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March 7, 2008 
 
Office of the Secretary 
PCAOB 
1666 K Street, NW 
Washington, DC 20006-2803 
 

PCAOB Rulemaking Docket Matter No. 025 
 

Dear Secretary: 
 
This letter includes my comments on PCAOB Rulemaking Docket Matter 
No. 025, “Engagement Quality Review.”  As noted in the proposal, this 
proposal mainly updates and formalizes the Board’s Interim Quality Control 
Standards with respect to a requirement for concurring partner reviews.  As 
such, the principal objective seems to be to extend the concurring partner 
review requirement to certain smaller accounting firms that weren’t 
previously members of the AICPA’s SEC Practice Section.  This is an 
appropriate step to ensure reasonably consistent quality controls for the 
audits of all public companies.  As such, I concur with the basic conclusions 
of the proposal.  However, I have two matters for your consideration. 
 
Paragraph 9 of the proposed rule states that “Based on the procedures 
performed in accordance with paragraphs 7 and 8, and other relevant 
knowledge possessed by the engagement quality reviewer, the engagement 
quality reviewer should assess whether there are areas within the 
engagement that pose a higher risk that the engagement team has failed to 
obtain sufficient competent evidence or reached an inappropriate 
conclusion.”  This strikes me as overly broad as nearly any area of an audit 
might involve insufficient evidence or inappropriate conclusions, and this 
won’t necessarily be clear from the procedures in paragraph 8.  One result 
may be that concurring partners feel it necessary to repeat a high percentage 
of the review work of the engagement partner, resulting in unnecessary costs 



and perhaps a delay in finalizing year end audits.  Another result may be that 
PCAOB inspectors, having reviewed all of an engagement’s working papers, 
may find fault with the more limited work of a concurring partner because 
they think he or she should have looked at areas they found deficient through 
their comprehensive inspection.  Neither of these seems to be a positive 
outcome. 
 
The best way to address this problem would be to simply eliminate 
paragraph 9 as paragraphs 7 and 8 specify both the overall approach and 
specific procedures that are to be followed by the concurring partner 
reviewer.  However, it may be possible to address the problem by expanding 
on paragraph 7 to clearly state what the objective of the concurring partner 
review is.  The present draft of the standard does not specify what is 
supposed to be accomplished by the concurring partner review and that 
seems like a glaring omission. 
 
Another matter for your consideration is the relationship of the concurring 
partner review and the company’s audit committee.  At a minimum, I 
believe that the standard should encourage accounting firms to clearly 
communicate with audit committees on the purpose and timing of this 
review.  In my experience on audit committees, I’ve found that accounting 
firms don’t normally say much about the independent review unless I ask 
about it.  As a best practice, I think the reviewer should meet with the audit 
committee at least once a year and his or her role should be explained.  
Otherwise, there’s a chance that a last minute problem or delay in the audit 
can occur because of concerns expressed by the reviewer without the audit 
committee even knowing that this procedure has to be performed.   
 
Please let me know if you’d like to discuss my comments. 
 
Sincerely, 
 
 
 
Dennis R. Beresford 
Ernst & Young Executive Professor of Accounting 























 
 
 
 
 
 
May 2, 2008 
 
 
Office of the Secretary 
PCAOB 
1666 K Street, N.W. 
Washington, DC  20006-2803 
 
 
RE: PCAOB Rulemaking Docket Matter No. 025 
 
 
Dear Mr. Scates, Ms. Campbell, PCAOB Board Members and Staff: 
 
Thank you for the opportunity to comment on the Board’s Proposed Auditing Standard, 
“Engagement Quality Review.”  On balance, I think this is an excellent proposed 
standard.  I will briefly highlight what I view as the strengths of the proposal, and make a 
few limited suggestions as to how the proposed standard might be improved. 
 
The proposed standard has three noteworthy features.  First, the proposed standard 
requires that an engagement quality review be performed on all engagements performed 
under the standards of the PCAOB.  Currently, engagement quality reviews are only 
performed for audits performed by SECPS member firms as of 2003.  In addition to 
requiring engagement quality reviews for audits performed by registered firms that were 
not members of the SECPS (presumably a limited number), the proposed standard would 
require that an engagement quality review be performed for all auditor reviews of 
quarterly information filed on a Form 10-Q.  The academic literature documents that 
quarterly information is relevant to the capital markets and that quarterly financial 
information is generally less reliable.  Therefore, efforts by the Board to increase the 
quality of quarterly reviews performed by auditors will benefit the investing public.  
Requiring an engagement quality review on quarterly reviews performed by the auditor 
should increase the quality of this work.  Second, the proposed standard is informed by 
PCAOB inspection findings and by recent PCAOB enforcement cases.  Unlike other 
standard setters, the PCAOB can tailor standards to address deficiencies identified during 
inspections and enforcement cases.  Third, prohibiting the firm from issuing the report 
until the engagement quality reviewer gives his or her concurrence provides the quality 
reviewer with leverage if he or she disagrees with the engagement partner. 
 
I believe that the proposed standard could be improved in three ways.  First, I believe the 
proposed standard should state an overall objective for the engagement quality review.  In 



my view, the overall objective of the proposed standard should be, “The engagement 
quality reviewer is to perform the review to evaluate whether the engagement has been 
planned and performed to provide reasonable assurance that material misstatements will 
be detected, whether caused by error or fraud.”1  This is what financial statement users 
care about.  Second, the firm should be required to document its conclusion as to why the 
quality reviewer has the qualifications needed “… to serve as the person who has overall 
responsibility for the same type of engagement.”  This is particularly important where 
someone other than another partner from the firm performs the review (e.g., a non-partner 
employee of the firm, a partner from another registered firm, an outside consultant, etc.).  
Moreover, to continue to build important feedback loops between different PCAOB 
divisions, the firm’s evaluation of the qualifications of the engagement quality reviewer 
should be carefully evaluated by the PCAOB’s inspection staff, especially in the early 
years that this standard is effective.  Third, the engagement quality reviewer (to the extent 
practicable) should not be included in the same office-level profit pool as the engagement 
partner.  For example, if Firm ABC audits Company XYZ out of the Atlanta office and if 
Firm ABC partially compensates partners based on local-office profitability, the 
engagement partner should not be from the Atlanta office.2 
 
In my view, the proposed standard, Engagement Quality Review, has the potential to 
improve audit practice.  I encourage the Board to move expeditiously to approve it. 
 
Sincerely, 
 
 
 
Joseph V. Carcello 
Ernst & Young Professor 
Director of Research – Corporate Governance Center 
 
 

                                                 
1 This proposed objective applies to engagement quality reviews of audit engagements.  Appropriately-
modified language could be developed for engagement reviews of quarterly auditor reviews and attest 
engagements. 
2 This recommendation obviously would not apply to single-office firms, but it may be efficacious for 
audits performed by the largest six firms and these firms audit companies comprise the overwhelming 
majority of U.S. stock market capitalization. 













 

Office of the Secretary 
PCAOB 
1666K Street N.W.  
Washington D.C. 20006-2803 
USA 
 
 

By E-mail: comments@pcaobus.org 

May 12, 2008 
 

Dear Sir(s): 

Re.:  PCAOB Rulemaking Docket Matter No. 025 
PCAOB Release No. 2008-002 
Proposed Auditing Standard – Engagement Quality Review and 
Conforming Amendment to the Board’s Interim Quality Control 
Standards 

The Institut der Wirtschaftsprüfer in Deutschland [Institute of Public Auditors in 
Germany], the professional organization representing public auditors in 
Germany, appreciates the opportunity to comment on the above-mentioned 
Proposed Auditing Standard – Engagement Quality Review and Conforming 
Amendment to the Board’s Interim Quality Control Standards (hereinafter 
referred to as the “proposed PCAOB auditing standard” or “proposed standard”). 

We share the Board’s view that well-performed engagement quality control 
reviews are an important element in establishing a basis for investor reliance on 
audits and agree with the aims of the proposed PCAOB auditing standard. 
Subject to the issues raised below, we support the content of the proposed 
standard. We discuss our major concerns in detail below. In the Appendix to this 
letter, we respond to the questions posed by the Board and comment on the 
proposed effective date. 
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Major concerns 

The extent of engagement quality review procedures 

We support the Board’s statement on page 16 of the Release that the engage-
ment quality reviewer’s role is not to perform procedures amounting to a re-
audit. We are, however, concerned that, contrary to this statement, certain 
requirements in paragraphs 8 and 9 of the proposed standard appear to require 
the engagement quality reviewer obtain an understanding of certain matters or 
knowledge, respectively, disproportionate to an engagement quality review. In 
this context, we refer to the Appendix to this letter in which we explain our 
concerns in relation to paragraphs 8 and 9 in more detail.  

 

The source of an engagement quality reviewer’s knowledge 

In view of our comments relating to the extent of certain procedures required by 
paragraphs 8 and 9, we are concerned that the wording of the phrase “knows, 
or should know based on the requirements of this standard” in paragraph 12 
may not be sufficiently clear. An engagement quality reviewer ought only be 
expected to know what he or she would reasonably be able to know as a result 
of having complied with the requirements of the proposed PCAOB auditing 
standard. It would be unreasonable and inappropriate for knowledge based on 
information gained with hindsight for example, to be included in this expectation. 
We therefore believe it is essential that the wording of paragraph 12 be 
unambiguous and also that each of the requirements of the proposed standard 
be worded such that they are not capable of misinterpretation.  

We refer to the Appendix to this letter, in which we explain our concerns in 
respect of paragraph 12 in more detail. 

 

Respective Authorities 

The proposed standard does not clarify the respective responsibilities of the 
engagement partner and the engagement quality reviewer, nor does it stipulate 
how conflicting views between the engagement quality reviewer and the 
engagement partner are to be dealt with such that the firm will be in a position to 
grant permission to the client to use the engagement report. 

According to our reading of paragraph 13, the engagement quality reviewer 
would assume a level of authority sufficient to block that of the engagement 
partner, because he or she can bind the firm by effectively vetoing the issuance 
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of an engagement report. We are concerned that, given the different depth of 
knowledge that an engagement partner and an engagement quality reviewer 
can be expected to obtain, respectively in relation to the same engagement, it is 
not appropriate for the proposed standard to require the latter be able to block 
the engagement partner’s authority without stipulating how such conflicts are to 
be resolved. The respective roles of an engagement quality reviewer and an 
engagement partner need to be clarified, such that the engagement partner’s 
responsibility for the engagement is not diminished by the fact that an engage-
ment quality review is performed. 

In the Appendix to this letter we respond to question no. 9, further recommend-
ing that firms be required to establish procedures or measures to resolve any 
differences of opinion that may arise between the engagement partner and the 
engagement quality reviewer before a firm can issue an engagement report.  

 

We would be very pleased to be of further assistance if you have any questions 
or comments about the content of our letter.  

 

Yours truly,  

  
Klaus-Peter Feld     Ulrich Schneiß 
Executive Director      Director, Auditing 

541/500 

Enclosed: Appendix 
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APPENDIX 

 

Specific questions raised by the PCAOB in PCAOB Release No. 2008-002: 

 

1. The proposed standard does not explicitly state an overall objective of an 
engagement quality review. Should this standard state such an objective? If so, 
what should be included in the objective? 

We encourage the PCAOB to format its standards in a manner similar to that 
currently being adopted by the IAASB and the AICPA. Objectives are generally 
useful in focusing the public’s expectation of what an auditor aims to achieve.  

 

2. Should the engagement quality review be required for all engagements 
performed in accordance with the standards of the PCAOB? If not, when should 
an engagement quality review be required? 

Whilst the IAASB’s equivalent standards require an engagement quality control 
review for audit engagements of listed entities, it is for the firm however, to 
establish a policy for determining which engagements other than audits of the 
financial statements of listed entities are to be subject to a quality control review. 
Criteria to consider when determining which engagements other than audits of 
financial statements of listed entities are to be subject to an engagement quality 
control review include, for example the nature of the engagement, including the 
extent to which it involves a matter of public interest or the identification of 
unusual circumstances or risks in an engagement or class of engagements. We 
suggest the PCAOB adopt a similar approach for engagements performed in 
accordance with PCAOB standards.  

 

3. Are the qualifications of an engagement quality reviewer appropriately 
described in the proposed standard? If not, how should they be revised? 

We support the proposal that suitably qualified persons both not necessarily at 
partner level and also external to the firm may perform engagement quality 
reviews. This allows more flexibility than current PCAOB’s interim requirements, 
and is likely to be particularly helpful to smaller foreign registered firms seeking 
suitable engagement quality reviewers. 

However, we note that the levels of knowledge and competence that an 
engagement quality reviewer must possess according to the proposed standard 
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are more stringent than those stipulated in the PCAOB’s interim requirements 
and by the IAASB in its counterpart standards1. The proposals require the 
experience of the quality control reviewer to be sufficient to enable him or her to 
serve as engagement partner in the specialized industry (we refer to page 9 of 
the Release). This may be problematical for foreign audit firms, and in particular 
smaller firms, where the “pool” of potential engagement quality reviewers may 
be limited.  

 

4. Should the proposed standard allow the engagement team to consult with the 
engagement quality reviewer during the engagement? Would such consultation 
impair the reviewer’s objectivity?  

We agree that consultation may certainly be useful at an early stage in the audit 
in some cases.  

We support the proposal for consultation to be allowed, but at the same time, 
not so as to impair the engagement quality reviewer’s objectivity. Nevertheless 
ultimate responsibility for the engagement should remain with the engagement 
partner. 

 

5. Are the descriptions of the scope and extent of engagement quality review 
procedures contained in the proposed standard appropriate? If not, how should 
they be changed? 

In our letter above, we have expressed concerns relating to specific paragraphs 
in the proposed standard. We comment further on these paragraphs as follows: 

 

Paragraph 8: 

As currently worded, subsections a and b of paragraph 8 requiring the engage-
ment quality reviewer to “obtain an understanding of the firm’s recent engage-
ment experience with the company and risks identified in connection with the 
firm’s client acceptance and retention process” and to “obtain an understanding 
of the company’s business, significant activities during the current year, and 
significant financial reporting issues and risks”, respectively may be interpreted 
to mean that the engagement quality reviewer should obtain the required under-
                                                 
1  [Proposed] ISQC 1 (Redrafted) paragraph A42 states that for an audit of a listed entity the 

engagement quality control reviewer “… would be an individual with sufficient and appropriate 
experience and authority to act as an audit engagement partner on audits of financial 
statements of listed entities.” 
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standings, essentially by repeating engagement procedures independently. We 
appreciate that the Board does not intend this to be the case, and therefore 
suggest the standard clarify that the procedures required do not extend beyond 
a review of the engagement documentation supplemented by discussions with 
the engagement partner and, as necessary, other engagement team members.  

Similarly, paragraph 8f needs to clarify that the difficult or contentious matters 
referred to therein means only those significant difficult or contentious matters 
identified by the engagement team rather than implying any “new” matters are to 
be identified by the engagement quality reviewer.  

We note that other procedures in paragraph 8 make specific or implied refer-
ence to the engagement team’s or the firm’s findings or actions, but this is not 
clearly the case in respect of sections a, b and f.  

 

Paragraph 9: 

In our view the requirement of paragraph 9 is likewise unclear. Paragraph 9 
requires the engagement quality reviewer “based on the procedures performed 
in accordance with paragraphs 7 and 8, and other relevant knowledge 
possessed by the engagement quality reviewer” to “assess whether there are 
areas within the engagement that pose a higher risk that the engagement team 
has failed to obtain sufficient competent evidence or reached an inappropriate 
conclusion”. We interpret the phrase “other relevant knowledge” to mean that 
knowledge the engagement quality reviewer is required to possess in accor-
dance with paragraph 4 of the proposed standard, rather than inferring a 
requirement for the engagement quality reviewer to obtain further relevant 
information to supplement that obtained by the engagement team. It would be 
helpful if the PCAOB were to clarify this in the text of the proposed standard, for 
example, along the lines of the following text currently specified in the interim 
requirements: “The concurring partner reviewer is not responsible for searching 
for additional matters to be considered by the engagement team. However, 
significant matters not previously identified by the engagement team that come 
to the concurring partner reviewer's attention should be referred to and resolved 
by the engagement team with the concurrence of the concurring partner 
reviewer.”  
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Paragraph 12: 

We would like to suggest that the requirement of paragraph 12 be reworded to 
clarify that the phrase “knows or should know” contained therein is to be under-
stood only in the context of the engagement quality reviewer having complied 
with the requirements of the proposed PCAOB auditing standard, i.e., excluding 
any additional facts or matters that become known with hindsight. Furthermore, 
performing all the procedures required by the proposed standard can give 
reasonable but not absolute assurance that the engagement quality reviewer 
will know everything that could become known in so doing. This also needs to 
be reflected, along the lines of “… he or she knows, or should reasonably be 
expected to know, that…”. 

We comment further on the issue of final approval by the engagement quality 
reviewer prior to issuance of an engagement report in our response to 
question 9 below, because we believe paragraph 12 needs further amendment 
in this respect.  

Finally, we also note that the requirement states that the “…engagement quality 
control review must not provide concurring approval ...“. We would like to point 
out that, logically and grammatically speaking, the negation of “must” in this 
case does not mean that the engagement quality control reviewer is prohibited 
from providing concurring approval, but that the engagement quality control 
review is not required to provide concurring approval. We believe that this is not 
what the PCAOB had in mind. For this reason, the words “must not provide” 
should be replaced with “may not provide” or “is prohibited from providing”. 

 

6. Is the risk-based approach to the engagement quality review described by the 
proposed standard sufficient to identify significant engagement problems? If not, 
how should the proposed standard be changed? 

We refer to the detailed comments explaining our major concerns in the accom-
panying letter as well as the comments relating to paragraphs 8 and 9 above. 
We do not believe that all the procedures of paragraph 8 sufficiently reflect a 
risk-based approach.  
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7. Are the proposed requirements for the review of the engagement team’s 
documentation appropriate? If not, how should they be changed? 

We support a risk-based approach whereby the review of the engagement 
team’s documentation does not extend beyond documentation of the matters 
subject to engagement quality review procedures. 

Nevertheless, we believe that the requirements of paragraph 10a may not be 
practicable as regards the envisaged evaluation of consistency with the 
requirements of PCAOB AS-3. An engagement quality reviewer who only 
reviews selected parts of the engagement team’s documentation may not be in 
a position to confirm that these parts are consistent with all the requirements of 
AS-3. For example, paragraph 5 of AS-3 requires in subsection a, that audit 
documentation “demonstrate that the engagement complied with the standards 
of the PCAOB“; unless a review of the complete documentation were performed 
this cannot be ascertained fully. In addition, unless the engagement quality 
reviewer were to re-audit, the engagement quality reviewer would potentially be 
unable to ascertain when the engagement team’s documentation is incomplete. 
In such cases, evaluation of whether engagement documentation complies with 
paragraph 12 of AS-3 would likewise not be practicable.   

 

8. Is the description of the timing of the engagement quality review, as 
proposed, appropriate? If not, how should it be changed? 

In our opinion the flexibility as to timing of the engagement quality review 
envisaged in the proposed standard is appropriate.  

We note the Board’s belief (we refer to page 15 of the Release) that an 
engagement quality review “could be more effective if the review is performed 
shortly after the engagement team’s resolution of significant issues”, however, 
this may not be the case in all engagement circumstances. We would like to 
suggest the Board also recognize that in some engagements, particularly less 
complex or smaller companies, an engagement quality review performed 
towards the end of the engagement, as opposed to throughout that engage-
ment, may also be effective.   
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9. Is the standard for the engagement quality reviewer’s concurring approval of 
issuance appropriate? If not, how should it be changed? 

In the attached letter, we have expressed concerns as to the respective author-
ity of the engagement partner and the engagement quality reviewer, and also 
suggested the PCAOB introduce a requirement for firms to establish procedures 
to resolve any differences of opinion that may arise: 

We note that the current interim requirements address both issues as follows: 

Organizational Structure and Functions of the SEC Practice 1027 
Section.39, APPENDIX E - Concurring Partner Review Requirement 
states: “The concurring partner reviewer's responsibility is not the 
equivalent of the audit engagement partner's responsibilities. Without 
first-hand knowledge of the client's business environment, the benefit of 
discussions with management and other client personnel, the opportunity 
to review client documents or controls, or the ability to observe the 
client's actions or attitudes, a concurring partner reviewer generally is not 
in a position to make the informed judgments on significant issues 
expected of an audit engagement partner.“ and “If the concurring partner 
reviewer and the audit engagement partner of the engagement have 
conflicting views regarding important matters, the disagreement should 
be resolved in accordance with applicable firm policy.” 

The international auditing standard ISA 220 also contains similar requirements 
and also requires the engagement partner not date the auditor’s report until the 
completion of the engagement quality control review, thus clarifying that the 
engagement partner retains responsibility for the engagement: 

[Proposed] ISA 220 (Redrafted), paragraphs 23 “The engagement part-
ner shall remain responsible for the audit engagement and its perform-
ance, notwithstanding involvement of the engagement quality control 
reviewer.” and 24 “Where differences of opinion arise within the 
engagement team, with those consulted or, where applicable, between 
the engagement partner and the engagement quality control reviewer, 
the engagement team shall follow the firm’s procedures for dealing with 
and resolving differences of opinion.” 

In our opinion, similar requirements and statements need to be included in the 
proposed standard, such that the respective roles of engagement quality 
reviewer and engagement partner are clarified. It is important that the engage-
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ment partner retains full responsibility for the engagement and in no way relies 
on an engagement quality review as a safety net or corrective measure. 

 

10. Are the documentation requirements for an engagement quality review 
appropriate? If not, how should they be changed? 

In our opinion, the documentation requirements are reasonable.  

 

12. Should the proposed standard require documentation of the engagement 
quality review to comply with other provisions contained in AS No. 3? If so, 
which provisions should be applicable? 

No. We have not identified any further provisions that would be applicable. 

 

The Board requests comment on the proposed effective date. 

In our opinion, the proposed effective date is not appropriate, since until the 
SEC has given its approval to the proposed standard many engagements for 
which a report will be issued on or after December 15, 2008 may have 
advanced beyond their initial planning stages. Involvement of an engagement 
quality reviewer in accordance with the final version of this proposed standard at 
an early stage will no longer be possible. This is a particular problem for those 
firms not previously subject to the interim requirements or for which changes 
from those requirements may require adaptation of their previous practices.  

In our opinion, a more reasonable approach would be to state that the auditing 
standard is applicable for fiscal years beginning on or after December 15, 2008.    

 



 
 

 
From: Jeffrey Gilbert [mailto:jsgcpa@pacbell.net]  
Sent: Thursday, May 08, 2008 11:52 PM 
To: Comments 
Subject: Engagement Quality Review Standard Proposed 
 
Request is made to extend the effective date of the Engagement Quality Review Standard 
so that Firms like mine have more time to reformat themselves to meet the requirements 
of the proposed standard.  I propose a one-year extension to November 15, 2009, which 
would allow me to perform audits under the current rules through the 2008/early2009 
audit period to satisfy engagements of I have been contracted to perform.  I am a sole 
practioner who is currently is not required to have a concurring partner review because I 
was not a member of the AICPA SEC practice section in 2003 when I became a member 
of the PCAOB. 
  
The November 15, 2008 effective date is just not enough time to allow me to maintain 
the level of audit services while attempting to engage a reviewer or merge with a Firm 
that would allow me to satisfy the objectives of the proposed standard.  Basically my 
current method of operations will be obsoleted by this new standard. 
  
Thank you, 
  
Jeffrey S. Gilbert 

   

 
Be a better friend, newshound, and know-it-all with Yahoo! Mobile. Try it now. 
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May 9, 2008 
 
 
Office of the Secretary 
PCAOB 
1666 K Street NW 
Washington, D.C. 20006-2803 
 

Re: PCAOB Rulemaking Docket Matter No. 025 
 
 
We are pleased to have this opportunity to present the comments of Mayer Hoffman McCann 
P.C. (MHM) in response to the PCAOB proposed standard for engagement quality review. 
Though MHM in association with CBIZ is listed by Accounting Today as the eighth largest 
accounting services provider in the US, we are a relatively new entity representing an 
amalgamation of many smaller CPA firms. We have a growing SEC practice and are committed 
to maintaining the high level of service we give to our existing and future clients. We have 
created a culture revolving around a strong national office group which is actively involved in the 
designation of audit shareholders and concurring (engagement quality) reviewers for each of 
our SEC clients. Though we agree with many of the concepts discussed in the release, we are 
concerned that audit committees may use the requirements as another basis for engaging 
larger firms.  It is based in part on that concern that we provide our comments. As you have 
requested, we will follow the format of your questions and intersperse our comments in what we 
believe is the appropriate response to the question.  
 
Engagements for which an engagement quality reviewer is required 
 
We believe the standard should include an overall objective of the engagement quality review 
and should focus on the skills that the reviewer must have in both business, but not necessarily 
the industry in which the client operates, and SEC filing matters. As a growing firm, we 
designate our quality reviewers as a preapproved group based primarily on their skill and 
experience in handling different audit assignments and background in handling SEC matters. 
Thus we would define the quality review person as an individual with general business acumen 
who provides an independent and final review of the work performed by the firm to judge 
whether the audit work papers support the issuance of an opinion in conformity with the PCAOB 
auditing standards and GAAP.  
 
We support a quality review being performed for all PCAOB engagements.  
 
Competence, Independence, Integrity, and Objectivity 
 
As the proposed standards have been described, it will be difficult for many accounting firms to 
comply if they are attempting to grow their practice. The proposed standard indicates that the 
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reviewer should be able to serve as the engagement partner for a similar client in a specialized 
industry. We believe a reviewer should have a strong background in accounting and auditing 
that can be supplemented by available literature and consultation with experts in specialized 
industries. Where we do have a specialized industry, we try to match the best individuals in our 
firm to handle the account, regardless of location, and then select quality reviewers based upon 
the needs that we perceive are necessary to best serve the engagement.  
 
We believe that not only should the engagement quality reviewer be permitted to consult with 
the engagement team, but that the reviewer should also be encouraged to participate, if 
possible, in the fraud risk discussions and review the engagement planning prior to the 
commencement of audit fieldwork. The process of engagement review should be a dynamic and 
ongoing process. So long as the reviewer’s involvement deals with issues and questions, their 
independence and objectivity should not be impaired. Rather it permits for a more timely 
identification of issues and makes the audit process more efficient and effective. Because of a 
variety of circumstances, not necessarily related to the audit engagement, the quality reviewer 
may have to be changed prior to the completion of the engagement. Accordingly, though the 
review of planning and inclusion in the fraud risk discussion is a goal it should not be set as a 
requirement but rather a preference and where employed should be well documented. We 
believe this needs to be stressed in the final release. 
 
The standard should also clarify what is meant by “supervising the engagement team”. Is the 
definition intended to include, as it does under the independence standards, many shareholders 
in the “chain of command” or was it meant to supervise the engagement team in the field? If not 
clarified, this requirement again will put a strain on the resources of firms that are building their 
practice. We for example are separated into three geographic regions and have designated 
three of our most experienced shareholders as Regional Attest Practice Leaders and have 
another shareholder, who is a member of the PCAOB’s Standing Advisory Group, designated 
as our National Director of Professional Standards. We believe in our structure that all of these 
people are independent and objective and have assigned them to be the quality reviewers on a 
number of PCAOB audits. Accordingly we expect that the definition of “supervise the audit 
team” was not intended to be so broad as to preclude these types of individuals from performing 
engagement quality reviews. We ask that the final standard clarify this issue.  
 
Scope of the review 
 
The suggested scope and approach should provide a reasonable basis for the performance of 
the quality review. Since one of the objectives is to provide for the identification of “…significant 
problems in a timely manner for correction, without imposing unnecessary costs,” we reiterate 
our belief that the involvement of the quality reviewer, as issues are raised, would be more audit 
efficient and effective than to wait for the reviewer to first gain knowledge of issues during their 
subsequent review.  
 
Review of engagement documentation 
 
The proposed standard will clarify and improve the requirements for the review of engagement 
documentation. 
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Timing of the review 
 
As we have stated previously, we believe the review should be performed in stages. This will be 
especially important in multinational engagements where there may be several reviewers, who 
would be working at the request of an overall reviewer, looking at different aspects of an audit.  
 
Concurring approval of issuance 
 
The standard appears appropriate, except that we question how the staff intends to interpret the 
guidance that the quality reviewer needs to ascertain that the firm is independent. A quality 
reviewer would make an inquiry of the audit partner and generally have to rely on that answer. 
Presently there is nothing in the standard that indicates where the reviewer may gain knowledge 
of possible independence violations. However, if the reviewer were asked their view on a 
particular service offering and its impact on independence, we would expect that an inquiry 
would be made as to the ultimate resolution.   
 
Documentation of an engagement quality review 
 
We believe the standards are appropriate as stated.  
 
If you have any questions regarding our comments, please contact Aram Kostoglian, Eastern 
Regional Attest Practice Leader at 212-244-1100, ext. 210 or Ernie Baugh, National Director of 
Professional Standards at 423-870-0511. 
 
 
Very truly yours, 
 
MAYER HOFFMAN McCANN P.C. 
 



 

May 5, 2008 
 
Office of the Secretary, PCAOB 
1666 K Street, NW  
Washington, D.C.  20006-2803 
 
Via email:  comments@pcaobus.org 
 
Re:  PCAOB Proposed Auditing Standard – Engagement Quality Review and Conforming 
Amendment to the Board’s Interim Quality Control Standards 
 
Dear Sir: 
 
The Accounting Principles and Auditing Standards Committee (the “Committee”) of the Florida 
Institute of Certified Public Accountants (“FICPA”) has reviewed and discussed the subject 
Proposed Auditing Standard (the “Standard”), including the eleven discussion questions 
contained therein, and has the following comments: 
 
Question # 1 
 
The Committee believes that the Standard quite clearly proposes broad guidelines as to the 
function of the concurrent reviewer.  In addition, the Standard enhances the firm’s quality 
controls over various stages of the audit engagement.  The lack of a stated objective allows a 
certain degree of professional judgment depending on the size and complexity of the engagement. 
 
Question # 2 
 
The Committee concurs that, to be consistent, all engagements subject to the standards of the 
PCAOB should be subject to the Standard’s quality review procedures.  Exceptions could lead to 
possible oversights in the application of this Standard. 
 
Question # 3 
 
The Committee concurs that the Standard is very accurate in its mandated requirements of the 
engagement quality reviewer.  It is of significant importance in this Standard that the 
qualifications of the quality reviewer be similar to the requirements of ISQC No. 1. 
 
Question # 4 
 
The Committee believes that the timing of the consultation at key stages of the audit engagement 
would meet a twofold function: evaluating the engagement planning and identification of 
significant risks when timing is important and remedial actions can be implemented. 
 
Question # 5 
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The Committee believes that the scope and extent of engagement quality review procedures are 
appropriate in the context that it allows the audit engagement team to exercise discretionary 
professional judgment in lieu of a boilerplate checklist approach.  The broad concept of the 
concurrent reviewer function is well established by the general expectations attributed to it in the 
body of the Standard. 
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Question # 6 
 
The Committee feels that the risk-based approach proposed by the Standard will only be truly 
effective if the quality control procedures are in conjunction with engagement planning review 
and consulting during various stages of completion of the engagement. 
 
Question # 7 
 
The Committee concurs with the proposed requirements for the review of the engagement team’s 
documentation in that the reviewer must evaluate, for those areas reviewed, whether this 
documentation supports the conclusions reached, indicates that the engagement team responded 
appropriately to matters that present significant risks and meets the documentation requirements 
of Auditing Standard No. 3.   
 
Question # 8 
 
The Committee concurs with the timing of the review as long it provides sufficient time to 
implement remedial actions for the resolution of auditing and accounting issues raised during this 
review. 
 
Question # 9 
 
The Committee concurs that the reviewer’s concurrent approval of the issuance will discourage 
the release of financial statements before all significant matters are resolved.  This added 
approval will safeguard against the issuer’s undue pressure on the engagement partner. 
 
Question # 10 
 
The Committee feels that the documentation requirements for the engagement quality review are 
adequate. 
 
Question # 11 
 
The Committee feels that all documentation pursuant to Auditing Standard No. 3 should be 
consistently applied as it relates to the concurrent review.  This is based on the premise that any 
resulting remedial procedures and adjustments have become part of the required documentation 
of the engagement. 
 
The Committee appreciates this opportunity to express its views on the subject Proposed Auditing 
Standard.  Members of the Committee are available to discuss any aspects of this response. 



 

 
Respectfully submitted, 
 
Yanick J. Michel 
 
Yanick J. Michel, CPA, Chair 
FICPA Accounting Principles and Auditing Standards Committee 
 
Committee members coordinating this response: 
 
Richard G. Edsall, CPA 
Joel S. Baum, CPA 
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May 9, 2008  

Public Company Accounting Oversight Board 
Attention:  Office of the Secretary 
1666 K Street, N.W. 
Washington, D.C.  20006-2803 
 
 
RE:  Rulemaking Docket Matter No. 025  
Proposed Auditing Standard – Engagement Quality Review 

Members of the Board, 

I appreciate the opportunity to submit my comments to the Board with respect to the proposed auditing standard on 
engagement quality review.  I retired from public accounting in 2007 after 27 years at Deloitte & Touche LLP and am currently 
a full-time faculty member at the University of Notre Dame teaching undergraduate and graduate courses in accounting and 
auditing. 

My comments are as follows: 

Question 1: I believe the standard should include an overall objective.  Such objective should be consistent with the 
Board’s goal of continually improving the quality of audits of public companies by ensuring registered public accounting firms 
have appropriate procedures in place to help provide those firms with reasonable assurance that their professionals are 
complying with PCAOB standards. 

Question 2: I believe that an engagement quality review should be performed on all engagements conducted in 
accordance with PCAOB standards.  I further believe that the engagement quality review standard should leave no doubt that 
such is the case.  In particular, while the standard does state “engagements performed and completed in accordance with the 
standards” of the PCAOB in its very first paragraph, the tone of the standard is such that it appears to relate only to attest 
engagements related to financial statements and management’s assertions regarding internal control.  The quality review 
should apply to all deliverables provided to public company clients in accordance with PCAOB standards including 
management letters, communications with audit committees (both formal and informal), letters to underwriters, engagement 
letters and communications with other auditors.  I believe the Board is committed to ensuring a culture of quality pervades all 
facets of the profession and the quality review process should be integral to that culture. 

Question 3: While I appreciate the staffing issues of small registered public accounting firms, I have concerns about the 
provisions for quality reviews being performed by employees or others who are not at a level of authority in the firm 
comparable to the individual with final authority for the engagement.  Apart from the potential human resource ramifications of 
subordinates being placed in the position of potentially exercising “veto power” over the engagement team, I am concerned 
such employees would not meet the standard’s criteria of having the skills to perform in the role of the individual with final 
authority over the engagement being reviewed. An audit manager, for example, would likely not have the experience or 
judgment necessary to function as a signing partner for the audit of a registrant otherwise that individual would already be a 
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partner and have responsibility for his or her own engagements.  If the Board believes this is appropriate, it should consider 
the need to ensure that employees placed in the quality reviewer position have the freedom within their organizations to 
perform this function without fear of adverse repercussions and should reconsider the requirement that the quality reviewer 
have the requisite skills to function as the individual with final authority for an engagement of the size and complexity as the 
engagement being reviewed. 

Question 4: Having served as a quality reviewer for hundreds of engagements, I can state from experience that 
concurring reviewers regularly raise questions and provide comments to engagement teams that cause changes in audit 
approaches, conclusions and documentation.  Just as there is no belief that auditors who propose adjustments to their clients 
as a result of errors detected in the course of an audit are no longer independent because they are performing “bookkeeping” 
for their clients, the standard should be clear that quality reviewers who correct, teach or otherwise cause changes to 
engagements to improve engagement quality in accordance with this standard have not acted in a manner that causes their 
objectivity to be impaired. 

Question 5: The scope appears appropriately comprehensive. The Board may wish to consider providing guidance for 
those situations in which the quality reviewer is changed either during the course of the engagement or following the 
engagement.  Successor quality reviewers may need to obtain the same working knowledge of the base engagement as their 
predecessor in order to provide the same quality review as the predecessor.  For example, quality reviewers who assume that 
responsibility midway through an engagement would, of course, need the same level of knowledge as if they had been in that 
position from the beginning.  However, a quality reviewer who must approve the reissuance of an audit report via consent for a 
former client’s filings with the SEC may not need the same level of knowledge as the quality reviewer who served in that 
capacity for the original filing.  I believe this may also be a potential issue for small firms who will use quality reviewers outside 
their firms and may be faced with greater turnover in those individual quality reviewers than firms who have sufficient 
resources within. It may also adversely impact the willingness to serve in that capacity of those outside that small firm who are 
approached to be quality reviewers. 

Question 6: The risk-based approach appears sufficient for the Board’s purposes. 

Question 7: The requirements are appropriate; however the Board should consider specifying in paragraph 8 that the 
areas being reviewed specifically include the related documentation.  While the Board does suggest that in paragraph 10, I 
believe specific reference in paragraph 8 would leave no doubt as to intentions of the standard. For example, 8.a. could read 
as follows:  “Obtain and review the engagement team’s documentation of its understanding…”  If it is the Board’s intent that 
the quality reviewer develop an independent understanding and compare that understanding to the engagement team’s 
documentation, I believe the Board should make that clear.  Similarly, 8.c. could read “Review the engagement team’s 
documentation of its evaluation…”  Again, if it is the Board’s intent that the quality reviewer perform an independent evaluation 
and compare that to the engagement team’s evaluation, I believe that should be stated. 

Question 8: The specified timing is appropriate.  The Board has left no doubt that engagements are not complete and 
conclusions cannot be delivered without the concurrence of the quality reviewer. 

Question 9: The standard is appropriate; however I believe the perceived potential for “second guessing” may increase 
the exposure of prospective quality reviewers to a level that will make it more difficult for small firms who must obtain their 
quality review from individuals outside their firms to obtain those resources and thus continue as registered public accounting 
firms. While this potential should not take precedence over the Board’s goals in this area, the Board should consider any 
public policy issues that may be attendant on this possibility. 

Question 10: The documentation requirements appear appropriate. 

Question 11: For audits (including quarterly review procedures and audits of internal control), the required documentation 
of the quality review is clearly part of the documentation of the audit and is, therefore, subject to all the requirements of AS No. 
3.  Letters and reports that are incidental to those engagements (e.g., communications with audit committees) are likely also 
covered by AS No. 3.  It is not clear that the Board has documentation standards explicitly related to other engagements 
subject to its standards (e.g., letters for underwriters).  The Board may wish to consider the need to specify any particular 
documentation requirements it may have intended with respect to quality reviews of these other engagements. 

Finally, I believe that the quality review process is a “second line of defense” in the area of engagement quality and the quality 
reviewer should not be portrayed as having joint and several responsibility with the individual having final authority for the 
engagement.  Accordingly, I would encourage the Board to consider a project to address the qualifications and duties of the 
members of the engagement team – the “first line of defense” – with respect to engagement conduct and quality. 



I appreciate the opportunity to offer my comments. 

Sincerely, 

s/ James L. Fuehrmeyer, Jr. 

 

James L. Fuehrmeyer, Jr. MBA, CPA 
Associate Professional Specialist 
Department of Accountancy 
University of Notre Dame 
Notre Dame, IN  46556-5646 



Larry E. Rittenberg
Ernst & Young Professor of Accounting & Information Systems

Ph: 608 262 2267; Email: lrittenberg@bus.wisc.edu

May 12, 2008

Office of the Secretary

PCAOB

1666K Street NW

Washington, DC 20006 2803

Re: Proposed Auditing Standard on ENGAGEMENT QUALITY REVIEW

Overview:

My perspectives are from the view of an academic who has spent my entire career with

a career long interest in auditing. I currently set on two public company boards, one in

China and one in the U.S. I understand the need for the PCAOB to issue guidance to

ensure that there is consistent execution of the audit programs by partners and staff. A

robust internal review of engagements for the quality of the audit performed should be

helpful in meeting this overall objective. Thus, I am supportive of the PCAOB’s efforts to

improve audit quality.

At the most recent audit committee meeting of a U.S. Company on which I serve, the

partner (from a Big 4 firm) presented a brief review of proposed PCAOB standards and

how they might affect the audit. I was surprised to hear that they estimated that the

engagement quality review standard would result in an increase of between 75 – 100

hours of partner time and additional costs of review (for $1 billion revenue company).
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The Audit Committee Chair questioned why the additional 75 – 100 hours was necessary

when the firm had demonstrated to us that they had adequate processes to protect

both the public and the audit committee, and that was a factor we considered when we

changed auditors this year. My sense was that the standard was aimed at codifying best

practices and I wondered if the firm was overreacting. The idea of ensuring that high

quality audits are performed seems unassailable.

My understanding is that the PCAOB believes that many (but probably not all) firms

need to be improve their engagement review processes because the PCAOB inspection

process uncovers too many audit deficiencies. The overall goal is to ensure high quality

audits without adding disproportionately to the cost of audits.

Upon a second and third reading the proposed standard, I have developed some

reservations about the current wording in the proposed standard. I have become

concerned that the standard may have some unintended consequences of adding costs

without adding (or contributing) to an increase in the quality of the audit. My sense,

partially based on my reading of PCAOB inspection reports, is that there is a real need

for consistent guidance for engagement reviews, but in particular for some of the

smaller firms that audit public companies. I concur with the concern that many smaller

public accounting firms have not demonstrated the expertise to fully implement

concurring partner reviews, and some of the larger firms may not be sufficiently

challenging the engagement partner. In my view, the addition of guidance for all firms is

a good thing, and the firms must demonstrate that they are performing meaningful

engagement quality reviews. Alternatively, if the firms cannot demonstrate meaningful

engagement quality reviews, they should not be in the business of performing public

company audits. Thus, there is a need for guidance. However, there is always a

potential trade off in becoming too prescriptive in a standard that may raise costs

beyond that required to perform high quality engagement reviews.

I will first describe some overall concerns with the proposed standard and then will talk

about specific paragraphs within the standard that may cause some problems. I will also

address some of the specific questions you raise in your introduction to the standard.

Objective of the Guidance

I am concerned about the lack of a clear objective for the performance of the

Engagement Quality Review. Let’s assume that a public accounting firm has processes

that are designed to ensure that all issues are properly documented and addressed in

the audit engagement (a requirement under current standards). Then, I need to ask:

What is the major purpose of the Engagement Quality Review? Is it:
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1. To ensure that all of the required procedures have been performed, including

documentation and resolution of high risk, or other significant areas, in the audit

engagement, or

2. To require an independent, competent audit and accounting skeptic to evaluate

the major decisions made by the engagement team, i.e. to exercise independent

judgment as to whether the engagement team reached the correct solutions, as

well as gathered appropriate evidence. In essence, this would be a ‘super

engagement partner’ (at least one more independent level above the

engagement partner).

I view these two objectives as being distinctly different. For example, paragraph 7

states that the review ‘should include an evaluation of the significant judgments made

by the engagement team and the conclusions reached …”. This statement would imply

that the objective of the standard is the second one listed above, i.e. a second

evaluation of significant judgments. On the other hand, paragraph 10 covers the review

of documents, and indicates that the review of documentation should address whether

the documentation “indicates that the engagement team responded appropriately to

matters that present a significant risk.” Thus, paragraph 10 implies an Objective 1 noted

above. Perhaps the standard intends to imply both, but if it does, you might want to

consider timing issues. Further, we need to ask if this objective is necessary given that

(a) it is the engagement partner’s responsibility to see that documentation is adequate,

and (b) a firm should have a formal internal review process to see that its auditors are

adhering to professional (and firm) standards requiring adequate documentation.

I believe that the standard should be very clear that the objective is to ensure that there

is an independent review by a knowledgeable person (or group) within the firm to

ensure that a sufficient audit has taken place and that the financial statements reflect

appropriate treatment of all material items in the financial statement. The ISA

statement (footnote 8) implies objective no. 2 above. Does the PCAOB want both, or is

objective 1 part of a normal quality review process that every firm should have, but is

not required before the completion of the audit? That is a decision you will have to

make based on more detailed information that you have from your inspection reports.

Then, within the guidelines you present, I would leave it up to the firms to determine

the most appropriate way to accomplish that objective.

One additional comment, if the objective is no. 1 above, we need to make sure that in

this era of ‘accelerated filings’ and the pressure by the SEC to move the time deadline

for audited filings to a quicker date after year end, whether such a review can be

completed before the deadlines to file such reports. Perhaps it can be addressed, as the

standard describes, by more interim reviews of documentation by the engagement

quality review team. My preference might be to leave objective no. 1 as part of the

firm’s internal review procedures to ensure quality audits.
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Performance of the Engagement Quality Review

There is an implicit assumption that all of the review work is performed by one person,

and that person must be an audit partner with a level of knowledge about a client that is

equal to that of the engagement partner. However, I may be reading too much into the

overall standard because a note to paragraph 5 does state that the reviewer “may seek

assistance from others.” But, it does not specify the level (partner, manager, senior,

etc.) from which that assistance may be procured. As I review the nature of the

engagement quality review guidance proposed in the standard, it is my opinion that

there is some work that could be reliably performed by someone other than a partner.

I will use an old example here. Back when I worked for Ernst & Ernst, they had a

technical review committee in Detroit for the Detroit region. It was composed of

partners, senior managers, and heavy seniors. They were experienced in auditing and

accounting and very knowledgeable. Most of their reviews were of a technical nature,

focusing on the 10K, but they also looked at the documented rationale of significant

judgments made on an audit (for example, valuation of inventory or receivables). I

found their reviews to be incredibly well done. The department was independent of the

engagement partner, and they had the final word on whether the audit report could be

issued. More importantly, the work could be reviewed at different levels, e.g. senior

managers reviewing documentation, planning, and support for conclusions. Partners

reviewed risk and major accounting or audit issues. A heavy senior might review

aspects of documentation. It seems that such a model might work if the standard

addresses both of the objectives noted above. However, the proposed standard does

not seem to contemplate such a structure. I would allow the flexibility for a firm to

determine the best way to accomplish the objective, rather than focusing on a ‘review

partner’ approach. The engagement partner ultimately has a responsibility to

determine that the audit was completed in accordance with PCAOB standards and the

financial results are appropriate according to GAAP. The reviewing team should

determine that there is sufficient support for that conclusion.

The introductory material in the proposed standard cites research by Epps and Messier.

While I agree with the nature of their research, I am concerned that the standard may

be implying that a “checklist or practice aid” may be required for all engagement

reviews. While I do believe that many firms would benefit from such a practice aid, I

also worry that we may contribute further to the checklist approach to auditing. Each

firm should design their own procedures that best meet the objectives of quality review.

A checklist may be useful, but so would other approaches that rely on more significant

inquiry by the engagement team.

Other Comments
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1. I am not sure why the standard is required for reviews of interim financial

information. These engagements provide a different level of assurance than do

the audit engagements. In my view, firms should develop their own internal

quality processes that may, or may not, include an engagement quality reviewer

for interim financial information.

2. There are a couple of issues in paragraph 8 that might be improved:

a. I believe that in part b, the engagement quality reviewer should also

obtain information about the quality of internal control, as it had existed

at the date of last report, as important information to determine if the

audit had been properly planned. Part 8(g) only seems to imply that the

auditor look at the current report on internal control.

b. Part (f) implies that consultations take place on an engagement, but no

criteria are given as to what is required for consultation. If it is

judgmental, then the standard should so state. I am worried about this

requirement because all of the firms will face continuing pressure to

make more ‘principles based’ decisions in the near future, and thus there

will be a need to push more of the accounting analysis down to the

engagement team. The key is to have processes in place, that could

include consultation, that the engagement team gathers the correct

information to make an informed and supportable accounting choice

regarding the economic substance of transactions, or current states of

value, and the client records them according to the appropriate GAAP.

3. Consistent with my comment earlier about the review process, I believe that

paragraph 10 could be spelled out a bit differently. The engagement audit

partner and manager should determine that appropriate documentation is

developed. There should be a process within a firm’s audit methodology to

demonstrate that such documentation has been developed. Thus, in my mind,

the engagement reviewer (or team) should:

a. Determine that such a process to ensure that proper documentation

exists, and there is evidence of that process in the working papers.

b. Then, assuming such a process exists, the engagement quality reviewer

should sample existing documentation to determine that it meets the

requirement. The sampling could be risk based, or on some other base

that the PCAOB may think appropriate.

Further, the lead in focuses on “engagement documentation of the matters that

were subject to engagement quality review procedures”. It is not clear what is

meant by that phrase. Is it limited to the areas described in paragraph 8, or are

there other criteria that may be applicable? Is it contemplated that there should

be some random, or risk based approach to examine audit evidence?

5



4. Qualifications of the Engagement Quality Reviewer. Para 4 on Competence may

be difficult to clearly implement. For example, if an engagement partner is going

to perform the engagement quality review of a company in a highly specialized

industry, must that engagement reviewing partner have the same level of

industry expertise as the engagement partner? This could cause some difficulty

in areas such as oil and gas. The real issue, in my view, is whether the PCAOB

expects to have the engagement review team utilize a review process to see that

the audit is properly performed, or does it expect the engagement reviewing

partner (or team) to have the level of expertise to fully understand all the risks

applicable to that engagement, and to understand those risks at the same level

as the engagement partner and engagement team, and thus be in a position to

second guess the audit. The proposed wording, in my mind, assumes the latter.

I think there should be consideration as to whether the former would be

sufficient (my preference). I personally believe that a good reviewer, with

knowledge of an industry, could do a sufficient engagement review, but not have

all the same expertise as the engagement partner.

5. Paragraph 12. Let us assume that the purpose of the standard is to provide

enough guidance such that the standard is adhered to by all firms that are

registered to practice with the PCAOB. If that is the case, I don’t believe we need

the partial sentence that states: “or should know based upon the requirements

of this standard. . . “. That phrase introduces legal jargon into the auditing

literature that could be dysfunctional. I believe such jargon is unnecessary

because the presumption should always be that auditors will follow the

standards.

Suggested Improvements

The following suggestions are intended to be constructive and address many of the

issues raised in the introduction to the standard.

1. I would prefer a more objectives based approach to the standard. If the

objectives are more clearly laid out, the firms should be provided with flexibility

to demonstrate that they are accomplishing the objectives (most likely within

guidelines you further develop).

2. I prefer a change in terms. Rather than using the term “engagement quality

reviewer”, I suggest using a term that might recognize that an engagement

quality review can be an individual partner, or could be a team that is led by an

individual partner and might include other members. Such a term could be

“engagement quality review team.”
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3. Given the objective of the engagement review process, it might be possible that

the engagement quality review team might have more general expertise, such as

expertise in reviewing the quality of audit engagements. This is in contrast to

the detailed knowledge of the company being audited and the industry risks.

That is not to say that I don’t believe industry knowledge is necessary, but that

knowledge may be pulled in by the engagement team and the engagement

review process should determine that there is evidence that such knowledge

was utilized in the audit.

4. The requirement for an engagement quality review should be eliminated for

review reports on interim information. Since these reviews are not audits, and

rely heavily on the quality of the company’s internal control processes, I do not

see the need for mandated engagement quality reviews.

5. An integrated audit requires an audit opinion on both the financial statements

and the effectiveness of the company’s internal control over financial reporting.

I did not get the impression that these two issues are treated on an equal footing

in the proposed standard (admittedly, I am probably biased here). I would

suggest that issues related to internal control evaluations be elevated to the

same level as the financial reports.

6. As noted earlier, the guidance on consultations could be improved. It is not clear

when consultations are needed. It is usually a call by the engagement partner,

or sometimes by the audit client, or there may be explicit guidance by each firm.

It should be recognized that judgment is used in determining whether

consultations are required and those judgments should be documented. Thus,

the proposed guidance on consultations with the engagement review team could

be placed in that context.

Responses to Specific Questions

1. Overall objective. Yes, I believe the standard definitely needs a more explicit

objective statement.

2. Requirement. I believe it should be required only for audit engagements, and

not for reviews of interim financial information. The level of assurance added by

auditors in providing interim reviews is very different than that provided in

connection with an audit.)

3. Qualifications of Reviewer. No, I do not believe the qualifications of the

engagement quality reviewer are properly described. There are alternative ways

to accomplish the objectives of an engagement quality review. Refer to

comments above.
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4. Engagement team consultation with the engagement reviewer. Each firm should

have processes in place that determine when, and if, consultations with

someone else in the firm should be performed. As stated in the views expressed

above, I believe the purpose of this standard should be on the audit process that

a firm has employed to conduct a high quality audit in accordance with the

PCAOB standards. Thus it should not be necessary to consult with the

engagement reviewer. However, I would stop short of prohibiting such a

consultation. My major concern is that each firm should develop a process, and

the engagement review team should focus on the audit process and the

existence of support for conclusions reached by the engagement team, including

an analysis of both accounting and internal control issues to support the audit

opinions.

5. Scope and Extent of the Engagement. I do not believe they are appropriately

described. Nor, do I believe they can be appropriately described until such time

as the objective becomes clearer.

6. Risk based approach. I believe the guidance is fine on this dimension. However,

it is difficult to fully assess this question without better understanding the overall

objectives of the proposed standard.

7. Review of documentation. The lead in material that is described just before you

ask question 7 seems clearer to me than the actual standard.

8. Timing. This seems fine.

9. Standard for concurring approval. I think this area can, and should be, improved.

See my comments above.

10. Documentation requirements for a review. These seem appropriate.

11. There was no question 11.

12. Relationship to AS3. Yes, I believe the reference is appropriate.

Summary

Reading the proposed standard once again reminds me of how difficult the job of

standard setting is. Based on my reading of selected PCAOB inspection reports, there is

a need for the proposed guidance. The guidance as to areas that should be reviewed,

particularly in paragraph 8, is good. I do believe that there should be more emphasis in
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specifying the objective of the standard, i.e. is it a review of the audit, or a second

“guessing” of the audit by an experienced partner. I see these two as different.

While I am less concerned about the cost of the review process than some of my

colleagues, I do believe that the cost considerations should be considered. If the same

objective could be accomplished with different approaches, we should encourage firms

to concentrate on the approaches that they can demonstrate (a) accomplishes the

objectives of the standard, and (b) are most cost effective for them.

I would be happy to discuss any of the above observations at your convenience. I do

applaud the PCAOB for moving forward in this important area.

Sincerely,

Larry E. Rittenberg, PhD, CPA, CIA

Professor

Larry E 
Rittenberg

Digitally signed by Larry E Rittenberg 
DN: cn=Larry E Rittenberg, 
o=University of Wisconsin, ou, 
email=lrittenberg@bus.wisc.edu, c=US 
Date: 2008.05.12 10:11:31 -05'00'
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12 May 2008 
 
Our ref: ICAEW Rep 65/08 
 
Office of the Secretary  
PCAOB 
1666 K Street,  
N.W. 
Washington 
D. C. 20006-2803. 
 
By email: PCAOB Rulemaking Docket No. 025 
 
Dear Sir  
 
PCAOB RELEASE NO 2008- 002 PROPOSED AUDITING STANDARD: 
ENGAGEMENT QUALITY REVIEWS 
 
The Institute of Chartered Accountants in England and Wales (the ‘Institute’) 
welcomes the opportunity to comment on the proposed auditing standard 
Engagement Quality Review. 
 
The Institute operates under a Royal Charter, working in the public interest. Its 
regulation of its members, in particular its responsibilities in respect of auditors, is 
overseen by the Financial Reporting Council. As a world leading professional 
accountancy body, the Institute provides leadership and practical support to over 
130,000 members in more than 140 countries, working with governments, regulators 
and industry in order to ensure the highest standards are maintained. The Institute is 
a founding member of the Global Accounting Alliance with over 700,000 members 
worldwide. 
 
Our comments have been prepared with the help of our many members working 
around the world who have detailed knowledge and practical experience of US, EC 
and other regulatory regimes. We set out our main comments and answers to the 
PCAOB’s specific questions below.  
 
1. We are concerned by the introduction of a new standard of performance for 

Engagement Quality Reviewers (EQRs), requiring them to consider not 
merely what they know, but also what they ‘should know’. This departure is 
critical and its effect should not be underestimated. We expect EQRs to 
significantly increase the scope and extent of their work to protect 
themselves, and for confusion to arise as to who is ultimately responsible 
for the audit opinion, We do not see additional value in these proposals and 
expect considerable increased cost to arise from this standard of 
performance, without corresponding benefit.  

 
2. The proposed implementation date makes the standard applicable for 2008 

calendar-year end audits. This timetable is too aggressive since planning 
for many 2008 audits is already underway, involving EQRs in the review of 
planning. We recommend a more measured approach to implementation of 
the proposed standard. 
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Please contact me should you wish to discuss any of the points raised in this 
response. 
 
Yours sincerely 

 
Katharine E Bagshaw FCA 
Manager, Auditing Standards  
ICAEW Audit and Assurance Faculty  
T + 44 (0)20 7920 8708  
F + 44 (0)20 7920 8754 
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Main Comments 
 
1 The role of EQRs and what they ‘should have known’ 
 
Current requirements in both US GAAS and ISAs require the EQR to consider 
judgements presented to them by the engagement team. Furthermore, ISA 220 
Quality Control for Audits of Historical Financial Information is currently being 
redrafted and proposes that the EQR’s role is, among other things, to provide an 
objective evaluation of the significant judgments made by the engagement team, and 
the conclusions reached in formulating the auditor’s report, emphasising that it is the 
engagement team’s determination of what is significant that sets the agenda for 
engagement quality review. 
 
The proposed PCAOB standard departs significantly from current international 
practice since the EQR is directed not merely required to consider what is known, but 
also those matters the EQR ‘should have known’, possibly to levels approaching 
those currently applied by the engagement team, to avoid being second-guessed 
after the fact by those who have the benefit of hindsight, including PCAOB 
inspectors.  
 
2 Timing of implementation 
 
The proposed standard seeks implementation for 2008 calendar audits. This is 
unrealistic for a standard which cannot be approved by the SEC until relatively late in 
2008 and raises the prospect of quality review work being performed under existing 
rules and then re-performed once the final standard is known. A more measured 
approach to implementing the new standard should be adopted. 
 
3 Interaction between the engagement team and the EQR 
 
The standard creates a requirement for the EQR to balance on the one hand a need 
to retain objectivity through separation from the engagement team, and by implication 
the audit client, and on the other hand to have a strong understanding of the issues 
involved in the audit. Very little is provided by way of guidance on how this balance 
should be achieved without compromising either objectivity or the quality of the 
review. We recommend that the PCAOB enhance the explanation of how EQRs can 
achieve such a balance. These proposals will also lead to confusion as to who has 
ultimate responsibility for the issuance of the audit opinion.  
 
4 Applicability  
 
We recommend that the PCAOB give further consideration to the applicability of this 
standard in three particular circumstances:  
 
Foreign private issuer audits 
 
PCAOB rules currently require certain review procedures to be made available to 
networked audit firms which are not members of the AICPA. This is commonly known 
as ‘designated review’ and focuses on the application of US accounting audit, 
disclosure and independence requirements where these are not the usual framework 
for the reporting audit firm. We are concerned that there is overlap between the role 



  
 
 
 
 
 
 

 

of the EQR and the designated review. In the interests of efficiency, we recommend 
that the PCAOB consider and explain how these two requirements can fit together 
without creating unnecessary duplication. 
 
Referred reporting engagements 
 
Referred reporting engagements often involve the component auditor confirming that 
their work has been conducted in accordance with PCAOB standards. The 
introduction of the proposed standard would prompt the introduction of EQRs for 
component audits. However, in such circumstances, second-sight judgements are 
best provided by instructing offices rather than by involving new partners at the 
component level by the reporting office. We recommend that the proposed standard 
should not apply to component audits. 
 
Non-audit assurance 
 
The proposed standard seems drafted with audits in mind and we think that it would 
be difficult to comply with some of the requirements in a non-audit context, such as a 
review of interim financial information. We recommend that the PCAOB revisit this in 
finalising the standard and either provide additional guidance on application in non-
audit contexts or specify that the standard solely applies to audits.  
 
5 External sourcing of EQRs 
 
We welcome the proposed standard’s recognition that EQR arrangements can be 
sourced outside the firm. This is wholly beneficial for audit choice. 
 

RESPONSES TO SPECIFIC QUESTIONS 
 
1. The proposed standard does not explicitly state an overall objective of an 
engagement quality review. Should this standard state such an objective? If 
so, what should be included in the objective? 
 
This standard should not state an objective. It is important that objectives in 
auditing standards are properly thought out within a proper framework, and that their 
role and status are crystal clear. While auditing standards are generally improved by 
the inclusion of a clear objective, the development of objectives on an ad hoc basis is 
not appropriate.  
 
If an objective is considered necessary, the PCAOB should consider aligning it 
with the IAASB’s proposed objective for their equivalent standard, ISQC 1: 
 
The objective of the auditor is to obtain reasonable assurance that the audit complies 
with professional standards and regulatory and legal requirements, through the 
implementation of appropriate quality control procedures at the engagement level. 
 
2. Should an engagement quality review be required for all engagements 
performed in accordance with the standards of the PCAOB? If not, when 
should an engagement quality review be required? 
 
No, as our comments above indicate. 



  
 
 
 
 
 
 

 

 
3. Are the qualifications of an engagement quality reviewer appropriately 
described in the proposed standard? If not, how should they be revised? 
 
We have not identified any particular problems with the description proposed, 
however, we recommend that the PCAOB consider whether its requirements in this 
area are significantly different to those required by the IAASB. 
 
4. Should the proposed standard allow the engagement team to consult with 
the engagement quality reviewer during the engagement?  
 
Yes, consultation should take place. Timely consultation is central to the role of the 
EQR. Further guidance on how this should occur would be welcome as our 
comments above indicate. 
 
Would such consultation impair the reviewer's objectivity? The need for and 
benefits of consultation outweigh any potential actual or perceived impairment of the 
reviewer’s objectivity.  
 
5. Are the descriptions of the scope and extent of engagement quality review 
procedures contained in the proposed standard appropriate? If not, how 
should they be changed? 
 
No, as our comments above indicate.  
 
6. Is the risk-based approach to the engagement quality review described by 
the proposed standard sufficient to identify significant engagement 
problems? If not, how should the proposed standard be changed? 
 
No. The identification of significant engagement problems depends primarily on the 
quality of the implementation of the requirements of the standard. Requirements of 
standards alone cannot be expected to deliver audit quality. Adherence to the spirit, 
as well as the letter of the risk-based approach by both auditors and PCAOB 
inspectors will be necessary to achieve the desired outcomes.  
 
7. Are the proposed requirements for the review of the engagement team's 
documentation appropriate? If not, how should they be changed? 
 
No. The requirement for the EQR to consider what he or she ‘should have known’ is 
inappropriate as our comments above indicate.  
 
8. Is the description of the timing of the engagement quality review, as 
proposed, appropriate? If not, how should it be changed? 
 
We have not identified any particular problems with the timing proposed. 
 
9. Is the standard for the engagement quality reviewer's concurring approval 
of issuance appropriate? If not, how should it be changed? 
 
No. The proposed standard suffers from a lack of clarity as to who has ultimate 
responsibility for the issuance of the audit opinion. The standard should set out the 



  
 
 
 
 
 
 

 

process for dealing with the rare circumstances in which the audit engagement 
partner and the EQR are unable to agree. 
 
10. Are the documentation requirements for an engagement quality review 
appropriate? If not, how should they be changed? 
 
As drafted, the documentation requirements seem excessive, although the problem 
does not stem from the documentation requirement per se, but rather from the 
inappropriate requirements of the standard itself, as set out elsewhere in this letter. If 
the proposed standard is redrafted as suggested elsewhere in this letter, 
documentation problems will be less likely. 
 
12. Should the proposed standard require documentation of the engagement 
quality review to comply with other provisions contained in AS No. 3? If so, 
which provisions should be applicable? 
 
We have not identified any other relevant provisions in AS No. 3.  
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May 12, 2008 
 
Office of the Secretary  
Public Company Accounting Oversight Board  
1666 K Street, NW  
Washington, DC 20006-2803  
 
RE: Request for Public Comment on PCAOB’s Proposed Auditing 
Standard – Engagement Quality Review and Conforming Amendment to 
the Board’s Interim Quality Control Standards; PCAOB Rulemaking 
Docket Matter No. 025 
 
Dear Office of the Secretary: 
  
The Center for Audit Quality (CAQ or the Center) is an autonomous public 
policy organization serving investors, public company auditors and the 
capital markets and is affiliated with the American Institute of Certified 
Public Accountants (AICPA).  The CAQ’s mission is to foster confidence in 
the audit process and aid investors and the markets by advancing 
constructive suggestions for change rooted in the profession’s core values of 
integrity, objectivity, honesty and trust.  Based in Washington, D.C., the 
CAQ consists of nearly 800 member firms that audit or are interested in 
auditing public companies.  We welcome the opportunity to share our views 
on the Public Company Accounting Oversight Board’s (PCAOB or the 
Board) proposed auditing standard – Engagement Quality Review (EQR) 
and Conforming Amendment to the Board’s Interim Quality Control 
Standards (the proposal or proposed standard). 

We strongly support auditing standards that promote audit quality and 
believe that a robust and effective engagement quality review that focuses 
on significant judgments made and conclusions reached by the engagement 
team furthers that purpose.  We also strongly support the Board's proposal 
that all registered public accounting firms – not just those that were 
members of the AICPA SEC Practice Section as of April 16, 2003 – be 
required to comply with the engagement quality review standard.  We 
believe that requiring all firms to comply is consistent with the Board's 
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directive under Section 103 of the Sarbanes-Oxley Act of 2002 and is in the public interest.  

However, we are concerned that the proposed standard goes well beyond international auditing 
standards promulgated by the International Auditing and Assurance Standards Board (as well as the 
Board's current interim standard),1 and that the resulting incremental effort will not have a 
commensurate benefit to audit quality.  Specifically, as discussed in greater detail below, our 
concerns are directed to the following fundamental aspects of the proposed standard and its 
divergence from international auditing standards: 

• The standard does not contain an objective that articulates the purposes and objectives of the 
review; 

• The standard establishes a new standard of performance for the engagement quality reviewer 
(“know or should know”) that is likely to result in the performance of substantial additional 
procedures and engagement quality reviewers being overly focused on being second-
guessed as to what they should have known;  

• The standard requires independent evaluations by the engagement quality reviewer, rather 
than reviews of evaluations made by the engagement team, even though the reviewer lacks 
access to the same information as the engagement team; 

• The standard requires the reviewer to identify risks to the performance of the engagement 
team, rather than to focus on risks of material misstatement of the financial statements and 
material weaknesses in internal control over financial reporting that the engagement team 
might not have identified. 

In our view, the focus of an engagement quality review standard should be on reviewing the 
significant judgments made and conclusions reached by the engagement team.  Our analysis and 
basis for our views are set forth in detail below. 
 
Objective of the Engagement Quality Review Standard 
 
We believe the final standard should state an objective in order to provide a clear, articulated 
understanding of the purpose of the standard.  Having a common understanding of the overall 

                                                 
1 Proposed Redrafted ISA 220, Quality Control for an Audit of Financial Statements (ISA 220) and Proposed Redrafted 
ISQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and 
Related Services Engagements were proposed by the International Auditing and Assurance Standards Board in July 2007 
and are scheduled to be considered for adoption by the International Auditing and Assurance Standards Board in 
September 2008. 
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purpose of the standard is important for two principal reasons.  First, a statement of the objective 
will guide reviewers in satisfying themselves that, in doing their work, they understood and 
accomplished the requirements of the standard.  Second, by putting the review in the proper 
perspective, the Board improves the likelihood that third parties -- including other regulators and the 
public -- will have a consistent understanding of the intent of the standard.   Beyond these principal 
reasons for establishing an objective, we believe that doing so can also be beneficial to providing the 
appropriate framework for the standard-setting process itself. 
 
We believe the objective should make clear that an engagement quality review should be just that—
a review.  The purpose of an engagement quality review is to provide an objective review of the 
engagement team’s significant auditing and accounting judgments, and the support for those 
judgments, by an experienced and objective colleague who, where appropriate, will question and 
challenge those judgments and reach a conclusion based on all relevant facts and circumstances of 
which he or she has knowledge.  That review, properly conducted, enhances audit quality.  To that 
end, we recommend that the Board adopt the following objective for the standard: 

The objective of the engagement quality review is to provide for an 
independent, objective review of significant auditing, accounting, and 
financial reporting matters including significant judgments made and 
conclusions reached by the engagement team, that results in a conclusion 
about whether the engagement quality reviewer concurs with the issuance of 
an engagement report. 

 
This language makes clear that the requirement is for a “review” of significant matters, not the 
performance of additional independent substantive procedures nor a complete evaluation of certain 
aspects of the engagement team’s work.  It also serves to differentiate the function of the 
engagement quality reviewer from that of the engagement partner.   
 
The engagement partner has overall and ultimate responsibility for the audit and the audit opinion.  
The engagement quality reviewer is an element of quality control.  As such the reviewer is in the 
position to provide an objective review of significant auditing, accounting, and financial reporting 
matters, including significant judgments made and conclusions reached by the engagement team.  
Furthermore, the engagement quality reviewer is not, and could not as a practical matter be, 
responsible for the audit.  Unlike the engagement team, the engagement quality reviewer's access to 
client records is generally limited to the audit documentation and discussion with the engagement 
team; he or she generally has limited, if any, interaction with client personnel.     
 
These limitations preclude the reviewer from independently forming the necessary judgments and 
conclusions required throughout the audit.  Therefore, the purpose of the standard should not be to 
create an additional level of independent substantive auditing procedures, to engage in substantive 
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oversight over the audit engagement team, to substantively evaluate the performance of the 
engagement team, or to determine compliance with the audit documentation requirements.  The 
objective recommended above would make that clear. 
 
We believe the Board should not adopt an objective that could be interpreted to result in an 
engagement quality review that mirrors or overlaps with the engagement partner's responsibilities or 
other quality reviews such as a firm's internal quality control program and PCAOB inspections.    
The other firm-wide monitoring procedures and PCAOB inspections have distinct but different 
purposes and are generally conducted by teams of people, subsequent to the issuance of the 
engagement report and without timing constraints.  
 
The Proposed Standard 

Measured against our suggested objective, we are concerned about certain aspects of the Board's 
proposal.  First, as further described below, we believe that the proposed standard goes well beyond 
the requirements of international auditing standards.  Second, we believe that the proposed changes 
and additions to what is required by the Board's current interim standard (as well as by international 
auditing standards) will significantly alter the nature of an engagement quality review and result in 
additional costs, which could be significant, without providing a commensurate benefit to audit 
quality.   Incremental costs, in proportion to total audit fees, likely would be higher for smaller 
issuers than for larger issuers. 
 
We believe that these concerns should be addressed by aligning the new standard with international 
standards, which we believe would create an appropriately focused and effective review standard.   
Moreover, doing so would be consistent with the growing demand for convergence of world-wide 
accounting and auditing standards and the recognition of the benefits of developing a single set of 
standards for world-wide use.  We believe that further consideration should be given to the benefits 
of convergence and to avoiding the creation of unnecessary substantive differences in standards.   
 
If, however, the Board does not believe convergence of this standard with international standards is 
appropriate, we urge the Board to, at minimum, consider and address the concerns about those 
provisions that differ significantly from international standards.  We have recommended specific 
changes that we believe would appropriately support audit quality without the attendant costs of 
certain of the provisions in the Board's proposed standard.  We believe that our recommended 
changes would result in a standard that is not only effective at meeting our proposed objective, but 
also one that can be implemented efficiently.  We also have provided additional comments 
pertaining to certain other aspects of the proposed provisions in an Appendix to this letter. 
 
More specifically and as more fully discussed below, we are concerned about the following 
incremental procedures in the proposal:   
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• A requirement that the engagement quality reviewer identify areas of  “higher risk,” not of 

material misstatement, but rather areas where, regardless of  materiality, the engagement 
team might have failed to obtain sufficient competent evidence or might have reached an 
inappropriate conclusion (paragraph 9); 

 
• A requirement that the engagement quality reviewer independently evaluate the adequacy of 

audit documentation, particularly its compliance with Auditing Standard No. 3, Audit 
Documentation (paragraph 10);  

 
• Procedures that require the engagement quality reviewer to make “evaluations” or 

“determinations” that, without clarification, might be interpreted to require efforts similar to 
those required of the engagement team in performing the work itself, rather than a review of 
the engagement team’s judgments and conclusions (paragraphs 7 and 8); and 

 
• A new standard of performance for the engagement quality reviewer’s work and a conclusion 

that departs from the negative assurance in the interim standard and, as proposed, requires an 
affirmative conclusion.  The proposal would require the reviewer to affirmatively conclude 
that there is nothing the reviewer “knows or should know” that would preclude concurrence 
in the engagement team's issuance of the report (paragraph 12) (italics added). 

 
These provisions, taken together, would impose substantial new burdens on the engagement quality 
reviewer without a commensurate benefit to audit quality.  As discussed above, the objective of the 
review should be to enhance audit quality by providing an independent, objective review of the 
significant accounting and auditing judgments and the conclusions reached.  The proposed standard, 
however, would redirect the focus of the engagement quality reviewer away from the work of the 
engagement team to the work performed to carry out the reviewer’s responsibilities. More 
specifically, in creating new standards of performance for the reviewer that require a “know or 
should know” level of assurance, these provisions become too focused on the adequacy of the 
engagement quality review itself, rather than on the quality of the work performed by the 
engagement team.  For example, we believe that an engagement quality reviewer likely would 
interpret these provisions as a requirement for him or her to perform sufficient work to have a basis 
for separately forming his or her own independent determinations about such matters as whether 
appropriate consultations have taken place, whether appropriate matters have been communicated to 
the audit committee, whether there are areas that create a “higher risk” of non-compliance, and 
whether the engagement team complied with documentation standards.  

Of course, issues should be raised by a reviewer if they are identified during the course of the 
procedures performed.  However, by mandating separate determinations and judgments to be made 
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by the reviewer, the focus of the proposed standard is the reviewer’s own basis for the 
determinations he or she makes in the engagement quality review, rather than the reviewer's 
consideration of the judgments and conclusions reached by the engagement team in the audit.  The 
judgments the reviewer makes will likely be seen as wholly separate from, rather than enhancing or 
confirming, those of the engagement team.  

We believe firms, clients, and investors should continue to expect engagement partners to make 
reasonable judgments.  Engagement quality reviews, along with the other quality control processes, 
combine to provide a firm with reasonable assurance about the effectiveness of its system of quality 
control, as is required.  However, we see neither a purpose nor benefit in the redirection of focus of 
the engagement quality review or from the additional costs that will undoubtedly be incurred.  

Our concerns are compounded by the new “know or should know” standard that changes the basis 
upon which the reviewer can concur in the issuance of the report.  Under the current interim 
standard, the reviewer could concur so long as “no matters have come to his or her attention that 
would cause the [reviewer] to believe” that the financial statements did not conform to GAAP in all 
material respects or that the audit was not performed in accordance with GAAS.  This is a “negative 
assurance” standard.  The proposed standard, in effect, requires the reviewer, like the engagement 
partner, to determine that he or she has sufficient grounds to positively concur with the issuance of 
the report.  It converts the engagement quality reviewer's conclusion to one that requires an 
affirmative finding or representation that, by definition, must be based on the performance of 
sufficient procedures to support the finding or representation.  

We have a number of concerns about the proposed change in approach to an engagement quality 
review.  First, the requirement that the reviewer make a positive determination about whether the 
report should be issued is directly contrary to the objective of the review; it comes far too close to, or 
could even be said to replicate, the judgment made by the engagement partner.  Second, because of 
the limitations on what a reviewer can do without impairing objectivity, the reviewer’s conclusion 
by extension will be based on limited information.  The information gap between what the 
engagement partner knows and the engagement quality reviewer knows, will necessarily -- but we 
suggest inappropriately -- raise the question about what the reviewer should have known.  Third,  the 
introduction of a “should know” standard would be likely to have unintended consequences given 
the focus it brings to the potential for being second-guessed, particularly in the absence of an 
objective standard or specific direction about what is required to comply.  It is reasonable to assume 
that many reviewers will interpret the required procedures in such a way that results in significant 
additional work for the purpose of anticipating a defense to any subsequent challenge.   

We do not believe that imposing these kinds of requirements directly on the engagement quality 
reviewer will result in commensurate benefit to audit quality.  We believe that a reviewer, who 
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conscientiously performs the procedures outlined in paragraph 8, as amended by our proposed 
revisions below, will appropriately contribute to audit quality by focusing on the significant matters 
addressed by the engagement team and providing an independent review of the engagement team’s 
judgments and support for those judgments.  

In addition to the aforementioned concerns, based on discussions with various smaller member 
firms, we are concerned that the “should know” concept in the standard will result in a general 
inability for firms that need to engage a third-party engagement quality reviewer to find individuals 
willing to accept such a review engagement.  A consequence to some smaller firms that seek to 
engage such a third-party engagement quality reviewer likely would be either to assign a less-
qualified manager or director to perform the review or to conclude that they can no longer serve 
issuer clients. 

The following sections explain in more detail our concerns with the particular sections of the 
standard and set forth our recommended changes to the Board’s proposal to address our concerns.   
We believe that our recommended changes are consistent with the objective we proposed. 

Scope of Review 

Paragraphs 7 and 8 prescribe general standards and specific procedures for conducting the 
engagement quality review.  We generally agree with the nature of these procedures to be 
performed.  However, we recommend a change to paragraph 7 and certain changes in the text of 
paragraph 8 (set forth below) to clarify what procedures will satisfy the reviewer's responsibility to 
make the requisite evaluation and to avoid any suggestion that the reviewer is required -- or indeed 
able -- to duplicate the work of the engagement team or to make independent judgments about 
matters that are the responsibility of the engagement team.  

These recommended changes, included herein, would make the expected level of work more clear 
and avoid a fundamental change in the nature of the review function, which could otherwise 
potentially compromise the important principles of objectivity underlying the standard.  The 
standard, we believe, should reinforce, not diffuse, the accountability of the engagement partner.   

Based on the foregoing, we recommend that the Board consider revising paragraphs 7 and 8 of the 
proposed standard.  In addition to changes to implement our comments above, we believe certain 
provisions in paragraph 8 should be clarified to provide more certainty about how to satisfy the 
presumptively mandatory requirements in each of these sections:  

7. The engagement quality reviewer should evaluate include an evaluation of the 
significant judgments made by the engagement team and the significant conclusions 
reached by the engagement team in forming the overall conclusion on in conducting 
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the engagement and in  preparing the engagement report, if a report is to be issued. 
To identify and evaluate the significant judgments and conclusions, The evaluation 
should be conducted by the engagement quality reviewer should include through 
discussions with the person with overall responsibility for the engagement, 
discussions with other members of the engagement team as necessary appropriate, 
and other procedures, as described in paragraphs 8 and 9.  
 
8. As part of performing the engagement quality review, the engagement quality 
reviewer should:  
 
a. Obtain an understanding of the firm's recent engagement experience with the 

company and risks identified in connection with the firm's client acceptance 
and retention process for the company. 

 
b. Obtain an understanding of the company's business, significant activities 

during the current year, and significant financial reporting issues and risks 
through discussions with the person with overall responsibility for the 
engagement, discussions with other members of the engagement team, as 
appropriate, and the performance of the procedures enumerated in the 
subparagraphs below.  

 
c. Review the engagement team's evaluation of the firm's independence in 

relation to the engagement (i.e., the communication with the audit committee 
required by Rule 3526, Communication with Audit Committees Concerning 
Independence, formerly Independence Standards Board Standard No. 1, 
Independence Discussions with Audit Committees). 

 
d. Evaluate Review engagement planning, including (1) the judgments made 

about materiality and the effect of those judgments on the engagement 
strategy and (2) the identification of significant risks of material misstatement 
to the financial statements and the risks of material weakness in internal 
control over financial reporting, including fraud risks, and the plan for and 
performance of engagement procedures in response to those risks. 

 
e. Evaluate Review judgments made about (1) the materiality and disposition of 

corrected and uncorrected identified misstatements and (2) the severity and 
disposition of identified control deficiencies. 

 
f. Determine if appropriate consultations have taken place on difficult or 

contentious matters. Review the documentation, including conclusions, of 
such consultations that have taken place on significant difficult or contentious 
matters. 
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g. Read the financial statements, management's report on internal control over 
financial reporting, or other information that is the subject of the engagement 
and the engagement report (if an engagement report is to be issued) for the 
period covered by the engagement and for the prior comparative periods 
presented. 

 
h. Read other information in periodic filings and offering documents, as 

applicable, containing financial statements that are the subject of the 
engagement and are to be filed with the SEC and evaluate whether the 
engagement team has taken appropriate action with respect to material 
inconsistencies with the financial statements or material misstatements of fact 
of which the engagement quality reviewer is aware. 

 
i. Determine if Review whether appropriate matters of which the engagement 

quality reviewer is aware have been communicated, or identified for 
communication to the audit committee, management, and other parties, such 
as regulatory bodies. 

 
j. Review the engagement completion document and confirm with the person 

with overall responsibility for the engagement that there are no significant 
unresolved matters. 

 
Note: Matters of which the engagement reviewer is “aware” are those matters 
that have come to the attention of the reviewer during the course of 
performing the procedures required by this standard. 

 
 
Engagement Quality Reviewer Risk Assessment 
 
Paragraph 9 of the proposed standard requires the reviewer to identify areas within the engagement 
that pose a “higher risk.”  The term “higher risk” in that paragraph is not, however, directed to the 
potential for material misstatements or any other objective standard.  Rather, the standard focuses on 
the “higher risk” that the engagement team failed to obtain sufficient competent evidence or reached 
an inappropriate conclusion.  For the areas that pose such “higher risk,” the engagement quality 
reviewer is required to evaluate whether the engagement team performed procedures that were 
responsive to those risks, whether the judgments made by the engagement team were reasonable in 
the circumstances, and whether the results of the procedures support the engagement team’s overall 
conclusion. 
 
We believe it is important that the engagement quality reviewer understand and review the 
significant risks of material misstatement to the financial statements and the risks of material 
weakness in internal control over financial reporting identified by the engagement team and the 
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engagement team's response to such risks.  We do not believe that requiring a separate assessment of 
the risk that the engagement team failed to obtain sufficient competent evidence or reached an 
inappropriate conclusion is workable or consistent with the objective of an engagement quality 
review.      
 
First, we question how the engagement quality reviewer would make such a determination.  For 
example, what considerations would be deemed sufficient to support this determination, particularly 
without the benefit of the information available in hindsight when his or her review is scrutinized?  
The standard does not articulate any procedures for making this determination, other than referring 
to the procedures in paragraphs 7 and 8 and “other relevant knowledge possessed by the engagement 
quality reviewer.”  Second, we note the Board's use of the term “higher risk.”  Being a relative term, 
it implies that there should always be some areas of higher risk, even though there might be no audit 
areas that pose a sufficiently high risk to justify further consideration or action.  Third, we believe 
this requirement to be more concerned with having the reviewer make risk assessments separate 
from the engagement team, rather than reviewing the engagement team's own judgments for 
reasonableness.  We question the focus of this requirement and the extent to which it will result in 
improvement to audit quality.  Finally, we note that paragraph 12, both as proposed and consistent 
with our recommended revision, already contains a sufficient provision to prevent engagement 
quality reviewers from concurring with the issuance of the engagement report if, based upon the 
engagement quality review procedures performed, the reviewer believes that the engagement team 
failed to obtain sufficient competent evidence in accordance with PCAOB standards or reached an 
inappropriate conclusion about the subject matter of the engagement. 
 
We recommend that the Board modify the proposed requirement in paragraph 9 to refocus it on 
whether important matters were identified during the engagement quality review that were not 
previously identified by the engagement team.  Those matters should include the significant risks of 
material misstatement to the financial statements, significant risks of material weakness in internal 
control over financial reporting, and significant difficult or contentious matters that the engagement 
team might not have identified where consultation by the engagement team should be considered.  If 
such matters are determined to exist, the engagement quality reviewer should be required to 
communicate these matters to the engagement team and assess whether the engagement team 
responds or has responded appropriately.      
 
As such, we recommend that paragraph 9 be revised to read as follows: 
 

9.  Based on the procedures performed in accordance with paragraphs 7 and 8, and 
the engagement quality reviewer’s knowledge, the engagement quality reviewer 
should assess whether any of the following matters were not previously identified by 
the engagement team:   
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• significant risks of material misstatement to the financial statements, 
• significant risks of material weakness in internal control over financial 

reporting, or  
• significant difficult or contentious matters where consultation should be 

considered by the engagement team. 
 

If the engagement quality reviewer believes that there are such risks or matters, he or 
she should communicate that to the engagement team and then assess whether the 
engagement team has responded appropriately. 
 

Review of Engagement Documentation 

Paragraph 10 of the proposed standard would require the engagement quality reviewer to evaluate 
the engagement documentation.  In particular, it requires the reviewer to evaluate whether the 
documentation “is appropriate in the circumstances and consistent” with the Board’s Auditing 
Standard No. 3, Audit Documentation (AS 3). 
 
We believe audit documentation is important and we support the Board’s proposed requirement for 
an engagement quality reviewer to assess whether the engagement documentation supports the 
conclusions reached by the engagement team with respect to the matters reviewed by the 
engagement quality reviewer.  However, we believe that the proposed standard, if not modified, 
could impose substantial additional burdens on the engagement quality reviewer to review the 
adequacy of documentation rather than the appropriateness of the significant accounting and 
auditing judgments made by the engagement team, and that result would not meaningfully enhance 
audit quality.  We therefore recommend that the standard be modified in the following respects. 
 
First, we believe the requirement to evaluate documentation should be limited to assessing that 
which is reviewed in connection with the procedures required by paragraphs 7 - 9 of the proposed 
standard.  Absent such a limitation, the proposed standard might be interpreted to extend the 
engagement quality reviewer’s responsibilities to require him or her to conduct a separate review of 
all or much of the engagement documentation.    
 
Second, we believe that the final standard should omit the requirement that the engagement quality 
reviewer evaluate whether the audit documentation is consistent with AS 3.  We do not believe that 
this specific requirement is consistent with the overall objective of the engagement quality review, 
nor do we think it will meaningfully enhance audit quality.  The engagement partner has primary 
responsibility for performance of the audit, including performing a review of the documentation for 
compliance with AS 3.  It is not, and should not be, the engagement quality reviewer’s responsibility 
to duplicate that evaluation.  Furthermore, we do not believe it is appropriate or necessary to single 
out any particular auditing standard for this type of compliance check by the reviewer.   
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We believe requirements in paragraphs 9 and 10 of the proposed standard potentially duplicate other 
requirements of AS 3.  In addition, paragraph 13 of AS 3 requires that the engagement team 
“identify all significant findings or issues in an engagement completion document.” Paragraph 13 
further states that “this document, along with any documents cross-referenced, should collectively be 
as specific as necessary in the circumstances for a reviewer to gain a thorough understanding of the 
significant findings or issues.”   In our view, a qualified engagement quality reviewer should be able 
to achieve the objectives for the engagement quality review by performing the procedures outlined 
in paragraphs 7 and 8 of the proposed standard, as amended by our proposed revisions above, which 
reflect existing requirements and would include reviewing the engagement completion document. 
 
Third, we recommend that the Board revise paragraph 10 to make it clear that the scope of the 
engagement quality review is to assess whether the documentation that the reviewer selected for 
review supports the conclusions that were reached by the engagement team.  That assessment will 
include considering significant risks of material misstatement to the financial statements and the 
risks of material weakness in internal control over financial reporting and significant judgments by 
the audit team.  Our recommended change, however, eliminates an implication that paragraph 10 
creates a more general requirement to assess matters that are not encompassed by the procedures set 
forth in paragraphs 7 - 9. 
   
Accordingly, we recommend that paragraph 10 of the proposed standard should be revised to read as 
follows: 
 

10. Engagement Documentation.  Based upon the procedures performed in accordance 
with paragraphs 7, 8, and 9, the reviewer should assess whether the engagement 
documentation reviewed during the course of the engagement quality review supports 
the significant conclusions reached by the engagement team. 
 

Concurring Approval of Issuance   

Paragraph 12 of the proposed standard provides that the engagement quality reviewer cannot provide 
“concurring approval” of the issuance of an engagement report if he or she “knows or should know” 
that any of four enumerated conditions exist.    

We believe that the engagement quality reviewer’s concurrence is an important contribution to audit 
quality.  We agree with the Board’s enumeration of the four conditions that, if present, would 
preclude the engagement quality reviewer from concurring with the issuance of the engagement 
report.  We also support the requirement that the engagement quality reviewer consider the 
knowledge obtained in performing the review in accordance with the standard.  However, we believe 
that the inclusion of the legalistic “knows or should know” formulation for approval in auditing 
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standards is neither necessary nor appropriate.  The terminology would likely lead to 
misunderstanding and inconsistent application of the standard.   For example, referring to what the 
reviewer “knows, or should know based upon the requirements of this standard” implies that the 
reviewer must perform sufficient procedures under the requirements of the standard to “know” that 
the four specified conditions do not exist.  This would likely lead engagement quality reviewers to 
engage in substantial procedures to conclude that they do not know that any of the specified 
conditions are present.  The term “should know” is even more troubling.  It inherently creates a 
potential for post-hoc questioning of whether an engagement quality reviewer should have identified 
a condition that would have precluded him or her from concurring in the issuance of the engagement 
report.  Accordingly, we believe that engagement quality reviewers will be overly focused on being 
second-guessed as to what they should have known, if a problem with the audit is later identified, 
rather than on assisting the engagement team by reviewing significant judgments and conclusions.   
 
As a result, the engagement quality reviewer would likely spend substantially more time, perform 
substantially more procedures and incur more costs than the reviewer would otherwise consider 
necessary, or we believe appropriate, in connection with a review.  We strongly believe that the cost-
effective improvement to audit quality should be the primary objective.  We do not believe that 
inclusion of a “know or should know” standard of performance for the engagement quality reviewer 
furthers that objective. We recommend that paragraph 12 of the proposed standard be revised to 
remove the words "knows, or should know" by either conforming to the language used in ISA 2202, 
or alternatively, as follows: 

12. The engagement quality reviewer must not provide concurring approval of concur 
with the issuance of an engagement report if, he or she knows, or should know based 
upon his or her review in accordance with the requirements of this standard, the 
reviewer believes that (1) the engagement team failed to obtain sufficient competent 
evidence in accordance with the standards of the PCAOB, (2) the engagement team 
reached an inappropriate overall conclusion on the subject matter of the engagement, 
(3) the firm's report, if a report is to be issued, is not appropriate in the 
circumstances, or (4) the firm is not independent of its client. 
 

We believe that the proposed language retains the essence of the standard—that the reviewer cannot 
concur if he or she believes, based on the review, that any of the four enumerated conditions are 
present.  However, it eliminates the inappropriate “knows or should know” standard. 

 

                                                 
2  Paragraph 22(c) of Proposed and Redrafted ISA 220 requires the reviewer to document that “the reviewer is not aware 
of any unresolved matters that would cause the reviewer to believe that the significant judgments the engagement team 
made and the conclusions they reached were not appropriate.” 
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Effective Date 

As proposed, the standard would be effective for reports issued on or after December 15, 2008.  We 
are concerned that the proposed effective date would not permit sufficient time for registered public 
accounting firms to implement the new engagement quality review requirements.  The effective date 
should provide all registered public accounting firms with sufficient time to (1) adopt policies and 
procedures consistent with the new standard, (2) train their personnel in the requirements of the new 
standard, and (3) assign qualified engagement quality reviewers consistent with their system of 
quality control. 
 
We also believe that the effective date should be linked to the beginning of an engagement period.  
By linking the effective date to the beginning of the engagement period rather than the report 
issuance date, the new requirements would (1) be known and anticipated as of the beginning of the 
engagement period, (2) allow the assigned engagement quality reviewer to comply with the 
requirements throughout engagement planning and execution, and (3) be in place for each quarterly 
review conducted under AU section 722, Interim Financial Information.3  In this manner, adoption 
of the new standard would be more effective and efficient. 
 
To the extent that the new standard contains more extensive requirements than the Board’s interim 
standard, the PCAOB should delay the effective date to annual periods beginning no earlier than 
twelve months after SEC approval to provide adequate time for firms to prepare for adoption.     
 
Potential Effect on Ability to Complete Review Timely 

In the event that the Board does not make significant modifications to the proposed standard to 
address the matters raised in our comment letter, we question whether some issuers and auditors 
would be able to meet the SEC's accelerated filing deadlines, given the fact that a significant portion 
of engagement quality review work must be performed near the end of the engagement.  
Accordingly, absent significant modifications, we recommend that the PCAOB discuss with the 
SEC, the effect of the standard on issuers' ability to meet SEC filing deadlines and whether such 
deadlines would need to be modified.   

*   *   *   *   * 

We appreciate the opportunity to comment on the proposed standard and would welcome the 
opportunity to meet with you to discuss any of our comments. 

                                                 
3  Our concerns regarding the requirements of the proposed standard relative to reviews of interim financial information 
are included in the Appendix to this letter under “Scope of Proposed Standard.” 
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Sincerely,  

 
Cynthia M. Fornelli 
Executive Director 
Center for Audit Quality  

 
 
Cc: PCAOB  

Mark W. Olson, Chairman   
Daniel L. Goelzer, Member  
Willis D. Gradison, Member  
Charles D. Niemeier, Member  
Thomas Ray, Chief Auditor and Director of Professional Standards  

 
 
 

SEC  
Chairman Christopher Cox  
Commissioner Paul S. Atkins 
Commissioner Kathleen L. Casey  
Conrad Hewitt, Chief Accountant  
Dr. Zoe-Vonna Palmrose, Deputy Chief Accountant for Professional Practice  
John W. White, Director of Division of Corporation Finance  
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Appendix 

Set forth below are additional comments pertaining to certain other aspects of the proposed standard.   

Scope of Proposed Standard 

While we acknowledge the Board’s desire for the engagement quality review standard to apply to all 
engagements performed in accordance with the standards of the PCAOB, the requirements in the 
proposed standard are so specifically tailored to financial statement audits and integrated audits that 
it would be difficult to apply certain requirements to other types of engagements with appropriate 
consistency.  For some engagements, it might be appropriate to presume that certain requirements do 
not apply (for example, reading management’s report on internal control would not apply in a review 
of interim financial statements).  However, in other situations, the Board’s intent is less clear.  For 
example: 

• Would the engagement quality reviewer be expected to obtain an understanding of significant 
financial reporting issues and risks (paragraph 8(b)) when reviewing an attestation engagement 
on the assessment of compliance with servicing criteria under the SEC’s Regulation AB? 

• What is the “prior period” (paragraph 8(g)) in the case of a third-quarter review of interim 
financial information? 

Furthermore, with respect to the evidence required to be assessed (“sufficient competent evidence”), 
and the nature of the affirmative conclusion, the proposed standard appears to place the engagement 
quality reviewer in a position of having to obtain more evidence and, consequently, to provide a 
higher level of assurance than the engagement team for certain engagements – for example, a review 
of interim financial information or a comfort letter for underwriters. 

More specifically regarding a review of interim financial information, we are concerned that the 
requirements of the proposed standard are not consistent with the objective of a review of interim 
financial information.  The objective of a review of interim financial information is “to provide the 
accountant with a basis for communicating whether he or she is aware of any material modifications 
that should be made to the interim financial information for it to conform with generally accepted 
accounting principles.”4  Toward that objective, a review consists principally of analytical 
procedures and inquiries of management.  Some examples of what we believe to be inconsistencies 
between the requirements of the proposed standard and a review of interim financial information 
follow: 

                                                 
4  AU 722.07 
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o Paragraphs 8d and 10 of the proposed standard include requirements for the engagement 
quality reviewer to evaluate the engagement team’s identification of, and responses to, 
significant risks.  While a review of interim financial information involves assessment of risk 
in designing appropriate analytical and inquiry procedures, the terminology used in the 
proposed standard relates to an audit engagement, and we ordinarily would not expect an 
engagement team’s documentation in a review of interim financial information to include 
explicit risk assessments.  Accordingly, the Board’s expectation of the engagement quality 
reviewer concerning risk assessment in a review of interim financial information is unclear.   

o Paragraph 9 would require the engagement quality reviewer to assess whether there are areas 
within the engagement that pose a higher risk that the engagement team failed to obtain 
sufficient competent evidence or to reach an appropriate conclusion.  As obtaining sufficient 
competent evidence is not a part of a review of interim financial information, we believe 
paragraph 9 will result in confusion and inconsistent practice in a review of interim financial 
information, notwithstanding the phrase “or to reach an appropriate conclusion.”  Paragraph 
12 also refers to sufficient competent evidence 

o Paragraph 12, as proposed, requires the engagement quality reviewer to provide an 
affirmative conclusion.  Given that the objective of a review of interim financial information 
is to provide negative assurance, we do not believe it is appropriate for the engagement 
quality reviewer to reach a conclusion that is different than and goes beyond that which is 
required of the engagement team.    

The Board therefore should identify the engagement quality review procedures required for interim 
reviews, provide clarity regarding the applicability of the procedures, and modify the conclusion to 
be reached by the engagement quality reviewer in connection with interim reviews.  Specifically, the 
Board should include in the final standard an additional section, analogous to paragraph 7, that 
requires the engagement quality reviewer, in a review of interim financial information, to “discuss 
significant matters identified and addressed in connection with the review.”  Similarly, the final 
standard should require that only a subset of procedures set forth in paragraph 8 (specifically those 
set forth in subparagraphs 8(g), 8(h), 8(i), and 8(j), as revised pursuant to the suggestions herein) be 
completed for interim reviews.  Finally, the final standard should clarify that the engagement quality 
reviewer is required to provide only negative assurance of concurring approval in the context of an 
interim review, consistent with the overall conclusion of such a review.5 

We also recommend that the Board reconsider the practicality of applying the proposed standard to 
engagements other than financial statement audits, integrated audits, and reviews of interim financial 
information.  If the Board believes engagement quality reviews are desirable for such engagements, 

                                                 
5  Our concerns regarding the proposed requirement for an affirmative conclusion by the engagement quality reviewer in 
an audit engagement are included in this letter under “Concurring Approval of Issuance.” 
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we believe that the Board should develop a separate standard that allow the procedures to be tailored 
appropriately to the engagement circumstances.    For example, we believe that a requirement to 
apply an auditing standard to an engagement performed in accordance with attestation standards 
would result in confusion and inconsistent practice.  Accordingly, we believe any engagement 
quality review requirement for attestation engagements should be provided for in the attestation 
standards rather than the auditing standards. 

Qualifications of the Engagement Quality Reviewer 

Competence 

The proposed standard, in paragraph 2, indicates that the engagement quality reviewer may be a 
partner in the engagement partner’s firm or another individual in the firm (or an individual outside 
the firm).  Paragraph 4 of the proposed standard then states that “the engagement quality reviewer 
must possess the level of knowledge and competence related to accounting, auditing, and financial 
or other reporting required to serve as the person who has overall responsibility for the same type of 
engagement.”  While these statements are not necessarily contradictory, considered together, they 
are confusing.  For example, one could argue that a senior manager cannot meet the definition of 
“competent,” as a senior manager could not, by virtue of his or her title, be an engagement partner 
who has “overall responsibility for the same type of engagement.”  Similarly, a person outside of the 
firm would have the same issue.  We recommend that the Board reemphasize for clarity, in 
paragraph 4, that the engagement quality reviewer need not be a partner, notwithstanding the 
requirement to “possess the level of knowledge and competence related to accounting, auditing, and 
financial or other reporting required to serve” as the engagement partner. 

Page 9 of the proposing release provides, as an example of the appropriate knowledge and 
competence of an engagement quality reviewer, a statement that a person assigned to perform the 
engagement quality review for an audit of a company involved in “oil and gas exploration” should 
have experience sufficient to serve as the engagement partner in this specialized industry.  We are 
concerned that this example places too much focus on specialized industry expertise and again 
suggests that the engagement quality reviewer in all instances should be a partner.  We recommend 
removing this example from the release, and including a statement in paragraph 4 of the standard 
that “considerations in evaluating competence include, but are not limited to, technical expertise, 
experience, knowledge of SEC rules and regulations pertinent to the engagement, and industry 
knowledge.” 

Footnote 18 of the Board’s proposing release states, “The determination of what constitutes the 
appropriate level of knowledge and competence should be based on the circumstances of the 
engagement, including the size or complexity of the business.”  We believe this statement is useful 
guidance and reflects the concept of judgment necessary when assigning an engagement quality 
reviewer to an engagement, and we recommend that it be added to the standard.   
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Independence, Integrity, and Objectivity 

We are concerned that the language in paragraphs 5 and 6 of the proposed standard redefines the 
notion of objectivity as it is currently explained in the PCAOB professional standards, and that this 
language, which is written very broadly, might be misinterpreted in a way that could negatively 
affect audit quality.   Our specific comments regarding objectivity as it relates to communication 
between the engagement quality reviewer and the engagement team and communication between the 
engagement quality reviewer and the audit committee or management are set forth below. 

Communication between the Engagement Quality Reviewer and the Engagement Team 

Paragraph 5 of the proposed standard explains that “The engagement quality reviewer must be 
independent of the company, perform the engagement quality review with integrity and maintain 
objectivity with respect to the engagement and the engagement team” (emphasis added).  While we 
agree the engagement quality reviewer must maintain objectivity, paragraph 5 could be interpreted 
to suggest that the Board is changing the definition of the word “objectivity.”  Historically, 
“objectivity” has been defined with respect to the audit; that is, the engagement team and the 
concurring review partner are required to perform their procedures with skepticism and objectivity.   

Furthermore, the note to paragraph 6 of the proposed standard and footnote 19 of the proposing 
release also could be interpreted to limit the discussions between the engagement team and the 
engagement quality reviewer.  The note to paragraph 6 states the following:  “The engagement team 
may consult with the engagement quality reviewer on matters during the course of the engagement.  
When participating in such consultations, the engagement quality reviewer should not participate in 
a manner that would compromise his or her objectivity with regard to the engagement” (emphasis 
added).  We believe that consultation is an important element of audit quality and that the standard 
should encourage consultation with the engagement quality reviewer.   

To avoid the unintended consequence of limiting communications between the engagement team 
and the engagement quality reviewer that we do not believe compromise objectivity, we 
recommend: 

• Replacing the language in paragraph 5 with language similar to that of QC Section 20, so that it 
states the following: “Engagement quality reviewers must be independent of the company and 
perform all professional responsibilities with integrity, and maintain objectivity in discharging 
professional responsibilities.”6 

                                                 
6  See PCAOB Interim Standards, QC 20.09. 
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• Removing the second sentence of the note to paragraph 6.  If the Board is concerned about the 
engagement quality review partner making an objective assessment, the standard could include 
language similar to that in the Board’s interim standard on concurring reviews as follows: 

“When discussion occurs with the concurring partner reviewer on an accounting, auditing, or 
financial reporting matter during the engagement, the audit engagement partner ordinarily 
should develop an initial resolution to the matter before discussion with the concurring 
partner reviewer.” 

We note this language appears on page 11 of the Board’s proposing release.  Incorporating this 
language in the standard will make it clear that the Board is not intending to limit 
communications between the engagement quality reviewer and the engagement team or change 
the manner in which the two interact.   

Communications between the Engagement Quality Reviewer and the Audit Committee or 
Management 

We note that the standard is silent with respect to appropriate communications between the 
engagement quality reviewer and the audit committee or management.  Without guidance on this 
topic, the proposed standard could be read to discourage such communications.   

To address this concern, we recommend that the standard include guidance that communications 
between the engagement quality reviewer and management or the audit committee would not 
necessarily compromise objectivity.  In addition, we recommend that the standard adopt the 
language that is in footnote 3 of the PCAOB’s interim standard on concurring reviews: “A client 
may contact the concurring partner reviewer with respect to matters requiring immediate attention 
when the audit engagement partner is not available because of illness, extended travel or other 
reasons. When a concurring partner reviewer is thus required to deal with an accounting, auditing or 
financial reporting matter, he or she should advise the audit engagement partner of the facts and 
circumstances so that the audit engagement partner can review the matter and take full responsibility 
for its resolution.”   

Documentation of an Engagement Quality Review 

Paragraph 14 of the proposed standard, regarding documentation of an engagement quality review, 
is unclear in some respects and could lead to significant divergence in practice.  To add clarity, we 
recommend that the Board consider including a requirement consistent with paragraph 27 of the 
International Auditing and Assurance Standards Board’s Proposed Redrafted International Standard 
on Auditing (“ISA”) 220, Quality Control for an Audit of Financial Statements, which states: 

The engagement quality control reviewer shall document, for the audit engagement reviewed, 
that: 
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(a) The procedures required by the firm’s policies on engagement quality control review 
have been performed; 

(b) The engagement quality control review has been completed before the date of the 
auditor’s report; and 

(c) The reviewer is not aware of any unresolved matters that would cause the reviewer to 
believe that the significant judgments the engagement team made and the conclusions 
they reached were not appropriate.7 

In case the Board decides to retain documentation requirements along the lines of paragraph 14 of 
the proposed standard, we are concerned specifically that the Board’s intent in paragraphs 14(b), (d), 
and (e) is unclear as described in the following paragraphs. 

Paragraph 14(b) requires that the areas of the engagement subject to the engagement quality review 
be documented.  In our view, an entire engagement is subject to the engagement quality review.  
However, if that interpretation is what the Board intended, it would not seem necessary to document 
that the engagement was subject to an engagement quality review, as that point would be self-
evident from the engagement quality reviewer’s concurring approval of issuance of the auditor’s 
report.  If the Board’s intention is for the documentation to reflect which individual work papers 
were reviewed or something else, we recommend that the Board clarify that point.   

Paragraph 14(d) requires that the engagement documentation reflect “when the review procedures 
were performed.”  An engagement quality review involves a variety of procedures, including review 
of individual work papers, review of draft financial statements and SEC filings, and discussion with 
the engagement partner and other engagement team members.  If the Board’s intent is that the 
engagement quality reviewer document when he or she reviews individual work papers, we 
recommend that this point be clarified.  We do not believe, however, that it is appropriate for there 
to be a higher standard for documentation for engagement quality reviewers than for members of the 
engagement team or that such a standard would provide a benefit commensurate with the significant 
effort.  

Paragraph 14(e) requires that the results of the review procedures be documented.  We believe some 
auditors may view “the results of the review procedures” to be whether issuance of the auditor’s 
report is approved.  If this interpretation is correct, this requirement is redundant with paragraph 
14(f), which requires documentation of whether the engagement quality reviewer provided 
concurring approval of issuance.  We believe others may view “the results of the review procedures” 
to denote a detailed record of considerations made by the engagement quality reviewer, questions 
asked of the engagement team (e.g., review notes) with documentation of the engagement team’s 
                                                 
7  Our concerns regarding the proposed requirement for an affirmative conclusion by the engagement quality reviewer in 
an audit engagement are included in this letter under “Concurring Approval of Issuance.” 
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responses, etc.  The latter interpretation would result in an effort substantially incremental to practice 
under the Board’s interim standard and the need for a significant increase in engagement quality 
reviewer resources, with minimal benefit.  We recommend that the Board eliminate paragraph 14(e) 
to avoid confusion and unnecessary effort. 
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PCAOB Rulemaking Docket Matter No. 025 
Proposed Auditing Standard, Engagement Quality Review 

and Conforming Amendment to the Board’s Interim Quality Control Standards 
 

Dear Mr. Secretary:   

KPMG appreciates the opportunity to comment on the Public Company Accounting Oversight 
Board’s (PCAOB or the Board) Release No. 2008-002 (the Release) that includes the Proposed 
Auditing Standard, Engagement Quality Review, and a Conforming Amendment to the Board’s 
Interim Quality Control Standards (collectively, the Proposed Standard).   

We would like to take this opportunity to formally recognize the significant effort of the Board and 
its staff in development of the Proposed Standard.  We agree with the Board that a well-performed 
engagement quality review is an important element in establishing a basis for investor reliance on 
audits.  We also agree with the Board’s proposal that all registered public accounting firms be 
required to comply with the engagement quality review standard.   

We do, however, have concerns regarding the fundamental change in nature and scope of an 
engagement quality review from what is described in the concurring review requirements in the 
Board’s interim quality control standards and in international auditing standards.1  We note 
increasing support for global convergence of auditing standards, and the Proposed Standard does 
not appear to be a step in that direction.  In addition, the proposed change in nature and scope of an 
engagement quality review would result in significant incremental cost, and we do not believe that 
the increase in audit quality would be commensurate with the cost.  We also are concerned about 
the lack of a stated objective of an engagement quality review.  We believe it is critical that the 
Board provide greater clarity in the Proposed Standard, so that audit firms and engagement quality 

                                                      
1 Proposed Redrafted ISA 220, Quality Control for an Audit of Financial Statements, was proposed by the 
International Auditing and Assurance Standards Board in July 2007 and is scheduled to be considered for 
adoption by the International Auditing and Assurance Standards Board in September 2008. 
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reviewers have a clear understanding of what is expected in order to be able to properly fulfill their 
responsibilities.  Our specific comments and recommendations regarding these and other concerns 
are provided in the remainder of this letter. 

Overall Objective of the Proposed Standard 

As noted on page 8 of the Release, the Proposed Standard does not include an overall objective of 
an engagement quality review.  Furthermore, the objective is not implicit from the requirements in 
the Proposed Standard, particularly when considered in light of comments by Board members in the 
Board’s February 26, 2008 open meeting.  For example, one Board member stated that “the 
proposal should not have a radical effect on the basic nature of these reviews or on the cost of 
public company auditing.”  We would infer from this commentary that the objective of the 
Proposed Standard would be generally consistent with the objective in the Board’s interim 
requirements.2  However, as we will address more specifically later in this letter, we believe the 
Proposed Standard, if adopted as drafted, would fundamentally change the nature and extent (and 
cost) of engagement quality reviews.  Further, another board member stated that “a thoughtful 
engagement quality reviewer – who after all has access to the same information we do as part of our 
inspections – could have found and focused the firm on these deficiencies [those identified by 
inspectors] before we inspected the firm,” implying that the objective is to supplement or overlap 
with an inspection process (whether internal inspections as a part of a registered firm’s quality 
control system or a PCAOB inspection), but on a real-time basis.  We do not believe the objective 
of an engagement quality review should be the same as the objective of internal or external 
inspections.  Inspections have distinct but different purposes and are generally conducted by teams 
of people, with fewer constraints on timing. 

In our view, the objective set forth in the Board’s current interim standard is an appropriate starting 
place for the overall purpose of the engagement quality review, and we propose including a similar 
objective in the engagement quality review standard.  We recommend that the Board adopt the 
following objective for the standard: 

The objective of the engagement quality review is to provide for an independent, 

objective review of significant auditing, accounting, and financial reporting matters 

including significant judgments made and conclusions reached that results in a 

conclusion about whether the engagement quality reviewer concurs with the 

issuance of an engagement report. 

This language makes clear that the requirement is for a “review” of significant matters, not the 
performance of additional independent substantive procedures or evaluation of all aspects of the 
engagement team’s work.  It also serves to differentiate the function of the engagement quality 
reviewer from that of the engagement partner.   

 
2  The Board’s interim requirement states that “the concurring partner review is an integral part of the firm's 
system of quality control and serves as an objective review of significant auditing, accounting, and financial 
reporting matters that come to the attention of the concurring partner reviewer and the resolution of such 
matters prior to the issuance of the firm's audit report with respect to financial statements . . . .” 
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Engagement Quality Review Process 

The Proposed Standard 

In light of our suggested objective, we are concerned about certain aspects of the Board’s proposal.  
First, as further described below, we believe that the Proposed Standard goes well beyond the 
requirements of international auditing standards.  Second, we believe that the proposed changes and 
additions to what is required by the Board’s current interim standard (as well as by international 
auditing standards) will significantly alter the nature of an engagement quality review and result in 
additional costs that it will not provide a commensurate benefit to audit quality.   
 
We believe that these concerns should be addressed by aligning the new standard with international 
standards, which we believe would create an appropriately focused and effective review standard.   
Moreover, doing so would be consistent with the growing demand for convergence of world-wide 
accounting and auditing standards and the recognition of the benefits of developing a single set of 
standards for world-wide use.  We believe that further consideration should be given to the benefits 
of convergence and to avoiding the creation of unnecessary substantive differences in standards.   
 
If, however, the Board does not believe convergence of this standard with international standards is 
appropriate, we urge the Board to, at minimum, consider and address the concerns about those 
provisions that differ significantly from international standards.  We have recommended specific 
changes that we believe would appropriately support audit quality without the attendant costs of 
certain of the provisions in the Board’s Proposed Standard.  We believe that our recommended 
changes would result in a standard that is not only effective at meeting our proposed objective, but 
also one that can be implemented efficiently. 
 
More specifically, and as more fully discussed below, we are concerned about the following 
incremental procedures in the proposal:   

• A requirement that the engagement quality reviewer identify areas of  “higher risk,” not of 
material misstatement, but rather areas where, regardless of  materiality, the engagement 
team might have failed to obtain sufficient competent evidence or might have reached an 
inappropriate conclusion (paragraph 9); 

• A requirement that the engagement quality reviewer independently evaluate the adequacy 
of audit documentation, particularly its compliance with Auditing Standard No. 3, Audit 
Documentation (paragraph 10);  

• Procedures that require the engagement quality reviewer to make “evaluations” or 
“determinations” that, without clarification, might be interpreted to require efforts similar to 
those required of the engagement team in performing the work itself, rather than a review of 
the engagement team’s judgments and conclusions (paragraphs 7 and 8); and 

• A new standard of performance for the engagement quality reviewer’s work and a 
conclusion that departs from the negative assurance in the interim standard and, as 
proposed, requires an affirmative conclusion.  The proposal would require the reviewer to 
affirmatively conclude that there is nothing the reviewer “knows or should know” that 
would preclude concurrence in the engagement team’s issuance of the report (paragraph 12) 
(italics added). 
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These provisions, taken together, would impose substantial new burdens on the engagement quality 
reviewer without a commensurate benefit to audit quality.  As discussed above, the objective of the 
review should be to enhance audit quality by providing an independent, objective review of the 
significant accounting and auditing judgments and the conclusions reached.  The Proposed 
Standard, however, would redirect the focus of the engagement quality reviewer away from the 
work of the engagement team to the work performed to carry out the reviewer’s responsibilities.  
More specifically, in creating new standards of performance for the reviewer that require a “know 
or should know” level of assurance, these provisions become too focused on the adequacy of the 
engagement quality review itself, rather than on the quality of the work performed by the 
engagement team.  For example, we believe that an engagement quality reviewer likely would 
interpret these provisions as a requirement for him or her to perform sufficient work to have a basis 
for separately forming his or her own independent determinations about such matters as whether 
appropriate consultations have taken place, whether appropriate matters have been communicated to 
the audit committee, whether there are areas that create a “higher risk” of non-compliance, and 
whether the engagement team complied with documentation standards.  This may result in an 
engagement quality reviewer’s perceived need to participate extensively in meetings with client 
management, to make his or her own inquiries of client personnel, and to perform other procedures 
that duplicate those of the engagement team.  

Of course, issues should be raised by a reviewer if they are identified during the course of the 
procedures performed.  However, by mandating separate determinations and judgments to be made 
by the reviewer, the focus of the Proposed Standard is the reviewer’s own basis for the 
determinations he or she makes in the engagement quality review, rather than the reviewer’s 
consideration of the judgments and conclusions reached by the engagement team in the audit.  The 
judgments the reviewer makes will likely be seen as wholly separate from, rather than enhancing or 
confirming, those of the engagement team.  

We believe firms, clients, and investors should continue to expect engagement partners to make 
reasonable judgments.  Engagement quality reviews, along with the other quality control processes, 
combine to provide a firm with reasonable assurance about the effectiveness of its system of quality 
control, as is required.  However, we see neither a purpose nor benefit in the redirection of focus of 
the engagement quality review or from the additional costs that will undoubtedly be incurred.  

Our concerns are compounded by the new “know or should know” standard that changes the basis 
upon which the reviewer can concur in the issuance of the report.  Under the current interim 
standard, the reviewer could concur so long as “no matters have come to his or her attention that 
would cause the [reviewer] to believe” that the financial statements did not conform to GAAP in all 
material respects or that the audit was not performed in accordance with GAAS.  This is a “negative 
assurance” standard.  The Proposed Standard, in effect, requires the reviewer, like the engagement 
partner, to determine that he or she has sufficient grounds to positively concur with the issuance of 
the report.  It converts the engagement quality reviewer’s conclusion to one that requires an 
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affirmative finding or representation that, by definition, must be based on the performance of 
sufficient procedures to support the finding or representation.  

We have a number of concerns about the proposed change in approach to an engagement quality 
review.  First, the requirement that the reviewer make a positive determination about whether the 
report should be issued is directly contrary to the objective of the review; it comes far too close to, 
or could even be said to replicate, the judgment made by the engagement partner.  Second, because 
of the limitations on what a reviewer can do without impairing objectivity, the reviewer’s 
conclusion by extension will be based on limited information.  The information gap between what 
the engagement partner knows and the engagement quality reviewer knows, will necessarily -- but 
we suggest inappropriately -- raise the question about what the reviewer should have known.  Third, 
the introduction of a “should know” standard would be likely to have unintended consequences 
given the focus it brings to the potential for being second-guessed, particularly in the absence of an 
objective standard or specific direction about what is required to comply.  It is reasonable to assume 
that many reviewers will interpret the required procedures in such a way that results in significant 
additional work for the purpose of anticipating a defense to any subsequent challenge.     

We do not believe that imposing these kinds of requirements directly on the engagement quality 
reviewer will result in commensurate benefit to audit quality.  We believe that a reviewer who 
conscientiously performs the procedures outlined in paragraph 8, as amended by our proposed 
revisions below, will appropriately contribute to audit quality by focusing on the significant matters 
addressed by the engagement team and providing an independent review of the engagement team’s 
judgments and support for those judgments.  

The following sections explain in more detail our concerns with the particular sections of the 
standard and set forth our recommended changes to the Board’s proposal to address our concerns.   
We believe that our recommended changes are consistent with the objective we proposed. 

Scope of Review 

Paragraphs 7 and 8 prescribe general standards and specific procedures for conducting the 
engagement quality review.  We generally agree with the nature of these procedures to be 
performed.  However, we recommend a change to paragraph 7 and certain changes in the text of the 
paragraph 8 (set forth below) to clarify what procedures will satisfy the reviewer’s responsibility to 
make the requisite evaluation and to avoid any suggestion that the reviewer is required -- or indeed 
able -- to duplicate the work of the engagement team or to make independent judgments about 
matters that are the responsibility of the engagement team.  

These recommended changes included herein also would make the expected level of work more 
clear and avoid a fundamental change in the nature of the review function, which could otherwise 
potentially compromise the important principles of objectivity underlying the standard.  The 
standard, we believe, should reinforce, not diffuse, the accountability of the engagement partner.   
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Based on the foregoing, we recommend that the Board consider revising paragraphs 7 and 8 of the 
Proposed Standard.  In addition to changes to implement our comments above, we believe certain 
provisions in paragraph 8 should be clarified to provide more certainty about how to satisfy the 
presumptively mandatory requirements in each of these sections:  

7. The engagement quality reviewer should evaluate include an evaluation of the 

significant judgments made by the engagement team and the significant conclusions 

reached by the engagement team in forming the overall conclusion on in conducting 

the engagement and in preparing the engagement report, if a report is to be issued. 

To identify and evaluate the significant judgments and conclusions, The evaluation 

should be conducted by the engagement quality reviewer should include through 

discussions with the person with overall responsibility for the engagement, 

discussions with other members of the engagement team as necessary appropriate, 

and other procedures, as described in paragraphs 8 and 9.  

 

8. As part of performing the engagement quality review, the engagement quality 

reviewer should:  

 

a. Obtain an understanding of the firm's recent engagement experience with the 

company and risks identified in connection with the firm's client acceptance 

and retention process for the company. 

 

b. Obtain an understanding of the company's business, significant activities 

during the current year, and significant financial reporting issues and risks 

through discussions with the person with overall responsibility for the 

engagement, discussions with other members of the engagement team, as 

appropriate, and the performance of the procedures enumerated in the 

subparagraphs below.  

 

c. Review the engagement team's evaluation of the firm's independence in 

relation to the engagement (i.e., the communication with the audit committee 

required by Rule 3526, Communication with Audit Committees Concerning 

Independence, formerly Independence Standards Board Standard No. 1, 

Independence Discussions with Audit Committees). 

 

d. Evaluate Review engagement planning, including (1) the judgments made 

about materiality and the effect of those judgments on the engagement 

strategy and (2) the identification of significant risks of material misstatement 

to the financial statements and the risks of material weakness in internal 

control over financial reporting, including fraud risks, and the plan for and 

performance of engagement procedures in response to those risks. 

 

e. Evaluate Review judgments made about (1) the materiality and disposition of 

corrected and uncorrected identified misstatements and (2) the severity and 

disposition of identified control deficiencies. 
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f. Determine if appropriate consultations have taken place on difficult or 

contentious matters. Review the documentation, including conclusions, of 

such consultations that have taken place on significant difficult or 

contentious matters. 

 

g. Read the financial statements, management's report on internal control over 

financial reporting, or other information that is the subject of the engagement 

and the engagement report (if an engagement report is to be issued) for the 

period covered by the engagement and for the prior comparative periods 

presented. 

 

h. Read other information in periodic filings and offering documents, as 

applicable, containing financial statements that are the subject of the 

engagement and are to be filed with the SEC and evaluate whether the 

engagement team has taken appropriate action with respect to material 

inconsistencies with the financial statements or material misstatements of 

fact of which the engagement quality reviewer is aware. 

 

i. Determine if Review whether appropriate matters of which the engagement 

quality reviewer is aware have been communicated, or identified for 

communication to the audit committee, management, and other parties, such 

as regulatory bodies. 

 

j. Review the engagement completion document and confirm with the person 

with overall responsibility for the engagement that there are no significant 

unresolved matters. 

 

Note: Matters of which the engagement reviewer is “aware” are those matters 

that have come to the attention of the reviewer during the course of 

performing the procedures required by this standard.

 
 
Engagement Quality Reviewer Risk Assessment 
 
Paragraph 9 of the Proposed Standard requires the reviewer to identify areas within the engagement 
that pose a “higher risk.”  The term “higher risk” in that paragraph is not, however, directed to the 
potential for material misstatements or any other objective standard.  Rather, the standard focuses 
on the “higher risk” that the engagement team failed to obtain sufficient competent evidence or 
reached an inappropriate conclusion.  For the areas that pose such “higher risk,” the engagement 
quality reviewer is required to evaluate whether the engagement team performed procedures that 
were responsive to those risks, whether the judgments made by the engagement team were 
reasonable in the circumstances, and whether the results of the procedures support the engagement 
team’s overall conclusion. 
 
We believe it is important that the engagement quality reviewer understand and review the 
significant risks of material misstatement to the financial statements and the risks of material 
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weakness in internal control over financial statements identified by the engagement team and the 
engagement team’s response to such risks.  We do not believe that requiring a separate assessment 
of the risk that the engagement team failed to obtain sufficient competent evidence or reached an 
inappropriate conclusion is workable or consistent with the objective of an engagement quality 
review.      
 
First, we question how the engagement quality reviewer would make such a determination.  For 
example, what considerations would be deemed sufficient to support this determination, particularly 
without the benefit of information available in hindsight when his or her review is scrutinized?  The 
standard does not articulate any procedures for making this determination, other than referring to 
the procedures in paragraphs 7 and 8 and “other relevant knowledge possessed by the engagement 
quality reviewer.”  Second, we note the Board’s use of the term “higher risk.”  Being a relative 
term, it implies that there should always be some areas of higher risk, even though there might be 
no audit areas that pose a sufficiently high risk to justify further consideration or action.  Third, we 
believe this requirement to be more concerned with having the reviewer make risk assessments 
separate from the engagement team, rather than reviewing the engagement team’s own judgments 
for reasonableness.  We question the focus of this requirement and the extent to which it will result 
in improvement to audit quality.  Finally, we note that paragraph 12, both as proposed and 
consistent with our recommended revision, already contains a sufficient provision to prevent 
engagement quality reviewers from concurring with the issuance of the engagement report if, based 
upon the engagement quality review procedures performed, the reviewer believes that the 
engagement team failed to obtain sufficient competent evidence in accordance with PCAOB 
standards or reached an inappropriate conclusion about the subject matter of the engagement. 
 
We recommend that the Board modify the proposed requirement in paragraph 9 to refocus it on 
whether important matters were identified during the engagement quality review that were not 
previously identified by the engagement team.  Those matters should include the significant risks of 
material misstatement to the financial statements, significant risks of material weakness in internal 
control over financial reporting, and significant difficult or contentious matters where consultation 
by the engagement team should be considered that the engagement team might not have identified.  
If such matters are determined to exist, the engagement quality reviewer should be required to 
communicate these matters to the engagement team and assess whether the engagement team 
responds or has responded appropriately.      
 
As such, we recommend that paragraph 9 be revised to read as follows: 
 

9.  Based on the procedures performed in accordance with paragraphs 7 and 8, and 

the engagement quality reviewer’s knowledge, the engagement quality reviewer 

should assess whether any of the following matters were not previously addressed 

by the engagement team:   

 

• significant risks of material misstatement to the financial statements, 

• significant risks of material weakness in internal control over financial 
reporting, or  

• significant difficult or contentious matters where consultation should be 
considered by the engagement team. 
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If the engagement quality reviewer believes that there are such risks or matters, he 

or she should communicate that to the engagement team and then assess whether 

the engagement team has responded appropriately. 

 
Review of Engagement Documentation 

Paragraph 10 of the Proposed Standard would require the engagement quality reviewer to evaluate 
the engagement documentation.  In particular, it requires the reviewer to evaluate whether the 
documentation “is appropriate in the circumstances and consistent” with the Board’s AS 3. 
 
We believe audit documentation is important and we support the Board’s proposed requirement for 
an engagement quality reviewer to assess whether the engagement documentation supports the 
conclusions reached by the engagement team with respect to the matters reviewed by the 
engagement quality reviewer.  However, we believe that the Proposed Standard, if not modified, 
could impose substantial additional burdens on the engagement quality reviewer to review the 
adequacy of documentation rather than the appropriateness of the significant accounting and 
auditing judgments made by the engagement team, and that result would not meaningfully enhance 
audit quality.  We therefore recommend that the standard be modified in the following respects. 
 
First, we believe the requirement to evaluate documentation should be limited to assessing that 
which is reviewed in connection with the procedures required by paragraphs 7 - 9 of the Proposed 
Standard.  Absent such a limitation, the Proposed Standard might be interpreted to extend the 
engagement quality reviewer’s responsibilities to require him or her to conduct a separate review of 
all or much of the engagement documentation.    
 
Second, we believe that the final standard should omit the requirement that the engagement quality 
reviewer evaluate whether the audit documentation is consistent with AS 3.  We do not believe that 
this specific requirement is consistent with the overall objective of the engagement quality review, 
nor do we think it will meaningfully enhance audit quality.  The engagement partner has primary 
responsibility for performance of the audit, including performing a review of the documentation for 
compliance with AS 3.  It is not, and should not be, the engagement quality reviewer’s 
responsibility to duplicate that evaluation.  Furthermore, we do not believe it is appropriate or 
necessary to single out any particular auditing standard for this type of compliance check by the 
reviewer.   
 
We believe requirements in paragraphs 9 and 10 of the Proposed Standard potentially duplicate 
other requirements of AS 3.  In addition, paragraph 13 of AS 3 requires that the engagement team 
“identify all significant findings or issues in an engagement completion document.” Paragraph 13 
further states that “this document, along with any documents cross-referenced, should collectively 
be as specific as necessary in the circumstances for a reviewer to gain a thorough understanding of 
the significant findings or issues.”  In our view, a qualified engagement quality reviewer should be 
able to achieve the objectives for the engagement quality review by performing the procedures 
outlined in paragraphs 7 and 8 of the Proposed Standard, as amended by our proposed revisions 
above, which reflect existing requirements and would include reviewing the engagement 
completion document. 
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Third, we recommend that the Board revise paragraph 10 to make it clear that the scope of the 
engagement quality review is to assess whether the documentation that the reviewer selected for 
review supports the conclusions that were reached by the engagement team.  That assessment will 
include considering significant risks of material misstatement to the financial statements and the 
risks of material weakness in internal control over financial statements and significant judgments by 
the audit team.  Our recommended change, however, eliminates an implication that paragraph 10 
creates a more general requirement to assess matters that are not encompassed by the procedures set 
forth in paragraphs 7 - 9. 
   
Accordingly, we recommend that paragraph 10 of the Proposed Standard should be revised to read 
as follows: 
 

10. Engagement Documentation.  Based upon the procedures performed in accordance 

with paragraphs 7, 8, and 9, the reviewer should assess whether the engagement 

documentation reviewed during the course of the engagement quality review supports 

the significant conclusions reached by the engagement team. 

 
Concurring Approval of Issuance   

Paragraph 12 of the Proposed Standard provides that the engagement quality reviewer cannot 
provide “concurring approval” of the issuance of an engagement report if he or she “knows or 
should know” that any of four enumerated conditions exist.    

We believe that the engagement quality reviewer’s concurrence is an important contribution to audit 
quality.  We agree with the Board’s enumeration of the four conditions that, if present, would 
preclude the engagement quality reviewer from concurring with the issuance of the engagement 
report.  We also support the requirement that the engagement quality reviewer consider the 
knowledge obtained in performing the review in accordance with the standard.   

However, we believe that the inclusion of the legalistic “knows or should know” formulation for 
approval in auditing standards is neither necessary nor appropriate.  This terminology would likely 
lead to misunderstanding and inconsistent application of the standard.  For example, referring to 
what the reviewer “knows, or should know based upon the requirements of this standard” implies 
that the reviewer must perform sufficient procedures under the requirements of the standard to 
“know” that the four specified conditions do not exist.  This would likely lead engagement quality 
reviewers to engage in substantial procedures to conclude that they do not know that any of the 
specified conditions are present.  The term “should know” is even more troubling.  It inherently 
creates a potential for post-hoc questioning of whether an engagement quality reviewer should have 
identified a condition that would have precluded him or her from concurring in the issuance of the 
engagement report.  Accordingly, we believe that engagement quality reviewers will be overly 
focused on being second-guessed as to what they should have known, if a problem with the audit is 
later identified, rather than on assisting the engagement team by reviewing significant judgments 
and conclusions.   
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As a result, the engagement quality reviewer would likely spend substantially more time, perform 
substantially more procedures and incur more costs than the reviewer would otherwise consider 
necessary, or we believe appropriate, in connection with a review.  We strongly believe that the 
cost-effective improvement to audit quality should be the primary objective.  We do not believe that 
inclusion of a “know or should know” standard of performance for the engagement quality reviewer 
furthers that objective. We recommend that paragraph 12 of the Proposed Standard be revised to 
remove the words “knows, or should know” by either conforming to the language used in ISA 2203, 
or alternatively, as follows: 

12. The engagement quality reviewer must not provide concurring approval of 

concur with the issuance of an engagement report if, he or she knows, or should 

know based upon his or her review in accordance with the requirements of this 

standard, the reviewer believes that (1) the engagement team failed to obtain 

sufficient competent evidence in accordance with the standards of the PCAOB, (2) 

the engagement team reached an inappropriate overall conclusion on the subject 

matter of the engagement, (3) the firm's report, if a report is to be issued, is not 

appropriate in the circumstances, or (4) the firm is not independent of its client. 

 

We believe that the proposed language retains the essence of the standard—that the reviewer cannot 
concur if he or she believes, based on the review, that any of the four enumerated conditions are 
present.  However, it eliminates the inappropriate “knows or should know” standard. 

Scope of Proposed Standard 

While we acknowledge the Board’s desire for the engagement quality review standard to apply to 
all engagements performed in accordance with the standards of the PCAOB, the requirements in the 
Proposed Standard are so specifically tailored to financial statement audits and integrated audits that 
it would be difficult to apply some requirements to other types of engagements with any consistency 
among auditors.  For some engagements, it may be appropriate to presume that certain requirements 
do not apply (for example, reading management’s report on internal control would not apply in a 
review of interim financial statements).  However, in other situations, the Board’s intent is less 
clear.  For example, it is unclear:  a) to what extent, if any, obtaining an understanding of significant 
financial reporting issues and risks (paragraph 8(b)) would apply when reviewing an attestation 
engagement on the assessment of compliance with servicing criteria under the SEC’s Regulation 
AB; and b) which “prior period” is being referenced (paragraph 8(g)) with respect to a review of 
interim financial information.   

Furthermore, with respect to the evidence required to be obtained (“sufficient competent 
evidence”), and the nature of the affirmative conclusion, the Proposed Standard appears to place the 
engagement quality reviewer in a position of having to obtain more evidence and to provide a 

                                                      
3   Paragraph 22(c) of Proposed and Redrafted ISA 220 requires the reviewer to document that “the reviewer 
is not aware of any unresolved matters that would cause the reviewer to believe that the significant judgments 
the engagement team made and the conclusions they reached were not appropriate.” 
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higher level of assurance than the engagement team for certain engagements – for example, a 
review of interim financial information or a comfort letter for underwriters. 

More specifically regarding a review of interim financial information, we are concerned that the 
requirements of the Proposed Standard are not consistent with the objective of a review of interim 
financial information.  The objective of a review of interim financial information is “to provide the 
accountant with a basis for communicating whether he or she is aware of any material modifications 
that should be made to the interim financial information for it to conform with generally accepted 
accounting principles.”4  Toward that objective, a review consists principally of analytical 
procedures and inquiries of management.  Some examples of what we believe to be inconsistencies 
between the requirements of the Proposed Standard and a review of interim financial information 
follow: 

o Paragraphs 8d and 10 of the Proposed Standard include requirements for the engagement 
quality reviewer to evaluate the engagement team’s identification of, and responses to, 
significant risks.  While a review of interim financial information involves assessment of 
risk in designing appropriate analytical and inquiry procedures, the terminology used in the 
Proposed Standard relates to an audit engagement, and we ordinarily would not expect an 
engagement team’s documentation in a review of interim financial information to include 
explicit risk assessments.  Accordingly, the Board’s expectation of the engagement quality 
reviewer concerning risk assessment in a review of interim financial information is unclear.   

o Paragraph 9 would require the engagement quality reviewer to assess whether there are 
areas within the engagement that pose a higher risk that the engagement team failed to 
obtain sufficient competent evidence or to reach an appropriate conclusion.  As obtaining 
sufficient competent evidence is not a part of a review of interim financial information, we 
believe paragraph 9 will result in confusion and inconsistent practice in a review of interim 
financial information, notwithstanding the phrase “or to reach an appropriate conclusion.”  
Paragraph 12 also refers to sufficient competent evidence. 

o Paragraph 12, as proposed, requires the engagement quality reviewer to provide an 
affirmative conclusion.  Given that the objective of a review of interim financial 
information is to provide negative assurance, we do not believe it is appropriate for the 
engagement quality reviewer to reach a conclusion that is different than and goes beyond 
that which is required of the engagement team.    

The Board therefore should identify the engagement quality review procedures required for interim 
reviews, provide clarity regarding the applicability of the procedures, and modify the conclusion to 
be reached by the engagement quality reviewer in connection with interim reviews.  Specifically, 
the Board should include in the final standard an additional section, analogous to paragraph 7, that 
requires the engagement quality reviewer, in a review of interim financial information, to “discuss 
significant matters identified and addressed in connection with the review.”  Similarly, the final 
standard should require that only a subset of procedures set forth in paragraph 8 (specifically those 
set forth in subparagraphs 8(g), 8(h), 8(i), and 8(j), as revised pursuant to the suggestions herein) be 
completed for interim reviews.  Finally, the final standard should clarify that the engagement 

 
4  AU 722.07 
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quality reviewer is required to provide only negative assurance of concurring approval in the 
context of an interim review, consistent with the overall conclusion of such a review.5

We also recommend that the Board reconsider the practicality of applying the Proposed Standard to 
engagements other than financial statement audits, integrated audits, and reviews of interim 
financial information.  If the Board believes engagement quality reviews are desirable for such 
engagements, we believe that the Board should develop a separate standard that allow the 
procedures to be tailored appropriately to the engagement circumstances.  For example, we believe 
that a requirement to apply an auditing standard to an engagement performed in accordance with 
attestation standards would result in confusion and inconsistent practice.  Accordingly, we believe 
any engagement quality review requirement for attestation engagements should be provided for in 
the attestation standards rather than the auditing standards. 

Objectivity of the Engagement Quality Reviewer 

Paragraphs 5 and 6 of the Proposed Standard address the objectivity of the engagement quality 
reviewer.  At a minimum, we are concerned with the Proposed Standard’s lack of clarity regarding 
objectivity. 

The existing standard includes the concept of objectivity, but it focuses on the engagement quality 
reviewer’s carrying out of his or her responsibilities with objectivity.  Paragraph 5 of the Proposed 
Standard states that “the engagement quality reviewer must…maintain objectivity with respect to 
the engagement and the engagement team” (emphasis added).  It is unclear whether the Board 
intends through this provision to limit somehow the engagement quality reviewer’s interaction with 
the engagement team.  For example, the proposed language could be interpreted such that the 
engagement quality reviewer would be precluded from working contemporaneously with a member 
of the engagement team (on a separate engagement, for example).  Similarly, it is unclear whether 
the Board intends that objectivity be considered impaired if the engagement quality reviewer 
functions as the “performance manager” or mentor for a member of the engagement team, or 
recently supervised a member of the engagement team on an unrelated engagement.  If interaction 
between the engagement quality reviewer and the engagement team were to be limited, we believe 
audit quality would be diminished.  We also believe identifying engagement quality reviewers that 
have limited interaction, in general, with the members of the engagement team could be 
burdensome for registered firms, particularly smaller firms.  We recommend that the Board’s 
reference to objectivity with respect to the engagement team be eliminated, but in any event, the 
Board’s intent should be clarified.   

Furthermore, the note to paragraph 6 of the Proposed Standard and footnote 19 of the Release also 
could be interpreted to limit the discussions between the engagement team and the engagement 
quality reviewer.  The note to paragraph 6 states the following:  “The engagement team may consult 
with the engagement quality reviewer on matters during the course of the engagement.  When 
participating in such consultations, the engagement quality reviewer should not participate in a 
manner that would compromise his or her objectivity with regard to the engagement” (emphasis 

                                                      
5  Our concerns regarding the proposed requirement for an affirmative conclusion by the engagement quality 
reviewer in an audit engagement are included in this letter under “Concurring Approval of Issuance.” 
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added).  We believe that consultation is an important element of audit quality and that the standard 
should encourage consultation with the engagement quality reviewer.   

To avoid the unintended consequence of limiting communications between the engagement team 
and the engagement quality reviewer that we do not believe compromise objectivity, we 
recommend: 

• Replacing the language in paragraph 5 with language similar to that of QC Section 20, so that it 
states the following: “Engagement quality reviewers must be independent of the company and 
perform all professional responsibilities with integrity, and maintain objectivity in discharging 
professional responsibilities.”6 

• Removing the second sentence of the note to paragraph 6.  If the Board is concerned about the 
engagement quality review partner making an objective assessment, the standard could include 
language similar to that in the Board’s interim standard on concurring reviews as follows: 

“When discussion occurs with the concurring partner reviewer on an accounting, auditing, 
or financial reporting matter during the engagement, the audit engagement partner 
ordinarily should develop an initial resolution to the matter before discussion with the 
concurring partner reviewer.” 

We note this language appears on page 11 of the Board’s Release.  Incorporating this language 
in the standard will make it clear that the Board is not intending to limit communications 
between the engagement quality reviewer and the engagement team or change the manner in 
which the two interact.   

Finally, while we agree with the requirement in paragraph 6 of the Proposed Standard that the 
engagement quality reviewer should not make decisions on behalf of, or assume any responsibilities 
of, the engagement team, situations sometimes arise when a client may contact an engagement 
quality reviewer.  We recommend that the standard include guidance that communications between 
the engagement quality reviewer and management or the audit committee would not necessarily 
compromise objectivity.  In addition, we recommend that the standard include the guidance set forth 
below that is in footnote 3 of the Board’s interim standard on engagement quality reviews.   

A client may contact the concurring partner reviewer with respect to matters requiring 
immediate attention when the audit engagement partner is not available because of illness, 
extended travel or other reasons.  When a concurring partner reviewer is thus required to 
deal with an accounting, auditing or financial reporting matter, he or she should advise the 
audit engagement partner of the facts and circumstances so that the audit engagement 
partner can review the matter and take full responsibility for its resolution. 

Documentation of an Engagement Quality Review 

Paragraph 14 of the Proposed Standard, regarding documentation of an engagement quality review, 
sets forth a documentation standard that is separate and apart from, and incremental to, AS 3.  We 

 
6  See PCAOB Interim Standards, QC 20.09. 
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believe some aspects of paragraph 14 are unclear and may lead to significant divergence in practice, 
and it is unclear to us why the existing requirements of AS 3 are not sufficient.  AS 3 requires that 
audit documentation reflect, among other things, the nature, timing, extent, and results of the 
procedures performed, evidence obtained, and conclusions reached, and who reviewed the work and 
when.  We recommend that the Board consider simply indicating that the requirements of AS 3 
apply to an engagement quality review.   

Alternatively, we recommend that the Board consider including a requirement consistent with 
paragraph 27 of the International Auditing and Assurance Standards Board’s Proposed Redrafted 
ISA 220, Quality Control for an Audit of Financial Statements, which states: 

The engagement quality control reviewer shall document, for the audit engagement reviewed, 
that: 

(a) The procedures required by the firm’s policies on engagement quality control review 
have been performed; 

(b) The engagement quality control review has been completed before the date of the 
auditor’s report; and 

(c) The reviewer is not aware of any unresolved matters that would cause the reviewer to 
believe that the significant judgments the engagement team made and the conclusions 
they reached were not appropriate.7

If the Board decides to retain a new set of documentation requirements as proposed in paragraph 14 
of the Proposed Standard, we are concerned particularly that the Board’s intent in paragraphs 14(b) 
and (e) is unclear as described in the following paragraphs. 

Paragraph 14(b) requires that the areas of the engagement subject to the engagement quality review 
be documented.  In our view, an entire engagement is subject to the engagement quality review.  
However, if that interpretation is what the Board intended, it would not seem necessary to document 
that the engagement was subject to an engagement quality review, as that point would be self-
evident from the engagement quality reviewer’s concurring approval of issuance of the auditor’s 
report.  If the Board’s intention is that the documentation reflect which individual work papers are 
reviewed or something else, we recommend that the Board clarify that point.   

Paragraph 14(e) requires that the results of the review procedures be documented.  We believe some 
auditors may view “the results of the review procedures” to be whether issuance of the auditor’s 
report is approved.  If this interpretation is correct, this requirement is redundant with paragraph 
14(f) which requires documentation of whether the engagement quality reviewer provided 
concurring approval of issuance.  We believe other auditors may view “the results of the review 
procedures” to denote a record of considerations made by the engagement quality reviewer, 
questions asked of the engagement team (e.g., review notes) with documentation of the engagement 
team’s responses, etc.  The latter meaning would result in an effort substantially incremental to 
practice under the Board’s interim standard and the need for a significant increase in engagement 

 
7  Our concerns regarding the proposed requirement for an affirmative conclusion by the engagement quality 
reviewer in an audit engagement are included in this letter under “Concurring Approval of Issuance.” 
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quality reviewer resources, with minimal benefit.  We recommend that the Board eliminate 
paragraph 14(e) because it is redundant with paragraph 14(f). 

Engagement Partner Movement to Engagement Quality Reviewer 

Under the Board’s interim standards, the engagement partner is precluded from serving as the 
engagement partner (for some period less than five years) and then moving directly into the role of 
concurring review partner for the remainder of the five-year period of service that is permitted.  
Specifically, the Board’s interim standards state, “ . . . a prior audit engagement partner should not 
serve as the concurring partner reviewer for at least two annual audits following his or her last year 
as the audit engagement partner.”  We believe that this requirement is appropriate and should be 
retained in the final standard.   

Effective Date of the Proposed Standard 

As proposed, the standard would be effective for reports issued on or after December 15, 2008.  We 
are concerned that the proposed effective date would not permit sufficient time for registered public 
accounting firms to implement the new engagement quality review requirements.  The effective 
date should provide all registered public accounting firms with sufficient time to (1) adopt policies 
and procedures consistent with the new standard, (2) train their personnel in the requirements of the 
new standard, and (3) assign qualified engagement quality reviewers consistent with their system of 
quality control.  

We also believe that the effective date should be linked to the beginning of an engagement period.  
By linking the effective date to the beginning of the engagement period rather than the report 
issuance date, the new requirements would (1) be known and anticipated as of the beginning of the 
engagement period, (2) allow the assigned engagement quality reviewer to comply with the 
requirements throughout engagement planning and execution, and (3) be in place for each quarterly 
review conducted under AU section 722, Interim Financial Information.8  In this manner, adoption 
of the new standard would be more effective and efficient.  

To the extent that the new standard contains more extensive requirements than the Board’s interim 
standard, the PCAOB should delay the effective date to annual periods beginning no earlier than 
twelve months after SEC approval to provide adequate time for firms to prepare for adoption.  

*  *  *  *  * 

We reiterate our concern about what we perceive as a fundamental change in the nature and scope 
of an engagement quality review in the Proposed Standard and a divergence from international 
auditing standards, without a demonstrated accompanying benefit relative to the increase in cost.  If 
the Board does not make significant modifications to the Proposed Standard before adoption of the 
final standard to address the matters raised in our comment letter, we recommend that the Board 
conduct a field test of the Proposed Standard prior to approval of a final standard.  We envision that 
a field test would involve a sample of engagements for which the Board’s standard, after 
deliberation of comment letters, would be applied.  The Board, with the assistance of its standard-

 
8  Our concerns regarding the requirements of the proposed standard relative to reviews of interim financial 
information are included in this letter under “Scope of Proposed Standard.” 
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setting and inspection staffs, could monitor consistency of interpretation and application and 
identify any areas which result in confusion and/or unintended depth of review.  In addition, 
inspectors could evaluate the quality of reviews, and the Board could evaluate increases in cost.  
The results of the field test could then be used to refine and/or support the provisions of a final 
standard.  We would be willing to participate in such a field test. 

In addition, absent significant modifications to the Proposed Standard, we have concern whether 
some required reviews can be performed in a timely manner prior to issuance of financial 
statements within the SEC’s accelerated filing deadlines.  Accordingly, absent significant 
modifications, we recommend that the PCAOB discuss with the SEC the impact of the standard on 
issuers’ ability to meet filing deadlines, and whether such deadlines would need to be modified.   

If you have questions about our comments or other information included in this letter, please do not 
hesitate to contact Craig Crawford, (212) 909-5536, ccrawford@kpmg.com or Glen Davison, (212) 
909-5839, gdavison@kpmg.com. 

Very truly yours, 

 

 

cc: PCAOB Board Members:  SEC Commissioners: 
 
   Mr. Mark W. Olson, Chairman    Mr. Christopher Cox, Chairman 
   Mr. Daniel L Goezler     Mr. Paul S. Atkins 
   Mr. Willis D. Gradison, Jr.    Ms. Kathleen L. Casey 
   Mr. Charles D. Niemeier 
 
 Mr. Thomas Ray, Chief Auditor and Director of Professional Standards – PCAOB 
 Mr. Conrad Hewitt, Chief Accountant, Office of the Chief Accountant – SEC 
 Mr. John W. White, Director, Division of Corporation Finance – SEC 
 Dr. Zoe-Vonna Palmrose, Deputy Chief Accountant for Professional Practice – SEC 
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I. INTRODUCTION 

D&T strongly supports the function of engagement quality review (“EQR”) and is 

committed to an effective EQR that promotes audit quality, focuses on significant judgments 

made and conclusions reached by the engagement team, and preserves the benefits that EQR 

provides as an objective review of the financial statements and the audit reports thereon.  D&T 

recognizes that, with the adoption of a new standard, the responsibilities of audit firms with 

respect to EQR will change to some degree and that an increase in procedures performed and 

level of resources may be appropriate and necessary based on a new standard.  As explained 

below, however, we have significant reservations about several aspects of the PCAOB’s 

proposed standard on EQR (Proposed Auditing Standard on Engagement Quality Review, 

PCAOB Rulemaking Docket Matter No. 025 (Feb. 26, 2008) (the “Proposal”)).  The Proposal 

would depart from current and international standards and practices, and impose obligations that 

would not bring corresponding improvements in audit quality and, in several respects, would be 

unworkable. 

First, the Proposal would dramatically recast the standard for concurring approval, 

imposing a “knows, or should know” standard.  Second, the extent of procedures contained in 

Paragraphs 8, 9, and 10 of the Proposal could result in a significant expansion in the scope of 

EQR and fundamentally change the manner in which EQR is conducted, without a 

commensurate benefit to audit quality.  Taken together, these proposed requirements would 

likely impose unduly harsh consequences, including:  (1) increasing the level of responsibility 

and of associated risk for EQR reviewers; (2) increasing the amount of time, effort, and 

resources needed to conduct an EQR; (3) unnecessarily increasing audit costs; and (4) making it 

difficult to issue reports in a timely manner.  The Proposal would have EQR reviewers conduct 

procedures that duplicate in many respects those performed by the engagement team, and that far 
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exceed the procedures that are required by existing professional auditing standards and the 

proposed international standards for a concurring review.  As a result, the Proposal dramatically 

alters the nature and function of EQRs.   

In these respects, the Proposal also is at odds not only with the interim standard, but with 

the proposed international standards for EQR and the efforts toward and recognized advantages 

of a convergence of global standards and development of a single set of standards.1  See, e.g., 

Bill Gradison, PCAOB Member, Remarks at Conference of the American Accounting 

Association Public Interest Section and the Academy of Accounting Historians (Apr. 11, 2008) 

(suggesting “that we move towards ‘convergence’ (or, if you prefer, ‘harmonization’) with 

International Standards of Auditing”).  The final EQR standard should avoid creating 

unwarranted, substantive differences in standards that govern the profession.   

D&T’s comments on the Proposal, as set forth below, reflect the judgment and 

experience of numerous partners within D&T, including a significant number of partners who 

currently perform EQRs.  We first provide our general comments on the Proposal, and then 

provide responses to the specific questions contained in the Release.  In so doing, we suggest 

alternatives that we believe should be effective in promoting audit quality through EQR, while 

avoiding costly and unwieldy implementation problems. 

                                                 

 1 The proposed international standards are intended to “facilitat[e] the convergence of 
international and national standards, thereby enhancing the quality and uniformity of practice 
throughout the world and strengthening public confidence in the global auditing and 
assurance profession.”  See Int’l Auditing & Assurance Standards Bd., Terms of Reference ¶¶ 
1.0-3.0 (Mar. 2006). 
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II. GENERAL COMMENTS 

A. The PCAOB Should Adopt An EQR Standard That Is Based On Current 
Practices And The Proposed International Standards. 

Concurring review, or EQR, has long been recognized as an integral part of the audit 

process, and standard setters and audit firms have expended considerable efforts through the 

years to establish high-quality EQR processes.  The PCAOB’s efforts to develop a new EQR 

standard therefore do not take place in a vacuum, but in the context of existing domestic and 

international standards and practices.  See PCAOB Release No. 2008-002, at 5 (Feb. 26, 2008) 

(“Release”).  The PCAOB’s existing interim standard on concurring review was adopted from 

the American Institute of Certified Public Accountants (“AICPA”) SEC Practice Section 

requirements, which embody professional standards that have long served public companies and 

investors.  See SEC Practice Section §§ 1000.08(f), 1000.39 (Appendix E) (“Interim Standard”).  

Concurrent with the PCAOB Proposal, international authorities are advancing proposed changes 

to auditing standards and quality control standards encompassing EQR that also reflect 

longstanding practices.  See Proposed Redrafted Int’l Standard on Auditing (ISA) 220, Quality 

Control for an Audit of Financial Statements (Int’l Auditing & Assurance Standards Bd. 2007) 

(“Proposed ISA”); Proposed Redrafted Int’l Standard on Quality Control (ISQC) 1, Quality 

Control for Firms that Perform Audits and Reviews of Financial Statements, and Other 

Assurance and Related Services Engagements (Int’l Auditing & Assurance Standards Bd. 2007) 

(“Proposed ISQC”).2 

                                                 

 2 See also Int’l Standard on Auditing (ISA) 220, Quality Control for Audits of Historical 
Financial Information (Int’l Auditing & Assurance Standards Bd. 2006); Int’l Standard on 
Quality Control (ISQC) 1, Quality Control for Firms that Perform Audits and Reviews of 

[Footnote continued on next page] 
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These proposed international standards have garnered widespread support in the 

European Union, Asia, and the United States (e.g., by the AICPA’s Auditing Standards Board).  

See, e.g., Kelly Ånerud, Harmonization of Financial Auditing Standards in the Public and 

Private Sectors—What Are the Differences?, Int’l Journal of Gov’t Auditing (Oct. 2007).  

Indeed, the PCAOB consulted the proposed international standards in developing its Proposal, 

and has noted various similarities.  See Release at 5, 9 n.17, 13; see also Thomas Ray, PCAOB 

Chief Auditor and Director of Professional Standards, Remarks at PCAOB Board Meeting (Feb. 

26, 2008) (in developing the Proposal, “the staff evaluated the Board’s interim requirement and 

the similar requirements of the International Auditing and Assurance Standards Board, the 

IAASB, of the International Federation of Accountants, and the AICPA auditing standards 

board”). 

Collectively, these standards, the professional experience upon which they draw, and the 

guidance that has developed around them reflect several interrelated principles that should guide 

the formulation of the PCAOB’s final EQR standard.  First, concurring review serves an 

important, yet limited purpose:  to provide an “objective ‘second look’ at the engagement.”  

Release at 2; see also Robert D. Potts, Exchange Act Release No. 39,126, 1997 WL 690519, at 

*1 (Sept. 24, 1997) (opinion of the Commission) (concurring review provides a “second level of 

review”).  Second, consistent with this limited purpose, a concurring reviewer’s responsibility 

should not be the same as the audit engagement partner’s responsibility.  This is because, in part, 

“[i]n most cases, the concurring reviewer lacks an opportunity to review all of the client’s 

records, engage in discussions with the client’s management, or observe the client’s actions and 
                                                 
[Footnote continued from previous page] 

Historical Financial Information, and Other Assurance and Related Services Engagements 
(Int’l Auditing & Assurance Standards Bd. 2006). 
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attitudes.”  See, e.g., Barry C. Scutillo, 74 S.E.C. Docket 1944, 2001 WL 461287, at *2 n.3, *48 

(May 3, 2001) (stating also that there is “no accounting literature to suggest that . . . a concurring 

reviewer’s responsibility is the equivalent of the audit engagement partner’s responsibility”).  

Third, and also consistent with this limited function, as the PCAOB has recognized, “the 

engagement quality reviewer’s role is not to perform procedures amounting to a re-audit.”  

Release at 16; see also Scutillo, 2001 WL 461287, at *48 (the concurring reviewer “is not 

expected to do the audit all over again”); Potts v. SEC, 151 F.3d 810, 813 (8th Cir. 1998) (“[A] 

concurring reviewer is not expected to do the audit all over again . . . .”), cert. denied, 526 U.S. 

1097 (1999).  Accordingly, in this “second-level review,” the concurring reviewer is not 

responsible “for searching out additional matters to be considered by the engagement team” that 

the engagement team did not itself identify in the course of the audit.  Scutillo, 2001 WL 461287, 

at *2 n.3, *48. 

B. The Proposal Would Depart From Existing Standards And Could 
Fundamentally Change The Nature And Function Of EQR. 

An EQR is and ought to be an objective, second-level review.  The Proposal, however, 

departs from this precept in several important ways.  First, the Proposal includes a “new 

standard” for concurring approval that is different from the interim standard and the proposed 

international standards.  Release at 16 (“The proposal would establish a new standard that the 

engagement quality reviewer must meet in order to provide a concurring approval of issuance.”).  

Among other things, the new standard would require EQR reviewers to arrive at a conclusion 

based not only on what they know, but also on what they “should know.”  In our view, this is 

unworkable. 

Second, additional procedures mandated by the Proposal would dramatically expand the 

scope of an EQR, increasing audit costs and presenting challenges for completing audits in a 
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timely manner.  The costs associated with the expanded scope of EQR are compounded when 

considered in light of the manner in which reviews would necessarily be conducted if a “should 

know” standard is imposed.  EQR reviewers will feel compelled to move beyond the “second 

look” role they now perform, and move instead to performing many of the same procedures 

performed by the engagement team.  This would seemingly be inconsistent with the PCAOB’s 

stated view—which we share, and which is consistent with current practices and the proposed 

international standards—that “the engagement quality reviewer’s role is not to perform 

procedures amounting to a re-audit.”  Id.3 

1. The Proposed “Knows, Or Should Know” Standard Represents An 
Unprecedented Departure From Current Practices. 

Under the proposed international standards, as well as current practices, the EQR 

reviewer’s conclusion is based on what has come to the reviewer’s attention during the course of 

the review—that is, what the reviewer actually knows based on the procedures performed.  Based 

on this knowledge, the EQR reviewer provides assurance that the reviewer is not aware of any 

audit or other relevant deficiencies.  Proposed ISA 220, ¶ 27; Proposed ISQC 1, ¶ 49; Interim 

Standard at section (b).  This level of assurance is appropriate given the objective of an EQR and 

the extent of the procedures that an EQR reviewer should be expected to perform.  Under the 

Proposal, however, the EQR reviewer would be required to provide assurance based not only on 

                                                 

 3 If the PCAOB ultimately decides to adopt the Proposal, the PCAOB should state more 
clearly why it has elected to chart a different course.  We recognize that, in formulating its 
standard, “the Board considered information on this topic from PCAOB inspections” and 
“findings from recent PCAOB enforcement cases,” Release at 4; however, the PCAOB has 
not described findings that would justify imposing such a dramatically different approach to 
EQR.  Nor has the PCAOB presented findings on why the deficiencies it says it has 
identified are best addressed by a new EQR standard rather than recommending other 
quality-control measures. 
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what the reviewer knows, but also on what the reviewer should know.  Proposal ¶ 12.  This 

represents a significant recasting of the EQR reviewer’s role, which heightens the level of 

responsibility for EQR reviewers and would have profound implications for the conduct of 

EQR.4  The significance of the shift to the “knows, or should know” standard is illustrated by the 

fact that this standard is not currently used in PCAOB auditing and professional standards—even 

for the engagement partner—including in those standards developed in the first instance by the 

PCAOB (e.g., PCAOB Auditing Standard (AS) No. 5). 

The “should know” standard is illogical—and thus unworkable—because a reviewer 

cannot reasonably be asked to make a representation (e.g., provide a concurring approval) based 

on what he or she “should know,” as opposed to what the reviewer actually knows.  This is not to 

suggest that what an EQR reviewer actually knew may not later be reviewed by a third party, 

who may assert, in retrospect, that the reviewer could have done more work and should have 

known more on which to have based the earlier concurring approval.5 

Also disconcerting is the inexorable link between a level of assurance premised on what 

the reviewer “should know” and the expanded scope of the EQR reviewer’s responsibilities 
                                                 

 4 This increased responsibility would be accompanied by an increased level of exposure.  
Although it may be argued that this risk could be mitigated by reliance on more procedures—
a position that is itself in tension with the concept of EQR—in a highly litigious 
environment, the “should know” standard will inevitably distort the conduct of EQRs. 

 5 While the SEC applies a form of a “knows, or should know” standard in evaluating cases of 
alleged professional misconduct under SEC Rule 102(e), the Rule 102(e) analysis is meant to 
discern the degree of departure from the underlying professional standard; it does not itself 
purport to describe the conduct prescribed and proscribed by the standard.  Consequently, by 
way of example, the Staff of the SEC may inquire on a retrospective basis whether, in 
making a judgment with respect to an issuer’s receivables, the auditor should have known—
and was reckless in not knowing—more about the aging of the receivables.  But generally 
accepted auditing standards do not require an auditor to base conclusions on what he or she 
“should know.” 
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under the Proposal.  As discussed in the next section of this letter, the scope of procedures to be 

performed by the EQR reviewer is greatly expanded.  At the same time, there are various 

ambiguities as to just what is required, and the EQR reviewer will exercise significant judgment 

in determining what work to do.  Specifically, the Proposal’s “should know” language captures 

information that would be obtained as a result of performing the extensive procedures described 

in Paragraphs 7 through 10 of the Proposal,6 procedures that suggest that the EQR reviewer 

should acquire the same, or a substantially similar, depth of knowledge about the audit as the 

engagement partner.  Consequently, the scope of what a reviewer “should know” when providing 

concurring approval may appear to some EQR reviewers to be virtually without bounds, and they 

will feel compelled to perform a broad array of additional procedures in order to obtain more and 

more information and to discourage second-guessing about whether the EQR reviewer knew 

enough. 

This incentive to conduct such protective procedures raises several concerns.  Performing 

additional procedures would be more time consuming and would impose additional costs.  The 

time required to perform these procedures, combined with the expanded scope of review as 

described in the Proposal, will impose a heavy additional burden on EQR reviewers.  This 

additional work will fall squarely on the shoulders of the EQR reviewer, who retains overall 

responsibility for the EQR.  Release at 10.  The significant increase in the amount of work to be 

performed, and the responsibility of providing concurring approval under the “should know” 

                                                 

 6 While Paragraph 7 appropriately reflects EQR as it is now conducted—and as it is 
contemplated by the proposed international standards—Paragraph 9, Paragraph 10, and parts 
of Paragraph 8 add significantly to the task as discussed in Section II.B.   
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standard, may cause reluctance on the part of those who will be called upon to conduct EQR 

reviews to participate in the EQR process. 

Finally, these protective procedures would be inconsistent with the current understanding 

of the EQR as a “second look.”  They also would run counter to the PCAOB’s expressed goal 

that an EQR reviewer is not to “perform procedures amounting to a re-audit.”  Id. at 16.  Indeed, 

the degree of involvement that would be necessary to meet the “knows, or should know” 

threshold would affect the ability of the EQR reviewer to take that necessary “step back” and 

conduct the review from the perspective of an outsider “looking in.”  Id. at 10. 

We agree with the PCAOB that an EQR reviewer should conduct a more limited second-

level review that is conducted by taking a “step back,” rather than a review that, in effect, 

duplicates much of the work of the engagement partner.  But that is not how the Proposal has 

been drafted.  To address this disconnect, the PCAOB should adopt the following language in 

lieu of Paragraph 12; this language retains the Proposal’s structure while narrowing the scope of 

the EQR reviewer’s determination to the significant facts that have come to the reviewer’s 

attention during the EQR: 

The engagement quality reviewer must not concur with the issuance of an 
engagement report if, based on information that comes to his or her attention in 
his or her review in accordance with this standard, the reviewer believes that (1) 
the engagement team failed in any material respect to obtain sufficient competent 
evidence in accordance with the standards of the PCAOB, (2) the engagement 
team reached an inappropriate overall conclusion on the subject matter of the 
engagement, (3) the firm’s report, if a report is to be issued, is not appropriate in 
the circumstances, or (4) the firm is not independent of its client. 

In the alternative, the PCAOB should adopt the IAASB’s standard, under which EQR 

reviewers must state that they are “not aware of any unresolved matters that would cause [them] 

to believe that the significant judgments the engagement team made and the conclusions they 

reached were not appropriate.”  Proposed ISA 220, ¶ 27; Proposed ISQC 1, ¶ 49. 



  

10 

If the PCAOB declines to adopt either of the above approaches, the Proposal—at a 

minimum—should be modified to omit the “should know” language to reflect that the EQR 

reviewer’s knowledge of the audit is necessarily limited to what the reviewer has learned based 

on the procedures required to be performed and that the reviewer cannot reasonably be asked to 

make a representation based on what he or she “should know.”  In short, the EQR reviewer’s 

responsibility should not extend beyond the scope of the reviewer’s actual knowledge.   

2. The Proposal Could Significantly Increase The Scope Of EQR 
Without A Commensurate Benefit To Audit Quality. 

The scope and extent of the procedures contained in Paragraphs 8, 9, and 10 of the 

Proposal would likely result in substantial changes to the existing scope of EQR and the manner 

in which it is conducted.  Specifically, Paragraph 8 contains a long list of “procedures” that the 

EQR reviewer should conduct during the course of a review, some of which extend beyond 

current practice.  Moreover—and separate from the additional procedures provided for in the 

paragraph—because many of the proposed “procedures” are vaguely worded, the resulting 

uncertainty as to what work must be done would add significantly to the work performed under 

current practices and the proposed international standards.  Paragraph 9 requires EQR reviewers 

to supplement their EQR procedures with an additional “risk-based” analysis, but its scope is 

also unclear, and it would lead to the performance of unintended, unnecessary or redundant 

procedures.  Finally, Paragraph 10 requires an extensive review of engagement team working 

papers that is not consistent with the limited role of an EQR.  Each of these issues is discussed in 

more detail below.   

Also, contrary to the PCAOB’s expectation that the Proposal would avoid unnecessary 

costs, cf. Release at 6 (“[T]he Board . . . endeavored to draft a standard that would avoid 

imposing any unnecessary costs.”), the scope of the Proposal as described above would require 
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significantly more time, effort, and resources to complete a qualifying EQR, and would lead to 

significant increases in audit costs.7  The additional time would have to be expended largely by 

the EQR reviewers themselves, many of whom are among our most experienced partners.  They 

constitute a resource whose availability is limited and which would be extremely difficult to 

augment in the short term.8  The PCAOB’s expectation that the Proposal would impose only 

minimal incremental costs is without foundation.  

a. Paragraph 8 Appears To Expand Areas Subject To Review. 

Paragraph 8 of the Proposal sets forth ten broad “procedures” that EQR reviewers are 

expected to complete as part of conducting the EQR.  Many of them are vaguely described; there 

is little guidance as to how they are supposed to be conducted; and collectively, they would 

significantly expand the scope of the review.  Both subparagraphs 8(a) and 8(b), for example, 

require the EQR reviewer to “[o]btain an understanding” of various audit-related matters, 

including the audit firm’s relationship with the client and the client’s significant financial 

reporting issues and risks.  Each of these represents a significant undertaking, and is more an 

objective than a procedure.  In any event, the Proposal does not explain how the EQR reviewer is 

to obtain such understandings.  “Obtain an understanding” is a broad concept that could be 

viewed to require the EQR reviewer to undertake—at a minimum—an exhaustive review of the 
                                                 
7  Based on our experience, we estimate that the Proposal, as written, would require the EQR 

reviewer to spend significantly more time on EQR—likely a multiple of the number of hours 
that are spent under current practices.  Additionally, other members of the engagement team 
are likely to spend additional time as a result of the increased scope of the EQR and 
increased responsibilities of the EQR reviewer. 

8   Based on data from our internal time reporting system, audit partners (which includes 
individuals serving as engagement partners and/or EQR reviewers) worked on average 
approximately sixty hours per week from the middle of January through the first week of 
March 2008.  Significantly increasing the workload for these same individuals during this 
time frame would detract from audit quality rather than improve it.  
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working papers and other materials not in the working papers, and to conduct extensive 

interviews with a broad array of engagement team members and possibly client personnel.  

Absent guidance, it will be difficult for the EQR reviewer to determine what steps are sufficient 

to meet the requirements. 

In the face of this uncertainty, the EQR reviewer may feel compelled to perform all 

procedures that the standard could be interpreted to require, and thereby unnecessarily expend 

time, effort, and resources on an EQR that goes well beyond what the PCAOB may have 

intended.  These expanded efforts would be at odds with the proposed international standards, 

current practices, and the PCAOB’s Release, which provide that EQR is, and should remain, a 

limited second-level review.  See, e.g., Scutillo, 2001 WL 461287, at *2 n.3, *48; Proposed ISA 

220, ¶¶ 20-23; Proposed ISQC 1, ¶¶ 42-44; Interim Standard at section (b); Release at 2.   

The PCAOB should revise the requirements of Paragraph 8, and provide guidance as to 

the scope of its various subparts, so that it is consistent with the established tenets of concurring 

review.  A more extensive discussion of the specific provisions of Paragraph 8 and the 

clarifications we recommend are set forth in Section III.D. 

b. Paragraph 9 Requires Additional And Unnecessary Analysis. 

Paragraph 9 of the Proposal states that the EQR reviewer “should assess whether there 

are areas within the engagement that pose a higher risk that the engagement team has failed to 

obtain sufficient competent evidence or reached an inappropriate conclusion.”  As drafted, 

Paragraph 9 is subject to different interpretations and could be read to impose requirements that 

are largely duplicative of other provisions of the Proposal and thus unnecessary. 

First, Paragraph 9 could be read to focus the EQR inappropriately on an assessment of, 

and the risks associated with, the engagement team’s performance as opposed to the areas of risk 

that exist in the client’s financial statements.  Focusing on possible shortcomings of the 
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engagement team would detract from consideration of the areas of the financial statements that 

present the greatest risk of material misstatement, and would not be an effective means of 

improving audit quality.  Such a focus also could unnecessarily generate a tension between the 

engagement team and the EQR reviewer that would be counterproductive to the EQR and the 

audit.  The EQR reviewer should be perceived as a resource for enhancing audit quality, not as 

an intrusive factor interfering with the audit in real time. 

Second, current practice requires the EQR reviewer to “review . . . matters that were 

considered significant by the engagement team in conducting the audit” and provides that “the 

concurring partner reviewer is not responsible for searching for additional matters to be 

considered by the engagement team.”  Interim Standard at section (b).  By contrast, this 

interpretation of Paragraph 9 would effectively require that the reviewer undertake to identify 

audit risks that were not identified by the engagement team.  A requirement to look for 

unidentified risks would place the EQR reviewer in the shoes of the engagement partner and 

have him or her re-perform the risk identification and assessment process on the engagement.  

Such a process would further increase the level of effort required to perform an appropriate EQR, 

is inconsistent with the concept of concurring review, and is unnecessary to achieve the 

objectives of EQR.   

Third, Paragraph 7, with its focus on evaluating the engagement team’s “significant 

judgments” and pertinent conclusions, already focuses the EQR reviewer’s attention on the most 

important aspects of the audit, and in so doing embodies an adequate risk-based approach. 

Paragraph 8, as discussed above, already contains an extensive catalog of procedures to be 

followed and objectives to be achieved.  To the extent Paragraph 9 adds another layer to the EQR 

process, it would be redundant and costly.  Indeed, in light of the extensive procedures separately 
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required by other aspects of the Proposal, Paragraph 9 is inconsistent with a true risk-based 

approach that aims to “center the engagement quality reviewer’s attention on higher-risk areas” 

because it would have the EQR reviewer focus on so many areas, regardless of the perceived 

risk.  See Release at 6. 

For these reasons, Paragraph 9 does not appear to advance a true risk-based approach.  To 

the contrary, it could seriously detract from an efficient and effective risk-based approach 

focused on the areas of higher-risk.  We therefore recommend omitting Paragraph 9 from the 

final standard and including language specifying that the EQR reviewer should discuss with the 

person having overall responsibility for the engagement, any previously unidentified risks that 

have come to the attention of the EQR reviewer as a result of performing the procedures in 

Paragraphs 7 and 8.  (This language could be incorporated into Paragraph 7.)  This would result 

in a standard that is more consistent with the proposed international standards.  See, e.g., 

Proposed ISA 220, ¶ 20; Release at 13 (noting that Paragraph 7’s “requirement to evaluate 

significant judgments is similar to the requirements of the related standards of the IAASB”). 

c. Paragraph 10 Adds Extensive Documentation Review 
Requirements. 

The Proposal would increase the obligations of EQR reviewers even further by requiring 

an extensive review of audit documentation, an undertaking that also is contrary to basic precepts 

of concurring review.  Paragraph 10 of the Proposal requires the EQR reviewer to evaluate the 

audit documentation relating to all “matters that were subject to” the EQR procedures, which is a 

substantially different and broader set of materials than the documentation the EQR reviewer 

currently reviews in connection with the EQR procedures.  Such matters would include all of the 

areas encompassed by Paragraphs 7, 8, and 9, which, as described above, together would 

significantly expand the EQR reviewer’s obligations independent of the documentation review 
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requirement.  Consequently, Paragraph 10’s documentation evaluation requirement could be 

interpreted broadly to require the EQR reviewer to review virtually all of an audit’s underlying 

working papers.  That simply would be impractical.  An EQR reviewer would typically need a 

team of reviewers to gain comfort that the Proposal’s requirements have been satisfied.  This 

level of proposed document review would present significant challenges for timely completing 

EQRs, and, as a result of the resources needed to accomplish the document review, the Proposal 

would increase audit costs.   

The Paragraph 10 review also requires the EQR reviewer to determine whether the applicable 

engagement team’s documentation “[i]s appropriate in the circumstances and consistent with the 

requirements of PCAOB Auditing Standard No. 3, Audit Documentation (‘AS No. 3’).”  Such a 

documentation review by the EQR reviewer would be duplicative of the review performed by the 

engagement partner, who has primary responsibility for the performance of the audit and who 

must be satisfied that the audit documentation contains sufficient appropriate audit evidence.  

Further, although the auditor must have completed the EQR prior to the release of the auditor’s 

report (Proposal ¶ 11), and “must have completed all necessary auditing procedures and obtained 

sufficient evidence to support the representations in the auditor’s report,” the final assembly of 

audit documentation is not required to be completed until forty-five days after the report is 

issued.  AS No. 3, ¶ 15.  This sequence will affect the EQR reviewer’s ability to assess fully the 

sufficiency of what appears to be virtually all of the audit’s underlying working papers—

including those that may not yet have been finalized.  We recommend that the PCAOB modify 

the final standard to make it clear that the EQR reviewer should exercise professional judgment 

in selecting for review the working papers that relate to the significant judgments the 

engagement team made and the conclusions it reached—which, as a practical matter, are 
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completed before the issuance of the audit report—and to recognize that certain working papers 

that are selected for review may not yet have been finalized.  This approach would be consistent 

with AS No. 3 and the proposed IAASB standards.  See Proposed ISA 220, ¶ 21; Proposed ISQC 

1, ¶ 44. 

In the alternative, the Proposal should identify specific documents to be reviewed during 

an EQR—for example, the financial statements, the engagement completion document, and other 

documents provided to the EQR reviewer by the engagement team that, in the EQR reviewer’s 

judgment, relate to significant judgments made and the conclusions reached. 

3. The Proposed Effective Date Is Unworkable And Should Be Modified. 

The PCAOB has proposed that the standard be effective “for engagement reports 

issued . . . on or after December 15, 2008.”  Release at 18.  This effective date is unworkable for 

several reasons.  First, because the PCAOB contemplates that EQR be “conducted 

contemporaneously with the engagement,” id. at 2, a fully compliant EQR simply cannot be 

conducted for an engagement that is underway before the final standard is issued.  Consistent 

with the PCAOB’s expressed preference for contemporaneous EQR, concurring review 

procedures are conducted throughout the course of the engagement.  Therefore, for fiscal years 

that have begun prior to issuance of the final standard, it is not reasonable to expect that EQRs 

will have been conducted pursuant to an unreleased final standard.  In addition, even 

engagements that are currently being planned cannot be expected to anticipate the requirements 

of the final standard.  The PCAOB should adopt an effective date that is tied to the beginning of 

an engagement period, which will allow audit firms to plan and implement an EQR that complies 

with the final standard from the start of an engagement to its conclusion. 
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The effective date also could cause other transition issues.  If the proposed effective date 

(i.e., for reports issued on or after December 15, 2008) is adopted in the final standard, it appears 

that, if a report is re-issued after the effective date, and the EQR of the audit was performed 

under the prior standard, then the report would not be in compliance with the requirements of the 

standard.  The PCAOB should clarify that this is not its intent. 

Furthermore, the Proposal’s new and extensive requirements make it very unlikely that 

firms could change their practices in time to meet the December 15, 2008 effective date.  To 

allow compliance with the requirements of the standard, as proposed, D&T would have to train 

its partners and professional employees, re-deploy resources, and create the tools necessary to 

assist in the conduct of a compliant EQR.  There would not be sufficient time to implement these 

steps. 

For these reasons, the new EQR standard should apply to audit reports issued for fiscal 

years beginning twelve months after the date the SEC approves the final standard.  This would 

allow sufficient lead time to take necessary measures to comply with the requirements of the 

standard, and would minimize the impact of the other transition issues addressed herein. 

III. RESPONSES TO SPECIFIC QUESTIONS 

The specific issues on which the PCAOB has sought comments are discussed below.  In 

several of these areas, we suggest alternative approaches that we believe will serve the PCAOB’s 

goals while avoiding costly or unwieldy implementation problems.  Many of these suggestions 

are based on the proposed international standards that address EQR.  While we generally support 

consistency between PCAOB standards and the proposed international standards, we also 

recognize that the United States regulatory environment makes additional guidance and 

specificity appropriate in particular circumstances identified below. 
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A. The Proposal Should State An Objective. 

Question No. 1.  The proposed standard does not explicitly state an overall objective of an 
engagement quality review.  Should this standard state such an objective?  If so, what should 
be included in the objective? 

Stating an objective would provide a yardstick against which the final standard’s 

effectiveness can be measured, and would facilitate an understanding of the standard’s 

provisions.  An objective therefore would be of assistance both to those implementing the 

standard and those enforcing it.  We suggest that the PCAOB adopt the following:   

The objective of the EQR is to provide for an independent, objective 
consideration of significant auditing, accounting, and financial reporting matters, 
including significant judgments made and conclusions reached by the engagement 
team, to determine whether the EQR reviewer concurs with the issuance of the 
engagement report.9 

This recommendation is consistent with the prevailing understanding of concurring 

review as a “second look” and that “the engagement quality reviewer’s role is not to perform 

procedures amounting to a re-audit.”  Release at 16.  By focusing the EQR on “significant” 

matters, it makes clear that the EQR reviewer is not to perform substantive procedures or a 

complete inspection of the engagement team’s work, and thus distinguishes between the roles of 

engagement partner and EQR reviewer.  The language we propose contemplates that the EQR 

reviewer will question and challenge the engagement team’s judgments where appropriate, and 

reach a conclusion whether to concur based on the relevant facts and circumstances of which the 

reviewer has knowledge.   

                                                 

 9 “[S]ignificant auditing, accounting, and financial reporting matters” is defined in the interim 
standard as “matters involving a significant risk of material misstatement of financial 
statements, including a material disclosure deficiency in the footnotes to the financial 
statements.”  Interim Standard at introduction n.2. 
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Finally, the proposed objective is consistent with the concept of EQR as one integral part 

of a broader system of quality control, including engagement performance, firm-wide 

monitoring, and retrospective reviews.  This proposed objective thus is also consistent with the 

proposed international standards.  Proposed ISA 220, ¶¶ 20-23 (delineating a complementary but 

separate role for the concurring review partner vis-à-vis the engagement partner); Proposed 

ISQC 1, ¶¶ 42-44 (same). 

B. The Application Of The Proposal To Interim Reviews And Attestation 
Engagements Should Be Modified. 

Question No. 2.  Should an engagement quality review be required for all engagements 
performed in accordance with the standards of the PCAOB?  If not, when should an 
engagement quality review be required? 

We believe that EQR should be required on all engagements performed in accordance 

with the PCAOB’s standards.  As discussed below, however, the PCAOB should modify the 

intended application of the Proposal to interim reviews and attestation engagements.  First, 

consistent with the more limited scope and objective of a review of interim financial information, 

the EQR procedures performed for such reviews should similarly be circumscribed.  Second, an 

EQR requirement for attestation engagements should not be codified among the PCAOB’s audit 

standards, but should be made part of the PCAOB’s attestation standards. 

1. Interim Reviews 

We agree that EQR procedures should be performed in connection with reviews of 

interim financial information.  The Proposal, however, does not differentiate between the EQR 

procedures to be performed for audits of annual financial statements and for reviews of interim 

financial information, even though the objective, scope, and degree of assurance provided by 

interim reviews are obviously different from those of audits.  As the PCAOB is aware, interim  
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reviews are limited in scope and consist of procedures that are significantly narrower than those 

performed in an audit.  As discussed in PCAOB Interim Standard AU 722.07, interim reviews 

consist principally of performing certain analytical procedures and making inquiries.  Several of 

the procedures set forth in the Proposal cannot be reconciled with the work performed for a 

review of interim financial information.  Engagement planning, for example, including the 

related identification of fraud risks and planned audit responses to them, often will not be 

completed at the time a review of a company’s first quarter financial statements is performed and 

concurred upon.  Nevertheless, the Proposal appears to require concurring review procedures 

related to such engagement planning.  See, e.g., Proposal ¶¶ 8-10.  In some respects, the Proposal 

appears to require the EQR reviewer to obtain more evidence and to provide a higher level of 

assurance than the engagement team when performing a review of financial statements.  This is 

not appropriate, and presumably unintended. 

The PCAOB, therefore, should limit the breadth of EQR procedures required for interim 

reviews and should modify the conclusion to be reached by the EQR reviewer in connection with 

such interim reviews.  Specifically, the PCAOB should include in the final standard an additional 

section, analogous to Paragraph 7, that states that the EQR reviewer, in a review of interim 

financial information, should “discuss significant matters identified and addressed in connection 

with the [interim] review.”   

Similarly, the final standard should require that only certain procedures set forth in 

Paragraph 8 (specifically those set forth in subparagraphs 8(g), 8(h), and 8(i), as revised pursuant 

to the suggestions herein) be completed for interim reviews.  Finally, the standard should clarify 
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that the EQR reviewer is required to provide only a level of assurance of concurring approval 

that is consistent with the overall conclusion of an interim review.10 

2. Attestation Engagements 

The Release states that the proposed audit standard would apply to attestation 

engagements, such as agreed-upon procedure engagements.  See Release at 8.  The PCAOB, 

however, has separate attestation standards.  See Interim Attestation Standards § 101 et seq. 

(PCAOB 2003).  Accordingly, any EQR standard that is intended to apply to attestation 

engagements should be proposed in connection with, and adopted separately and incorporated 

within, those separate attestation standards.  It is counterintuitive to include requirements for 

attestation engagements within the auditing standards.  We therefore recommend that any final 

EQR audit standard not apply to attestation engagements.  This change to the PCAOB’s Proposal 

would ensure that the practitioners performing attestation engagements under PCAOB standards 

would be aware of the relevant requirements, avoiding confusion.  It also would ensure that any 

standard that eventually may be adopted for attestation engagements is appropriately tailored to 

the unique aspects of those engagements. 

C. The Proposed Qualifications Of The EQR Reviewer Require Clarification. 

Question No. 3.  Are the qualifications of an engagement quality reviewer appropriately 
described in the proposed standard?  If not, how should they be revised? 

We agree that EQR reviewers should exhibit “competence, independence, integrity, and 

objectivity.”  Proposal ¶ 3.  These attributes are cornerstones of the auditing profession.  We are 

                                                 

 10 This modification is more consistent with the Sarbanes-Oxley Act of 2002, which 
contemplates a concurring review only for audit reports, not interim reviews.  See 15 U.S.C. 
§ 7213(a)(2)(A)(ii) (“concurring or second partner review and approval of such audit 
report”) (emphasis added). 
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concerned, however, that the Proposal’s descriptions of the “competence” and “objectivity” 

requirements, in particular, could lead to confusion and difficulties in implementation, 

undermining the PCAOB’s goal to “establish more clearly the level of expertise and experience 

that is necessary to perform an objective engagement quality review.”  Release at 9.  First, we 

believe that the “competence” requirement may be interpreted to require that the EQR reviewer 

and the engagement partner have the identical knowledge and skills.  Second, we believe that the 

“objectivity” requirement, as proposed, could be read to prohibit common—and important—

EQR reviewer tasks, including consulting with members of the engagement team.  Each of these 

concerns can be readily addressed. 

1. Competence 

The Proposal requires that the EQR reviewer “possess the level of knowledge and 

competence related to accounting, auditing, and financial or other reporting required to serve as 

the person who has overall responsibility for the same type of engagement.”  Proposal ¶ 4 

(emphasis added).  The Release provides that “competence” would encompass not only technical 

accounting, auditing, and financial reporting expertise, but also specialized industry knowledge:  

“For example, a person assigned to perform the engagement quality review for an audit of a 

public company engaged in oil and gas exploration and development should have experience 

sufficient to serve as the engagement partner for the audit of a public company in this specialized 

industry.”  Release at 9 (emphasis added).  The phrases “required to serve” and “sufficient to 

serve” in the Proposal are likely to be interpreted to require the EQR reviewer to have the same 

level of competence—that is, technical expertise and specialized knowledge—as the engagement 

partner.  This goes beyond the interim standard, which requires “sufficient technical expertise 

and experience to achieve the purposes” of the concurring review, and which “contemplates 

knowledge of relevant specialized industry practices.”  Interim Standard at section (a).   
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The Proposal essentially requires that a “clone” of the engagement partner be selected to 

be the EQR reviewer; however, it will not always be possible for the EQR reviewer to have the 

same qualifications or same level of experience and expertise as the engagement partner.  It is 

not realistic to expect an EQR reviewer, who may conduct a number of reviews each year for 

clients in different industries, to acquire the same degree of in-depth knowledge regarding the 

business of each client as the engagement partner, whose role requires more time focusing on the 

business of a particular audit client.  As businesses become increasingly specialized, it will 

become even more difficult to identify EQR reviewers with sufficiently specialized knowledge to 

meet the Proposal’s test.  Moreover, there may be times when an EQR reviewer without 

substantial knowledge of the relevant specialized industry may be better suited to conduct an 

EQR than someone with specialized knowledge, perhaps because he or she has particular 

expertise or experience dealing with the accounting principles that are implicated by issues likely 

to arise in the audit.  Or, to take another example, a partner who has experience in serving a 

quality control function within the firm (and as a result is highly skilled at addressing the risks 

associated with a particular engagement) may be best suited in a particular case to be the EQR 

reviewer, even though this person may not have experience in the particular industry.  An EQR 

reviewer’s years of experience and breadth of knowledge are valuable resources that should not 

be diminished by focusing solely on technical expertise and industry expertise.  Audit firms 

should have sufficient discretion to match the skills of the EQR reviewer with appropriate audits. 

The difficulty in identifying enough EQR reviewers to satisfy the Proposal’s definition of 

“competence” is compounded by existing auditor independence requirements relating to the 

rotation of audit partners.  Both the engagement partner and the concurring review partner must 

rotate off an engagement after five years of service and may not act as an EQR reviewer on that 
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engagement in the following five years.  See 17 C.F.R. § 210.2-01(c)(6)(i).11  The rotation rules 

thus limit the pool of candidates who may serve as an EQR reviewer.  In addition, the office that 

conducts the audit often also conducts the EQR until a rotation occurs.  If there is not another 

partner in that office who can conduct the EQR, it must then be assigned to partners in other 

offices.  This poses obstacles to communication and coordination that make EQR more difficult 

to perform effectively.  Adding to these challenges by requiring that the EQR reviewer have the 

same degree of technical expertise and specialized knowledge as the engagement partner would 

further limit the pool of potential EQR reviewers.12 

The final standard should dispel any notion that the engagement partner and the EQR 

reviewer must have the same degree of technical expertise and specialized knowledge, and make 

it clear that audit firms may exercise discretion in assigning EQR reviewers based on the facts 

and circumstances of the particular engagement.  This can be accomplished most readily by 

stating in Paragraph 4 that “considerations in evaluating competence include, but are not limited 

to, technical expertise, experience, knowledge of SEC rules and regulations pertinent to the 

engagement, and industry knowledge,” and by incorporating into the final standard Footnote 18 

of the Release, which states that competence should be assessed “based on the circumstances of 

                                                 

 11 Under this rule, an individual may serve as the engagement partner for three years, and then 
as EQR reviewer for two years, before rotating off the engagement for five years.  The 
interim standard adds an additional rotation requirement that “a prior audit engagement 
partner should not serve as the concurring partner reviewer for at least two annual audits 
following his or her last year as the audit engagement partner.”  Interim Standard at section 
(a). 

 12 Indeed, the requirement that audit partners rotate off of an engagement makes it more 
difficult to acquire and maintain the degree of specialized knowledge that appears to be 
contemplated by the Proposal.  The Proposal appears not to recognize the significance and 
effect of the rotation requirement. 
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the engagement, including the size or complexity of the business.”  Consistent with these 

changes, the PCAOB also should omit the example on page 9 of the Release regarding EQR for 

an oil and gas exploration and development company.  See Release at 9 n.18.  This approach also 

would be consistent with the proposed IAASB standards.  See, e.g., Proposed ISQC 1, ¶ A42 

(“What constitutes sufficient and appropriate technical expertise, experience and authority 

depends on the circumstances of the engagement.”). 

2. Objectivity 

The Proposal requires the EQR reviewer to perform the review with objectivity.  See 

Proposal ¶¶ 3, 5, 6.  In order to preserve objectivity, the EQR reviewer is not to “make decisions 

on behalf of the engagement team, assume any of the responsibilities of the engagement team, or 

supervise the engagement team.”  Id. ¶ 6 (formatting omitted).  Again, we agree that the reviewer 

must approach the prescribed tasks objectively.  However, as discussed below in response to 

Question 4, the Proposal may discourage the EQR reviewer from obtaining information through 

consultations with members of the engagement team, potentially undermining the quality of the 

EQR.  The Proposal also may discourage communications between a client’s management and/or 

audit committee and the EQR reviewer that can serve to enhance audit quality.  Finally, the 

Proposal departs from the proposed international standards.  We recommend revisions to address 

these issues below. 

a. Consultations With The Engagement Team   

Question No. 4.  Should the proposed standard allow the engagement team to consult with the 
engagement quality reviewer during the engagement?  Would such consultation impair the 
reviewer’s objectivity? 

We believe that the standard should not only allow but encourage consultations between 

the engagement team and the EQR reviewer.  Such consultations are likely to foster more timely 

and effective auditing on the part of the engagement team members by bringing to bear the 
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experience and expertise of the EQR reviewer on matters under discussion.  Frequent 

consultations increase the likelihood that issues that should be addressed in the audit will be 

identified more quickly.  This is just one of many ways in which timely consultation between the 

engagement team and the EQR reviewer improves audit quality and allows for effective 

consideration of significant matters that arise during the course of an audit, and does so without 

adversely affecting the objectivity of the EQR reviewer. 

For example, in situations involving complex accounting judgments, it is important for 

the engagement team to consult with the EQR reviewer throughout the audit process.  Such 

consultations help the EQR reviewer to consider whether relevant issues and guidance have been 

considered, whether appropriate resources or specialists have been involved, and whether the 

engagement team has made appropriate judgments.  They also help provide that the EQR 

reviewer’s questions are properly addressed.  Such consultations are particularly helpful when 

new accounting or auditing standards are being implemented—when the EQR reviewer may be 

able to provide unique insights based on knowledge of the firm’s positions and on how those 

positions are applied in the firm’s practice.   

It may be particularly helpful for the EQR reviewer to discuss specific matters with 

specialists employed by the engagement team.  When the EQR reviewer has questions regarding 

a complicated valuation issue, for example, the most knowledgeable person often is the valuation 

specialist who assisted the engagement team.  Such consultations enable the EQR reviewer to 

understand the procedures performed, the judgments involved, and the conclusions drawn.  The 

EQR reviewer’s objectivity should not be questioned simply because of these consultations with 

the valuation specialist.  Consultations between the engagement team and the EQR reviewer 
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ultimately contribute to audit quality, and should not be deemed to compromise the reviewer’s 

objectivity with respect to the audit. 

Although the Proposal does not prohibit consultations between the EQR reviewer and the 

engagement team, the standard contains language that could inappropriately discourage such 

communications.  We recommend the revisions described below to clarify the acceptable bounds 

of reviewer-engagement team consultations. 

i. Clarification Is Needed Regarding Consultations With 
The Engagement Team. 

The note to Paragraph 6 provides, “[t]he engagement team may consult with the 

engagement quality reviewer on matters during the course of the engagement,” but goes on to 

warn that “[w]hen participating in such consultations, the engagement quality reviewer should 

not participate in a manner that would compromise his or her objectivity with regard to the 

engagement.”  (Emphasis added).  Neither the Proposal nor the Release specifies what it means 

to participate “in a manner that would compromise his or her objectivity . . . .”  As a result, the 

emphasized provision may have the unintended consequence of discouraging beneficial 

communications between the engagement team and the EQR reviewer.  We therefore 

recommend omitting the emphasized language in the note to Paragraph 6. 

ii. The Proposal’s Definition Of “Objectivity” Could 
Cause Confusion. 

Paragraph 5 of the Proposal requires that the EQR reviewer “maintain objectivity with 

respect to the engagement and the engagement team.”  (Emphasis added).  Notwithstanding 

contrary text in the note to Paragraph 6, this language could be read to prohibit the EQR reviewer 

from consulting with members of the engagement team (or specialists employed by the 

engagement team) to supplement his or her knowledge regarding specialized issues in connection 

with an engagement.  Footnote 19 of the Release reinforces this concern by warning that the 
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EQR reviewer may consult only with those who are “independent of the client, have integrity, 

and possess an appropriate level of competence and objectivity.”  This language may discourage 

an EQR reviewer from speaking with a specialist who performed work for the engagement team 

because the specialist might not be considered to be “objective” with respect to that team.  This 

could undermine the EQR and ultimately undermine audit quality.  To avoid confusion, the final 

standard should omit Footnote 19 of the Release and clarify that the EQR reviewer is encouraged 

to consult with the members of the engagement team, including specialists, in order to gain an 

understanding about significant accounting and auditing matters relating to the engagement. 

b. Communications With Management 

The Proposal does not specifically contemplate communications between the EQR 

reviewer and management of the audit client.  Without additional guidance, this omission could 

be interpreted as a change to current practices and discourage communications that can be 

beneficial to the client and the EQR reviewer.  See Interim Standard at section (b) (providing for 

such communications under certain circumstances).  The EQR reviewer can play an important 

role in facilitating candid and robust dialogue among the auditor, management, and the audit 

committee, allowing for a more effective audit.  The Proposal should incorporate language to 

recognize that communications between the EQR reviewer and members of a client’s 

management and audit committee may take place. 

c. Supervision Of Engagement Team 

The Proposal would prohibit EQR reviewers from “[s]upervis[ing] the engagement 

team.”  Proposal ¶ 6.  This language departs from the proposed international standards.  We 

suggest revising Paragraph 6 in accordance with the proposed IAASB standards, providing that 

objectivity may be maintained when the EQR reviewer “[d]oes not make decisions for the 
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engagement team” and “[d]oes not otherwise participate in the engagement during the period of 

review.”  Proposed ISQC 1, ¶ A44. 

D. The Proposal Could Be Read To Expand The Scope Of EQR Significantly. 

Question No. 5.  Are the descriptions of the scope and extent of the engagement quality review 
procedures contained in the proposed standard appropriate?  If not, how should they be 
changed? 

We addressed the substance of this question in Section II.B.2. above.  There, we 

explained that the extent of the procedures contained in Paragraphs 8, 9, and 10 of the Proposal 

could result in substantial changes to the scope and manner of the conduct of an EQR, and we 

suggested alternative approaches better tailored to serve the goals of concurring review.   

Below is a discussion of certain provisions of Paragraph 8, where we believe additional 

guidance is needed. 

 Paragraph 8(a) requires the EQR reviewer to “[o]btain an understanding of 

the firm’s recent engagement experience with the company and risks 

identified in connection with the firm’s client acceptance and retention 

process.”  However, the Proposal does not make clear how the EQR 

reviewer is to obtain that understanding, which makes it difficult for a 

reviewer to determine when he or she has completed steps sufficient to 

meet this requirement.  Consistent with the existing standard and the 

proposed international standards, we therefore recommend that the 

PCAOB clarify this requirement by defining its parameters more 

precisely.  Paragraph 8(a) should be revised to require the EQR reviewer 

to “obtain an understanding” of the risks identified as part of the firm’s 

client acceptance and retention process through “discussion with the 

engagement partner” and “review of selected working papers.”  Proposed 

ISA 220, ¶ 21; Proposed ISQC 1, ¶ 44; Interim Standard at section (b). 

 Paragraph 8(b) requires the EQR reviewer to “[o]btain an understanding of 

the company’s business, significant activities during the current year, and 
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significant financial reporting issues and risks.”  As with Paragraph 8(a), it 

is not clear how the EQR reviewer is expected to achieve this objective.  It 

could be difficult for the EQR reviewer to determine when he or she has 

acquired sufficient knowledge to fulfill the requirement.  The final 

standard should make clear that the EQR reviewer can sufficiently obtain 

an understanding of the company’s business through “discussions with the 

engagement partner,” “review of certain working papers,” and 

performance of the other procedures enumerated in Paragraph 8.13 

 Paragraph 8(c) requires the EQR reviewer to “[r]eview the engagement 

team’s evaluation of the firm’s independence in relation to the 

engagement.”  Rather than setting forth steps to be performed, Paragraph 

8(c) sets forth an objective to be achieved without explaining how to 

achieve it.  We recognize that the proposed international standards include 

a similar requirement, see Proposed ISA 220, ¶ 22; Proposed ISQC 1, ¶ 

45, but further clarification is needed in the context of the U.S. regulatory 

environment.  The final standard should specify the independence issues 

that the EQR reviewer should evaluate.  We believe the EQR should be 

limited to those issues that have been identified in the Independence 

Standards Board (ISB) Standard No. 1 letter, ISB Standard No. 1, 

Independence Discussions with Audit Committees (AICPA 1999), and 

such other matters deemed appropriate in the judgment of the EQR 

                                                 

 13 Without clarification, this language may be interpreted similarly to the requirements under 
PCAOB Interim Standard AU 311.06:  “The auditor should obtain a level of knowledge of 
the entity’s business that will enable him to plan and perform his audit in accordance with 
generally accepted auditing standards.”  As a result, the EQR reviewer may interpret the 
Proposal as requiring extensive procedures similar to those performed by the engagement 
team in order to “obtain an understanding.”  The Proposal’s “obtain an understanding” 
language should contain moderating language as proposed herein. 
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reviewer.14  The EQR reviewer should not be required to re-evaluate 

issues that are monitored through the firm’s centralized independence 

compliance processes. 

 Paragraph 8(f) requires the EQR reviewer to “[d]etermine if appropriate 

consultations have taken place on difficult or contentious matters” and to 

“[r]eview the documentation, including conclusions, of such 

consultations.”  Again, the Proposal does not specify how the EQR 

reviewer is to achieve this objective.  We recognize that there is a similar 

requirement in the proposed international standards; however, here again, 

in the context of the U.S. regulatory environment, we believe further 

clarification is needed.  Otherwise, as written, the Proposal could be 

interpreted to require that the EQR reviewer undertake extensive review of 

the working papers in order to identify the “difficult or contentious 

matters.”  The PCAOB should clarify this requirement by explaining that, 

based on the EQR reviewer’s understanding of the significant judgments 

made, the EQR reviewer should consider whether appropriate 

consultations have taken place and review the related documentation of 

such consultations, including the conclusions. 

 Paragraph 8(i) requires the EQR reviewer to “[d]etermine if appropriate 

matters have been communicated, or identified for communication to the 

audit committee, management, and other parties, such as regulatory 

bodies.”  It is not clear how the EQR reviewer is supposed to determine 

whether all such appropriate matters have been communicated.  Among 

other things, this requirement could be viewed to require the EQR 

reviewer to review a large volume of working papers.  The PCAOB 

                                                 

 14 The PCAOB recently adopted a new rule to replace ISB Standard No. 1.  This new rule is 
substantially similar to ISB Standard No. 1 in many respects.  See PCAOB Release No. 
2008-003, at 1 (Apr. 22, 2008) (SEC approval pending). 
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should clarify that the EQR reviewer should consider, based on the 

procedures performed, whether appropriate matters have been 

communicated to management and the audit committee.  

E. The Proposal Does Not Successfully Advance A “Risk-Based” Approach.  

Question No. 6.  Is the risk-based approach to the engagement quality review described by the 
proposed standard sufficient to identify significant engagement problems?  If not, how should 
the proposed standard be changed? 

We addressed the substance of this question in Section II.B.2.b.  As discussed, it is not 

clear what the PCAOB intended to accomplish through the “risk-based” assessment proposed in 

Paragraph 9.  We expressed concern that Paragraph 9 focuses the EQR inappropriately on the 

engagement team performance, rather than on risk of material misstatement in the client’s 

financial statements.  We also noted that a Paragraph 9 assessment would achieve the same 

objective as the Paragraph 7 evaluation of significant judgments, and constitute a redundancy 

without an incremental value to the audit.  We therefore recommend omitting Paragraph 9 from 

the final standard and specifying, perhaps in Paragraph 7, that the EQR reviewer should discuss 

with the person with overall responsibility for the audit any previously unidentified risks that 

come to the attention of the EQR reviewer as a result of performing the procedures in Paragraphs 

7 and 8. 

F. The Requirement For The Review Of Engagement Documentation Is A 
Significant Change In Practice And Will Be A Time Consuming And Costly 
Process. 

Question No. 7.  Are the proposed requirements for the review of the engagement team’s 
documentation appropriate?  If not, how should they be changed?  

We addressed the substance of this question in Section II.B.2.c.  While we recognize the 

need to provide that audits are appropriately documented, we noted that the Proposal would 

significantly increase the obligations of EQR reviewers by requiring an extensive review of audit 
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documentation that is contrary to the basic precepts of concurring review and would be 

duplicative of the engagement partner’s responsibility.   

We therefore recommend that the final standard make clear that the EQR reviewer should 

exercise professional judgment in selecting for review the working papers that relate to the 

significant judgments the engagement team made and the conclusions it reached.  In the 

alternative, the Proposal should identify specific documents to be reviewed during an EQR—for 

example, the financial statements, the engagement completion document, and other documents 

provided to the EQR reviewer by the engagement team that, in the EQR reviewer’s professional 

judgment, relate to significant judgments made and the conclusions reached. 

G. Additional Work Required By The Proposal Will Make It Difficult To Meet 
Accelerated Filing Deadlines. 

Question No. 8.  Is the description of the timing of the engagement quality review, as 
proposed, appropriate?  If not, how should it be changed? 

Under the Proposal, an EQR reviewer must “complete his or her review prior to 

providing concurring approval of issuance.”  Proposal ¶ 11.  While we agree that the concurring 

approval should be completed prior to the issuance of the related report, as discussed in Section 

II.B.1.-2., the additional work required by the Proposal, including extensive review of audit 

documentation, together with the implications of the proposed “knows, or should know” 

standard—which collectively could require that the EQR reviewer conduct a review too closely 

resembling the audit procedures of the engagement team—would make it difficult for issuers and 

auditors to meet the accelerated filing deadlines.  Accordingly, absent applicable changes to the 

standard, we recommend that the PCAOB confer with the SEC regarding issuers’ ability to meet 

SEC filing deadlines and whether the deadlines, particularly for Form 10-K for large accelerated 

and accelerated filers, should be modified.   
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In addition, we have identified concerns with the proposed effective date, which are 

described above in Section II.B.3. 

H. The Final Standard Should Not Adopt A “Should Know” Standard For 
Concurring Approval. 

Question No. 9.  Is the standard for the engagement quality reviewer’s concurring approval of 
issuance appropriate?  If not, how should it be changed? 

We addressed the substance of this question in Section II.B.1.  There, we explained that 

the proposed “knows, or should know” standard goes well beyond traditional concepts of 

concurring review embodied in both the interim standard and the proposed international 

standards, and is unworkable in the context of an EQR reviewer reaching a conclusion.  For the 

reasons discussed, a reviewer cannot be expected to provide concurring approval based on what 

he or she “should know.”  We further explained that the Proposal would create an incentive to 

perform additional procedures in order to obtain information to blunt second-guessing about 

information that the EQR reviewer “should have known.”  Such protective procedures would add 

disproportionately to the time and effort involved with the EQR and ultimately to audit costs.  To 

address these concerns, the PCAOB should adopt the language proposed in Section II.B.1.  In the 

alternative, the PCAOB should adopt the IAASB’s standard or, at a minimum, modify the 

standard to omit the “should know” language to reflect that the EQR reviewer’s knowledge of 

the audit is necessarily limited and that responsibility should not extend beyond the scope of the 

reviewer’s actual knowledge. 

I. The EQR Documentation Requirements Are Unclear And Should Be 
Clarified. 

Question No. 10.  Are the documentation requirements for an engagement quality review 
appropriate?  If not, how should they be changed? 
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Question No. 12.15  Should the proposed standard require documentation of the engagement 
quality review to comply with other provisions in AS No. 3?  If so, which provisions should 
apply? 

We appreciate the PCAOB’s efforts at detailing EQR documentation requirements in 

Paragraphs 14 and 15.  However, certain aspects of the Proposal, described below, should be 

clarified or modified to ensure that an EQR proceeds efficiently. 

The PCAOB should clarify how detailed the required documentation is expected to be.  

For example, as currently drafted, subparagraphs (c) and (e) of Paragraph 14 require that EQR 

documentation include information regarding the procedures performed by the EQR reviewer 

and the “results of the review procedures.”  These subparagraphs could be interpreted to require 

the EQR reviewer to draft what is, in effect, a second audit summary memorandum.  Such a 

requirement would be redundant and, by creating additional work, would delay the completion of 

the EQR and the issuance of the audit report, making it more difficult to meet filing deadlines.  

Moreover, we do not believe that increasing the documentation requirements for the EQR—in 

and of itself—is likely to improve audit quality.  To the contrary, increased documentation 

requirements would distract the reviewer from important EQR procedures.  The final standard 

should ensure that the reviewer’s focus remains on the EQR rather than the documentation, and 

should clarify that the EQR reviewer is not expected to duplicate the work of the engagement 

team related to documentation.  We believe that it is sufficient for the EQR reviewer to 

document that a review was done in compliance with the standard, and by whom, without the 

need for detailed listings of procedures performed and documentation reviewed. 

                                                 

 15 The Release does not include a Question No. 11. 
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To this end, we recommend that the PCAOB adopt the IAASB’s approach, which would 

require documentation that:  (1) the procedures have been performed; and (2) the EQR has been 

completed before the [issuance] of the report.  See Proposed ISA 220, ¶ 27; Proposed ISQC 1, ¶ 

49.   

If the PCAOB chooses not to adopt the IAASB’s approach, it should make the following 

refinements to Paragraph 14 of the Proposal.  Paragraph 14 requires that documentation of an 

EQR include information concerning, among other things, “[w]hen the review procedures were 

performed” and “[t]he results of the review procedures.”  First, regarding subparagraph (d), the 

PCAOB should clarify that the EQR documentation should provide:  (1) the date the EQR was 

completed; and (2) the date on which concurring approval was provided.  This recommendation 

reflects the fact that review procedures may be performed over a period of time, and the date on 

which the review was completed and the date on which approval was provided may be different.  

Second, we suggest that the phrase “results of the review procedure” in subparagraph (e) be 

replaced with the more specific phrase “conclusion reached as a result of the review procedures.”  

The degree of detail with which one should specify “[t]he results of the review procedures” is 

difficult to discern.  Without clarification, the term “results” could be interpreted broadly to 

require specific findings for each aspect of an audit (no matter how perfunctory or mundane), the 

totality of which composes the “conclusion.”  To achieve this level of reporting, the EQR 

reviewer likely would have to perform procedures similar to those that have been performed by 

the engagement team. 

Finally, any final standard should make clear that the only provisions of AS No. 3 that 

apply to EQR documentation are those “related to retention of and subsequent changes to audit 

documentation.”  Proposal ¶ 15. 
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IV. CONCLUSION 

While D&T supports efforts to strengthen EQR, we believe that the Proposal, in many 

respects, goes well beyond the established purpose of a concurring review; and together, these 

proposed requirements could have unnecessarily adverse consequences, including:  (1) 

increasing the level of responsibility and associated risk imposed on EQR reviewers; (2) 

increasing the amount of time, effort, and resources required to conduct an EQR; (3) increasing 

audit costs; and (4) making it difficult to issue timely reports, all without providing a 

commensurate and corresponding improvement in audit quality.  Nevertheless, we believe that 

the Proposal, if revised as we have suggested above and in light of the proposed international 

standards, could provide a substantial benefit to audit quality. 
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maintaining the competitiveness of our nation’s capital markets. We have been an
advocate for the issuance of clear and effective auditing standards by the Public
Company Accounting Oversight Board (“PCAOB”) and we appreciate the
opportunity to comment on this proposed standard for engagement quality review.

Engagement quality review, conducted contemporaneously with the
engagement, is an essential component of an effective audit process. This function
was designated by Section 103 of the Sarbanes-Oxley Act of 2002 (“SOX”) as one of
three areas for which the PCAOB should provide specific auditing standards. In
April 2003, the PCAOB adopted its interim auditing standards which remain effective
today, including a standard for conducting engagement quality reviews.
Unfortunately, we are concerned that several aspects of the proposed standard are
unclear and would result in unnecessarily expansive interpretations. Consequently,
applying these vague provisions will result in a substantial increase in engagement
quality review work and audit costs without a corresponding benefit to companies or
investors.

Fitst, the proposed standard does not state an overall objective of an
engagement quality review. This is particularly troubling when considering that the
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standard contains requirements that exceed international auditing standards and the
PCAOB’s current interim standard. We believe that modifications to the engagement
quality review process should be supported by well-defined objectives and clear
guidelines that focus on the most significant judgments made by an engagement team.
Thus, the specific objectives sought to be achieved through this increase over current
and similar standards should be clarified.

Second, paragraphs seven and eight of the proposed standard, which prescribe
general standards and specific procedures for conducting the engagement quality
review, in some instances suggest that the reviewer is required to duplicate the work
of the engagement team or to make independent judgments about matters that are the
responsibility of the engagement team. This would require new and independent
evaluations by the engagement quality reviewer, rather than a review of evaluations
that have already been made by the engagement team. For the engagement review
process to remain efficient and effective it must focus on identifying material risks
that the engagement team might not have identified. Therefore, the proposed
standard should clarify that an engagement review should not consist of additional
auditing procedures that are already the responsibility of the engagement team.

Third, the proposed standard identifies specific areas that the engagement
quality reviewer must assess to provide concurring approval and increases the
previous basis for concurring to a “knows or should know” standard. This will
undoubtedly result in the performance of substantial new work due to the concern of
engagement quality reviewers about being second-guessed as to what they “should
have known.” As was the case with Auditing Standard No. 2, before it was replaced
with Auditing Standard No. 5, these additional procedures will increase costs without
providing a corresponding benefit for investors relying on audit reports.
Furthermore, this broadened standard - and potential increase in litigation risk - will
likely result in smaller firms having difficulty engaging third parties to conduct
engagement quality reviews. This may result in anti-competitive consequences
contrary to the intentions of the PCAOB.

Fourth, the proposed standard requires that the engagement quality reviewer
evaluate the engagement documents in accordance with the PCAOB’s documentation
standard, Auditing Standard No. 3. Under the current standards, compliance with this
requirement is aireadythe responsibility of the engagement partner. This extensive
document review process would result in substantial additional work, which is
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repetitive of work that is already required, and is not likely to enhance the overall
quality of the audit engagement. These unnecessary increases in workload required
under the proposed standard could also affect the issuer’s ability to meet SEC filing
deadlines.

Finally, the proposed standard requires the engagement quality reviewer to
“maintain objectivity with respect to the engagement team.” This vague requirement
could be inteipreted in a manner that would constrain the reviewer from engaging in
constructive consultation with the engagement team. The information exchange
between the reviewer and engagement team is an essential component of the audit
process. Any limitations on this function would result in a deterioration of the
quality of the overall auditing engagement.

The PCAOB has made commendable strides towards optimizing audit
standards to ensure a sound and efficient audit process within the appropriate cost-
benefit framework. Despite this progress, the provisions in this proposed audit
standard will create inefficient and unnecessary requirements for the engagement
quality review process. This will result in increased costs - for companies and their
shareholders — that are highly disproportionate to any benefit that could be realized
by investors or the broader business community.

Thank you for your consideration.

Sincerely,

David T. Hlrschniann

cc: Hon. Mark W. Olson, Chainnan, PCAOB
Hon. Daniel L. Goelzer, Member, PCAOB
Hon. Bill Gradison, Member, PCAOB
Hon. Charles 1). Niemeier, Member, PCAOB
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Office of the Secretary 
Public Company Accounting Oversight Board 
1666 K Street, N.W. 
Washington, D.C.  20006-2803 
 
Via email to comments@pcaobus.org 
 
RE:  PCAOB Rulemaking Docket Matter No. 025: Proposed Auditing Standard - 
Engagement Quality Review.   
 
Dear Board Members: 
 
The Auditing Standards Committee of the Auditing Section of the American Accounting 
Association is pleased to provide comments on the PCAOB Rulemaking Docket Matter 
No. 025: Proposed Auditing Standard - Engagement Quality Review.  We very much 
appreciate the opportunity to provide input. 
 
The views expressed in this letter and attachments are those of the members of the 
Auditing Standards Committee and do not reflect an official position of the American 
Accounting Association.  In addition, the comments reflect the overall consensus view of 
the Committee, not necessarily the views of every individual member.   
 
We hope that our attached comments and suggestions are helpful and will assist in 
finalizing the proposed guidance.  If the Board has any questions about our input, please 
feel free to contact our committee chair for additional follow-up. 
 
Respectfully submitted, 
 
Auditing Standards Committee 
Auditing Section - American Accounting Association 
 
Committee Members: 
Chair – Thomas M. Kozloski, Wilfrid Laurier University, tel: 519-884-0710 ext. 2679, 
 int: tkozloski@wlu.ca 
Past Chair - Robert D. Allen, University of Utah 
Vice Chair – Randal J. Elder, Syracuse University 
Ed O’Donnell, University of Kansas 
Robert J. Ramsay, University of Kentucky 
Sandra Shelton, DePaul University 
Jay Thibodeau, Bentley College 
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General Comments 
 
The Committee commends the PCAOB (“the Board”) for proposing an audit standard 
relating to engagement quality review.  We believe that in general the proposed standard 
sets the proper tone and maintains the proper balance as it strengthens the existing 
guidance in this area of practice.  In the Committee’s opinion, this standard will assist 
practitioners in meeting the Board’s objective for guidance in this area: increasing the 
likelihood of identifying and correcting deficiencies in the planning, execution, and wrap-
up of the audit engagement prior to the issuance of the auditor’s report.  The Committee 
believes that, for most accounting firms, the proposed standard will assist practitioners in 
accomplishing this objective without the incurrence of excess or burdensome additional 
costs.  In short, it is our opinion that the proposed standard will result in more effective 
audits. 
 
The following section presents a number of specific comments or suggestions relating to 
the proposed standard, organized along the lines of the questions posed by the Board in 
the body of the guidance preceding the draft of the proposed standard.   
 
Comments Addressing PCAOB-proposed Questions 
 
1. The proposed standard does not explicitly state an overall objective of an engagement 
quality review. Should this standard state such an objective? If so, what should be the 
objective? 
 
The Committee agrees with Board Member Charles Niemeier that the standard should 
state an objective.  The Board has articulated an objective in the release (and related 
materials) regarding engagement quality review, without necessarily calling it such.  
Based on the guidance, it would seem that the objective of the proposed standard is (as 
stated above in “General Comments”): to increase the likelihood of identifying and 
correcting deficiencies in the planning, execution, and wrap-up of the audit engagement 
prior to the issuance of the audit report.  Another way of presenting the objective, or an 
additional objective, framed in a less “negative” manner than focusing on the detection of 
deficiencies, might be: to ensure that the engagement complies with PCAOB standards 
and the audit firm’s own quality control standards.  Even though these objectives are 
implied in the proposed standard, the Committee believes that explicitly presenting the 
objective(s) early in the standard will provide additional focus to the standard. 
 
 
2.  Should an engagement quality review be required for all engagements performed in 
accordance with the standards of the PCAOB?  If not, when should an engagement 
quality review by required? 
 
The Committee believes that engagement quality reviews should be performed for all 
engagements performed in accordance with the standards of the PCAOB.  Specifically, 
we believe that applying the proposed standard to reviews of interim financial 
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information will result in more effective interim reviews, and therefore more effective 
audits.  In support of this assertion, the Committee cites research that indicates that 
fraudulent financial reporting often begins in an interim period, with additional actions 
taken at year end (Beasley, et al., 1999).   
 
 
3.  Are the qualifications of the engagement quality reviewer appropriately described in 
the proposed standard? If not, how should they be revised? 
 
The proposed standard provides flexibility as to who conducts the review, and sets an 
appropriate benchmark for the technical qualifications of the reviewer (i.e., the ability to 
function as an engagement partner on the audit of a similar entity). In the areas of 
independence and objectivity, however, it may be difficult for the engagement quality 
reviewer to challenge the decisions and actions of the engagement team if the reviewer 
does not have sufficient authority relative to the engagement partner. For instance, if the 
engagement partner of an audit is the partner-in-charge of a particular office of the firm, 
it may be advisable for the reviewer to come from another office of the firm.  However, 
as noted in paragraph 3 of the proposed standard, specific guidance as to how a particular 
firm resolves these issues could be addressed in the firm’s quality control standards.  
 
 
4.  Should the proposed standard allow the engagement team to consult with the 
engagement quality reviewer during the engagement? Would such a consultation impair 
objectivity? 
 
This is a difficult and very critical issue. On the one hand, consultation provides for 
efficiency in the conduct of the audit. On the other hand, engagement quality reviewers 
may not be sufficiently objective to make final determinations or judgments that go 
against their earlier advice provided in the consultation.   
 
The Committee believes that consultation with the engagement quality reviewer may be 
particularly useful in planning (especially risk assessment, and the planned response to 
identified risks).  As to unexpected and significant matters that arise during the conduct 
(testing phase) of the engagement, the proposed standard might include language that 
directs consultations regarding these matters first to other persons and resources in the 
accounting firm, and then to the engagement quality reviewer, as a last source of 
consultation. 
 
If the Board decides that consultation with the engagement quality reviewer is 
appropriate, the Committee believes that the reviewer should not consult with the 
engagement team about an issue, whether it involves the planning, execution, or wrap-up 
of the audit, until the engagement team has first determined its own position on that issue.  
Numerous research studies in decision-making have found that decision-makers are 
susceptible to confirmation bias.  Auditors in the setting of professional practice have 
been found to be likewise susceptible (Bamber, et al., 1997; Church, 1990).  The 
implication of this research for engagement quality reviewers is that reviewers may not 
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be objective relating to the decisions and judgments in which they have formerly 
participated.  Libby and Trotman (1993) note that “there are systematic offsetting 
differences in the manner in which initial decision makers and reviewers attend to 
information which ensure that evidence inconsistent with initial judgments is given 
adequate consideration.  The review process can act as an effective control by increasing 
the chances that the implications of inconsistent evidence are considered.”  Specifically, 
“initial decision makers’ judgments resulted in a tendency for their relative recall to be in 
the direction of information consistent with their judgments, while initial decision 
makers’ judgments resulted in the reviewers’ relative recall being in the direction of 
information inconsistent with that decision.”   
 
Therefore, the concern is that engagement quality reviewers who are involved in 
decisions will tend to remember information consistent with the decision.  However, if 
they act only as reviewers, and not decision makers, they will consider more information 
that is inconsistent with the decision, which may enhance the quality of the overall 
review.   
 
 
5. Are the descriptions of the scope and extent of the engagement quality review 
procedures appropriate? If not, how should they be changed? 
 
In general, the Committee considers the scope and extent of the engagement quality 
review procedures included in the proposed standard to be appropriate, but we offer the 
following suggestions.   
 
The standard is silent on a process for the resolution of disagreements between 
engagement partner and reviewer.  We believe that it may be useful to include language 
in the proposed standard that requires the firm to have such a process in place as part of 
the firm’s quality control standards. 
 
Also, it may be useful to include language in the proposed standard that indicates that the 
procedures in para 7, 8 and 9 must be performed, but the auditor is not necessarily limited 
to those procedures.  In addition, since the evaluation of the engagement documentation 
is one of the duties and responsibilities of the reviewer, it may be useful to incorporate 
the substance of para 10 into the list in para 8, with para 9 presenting the “wrap-up and 
evaluate” guidance as it does already.   
 
 
6. Is the risk-based approach to the engagement quality review described by the proposed 
standard sufficient to identify significant engagement problems? If not, how should the 
proposed standard be changed? 
 
The Committee believes that a risk-based approach is appropriate, but the risk-based 
approach is not well-described. Auditors’ standard methodology for evaluating risk is the 
risk-model, but it is not clear that is what is intended here. For example, auditors have 
been criticized for not gathering sufficient evidence on “high risk” engagements. How 
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should the engagement quality review differ on such engagements? Should the 
engagement quality reviewer evaluate procedures for all identified inherent risks, or all 
fraud risks, or all significant risks (a term used but not defined on p. 15, which could be 
defined as inherent and control risk combined)? Are there evidential risks that are 
separable from inherent and fraud risks?   
 
For example, many frauds arise from revenue recognition issues such as channel stuffing 
and side agreements with customers.  These are clearly inherent and/or fraud risks which 
influence the nature of the evidence gathered.  We suggest that the term “significant risk” 
be defined in the standard and that the engagement quality reviewer be required to 
evaluate whether the evidential matter to be gathered and evaluated is sufficient and 
competent to address each significant risk.  
 
 
10.  Are the documentation requirements for an engagement quality review appropriate? 
If not, how should they be changed? 
 
The Committee believes this is another critical and difficult issue. The release refers to 
academic research that indicates the reviews have mostly consisted of checklists. 
However, it is important to note that the reviewer reviews, rather than performs detailed, 
evidence gathering procedures, which is why the checklist may be used to guide and 
possibly document the work of the reviewer.   
 
It seems based on the discussion in the release that the Board would like to provide 
guidance that would lead practitioners to move away from a checklist and sign-off 
approach, with little or no additional documentation behind the checklist or decision aid 
concerning the particulars of what the reviewer did in conducting the review.  The 
Committee believes that the guidance provided in the proposed standard will likely 
accomplish this objective. 
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Re: PCAOB Rulemaking Docket Matter No. 025, Engagement Quality Review 

Dear Board Members and Staff, 

We appreciate the opportunity to comment on the proposed auditing standard, Engagement 
Quality Review. We support the Public Company Accounting Oversight Board’s (“Board” or 
“PCAOB”) mission to develop auditing standards that promote audit quality, and we believe 
that a robust and effective engagement quality review enhances audit quality. In our opinion, an 
objective engagement quality review that focuses on a review of significant matters, including 
significant judgments made and conclusions reached by the engagement team, will accomplish 
that purpose. We believe that the proposed standard does not clearly articulate the objectives of 
the quality review and that the proposed requirements will result in additional audit time and 
costs that will not have a commensurate benefit to audit quality. 

Objective of the engagement 
We believe that a carefully crafted objective would enable the engagement quality reviewer to 
know when he or she has fulfilled the objective of the standard. The objective would also help 
define who would be qualified to perform an engagement quality review in that the person 
qualified to perform the review would need to have the skills to meet the objective. The 
objective also would clarify expectations of third parties, for example, financial statement users 
and regulators, with respect to what an engagement quality review is and is not. 

We believe that an objective based on the existing standard is appropriate. We suggest: 

The objective of the engagement quality reviewer is: 
a To review the documentation of those significant auditing, accounting, and financial 

reporting matters, including significant judgments made and conclusions reached by the 
engagement team as a result of the procedures performed. 
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b On the basis of the review of audit documentation and discussions with the engagement 
team, to conclude whether matters that have come to his or her attention would cause 
the engagement quality control reviewer to believe that the audit was not performed in 
accordance with the standards of the PCAOB or that the financial statements are not in 
conformity with generally accepted accounting principles.  

We believe it is important that the objective maintain the separation between the engagement 
partner and the engagement quality reviewer. That is, the objective should reflect that the 
requirement is to review significant matters, and not to perform a separate audit risk assessment 
or substantive procedures to obtain audit evidence. 

The engagement quality review process 
We have concerns that the proposed standard fundamentally changes the role of the 
engagement quality reviewer. Our first concern is with the “knows or should know” standard. 
We believe that the engagement quality reviewer will have to perform substantial work before 
being comfortable that he or she knows everything that he or she should know – especially since 
what should have been known will inevitably be judged with hindsight. 

The concern is exacerbated by the lack of boundaries around some of the procedures that the 
engagement quality reviewer is required to perform. For example, paragraphs 8(a) and 8(b) 
require the engagement quality reviewer to obtain an understanding of the firm’s recent 
engagement experience with the company, risks identified in connection with the firm’s client 
acceptance and retention process, the company’s business, significant activities, and significant 
reporting issues and risks. The proposal, as drafted, appears to require the engagement quality 
reviewer to obtain his or her own understanding, rather than to obtain such an understanding 
through inquiries of the engagement team and the review of the audit documentation. 

Paragraph 8(c) requires the engagement quality reviewer to review the engagement team’s 
evaluation of the firm’s independence in relation to the engagement. We note that engagement 
teams rely on the firm’s systems in this area. We believe that the engagement quality reviewer’s 
review should be limited to the engagement team’s evaluation of threats to independence and 
safeguards put in place to protect against those threats. The review also should cover the 
engagement team’s required communications with the audit committee concerning 
independence. 

We also believe that paragraph 9 requires an independent risk assessment by the engagement 
quality reviewer rather than a review of the engagement team’s risk assessment. We do not 
believe that an engagement quality reviewer can perform a risk assessment that is equivalent to 
that of the engagement team without incurring unnecessary costs, since such a risk assessment 
would be duplicative. 

We believe that the requirement in paragraph 10 to “evaluate whether the engagement 
documentation of the matters that were subject to the engagement quality review procedures... is 
consistent with the requirements of PCAOB Auditing Standard No. 3”, goes beyond what 
should be required of the engagement quality reviewer. First, it is the responsibility of the 
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engagement partner to determine that the engagement documentation is consistent with the 
requirements of Auditing Standard No. (AS) 3. Second, the entire engagement is “subject to the 
engagement quality review procedures.” Finally, the documentation associated with any 
particular matter might be quite voluminous. We question how far the engagement quality 
reviewer would have to look for missing documentation. If the requirement remains, we believe 
that it should be to evaluate whether the documentation that the engagement quality reviewer 
has reviewed is consistent with the requirements of PCAOB AS 3. 

We believe that the extent of these requirements, when considered in conjunction with the 
statement in paragraph 12 that “[t]he engagement quality reviewer must not provide concurring 
approval of issuance if he or she knows, or should know based on the requirements of the 
standard…”, means that the engagement quality reviewer must obtain a level of knowledge to 
be able to provide assurance at a level comparable to that of the engagement partner (and in 
some cases, for example, in the case of a review of interim financial information, greater than 
the engagement partner). We believe that the additional communication between the 
engagement quality reviewer and the company that would be necessary for the engagement 
quality reviewer to obtain this level of knowledge will make it difficult for the engagement 
quality reviewer to perform the review without conflicting with the requirement to maintain 
objectivity, as set out in paragraphs 5-6. This will add significant cost and may raise concerns 
about the ability of the engagement quality reviewer to maintain his or her objectivity. 

Notwithstanding the PCAOB’s stated beliefs that the proposal should not have a radical effect 
on the basic nature of reviews or on the cost of public company auditing, we believe that, if 
adopted as proposed, this standard will fundamentally change the nature of engagement quality 
reviews. We believe it will impose substantial unnecessary additional costs on public company 
audits, and increase the time needed to perform the engagement quality review such that it may 
significantly affect the ability of accelerated filers to make timely filings with the U.S. Securities 
and Exchange Commission (“SEC”). 

We believe that an engagement quality reviewer who performs the review using due 
professional care and appropriate professional judgment would have an adequate basis to 
determine if something came to his or her attention to indicate that one of the four conditions 
in paragraph 12 exists. PCAOB Rule 3502, Responsibility Not to Knowingly or Recklessly Contribute to 
Violations, would appear to address this issue. To avoid the unintended consequence of 
engagement quality reviewers spending inordinate amounts of time searching for what they 
“should know,” we suggest that the PCAOB rely on the concepts of due professional care, 
professional judgment, and lack of recklessness that already exist in the literature.  

Engagements for which an engagement quality review is required 
We commend the PCAOB for the proposal to require that all registered public accounting 
firms – not just those that were members of the American Institute of Certified Public 
Accountant’s SEC Practice Section in April 2003 – be required to comply with the final 
standard. We believe that this certainly is in the public interest. 
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We note that the proposed standard would apply to all engagements performed in accordance 
with the standards of the PCAOB. We recommend that the applicability of the requirements, 
and of the standard itself, to engagements other than audits, for example, attestation 
engagements, letters for underwriters, reports on the application of accounting principles, and 
interim reviews, be carefully considered. While it may be appropriate to require an engagement 
quality review for these other engagements, we found that the requirements in this proposal 
were so specifically tailored to audits, that it would be difficult to apply the proposed standard 
to these other types of engagements. For example: 
• We do not believe that it would be necessary for the engagement quality reviewer to obtain 

an understanding of significant financial reporting issues and risks (paragraph 8(b)) when 
reviewing an attestation engagement on the assessment of compliance with servicing criteria 
under the SEC’s Regulation AB, Asset-Backed Securities. 

• There is misunderstanding and disagreement on the period of time that the “prior period” 
(paragraph 8(g)) covers in the case of a third-quarter review of interim financial information 
or a report on the application of accounting principles. Some believe it is the previous 
quarter. Others believe it is the prior year’s audited financial statements. 

• We do not believe that it would be necessary for the engagement quality reviewer to read 
other information in documents containing an attestation report on the assessment of 
compliance with servicing criteria under the SEC’s Regulation AB (paragraph 8(h)), in those 
circumstances where the practitioner performing the attestation engagement is not required 
to read such information. 

• Paragraph 9 requires the engagement quality reviewer to assess whether there are areas that 
pose a higher risk that the engagement team has failed to obtain “sufficient competent 
evidence.” In the case of a review of interim financial information or letters for underwriters, 
“sufficient competent evidence” goes beyond the evidence that the engagement team would 
be required to obtain. 

• Paragraph 10(a) implies that the requirements of AS 3 now apply to attest engagements, 
which goes beyond the stated scope of AS 3. 

Furthermore, in the case of a review of interim financial information, it appears that the 
proposed standard puts the engagement quality reviewer in the position of having to obtain 
more evidence, and a higher level of assurance, than the engagement team. For example: 
• An engagement team’s documentation in a review ordinarily does not include explicit risk 

assessments (paragraph 8(d) and paragraph 10).  

• A review does not ordinarily contemplate obtaining “sufficient competent evidence” 
(paragraph 9 and 12).  

• In a review, the affirmative conclusion that the engagement quality reviewer must reach in 
paragraph 12 goes beyond the negative assurance required of the engagement team.  
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We believe that, in order to maintain the specificity in this proposed standard, it would be 
helpful to keep it focused on audits of financial statements, and at some time in the future, 
draft other standards that apply to other types of engagements. This approach would have the 
added benefit of keeping the auditing standards and the attestation standards clearly delineated.  

Qualifications of the engagement quality reviewer 
We agree with the proposal to allow an engagement quality reviewer to be a partner of the firm, 
another individual in the firm, or an individual outside the firm. We believe that this is 
important to smaller registered firms, and will allow the firms to appoint appropriate 
engagement quality reviewers while also helping to alleviate some of the challenges associated 
with work compression, the five-year rotation requirement, and the limited number of available 
qualified resources. We also fully support the provision that an engagement quality reviewer 
should be an associated person of a registered public accounting firm, and that he or she should 
have competence, independence, integrity and objectivity. 

With respect to the description of what constitutes a competent engagement quality reviewer, 
we note an apparent inconsistency between the proposal in paragraph 2, which allows the 
engagement quality reviewer to be another individual in the firm, and the requirement in 
paragraph 4 that the engagement quality reviewer possess the level of knowledge and 
competence relating to accounting, auditing, and financial or other reporting required to serve as 
the person who has the overall responsibility for the same type of engagement. We read the emphasized 
phrase to mean that a competent senior manager would not be qualified to serve as the 
engagement quality reviewer since this person was not a partner. In addition, the portion of this 
phrase that states “for the same type of engagement” indicates that, if the reviewer had not 
been a person with overall responsibility for an engagement of the same size, complexity, etc., 
then that person could not qualify as an engagement quality reviewer, even if that person were a 
partner.  

Assuming that an objective of the proposed standard is developed, we believe that the 
following edit to paragraph 4 would help (1) eliminate this apparent inconsistency, and (2) 
properly cast the skills necessary to perform the engagement quality review as those technical 
skills necessary to perform the review, and not necessarily all of the skills required to be an 
engagement partner: 

The engagement quality reviewer must possess the level of technical knowledge and 
competence relating to accounting, auditing and financial or other reporting required 
to fulfill the objective of this standard serve as the person who has overall 
responsibility for the same type of engagement.  

Footnote 18 of the release states that, “The determination of what constitutes the appropriate 
level of [technical] knowledge and competence should be based on the circumstances of the 
engagement, including the size or complexity of the business.” We believe that this would be 
helpful guidance to be included in the body of the standard, perhaps as a note to paragraph 4. 
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Concurring approval of issuance 
The proposed standard requires the engagement quality reviewer to provide concurring 
approval of issuance of each audit report, and that such approval cannot be granted if certain 
conditions are present. On page 16 of the release, it is acknowledged that differences of 
opinion could occur between the engagement team and the engagement quality reviewer, and 
that, if those differences have not been satisfactorily resolved, the engagement quality reviewer 
must not provide concurring approval. We believe that this resolution of differences is an 
important contributor to audit quality, but the concept is not addressed in the proposed 
standard. We suggest that the standard state that, if one of the four conditions in paragraph 12 
exists, and those differences have not been satisfactorily resolved, the engagement quality reviewer must 
not provide concurring approval.  

Documentation of an engagement quality review 
We believe that some of the requirements in paragraph 14 are not clear, or go beyond existing 
documentation requirements. For example: 
• Paragraph 14(b) requires documentation of the areas of the engagement subject to the 

engagement quality review. Since all areas are subject to the engagement quality review, this 
requirement is not clear. If the Board means that the areas reviewed by the engagement 
quality reviewer should be documented, that should be clarified. Even then, how, and to 
what level of detail, one documents an “area” is not clear. 

• Paragraph 14(d) requires the documentation of when the procedures were performed. An 
engagement quality review involves a variety of procedures, including review of individual 
work papers, review of draft financial statements and SEC filings, and discussion with the 
engagement partner and other engagement team members. The requirement to document 
when each of these procedures was performed would be a higher standard for the 
documentation of engagement quality reviews than for the engagement team. Compliance 
with this requirement will result in multiple signoff dates for each procedure performed. 

• Paragraph 14(e) requires the documentation of the results of the review procedures. We 
believe that this could be read as requiring a detailed record of procedures performed and 
considerations made by the engagement quality reviewer, questions asked of the engagement 
team (e.g., review notes) with documentation of the engagement team’s responses, etc. This 
would result in a significant change in practice, without an improvement in audit quality. 

We recommend that the Board eliminate paragraph 14(e), since the results of the review 
procedures will be clear when the engagement quality reviewer concurs with the issuance of the 
report. We further recommend that the documentation requirements in this standard parallel 
the documentation requirements in paragraph 6 of AS 3, as follows: 
 

Documentation of an engagement quality review must contain sufficient information to 
enable an experienced auditor, having no previous connection with the engagement:  

a To understand the nature, timing, extent and results of the review procedures performed, 
and conclusions reached, and 
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b To determine who performed the review procedures and the date such review 
procedures were completed. 

Tone at the top 
The proposed standard does not include a discussion of the importance of the firm’s tone at 
the top in ensuring the objectivity and independence of the engagement quality reviewer. This 
matter is included in the interim standards and should not be omitted. 

Engagement partner movement to engagement quality reviewer 
The Board’s interim standards state, “ . . . a prior audit engagement partner should not serve as 
the concurring partner reviewer for at least two annual audits following his or her last year as 
the audit engagement partner.” We believe that this requirement is appropriate and should be 
retained in the final standard. 

Paragraph-level comments 
The following offers paragraph-level comments for your consideration.  

Paragraph Comment 

3 The note to this paragraph deals with a matter that is a component of a firm’s quality control system 

and therefore, it is not appropriate to include it in an auditing standard. 

5 The proposal indicates that the engagement quality reviewer may seek assistance from others to 
complete the review, but the overall responsibility remains with the engagement quality reviewer. We 

believe it would be appropriate to indicate that those who assist the engagement quality reviewer 
also must be independent, have integrity, maintain objectivity and be competent. 

6 Paragraph 6 appears to prohibit communications between the engagement quality reviewer and 
management or those charged with governance. We recommend that the standard adopt language 
that is in Footnote 3 of the PCAOB’s interim standard on concurring reviews: “It is not unusual for 

clients to be aware of the existence of a concurring partner reviewer. A client may contact the 
concurring partner reviewer with respect to matters requiring immediate attention when the audit 
engagement partner is not available because of illness, extended travel or other reasons. When a 

concurring partner reviewer is thus required to deal with an accounting, auditing or financial 
reporting matter, he or she should advise the audit engagement partner of the facts and 
circumstances so that the audit engagement partner can review the matter and take full 

responsibility for its resolution.”     

8(i) “Appropriate” communication, particularly with management, occurs throughout the course of the 
audit, is often verbal, and usually not in the presence of the engagement quality reviewer. We 

believe that the engagement quality reviewer should review whether specific communications, for 
example, those regarding audit adjustments and control deficiencies, are appropriately documented. 

9 The proposed standard requires the engagement quality reviewer to assess whether there are areas 

within the engagement that pose a “higher risk” that the engagement team has failed to obtain 
sufficient competent evidence or reached an inappropriate conclusion. This seems to focus the risk 
on the engagement team, and not on the risk of material misstatement of the financial statements. 

We believe that it would be more effective to consider areas of significant risk of material 
misstatement of the financial statements, and whether the engagement team appropriately 
addressed them. Otherwise, there is a risk that the engagement quality reviewer may focus on areas 

where there is a higher risk that the engagement team has failed to obtain sufficient competent 
evidence or reached an inappropriate conclusion, but in an area where there is not a significant risk 
of material misstatement of the financial statements. 
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We would be pleased to discuss any of our comments with you. If you have any questions, 
please contact Mr. John L. Archambault, Managing Partner of Professional Standards, at (312) 
602-8701. 

Sincerely, 

 
Grant Thornton LLP 
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Mr. J. Gordon Seymour 
Secretary 
Public Company Accounting Oversight Board  
1666 K Street, N.W. 
Washington, D.C. 20006-2803 
 

12 May 2008 

Proposed Auditing Standard—Engagement Quality Review and Conforming 
Amendment to the Board’s Interim Quality Control Standards;  
PCAOB Rulemaking Docket Matter No. 025 

Dear Mr. Seymour: 

We are pleased to comment on the Public Company Accounting Oversight Board’s (“PCAOB” or the 
“Board”) Proposed Auditing Standard—Engagement Quality Review (“the Proposed Standard”) 
and Conforming Amendment to the Board’s Interim Quality Control Standards (“the Proposed 
Amendment”), collectively referred to as “the Proposal.”  

As a preliminary matter, we support the Board’s efforts to adopt a comprehensive standard 
consistent with Section 103(a)(2)(A)(ii) of the Sarbanes-Oxley Act, which requires that the Board 
adopt a standard that registered public accounting firms “provide a concurring or second partner 
review and approval of [each] audit report (and other related information), and concurring approval 
in its issuance, by a qualified person (as prescribed by the Board) associated with the public 
accounting firm, other than the person in charge of the audit, or by an independent reviewer (as 
prescribed by the Board).” We also are of the view that engagement quality reviews are but one 
element of an overall system of quality control. Therefore, proposed changes to the Board’s interim 
standards should be considered in the context of a firm’s system of quality control taken as a whole. 

An engagement quality review that focuses on significant judgments made and conclusions reached 
by the engagement team is effective in promoting audit quality. Because of the importance of this 
role, we also believe an engagement quality review should be required for every audit conducted 
pursuant to the standards of the PCAOB. We also believe ongoing consultations between the 
engagement team and the engagement quality reviewer are critical to the audit process. Therefore, 
we also agree that the engagement team should be permitted to consult with the engagement quality 
reviewer during the engagement, providing the engagement team and the reviewer do so in a manner 
that does not impair the reviewer’s objectivity.  

We believe the final standard should state the purposes and objectives of the engagement quality 
review. It is critically important that regulators, investors, audit committees, and company 
management have a consistent understanding of the intent of the engagement quality review. 
Further, a clear articulation of the overall purpose and objective of the review will help auditors in 
applying professional judgment in determining the nature and extent of the review procedures to be 
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applied. A clearly stated objective also will aid in differentiating the role and function of the 
engagement quality reviewer from that of the engagement partner and other members of the 
engagement team. 

We agree with the Board’s view that “well-performed engagement quality reviews are an important 
element in establishing a basis for investor reliance on audits.” However, despite our support for a 
comprehensive standard, we are concerned with the following aspects of the Proposed Standard that 
we believe will significantly change the nature and scope of the engagement quality review and will 
result in additional costs associated with such reviews without a corresponding benefit to audit quality.  

Summary Views on the Proposed Standard 

The Proposed Standard would significantly change the nature and scope of the engagement quality 
review. Since its inception as a membership requirement of the SEC Practice Section of the AICPA 
Division for CPA Firms, the engagement quality review has been a “fatal flaw” review with the stated 
objective of identifying potential matters that, if not addressed prior to issuance of the audit report, 
potentially would require recalling and reissuing the audit report when subsequently discovered. 
Under current PCAOB interim standards, the engagement quality reviewer can provide concurring 
approval so long as “no matters had come to his or her attention that would cause the [reviewer] to 
believe” that the financial statements did not conform to generally accepted accounting principles in 
all material respects or that the audit was not performed in accordance with generally accepted 
auditing standards. We believe that PCAOB inspection reports of both larger and smaller audit firms, 
for the most part, corroborate that engagement quality reviews performed under existing standards 
have accomplished this objective.  

Furthermore and as more fully described in later sections of this comment letter, the Proposed 
Standard differs substantially from the requirements of international auditing standards promulgated 
by the International Auditing and Assurance Standards Board. We believe the final standard should 
more closely align with international standards, which would result in a more appropriate focus for 
the engagement quality review. Moreover, doing so would be consistent with the growing demand for 
convergence of world wide accounting and auditing standards and the broad-based recognition of the 
benefits of developing a single set of standards for worldwide use. We believe that further 
consideration should be given to the benefits of convergence and to avoiding the creation of 
unnecessary substantive differences in standards.  

The Proposed Standard, when considered in its entirety, would require the engagement quality 
reviewer to determine that he or she has sufficient grounds to positively concur with the issuance of 
the audit report. In our view, this requirement would significantly expand the scope, effort, and 
related cost involved with performing the engagement quality review as it would require the reviewer 
to duplicate many aspects of the role and function of the engagement partner and other members of 
the engagement team and likely duplicate other firm-wide monitoring procedures. Under the 
Proposed Standard, the engagement quality reviewer would be compelled to develop separate 
determinations and judgments on significant matters rather than evaluate the significant judgments 
made and conclusions reached by the engagement team in the audit. This, in turn, would require that 
the reviewer acquire his or her own base of knowledge to make such determinations and judgments. 
Further, this requirement would shift the focus of the engagement quality review away from 
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identifying potential material misstatement(s) of the financial statements and determining whether 
the engagement team reached reasonable conclusions about significant matters and instead focus on 
the adequacy of the review itself and the basis for the reviewer’s separate determinations. We do not 
believe this shift in focus would serve to enhance audit quality. 

We also believe the Proposed Standard sets expectations, obligations, and performance standards for 
an engagement quality reviewer that practically would be very difficult to satisfy with a reasonable 
amount of effort. Because the engagement quality reviewer must maintain independence and 
objectivity and not assume responsibilities for the audit or supervise the engagement team, there is a 
difference in the nature of the information available to the engagement partner and the engagement 
quality reviewer. The engagement quality reviewer’s conclusion will necessarily be based on a more 
limited amount of first hand knowledge. In our view, an engagement quality reviewer could interpret 
the Proposed Standard in such a way that results in the performance of significant additional work for 
the purpose of obtaining such first hand knowledge in order to establish grounds to positively concur 
with the issuance of the audit report. We believe the natural consequences of such interpretation 
would be the creation of an engagement quality review that, in many respects, duplicates the review 
procedures required of the engagement partner and results in measurable increases in costs 
associated with the independent review without corresponding enhancements to audit quality. 

Views Relating to Paragraphs 9 and 10 of the Proposed Standard 

Paragraphs 9 and 10 of the Proposed Standard require the engagement quality reviewer to (1) 
assess whether there are areas within the engagement that pose a higher risk that the engagement 
team has failed to obtain sufficient competent evidence or reached an inappropriate conclusion and 
(2) to evaluate, for those areas reviewed, the engagement team’s documentation. These 
requirements would appear to conflict with paragraph 6, which prohibits the engagement quality 
reviewer from assuming responsibilities of the engagement team or supervising the engagement 
team. We believe the assessment of audit risk and preparation and review of audit documentation are 
core responsibilities of the engagement team under existing auditing standards.  

Paragraph 3.c of PCAOB Auditing Standard No. 3, Audit Documentation (AS3), states that an 
engagement quality reviewer reviews documentation to “understand how the engagement team 
reached significant conclusions.” In our view, this reference in the PCAOB’s existing guidance 
describes the engagement quality reviewer’s appropriate role as an objective reviewer who does not 
assume responsibilities of the engagement team.  

We note that the reference to "higher risk" in paragraph 9 is not directed to the potential for material 
misstatements or any other objective standard. Instead, the Proposed Standard instructs the 
engagement quality reviewer to “assess whether there are areas within the engagement that pose a 
higher risk that the engagement team has failed to obtain sufficient competent evidence or reached 
an inappropriate conclusion.” We believe this incorrectly implies that the engagement quality 
reviewer should assess the ability of the engagement team to address the risks posed by the 
engagement rather than, or in addition to, reviewing the engagement team’s assessment of the risks 
posed by the engagement. We believe this paragraph should be revised to focus the reviewer on 
determining whether certain “significant” matters, such as significant risks of material misstatement 
of the financial statements, might not have been previously identified by the engagement team.  
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We believe that preparation and review of audit documentation are core responsibilities of the 
engagement team under existing auditing standards. Paragraph 13 of AS3 requires that the 
engagement team “identify all significant findings or issues in an engagement completion document.” 
Paragraph 13 further states that “this document, along with any documents cross-referenced, should 
collectively be as specific as necessary in the circumstances for a reviewer to gain a thorough 
understanding of the significant findings or issues.” If the engagement team is required to prepare an 
engagement completion document and the primary purpose of that document is to facilitate an 
engagement quality review, then it would seem duplicative for the engagement quality reviewer, as 
proposed, to be required to evaluate the engagement team’s underlying documentation for matters 
that were subject to the engagement quality review procedures. In our view, a qualified engagement 
quality reviewer should be able to achieve the objectives for the engagement quality review by 
performing the procedures outlined in paragraphs 7 and 8 of the Proposed Standard, which reflect 
existing requirements and also would include reading the engagement completion document.  

We also believe paragraph 10 of the Proposed Standard is impractical, particularly for multi-location 
engagements where engagement documentation is prepared by multiple global teams, many times in 
a variety of languages. Paragraph 19 of AS3 requires the office issuing the report to obtain, review 
and retain only certain items of the documentation related to the work performed by other auditors, 
including other offices of the firm or affiliated firms. Accordingly, it would not be possible for the 
engagement quality reviewer to evaluate whether documentation of the matters at all locations that 
were subject to the engagement quality review procedures is appropriate as indicated in paragraph 
10. The engagement quality reviewer’s evaluation of engagement documentation would necessarily 
be limited to only those items of documentation forwarded to the office issuing the report. 

In attempting to position the engagement quality review as the linchpin for a quality audit through the 
requirements of paragraphs 9 and 10, the Board has unnecessarily complicated the engagement 
quality review. In our view, these additional requirements would add time, effort and cost to the 
engagement quality review without a corresponding benefit in audit quality. In comparison to current 
practice, we do not believe that the requirements in paragraphs 9 and 10 of the Proposed Standard 
often would enhance the identification of significant matters previously unidentified by the 
engagement team, but rather might result in the identification of relatively insignificant or minor 
issues that do not justify attention beyond that given by the engagement team. We recommend that 
the Board modify the proposed requirements in paragraphs 9 and 10 to instead refocus on significant 
risks of material misstatement to the financial statements and significant difficult, judgmental, or 
contentious matters that either were identified and considered, or should have been identified and 
considered, by the engagement team. If such matters are found to exist that were not previously 
identified and considered by the engagement team, the engagement quality reviewer should be 
required to communicate these matters to the engagement team and assess whether the 
engagement team responds appropriately.  

Views Relating to Paragraph 12 of the Proposed Standard 

We are concerned that the “knows or should know based upon the requirements of this standard” 
language in paragraph 12 of the Proposed Standard will expose engagement quality reviewers to 
substantial risk of sanctions, either by the SEC or the PCAOB, in nearly every occasion where an audit 
is later found to be deficient. As discussed above, the engagement quality review process set forth in 
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paragraphs 7 through 11 of the Proposed Standard would impose significant new obligations on the 
reviewer, and given these obligations a reviewer may find it difficult to show that he could not have 
known about an audit deficiency. Thus, persons performing engagement quality reviews will interpret 
paragraph 12 to mean that they must be as informed, if not more informed, as the engagement 
partner before providing concurring approval of issuance. This acquisition of first hand knowledge 
would therefore entail significant additional involvement and effort by the engagement quality 
reviewer. He or she presumably would have to review the audit work and documentation for each 
high risk area in order to form his or her own conclusions on significant matters rather than rely on 
inquiries of engagement team members or review of summary documentation (e.g., the engagement 
completion document) prepared by the engagement team. When read in connection with paragraph 
10, paragraph 12 could effectively require the engagement quality reviewer to review in considerable 
detail all key audit documentation for the areas selected for review as it would be presumed that the 
engagement quality reviewer “should know” whether there was a deficiency with the work that was 
performed, the documentation, or the conclusions. 1 

This “should know” standard would doubtlessly result in increased time, effort, and cost for 
performing an engagement quality review. In this regard, the Release accompanying the Proposed 
Standard states that the Board has attempted to draft a standard that will avoid the imposition of 
“unnecessary costs,” but we do not believe that the obligation set on the engagement quality 
reviewer set forth in this paragraph of the Proposed Standard meets that objective. 

Views Relating to Paragraph 4 of the Proposed Standard 

We are concerned that the level of competence established in the Proposed Standard for the 
engagement quality reviewer is too precise and will unnecessarily limit the pool of individuals who 
could perform an engagement quality review. Paragraph 4 of the Proposed Standard states “the 
engagement quality reviewer must possess the level of knowledge and competence related to 
accounting, auditing, and financial or other reporting required to serve as the person who has overall 
responsibility for the same type of engagement (emphasis added).” In its Release accompanying the 
Proposed Standard at II.B.1. on page 9, the Board provides, as an example of the appropriate 
knowledge and competence of an engagement quality reviewer, a statement that a person assigned 
to perform the engagement quality review for an audit of a company involved in “oil and gas 
exploration” should have experience sufficient to serve as the engagement partner in this specialized 
industry. We are concerned that the requirements in the Proposed Standard and the example in the 
accompanying Release place too much focus on a specific type of engagement or specialized industry 
expertise. We recommend removing this example from the Release, and including a statement in 
paragraph 4 of the Proposed Standard that “considerations in evaluating competence include, but 
are not limited to, technical expertise, experience, knowledge of SEC rules and regulations pertinent 
to the engagement, and industry knowledge.”  

                                                 
1 In this regard, the rulemaking record of Rule 3502, “Responsibility Not to Cause Violations,” is relevant. The Board 

originally proposed a rule that would have allowed the Board to impose discipline on a person associated with a 
registered accounting firm when that person “knew or should have known” that his or her actions would contribute to 
a violation by the registered firm. After reviewing comments on this proposal the Board determined to instead adopt a 
standard of “knowing, or recklessly not knowing” of the violation. We believe that here, with respect to engagement 
quality reviewers, the “should know” standard is similarly too low a threshold. 
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Also in the Release accompanying the Proposed Standard at II.B.1 on page 9, the Board indicates 
that “the proposed standard seeks to establish more clearly the level of expertise and experience that 
is necessary to perform an objective engagement quality review.” However, the Release does not 
provide the Board’s rationale for doing so, or indicate whether, in the Board’s view, the clearer 
delineation of the level of expertise and experience is intended to change current practice. We believe 
a clearer understanding of the degree to which the Board intends for the Proposed Standard to 
change current practice in the selection and assignment of engagement quality reviewers and the 
procedures to be performed when conducting an engagement quality review will aid auditors in 
developing or refining their policies and procedures.  

Views Relating to Paragraph 14 of the Proposed Standard 

We believe documentation of the engagement quality review should not be more extensive than 
documentation of other required reviews in the conduct of an audit. Engagement partners ordinarily 
sign and date those workpapers (e.g., analyses, memoranda, contracts and agreements, 
correspondence, audit programs) that were reviewed and additionally sign and date other checklists 
and practice aids to document other matters that were considered and other procedures that were 
performed. These sign-offs ordinarily provide relevant information about the matters listed in items a 
through f of paragraph 14 of the Proposed Standard. We further believe checklists and other 
standard practice aids are effective and efficient methods of determining that all required procedures 
have been performed and further believe such tools result in unequivocal approval (or non-approval) 
of issuance of the audit opinion. 

Views Relating to Paragraph 8 of the Proposed Standard 

Item i of paragraph 8 requires the engagement quality reviewer to “determine if appropriate matters 
have been communicated, or identified for communication to the audit committee, management, and 
other parties, such as regulatory bodies.” We believe the phrase “determine if appropriate matters 
have been communicated” could be interpreted by an engagement quality reviewer to mean he or 
she needs to be present when the communications are made. In our view, this expectation also 
conflicts with the prohibition in paragraph 6. We recommend that the final standard indicate that the 
reviewer should consider whether appropriate matters of which the engagement quality reviewer is 
aware have been communicated, or identified for communication to the audit committee, 
management, or other parties, such as regulatory bodies. 

Views Relating to Applicability of the Proposed Standard 

As currently drafted, the Proposed Standard would require an engagement quality review and 
concurring partner approval of issuance for each engagement performed and completed in 
accordance with the standards of the PCAOB. While we agree that it is appropriate for an engagement 
quality review standard to apply to all engagements performed in accordance with the auditing 
standards of the PCAOB, the requirements in the Proposed Standard are so specifically tailored to 
audits of financial statements or integrated audits of financial statements and internal control over 
financial reporting, that it would be difficult to apply the Proposed Standard to other types of 
engagements with any consistency. For example, the Proposed Standard does not specifically state 
what the responsibilities of the engagement quality reviewer would be in an interim review or how the 
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review procedures would differ. It might be appropriate to presume that certain requirements do not 
apply (for example, reading management’s report on internal control would not apply in a review of 
interim financial information). However, in other situations, the Board’s intent is less clear.  

We recommend that the final standard address the Board’s intent regarding the application of this 
standard to engagements other than financial statement audits and integrated audits. We believe the 
final standard initially should only apply to financial statement audits, to integrated audits, and—
providing the final standard clarifies how the standard should be implemented—to reviews of interim 
financial information.  

Part II.A. of the Release accompanying the Proposed Standard discusses the engagements for which 
an engagement quality review is required. The Release states that, in addition to audit engagements 
performed in accordance with the standards of the PCAOB, the Proposed Standard also would apply 
to “other audit and attestation engagements” performed in accordance with the Board’s standards. 
Paragraph 1 of the Proposed Standard states that the engagement quality review would be required 
for “each engagement” performed and completed in accordance with PCAOB standards. In our view, 
it is unclear whether the Board intends the review to apply to all attestation engagements performed 
for issuers (e.g., agreed-upon procedures reports) or only those for which a report would be filed 
with the SEC, such as reports required under Regulation AB. We believe that further clarification 
about the applicability of the proposed engagement quality review requirement would be helpful. 

In any event, we believe that a requirement to apply an auditing standard on engagement quality 
review to an engagement otherwise performed in accordance with attestation, not auditing, 
standards would result in confusion and inconsistent practice. Accordingly, we believe any 
engagement quality review requirement for attestation engagements should be provided for 
separately in the attestation standards rather than the auditing standards.  

Views Relating to the Proposed Effective Date  

We are concerned that the proposed effective date for reports issued on or after December 15, 2008 
will not permit sufficient lead time for audit firms to re-evaluate the engagement quality reviewer 
assignments under the Proposed Standard. Engagement quality reviewer assignments typically are 
made at the beginning of the annual audit cycle so the assigned reviewer can participate in audit 
planning activities and timely reviews of interim financial information. Assignment of a different 
engagement quality reviewer later in the 2008 audit cycle could cause inefficiencies and might 
detract from the effectiveness of the reviews. We recommend that the effective date of the final 
standard be for audits and interim reviews of periods beginning on or after December 15, 2008. 

*        *        *        *        * 

We would be pleased to discuss our comments with members of the Public Company Accounting 
Oversight Board or its staff. 

Very truly yours,  

 



Crowe Chizek and Company LLC
Member Horwath International

330 East Jefferson Boulevard 
Post Office Box 7
South Bend, Indiana 46624-0007
Tel 574.232.3992
Fax 574.236.8692
www.crowechizek.com

May 12, 2008

Office of the Secretary
Public Company Accounting Oversight Board
1666 K Street, N.W.
Washington, D.C.  20006-2803

RE: PCAOB Rulemaking Docket Matter No. 025, Engagement Quality Review and 
Conforming Amendment to the Board’s Interim Quality Control Standards, PCAOB 
Release No. 2008-02

Office of the Secretary:

Crowe Chizek and Company LLC appreciates the opportunity to comment on the Public 
Company Accounting Oversight Board’s (“PCAOB” or “Board”) Proposed Auditing Standard, 
Engagement Quality Review and Conforming Amendment to the Board’s Interim Quality Control 
Standards (the “Proposed Standard”).  This letter contains our general comments on the 
Proposed Standard; responses to specific questions included in the Proposed Standard are in an 
Appendix to this letter.

The concurring reviewer responsibility included in the PCAOB’s interim standards provides a 
meaningful periodic objective review of audit process performance and client financial 
reporting.  The concurring review process adds some assurance to audit quality control.  We 
applaud the Board’s objective of providing greater clarity to the requirement for such 
engagement reviews, and believe that one result of clarity will be greater consistency in 
application both within firms and throughout the profession.  The proposed requirement that 
all registered firms that perform audits of issuers conduct engagement quality reviews is a 
needed enhancement to the interim standards.

Expansion of Scope of Reviews
The Proposed Standard would greatly increase the scope, level of responsibility, and cost of 
performing the engagement quality review process.  Specifically, the requirements for reviews 
at interim periods regardless of risk assessment, the new and expanded procedures required 
throughout the Proposed Standard, and the significant increase in level of responsibility to a 
“should have known” standard of care all result in large increases in the scope of engagement 
quality reviews.  Any expansion of auditing procedures may provide improvement in quality.  
However, we believe the significant increased level of effort to perform the engagement quality 
review required by the Proposed Standard does not provide benefit to investors or preparers 
commensurate with the increased costs inherent in the Proposed Standard.
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Omission of Stated Objective
The Proposed Standard does not contain a clear objective that articulates the purposes of the 
engagement quality review.  An objective is essential, and consistent with principles based 
standard setting.  Without a clearly stated objective of the purpose of the review, the 
consistency of review which is desirable may not be obtained.  A stated objective will give 
reviewers guidance to assist in understanding and accomplishing the requirements.  We believe 
that any final standard should include an objective which acts as a framework to conduct the
review required by the standard.  The framework for the objective should include the 
importance of using professional judgment in deciding what to review and the extent of review.

Standard of Performance – “know or should have known”
The Proposed Standard establishes a new standard of performance for an engagement quality 
reviewer, know or should have known, which is a significant increase in the level of 
responsibility for a reviewer.  To perform at this level the reviewer will need to develop 
knowledge and judgment comparable to a second engagement partner.  Also, the Proposed 
Standard requires independent evaluations instead of reviews of decisions made by the 
engagement team, even though the reviewer normally does not have comparable information 
and knowledge as the engagement team has.  The focus of an engagement quality review 
standard should be on reviewing the significant judgments made and conclusions reached by 
the engagement team, not on developing a second set of independent conclusions. The 
expansion to a “should have known” level of performance changes the nature of the review 
from negative assurance to positive assurance by the reviewer.  The focus on independent 
evaluations and positive assurance turns the focus of the audit to the engagement quality 
review rather than on the conclusions and judgments of the engagement team.

The engagement partner must have the ultimate responsibility for the audit.  The engagement 
quality reviewer should not become an integral part of the engagement team, and should not 
have a level of responsibility comparable to the engagement partner, including overall 
responsibility for the audit.  Unlike the engagement team members, the engagement quality 
reviewer's access to client records is limited, and they likely do not have routine interaction 
with the client.  The need for independence and objectivity in this function, as well as the 
practical limitations on the scope of the engagement quality review, prevent the reviewer from 
forming the necessary judgments and conclusions to re-perform many of the evaluations and 
decisions made during the audit.

Documentation
The Proposed Standard contains new requirements relative to documentation.  We believe that
any documentation requirement should be limited to assessing the adequacy of documentation 
which was reviewed in connection with the limited procedures performed in accordance with 
the Proposed Standard.  A final standard should not include a requirement that the engagement 
quality reviewer evaluate whether audit documentation is consistent with AS 3, as that is not 
consistent with the overall objective of an engagement quality review.  Appropriate 
documentation is a result of systems design, audit strategy, training, supervision and significant 
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teamwork throughout the audit, and is not the result of effort by one or a few personnel.  This 
provision of the Proposed Standard would essentially create a pre-issuance compliance review 
of AS 3 requirements, a duty that should rest with the engagement team and reliance on overall 
firm processes.

International Standards Convergence
The review process included in the Proposed Standard is more extensive than that required by 
international auditing standards promulgated by the International Auditing and Assurance 
Standards Board.  Divergence from international auditing standards may not serve to enhance 
audit quality, and may impede convergence of standards which is viewed as important for 
users to gain the benefit of a globally accepted set of standards.

Effective Date
We believe the effective date provided in the Proposed Standard should be changed.  The 
effective date proposed is for engagement reports issued on or after December 15, 2008.  A final 
standard would likely not be effective until some time in the second half of 2008.  Most issuer 
audit engagements will have substantial services performed prior to a final standard becoming 
effective.  The changed responsibilities of the engagement quality reviewer would be in effect 
for services already rendered, and the review timing desirable under the Proposed Standard 
would not be operable.  Firms will also need time to implement the new requirements, 
including training, review of and potentially changing assignment of engagement quality 
reviewers to be compliant with new requirements.  We suggest that the effective date be for 
periods beginning on or after six months after a final standard is approved by the SEC, and in 
no event sooner than for fiscal years beginning on or after January 1, 2009.

* * * * * * * * * * * *

Crowe Chizek and Company LLC supports the Board’s efforts to improve its auditing 
standards with the objective of furthering the public interest.  We hope that our comments and
observations will assist the Board in its consideration of the Proposed Standard.  We would be 
pleased to discuss our comments with members of the Public Company Accounting Oversight 
Board or its staff.  If you have any questions on our comments, please contact Wes Williams.

Cordially,

Crowe Chizek and Company LLC



Appendix

This Appendix provides responses to specific questions included in the Proposed Standard.

A. Engagements for Which an Engagement Quality Review Is Required
1. The proposed standard does not explicitly state an overall objective of an engagement quality review. 
Should this standard state such an objective?  If so, what should be included in the objective?

Yes.  The Proposed Standard does not contain a clear objective that articulates the purposes of 
the engagement quality review.  An objective is essential, and consistent with principles based 
standard setting.  Without a clearly stated objective of the purpose of the review, the 
consistency of review which is desirable may not be obtained.  A stated objective will give 
reviewers guidance to assist in understanding and accomplishing the requirements.  We believe 
that any final standard should include an objective which acts as a framework to conduct the
review required by the standard.  The framework for the objective should include the 
importance of using professional judgment in deciding what to review and the extent of review.

2. Should an engagement quality review be required for all engagements performed in accordance with 
the standards of the PCAOB?  If not, when should an engagement quality review be required?

No. Engagement quality reviews should be required for annual audits of financial statements 
and internal control over financial reporting.  We do not believe that engagement quality review 
of reviews of interim information is warranted, given the cost of that review compared to the 
likely benefit.  The availability of consultation between the engagement team and the 
engagement quality reviewer on significant matters or matters identified that raise the risk of 
material misstatement is sufficient for reviews of interim information.

Firm policy can require or suggest engagement quality review for any engagement where the 
judgment of the firm and/or engagement team deems that a review would add quality and 
value to the engagement.  This is consistent with the risk associated with engagements and the 
needs of users.  Our letter also addresses this matter.

B. Qualifications of the Engagement Quality Reviewer

3. Are the qualifications of an engagement quality reviewer appropriately described in the proposed 
standard? If not, how should they be revised?

The qualifications are appropriated described.  We agree with the Board that engagement 
quality reviews do not always require a partner or equity owner, and that others may be well 
qualified to perform the reviews.  However, we recommend that the reference in paragraph 2 to 
“another individual in the firm” be amplified to make clear that engagement quality reviews 
can be performed by non-partner level personnel that meet the qualifications provided in the 
Proposed Standard.

4. Should the proposed standard allow the engagement team to consult with the engagement quality 
reviewer during the engagement?  Would such consultation impair the reviewer's objectivity?

Yes.  Consultation between the engagement team and the engagement quality reviewer should 
not only be allowed but should be encouraged.  This can only lead to improvement in the 



quality of the audit.  Typical consultations would not impair the reviewer’s objectivity.  
Consultations could be informal dialogue as well as formally documented matters.

C. The Engagement Quality Review Process

5. Are the descriptions of the scope and extent of engagement quality review procedures contained in the 
proposed standard appropriate?  If not, how should they be changed?

No.  Many of the requirements specified require the reviewer to “evaluate” judgments and 
decisions made by the engagement team, and to make “determinations”.  The requirements are 
so expansive that reviewers may conclude that they need to re-perform judgments that the 
engagement team and/or the engagement partner have made.  Further, some of the required 
procedures are essentially a compliance check on parts of the audit, such as being sure that 
required communications were performed.  Our letter also addresses this matter.

6.  Is the risk-based approach to the engagement quality review described by the proposed standard 
sufficient to identify significant engagement problems?  If not, how should the proposed standard be 
changed?

The risk-based approach is an appropriate method to conduct an engagement quality review.  
The difficulty in the requirement of the Proposed Standard is that the approach prescribed 
requires all the procedures required by paragraphs 7 and 8, which procedures require the 
reviewer to re-perform judgments already made by the engagement team as described in the 
response to Question #5.

2. Review of Engagement Documentation

7.  Are the proposed requirements for the review of the engagement team's documentation appropriate?  If 
not, how should they be changed?

No. The engagement quality reviewer should not be responsible for determining if the 
engagement team has complied with AS 3.

The requirement in paragraph 10. c. that the engagement documentation “Supports the 
conclusions reached by the engagement team” may drive reviewers to review all audit 
documentation for significant risk areas, so they can provide the required positive assurance on 
that reviewed area.  This level of review and assurance is greater than an engagement quality 
review should encompass.

3. Timing of the Review

8. Is the description of the timing of the engagement quality review, as proposed, appropriate?  If not, 
how should it be changed?

Yes



D. Concurring Approval of Issuance

9. Is the standard for the engagement quality reviewer's concurring approval of issuance appropriate?  If 
not, how should it be changed?

No. The standard of “know, or should know” is not appropriate.  “Should know” relates to 
matters unknown to the reviewer.  This is the most problematic provision in the Proposed 
Standard.  The final standard should provide that the reviewer’s conclusion to approve issuance 
of a report be based on negative assurance after completing the procedures and scope of review 
required by the standard. Our letter also addresses this matter, and we do not repeat those 
comments here.

The Proposed Standard uses a concept of “concurring approval of issuance” in paragraphs 12 
and 13, which is derived from The Sarbanes-Oxley Act provision that the reviewer express 
“concurring approval of its [the report] issuance.”  We agree that audit reports subject to 
engagement quality review should not be issued until the engagement quality review is 
completed and documented, and that the reviewer should have the authority to perform the 
extent of procedures deemed necessary and not provide concurrence until they are satisfied that 
the report should be issued.  However, we do not believe this should result in the engagement 
quality reviewer having a position equivalent to the engagement partner in approving the 
issuance of a report.  Any final standard should be clear that the responsibility for determining 
whether the engagement is complete, which would include documentation of the engagement 
quality reviewer’s concurring approval for issuance, and that a report may be issued, should be 
the engagement partner’s alone.

E.  Documentation of an Engagement Quality Review

10. Are the documentation requirements for an engagement quality review appropriate? If not, how 
should they be changed?

The documentation requirements in paragraph 14 appear appropriate.  The requirement for 
contemporaneous documentation of “When the review procedures were performed” will 
present challenges in application as the review requirements of the Proposed Standard will 
need to be performed multiple times, and perhaps continuously, throughout the period.

Paragraph 15 is not needed as it is a reminder that the audit documentation required by this 
standard would need to be retained like any other audit documentation.  We do not believe 
repeating requirements of existing standards in new standards is helpful or adds clarity.

12. Should the proposed standard require documentation of the engagement quality review to comply 
with other provisions contained in AS No. 3? If so, which provisions should be applicable?

No.



 

 

 
 
 
 
 
 
May 12, 2008 
 
Office of the Secretary 
Public Company Accounting Oversight Board 
1666 K Street, N.W. 
Washington, D.C. 20006-2803 
 
RE:  PCAOB Release 2008-002, Rulemaking Docket Matter No. 025 – Proposed Auditing Standard – 

Engagement Quality Review and Conforming Amendment to the Board’s Interim Quality 
Control Standards 

 
 
McGladrey & Pullen, LLP is pleased to submit written comments on the proposed auditing standard, 
Engagement Quality Review and Conforming Amendment to the Board’s Interim Quality Control Standards.  
McGladrey & Pullen, LLP is a registered public accounting firm serving middle-market issuers. 
 
McGladrey & Pullen, LLP supports the issuance of an engagement quality review standard that more 
clearly articulates the standards for performing an engagement quality review.  However, we do have some 
concerns with specific aspects of the proposed standard as set forth in our responses to the questions 
posed in Release 2008-002 and in our other comments which follow. 

Engagements for Which an Engagement Quality Review Is Required 
 
1. The proposed standard does not explicitly state an overall objective of an engagement quality 

review.  Should this standard state such an objective? If so, what should be included in the 
objective? 

 
 We believe the standard should state an overall objective of the engagement quality review.  We 

suggest the following overall objective: 
 
 “The objective of an engagement quality review is to provide an objective evaluation of the significant 

judgments made by the engagement team in (a) assessing the significant risks of material 
misstatement, (b) identifying and performing procedures that were responsive to those risks, (c) 
evaluating the adequacy of the audit documentation with respect to such risks, and (d) concluding on 
whether the results of the procedures support the engagement team’s overall conclusions; and, to 
provide concurring approval of the engagement report prior to its issuance.”    

 

McGladrey & Pullen LLP 
Third Floor 
3600 American Blvd West 
Bloomington, MN  55431 
O 952.835.9930  
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2. Should an engagement quality review be required for all engagements performed in accordance 
with the standards of the PCAOB? If not, when should an engagement quality review be 
required? 

 
We believe that an engagement quality review should be required for all engagements performed in 
accordance with the auditing standards of the PCAOB.  We are concerned, however, that because the 
proposed standard is written in the context of an audit of the financial statements or an audit of internal 
control over financial reporting that is integrated with an audit of the financial statements, it is not 
readily adaptable to certain engagements, such as those performed in accordance with AU 622, 634 
and 722. 
 

Qualifications of the Engagement Quality Reviewer 
 
3. Are the qualifications of an engagement quality reviewer appropriately described in the 

proposed standard? If not, how should they be revised? 
 
 We believe that the qualifications of an engagement quality reviewer are appropriately described in the 

proposed standard.  We note that the proposing release appropriately indicates that the engagement 
quality reviewer may seek assistance from others to supplement his or her own expertise and 
experience or where needed to complete the review in a timely basis.  We suggest that similar 
language be included in the standard itself. 

 
4. Should the proposed standard allow the engagement team to consult with the engagement 

quality reviewer during the engagement?  Would such consultation impair the reviewer’s 
objectivity? 

 
We believe the engagement team should be allowed to consult with the engagement quality reviewer 
during the engagement and that such consultation would not impair the reviewer’s objectivity provided 
the engagement team first analyzed and appropriately documented the relevant facts, circumstances 
and professional standards, and the engagement team’s conclusions with respect to the subject matter 
of the consultation. 
 

The Engagement Quality Review Process 
 
Scope of Review 
 
5. Are the descriptions of the scope and extent of engagement quality review procedures 

contained in the proposed standard appropriate?  If not, how should they be changed? 
 

We believe the scope and extent of the procedures set forth in paragraphs 7-10 of the proposed 
standard are generally appropriate.  However, see our recommendations for modification of paragraphs 
7-10 of the proposed standard set forth below, which we believe would appropriately distinguish the 
engagement quality reviewer’s responsibilities from those of the engagement team. 
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6. Is the risk-based approach to the engagement quality review described by the proposed 
standard sufficient to identify significant engagement problems?  If not, how should the 
proposed standard be changed? 

 
We support the use of a risk based approach to the performance of the engagement quality review, 
however, we believe the focus of the risk assessment should be on the significant risks of material 
misstatement rather than on the risk that the engagement team failed to obtain sufficient competent 
evidence or reached an inappropriate conclusion because there is no generally accepted risk model 
against which to evaluate that risk.  See our recommendations for modification of paragraphs 7-10 of 
the proposed standard set forth below. 

 
Review of Engagement Documentation 
 
7. Are the proposed requirements for the review of the engagement team’s documentation 

appropriate? If not, how should they be changed? 
 

We believe the engagement quality reviewer should have the responsibility to assess the adequacy of 
the audit documentation with respect to the areas reviewed, but we have recommended modifications 
to paragraph 10 of the proposed standard, as set forth below. 

 
Timing of the Review 
 
8. Is the description of the timing of the engagement quality review, as proposed, appropriate?  If 

not, how should it be changed? 
 

We believe the requirements for the timing of the engagement quality review, as set forth in paragraph 
11 of the proposed standard, are appropriate. 

 
Concurring Approval of Issuance 
 
9. Is the standard for the engagement quality reviewer’s concurring approval of issuance 

appropriate?  If not, how should it be changed? 
 

We believe the “know or should have known” standard, as set forth in paragraph 12 of the proposed 
standard is very problematic and that a better approach would be to establish a requirement that would 
preclude concurrence with issuance if the engagement quality reviewer “has not performed” the review 
in accordance with the requirements of the standard or, based on his or her review, the reviewer 
“knows” that the engagement team has failed to obtain sufficient competent evidence to support the 
engagement report or that the engagement report proposed to be issued by the firm is inappropriate.  
See our recommendations for modification of paragraph 12 of the proposed standard set forth below. 
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Documentation of an Engagement Quality Review 
 
10. Are the documentation requirements for an engagement quality review appropriate?  If not, how 

should they be changed? 
 

The documentation standards set forth in paragraph 14 of the proposed standard are generally 
appropriate; however, see our recommended modifications to those requirements set forth below.  

 
12. Should the proposed standard require documentation of the engagement quality review to 

comply with other provisions contained in AS No. 3?  If so, which provisions should be 
applicable? 

 
We believe there are no provisions of AS No. 3 not set forth in paragraph 14 of the proposed standard 
that would be applicable to the documentation of the engagement quality review. 

 
Recommendations for Modifications to Specific Paragraphs of the Proposed Standard 

Paragraph 7 

7. The engagement quality review should include an evaluation of the significant 
judgments made by the engagement team and the significant conclusions 
reached by the engagement team in forming the overall conclusion on in 
conducting the engagement and in preparing the engagement report, if a report is 
to be issued. To identify and evaluate the significant judgments and conclusions, 
the engagement quality review should include discussions with the person with 
overall responsibility for the engagement, discussions with other members of the 
engagement team as deemed necessary by the reviewer, and other procedures, as 
described in paragraphs 8 and 9.  
 

Paragraph 8 
 
8. As part of performing the engagement quality review, the engagement quality 
reviewer should:  
 
a. Read the engagement acceptance or continuance documentation and make 

inquiries of the engagement team to Oobtain an understanding of the firm's 
recent engagement experience with the company and risks identified in 
connection with the firm's client acceptance and retention process. 

 
b. Read the engagement planning documentation, make inquiries of the 

engagement team and perform other procedures as deemed necessary by 
the reviewer to Oobtain an understanding of the company's business, 
significant activities during the current year, and significant financial 
reporting issues and risks of material misstatement.  

 
c. Review the engagement team's documentation of its evaluation of the 

firm's independence in relation to the engagement. 
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d. Evaluate engagement planning, including (1) the judgments made about 
materiality and the effect of those judgments on the engagement strategy 
and (2) the identification of significant risks of material misstatement, 
including fraud risks, and (3) the plan for and performance of engagement 
procedures in response to those risks. 

 
e. Evaluate judgments made about (1) the materiality and disposition of 

corrected and uncorrected identified misstatements and (2) the severity 
and disposition of identified control deficiencies. 

 
f. Read the documentation of consultations that have taken place on difficult 

or contentious matters.   Determine if Evaluate whether appropriate 
consultations have taken place on difficult or contentious matters that were 
subject to the engagement quality review procedures. Review the 
documentation, including conclusions, of such consultations. 

 
g. Read the financial statements, management's report on internal control 

over financial reporting, or other information that is the subject of the 
engagement and the engagement report (if an engagement report is to be 
issued) for the period covered by the engagement and for the prior 
comparative periods presented. 

 
h. Read other information in documents containing financial statements that 

are the subject of the engagement to be filed with the SEC and evaluate 
whether the engagement team has taken appropriate action with respect to 
material inconsistencies with the financial statements or material 
misstatements of fact of which the engagement quality reviewer is aware. 

 
i. Determine if Evaluate whether appropriate matters that were subject to the 

engagement quality review procedures have been communicated, or 
identified for communication to the audit committee, management, and 
other parties, such as regulatory bodies. 

 
j. ReviewRead the engagement completion document and confirm with the 

person with overall responsibility for the engagement that there are no 
significant unresolved matters. 

 
Paragraph 9 

 
9. Based on the procedures performed in accordance with paragraphs 7 and 8, 
and other relevant knowledge possessed by the engagement quality reviewer, the 
engagement quality reviewer should assess whether there are significant risks of 
material misstatement areas within the engagement that were not identified by the 
engagement teampose a higher risk that the engagement team has failed to obtain 
sufficient competent evidence or reached an inappropriate conclusion.  For the 
areas that pose any such risks, the engagement quality reviewer should evaluate 
whether the engagement team performed procedures that were responsive to the 
assessed risks, the judgments made by the engagement team were reasonable in 
the circumstances and the results of the procedures support the engagement 
team’s overall conclusion.  
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Paragraph 10 
 

10. Evaluate Engagement Documentation.  The reviewer should evaluate whether 
the engagement documentation of the matters that were subject to the 
engagement quality review procedures –  
 
a. Is appropriate in the circumstances and consistent with the requirements 

of PCAOB Auditing Standard No. 3, Audit Documentation (AS No. 3),  

b. Indicates that the engagement team responded appropriately to matters 
that present a significant risk of material misstatement, and  

c. Supports the conclusions reached by the engagement team with respect to 
the matters reviewed and the conclusions and representations in the 
engagement report with respect to the matters reviewed. 

 
Paragraph 12 

 
12. The engagement quality reviewer must not provide concurring approval of 
issuance if  he or she has not completed the engagement quality review in 
accordance with the requirements of this standard, or knows, or should know 
based upon the requirements of this standard, that (1) the engagement team failed 
to obtain sufficient competent evidence in accordance with the standards of the 
PCAOB, (2) the engagement team reached an inappropriate overall conclusion on 
the subject matter of the engagement, (3) the firm's report, if a report is to be 
issued, is not appropriate in the circumstances, or (4) the firm is not independent 
of its client. 
 

Paragraph 14 

14. Documentation of an engagement quality review should be included in the 
engagement documentation and should include information concerning: 

a. Who performed the engagement quality review, 

b. The areas of the engagement subject to the engagement quality review,  

c. Evidence that Tthe procedures required by paragraphs 7-10 of this 
standard were performed by the engagement quality reviewer, 

d. When the review procedures were performedcompleted, 

e. The results of the review proceduresWhether the engagement quality 
reviewer concurs with significant judgments made by the engagement 
team in the areas subject to the engagement quality review procedures, 
and 

f. Whether the engagement quality reviewer provided concurring approval of 
issuance. 
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Other Comments 

Effective Date 

As proposed, the standard would be effective for engagement reports issued (or the communication of an 
engagement conclusion, if no report is to be issued) on or after December 15, 2008.  We are concerned 
that the proposed effective date would not permit sufficient time for registered public accounting firms to 
implement the new engagement quality review requirements.   We also believe that the effective date 
should be linked to the beginning of an engagement period.  By linking the effective date to the beginning of 
the engagement period rather than the report issuance date, the new requirements would (1) be known and 
anticipated as of the beginning of the engagement period, (2) allow the assigned engagement quality 
reviewer to comply with the requirements throughout engagement planning and execution, and (3) be in 
place for each quarterly review conducted under AU section 722, Interim Financial Information.  In this 
manner, adoption of the new standard would be more effective and efficient. 
 
The effective date should provide all registered public accounting firms with sufficient time to (1) adopt 
policies and procedures consistent with the new standard, (2) train their personnel in the requirements of 
the new standard, and (3) assign qualified engagement quality reviewers consistent with their system of 
quality control.  Accordingly, we recommend that the PCAOB should delay the effective date to annual 
periods beginning no earlier than twelve months after SEC approval of the final standard.  
 
Closing 
 
Thank you for the opportunity to comment on this proposed standard.  Questions concerning our comments 
should be directed to Bruce Webb, Executive Partner – National Office of Audit and Accounting 
(515.281.9240) or Scott Pohlman, SEC Coordinator (952.921.7734). 
 
Very truly yours, 
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United States Government Accountability Office

Washington, DC  20548 

 

May 12, 2008 
 
Office of the Secretary 
Public Company Accounting Oversight Board 
1666 K Street, NW 
Washington, DC 20006-2803 
 
Subject: PCAOB Rulemaking Docket Matter No. 025: PCAOB Release No. 2008-002, 
Proposed Auditing Standard -- Engagement Quality Review and Conforming Amendment 
to the Board's Interim Quality Control Standards 
 
This letter provides the U.S. Government Accountability Office’s (GAO) comments on 
the Public Company Accounting Oversight Board's (PCAOB) proposed new auditing 
standard on Engagement Quality Review.    
 
We appreciate the PCAOB's efforts to establish auditing standards on engagement quality 
review for registered companies and agree that this process is a critical element of an 
entity’s quality control system.  However, for reasons that we cite below, we believe that 
the public interest would be better served if the PCAOB adopted the engagement quality 
review standard included in proposed International Standard on Quality Control (ISQC) 
No. 1 (Redrafted), Quality Control for Firms that Perform Audits and Reviews of 

Financial Statements, and Other Assurance and Related Services Engagements, or 
recently adopted Statement of Quality Control Standards (SQCS) No. 7, A Firm's System 

of Quality Control. 
 
As we’ve stated in previous comment letters on proposed PCAOB standards, we strongly 
believe auditing standard setters should work together to achieve core auditing 
standards that are universally accepted.  Where there is a clear and compelling reason, 
the individual standard-setting bodies should develop additional standards necessary to 
meet the needs of their respective constituencies.  The nature of any differences from 
core auditing standards and the basis for the differences also should be communicated.  
For instance, GAO’s Government Auditing Standards uses the same core field work and 
reporting standards as the AICPA’s Auditing Standards Board (ASB) and supplements 
them with additional standards to satisfy the unique accountability needs of government 
entities.   
 
The PCAOB has proposed a standard that diverges in overall approach as well as in 
certain details from ISQC No. 1 and SQCS No. 7, which were subject to due process and 
will be used by audit organizations globally.  The PCAOB’s decision to issue an 
engagement quality review standard that differs from these standards will create 
inconsistencies in core standards that may increase audit costs and lead to potential 
confusion and misapplication of the standards.   



 

 
 
Instead of issuing a new standard on engagement quality review, we believe the PCAOB 
should amend its interim standards to incorporate the ISQC No. 1 or SQCS No. 7.  Both 
standards include requirements and guidance on engagement quality review.  By 
amending the interim standards, the PCAOB need only address any additional 
requirements or differences from the interim standards that the Board believes are 
necessary, thereby focusing auditor attention on the incremental differences between the 
PCAOB standard and those of the other standard-setting bodies.   
  
Enclosure 1 to this letter contains our views on the specified questions in the release that 
accompanied the proposed auditing standard.  
 
We thank you for considering our comments on this very important issue. 

 
Sincerely yours,  

 
McCoy Williams 
Managing Director 
Financial Management and Assurance 
 
Enclosures 
 
cc: 
The Honorable Christopher Cox, Chairman 
Securities and Exchange Commission 
 
The Honorable Mark W. Olson, Chairman 
Public Company Accounting Oversight Board 
 
Mr. Harold Monk, Jr., Chair 
Auditing Standards Board 
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Enclosure 1 
 

GAO's Response to Specific Questions in  
PCAOB Rulemaking Docket Matter No. 025 and Other Related Comments

 

Question 1:  The proposed standard does not explicitly state an overall 

objective of an engagement quality review. Should this standard state such an 

objective? If so, what should be included in the objective?  

 

ISQC No. 1 and SQCS No. 7 do not explicitly state an overall objective of an engagement 
quality review.  However, such an objective could be developed based on the definition 
of engagement quality review in ISQC No. 1, paragraph 12(c) and SQCS No. 7, paragraph 
5(d), such as the following: 
 

The objective of an engagement quality review is to provide an unbiased 
evaluation, before the date of the report, of the engagement team's significant 
judgments and the conclusions they reached in formulating the report.  

 
 
Question 2:  Should an engagement quality review be required for all 

engagements performed in accordance with the standards of the PCAOB? If not, 

when should an engagement quality review be performed? 

 
We agree that an engagement quality review and concurring approval of issuance should 
be required for audits of all registered companies.  This is consistent with paragraph 
41(a) of ISQC No. 1, which requires an engagement quality review for all audits of 
financial statements of listed entities. 
 

 

Question 3:  Are the qualifications of an engagement quality reviewer 

appropriately described in the proposed standard? If not, how should they be 

revised?  

 

Paragraphs 46-48 and A42-A47 of ISQC No. 1 and paragraphs 92-98 of SQCS No. 7 include 
appropriate standards and guidelines on criteria for the eligibility of engagement quality 
control reviewers. 
 

 
Question 4:  Should the proposed standard allow the engagement team to 

consult with the engagement quality reviewer during the engagement? Would 

such consultation impair the reviewer's objectivity? 

 
Paragraphs 46(b), 47-48, A43, and A44 of ISQC No. 1 and paragraphs 96-98of SQCS No. 7 
include appropriate standards and guidelines on the extent to which it may be 
appropriate for an engagement team to consult with the engagement quality reviewer 
during the engagement, as well as requirements and guidance to follow if the reviewer’s 
objectivity becomes impaired. 

 Page 3 



 

Question 5. Are the descriptions of the scope and extent of engagement quality 

review procedures contained in the proposed standard appropriate? If not, how 

should they be changed?  

 

Question 6. Is the risk-based approach to the engagement quality review 

described by the proposed standard sufficient to identify significant 

engagement problems? If not, how should the proposed standard be changed?  

 

We support adopting a risk-based approach to the engagement quality review process 
and believe that any new audit standards should balance the desire to improve audit 
quality and value against the danger of becoming overly prescriptive.  
 
The principles-based approach in proposed ISQC No. 1, paragraphs 43-45, A38 and A40, 
and in SQCS No. 7, paragraphs 85-91, broadly describe the nature, timing, and extent of 
the engagement quality control review procedures. Both of these standards allow the 
reviewer to identify documents for review based on audit risk and the nature of the 
engagement.    
 
 
Question 7:  Are the proposed requirements for the review of the engagement 

team's documentation appropriate? If not, how should they be changed?  
 
Paragraphs 44-45, A38, and A41 of ISQC No. 1 and paragraphs 87-88 of SQCS No. 7 
include appropriate standards and guidance for the review of the engagement team’s 
documentation. 
 
 
Question 8:  Is the description of the timing of the engagement quality review, 

as proposed, appropriate? If not, how should it be changed? 

 

Paragraphs A39 of ISQC No. 1 and paragraph 90 of SQCS No. 7 provide appropriate 
guidance on the importance of conducting the engagement quality control review in a 
timely manner at appropriate stages during the engagement. 
 

 

Question 9:  Is the standard for the engagement quality reviewer's concurring 

approval of issuance appropriate? If not, how should it be changed?  

 

We support the provisions of SQCS No. 7, paragraph 81, which requires “…that the 
[engagement quality control] review be completed before the report is released.”  
Statement of Auditing Standard No. 103, Audit Documentation, defines the report 
release date as “the date the auditor grants the entity permission to use the auditor’s 
report in connection with the financial statements.”  Alternatively, ISQC No. 1, paragraph 
49(b) requires the engagement quality control to be “completed before the date of the 
[auditor’s] report.” 
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Question 10:  Are the documentation requirements for an engagement quality 

review appropriate? If not, how should they be changed?  

 
Question 12:  Should the proposed standard require documentation of the 

engagement quality review to comply with other provisions contained in AS No. 

3? If so, which provisions should be applicable?  

 

We support the provisions of paragraph 99 of SQCS No. 7, which requires firms to 
establish documentation policies and procedures for engagement quality control 
reviews, “including documentation that 
  
 a.  The procedures required by the firm’s policies on engagement quality control  
       review have been performed; 
 b.  The engagement quality control review has been completed before the report is 
       released; and 
 c.  The reviewer is not aware of any unresolved matters that would cause the    
       reviewer to believe that the significant judgments the engagement team made    
       and the conclusions they reached were not appropriate.” 
 
The documentation requirement in ISQC No. 1, paragraph 49 is essentially the same as 
SQCS No. 7 except for the provision for documentation policies and procedures to 
require that “the engagement quality control review has been completed before the date 
of the [auditor’s] report.” 
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Donald G. DeBuck 
Vice President and Chief Financial Officer 
 
 
 
May 12, 2008 
 
 
Office of the Secretary  
Public Company Accounting Oversight Board 
1666 K Street, N.W., 9TH Floor 
Washington, DC 20006-2803 
 
Re: PCAOB Rulemaking Docket Matter No. 25, “Proposed Auditing Standard –
Engagement Quality Review and Conforming Amendment to the Board’s 
Interim Quality Control Standards”  
 
    

FILED ELECTRONICALLY (comments@pcaobus.org) 
 

 Dear Board Members and Staff, 
 
Thank you for the opportunity to comment on the Public Company Accounting 
Oversight Board’s (the “Board”) proposed rule, “Proposed Auditing Standard – 
Engagement Quality and Conforming Amendment to the Board’s Interim Quality 
Control Standards” Release No. 2008-002 (the “Proposed Standard”), which was 
issued February 26, 2008.  We commend the Board on its comprehensive efforts to 
involve all relevant constituencies in formulating this auditing standard. 
   
We have supported the efforts of the President, Congress and the Securities and 
Exchange Commission to enhance investor confidence in the integrity of our financial 
reporting system.  Accurate and reliable financial information is fundamental to 
investor confidence, and quality audits are an essential component of the US financial 
reporting system.  As a result, auditing standards which address audit quality are 
critical to high standards for audits of public companies and sustaining the 
improvements to the financial reporting system in the United States realized through 
the regulatory refinements enacted under Sarbanes-Oxley.     
 
While the Proposed Standard may help improve audit quality, it is only one of several 
ways through which audit quality is achieved and it is important to maintain the 
proper balance between the cost of these measures and resulting benefits.  We are 
gravely concerned the Proposed Standard, in fact, will result in unintended 
consequences and significant costs, wholly disproportionate to the resulting benefits.  
Accordingly, we think the Board should use every possible means to mitigate the cost 
of these measures to registrants and, ultimately, investors. 
 

• We are greatly troubled by what appears to be a fundamental change in the 
level of assurance expected to be achieved from the engagement quality 
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review, one which we believe is inherently inconsistent with the essential 
nature of the concurring review process.  
  

• We have significant concerns regarding the exhaustive scope of required 
procedures which must be performed by the engagement quality reviewer and 
the prohibitively high cost of these audit procedures without commensurate 
benefits. 

 
• We also believe the desired level of assurance, scope of procedures and 

documentation required under the Proposed Standard could significantly 
impact the timing of the final stages of an audit which could adversely impact 
the timeliness of issuer filings.   

   
• Finally, we think the issues requiring reconsideration are so significant and 

pervasive that we suggest the Board reissue the Proposed Standard upon 
revision for further public comment to give adequate consideration to the 
viewpoints of all affected constituencies. 

   
We have provided further information regarding these concerns, as well as other 
significant comments, concerns and suggestions, in the following paragraphs.  We 
also have included detailed responses in Exhibit I to the specific questions for which 
the Board is seeking comment.    
 
Engagement Quality Review: Level of Assurance 
 
We are greatly troubled by what appears to be a fundamental change in the level of 
assurance expected to be achieved from the engagement quality review, one which 
we believe is inherently inconsistent with the essential nature of the concurring 
review process.  Under the PCAOB Interim Standards, concurring review procedures 
are designed to enable the reviewing partner to express negative assurance.  This 
requires the reviewing partner to deny his concurrence if, in the course of his 
procedures, he concludes that any matters have come to his attention which would 
cause him to believe the audit had not been performed in accordance with the audit 
standards of the PCAOB or the financial statements had not been prepared in 
conformity with generally accepted accounting principles.   
 
The Proposed Standard attempts to increase the level of assurance by applying what 
is more nearly a legal standard but one which is not practicable.  The Proposed 
Standard would require the reviewer to deny his concurring approval of issuance of 
the report if he knows or should have known “(1) the engagement team failed to 
obtain sufficient competent evidence in accordance with the standards of the PCAOB, 
(2) the engagement team reached an overall inappropriate conclusion on the subject 
matter of the engagement, the firm’s report, if a report is to be issued, is not 
appropriate in the circumstances, or the firm is not independent of its client.”  
We do not believe this level of assurance is consistent with the overall objective of a 
concurring review process. 
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Scope of Required Procedures  
 
Procedures required under the Proposed Standard are far more exhaustive than 
practicable or necessary to achieve the necessary assurance.  Review of all high risk 
areas of the engagement for a global client would not only be duplicative but would 
likely not be feasible.  A scope this exhaustive could potentially require a parallel 
global engagement team working directly under the supervision of the quality 
reviewer.  This would not only result in substantial additional cost without 
commensurate benefit but could also significantly and adversely impact audit timing 
and the timeliness of issuer filings with the SEC. 

 
Review of Engagement Documentation 
 
The review of engagement documentation would be substantially more expansive 
than currently required and could, in addition to the scope of procedures, present 
formidable challenges in practice.  We believe the resulting delays and costs would 
greatly exceed the resulting benefit.  We suggest the documentation subject to review 
include memoranda which summarize the relevant engagement matters, such as 
engagement planning; materiality and risks; significant accounting, auditing and 
financial reporting matters; high-risk transactions and balances; summary of 
unadjusted audit differences; management’s report on internal control over financial 
reporting; and audit independence. 
 
Qualifications of the Engagement Quality Reviewer 
 
It is not entirely clear whether the Board intended to raise the level of competency 
required to perform the role of engagement quality reviewer.  The Proposed Standard 
could be interpreted to require that the engagement quality reviewer possess the same 
level of knowledge as the engagement partner.  This would unquestionably result in 
resource constraints, particularly in view of the concurring reviewer rotation 
requirements.  We recommend the Proposed Standard incorporate less prescriptive 
guidance and allow greater professional judgment in determining the necessary 
qualifications for the role. 
 
Independence, Integrity and Objectivity   
 
Strict interpretation of the proposed requirements relating to objectivity could be 
interpreted to imply that: 
 

• The engagement quality reviewer may not consult with specialists used by the 
engagement team as they may not be considered objective. 

 
• These requirements may discourage timely consultation with the engagement 

quality reviewer.   
 

• Existing audit practice management responsibilities, such as the roles of 
professional practice director, partner-in charge of the audit practice within an 
office, or global engagement partner, may be construed as supervising the 
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engagement team and therefore ineligible to function as the engagement 
quality reviewer despite the fact that these practice roles would not appear to 
interfere with their objectivity. 

 
As a consequence we believe further clarification is necessary to avoid the foregoing 
unintended consequences. 
 
Cost Benefit Considerations 

 
We think the costs under the Proposed Standard do not appear to be reasonable in 
relation to the benefits to be achieved.  Based on discussions with representatives of 
national public accounting firms, we believe the full cost of these requirements has 
been greatly underestimated.  In addition to the cost implications, we believe there 
could be fairly serious resource constraints and timing issues.      
 
      
Applicability 

   
The applicability of the Proposed Standard to the auditor’s review of interim financial 
information is not entirely clear since the standard is more nearly framed in the 
context of an audit.  Further clarification of the application of these requirements to 
audit procedures of interim financial information may be beneficial.   
 
In addition, the Board has indicated it intends the Proposed Standard to apply to 
attestation engagements, in addition to audits.  Since attestation engagements are 
governed by the attestation standards, we suggest the Proposed Standard be 
incorporated directly into, and as a part of, the PCAOB attestation standards, in 
addition to inclusion in PCAOB audit standards. 
 
Transition 
 
The Proposed Standard would be effective for reports issued after December 15, 
2008.  We do not believe the proposed transition would afford auditors sufficient time 
to address the process and resource challenges which the Proposed Standard would 
entail, particularly in view of the timing surrounding the public exposure process of 
the PCAOB and SEC.  We recommend these requirements under the Proposed 
Standard be effective for engagements beginning one year after issuance of the 
Proposed Standard. 
 
We thank you for the opportunity to express our views in this letter. If you have any 
questions or would like to further discuss our comments, please feel free to contact 
me at (310) 615-1686. 
 
Sincerely, 
 
 
 
Donald G. DeBuck  
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Chief Financial Officer 
 
cc: 
 
Mr. Mark W. Olson, Chairman 
Mr. Daniel L. Goelzer, Board Member of the PCAOB 
Mr. Bill Gradison. Board Member of the PCAOB 
Mr. Charles D. Niemeier, Board Member of the PCAOB 
Mr. Thomas Ray, Chief Auditor 
 
 



Exhibit 1  
 

 
Response to the Questions Set Forth in PCAOB Release No. 2008-002, “Proposed 

Auditing Standard – Engagement Quality Review” (the “Proposed Standard”)   
 
 
 

1. The proposed standard does not explicitly state an overall objective of an 
engagement quality review.  Should this standard state such an objective?  If so, 
what should be included in the objective? 
 
We believe it would be helpful to include an objective.  In our view, the 
objective should be to provide a reasonable level of assurance the 
engagement team has performed their examination in accordance with 
PCAOB auditing standards, the financial statements have been prepared in 
accordance with generally accepted accounting standards and the audit 
report is appropriate in the circumstances. 
 
We are greatly troubled by what appears to be a fundamental change in the 
level of assurance expected to be achieved from the engagement quality 
review, one which we believe is inherently inconsistent with the essential 
nature of the concurring review process.  Under the PCAOB Interim 
Standards, concurring review procedures are designed to enable the 
reviewing partner to express negative assurance.  This requires the reviewing 
partner to deny his concurrence if, in the course of his procedures, he 
concludes that any matters have come to his attention which would cause him 
to believe the audit had not been performed in accordance with the audit 
standards of the PCAOB or the financial statements had not been prepared 
in conformity with generally accepted accounting principles.   
 
The Proposed Standard attempts to increase the level of assurance by 
applying what is more nearly a legal standard but one which is not 
practicable.  The Proposed Standard would require the reviewer to deny his 
concurring approval of issuance of the report if he knows or should have 
known “(1) the engagement team failed to obtain sufficient competent 
evidence in accordance with the standards of the PCAOB, (2) the 
engagement team reached an overall inappropriate conclusion on the subject 
matter of the engagement, the firm’s report, if a report is to be issued, is not 
appropriate in the circumstances, or the firm is not independent of its client.”  
We do not believe this level of assurance is consistent with the overall 
objective of a concurring review process. 

 
2. Should an engagement quality be required for all engagements performed in 

accordance with the standards of the PCAOB?  If not, when should an 
engagement quality review be required? 



 
We think the engagement quality review should be required for all 
engagements subject to PCAOB auditing or attestation standards. 

 
3. Are the qualifications of an engagement quality reviewer appropriately described 

in the proposed statement?  If not, how should they be revised? 
 
It is not entirely clear whether the Board intended to raise the level of 
competency required to perform the role of engagement quality reviewer.  
The Proposed Standard could be interpreted to require that the engagement 
quality reviewer possess the same level of knowledge as the engagement 
partner.  This would unquestionably result in resource constraints, 
particularly in view of the concurring reviewer rotation requirements.  We 
recommend the Proposed Standard incorporate less prescriptive guidance 
and allow greater professional judgment in determining the necessary 
qualifications for the role. 
 

 
4. Should the proposed standard allow the engagement team to consult with the 

engagement quality reviewer during the engagement?  Would such consultation 
impair the reviewer’s objectivity? 
 
We feel it is critical for the engagement team to confer timely with the 
engagement quality reviewer as matters arise throughout the course of the 
audit to facilitate expeditious conclusion of the audit, as well as timely issuer 
filings with the SEC.  We believe such consultation contributes to the quality 
of the audit and does not in any way compromise their objectivity.   

 
5. Are the description of the scope and the extent of the engagement quality review 

procedures contained in the proposed standards appropriate?  If not, how should 
they be changed? 
 
Procedures required under the Proposed Standard are far more exhaustive 
than practicable or necessary to achieve the necessary assurance.  Review of 
all high risk areas of the engagement for a global client would not only be 
duplicative but would likely not be feasible.  A scope this exhaustive could 
potentially require a parallel global engagement team working directly under 
the supervision of the quality reviewer.  This would not only result in 
substantial additional cost without commensurate benefit but could also 
significantly and adversely impact audit timing and the timeliness of issuer 
filings with the SEC. 
 

 
6. Is the risk-based approach to the engagement quality review described by the 

proposed standard sufficient to identify significant engagement problems?  If not, 
how should the proposed standard be changed? 



 
We support a risk-based approach but feel the scope of procedures under the 
Proposed Standard is overly broad, burdensome and unnecessary to achieve 
the objective of the engagement quality review.  

 
7. Are the proposed requirements for the review of the engagement team’s 

documentation appropriate?  If not, how should they be changed? 
 

The review of engagement documentation would be substantially more expansive 
than currently required and could, in addition to the scope of procedures, present 
formidable challenges in practice.  We believe the resulting delays and costs would 
greatly exceed the resulting benefit.  We suggest the documentation subject to 
review include memoranda which summarize the relevant engagement matters, 
such as engagement planning; materiality and risks; significant accounting, auditing 
and financial reporting matters; high-risk transactions and balances; summary of 
unadjusted audit differences; management’s report on internal control over 
financial reporting; and audit independence. 

  
 

8. Is the description of the timing of the engagement quality review, as proposed, 
appropriate?  If not, how should it be changed? 

 
We concur with the proposed timing of the engagement quality review. 
 

9. Is the standard for the engagement quality reviewer’s concurring approval of 
issuance appropriate?  If not, how should it be changed? 
 
As mentioned in our response to Question 1 above, we strongly feel a 
negative assurance standard would be more appropriate to the objectives of 
the engagement quality review process. 

 
10. Are the documentation requirements for an engagement quality review 

appropriate?  If not, how should they be changed? 
 
We think the guidance regarding documentation of the engagement quality 
review is not sufficiently clear and could potentially result in significant 
duplication of documentation prepared by the engagement team.  This could 
further exacerbate potential issues surrounding audit timing and timeliness 
of issuer filings with the SEC mentioned in our response to Question 5 
regarding the overly broad scope and extent of engagement quality review 
procedures.  

 
11. Should the proposed standard require documentation of the engagement quality 

review to comply with other provisions contained in AS No. 3?  If so, which 
provisions would be appropriate? 
 



We think documentation of the engagement quality review should generally 
be subject to the same documentation principles generally applicable to the 
balance of the audit.  However, we feel clarification may be necessary to 
avoid duplication. 

 



 
 
1 MetLife Plaza, 
27-01 Queens Plaza North 
Long Island City, NY 11101 
 

Joseph J.  Prochaska, Jr 
Executive Vice President 
Finance Operations and Chief 
Accounting Officer  

 
 
 
Attention: Office of the Secretary 
Public Company Accounting Oversight Board 
1666 K Street, N.W. 
Washington, D.C.  2006-2803 
 
 
Re: PCAOB Rulemaking Docket 025 
 
To whom it may concern: 
 
MetLife, Inc. (“MetLife”) appreciates the opportunity to comment on the Public 
Company Accounting Oversight Board’s (the “Board”) Proposed Auditing Standard, 
Engagement Quality Review.  We support the Board’s objective of enhancing the 
quality of financial statement audits as the quality of such audits is a critical element 
in establishing a basis for investor reliance. 
 
In general, we strongly support any change to the Board’s standards which would 
improve the quality and reliability of our audit reports.  We are a strong advocate of 
the use of a principles-based approach. However, it appears to us that the proposed 
guidance seems to be more rules-based and provides extensive detail and structure 
that limits an accounting firm’s ability to adapt the requirements of this guidance to 
the specific needs of an audit engagement.  MetLife believes that there should be 
sufficient guidance for the principles to be understandable, operational and capable 
of being applied consistently in similar situations.  The implementation of this rules-
based guidance may require independent auditors to significantly change their 
current process and that would result in increased administrative costs, which will 
eventually be borne by the company and our shareholders, while potentially adding 
minimal value to the underlying quality of the audit.  We think this would be contrary 
to the Board’s stated intent to complete work “without imposing unnecessary costs.” 
 
We believe this proposed approach is a significant departure from the requirement 
currently in place, which allows the concurring partner to issue a conclusion if “no 
matters have come to his or her attention” that would cause the partner to believe 
that the audit was not in  accordance with PCAOB standards or in conformity with 
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GAAP.  This new proposal prohibits the concurring partner from providing approval if 
he or she “knows or should know” of an issue or a conclusion that was not in 
accordance with PCAOB standards or in conformity with GAAP.   This changes the 
basis of concurring opinion from “negative assurance” to “positive assurance,” and 
while the Board acknowledges that a concurring review “should not perform 
procedures amounting to a re-audit,” including the phrase “should know” implies a 
duty to review a vast amount of audit evidence at his/her disposal.  The breadth of 
evidence at the concurring teams’ disposal includes all documentation of the 
engagement and could effectively lead to an unnecessary re-audit at a significant 
additional cost to our shareholders. 
 
Finally, the timing for completion of concurring reviews may negatively impact the 
quality of the audit.  The standard would not change the requirement that auditors 
complete all procedures before issuing the concurring approval.  This proposal 
creates a situation where the volume of documentation and audit work may increase 
significantly, yet the time to complete the concurring review is limited by the filing 
deadlines of the Securities and Exchange Commission.  To address timing 
pressures, the proposed standard suggests that the reviewer may consult “at the time 
issues arise rather than at the conclusion of the engagement…” however, it also 
suggests that a resolution must be developed by the audit team prior to consultation.  
This has the potential to slow work on the audit, as issues are discussed and 
resolved on a case-by-case basis.  In addition, the consultation process must be 
carefully conducted, so as to maintain the reviewer’s objectivity.  The end result of 
the timing pressures created by the proposed standard, we believe, will be that a 
company must complete its financial statements and disclosures earlier, or that the 
accounting firm must increase its audit staff to meet the demands of this proposal.  
Both of these solutions will increase the cost to the audited company. 
 
We are pleased to have this opportunity to share our thoughts and experiences.  
 
If you have any questions regarding the information in this letter, please feel free to 
contact me at (212) 578-8846. 
 
 
Sincerely,  

 
May 12, 2008 
 



 
 
May 12, 2008 
 
Office of the Secretary 
PCAOB 
1666 K Street, N.W. 
Washington, D.C. 20006-2803 
 
Re: PCAOB Rulemaking Docket Matter No. 025 
 
Dear Sir/Madam: 
 
The Audit and Assurance Services Committee of the Illinois CPA Society (“Committee”) 
is pleased to comment on the Proposed Auditing Standard, Engagement Quality Review. 
 
The Committee is a voluntary group of CPAs from industry, education and public 
accounting.  Our comments represent the collective views of the Committee members 
and not the individual views of the members or the organizations with which they are 
affiliated.  The organization and operating procedures of our Committee are outlined in 
Appendix A to this letter. 
 
The Committee approves of the efforts of PCAOB to improve the quality of concurring 
reviews and established standards for its performance.  However, the Committee is 
concerned that the standard proposed by this exposure draft is untenable.  It appears that 
this Standard will change the requirements of a concurring partner review from a current 
level of negative assurance (e.g. nothing came to my attention) to that of positive 
assurance for all items that should have come to his/her attention during the entirety of 
the engagement.  The use of terminology, such as “should have known” is unrealistic and 
could be interpreted to establish a quality role that is greater in breadth and substance 
than the engagement partner.  We do not believe that the benefits of the positive 
assurance criteria set forth in the proposed standard outweigh the tremendous costs and 
other issues associated with its implementation.   
 
We also have comments on certain of your questions raised by the exposure draft 
materials:  (1) no further specificity is required, (2) an engagement quality review should 
be required for all audits, (3) the qualifications of a reviewer should include reasonable 
knowledge of the industry, economic conditions affecting the industry and appropriate 
experience auditing entities in the industry or similar-type industry, (4) consulting 
throughout the course of the audit engagement is essential so that the concurring reviewer 
can be involved at an early stage of the engagement, including the planning stage.  We 
consider it imperative that every attempt be made to prevent issues from arising at the 
end of an engagement, when pressures to issue the auditor’s report are at their highest, (5) 
the reviewer should have reasonable knowledge of specific risk factors affecting the 



company and the industry.  It should be kept in mind that the concurring reviewer should 
only have limited knowledge of the company in order to maintain his independence.  The 
proposed standard appears to be clear in stating that the concurring reviewer is dependent 
on his knowledge of the industry and on the planning performed by the audit team for 
purposes of identifying risks.  He/she is not, however, in a position to be aware of risks 
that are not apparent from the documentation, conversations with the audit team, or 
knowledge of the industry, (6 thru 10) we agree with the conclusions, (12) the 
documentation should be consistent with the standards of AS No. 3 and should be 
sufficient that the quality review workpapers support the efficacy of the review. 
 
The Illinois CPA Society appreciates the opportunity to express its opinion on this matter.  
We would be pleased to discuss our comments in greater detail if requested. 
 
Sincerely, 

 
Michael J. Pierce, CPA 
Chair, Audit and Assurance Services Committee 
 

 
Jon R. Hoffmeister, CPA 
Vice Chair, Audit and Assurance Services Committee 



APPENDIX A 
ILLINOIS CPA SOCIETY  

AUDIT AND ASSURANCE SERVICES COMMITTEE 
ORGANIZATION AND OPERATING PROCEDURES  

2007 – 2008 
 
The Audit and Assurance Services Committee of the Illinois CPA Society (Committee) is composed of the 
following technically qualified, experienced members appointed from industry, education and public 
accounting.  These members have Committee service ranging from newly appointed to more than 20 years.  
The Committee is an appointed senior technical committee of the Society and has been delegated the authority 
to issue written positions representing the Society on matters regarding the setting of audit and attestation 
standards. The Committee’s comments reflect solely the views of the Committee, and do not purport to 
represent the views of their business affiliations. 
 

The Committee ordinarily operates by assigning Subcommittees of its members to study and discuss fully 
exposure documents proposing additions to or revisions of audit and attestation standards.  The 
Subcommittee develops a proposed response that is considered, discussed and voted on by the full 
Committee.  Support by the full Committee then results in the issuance of a formal response, which at times 
includes a minority viewpoint.  

Current members of the Committee and their business affiliations are as follows: 

Public Accounting Firms:  
     Large:  (national & regional)  

Matthew L. Brenner, CPA 
Jeffrey A. Gordon,  CPA 
Jon R. Hoffmeister, CPA 
Neil F. Finn, CPA 
William P. Graf, CPA 
James P. McClanahan, CPA 
Gary W. Mills, CPA 
Michael J. Pierce, CPA 
Kevin V. Wydra, CPA 

PricewaterhouseCoopers LLP 
KPMG LLP 
Clifton Gunderson LLP 
Deloitte & Touche LLP 
Deloitte & Touche LLP 
McGladrey & Pullen LLP  
BDO Seidman, LLP 
McGladrey & Pullen LLP 
Crowe Chizek and Company LLC 

     Medium:  (more than 40 employees)  
Damitha N. Bandara, CPA 
Sharon J. Gregor, CPA 
Stephen R. Panfil, CPA 
Jennifer E. Sanderson, CPA 

Blackman Kallick LLP 
Selden Fox, Ltd. 
Bansley & Kiener LLP 
Frost, Ruttenberg & Rothblatt, P.C. 

     Small:  (less than 40 employees)  
Scott P. Bailey, CPA 
Loren B. Kramer, CPA 
Andrea L. Krueger, CPA 
Ludella Lewis, CPA 
Richard D. Spiegel, CPA 

Bronner Group LLC 
Kramer Consulting Services, Inc. 
Corbett, Duncan & Hubly P.C. 
Ludella Lewis & Company 
Steinberg Advisors, Ltd. 

Industry:  
James R. Adler, CPA Adler Consulting Ltd. 

Educator:  
         Simon P. Petravick, CPA Bradley University 
Staff Representative:  
         Paul E. Pierson, CPA Illinois CPA Society 
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