of independent 

survey of firm personnel

Incentives
14.  Quality ratings and compensation

15.  Audit fees, effort, and client risk

Independence
16.  Compliance with independence 

requirements

Infrastructure
17.  Investment in infrastructure 

supporting quality auditing

Monitoring and Remediation
18.  Audit firms’ internal quality review results

19.  PCAOB inspection results

20.  Technical competency testing

Audit Results
Financial Statements
21.  Frequency and impact of financial 

statement restatements for errors

22.  Fraud and other financial 
reporting misconduct

23.  Inferring audit quality from measures 
of financial reporting quality

Internal Control
24.  Timely reporting of internal 

control weaknesses

Going Concern
25.  Timely reporting of going concern issues

Communication Between 
Auditors and Audit Committee
26. Results of independent surveys 

of audit committee members

Enforcement and Litigation
27.  Trends in PCAOB and SEC 

enforcement proceedings

28.  Trends in private litigation

http://pcaobus.org/News/Releases/Pages/06302015_Transparency.aspx
http://pcaobus.org/News/Releases/Pages/06302015_Transparency.aspx
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and can be reached at +1 202 779 9911 or 
sydney.garmong@crowe.com.

Matthew Schell is a partner with Crowe 
and can be reached at +1 202 779 9930 or 
matthew.schell@crowe.com.

1 The CAQ is an autonomous and nonpartisan 
public policy organization “dedicated to enhancing 
investor confidence and public trust in the global 
capital markets.” According to the CAQ website, 
its role is “fostering high-quality performance 
by public company auditors; convening and 
collaborating with other stakeholders to advance 
the discussion of critical issues requiring action and 
intervention; and advocating policies and standards 
that promote public company auditors’ objectivity, 
effectiveness and responsiveness to dynamic 
market conditions.” Based in Washington, D.C., 
the CAQ is affiliated with the American Institute of 
CPAs.

2 According to its website, the Audit Committee 
Collaboration consists of the CAQ, National 
Association of Corporate Directors, NYSE 
Governance Services, Tapestry Networks, 
Independent Directors Council, Mutual Fund 
Directors Forum, Association of Audit Committee 
Members Inc., and Directors’ Council – which aim 
“to expand audit committee member access to 
useful tools and materials.”

3 See Federation of European Accountants, Institute 
of Chartered Accountants Australia, and the 
CAQ, “Global Observations on the Role of the 
Audit Committee: A Summary of Roundtable 
Discussions,” May 13, 2013, available at http://
www.thecaq.org/docs/reports-and-publications/
globalobservationsontheroleoftheauditcommittee.
pdf?sfvrsn=2
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In Conclusion
Feedback from all stakeholders is welcome, but it is particularly important for the 
SEC and PCAOB to hear from investors and audit committees. Both regulators 
accept all comment letters and read each one with care. The three proposals are 
lengthy – totaling 115 pages (and, no, there are no pictures) – but the following 
are a few tidbits to keep in mind for crafting an effective comment letter:

When writing a comment letter, do:

 ■ Provide some context about your role (investor, audit committee, or board member, 
for example) and perspective (such as small-cap, middle-sized, or Fortune 500).

 ■ Address the most relevant items, and provide your candid perspective.

 ■ Provide feedback on those items with which you agree, 
not just those with which you disagree.

When writing a comment letter, don’t:

 ■ Feel compelled to answer every question.

 ■ Get hung up on format; there is no wrong way to write a letter.

 ■ Underestimate the value of writing a comment letter.

As a reminder, comments are due as follows:

Issuer Topic Issued Comments Due

SEC Audit committee disclosures July 1, 2015 Sept. 8, 2015

PCAOB Audit quality indicators June 30, 2015 Sept. 28, 2015

PCAOB Identification of the engagement partner 
and other participants in the audit

June 30, 2015 Aug. 31, 2015
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