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Introduction
At the June 5-6, 2018, PCAOB Standing Advisory Group (SAG) meeting, the PCAOB provided 
an update on recent developments, including introducing the new Chairman and Board 
members1 and discussing its current and future standard-setting activities. In addition, the 
PCAOB and SAG discussed:

• The Board’s strategy outlook.

• Implementation of the new auditor’s reporting standard.2

• The PCAOB’s research project related to the use of data and technology in the
conduct of audits.

• Cybersecurity and potential implications for financial reporting and auditing.

1 On December 12, 2017, the SEC announced the appointment of William D. Duhnke III as Chairman and J. Robert Brown, Kathleen M. 
Hamm, James G. Kaiser, and Duane M. DesParte as Board members of the PCAOB.

2 PCAOB Auditing Standard (AS) 3101, The Auditor’s Report on an Audit of Financial Statements When the Auditor Expresses an Unqualified 
Opinion.
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• Corporate culture and related audit implications. 

• Current or emerging audit issues. 

This Audit & Assurance Update summarizes the highlights of the meeting.

New PCAOB Board and Its Strategy Outlook 
Chairman Duhnke and the new Board members introduced themselves to the SAG and 
discussed their professional backgrounds, highlighting their broad array of experience that 
spans the entire spectrum of the financial reporting process.3 Chairman Duhnke noted 
his view that the new PCAOB Board was deliberately composed to include a variety of 
perspectives with the aim of working together collegially to advance the PCAOB’s mission. 
Throughout the meeting, the new Board emphasized their interest in hearing the SAG’s 
perspectives and explained that their “doors are open” for candid feedback. In addition, 
Chairman Duhnke described the Board’s initial transition efforts, explaining the new Board is 
focused both on continuing the PCAOB’s core activities and defining the Board’s strategy for 
the next five years.

As part of developing its strategic plan, the Board is conducting internal and external outreach 
activities.4 In April 2018, the PCAOB published a survey seeking public input regarding its 
strategic priorities.5 In addition to the survey, the PCAOB engaged an external consultant to 
conduct a series of individual interviews of key constituents, including investors, academics, 
regulators, public company interest groups, and audit firms. Chairman Duhnke stated that the 
Board intends to publish the draft of its strategic plan for public review and comment in July or 
August of this year. After considering input received, he expects that the Board will finalize the 
plan, and its final budget for 2019, in November. 

Chairman Duhnke stated that the full results of the surveys and interviews have not been 
provided to the Board yet, but that certain themes are emerging thus far. Based on comments 
from all the Board members these themes include:

• Being more accessible and providing greater transparency so that the public better 
understands the PCAOB’s role in driving audit quality.

• Enhancing internal collaboration.

• Evaluating how to better use information technology to be more effective and efficient.

• Challenging the inspections process and whether the current process is still driving 
audit quality and communicating results clearly and in such a way to meet the needs 
of investors, audit committee members, and other interested parties.

During the ensuing discussion, the SAG and the Board commented on the PCAOB: 

• Enhancing preventative (rather than just detective) audit quality measures — for 
example, by providing leading audit practices.

• Seeking feedback proactively from all stakeholders and engaging in more of a 
continuous dialogue. Particularly, the PCAOB’s need for more engagement with 
investors so that they can better appreciate the relevance and importance of the work 
the PCAOB is doing to advance audit quality and how investors may be affected (e.g., 
changes to the auditor’s report).

• Evaluating priorities in terms of standard-setting (see further discussion below). 

3 For background of Chairman Duhnke and the new PCAOB Board members, refer to the SEC’s December 12, 2017, press release 
and PCAOB’s website.

4 Each year since 2007, the PCAOB has published a strategic plan with a five-year outlook which serves as the foundation for the 
budget and guides the PCAOB’s programs and operations.

5 The PCAOB engaged the National Academy of Public Administration to assist it in developing its strategic plan and to conduct the 
survey. On April 17, 2018, the PCAOB published a survey that asked for participants’ perspectives on the PCAOB’s vision, priorities, 
and opportunities in fulfilling its mission. The survey closed on May 15, 2018.

• Emerging Issues 
That May Affect 
Audits, Auditors, or 
the PCAOB

 – Issues 
Suggested for 
the PCAOB 
Research 
Agenda

 – Issues That 
Affect the 
PCAOB and 
the Audit 
Profession

• Next Meeting

https://www.sec.gov/news/press-release/2017-230
https://pcaobus.org/About/Board/Pages/default.aspx
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• Managing expectations and measuring effectiveness.

As part of the strategic planning process, Chairman Duhnke also explained they are 
undergoing an internal comprehensive review of the organization, including its structures and 
processes, and how it conducts its mission. This review includes all divisions of the PCAOB 
(e.g., standard setting, inspections, and enforcement).

He acknowledged recent turnover,6 and also expressed his confidence in those appointed to 
acting leadership roles within the divisions and the deep bench of subject matter experts that 
remain at all levels of the organization. He also emphasized that the Board is looking for the 
right people to lead offices and divisions who will work collaboratively, develop consensus, and 
drive the Board’s agenda.

Standard-Setting Update
Barbara Vanich, Acting Chief Auditor and Director of Professional Standards, provided a brief 
update of the PCAOB’s current standard-setting projects. Ms. Vanich stated that, as discussed 
at the November 2017 SAG meeting,7 proposals related to auditing accounting estimates, 
including fair value measurements,8 the auditor’s use of specialists, and supervision of other 
auditors have had significant exposure and opportunity for public comment. Since then 
the staff has been reviewing the comments received, discussing them with the Board, and 
developing a recommendation on each for Board action.

Next, the PCAOB staff gave a brief update on the projects included on the PCAOB’s research 
agenda as of March 31, 2018. They noted that since the November 2017 SAG meeting, 
the staff has been considering the feedback received, work done by other regulators and 
standard-setters, where applicable, and academic research. The staff is summarizing the 
findings of its research and developing a recommendation for the Board’s next action with 
respect to the matters on the research agenda. Ms. Vanish also pointed out that in March 
2018 a new project was added to the research agenda related to auditor communications 
with audit committees concerning independence.9 

Finally, Ms. Vanich indicated that the PCAOB staff is also monitoring the implementation of the 
new auditor reporting standard (see further details below) and auditing implications related to 
the new accounting standards, specifically the new revenue10 and credit losses11 standards.

When asked by SAG members which projects were a priority, the Board members indicated 
that the projects that were close to completion (i.e., projects related to accounting estimates, 
use of specialists, and supervision of other auditors) are a top priority; the Board is focused 
on getting comfortable with the work done on those projects and moving forward with next 
steps. The next priority for the Board is the research project related to the use of data and 
technology in audits (see further details below). The Board plans to reassess the priority of the 
remaining projects based on the input it receives from stakeholders.

Implementation of the New Auditor’s Reporting Standard
Jennifer Rand, Deputy Division Director and Deputy Chief Auditor, facilitated a panel 
discussion that focused on implementation of the new requirements included in  

6 The PCAOB has recently announced the departure of several of its directors, including director of the Division of Enforcement and 
Investigations, director of Division of Registration and Inspections, and Chief Auditor and Director of Professional Standards.

7 See Deloitte’s December 21, 2017, Audit & Assurance Update newsletter for details of the discussion and analysis of the comment 
letters received on each proposal.

8 See Deloitte’s June 12, 2017, Audit & Assurance Update newsletter for the details of the auditing accounting estimates and use of 
other auditor’s proposals.

9 Ms. Vanich explained that this project relates to auditor communication regarding compliance with PCAOB Rule 3526, 
Communication with Audit Committees Concerning Independence, and SEC Regulation S-X — Rule 2-01.

10 FASB Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers (Topic 606).
11 FASB Accounting Standards Update No. 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit Losses on 

Financial Instruments.

https://pcaobus.org/Standards/Documents/Q12018April-standard-setting-update.pdf
https://pcaobus.org/Rulemaking/Docket043/2017-002-auditing-accounting-estimates-proposed-rule.pdf
https://pcaobus.org/Rulemaking/Docket044/2017-003-specialists-proposed-rule.pdf
https://pcaobus.org/Rulemaking/Docket042/2017-005-other-auditors-SRC.pdf
https://pcaobus.org/Rulemaking/Docket042/2017-005-other-auditors-SRC.pdf
https://pcaobus.org/Standards/Documents/Q12018April-standard-setting-update.pdf
https://pcaobus.org/Standards/Documents/Q12018April-standard-setting-update.pdf
https://www.iasplus.com/en-us/publications/us/audit-assurance-update/2017/november-pcaob-sag-meeting
https://www.iasplus.com/en-us/publications/us/audit-assurance-update/2017/pcaob-auditing-accounting-estimates
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PCAOB Auditing Standard 3101, The Auditor’s Report on an Audit of Financial Statements 
When the Auditor Expresses an Unqualified Opinion. The panel included David Kane, Americas 
Vice Chair, Assurance Professional Practice, Ernst & Young, and Mike Santay, Professional 
Standards Group, Grant Thornton.

Ms. Rand explained that the standard included a number of changes to the auditor’s 
report that are primarily intended to clarify the auditor’s role and responsibilities related 
to the audit, provide additional information about the auditor, and make the auditor’s 
report easier to read. These include:

• Standardization of the order of the auditor’s report, with the opinion section 
appearing first.

• New statement regarding the auditor’s independence.

• Enhanced descriptions of the responsibilities of the auditor.

• Statement containing the year the auditor began serving the company 
consecutively.

All these changes went into effect for audits for fiscal years ending on or after December 
15, 2017. In addition, the standard requires the identification and description of critical 
audit matters (CAMs) in the auditor’s report.

Definition of a Critical Audit Matter

CAMs are matters arising from the audit of the financial statements that were 
communicated or required to be communicated to the audit committee and that:

• Relate to accounts or disclosures that are material to the financial statements 
and

• Involved especially challenging, subjective, or complex auditor judgment.

The effective date for communication of CAMs will be phased in as follows:

• Audits of large accelerated filers: Fiscal years ending on or after June 30, 2019.

• Audits of all other companies: Fiscal years ending on or after December 15, 
2020.

The intent of communicating CAMs is to provide information about the audit of the 
company’s financial statements that will be useful to investors. The determination of 
CAMs is based on the facts and circumstances of each audit. The Board expects that the 
communication of CAMs will be tailored to the audit to avoid standardized language and 
to reflect the specific circumstances of the matter.

Refer to Deloitte’s June 20, 2017, Heads Up newsletter for more information on the PCAOB’s 
changes to the auditor’s report.

The majority of the panel discussion focused on the efforts to prepare for the implementation 
of CAMs.

Panelists described their respective firm’s implementation efforts underway, including 
developing methodology and guidance for identifying and communicating CAMs and 
performing “dry runs” of the implementation of CAMs for large accelerated filers. The dry runs 
allow auditors, management, and audit committees to gain experience early with respect to 
CAMs and foster discussions about the new requirements and those matters that may be 

https://pcaobus.org/Standards/Auditing/Pages/AS3101.aspx
https://www.iasplus.com/en-us/publications/us/heads-up/2017/issue-16?id=en-us:email:HU06202017
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CAMs based on the current-year audit. The dry runs also provide management and the audit 
committees a chance to understand how the auditor’s report will change and what types 
of matters may be communicated as CAMs in future audit reports. The performance of dry 
runs has also been supported by the SEC, which is encouraging early interactions between 
companies and auditors regarding CAMs.

Ms. Rand inquired about concerns that over time the communication of CAMs may become 
“boilerplate” and asked how this issue is being addressed. Mr. Kane responded that the 
guidance his firm is giving to its teams makes it clear that although matters identified as CAMs 
in the same industry and even year over year may be similar, they expect the “why” and the 
“procedures performed” to vary and to be entity-specific. They are encouraging their teams to 
really focus on what involved especially challenging, complex, or subjective auditor judgment 
(and, therefore, in part, resulted in the identification of the CAM) and to focus the description 
of the CAM on those items.

The panelists also discussed the questions they have received from audit committees and 
management about CAMs. Mr. Kane noted that the most common questions have been: (1) 
what matters would be a CAM based on the prior-year or current-year audit and (2) what 
CAMs will the company’s competitors be communicating?

The panel and SAG members discussed various aspects of implementation, including:

• The need for investor education so that all parties understand the new requirements. 
One SAG member suggested that auditors or the PCAOB provide examples of CAMs 
(at different levels of detail for the same matter) and solicit feedback from investors as 
to what “level of particularity and communication” the investors would like to see. 

• The importance for auditors, management, and audit committees to engage early.

• The need for the PCAOB to provide timely guidance and to engage with audit firms, as 
it is likely that issues or challenges will arise. 

• The need for cooperation and collaboration among all involved parties.

• Several SAG members cited recently published reports12 that highlighted experiences 
in adopting the new expanded auditor reporting outside of the United States and 
findings from those reports. They suggested that as we prepare for implementation 
of CAMs in the United States, we may look to the experiences of key audit matter 
(KAM)13 implementation outside of the United States and gain key insights from such 
experiences.

Mark Panucci, SEC Deputy Chief Accountant in the Office of the Chief Accountant and observer 
to the SAG, stated that his definition of success is that there are no surprises once the CAM 
requirement of the standard becomes effective. He also stressed the need to engage early, 
educate investors, and notify the SEC and PCAOB if there is a need for additional guidance.

Ms. Rand confirmed that if the companies and auditors have any questions as they 
are implementing the new reporting requirements, the PCAOB is prepared to answer 
questions and issue additional guidance. In addition, the Board and staff will be monitoring 
implementation, including consideration of any unintended consequences, and also plans to 
conduct a post-implementation review.

12 Refer to the FRC’s Extended Auditor’s Reports: A Review of Experience in the First Year published in March 2015 and Extended 
Auditor’s Reports: A Further Review of Experience published in January 2016. Also see Revised Auditor’s Reports: First Year Review of 
Experience published by Hong Kong Institute of CPAs in October 2017 and Key Audit Matters: Unlocking the Secrets of the Audit from 
the Association of Chartered Certified Accountants published in March 2018.

13 Refer to ISA 701, Communicating Key Audit Matters in the Independent Auditor’s Report (ISA 701), and a number of revised ISAs, 
including ISA 700 (Revised), Forming an Opinion and Reporting on Financial Statements, and ISA 570 (Revised), Going Concern, which 
became effective for audits of financial statements for periods ending on or after December 15, 2016.

https://www.frc.org.uk/getattachment/561627cc-facb-431b-beda-ead81948604e/Extended-Auditor-Reports-March-2015.pdf
https://www.frc.org.uk/getattachment/76641d68-c739-45ac-a251-cabbfd2397e0/Report-on-the-Second-Year-Experience-of-Extended-Auditors-Reports-Jan-2016.pdf
https://www.frc.org.uk/getattachment/76641d68-c739-45ac-a251-cabbfd2397e0/Report-on-the-Second-Year-Experience-of-Extended-Auditors-Reports-Jan-2016.pdf
http://www.hkicpa.org.hk/file/media/section6_standards/standards/Audit-n-assurance/kamrp1017.pdf
http://www.hkicpa.org.hk/file/media/section6_standards/standards/Audit-n-assurance/kamrp1017.pdf
http://www.accaglobal.com/uk/en/professional-insights/global-profession/key-audit-matters.html
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Changes in the Use of Data and Technology in the Conduct of Audits
Patrick McNamee, Deputy Chief Auditor, provided an overview of recent activities regarding 
the PCAOB’s research project related to changes in the use of data and technology in the 
conduct of audits. The PCAOB staff is exploring whether there is a need for guidance, changes 
to PCAOB standards, or other regulatory actions in light of auditors’ increased use of new 
technologies. In carrying out this project, the staff is considering:

• New technology-based audit tools and changes to firms’ audit methodologies.

• New technologies used by issuers and impacts on performing the audit.

• Academic research.

• Feedback provided through outreach and by the SAG.14

• Activities of other auditing standard setters on this topic (e.g., the IAASB’s Data 
Analytics Working Group).

Mr. McNamee reminded the SAG that the Board approved the formation of a SAG Data and 
Technology Task Force (the “task force”) to support the work of the PCAOB staff and provide 
additional insight about the use of, and issues related to, data and technology. The task force 
includes representatives from the audit firms, academics, and other SAG members with 
relevant backgrounds.

Mr. McNamee reported that at its first meeting in May 2018, the task force identified data 
analytics and artificial intelligence (AI) as its two areas of focus in the near term. Other topics, 
such as blockchain, cryptocurrency, cloud computing, use of drones in auditing, robotic 
process automation, internal controls, and continuous monitoring, will be considered at a later 
date.

The task force plans to do a “deep dive” related to data analytics and AI and answer questions 
posed by the PCAOB on those topics, providing, where appropriate, real-life examples from 
practice. For example, the staff has asked the task force to describe challenges in applying 
existing PCAOB auditing standards in using data analytics and AI in obtaining audit evidence. 
The staff will synthesize the information from the task force and feedback through its outreach 
and will discuss the results at the next task force meeting, slated for the fall of 2018. At that 
time, they will decide if they have enough information to make a recommendation to the 
Board for next steps with respect to the first two topics or if further research is needed.

The topic of the use of data and technology in audits continued to be discussed over the 
course of the SAG meeting and in-depth breakout sessions, including:

• The importance of recognizing and anticipating the impact of new audit and issuer 
technologies, how they affect efficiencies and effectiveness of the audit, and how they 
may create new audit risks.

• That data and technology should not be viewed as a “special project” but rather 
as a day-to-day integral consideration of the PCAOB’s activities. And the need for 
technological literacy at all levels of the PCAOB staff to be able to integrate it into all of 
their program areas.

Some of the topics and questions raised included:

• Data analytics

o Whether all audit firms have access to data analytic tools and whether there is a 
consistency of approach across firms, both large and small.

14 As part of the project’s outreach activities, this topic was discussed at the May 2017 and November 2017 SAG meetings. See 
Deloitte’s June 22 and December 21, 2017, Audit & Assurance Update newsletters for SAG observations related to the use of data 
and technology.

https://www.iasplus.com/en-us/publications/us/audit-assurance-update/2017/may-pcaob-sag-meeting
https://www.iasplus.com/en-us/publications/us/audit-assurance-update/2017/november-pcaob-sag-meeting
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o Analyzing or auditing 100% of an account balance, the appropriate approach 
to outliers and nonoutliers, and addressing the possibility of a large number of 
“false positives.” Although such analysis/testing has possibilities for enhancing 
the audit, there may also be potential implications related to the purpose of 
the audit to obtain reasonable assurance.

• Artificial intelligence

o The risk of bias that may be built in or may creep into AI. In addition, judgments 
made by AI may not be transparent, and as a result there may be challenges 
with respect to how auditors evaluate such judgments and comply with 
supervision and documentation standards.

• Automation of processes

o How the automation of a company’s processes affects internal control over 
financial reporting (ICFR).

o Although growing reliance on technology can allow auditors to focus on more 
complex areas of the audit, overreliance on technology can lead auditors to 
lose focus on exercising professional judgment and skepticism.

• Talent — The competencies and skills needed to perform audits is changing 
as technologies change, and that should be taken into account in attracting, 
retaining, and training the audit staff.

• Standards — Changes in technology are happening faster than the standards can 
change; therefore, the PCAOB should focus on issuing guidance rather than going 
through a standard-setting process that can take a long time. Another suggestion 
included coordination with the international regulators and standard-setters, as 
these changes are happening worldwide.

Cybersecurity
The cybersecurity panel discussion included individuals of varying backgrounds with the 
aim to provide audit committee, regulator, and auditor perspectives on cybersecurity 
risks and responsibilities. In addition to two SAG members (Christopher Tower, National 
Managing Partner, Audit Quality and Professional Practice, BDO USA, LLP, and Bob 
Herz, Chief Executive Officer, Robert H. Herz LLC, and Executive-in-Residence, Columbia 
Business School, Columbia University), Bill Powers, PCAOB Deputy Director of Technology 
in the Division of Registration and Inspections, and Bill Hinman, SEC Director of Division of 
Corporate Finance, participated in the panel. 

Each panelist provided his perspective on cybersecurity risks and the potential impacts 
of a company security breach on the conduct of the audit. The panel discussed how 
cybersecurity was no longer an IT issue but a business issue with a variety of implications. 
They also discussed the typical responsibilities of companies regarding controls, 
monitoring, oversight, and compliance in relation to cybersecurity risks and threats. They 
further discussed the varying extent to which a company security breach may affect 
an audit and areas of judgment involved in an auditor’s assessment of the IT security 
environment and potential impacts on ICFR and financial reporting.

After the panel presentation, SAG members raised the following issues for consideration 
and further discussion:

• Whether qualitative or quantitative AQIs could provide any indication of an 
auditor’s ability to appropriately address cybersecurity.

• Areas where the auditor will use significant judgment, particularly regarding 
assessing the materiality of the breach.
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• Whether or not there is an expectation that cyber events will be identified as CAMs 
when this requirement of the new auditor’s report becomes effective.

After the introductory panel and presentation, some of the SAG members participated in the 
cybersecurity breakout session. The feedback from that session included the following:

• A recommendation that as part of their risk assessment process auditors gain an 
understanding of the company’s risks related to cybersecurity and obtain a general 
understanding of the company’s processes of monitoring and responding to cyber 
incidents. 

• A suggestion that auditors include in their communication with audit committees 
information regarding the interaction of cyber risks and ICFR. 

• Some SAG members stated that cybersecurity is outside of the PCAOB’s scope and 
should only be considered in the context of what has been reported in the financial 
statements and its impact on the audit.

o On the other hand, some members expressed support for additional standard 
setting, updating existing standards, or publishing staff guidance that provides 
examples of IT general controls that are responsive to cyber risks, includes best 
practices, and addresses recently issued SEC’s guidance15 on cybersecurity 
disclosures.

Corporate Culture: Implications for the Audit
A panel of four SAG members (Joan Amble, President, JCA Consulting, LLC; Charles Elson, 
Edgar S. Woolard, Jr., Chair of Corporate Governance, and Director, John L. Weinberg Center 
for Corporate Governance, University of Delaware; Debra Smith, Chief Operating Investment 
Officer, CalSTRS; and David Kane) shared their perspectives on the importance of corporate 
culture from both an internal company and audit committee perspective and an external 
perspective as either an auditor or investor.

The panel commented that corporate culture, described as a consistent observable pattern 
of behavior within a company, determines the social norm within a company and includes 
both written and un-written policies, procedures, and corporate values. While responsibilities 
vary, the panel discussed the important roles board members, management, and auditors 
play in maintaining or assessing corporate culture. It was noted that board members have an 
important oversight responsibility to both set culture and to monitor the tone at the top and 
integrity of management.

The panel also discussed the implications of corporate culture on an audit engagement and 
how it is considered by the auditor. The panel highlighted various ways corporate culture 
is considered throughout the audit, including during client acceptance, risk assessment 
procedures, and fraud procedures, all of which will affect the nature, timing, and extent of 
planned audit procedures. It was noted that the culture of a company is observed through 
both direct and indirect inputs, including management’s timely or untimely response to 
whistleblower incidents and its attitude toward the importance of internal controls as either a 
critical component of corporate procedures or a laborious compliance requirement.

15 On February 21, 2018, the SEC issued interpretive guidance in response to the pervasive increase in digital technology as well as 
the severity and frequency of cybersecurity threats and incidents. The release largely refreshes existing SEC staff guidance related to 
cybersecurity and, like that guidance, does not establish any new disclosure obligations; rather, it presents the SEC’s views on how 
its existing rules should be interpreted in connection with cybersecurity threats and incidents. Refer to Deloitte’s February 23, 2018, 
Heads Up newsletter that summarizes the guidance and provides information about the changes to the original SEC staff guidance 
issued in 2011.

https://www.sec.gov/rules/interp/2018/33-10459.pdf
https://www.iasplus.com/en-us/publications/us/heads-up/2018/issue-2
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After the panel discussion, SAG members raised a number of issues, most of which focused 
on the auditor’s role in regards to corporate culture. Major themes of the discussion related 
to:

• Expectation gap — Several members noted there appears to be an expectation gap 
regarding the auditor’s responsibility to assess corporate culture. They pointed out 
that auditors are not experts in this area and that corporate culture is evaluated as 
part of the auditor’s risk assessment procedures to identify additional risks, not as an 
assessment to conclude on an entity’s good or bad culture. 

• Need for new auditing standard or guidance — SAG members discussed whether a 
new standard was needed to define the auditor’s responsibilities regarding corporate 
culture, or if these responsibilities were already captured in existing standards.16

• Board responsibility — Several SAG members voiced support that it was the Board’s 
responsibility to monitor cultural concerns and have open candid communication with 
the auditor about their observations throughout the engagement. 

• Overall challenges related to corporate culture — SAG members also discussed the 
challenges associated with monitoring corporate culture for all parties, as there 
is likely not just one corporate culture within an organization or even one division 
within an organization, and, as a result, creating, measuring, monitoring, or assessing 
corporate culture is especially challenging, particularly for international organizations. 

Emerging Issues That May Affect Audits, Auditors, or the PCAOB
SAG members in the breakout groups were asked to consider a series of questions related 
to emerging issues that may affect audits, auditors, or the PCAOB. The topics were divided 
between those that were suggested for the PCAOB research agenda and those that affect the 
PCAOB more generally. In addition to commentary described elsewhere in this publication, 
reports from the breakouts included the following suggestions and observations:

Issues Suggested for the PCAOB Research Agenda

• Recurring inspections findings — Further understanding the factors that lead to 
repetitive inspection findings, and developing scalable solutions. 

• Auditor professional skepticism — Identifying challenges (which may include lack of 
education at a university level, fee pressure, losing sight of the purpose of the audit 
(i.e., to protect investors), compensation incentives, heavy work load, and inadequate 
project management techniques) and how to address such challenges (e.g., by 
providing best practices in terms of exercising skepticism and considering professional 
skepticism framework).

• Attorney-client privilege considerations — Evaluating whether information is being 
withheld from auditors regarding contingent liabilities as a result of attorney-client 
privilege.17

16 For example, AS 2110, Identifying and Assessing Risks of Material Misstatement, includes a requirement to obtain an understanding of 
the company and its environment to understand the events, conditions, and company activities that might reasonably be expected 
to have a significant effect on the risks of material misstatement. In addition, as part of obtaining an understanding of internal 
control over financial reporting, the auditor is required to obtain an understanding of the company’s control environment, including 
the policies and actions of management, the board, and the audit committee concerning the company’s control environment. This 
includes assessing whether: (1) management’s philosophy and operating style promote effective internal control over financial 
reporting; (2) sound integrity and ethical values, particularly of top management, are developed and understood; and (3) the board 
or audit committee understands and exercises oversight responsibility over financial reporting and internal control.

17 The American Bar Association (ABA) has approved the Statement of Policy Regarding Lawyers’ Responses to Auditors’ Requests for 
Information, which explains the concerns of the legal counsel and the nature of the limitations that an auditor is likely to encounter 
in connection with seeking direct communication with the entity’s legal counsel about litigation, claims, assessments, and unasserted 
claims.

https://www.aicpa.org/content/dam/aicpa/research/standards/auditattest/downloadabledocuments/au-00337c.pdf
https://www.aicpa.org/content/dam/aicpa/research/standards/auditattest/downloadabledocuments/au-00337c.pdf
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• Audit Quality Indicators18 (AQIs) — Considering whether certain firm AQIs should be 
reported to the public (e.g., in the transparency reports19) and whether engagement-
level AQIs should be reported to audit committees.

• Impact of the new accounting standards, particularly Current Expected Credit Losses 
(CECL)20 — Organizing a working group of auditors and preparing to help identify and 
articulate issues related to implementation of CECL and identify where guidance from 
the PCAOB may be needed.

• Auditor independence — Considering potential implications of growing consulting and 
advisory practices within audit firms.

Issues That Affect the PCAOB and the Audit Profession

• Improving the transparency of the PCAOB — Holding more public Board meetings 
in order to share the Board’s perspectives and provide transparency regarding how 
feedback from various stakeholders is considered. 

• Communicating observations about successful audit techniques — Publishing 
successful audit techniques, with appropriate caveats that such example audit 
techniques may be dependent on individual facts and circumstances and not 
applicable to all audits.

• Opportunities for further coordination and collaboration among the PCAOB, FASB, 
and SEC — Enhancing the transparency of the collaboration among regulators as 
standard-setting is occurring, particularly around collaboration with respect to audit 
implications of new accounting standards. 

• Research about why audits fail — Considering the numerous academic research that 
exists in this area to help evaluate why audits fail, and defining how the PCAOB uses 
the term “audit failure” to have a common understanding of what that means. 

• Firm structure and audit market — Evaluating how firm structures and the audit 
market in the United States may affect audit quality, especially in light of attention on 
those issues in the UK. 

• Cross-border impacts of audit firm regulation — Coordinating with other regulators to 
enhance audit quality worldwide.

• Stakeholder education — Considering the needs of each stakeholder group that uses 
PCAOB inspection reports, guidance, and standards. For example, when publishing its 
inspection reports, the group suggested that the PCAOB consider what information is 
important to investors and how such information should be used and considered (e.g., 
focus on the implications of the inspection findings for the financial statements).

SAG members discussed the potential implications of these topics on regulatory policy and 
standard-setting.

Next Meeting
The next PCAOB SAG meeting is scheduled for November 28–29, 2018.

18 See PCAOB Release No. 2015-005, Concept Release on Audit Quality Indicators: Notice of Roundtable (July 2015). Discussions in the 
release included: (i) the nature of the potential indicators, (ii) the usefulness of the indicators, (iii) suggestions for other indicators, (iv) 
potential users of the indicators, and (v) an approach to implementation over time of an AQI project. Also see Deloitte’s December 
10, 2015, July 15, 2015, December 10, 2013, and June 25, 2013, Heads Up newsletters for summaries of AQI discussions held at the 
previous SAG meetings.

19 In certain jurisdictions auditors of Public Interest Entities are required to publish annual transparency reports disclosing certain 
information relating to legal structure and ownership, governance structure, internal quality control system, quality assurance, 
education and independence practices, and partner remuneration. In other jurisdictions, including the United States, this is done on 
a voluntary basis.

20 FASB Accounting Standards Update No. 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit Losses on 
Financial Instruments.

https://www.iasplus.com/en-us/publications/us/heads-up/2015/issue-41
https://www.iasplus.com/en-us/publications/us/heads-up/2015/issue-41
https://www.iasplus.com/en-us/publications/us/heads-up/2015/issue-25
https://www.iasplus.com/en-us/publications/us/heads-up/2013/pcaob-nov-sag
https://www.iasplus.com/en-us/publications/us/heads-up/2013/heads-up-a-summary-of-the-may-15-16-meeting-of-the-pcaobs-standing-advisory-group
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