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requestingadditional commenton proposed amendmentsto its auditing
standards related to the supervision of audits that involve accounting firms and
individual accountants outside the accounting firmthat issuesthe audit report.
This release isa second supplemental requestfor comment(“2021 SRC”) on
amendments that were first proposed ina 2016 proposingrelease (“2016
Proposal”) and were revisedina 2017 supplemental requestforcomment
(“2017 SRC”). This request for comment seeks commenters’ views on revisions
that the Board is considering for adoption, and on other matters discussedin this
release. The Board also welcomes comments on any other aspects of this
project.

Public

Comment: Interested persons may submit written comments to the Board. Comments
should be sent by e-mail to comments@pcaobus.org or through the Board’s
website at pcaobus.org. Comments also may be sent to the Office of the
Secretary, PCAOB, 1666 K Street, NW, Washington, DC 20006-2803. All
comments should referto PCAOB Rulemaking Docket Matter No. 042 inthe
subjector reference line and should be received by the Board by November 30,
2021.
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Chief Counsel, Office of the Chief Auditor(202/591-4412, jonesh@pcaobus.org);
Nayantara Hensel, PCAOB Chief Economist and Director, Office of Economic and
Risk Analysis (202/591-4725, henseln@pcaobus.org); Michael Gurbutt, Deputy
Director, Economic Analysis (202/591-4739, gurbuttm@pcaobus.org); John
Powers, Assistant Director, Economic Analysis (202/591-4273,
powersj@pcaobus.org); and Joon-Suk Lee, Associate Director, Economic Analysis
(202/591-4460, leejl@pcaobus.org)
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l. EXECUTIVESUMMARY

We are requestingadditional comment on proposed amendmentsto our auditing
standards, including the adoption of a new auditing standard (collectively, “proposed
amendments” or “proposal”). The proposed amendments would strengthen requirements that
apply to audits involving accounting firms and individual accountants that are outside the
accounting firm that issuesthe auditor’s report (“otherauditors” and the “lead auditor,”
respectively). Inthese audits, the lead auditor issues the auditor’s report, but other auditors
often perform important audit work so that sufficientappropriate audit evidence is obtained to
support the lead auditor’s opinionin the auditor’s report. The roles of other auditors have
become more significantas companies’ global operations have grown. In addition, the new
auditing standard is designed to update requirements forthe relatively uncommonsituationsin
which the lead auditor divides responsibility forthe audit with another accounting firm
(“referred-to auditor”).

Working with otherauditors can differfrom workingwith people inthe same firm,
creating challengesin coordination and communication. These challenges can lead to
misunderstandings about the nature, timing, and extent of the other auditors’ work and can
reduce the quality of the audit. It is important for investor protection that the lead auditor
adequately planand supervise the work of other auditors so that the audit is performedin
accordance with PCAOB standards and provides sufficientappropriate evidence to support the
lead auditor’s opinionin the auditor’s report.

To address concerns about the responsibilities of the lead auditor in supervising other
auditors’ work, in 2016 we proposed amendmentsfor publiccomment. Commenterswere
largely supportive of the proposed amendments. They also requested clarification of some
matters and offered suggestions forfurtherimprovements to the amendments. In response to
the comments, in 2017 we issued a supplemental request forcomment on proposed revisions
to the amendments. Commenterson the 2017 SRC largely supported the proposed revisions
and offered further inputand suggestions for change.

Since the issuance of the 2017 SRC, we have continued to review the work performedin
audits involving otherauditors, and to engage with stakeholders and standard settersin this
area. During this time, we have also continued to consider how the proposed amendments
address the concerns underlyingthe rulemakingand the helpful information provided by
commenters.

Today we are requestingcomment on additional revisions to the proposed
amendments. The proposedrevisionsincludedinthisrelease are designed to: adjust certain
requirements to bettertake into account the lead auditor’srole inthe audit; address certain
scenarios encountered in practice; revise certain proposed definitionsto reflectrecent
amendmentsto the Board’s standards; and improve the readability of the amended standards.


https://pcaobus.org/news-events/news-releases/news-release-detail/pcaob-proposes-to-strengthen-requirements-for-auditor-supervision-of-other-auditors_566
https://pcaobus.org/news-events/news-releases/news-release-detail/pcaob-solicits-additional-public-comment-on-proposed-new-requirements-for-lead-auditor-s-use-of-other-auditors_633
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This second supplemental requestforcomment (i) discusses significant comments
received on the 2017 SRC, (ii) presentsthe revisionstothe proposed amendmentsthat we are
consideringfor adoption (described throughout this 2021 SRC as amendments we are
proposingor revising), and (iii) requests commenton those revisions and related matters. We
also welcome commenton any other aspect of the proposed amendments. After this round of
publiccomment, the Board intends to considerthe comments received and decide whetherto
adopt final amendments.

1. BACKGROUND
A. AuditsInvolving Other Auditors

As discussedin the 2016 Proposal! and 2017 SRC,? audits of many companies, including
multinational corporations, involve work that is performed by auditors other than the firm
issuingthe auditor’s report.3 The work of such other auditors may account for a significant
share of the auditand may involve areas of high risk of material misstatement. Existing PCAOB
standards include requirements to supervise otherauditors or to use and assume responsibility
for their work after performing specificbutlimited procedures.* Itisimportant for investor
protection that the lead auditor adequately plan and supervise the work performed by other
auditors so that the audit is performedinaccordance with PCAOB standards and provides
sufficientappropriate evidence to support the lead auditor’s opinioninthe auditor’s report.>

Working with otherauditors can pose challengesinthe coordination and
communication between the lead auditor and other auditors. Without adequate supervision by
the lead auditor, deficienciesin otherauditors’ work can resultin deficientaudits.® Inthe years
before the 2016 Proposal, PCAOB oversightactivities had identified audit deficiencies relating

1 Proposed Amendments Relating to the Supervision of Audits Involving Other Auditors and
Proposed Auditing Standard— Dividing Responsibility for the Audit with Another Accounting Firm, PCAOB
Release No. 2016-002 (Apr. 12, 2016).

2 Supplemental Request for Comment: Proposed Amendments Relating to the Supervision of
Audits Involving Other Auditors and Proposed Auditing Standard— Dividing Responsibility for the Audit
with Another Accounting Firm, PCAOB Release No. 2017-005 (Sept. 26, 2017).

3 For more recent information on the extent of the use of other auditors, see Section IV.A below.

4 See 2016 Proposal at Section II.A, which discusses the applicability of AS 1201 and AS 1205. Lead
auditors also may divide responsibility for the audit with another audit firm, although these situations
are relatively uncommon. Seeid.; 2017 SRC at Section |1.B; proposed AS 1206, Dividing Responsibility for
the Audit with Another Accounting Firm.

5 See 2016 Proposal at Section I1.
6 Seeid.
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to the work performed by other auditors and the lead auditor’s role in the audit.” Since the
2016 Proposaland 2017 SRC, the Board has continued to observe deficienciesin these
circumstances.

To address challengesrelated to other auditors’ involvement, some accounting firms
have enhanced theirinternal requirements concerningthe supervision of other auditors. These
enhancements appear to have contributed to improvementsinthe quality of work performed
by other auditors. Otherfirms, however, have not significantlyimproved theirapproach to the
supervision of other auditors. Observations from PCAOB oversight activitiesindicate that
investor protection could be further improved by, among other things, the lead auditor’s
increasedinvolvementinand evaluation of the work of other auditors.®

B. 2016 Proposaland 2017 Supplemental Request for Comment

In April 2016, we proposed amendments to PCAOB standards to strengthen existing
requirementsand impose a more uniform approach to the lead auditor’s supervision of other
auditors.® The proposed amendments were intended to increase the lead auditor’s involvement
in, and evaluation of, the work of other auditors, enhance the ability of the lead auditor to
preventor detectdeficienciesinthe work of other auditors, and facilitate improvementsinthe
quality of the work of other auditors. The proposed amendments alsoincluded a proposed new
standard that would apply when the lead auditor divides responsibility foran audit with
another accounting firm (i.e., referred-to auditor) and refers to the referred-to auditor’s report
in the lead auditor’'sreport.

In brief, the proposed amendmentsin the 2016 Proposal would:

o Rescind AS 1205, Part of the Audit Performed by Other Independent Auditors. As
a result of the rescission of AS 1205, the lead auditor, instead of being able to
use the “work and reports” of other auditors under AS 1205, would be required
to (i) when assumingresponsibility for the other auditors’ work, supervise the
other auditor under AS 1201 , and (ii) when dividing responsibility forthe audit
with a referred-to auditor, comply with proposed AS 1206, Dividing
Responsibility for the Audit with Another Accounting Firm.

7 Seeid. at Sections I1.B.2(i)and I1.B.2(ii).

8 Seeid. at Sections I1.B.2(iv) and II.C. Inaddition, the International Auditing and Assurance
Standards Boardis in the process of amending its standards in this area. It has an ongoing project on
group audits, which included issuing an exposure draft of proposed revisions to ISA 600. See Special
Considerations—Audits of Group Financial Statements (Including the Work of Component Auditors),
IAASB Exposure Draft—Proposed ISA 600 (Revised) (Apr. 27, 2020).

9 See 2016 Proposal at Section II.
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AmendAS 1201, Supervision of the Audit Engagement. These amendments
would provide additional direction to the lead auditor on how to apply the
principles-based provisions of the standard to the supervision of other auditors.
Specifically, the lead auditorwould be required to perform certain procedures to
supervise otherauditors’ work. Notwithstanding the specificity of the new
procedures, the engagement partner (whose firm is the lead auditor) would
remain responsible forthe supervision of the entire audit.

Amend AS 2101, Audit Planning. These amendments would incorporate and
update certain requirements from AS 1205, and amend certain existing
requirementsto specify that they be performed by the lead auditor. For
example, the amendments would enhance the requirementsrelated to the
engagement partner’s assessment of whether his or her firm performs sufficient
work on the audit to warrant servingas lead auditor.

Adopt a new standard, AS 1206, Dividing Responsibility for the Audit with
Another Accounting Firm. The new standard would retain, with modifications,
many of the current requirementsin AS 1205 that apply whenthe lead auditor
dividesresponsibility with the referred-to auditorand refersto itsreportin the
lead auditor’s report. The new standard also would establish certain new
requirements.

” u

Define the terms “engagementteam,” “lead auditor,” “other auditor,” and
“referred-to auditor,” to operationalize the proposed requirements.

Amend certain other requirementsin PCAOB standards for audits involving other
auditors. One exampleisa revisionto AS 1220, Engagement Quality Review, to
require the engagement quality reviewerto evaluate the engagementpartner’s
assessment of whetherhisor her firm performs sufficientwork on the audit to
warrant servingas lead auditor.

We received 23 comment letters on the 2016 Proposal.® Commenters generally

supported the Board’s objective of improving the quality of audits involving other auditors.
Some expressed concerns or requested clarification about certain proposed requirementsin
areas such as determiningthe lead auditor’s sufficiency of participation, supervising the work of
other auditors, or dividing responsibility with anotherauditor in certain situations.

In response to the input from commenters, we issued a supplemental request for

comment on the 2016 Proposal in September2017.11 The 2017 SRC discussed significant
comments received and presented revisions to the proposed amendments while leaving the

10

11

See 2017 SRC at 6-7 (discussing comment lettersreceived on the 2016 Proposal).
See 2017 SRC.
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overall proposed approach to the supervision of other auditors intact. In brief, the proposed
revisionsinthe 2017 SRCincludedrevisionsthataddressedthe followingareas:

o Criteriaused by the lead auditor to determine the sufficiency of its participation
in the audit.

o Information obtained by the lead auditor from other auditors regarding their
relationships with the audit client that could affect the independence of the
audit.

. Other auditors’ policies and procedures related to the assignmentand training of
personnel.

. Documentation that the lead auditor is required to obtain from other auditors in

a multi-tiered audit.

We received 22 comment letters on the 2017 SRC. Commenters generally expressed
continued support for the project’s objectives, and a number of commenters also suggested
changes to, or requested clarification or guidance on, certain proposed requirements. The
Board has considered all of these comments in formulatingthe revisions tothe proposed
amendments.

C. Purpose of This Request for Comment

As described furtherbelow in this release, the Board is proposing for comment
additional revisions tothe proposed amendments. In brief, key revisions would:

o Add a new consideration for the engagement partner to take into account —
namely, the extentof his or her firm’s supervision of otherauditors’ work —
when determiningthe sufficiency of the firm’s participationin the audit for
purposes of carrying out the responsibilities of a lead auditor.

. Modify the proposed amendments relating to other auditors’ compliance with
independence and ethics requirements and other auditors’ knowledge, skill, and
ability, so that the amendments take into account certain practical challengesin
obtaininginformation about other auditors, but continue to strengthen the
responsibilities of the lead auditor.

o Clarify certain proposed supervisory procedures to address comments that
suggestedthe requirements were confusing and to avoid duplication of
documentation requirements of other PCAOB standards.

o Reorganize the proposed amendmentsto AS 1201 and AS 2101 by movingthe
paragraphs of two proposed appendices (Appendix B of AS 1201 and Appendix B
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of AS 2101) to the body of each respective standard, to enhance the readability
and usability of the amendments and betterfacilitate implementation.

o Clarify the approach to audits involving multiple otherauditors, including
eliminating duplication of responsibilities between the lead auditor and other
auditors.

. Revise certain definitions to take into account changes to PCAOB auditing

standards that have been adopted since the 2017 SRC.

. Amend Appendix B, Audit Evidence Regarding Valuation of Investments Based on
Investee Financial Results, of AS 1105, Audit Evidence, to distinguishitfrom
requirementsinvolving otherauditors or referred-to auditors, by usinga more
descriptive term, “investee auditor” (includingin situations involving equity
method investees), and making certain otherclarifying edits.

The appendices of thisrelease presentthe proposed revisionsthat the Board is
considering adopting after receivingcomments inresponse to thisrelease:

o Appendix 1 presents the current proposed amendments to the auditing
standards, compared to the version contained in the 2017 SRC.12

o Appendix 2 presents the revisionsto the proposed new standard, AS 1206,
compared to the version contained inthe 2017 SRC.

. Appendix 3 presents the current proposed amendments to the auditing
standards, compared to the PCAOB standards as they currently exist.

This release contains questions and requests for comment on proposedrule text and
other matters. Readers are encouragedto respondand alsoto comment on any aspect of the
release or amendments not covered by the questions. Inaddition, the Board continuesto
considerfor adoption the proposed amendmentsin the 2016 Proposal and 2017 SRC that are
not specifically discussedin thisrelease.'? Forall comments submitted, commenters are

12 Appendix 1 does not include proposed amendments that the Boardis not substantially revising
from how they were presented in the 2017 SRC. Appendix 3 (which compares current proposed
amendments to existing PCAOB standards) does include those amendments.

13 See, e.g., proposed amendments to AS 1015, Due Professional Care in the Performance of Work
(to note that other auditors are responsible for performing their work with due professional care, i.e., in
compliance with PCAOB standards); proposed amendments to AS 1220 (to require the engagement
quality reviewer to evaluate the lead auditor’s assessment of whether it performs sufficient work on the
audit to warrant serving as lead auditor). The full text of all of the proposed amendments (other than
necessary conforming amendments to be made to other standards) is in the appendices to this release.



PCAOB Release No. 2021-005
September 28, 2021
Page9

encouraged to provide reasoningto support theirviewsand any empirical data relevant to their
comments. 14

Questions:

1. Inrecentyears, have there beenchanges to auditor practices related to the
use of other auditors?

2. Have there beenchanges to issuercircumstances (e.g., evolving structures,
use of new technology) that affect how audits of multinational companies
are conducted, including with regard to work performed by other auditors?

M. REVISIONS TO THE PROPOSED RULE TEXT

A. Reorganization of the Proposed Amendments

As shown in Appendix 1 of this release, the revised proposed amendments to AS 2101
(audit planning) and AS 1201 (auditsupervision) appearin the body of each standard and in
Appendix A (definitions) of AS2101. As originally proposed, most of the amendments to these
standards would have beenin a new Appendix B of each standard. A commenter on the 2017
SRC expressed confusion about whetherthe requirements of proposed Appendix B of AS 1201
would be in place of, or inaddition to, the requirements of paragraph .05 of AS 1201. Another
commenter on the 2016 Proposal recommended that we considerincludingthe amendmentsin
the body of the standards rather than in appendices because they may appear to be of less
importance ifincluded as an appendix.

We are proposing to relocate the paragraphs of proposed Appendix Bof both AS 2101
and AS 1201 to the body of each standard. As noted, the proposed amendments for audits
involving otherauditors would apply in combination with the existingrequirements. Placingthe
amendments within the related existingrequirementsis designed to enhance the readability
and usability of the amendmentsand to betterfacilitate theirimplementation. Relocating the
amendmentsis not designed to make them appear more or lessimportant.

Conforming amendments, which were included in the 2016 Proposal, will be included in the adopting
release for these amendments.

14 Studies, memoranda, or other substantive items may be added by the Board or staff to the
comment file during this rulemaking. A notification of the inclusion in the comment file of any such
materials will be made available on the Board’s website. To ensure direct electronic receipt of such
notifications via e-mail, subscribe to PCAOB updates at
http://pcaobus.org/About/Pages/PCAOBUpdates.aspx.
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B. Definitions of Engagement Team, Lead Auditor, Other Auditor, and
Referred-to Auditor

The proposed amendmentsin Appendix A of AS 2101 define the terms “engagement
team,” “lead auditor,” “other auditor,” and “referred-to auditor.” In the 2016 Proposal and
2017 SRC, the definitions of these terms would have beenin each of AS 1201, AS 1206, and
AS 2101. To reduce repetition, we are revisingthe proposed amendments to locate the
definitionsinonly one standard —AS 2101 — with cross-referencesinthe other standards (i.e.,
AS 1201 and AS 1206) to the definitionsin AS 2101 where applicable.

1. Definition of “Engagement Team”
See paragraph .A3 of AS 2101 in Appendix 1

Under existing PCAOB standards, the engagement partner is responsible for proper
supervision of the work of engagementteam members.1> The term “engagementteam” is
commonly usedin PCAOB standards but has not been expressly defined. We did not receive
comments on the proposed definition of “engagementteam” in response to the 2017 SRC. In
this release, we are revisingthe proposed definition to conform to amendmentsto AS 1201
that we adopted after the 2017 SRC. Subparagraph (2) of the revised definition conformsto
terminology usedin Appendix C, Supervision of the Work of Auditor-Employed Specialists, of
AS 1201, whichthe Board adoptedin 2018.1¢ As revised, the definition of “engagementteam”
wouldinclude:

(1) Partners, principals, and shareholders of, and accountants!’ and other
professional staff employed orengaged by, the lead auditor or other accounting
firms who perform audit procedures on an audit or assist the engagement
partner in fulfilling his or her planningor supervisory responsibilities on the audit
pursuant to AS 2101 or AS 1201; and

(2) Specialists who (i) are employed by the lead auditor or an other auditor
participatingin the audit and (ii) assisttheirfirm in obtaining or evaluating audit

15 See AS 1201.03.

16 See Amendments to Auditing Standards for Auditor’s Use of the Work of Specialists, PCAOB
Release No. 2018-006 (Dec. 20, 2018).

v See paragraph (a)(ii) in PCAOB Rule 1001, Definitions of Terms Employed in Rules, which defines
the term “accountant.” (This footnote referring toRule 1001 is included in the definition of “engagement
team” appearingin proposed AS 2101.A3.)
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evidence withrespectto a relevantassertion of a significantaccount or
disclosure.18

The definition would exclude:

(1) The engagement quality reviewerand those assisting the reviewer (towhom
AS 1220, applies)?®?;

(2) Partners, principals, and shareholders of, and other individuals employed or
engaged by, another accounting firm in situationsin which the lead auditor
dividesresponsibility forthe audit with the other firm under AS 1206; and

(3) Engaged specialists.20

2. Definition of “Lead Auditor”

See paragraph .A4 of AS 2101 in Appendix 1

The proposed amendments define the term “lead auditor” in AS 2101 as:

(a) The registered publicaccounting firm2l issuing the auditor’s report on the
company’s financial statements and, if applicable, internal control over financial
reporting; and

18 The description of auditor-employed specialists in the 2017 SRC was “specialists whose work is
used on the audit and who are employed by the lead auditor or by another accounting firm participating
in the audit.”

19 Reviewersunder Appendix K of SEC Practice Section (“SECPS”) Section 1000.45, SECPS Member
Firms with Foreign Associated Firms That Audit SEC Registrants (known as Appendix K reviewers) would
not be considered members of the engagement team. Those reviewers, similar to the engagement
quality reviewer, do not make decisions on behalf of the engagement team or assume any of the
responsibilities of the engagement team.

20 AS 1210, Using the Work of an Auditor-Engaged Specialist, establishes requirements that apply
to the use of specialists engaged by the auditor’s firm. Appendix A (Using the Work of a Company’s
Specialist as Audit Evidence) of AS 1105 sets forth the auditor’s responsibilities for using the work of a
specialist employed or engaged by the company. (This footnote referring to AS 1210 and AS 1105 is
included in the definition of “engagement team” appearing in proposed AS 2101.A3.)

21 See paragraph (r)(i) in PCAOB Rule 1001, which defines the term “registered public accounting
firm.” (This footnote referring to Rule 1001 is included in the definition of “lead auditor” appearingin
proposed AS 2101.A4.)



PCAOB Release No. 2021-005
September 28, 2021
Page 12

(b) The engagement partner and otherengagementteam members who both:??

(1) Are partners, principals, shareholders, oremployees of the registered
publicaccounting firmissuingthe auditor’sreport (or individuals who
work under that firm’s direction and control and function as the firm’s
employees); and

(2) Assistthe engagement partner in fulfilling his or her planningor
supervisory responsibilities on the audit pursuant to AS 2101 or
AS 1201.%3

The term “lead auditor” is not currently used in PCAOB auditing standards. The term
“principal auditor” isused in several standards, and it would be replaced by “lead auditor” in
those standards. The proposedamendmentsto AS1201 and AS 2101 would use the term “lead
auditor” to referto the firm and its personnel who are responsible for carrying out the
responsibilities required of lead auditors.

Commenterson the 2017 SRC asserted that certain individuals who participate in the
audit in practice functionin the capacity of employees of the firm or an equivalent capacity
(e.g.,employees of network affiliate firms on secondment arrangements to the lead auditor).?*
To reflectthose arrangements in the definition, the proposed amendmentsinclude such
individualsin the definition of lead auditor and make a conforming change to the definition of

22 The proposed definition has been revised to insert the word “both” to clarify that paragraphs(1)
and (2) must both be satisfied for a person to be considered within the definition of “lead auditor.”

23 See paragraph.05a of AS 2301, The Auditor’s Responses to the Risks of Material Misstatement,
which describes making appropriate assignments of significant engagement responsibilities. See also
paragraph .06 of AS 1015, Due Professional Care in the Performance of Work, according to which
“[e]ngagement team members should be assigned to tasks and supervised commensurate with their
level of knowledge, skill, and ability ....” (This footnote referring to AS 2301 and AS 1015 is included in
the definition of “lead auditor” appearing in proposed AS 2101.A4.)

24 Some commentersto the 2016 Proposal suggested that the lead auditor definition be expanded
to include qualified individuals outside the firm issuing the auditor’s report who assist with planning and
supervising the audit. In light of the purpose of this rulemaking to increase the lead auditor’s
involvement in, and evaluation of, the work of other auditors, we are not proposing to make additional
changes to the definition of lead auditor. The commenters’ concerns about the lead auditor’sability to
assign certain planning and supervisory procedures to qualified individuals outside the firm are
addressed in proposed amendments to planning (discussed below in Section I11.E.3 for multi-tiered
audits) and supervision (discussed below in Section I11.D.3 for supervision generallyand in Sections IIl.E.1
and I1l.E.2 for multi-tiered audits) requirements.
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other auditor.?> To further clarify this approach, the proposed amendmentsinclude a note in
paragraph .A4 of AS 2101 to illustrate thatindividuals such as secondees?® who work under the
direction and control of the firm issuingthe auditor’s report (and who assist the engagement
partner in fulfilling his or her planning or supervisory responsibilities on the audit) would
function as the firm’s employees and therefore fall underthe definition of lead auditor.
Importantly, the responsibilities of the engagement partner and other appropriate engagement
team members for consideringthe independence and knowledge, skill, and ability, and for
planning and supervising the work of these individuals2’ under PCAOB standards would be the
same as for employees of the lead auditor’s firm who work on the audit.

3. Definitions of “Other Auditor” and “Referred-to Auditor”

For the term “other auditor,” see paragraph.A5 of AS 2101 in Appendix 1; and for the
term “referred-to auditor,” see paragraph .A6 of AS 2101 in Appendix 1.

Currently, PCAOB standards do not define the term “other auditor,” but its meaningis
described or implied by the requirementsinwhich it is used. For example, in AS 1215.18 and
.19, the term other auditor includes “auditors associated with other offices of the firm,
affiliated firms, or non-affiliated firms.” In AS 1205, dependingon the context, the term other
auditor refers eitherto the firm whose work and report is used by the lead auditor or the firm
with whom the lead auditor divides responsibility for the audit.

25 In the 2017 SRC we discussed these situations in Section I1l.F.1 of the release, but we did not
include such individuals in the proposed rule text. See 2017 SRC at 34-35 (“The Board agreesthat, under
the auditing standards amended by its proposal, secondees from other accounting firms and employees
of shared service centersworking under the lead auditor’s guidance and control (as with other
individuals who work in the role of firm employees) should be treated as employees of the lead auditor’s
firm.”) (footnotes omitted).

26 For this purpose, the term “secondee” refersto a professional employee of an accounting firm in
one country who is physically locatedin another country, in the offices of the registered public
accounting firm issuing the auditor’s report, for at least three consecutive months, performing audit
procedures with respect to entities in that other country (and not performing more than de minimis
audit procedures over the term of the secondment in relationto entities in the country of his or her
employer). (This footnote discussion is included in the definition of “lead auditor” in proposed
AS2101.A4.)

27 In addition to secondees, other examples of individuals who, depending on the termsof the
arrangement, might work under the direction and control of the firm, assist the engagement partner
with planning or supervisory activities, and function as employees, include leased personnel in firms
with alternative practice structuresand temporary contractors who work alongside other lead auditor
personnel on the audit.
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To clarify existingand proposed requirements, the proposed amendments would use
the term other auditor to describe the engagementteam membersand, if applicable, theirfirm
that are outside the firm issuingthe auditor’s report. The proposed amendments would define
the new term “referred-to auditor” to describe a firm with which the lead auditor divides
responsibility forthe audit.

The definition of otherauditor in thisrelease is a revision of the version appearing in the
2017 SRCto reflectchanges inthe definition of lead auditor, which are discussed directly above
in Sectionlll.B.2. The individuals who assist the engagement partner in planningor supervisory
responsibilities underthe direction and control of the firmissuingthe auditor’sreport and
function as that firm’s employees would be excluded from the definition of otherauditor
because they would be included in the definition of lead auditor.

The proposed amendments define the terms “other auditor” and “referred-to auditor” 28
in AS 2101:

Other auditor -
(a) A memberof the engagementteam who is not:
(1) A partner, principal, shareholder, or employee of the lead auditor or
(2) An individual who works under the direction and control of the registered
publicaccounting firmissuingthe auditor'sreport and functions as that

firm’s employee; and

(b) A publicaccounting firm, if any, of which such engagementteam memberisa
partner, principal, shareholder, or employee.

Referred-to auditor—

A publicaccounting firm, other than the lead auditor, that performs an audit of the
financial statementsand, if applicable, internal control over financial reporting, of one
or more of the company’s business units2® and issues an auditor’s report in accordance
withthe standards of the PCAOB to which the lead auditor makes reference inthe lead

28 Since the 2017 SRC, the only change to the proposed definition of “referred-toauditor” is the
addition of a footnote reference to AS 1206.

29 The term “business units” includes subsidiaries, divisions, branches, components, or
investments.
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auditor’s report on the company’s financial statements and, if applicable, internal
control over financial reporting.3°

Questions:

3. Are the proposeddefinitions of “lead auditor” and “other auditor,” with
respect to the descriptions of individuals whowork underthe firm’s direction
and control and function as the firm’s employees, clear? If not, how should
the definitions be revised?

C. Planning the Audit

1. Servingas the Lead Auditorin an Auditthat Involves Other Auditors or Referred-
to Auditors

See paragraphs.06A and .06B3! of AS 2101 in Appendix 1

The proposed amendments would enhance the requirements related to the
engagement partner’s assessment of whether the participation of his or her firmis sufficient for
the firmto carry out the responsibilities of alead auditor and to report as such on the
company’s financial statements. Previously, as of the 2017 SRC, we had proposed two
considerations for an engagement partner to take into account — the risks of material
misstatementand the importance of the locations or business units covered by the firm’s audit
procedures. The amendments we are proposing would add a new, third consideration for the
engagement partner to take into account — the extent of the firm’s supervision of other
auditors’ work.

Currently, for audits withinthe scope of AS 1205, the standard providesthat when
significant parts of the audit are performed by other auditors, the auditor must decide whether
its own participationis sufficienttoenableitto serve as the principal auditor (i.e., lead auditor)
and report as such on the financial statements. The Board’s proposals in 2016 and in 2017
would modify and move the current requirementfrom AS 1205 to AS 2101 (audit planning),
thus making it applicable to all audits involving otherauditors.

Under the amendments we proposedin 2016 and 2017, the engagement partner would
be requiredto determine —taking into account certain considerations— whetherthe
participation of the engagement partner’s firmin the audit involving otherauditors or referred-

30 See AS 1206, which sets forth the lead auditor’s responsibilities regarding dividing responsibility
for the audit of the company’s financial statementsand, if applicable, internal control over financial
reporting, with a referred-toauditor.

31 The discussion below is focused on the revisions to proposed AS 2101.06A-B (which were in
paragraphs.B2 and .B3, respectively, of the proposed amendments to AS 2101 in the 2017 SRC).
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to auditors is sufficientforthe firmto serve as lead auditor. As noted inthe 2016 Proposal, this
approach was intended to increase the likelihood that the firm issuing the auditor’s report
performs audit procedures for a meaningful portion of the company’s financial statements.

Commenters on the 2016 Proposal and 2017 SRC largely agreed with the concept of
determiningsufficiency of the lead auditor’s participationin the audit, but raised questions
about considerations the engagement partner would be required to apply. The 2016 Proposal
included one consideration— risks of material misstatement associated with the portion of the
company’s financial statements audited by the lead auditor. In response to comments received
on the 2016 Proposal about circumstances in which the primary financial reporting decisions
are made, and consolidated financial statements are prepared inlocations or business units
that do not constitute a significant portion of the company’s operations, the 2017 SRC added
another consideration. The additional consideration was the importance of the locations or
business units covered by the lead auditor’s audit procedures.3?

A number of commenters on the 2017 SRC responded favorably to providingthe
importance consideration—noting generally that it would more directly enable the engagement
partner to consider both quantitative and qualitative factors when determining the sufficiency
of participation. Some commenters, however, viewed the framework with two considerations
(riskand importance) as still impracticable for certain audits. In theirview, the two
considerations would not adequately address audits of companies with highly dispersed
structures, especially those whose headquarters, financial reporting function, and major
operations are outside the company’s corporate domicile. In particular, some commenters
noted that applicable laws and regulations might require the company’s audit report to be
issued by a firm located in the jurisdiction where the company is domiciled, but a substantial
portion of the audit to be performed by firms licensed to practice injurisdictions where the
major operations and managementare located. To improve the practicability of the proposed
requirements, the commenters suggested taking into account the engagement partner’s firm’s
extentof supervision of otherauditors’ work when making the sufficiency determination.

In light of comments received on the 2017 SRC and after further analysis, the proposed
amendmentsinclude a third consideration for making the sufficiency determination—the
extentof the engagement partner’s firm’s supervision of other auditors’ work. This addition is
designedto allow for a more comprehensive determination of the prospective lead auditor’s
involvement. Underthe proposed amendments, the engagement partner would take into
account the three considerations (importance, risk, and extent of supervision) in combination
to determine whetherthe full range of its involvementin the audit constitutes sufficient
participationto serve as lead auditor. The resulting framework of considerations?3 should

32 See 2017 SRC at9.

33 For divided responsibility engagements, see the proposed last paragraph of AS 2101.06Ain
Appendix 1 for the “50-percent threshold” that should be metin addition to determining the sufficiency
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enable lead auditors to effectively address the range of scenarios encountered in multi-firmand
multi-jurisdictional audits when determining the sufficiency of lead auditor participation.

Further, the proposed amendmentsinclude a reminderin a new paragraph
AS 2101.06B, concerningexistingrequirements. The new paragraph states that, in an audit that
involves otherauditors performing work regarding locations or business units, the involvement
of the lead auditor (through a combination of planning and performingaudit procedures and
supervision of other auditors) should be commensurate with the risks of material misstatement
associated with those locations or business units. The new proposed paragraph draws from
existingrequirementsin AS 1201, AS 2101, and AS 2301, whichrequire greater auditor
involvementin areas of greater risk.34

Question:

4. Are the proposed considerationsregardingserving as the lead auditorin an
audit that involves otherauditors or referred-to auditors — based on the
importance of the locations, risks of material misstatement, and extent of
the engagement partner’s firm’s supervision—appropriate and clear?

2. Other Auditors’ Compliance with Independence and Ethics Requirements
See paragraphs.06D and .06F of AS 2101 in Appendix 1

The proposed amendmentsto AS 2101 relatingto auditor independence and ethics
requirements build on the existing, overarchingresponsibility of the auditor to comply with
independence and ethicsrequirements.3> Commenters on the 2016 Proposal and 2017 SRC
generally agreed with the proposed requirementsforthe lead auditor regarding other auditors’

of participation. Additionally, the proposed amendments provide that, in multi-tiered audits (which are
discussed below in Section IlI.E), only the lead auditor’s supervision of the first other auditor and other
auditors directly supervised by the lead auditor is taken into account in the sufficiency determination.

34 See footnote 4C to proposed AS 2101.06B, which refersto: AS 1201.06 (introduction of
paragraph, “Todetermine the extent of supervision necessary for engagement team members to
perform their work as directed and form appropriate conclusions, ...”); AS 2101.11 (“The auditor should
assess the risks of material misstatement to the consolidated financial statementsassociated with the
location or business unit and correlate the amount of audit attention devoted to the location or
business unit with the degree of risk of material misstatement associated with that location or business
unit.”). See generally AS 2301 (stating that “The objective of the auditor is to address the risks of
material misstatement through appropriate overall audit responses and audit procedures.”).

35 See AS 2101.06b. As noted above, the use of “independence and ethics requirements” in this
release refersto PCAOB independence and ethics requirements and U.S. Securities and Exchange
Commission (“SEC”) independence requirements.
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compliance with these independence and ethics requirements. However, several commenters
raised questions about certain aspects of the proposed amendments, which we seekto address
in thisrelease, as discussed below in Sections III.C.2.i through v.

i. Understanding the Other Auditor’s Knowledge and Experience; Obtainingan
Affirmation about Policies and Procedures36

See paragraphs.06Da and .06Db(1) of AS 2101 in Appendix 1

The proposed amendmentsin the 2017 SRC would have required the lead auditor to
gain an understanding of each otherauditor’s process for determining compliance with, and
experienceinapplying, theindependence and ethics requirements.3’ Those amendments were
designedto positionthe lead auditorto identify matters that warrant further attention when
determiningthe other auditor’s compliance with the requirements.38

Some commenters stated that obtaininginformation describedin the proposed
amendments could be complicated by certain practical challenges, such as confidentiality
restrictionsin some jurisdictions and other auditors’ concerns about sharing proprietary or
sensitive information. Some commenters suggested that the lead auditor not be required to
determine each other auditor’s compliance withindependence and ethics requirements, but
rather obtain information about the other auditors’ compliance. Commenters also suggested
alternative approaches, such as obtaininga written representation from the other auditor
regarding processesit uses for assessing compliance with independence and ethics
requirements. Othersuggestionsincludedinquiringaboutthe other auditor’s knowledge of
independence and ethicsrequirements and its experience in applying those requirements.

After consideration of comments received, the proposed amendmentsinclude several
revisionsto balance the needfor relevantinformation about the other auditors’ compliance
and the potential challengesin obtainingthe information, as follows.

In response to certain commenters and to emphasize that the lead auditor should
perform procedures specified inthe proposed amendments pursuant to fulfillingits obligation

36 See Section I11.E.3 below, which discusses that, in multi-tiered audits, proposed AS 2101.06E
would allow the lead auditor to seek assistance from the first other auditor in performing the procedures
described in proposed AS 2101.06D. See also proposed AS 1206 (in Appendix 2) for requirements
relating toaudits involving referred-to auditors.

37 This proposed requirement was in the 2017 SRC; the 2016 Proposal would have required the
lead auditor to gainan understanding of each other auditor’s knowledge of SEC and PCAOB
independence and ethics requirements and their experience in applying the requirements. See 2017 SRC
at 11 and 2016 Proposal at A4-21.

38 See 2017 SRC at 12.
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under AS 2101.06b, the initial paragraph of AS 2101.06D would be revised from the version
proposedin the 2017 SRCso that it expressly refersto the lead auditor’s existing responsibility.
This existingresponsibilityin AS 2101.06b requires the auditor to “[d]etermine compliance with
independence and ethicsrequirements.” Asrevised, the initial paragraph of AS2101.06D would
require the lead auditor to perform certain procedures “in conjunction with determining
compliance with” independence and ethics requirements pursuant to paragraph .06b of

AS 2101.

With regard to AS 2101.06Da, the proposed amendmentswould require that the lead
auditor obtain3? an understanding of the other auditor’s knowledge of independence and ethics
requirementsand its experience in applyingthe requirements, %% ratherthan gainingan
understanding of each other auditor’s process for determining compliance with, and experience
in applying such requirements (as would have been required under the 2017 SRC). In addition,
in response to questions from some commenters about the practicability of applyingthe
requirementto individual engagementteam members, the proposed amendments would
further clarify that, if the other auditor is a firm, information provided to the lead auditor may
cover the firmand engagementteam memberswho are partners, principals, shareholders, or
employees of the firm.4! For other auditors who are not part of a firm (whichwould be
relatively uncommon), the amendments would apply at the individual level.

Further, instead of requiringthe lead auditor to obtain an understanding of the other
auditor’s process for determining compliance, the proposed amendments have been revised to
require that the lead auditor obtain from the other auditor and review a written affirmation42
as to whetherthe otherauditor has policiesand procedures that provide reasonable assurance
that it maintains compliance withindependence and ethics requirements. If the other auditor
does not have such policiesand procedures, the lead auditor would be required to obtain from
the other auditor and review a written description of how the other auditor determinesits
compliance with the independence and ethics requirements. 43

39 The verb used in the proposed requirement has changed from “gain” to “obtain” to more closely
align with terminology used in existing PCAOB standards when required to “obtain an understanding.”

40 See proposed AS 2101.06Da.
41 See proposed noteto AS 2101.06D.

42 The proposed amendments use the term “affirmation” for certain communications within the
engagementteam (see, e.g., AS2101.06Db, AS 2101.06F, and AS 2101.06Hb), to better differentiate
them from certain communications outside the engagement team, which are described in the
amendments as “representations” (see, e.g., proposed AS 1206).

43 See proposed AS 2101.06Db(1).
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The proposed amendments would also remove the proposed first note to AS 2101.B4 in
the 2017 SRC,** which generally pointed outthe lead auditor’s obligation to reevaluate
compliancein light of changed circumstances during the audit. In a new paragraph, the
proposed amendmentsinstead would contain more specificrequirements forthe lead auditor
to (i) inform the other auditor of changes in circumstances of which the lead auditor becomes
aware, and (ii) requestthat the other auditor update its affirmations and descriptions for
changes in circumstances of which the other auditor becomes aware (including changes
communicated by the lead auditor), and provide those documents to the lead auditor upon
becomingaware of such changes.*> We are proposingthis revisionto provide the lead auditor
withinformation necessary for it to reevaluate compliance withindependence and ethics
requirements underexisting PCAOB standards.*® Some registered firms have already adopted
policiesand proceduresthat provide for communications similarto those required by the
proposed amendments.

In determining compliance with independence and ethics requirements with respect to
each other auditor pursuant to AS 2101.06b, the nature and extent of the lead auditor’s
procedures will dependtoa large extenton the types of information available to the lead
auditor about the other auditor. Examples of types of information that may be relevantto the
nature and extent of the lead auditor’s proceduresinclude (i) the type, frequency, and
substance of independence and ethics training that the otherauditor providesto its personnel
who participate in the audit and (ii) the other auditor’s policies and procedures for determining
that the firm and its personnel comply with independence and ethics requirements, including
PCAOB Rule 3520, Auditor Independence.Sources of relevantinformation about the other
auditor may differdepending, forexample, on whetherthe lead auditor and other auditorare
affiliated with the same network of accounting firms. In practice, some networks have
procedures for sharing among select personnel of member firms certain information about the
results of internal or external inspections of the affiliates, conducted either by the network
itself or by outside parties such as the PCAOB.

44 That proposed note stated that the “lead auditor’s determination of each other auditor’s
compliance with the SEC independence requirements and PCAOB independence and ethics

requirements is not limited to preliminary engagement activitiesand should be reevaluated with
changes in circumstances.”

45 See AS 2101.06Dc, which would apply to all affirmations and descriptions required by
paragraphs.06Daand .06Db.

46 See note to AS 2101.06b.
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ii. Obtaininga Written Description of the Other Auditor’s Covered Relationships*’
See paragraph .06Db(2) of AS 2101 in Appendix 1

Under the proposed amendments, the lead auditorshould obtain from the other
auditor and review a written description of all relationships between the otherauditorand the
audit clientor persons in financial reporting oversight roles at the audit client*® that may
reasonably be thought to bear on independence pursuantto the requirements of Rule 3526.
This proposedrequirement, introduced inthe 2017 SRC and revisedinthis release as discussed
below, isdesignedto assist the lead auditor in obtaininginformation for determining
compliance with SEC and PCAOB independence requirements, and to facilitate auditor
communicationsunder PCAOB Rule 3526.4°

Some commenterson the 2017 SRC asked whetherrequiringthe lead auditor to obtain
a description of the other auditor’s relationships would be consistent with Rule 3526. In
particular, the commenters asked whetherthe lead auditor would be required to obtain and
disclose to the audit committee information regardingan other auditor whoiis not affiliated
withthe same network of accounting firms as the lead auditor. These commenters pointed out
that, when the Board adopted Rule 3526, itstated that it “expects the primary auditor'sreport
to eitherinclude any covered relationships of any secondary auditors not affiliated with the
firm or state that it does not do s0.”>° One commenter also stated that privacy lawsin certain
jurisdictions may complicate obtainingthe required information from an other auditor.

To avoid any confusion, we are proposing to add to AS 2101.06Db(2) a phrase clarifying
that the lead auditorisrequiredto obtain information about the other auditor’s relationships

47 See Section I11.E.3 below, which discusses that, in multi-tiered audits, proposed AS 2101.06E
would allow the lead auditor to seek assistance from the first other auditor in performing the procedures
described in proposed AS 2101.06D. See also proposed AS 1206 (in Appendix 2) for requirements
relating toaudits involving referred-to auditors.

48 PCAOB Rule 3501, Definitions of Terms Employed in Section 3, Part 5 of the Rules, defines the
terms “audit client” and “financial reporting oversight role.”

43 Rule 3526 requires auditors, among other things, to make certain communications to the audit
committee of the audit client before accepting an initial engagement, and annually thereafter, including
a description, in writing, of “all relationships between the registered public accounting firm or any
affiliates of the firm and the audit client or persons in financial reporting oversight roles at the audit
client that, asof the date of the communication, mayreasonably be thought to bear on independence.”
See also Staff Guidance, Rule 3526(b) Communications with Audit Committees Concerning Independence
(May 31, 2019), which addresses questions that have arisen in practice regarding application of Rule
3526(b) in certain circumstances.

50 See Ethics and Independence Rule 3526, Communication with Audit Committees Concerning
Independence, PCAOB Release No. 2008-003 (Apr. 22, 2008), at 5.
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with the audit client “that may reasonably be thought to bear on independence pursuantto the
requirements of paragraph (b)(1) of Rule 3526.”>1 The proposed amendments would not
change the applicability of Rule 3526 to the lead auditor’s representation including with respect
to unaffiliated firms.

iii. Obtaininga Written Affirmation about the Other Auditor’s Compliance with
Independence and Ethics Requirements>?

See paragraph .06Db(3) of AS 2101 in Appendix 1

Under the proposed amendments, the lead auditorshould obtainfrom the other
auditor and review a written affirmation as to whetherthe other auditorisin compliance with
independence and ethics requirements with respect to the audit client, and if itisnot in
compliance, a written description of the nature of the instances of non-compliance. This
provision was originallyintroducedinthe 2016 Proposal (in lieu of a requirementin
AS 1205.10b to make inquiries concerningthe other auditor’s independence), ina slightly
differentform. It was clarified inthe amendments proposedin the 2017 SRC and would require
that the lead auditor obtain and review a description of the nature of any non-compliance.

Some commenters on the 2017 SRC noted that the proposed requirement could be
interpretedto require a description of any independence violation related to any client of the
other auditor’s firm. In light of the comments received, the proposed amendments have been
clarified by adding the phrase “with respectto the audit client.” The lead auditorisrequiredto
determine compliance withindependence and ethics requirementsin the contextof a
particular audit; accordingly, the information the lead auditor would be required to obtainfrom
the other auditor would be relevantto the auditengagementin which the other auditor
participates.>3

51 See Rule 3526(b)(1) (requiring that the auditor describe atleast annually in writing to the audit
committee all relationships between the firm and the audit client “that mayreasonably be thought to
bear on independence”). Rule 3526 continues to apply under the proposed amendments.

52 See Section I11.E.3 below, which discusses that, in multi-tiered audits, proposed AS 2101.06E
would allow the lead auditor to seek assistance from the first other auditor in performing the procedures
described in proposed AS 2101.06D. See also proposed AS 1206 (in Appendix 2) for requirements
relating toaudits involving referred-toauditors.

53 Other clarifying edits in the proposed independence and ethics requirements in Appendix 1
include substituting “affirmation” for “representation,” “the other auditor” for “it,” and “whether” for
“or is not,” and inserting the word “written” before “description” and the words “instances of” before
“non-compliance.”



PCAOB Release No. 2021-005
September 28, 2021
Page 23

iv. FollowingUp on Contrary Informations4
See paragraph .06F of AS 2101 in Appendix 1

In the proposed amendmentsin the 2017 SRC, a note to paragraph .B4 of AS 2101
providedthat if the lead auditor becomes aware of information that contradicts an affirmation
made by an other auditor regarding its compliance with independence and ethics
requirements, the lead auditor should perform additional procedures to determine the effect of
the information on the independence of the otherauditor. Some commenterson the 2017 SRC
suggested changes to the note, primarily to more directly address situationsin which the lead
auditor becomes aware of information about the appropriateness of the other auditors policies
and procedures.

In light of the comments received, the proposed amendmentsto AS 2101 include more
specificdirections for the lead auditor, ina separate paragraph, AS 2101.06F. That
paragraph providesthat if the lead auditor becomes aware of information that contradicts the
other auditor’s affirmation or description, the lead auditor should investigate the circumstances
and consider the reliability of the affirmation or description. Further, if there were indications
that the other auditor was not in compliance with independence and ethics requirements, the
lead auditor should considerthe implications forfulfillingits own responsibilities under
AS 2101.06b and PCAOB Rules 3520 and 3526.

Under the proposed amendments, AS 2101.06F would encompass the situations
described by commenters. For example, if there were indications—contrary to the other
auditor’s written affirmation—that the other auditor did not have relevant policies and
procedures, the lead auditor would be required to investigate the other auditor’s basis for
affirmingits compliance with independence and ethics requirements. If the investigation
uncovers instances of the other auditor’s failure to comply withindependence and ethics
requirements, the lead auditor would consider how such instances affect compliance at the
engagementlevel. The lead auditor’s determination of compliance withindependence and
ethics requirements (including with respect to the other auditors) is not limited to preliminary
engagementactivities and should be reevaluated with changesin circumstances.55

54 See Section I11.E.3 below, which discusses that, in multi-tiered audits, proposed AS 2101.06E
would allow the lead auditor to seek assistance from the first other auditor in performing the procedures
described in proposed AS 2101.06D. See also proposed AS 1206 (in Appendix 2) for requirements
relating toaudits involving referred-to auditors.

55 See note to AS 2101.06b.
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v. Network Affiliation and PCAOB Registration Status>¢

Some commenterson the 2016 Proposal and 2017 SRC suggested that requirementsfor
obtaininginformation about an other auditor should be less extensive if the otherauditor and
the lead auditor are affiliated with the same network of accounting firms. These commenters
stated, for example, that the lead auditor should be able to rely on the network’s quality
control system in obtainingan understanding of the other auditor’s qualifications, including the
understanding of other auditors’ compliance withindependence and ethics requirements. In
addition, some commenters suggested reducingthe requirements with respect to other
auditors that are registered withthe PCAOB.

We are not proposingany additional revisions. As noted inthe 2017 SRC, affiliation
through a network does not automatically provide the lead auditor with an understanding of
the other affiliates’ processes and experience.>” Inaddition, observations from PCAOB and SEC
oversightindicate that even firms withinthe same network may have different policies,
procedures, and processes for, and may exhibit differing levels of compliance with,
independence and ethics requirements.>8 Similarly, PCAOB oversight hasidentified varying
levels of compliance withindependence and ethics requirements withinregistered firms.

Questions:

5. Are the proposedrequirementsrelatingto the lead auditor’s responsibilities
regarding other auditors’ compliance with the independence and ethics
requirements appropriate? Are there any practical challengesassociated
withthe proposed amendments? If so, what are they, and how could the
proposed requirements be revised to address the challenges?

56 Appendix 1 of this release sets forth the proposed amendment relatedto the PCAOB
registration status of other auditors in AS 2101.06G. The proposed amendment is not discussed in this
release because the only changes made to it since the 2017 SRC were to streamline the language.

57 2017 SRCat 14.

58 See, e.g., the following independence-related mattersinvolving global networkfirms: Deloitte
Accountants B.V., PCAOB Release No. 105-2016-051 (Dec. 13, 2016); BDO Magyarorszdg Kényvvizsgadld
Kft., PCAOB Release No. 105-2017-024 (Apr. 12, 2017); Deloitte LLP, Respondent, PCAOB Release No. 105-
2018-020 (Oct. 16, 2018); Deloitte Touche Tohmatsu LLC, Futomichi Amano, and Yuji Itagaki, SEC
Accounting and Auditing Enforcement Release (AAER) No. 4020 (Feb. 13, 2019); KPMG Audit Limited and
Damion J. Henderson, CA, PCAOB Release No. 105-2019-008 (Apr. 9, 2019); and PricewaterhouseCoopers,
S.C., PCAOB Release No. 105-2019-017 (Aug. 1, 2019). These enforcement cases were settled
proceedings.
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3. Knowledge, Skill, and Ability of5° and Communications with Other Auditors
See paragraph .06H° of AS 2101 in Appendix 1

PCAOB standards have long recognized the importance of technical training and
proficiency of the personnel performingthe audit.®! These mattersare particularlyimportant
for seniorengagement personnel because of theirrole in planning the audit, supervisingthe
work of other engagementteam members, and making important professional judgments.

Under current standards, in situations where the lead auditor supervises an other
auditor under AS 1201,%2 the knowledge, skill, and ability of engagementteam members with
significantengagementresponsibilities should be commensurate with the assessed risks of
material misstatement.®3 In situations where the lead auditor uses an other auditor’s work,

AS 1205 requiresthe lead auditor® to make inquiries concerningthe professional reputation of
the other auditor. %>

Obtainingan understanding of the knowledge, skill, and ability of the other auditor’s
supervisory personnel isimportant for determining the extent of the lead auditor’s supervision
of the other auditor’s work. As a practical matter, this involves procedures such as
understandingthe other auditors’ experience inthe company’s industry or jurisdiction, and
understanding theirknowledge of the relevant financial reporting framework, PCAOB standards
and rules, and SEC rules. Lack of appropriate knowledge, skill, and ability by the other auditors’
supervisory personnel can have an adverse effect on the overall quality of the audit.

59 See Section I11.E.3 below, which discusses that, in multi-tiered audits, proposed AS 2101.06I
would allow the lead auditor to seek assistance from the first other auditor in performing the procedures
described in proposed AS 2101.06H.

60 The discussion below is focused on proposed AS 2101.06Ha-b. This release also includes minor
revisions to proposed AS 2101.06Hc (which was in paragraph.B6c of the proposed amendments to
AS 2101 in the 2017 SRC).

61 See, e.g., AS1010 and QC 20.11-.12.

62 See Section I11.D.1 of this release, which discusses the following two approaches currently under
PCAOB standards: supervising the other auditor’s work under AS 1201, or using the work and reports of
other auditors under AS 1205.

63 See AS 1015.06, AS 1201.06, and AS 2301.5a.
64 “Principal auditor” is the term used in AS 1205.
65 See AS 1205.10.

66 The proposed amendments add an explanatory phrase “including relevant knowledge of foreign
jurisdictions” toAS 2101.16. See Appendix 1.
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The 2016 Proposal would have required the lead auditor to understand the knowledge,
skill, and ability of an other auditor who assists the lead auditor in planning or supervisingthe
audit.®” Commenters on the 2016 Proposal were generally supportive of the proposed
requirement, and some suggested extending the procedures beyond the other auditor’s
supervisory personnel.

In response to these suggestions, the 2017 SRC would have required the lead auditor to
inquire about the other auditor’s policies and procedures related to (i) the training of all
personnel at the firmwho work on audits performed under PCAOB standards and (ii) the
assignment of personnel to PCAOB audits.®8 Arange of commenterson the 2017 SRC
expressed concerns that firms outside the lead auditor’s network could be reluctant to provide
detailed proprietary information about how they assign and train their personnel. Asa result,
they would likely provide information too general to be useful, while still incurring the time and
expense of providing thisinformation. Some of those commenters recommended revertingto
the approach describedinthe 2016 Proposal. One commenterrecommended that the
amendments, rather than require descriptions of training and assignment of personnel, require
the lead auditor to obtain written representations from the other auditors about their
knowledge, skill, and ability.

We acknowledge that in some situations, the type of general information that the other
auditor would be able to provide the lead auditor may not satisfy the objective of obtainingan
understanding of the qualifications of the other auditors performing work on the audit.
Therefore, any gains derived from this general information may not justify the costs of
providingand evaluatingit. Instead, we are proposingto replace the requirementthat the lead
auditor inquire about the training and assignment of all other auditor personnel witha
requirementthat the lead auditor obtain a written affirmation from the other auditor that its
personnel who participate on the engagement possess the knowledge, skill, and ability to
perform the tasks on the auditassigned to them. This proposed revisiontogetherwiththe
proposedrequirementinAS 2101.06Ha (regardingother auditor supervisory personnel) are
designedto focus the lead auditor and other auditors on the importance of assigning qualified
personnel at all levels of the audit engagement, and to inform the lead auditor about the other
auditor’s compliance with relevant supervisory responsibilities.

Several commenters on the 2017 SRC, includingsome of those who supported the 2016
Proposal’s approach, recommended that the rule text elaborate on procedures for gainingan
understanding of an other auditor’s knowledge, skill, and ability. Some suggested, forexample,
allowingthe lead auditor to rely on its experience with the other auditor, other auditors’
written representations, or a network quality control system (for affiliated firms). One
commenter suggested that the standard specify that the lead auditor may use an other auditor

67 See 2016 Proposal at A4-24.
68 See 2017 SRC at 15.
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against whom there are currently no PCAOB sanctions and whois in compliance with applicable
state laws and regulations, including state CPA licensure requirements. Some commenters
suggested that the standard describe relevant sources of information that may be usedto
obtain information about the other auditor.

We are not proposingto prescribe — beyond requiring the written affirmation described
above —lead auditor procedures or sources of information for gainingan understanding of the
other auditor’s knowledge, skill, and ability. The proposed amendments would allow the lead
auditor to determine the nature and extentofits procedures in this area. The lead auditor’s
approach would depend, to a large extent, on the types of information available to the lead
auditor and the engagementresponsibilities envisioned forthe other auditor. Obtainingand
evaluatinginformationregarding the other auditors’ knowledge, skill, and abilityisnot a
discrete step; it is part of a continual and iterative process.®°

We agree with commenters that possible sources of information about the other
auditor’s knowledge, skill, and ability may include the lead auditor’s experience with the other
auditor and (for individuals at affiliated firms) information from the audit network. For
example, some audit networks have established procedures for sharing certain information
about the results of internal or external (e.g., PCAOB) inspections of the affiliates amongselect
personnel of their memberfirms.”® The proposed amendments, however, would not allow the
lead auditor to rely solely onthe general qualification requirements of a network.”! Obtaining”2
an understanding of the other auditor’s knowledge, skill, and ability will necessarily involve
obtaininginformation specifically about the individualsin supervisory roles at the other auditor,
which is critical to determiningwhetherthe otherauditor is qualified to perform tasks assigned
by the lead auditor. (The proposed written affirmation requirementin AS 2101.06Hb regarding
the other auditor’s engagementteam members would not need to specifically identify each
member of the engagementteam.)

69 See, e.g., AS2101.05.

70 In addition to inspection reports, other items on the PCAOB website may containinformation
relevant to obtaining an understanding of the other auditor’s knowledge, skill, and ability. Such
information includes PCAOB enforcement actions and disclosures of certain events on Form 3, Special
Report, on which registered audit firms must report certain legal proceedings, changes in certain licenses
and certifications, and other matters. See also PCAOB, “Form 3 Reportable Events” (PCAOB resource
describing the information that audit firms must report on Form 3).

71 See discussion above in Section I11.C.2.vregarding “Network Affiliation and PCAOB Registration
Status.”
72 As noted above in Section I11.C.2.i, the verb used in the proposed requirement has changed from

“gain” to “obtain” to more closely align with terminology used in existing PCAOB standards when
required to “obtain an understanding.”


https://pcaobus.org/Enforcement/Pages/default.aspx
https://pcaobus.org/oversight/registration/registered-firms
https://pcaobus.org/oversight/registration/form-3-reportable-events

PCAOB Release No. 2021-005
September 28, 2021
Page 28

Questions:

6. Are the proposed amendmentsrelatingto the knowledge, skill, and ability of
the other auditor, revised by this release, clearand appropriate? Are there
any practical challenges associated with the proposed amendments? If so,
what are they, and how could the proposed requirements be modified to
address the challenges?

4, Determining Locations or Business Units at Which Audit Procedures Should Be
Performed

See paragraph .14 of AS 2101 in Appendix 1

Other auditors are ofteninvolvedin audits of companies with operationsin multiple
locations or business units (“multi-location engagements”). For multi-location engagements,
existing AS 2101.11-.13 address the determination of the locations at which audit procedures
should be performed and the nature, timing, and extent of the audit procedures. Existing
AS 2101.14 providesthat, in situationsinwhich AS 1205 applies, the auditor performsthe
procedures in paragraphs .11-.13 to determine the locations or business units where audit
procedures should be performed.

Under the proposed amendments, the requirements of AS 2101.14 would be amended
to specify that, in an auditinvolving otherauditors or referred-to auditors, the lead auditor
should perform the proceduresset forth in AS 2101.11-.13 to determine the locations or
business units at which audit procedures should be performed. This proposed amendmentto
AS 2101.14, together withthe proposed supervisory requirementsin AS 1201, are intendedto
ensure that the lead auditor plays the central role in determining the scope of the audit.

In the 2016 Proposal and the 2017 SRC, proposed amendmentsto AS 2101.14 would
have included a phrase that the lead auditor “should hold discussions with and obtain
information from the other auditors or referred-to auditors, as necessary, to identify and assess
the risks of material misstatementto the consolidated financial statements associated with the
location or business unit.” Several commenters on the 2016 Proposal and 2017 SRC foundthat
phrase confusing. For example, forsome commenters it was unclear whether discussions with
both other auditors and referred-to auditors would always be required, or whetherthe lead
auditor could use judgment in performingthe procedures in AS 2101.11-.13. In the view of one
commenter, the proposed provision conflicted with the iterative nature of the risk assessment
process where (under existing standards) the lead auditor may identify and assess risks even
before identifyinglocations orbusiness units. Further, one commenter indicated that greater
involvement by the lead auditor inthe work of the referred-to auditor diminishesthe “clear
line” with respect to responsibility and several other commenters pointed out that discussions
with some auditors may not always be possible.



PCAOB Release No. 2021-005
September 28, 2021
Page 29

We understand the concerns of commentersand are revisingthe proposed
amendments to remove the above phrase, to avoid confusion. Although the phrase was
intended to emphasize the importance of collaboration between auditors, upon further
considerationit appears that other requirementsin the auditing standards would be effective
in accomplishingthis objective. For example, foraudits involving otherauditors, AS 2110.49-.53
wouldrequire the auditor to hold brainstorming discussions about risks of material
misstatements with other auditors who are key engagementteam members. For audits
involving referred-to auditors, proposed AS 1206 describesinteractions betweenthe lead
auditor and the referred-to auditor.

D. Supervising Other Auditors

1. Overview of the Supervisory Approach

Under existing standards, AS 1205 requires the lead auditor to perform certain
procedures, when usingthe work and reports of other auditors, that are much more limitedin
scope than those required by the current supervision standard, AS 1201.73 The proposed
amendments are designed to improve the lead auditor’s oversight of otherauditors by applying
AS 1201 to all audits involving otherauditors for whose work the lead auditor assumes
responsibility, including the audits currently performed under AS 1205.74 The approach to
supervising otherauditors under the proposed amendmentsis consistent with, and takes into
account, developments at some accounting firmsthat have been observed through the Board’s
oversightactivities.”

Currently, AS 1201 establishesrequirementsforsupervision of the auditengagement,
including supervisingthe work of all engagementteam members. The standard allows the
engagement partner to seek assistance in fulfilling his or her supervisory responsibilities from
appropriate engagementteam members, includingteam members from other firmsinvolvedin
the audit. AS 1201 does not, however, describe specificsupervisory procedures or assignthem
to a particular member, or members, of the engagementteam.

The proposed amendments would not supersede any of the existing requirements of
AS 1201. The engagement partner and other members of the engagementteam who have
supervisoryroles, at the lead auditor and other auditors, are required to carry out their

73 “Principal auditor” is the termused in AS 1205.

74 For situations in which the lead auditor divides responsibility for the audit with another
accounting firm, see Appendix 2 of this release. For certain audits involving investments accounted for
under the equity method of accounting whose financial statementsare audited by other auditors, see
Appendix 1 of this release for proposed changesto Appendix B of AS 1105.

75 See 2016 Proposal at 14-19 and PCAOB, Spotlight: Staff Update and Preview of 2019 Inspection
Observations (Oct. 8, 2020).
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supervisory responsibilities under the provisions of AS 1201. The proposed amendments further
describe procedures to be performed by the lead auditor with respect to the supervision of the
work of other auditors in conjunction with the required supervisory activities setforth in

AS 1201. The proposed amendments would not preclude the lead auditorfrom seekingother
auditors’ assistance in performingany other necessary supervisory procedures that are not
specifiedinthe proposed amendments.7’¢

The proposed amendments are designed to be scalable. When designingand
performingthe supervisory activities, the lead auditor would determine the extent of
supervision of the other auditors’ work in accordance with paragraph .06 of AS 1201, which
describesthe factors to take into account when determining the extent of supervision
necessary.’’ Forexample, the extent of the lead auditor’s supervision of the other auditors’
work would depend on, among other things, the risks of material misstatementto the
company’s financial statements being addressed by the other auditors’ work and the
knowledge, skill, and ability of the other auditors.”® The lead auditor may determine that the
necessary extent of supervision of the other auditor’s work under AS 1201 entails performing
supervisory procedures beyond those specifiedinthe proposed amendments.

2. Informing Other Auditors of Their Responsibilities

See paragraph .08 of AS 1201 in Appendix 1

AS 1201 currentlyrequiresthat engagementteam members be informed of their
responsibilities, including the objectives and details of the proceduresto be performed, and
other relevant matters.”° For audits performedin accordance with AS 1205, the standard does
notinclude a specificrequirementforthe lead auditor to inform otherauditors of their
responsibilities.s0

76 See AS 1201.04.

77 See proposed amendment AS 1201.07 in Appendix 1 of this release.
78 See AS 1201.06.

78 See AS 1201.05a.

80 According to AS 1205.12, the lead auditor (or “principal auditor” in its terminology) should
consider, among other things, reviewing the audit programs of the other auditor and issuing instructions
to the other auditor.
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To promote effective supervision of the otherauditor’s work by the lead auditor, the
proposed amendmentsto AS 1201 wouldrequire the lead auditor to inform otherauditors in
writing of the following matters:

e The scope of work to be performed by the other auditor (e.g., location or
business unit8! and the general type of work to be performed, which could range
from a few specified audit procedures to a standalone audit); and

o With respect to the work requestedto be performed: the identified risks of
material misstatement, 82 tolerable misstatement, and the amount (if
determined) below which misstatements are clearly trivial and do not need to be
accumulated.3*

Some commenterson the 2016 Proposal and the 2017 SRC interpreted the proposed
amendments as requiring the lead auditor to communicate to other auditors all the risks of
material misstatementfor the location or business unit, or even all identified risks of material
misstatementto the consolidated financial statements. Some of those commenters
recommended that the lead auditor be required to communicate only the significantrisks or
onlyrisks that are relevantto the other auditors’ work.

We agree with commenters who stated that the lead auditor should communicate to
other auditors those risks to the consolidated financial statements that are relevant to the
other auditors’ work. To clarify the requirement, we have revised the proposed amendmentsin
AS 1201.08b to include the phrases “[w]ithrespect to the work requested to be performed”
and “to the consolidated financial statements that are applicable to the location or business

81 In multi-location engagementsthat involve other auditors, the proposed amendments would
require the lead auditor to determine locations or business units at which audit procedures should be
performed. See proposed amendment to AS 2101.14.

82 See AS 2110.49-.53 (referenced in a footnote to proposed AS 1201.08), which requires key
engagement team members (including those in differing locations) to hold discussions regarding risks of
material misstatement due to error or fraud, which inform the identification and assessment of risks.

83 See AS 2105.08-.10 (referenced in a footnote to proposed AS 1201.08), which describe
determining the amount or amounts of tolerable misstatement, including for the individual locations or
business units, where applicable. As noted in the 2016 Proposal at 4, it is common for audits using other
auditors to take placein different locations, including different countries.

84 See paragraphs.10-.11 of AS 2810, Evaluating Audit Results (referencedin a footnote to
proposed AS 1201.08) which require auditors to accumulate misstatements identified during the audit,
other than those that are clearly trivial, and provide that auditors may designate an amount below which
misstatementsare trivial and do not need to be accumulated. The proposed requirement in the
amendments indicates that the lead auditor makes the determination of the clearly trivial threshold
under AS 2810, if such a threshold is determined.
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unit.” The proposed amendments do not limitthe lead auditor’'s communication to significant
risks (as some commenters suggested) because doingso could lead to inadequate testing of
significantaccounts and disclosures where a reasonable possibility of material misstatementto
the financial statements exists.

Some commentersalso questioned whetherthe lead auditor is always best suited to
assess risks of material misstatementat locations or business units audited by other auditors.
Althoughrequiringthe lead auditor to communicate to the other auditor the relevantrisks of
material misstatementto the company’s financial statementsis consistent with the lead
auditor’s responsibilities under PCAOB standards, existing PCAOB standards also recognize that
additional risks of material misstatementtothe company’s financial statements may be
identified by otherauditors, who could be more familiarthan the lead auditor with a particular
location or business unit where such risks may originate. All key engagementteam members,
includingthose at the otherauditor firms, are currently required to discuss the susceptibility of
the company’s financial statements to material misstatementdue to error or fraud, as part of
performingthe risk assessment procedures.8> These requirements are retained by the proposed
amendments.86

In addition, the proposed amendmentsinclude a note to paragraph AS 1201.08 stating
that the lead auditor should, as necessary, hold discussions with and obtain information from
the other auditor to facilitate the performance of procedures describedin that paragraph.

3. Obtainingand Reviewinga Written Description of the Audit Proceduresto Be
Performed by the Other Auditors

See paragraphs.09 and .10 of AS 1201 in Appendix 1

Existing PCAOB standards require that the auditor develop and document an audit plan
that includes a description of, among other things, the planned nature, timing, and extent of
the risk assessment procedures, tests of controls, and substantive procedures.®” In addition,
pursuant to AS 1201, the auditorisrequiredto inform engagementteam members of their
responsibilities, including the nature, timing, and extent of procedures they are to perform.28 In
situations governed by AS 1205, the lead auditor should considerreviewingthe audit programs
of the other auditor.3°

85 See AS 2110.49-.53.

86 See footnote reference to proposed AS 1201.08b(1) in Appendix 1.
87 See AS 2101.10.

88 See AS 1201.05a(2).

89 See AS 1205.12.
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The proposed amendmentsto AS 1201 would require the lead auditor to obtain and
review the other auditor’s written description of audit procedures to be performed, %°
determine whetherany changes to the other auditor’s planned audit procedures are necessary,
and if so, discuss the changes with, and communicate them in writingto, the other auditor.??
The lead auditor would be required to informthe other auditor of the level of detail neededin
the other auditor’s written description of audit proceduresto be performed, based on the
necessary extentof the lead auditor’s supervision.

These proposed amendments are intended to promote proper supervision of the other
auditors’ work by the lead auditor and proper coordination of work performed by the lead and
other auditors. Importantly, the proposed amendments are designed to accommodate different
scenarios encounteredin practice. For example, the otherauditor who is more familiarthan the
lead auditor with a location or business unit may be better positionedto design detailed audit
procedures for that part of the audit (which procedures would then be subjectto the lead
auditor’s review and approval). Conversely, an other auditor who lacks experience in addressing
certain risks may not be bestsuited to plan the work or to design detailed audit procedures in
that area. The proposed amendments provide that, as the necessary extent of supervision
increases, the lead auditor, rather than the other auditor, may need to determine the nature,
timing, and extent of proceduresto be performed by the other auditor. 22

The proposed amendments are substantially the same as those proposedin the 2017
SRC exceptfor one clarifying change — in the requirementthat the lead auditor obtain and
review a description of the other auditor’s planned audit procedures, the word “written” has
beenadded before “description of the audit procedures to be performed.”?3 Asnoted above,
existing standards generally require the auditorto develop and document an audit plan that
describes the audit procedures to be performed.?* In the proposed amendments, the addition
of the word “written” would clarify that, for audits involving otherauditors, the other auditor’s
plannedaudit procedures also should be documented.

One commenteron both the 2016 Proposal and the 2017 SRC expressed the view that
the proposed requirementthat the lead auditor communicate in writing to the other auditor
any needed changes to the other auditor’s description of the audit procedures, was too

90 See proposed amendment to AS 1201.09in Appendix 1 in this release. Inthe 2016 Proposal and
2017 SRC, the proposed requirement appeared in paragraph.B2 of Appendix B to AS 1201.

91 See proposed amendment to AS 1201.10in Appendix 1 in this release.

92 See proposed noteto AS 1201.09. This provision was originally introduced in the 2016 Proposal

and would be substantially the same as originally proposed, with a clarification that the lead auditor may
need to determine the details of the procedures “[a]s the necessary extent of supervision increases” (as
implied in the previously proposed rule text) (AS 1201.B2b).

93 See proposed amendment to AS 1201.09 in Appendix 1 in this release.
94 See AS 2101.10.



PCAOB Release No. 2021-005
September 28, 2021
Page 34

prescriptive and that the proposed amendments should allow lead auditors to determine how
to communicate changes to otherauditors. Observations from PCAOB oversight have shown
challenges with communication and coordination between lead auditors and other auditors
that compromisedthe quality of other auditors’ audit work. The proposed amendmentsin this
SRC are designedto clarify the responsibilities of the auditors, which could reduce the
likelihood of misunderstandings by helpingto strengthen the coordination and communication
betweenthe lead auditor and other auditorsin this area. Therefore, we are not proposingany
substantive revisions to the proposed requirements.

4, Obtainingand Reviewingthe Other Auditor’s Written Affirmation Regarding
Work Performed

See paragraph .11 of AS 1201 in Appendix 1

The proposed amendmentsin both the 2016 Proposal and 2017 SRC would not have
retained the statementcurrently in AS 1205.03 that “the other auditor remainsresponsible for
the performance of his own work and for his own report.” The proposed amendments would
have required the lead auditor to obtain and review a document describing the other auditor’s
procedures, findings, conclusions, and, if applicable, opinion.? Some commenters asked that
we clarify how the proposed requirement would work inrelationto the PCAOB standard on
documentation, AS 1215. In some commenters’ view, the proposed document (describedin the
2017 SRC as a “summary memorandum”) could duplicate information that the lead auditor is
already required to obtain, review, and retainin accordance with AS 1215, such as key aspects
of the other auditor’s work, which are includedin the engagement completion document. 26

Having considered the comments received, we are proposing to revise the amendments
to avoid unnecessary duplication of audit documentation. Instead of requiring the lead auditor
to obtain a “summary memorandum,” the proposed amendments would require the lead
auditor to obtain and review a written affirmation®” as to whetherthe other auditor has
performed the work in accordance with instructions provided, as describedin proposed
paragraphs AS 1201.08-.10, includingthe use of applicable PCAOB standards. Ifthe other
auditor has not performed work in such a manner, the lead auditor would obtain and review a
description of the nature of, and explanation of the reasons for, instances where the work was

95 The document that was proposed to be required was referredto as a “writtenreport” in the
2016 Proposal (in proposed AS 1201.B2d), and as a “summary memorandum” in the 2017 SRC (in
proposed AS 1201.B2d). See 2016 Proposal at A4-35 and 2017 SRC at 18.

96 See AS 1215.19. See also AS 1215.12 and .13, which discuss the engagement completion
document.

97 The proposed amendments have been revised to use the term “affirmation” for certain
communications within the engagement team (e.g., AS2101.06Db, AS2101.06F, and AS 2101.06Hb.), to
better differentiate them from certain communications outside the engagement team, whichare
described in the proposed amendments as “representations” (e.g., AS1206).
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not performed in accordance with the instructions, including (if applicable) adescription of the
alternative work performed.

This new proposed requirementis designed to both inform the lead auditor of audit
areas that may require additional attention, and emphasize the other auditor’s responsibility
for properly planningand performingits work. It isalso consistent with the practice by some
accounting firms that an other auditor affirmsin writingits compliance with the lead auditor’s
instructions (e.g., in an “interoffice memorandum”issued at the completion of the other
auditor’s work). As revised, the proposed amendment would complement, without duplicating,
the requirementin AS 1215.19 for the lead auditor to obtain, review, and retain certain
documents relating to the other auditor’s work.

5. Directing the Other Auditors to Provide SpecificDocumentation

See paragraph .12 of AS 1201 in Appendix 1

Supervision underexisting PCAOB standards necessarily involves review of audit
documentation.®® Forexample, under AS 1201, the engagement partner and otherengagement
team members performing supervisory activities should review the work of engagementteam
membersto evaluate whetherthe work was performed and documented. (AS 1201 does not
prescribe specificdocuments to be reviewed.) Inaddition, forauditsinvolving otherauditors,
PCAOB standards describe certain documentation of the other auditor’s work that the lead
auditor must obtain, review, and retain prior to the report release date.?®

The proposed amendments would supplement the existing standards by requiring the
lead auditor to directthe other auditor to provide for the lead auditor’s review specified
documentation with respectto the work the other auditor is requested to perform. This
requirementis designed so that the lead auditor obtains information about the otherauditor’s
work that is necessary for the lead auditor to carry out its supervisory responsibilities. Under
the 2017 SRC, the lead auditor would have beenrequired to informthe other auditor of the
necessary level of detail of the informationthe lead auditor requests.

Some commenters on the 2017 SRC suggested that the lead auditor should not be
requiredto obtain and review other auditors’ documentation beyond what is describedin
AS 1215.19. Atthe same time, commenters generally agreed that in some circumstances
reviewing additional documentation (i.e., beyond the itemslistedin AS1215.19) may be
necessary, such as in areas with heightened risk of material misstatement. The commenters
also recommended that the amendments allow the lead auditor discretionin determining the

98 See, e.g., AS1201.05c.
99 See, e.g., AS1215.19 and AS 1205.12.
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extentof any additional review of other auditors’ documentation. Some commenters suggested
that the scope of any additional review should be based on certain factors, includingrisk.

The proposed amendments have beenrevised from those in the 2017 SRC versionto
specifically state that the documentationrequested by the lead auditor from the otherauditor
would depend on the necessary extent of supervision of the other auditor’s work by the lead
auditor (whichis based on a number of factors, includingrisk). Thus, under the proposed
amendments, review of additional documentation (i.e., beyond the itemslistedin AS 1215.19)
could be necessary, for example, forwork performed by less experienced otherauditors,
procedures inareas with heightenedrisks of material misstatement, or proceduresto resolve
significantissues arising during the audit. In directingthe other auditor to provide specified
documentation, the lead auditor could, for example, specify individual documents, types of
documents, or documentation for audit areas that it intends to review. 100

Questions:

7. Are the proposedamendmentsto AS 1201 regarding proceduresto be
performed by the lead auditor with respectto the supervision of work
performed by other auditors appropriate and clear? Are there any practical
challenges associated with the proposed amendments? If so, what are the
specificchallenges, and how could the proposed requirements be modified
to address them?

E. Multi-Tiered Audits

1. Supervisory Procedures— Directing the First Other Auditor

See paragraphs.14-.15 of AS 1201 and paragraphs.06Ac and.06E of AS 2101 in
Appendix 1

For various reasons, some engagement teams could involve multiple tiers of other
auditors. Such “multi-tiered” audits are not expressly addressed in the existing standards. The
proposedamendmentsin this release would clarify that in multi-tiered audits the lead auditor
may seek assistance from an other auditor (a “first other auditor”) in fulfilling certain planning
and supervisory responsibilities of the lead auditor with respect to one or more second other
auditors. (Seekingassistance with planning responsibilitiesis discussed in Section llI.E.3 below.)

100 Other clarifying edits are proposed in AS 1201.13 in Appendix 1 and include adding specific
references to the “lead auditor” responsibilities, deleting the term “summary memorandum” for
reasons discussed above, replacing “written communications” with “lead auditor’s instructions,”
including paragraphreferencesto such instructions, and adding the phrases, “including the use of
applicable PCAOB standards” regarding the work performed by the other auditor and “with respect to
one or more locations or business units in response to the associated risks.”
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A multi-tiered audit of a U.S.-based multinational corporation that consolidates the
results of its European operationsin the U.K. could include the following structure:

e AU.S. firmas lead auditor;
e A U.K. firm as firstother auditor, auditingthe European operations; and

e A German firmas a second other auditor, auditinga business unit in Germany
that is consolidated into, and is a significant portion of, the European operations.

In this example, underthe proposed amendments, the lead auditor could seek
assistance from the U.K. firmin supervisingthe work of the second other auditor in Germany.10?
In a more complex structure, the lead auditor could seek assistance from a firstother auditorin
supervisingthe work of multiple second otherauditors.

In the 2016 Proposal, the lead auditor would be allowedto directa first otherauditor to
perform certain required supervisory procedures with respect to a second otherauditor on
behalf of the lead auditor, if appropriate, pursuant to factors set out in AS 1201.06.

Commenters on the 2016 Proposal and the 2017 SRC generally supported addressing
multi-tiered auditsin the proposed amendments. However, some commenters were concerned
that amendmentsinthe 2016 Proposal would preclude the lead auditor from seekinga first
other auditor’s assistance in communicating the scope of work, tolerable misstatement, and
risks of material misstatementto a second other auditor. In the commenters’ view, a firstother
auditor oftenis better positioned to make those communications because it may understand
operationsand controls at a company location betterthan the lead auditor.

We agreed that the proposed amendments should allow the most appropriate auditor
(i.e.,lead auditoror first otherauditor) to communicate with and direct the work of the second
other auditor. As aresult, we revised the amendmentsin the 2017 SRC to allow the lead auditor
to direct an otherauditor to perform certain supervisory procedures with respect to a second
other auditor on behalf of the lead auditor, if appropriate.1°2 Commenters supported the

101 Proposed amendments in the 2017 SRC included an example of a similar company structure, but
— because of a wide range of company structures that exist in practice — the example has been removed
from the proposed amendments, to avoid the misperception that the amendments are applicable solely
to a particular structure.

102 The supervisory procedures are described in proposed AS 1201.08-.13. The lead auditor’s
determination of whether it would be appropriate for the first other auditor to perform supervisory
procedures with respect to the second other auditor would be based on the factors for determining the
extent of supervision in AS 1201.06.
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change, and the proposed amendments!%3 inthis release are substantially the same as those
proposedin the 2017 SRC.104

2. Supervisory Procedures— Evaluating the First Other Auditor’s Supervision of the
Second Other Auditor’s Work

In conjunction with directing the first other auditor to perform supervisory procedures
describedin AS 1201.14 (discussedinSection Ill.E.1 above), the 2017 SRC would have required
that the lead auditor obtain, review, and retain certain documentation relatingto the second
other auditor’'s work (such as planningdocumentation, a summary memorandum, and the
itemsdescribedin AS 1215.19). Some commenters on the 2017 SRC noted that the proposed
requirementwould have resultedin the lead auditor obtaining, reviewing, and retainingsome
or all of the same documentation relating to the second other auditor’s work that the first
other auditor obtains, reviews, and retains. The commenters therefore recommended that the
lead auditor be allowedto determine the extent of its review of the second other auditor’s
work.

To avoid unnecessary duplication of the first other auditor’s review by the lead auditor,
a proposedrequirementinthe 2017 SRC to review the second other auditor’s planning
documentation has beenreplacedin thisrelease with a proposed requirementto review
documentationidentifyingthe second other auditor’s scope of work. Further, instead of
requiringthe lead auditor to review a “summary memorandum” (as proposedin the 2017 SRC),
the proposed amendments would require that the lead auditor take into account the first other
auditor’s review of the second other auditor’s work in determining the extent of its own review,
if any, of the second other auditor’s work.

In addition, the proposed amendments s clarify that, for purposes of the lead auditor’s
compliance with AS 1215.19 with respect to work performed by a second other auditor, the
lead auditor may requestthat the first other auditorboth (i) obtain, review, and retain the
audit documentation describedin AS 1215.19 related to the second other auditor’s work and
(ii) incorporate the information in that documentationin the first other auditor’s
documentation that it providesto the lead auditor pursuant to AS 1215.19.1% |n otherwords,

103 See proposed AS 1201.14in Appendix 1 of this release. Other proposed provisions of AS 1201.14
are discussed below in Section I1.E.2.

104 In a multi-tiered audit, the engagement partner remainsresponsible for the engagement andits
performance, including the supervision of engagement team members. See AS 1015.06 and AS 1201.04.

105 See proposed note to AS 1201.14 in Appendix 1 of this release.

106 The proposed amendments would not change the existing requirement of AS 1215.19. In
situations where no other auditor is assisting the lead auditor with supervising an other auditor’s work,
the documentation described in AS 1215.19 related to the other auditor’s work must be obtained,
reviewed, and retained by the lead auditor.
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the amendments would not require the first other auditor to provide to the lead auditor
multiple sets of the same type of documentation—e.g., the firstother auditor could submitto
the lead auditor one schedule that incorporates misstatementsidentified during the audit by
the firstother auditor and the second other auditors.

Thus, under the proposed amendments, the lead auditor would apply the provisions of
AS 1201.06, includingtaking into account the knowledge, skill, and ability of the first other
auditor, when determining the necessary extent of its review (if any) of the second other
auditor’s work. This approach would be consistent with the commenters’ suggestions and with
the supervision approach underexisting PCAOB standards. For example, the lead auditor could
determineitneedsto be lessinvolvedinsupervisingthe second other auditor (including
reviewingthe second other auditor’s work) if the first other auditor has adequate experiencein
areas audited by the second other auditor, maintains documentation sufficientto understand
the supervisory proceduresit performs with respect to the second other auditor, and if no
unexpectedissues arise duringthe audit.

3. Audit Planning— Servingas Lead Auditorand Seeking Assistance froma First
Other AuditorRelatingto a Second Other Auditor’s Qualifications

As discussedin more detailin Section lI1.C.1 above, the proposed amendmentsinclude a
third consideration for determining whetherthe participation of an engagement partner’s firm
is sufficientforthe firm to carry out the responsibilities of a lead auditor and to report as such
on the company’s financial statements. %7 This third consideration pertains to the extent of the
engagement partner’s firm’s supervision of other auditors’ work for portions of the company’s
financial statements for which the other auditors perform audit procedures. With regard to
multi-tiered audits, we are proposingthat this consideration apply only to the engagement
partner’s firm’s direct supervision of other auditors, and not to any supervisory assistance that
the firm might receive from other auditors ina multi-tiered audit.

With regard to performing certain other planning procedures some commenters
suggested allowingthe lead auditor to seek assistance from the first other auditor. More
specifically, the lead auditor could seek assistance from the first other auditor in performingthe
proposed planning procedures relatingto the second other auditor’s qualifications, includingits
(i) compliance with independence and ethics requirements, and (ii) knowledge, skill, and ability,
(which are discussed above in Sections|I1.C.2 and 111.C.3). The commenters noted that seeking
assistance from the first other auditor in performing these procedures would be appropriate
because the first other auditor interacts more closely than the lead auditor does with the
second other auditor.

107 See proposed AS 2101.06Ac.
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We agree withthe commenters and are proposing to revise the provisionsinthe
amendmentsto allow a first otherauditor to assistthe lead auditor in performingthe
procedures described in paragraph AS 2101.06D (independence and ethics) %8 and AS 2101.06H
(knowledge, skill, and ability, and certain other items).109

Under the proposed amendments, if a first other auditor assists the lead auditorin
performingthe procedures describedin AS 2101.06D with respect to one or more second other
auditors, the lead auditor should instruct the first other auditor to inform the lead auditor of
the results of procedures performed, including bringing to the lead auditor’s attention any
informationindicatingthat a second other auditoris not in compliance with the independence
and ethics requirements. The proposed amendments emphasize that the lead auditor remains
responsible fordetermining compliance with the independence and ethics requirements. 110

Allowing, underthe proposed requirements, 11 afirst other auditor to assist the lead
auditor to perform the proposed procedures describedin AS 2101.06H with respectto one or
more second other auditors would be consistent with the requirementthat a first other auditor
should take into account the second other auditor’s qualifications to determine the necessary
extentof supervision of the second other auditor’'swork.112 The lead auditor’s evaluation of the
first otherauditor’s supervision of the second other auditor’s work would necessarily cover the
procedures that the firstother auditor performs regarding the second other auditor’s
qualifications.

4, Further Tiers of Other Auditors

In addition to the first and second other auditors, some engagements may involve
further tiers of other auditors. For example, inthe scenario discussedin SectionIll.E.1 above,
the other auditor in Germany could assistthe auditors inthe U.S. and U.K. with supervising the
work of an accounting firmin Belgium (“a third other auditor”) that audits the company’s local
subsidiary.113 Forone commenter, it was unclear whetherin such situations the 2016 Proposal
would apply at every level, requiring some otherauditorsto act as “lead auditors” for the next
tier below.

108 See proposed AS 2101.06E in Appendix 1 of this release.
109 See proposed AS 2101.06! in Appendix 1 of this release.
110 See proposed AS 2101.06E in Appendix 1 of this release.
111 See proposed AS 2101.06l1 in Appendix 1 of this release.
112 See AS 1201.06d.

113 In proposed footnote 19 to AS 1201.14, an “e.g.” isadded to the sentence, which describes
multi-tiered audits, to avoid suggesting that no tiers could exist beyond the second other auditor(s).
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PCAOB standards are designed towork in situationsinvolving multiple tiers of other
auditors. While the proposed amendments are focused on certain responsibilities of the lead
auditor, other requirements of PCAOB standards apply, and would continue to apply under the
proposal, to all auditors involvedinthe audit. For example, indetermining the necessary extent
of supervision of the third other auditor’s work, the second other auditor would be required to
take into account items listed in AS 1201.06, includingthe nature of the work assigned to the
third other auditor, the risks of material misstatement, and the third other auditor’s
knowledge, skill, and ability.

Questions:

8. Inmulti-tiered audits, are the proposed requirements forsituationsin which
the lead auditor directs an other auditor to perform supervisory procedures,
and evaluates such supervision, with respect to a second other auditor on
behalf of the lead auditor, clear and appropriate? If not, how should the
proposedrequirements be revised?

9. In multi-tiered audits are the proposed requirementsinaudit planning
regarding:

a. The sufficiency determination relative to the extent of the engagement
partner’s firm’s supervision of the other auditors’ work, clear and
appropriate; and

b. Allowingthe leadauditor to seek assistance from the first other auditor
in performingthe proposed planning procedures relatingto the second
other auditor’s qualifications (i.e.independence and ethics, and
knowledge, skill, and ability), clearand appropriate?

If the answerto questions 9.a or 9.b is that the proposed requirements are
not clear and appropriate, how should they be revised?
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F. Dividing Responsibility for the Audit with Another Accounting Firm

See proposed AS 1206 in Appendix 2

1. Retainingthe Divided-Responsibility Approach under PCAOB Standards

The proposed new standard, AS 1206, specifically addressesthe lead auditor’s division
of responsibility with anotheraccounting firm (i.e., referred-to auditor!14). Proposed AS 1206
would apply when the lead auditor divides responsibility foran audit of the financial statements
and, ifapplicable, internal control overfinancial reporting. Currently, divided responsibility
engagementsare relatively uncommon.115

If there is more than one referred-to auditor, the proposed requirementsin AS 1206.03-
.09 would apply to the lead auditor regarding each referred-to auditor separately. If the lead
auditor assumes responsibility for the work of another accounting firm, the lead auditor would
be required tosupervise the otherfirm’s work in accordance with AS 1201.116 The proposed
new standard would retain, with certain modifications, relevant requirementsforthe divided-
responsibility scenariothatare currently in AS 1205. Proposed AS 1206 (similarto AS 1205)
would not require the lead auditorto supervise the referred-to auditor’s work. Rather, each
auditor would be required to supervise itsrespective engagementteam membersin
accordance with AS 1201.

Under proposed AS 1206, both the lead auditor and referred-to auditor would remain
responsible fortheirrespective audits. For example, both the lead auditor and referred-to
auditor would be required to comply with PCAOB standards when planningand performing
theiraudits, including making materiality determinations, and issuing audit reports. 117 Similar
to the current approach in AS 1205 in the divided-responsibility scenario, the proposed
amendments would require that the engagement partner determine the sufficiency of his or
her firm’s participationin the audit to serve as the lead auditor.118

114 AS 1205 does not use the term “referred-to auditor.” The proposed definition of “referred-to
auditor” is discussed above in this release, in Section I11.B.3.

115 According to PCAOB staff analysis of Form AP filings with the PCAOB, lead auditors currently
divide responsibility with another auditor in about 40 issuer audits per year. Form AP filings between
January 1 and December 31 showed lead auditors divided responsibility with another auditor in 41
issuer audits in 2020, 37 issuer audits in 2019, and 42 issuer audits in 2018.

116 See proposed amendmentsto AS 1206 in Appendix 2 of this release.
117 See, e.g., AS2101.11-.14and AS 2105.10.
118 This requirement appears in proposed AS 2101.06A—C in Appendix 1 of this release.
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In the 2016 Proposal, the proposed amendmentsretained the divided-responsibility
approach, which has longbeen permittedin PCAOB standards,!® but we asked commenters
whetherthe approach should be eliminated. Most commenters on this matter inthe 2016
Proposal supported retaining the divided-responsibility approach because they observed no
compelling practice issuesthat would suggest a needto eliminate it. Inthe 2017 SRC, the
approach was retained.

Although most commenters to the 2016 Proposal supported retainingthe divided-
responsibility approach, some commenters on both the 2016 Proposal and the 2017 SRC
expressed concern about retainingthe approach.120 They stated that the lead auditor is
ultimately responsible forthe overall audit opinion and should not referto otherauditors. 121
One commenter contended that the effectiveness of audit committee oversight could be
reduced if the audit committee has no relationship with the referred-to auditor. In the same
commenter’sview, the risk of leakage of market sensitive information mayincrease if the
referred-toauditoris involvedina corporate transaction (e.g., by consentingto the use of its
report in a registration statement).122

Having considered the comments received, we are proposing to retain the divided-
responsibility alternative, with certain conditions setforth in the proposed standard. Without
the ability forauditors to divide responsibility, some companies may encountersituationsin
which no accounting firmis ina positionto opine on the company’s financial statements. For
example, ifitis impracticable for the lead auditor to supervise the other accounting firm (or
audit the entire consolidated financial statements), the lead auditor might withdraw from the

119 The SEC has historically accepted audit reports indicating a division of responsibility betweena
lead auditor and referred-to auditor that express their opinion on the respective financial statements.

120 One commenter, for example, expressed concernthat a lead auditor might divide responsibility
with another firm in order to avoid liability for its work on the audit. It should be noted, however, that
under the proposed amendments a lead auditor that divides responsibility with another firm continues
to have certainresponsibilities with regardtothe referred-toauditor under proposed AS 1206. See, e.g.,
proposed AS 1206.06b (permitting a lead auditor to divide responsibility only if, among other things, it
determines, based on inquiries and other information, that the referred-to auditor knows the relevant
requirements of the applicable financial reporting framework, PCAOB standards, and SEC financial
reporting requirements).

121 Similar comments were made by certain members of the Board’s Standing Advisory Group (SAG)
at the Mayand December 2016 SAG meetings and the May 2017 SAG meeting. At the May 2016 and
2017 SAG meetings, the observer from the Auditing Standards Board (“ASB”) acknowledged that AICPA
standards allow for divided responsibility. See Transcript excerptson the PCAOB’s website
(https://pcaobus.org/Rulemaking/Pages/Docket042.aspx).

122 The commenter described these potential outcomes as “unintended consequences” of the
amendments.
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engagementor disclaimits opinion because the lead auditor is unable to obtain sufficient
appropriate evidence regarding the portion of the company audited by the other firm.

In response to the comment regarding a potential reduction in the effectiveness of audit
committee oversightand the risk of leakage of market sensitive information, we note that
existing PCAOB standards already require that the audit committee of the consolidated
company be informed about the lead auditor’s overall strategy with respect to the use of other
accounting firms.123 The information that the lead auditor isrequiredto provide includes, for
example, the names, locations, and planned responsibilities of other firms or other persons not
employed by the lead auditor that perform audit procedures. 12 Providing thisinformation to
the audit committee could facilitate a discussion of how the work of the referred-to auditors
would affect the audit.12>

Referred-to auditors would likely not have a directline of communication with the audit
committee of the company audited by the lead auditor — especially insituationsin which the
business unitaudited by the referred-to auditorisaccounted for underthe equity method of
accounting (i.e., the method used for the majority of the approximately 40 divided-
responsibility audits that currently occur each year, according to PCAOB staff analysis!2¢).
However, because referred-to auditors are required to perform the auditin accordance with
PCAOB standards, they would be required to communicate under AS 1301 with the audit
committee or equivalent of the business unitthey are auditing.1?’ Thisincludes
(i) communicating with the business unit’s audit committee or equivalentregarding certain
matters related to the conduct of an audit, (ii) obtaining certaininformation from the audit
committee relevantto the audit; and (iii) establishingan understanding of the terms of the
audit with the audit committee and recording that understandinginan engagementletter. This
proposal would not alter these requirements.

2. Reportingon Conversion Adjustments

In some divided-responsibility scenarios, the company’s consolidated financial
statements (audited by the lead auditor) and the business unit’s financial statements (audited
by the referred-to auditor) could be prepared under different financial reporting frameworks.
For example, the consolidated financial statements could be prepared under the accounting

123 See AS 1301.10.
124 Id.

125 See Auditing Standard No. 16 — Communications with Audit Committees; Related Amendments
to PCAOB Standards; and Transitional Amendmentsto AU Sec. 380, PCAOB Release No. 2012-004 (Aug.
15, 2012), at A4-13 through A4-15.

125 See note 115 above.

127 Proposed footnote 7 to AS 1206.03 in Appendix 2 indicates that the term “business units”
includes subsidiaries, divisions, branches, components, or investments.
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principles generally acceptedinthe U.S., and a business unit’s financial statements under the
International Financial Reporting Standards.

In practice, the accounting adjustmentsto convert the business unit’s financial
statementsinto the financial reporting framework used for the company’s consolidated
financial statements (“conversion adjustments”) could be audited by the lead auditor or by the
referred-to auditor. Appendix B of proposed AS 1206 would provide examples of the
introductory paragraphs in the lead auditor’s report when the conversion adjustments are
audited by the lead auditor (Example 3) and the referred-to auditor (Example 4).

Several commenters on the 2017 SRC suggested revisions to proposed examples. Inthe
view of one commenter, insituations where the lead auditor audited the conversion
adjustments, it would be inconsistentto consider the adjustmentsinthe percentagesaudited
by the referred-to auditor. We disagree, because the magnitude of the portion of the
company’s financial statements audited by the referred-to auditor doesn’t change depending
on which auditor audited the conversion adjustments. Further, the lead auditor’s report would
clearly state which auditor audited the adjustments.

Some other commenters asked that the examples be modified so that the lead auditor’s
report indicates which auditor was responsible forauditingthe company’s controls overthe
adjustmentsin conjunction with the audit of internal control over financial reporting. We are
not planningto include thisrevisioninthe examples. The disclosure inthe lead auditor’s report
would depend on a number of factors, including the location of the controls over the
conversion adjustments!2® and whetherthe lead auditor or the referred-to auditoraudited the
controls.12? The examples presentedin proposed AS 1206 would be non-exclusive, and lead
auditors could customize theirreports to the circumstances of theiraudits.

Having considered the comments received, we are not proposing changes to the
examples proposedinthe 2017 SRC, exceptfor revisionsto the auditor’sreport language to
reflectthe Board’s adoption of amendmentsto AS 3101, The Auditor’s Report on an Audit of
Financial Statements When the Auditor Expresses an Unqualified Opinion, which were approved
by the SEC after the issuance of the 2017 SRC.130

128 For example, some of the controls could be located at the company’s headquartersand some at
the business unit.

129 See, e.g., AS2201.B16, discussing certainsituations in which the lead auditor may limit the audit
in the same manner in which the SEC allows management to limit its assessment of internal control over
financial reporting.

130 See SEC Release No. 34-81916 (Oct. 23, 2017).
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Question:

10. Are the modificationsin proposed AS 1206, including Appendix B, to reflect
the auditor’sreport language in AS 3101, appropriate and clear?

G. Other Matters

1. Investee Financial Statements Audited by an Investee’s Auditor
See paragraphs .B1-.B2 of AS 1105 in Appendix 1

In some audits, auditors other than the lead auditor perform audit procedures on the
financial statements of the company’s investees, forexample, for certaininvestments
accounted for by the company underthe equity method. Under AS 1205.14, the company’s
auditor (i.e., investor’s auditor) who uses the report of an investee’s auditor forthe purpose of
reporting on the investor’sequity in underlying netassets and its share of earnings or losses
and other transactions of the investeeisinthe position of a lead auditor?3! using the work and
reports of other auditors underAS 1205.

Under the proposed amendmentsinthe 2016 Proposal and the 2017 SRC, the investor’s
auditor in such equity method investmentsituations would have been inthe position of a lead
auditor, and thus required to supervise the work of the investee’s auditorin accordance with
AS 1201. Some commenters on the 2017 SRC questioned the appropriateness of that approach
because it would not adequately address scenarios encountered in practice. In particular —
unlike with the supervision of otherauditors by the lead auditor — the investor’s auditor may
not be able to establish an arrangement with the investee’s auditoror investee management
under whichthe investor’s auditor would direct activities of the investee’sauditorand review
its audit documentation, or obtain information from investee management.

Having considered the comments received, we are no longer proposingto require that
the investor's auditorsupervise the investee’s auditor’s work under AS 1201, for example, in
equity methodinvestmentsituations. Instead, in such situations, the investor’s auditor would
lookto the requirements of Appendix B of the evidence standard (AS 1105), which describe the
auditor’s responsibilities for obtaining sufficient appropriate evidence insituationsin which the
valuation of an investmentis based on the investee’s financial results.132 Thus, underthe
proposed amendments (as is currently the case under AS 1205), the investor’sauditor would be
able, where appropriate, to use the work and report of the investee’s auditor.

131 “Principal auditor” is used in AS 1205.

132 See Appendix B of AS 1105, which was adopted after the issuance of the 2017 SRC. See also
Auditing Accounting Estimates, Including Fair Value Measurements and Amendmentsto PCAOB Auditing
Standards, PCAOB Release No. 2018-005 (Dec. 20, 2018).
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The proposed amendments also add certain relevant provisions currently includedin
AS 1205,133 to further guide auditors in equity method investment circumstances. First, the
proposed amendments would referto the independence of the investee’s auditoras an item
for the investor'sauditorto consider. Under existing AS 1105.B1, financial statements of the
investee thathave beenaudited by an investee’s auditor whose reportis satisfactory to the
investor’'s auditor may constitute sufficient appropriate audit evidence. The proposed
amendments would add “making inquiries asto the independence of the investee’s auditor
(underthe applicable standards)” (i.e., whetherthe investee’s auditorisindependent of the
investee) tothe list of procedures in AS 1105.B1 that the investor’s auditor may consider
performingin determiningwhetherthe investee’s auditor’sreportissatisfactory. AS 2101.06b
requiresthe auditor to determine compliance withindependence and ethics requirements. This
includesdeterminingwhether PCAOB and SEC independence requirements are applicable.134

Second, the proposed amendments would referto the professional reputation or
independence of the investee’s auditoras an item for the investor’s auditor to consider. Under
existing AS1105.B2, if inthe auditor’s judgmentadditional evidence isneeded concerningthe
investment, the auditor should perform proceduresto gather evidence. The proposed
amendments would add the investor’s auditor’s “concerns about the professional reputation or
independence of the investee’s auditor” to the list of items that may cause the investor’s
auditor to conclude that additional evidence is needed.

Because of a wide range of potential scenariosin practice involvingequity method
investees, the proposed amendments would not specify which auditor should perform
procedures to obtain additional evidence. Under the facts and circumstances of a particular
audit, the investor’s auditor may determine, e.g., to use its own staff to perform such
procedures or seek assistance from the investee’s auditorand supervise the investee’s auditor’s
work under AS 1201.

The proposed amendments also preserve the ability of the investor’s auditor (afforded
in the current requirements) to divide responsibility forthe audit with the investee’s auditor,
where appropriate. In such situations, the proposed new standard AS 1206 would apply.

Questions:

11. Are the proposed amendmentsto AS 1105.B1 to guide auditors in equity
method investment circumstances clear and appropriate? If not, how should
the proposed requirements be revised?

133 See generally AS 1205.10.

134 See SEC, Division of Corporation Finance, Financial Reporting Manual, Topic 4, Section 4110.5,
Independent Accountants’ Involvement (SEC staff guidance outlining the application of certain PCAOB
requirements in various filings with the SEC).
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2. Audit Documentation
See paragraph .18 of AS 1215 in Appendix 1

Under existing standards in AS 1215.18, the office of the firm issuing the auditor’s report
is responsible forensuringthat all the requirements for preparingand retaining the audit
documentationfor each engagementdescribed in paragraphs .04-.13 of the standard are met.
The requirements regarding the retention of and subsequent changesto auditdocumentation
are in paragraphs .14-.17 of the standard.

In an auditthat involves otherauditors, AS 1215 currently requiresthat audit
documentation supporting the work performed by such auditors be retained by or be
accessible to the office issuingthe auditor’s report. To remind other auditors that they must
follow the standard’s requirements regarding retention of and subsequent changes to audit
documentation, we are proposingan amendmentto paragraph .18. The proposed amendment
would state that other auditors must comply with the requirementsin paragraphs .04-.17 of
AS 1215, includingwithrespectto the audit documentation that the other auditor providesor
makes accessible to the office issuing the auditor’s report. 135

IV.  SUPPLEMENTALINFORMATION FOR THE ECONOMIC ANALYSIS

The Board is mindful of the economicimpacts of its standard setting. The 2016 Proposal
included an economic analysis that described the baseline forevaluatingeconomicimpacts, the
economic need, the potential economic impacts of the proposed amendments (including
potential benefits, costs, and unintended consequences), and the alternative approaches
considered. 3% Commenterswho reviewed the economicanalysisinthe 2016 Proposal did not,
for the most part, provide comments primarily directed to the analysis. Comments were
received, however, on aspects of the proposed amendments, including the scalability of certain
requirements and their potential impact on smallerfirms. The Board discussed economic
considerationsrelated to theseissuesin the 2017 SRC.137

This section does not presenta full economicanalysis; rather it provides newly available
information for publicreview and comment that supplementsthe informationincludedinthe
2016 Proposaland 2017 SRC. Specifically, this section discusses:

135 The proposed amendments also include conforming amendments to the terminology in the
paragraphto alignit with the other proposed amendments in this standard. For example, a footnote
was added (footnote 3A) to indicate that “[t]he term “other auditors,” as used in this standard, has the
same meaning as defined in Appendix A of AS 2101.”

136 See 2016 Proposal at 24-49.
137 See 2017 SRC at 39-42.
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o The extentof the use of other auditors by lead auditors using newly available datain
AuditorSearch, which is the PCAOB’s publicForm AP database;38

e Newacademicresearch on the use of other auditors and its impact on audit quality;
e Recent observations on auditing practices related to the use of other auditors; and

e Commentsreceivedon the 2017 SRC that relate to the economic need for standard
setting.

A. Extent of the Use of Other Auditors

As discussedin the 2016 Proposal, many companies have significant operationsin
jurisdictions outside the country or region of the lead auditor.13° Audits of such multinational
businesses often require the participation of accounting firms other than the lead auditor and
can ofteninvolve multiple otherfirms.140 The use of other auditors is also more prevalentin
audits of larger companiesaudited by larger accounting firms.4! In addition, work performed
by other auditors can comprise a significant share of a given audit. 42

138 See https://pcaobus.org/resources/auditorsearch.

139 See 2016 Proposal at 6 (stating that, among over 4,300 publicly listed companies reporting
segment assets or sales in geographic areas outside the country or region of the lead auditor, such assets
and sales comprised approximately 38 percent and 45 percent of total assets and sales, respectively).

140 See 2016 Proposal at 6 note 4 (noting that the number of accounting firms involved in an audit in
some cases is greater than 20, according to PCAOB staff analysis of inspections data).

141 See 2016 Proposal at 7. Based on staff analysis of inspections data, the 2016 Proposal noted that
about 80 percent of Fortune 500 issuer audits performed by U.S. global network firms (“GNFs”) involved
other auditors. GNFs are the member firms of the six global accounting firm networks thatinclude the
largest number of PCAOB-registered non-U.S. firms (BDO International Ltd., Deloitte Touche Tohmatsu
Ltd., Ernst & Young Global Ltd., Grant Thornton International Ltd., KPMG International Cooperative, and
PricewaterhouseCoopers International Ltd.). The discussion in this release uses “U.S. GNF” to refer to a
GNF member firm based in the United States, and “non-U.S. GNF” to refer to a GNF member firm based
outside the United States. Non-Affiliate Firms (“NAFs”) are both U.S. and non-U.S. accounting firms
registered with the Boardthat are not GNFs.

142 The 2016 Proposal noted that, in audits selected by the PCAOB for inspection that involved
other auditors, the other auditors audit on average between one-third and one-half of the total assets
and total revenues of the company being audited. This information reflects engagement-level data for
inspection years 2013 and 2014. Audits inspected by the PCAOB are often selected based on risk rather
than randomly, and therefore these numbers may not represent the use of other auditors across a
broader population of companies. See 2016 Proposal at 6-7 and note 5.
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Observationsin the 2016 Proposal regarding the use of other auditorsare confirmed by
more specificinformation that the PCAOB has subsequently received and made available to the
publicon its website. AfterJune 30, 2017, registered publicaccounting firms began to report
certain information about the participation of other audit firmsin audits on PCAOB’s Form
AP.1%3 Figures 1, 2, and 3 present staff analysis of Form APs filed betweenJanuary 1, 2020 and
December31, 2020.144

143 See Improving the Transparency of Audits: Rules to Require Disclosure of Certain Audit
Participants on a New PCAOB Form and Related Amendmentsto Auditing Standards, PCAOB Release No.
2015-008 (Dec. 15, 2015). Form AP provides information on other accounting firms, but not individual
accountantsat those firms. Hence, the term “other auditors” in the analysis presented in this section
refers only to accounting firms.

144 The analysis of Form AP data presented in Figures 1, 2, and 3 is limited to issuers other than
investment company vehicles and employee benefit plans.
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FIGURE 1
Extent of use of other auditors (2020)

Maximum
number of other
auditorsusedin

Percentage of

audits that use
other auditors

an audit
All issuer audits 30% 65
By audit firm type
U.S. GNF 41% 31
Non-U.S. GNF 58% 65
U.S. NAF 9% 6
Non-U.S. NAF 12% 19

By issuer domicile

U.S. issuers 27% 31

Non-U.S.issuers 46% 65

By issuer size

Fortune 500 issuers 69% 31
Largeaccelerated filers 57% 65
Accelerated filers 28% 16
Non-accelerated filers 13% 20

Sources:2020Form AP data obtained from PCAOB’s AuditorSearch database; issuer groups determined using data
from Audit Analytics andStandard & Poor’s.

Note: The term “other auditors” as used in this table refers only to other accounting firms and notindividual
accountants atthose firms.

The statistics presentedin Figure 1 describe the percentage of issueraudits that use
other auditors and the maximum number of other auditors used in an individual audit. The
resultsindicate that other auditors are involved in many audits of issuers.

Overall, other auditors are involvedinabout 30 percent of all issueraudit engagements.
The use of otherauditors is especially common in audits performed by firms that are members
of global networks; about 41 percent of U.S. GNF engagements and about 58 percent of non-



PCAOB Release No. 2021-005
September 28, 2021
Page52

U.S. GNF engagementsinvolvedthe use of other auditors. In comparison, only about 9 percent
of U.S. NAF and 12 percent of non-U.S. NAF audit engagementsinvolved otherauditors.

When analyzed from the perspective of the domicile of the issuer, other auditors are
involvedinabout 27 percentof audit engagements of issuers domiciled inthe U.S., and about
46 percent of audit engagements of issuers domiciled outside the U.S. Alternately, when
analyzed by issuersize, other auditors are involved in about 69 percent of Fortune 500 issuer
audits and about 57 percent of large accelerated filer audits. 4> In contrast, only about 28
percent of accelerated fileraudits and about 13 percent of non-accelerated filerauditsinvolved
the use of other auditors.

Some issuerauditsinvolve many other auditors, particularly whenthe issueris large. For
example, the audit of one Fortune 500 issuerinvolved 31 other auditors and the audit of one
large accelerated filerinvolved 65 other auditors. By contrast, the maximum number of other
auditors used on an audit of an acceleratedfilerand a non-accelerated filer was somewhat
lower, at 16 and 20 other auditors, respectively. The maximum number of other auditors used
is highest forissueraudits conducted by GNFs. For example, one non-U.S. GNF audit involved
65 otherauditors and one U.S. GNF audit used 31 other auditors. Non-affiliated firms can also
use multiple otherauditors when conducting issueraudits; on one audit a non-U.S. NAF used 19
other auditors and one U.S. NAF audit involved 6 otherauditors.

145 For an explanation of acceleratedfiler criteria, see https://www.sec.gov/corpfin/secg-
accelerated-filer-and-large-accelerated-filer-definitions.



https://www.sec.gov/corpfin/secg-accelerated-filer-and-large-accelerated-filer-definitions
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FIGURE 2
Audits involving multiple other auditors (2020)

Percentage of audits involving other auditors thatinvolve:

2 or more other 5 or more other 10 or more other 20 or more other

auditors auditors auditors auditors
All issuer audits 62% 27% 10% 2%
By audit firm type
U.S. GNF 67% 30% 10% 1%
Non-U.S. GNF 71% 31% 15% 4%
U.S. NAF 19% 2% 0% 0%
Non-U.S. NAF 37% 7% 7% 0%

By issuer domicile

U.S. issuers 62% 27% 9% 2%

Non-U.S.issuers 64% 29% 14% 4%

Sources: 2020 Form AP data obtained from PCAOB’s AuditorSearch database;issuer groups determined using data
from Audit Analytics.

Note: The term “other auditors” as used in this table refers only to other accounting firms and notindividual
accountants atthose firms.

The statistics shownin Figure 2 describe how often more than one other auditor is used
whenan audit involvesthe use of other auditors. The resultsindicate that when other auditors
are used, itis common to use multiple otherauditors.4® For example, amongall issueraudits
involvingthe use of other auditors, 62 percent involved two or more other auditors, 27 percent
involved five or more other auditors, 10 percent involved ten or more other auditors, and 2
percent involved twenty or more other auditors. When examined by the domicile of the issuer,
the resultsare similar.

When examined by audit firm type, the data shows that GNFs tend to use more other
auditors than NAFs do. For example, inissueraudits conducted by U.S. GNFs that involved
other auditors, about 67 percent involved two or more otherauditors, about 30 percent
involved five or more other auditors, about 10 percent involved ten or more other auditors, and
about 1 percent involved twenty or more other auditors. Similarly, in audit engagements of

146 Form AP data also indicates that when multiple other auditors are used, it is common for the
other auditors to be located in multiple countries outside the lead auditor’s country.
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issuers conducted by non-U.S. GNFs that involved otherauditors, about 71 percent involved
two or more otherauditors, about 31 percent involved five ormore other auditors, about 15
percent involvedten or more other auditors, and about 4 percent involved twenty or more
other auditors. By contrast, in audit engagements of issuers conducted by U.S. NAFs that
involved otherauditors, only about 19 percentinvolved two or more other auditors, and about
2 percent involved five ormore other auditors. In audit engagements of issuers conducted by
non-U.S. NAFsthat involved otherauditors, about 37 percent involved two or more other
auditors, and about 7 percent involved five or more other auditors.

FIGURE 3
Other auditors’ share of total audit hours (2020)

Percentage of audits involving other auditors where
other auditors performed:

10%or more of totalaudit 30% or more of total audit

hours hours

All issuer audits 51% 18%
By audit firm type

U.S. GNF 50% 11%

Non-U.S. GNF 59% 35%

U.S. NAF 40% 19%

Non-U.S. NAF 70% 41%

By issuer domicile

U.S. issuers 47% 11%

Non-U.S.issuers 61% 34%

Sources: 2020 Form AP data obtained from PCAOB’s AuditorSearch database;issuer groups determined using data
from Audit Analytics.

Note: The term “other auditors” as used in this table refers only to other accounting firms and notindividual
accountants atthose firms.

The statistics presentedin Figure 3 describe the share of audit work performed by other
auditors. The other auditors’ share of total auditor hours providesa simple measure of the
significance of the other auditors’ work, but may not reflect the level of risk associated with
that work. The results show that work performed by other auditors can, however, account for a
significant share of the audit. To illustrate this finding, considerthe following data regarding the
frequency with which other auditors’ hours exceeded arelatively lower (10 percent of total
audit hours) and relatively higher (30 percent) threshold of other auditor involvement.
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Looking first at the relatively lowerthreshold of involvement, in audits of issuers that
involved otherauditors, other auditors performed more than 10 percent of total audithours in
51 percentof all issueraudits, 50 percentof U.S. GNF audits, 59 percent of non-U.S. GNF audits,
40 percent of U.S. NAF audits, and 70 percentof non-U.S. NAF audits. When examined by the
domicile of the issuer, other auditors performed more than 10 percent of the total audit hours
in 47 percent of audits of issuers domiciledinthe U.S., and 61 percent of audits of issuers
domiciled outside the U.S.

Turning to the relatively higherthreshold of involvement, in audits of issuers that
involved otherauditors, other auditors performed more than 30 percent of the total audit
hours in 18 percent of all issuer audits, 11 percentof U.S. GNF audits, 35 percent of non-U.S.
GNF audits, 19 percent of U.S. NAF audits, and 41 percent of non-U.S. NAF audits. Other
auditors performed more than 30 percent of the total audit hours in 11 percent of audits of
issuersdomiciledinthe U.S., and 34 percent of audits of issuers domiciled outside the U.S.

B. Academic Research on the Use of Other Auditors

As discussedin the preceding section, audits involving otherauditors often use other
auditors located in different countries, and may use multiple otherauditors, particularlyin
audits of multinational companies. Academicresearch on the challenges of distributed work
(but not exclusively on auditing) finds that coordination and communication problems may
arise when: (i) work is conducted by teams distributed across cities, countries, or continents;
(ii) there are differencesinlanguage, culture, or regulation; or (iii) teamworkis required that
involves a number of interdependent activities. 47

147 See 2016 Proposal at 29; see also Denise Hanes Downey and Jean C. Bedard, Coordination and
Communication Challenges in Global Group Audits, 38 Auditing: A Journal of Practice & Theory 123
(2019) (finding that communication and coordination challengescould be more common when
interdependent audit teams perform work in complex environments, including those associated with
the client’ssize and regulatory status, the client’sglobal structure (e.g., the number of components),
whether or not the component teamiis required to also perform a statutory audit, and when there are
language or cultural barriers between the teams); Denise Hanes Downeyand Kimberly D. Westermann,
Challenging Global Group Audits: The Perspective of U.S. Group Audit Leads, 38 Contemporary
Accounting Research 1395 (2020) (finding that group auditors routinely find fault with component
auditors and perceive their work and/or documentation to be insufficient, inappropriate, and/or
communicatedtoo late to comply with auditing standardsand reporting deadlines, and highlighting the
significance of a global firm’s network structure to global group audits) (Professor Hanes Downeyis a
former economic research fellow at the PCAOB); Lynford Graham, Jean C. Bedard, and Saurav Dutta,
Managing Group Audit Risk in a Multicomponent Audit Setting, 22 InternationalJournal of Auditing 40
(2018) (describing a methodology for determining a minimum number of components (or locations) to
audit to provide a desired level of audit assurance when risk characteristics varyacross geographically
dispersed components).
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Although few empirical studies have explicitly examined the relationship between the
use of other auditors and audit quality, several papers have been published since the 2016
Proposal and 2017 SRC that shed light on thisissue.48 This new and growing body of research
suggeststhat thereis a relationship between the use of other auditors and audit quality, and
that the facts and circumstances of the audit may be influential in determiningwhetherthisisa
positive or negative relationship.14®

C. Auditing Practices Related to the Use of Other Auditors

1. PCAOB Staff Analysis of Audit Methodologies

Since the 2016 Proposal, PCAOB staff have continuedto review the methodologies,
tools, and guidance of firms related to the use of other auditors. In general, the staff have
observedthat the methodologies of larger firms typically continue to emphasize the
responsibility of the lead auditor for overseeingthe work of other auditors using a risk-based

148 See Dan Sunderland and Gregory M. Trompeter, Multinational Group Audits: Problems Faced in
Practice and Opportunities for Research, 36 Auditing: A Journal of Practice & Theory 159-183 (2017), for
a summary of researchrelatedtothe use of other auditors and discussion of future research
opportunities.

149 See, e.g., William M. Docimo, Joshua L. Gunn, Chank Li, and Paul N. Michas, Do Foreign
Component Auditors Harm Financial Reporting Quality? A Subsidiary-Level Analysis of Foreign
Component Auditor Use, forthcoming in Contemporary Accounting Research (2021) (finding that
financial reporting quality at foreign subsidiaries of U.S. multinational corporations is higher when the
principal auditor engagesa component auditor to audit the foreign subsidiary on its behalf); Jenna J.
Burke, Rani Hoitash, and Udi Hoitash, The Use and Characteristics of Foreign Component Auditors in U.S.
Multinational Audits: Insights from Form AP Disclosures, 37(4) Contemporary Accounting Research 2398-
2437 (2020) (finding that the amount of work conducted by component auditors (rather than the mere
use of component auditors) is associated with a higher likelihood of misstatement, a higher likelihood of
non-timely reporting, and higher audit fees, concluding that “only work performed by less competent
component auditors and those facing geographicand cultural/language barriers, including significant
geographic and cultural distance, weak rule of law, and low English language proficiency, are associated
with adverse audit outcomes”); Joshua L. Gunn and Paul N. Michas, Auditor Multinational Expertise and
Audit Quality, 93 Accounting Review 203 (2018) (finding that audit quality is stronger when the principal
auditor has expertise in conducting global group audits, particular expertise in the country where a
client has a significant subsidiary, or both types of expertise on an engagement). See also the following
unpublished working papers available on SSRN that address issues relatedto the impact of other
auditors on audit quality and financial reporting quality: Denise Downey and Jean C. Bedard, Do Use of
Foreign Auditor Personnel and Lead Engagement Partner Incentives Affect Audit Quality for U.S.
Multinational Companies? (June 2019); Katherine Gunny, Juan Mao, and Jing Zhang, Increased Audit Risk
and Component Auditor Use: Evidence From the Revelation of Internal Control Material Weaknesses
(May 2020); and Elizabeth Carson, Roger Simnett, Ulrike Thiirheimer, Ann Vanstraelen, and Greg
Trompeter, Involvement of Component Auditors in Multinational Group Audits: Determinants and Audit
Outcomes (June 2019).
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approach. Some larger firms have made changes to theiraudit methodologiestoencourage a
greater level of supervision by the lead auditor, such as more frequentand comprehensive
communications with other auditors and review of other auditors’ work papers in areas of
significantrisk. Larger firms have continued to issue practice alerts, templates, and other
guidance to emphasize that the lead auditor should be sufficiently involved in the work of other
auditors. Smallerfirms have methodologies thatgenerally do not require the lead auditor to
perform or consider supervisory procedures beyond the requirements of AS 1205.

2. PCAOB Inspection Observations

As discussedin the 2016 Proposal, PCAOB inspection staff have reviewed the work of
auditors who use other auditors, including, forexample, the scope of the work assigned to
other auditors, the instructions provided to otherauditors, and the degree of supervisionand
review of other auditors’ work.15¢ PCAOB inspection staff have also reviewed the work of other
auditors, for example, throughinspections abroad and reviews of work performed by non-U.S.
auditors at the request of a U.S.-based lead auditor.5! In some cases, PCAOB staff have
reviewed the work performed by both the lead auditor and other auditors on the same audit.152
This section supplements the discussioninthe 2016 Proposal by describing more recent
inspection observations regarding audits involving other auditors.

Over the lastdecade, PCAOB inspection staff have observed Part I.A deficiencies!>3in
roughly 25 to 45 percent of referred work engagements54 selected forreview. Asshownin
Figure 4, following a peak deficiency rate in 2012 and 2013 of approximately 40 percent,
deficiency rates declined and have remainedrelatively consistent since then at approximately
30 percent. While we cannot directly attribute the decline in deficiency rates since 2013 to
specificactions by firms, PCAOB inspection staff have observed that some firms have enhanced
theirmethodology or tools for multi-location audits and required greater levels of supervision,
including review, of the work of other auditors. 155

150 See 2016 Proposal at 16.
151 Id
152 Id

153 A Part |.A deficiency is identified through inspection and included in a PCAOB inspection report
when “the Board believes that the firm, at the time it issued its audit report, had not obtained sufficient
appropriate audit evidence to support its opinion on the issuer’s financial statements and/or ICFR.” See
PCAOB, PCAOB Inspection Procedures: What Does the PCAOB Inspect and How Are Inspections
Conducted?, available at: https://pcaobus.org/oversight/inspections/inspection-procedures.

154 Referred work is work performed by other auditors.

155 See PCAOB, Staff Inspection Brief: Information about 2017 Inspections, Vol. 2017/3 (Aug. 2017)
(section entitled “Multinational Audits”), available at: https://pcaob-assets.azureedge.net/pcaob-
dev/docs/default-source/inspections/documents/inspection-brief-2017-3-issuer-scope. pdf.



https://pcaobus.org/oversight/inspections/inspection-procedures
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/inspections/documents/inspection-brief-2017-3-issuer-scope.pdf
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/inspections/documents/inspection-brief-2017-3-issuer-scope.pdf
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FIGURE 4
Percentage of referred work engagements with a Part I.A deficiency
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The 2016 Proposal described various audit deficiencies related tothe use of other
auditors, including deficiencies where the otherauditor failed to comply with the lead auditor’s
instructions or failed to communicate significant accounting and auditing issuesto the lead
auditor.1%6 The 2016 Proposal also described deficienciesidentified in otherauditors’
compliance with other PCAOB standards governinga variety of audit procedures.?>? In addition,
the 2016 Proposal describedinspectionfindings related to the work of lead auditors including
where the lead auditor did not appropriately determine the sufficiency of its participation to
serve as the lead auditor or adequately assess the qualifications of the other auditor’s
personnel.!38 Since the 2016 Proposal, PCAOB inspection staff have continued to observe, albeit
on a lessfrequentbasis, similar deficiencies.

In 2019, the PCAOB established a target team to perform inspection procedures across
inspected firms. The work of the target team focused on current audit risks and emerging
topics, includingidentifying good practices. The team focused its work in 2019 on multi-location
audits that involved the use of other auditors. For the six U.S. GNFs, inspectors reviewed topics
related to the use of other auditors, including planningand risk assessment, determiningthe
appropriateness of servingas lead auditor, communications between the lead auditor and
other auditors, and auditor independence. Based on this targeted review, inspectors observed
improved audit quality when there was regular, consistent communication between the lead

156 See 2016 Proposal at 16-18.
157 Id. at 17.
158 Id. at 17-18.
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auditor and other auditors. The target team also observed a number of good practices,
including: (i) performing engagement quality reviews of work performed by other auditors;

(ii) holding planning meetings with otherauditors, reviewing audit work papers remotely or
during site visits, and meeting with local managementduring site visits; and (iii) assigninga
partner experienced in International Financial Reporting Standards as an additional revieweron
work referredto a U.S. firm.15°

3. Observations from PCAOB and SEC Enforcement Actions

The 2016 Proposal described PCAOB and SEC enforcementactions related to the work
of other auditors1%% and lead auditors. %1 This section supplements that discussion by providing
information from more recent enforcementactions.

i. Other Auditors

Several more recent enforcementactionsillustrate instances in which other auditors
failed to comply with PCAOB auditing standards. For example, in one enforcement case, the
Board foundthat an other auditor failed to obtain sufficient competentauditevidence
regarding certain accounts and failed to exercise due professional care.2 Inanother case, an
other auditor failed to respond adequately to a known significantrisk, failed to obtain sufficient
appropriate audit evidence, and misrepresented the work performed in communications with
the lead auditor. The other auditor also failed to exercise due professional care.163

ii. Lead Auditors

Several recent enforcementactionsindicated that the lead auditor failed, underexisting
PCAOB standards, to appropriately determine the sufficiency of its participationin an audit to
warrant servingas lead auditor. For example, ina recent PCAOB case, the lead auditor failed to
perform an adequate analysis regarding whetherit could serve as the lead auditor and use the
work of the other auditor.164 Inanother PCAOB case, a firm failed to consider whetherit could

159 See PCAOB, Spotlight: Staff Update and Preview of 2019 Inspection Observations (Oct. 8, 2020),
available at: https://pcaobus.org/Inspections/Documents/Staff-Preview-2019-Inspection-Observations-

Spotlight.pdf.
160 See 2016 Proposal at 16-17.

161 The term “lead auditor” has the same meaning as “principal auditor” in this section.

162 See Wander Rodrigues Teles, PCAOB Release No. 105-2017-007 (Mar. 20, 2017). The
enforcement cases discussed in this section were settled proceedings.

163 See Ricardo Agustin Garcia Chagoydn, José Ignacio Valle Aparicio, Rubén Eduardo Guerrero
Cervera, PCAOB Release No. 105-2018-021 (Oct. 30, 2018).

164 See Morgan & Company LLP, PCAOB Release No. 105-2021-002 (Mar. 30, 2021).


https://pcaobus.org/Inspections/Documents/Staff-Preview-2019-Inspection-Observations-Spotlight.pdf
https://pcaobus.org/Inspections/Documents/Staff-Preview-2019-Inspection-Observations-Spotlight.pdf
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serve as lead auditor when significant parts of the audit were performed by other auditors, and
failedto assess, or adequately assess, the qualifications of the other auditors’ personnel who
participatedin the audit. 6> Intwo SEC cases the lead auditors failed to comply with the
sufficiency-of-participation requirements describedin AS 1205 relatedto serving as lead
auditor. In one case the firm failed to perform any analysis,1%¢ whilein the other case, the firm
failed to performan adequate analysis. 67

In several other recent enforcement cases, the lead auditor failed to adequately oversee
the work of other auditors as required by PCAOB standards. For example,ina recent PCAOB
case, the lead auditor failed to appropriately coordinate its activities with the other auditor. 168
In two SEC enforcement cases, the lead auditor failed to ascertain whetherthe other auditors,
each of whom played a substantial role in the audit,® were registered withthe PCAOB.17° In
addition, in one of those cases, the lead auditorfailed to instruct the other auditor to perform
an audit in accordance with PCAOB standards.7! In a third SEC case, the lead auditorfailed to
properly supervise otherauditors who were serving as engagementteam members, as
evidenced by the engagement partner’s failure toinquire why the specified audit procedures
were not followed.172

D. Discussion of Comments Related to the Economic Need for Standard
Setting

In describingthe need for standard setting, the 2016 Proposal discussed information
and incentive problemsthat may arise from information asymmetry betweeninvestors and the
lead auditor.173 Specifically, inaudits involving otherauditors, a market failure may be caused,
at leastin part, by an information asymmetry betweeninvestorsand the lead auditor regarding

165 See Gregory & Associates, LLC, and Alan D. Gregory, CPA, PCAOB Release No. 105-2019-018 (Aug.
21,2019).

166 See BDO Canada LLP , SEC AAER No. 3926 (Mar. 13, 2018).
167 See KPMG Inc., SEC AAER No. 3927 (Mar. 13, 2018).
168 See Morgan & Company LLP, PCAOB Release No. 105-2021-002 (Mar. 30, 2021).

169 See PCAOB Rule 2100, Registration Requirements for Public Accounting Firms, and paragraph
(p)(ii) in PCAOB Rule 1001, Definitions of Terms Employed in Rules, which defines the phrase "play a
substantial role in the preparation or furnishing of anaudit report."

170 See BDO Canada LLP, SEC AAER No. 3926 (Mar. 13, 2018); KPMG Inc., SEC AAER No. 3927 (Mar.
13,2018).

e See BDO Canada LLP, SEC AAER No. 3926 (Mar. 13, 2018).

Ly See Anderson Bradshaw PLLC, Russell Anderson, CPA, Sandra Chen, CPA, and William Denney,
CPA, SEC AAER No. 3856 (Jan. 26, 2017).

173 See 2016 Proposal at 30-33.
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the lead auditor’s effortin supervising otherauditors. Investors, for example, may be uncertain
about the procedures performed by the lead auditor to oversee the work of other auditors,
leadingto uncertainty about audit quality and the risks associated with the use of other
auditors. Also, as discussed in the 2016 Proposal, cost considerations may provide a
disincentive forthe lead auditorto (i) gather information about the competence of, and work
performed by, the otherauditor, or (ii) monitorand review (i.e., adequately supervise) the
other auditor’s work.

In light of comments received on the 2017 SRC, and in anticipation of a potential future
adopting release in which a full economic analysis of the finalamendments would be included,
this section expands upon the need for rulemakingdescribed inthe 2016 Proposal.In
particular, this section provides an economic rationale for focusing the additional requirements
primarily on the lead auditor rather than on other auditors, and enables a more detailed
description of the benefits of the proposed amendments.

Specifically, inan auditinvolving otherauditors, an information asymmetry may exist
not only betweeninvestorsandthe lead auditor, but also between lead auditors and other
auditors since communication and coordination costs may be high. For example, as describedin
the 2016 Proposal, under current standards lead auditors may not have sufficient accessto
informationregarding the work performed by otherauditors.174 Other auditors also may not be
sufficiently incentivized to perform sufficient and appropriate audit procedures.

By addressing more clearly the responsibilities of the lead auditor (e.g., for planningthe
audit and supervising otherauditors), the proposed amendments positionthe lead auditor to
alignthe incentivesand auditing behaviors of otherauditors with investors’ interestsin
reducing the risks of material misstatementinthe financial statements. In particular, the
amendments shouldincentivize lead auditors to anticipate potential problemsthat may arise in
theirrelationships with other auditors and take action to address such matters. Additionally, by
adding specificity and reducing ambiguity regarding the lead auditor’s responsibilities, the
amendments address risks arising from potential systematic, welfare-decreasing auditorand
investorerrors in judgment. 173

174 See 2016 Proposal at 19-21.

175 Welfare decreasing actions reduce the well-being of society at large. See, e.g., David W. Pearce,
The MIT Dictionary of Modern Economics, 4t Edition (1992) at 400 (social welfare, social welfare
function). Academic research on vague or ambiguous standards indicates that the uncertainty arising
from the lack of specificity can cause auditors and investors torespond in inconsistent and unexpected
ways. See, e.g., Jochen Bigus, Vague Auditing Standards and Ambiguity Aversion, 31(3) Auditing: A
Journal of Practice & Theory 23 (2012) (suggesting that under certain conditions, auditors may respond
to ambiguous standards by over- or under-auditing, resulting in an expectations gap that makes the
audit function less informative to investors). For other studies on the impact of vague auditing standards
on auditors, auditor liability, audit quality, and investors (users), see, e.g., Mark W. Nelson and William R.
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Questions:

12. Comment isrequested on the new information providedin thissection. Are
there other data sources the Board should considerin establishingthe
baseline-forevaluatingeconomicimpacts? Are there additional academic
research papers or external reports of which the Board should be aware? Are
there additional economic problems associated with the use of other
auditors? Would the revised proposed amendments result in economic
impacts or unintended consequences beyond those describedinthe 2016
Proposal? Are there any other matters not addressed in this release that the
PCAOB should consider inits economic analysis?

V. SPECIAL CONSIDERATIONS FOR AUDITS OF EMERGING GROWTH
COMPANIES

Pursuant to Section 104 of the Jumpstart Our Business Startups (JOBS) Act, rules
adopted by the Board subsequentto April 5, 2012, generally do not apply to the audits of
emerging growth companies (“EGCs”), as defined in Section 3(a)(80) of the Securities Exchange
Act of 1934 (“Exchange Act”), unlessthe SEC “determinesthat the application of such
additional requirementsis necessary or appropriate in the publicinterest, after consideringthe
protection of investors, and whetherthe action will promote efficiency, competition, and
capital formation.”17¢ As a result of the JOBS Act, the rules and related amendmentsto PCAOB
standards that the Board adopts are generally subjectto a separate determination by the SEC
regarding theirapplicability to audits of EGCs.

Both the 2016 Proposal and the 2017 SRC sought comment, including any available
empirical data, on how the proposed revisions would affect EGCs and on whetherthe revised

Kinney, Ir., The Effect of Ambiguity on Loss Contingency Reporting Judgments, 72(2) Accounting Review
257 (1997); Rachel Schwartz, Auditors’ Liability, Vague Due Care, and Auditing Standards, 11(2) Review
of Quantitative Finance and Accounting 183 (1998); Marleen Willekens and Dan A. Simunic, Precision in
Auditing Standards: Effects on Auditor and Direct Liability and the Supply and Demand for Audit Services,
37(3) Accounting and Business Research 217 (2007); Dan A. Simunic, Minlei Ye, and Ping Zhang, Audit
Quality, Auditing Standards, and Legal Regimes: Implications for International Auditing Standards, 14(2)
Journal of International Accounting Research 221 (2015).

The PCAOB previously discussed the impact of cognitive factors influencing auditor and investor
judgment and decision-making in a 2018 rulemaking. See PCAOB Release No. 2018-005 at 31 (discussing
the impact of several cognitive factorsinfluencing auditor and investor judgment and decision-making,
including the effects of bounded rationality, the use of heuristic shortcuts, and resulting decision errors
and biases).

176 See Pub. L. No. 112-106 (Apr. 5,2012); Section 103(a)(3)(C) of Sarbanes-Oxley, as added by
Section 104 of the JOBS Act.
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proposal would protect investors and promote efficiency, competition, and capital formation.t?”
Commenters generally supported applying the proposed requirements to audits of EGCs, citing
benefitstothe users of EGC financial statements. These commenters asserted that consistent
requirements should apply for similarsituations encounteredin any audit of a company,
whetherthat company is an EGC or not.

To inform consideration of the application of auditing standards to audits of EGCs, the
staff preparesa white paper annually that provides general information about characteristics of
EGCs.178 As of the November 15, 2019 measurementdate, the PCAOB staff identified 1,761
companiesthat had identified themselves as EGCs in at least one SEC filing since 2012 and had
filed audited financial statements with the SEC in the 18 months precedingthe measurement
date.17?

Analysis of Form AP filingsin 2020 indicates that audits of EGCs are lesslikely toinvolve
other auditors compared to the broader population of issueraudits. For example, asshown in
Figure 5, only 16 percent of audits of EGCs involve otherauditors compared to 30 percent of
issueraudits overall.18° Thus, because the use of other auditors isless prevalentin audits of
EGCs than in audits of non-EGCs, audits of EGCs generally are less likely than those of non-EGCs
to be affected by the proposed amendments.

177 See 2016 Proposal at 49-51 and 2017 SRC at43.

178 For the most recent EGC report, see Characteristics of Emerging Growth Companies and Their
Audit Firms as of November 15, 2019 (published on Nov. 9, 2020), available at: https://pcach-
assets.azureedge.net/pcaob-dev/docs/default-source/economicandriskanalysis/projectsother/
documents/white-paper-characteristics-emerging-growth-companies-november-15-2019. pdf.

179 Approximately 96 percent of EGCs were audited by accounting firms that also audit issuers that
are not EGCs, and 42 percent of EGC filers were audited by firms that are required to be inspected on an
annual basis by the PCAOB because they issued audit reports for more than 100 issuers in the year
preceding the measurement date. Seeid. at 13 and 18, respectively.

180 The analysis of Form AP data presented in Figure 5 is limited to issuers other than investment
company vehicles and employee benefit plans.
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https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/economicandriskanalysis/projectsother/documents/white-paper-characteristics-emerging-growth-companies-november-15-2019.pdf
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FIGURE 5
Comparison of the use of other auditors in audits of EGCs and issuers
overall (2020)

Audits of EGCs Audits of issuers

overall*

Percentageissuer audits that use otherauditors 16% 30%

Percentage of audits involving other auditors where:

2 or more other auditors wereinvolved 32% 62%

5 or more other auditors wereinvolved 2% 27%

Percentage of audits involving other auditors where:

Other auditors performed 10% or more of total audithours 39% 51%

Other auditors performed 30% or more of total audit hours 15% 18%

* See Figures 1-3for initial presentation of statistics for audits of issuers overall.
Source: 2020 Form AP data obtained from PCAOB’s AuditorSearch database.

EGC audits that do involve otherauditors are likely toinvolve fewerotherauditors than
those of issuers overall. For example, as shown in Figure 5, in audits involving otherauditors,
EGC audits involve two or more other auditors in about 32 percent of audits compared to about
62 percentof audits of issuers overall. The difference is even greater when considering the use
of several other auditors, where only about 2 percent of EGC auditsinvolving otherauditors
involve five ormore other auditors in contrast to about 27 percentof issueraudits overall.

A similardifferenceisapparentina comparison of audit hours. Measured by the share
of audit hours performed by other auditors, the role of other auditors on EGC auditsis less
substantial compared to theirrole on audits of issuers overall. For example, as shownin Figure
5, other auditors perform 10 percent or more of the audit hours in about 39 percent of audits
of EGCs compared to about 51 percent of audits of issuers overall. Other auditors perform 30
percent or more of the audit hours in about 15 percent of audits of EGCs and about 18 percent
of audits of issuers overall. These statistics suggest that, compared to issuers overall, EGCs are
likely to experience more modestimpacts from the proposed amendments, because audits of
EGCs are lesslikely toinvolve the use of other auditorsand, evenwheninvolving other
auditors, typically use fewer other auditors and feweraudit hours from other auditors than
audits of issuers overall.

Although the work of other auditors isless frequently used in audits of EGCs, the
analysis of economic impacts of the proposed amendmentsis generally applicable to EGC
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audits. In particular, the benefits to audit quality achieved through improved planningand
supervision of audits involving other auditors may be especially significant for EGCs.

Althoughthe degree of information asymmetry betweeninvestorsand company
managementfor a particularissuerisunobservable, researchers have developed anumber of
proxiesthat are thought to be correlated with information asymmetry, including smallissuer
size, loweranalyst coverage, larger insider holdings, and higherresearch and development
costs. 181 To the extentthat EGCs exhibitone or more of these properties, there may be a
greater degree of information asymmetry for EGCs than for the broader population of
companies, which increases the importance to investors of the external audit to enhance the
credibility of managementdisclosures.182The proposed amendments for auditsinvolving other
auditors, which are intended to enhance audit quality, could contribute to an increase inthe
credibility of financial reporting by EGCs.

When confronted with information asymmetry, investors may require a larger risk
premium, and thus increase the cost of capital to companies. Reducinginformation asymmetry,
therefore, can lowerthe cost of capital to companies, including EGCs, by decreasing the risk
premium required by investors. 183

In addition, the Board does not believe thatthe proposed amendments would be more
difficultforauditors to apply to EGC audits than to non-EGC audits. To the extentthat audits of
EGCs involve otherauditors, the requirements are designed to be generally scalable to those
audits and the costs of performingthe proposed procedures are unlikely to be disproportionate
to the benefits of the proposed procedures. Conversely, if any of the proposed amendments
were determined not to apply to the audits of EGCs, the resultingtwo sets of audit
requirements would mean that auditors who audit both EGCs and non-EGCs would need to
address the differingaudit requirementsin theirmethodologies, or policies and procedures,
which would create the potential for confusion and likely detract from audit quality.

181 See, e.g., David Aboody and Baruch Lev, Information Asymmetry, R&D, and Insider Gains, 55
Journal of Finance 2747 (2000); Michael ). Brennan and Avanidhar Subrahmanyam, /nvestment Analysis
and Price Formation in Securities Markets, 38 Journal of Financial Economics 361 (1995); VaradarajanV.
Chari, Ravilagannathan, and Aharon R. Ofer, Seasonalities in Security Returns: The Case of Earnings
Announcements, 21 Journal of Financial Economics 101 (1988); Raymond Chiang and P. C. Venkatesh,
Insider Holdings and Perceptions of Information Asymmetry: A Note, 43 Journal of Finance 1041 (1988).

182 See, e.g., Molly Mercer, How Do Investors Assess the Credibility of Management Disclosures?, 18
Accounting Horizons 185, 189 (2004) (“[Academic studies] provide archival evidence that external
assurance from auditors increases disclosure credibility. ... These archival studies suggest that bankers
believe audits enhance the credibility of financial statements....”).

183 For a discussion of how increasing reliable public information about a company can reduce risk
premium, see David Easleyand Maureen O’Hara, Information and the Cost of Capital, 59 The Journal of
Finance 1553 (2004).
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Accordingly, and for the reasons explained above, the Board anticipatesthat, if it adopts
the proposed amendments, it will requestthat the Commission determine thatit is necessary
or appropriate in the publicinterest, after consideringthe protection of investorsand whether
the action will promote efficiency, competition, and capital formation, to apply the
amendments to audits of EGCs.

Request for Comment:

The Board requests further comment, including any available empirical data, on
how the proposed amendments discussed in this release would specifically affect
audits of EGCs and on whetherthe proposed amendments would protect
investors and promote efficiency, competition, and capital formation.

VI.  APPLICATIONTO AUDITS OF BROKERS AND DEALERS

As discussedin the 2016 Proposal and 2017 SRC, the proposed amendments would
apply to audits of brokers and dealers, as defined in Sections 110(3)-(4) of the Sarbanes-Oxley
Act of 2002 (“Sarbanes-Oxley”). The 2016 Proposal and 2017 SRC both solicited commentson
such applicability. No commenters opposed, and several commenters expressly supported
applying, the proposed amendments to audits of brokers and dealers.

The 2016 Proposal noted that the proposed amendments are not expectedto have a
widespread impact on the audits of brokers and dealersthat are not subsidiaries of issuers,
because there are likely few instancesin which such audits involve the use of other auditors. 184
In those instancesin which other auditors are used, however, the proposed requirements may
provide a benefitto the customers of the broker or dealer whose auditor does use other
auditors. Because of the scalability of the risk-based requirements, the Board is of the view that
the costs of performingthe proposed procedures are unlikely to be disproportionate to the
benefits of the proposed procedures.

The Board continuesto consider the applicability of the proposed amendments to audits
of brokers and dealers and welcomes further comment on whetherthe revisions discussedin
this release present specificissues with respect to these audits.

VII.  EFFECTIVE DATE

The Board seeks comment on the amount of time auditors would need to prepare for
the implementation of the proposed amendments and new auditing standard before they
would become effective and applicable to audits, if adopted by the Board and approved by the
SEC. Specifically, the Board is considering whether compliance with the proposed amendments
and new auditing standard should be required for audits of fiscal years beginninginthe year

184 See 2016 Proposal at Section VI.
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after approval by the SEC (or for audits of fiscal years beginningtwo years after the year of SEC
approval if that approval occurs inthe fourth quarter).

VIIl.  OPPORTUNITY FOR PUBLICCOMMENT

The Board is seekingcomments on the revisionstothe proposed amendmentsand
proposedstandard that the Board is considering for adoption, and on all the other matters
discussedin thisrelease. To assist the Board in evaluating such matters, the Board is requesting
relevantinformation and empirical data regardingthe revised proposed amendments and
standard.

The Board will considerall comments received. Afterthe close of the comment period,
the Board will determine whetherto adopt final rules. Any such final rules adopted will be
submitted to the SEC for approval. Pursuant to Section 107 of Sarbanes-Oxley, proposed rules
of the Board do not take effectunless approved by the SEC. For purposes of Section 107,
standards are rules of the Board under Sarbanes-Oxley.

* * *

On the 28th day of September, inthe year 2021, the foregoingwas, inaccordance with
the bylaws of the Public Company Accounting Oversight Board,

ADOPTED BY THE BOARD.

/s/ Phoebe W. Brown

Phoebe W. Brown
Secretary

September28, 2021
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APPENDIX 1

Revisions to the 2017 Proposed Amendments Relating to the
Performance of Audits Involving Other Auditors

This appendix presentsrevisionstoamendmentsincludedinthe 2017 SRC for the

following PCAOB standards. Language that would be deleted is struek-threugh. Language that
would be added isunderlined.

e AS2101, AuditPlanning

AS 1201, Supervision of the Audit Engagement

AS 1015, Due Professional Care in the Performance of Work

AS 1105, AuditEvidence

AS 1215, Audit Documentation

Note: As originally proposedin the 2016 proposing release and 2017 supplemental
requestfor comment, the amendmentsto AS 2101 and AS 1201 would have beenin a new
Appendix B to each standard. This 2021 supplemental requestforcomment wouldreorganize
those proposed amendmentsto appear in the body of each standard. To minimize unhelpful
redlining, the original paragraph numbersfrom the appendicesare in brackets (e.g., “[.B1]").
The transposed order of sub-paragraphs a and b of paragraph .B2 (now .06A below) of
Appendix B to AS 2101 isalso denoted by brackets. These moves and bracketed references are
designed to make the redlining more substantive, and to minimize the apparent deletionand
addition of whole paragraphs that result from the reorganization of rule text.

Note: After the 2017 supplemental request for comment, AS 2101 and AS 1201 were
amended by PCAOB Release No. 2018-006, Amendments to Auditing Standards for Auditor’s
Use of the Work of Specialists (Dec. 20, 2018), and AS 1105 was amended by PCAOB Release
No. 2018-005, Auditing Accounting Estimates, Including Fair Value Measurements and
Amendments to PCAOB Auditing Standards (Dec. 20, 2018).

e Release No.2018-006 added footnote 3A to AS 2101.06, and the current rulemaking
proposesto add a parenthetical definition of the acronym in that footnote, as
marked below. The 2018 release also added footnote 2 to AS 1201.03, which the
current rulemaking would not amend.

e Release No.2018-005 added Appendix B, Audit Evidence Regarding Valuation of
Investments Based on Investee Financial Results, to AS 1105. The current rulemaking
proposes certain amendments to that appendix, which are marked below.
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AS 2101, Audit Planning
Introduction

.01 This standard establishes requirements regarding planning an audit.

Objective

.02 The objective of the auditoris to plan the audit so that the audit is conducted
effectively.

Responsibility of the Engagement Partner for Planning

.03 The engagement partner! isresponsible forthe engagementand its performance.
Accordingly, the engagement partner is responsible for planningthe audit and may seek
assistance from appropriate engagement team members (which may include engagement
team members outside the engagement partner’s firm) in fulfilling this responsibility.
Engagement team members who assist the engagement partner with audit planningalso
should comply with the relevant requirementsin this standard.

1 Terms defined in Appendix A, Definitions, are set in boldface type the first time
they appear.

Planning an Audit

.04 The auditor should properly plan the audit. This standard describes the auditor’s
responsibilities for properly planning the audit.2For audits that involve other auditors or
referred-to auditors, this standard describes additional responsibilities forthe engagement
partner and the lead auditor.

2 The term; “auditor,” as usedin this standard, encompasses both the
engagementpartner and the engagementteam members who assist the engagement partner
in planningthe audit. AS 1201, Supervision of the Audit Engagement, establishes requirements

regarding supervision of the audit engagement, including a lead auditor’s supervision of the
work of other auditors. AS 1206, Dividing Responsibility for the Audit with Another Accounting
Firm, establishes requirements fora lead auditor regarding dividing responsibility for the audit
of the company’s financial statements and, if applicable, internal control over financial
reporting, with another accounting firm (i.e., areferred-to auditor).

.05 Planningthe auditincludes establishingthe overall audit strategy for the engagement
and developinganaudit plan, whichincludes, in particular, plannedrisk assessment procedures
and planned responses to the risks of material misstatement. Planningis not a discrete phase of
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an audit but, rather, a continual and iterative process that mightbegin shortly after (orin
connection with) the completion of the previous auditand continues until the completion of
the current audit.

Preliminary Engagement Activities
.06 The auditor should perform the following activities at the beginning of the audit:

a. Perform proceduresregarding the continuance of the clientrelationshipandthe
specificaudit engagement,3

b. Determine compliance with independence3”and ethics requirements,2 and

Note: The determination of compliance withindependence and
ethicsrequirementsis not limited to preliminary engagement
activitiesand should be reevaluated with changes in
circumstances.

C. Establishan understanding of the terms of the audit engagementwith the audit
committee in accordance with AS 1301, Communications with Audit Committees.

3 Paragraphs .14-.16 of QC sec. 20, System of Quality Control for a CPA Firm’s
Accounting and Auditing Practice. AS 1110, Relationship of Auditing Standards to Quality
Control Standards, explains how the quality control standards relate to the conduct of audits.

3A Under PCAOB Rule 3520, Auditor Independence, a registered publicaccounting
firm or associated person’sindependence obligation with respectto an audit client
encompasses not only an obligation to satisfy the independence criteriaapplicable tothe
engagementset outin the rules and standards of the PCAOB, but also an obligation to satisfy all
otherindependence criteriaapplicable tothe engagement, includingthe independence criteria
setoutin therules and regulations of the Securities and Exchange Commission (“SEC”) under
the federal securities laws.

Bi—Ferengagementsi—In an auditthat involves otherauditors-erreferred-toauditers;,
see paragraphs .06D-F of thlsappeﬂd-m—éeseﬁbeestandard WhICh describe performmg
additional procedures

Nete—AS%ZGi—es%abH&he&%Femeﬂt&regardmge&peW&eﬂeﬁtheauéﬁ
otherauditers:

m&pena—b#%ﬁeﬁh&a&d*e#ﬂ%&eemp&w&ﬂﬁm%%%ﬁemeﬂ%saudltors compllanceW|th
independence and;ifapptcableinternalcontroleverfinancialreportingwith-anether




PCAOB Release No. 2021-005
September 28, 2021
PageAl-4

PCAOBiInvolves referred-to auditors, see AS 1206.05-.07.

Preliminary Engagement Activities — Additional Considerations for Audits Involving Other
Auditors or Referred-to Auditors

Serving as the Lead Auditorin an Audit that Involves Other Auditors or Referred-to Auditors

£82}.06A In an auditthat involves otherauditors or referred-to auditors, the engagement
partner should determine whetherthe participation of hisor her firmis sufficientforthe firm
to carry out the responsibilities of a lead auditor and to report as such on the company’s
financial statements. In making this determination, the engagement partner should take into
account the following, in combination:

fb-}a. The importance of the locations or business units?A forwhich the engagement
partner’s firm performs audit proceduresin relationto the financial statements

of the company as a whole, takinginte-aeceuntconsidering quantitative and
qualitative factors:;

fe-tb. The risks of material misstatement associated with the portion of the company’s
financial statements for which the engagement partner’s firm performs audit
procedures, in comparison with the portions for which the other auditors

perform audit procedures or the portions audited by the referred-to auditors;
and

C. The extent of the engagement partner’s firm’s supervision of the other auditors’
work2B for portions of the company’s financial statements for which the other
auditors perform audit procedures. In a multi-tiered audit (see AS 1201.14), this
subparagraph c appliesonlyto the firm’s supervision of a first other auditor and
any other auditor that is supervised directly by the firm.

In addition, in an audit that involves referred-to auditors (see AS 1206), the participation of the
engagement partner’s firm te-serveasteadauditerordinarily is not sufficient forit to serve as
lead auditor if the referred-to auditors, in aggregate, audit more than 50 percent of the
company’s assets or revenues.

B3}2A The term “business units” includes subsidiaries, divisions, branches,
components, or investments.

a8 See AS 1201.06, which describes determiningthe necessary extent of
supervision.
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.06B In an auditthat involves otherauditors performing work regardinglocations or business
units, the involvementof the lead auditor (through a combination of planning and performing
audit procedures and supervision of otherauditors) should be commensurate with the risks of
material misstatementi€ associated with those locations or business units.

See, e.qg., AS 1201.06, paragraph .11 of this standard; see generally AS 2301, The
Auditor’s Responses to the Risks of Material Misstatement.

.06C Inan integrated audit of a company’s financial statements and its internal control over
financial reporting that involves otherauditors or referred-to auditors, the lead auditor of the
financial statements must participate sufficientlyin the audit of internal control over financial
reporting to provide a basis for serving as the lead auditor of internal control overfinancial
reporting. Only the lead auditor of the financial statements can be the lead auditor of internal
control over financial reporting.22

4D See paragraph .C8 of AS 2201, An Audit of Internal Control Over Financial
Reporting That Is Integrated with An Audit of Financial Statements.

Other Auditors’ Compliance with Independence and Ethics Requirements

£B4}.06D In an auditthat involves otherauditors,?¢4E the lead auditor should-determine,
with respect to each other auditerseomphiancewithauditor, perform the following procedures
in conjunction with determiningcompliance with SEC independence requirements and PCAOB
independence and ethics requirements bypursuant to paragraph .06b of this standard:

a. GainirgObtain an understanding of eackthe other auditor’s (1) precessfor
determiningeomphianeewiththeknowledge of SECindependence requirements

and PCAOB independence and ethics requirements and (2) experiencein
applyingthe requirements; and

b. Obtaining from eaehthe other auditor and review:

(1) A written affirmation as to whetherthe other auditor has policies and

procedures that provide reasonable assurance that the other auditor
maintains compliance with SEC independence requirements and PCAOB
independence and ethicsrequirements, and if it does not, a written
description of how the other auditor determinesits compliance with the

requirements;

(22) A writtendescription of all relationships between the otherauditor and
the audit clientor persons infinancial reporting oversightroles at the
audit clientthat may reasonably be thought to bear on independence
pursuant to the requirements of paragraph (b)(1) of PCAOB Rule 3526,
Communication with Audit Committees Concerning Independence; and




(23)
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A written representationthatitis;erisnetaffirmation asto whetherthe
other auditoris incompliance with SEC independence requirements and
PCAOB independence and ethics requirements with respect to the audit
client,and, ifitis notiin compliance, a written description of the nature of
any-the instances of non-compliance.

NoteFheleadauditorsdeterminationofeachc. For the matters describedinitemsa

and b:

(1)

Inform the otherauditer’sauditor of changes in circumstances, of which

the lead auditor becomes aware, that (i) affect determining compliance
with the-SEC independence requirements and PCAOB independence and
ethics requirementsisnettmitedtopretiminaryengagementactivities
and should be reevaluated with changes in circumstances., and (ii) are

relevantto the other auditor’s affirmations and descriptions; and

audit(2) Requestthat contradictsan-the otheraa-el-l-teps-el-eseﬁpt-reﬁ

efauditor (i) update its relationshipsthatmay-reasenabhyrbe
theughtaffirmations and descriptions to bearen-inrdependenceora
representationmadebyan-reflect changes in circumstances of which the
other auditor regardingitsbecomes aware (including changes

communicated by the lead auditor) that affect determining compliance
with the-SEC independence requirements and PCAOB independence and
ethicsrequirements, and (ii) provide the updated affirmations and
descriptions to the lead auditor sheuldperformadditionalprocedureste
determinetheeffectupon becoming aware of such infermationenthe
independeneechanges.

Note: For the matters describedin paragraph .06D, information (including

affirmations and descriptions) may be obtained from the other auditor covering

the other auditor’s firm and engagementteam memberswho are partners,

principals, shareholders, or employees of the etherauditerfirm.

26 Seeit

For audits involving referred-to auditors, see AS 1206-ferreguirements

.06E

In multi-tiered audits (see AS 1201.14), a firstother auditor may assist the lead auditor

in performingthe proceduresdescribedin paragraph .06D with respectto one or more second

other auditors. If so, the lead auditor should instruct the first other auditor to inform the lead

auditor of the results of procedures performed, including bringingto the lead auditor’s
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attention any informationindicating that a second other auditoris not in compliance with SEC
independence requirements or PCAOB independence and ethicsrequirements. The lead auditor
remains responsible fordetermining compliance with those requirements pursuant to
paragraph .06b of this standard.

.06F If the lead auditor becomes aware of information that contradicts an affirmation or
description provided by an other auditor pursuant to paragraph .06D, the lead auditor should
investigate the circumstances and consider the reliability of the affirmation or description. If,
after such investigation, or based on the other auditor’s affirmation, the lead auditor obtains
information indicating that the other auditoris notin compliance with SEC independence
requirements or PCAOB independence and ethics requirements, the lead auditor should
considerthe implications for determining compliance with those requirements pursuantto
paragraph .06b of this standard.4E

a8 The lead auditor should also consider the implications fordetermining
compliance with PCAOB Rule 3526.

PCAOB Registration Status of Other Auditors

£85}.06G In an auditthat involves an other auditor that wewld-playplays a substantial role
in the preparation or furnishing of the lead auditor’s report-enthe-company-sfinanecial

statementsandapphcable-internalcontroloverfinanciatreperting, the lead auditor may use
arthe work of the otherauditor only if the other auditor is registered pursuantto-therules

efwith the PCAOB.##45

274G See PCAOB Rule 2100, Registration Requirements for Public Accounting Firms,
and paragraph (p)(ii) in PCAOBRule 1001, Definitions of Terms Employed in Rules, which defines
the phrase “play a substantial role inthe preparation or furnishing of an audit report.” See also
AS 1206 for requirements forthe lead auditor relating to the registration status of thea
referred-toauditor.

QualifieationsKnowledge, Skill, and Ability of and Communications with Other Auditors

FRe—Aithe beginningef. OGH In an auditthat involves otherauditors, the lead auditor
should:

a—trguireabeut, with respect to each other auditors—policiesandproceduresrelatingte
thezauditor:
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b——Gaina. Obtain an understanding of the knowledge, skill, and ability of the other
auditersauditor's engagementteam members who assist the lead auditor with
planningor supervision,?*4 including their:

(1) Experienceinthe industry in which the company operates; and

(2) Knowledge of the relevant financial reporting framework, PCAOB
standards and rules, and SEC rules and regulations, and their experience
in applyingthe standards, rules, and regulations; and

b. Obtain a written affirmation from the other auditor that its engagementteam
members possess the knowledge, skill, and ability to perform theirassigned
tasks; and

C. Determine that the lead auditor is able to communicate with the otherauditors

and gain access to the other auditors’s audit documentation.%4

2840 See paragraph .06 of AS 1015-86, Due ProfessionalCare in the Performance of
Work, according to which “feluditers[e]ngagement team members should be assigned to tasks
and supervised commensurate with theirlevel of knowledge, skill, and ability*...,” and
AS 2301.653;05(a), which describes makingappropriate assignments of significantengagement
responsibilities: £ i i e i v i

: it I _

2941 See, e.g., AS 1201.05, .09, .11, and AppendixBoefAS1201.12, whichestablish
requirements forthe auditor’s review of work performed by engagementteam members. See
also paragraph .18 of AS 1215-48, Audit Documentation, according to which audit

documentation supporting the work performed by otherauditors must be retained by or be
accessible to the office of the firm issuingthe auditor’s report.

.06l In multi-tiered audits (see AS 1201.14), a firstother auditor may assist the lead auditor
in performingthe proceduresdescribedin paragraph .06H with respect to one or more second
other auditors.

Planning Activities

.07 The nature and extentof planningactivities that are necessary depend on the size and
complexity of the company, the auditor’s previous experience with the company, and changes
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in circumstances that occur duringthe audit. When developingthe audit strategy and audit
plan, as discussedin paragraphs .08-.10, the auditor should evaluate whetherthe following
matters are important to the company’s financial statements and internal control over financial
reporting and, if so, how they will affect the auditor’s procedures:

Knowledge of the company’s internal control overfinancial reporting obtained
during other engagements performed by the auditor;

Matters affectingthe industry in which the company operates, such as financial
reporting practices, economic conditions, laws and regulations, and
technological changes;

Matters relatingto the company’s business, includingits organization, operating
characteristics, and capital structure;

The extent of recent changes, if any, inthe company, its operations, or its
internal control over financial reporting;

The auditor’s preliminary judgments about materiality,> risk, and, in integrated
audits, other factors relatingto the determination of material weaknesses;

Control deficiencies previously communicated to the audit committee® or
management;

Legal or regulatory matters of which the company is aware;

The type and extent of available evidence related to the effectiveness of the
company’s internal control over financial reporting;

Preliminary judgments about the effectiveness of internal control over financial
reporting;

Publicinformation about the company relevant to the evaluation of the
likelihood of material financial statement misstatements and the effectiveness of
the company’s internal control over financial reporting;

Knowledge aboutrisks related to the company evaluated as part of the auditor’s
clientacceptance and retention evaluation; and

The relative complexity of the company’s operations.

Note: Many smallercompanies have less complex operations.
Additionally, some larger, complex companies may have less
complex units or processes. Factors that might indicate less
complex operationsinclude:fewerbusinesslines; less complex
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business processes and financial reporting systems; more
centralized accounting functions; extensive involvement by senior
managementin the day-to-day activities of the business; and
fewerlevels of management, each with a wide span of control.

> AS 2105, Consideration of Materiality in Planning and Performing an Audit.

6 If no audit committee exists, all references to the audit committee in this
standard apply to the entire board of directors of the company. See 15 U.S.C §§ 78c(a)(58) and
7201(aM3).

Audit Strategy

.08 The auditor should establish an overall audit strategy that sets the scope, timing, and
direction of the auditand guidesthe development of the audit plan.

.09 In establishing the overall audit strategy, the auditor should take into account:

a. The reporting objectives of the engagementand the nature of the
communications required by PCAOB standards,’

b. The factors that are significantin directing the activities of the engagement
team,8
C. The results of preliminary engagementactivities® and the auditor’s evaluation of

the important matters in accordance with paragraph .07 of this standard, and

d. The nature, timing, and extent of resources necessary to perform the
engagement.10

7 See, e.g., AS 1301. Also, various laws or regulations require other matters to be
communicated. (See, e.g., Rule 2-07 of Regulation S-X, 17 CFR 210.2-07; and Rule 10A-3 under
the Securities Exchange Act of 1934, 17 CFR 240.10A-3.) The requirements of this standard do
not modify communications required by those other laws or regulations.

8 See, e.g., paragraph—-06-6f£AS 1015—-Due-Professionat-Carein.06, which describes

assigning auditors to tasks and supervisingthem commensurate with theirlevel of knowledge,
skill, and ability, and AS 1201.06, Whlch descrlbesthe Performanceextent of Werkand
-supervisory activities necessary
for proper supervision ofengagementteam members. See also AppendixBefAS 1201.08-.15,
which deseribesfurtherdescribe procedures to be performed by the lead auditor with respect
to the supervision of the work of other auditers“werkauditors, in conjunction with the required
supervisory activities setforth in AS 1201.

3 Paragraphs .06-.06l of this standard.
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10 See, e.g., AS 1015.06, paragraph .16 of thisstandard, and paragraph—-05a—efAS
2201 —The reiters-Respenseste-thefisls-a - Metariel M isstezeraentAS 2301.05a.

Audit Plan
.10 The auditor should develop and document an audit plan that includes a description of:
a. The planned nature, timing, and extent of the risk assessment procedures;?

b. The planned nature, timing, and extent of tests of controls and substantive
procedures;2and

C. Other planned audit proceduresrequired to be performed so that the
engagementcomplies with PCAOB standards.

n AS 2110, Identifying and Assessing Risks of Material Misstatement.

12 AS 2301 and AS 2201-AnrAuditefinternai-Control-OverFinancial-ReportingThet
s it | wsith An Aviclit oEEi alS .

Multi-location Engagements

A1 In an audit of the financial statements of a company with operationsin multiple
locations or business units,* the auditor should determine the extent to which audit
procedures should be performed at selected locations or business units to obtain sufficient
appropriate evidence to obtain reasonable assurance about whetherthe consolidated financial
statements are free of material misstatement. Thisincludes determiningthe locations or
business units at whichto performaudit procedures, as well as the nature, timing, and extent
of the proceduresto be performed at those individual locations or business units. The auditor
should assess the risks of material misstatementto the consolidated financial statements
associated withthe location or business unitand correlate the amount of audit attention
devotedto the location or business unitwith the degree of risk of material misstatement
associated with that location or business unit.

13 Tt “ . e includ bsidiari ivisi |
’ 7 7
cempoenents;orthvestments:

[13] [Footnote deleted.]

12 Factors that are relevantto the assessmentof the risks of material misstatement
associated with a particular location or business unitand the determination of the necessary
audit proceduresinclude:

a. The nature and amount of assets, liabilities, and transactions executed at the
location or business unit, including, e.g., significant transactions that are outside
the normal course of businessforthe company or that otherwise appearto be
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unusual due to their timing, size, or nature (“significant unusual transactions”)
executed at the location or business unit;14

b. The materiality of the location or business unit;1®

c. The specificrisks associated with the location or business unitthat presenta
reasonable possibilityl® of material misstatementto the company’s consolidated
financial statements;

d. Whether the risks of material misstatementassociated with the location or
business unitapply to other locations or business units such that, in
combination, they presenta reasonable possibility of material misstatementto
the company’s consolidated financial statements;

e. The degree of centralization of records or information processing;

f. The effectiveness of the control environment, particularly with respect to
management’s control over the exercise of authority delegatedto others and its
ability to effectively supervise activities at the location or business unit; and

g. The frequency, timing, and scope of monitoringactivities by the company or
others at the location or business unit.

Note: When performingan audit of internal control over financial
reporting, refer to Appendix B, Special Topics, of AS 22011 for
considerations when a company has multiple locations or business units.

14 Paragraph .66 of AS 2401, Consideration of Fraudin a Financial Statement Audit.

15 AS 2105.10 describesthe consideration of materiality in planningand performing
audit proceduresat an individual location or business unit.

16 There isa reasonable possibility of an event, as usedin this standard, when the
likelihood of the eventis either “reasonably possible” or “probable,” as those terms are used in
the FASB Accounting Standards Codification, Contingencies Topic, paragraph 450-20-25-1.

17 AS 2201.B10-.B16.

13 In determiningthe locations or business units at which to perform audit procedures, the
auditor may take into account relevantactivities performed by internal audit, as describedin AS
2605, Consideration of the Internal Audit Function, or others, as describedin AS 2201. AS 2605
and AS 2201 establishrequirementsregarding usingthe work of internal audit and others,
respectively.

Multi-location Engagements — Additional Considerations for Audits Involving Other Auditors
or Referred-to Auditors
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.14 In an auditthat involves otherauditors or referred-to auditors, the lead auditor should
perform the procedures in paragraphs .11-.13 of this standard to determine the locations or
business units at which audit procedures should be performed.+rmakingthis-determination;

[18] [Footnote deleted.]

Changes During the Course of the Audit

.15 The auditor should modify the overall audit strategy and the audit plan as necessary if
circumstances change significantly duringthe course of the audit, including changes due to a
revised assessment of the risks of material misstatementor the discovery of a previously
unidentified risk of material misstatement.

Persons with Specialized Skill or Knowledge

.16 The auditor should determine whetherspecialized skill orknowledge, including relevant
knowledge of foreign jurisdictions, is needed to perform appropriate risk assessments, plan or
perform audit procedures, or evaluate audit results.

17 If a person with specialized skill orknowledge employed orengaged by the auditor
participatesin the audit, the auditor should have sufficient knowledge of the subject matter to
be addressed by such a personto enable the auditor to:

a. Communicate the objectives of that person’swork;
b. Determine whetherthat person’s procedures meetthe auditor’s objectives; and
C. Evaluate the results of that person’s procedures as they relate to the nature,

timing, and extent of other planned audit procedures and the effects on the
auditor’s report.



PCAOB Release No. 2021-005
September 28, 2021
Page Al-14

Additional Considerations in Initial Audits

.18 The auditor should undertake the followingactivities before startingan initial audit:

a. Perform procedures regarding the acceptance of the clientrelationship and the
specificaudit engagement; and

b. Communicate with the predecessorauditor in situationsin which there has been
a change of auditorsin accordance with AS 2610, Initial Audits—Communications
Between Predecessor and Successor Auditors.

.19 The purpose and objective of planningthe audit are the same for an initial auditor a
recurring audit engagement. However, for an initial audit, the auditor should determine the
additional planningactivities necessary to establish an appropriate audit strategy and audit
plan, including determining the audit procedures necessary to obtain sufficientappropriate

audit evidence regarding the openingbalances.®

19 See also paragraph .03 of AS 2820, Evaluating Consistency of Financial
Statements.

Appendix A - Definitions
Al For purposes of this standard, the terms listed below are defined as follows:

A2 Engagement partner — The member of the engagementteam with primary responsibility
for the audit.

A3 Engagement team —
a. Engagement team includes:

(1) Partners, principals, and shareholders of, and accountants21 and other
professional staff employed orengaged by, the lead auditor or other
accounting firms; who perform audit procedures on an audit or assist the
engagementpartner in fulfilling his or her planning or supervisory
responsibilities on the audit pursuant to AS2101this standard or AS 1201,
Supervision of the Audit Engagement; and

(2) Specialists whese-werk-isused-on-theauditand-who (i) are employed by
the lead auditor or anetheracceuntingfirm-an other auditor participating

in the audit and (ii) assisttheirfirm in obtaining or evaluating audit
evidence withrespectto a relevantassertion of a significantaccount or

disclosure.
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b. Engagement team doesnot include:

(1)

(2)

(3)

The engagement quality reviewerand those assistingthe reviewer(to
which AS 1220, Engagement Quality Review, applies);

Partners, principals, and shareholders of, and other individuals employed
or engaged by, another accounting firm in situationsin which the lead
auditor divides responsibility for the audit with the other firmunder

AS 1206, Dividing Responsibility for the Audit with Another Accounting
Firm; or

Engaged specialists.?*2

261 See paragraph (a)(ii)in PCAOBRule 1001, Definitions of Terms Employed in
Rules-, which definesthe term “accountant.”

—See AS1210:

2 AS 1210, Using the Work of an Auditor-Engaged Specialist, establishes

requirements that apply to the use of specialists engaged by the auditor’s firm. Appendix A of

AS 1105, Audit Evidence, sets forth the auditor’s responsibilities for using the work of a

specialistemployed orengaged by the company.

A4l Lead auditor—

a. The registered publicaccounting firm223 issuing the auditor’'sreport on the
company’s financial statements and, if applicable, internal control over financial
reporting; and

b. The engagement partner and otherengagementteam members who: both:

(1) & Are partners, principals, shareholders, oremployees of the registered

publicaccounting firmissuingthe auditor’sreport and-(or individuals who
work under that firm’s direction and control and function as the firm’s
employees); and

(2) a__ Assistthe engagement partner in fulfilling hisorher planning or

supervisory responsibilities on the audit pursuant to AS 2101 or
AS 1201.234

Note: The registered publicaccounting firmissuingthe auditor’s report isalso
referred to in this standard as “the engagement partner’sfirm.”

Note: Individuals such as secondees2 who work underthe direction and control

of the registered publicaccounting firmissuing the auditor’s report would

function as the firm’semployees.
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223 See paragraph (r)(i)in PCAOB Rule 1001, Befinitions-efFerms-Employed-in-Rules;

which defines the term “registered public accounting firm.”

2 SeaAS 23010534  See paragraph .05a of AS 2301, The Auditor’s Responses to
the Risks of Material Misstatement, which describes making appropriate assignments of
significantengagementresponsibilities. See also paragraph .06 of AS 1015-86, Due Professional
Care in the Performance of Work, according to which “[aluditerse]ngagement team members
should be assigned to tasks and supervised commensurate with theirlevel of knowledge, skill,
and ability....”

2 For this purpose, the term “secondee” refers to a professional employee of an
accounting firm in one country who is physically located in another country, in the offices of the
registered publicaccounting firm issuing the auditor’s report, for at least three consecutive
months, performing audit procedures with respectto entitiesin that other country (and not
performing more than de minimis audit procedures over the term of the secondmentin
relation to entitiesin the country of his or her employer).

A5 Other auditor -
a. A memberof the engagementteam who is nota:
(1) A partner, principal, shareholder, or employee of the lead auditor; or

(2) An individual who works under the direction and control of the registered
publicaccounting firmissuingthe auditor’s report and functions as that
firm’semployee; and

b. A publicaccounting firm, if any, of which such engagementteam memberisa
partner, principal, shareholder, or employee.

A6 Referred-to auditor— A public accounting firm, other than the lead auditor, that
performs an audit of the financial statementsand, if applicable, internal control over financial
reporting, of one or more of the company’s business units?#¢ and issuesan auditor’sreportin
accordance with the standards of the PCAOB to whichthe lead auditor makes reference inthe
lead auditor’s report on the company’s financial statements and, if applicable, internal control
over financial reporting.Z

246 The term “business units” includes subsidiaries, divisions, branches,
components, or investments.

z See AS 1206, which setsforth the lead auditor’s responsibilities regarding
dividing responsibility for the audit of the company’s financial statements and, if applicable,
internal control over financial reporting, with a referred-to auditor.
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AS 1201, Supervision of the Audit Engagement
Introduction

.01 This standard establishes requirements regarding supervision of the audit engagement,
including supervisingthe work of engagementteam! members.

1 FermsThe term “engagementteam,” as usedin this standard, has the same

meaningas defined in Appendix A;Befinitionsare-setinbeoldface-type-thefirsttime they
appear of AS 2101, Audit Planning.

Objective

.02 The objective of the auditor is to supervise the audit engagement, including supervising
the work of engagementteam membersso that the work is performed as directed and
supports the conclusions reached.

Responsibility of the Engagement Partner for Supervision

.03 The engagement partnerl2 is responsible forthe engagementand its performance.
Accordingly, the engagement partner is responsible for proper supervision of the work of
engagementteam members (including engagementteam members outside the engagement
partner’s firm). The engagement partner also is responsible for compliance with PCAOB
standards, including standards regarding: using the work of specialists,? internal auditors,* and
others who are involvedin testing controls;> and dividing responsibility with anotheraccounting
firm.5A Paragraphs .05-.06 of thisstandard describe the nature and extent of supervisory
activities necessary for proper supervision of engagement team members.®

NeterAppendixB-deseribesParagraphs .07-.15 of this standard further describe proceduresto
be performed by the lead auditor with respect to the supervision of the work of other auditors

in conjunction with the required supervisory activities set forth betew=in this standard.t

1A The term “engagement partner” is defined in Appendix A, Definitions, and is set
in boldface type the first time it appears.

2 Appendix Cdescribes further procedures to be performed with respect to the
supervision of the work of auditor-employed specialists in conjunction with the required
supervisory activities set forth below. AS 1210, Using the Work of an Auditor-Engaged
Specialist; and Appendix A of AS 1105, Audit Evidence, establish requirementsforan auditor
using the work of an auditor-engaged specialistand a company’s specialist, respectively, in
performingan audit of financial statements.

B3] [Footnote deleted.]
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4 AS 2605, Consideration of the Internal Audit Function.

5 Paragraphs .16—.19 of AS 2201, An Audit of Internal Control Over Financial
Reporting That Is Integrated with An Audit of Financial Statements.

oA See AS 1206, Dividing Responsibility for the Audit with Another Accounting Firm.

6 See also paragraph .06 of AS 1015, Due Professional Care in the Performance of
Work.

6A The terms “lead auditor” and “other auditor,” as usedin this standard, have the
same meanings as definedin Appendix A of AS 2101.

.04 The engagement partner may seek assistance from appropriate engagementteam
members (which may include engagementteam members outside the engagement partner’s
firm) in fulfilling his or her responsibilities pursuant to this standard. Engagement team
members who assist the engagement partner with supervision of the work of other
engagementteam members also should comply with the requirementsin this standard with
respect to the supervisory responsibilities assigned to them.

Supervision of Engagement Team Members

.05 The engagement partner and, as applicable, otherengagementteam members
performing supervisory activities, should:

a. Inform engagementteam members of theirresponsibilities,” including:
(1) The objectives of the procedures that theyare to perform;
(2) The nature, timing, and extent of procedures they are to perform; and

(3) Matters that could affect the proceduresto be performedor the
evaluation of the results of those procedures, including relevant aspects
of the company, its environment, and its internal control overfinancial
reporting,® and possible accountingand auditing issues;

b. Direct engagementteam membersto bringsignificantaccounting and auditing
issues arising during the audit to the attention of the engagement partner or
other engagementteam members performing supervisory activities so they can
evaluate those issues and determine that appropriate actions are taken in
accordance with PCAOB standards;®

Note:In applying due professional care in accordance with

AS 1015, each engagementteam memberhas a responsibility to
bring to the attention of appropriate persons, disagreements or
concerns the engagementteam member might have with respect
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to accounting and auditingissuesthat he or she believes are of
significance to the financial statements or the auditor’s report
regardless of how those disagreements or concerns may have
arisen.

C. Review the work of engagementteam membersto evaluate whether:
(1) The work was performed and documented,;
(2) The objectives of the procedures were achieved; and
(3) The results of the work support the conclusions reached.10

7 AS 1015.06 and paragraph .05 of AS 2301, The Auditor’s Responses to the Risks of
Material Misstatement, establish requirements regardingthe appropriate assignment of
engagementteam members.

8 AS 2110, Identifying and Assessing Risks of Material Misstatement, describes the
auditor’s responsibilities for obtaining an understanding of the company, its environment, and
its internal control over financial reporting.

9 See, e.g., paragraph—-15-6FAS 2101. 15-AuditPlarning, AS 2110.74, and
paragraphs .20-.23 and .35-.36 of AS 2810, Evaluating Audit Results.

10 AS 2810 describesthe auditor’s responsibilities for evaluating the results of the
audit, and AS 1215, Audit Documentation, establishes requirements regardingaudit
documentation.

.06 To determine the extent of supervision necessary for engagementteam members to
perform theirwork as directed and form appropriate conclusions, the engagement partner and
other engagementteam members performing supervisory activities should take into account:

a. The nature of the company, includingits size and complexity;1!

b. The nature of the assigned work for each engagementteam member, including:
(1) The procedures to be performed, and
(2) The controls or accounts and disclosuresto be tested;

C. The risks of material misstatement; and

d. The knowledge, skill, and ability of each engagementteam member.12

Note:In accordance with the requirements of AS 2301.05 the
extentof supervision of engagementteam members should be
commensurate with the risks of material misstatement.13
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1 AS 2110.10.
12 See also AS 2301.05a and AS 1015.06.
13 AS 2301.05b indicatesthat the extent of supervision of engagementteam

membersis part of the auditor’s overall responsesto the risks of material misstatement.

Procedures to Be Performed by the Lead Auditor with Respect to the Supervision of Work
Performed by Other Auditorsi4

14 AS 1206 sets forth the lead auditor’s responsibilities when dividing responsibility
for the audit of the company’s financial statements and, if applicable, internal control over
financial reporting with a referred-to auditor.

£844.07 For engagementsthat involve otherauditors, thisappendix
deseribesparagraphs .08-.15 further describe procedures to be performed by the lead auditor
withrespect to the supervision of the work of other auditers~werkauditors, in conjunction with
the required supervisory activities setforth in this standard. The requirements efthis
appendixin paragraphs .08-.15 supplementthe requirementsin paragraph .05 of this standard.
In performingthe procedures described in this-appendixparagraphs.08-.15, the lead auditor
should determine the extent of supervision of the otherauditors’ work in accordance with
paragraph .06 of this standard.

B2}—tnsupervisingthe workofotherauditors;the-.08  The lead auditor should:*®

a—ferm inform the other auditor in writing of the following #-witirgmatters:

{Ha. The scope of work to be performed by the other auditor; and
o Telerablemrissimtemenis e, With respect to the work requested to be
performed:

(1) The identified risks of material misstatement;2® to the consolidated
financial statements that are applicable to the location or business unit;12

(2) Tolerable misstatement;8 and;

(3) The amount (if determined;theameunt) below which misstatements are
clearly trivial and do not need to be acevmulated**relevantto-the-work

reguestedto-beperformed-accumulated.l?

FBiNete}Note: The lead auditorshould, as necessary, hold discussions with and

obtain information from the other auditersasreeessary-forauditor to facilitate
the performance of procedures described in thisappendixparagraph .08.
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15 See requirementsin AS 2110.49-.53 with respect to discussions among key
engagementteam members (includingthose in differing locations) regarding risks of material

misstatementincluding the potential for material misstatement due to fraud.

See paragraphs .08-.10 of AS 2105, Consideration of Materiality in Planning and
Performing an Audlit.

See AS 2810.10-.11.

b-.09 ObtainThe lead auditor should obtain and review the other auditor’s written description

of the audit procedures to be performed pursuant to the scope of work describedin

Nete:The lead auditor should inform the other auditor of the necessary level of detail of the
stherapditersdescription efauditprocoduresta bovorformed(e.g., deserinstionefecrain
planned audit procedures for certain accounts and disclosures), which detail should be
determined based on the necessary extent of supervision of the other auditor’s work by the
lead auditor.

Note: Based-enAs the necessary extent of supervision efthe-etherauditersweork
by-the-leadauditeritmay-beneeessaryferincreases, the lead auditor (rather

than the other auditor) may need to determine the nature, timing, and extent of
procedures to be performed by the other auditor.

.10 The lead auditor should determine whetherany changes to the other auditor’s planned
audit procedures (see paragraph .09) are necessary, and if so, should discuss the changes with,
and communicate them in writing to, the other auditor.

A1 The lead auditor should obtain and review a written affirmation as to whether the other
auditor has performed the work in accordance with the instructions describedin

paragraphs .08-.10, including the use of applicable PCAOB standards; and if it has not, a
description of the nature of, and explanation of the reasons for, the instances where the work
was not performedin accordance with the instructions, including (if applicable) a description of

the alternative work performed.

€.12 The leadauditor should directBireet the other auditor to provide ferreview-specified
documentation with-respeette-theconcerning work requested to be performed;*
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aeee&n%s—anel—d—r&ete&%es)—wmm-de%a#meﬁd-be—de%eﬁmﬁeé based on the necessary extent of
its supervision of the other auditor’s work-by-theteadauditer-. This documentation should
include, at a minimum, the documentation describedin AS 1215.19. The lead auditor should
review the documentation provided by the other auditor.

e-.13 The lead auditor should determineBetermine, based on a review of the documentation

and-summary-memerandurm-provided by the other auditor (pursuant to paragraphs .B2e09, .11,
and .B2d-efthisappendix12), discussions with the otherauditor, and other information

obtained by the lead auditor during the audit:

H}a. Whether the other auditor eempliedperformed the workin accordance with the
wittencommunieationslead auditor’s instructions received pursuant to
paragraphs .B2a08 and .B2b10, includingthe use of applicable PCAOB standards;
and

{2}b.  Whether additional audit evidence should be obtained with+respeetto-the-werk
performedby the lead auditor or other auditors, for example, to addressa

previously unidentified risk of material misstatement or in-asituatienin
whiehwhen sufficientappropriate auditevidence has not been obtained abeuta
relevartassortion™

2—See requirementsinAS2110-49-51-with respect to diseussionsameong

engagementteammembersindifferingone or more locations regardingor
business unitsin response to the associated risks-ef-materiatmisstatement-.18

218 See AS 2810.35-.36.

Multi-tiered Audits
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the-may seek assistance from a first other auditor teperfermin performingthe proceduresin
paragraph—B2paragraphs .08-.13 withrespect to theone or more second other auditeron
behalfettheleadauditerauditors, if appropriate pursuant to the factors in paragraph .06. The
lead auditor, in supervisingthe first other auditor, should evaluate the first other auditor’s
supervision of the second other auditor’s work. Fhe-leadauditersheuldebiainreview,and

stestbnsareratabn i thadoeqementatisn o enira s by 29If the firstother auditor
assists the lead auditor by performing proceduresin paragraph .08, the lead auditor should
obtain, review, and retain documentation that identifies the scope of work to be performed by
the second other auditor.

Note:In multi-tiered audits, for purposes of complying with AS 1215.19 with respect to
the work performed by a second other auditor, the lead auditor may request that the
first otherauditor both (i) obtain, review, and retain the audit documentation described
in AS 1215.19 related to the second other auditor’s work and (ii) incorporate the
informationin that documentationin the first other auditor’s documentation that it
providesto the lead auditor pursuant to AS 1215.19.

19 Multi-tiered audits are those in which the engagementteam isorganizedina

multi-tiered structure, e.g., whereby an other auditor assists the lead auditor in supervisinga
second other auditor or multiple second other auditors.

.15 If the first other auditor is assistingthe lead auditor in supervisingthe second other
auditor, the lead auditor should take into account the first other auditor’s review of the second
other auditor’s work in determining the extent of its own review, if any, of the second other
auditor’s work.20

20 See paragraph .14, regarding the lead auditor’s evaluation of the first other
auditor’s supervision, including review.
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Appendix A - Definitions
Al For purposes of this standard;-the-termstisted-beloware-definedasfolows:

A Ersagerasnt a. The term “engagement parthner—Fhe” means the member of the
engagementteam with primary responsibility for the audit.

n

b. The terms “engagementteam,” “lead auditor,” “other auditor,” and “referred-to
auditor” have the same meaningas definedin Appendix A of AS 2101, Audit

Planning.
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AS 1015, Due Professional Care in the Performance of Work

.01 Due professional care isto be exercisedinthe planningand performance of the audit
and the preparation of the report.

Note: For audits that involve otherauditors, the other auditors are responsible for
performing theirwork with due professional care.l

1 The lead auditor’s responsibilities for planning the audit and supervising the
other auditors’ work are set forth in AS 2101, Audit Planning, and AS 1201, Supervision of the
Audit Engagement. The terms “lead auditor” and “other auditor,” as used in this standard, have
the same meanings as defined in Appendix A of AS 2101.

.02 The statementin the preceding paragraph requiresthe independentauditorto plan and
perform his or her work with due professional care. Due professional care imposesa
responsibility upon each professional withinanindependentauditor’s organization to observe
the standards of field work and reporting.



PCAOB Release No. 2021-005
September 28, 2021
Page Al1-26
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.06 Engagement team members should be assigned to tasks and supervised commensurate
with their level of knowledge, skill, and ability so that they can evaluate the audit evidence they
are examining. The engagement partner should know, at a minimum, the relevant professional
accounting and auditing standards and should be knowledgeable aboutthe client. The
engagementpartneris responsible forthe assignment of tasks to, and supervision of, the
members of the engagementteam.*

4 See AS 1201Supersisien-atheAuditbngagerant.

k% %k

AS 1105, Audit Evidence

k%%

Appendix B—Audit Evidence Regarding Valuation of Investments Based on
Investee Financial Results

.B1 For valuations based on an investee’s financial results, the auditor should obtain
sufficientappropriate evidence in support of the investee’s financial results. The auditor should
read available financial statements of the investee and the accompanying audit report, if any.
Financial statements of the investee that have beenaudited by an auditor (“investee’s auditor”)
whose report is satisfactory, for this purpose,! to the investor’s auditor may constitute
sufficientappropriate evidence.

1 In determiningwhetherthe report of anetherthe investee’s auditoris
satisfactory for this purpose, the auditor may consider performing procedures such as making
inquiries asto the professional reputationand, standing, and independence of the
etherinvestee’sauditor (underthe applicable standards), visiting the etherinvestee’s auditor
and discussingthe audit proceduresfollowed and the results thereof, and reviewing the audit
program and/or working papers of the etherinvestee’s auditor.

.B2 If in the auditor’s judgmentadditional evidence isneeded, the auditor should perform
procedures to gather such evidence. For example, the auditor may conclude that additional
evidenceisneeded because of its concerns about the professional reputation orindependence
of the investee’s auditor, significant differencesinfiscal year-ends, significant differencesin
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accounting principles, changesin ownership, changes in conditions affectingthe use of the
equity method, or the materiality of the investmentto the investor’sfinancial position or
results of operations. Examples of procedures the auditor may performare reviewing
informationin the investor’sfiles that relatesto the investee such as investee minutes and
budgets and cash flows information about the investee and making inquiries of investor
managementabout the investee’s financial results.

k%%

AS 1215, Audit Documentation

* 3k k

Retention of and Subsequent Changes to Audit Documentation

* 3k k

.18 The office of the firmissuingthe auditor’s report is responsible for ensuring that all
audit documentation sufficientto meet the requirements of paragraphs .04-.13 of this standard
is prepared and retained. Audit documentation supporting the work performed by other offices
of the firmand otherauditors3* must be retained by or be accessible to the office issuingthe
auditor’s report. An other auditor must comply with the requirements of paragraphs .04-.17 of
this standard, including with respect to the audit documentation that the other auditor
provides or makes accessible to the office issuingthe auditor’s report.

3A The term “other auditors,” as usedin this standard, has the same meaningas
definedin Appendix A of AS 32012101, Audit Planning.

4 Section 106(b) of the Sarbanes-Oxley Act of 2002 imposes certain requirements
concerning production of the work papers of a foreign publicaccounting firm and other related
documents in certain circumstances. Compliance with this standard does not substitute for
compliance with Section 106(b) or any other applicable law.

k%%
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APPENDIX 2

Revisions to the 2017 Proposed Standard for Audits Involving Referred-to
Auditors

This appendix presentsrevisions to AS 1206, Dividing Responsibility for the Audit with
Another Accounting Firm, as proposedin the 2017 SRC. Language that would be deletedis
struek-threugh. Language that would be added is underlined.

Proposed AS 1206, Dividing Responsibility for the Audit with Another
Accounting Firm

Introduction

.01 This standard establishes requirementsforthe lead auditor! regarding dividing
responsibility for the audit of the company’s financial statements? and, if applicable, internal
control over financial reporting2 with a referred-to auditor.?4

Note: AS 2101, Audit Planning, establishesrequirements regardingservingas the
lead auditor.42

Note: This standard applies when the lead auditor divides responsibility forthe
audit with one or more referred-to auditors. When there is more than one
referred-to auditor, the lead auditor must apply the requirements of paragraphs
.03-threugh—-.09 of this standard in relation to each of the referred-to auditors

1 FermsTheterm “lead auditor,” as used in this standard, has the same meaning as defined in
Appendix A-Definitionsaresetinbeldfacetypethefirsttime-theyappear of AS 2101, Audit Planning.
2 The term “company’s financial statements,” asused in this standard, describes the financial

statements of a company that include—through consolidation or combination—the financial statements
of the company’s business units.

3 For integrated audits, see also paragraphs.C8 through .C11 of AS 2201, An Audit of Internal
Control Over Financial Reporting That Is Integrated with An Audit of Financial Statements, which provide
direction with respect to opinions based, in part, on the report of a referred-toauditor in an audit of
internal control over financial reporting.

ertrelSverFinaneal-Pepertngs Al rtegratedwith-ArAuditetFraneia aterments: The
term “referred-to auditor,” asused in this standard, has the same meaning as defined in Appendix A of
AS 2101.

42 See paragraphs.B2ane-B306A-Cof AS 2101.
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individually.

Note: When another accounting firm participates in the audit and the lead
auditor does not divide responsibility forthe audit with the other firm, AS 1201,
Supervision of the Audit Engagement, establishes requirements regardingthe
supervision of the work of the engagement team members-retadingthesenot

employedbytheleadauditor.>8
Objectives

.02 The objectives of the lead auditor are to: (1) communicate with the referred-to auditor
and determine that audit procedures are properly performed with respect to the consolidation
or combination of accounts inthe company’s financial statements and, where applicable,
management’s assessment of the effectiveness of the company’s internal control over financial
reporting and (2) make the necessary disclosuresinthe lead auditor’s report.

Performing Procedures with Respect to the Audit of the Referred-to Auditor

.03 The lead auditor should determine that audit procedures are performed, in coordination
with the referred-to auditor, to testand evaluate the consolidation or combination of the
financial statements of the business units®Z audited by the referred-to auditor into the
company’s financial statements.?8 Matters affecting such consolidation or combinationinclude,
for example, intercompany transactions.

.04 The lead auditor should communicate to the referred-to auditor, in writing, the lead
auditor’s planto divide responsibility for the audit with the referred-to auditor pursuant to this
standard and other applicable PCAOB standards.

.05 The lead auditor should obtain a written representation from the referred-to auditor
that the referred-to auditor is:

a. Independentunderthe requirements of the PCAOB and the Y-S—Securitiesand
Exchange Commission (“SEC”); and

s The term “engagement team,” asused in this standard, has the same meaning as defined in
Appendix A of AS 2101.

sz The term “business units” includes subsidiaries, divisions, branches, components, or
investments.

72 See paragraphs.30and .31 of AS 2810, Evaluating Audit Results. See also AS 2101.18 and
paragraphs.09and .16(c) of AS 2410, Related Parties, for additional responsibilities with respect to
interactions with the referred-to auditor.
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b. Duly licensed to practice underthe laws of the jurisdiction that apply to the work
of the referred-to auditor.

.06 The lead auditor may divide responsibility forthe audit with another accounting firm
onlyif:

a. The referred-to auditor has representedthat ithas performed arthe auditand
issued anthe auditor'sreport in accordance with the standards of the PCAOB;®2

b. The lead auditor determines, based on inquiries made teof the referred-to
auditor and other information obtained by the lead auditor during the audit, that
the referred-to auditorkrewsis familiar with the relevantrequirements of the
applicable financial reporting framework, standards of the PCAOB, and financial
reporting requirements of the SEC;

C. The referred to audltorthat would play a substantial roIe in the preparation or

te—the—ru+e&e£ is reglstered W|th the PCAOQOB;%10 and

d. In situations when the financial statements of the company’s business unit
audited by the referred-to auditorweare prepared using a financial reporting
framework that differs from the financial reporting framework used to prepare
the company’s financial statements, (1) eitherthe lead auditoror the referred-to
auditor has audited the conversion adjustments and (2) the lead auditor
indicatesin itsreport which auditor (the lead auditor or the referred-to auditor)

82 AS 3101, The Auditor’s Report on an Audit of Financial Statements When the Auditor Expresses
an Unqualified Opinion, and AS 3105, Departures from Unqualified Opinions and Other Reporting
Circumstances{pending-SECappreval};, apply to auditors’ reportsissued ireennection-withfor audits of
historical financial statementsthat are intended to present financial position, results of operations, and
cash flows in conformlty with the appllcable financial reportmg fra mework AS 2201;-Ar-Audit-of taterned
0 appliesto
auditors’ reports issued in-eennection-withfor audlts of management’sassessment of the effectiveness
of internal control over financial reporting that is integrated with anaudit of the financial statements. In
situations where the referred-toauditor is not registered with the PCAOB, the requirements that the
auditor’s report state that the auditor is registered with the PCAOB do not apply to a referred-to
auditor’s report. (See AS 3101.06 and .09g, and AS 2201.85A and .85Dd.) Disclosure in the auditor’s
report that a firm is not registered with the PCAOB (or omission that the firm is registered) does not
relieve that firm of its obligation to register when required.

810 See PCAOB Rule 2100, Registration Requirements for Public Accounting Firms, and paragraph
(p)(ii) in PCAOB Rule 1001, Definitions of Terms Employed in Rules, which defines the phrase “play a
substantial role in the preparation or furnishing of anaudit report.”


http://pcaobus.org/Standards/Auditing/Pages/Auditing_Standard_5.aspx
http://pcaobus.org/Standards/Auditing/Pages/Auditing_Standard_5.aspx

PCAOB Release No. 2021-005
September 28, 2021
Page A2-4

has taken responsibility forauditing the conversion adjustments.

.07 In situationsin which the lead auditor is unable to divide responsibility with another
accounting firm (e.g., due to concerns about the qualifications of the referred-to auditoror
concerns about whetherthe referred-to auditor’s audit was in accordance with PCAOB
standards), the lead auditor should:

a. Plan and perform procedures with respectto the relevant business unitthat are
necessary for the lead auditor to issteexpress an opinion on the company’s
financial statementsand, if applicable, internal control over financial reporting;

b. Appropriately qualify or disclaim an opinion on the company’s financial
statementsand, if applicable, internal control over financial reporting; or

Note: The lead auditor should state the reasons for medifyyingthe
repertdepartingfrom an unqualified opinion, and, when
expressinga qualified opinion, disclose the magnitude of the
portion of the company’s financial statements to which the lead
auditor’s qualification extends.*11

C. Withdraw from the engagement.
Making Reference in the Lead Auditor’s Report

.08 When the lead auditor divides responsibility for the audit with the referred-to auditor,
the lead auditor’s report must make reference to the audit and auditor’sreport of the referred-
to auditor. The lead auditor’s report should:

a. Indicate clearly, in the intreductery—scope,and-epinionparagraphsOpinion on
the Financial Statements and Basis for Opinion sections, the division of
responsibility between that portion of the company’s financial statements, and if
applicable, internal control over financial reporting, covered by the lead auditor’s

: -~ See AS 3105, which discusses the circumstancesthat may require the
auditor to depart from the auditor’s unqualified report. For integrated audits, see also Appendix C,
Special Reporting Situations, of AS 2201.
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own audit and that covered by the audit of the referred-to auditor;

b. Identify the referred-to auditor by name and referto the auditor’s report of the
referred-to auditor when describingthe scope of the audit and when expressing
an opinion;*12 and

C. Disclose the magnitude of the portion of the company’s financial statements,
and if applicable, internal control over financial reporting, audited by the
referred-to auditor. This may be done by stating the dollar amounts or
percentages of total assets, total revenues, and other appropriate criteria
necessary to identify the portion of the company’s financial statements audited
by the referred-to auditor.

Note: Appendix B includes examples of reporting by the lead auditor.

Note: The lead auditor’s decisionregarding making reference to the audit and
report of the referred-to auditorin the lead auditor’s report on the audit of
internal control over financial reporting might differ from the corresponding
decisionas it relates to the audit of the financial statements.**12

.09 If the report of the referred-to auditor isincludes an opinion other than a-standard
repoert;an ungualified opinion orincludes explanatory language, 14 the lead auditor should make
referenceinthe lead auditor’s report to the departure from the standare+epertunqualified

opinion and its disposition+rtheleadauditersrepert, or to the explanatory language, or to
both, unless the matter is clearly trivial to the company’s financial statements.

w2 Rule 2-05 of RegulationS-X, 17 C.F.R. 210.2-05, includes requirements regarding filing the
referred-to auditor’sreport with the SEC.

213 See, e.g., AS2201.C10.

14 See, e.qg., AS3105, which discusses the circumstancesthat may require the auditor to depart
from an unqualified opinion on the financial statements; AS3101, which discusses explanatorylanguage
in the auditor’s report; and AS 2201, which discusses report modifications, including expressing an
adverse opinion on the audit of internal control over financial reporting. See also footnote 9 above,
which addresses certain situations where the referred-to auditor is not registered with the PCAOB.
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AppendixPRENDIX A — Definitions

Al For purposes of this standard, the terms Hsted-below-are-definedasfelews: “engagement
team,” “lead auditor,” “other auditor,” and “referred-to auditor” have the same meaning as
definedin Appendix A of AS 2101, Audit Planning.
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AppendixPRPENDBI B — Examples of Reporting by the Lead Auditor Indicating the
Division of Responsibility When Making Reference to the Audit and Report of
the Referred-to Auditor

.B1 The following are examples of reporting by the lead auditor indicating the division of
responsibility when makingreference to the auditand report of the referred-to auditor:

Example 1: The Lead Auditor Chooses’ to Issue a Combined Report on the Financial
Statements and Internal Control over Financial Reporting, Both of Which Refer to the Reports
of the Referred-to Auditor

Report of Independent Registered Public Accounting Firm¢

tHrtroductory - paragraphst

To the shareholders and the board of directors of X Company

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying consolidated balance sheets of X Company and
subsidiaries (the “Company”) as of December 31, 26%3-ard-20X2 and 20X1, and the
related consolidated statements of eperations; steekholders~eguityand-[titles of the
financial statements, e.q., income, comprehensive income, stockholders’ equity, and
cash flows] for each of the three years inthe three—yearperiod ended December 31,
20%3-20X2, and the related notes [and schedules] (collectively referred to as the
“consolidated financial statements”). We also have audited Xthe Company’sinternal
control over financial reporting as of December31, 20X32, basedon [/dentify control
criteria, for example, “criteria established in Internal Control—Integrated Framework:
2043XX issued by the Committee of Sponsoring Organizations of the Treadway

Commission (COS0O).”]. %Ceompany-srmanagementisresponsible

In our opinion, based on our audits and the report of Firm ABC, the consolidated
financial statementsreferred to above presentfairly, in all material respects, the
financial position of the Company as of December 31, 20X2 and 20X1, and the results of

its operations and its cash flows for thesefinaneialstatements,fermatnrtainingeach of

the three years in the period ended December31, 20X2, in conformity with accounting

1 Under paragraph .86 of AS 2201, An Audit of Internal Control Over Financial Reporting That Is
Integrated with An Audit of Financial Statements, the auditor may choose to issue a combined report or
separate reportson the company’sfinancial statementsandon internal control over financial reporting.
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principles generally acceptedin the United States of America. Alsoin our opinion, based
on our audits and the report of Firm ABC, the Company maintained, in all material

respects, effective internal control over financial reporting;and-feritsassessmentefthe
e#eeH%eﬁessef—m%eﬂﬁas of December3], 20X2 based on [Identlfy controleve+C

: r/ter/a, for

example, “criteria established in InternalControl—lntegrated Framework: 20XX issued

by COS0.”].

We did not audit the financial statements and internal control over financial reporting of
B Company, a wholly-owned subsidiary, whose financial statements reflect total assets
constituting XX percent and YY percent of consolidated assets as of December 31, 20%3
anre-20X2 and 20X1, respectively, and total revenues constituting XxAA percent, ¥¥BB
percent, and ZZCC percent of consolidated revenuesforthe years ended December31,
20%3,-20X2, and-20X1, and 20X0, respectively. Those financial statementsandinternal
control over financial reporting were audited by Firm ABC, whose report has been
furnishedto us, and our opinions, insofaras they relate to the amounts included forB
Company and its internal control over financial reporting, are based solely on the report
of Firm ABC.*#2

tScopeparagrapht

Basis for Opinion

The Company’s managementis responsible forthese consolidated financial statements,
for maintaining effective internal control overfinancial reporting, and for itsassessment
of the effectiveness of internal control over financial reporting, includedin the
accompanying [title of management’s report]. Our responsibilityis to express an opinion
on the Company’s consolidated financial statements and an opinion on the Company’s
internal control over financial reporting based on our audits. We are a publicaccounting
firm registered with the PublicCompany Accounting Oversight Board (United States)
(“PCAOB”) and are required to be independent with respectto the Company in
accordance with the U.S. federal securities laws and the applicable rules and regulations
of the Securities and Exchange Commission and the PCAOB.

We conducted our auditsin accordance with the standards of the PublicCompany

2 The end of this appendix presents alternativestothis paragraph for situations in which the
financial statementsaudited by the referred-toauditor were prepared using a financial reporting
framework that differs from the framework used to prepare the financial statements audited by the lead
auditor. (See paragraph .06d of this standard.)
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Accounting-Oversight Board{United States)-PCAOB. Those standards require that we

plan and perform the auditsto obtainreasonable assurance about whetherthe financial
statements are free of material misstatement, whetherdue to error or fraud, and
whethereffective internal control overfinancial reporting was maintainedin all material
respects.

Our audits of the consolidated financial statementsincluded performing procedures to
assess the risks of material misstatement of the financial statements, whetherdue to
error or fraud, and performing procedures that respond to those risks. Such procedures
included examining, on a test basis, evidence suppertingregarding the amounts and
disclosuresinthe financial statements;assessirg. Our audits alsoincluded evaluating
the accounting principles used and significant estimates made by management, as well
as evaluating the overall firanciatstatementpresentation of the financial statements.
Our audit of internal control over financial reportingincluded obtainingan
understanding of internal control over financial reporting, assessingthe risk that a
material weakness exists, and testing and evaluatingthe designand operating
effectiveness of internal control based on the assessedrisk. Qur audits alsoincluded
performing such other procedures as we considered necessaryin the circumstances. We
believe that our audits and the report of Firm ABC provide a reasonable basisfor our
opinions.

{Definition peregrephiand Limitations of Internal Control Over Financial Reporting

A company’s internal control over financial reportingis a process designed to provide
reasonable assurance regarding the reliability of financial reportingand the preparation
of financial statements for external purposesin accordance with generally accepted
accounting principles. Acompany’s internal control overfinancial reporting includes
those policies and procedures that: (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statementsin accordance with generally
accepted accounting principles and that receipts and expenditures of the company are
being made onlyin accordance with authorizations of managementand directors of the
company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial statements.

™ it ]

Because of itsinherent limitations, internal control over financial reporting may not
preventor detect misstatements. Also, projections of any evaluation of effectiveness to
future periods are subjectto the risk that controls may become inadequate because of
changes in conditions or that the degree of compliance with the policies or procedures
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may deteriorate.

Critical Audit Matters [if applicable]

[Include critical audit matters]

[Signature]

We have served as the Company’s auditor since [year].

[City and State or Country]
[Date]

Example 2: The Lead Auditor Chooses to Issue Separate Reports on the Financial Statements
and Internal Control over Financial Reporting, and Makes Reference to the Referred-to
Auditor Only in the Report on the Financial Statements3

Report of Independent Registered Public Accounting Firm

To the shareholders and the board of directors of X Company

Opinionon the Financial Statements

We have audited the accompanying consolidated balance sheets of X Company and
subsidiaries (the “Company”) as of December31, 20X2 and 20X1, and the related

3 Such ascenario may exist, e.g., when the audit does not extend to controls at a company’s
equity method investee. (See AS 2201.B15.) (See also AS 2201.88, which describes a paragraphthat
should be added to the lead auditor’s report on the internal control over financial reporting.)
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consolidated statements of [titles of the financial statements, e.qg., income,
comprehensive income, stockholders’ equity, and cash flows] for each of the three years
in the period ended December31, 20X2, and the related notes [and schedules]
(collectively referred to as the “consolidated financial statements”). In our opinion,
based on our audits and the report of Firm ABC, the consolidated financial statements
referred to above presentfairly, in all material respects, the financial position of the
Company as of December 31, 20X2 and 20X1, and the results of its operations and its
cash flows for each of the three years in the period ended December31, 20X2, in
conformity with accounting principles generally acceptedin the United States of
America.

We also have audited, in accordance with the standards of the PublicCompany
Accounting Oversight Board (United States) (“PCAOB”), the Company’s internal control
over financial reporting as of December 31, 20X2, based on [/dentify control criteria, for
example, “criteria established in Internal Control—Integrated Framework: 20XX issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).”]
and our report dated [date of report, which should be the same as the date of the report
on the financial statements] expressed [include nature of opinion].

We did not audit the financial statements of B Company, a wholly-owned subsidiary,
whose financial statements reflect total assets constituting XX percent and YY percent of
consolidated assets as of December31, 20X2 and 20X1, respectively, and total revenues
constituting AA percent, BB percent, and CC percent of consolidated revenuesforthe
years ended December31, 20X2, 20X1, and 20X0, respectively. Those financial
statements were audited by Firm ABC, whose report has been furnished to us, and our
opinion, insofaras it relates to the amounts included for B Company, is based solely on
the report of Firm ABC.2

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements
based on our audits. We are a publicaccounting firm registered withthe PCAOB and are
requiredto be independent with respectto the Company inaccordance withthe U.S.
federal securities laws and the applicable rules and regulations of the Securities and
Exchange Commission and the PCAOB.

We conducted our auditsin accordance with the standards of the PCAOB. Those

The end of this appendix presents alternativesto this paragraph for situations in which the

financial statements audited by the referred-to auditor were prepared using a financial reporting

framework that differs from the framework used to prepare the financial statementsaudited by the lead

auditor. (See paragraph .06d of this standard.)
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standards require that we plan and performthe audits to obtain reasonable assurance
about whetherthe financial statements are free of material misstatement, whetherdue
to error or fraud. Our auditsincluded performing procedures to assess the risks of
material misstatement of the financial statements, whetherdue to error or fraud, and
performing procedures that respond to those risks. Such procedures included
examining, on a testbasis, evidence regarding the amounts and disclosuresin the
financial statements. Our audits also included evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall
presentation of the financial statements. We believe that our audits and the report of
Firm ABC provide a reasonable basis for our opinion.

Critical Audit Matters [if applicable]

[Include critical audit matters]

Signature]

We have served as the Company’s auditor since [year].

[City and State or Country]

Date]

Examples of an Alternative ParagraphsParagraph (Which Precedes the Basis for Opinion
section) When the Financial Statements Audited by the Referred-to Auditor were Prepared
using a Financial Reporting Framework that Differs from the Framework Used to Prepare the
Financial Statements Audited by the Lead Auditor

Example 13: Conversion Adjustments Audited by the Lead Auditor

We did not audit the financial statements and-internaleontreloverfinancialreportingof
B Company, a wholly--owned subsidiary. The financial statements of BCompany
prepared under [rame-effinancial reporting framework used by B Company] and
irternatcontretoverfinancialreportingwere audited by Firm ABC, whose report has
been furnished to us, and our opinions, insofar as theyrelateit relates to the amounts
included for B Company under [rame-effinancial reporting framework used by

B Companylanditsinternalcontroloverfinancialrepertingare], is based solelyonthe
report of Firm ABC. The financial statements of B Company under accounting principles
generally acceptedin the United States of America reflect total assets constituting XX
percent and YY percent of consolidated assets as of December 31, 20%3-and-20X2_and
20X1, respectively, and total revenues constituting XXAA percent, ¥¥BB percent, and
ZZCC percent of consolidated revenues forthe years ended December 31, 20%3,-20X2,
ang-20X1, and 20X0, respectively. We have audited the adjustments to the financial
statements of B Company to conform those financial statements to accounting
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principles generally acceptedinthe United States of America.

Example 24: Conversion Adjustments Audited by the Referred-to Auditor

We did not audit the financial statements and-nternatcontrel-overfinanciatreportingof

B Company, a wholly--owned subsidiary. The financial statements of BCompany
prepared under [rame-effinancial reporting framework used by B Company3};] and the
adjustments to conform those financial statements to accounting principles generally

accepted in the United States of America;and-internalcontrel-overfinancialreportingof
B-Company were audited by Firm ABC, whose report has been furnishedto us, and our

opinions, insofar as theyrelateit relates to the amounts included for B Company under
accounting principles generally acceptedin the United States of Americaand-itsinternat

control-everfinancialreportingare, is based solely on the report of Firm ABC. The

financial statements of B Company under accounting principles generally acceptedin
the United States of America reflect total assets constituting XX percentand YY percent
of consolidated assets as of December 31, 20%3-and-20X2 and 20X1, respectively, and
total revenues constituting XXAA percent, ¥¥BB percent, and ZZCC percent of
consolidated revenuesforthe years ended December 31, 20%3,-20X2, ane-20X1, and
20X0, respectively.
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APPENDIX 3

Cumulative Potential Amendments to Existing PCAOB Standards Relating to the
Performance of Audits Involving Other Auditors

This appendix presents the cumulative potential amendments (those inthe 2016
Proposal, those in the 2017 SRC, and revised by this release) forthe following PCAOB standards.
Language that would be deleted is struek-through. Language that would be added is underlined.

e AS 2101, AuditPlanning

e AS 1201, Supervision of the Audit Engagement

e AS 1015, Due Professional Care in the Performance of Work
e AS 1105, AuditEvidence

e AS 1215, Audit Documentation

e AS 1220, Engagement Quality Review

e AS 1301, Communications with Audit Committees

AS 2101, Audit Planning
Introduction

.01 This standard establishes requirements regarding planning an audit.
Objective

.02 The objective of the auditoris to plan the audit so that the audit is conducted
effectively.

Responsibility of the Engagement Partner for Planning

.03 The engagement partner! isresponsible forthe engagementand its performance.
Accordingly, the engagement partner is responsible for planning the audit and may seek
assistance from appropriate engagement team members (which may include engagement
team members outside the engagement partner’s firm) in fulfilling this responsibility.
Engagement team members who assist the engagement partner with audit planningalso
should comply with the relevantrequirementsin this standard.

1 Terms defined in Appendix A, Definitions, are set in boldface type the first time
they appear.
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Planning an Audit

.04 The auditor should properly plan the audit. This standard describesthe auditor’s
responsibilities for properly planning the audit.2-For audits that involve other auditors or
referred-to auditors, this standard describes additional responsibilities forthe engagement
partner and the lead auditor.

2 The term; “auditor,” as usedin this standard, encompasses both the
engagementpartner and the engagementteam members who assist the engagement partner
in planningthe audit. AS 1201, Supervision of the Audit Engagement, establishes requirements
regarding supervision of the audit engagement, including a lead auditor’s supervision of the
work of other auditors. AS 1206, Dividing Responsibility for the Audit with Another Accounting
Firm, establishes requirements fora lead auditor regarding dividing responsibility for the audit
of the company’s financial statements and, if applicable, internal control over financial

reporting, with another accounting firm (i.e., areferred-to auditor).

.05 Planningthe auditincludes establishingthe overall audit strategy for the engagement
and developinganaudit plan, whichincludes, in particular, plannedrisk assessment procedures
and plannedresponses to the risks of material misstatement. Planningis not a discrete phase of
an audit but, rather, a continual and iterative process that might begin shortly after (orin
connection with) the completion of the previousauditand continues until the completion of
the current audit.

Preliminary Engagement Activities
.06 The auditor should perform the following activities at the beginning of the audit:

a. Perform proceduresregarding the continuance of the clientrelationshipandthe
specificaudit engagement,3

b. Determine compliance withindependence3”and ethics requirements,2 and

Note: The determination of compliance withindependence and
ethicsrequirementsisnot limited to preliminary engagement
activitiesand should be reevaluated with changes in
circumstances.

C. Establish an understanding of the terms of the audit engagementwith the audit
committee in accordance with AS 1301, Communications with Audit Committees.

3 Paragraphs .14-.16 of QC sec. 20, System of Quality Control for a CPA Firm’s
Accounting and Auditing Practice. AS 1110, Relationship of Auditing Standards to Quality
Control Standards, explains how the quality control standards relate to the conduct of audits.
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3A Under PCAOB Rule 3520, Auditor Independence, a registered publicaccounting
firm or associated person’sindependence obligation with respectto an audit client
encompasses not only an obligation to satisfy the independence criteriaapplicable tothe
engagementset outin the rules and standards of the PCAOB, but also an obligation to satisfy all
otherindependence criteriaapplicable tothe engagement, including the independence criteria
setoutin therules and regulations of the Securities and Exchange Commission (“SEC”) under
the federal securities laws.

4 In an auditthat involves otherauditors, see paragraphs .06D-F of this standard,
which describe performing additional procedures regarding other auditors’ compliance with
independence and ethics requirements. In an auditthat involves referred-to auditors, see
AS 1206.05-.07.

Preliminary Engagement Activities — Additional Considerations for Audits Involving Other
Auditors or Referred-to Auditors

Serving as the Lead Auditorin an Audit that Involves Other Auditors or Referred-to Auditors

.06A In an auditthat involves otherauditors or referred-to auditors, the engagement partner
should determine whetherthe participation of his or her firmis sufficientforthe firmto carry
out the responsibilities of alead auditor and to report as such on the company’s financial
statements. In making this determination, the engagement partner should take into account
the following, in combination:

a. The importance of the locations or business units?2 for which the engagement
partner’s firm performs audit proceduresin relation to the financial statements
of the company as a whole, considering quantitative and qualitative factors;

b. The risks of material misstatement associated with the portion of the company’s
financial statements for which the engagement partner’s firm performs audit
procedures, in comparison with the portions for which the other auditors
perform audit procedures or the portions audited by the referred-to auditors;
and

C. The extent of the engagement partner’s firm’s supervision of the other auditors’
work2E for portions of the company’s financial statements for which the other
auditors perform audit procedures. In a multi-tiered audit (see AS 1201.14), this
subparagraph c appliesonlyto the firm’s supervision of a first other auditor and
any other auditor that is supervised directly by the firm.

In addition, in an audit that involves referred-to auditors (see AS 1206), the participation of the
engagement partner’s firmordinarily is not sufficientforit to serve as lead auditor if the
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referred-to auditors, in aggregate, audit more than 50 percent of the company’s assets or

revenues.

4A The term “business units” includes subsidiaries, divisions, branches,

components, or investments.

48 See AS 1201.06, which describes determiningthe necessary extent of
supervision.

.06B In an auditthat involves otherauditors performing work regardinglocations or business
units, the involvement of the lead auditor (through a combination of planning and performing
audit procedures and supervision of otherauditors) should be commensurate with the risks of
material misstatement4€ associated with those locations or business units.

ac See, e.qg., AS 1201.06, paragraph .11 of thisstandard; see generally AS 2301, The
Auditor’s Responses to the Risks of Material Misstatement.

.06C Inan integrated audit of a company’s financial statements and its internal control over
financial reporting that involves otherauditors or referred-to auditors, the lead auditor of the
financial statements must participate sufficientlyinthe audit of internal control over financial
reporting to provide a basis for serving as the lead auditor of internal control overfinancial
reporting. Only the lead auditor of the financial statements can be the lead auditor of internal
control over financial reporting.42

4D See paragraph .C8 of AS 2201, An Audit of Internal Control Over Financial
Reporting That Is Integrated with An Audit of Financial Statements.

Other Auditors’ Compliance with Independence and Ethics Requirements

.06D _In an auditthat involves otherauditors,E the lead auditor should, with respectto each
other auditor, perform the following proceduresin conjunction with determining compliance
with SEC independence requirements and PCAOB independence and ethics requirements
pursuant to paragraph .06b of this standard:

a. Obtain an understanding of the other auditor’s (1) knowledge of SEC
independence requirements and PCAOB independence and ethics requirements
and (2) experience in applyingthe requirements; and

b. Obtain from the otherauditor and review:

(1) A written affirmation as to whetherthe other auditor has policies and
procedures that provide reasonable assurance that the other auditor
maintains compliance with SEC independence requirements and PCAOB
independence and ethicsrequirements, and if it does not, a written
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description of how the other auditor determinesits compliance with the
requirements;

A written description of all relationships between the otherauditor and

(3)

the audit clientor persons infinancial reporting oversightroles at the

audit clientthat may reasonably be thought to bear on independence
pursuant to the requirements of paragraph (b)(1) of PCAOB Rule 3526,
Communication with Audit Committees Concerning Independence; and

A written affirmation as to whetherthe other auditor isin compliance

with SEC independence requirements and PCAOB independence and
ethicsrequirements with respect to the audit client,and, if itisnot in

compliance, a written description of the nature of the instances of non-
compliance.

For the matters describedin itemsa and b:

(1)

Inform the otherauditor of changes in circumstances, of which the lead

(2)

auditor becomes aware, that (i) affectdetermining compliance with SEC
independence requirements and PCAOB independence and ethics
requirements, and (ii) are relevantto the other auditor’s affirmations and
descriptions; and

Requestthat the other auditor (i) update its affirmations and descriptions

to reflect changes in circumstances of which the otherauditor becomes
aware (including changes communicated by the lead auditor) that affect
determining compliance with SEC independence requirements and
PCAOB independence and ethics requirements, and (ii) provide the
updated affirmations and descriptions to the lead auditor upon becoming
aware of such changes.

Note: For the matters described in paragraph .06D, information (including

affirmations and descriptions) may be obtained from the other auditor covering

the other auditor’s firm and engagementteam members who are partners,

principals, shareholders, or employees of the firm.

For audits involving referred-to auditors, see AS 1206.

In multi-tiered audits (see AS 1201.14), a firstother auditor may assist the lead auditor

in performingthe proceduresdescribedin paragraph .06D with respectto one or more second

other auditors. If so, the lead auditor should instruct the first other auditor to inform the lead

auditor of the results of procedures performed, including bringing to the lead auditor’s

attention any informationindicating that a second other auditoris not in compliance with SEC
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independence requirements or PCAOB independence and ethics requirements. The lead auditor

remains responsible fordetermining compliance with those requirements pursuant to
paragraph .06b of this standard.

.06F If the lead auditor becomes aware of information that contradicts an affirmation or
description provided by an other auditor pursuant to paragraph .06D, the lead auditor should
investigate the circumstances and consider the reliability of the affirmation or description. If,
after such investigation, or based on the other auditor’s affirmation, the lead auditor obtains
information indicating that the other auditoris notin compliance with SEC independence
requirements or PCAOB independence and ethics requirements, the lead auditor should
considerthe implicationsfor determining compliance with those requirements pursuant to
paragraph .06b of this standard.4f

aF The lead auditor should also consider the implications fordetermining
compliance with PCAOB Rule 3526.

PCAOB Registration Status of Other Auditors

.06G In an auditthat involves an other auditor that plays a substantial role in the preparation
or furnishing of the lead auditor’s report, the lead auditor may use the work of the other
auditor onlyif the otherauditor is registered with the PCAOB.4¢

46 See PCAOB Rule 2100, Registration Requirements for Public Accounting Firms,
and paragraph (p)(ii)in PCAOBRule 1001, Definitions of Terms Employed in Rules, which defines
the phrase “play a substantial role inthe preparation or furnishing of an audit report.” See also
AS 1206 for requirements forthe lead auditor relating to the registration status of a referred-to
auditor.

Knowledge, Skill, and Ability of and Communications with Other Auditors

.06H In an auditthat involves otherauditors, the lead auditor should, with respectto each
other auditor:

a. Obtain an understanding of the knowledge, skill, and ability of the other
auditor’'s engagementteam members who assistthe lead auditor with planning
or supervision,*2including their:

(1) Experienceinthe industryin which the company operates; and

(2) Knowledge of the relevantfinancial reporting framework, PCAOB
standards and rules, and SEC rules and regulations, and their experience
in applying the standards, rules, and regulations;
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b. Obtain a written affirmation from the other auditor that its engagementteam
members possess the knowledge, skill, and ability to perform theirassigned
tasks; and
C. Determine that the lead auditoris able to communicate with the otherauditor

and gain access to the other auditor’s audit documentation.

4H See paragraph .06 of AS 1015, Due Professional Care in the Performance of Work,
according to which “[e]lngagementteam members should be assigned to tasks and supervised
commensurate with theirlevel of knowledge, skill, and ability...,” and AS 2301.05(a), which
describes making appropriate assignments of significantengagementresponsibilities.

4l See, e.qg., AS 1201.05, .09, .11, and .12, which establish requirementsforthe
auditor’s review of work performed by engagementteam members. See also paragraph .18 of
AS 1215, Audit Documentation, according to which audit documentation supporting the work
performed by other auditors must be retained by or be accessible to the office of the firm
issuing the auditor’s report.

.06l In multi-tiered audits (see AS 1201.14), a firstother auditor may assist the lead auditor
in performingthe proceduresdescribedin paragraph .06H with respect to one or more second
other auditors.

Planning Activities

.07 The nature and extentof planningactivities that are necessary depend on the size and
complexity of the company, the auditor’s previous experience with the company, and changes
in circumstances that occur duringthe audit. When developingthe audit strategy and audit
plan, as discussedin paragraphs .08-.10, the auditor should evaluate whetherthe following
matters are important to the company’s financial statements and internal control over financial
reporting and, if so, how they will affect the auditor’s procedures:

e Knowledge of the company’s internal control over financial reporting obtained
during other engagements performed by the auditor;

e Matters affecting the industry in which the company operates, such as financial
reporting practices, economic conditions, laws and regulations, and technological
changes;

e Matters relating to the company’s business, including its organization, operating
characteristics, and capital structure;

e The extentofrecentchanges, if any, inthe company, its operations, or itsinternal
control over financial reporting;
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e The auditor’s preliminary judgments about materiality, risk, and, in integrated
audits, other factors relating to the determination of material weaknesses;

e Control deficiencies previously communicated to the audit committee® or
management;

e Legal orregulatory matters of which the company is aware;

e The type and extent of available evidence related to the effectiveness of the
company’s internal control over financial reporting;

e Preliminary judgments about the effectiveness of internal control over financial
reporting;

e Publicinformation aboutthe companyrelevantto the evaluation of the likelihood
of material financial statement misstatements and the effectiveness of the
company’s internal control over financial reporting;

e Knowledge about risks related to the company evaluated as part of the auditor’s
clientacceptance and retention evaluation;and

e The relative complexity of the company’s operations.

Note: Many smallercompanies have less complex operations.
Additionally, some larger, complex companies may have less
complex units or processes. Factors that might indicate less
complex operationsinclude: fewerbusinesslines; less complex
business processes and financial reporting systems; more
centralized accounting functions; extensive involvement by senior
managementin the day-to-day activities of the business; and
fewerlevels of management, each with a wide span of control.

> AS 2105, Consideration of Materiality in Planning and Performing an Audit.

6 If no audit committee exists, all references to the audit committee in this
standard apply to the entire board of directors of the company. See 15 U.S.C §§ 78c(a)(58) and
7201(aM3).

Audit Strategy

.08 The auditor should establish an overall audit strategy that sets the scope, timing, and
direction of the auditand guidesthe developmentof the audit plan.

.09 In establishingthe overall audit strategy, the auditor should take into account:
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a. The reporting objectives of the engagementand the nature of the
communications required by PCAOB standards,”
b. The factors that are significantin directingthe activities of the engagement
team,8
C. The results of preliminary engagement activities® and the auditor’s evaluation of

the important matters in accordance with paragraph .07 of this standard, and

d. The nature, timing, and extent of resources necessary to perform the
engagement.10

7 See, e.g., AS 1301. Also, various laws or regulations require other matters to be
communicated. (See, e.g., Rule 2-07 of Regulation S-X, 17 CFR 210.2-07; and Rule 10A-3 under
the Securities Exchange Act of 1934, 17 CFR 240.10A-3.) The requirements of this standard do
not modify communications required by those other laws or regulations.

8 See, e.g., - , AS
1015.06, which describes assigning auditors to tasks and supervisingthem commensurate with
theirlevel of knowledge, skill, and ability, and AS 1201.06, which describesthe extent of
supervisory activities necessary for proper supervision of engagementteam members. See also
AS 1201.08-.15, which furtherdescribe procedures to be performed by the lead auditor with
respect to the supervision of the work of other auditors, in conjunction with the required
supervisory activities setforth in AS 1201.

° Paragraphs .06-.06l of this standard.

10 See, e.g., et i=05-aAS 10152 we-refessional-Coredia-theertormmerecef
Werk.06, paragraph .16 of thisstandard, and paragraph—05a—6fAS 2301,—FheAuditers

Bespensestothe Ricks of Matodal M licsrateniont 05,

Audit Plan

.10 The auditor should develop and document an audit plan that includes a description of:
a. The planned nature, timing, and extent of the risk assessment procedures;!!

b. The planned nature, timing, and extent of tests of controls and substantive
procedures;12 and

C. Other planned audit procedures required to be performed so that the
engagement complieswith PCAOB standards.

1 AS 2110, Identifying and Assessing Risks of Material Misstatement.
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12 AS 2301 and AS 2201-AnAuditofinternal-Control-OverFinancial-Reporting-That
e Lo L vwith An Aodit ol S .

Multi-location Engagements

A1 In an audit of the financial statements of a company with operationsin multiple
locations or business units,* the auditor should determine the extent to which audit
procedures should be performed at selected locations or business units to obtain sufficient
appropriate evidence to obtain reasonable assurance about whetherthe consolidated financial
statements are free of material misstatement. Thisincludes determiningthe locations or
business units at whichto performaudit procedures, as well as the nature, timing, and extent
of the proceduresto be performed at those individual locations or business units. The auditor
should assess the risks of material misstatementto the consolidated financial statements
associated with the location or business unitand correlate the amount of audit attention
devotedto the location or business unit with the degree of risk of material misstatement
associated with that location or business unit.

13 Tt “ . e includ bsidiari ivisi |
’ 7 7
eempoenents;ortavestments:

[13] [Footnote deleted.]

12 Factors that are relevantto the assessmentof the risks of material misstatement
associated with a particular location or business unitand the determination of the necessary
audit proceduresinclude:

a. The nature and amount of assets, liabilities, and transactions executed at the
location or business unit, including, e.g., significant transactions that are outside
the normal course of businessforthe company or that otherwise appearto be
unusual due to their timing, size, or nature (“significant unusual transactions”)
executed at the location or business unit;14

b. The materiality of the location or business unit;1>

C. The specificrisks associated with the location or business unitthat presenta
reasonable possibilityl® of material misstatementto the company’s consolidated
financial statements;

d. Whether the risks of material misstatementassociated with the location or
business unitapply to other locations or business units such that, in
combination, they presenta reasonable possibility of material misstatementto
the company’s consolidated financial statements;

e. The degree of centralization of records or information processing;



PCAOB Release No. 2021-005
September 28, 2021
Page A3-11

f. The effectiveness of the control environment, particularly with respect to
management’s control over the exercise of authority delegated to others and its
ability to effectively supervise activities at the location or business unit; and

g. The frequency, timing, and scope of monitoring activities by the company or
others at the location or business unit.

Note: When performingan audit of internal control over financial
reporting, refer to Appendix B, Special Topics, of AS 220117 for
considerations when a company has multiple locations or business units.

14 Paragraph .66 of AS 2401, Consideration of Fraud in a Financial Statement Audit.

15 AS 2105.10 describesthe consideration of materiality in planningand performing
audit procedures at an individual location or business unit.

16 There isa reasonable possibility of an event, as usedin this standard, when the
likelihood of the eventis either “reasonably possible” or “probable,” as those terms are used in
the FASB Accounting Standards Codification, Contingencies Topic, paragraph 450-20-25-1.

17 AS 2201.B10-.B16.

A3 In determiningthe locations or business units at which to perform audit procedures, the
auditor may take into account relevantactivities performed by internal audit, as described in AS
2605, Consideration of the Internal Audit Function, or others, as describedin AS 2201. AS 2605
and AS 2201 establishrequirementsregarding using the work of internal audit and others,
respectively.

A ASAD0E. Do ofehe Apclit Dorformed by

Multi-location Engagements - Addltlonal Con5|derat|ons for Audits Involvmg Other

statements-**4nthesesituations theorreferred-to auditors, the lead auditor should perform
the proceduresin paragraphs .11-.13 of this standard to determine the locations or business
units at which audit procedures should be performed.

[18] [Footnote deleted.]
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Changes During the Course of the Audit

.15 The auditor should modify the overall audit strategy and the audit planas necessary if
circumstances change significantly during the course of the audit, includingchanges dueto a
revised assessment of the risks of material misstatementor the discovery of a previously
unidentified risk of material misstatement.

Persons with Specialized Skill or Knowledge

.16 The auditor should determine whetherspecialized skill orknowledge, including relevant
knowledge of foreign jurisdictions, is needed to perform appropriate risk assessments, plan or
perform audit procedures, or evaluate audit results.

17 If a person with specialized skill orknowledge employed or engaged by the auditor
participatesin the audit, the auditor should have sufficient knowledge of the subject matter to
be addressed by such a personto enable the auditor to:

a. Communicate the objectives of that person’s work;
b. Determine whetherthat person’s procedures meetthe auditor’s objectives; and
C. Evaluate the results of that person’s procedures as they relate to the nature,

timing, and extent of other planned audit procedures and the effects on the
auditor’s report.

Additional Considerations in Initial Audits

.18 The auditor should undertake the followingactivities before startingan initial audit:

a. Perform proceduresregarding the acceptance of the clientrelationship and the
specificaudit engagement; and

b. Communicate with the predecessorauditor insituationsin which there has been
a change of auditorsin accordance with AS 2610, /nitial Audits—Communications
Between Predecessor and Successor Auditors.

.19 The purpose and objective of planning the audit are the same for an initial auditor a
recurring audit engagement. However, for an initial audit, the auditor should determine the
additional planningactivities necessary to establish an appropriate audit strategy and audit
plan, including determining the audit procedures necessary to obtain sufficientappropriate
audit evidence regarding the openingbalances.1®

19 See also paragraph .03 of AS 2820, Evaluating Consistency of Financial
Statements.
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Appendix A - Definitions

Al
A2

A3

For purposes of thisstandard, the terms listed below isare defined as follows:

Engagement partner — The member of the engagementteam with primary responsibility
for the audit.

Engagement team —

a. Engage

ment team includes:

(1)

Partners, principals, and shareholders of, and accountants! and-other

(2)

professional staff employed orengaged by, the lead auditor or other
accounting firms who perform audit procedures on an audit or assistthe
engagement partnerin fulfilling his or her planning or supervisory
responsibilities onthe audit pursuant to this standard or AS 1201,
Supervision of the Audit Engagement; and

Specialists who (i) are employed by the lead auditor or an other auditor

b. Engage

participatingin the audit and (ii) assist theirfirm in obtaining or
evaluating audit evidence with respectto a relevantassertion of a
significantaccount or disclosure.

ment team does not include:

(1)

The engagementquality reviewerand those assistingthe reviewer (to

(2)

which AS 1220, Engagement Quality Review, applies);

Partners, principals, and shareholders of, and other individuals employed

(3)

or engaged by, another accounting firm in situationsin which the lead
auditor divides responsibility for the audit with the other firm under
AS 1206, Dividing Responsibility for the Audit with Another Accounting
Firm; or

Engaged specialists.2

1 See paragraph (a)(ii)in PCAOBRule 1001, Definitions of Terms Employed in Rules,

which defines the term “accountant.”

2 AS 1210, Using the Work of an Auditor-Engaged Specialist, establishes

requirements that apply to the use of specialists engaged by the auditor’s firm. Appendix A of

AS 1105, AuditEvidence, sets forth the auditor’s responsibilities for using the work of a

specialistemployed orengaged by the company.

A4

Lead auditor —
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a. The registered publicaccounting firm3 issuing the auditor’s report on the
company’s financial statements and, if applicable, internal control over financial

reporting; and

b. The engagement partner and otherengagementteam members who both:

(1) Are partners, principals, shareholders, oremployees of the registered
publicaccounting firmissuingthe auditor’s report (or individuals who
work under that firm’s direction and control and function as the firm’s
employees); and

(2) Assist the engagement partner in fulfilling his or her planning or
supervisory responsibilities on the audit pursuant to AS 2101 or AS 1201.4

Note:The registered publicaccounting firmissuing the auditor’'sreport isalso
referredto in this standard as “the engagement partner’sfirm.”

Note: Individuals such as secondees2 who work underthe direction and control
of the registered publicaccounting firmissuing the auditor’s report would
function as the firm’semployees.

3 See paragraph (r)(i)in PCAOB Rule 1001, which definesthe term “registered
publicaccounting firm.”

4 See paragraph .05a of AS 2301, The Auditor’s Responses to the Risks of Material
Misstatement, which describes making appropriate assignments of significantengagement
responsibilities. See also paragraph .06 of AS 1015, Due Professional Care in the Performance of

Work, according to which “[e]ngagementteam membersshould be assigned to tasks and
supervised commensurate with their level of knowledge, skill, and ability....”

2 For this purpose, the term “secondee” refers to a professional employee of an

accounting firm in one country who is physically located in another country, in the offices of the
registered publicaccounting firm issuing the auditor’s report, for at least three consecutive
months, performing audit procedures with respectto entitiesin that other country (and not
performing more than de minimis audit procedures over the term of the secondmentin
relation to entitiesin the country of his or her employer).

A5 Other auditor —

a. A memberof the engagementteam who is not:

(1) A partner, principal, shareholder, or employee of the lead auditor or
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(2) An individual who works under the direction and control of the registered
publicaccounting firmissuingthe auditor’s report and functions as that

firm’semployee; and

b. A publicaccounting firm, if any, of which such engagementteam memberisa
partner, principal, shareholder, or employee.

A6 Referred-to auditor— A public accounting firm, other than the lead auditor, that
performs an audit of the financial statements and, if applicable, internal control over financial
reporting, of one or more of the company’s business unitsé and issues an auditor’s reportin
accordance with the standards of the PCAOB to which the lead auditor makes reference in the
lead auditor’s report on the company’s financial statements and, if applicable, internal control
over financial reporting.Z

& The term “business units” includes subsidiaries, divisions, branches,

components, or investments.

z See AS 1206, which setsforth the lead auditor’s responsibilities regarding
dividingresponsibility forthe audit of the company’s financial statements and, if applicable,
internal control over financial reporting, with a referred-to auditor.

AS 1201, Supervision of the Audit Engagement
Introduction

.01 This standard establishes requirements regarding supervision of the audit engagement,
including supervisingthe work of engagementteami members.

1 The term “engagementteam,” as usedin this standard, has the same meaningas
definedin Appendix A of AS 2101, Audit Planning.

Objective

.02 The objective of the auditor is to supervise the audit engagement, including supervising
the work of engagementteam members so that the work is performed as directed and
supports the conclusionsreached.

Responsibility of the Engagement Partner for Supervision

.03 The engagement partner!2 is responsible for the engagementand its performance.
Accordingly, the engagement partner is responsible for proper supervision of the work of
engagementteam membersand(includingengagementteam members outside the
engagementpartner’s firm). The engagement partner also isresponsible forcompliance with
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PCAOB standards, including standards regarding: using the work of specialists,? etherauditors;®
internal auditors,* and others who are involved in testing controls:;> and dividing responsibility
with another accounting firm.22 Paragraphs .05-.06 of this standard describe the nature and
extentof supervisory activities necessary for proper supervision of engagement team
members.b Paragraphs .07-.15 of this standard further describe proceduresto be performed by
the lead auditor with respectto the supervision of the work of other auditors in conjunction
with the required supervisory activities setforth in this standard.t2

*—Termsit The term “engagementpartner” is definedin Appendix A,
Definitions, and is areset in boldface type the first time ittheyappears.

2 Appendix Cdescribes further procedures to be performed with respect to the
supervision of the work of auditor-employed specialistsin conjunction with the required
supervisory activities setforth below. AS 1210, Using the Work of an Auditor-Engaged
Specialist; and Appendix A of AS 1105, Audit Evidence, establish requirements foran auditor
using the work of an auditor-engaged specialistand a company’s specialist, respectively, in
performingan audit of financial statements.

[31 [Footnote deleted.]
4 AS 2605, Consideration of the Internal Audit Function.
> Paragraphs .16-.19 of AS 2201, An Audit of Internal Control Over Financial

Reporting That Is Integrated with An Audit of Financial Statements.

A See AS 1206, Dividing Responsibility for the Audit with Another Accounting Firm.

6 See also paragraph .06 of AS 1015, Due Professional Care in the Performance of
Work.

6A The terms “lead auditor” and “other auditor,” as usedin this standard, have the
same meanings as definedin Appendix A of AS 2101.

.04 The engagement partner may seek assistance from appropriate engagementteam
members (which may include engagementteam members outside the engagement partner’s
firm) in fulfilling his or her responsibilities pursuant to this standard. Engagement team
members who assist the engagement partner with supervision of the work of other
engagementteam membersalso should comply with the requirementsin this standard with
respect to the supervisory responsibilities assigned to them.
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Supervision of Engagement Team Members

.05 The engagement partner and, as applicable, otherengagementteam members
performing supervisory activities, should:

a.

7

Inform engagementteam members of theirresponsibilities,” including:
(1) The objectives of the procedures that they are to perform;
(2) The nature, timing, and extent of procedures they are to perform; and

(3) Matters that could affect the proceduresto be performed or the
evaluation of the results of those procedures, includingrelevant aspects
of the company, its environment, and its internal control overfinancial
reporting,8 and possible accountingand auditing issues;

Direct engagementteam membersto bringsignificantaccounting and auditing
issues arising during the audit to the attention of the engagement partner or
other engagementteam members performing supervisory activities sothey can
evaluate those issues and determine that appropriate actions are taken in
accordance with PCAOB standards;®

Note:In applying due professional care inaccordance with

AS 1015, each engagementteam memberhas a responsibility to
bring to the attention of appropriate persons, disagreements or
concerns the engagementteam member might have with respect
to accounting and auditingissuesthat he or she believes are of
significance to the financial statements or the auditor’s report
regardless of how those disagreements or concerns may have
arisen.

Review the work of engagementteam membersto evaluate whether:
(1) The work was performed and documented,;

(2) The objectives of the procedures were achieved;and

(3) The results of the work support the conclusions reached.10

AS 1015.06 and paragraph .05 of AS 2301, The Auditor’s Responses to the Risks of

Material Misstatement, establish requirements regarding the appropriate assignment of
engagementteam members.

8

AS 2110, Identifying and Assessing Risks of Material Misstatement, describes the

auditor’s responsibilities for obtaining an understanding of the company, its environment, and
its internal control over financial reporting.
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9 See, e.g., paragraph—-15-6FAS 2101,-AuditPlanning.15, AS 2110.74, and
paragraphs .20-.23 and .35-.36 of AS 2810, Evaluating Audit Results.
10 AS 2810 describesthe auditor’s responsibilities for evaluating the results of the

audit, and AS 1215, Audit Documentation, establishes requirements regardingaudit
documentation.

.06 To determine the extent of supervision necessary for engagementteam membersto
perform theirwork as directed and form appropriate conclusions, the engagement partner and
other engagementteam members performing supervisory activities should take into account:

a. The nature of the company, includingits size and complexity;1!

b. The nature of the assigned work for each engagementteam member, including:
(1) The procedures to be performed, and
(2) The controls or accounts and disclosuresto be tested;

C. The risks of material misstatement; and

d. The knowledge, skill, and ability of each engagementteam member.12

Note:In accordance with the requirements of AS 2301.05 the
extentof supervision of engagementteam members should be
commensurate with the risks of material misstatement.13

1 AS 2110.10.
12 See also AS 2301.05a and AS 1015.06.

13 AS 2301.05b indicatesthat the extent of supervision of engagementteam
membersis part of the auditor’s overall responses to the risks of material misstatement.

Procedures to Be Performed by the Lead Auditor with Respect to the Supervision of Work
Performed by Other Auditorsi4

14 AS 1206 sets forth the lead auditor’s responsibilities when dividing responsibility
for the audit of the company’s financial statements and, if applicable, internal control over
financial reporting with a referred-to auditor.

.07 For engagements that involve otherauditors, paragraphs .08-.15 further describe
procedures to be performed by the lead auditor with respect to the supervision of the work of
other auditors, in conjunction with the required supervisory activities setforth in this standard.
The requirementsin paragraphs .08-.15 supplementthe requirementsin paragraph .05 of this
standard. In performing the procedures describedin paragraphs .08-.15, the lead auditor
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should determine the extent of supervision of the otherauditors’ work in accordance with
paragraph .06 of this standard.

.08 The lead auditor should inform the other auditor in writing of the following matters:

a. The scope of work to be performed by the other auditor; and

b. With respect to the work requested to be performed:

(1) The identified risks of material misstatementto the consolidated financial
statements that are applicable to the location or business unit;2

(2) Tolerable misstatement;16 and

(3) The amount (if determined) below which misstatements are clearly trivial
and do not need to be accumulated.Z

Note: The lead auditor should, as necessary, hold discussions with and obtain
information from the other auditor to facilitate the performance of procedures
describedin paragraph .08.

13 See requirementsin AS 2110.49-.53 with respect to discussions among key
engagementteam members (includingthose in differinglocations) regarding risks of material

misstatementincluding the potential for material misstatementdue to fraud.

16 See paragraphs .08-.10 of AS 2105, Consideration of Materiality in Planning and
Performing an Audlit.

17 See AS 2810.10-.11.

.09 The lead auditor should obtain and review the other auditor’s written description of the
audit proceduresto be performed pursuant to the scope of work describedin paragraph .08a.
The lead auditor should inform the other auditor of the necessary level of detail of the
description (e.g., planned audit procedures for certain accounts and disclosures), which detail
should be determined based on the necessary extent of supervision of the other auditor’s work
by the lead auditor.

Note: As the necessary extent of supervisionincreases, the lead auditor (rather
than the other auditor) may need to determine the nature, timing, and extent of
procedures to be performed by the other auditor.

.10 The lead auditor should determine whetherany changes to the other auditor’s planned
audit procedures (see paragraph .09) are necessary, and if so, should discuss the changes with,
and communicate them in writingto, the other auditor.
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A1 The lead auditor should obtainand review a written affirmation as to whether the other
auditor has performed the work in accordance with the instructions describedin

paragraphs .08-.10, including the use of applicable PCAOBstandards; and if it has not, a
description of the nature of, and explanation of the reasons for, the instances where the work
was not performedin accordance with the instructions, including (if applicable) a description of
the alternative work performed.

12 The lead auditor should direct the other auditor to provide specified documentation
concerning work requested to be performed, based on the necessary extent of its supervision
of the other auditor’s work. This documentation shouldinclude, at a minimum, the
documentation describedin AS 1215.19. The lead auditor should review the documentation
provided by the other auditor.

.13 The lead auditor should determine, based on a review of the documentation provided
by the other auditor (pursuantto paragraphs .09, .11, and .12), discussions with the other
auditor, and other information obtained by the lead auditor during the audit:

a. Whether the other auditor performed the work in accordance with the lead
auditor’s instructions received pursuant to paragraphs .08 and .10, includingthe
use of applicable PCAOB standards; and

b. Whether additional audit evidence should be obtained by the lead auditor or
other auditors, for example, to address a previously unidentified risk of material
misstatement or when sufficient appropriate audit evidence has not been
obtained with respectto one or more locations or business unitsin response to
the associated risks.18

18 See AS 2810.35-.36.

Multi-tiered Audits

.14 In multi-tiered audits,22 the lead auditor may seek assistance from a first other auditor
in performingthe proceduresin paragraphs .08-.13 with respect to one or more second other
auditors, if appropriate pursuant to the factors in paragraph .06. The lead auditor, in
supervising the first other auditor, should evaluate the first other auditor’s supervision of the
second other auditor’s work. If the first other auditor assists the lead auditor by performing
procedures in paragraph .08, the lead auditor should obtain, review, and retain documentation
that identifies the scope of work to be performed by the second otherauditor.

Note:In multi-tiered audits, for purposes of complyingwith AS 1215.19 with respect to
the work performed by a second other auditor, the lead auditor may request that the
first otherauditor both (i) obtain, review, and retain the audit documentation described
in AS 1215.19 related to the second other auditor’s work and (ii) incorporate the
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informationin that documentationin the firstother auditor’'s documentation that it
providesto the lead auditor pursuant to AS 1215.19.

13 Multi-tiered audits are those in which the engagementteam isorganized ina
multi-tiered structure, e.g., whereby an other auditor assists the lead auditor in supervising a
second other auditor or multiple second other auditors.

.15 If the firstother auditor is assisting the lead auditor in supervising the second other
auditor, the lead auditor should take into account the first other auditor’s review of the second
other auditor’s work in determining the extent of its own review, if any, of the second other
auditor’s work.20

20 See paragraph .14, regarding the lead auditor’s evaluation of the first other

auditor’s supervision, including review.

Appendix A - Definitions
Al For purposes of this standard;the:
a. The term Hsited-seley-isdetinedastiataws:

A2—"Engagementengagement partner” means —Fhe-the member of the engagementteam
with primary responsibility for the audit.

b. The terms “engagementteam,” “lead auditor,” “other auditor,” and “referred-to
auditor” have the same meaningas definedin Appendix A of AS 2101, Audit
Planning.

Appendix B—[Reserved]
Appendix C—Supervision of the Work of Auditor-Employed Specialists

* %k %k

AS 1015, Due Professional Care in the Performance of Work

.01 Due professional care isto be exercisedin the planningand performance of the audit
and the preparation of the report.

Note: For audits that involve otherauditors, the other auditors are responsible for
performing theirwork with due professional care.1

1 The lead auditor’s responsibilities for planning the audit and supervising the
other auditors’ work are set forth in AS 2101, Audit Planning, and AS 1201, Supervision of the
Audit Engagement. The terms “lead auditor” and “other auditor,” as used in this standard, have
the same meanings as definedin Appendix A of AS 2101.
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k%%

.06 Engagement team members should be assigned to tasks and supervised commensurate
with their level of knowledge, skill, and ability so that they can evaluate the audit evidence they
are examining. The engagement partner should know, at a minimum, the relevant professional
accounting and auditing standards and should be knowledgeable aboutthe client. The
engagementpartneris responsible forthe assignment of tasks to, and supervision of, the
members of the engagementteam.?

4 See AS 1201,-Supervision-of the-AuditEngagement.

k%%

AS 1105, Audit Evidence

* 3k k

Appendix B—Audit Evidence Regarding Valuation of Investments Based on
Investee Financial Results

.B1 For valuations based on an investee’s financial results, the auditor should obtain
sufficientappropriate evidence in support of the investee’s financial results. The auditorshould
read available financial statements of the investee and the accompanying audit report, if any.
Financial statements of the investee that have been audited by an auditor (“investee’s auditor”)
whose report is satisfactory, for this purpose,! to the investor’s auditor may constitute
sufficientappropriate evidence.

1 In determining whetherthe report of aretherthe investee’s auditoris
satisfactory for this purpose, the auditor may consider performing procedures such as making
inquiries asto the professional reputation-and, standing, and independence of the
etherinvestee’sauditor (underthe applicable standards), visiting the etherinvestee’s auditor
and discussingthe audit proceduresfollowed and the results thereof, and reviewing the audit
program and/or working papers of the etherinvestee’s auditor.

.B2 If in the auditor’s judgment additional evidence is needed, the auditor should perform
procedures to gather such evidence. For example, the auditor may conclude that additional
evidenceisneeded because of its concerns about the professional reputation orindependence
of the investee’s auditor, significant differencesin fiscal year-ends, significant differencesin
accounting principles, changesin ownership, changes in conditions affectingthe use of the
equity method, or the materiality of the investmenttothe investor’s financial position or
results of operations. Examples of procedures the auditor may performare reviewing
informationin the investor’sfiles that relatesto the investee such as investee minutes and
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budgets and cash flowsinformation about the investee and making inquiries of investor
management about the investee’s financial results.

* 3k k

AS 1215, Audit Documentation

k% %k

Retention of and Subsequent Changes to Audit Documentation

k% %k

.18 The office of the firmissuingthe auditor’sreport is responsible forensuringthat all
audit documentation sufficientto meet the requirements of paragraphs .04-.13 of this standard
is prepared and retained. Auditdocumentation supporting the work performed by other
aditarstncludingavditarsasseciatocithstheroffices of the firm—atihiatedfirnmmsoraoa-
affilatedfirms) and other auditors3A must be retained by or be accessible to the office issuing
the auditor’sreport. An other auditor must comply with the requirements of

paragraphs .04-.17 of this standard, including with respectto the auditdocumentation that the
other auditor provides or makes accessible to the office issuingthe auditor’s report.

3A The term “other auditors,” as usedin this standard, has the same meaningas
definedin Appendix A of AS 2101, Audit Planning.

4 Section 106(b) of the Sarbanes-Oxley Act of 2002 imposes certain requirements
concerning production of the work papers of a foreign publicaccounting firm enwhese-epinien
erservicestheauditerreties-and otherrelated documents in certain circumstances. Compliance
with this standard does not substitute for compliance with Section 106(b) or any other
applicable law.

.19 In addition, the office issuingthe auditor’s report must obtain, and review andretain,
prior to the report release date, the following documentation related to the work performed by

etherauditers{includingauditorsasseciatedwith-other offices of the firm;affiiated-firms;and
non-affiliatedfirms)otherauditors:#A

a. An engagementcompletion document consistent with paragraphs .12 and .13.

Note: This engagement completion document should include all cross-
referenced, supporting audit documentation.

b. A list of significantrisks, the auditor’s responses, and the results of the auditor’s
related procedures.



PCAOB Release No. 2021-005
September 28, 2021
Page A3-24

Sufficientinformation relating to any significantfindings or issues that are
inconsistent with or contradict the final conclusions, as describedin
paragraph .08.

Any findings affecting the consolidating or combining of accounts in the
consolidated financial statements.

Sufficientinformationto enable the office issuingthe auditor’s report to agree or
to reconcile the financial statementamounts audited by the-other auditeroffices
of the firmand otherauditors to the information underlying the consolidated
financial statements.

A schedule of accumulated misstatements, including adescription of the nature
and cause of each accumulated misstatement, and an evaluation of uncorrected
misstatements, including the quantitative and qualitative factors the auditor
consideredto be relevantto the evaluation.

All significant deficiencies and material weaknessesininternal control over
financial reporting, including a clear distinction between those two categories.

Letters of representations from management.

All matters to be communicated to the audit committee.

For multi-tiered audits, see note to paragraph .14 of AS 1201, Supervision of the

Audit Engagement.

AS 1220, Engagement Quality Review

In an audit, the engagement quality reviewershould:

Evaluate the significantjudgments that relate to engagement planning,
including—

- The consideration of the firm’srecent engagement experience with the
company and risksidentifiedin connection with the firm’s client
acceptance and retention process,
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- The consideration of the company’s business, recent significant activities,
and related financial reporting issues and risks, and

- The judgments made about materiality and the effect of those judgments
on the engagement strategy, and

- In an auditinvolving otherauditors or referred-to auditors, the
engagementpartner’s determination that the participation of his or her
firm is sufficientforthe firm to carry out the responsibilities of a lead
auditor and to report as such on the company’s financial statements and,
if applicable, internal control over financial reporting.32

i

3A The terms “lead auditor,” “other auditor,” and “referred-to auditor,” as used in
this standard, have the same meanings as definedin Appendix A of AS 2101, Audit Planning. AS
2101.06A-C describe requirements forthe engagement partner’s determination that the
participation of his or her firm is sufficientforitto serve as the lead auditor.

* 3k k

AS 1301, Communications with Audit Committees

* 3k k

Obtaining Information and Communicating the Audit Strategy

* 3k k

Overall Audit Strategy, Timing of the Audit, and Significant Risks

k% %k

.10 As part of communicatingthe overall audit strategy, the auditor should communicate
the following mattersto the audit committee, if applicable:

* 3k k

d. The names, locations, and planned responsibilities'? of other independentpublic

awditer;auditors that performaudit procedures in the current period audit ;and
of referred-to auditors;122 and

“ . . . . ”

luros intl od audi llass of whethert
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e. Fhe-In an auditthat involves otherauditors or referred-to auditors, the basis for
the auditer'sengagement partner’s determination that the auditer
eanparticipation of hisor her firmis sufficient to serve as prineipatthe lead

auditor, if significant parts of the audit are to be performed by other auditors or
referred-to auditors.13

12 See AS 2101.08-.14, whichdiscuss the auditor’s responsibilities fordetermining
the audit strategy, audit plan, and extent to which audit procedures should be performed at
selected locations or business units irvetvirgin multi-location engagements.

12A The terms “other auditor” and “referred-to auditor,” as usedin this standard,

have the same meanings as defined in Appendix A of AS 2101.

13 The term “lead auditor,” as used in this standard, has the same meaning as
definedin Appendix A of AS 2101. See AS 2101.06A-C, which establish requirements regarding

serving as the lead auditor.

k% %k
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