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This paper was developed by the staff of the Office of the Chief Auditor as of May 3, 
2012 to foster discussion among the members of the Standing Advisory Group. It is not 
a statement of the Board; nor does it necessarily reflect the views of the Board or staff. 
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CONSIDERATION OF TOPICS FOR POSSIBLE FUTURE SAG DISCUSSION 
AND/OR STANDARD SETTING 

MAY 17, 2012 

Introduction 

The staff of the Office of the Chief Auditor regularly assesses with the Board the 
items on its standard-setting agenda to ensure that the agenda appropriately reflects 
those auditing matters that are most important to address in order to improve audit 
quality and further protect the interests of investors and other users of financial 
statements. The agenda is regularly reviewed with the staff of the Securities and 
Exchange Commission ("SEC"). In addition, the standard-setting agenda is periodically 
discussed with the Standing Advisory Group ("SAG") and is posted on the PCAOB’s 
website.  

The PCAOB’s current standard-setting agenda and related proposals issued 
reflect, to a significant extent, input received from prior SAG discussions. Input from the 
SAG is an integral very important part of our standard-setting process. The staff intends 
to continue to apprise the SAG at future meetings of ongoing developments concerning 
matters on the standards-setting agenda.  

In addition, the SAG may discuss and provide input on topics that may be the 
subject of future standard setting. In this regard, the Chief Auditor periodically solicits 
input from SAG members regarding topics that they would like to see discussed at 
future meetings. The SAG discussions of such topics may lead to future standard-
setting projects.  

The staff has developed a list of potential topics to consider for future SAG 
discussions and/or possible future standard-setting. This list has been informed by, 
among other things, (i) Board observations and analysis of potential changes in audit 
environments caused by, among other things, business, economic and regulatory 
conditions; (ii) current and anticipated changes in accounting standards; (iii) SAG 
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members' input on future SAG agenda topics; (iv) discussions at previous SAG 
meetings; (v) input from members of the Investor Advisory Group ("IAG"); (vi) audit 
areas with frequently observed deficiencies by PCAOB inspectors or inconsistencies in 
practice; and (vii) the work of other auditing standard-setting organizations. 

At the May 2012 meeting of the SAG, members will be asked to provide their 
views on the topics presented in this paper and whether these topics should be  
considered for discussions at future SAG meetings and as possible future standard-
setting projects. SAG members may also want to suggest other topics for consideration 
that are not addressed in this paper. 

The topics for potential future discussion (and possible future standard-setting) 
are presented at a high level in this paper. Detailed information will be presented at 
future SAG meetings for the topics chosen. The topics ultimately discussed at future 
SAG meetings (and that become future standard-setting projects) will be based not only 
on the input from the SAG at this meeting, but also on, among other things, ongoing 
inspection findings, emerging developments, and discussions with the Board and SEC. 

Possible Future SAG Discussion and/or Standard-Setting Topics 

Fraud task force of the SAG  

PCAOB standards require the auditor to plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material 
misstatement whether caused by error or fraud. In developing new standards, the Board 
considers ways standards can be improved regarding the auditor's consideration of 
fraud in an audit of financial statements. For example, fraud procedures were 
incorporated throughout the new risk assessment standards.1/ Also, the proposed new 
auditing standard, Related Parties, and the ancillary amendments to certain PCAOB 
standards regarding significant unusual transactions, would enhance requirements in 
auditing transactions and relationships that, at times, have been used to engage in 

                                            
1/  See Auditing Standard No. 8, Audit Risk, Auditing Standard No. 9, Audit 

Planning, Auditing Standard No. 10, Supervision of the Audit Engagement, Auditing 
Standard No. 11, Consideration of Materiality in Planning and Performing an Audit, 
Auditing Standard No. 12, Identifying and Assessing Risks of Material Misstatement, 
Auditing Standard No. 13, The Auditor's Responses to the Risks of Material 
Misstatement, Auditing Standard No. 14, Evaluating Audit Results, and Auditing 
Standard No. 15, Audit Evidence, at 
http://pcaobus.org/Standards/Auditing/Pages/default.aspx. 
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fraudulent financial reporting.2/ A task force of the SAG could be formed to lead a 
discussion of potential changes to PCAOB standards with the objective of enhancing 
the audit requirements and the auditor's ability to detect material misstatement of the 
financial statements due to fraud. 

Auditing revenue  

Many financial reporting frauds have involved the intentional misstatements of 
revenue. As such, revenue recognition is a presumed fraud risk in the Board's 
standards and, generally, requires special attention by the auditor. Auditing revenue 
continues to be an area in which auditing deficiencies frequently are observed in 
inspections. Also, the Financial Accounting Standards Board ("FASB") and International 
Accounting Standards Board have proposed substantial changes to the accounting 
standards regarding revenue recognition. As part of the FASB proposal, a significant 
part of the existing accounting guidance for revenue recognition, including certain 
industry-specific guidance, would be replaced with a single new model. A SAG 
discussion on this topic could include exploring potential changes to the auditing 
standards to enhance the auditing procedures for revenue, as well as addressing 
possible new challenges resulting from the proposed revenue recognition accounting 
standard. 

Auditors' consideration of noncompliance with laws and regulations 

PCAOB auditing standards establish requirements regarding the auditor's 
consideration of illegal acts by a client in an audit of financial statements.3/ A SAG 
discussion on this topic could explore potential changes to address more directly the 
auditor's responsibilities for evaluating compliance with laws and regulations in audits of 
issuers and brokers and dealers.  

Auditors' considerations when a company uses a service organization 

Companies are using third-party organizations for an ever-increasing number of 
services related to financial reporting. PCAOB auditing standards establish 

                                            
2/  See Proposed Auditing Standard - Related Parties, Proposed 

Amendments to Certain PCAOB Auditing Standards Regarding Significant Unusual 
Transactions and Other Proposed Amendments to PCAOB Auditing Standards, PCAOB 
Release No. 2012-001 (February 28, 2012) at 
http://pcaobus.org/Rules/Rulemaking/Pages/Docket038.aspx. 

3/  See, e.g., AU sec. 317, Illegal Acts by Clients. 
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requirements that apply when the company uses a service organization to perform 
functions that are part of the company's internal control over financial reporting.4/ 
Reports of service auditors have been changing,5/ and the nature of the service auditor's 
work and report can affect the work of the auditors of the user organizations. Also, 
PCAOB inspectors have observed deficiencies in the auditor's use of service auditor's 
reports, including, for example, (1) failure to perform sufficient procedures when the 
service auditor's report did not cover a sufficient amount of the period subject to audit 
and (2) failure to test sufficiently the issuer's controls that are necessary to support 
reliance on the controls at the service organization. A SAG discussion on this topic 
could explore what, if any, improvements could be made to AU sec. 324, Service 
Organizations, regarding the auditor's responsibilities when a company uses a service 
organization. 

Consideration of the internal audit function and the work of others  

PCAOB auditing standards establish requirements regarding the auditor's 
consideration of relevant aspects of the internal audit function and the auditor's use of 
both the work of internal audit in the performance of an audit and the work of others in 
evaluating the effectiveness of controls.6/ PCAOB inspectors have observed auditing 
deficiencies in some auditors' use of the work of internal auditors and others, including 
inappropriate or excessive reliance on the work of internal audit in testing important 
controls and performing substantive tests. A SAG discussion on this topic could explore 
potential improvements to the auditing standards related to the auditor's use of the 
internal audit function and use of the work of others.7/ 

                                            
4/  See AU sec. 324, Service Organizations, and Auditing Standard No. 5, An 

Audit of Internal Control Over Financial Reporting That is Integrated with An Audit of 
Financial Statements.  

5/  For example, some service auditors issue reports on controls at service 
organizations under the attestation standards of the International Auditing and 
Assurance Standards Board ("IAASB") or the Auditing Standards Board of the American 
Institute of Certified Public Accountants.  

6/  See AU sec. 322, The Auditor's Consideration of the Internal Audit 
Function in an Audit of Financial Statements and Auditing Standard No. 5.  

7/  The IAASB recently adopted a new auditing standard on using the work of 
internal auditors to address the auditor's responsibilities if using the work of an internal 
audit function in obtaining audit evidence. See International Standard on Auditing 610 
(Revised), Using the Work of Internal Auditors (March 22, 2012).  
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Management representations 

In recent years, concerns have been raised by some members of the SAG that 
auditors may be overly relying on management representations as audit evidence. 
Further, PCAOB inspectors have observed instances in which auditors relied on 
management representations for important evidence regarding the appropriateness of 
certain assertions without obtaining corroboration of those representations or by failing 
to take into account evidence that appeared to contradict management's 
representations. A SAG discussion on this topic could explore whether the Board should 
update and streamline the required representations for audits of issuers and brokers 
and dealers and how to more closely align the standard with the Board's risk 
assessment standards. 

Audit sampling  

AU sec. 350, Audit Sampling, establishes requirements regarding the use of 
sampling in an audit. Since that auditing standard was issued more than 30 years ago, 
sampling methodologies of many auditing firm have changed in a variety of ways.  Also, 
PCAOB inspectors have observed deficiencies involving improper application of audit 
sampling, including the use of inadequate sample sizes in tests of accounts and 
disclosures and failures by some auditors to select a representative sample. A SAG 
discussion on this topic could involve a discussion of whether there should be changes 
to update and improve the auditing standard. 

Substantive analytical procedures 

AU sec. 329, Substantive Analytical Procedures, establishes requirements 
regarding the use of analytical procedures in tests of accounts and disclosures in the 
financial statements. PCAOB inspectors have observed a variety of deficiencies in 
auditors' use of analytical procedures as substantive tests of accounts and disclosures. 
Examples of such deficiencies include failures to develop appropriately precise 
expectations and failures to investigate significant unexpected differences. A SAG 
discussion on this topic could include exploring whether there should be changes to 
update and improve the auditing standard. 

Communications between predecessor and successor auditors 

AU sec. 315, Communications Between Predecessor and Successor Auditors, 
establishes requirements on communications between predecessor and successor 
auditors when a change of auditors is in process or has taken place. As part of the 
outreach for SAG member input, concern was expressed about inadequate 
communication from predecessor to successor auditors. Inadequate communication 
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from the predecessor auditor to the successor auditor could increase the risk of material 
misstatement in the financial statements. Further, PCAOB inspectors have observed 
some instances in which successor auditors used the work of predecessor auditors 
inappropriately. A SAG discussion on this topic could involve exploring the auditor's 
responsibilities with respect to the current communications between the predecessor 
and successor auditors.  

Offshoring 

In recent years, the practice of offshoring by firms has become more prevalent. In 
an audit, offshoring is when certain auditing procedures for the audit of a domestic 
issuer are performed by audit firm personnel located in another country, where the 
issuer may or may not have operations. One example that has been cited involves an 
arrangement in which the selection and preparation of confirmations are performed by 
affiliated offshore entities of the U.S.-based auditor of a U.S.-based issuer. A SAG 
discussion on this topic could explore the current trends in offshoring and whether such 
practices, or certain offshoring arrangements or structures, increase audit risk. 

* * * 

The PCAOB is a nonprofit corporation established by Congress to oversee the 
audits of public companies in order to protect investors and the public interest by 
promoting informative, accurate, and independent audit reports. The PCAOB also 
oversees the audits of broker-dealers, including compliance reports filed pursuant to 
federal securities laws, to promote investor protection. 


