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SECURITIES AND EXCHANGE
COMMISSION

[Release No. 34-77082; File No. PCAOB-
2016-01]

Public Company Accounting Oversight
Board; Notice of Filing of Proposed
Rules on Improving the Transparency
of Audits: Rules To Require Disclosure
of Certain Audit Participants on a New
PCAOB Form and Related
Amendments to Auditing Standards

February 8, 2016.

Pursuant to Section 107(b) of the
Sarbanes-Oxley Act of 2002 (the “Act”
or “Sarbanes-Oxley Act”), notice is
hereby given that on January 29, 2016,
the Public Company Accounting
Oversight Board (the “Board” or
“PCAOB”) filed with the Securities and
Exchange Commission (the
“Commission” or “SEC”) the proposed
rules described in Items I and II below,
which items have been prepared by the
Board. The Commission is publishing
this notice to solicit comments on the
proposed rules from interested persons.

1. Board’s Statement of the Terms of
Substance of the Proposed Rules

On December 15, 2015, the Board
adopted new rules, a new form, and
amendments to auditing standards
(collectively, the “proposed rules”) to
improve transparency regarding the
engagement partner and other
accounting firms that participate in
issuer audits. The text of the proposed
rules is set out below.

Rules of the Board and Amendments to
Auditing Standards

The Board adopts: (i) New Rule 3210,
Amendments, and Rule 3211, Auditor
Reporting of Certain Audit Participants;
(ii) new Form AP, Auditor Reporting of
Certain Audit Participants; and (iii)
amendments to AS 3101 (currently AU
sec. 508), Reports on Audited Financial
Statements, and AS 1205 (currently AU
sec. 543), Part of the Audit Performed by
Other Independent Auditors. The text of
these rules, form, and amendments is
set forth below.

Rules of the Board

Section 3. Auditing and Related
Professional Practice Standards

Rule 3210. Amendments

The provisions of Rule 2205
concerning amendments shall apply to
any Form AP filed pursuant to Rule
3211 as if the submission were a report
on Form 3.

Rule 3211. Auditor Reporting of Certain
Audit Participants

(a) For each audit report it issues for
an issuer, a registered public accounting
firm must file with the Board a report
on Form AP in accordance with the
instructions to that form.

Note 1: A Form AP filing is not
required for an audit report of a
registered public accounting firm that is
referred to by the principal auditor in
accordance with AS 1205, Part of the
Audit Performed by Other Independent
Auditors.

Note 2: Rule 3211 requires the filing
of a report on Form AP regarding an
audit report only the first time the audit
report is included in a document filed
with the Commission. Subsequent
inclusion of precisely the same audit
report in other documents filed with the
Commission does not give rise to a
requirement to file another Form AP. In
the event of any change to the audit
report, including any change in the
dating of the report, Rule 3211 requires
the filing of a new Form AP the first
time the revised audit report is included
in a document filed with the
Commission.

(b) Form AP is deemed to be timely
filed if—

1. The form is filed by the 35th day
after the date the audit report is first
included in a document filed with the
Commission; provided, however, that

2. If such document is a registration
statement under the Securities Act, the
form is filed by the 10th day after the
date the audit report is first included in
a document filed with the Commission.

(c) Unless directed otherwise by the
Board, a registered public accounting
firm must file such report electronically
with the Board through the Board’s
Web-based system.

(d) Form AP shall be deemed to be
filed on the date that the registered
public accounting firm submits a Form
AP in accordance with this rule that
includes the certification in Part VI of
Form AP.

Amendments to Board Forms

Form AP—Auditor Reporting of Certain
Audit Participants

General Instructions

1. Submission of this Report. Effective
[insert effective date of Rule 3211], a
registered public accounting firm must
use this Form to file with the Board
reports required by Rule 3211 and to file
any amendments to such reports. Unless
otherwise directed by the Board, the
registered public accounting firm must
file this Form electronically with the
Board through the Board’s Web-based
system.

2. Defined Terms. The definitions in
the Board’s rules apply to this Form.
Italicized terms in the instructions to
this Form are defined in the Board’s
rules. In addition, as used in the
instructions to this Form, the term ‘“‘the
Firm” means the registered public
accounting firm that is filing this Form
with the Board; and the term, “other
accounting firm” means: (i) A registered
public accounting firm other than the
Firm or (ii) any other person or entity
that opines on the compliance of any
entity’s financial statements with an
applicable financial reporting
framework.

3. When this Report is Considered
Filed. A report on Form AP is
considered filed on the date the Firm
submits to the Board a Form AP in
accordance with Rule 3211 that
includes the certification required by
Part VI of Form AP.

Note 1: A Form AP filing is not
required for an audit report of a
registered public accounting firm that is
referred to by the Firm in accordance
with AS 1205, Part of the Audit
Performed by Other Independent
Auditors.

Note 2: Rule 3211 requires the filing
of a report on Form AP regarding an
audit report only the first time the audit
report is included in a document filed
with the Commission. Subsequent
inclusion of precisely the same audit
report in other documents filed with the
Commission does not give rise to a
requirement to file another Form AP. In
the event of any change to the audit
report, including any change in the
dating of the report, Rule 3211 requires
the filing of a new Form AP the first
time the revised audit report is included
in a document filed with the
Commission.

4. Amendments to this Report.
Amendments to Form AP are required
to correct information that was incorrect
at the time the Form was filed or to
provide information that was omitted
from the Form and was required to be
provided at the time the Form was filed.
When filing a Form AP to amend an
earlier filed Form AP, the Firm must
supply not only the corrected or
supplemental information, but it must
include in the amended Form AP all
information and certifications that were
required to be included in the original
Form AP. The Firm may access the
originally filed Form AP through the
Board’s Web-based system and make the
appropriate amendments without
needing to re-enter all other
information.

Note: The Board will designate an
amendment to a report on Form AP as
areport on “Form AP/A.”
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5. Rules Governing this Report. In
addition to these instructions, Rules
3210 and 3211 govern this Form. Read
these rules and the instructions
carefully before completing this Form.

6. Language. Information submitted as
part of this Form must be in the English
language.

7. Partner ID. For purposes of
responding to Item 3.1.a.6, the Firm
must assign each engagement partner
that is responsible for the Firm’s
issuance of an issuer audit report a 10-
digit Partner ID number. The Firm must
assign a unique Partner ID number to
each such engagement partner and must
use the same Partner ID for that
engagement partner in every Form AP
filed by the Firm that identifies that
engagement partner. The Partner ID
must begin with the Firm ID—a unique
five-digit identifier based on the number
assigned to the Firm by the PCAOB—
and be followed by a unique series of
five digits assigned by the Firm. When
an engagement partner is no longer
associated with the Firm, his/her
Partner ID must be retired and not
reassigned.

If the engagement partner was
previously associated with a different
registered public accounting firm and
had a Partner ID at that previous firm,
the Firm must assign a new Partner ID
in accordance with the instructions
above. The new Firm must report, in
Item 3.1.a.6, the new Partner ID and all
Partner IDs previously associated with
the engagement partner.

Note: The Firm ID can be found by
viewing the firm’s summary page on the
PCAOB Web site, where it is displayed
parenthetically next to the name of the
firm—{firm name (XXXXX). For firms
that have PCAOB-assigned identifiers
with fewer than 5 digits, leading zeroes
should be added before the number to
make 5 digits, e.g., 99 should be
presented as 00099.

Part I—Identity of the Firm

In Part I, the Firm should provide
information that is current as of the date
of the certification in Part VI.

Item 1.1 Name of the Firm

a. State the legal name of the Firm.

b. If different than its legal name, state
the name under which the Firm issued
this audit report.

Part I—Amendments
Item 2.1 Amendments

If this is an amendment to a report
previously filed with the Board:

a. Indicate, by checking the box
corresponding to this item, that this is
an amendment.

b. Identify the specific Part or Item
number(s) in this Form (other than this
Item 2.1) as to which the Firm’s
response has changed from that
provided in the most recent Form AP or
amended Form AP filed by the Firm
with respect to an audit report related
to the issuer named in Item 3.1.a.1.

Part IIl—Audit Client and Audit Report
Item 3.1 Audit Report

a. Provide the following information
concerning the issuer for which the
Firm issued the audit report—

1. Indicate, by checking the box
corresponding to this item, whether the
audit client is an issuer other than an
employee benefit plan or investment
company; an employee benefit plan; or
an investment company;

2. The Central Index Key (CIK)
number, if any, and Series identifier, if
any;

3. The name of the issuer whose
financial statements were audited;

4. The date of the audit report;

5. The end date of the most recent
period’s financial statements identified
in the audit report;

6. The name (that is, first and last
name, all middle names and suffix, if
any) of the engagement partner on the
most recent period’s audit, his/her
Partner ID, and any other Partner IDs by
which he/she has been identified on a
Form AP filed by a different registered
public accounting firm or on a Form AP
filed by the Firm at the time when it had
a different Firm ID; and

7. The city and state (or, if outside the
United States, city and country) of the
office of the Firm issuing the audit
report.

b. Indicate, by checking the box
corresponding to this item, if the most
recent period and one or more other
periods presented in the financial
statements identified in Item 3.1.a.5
were audited during a single audit
engagement.

c. In the event of an affirmative
response to Item 3.1.b, indicate the
periods audited during the single audit
engagement for which the individual
named in Item 3.1.a.6 served as
engagement partner (for example, as of
December 31, 20XX and 20X1 and for
the two years ended December 31,
20XX).

d. Indicate, by checking the box
corresponding to this item, if the audit
report was dual-dated pursuant to AS
3110, Dating of the Independent
Auditor’s Report.

e. In the event of an affirmative
response to Item 3.1.d, indicate the date
of the dual-dated information and if
different from the engagement partner

named in Item 3.1.a.6, information
about the engagement partner who
audited the information within the
financial statements to which the dual-
dated opinion applies in the same detail
as required by Item 3.1.a.6.

Note: In responding to Item 3.1.e, the
Firm should provide each date of any
dual-dated audit report.

Item 3.2 Other Accounting Firms

Indicate, by checking the box
corresponding to this item, if one or
more other accounting firms
participated in the Firm’s audit. If this
item is checked, complete Part IV. By
checking this box, the Firm is stating
that it is responsible for the audits or
audit procedures performed by the other
accounting firm(s) identified in Part IV
and has supervised or performed
procedures to assume responsibility for
their work in accordance with PCAOB
standards.

Note: For purposes of Item 3.2, an
other accounting firm participated in
the Firm’s audit if (1) the Firm assumes
responsibility for the work and report of
the other accounting firm as described
in paragraphs .03-.05 of AS 1205, Part
of the Audit Performed by Other
Independent Auditors, or (2) the other
accounting firm or any of its principals
or professional employees was subject
to supervision under AS 1201,
Supervision of the Audit Engagement.

Item 3.3 Divided Responsibility

Indicate, by checking the box
corresponding to this item, if the Firm
divided responsibility for the audit in
accordance with AS 1205, Part of the
Audit Performed by Other Independent
Auditors, with one or more other public
accounting firm(s). If this item is
checked, complete Part V.

Part IV—Responsibility for the Audit Is
Not Divided

In responding to Part IV, total audit
hours in the most recent period’s audit
should be comprised of hours
attributable to: (1) the financial
statement audit; (2) reviews pursuant to
AS 4105, Reviews of Interim Financial
Information; and (3) the audit of internal
control over financial reporting
pursuant to AS 2201, An Audit of
Internal Control Over Financial
Reporting That Is Integrated with An
Audit of Financial Statements. Excluded
from disclosure and from total audit
hours in the most recent period’s audit
are, respectively, the identity and hours
incurred by: (1) the engagement quality
reviewer; (2) the person who performed
the review pursuant to SEC Practice
Section 1000.45 Appendix K; (3)
specialists engaged, not employed, by



7930

Federal Register/Vol. 81, No. 30/ Tuesday, February 16, 2016/ Notices

the Firm; (4) an accounting firm
performing the audit of the entities in
which the issuer has an investment that
is accounted for using the equity
method; (5) internal auditors, other
company personnel, or third parties
working under the direction of
management or the audit committee
who provided direct assistance in the
audit of internal control over financial
reporting; and (6) internal auditors who
provided direct assistance in the audit
of the financial statements. Hours
incurred in the audit by entities other
than other accounting firms are
included in the calculation of total audit
hours and should be allocated among
the Firm and the other accounting firms
participating in the audit on the basis of
which accounting firm commissioned
and directed the applicable work.

Actual audit hours should be used if
available. If actual audit hours are
unavailable, the Firm may use a
reasonable method to estimate the
components of this calculation. The
Firm should document in its files the
method used to estimate hours when
actual audit hours are unavailable and
the computation of total audit hours on
a basis consistent with AS 1215, Audit
Documentation. Under AS 1215, the
documentation should be in sufficient
detail to enable an experienced auditor,
having no previous connection with the
engagement, to understand the
computation of total audit hours and the
method used to estimate hours when
actual hours were unavailable.

In responding to Part IV, if the
financial statements for the most recent
period and one or more other periods
covered by the audit report identified in
Item 3.1.a.4 were audited during a
single audit engagement (for example, in
a reaudit of a prior period(s)), the
calculation should be based on the
percentage of audit hours attributed to
such firms in relation to the total audit
hours for the periods identified in Item
3.1.c.

Indicate, by checking the box, if the
percentage of total audit hours will be
presented within ranges in Part IV.

Item 4.1 Other Accounting Firm(s)
Individually 5% or Greater of Total
Audit Hours

a. State the legal name of other
accounting firms and the extent of
participation in the audit—as a single
number or within the appropriate range
of the percentage of hours, according to
the following list—attributable to the
audits or audit procedures performed by
such accounting firm in relation to the
total hours in the most recent period’s
audit.

90%-or-more of total audit hours;

80% to less than 90% of total audit
hours;

70% to less than 80% of total audit
hours;

60% to less than 70% of total audit
hours;

50% to less than 60% of total audit
hours;

40% to less than 50% of total audit
hours;

30% to less than 40% of total audit
hours;

20% to less than 30% of total audit
hours;

10% to less than 20% of total audit
hours; and

5% to less than 10% of total audit
hours.

b. For each other accounting firm
named, state the city and state (or, if
outside the United States, city and
country) of the headquarters’ office and,
if applicable, the other accounting firm’s
Firm ID.

Note 1: In responding to Items 4.1 and
4.2, the percentage of hours attributable
to other accounting firms should be
calculated individually for each firm. If
the individual participation of one or
more other accounting firm(s) is less
than 5%, the Firm should complete Item
4.2.

Note 2: In responding to Item 4.1.b,
the Firm ID represents a unique five-
digit identifier for firms that have a
publicly available PCAOB-assigned
number.

Item 4.2 Other Accounting Firm(s)
Individually Less Than 5% of Total
Audit Hours

a. State the number of other
accounting firm(s) individually
representing less than 5% of total audit
hours.

b. Indicate the aggregate percentage of
participation of the other accounting
firm(s) that individually represented
less than 5% of total audit hours by
filling in a single number or by selecting
the appropriate range as follows:

90%-or-more of total audit hours;

80% to less than 90% of total audit
hours;

70% to less than 80% of total audit
hours;

60% to less than 70% of total audit
hours;

50% to less than 60% of total audit
hours;

40% to less than 50% of total audit
hours;

30% to less than 40% of total audit
hours;

20% to less than 30% of total audit
hours;

10% to less than 20% of total audit
hours;

5% to less than 10% of total audit
hours; and

Less-than-5% of total audit hours.

Part V—Responsibility for the Audit Is
Divided

Item 5.1 Identity of the Other Public

Accounting Firm(s) to Which the Firm
Makes Reference

a. Provide the following information
concerning each other public
accounting firm the Firm divided
responsibility with in the audit—

1. State the legal name of the other
public accounting firm and when
applicable, the other public accounting
firm’s Firm ID.

2. State the city and state (or, if
outside the United States, city and
country) of the office of the other public
accounting firm that issued the other
audit report.

3. State the magnitude of the portion
of the financial statements audited by
the other public accounting firm.

Note: In responding to Item 5.1.a.3,
the Firm should state the dollar
amounts or percentages of one or more
of the following: total assets, total
revenues, or other appropriate criteria,
as it is described in the audit report in
accordance with AS 1205.

Part VI—Certification of the Firm

Item 6.1 Signature of Partner or
Authorized Officer

This Form must be signed on behalf
of the Firm by an authorized partner or
officer of the Firm by typing the name
of the signatory in the electronic
submission. The signer must certify
that:

a. The signer is authorized to sign this
Form on behalf of the Firm;

b. The signer has reviewed this Form;

c. Based on the signer’s knowledge,
this Form does not contain any untrue
statement of a material fact or omit to
state a material fact necessary to make
the statements made, in light of the
circumstances under which such
statements were made, not misleading;
and

d. Based on the signer’s knowledge,
the Firm has not failed to include in this
Form any information that is required
by the instructions to this Form.

The signature must be accompanied
by the signer’s title, the capacity in
which the signer signed the Form, the
date of signature, and the signer’s
business telephone number and
business email address.

* * * * *

Amendments to PCAOB Auditing
Standards for Optional Disclosure of
Certain Audit Participants in the
Auditor’s Report

The amendments below are adopted
to PCAOB auditing standards.
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AS 3101 (Currently AU Sec. 508),
Reports on Audited Financial
Statements

AS 3101 (Currently AU Sec. 508),
Reports on Audited Financial
Statements, Is Amended as Follows:

a. Paragraph .09A is added, as
follows:

The auditor may include in the
auditor’s report information regarding
the engagement partner and/or other
accounting firms participating in the
audit that is required to be reported on
PCAOB Form AP, Auditor Reporting of
Certain Audit Participants. If the auditor
decides to provide information about
the engagement partner, other
accounting firms participating in the
audit, or both, the auditor must disclose
the following:

a. Engagement partner—the
engagement partner’s full name as
required on Form AP; or

b. Other accounting firms
participating in the audit—

i. A statement that the auditor is
responsible for the audits or audit
procedures performed by the other
public accounting firms and has
supervised or performed procedures to
assume responsibility for their work in
accordance with PCAOB standards;

ii. Other accounting firms
individually contributing 5% or more of
total audit hours—for each firm, (1) the
firm’s legal name, (2) the city and state
(or, if outside the United States, city and
country) of headquarters’ office, and (3)
percentage of total audit hours as a
single number or within an appropriate
range, as is required to be reported on
Form AP; and

iii. Other accounting firms
individually contributing less than 5%
of total audit hours—(1) the number of
other accounting firms individually
representing less than 5% of total audit
hours and (2) the aggregate percentage
of total audit hours of such firms as a
single number or within an appropriate
range, as is required to be reported on
Form AP.

AS 1205 (Currently AU Sec. 543), Part
of the Audit Performed by Other
Independent Auditors

AS 1205 (Currently AU Sec. 543), Part
of the Audit Performed by Other
Independent Auditors, Is Amended as
Follows:

a. In paragraph .03, the following
phrase is added to the end of the second
sentence, “‘, except as provided in
paragraph .04.”

b. In paragraph .04, the last sentence
is deleted and replaced with the
following:

If the principal auditor decides to take
this position, the auditor may include
information about the other auditor in
the auditor’s report pursuant to
paragraph .09A of AS 3101, Reports on
Audited Financial Statements, but
otherwise should not state in its report
that part of the audit was made by
another auditor.

c. In paragraph .07:

o The last sentence is deleted.

e Footnote 3 is deleted.

* * * * *

II. Board’s Statement of the Purpose of,
and Statutory Basis for, the Proposed
Rules

In its filing with the Commission, the
Board included statements concerning
the purpose of, and basis for, the
proposed rules and discussed any
comments it received on the proposed
rules. The text of these statements may
be examined at the places specified in
Item IV below. The Board has prepared
summaries, set forth in sections A, B,
and C below, of the most significant
aspects of such statements. In addition,
the Board is requesting that the
Commission approve the proposed
rules, pursuant to Section 103(a)(3)(C) of
the Sarbanes-Oxley Act, for application
to audits of emerging growth companies
(“EGCs”’), as that term is defined in
Section 3(a)(80) of the Securities
Exchange Act of 1934 (“Exchange Act”).
The Board’s request is set forth in
section D.

A. Board’s Statement of the Purpose of,
and Statutory Basis for, the Proposed
Rules

(a) Purpose
Introduction

The Board has adopted new rules and
related amendments to its auditing
standards that will provide investors
and other financial statement users with
information about engagement partners
and accounting firms that participate in
audits of issuers. Under the final rules,
firms will be required to file a new
PCAOB form for each issuer audit,
disclosing: the name of the engagement
partner; the name, location, and extent
of participation of each other accounting
firm that took part in the audit whose
work constituted at least 5% of total
audit hours; and the number and
aggregate extent of participation of all
other accounting firms participating in
the audit whose individual participation
was less than 5% of total audit hours.
The information will be filed on Form
AP, Auditor Reporting of Certain Audit
Participants, and will be available in a
searchable database on the Board’s Web
site.

Audits serve a crucial public function
in the capital markets. However,
investors have had very little ability to
evaluate the quality of particular audits.
Generally, in the United States, investor
decisions about how much credence to
give to an auditor’s report have been
based on proxies of audit quality, such
as the size and reputation of the firm
that issues the auditor’s report. Investors
and other financial statement users
know the name of the accounting firm
signing the auditor’s report and may
have other information related to the
reputation and quality of services of the
firm, but they are generally unable to
readily identify the engagement partner
leading the audit. They are also unlikely
to know the extent of the role played by
other accounting firms participating in
the audit.

The Board has adopted these rules
and amendments after considering four
rounds of public comment, as well as
comments from members of the Board’s
Standing Advisory Group (“SAG”) and
Investor Advisory Group (“IAG”). The
Board has received consistent comments
from investors throughout this
rulemaking that stress the importance
and value to them of increased
transparency and accountability in
relation to certain participants in the
audit. These commenters indicated that
access to such information would be
relevant to their decision making, for
example, in the context of voting to
ratify the company’s choice of auditor.?
The Board believes that its approach to
providing information about the
engagement partner and the other
accounting firms that participated in the
audit will achieve the objectives of
enhanced transparency and
accountability for the audit while
appropriately addressing concerns
raised by commenters.

In the Board’s own experience, gained
through more than ten years of
overseeing public company audits,
information about the engagement
partner and other accounting firms
participating in the audit can be used
along with other information, such as
history on other issuer audits or
disciplinary proceedings, in order to
provide insights into audit quality. The
rules the Board adopted will add more

18See, e.g., Letter from Jeff Mahoney, General
Counsel, Council of Institutional Investors, to the
Office of the Secretary, PCAOB (Aug. 15, 2014),
(“[TInformation about engagement partners’ track
record compiled as the result of requiring
disclosure of the partner’s name in the auditor’s
report would be relevant to our members as long-
term shareowners in overseeing audit committees
and determining how to cast votes on the more than
two thousand proposals that are presented annually
to shareowners on whether to ratify the board’s
choice of outside auditor.”).
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specific data points to the mix of
information that can be used when
evaluating audit quality.2 Since audit
quality is a component of financial
reporting quality, high audit quality
increases the credibility of financial
reporting.

For example, the name of the
engagement partner could, when
combined with additional information
about the experience and reputation of
that partner, provide more information
about audit quality than solely the name
of the firm.3 Through its oversight
activities, the Board has observed that
the quality of individual audit
engagements varies within firms,
notwithstanding firmwide or
networkwide quality control systems.
Although such variations may be due to
a number of factors, the Board’s staff
uses engagement partner history as one
factor in making risk-based selections of
audit engagements for inspection. Some
firms closely monitor engagement
partner quality history themselves,
utilizing this information to manage risk
to the firm and to comply with quality
control standards.

Under the final rules, investors and
other financial statement users will have
access, in one location, to the names of
engagement partners on all issuer
audits.* As this information
accumulates and is aggregated with
other publicly available information,
investors will be able to take into
account not just the firm issuing the
auditor’s report but also the specific
partner in charge of the audit and his or
her history as an engagement partner on
issuer audits. This will allow interested
parties to compile information about the

2The Board’s project on the auditor’s reporting
model, Proposed Auditing Standards—The
Auditor’s Report on an Audit of Financial
Statements When the Auditor Expresses an
Unqualified Opinion; The Auditor’s Responsibilities
Regarding Other Information in Certain Documents
Containing Audited Financial Statements and the
Related Auditor’s Report; and Related Amendments
to PCAOB Standards, PCAOB Release No. 2013-005
(Aug. 13, 2013), is also focused on providing the
market with additional information about the audit.
In addition, the Board has issued a concept release,
Concept Release on Audit Quality Indicators,
PCAOB Release No. 2015-005 (July 1, 2015),
regarding the content and possible uses of “‘audit
quality indicators,” a potential portfolio of
quantitative measures that may provide new
insights into how to evaluate the quality of audits
and how high-quality audits are achieved.

3 Most non-US jurisdictions with highly
developed capital markets require transparency
regarding the engagement partner responsible for
the audit.

4 At this time, the Board is not extending the
Form AP requirements to audits of brokers and
dealers pursuant to Rule 17a—5 under the Exchange
Act. If a broker or dealer were an issuer required
to file audited financial statements under Section
13 or 15(d) of the Exchange Act, the requirements
would apply.

engagement partner, such as whether
the partner is associated with
restatements of financial statements or
has been the subject of public
disciplinary proceedings, as well as
whether he or she has experience as an
engagement partner auditing issuers of a
particular size or in a particular
industry. While this information may
not be useful in every instance or
meaningful to every investor, the Board
believes that, overall, it will contribute
to the mix of information available to
investors.

The final rules requiring disclosures
about other accounting firms that
participate in issuer audits should also
provide benefits to investors and other
financial statement users. In many audit
engagements, especially audits of public
companies operating in multiple
locations internationally, the firm
signing the auditor’s report performs
only a portion of the audit. The
remaining work is performed by other
(often affiliated) accounting firms that
are generally located in other
jurisdictions. The accounting firm
issuing the auditor’s report assumes
responsibility for the procedures
performed by other accounting firms
participating in the audit® or supervises
the work of other accounting and
nonaccounting firm participants in the
audit.® However, under current
requirements, the auditor’s report
generally provides no information about
these arrangements, even though other
accounting firms may perform a
significant portion of the audit work. As
a result, the auditor’s report may give
the impression that the work was
performed solely by one firm—the firm
issuing the auditor’s report—and
investors have no way of knowing
whether the firm expressing the opinion

5 See AS 1205 (currently AU sec. 543), Part of the
Audit Performed by Other Independent Auditors.
On March 31, 2015, the PCAOB adopted the
reorganization of its auditing standards using a
topical structure and a single, integrated numbering
system. See Reorganization of PCAOB Auditing
Standards and Related Amendments to PCAOB
Standards and Rules, PCAOB Release No. 2015-002
(Mar. 31, 2015). On September 17, 2015, the SEC
approved the PCAOB’s adoption of the
reorganization. See Public Company Accounting
Oversight Board; Order Granting Approval of
Proposed Rules to Implement the Reorganization of
PCAOB Auditing Standards and Related Changes to
PCAOB Rules and Attestation, Quality Control, and
Ethics and Independence Standards, Exchange Act
Release No. 34-75935 (Sept. 17, 2015), 80 FR 57263
(Sept. 22, 2015). The reorganized amendments will
be effective as of December 31, 2016, and nothing
precludes auditors and others from using and
referencing the reorganized standards before the
effective date. See PCAOB Release No. 2015-002, at
21.

6 See AS 1201 (currently Auditing Standard No.
10), Supervision of the Audit Engagement.

did all of the work or only a portion of
it.

Information provided on Form AP is
intended to help investors understand
how much of the audit was performed
by the accounting firm signing the
auditor’s report and how much was
performed by other accounting firms.
Investors will also be able to research
publicly available information about the
firms identified in the form, such as
whether a participating firm is
registered with the PCAOB, whether it
has been inspected and, if so, what the
results were and whether it has any
publicly available disciplinary history.
Investors will also have a better sense of
how much of the audit was performed
by firms in other jurisdictions,
including jurisdictions in which the
PCAOB cannot currently conduct
inspections. As with disclosure of the
name of the engagement partner, these
additional data points will add to the
mix of information that investors can
use.

In addition to the informational value
of the disclosures required under the
final rules, the Board believes the
transparency created by public
disclosure should promote increased
accountability in the audit process. As
Justice Brandeis famously observed,
“Sunlight is said to be the best of
disinfectants; electric light the most
efficient policeman.” 7 Although
auditors already have incentives to
maintain a good reputation, such as
internal performance reviews,
regulatory oversight, and litigation risk,
public disclosure will create an
additional reputation risk, which should
provide an incremental incentive for
auditors to maintain a good reputation,
or at least avoid a bad one. While this
additional incentive will not affect all
engagement partners in the same way,
in the Board’s view, it should provide
an overall benefit.

The Board believes additional
transparency should also increase
accountability at the firm level. The
Board has observed that some auditors
allowed other accounting firms that did
not possess the requisite expertise or
qualifications to play significant roles in
audits. Firms similarly have not always
given the critical task of engagement
partner assignment the care it deserves.
For example, the Board’s inspections
have found instances in which
accounting firms lacked independence
because they failed to rotate the
engagement partner, as required by the
Act and the rules of the Commission.
The Board has also imposed sanctions

7 Louis Brandeis, Other People’s Money and How
the Bankers Use It 92 (1914).
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on firms that staffed a public company
audit with an engagement partner who
lacked the necessary competencies.8
Making firms publicly accountable in a
way they have not been previously for
their selections of engagement partners
and other accounting firms participating
in the audit should provide additional
discipline on the process and
discourage such lapses.

The requirement to provide disclosure
on Form AP, rather than in the auditor’s
report as previously proposed, is
primarily a response to concerns raised
by some commenters about potential
liability and practical concerns about
the potential need to obtain consents for
identified parties in connection with
registered securities offerings. Investors
commenting in the rulemaking process
have generally stated a preference for
disclosure in the auditor’s report. Under
the final rules, in addition to filing Form
AP, firms will also have the ability to
identify the engagement partner and/or
provide disclosure about other
accounting firms participating in the
audit in the auditor’s report. This is not
required, but firms may choose to do so
voluntarily. The Board believes that
providing information about the
engagement partner and the other
accounting firms that participated in the
audit on Form AP, coupled with
allowing voluntary reporting in the
auditor’s report, will achieve the
objectives of enhanced transparency and
accountability for the audit while
appropriately addressing concerns
raised by commenters.

In response to commenter
suggestions, the Board adopted a phased
effective date to give firms additional
time to develop systems necessary to
implement the new rules. Subject to
approval of the new rules and
amendments by the Commission, Form
AP disclosure regarding the engagement
partner will be required for audit reports
issued on or after the later of three
months after Commission approval of
the final rules or January 31, 2017.
Disclosure regarding other accounting
firms will be required for audit reports
issued on or after June 30, 2017.

The Board adopted two new rules
(Rules 3210 and 3211) and one new
form (Form AP). These are disclosure
requirements and do not change the
performance obligations of the auditor
in conducting the audit. The Board also
adopted amendments to AS 3101
(currently AU sec. 508), Reports on
Audited Financial Statements, and AS

8 See, e.g., Order Instituting Disciplinary
Proceedings, Making Findings, and Imposing
Sanctions, In the Matter of Deloitte & Touche, LLP,
PCAOB Release No. 105-2007—-005 (Dec. 10, 2007).

1205 (currently AU sec. 543) related to
voluntary disclosure in the auditor’s
report.

In the Board’s view, the final rules
and amendments to its auditing
standards, which the Board adopted
pursuant to its authority under the
Sarbanes-Oxley Act, will further the
Board’s mission of protecting the
interests of investors and furthering the
public interest in the preparation of
informative, accurate, and independent
audit reports.

(b) Statutory Basis

The statutory basis for the proposed
rules is Title I of the Act.

B. Board’s Statement on Burden on
Competition

Not applicable.

C. Board’s Statement on Comments on
the Proposed Rules Received From
Members, Participants or Others

The Board released the proposed rule
amendment for public comment in
Concept Release on Requiring the
Engagement Partner to Sign the Audit
Report, PCAOB Release No. 2009-005
(July 28, 2009) (2009 Release”),
Improving the Transparency of Audits:
Proposed Amendments to PCAOB
Auditing Standards and Form 2,
PCAOB Release No. 2011-007 (October
11, 2011) (“2011 Release”), Improving
the Transparency of Audits: Proposed
Amendments to PCAOB Auditing
Standards to Provide Disclosure in the
Auditor’s Report of Certain Participants
in the Audit, PCAOB Release No. 2013—
009 (December 4, 2013) (2013
Release”), and Supplemental Request
for Comment: Rules to Require
Disclosure of Certain Audit Participants
on a New PCAOB Form, PCAOB Release
No. 2015-004 (June 30, 2015) (‘2015
Supplemental Request”). See Exhibit
2(a)(A). A copy of Release Nos. 2009—
005, 2011-007, 2013-009, and 2015—-004
and the comment letters received in
response to the PCAOB’s requests for
comment are available on the PCAOB’s
Web site at http://www.pcaobus.org/
Rules/Rulemaking/Pages/
Docket029.aspx. The Board received
184 written comment letters (including
one letter which was withdrawn). The
Board’s response to the comments it
received and the changes made to the
rules in response to the comments
received are discussed below.

Discussion of the Final Rules

The required disclosures under the
final rules principally include:

e The name of the engagement
partner; and

¢ For other accounting firms ¢
participating in the audit:

5% or greater participation: The
name, city and state (or, if outside the
United States, the city and country), and
the percentage of total audit hours
attributable to each other accounting
firm whose participation in the audit
was at least 5% of total audit hours;

Less than 5% participation: The
number of other accounting firms that
participated in the audit whose
individual participation was less than
5% of total audit hours, and the
aggregate percentage of total audit hours
of such firms.

The final rules require this information
to be filed on Form AP. In addition to
filing the form, the firm signing the
auditor’s report may voluntarily provide
information about the engagement
partner, other accounting firms, or both
in the auditor’s report.

Form AP—Auditor Reporting of Certain
Audit Participants

Introduction

Under the final rules, firms will be
required to provide specified
disclosures regarding the engagement
partner and other accounting firms
participating in the audit on a new
PCAOB form, Form AP. Most
commenters supported Form AP as a
vehicle for disclosures about the
engagement partner and other
participants in the audit. However,
some commenters criticized the Form
AP approach generally because they
disputed the net value of the
information to be disclosed, regardless
of the means of disclosure, or believed
that the information was more
appropriately presented elsewhere, such
as in the auditor’s report, the issuer’s
proxy statement, or PCAOB Form 2.
Investors and investor groups generally
preferred auditor signature or disclosure
in the auditor’s report and characterized
Form AP as an acceptable second-best
approach. Most other commenters, on
the other hand, preferred Form AP,
generally on the basis that it would help
mitigate legal and practical issues
associated with disclosure in the
auditor’s report.

As noted in the 2015 Supplemental
Request, Form AP serves the same
purpose as disclosure in the auditor’s
report. Its intended audience is the same
as the audience for the auditor’s
report—investors and other financial

9For purposes of Form AP, “other accounting
firm”” means (i) a registered public accounting firm
other than the firm filing Form AP or (ii) any other
person or entity that opines on the compliance of
any entity’s financial statements with an applicable
financial reporting framework.


http://www.pcaobus.org/Rules/Rulemaking/Pages/Docket029.aspx
http://www.pcaobus.org/Rules/Rulemaking/Pages/Docket029.aspx
http://www.pcaobus.org/Rules/Rulemaking/Pages/Docket029.aspx
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statement users—and its filing is tied to
the issuance of an auditor’s report. In
that respect, it differs from the PCAOB’s
existing forms,1° which are intended
primarily to elicit information for the
Board’s use in connection with its
oversight activities, with a secondary
benefit of making as much reported
information as possible available to the
public as soon as possible after filing
with the Board.1! Form AP is primarily
intended as a vehicle for public
disclosure, much like the auditor’s
report itself.22 While information on
Form AP could also benefit the Board’s
oversight activities, that is ancillary to
the primary goal of public disclosure.

Disclosures About the Engagement
Partner

Since the inception of this
rulemaking, the Board has explored a
variety of means of providing public
disclosure of the name of the
engagement partner, including
engagement partner signature on the
auditor’s report, identification of the
engagement partner in the auditor’s
report, and identification of the name of
the engagement partner on Form 2. The
2013 Release contemplated identifying
the engagement partner in the auditor’s
report. The 2015 Supplemental Request
solicited comment on the potential use
of Form AP, with optional additional
disclosure in the auditor’s report.

Commenters on the 2013 Release and
on the 2015 Supplemental Request
expressed divergent views on a
requirement to disclose the name of the
engagement partner. Commenters that

10 Existing PCAOB reporting forms have been
developed for the principal purpose of registration
with the Board and reporting to the Board about a
registered public accounting firm’s issuer, broker,
and dealer audit practice. These forms are: (1) Form
1, Application for Registration; (2) Form 1-WD,
Request for Leave to Withdraw from Registration;
(3) Form 2, Annual Report; (4) Form 3, Special
Report; and (5) Form 4, Succeeding to Registration
Status of Predecessor.

11Rules on Periodic Reporting by Registered
Public Accounting Firms, PCAOB Release No.
2008-004 (June 10, 2008), at 28.

12 The Board has authority under Section 103 of
the Sarbanes-Oxley Act to adopt, by rule, audit
standards “to be used by registered public
accounting firms in the preparation and issuance of
audit reports . . . as may be necessary or
appropriate in the public interest or for the
protection of investors.” In addition, under Section
102 of the Sarbanes-Oxley Act, the Board has
authority to require registered public accounting
firms to submit periodic and special reports, which
are publicly available unless certain conditions are
met. If a firm requests confidential treatment of
information under Section 102(e) of the Sarbanes-
Oxley Act, the information is not publicly disclosed
unless there is a final determination that it does not
meet the conditions for confidentiality. Because of
the intended purpose of Form AP and the Board’s
related authority under Section 103 of the Sarbanes-
Oxley Act, confidential treatment of the information
filed on Form AP will not be available.

supported the disclosure requirement
argued that it would provide
information that would be useful to
investors and other financial statement
users (for example, in connection with
a vote on ratification of auditors), or
could improve audit quality by
increasing the sense of accountability of
engagement partners. Commenters that
opposed the requirement generally
claimed that identification of the
engagement partner would give rise to
unintended negative consequences,
particularly with respect to liability;
would not be useful information for
investors and other financial statement
users; could incentivize engagement
partners to act in ways that protect their
reputations but potentially conflict with
the audit quality goals of their audit
firms or with broader indicators of audit
quality; and could mislead or confuse
users about the role of the engagement
partner, in particular by
overemphasizing the role of the
engagement partner as compared to the
role of the firm. Several of the
commenters that previously opposed
disclosure in the auditor’s report were
more supportive of disclosure in a
PCAOB form, if the Board determined to
mandate disclosure.

The Board believes that disclosure of
the name of the engagement partner
will, overall, be useful to investors and
other financial statement users.
Although the disclosure of the name of
the engagement partner might provide
limited information initially, it is
reasonable to expect that, over time, the
disclosures will allow investors and
other financial statement users to
consider a number of other data points
about the engagement partner, such as
the number and names of other issuer
audit engagements in which the partner
is the engagement partner and other
publicly available data. Such bodies of
information have developed in some
other jurisdictions, such as Taiwan,
where public companies are required to
disclose the names of the engagement
partners,3 and some commenters
believe that, in the United States, third-
party vendors will supply information
in addition to what is provided by Form
AP.

13 As described in Daniel Aobdia, Chan-Jane Lin,
and Reining Petacchi, Capital Market Consequences
of Audit Partner Quality, 90 The Accounting
Review 2143 (2015), the Taiwan Economic Journal
collects data that covers all public companies in
Taiwan and includes, among other things, the
names of the engagement partners, the accounting
firm issuing the auditor’s report, the regulatory
sanction history of the partners, and the audit
opinions. Professor Aobdia is a research fellow at
the PCAOB. His research cited above was
undertaken prior to joining the PCAOB.

Some commenters on the 2015
Supplemental Request suggested that
disclosure regarding a number of these
matters, such as industry experience,
partner tenure, restatements and
disciplinary actions, be added to Form
AP or linked to Form AP data. One of
these commenters pointed out that the
academic literature supports the
potential usefulness of metrics, such as
the number of years the individual has
served as the engagement partner or the
engagement partner for prior years as
signals of audit quality, and that, by
requesting additional background
information in the first year of
implementation, the PCAOB could
accelerate the usefulness of Form AP
data. In striking a balance between the
anticipated benefits of the rule and its
anticipated costs, including the costs
and timing of initial implementation,
the Board has determined not to expand
the disclosures required on Form AP at
this time.

Some commenters raised concerns
that public identification of the
engagement partner could lead to a
rating, or “star,” system resulting in
particular individuals being in high
demand, to the unfair disadvantage of
other equally qualified engagement
partners. These commenters also
suggested that, if such a system were
created, engagement partners may not
be willing to accept the most
challenging audit engagements. The
Board is aware that, as a consequence of
the required disclosures, certain
individuals may develop public
reputations based on their industry
specializations, audit history, and track
records. The Board does not believe that
such information would necessarily be
harmful and could, to the contrary, be
useful to investors and other financial
statement users. In recent years, detailed
information about the backgrounds,
expertise, and reputations among clients
and peers has become commonly
available regarding other skilled
professionals and such information is
widely available to consumers of those
services. The role of an auditor,
including an engagement partner, differs
from that of other professions, but the
underlying principle that consumers of
professional services could make better
decisions with more information still
applies. Further, investors generally
commented that they would benefit
from information about the identity of
those who perform audits.

Some commenters were concerned
that identification of the engagement
partner may confuse investors by
putting a misleading emphasis on a
single individual when an audit,
particularly a large audit, is in fact a
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group effort. One commenter suggested
that the disclosure should be expanded
to include members of firm leadership
to help clarify the responsibility for the
audit; other commenters suggested
adding context, such as disclosure of the
proportion of total audit hours
attributable to the engagement partner;
identification of other parties that play
arole in the engagement; identification
of the engagement quality reviewer; or

a sentence that explains the roles of the
engagement partner and the firm signing
the auditor’s report in the performance
of the audit.

It is true that an audit is often a group
effort and that a large audit of a
multinational company generally
involves a very large team with more
than one partner involved. Nevertheless,
the engagement partner, who is the
“member of the engagement team with
primary responsibility for the audit,” 14
plays a unique and critical role in the
audit. It is not unusual in audits of large
companies for audit committees to
interview several candidates for their
engagement partner when a new
engagement partner is to be chosen
because the qualifications and personal
characteristics of the engagement
partner are viewed by the audit
committee and senior management as
particularly important. Because of the
engagement partner’s key role in the
audit, it is appropriate when
shareholders are asked to ratify the
company’s choice of the registered firm
as its auditor to be well informed about
the leader of the team that conducted
the most recently completed audit.
Public identification of the name of the
engagement partner will help serve that
end. The role played in the audit by
others such as the engagement quality
reviewer, while important, is not
comparable and, in the Board’s view,
does not warrant separate identification
at this time.

Some commenters on the 2013 and
2011 Releases expressed concerns that
public identification of engagement
partners may make them susceptible to
threats of violence and suggested adding
an exception to the disclosure
requirement analogous to that in the
EU’s Eighth Company Law Directive,
which allows for an exception “if such
disclosure could lead to an imminent
and significant threat to the personal
security of any person.” 1> However,
other commenters on the 2011 Release

14 See Appendix A of AS 2101 (currently
Auditing Standard No. 9), Audit Planning, and
Appendix A of AS 1201 (currently Auditing
Standard No. 10).

15 Directive 2006/43/EC of the European
Parliament and of the Council, Article 28, Audit
Reporting (May 17, 2006).

indicated that auditors should not be
treated differently, for security
purposes, than other individuals
involved in the financial reporting
process who are publicly associated
with a company in its SEC filings. The
Board notes that a requirement to
disclose the names of financial
executives, board members, and audit
committee members has been in place
in the U.S. for quite some time, yet there
is no indication that personal security
risks have increased for these
individuals. Therefore, the final rules do
not include an exception to the required
disclosure.

Many commenters have also
suggested that the simple act of naming
the engagement partner will increase the
engagement partner’s sense of
accountability. Some of these
commenters argued that increased
accountability would lead to changes in
behavior that would enhance audit
quality. In their view, the availability of
information about engagement partner
history, and the potential that
individuals may develop public
reputations based on their industry
specializations, audit history, and track
records could be a powerful antidote to
internal pressures or may foster
improved compliance with existing
auditing standards. Many accounting
firms, associations of accountants, and
others disputed this argument, claiming
that engagement partners are already
accountable as a result of internal
performance reviews, regulatory
oversight, and litigation risk. The Board
believes allowing investors and other
financial statement users to distinguish
not just among firms, but also among
partners, should enhance the incentive
for engagement partners to develop a
reputation for performing high-quality
audits.

Public disclosure of the engagement
partner’s name could also have a
beneficial effect on the engagement
partner assignment process at some
firms. In many public companies,
particularly larger ones, the choice of an
engagement partner is determined by
both the firm and the audit committee.
As discussed above, firms would be
publicly accountable for these
assignments in a way that they have not
been previously. Some commenters
noted that audit committees are
currently able to obtain non-public
information about engagement partners.
These commenters suggested that
mandated disclosure would not be
useful to audit committees, since audit
committees already know the
information being disclosed. However,
as noted by another commenter,
disclosure would lead to more

information becoming publicly available
about all engagement partners on audits
of issuers conducted under PCAOB
standards, which should provide audit
committees with additional context and
benchmarking information when
participating in the assignment process.

Some commenters suggested that,
because the financial statements and the
auditor’s report are retrospective, the
disclosure required under the proposed
amendments would not be useful for
shareholders deciding whether to ratify
the audit committee’s choice of auditor.
Under the final rules, shareholders will
be able to find the identity of the
engagement partner for the most
recently completed audit but not for the
next period. Other commenters,
however, claimed that historical
information would provide insight into
the audit process and would enable
investors to better evaluate the audit,
which would assist them in making the
ratification decision.

For the reasons discussed above, the
Board believes that disclosure of the
name of the engagement partner will
benefit investors and other financial
statement users by providing more
specific data points in the mix of
information that can be used when
evaluating audit quality and hence
credibility of financial reporting. At the
same time, the disclosure should, at
least in some circumstances, enhance
the accountability of both engagement
partners and accounting firms.

In commenting on the 2015
Supplemental Request, some academics
noted potential uncertainty or ambiguity
that could arise if engagement partners’
names were not presented consistently
in Form AP, if an engagement partner
changed his or her name or changed
firms, or if two engagement partners had
the same name. Some commenters
suggested that the PCAOB include a
unique partner identifying number to
ensure that partners could be
unambiguously identified over time.
Evidence available to PCAOB staff
indicates that the problem of partner
name confusion among the largest audit
firms would be quite limited.16
However, because it may improve the
usability of the data, Form AP includes
a field for such a partner identifying

16n order to evaluate the potential extent of
confusion about partner names, staff researched six
years of partner name data for the largest four
accounting firms. Three scenarios of potential name
confusion were constructed and quantitatively
evaluated. The first scenario was two partners in a
firm sharing the exact same name. The second
scenario was a lead engagement partner changing
audit firms. The final scenario was a partner
changing last names. The total incidence of such
scenarios appeared to affect less than 0.5% of the
partner population in the sample.



7936

Federal Register/Vol. 81, No. 30/ Tuesday, February 16, 2016/ Notices

number, and the final rules require each
registered accounting firm to assign a
10-digit partner identifying number—
Partner ID—to each of its partners
serving as the engagement partner on
audits of issuers.1” The number will be
identified to a particular partner and
will not be reassigned if the partner
retires or otherwise ceases serving as
engagement partner on issuer audits
conducted by that firm. If an
engagement partner changes firms, the
new firm must assign a new Partner ID
to the engagement partner. The new
firm will be responsible for reporting on
Form AP the engagement partner with
his or her new Partner ID and all Partner
IDs previously associated with the
engagement partner. The Board believes
that the ability to unambiguously
identify each engagement partner with
his or her issuer audit history may
improve the usability of the data
gathered on Form AP and the overall
cost of implementation should be low.

Disclosure About Other Participants in
the Audit

Introduction

In the 2013 Release, the Board
proposed disclosure in the auditor’s
report of: (1) The names, locations, and
extent of participation of other
independent public accounting firms
that took part in the audit and (2) the
locations and extent of participation, on
an aggregate basis by country, of certain
other persons not employed by the
auditor that took part in the audit.
Extent of participation would have been
determined as a percentage of total audit
hours, excluding hours attributable to
the engagement quality reviewer,
Appendix K18 review and internal
audit. Extent of participation would
have been disclosed as a number or

17 See general instruction 7 and Item 3.1.a.6 of
Form AP. The firm is required to assign a 10-digit
Partner ID number, beginning with the Firm ID (a
unique five-digit number based on the number
assigned to the firm by the PCAOB) followed by a
unique series of five digits assigned by the firm. The
unique series element can be any series of numbers
of the firm’s choosing that is unique to each
engagement partner associated with the firm. For
example, the unique series element could be
sequential numbers, numbers based on the year the
partner was admitted into the partnership, or
random numbers.

18 See SEC Practice Section (“‘SECPS”) Section
1000.45 Appendix K, SECPS Member Firms With
Foreign Associated Firms That Audit SEC
Registrants. The Board adopted Appendix K as part
of its interim standards. See Rule 3400T(b), Interim
Quality Control Standards; SECPS Section
1000.08(n). Appendix K requires accounting firms
associated with international firms to seek the
adoption of policies and procedures consistent with
certain objectives, including having policies and
procedures for certain filings of SEC registrants
which are the clients of foreign associated firms to
be reviewed by persons knowledgeable in PCAOB
standards.

within a range (less than 5%, 5% to less
than 10%, 10% to less than 20%, and
so on in 10% increments) and would
have been based on estimates of audit
hours. Other accounting firms whose
participation was less than 5% of total
audit hours were not required to be
individually identified; rather, the
number of such other accounting firms
and their aggregate participation would
have been disclosed. Similarly, for
nonaccounting firm participants in the
same country whose aggregate
participation was less than 5%,
disclosure of the number of such
countries and the aggregate
participation of nonaccounting firm
participants in such countries would
have been required.

The 2015 Supplemental Request
solicited comment on limiting
disclosures with respect to
nonaccounting firm participants,
including the possibility of eliminating
such disclosures altogether or tailoring
the requirements so that disclosure
would only be provided with respect to
nonaccounting firms that were not
entities controlled by or under common
control with the auditor or employees of
such entities. In addition, unlike the
2013 Release (but aligned with the 2011
Release), the disclosure requirements
and computation of total audit hours
presented in the 2015 Supplemental
Request excluded specialists engaged,
not employed, by the auditor.

Some commenters generally
supported the requirements in the 2013
Release and asserted that disclosure of
the other accounting firms involved in
the audit would provide useful
information to investors. Other
commenters opposed the requirement,
because of potential consent
requirements and liability under the
Securities Act of 1933 (“Securities
Act”), or based on the belief that
disclosures were not useful information,
could confuse financial statement users
about the degree of responsibility for the
audit assumed by the accounting firm
signing the auditor’s report, or could
contribute to information overload.
Others suggested that the current
auditing standards (for example, AS
1205 (currently, AU sec. 543)) in this
area are adequate. Many commenters on
the 2015 Supplemental Request
supported other accounting firm
disclosures on Form AP (even some
who disagreed with engagement partner
disclosure requirements). Most
commenters supported having no
required disclosure of nonaccounting
firm participants.

The Board believes that information
about other accounting firms
participating in the audit is of

increasing importance as companies
become more global.19 Many companies
with substantial operations outside the
United States are audited by U.S.-based,
PCAOB-registered public accounting
firms.20 The Board’s inspection process
has revealed that the extent of
participation by firms other than the one
that signs the auditor’s report ranges
from none to most of the audit work (or,
in extreme cases, substantially all of the
work).2? In many situations, the
accounting firm signing the auditor’s
report uses another accounting firm in
a foreign country to audit the financial
statements of a subsidiary in that
country. These arrangements are often
used in auditing today’s multinational
corporations. At the same time, the
quality of the audit is dependent, to
some degree, on the competence and
integrity of the participating accounting
firms. This is especially true when the
firm signing the auditor’s report has
reviewed only a portion of the work
done by the other accounting firm, as is
permitted under AS 1205 (currently AU

19 For example, in their most recent audited
financial statements filed as of May 15, 2015,
approximately 51% and 41% of the population of
companies in the Russell 3000 Index reported
segment sales and assets, respectively, in
geographic areas outside the country or region of
the accounting firm issuing the auditor’s report. For
the population of companies in the Russell 3000
Index that reported segment sales or assets in
geographic areas outside the country or region of
the accounting firm issuing the auditor’s report,
approximately 40% and 35% of those segment sales
and assets, respectively, were in geographic areas
outside the country or region of the accounting firm
issuing the auditor’s report.

20 See Auditor Considerations Regarding Using
the Work of Other Auditors and Engaging Assistants
from Outside the Firm, PCAOB’s Staff Audit
Practice Alert No. 6 (July 12, 2010) (discussing the
trend of smaller U.S. firms’ auditing companies
with operations in emerging markets and reminding
auditors of their responsibilities in such audits).
Staff Audit Practice Alert No. 6, at 2, noted that “in
a 27-month period ending March 31, 2010, at least
40 U.S. registered public accounting firms with
fewer than five partners and fewer than ten
professional staff issued audit reports on financial
statements filed with the SEC by companies whose
operations were substantially all in the China
region.” See also Activity Summary and Audit
Implications for Reverse Mergers Involving
Companies from the China Region: January 1, 2007
through March 31, 2010, PCAOB Research Note No.
2011-P1 (Mar. 14, 2011) (discussing available
information on the role of registered public
accounting firms in auditing issuers in the China
region).

21 AS 1205.02 (currently AU sec. 543.02) requires
the auditor to decide whether his own participation
is sufficient to enable him to serve as the principal
auditor and to report as such on the financial
statements. Current auditing standards state that the
firm may serve as principal auditor even when
“significant parts of the audit may have been
performed by other auditors.” AS 1205.02. The
PCAOB has a project on its agenda to improve the
auditing standards that govern the planning,
supervision, and performance of audits involving
other auditors. See Standard-Setting Agenda, Office
of the Chief Auditor (Dec. 31, 2015).
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sec. 543).22 The Board and its staff
previously conveyed their concern
about some practices they have seen in
these arrangements.23 In addition to
providing potentially valuable
information to investors and other
financial statement users about who
actually performed the audit, the
disclosure of other accounting firms
participating in the audit could provide
other potentially valuable information,
such as the extent of participation in the
audit by other accounting firms in
jurisdictions in which the PCAOB
cannot conduct inspections.

Some commenters expressed concern
that including information in the
auditor’s report about other participants
in the audit might confuse financial
statement users as to who has overall
responsibility for the audit or appear to
dilute the responsibility of the firm
signing the auditor’s report. Other
commenters, including investors and
other financial statement users,
expressed support for the disclosure and
indicated that investors and other
financial statement users are able to
distinguish and evaluate many
disclosures made by management.
These commenters have also asserted
that they would be able to consider the
information appropriately. To address
concerns about potential confusion
regarding who has overall responsibility
for the audit or potential dilution of the
responsibility of the signing firm, the
final rules provide that if disclosure
regarding other accounting firms is
voluntarily included in the auditor’s
report, the auditor’s report must also
include a statement that the firm signing
the auditor’s report is responsible for
the audits and audit procedures
performed by the other accounting firms
and has supervised or performed
procedures to assume responsibility for
the work in accordance with PCAOB
standards.

22 See AS 1205 (currently AU sec. 543) for a list
of matters the auditor is required to review.

23 See Audit Risk in Certain Emerging Markets,
PCAOB’s Staff Audit Practice Alert No. 8, at 19
(Oct. 3, 2011) (“Through the Board’s oversight
activities, the Board’s staff has observed instances
in certain audits of companies in emerging markets
in which the auditor did not properly coordinate
the audit with another auditor.”); see also Order
Instituting Disciplinary Proceedings, Making
Findings, and Imposing Sanctions, In the Matter of
Clancy and Co., P.L.L.C. et al., PCAOB Release No.
105-2009-001 (Mar. 31, 2009) (imposing sanctions
in a case in which a U.S. firm used a significant
amount of audit work performed by a Hong Kong
firm without adequately coordinating its work with
that of the Hong Kong firm).

Participants for Which Disclosure Is
Required

Other Accounting Firms

Under the final rules, disclosure is
required with respect to all other
accounting firms that participated in the
audit. The final rules define an “other
accounting firm” as (i) a registered
public accounting firm other than the
firm filing Form AP, or (ii) any other
person or entity that opines on the
compliance of any entity’s financial
statements with an applicable financial
reporting framework.

For purposes of Form AP, an other
accounting firm participated in the
audit if (i) the firm filing Form AP
assumed responsibility for the work and
report of the other accounting firm as
described in paragraphs .03—.05 of AS
1205 (currently AU sec. 543), or (ii) the
other accounting firm or any of its
principals or professional employees
was subject to supervision under AS
1201 (currently Auditing Standard No.
10).

As noted above, the 2013 Release
contemplated that disclosure would be
required with respect to other “public
accounting firms” that took part in the
audit. Under the Board’s rules, “public
accounting firm” means “a
proprietorship, partnership,
incorporated association, corporation,
limited liability company, limited
liability partnership, or other legal
entity that is engaged in the practice of
public accounting or preparing or
issuing audit reports.” 24 The change in
the definition is intended to facilitate
compliance and avoid potential
uncertainty about the entities for which
disclosure must be provided on Form
AP.

The amount of disclosure required
varies with the level of participation in
the audit. For each other accounting
firm whose participation accounted for
at least 5% of total audit hours, the
following information must be
provided: Legal name; a unique five-
digit identifier (“Firm ID”’) for firms that
have a publicly available PCAOB-
assigned number; 25 headquarters office
location (city and state (or, if outside the
US, city and country)); and extent of
participation, expressed as a percentage

24PCAOB Rule 1001(p)(iii), Definition of Terms
Employed in Rules.

25 This number can be found by viewing the
firm’s summary page on the PCAOB Web site,
where it is displayed parenthetically next to the
name of the firm—firm name (XXXXX). If the
number assigned to the firm by the PCAOB has
fewer than five digits, leading zeroes should be
added before the number to make the five digit Firm
ID, for example, 99 should be presented as 00099.
For example, all currently-registered firms have a
number assigned by the PCAOB.

(either as a single number or within a
range) of total audit hours.

Form AP includes a new requirement
to provide the Firm ID for all currently-
registered firms as well as other
accounting firms that have a publicly
available PCAOB-assigned number.
Although commenters did not raise a
concern about needing unique
identifiers for firms as they did for
engagement partners, the staff is aware
that some accounting firms in the same
country may have the same or very
similar names. To alleviate possible
confusion among accounting firm names
and to ensure that firms that have a
publicly available PCAOB-assigned
number can be more easily linked to
other PCAOB registration and
inspection data, Form AP requires
disclosure of the Firm ID.

Some commenters expressed concern
that disclosure of other accounting firms
participating in the audit may provide
information about the issuer’s
operations that would not otherwise be
required to be disclosed (for example,
countries in which the issuer operates).
Given that the reporting provides
information about where the audit was
conducted and not necessarily where
the issuer’s business operations are
located and that the names and
locations of other accounting firms are
only identified if their work constitutes
at least 5% of total audit hours, the
Board has not revised the proposed
requirements to address this concern.

For other accounting firms that
participated in the audit but whose
individual participation accounted for
less than 5% of total audit hours, the
following aggregated information is
required: The number of such other
accounting firms; and the aggregate
extent of participation of such other
accounting firms, expressed as a
percentage of total audit hours.

Similar to comments received on the
2011 Release, a few commenters on the
2013 Release suggested that the Board
should consider requiring disclosure
regarding the nature of the work of or
areas audited by other accounting firms.
Further, some commenters suggested
that the Board require the addition of
clarifying language regarding the
structure of the firm, the firm’s system
of quality controls, and the work
performed by the firm signing the
auditor’s report over the work of other
accounting firms participating in the
audit.

After considering comments on the
2011 and 2013 Releases, no requirement
was added for additional clarifying
language because the Board does not
believe that requiring the disclosure of
this more detailed information is
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necessary to meet the Board’s overall
objective of this rulemaking. Moreover,
the final rules require the firm preparing
Form AP to acknowledge its
responsibility for the audits or audit
procedures performed by other
accounting firms that participated in the
audit.

Referred-To Auditors

In situations in which the auditor
makes reference to another accounting
firm in the auditor’s report,26 the 2015
Supplemental Request suggested that
the auditor would also disclose the
name of the other public accounting
firm (“referred-to auditor”), the city and
state (or, if outside the United States,
city and country) of the office of the
other public accounting firm that issued
the other audit report, and the
magnitude of the portion of the financial
statements audited by the referred-to
auditor on Form AP. The Board adopted
these requirements substantially as
described in the 2015 Supplemental
Request.2? The requirement to file Form
AP does not apply to referred-to
auditors, since the referred-to auditor
may not be required to register with the
PCAOB 28 and would not generally be
conducting the audit of an issuer, but
rather a subsidiary or business unit of
an issuer.

Unlike the disclosures for other
accounting firm participants, which are
based on the percentage of total audit
hours, Form AP disclosures for referred-
to auditors effectively incorporate the
existing requirements for disclosure of
the magnitude of the portion of the
financial statements audited by the
referred-to auditor.2® In addition, Form
AP requires the name, the city and state
(or, if outside the United States, city and
country) of headquarters’ office location,

26 See AS 1205.03, .06—.09 (currently AU sec.
543.03, .06—.09).

27 Additionally, the amendments to AS 1205
(currently AU sec. 543) remove, as unnecessary, the
requirement to obtain express permission of the
other accounting firm when deciding to disclose the
firm’s name in the auditor’s report because, as
discussed below, the SEC rules already include a
requirement that the auditor’s report of the referred-
to auditor be filed with the SEC.

28 Under PCAOB Rule 2100, Registration
Requirements for Public Accounting Firms, each
public accounting firm that “plays a substantial role
in the preparation or furnishing of an audit report
with respect to any issuer, broker, or dealer must
be registered with the Board.”

29 See AS 1205.07 (currently AU sec. 543.07).
Existing PCAOB standards require that the auditor
disclose the magnitude of the portion of the
financial statements audited by the referred-to
accounting firm by stating the dollar amount or
percentages of one or more of the following: total
assets, total revenues, or other appropriate criteria,
whichever most clearly reveals the portion of the
financial statements audited by the referred-to
accounting firm.

and Firm ID, if any, of the referred-to
auditor.

Nonaccounting Firm Participants

Under the 2013 Release, disclosure
would have been required with respect
to all “persons not employed by the
auditor” 30 that the auditor was required
to supervise pursuant to AS 1201
(currently Auditing Standard No. 10).
Such nonaccounting firm participants
would not have been identified by
name. Rather, these participants would
have been identified in the auditor’s
report as ‘“‘persons in [country] not
employed by our firm.” These
disclosures would have permitted
investors to determine how much of the
audit was performed by nonaccounting
firm participants in a particular
jurisdiction but not the nature of the
work performed by those nonaccounting
firm participants or whether they were,
for example, offshore service centers,
consultants, or another type of entity.

Commenters’ reactions to the
reproposed disclosure requirements
were mixed. Some commenters argued
for uniform treatment of accounting firm
participants and nonaccounting firm
participants, either to make disclosure
easier to understand or to avoid the
creation of incentives to engage
nonaccounting firm participants rather
than other accounting firms. Some of
these commenters suggested that the
nature of services performed by persons
not employed by the auditor should also
be disclosed. Other commenters
questioned the value of the disclosures
or suggested that the disclosures could
be confusing or subject to
misinterpretation. Some commenters
were particularly critical of requiring
disclosures regarding ‘‘offshored”
work 31 and work performed by leased
personnel (often in firms that have an
alternative practice structure 32). These
commenters asserted that work

30PCAOB Release No. 2011-007, at 18.

31The 2011 Release noted that some accounting
firms had begun a practice, known as offshoring,
whereby certain portions of the audit are performed
by offices in a country different than the country
where the firm is headquartered. The Board
understands that offshored work may be performed
by another office of or by entities that are distinct
from, but that may be affiliated with, the registered
firm that signs the auditor’s report. The Board notes
that the practice of sending some audit work to
offshore service centers, typically in countries
where labor is inexpensive, has been increasing in
recent years.

32 The Board’s standards describe alternative
practice structures as ‘“nontraditional structures”
whereby a substantial (the nonattest) portion of an
accounting firm'’s practice is conducted under
public or private ownership, and the attest portion
of the practice is conducted through the accounting
firm. ET section 101.16, 101-14—The effect of
alternative practice structures on the applicability
of independence rules.

performed by nonaccounting firm
participants under the direct
supervision and review of the firm
signing the auditor’s report should not
be required to be separately identified,
regardless of who performed the work
and where the work was performed.
One commenter further asserted that
disclosure should not be required
regarding subsidiaries of, or other
entities controlled by, the registered
firm issuing the auditor’s report or
entities that are subject to common
control (for example, sister entities that
perform tax, valuation, or other
assistance to the registered firm),
arguing that the manner in which a
registered firm is structured should not
trigger a disclosure requirement.

The 2015 Supplemental Request
solicited comment on eliminating
disclosures regarding nonaccounting
firm participants or tailoring them to
eliminate disclosure for entities that are
controlled by or under common control
with the auditor, and the employees of
such entities. While some commenters
supported the disclosure requirements,
most argued that disclosure would not
be useful and may be confusing or
inconsistent, given the differences in
legal structures and practice
arrangements across global networks.

After considering the comments and
the intention of the disclosure, the
requirement to disclose the location and
extent of participation of nonaccounting
firm participants has been eliminated
from the final rule.?3 The Board
recognizes that, while nonaccounting
firms may participate in the audit, the
Board’s intent is to provide information
about the participation of accounting
firms. Accounting firms are responsible
for supervising the work of
nonaccounting firm participants. In
addition, the Board’s Web site includes
names of registered accounting firms
and inspection reports, as well as
disciplinary actions with respect to
registered public accounting firms.
Information about nonaccounting firm
audit participants may not be as
meaningful to users since similar
information is not available for these
participants. The Board can monitor
trends in the use of nonaccounting
firms, which could have an effect on
audit quality, and analyze whether such
trends are related to the requirements of
Form AP.

Nonaccounting firm participants
participate in audits at the request of
and in support of the audit work of

33 Unless the context dictates otherwise,
“nonaccounting firm participant’” as used in this
release means any person or entity other than the
principal auditor or any other accounting firm that
participates in an audit.
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accounting firms participating in the
audit. For that reason, unless expressly
excluded from the computation of total
audit hours, hours incurred by
nonaccounting firm participants in the
audit are included in the calculation of
total audit hours and should be
allocated among the other accounting
firms that participated in the audit on
the basis of which accounting firm
commissioned and directed the
applicable work of the nonaccounting
firm.

Exclusions From Disclosure and
Computation of Total Audit Hours

The 2015 Supplemental Request
indicated that the following persons
would be excluded from the disclosures
and from the computation of total audit
hours: the engagement quality
reviewer; 34 persons performing a
review pursuant to Appendix K;
specialists engaged, not employed, by
the auditor; 35 internal auditors, other
company personnel, or third parties
working under the direction of
management or the audit committee,
who provided direct assistance in the
audit of internal control over financial
reporting; 36 or internal auditors who
provided direct assistance in the audit
of the financial statements.3” While
some commenters on the 2015
Supplemental Request suggested that
excluding the engagement quality
reviewer and Appendix K review from
calculation of audit hours would add
administrative effort, commenters at
earlier stages of the rulemaking were
supportive of these exclusions. The
Board continues to believe that the
exclusion of the engagement quality
reviewer is appropriate because he or
she is not under the supervision of the
engagement partner.38 Similarly, the

34 See AS 1220 (currently Auditing Standard No.
7), Engagement Quality Review.

35 AS 1210 (currently AU sec. 336), Using the
Work of a Specialist, describes a specialist as “‘a
person (or firm) possessing special skill or
knowledge in a particular field other than
accounting or auditing.” Examples of specialists
include, but are not limited to, actuaries, appraisers,
engineers, environmental consultants, and
geologists. Income taxes and information
technology are specialized areas of accounting and
auditing and, therefore, persons or firms possessing
such skills are not considered specialists. AS
1210.01.

36 See paragraph 17 of AS 2201 (currently
Auditing Standard No. 5), An Audit of Internal
Control Over Financial Reporting That Is Integrated
with An Audit of Financial Statements.

37 See paragraph .27 of AS 2605, Consideration of
the Internal Audit Function (currently AU sec. 322,
The Auditor’s Consideration of the Internal Audit
Function in an Audit of Financial Statements).

38 Nonetheless, the engagement quality reviewer
has an important role in the audit. The engagement
quality reviewer performs an evaluation of the
significant judgments made by the engagement team

Appendix K review is excluded because
the engagement partner does not
supervise or assume responsibility for
that work.

The hours incurred by persons
employed or engaged by the company
who provided direct assistance to the
auditor are excluded because
determining the extent of their
participation in the audit may be
impractical. Such persons also may
perform other tasks for the company not
related to providing direct assistance to
the auditor or may not track time spent
on providing the direct assistance.

Under the 2013 Release, the hours of
persons with specialized skill or
knowledge (“specialists”) engaged by
the auditor were included in the
calculation of audit hours. This was a
change from the 2011 Release, under
which engaged specialists were
excluded from total audit hours. One
commenter on the 2013 Release
suggested that including specialists in
the calculation of audit hours and
disclosure of persons not employed by
the auditor may put firms that engage
specialists at a competitive disadvantage
compared to firms that employ
specialists. Some commenters also
expressed concerns that it may be
challenging to obtain hours incurred by
the specialists, especially in cases where
the engagement is on a fixed-fee basis.
After considering comments, the Board
determined to exclude specialists
engaged, not employed, by the auditor
from disclosure and the computation of
total audit hours.

Some commenters requested
clarification regarding the treatment of
audit hours related to investments
accounted for using the equity method
of accounting.39 The final rules have
been revised to clarify that hours
incurred in the audit of entities in
which the issuer has such an investment
are not part of total audit hours.

Extent of Participation in the Audit—
Percentage of Total Audit Hours

Audit Hours as a Metric for
Participation in the Audit

Under the 2013 Release, the extent of
participation in the audit would have
been determined using the percentage of
total audit hours as the metric.

and the related conclusions reached in forming the
overall conclusion on the engagement and in
preparing the engagement report, if a report is to be
issued, in order to determine whether to provide
concurring approval of issuance. See AS 1220
(currently Auditing Standard No. 7).

39 See Financial Accounting Standards Board
(“FASB”’) Accounting Standards Codification
(“ASC”) Topic 323, Investments—Equity Method
and Joint Ventures.

Most commenters agreed with
measurement based on the percentage of
audit hours. Some commenters
suggested using other metrics, including
audit fees, the percentage of assets or
revenue that the auditor and other
participants were responsible for
auditing, and the magnitude of the
company’s segment or subsidiary
audited by the other participants.

After consideration of the comments
received, the Board believes that
percentage of total hours in the most
recent period’s audit is an appropriate
and practical metric for the extent of
other accounting firms’ participation in
the audit, for the purpose of disclosure
on Form AP. Audit fees may not fairly
represent the extent of other accounting
firms’ participation in the audit. Audit
fees in the proxy disclosure may include
fees for other services (for example,
other regulatory and statutory filings)
and may exclude fees paid directly to
other accounting firms rather than to the
auditor. Further, because labor rates
vary widely around the world, audit
fees would result in an inconsistent
metric compared to audit hours. The use
of revenue or assets tested may not be
suitable in all circumstances,
particularly when other accounting
firms and the auditor perform audit
procedures on the same location,
business unit, or financial statement
line item.

The firm should document in its files
the computation of total audit hours on
a basis consistent with AS 1215
(currently Auditing Standard No. 3),
Audit Documentation.*°

Elements of Total Audit Hours

In general, total audit hours will be
comprised of the hours of the principal
auditor, nonaccounting firm
participants that assist the principal
auditor or other accounting firms, and
other accounting firms participating in
the audit. Total audit hours exclude
hours incurred by the engagement
quality reviewer, Appendix K reviewer,
specialists engaged by the auditor,
internal audit, among others.

Disclosure Threshold

The 2013 Release set 5% of total audit
hours as the threshold for identification
of other participants in the audit. Many
commenters supported the 5%
threshold. Other commenters suggested
various other thresholds, such as 3%,

40 Under AS 1215 (currently Auditing Standard
No. 3), the audit documentation should be in
sufficient detail to enable an experienced auditor,
having no previous connection with the
engagement, to understand the computation of total
audit hours and the method used to estimate hours
when actual hours were unavailable.
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10% %1 or the PCAOB’s substantial role
threshold of 20% .42

The Board’s intention is to provide
meaningful information to investors and
other financial statement users about
participants in the audit, without
imposing an undue compliance burden
on auditors. Based on PCAOB staff
analysis of available data about the
participation of other accounting firms
in the audit, the Board believes using a
5% threshold would, in most cases,
result in disclosing the names of other
accounting firms that collectively make
up most of the audit effort (measured by
hours) beyond that of the firm signing
the auditor’s report, and would result in
identification of one or two other
participant(s) on average.43 The final
rule therefore retains the threshold at
5% of total audit hours. The final rule
also requires firms to disclose the total
number of other accounting firms that
were individually less than 5% and
their total extent of participation to
provide investors and others with a
complete picture of the effort by
participating firms.

Presentation as a Single Number or
Within a Range

The 2013 Release would have
required firms to disclose the percentage
of total audit hours of other participants
either as a single number or within a
series of ranges. Commenters supported

410n the 2011 Release, commenters suggested
10% to be consistent with certain requirements in
accounting standards, such as the 10% of revenue
threshold for disclosing sales to a single customer
under FASB pronouncements. See FASB ASC,
Topic 280, Segment Reporting, subparagraph 10—
50-42.

42 According to paragraph (p)(ii), “Play a
Substantial Role in the Preparation or Furnishing of
an Audit Report,” of PCAOB Rule 1001, “[t]he
phrase ‘play a substantial role in the preparation or
furnishing of an audit report’ means—(1) to perform
material services that a public accounting firm uses
or relies on in issuing all or part of its audit report,
or (2) to perform the majority of the audit
procedures with respect to a subsidiary or
component of any issuer, broker, or dealer the
assets or revenues of which constitute 20% or more
of the consolidated assets or revenues of such
issuer, broker, or dealer necessary for the principal
auditor to issue an audit report [on the issuer].”
Under Rule 2100, each public accounting firm that
“plays a substantial role in the preparation or
furnishing of an audit report with respect to any
issuer, broker, or dealer must be registered with the
Board.”

43 PCAOB staff analyzed information provided by
auditors of more than 100 larger issuers with
respect to audit engagements conducted in 2013
and 2014. The selected information included the
names of other accounting firms that participated in
the audit and their individual extent of
participation as a percentage of the total audit
hours, without using a threshold. The Board’s staff
used this information to determine the approximate
number of other accounting firm participants in
larger audit engagements that would be required to
be disclosed individually using 3%, 5%, and 10%
thresholds.

the ability to present the disclosure of
other participants in ranges or as a
single number. This requirement was
adopted in Form AP as reproposed to
provide firms flexibility in completing
the disclosures while providing
investors and other financial statement
users meaningful information about the
relative extent of participation of other
accounting firms and to allow firms
flexibility to choose the method of
presentation, i.e., as a single number or
within a range, that best suits their
circumstances, for all other accounting
firms required to be identified.

Use of Estimates

The 2013 Release stated that auditors
would be able to use estimates of audit
hours when actual hours were not
available. Many commenters on the
2015 Supplemental Request requested
clarification that estimation of audit
hours would be permitted. To respond
to commenters’ concerns, the
instructions to Form AP provide that
firms may use a reasonable method to
estimate audit hours when actual hours
have not been reported or are otherwise
unavailable. The firm should document
in its files the method used to estimate
hours when actual audit hours are
unavailable on a basis consistent with
AS 1215 (currently Auditing Standard
No. 3).

Liability Considerations

Throughout the Board’s rulemaking
process, commenters have expressed
concern about the impact that public
identification of key audit participants,
particularly in the auditor’s report,
could have on the potential liability or
litigation risks of those participants
under the federal securities laws. The
Board takes these concerns seriously
and has sought comment throughout
this rulemaking on various means of
disclosure—from engagement partner
signature on the auditor’s report, to
disclosure in the auditor’s report, to
disclosure on Form AP—in part to
respond to them. The Board believes the
final rule accomplishes its disclosure
goals while appropriately addressing
these concerns by commenters.

As noted in the 2015 Supplemental
Request, some commenters on the 2013
Release suggested that identifying the
engagement partner and the other
participants in the audit in the auditor’s
report could create both legal and
practical issues under the federal
securities laws by increasing the named
parties’ potential liability and could
require their consent if the auditors’
reports naming them were included in,
or incorporated by reference into,
registration statements under the

Securities Act.#4 In addition, some
commenters expressed concerns about
the possible effects of the engagement
partner’s name appearing in the
auditor’s report on liability and
litigation risk under Section 10(b) of the
Exchange Act and Rule 10b-5
thereunder. In their view, identification
in the auditor’s report could make it
more likely that identified persons
would be named in a lawsuit or could
affect their liability position. Many
commenters on the 2013 Release urged
the Board to proceed with the new
disclosure requirements, if it
determined to do so, by mandating
disclosure on an amended PCAOB Form
2, firm’s annual report, or on a newly
created PCAOB form as a means of
responding to such concerns.

Other commenters stated that, in view
of the PCAOB’s investor protection
mission, the 2013 Release gave too
much weight to commenters’ concerns
about liability. These commenters
asserted that naming the engagement
partner, in itself, would not affect the
basis on which liability could be
founded.

The 2015 Supplemental Request
solicited comment on whether
disclosure on Form AP would mitigate
commenters’ concerns about liability-
related consequences under federal or
state law. While some commenters
asserted that requiring disclosure on
Form AP would not reduce litigation
risk, others argued that there was no risk
that Form AP disclosure would give rise
to additional liability. Most accounting
firms that commented on the issue
agreed that Form AP would address
some or all of their liability concerns.
Several commenters asserted that the
use of Form AP would eliminate the
need to obtain consents under Section 7
of the Securities Act and mitigate or
eliminate concerns about potential
liability under Section 11 of the
Securities Act. Commenter views on the
impact of Form AP on potential liability
under Exchange Act Section 10(b) and
Rule 10b-5 were less uniform, with
some saying that disclosures on Form
AP would not have an impact on
potential liability under Section 10(b)
and Rule 10b-5, some suggesting the
disclosures on Form AP would increase
potential liability, and others saying that
the impact would be uncertain because

44 Section 11 of the Securities Act imposes
liability on certain participants in a securities
offering, including every accountant who, with his
or her consent, has been named as having prepared
or certified any part of the registration statement or
any report used in connection with the registration
statement. Section 7 of the Securities Act requires
that the consent of every accountant so named in
a registration statement must be filed with the
registration statement.
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of continued development of the law in
the area.

The Board believes that disclosure on
Form AP appropriately addresses
concerns raised by commenters about
liability. As commenters suggested,
disclosure on Form AP should not raise
potential liability concerns under
Section 11 of the Securities Act or
trigger the consent requirement of
Section 7 of that Act because the
engagement partner and other
accounting firms would not be named in
a registration statement or in any
document incorporated by reference
into one.*5 While the Board recognizes
that commenters expressed mixed views
on the potential for liability under
Exchange Act Section 10(b) and Rule
10b—5 and the ultimate resolution of
Section 10(b) liability is outside of its
control, the Board nevertheless does not
believe any such risks warrant not
proceeding with the Form AP approach.

Finally, one commenter asserted that
the Board should not pursue disclosure
requirements for the engagement partner
and other participants in the audit
unless it can be done in a “liability
neutral” way. The Board’s purpose in
this project is not to expose auditors to
additional liability, and, consistent with
that, it has endeavored to reduce any
such liability consequences. The Board
does not agree, however, that it should
not seek to achieve the anticipated
benefits of a new rule—here, increased
transparency and accountability for key
participants in the audit—unless it can
somehow be certain that its actions will
not affect liability in any way. On the
whole, the Board believes it has
appropriately addressed the concerns
regarding liability consequences of its
proposal in a manner compatible with
the objectives of this rulemaking, and in
view of the rulemaking’s anticipated
benefits.

Voluntary Disclosure in the Auditor’s
Report

The 2015 Supplemental Request
solicited comment on whether, in
addition to filing Form AP, auditors
could voluntarily provide the same
information in the auditor’s report.
Comments on this issue were mixed.
Several commenters noted that they
preferred disclosure of this information
in the auditor’s report, although they
were willing to accept Form AP as a
compromise. Another commenter stated
that optionality about whether to
provide disclosure in the auditor’s

45 While the requirement to file Form AP is
triggered by the issuance of an auditor’s report, the
form would not automatically be incorporated by
reference into or otherwise made part of the
auditor’s report.

report could also provide a signal for
differentiation.

Other commenters, including almost
all the accounting firms that
commented, suggested that the Board
should prohibit or not encourage
voluntary disclosure in the auditor’s
report. They stated that voluntary
disclosure in the auditor’s report would
give rise to the same legal and practical
challenges as the previously proposed
required auditor’s report disclosure.
Some of these commenters suggested
that if the auditor chose to add
disclosures in the auditor’s report then
related costs would also increase. Some
other commenters were concerned that
information in some, but not all,
auditors’ reports may confuse financial
statement users about where to obtain
the information.

The amendments will permit
voluntary disclosure in the auditor’s
report. AS 3101 (currently AU sec. 508)
is amended to permit voluntary
disclosure in the auditor’s report of the
engagement partner and other
accounting firms. AS 1205 (currently
AU sec. 543) is amended to permit firms
to disclose in certain circumstances that
other accounting firms participated in
the audit, which had been previously
prohibited. Under these amendments,
auditors can provide information in the
auditor’s report about the engagement
partner, other accounting firms, or both,
choosing if any information is disclosed
in the auditor’s report. However, Form
AP will provide investors and financial
statement users with all of the required
disclosures.

If disclosure is made in the auditor’s
report about other accounting firms, the
disclosure must include information
about all of the other accounting firms
required on Form AP, so that auditors
cannot choose to include some other
accounting firms and exclude others.
The auditor’s report must also include
a statement confirming the principal
auditor’s responsibility for the work of
other auditors and that it has supervised
or performed procedures to assume
responsibility for their work in
accordance with PCAOB standards, to
avoid potential confusion about the
respective responsibilities of the
principal auditor and the other
accounting firms. When making these
disclosures in the auditor’s report, the
language should be consistent with
PCAOB standards. In particular, any
additional language that could be
viewed as disclaiming, qualifying,
restricting, or minimizing the auditor’s
responsibility for the audit or the audit
opinion on the financial statements is
not appropriate and may not be used.

The Board also adopted amendments
to AS 1205 (currently AU sec. 543) to
remove, as unnecessary, the
requirement to obtain express
permission of the other accounting firm
when deciding to disclose the firm’s
name in the auditor’s report when
responsibility for the audit is divided
with another firm.46 Because the
Commission rules already include a
requirement that the auditor’s report of
the referred-to firm should be filed with
the Commission, the name of the firm is
already made public.4”

Allowing voluntary disclosure in the
auditor’s report responds to some
investors’ preference regarding location
and timing for disclosures. Some
auditors may choose to make the
disclosures in the auditor’s report, and
this might provide auditors a way to
differentiate themselves. Auditors are
not required to include anything in the
auditor’s report and would presumably
do so only if they choose, taking into
account, for example, any costs
associated with disclosure in the
auditor’s report, such as obtaining
consents pursuant to the Securities Act,
if required, and the resulting potential
for liability. Inconsistency across
auditor’s reports should not be a source
of concern because complete data will
be available on the PCAOB’s Web site as
a result of mandatory disclosures on
Form AP for all issuer audits.

Filing Requirements
Filing Deadline

The 2015 Supplemental Request
contemplated a filing deadline for Form
AP of 30 days after the date the auditor’s
report is first included in a document
filed with the SEC, with a shorter
deadline of 10 days for initial public
offerings (“IPOs”’). This period was
intended to balance the time needed to
compile the required information,
particularly for firms that submit
multiple forms at the same time, with
investor preference that the information
be made available promptly.

Comments on the filing deadline were
mixed. Some commenters preferred a
shorter filing deadline, suggesting that
the form should be filed concurrently
with the issuance of the auditor’s report
or within 10 days of initial SEC filing,
similar to the deadline for IPOs. In their
view a shorter deadline would make it
more likely that the information would
be available for investors to consider in
connection with their voting and
investment decisions.

46 See AU sec. 1205.03, .06—.09 (currently AU sec.
543.03, .06—.09).

47 See Rule 2—05 of Regulation S-X, 17 CFR
210.2-05.
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Other commenters suggested a longer
filing deadline, which would provide
firms with additional time to gather the
information. Some of these commenters
also indicated that with a longer
deadline the information regarding the
extent of participation of other
accounting firms would be more
accurate, requiring less estimation.
These commenters suggested several
alternative deadlines, including: 45 days
after the report issuance, to coincide
with the documentation completion
date; 48 60 days after report issuance,
which would include the 45-day
documentation completion date plus
extra time to gather the information;
monthly filings, due, for example, at the
end of the month subsequent to
inclusion in an SEC filing; and quarterly
or annual filings.

There were very few comments on the
IPO deadline. Of those that commented,
most considered the 10-day filing
deadline to be appropriate, while some
other commenters suggested the
deadline be extended, for example to 14
days.

After considering comments, the
Board believes the information on Form
AP should be made available so that it
is useful to investors, while also
affording firms sufficient time to
compile the necessary information. For
audits of non-IPOs, a key consideration
is making the identity of the engagement
partner publicly available before the
shareholder vote to ratify the
appointment of the auditor. For audits
of IPOs, a key consideration regarding
timing is ensuring that the information
is available before any IPO roadshow, if
applicable.

Taking into account investors’
preference for timely access to the
information together with commenter
suggestions to provide firms with
sufficient time to file Form AP, the
Board has modified the deadline for
filing Form AP to be 35 days after the
date the auditor’s report is first included
in a document filed with the
Commission. Based on PCAOB staff’s
analysis of available data regarding the
timing of annual shareholders’
meetings, the Board believes that this
filing deadline would likely allow
information to be provided to investors
prior to the annual shareholders’
meeting in most cases, thus making the
information available in time to inform
voting decisions.#? Filing deadlines of

48 AS 1215 (currently Auditing Standard No. 3)
requires that a complete and final set of audit
documentation should be assembled for retention as
of a date not more than 45 days after the report
release date.

49 While there is no requirement under federal
securities laws for an issuer to have an annual

45 days or greater may not achieve the
intended benefits of providing investors
with timely information. Firms have the
ability to file Form APs in batches, so
that firms that prefer to file periodically
(for example, every month or twice a
month) will be able to do so.

The deadline for filing Form AP in an
IPO situation is adopted as
contemplated in the 2015 Supplemental
Request, as 10 days after the auditor’s
report is first included in a document
filed with the Commission. This
deadline is intended to facilitate making
the information available prior to the
IPO roadshow, if applicable. The text of
the rule has been simplified and
clarified.

Other Filing Considerations

Many firms commenting on the 2015
Supplemental Request requested
additional clarification or guidance
about how Form AP requirements
would apply in particular
circumstances, such as filing
requirements for reissued auditor’s
reports and reporting on mutual fund
families, the allocation of audit hours
between audits of consolidated financial
statements and statutory audits of issuer
subsidiaries, and batch filing of Form
APs. Some commenters recommended
Form AP include other information,
such as notification of a change in the
engagement partner.

Form AP provides information only
about completed audits, so there is no
requirement to file in connection with
interim reviews (although the hours
incurred for interim reviews are
included in total audit hours).5° Form
AP is required to be amended only
when there was an error or omission in
the original submission. Changes from
one year to the next (for example, a
change in engagement partner from the
one assigned in the prior year) do not
necessitate an amendment and are
reflected on a Form AP that will be filed
when the next auditor’s report is issued.

If the auditor’s report is reissued and
dual-dated, a new Form AP is required
even when no information on the form,
other than the date of the report,
changes.51 If the auditor’s report date in

meeting of shareholders and therefore no uniform
deadline for such a meeting, PCAOB staff review
indicates that approximately 98% of annual
meetings are held 35 days or later after the date of
the auditor’s report.

50In addition, Form AP would not be required to
be filed in connection with attestation engagements,
for example, compliance with servicing criteria
pursuant to SEC Rule 13a-18—Regulation AB.

51For example, if a previously issued audit report
is reissued and dual-dated to refer to the addition
of a subsequent events note in the financial
statements, a new Form AP filing would be
required. When completing the new form, the firm

Form AP matches the date on the
auditor’s report, users will be able to
match the auditor’s report with the
related Form AP. To clarify the filing
requirements for reissued reports, a note
has been added to Rule 3211. The note
provides that the filing of a report on
Form AP regarding an audit report is
required only the first time the audit
report is included in a document filed
with the Commission. Subsequent
inclusion of precisely the same audit
report in other documents filed with the
Commission does not give rise to a
requirement to file another Form AP. In
the event of any change to the audit
report, including any change in the
dating of the report, Rule 3211 requires
the filing of a new Form AP the first
time the revised audit report is included
in a document filed with the
Commission.

For audits of mutual funds, Form AP
permits one form to be filed in cases
where multiple audit opinions are
included in the same auditor’s report—
such as in the case for mutual fund
families. If multiple audit opinions
included on the same auditor’s report
involved different engagement partners,
a Form AP would be filed for each
engagement partner, covering the audit
opinions for the funds for which he or
she served as engagement partner.

When actual hours are not available,
auditors may estimate audit hours for
purposes of calculating the extent of
participation of other accounting firms.
This situation may arise, for example, in
the context of statutory audits.
Accounting firms that participate in
audits of multinational issuers often
perform local statutory audits of
subsidiaries in addition to their
participation in the issuer’s audit. The
materiality threshold and legal
requirements for the statutory audit may
necessitate a different level of work than
would have been required for the
issuer’s audit. In these cases, it may be
difficult for the auditor to determine
how much work performed at the
subsidiary relates solely to the
participation in the issuer’s audit. The
auditor may use a reasonable method to
estimate the components of this
calculation, such as 100% of actual
hours incurred by other accounting
firms during the issuer’s audit or
estimating the hours incurred by the
other accounting firm participating to
perform work necessary for the issuer’s
audit.

To ease compliance, firms must,
unless otherwise directed by the Board,

should consider if any other information should be
changed, including information regarding the
participation of other accounting firms.
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file Form AP through the PCAOB’s
existing web-based Registration,
Annual, and Special Reporting system
(“RASR”) using the username and
password they were issued in
connection with the registration
process.52 The system requirements for
filing Form AP are similar to the system
requirements for filing annual and
special reports with the PCAOB.

Some accounting firms commented
that they would like the ability to file
Form APs in batches to reduce their
administrative burden. Some of these
firms also stated that they would like
the ability to file information about
more than one audit report on a single
Form AP. As described in the 2015
Supplemental Request, the Board has
developed a template, also known as a
schema, that will allow firms to submit
multiple forms simultaneously using an
extensible markup language (“XML”).
Firms will be able to submit multiple
forms simultaneously in a batch when
utilizing the schema provided by the
Board. Unlike other PCAOB forms, the
schema for Form AP will enable firms
to complete the entire form using XML
rather than only portions of it. After
considering commenters’ concerns and
the technological constraints of RASR,
no changes were made regarding to the
ability to file information about more
than one audit report on a single Form
AP.

Form APs filed with the Board will be
available on the Board’s Web site. The
Board’s Web site will allow users to
search Form APs by engagement
partner, to find the audits of issuers that
he or she led, and by issuer, to find the
engagement partner and other
accounting firms that worked on its
audit. Over time, the PCAOB anticipates
enhancing the search functionality and
plans to allow users to download search
results. The information filed on Form
AP is anticipated to be available on the
Board’s Web site indefinitely.

A commenter noted that there would
be a potential redundancy between
Form AP and the list of audit clients
and audit reports required on Form 2,
and suggested that the Board consider
eliminating the Form 2 requirement.
After considering the commenter’s
concern and evaluating the potential
redundancies, the Board has determined
not to amend Form 2 at this time. While
some information on Form 2 does
overlap with Form AP, more
information is collected on Form 2 than
would be filed on Form AP; for

52Form AP is not required to be filed for audit
reports issued in connection with non-issuer audits,
even when those audits are conducted in
accordance with PCAOB standards.

example, Form 2 also requires the dates
of any consents to an issuer’s use of an
auditor’s report previously issued.

One commenter suggested that Form
AP allow a firm to assert that it cannot
provide information called for by Form
AP without violating non-U.S. laws,
which would make Form AP consistent
with other forms filed with the Board.
The Board is committed to cooperation
and reasonable accommodation in its
oversight of registered non-U.S. firms,
and has provided non-U.S. firms the
opportunity to at least preliminarily
withhold some information from
required PCAOB forms on the basis of
an asserted conflict with non-U.S. laws.
Generally, the Board has not provided
for firms to assert such a conflict with
respect to all information required by
PCAOB forms. In considering whether
to allow the opportunity to assert
conflicts, the Board has considered both
whether it is realistically foreseeable
that any law would prohibit providing
the information and, even if it were
realistically foreseeable, whether
allowing a firm preliminarily to
withhold the information is consistent
with the Board’s broader responsibilities
and the particular regulatory
objective.53 In addition, even where the
Board has allowed registered firms to
assert legal conflicts in connection with
Forms 2, 3, and 4, that accommodation
does not entail a right for a firm to
continue to withhold the information if
it is “sufficiently important.” 54 In this
case, nothing has been brought to the
Board’s attention indicating a realistic
possibility that any law would prohibit
a firm from providing the information,
and the information is categorically of
sufficient importance that the Board
sees no reason to allow a firm to
withhold it on the basis of an asserted
conflict.

The 2015 Supplemental Request
proposed to apply PCAOB Rule 2204,
Signatures, to Form AP. Application of
the rule would have required firms to
electronically sign and certify and retain
manually signed copies of Form APs
filed with the Board. Some commenters
identified the manual signature
requirement as an administrative
burden that would be time consuming
and costly. After considering these
views, the Board determined to simplify
the requirements for Form AP. Firms
will be required to have each Form AP
signed on behalf of the Firm by typing
the name of the signatory in the
electronic submission, but there is no

53 See, e.g., Rules on Periodic Reporting by
Registered Public Accounting Firms, PCAOB
Release No. 2008—004 (June 10, 2008), at 36—38.

54 See id. at 37-38 1n.38.

requirement for manual signature or
retention of manually signed or record
copies.

Audit of Brokers and Dealers Under
Exchange Act Rule 17a-5

Pursuant to Exchange Act Rule 17a—
5, brokers and dealers are generally
required to file annual reports with the
Commission and other regulators.55 The
annual report includes a financial
report, either a compliance report or
exemption report, and reports by the
auditor covering the financial report and
the compliance report or exemption
report. The annual report is public,
except that, if the statement of financial
condition in the financial report is
bound separately from the balance of
the annual report, the balance of the
annual report is deemed confidential
and nonpublic.56 Therefore, in
situations in which the broker or dealer
binds the statement of financial
condition separately from the balance of
the annual report, the auditor generally
would issue two separate auditor’s
reports that would have different
content: (1) An auditor’s report on the
statement of financial condition that
would be available to the public and (2)
an auditor’s report on the complete
annual report that, except as provided
in paragraph (c)(2)(iv) of Exchange Act
Rule 17a-5, would be confidential and
not available to the public.57

As discussed in the 2013 Release,
ownership of brokers and dealers is
primarily private, with individual
owners generally being part of the
management team. The 2015
Supplemental Request sought comment
about whether Form AP posed specific
issues with respect to brokers and
dealers. Some commenters asserted that
the disclosure requirements should
apply to all audits conducted under
PCAOB standards. However, others
asserted that 