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January 8, 2025

Securities and Exchange Commission

100 F Street, NE

Washington, DC 20549-1090

ATTN: Vanessa A. Countryman, Secretary

Re: Release No. 34-101724, File No. PCAOB-2024-06
Public Company Accounting Oversight Board; Notice of
Filing of Proposed Rules on Firm and Engagement Metrics
and Related Amendments to PCAOB Standards

Dear Ms. Countryman:

This letter is submitted on behalf of the Law and Accounting
Committee (the “Committee” or “we”) of the Business Law Section of
the American Bar Association (the “ABA”), with respect to the
Securities and Exchange Commission’s Release No. 34-101724, File
No. PCAOB-2024-06, Public Company Accounting Oversight Board
[(“PCAOB” or “the Board”)]; Notice of Filing of Proposed Rules on
Firm and Engagement Metrics and Related Amendments to PCAOB
Standards (the “Proposed Rules” or the “Release”).2 We appreciate
the opportunity to comment on the Proposed Rules.

The views expressed herein have not been reviewed or approved by
the House of Delegates or Board of Governors of the American Bar
Association and should not be construed as representing the policy of
the ABA. In addition, this letter does not represent the official
position of the ABA Business Law Section, nor does it necessarily
reflect the views of all members of the Committee, the drafting
committee or their respective firms or clients.

The Proposed Rules establish a set of firm- and engagement-level
quantitative metrics that certain registered public accounting firms
will be required to publicly report relating to their audit practices and
the audits they lead. The Proposed Rules apply to firms that audit at
least one accelerated filer or large accelerated filer.

The PCAOB’s purposes in submitting the Proposed Rules for the
SEC’s approval are stated as follows:

1 89 Fed. Reg. 99,968 (Dec. 11, 2024).



» To provide valuable additional information, context, and perspective on
auditors and audit engagements.

*  Which can be used by investors, audit committees, and other stakeholders.

*  Which will further the Board’s oversight activities.2

The Committee believes that independent public company audits perform a
crucial function in our public capital markets, and the quality of audits is important in
ensuring that audit reports are accurate and reliable. We support reasonable regulation,
consistent with the Sarbanes-Oxley Act, that supports and promotes audit quality.
However, we have several concerns about the metrics included in the Proposed Rules:

« The PCAOB’s establishment of audit firm engagement metrics to support
certain proxy voting and audit committee decisions is not within the PCAOB’s
regulatory purview.

» For several reasons, as discussed below, the firm engagement metrics,
individually and taken together, will not achieve the PCAOB’s stated purposes.

« The PCAOB bases its rulemaking on certain assumptions that we believe are
misplaced or inaccurate, such as:
» “Investors and audit committees cannot easily observe the services
performed by auditors”;3 and
*  “[T]here is a lack of incentive for firms, acting on their own or
collectively, to provide accurate, standardized, and decision-relevant
information about their firms and the engagements they perform.”4

We address each of these points below.

I. The PCAOB’s goal of establishing metrics to support certain proxy
voting and audit committee decisions is not within the PCAOB’s
regulatory purview.

We are concerned about the stated objectives of the Proposed Rules to the extent
that they are based on providing investors information to use in proxy voting decisions.
The Board asserts that the metrics will assist investors’ ability to make informed
decisions about “ratifying the selection of auditors, and voting for members of the board
of directors, including directors who serve on the audit committee.”s We do not believe
that the PCAOB is well situated, as a regulator of public company auditors, to seek to
define information that may be relevant for an investor to consider in deciding to ratify
the appointment of auditors, much less whether or not to cast a vote for the election of
directors.®

2 Id.
3 Id.
4 Id.
5 Id.
6 Indeed, it has been suggested that the Board lacks the statutory authority to require these metrics

at all. See Center for Audit Quality Comment Letter at 9-11 (June 7, 2024), available at



The Securities Exchange Act gives the Commission, not the PCAOB, the power to
prescribe proxy disclosures, and Schedule 14A sets forth the information to be provided
to shareholders in connection with soliciting proxies.” While Title I of the Sarbanes-
Oxley Act requires public disclosure about certain matters relating to registered public
accounting firms and the public company audits they perform, it does not create a
separate reporting regime for public companies themselves. Moreover, as a practical
matter, it seems unlikely that most proxy voters will look to the PCAOB’s proposed
metrics to inform their voting decisions, since they will not be included in the proxy
statement. Instead, voters would have to access the information separately through the
PCAOB website.

Similarly, the Board asserts that audit committees may find the metrics useful in
choosing among and monitoring the performance of auditors.8 Again, we question
whether audit committee decision-making with respect to external auditors is within the
Board’s remit. Nothing in Title I of the Sarbanes-Oxley Act purports to give the Board
responsibilities regarding audit committees. Other sections of the Sarbanes-Oxley Act
define the audit committee’s responsibilities with respect to auditor appointment,
compensation, and oversight of the company’s external auditor, but they do not involve
the PCAOB.9

II. The financial metrics, individually and taken together, will not
achieve the PCAOB’s stated purposes, and thus will neither advance
investor protection nor enhance capital allocation and confidence in
the US capital markets.

1. We question whether the metrics will effectively support the PCAOB’s
inspection activities.

The PCAOB states that the metrics will “help inform [its] inspection activities,
including in the selection of firms, engagement, and focus areas for review.” Even if this
is in fact true, it is not necessary to the Board’s inspection activities to mandate public
disclosure of the metrics in a report that is not subject to materiality standards.

We believe, for the reasons set forth below, that the firm engagement metrics are
so flawed that the PCAOB’s ability to effectively analyze them will be significantly
impaired, if not futile. The metrics may distort the information the PCAOB uses to

https://assets.pcaobus.org/pcaob-dev/docs/default-
source/rulemaking/docket_041/24_caq.pdf?sfvrsn=b5059997_2.

7 See 17 C.F.R. § 240.14a-101. Item 9 of Schedule 14A sets forth the information required to be
included in the proxy regarding ratification of auditors. Items 7 and 8 set forth required information about
directors, including the audit committee.

8 89 Fed. Reg. 99,968.

9 See, e.g., Sarbanes-Oxley Act, §§ 202 (preapproval of services by external auditor); 204 (audit
reports to audit committee); 301 (standards relating to audit committees (management certification about
reporting to audit committee); 307 (attorney reporting to audit committee); and 407 (audit committee
financial expert).



support its inspection activities. Such a result may have materially adverse
consequences on the PCAOB and the firms it regulates.

1l. The individual metrics lack qualitative value and are otherwise
fundamentally flawed.

We believe the metrics are fundamentally flawed. Although presented as
quantitative measures, they are inherently subjective, as the PCAOB itself
acknowledges,© precluding effective comparability. Most consist of highly prescriptive
hours- or years-based (“time-based”) measurements that have little practical value for
assessing individual or audit team capabilities, capacity, competency, or audit quality.

We think that time-based metrics are a poor way to measure audit quality in the
ways that the PCAOB seeks. Time-based metrics, by their very nature, do not indicate
capabilities, capacity, competency, or quality. The SEC does not have, and has never
had, any explicitly time-based performance-related disclosure requirement. For
example, its disclosure requirements relating to the skills and competencies of corporate
directors lack any time-based metric. Nor do the U.S. stock exchanges use time-based
metrics despite prescribing significant disclosure requirements relevant to the quality of
listed company boards and board committees. The absence of any relevant U.S. public
company regulatory disclosure precedent for measuring professional qualification,
competency or quality using time-based metrics is telling: such metrics neither elicit
meaningful nor useful company-comparable information.

We are aware that some audit firms, and many of the largest ones, narrowly use
tailored time-based data points (such as training hours) to provide additional support
for detailed narratives relevant to audit quality. Such data points, however, are used to
provide nuance rather than make a primary claim.* Yet the Proposed Rules seek to
transform apparently random, subjective, time-based data points into what the Board
states are a core set of objective audit quality measurements.

In sum, we do not believe that the metrics will elicit the information that is
intended or that the PCAOB believes will benefit audit committees, investors, and “other
stakeholders.” We examine a few of the metrics to demonstrate our point:

Partner and manager involvement: This metric compares senior engagement
team hours to all staff hours. The PCAOB believes that “with a lower ratio of senior
engagement team time to staff time, the risk may be greater that partners and managers
may not be devoting sufficient time to supervise and review staff work and evaluate
audit judgments.”2 This observation seems overly simplistic and not reflective of how
audit engagements are managed in fact.

First, it suggests that some unspecified level of staffing “leverage,” especially
between firms, engagements, or different time periods, could indicate audit quality

10 See, e.g., 89 Fed. Reg. 99,986.
1 See Section III.
12 89 Fed. Reg. 99,995.



problems. We believe this view ignores, among other key factors, the standard
management hierarchy employed by audit and other professional firms that, in a
waterfall-like fashion, generally allocate varying levels of responsibility to varying
professional levels, allocating ultimate responsibility to the professional “in charge”.
Firms regularly seek and use quality-tested leverage to deliver cost-effective value to
clients, and look to support such leverage through effective governance, technology, and
training at appropriate levels within the firm. Whatever leverage is achieved — whether
by staffing, use of centralized services, or technology — the management hierarchy
makes clear that ultimate responsibility for an audit rests with the partner(s) in charge,
who are selected for such roles based on their experience and the nature or risk profile
of the audit. The qualitative factors used in establishing and maintaining the right audit
team and leadership are what is critical to audit quality — not some bald percentage of
time metric.

Second, the inherent diversity of inputs into this metric impairs meaningful,
practical comparability of this metric across firm reporting. No audit firm, team, or
engagement is the same and therefore the appropriate audit staffing, leverage, and use
of technology may vary widely across different engagements. The resulting subjectivity
of the metric thwarts a key purpose underlying its formulation that cannot be cured by a
narrative disclosure of less than 1,000 characters.

Even if the partner and manager involvement metric were somehow a meaningful
audit quality indicator, it would not enable meaningful comparisons year over year or
between firms or audit engagements because technology continues to affect the time
needed to effectively plan and perform audits.3

Workload: This metric requires firms to disclose the average weekly hours
worked by partners and managers. The PCAOB believes that “in general, the greater the
workload, the greater the likelihood that members of the engagement team may have
insufficient time to appropriately perform the necessary audit procedures and make the
appropriate judgments that an audit requires.”4 Stated another way, the PCAOB
believes that “a heavy workload for a particular engagement team relative to the firm
average or compared to peer firms may raise questions about the quality of the work
performed.”15

This view seems to reflect a strong yet inappropriate bias that some number of
weekly hours worked (45, 50, 60, 70?) is the right one for all audit firms and personnel.

13 The PCAOB itself has these expectations as it addresses Data and Technology in its standard-
setting, research, and rulemaking projects. See https://pcaobus.org/oversight/standards/standard-
setting-research-projects/data-
technology#:~:text=The%2o0increased%20use%200f%20these,to%20auditors%20and%20preparers%3B
%20and.

14 89 Fed. Reg. 99,996.

15 Id. at 99,983.



This inappropriate bias reflects a fundamental flaw in the design of the metric, which
significantly impairs the value of its results.

Moreover, the workload metric disclosures must include some unspecified
number of non-audit work hours that partners and managers engage in, such as robust
internal and external programming — such as community service, which can be
mandatory, encouraged, or voluntary.¢ Participation in such programming, along with
“personnel development” and “other firm activities,” is highly valued by firms and their
professionals. Yet the metric fails to distinguish these different work hours in its over-
simplistic time-based metric, let alone account for how these non-audit work hours may
affect — positively or negatively — audit quality.

In our view, hours worked can and likely does in many cases reflect high
engagement, job satisfaction, professional and personal progress, and firm-driven
community engagement. All of these factors may directly or indirectly contribute to
audit quality. Other factors, such as the goal of higher pay, may also impact hours
worked and may or may not be related to audit quality. The vast array of interpretations
that could potentially be drawn from disclosure per this metric highlights its
subjectivity, and thus lack of “decision-usefulness” for audit committees, investors, and
“other stakeholders.”

Training Hours for Audit Personnel: The Proposed Rules require that firms
disclose the average annual training hours for audit personnel. We question the value of
this metric for two reasons.

First, the PCAOB acknowledged that a quantitative measure of professional
training hours “cannot capture qualitative factors, such as the skill of trainers, the
quality and relevance of training content, whether the training is in a specialized area
specific to the trainee, and the degree of trainee engagement, that contribute to the
effectiveness of training.”?” These qualitative factors are the key to effective training that
can have a bearing on audit quality. A simplistic hours-based training metric does not
provide any meaningful measure of audit quality.

Second, as the Release notes, public accountants (and auditors) are required to
meet various state and professional licensing requirements, such as CPE, and other
requirements such as PCAOB QC 1000, which mandate certain training requirements. 8
We think it should be sufficient for regulators, audit committees, and investors to rely
on these professional standards as well as on audit firm reporting about ongoing and
evolving practices to qualitatively enhance audit training, thus obviating the need for the
PCAOB’s costly and potentially misleading time-based metric on training hours.

Experience of Audit Personnel: This metric requires firms to disclose average
years of experience of partners and managers at a public accounting firm. This is yet

16 We note that all the Big Four and many other auditing firms are routinely included in Fortune’s list
of 100 Best Companies to Work For. The 2024 Ranking for professional services firms is available at
https://fortune.com/ranking/best-companies/?bestcos_industry=Professional+Services.

17 89 Fed. Reg. 99,998.

18 Id. at 99,998-99.



another metric using time as a proxy for competence and quality. Undeniably, years of
experience make a person more experienced — but different experiences yield different
results. Thus, the PCAOB writes in the Release, it “appreciates that there are limits to
the information an experience metric can provide” and notes reporting challenges that
may arise — among other examples — with professionals who move between firms, have
partial years of experience, and/or relevant non-audit firm experience.19

The vastly different interpretations that could potentially be drawn from
disclosure per this metric highlights its subjectivity, and thus lack of “decision-
usefulness” for audit committees, investors, and “other stakeholders.” As such, as with
the other time-based metrics, this metric does not provide a meaningful basis to assess
audit quality.

Industry Experience: This metric requires firms to disclose the number of
partners and staff who have more than five or three, respectively, years of experience in
the top five industries of a firm’s audit practice. Like other metrics, it suffers from critical
comparability problems. Industry experience does not compare well across people or
firms. In general, audit firms’ business models employ some industry focus, but the way
they define industries often differ. Moreover, industries change — as evidenced by the
evolution of many if not most industries towards the technology industry. The fluidity of
industry today, combined with the fluidity of human talent across firms, industries, and
professions, blurs any clear analysis of the PCAOB’s simplistic industry experience metric,
meaning the metric may not be likely to reflect the actual industry accounting experience
of the firm’s senior personnel.2°

Moreover, companies and firms and individuals value diverse industry experience,
especially as industries are blurring today, and seek accountants with diverse industry
experiences.2! Auditors’ skills are also more transferrable when the audit does not require
an abundance of industry-specific issues.22 Thus, industry experience metrics will be
difficult to compare across firms, and any comparative value in industry experience is
obscured by the reporting method required in the Proposed Rules.

1. Aggregating individually flawed metrics that will lack sufficient
narrative context does not result in decision-useful information on audit

quality.

The PCAOB acknowledges that many of the metrics have inherent limitations
and/or would not on their own provide useful insights to audit committees, investors, or

19 Id.

20 PricewaterhouseCoopers LLP Comment Letter at Appendix, p. A10 (June 7, 2024), available at
https://assets.pcaobus.org/pcaob-dev/docs/default-
source/rulemaking/docket_041/30_pwec.pdf?sfvrsn=38cd1935_2; see also Deloitte & Touche LLP
Comment Letter at 9 (June 7, 2024), available at https://assets.pcaobus.org/pcaob-dev/docs/default-
source/rulemaking/docket_041/31_deloitte.pdf?sfvrsn=92¢3778¢c_2.

21 Deloitte & Touche LLP Comment Letter at 9.

22 Ernst & Young LLP Comment Letter at 9 (June 7, 2024), available at
https://assets.pcaobus.org/pcaob-dev/docs/default-
source/rulemaking/docket_041/25_ey.pdf?sfvrsn=16106424_2.



“other stakeholders” (which the PCAOB never identifies). Nevertheless, the PCAOB
excuses its prescriptive rulemaking and corresponding burdens on the basis that “taken
together” the metrics information would be “more useful to convey a sense of whether a
particular engagement or firm appears fairly typical or is an outlier in one or more
respects.”23 For example, The PCAOB acknowledges the limitation of the industry
experience metric that would obviate its usefulness on a stand-alone basis: “While the
Board appreciates that there are limits to the information an experience metric can
provide, the Board believes that it is and will continue to be a useful element in a suite of
metrics, even in the context of technological advances and other changes in the audit
market.”24

Thus, the PCAOB — without providing any explanation or analytical support —
simply asserts that the metrics, taken together, may have some use despite the inherent
and important limitations on the analytical value and usefulness of individual metrics.
We reject the PCAOB’s reasoning on this point, which we believe lacks appropriate rigor.

We do not believe that flawed individual metrics can be collectively transformed
into a decision-useful mosaic. Moreover, the limitation on voluntary narrative
disclosures that may accompany the quantitative data to 1,000 characters or less is so
severe that we cannot agree that the proposed firm engagement metrics, especially when
read individually and read collectively, will achieve the PCAOB’s purpose of providing
“decision-useful” context on audits and auditors.

. Audit committees already have full access to auditors and information
about audit firms they work with or may wish to work with.

The Proposed Rules explain that the PCAOB Board:

appreciates that the audit committee is charged by statute with
responsibility for oversight of the auditor, and the Board cannot, and do
[sic?] not purport to, impose any obligations on audit committees or imply
that audit committees have any specific duties in relation to metrics. The
Board assumes that audit committees will fulfill their responsibilities as
they see fit; whether that entails, for example, discussion of metrics with
auditors or proxy statement disclosure regarding their consideration of
metrics will be for them to determine. 25

The PCAOB seems to acknowledge that audit committees may not need, want, or use
any of the firm engagement metrics in performing their critical work in overseeing their
external auditors and otherwise executing their fiduciary duties to act in the best
interest of their companies and investors.

This is unsurprising. Audit committees already have full access to auditors and
information relating to audit practices and audit quality, whether in the context of

23 89 Fed. Reg. 99,969.
24 Id. at 99,999.
25 Id. at 99,980.



working with their current auditors or evaluating the potential engagement of other
auditors. Therefore, they do not need the PCAOB to impose auditor disclosure
requirements to support their evaluation and decision-making processes.

There is ample evidence that audit committees are capably carrying out their
responsibilities regarding their company’s auditors without the prescriptive information
mandated by the PCAOB. For instance, there has been significant expansion over the
last decade in audit committee disclosure of the factors they use in assessing auditor
qualifications and work quality. Standard disclosure practices on this point have evolved
among the audit committees of large accelerated filers and include a listing of the factors
considered by the audit committee regarding the audit and auditors, which can include:
performance, professional qualifications, audit quality, institutional knowledge, external
data on audit quality and performance, independence, succession planning, global
capabilities, tenure, and more.26

Moreover, audit committees must obtain appropriate information from their
auditors to exercise their fiduciary duty of care in selecting the auditor and in disclosing
that the selection of the auditor is in the company’s and its shareholders best interest.27

Finally, audit committees’ annual self-evaluation processes (as required under
U.S. stock exchange corporate governance standards) encompass an examination of
their execution of core responsibilities, one of which is auditor selection, compensation,
and oversight. As a matter of practice, audit committees seek to ensure that they are
getting the information they need to assess auditor qualifications and work quality.

In view of their fiduciary duties, SEC, PCAOB, and U.S. stock exchange mandates
around communications and meetings between audit committees and audit firms, and
evolving audit committee disclosure practices, audit committees currently have a clear
incentive to get from audit firms and teams that are engaged or may be considered for
engagement all substantive information that is directly relevant to their capabilities,
capacities, independence, ethics and integrity, quality control systems, and governance
and to compare the resulting audit firm disclosures in order to meet their specific goals,
needs, facts, and circumstances. As such, audit committees simply do not need the
PCAOB to prescribe the information that they need or may want to have to make sound
determinations and corresponding disclosures about their selection and oversight of the
independent external auditor. And they certainly do not need simplistic time-based
metrics that do not and cannot objectively indicate audit quality.

v. We do not believe that investors broadly are demanding the specific
disclosures that would be elicited by the firm engagement metrics, and
even those that support the rulemaking are calling for the PCAOB to
provide analytical support to enable their use of the resulting disclosures.

26 See, e.g., “What audit committees are reporting to shareholders”, EY Center for Board Matters,
February 2024, available at  https://www.ey.com/content/dam/ey-unified-site/ey-com/en-
us/campaigns/board-matters/documents/ey-cbm-what-audit-committees-reporting-to-shareholders.pdf.
27 Id.



The PCAOB concedes that, in view of audit committee responsibilities, investors
do not “have the ability or the responsibility to oversee the work of the auditor.”28 Yet,
then the PCAOB explains it “determined to go forward with published metrics” so that
investors and other stakeholders (a term that the PCAOB never defines) will have the
prescribed information. In so “going forward,” we believe the PCAOB did not
appropriately consider important data showing limited investor demand for the firm
engagement metric disclosures.

The Center for Audit Quality (“CAQ”) recently conducted a survey of investor
community stakeholders to learn what information about the audit process is most
important to active institutional investors.29 Relatively few investors expressed interest
in several of the key metrics in the Proposed Rules. For example, only 20% of investors
reported that they wanted more information about audit team specifics, and only 13%
expressed an interest in auditor team qualifications.3°¢ Although the PCAOB Board
emphasized the supposed value of the metrics in evaluating auditor efficiency,3! a mere
7% of investors expressed an interest in such information.32 Meanwhile, some firm-level
information most desired by investors—including auditor use of specialists and shared
service centers, fees, and audit firm monitoring—are not among the metrics the Proposed
Rules require firms to report.33

Significantly, both audit committee members and investors surveyed by the CAQ
emphasized that context is necessary to judge performance metrics,34 but the Proposed
Rules do not afford firms an opportunity to provide such necessary context. Although the
Proposed Rules allow firms to write narratives explaining the metrics, the PCAOB permits
just 1000 characters—a narrative less than twice the length of this paragraph.35 That is
hardly sufficient to provide the context necessary to make the metrics meaningful and
useful.

Without sufficient context or analytical support tools and guidance from the
PCAOB, investors may not even look at the metrics and those that actually review them
may not understand how to use them to evaluate firms and could misuse them — for the
reasons stated above — by falling back on a false sense of precision about the quality or
comparability of the simplistic, primarily time-based quantitative metrics.

Ul. Investors rely on audit committees to oversee, retain, and replace audit
firms and on audit committee disclosures relating to their execution of

28 89 Fed. Reg. 99,980.

29 See Center for Audit Quality Comment Letter (Aug. 1, 2024), available at
https://www.thecaq.org/wp-content/uploads/2024/08/caq_supplemental-comment-letter-to-

pcaob_ firm-and-engagement-metrics_survey-data_2024-08.pdf.

30 Id. at Appendix, Slide 19.

3t See, e.g., 89 Fed. Reg. at 100,004; 100,046.

32 Center for Audit Quality Comment Letter at Appendix, Slide 19 (Aug. 1, 2024).

33 Id. at Appendix, Slide 20; 89 Fed. Reg. at 99,969.

34 Center for Audit Quality Comment Letter (Aug. 1, 2024), at 3 (audit committee members are “clear
that context is required”); 5 (“Most investors surveyed agree performance metrics need context to be
relevant to specific audit engagements or a firm .. ..”).

35 89 Fed. Reg. 99,969.
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those responsibilities, and the firm engagement metrics do not elicit
material information that could reasonably support voting decisions.

We question whether the metrics will be useful to investment decisions or to
shareholders’ ratification votes.3¢ Investors generally rely on audit committees to
determine whether to retain auditors,37 so it is highly unlikely that these metrics will be
material to investors. What is material to investors generally involves an assessment of
the facts in the context of the surrounding circumstances,38 but the Proposed Rules do
not allow for sufficient context to help investors evaluate whether any specific metric is
material. Instead, the Proposed Rules opt for over-disclosure of quantitative
information, “bury[ing] the shareholders in an avalanche of trivial information—a result
that is hardly conducive to informed decision-making.”39

Nor are the proposed metrics helpful to shareholder ratification votes. Investors
and audit committees generally believe they already have enough information to judge
audit quality.4c That information includes audit deficiencies identified in an inspection,
but there is no evidence that shareholders are more likely to vote against an auditor on
that basis.4t There is little reason to think the new firm and engagement metrics will be
any more meaningful for shareholder ratification votes, especially when there is reason
to doubt that the metrics reflect audit quality. As the PCAOB acknowledged, ratification
votes sometimes occur for issues unrelated to auditor selection, including for establishing
a quorum.42 And because ratification votes are not mandatory and in many cases are non-
binding,43 any benefit to ratification voting provided by the new metrics is significantly
outweighed by the substantial burdens and costs associated with the Proposed Rules. 44

Whether the metrics will be useful for investors also depends on how the metrics
will be assessed. The Proposed Rules do not establish baselines or standards against
which firms could be compared, leaving it to readers to decide if a particular firm’s
numbers are “good” or “bad.” This risks transforming the disclosures into a scorekeeping
exercise, whereby a higher number of, for example, years spent in a similar industry will
become a proxy for audit quality. The proposed metrics may therefore suffer the fate of
inspection deficiency statistics. When the PCAOB announces these statistics, news

36 See id. at 99,976—77 (discussing Proposed Rules’ accountability purpose).

37 See Securities Exchange Act § 10A(m)(2) (15 U.S.C. § 78j-1(m)(2)).

38 SEC Staff Accounting Bulletin No. 99; 64 Fed. Reg. 45,150, 45,151 (Aug. 19, 1999).

39 TSC Indus., Inc. v. Northway, Inc., 426 U.S. 438, 448-49 (1976).

40 Center for Audit Quality Comment Letter at 2 (Aug. 1, 2024).

41 See Myungsoo Son et al., PCAOB Inspection Reports and Shareholder Ratification of the Auditor,
17 ACCT. & PUB. INT. 107, 125 (2017).

42 89 Fed. Reg. 100,028, n.225.

43 Id.

44 The Board estimates the financial cost to the industry to establish new automated reporting systems

at between $371 and $512 million. Id. at 100,051. This number does not account for follow-on costs,
including increased liability to the issuer. See KPMG LLP Comment Letter at Appendix I, p. 18 (June 6,
2024), available at https://assets.pcaobus.org/pcaob-dev/docs/default-
source/rulemaking/docket_041/11_kpmg.pdf?sfvrsn=60cof872_2.
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reporting gives the impression of a crisis,45 and politicians urge action.4¢ But the numbers
alone are not necessarily reason for alarm. Because the PCAOB selects the highest-risk
audits for inspection, deficiency statistics tend to disadvantage auditors who take on
higher-risk audits.47 And the deficiencies themselves “are rarely linked to misstatements,
restatements, or even to incorrect audit opinions.”48 There is even less reason to think
the metrics required by the Proposed Rules will offer value to investors that would justify
the financial and competitive costs they place on firms.

vii.  The PCAOB has not taken the time to appropriately analyze, reconcile,
and address the diverse views of diverse commenters.

In forming its own views and finalizing the Proposed Rules, we believe that the
PCAOB failed to sufficiently consider the comments of key stakeholders, including the
CAQ), audit committees, and other investors and investor groups.

This is particularly true and consequential on the question of materiality. We
presume that the PCAOB fully understands that market participants can and do disagree
on what is or is not material or “decision-useful.” Yet the PCAOB did not look to
reconcile the Proposed Rules with diverse commenter views on materiality. Indeed, in
discussing its response to commenter concerns “questioning the value of metrics,
whether they will be used by investors and other stakeholders” the PCAOB merely stated
that it disagreed with such commenter views and cited different commenter views. 49

Finally, as numerous commenters have highlighted, the Proposed Rules do
not include any materiality threshold for reporting on firm metrics, amending
reporting, or for PCAOB consideration of unintentional errors.5° The basis for
this position is the PCAOB’s belief that “implementing a materiality or de
minimis threshold would introduce unnecessary complexity and uncertainty to
the form amendment process and, further, would potentially threaten, or be
perceived to threaten, the accuracy and reliability of reported information,
thereby undermining the intended purpose of the amendments.”5: The PCAOB
comes to this conclusion without any substantive explanation of the “complexity

45 See Mark Maurer, Audit Deficiencies by Accounting Giants Grew in Latest Inspections, U.S.
Regulator Says, WALL ST. J. (Feb. 28, 2024), https://www.wsj.com/articles/audit-deficiencies-by-
accounting-giants-grew-in-latest-inspections-u-s-regulator-says-c8fb4b2f.

46 See Senator Elizabeth Warren & Senator Sheldon Whitehouse, Letter to PCAOB Chair Erica Y.
Williams (Oct. 9, 2024), https://www.warren.senate.gov/imo/media/doc/final _-
_warren_whitehouse_letter_to_pcaob_re_audit_deficiencies.pdf.

47 Lisa Milici Gaynor et al., Understanding the Relation between Financial Reporting Quality and
Audit Quality, 35 AUDITING: J. PRAC. & THEORY 1, 6 (2016).

48 Id.

49 89 Fed. Reg. 99,969.

50 Id. at 100,015-16.

51 Id. at 100,015.
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and uncertainty” it is talking about (and seems inapposite in the context of audit
firm reporting and other work).

viii. The PCAOB does not identify the “other stakeholders” that it states will
benefit from its rulemaking. This and other aspects of its cost-benefit
analysis fall short of appropriate rigor.

Detailed comments provided by the CAQ, Tapestry Networks52, and others that
surveyed audit committee chairs show that neither audit committees nor investors are
seeking the information that would be required by the Release. Yet the PCAOB
repeatedly states that its disclosure requirements are intended to benefit audit
committees, investors, the PCAOB itself, and “other stakeholders.”

The PCAOB does not explain who it means when it refers to “other stakeholders”,
and we do not see how the PCAOB’s regulatory mission or the Board’s remit can extend
to an undefined group that appears to be broader than audit committees and investors
or justify the imposition of disclosure costs without fully explaining, by identifying these
“other stakeholders,” the corresponding needs or benefits.

We believe that mandatory disclosure, whether promulgated by the SEC or the
PCAOB, must be carefully designed, in keeping with regulatory mission, to enable
effective use by regulatory stakeholders. Where mandated disclosures do not clearly
elicit high-quality information that can be effectively used by regulatory stakeholders,
not only does the cost-benefit analysis fail, but stakeholders suffer from confusing
information overload that actually impairs analysis and decision-making53, in turn
impairing capital allocation and confidence in the capital markets.

III. Audit firms and audit committees have a vested interest in audit
quality and communicating to investors how they communicate and
work, in their individual capacities and together, to achieve audit
quality and corresponding quality financial statements and reporting.
The PCAOB rules are in search of a problem that does not exist.

The PCAOB makes certain fundamental assumptions that form the basis for its
rulemaking, which we believe are either misplaced or inaccurate. We focus on these two:

52 Tapestry Networks Comment Letter (June 14, 2024), available at
https://assets.pcaobus.org/pcaob-dev/docs/default-
source/rulemaking/docket_041/41_tapestry.pdf?sfvrsn=9759ab7_2.

53 See, e.g., Troy A. Paredes, Blinded by the Light: Information Overload and its Consequences for
Securities Regulation, 81 Wash. U. L. Q. 417 (2003); Mary Jo White, The Path Forward on Disclosure,
remarks at the National Association of Corporate Directors Leadership Conference (2013), available at
https://www.sec.gov/newsroom/speeches-statements/spch101513mjw;  Paul =~ Munter,  Assessing
Materiality: Focusing on the Reasonable Investor When Evaluating Errors (Mar. 9, 2022), available at
https://www.sec.gov/newsroom/speeches-statements/munter-statement-assessing-materiality-
030922#:~:text=Under%20our%2ofederal %20securities%20laws,make%20informed %2C%2orational %
20investment%2o0decisions.
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+ “Investors and audit committees cannot easily observe the services performed
by auditors.”54

*  “[T]here is a lack of incentive for firms, acting on their own or collectively, to
provide accurate, standardized, and decision-relevant information about their
firms and the engagements they perform.”ss

As to the first point, it is not reasonable or appropriate for the PCAOB to suggest
that audit committees or investors need to be able to “easily observe the services
performed by auditors.” This suggestion reflects a practical impossibility, given the
depth, breadth, and significant detail and complexity, and number of persons,
technologies, and varied collaborations involved in audits. Audit committees, to be sure,
have significant roles and responsibilities with respect to the audit and auditors, but no
applicable standard, regulation, or law has ever suggested that audit committees should
be able to and in fact take steps so that they can “easily observe the services performed
by auditors.” If audit committees are not practically or legally positioned to “easily
observe” audit services, it is even more unrealistic to suggest that investors should be.
Furthermore, even if the PCAOB could convincingly make the argument that audit
committees and investors should be able to “easily observe the services performed by
auditors,” we doubt that the metrics will meaningfully enable such observation.

As to the second point, audit firms have every incentive — for reputational,
regulatory, competitive, strategic, and operational reasons, and more — to provide
accurate, decision-relevant information about their firms and the engagements they
perform. Many audit firms regularly publish highly detailed audit quality reports.5¢
Some reports include time-based data points, such as training hours, that are presented
in context with other information and with robust narrative support. Moreover, the
CAQ’s work supplements audit firm reporting in numerous ways; for example, the CAQ
publishes its analysis of accounting firm audit quality reports,57 annually publishes

54 89 Fed. Reg. 99,968.
55 Id.
56 See, edg., BDO USA 2023 Audit Quality Report; available at

https://www.bdo.com/getmedia/a877d588-479f-467a-a4d0-6913ea2b549c/ASSR-BDO-2023-Audit-
Quality-Report-web.pdf;  Deloitte = US  “2024  Audit Quality  Report”, available at
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/audit/2024-audit-quality-report.pdf;
Ernst & Young LLP, Our commitment to audit quality — Information for audit committees, investors and
other stakeholders (Nov. 2024), available at https://www.ey.com/content/dam/ey-unified-site/ey-
com/en-us/campaigns/assurance/documents/ey-us-2024-audit-quality-report.pdf; KPMG US LLP, FY
2023 Audit Quality Report, available at https://kpmg.com/kpmg-
us/content/dam/kpmg/pdf/2024/audit-quality-report-2023.pdf; PWC, 2024 Audit Quality Report,
available at https://www.pwc.com/us/en/services/audit-assurance/assets/pwc-2024-audit-quality-
report.pdf; RSM UsS LLP audit quality report, available at
https://rsmus.com/content/dam/rsm/insights/services/audit/1pdf/audit-quality-
report_082024.inline.pdf.

57 See CAQ, Audit Quality Reports Analysis: A Year in Review (Mar. 2023), available at
https://www.thecaq.org/wp-content/uploads/2023/03/caq_aqr-analysis-yir_2023-03.pdf.
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reports on audit committee disclosures that bear on audit quality,58 and develops
resources to support audit quality reporting.59

Thus, in our view the PCAOB’s assertion that audit firms lack, individually or
collectively, the incentive to provide accurate, decision-relevant information about their
firms and the engagements they perform, is wrong. Audit firms and the CAQ have
demonstrated substantial interest and engaged in substantial efforts to provide
information about audit quality. The PCAOB nevertheless apparently believes that
current reporting practices are so deficient that it must step in by prescribing
standardized metrics. We believe that this effort will not provide meaningful help to
audit committees or investors but rather may confuse, if not mislead, them with
immaterial data points, lacking sufficient context, that a regulator has labelled as
metrics that can be used to measure audit quality.

* * * *

We strongly encourage the Commission to recommend that the PCAOB reconsider the
Proposed Standards in light of the concerns described above and in other comment
letters submitted to the PCAOB during its rulemaking process. We would be happy to
discuss these matters with the Commission and PCAOB.

Very truly yours,
Alan J. Wilson

Chair, ABA Business Law Section Law and Accounting Committee

58 See CAQ, Audit Committee Transparency Barometer 2024 (Nov. 2024), available at
https://www.thecaq.org/audit-committee-transparency-barometer.
59 See, e.g., CAQ, Resource: Audit Quality Reporting, available at https://www.thecaq.org/wp-

content/uploads/2019/03/caqresourceonauditqualityreporting.pdf.
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