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The PCAOB wants audit committees to take note of a recent audit practice alert that it issued in light of a significant
number of audit deficiencies observed in the past three years related to audits of internal control over financial reporting.
Specifically, the alert indicates that audit committees might wish to discuss with their auditors the level of auditing
deficiencies in this area identified in their auditors’ internal inspections and PCAOB inspections, request information from
their auditors about potential root causes and ask how they are addressing the matters discussed, including inquiring
about the involvement and focus of senior members of the firm on these matters.

Since 2010, the PCAOB has found that annually, about 15% of the audits covered by their inspections had failed to
obtain sufficient appropriate evidence to support opinions on the effectiveness of internal controls, and an additional 16%
identified other deficiencies.

These include failures to identify and sufficiently test controls that are intended to address the risks of material
misstatement and test the design and operating effectiveness of management review controls that are used to monitor
the results of operations. A main focus is proper risk assessment, as prior PCAOB inspection reports found that auditors
tested management controls without considering whether individual components of significant accounts may have
different risks, such as individual revenue categories which vary depending on the type of products and services or sales
terms. In addition, multi-location engagements were not adequately addressed. Along with revenue, a partial list of where
auditors failed to sufficiently test controls that address the risks of material misstatements include inventory pricing and
reserves, the fair value of financial instruments and the valuation of pension plan assets.

Other deficiencies cited in inspection reports include the roll-forward of controls tested at an interim date, using the work
of others and evaluating identified control deficiencies. The PCAOB urges auditors to take note of the matters discussed
in the alert, in particular for the engagement partner and senior engagement team members as well as the engagement
quality reviewers, and consider whether additional training for their auditing personnel is needed.
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http://pcaobus.org/Standards/QandA/10-24-2013_SAPA_11.pdf


If you have any questions regarding the matters covered in this publication, please reach
out to any of the lawyers listed below or your usual Davis Polk contact.

Ning Chiu 
+1 212 450 4908
ning.chiu@davispolk.com

This communication, which we believe may be of interest to our clients and friends of the firm, is for general
information only. It is not a full analysis of the matters presented and should not be relied upon as legal advice.
This may be considered attorney advertising in some jurisdictions. Please refer to the firm’s privacy notice for
further details.
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