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Other Interested Parties

It is my pleasure to transmit this report covering the
activities of the Public Oversight Board and the SEC
Practice Section for the period ended June 30, 1982.

Significant events have occurred since the issuance of
our last report. All charter members of the section
have now undergone a peer review. During the 1981-82
year, peer review procedures were further sharpened as
a result of additional experience, the use of quality
control review panels in connection with certain peer
reviews has been eliminated, and SEC staff representa-
tives have expressed satisfaction with the peer review
process. The special investigations committee is now
operative. In addition, close attention has been giyen
to the matter of increasing membership of the section.

These activities provide continuing assurance of the’

profession’s strong commitment to self-regulation and

the continued maintenance of the high standards of the
profession,

The Board strongly believes that all firms auditing
public companies should ijoin the section. We urge the
section to continue its efforts to retain and increase
membership and to make users of the services of accoun~
tants better acguainted with the section's program.

In the four years since the establishment of the section,
the major elements of its program have been established
and placed in coperation. The Board believes that the
accounting profession has given evidence of the merit
and viability of self-regulation.

Very truly yours,

nJ. Mggioy
Chairman



BIGHLIGHTS

INTRODUCTION

}EER

In prior years, the Board issued its report as of
March 31. The earlier date was selected primarily
because the B8Securities and Bxchange Commission had
been issuing a special report to Congress each July 1
on the accounting profession., Since the SEC is no
longer issuing such report, the March 31 date is no
longer relevant, and the June 30 date permits a
more complete reporting on the prior year's peer
reviews.

REVIEW COMMITTEE

Although resignations, terminations, and mergers
reduced the number of peer reviews expected to be
performed in 1981, 204 reviews were conducted during
the year, exceeding by far the number of reviews
conducted in any of the three initial years.

Since March 31, 1981, the committee has asked 17
firms, including two that received unqualified peer
review reports with lengthy letters of comments, &o
provide early assurance that appropriate corrective
action is being taken. Ten of these firms have agreed
to submit to another review earlier than normally
would be regquired. Others have agreed to a return
vigit by the reviewers to determine if the deficien~
cies had been corrected.

This informal process gives the section the ability to
act promptly on matters that do not warrant formal
sanction. The Board favors procedures that assure
that corrective measures are taken promptly. The
formal sanction process remains available for more
gserious deficiencies where corrective measures satis-
factory to the committee are not undertaken or where a
firm chooses not to cooperate with the committee.

Procedures are now in place within the section
requiring peer reviewers to report substandard audit
engagements to the committee and the corrective
action to be taken. In 1981, the committee was
informed by reviewers that eight engagements had not
been performed in all material respects in accordance
with generally accepted auditing standards. Gen-
erally, the firms immediately performed procedures



to satisfy themselves that the financial statements
were prepared in accordance with generalily accepted
accounting principles unless the audit of the suc-
ceeding year's financial statements was imminent.

The SEC staff has substantially completed its inspec—
tion of selected workpapers of primary reviewers and
the Board's workpapers. SEC staff representatives
have indicated their satisfaction with the adeguacy
of review standards, the performance of peer reviews

~and the effectiveness of the monztorlng of the peer

review process.

Based on a study in 1981 to evaluate the cost effec~
tiveness of the quality control review panel in the
peer review program during 1978, 1979, and 1980, the
Board recommended that the panel be eliminated. The
Chief Accountant of the SEC has indicated to the Board
that he would support the decision of the section to
eliminate the panel because he believes that the
benefits to the process attributable to the panel’s
actions do not exceed its cost. The section's peer
review and executive committees have accepted and
implemented the Board's recommendation.

Peer review findings may be indicative of matters that
should be addressed or clarified in new or revised
professional pronouncements. Representatives of the
committee meet periodically with representatives of
the auditing standards board to discuss peer review
findings.

SPECIAL INVESTIGATIONS COMMITTEE

To date, 34 cases have been reported to the comnmittes
by member firms. 0f these, 13 were closed after
evaluation of the relative merit of the allegations
and the level of public interest. Open cases consist
of eight that are being screened, ten that are being
monitored and three that are being investigated.

With respect to the investigations of the three member
firms, each decision to investigate was made only
after extensive monitoring of developments. Each of
the firms was asked to provide additional information
needed by the committee to properly discharge its
responsibilities., These investigations are in process
as of the date of this report.

vi



MEMBERSHIP IN THE SECTION

The executive committee made several changes in
membership requirements based upon recommendations of
a specially appointed task force to study all membey-
ship requirements.

The task force on membership requirements recommended
and the executive committee amended the requirements
to eliminate the annual reporting of (a) the names of
the firm's SEC clients, (b) the number of SEC clients
whose fees exceed five percent of total,domestic firm
fees, and (c¢) a description or chart of the firm's
organizational structure.

The period for partner rotation on audits of SBEC
clients was extended from five years to seven years
for all firms and the requirement was waived for firms
with fewer than five SEC audit clients and fewer than
ten partners.

The Board concurs with the changes made since it is
convinced that the public interest would be best
served when virtually all firms that audit SEC clients
are members of the section and this change may help in
achieving that goal. However, the Board urges each
firm that does not rotate partners on SEC audits to
build compensating safeguards into its gquality control
system, -

Membership in the SEC practice section was 428 firms
at June 30, 1982, as compared with 515 firms at
March 31, 1981, The attrition is primarily in the
category of firms with no SEC c¢lients.

Members of the section audit all but five of the U.S.
companies listed on the New York Stock Exchange
and all but 37 of the U.S. companies listed on the
American Stock Exchange.

The Board has decided to defer publication of a list
of firms that have "passed" the section's peer review
program with the intention of reconsidering the
gquestion should the divisional directory not achieve
its intended results.

vii



CONCLUSIONS

The Board telieves the self-regulatory structure is-
sound and is functioning properiy.
for -making this unigque

operative and the member
to the highest standards of

We commenc tre profession
program of zelf~regulation
firms for their commitment
the profession
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This report of the Public Oversight Board of the
SEC Practice Section of the Division for CPA Firms of the
American Institute of Certified Public Accountants covers
its activities for the period April 1, 1981, through
June 30, 1982. 1In prior yvears, the Board issued its report
as of March 31. The earlier date was selected primarily
because the Securities and Exchange Commission had been
issuing a special report to Congress each July 1 on the
accounting profession. Since the SEC is no longer issuing
such report, the March 31 date is no longer relevant, and
the June 30 date permits a more complete reporting on
the prior year's peer reviews.

I. PUBLIC OVERSIGHT BOARD

A. Respongibilities of the Board

The Board's primary responsibilities are
to (1) monitor the performance of the section's peer
review, special investigations, and executive committees;
{2) determine whether the peer review committee is taking
the necessary steps to ensure appropriate action by member
firms as a result of peer reviews; {3) make recommenda-
tions for improvement in the operation of the section; and
{4} report to member firms and the public with respect to
its activities.

Principal attention during 1981-82 was devoted to
recommending several major improvements in the program and
to consulting with the Securities and Exchange Commission
and the various committees of the section.

The Board is not a regulatory body; its function
is to oversee, encourage, and assist the several components
of the sgelf-regulatory program of the accounting profes-
sion. The Board makes an independent and objective assess-
ment ©f, and reports on, the policies and practices of the
BEC practice section. The Board 1is dedicated to the
principle of self-regulation. In the formative stages of
the program, consideration was given to whether the Beard
should have line authority, at least in some aspects.



Assumption of line authority and responsibility, however,
would violate the accounting profession's sgelf~requlatory
program. In addition, if the Board had line authority, it
might not be as objective in assessing the effectiveness of
the program. As stated in its initial report, the Board-—

"... should not have line or appellate
review authority. While there may be
some advantages to being able to
exercise line authority, the Board »
concluded that its ability o offer
objective comment and criticism would
be greater if it were not a formal part
of the structure for planning and
executing policy decisions of the
Section. The Board also concluded
that its ability to comment publicly
on any matter regarding the accounting
profession would provide sufficient
power to discharge the Board's respons-
ibilities."

Since the Board has the right, and Beoard members
and members of its staff have exercised the right, to
attend any and all meetings of the section, the Board is
fully apprised of the section's activities, Experience
indicates that the Board need not have line authority to be
effective and that the section is indeed responsive to the
Board's recommendations,

B. Composition of the Board and Staff

William L. Cary and Robert K. Mautz were
appointed for additional three-year terms to expire on
December 3%, 1984, John J. McCloy continues to serve as
chairman, John D. Harper and Arthur M. Wood, as Board
members, and Richard A. Stark, as legal counsel and Board
secretary.

There were no changes in the staff during the
vear. The staff consists of four CPAs and two secretaries.
Occasionally, the Board employs part-time retired profes-
sionals to assist its staff in monitoring peer reviews.

Additional details are shown in Exhibit A,

C. Expenses of the Board

Expenses of the Board and its staff are paid from
dues paid by the section's member firms. The expenses for
the years ended June 30, 1981, and June 30, 1982, were
$691,300 and $758,400. Detailed statements are shown in
Exhibit B.



D. Meetings and Other Activities

The . Board monitors the day~to~day activities of
the section in a variety of ways. A staff member attends
each meeting of the major committees of the section and
reports in detail toc the Board at its regularly scheduled
monthly meetings.

Board members attended selected meetings:
meetings of the executive and special investigations
committees, conferences where committee members discussed
alleged audit failures with the auditing £%rm involved,
conferences where peer reviewers reported their findings to
management of the reviewed firm, conferences with members
of the SEC and members of the section, special briefing
sessions with members of its own staff, and joint meetings
with the section's planning committee,

S,

I1. EXECUTIVE COMMITTEE

The executive committee consists of representa-
tives of 21 member firms. Currently, 14 firms are entitled
to automatic representation on the committee under a
provision of the section's organizational document that
states that the "committee shall at all times include
representatives of all member firms which audit the finan-
cial statements of 30 or more registrants under Section 12
of The Securities and Exchange Act of 1934." -

Ray J. Groves, the chairman and chief executive
of Ernst & Whinney, was reelected as chairman of the
committee for 1981-82, 1In Qctober 1981, representatives of
two firms not entitled to automatic representation who had
served for three years were replaced by representatives
of firms that had not previously been elected to the
committee., Three additional changes will become effective
in October 1982. Firms represented on the committee are
shown in Exhibit C.

III. PEER REVIEW COMMITTEE

A. Responsibilities of the Committee

One of the key membership reguirements of the
section is that at least once every three years each member
firm undergo a review of the quality control system for
its accounting and auditing practice. The peer review
committee has the responsibility for conducting and admini-~
stering this program. The committee consists of fifteen
individuals from member firms appointed by the executive
committee. See Exhibit D.



From inception of the program to date, the
committee has processed the reports of over 360 firms that
have undergone peer review and placed these reports in the:
public file. Most reports are accompanied by a letter of
comments and the reviewed firm's response indicating the
corrective actions taken or to be taken or reasons for not

doing so.

The committee can recommend that sanctions be
imposed on a firm failing to take appropriate action. [In
only one instance has a firm failed to take corrective
action, choosing to resign rather than Ydemonstrate com~
pliance by undergoing an accelerated peer review. The
public file includes appropriate information about the
circumstances of this resignation. In several other
instances, the committee requested details about planned
corrective actions, in addition to those specified in the
firm's response, and required the firm to permit a revisit
by the reviewers to ascertain whether corrective action had
been implemented.

B. Peer Review Results

1. Summary of Firms Reviewed

Although resignations, terminations, and mergers
reduced the number of reviews expected to be performed in
1981, 204 reviews were conducted during the year, exceeding
by far the number of reviews conducted in any of the three
initial vyears, An analysis by type of review, number of
SEC clients, and scope of Board oversight is shown in
Exhibit E.

The committee has completed processing 171
reports on 1981 reviews. The "field work” for all remain-
ing 1881 reviews has been completed, but the reports have
not yet been submitted by the firms to the committee.

As in prior years, most firms reviewed in 1981
received an unqualified report and an accompanying letter

of comments. One of the reviews performed in 1981 was a
review of a firm that had received an adverse report on its
1879 review. The firm received an ungualified report on

its 1987 review. Exhibit F summarizes the types of reports
igsued during the first four years of the program.

2. Excluded Engagements

The Board continues to evaluate the reasons given
by filrms requesting that certain engagements be excluded
from the scope of the review. Only four of the 204 firms
reviewed in 1981 requested exclusion of a total of five
engagements. Under the section's rules, all engagements so



excluded are permitted if litigation is in process or when
the client will not permit access to the audit workpapers.
None of the exclusxons caused the scope of the review to be
impaired,

This information has been reported by the Board
annually, since some critics thought that many firms would
not make workpapers of audit engagements available for
review., Since experience has proven otherwise, the Board
will not report on this matter in future years unless the
number of exclusions increases significantly. »

C. Major Changes in Peer Review Program

Since our last report, the committee has revised
and refined the standards developed during the earlier
. years of the process.

1. Voluntary Corrective Actions

The committee processed and placed in the public
file several adverse and highly modified peer review
reports. In such cases, the committee requested the £irms
to demonstrate their commitment to taking corrective action
prior to the next triennial review., Actions requested by
the committee and agreed to by the firms include--

e submission of revised quality control policies
and procedures that correct deficiencies
identified during the review,

¢ & return visit by a reviewer to evaluate
actions taken concerning:

- quality control policies and procedures
that were not sufficiently comprehensive or
were not complied with,

- an audit engagement that was deemed not to
have been performed in accordance with
generally accepted auditing standards,

- audit engagements supervised by selected
individuals,

o a full scope peer review to be conducted
generally within one year.

Since March 31, 1981, the committee has asked 17
firmg, including two that received unqualified reports with
lengthy letters of comments, to provide early assurance
that appropriate corrective action is being taken. Ten of
these firms have agreed to submit to another review earlier



than normally would be required. Others have agreed to a
return visit by the reviewers to determine if the defi-
ciencies had been corrected. The majority of the revisits
and accelerated reviews are scheduled to occur after June
30, 1982, thus allowing the firms sufficient time to
implement proposed corrective action. Such veluntary
compliance achieves the same result as might result
from the imposition of a sanction.

¥

This informal process gives , the section the
ability to act promptly on matters that do not warrant
formal sanction. The Bcard favors procedures that assure
that corrective measures are taken promptly. The formal
sanction process remains available for more serious defi-
ciencles where corrective measures satisfactory to the
committee are not undertaken or where a firm chooses not to
cooperate with the committee.

2. Mandatory Reporting of Engagements
Not Performed in Accordance With
Professional Standards

Occasionally, during the review of accounting and
auditing engagements, reviewers will conclude that (1)
financial statements issued were not in all material
respects 1in accordance with generally accepted accounting
principles or (2} noncompliance with generally accepted
auditing standards was so great that the firm did not have
a proper basis for issuing its report.

a. Non-GAAP Financial Statements

In 1981, the committee strictly enforced the
requirement that the reviewer determine whether the finan-
cial statements on each reviewed engagement were presented
in all material respects in accordance with generally
accepted accounting principles.

During 1981, peer reviewers reviewed the finan-
cial statements, reports, and workpapers on 1,206 audit
engagements. In only 15 of these did the reviewers
conclude that the financial statements were not prepared in
all material respects in accordance with generally accepted
accounting principles. In eight of these cases, including
those of two SEC registrants, the reviewed firm recalled
its report and the statements were reigssued, In the
remaining cases the firms were in the process of performing
the subsequent audit and indicated that appropriate correc~
tions would be made. It is to the credit of member firms
that corrective actions are being taken in every case. The
Board believes this is effective evidence that the peer
review process is working in the public's and the pro-
fession's best interests.
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The section did not have in place procedures to
deal with a member firm refusing to withdraw its report on
financial statements that, in the opinion of the reviewers,
were not in accordarce with generally accepted accounting
principles. The Board, in a letter dated April 1, 1981,
called this matter to the attention of the executive
committee:

"We recognize that current professional
literature leaves to the auditor yho
issued the report the final judgement
as to whether a report is to be with~-
drawn. The Board feels that the abil-
ity of the firm to make a unilateral
decision 1in such a case might run
counter to the essence of a self-
regulatory system of which the peer
review is a part. It seems guite
doubtful that the public interest is
being served if a member f£irm is judged
by peers to have erronecusly concurred
in the recording and reporting by the
client of a transaction that is not in
accordance with generally accepted
accounting principles, and the error is
permitted to 9o uncorrected. This
would certainly appear to be so if the
firm does not have compelling reasons
for failure to act.”

In response, the executive committee appointed a
task force to recommend what should be done when a member
firm does not take appropriate action. As a result, the
standards were amended to provide that when the peer review
committee and a member firm fail te reach agreement on what
action should be taken with respect to an inappropriate
report, the £irm must agree to have the matter referred
to the professional ethics division for resolution and to
report the ethics findings to the committee.

While the Board would have preferred that the
matter be resolved solely within the section, it did not
object to referral of the matter to the professional ethics
division. However, the Board asked that the subiject be
reconsidered soon after the new procedure is first tested.

b. Non-GAAS Audits

Existing professional literature does not deal
with the question of what an auditor should do when he
subsequently learns that he has not performed sufficient
auditing to have issued an opinion. Accordingly, the
Board, in a letter to the section's executive committee,



urged that this matter be addressed by the section and
further that the matter be referred to the auditing
standards board for action. The auditing standards board
has the matter on its agenda and the Board is closely
following the progress of this project.

Procedures are now in place within the section
requiring peer reviewers to report substandard audit
engagements to the committee and the corrective action to
be taken. In 1981, the committee was informed by reviewers
that eight engagements had not been performed in all
material respects in accordance with generally accepted
auditing standards. Generally, the firms immediately
performed procedures to satisfy themselves that the finan-
cial statements were prepared in accordance with generally
accepted accounting principles unless the audit of the
succeeding year's financial statements was imminent.
In three cases, the firm's independence appeared Lo be
impaired. All three were properly dealt with: one firm
eliminated the source of impairment, another obtained an
appropriate walver from the SEC and so informed the commit-
tee, and the third, at the urging of the committee, agreed
to refer the matter to the ethics division and to abide
by, and report to the committee, the ruling made by the
division,

3. Improvement in Peer Review Procedures

In July 1981, with participation by the Board's
staff, the committee took several actions to reduce uneven—
ness in peer reviewers' performance and reporting. Letters
of comments suggested recommendations for improving the
gquality control system but often failed to report the
underliying peer review findings upon which such recommenda-
tions were bhased; reviewer$ are now required to report both
findings and recommendations. Similarly, the reviewers'
summary review memorandum has been expanded to facilitate
consideration by the committee of the appropriateness of
the report and the letter of comments.

The gquality of reviewers' workpaper documentation
has been a concern since the program's inception, Signif-
icant lmprovement has resulted from the requirement adopted
by the committee in 1981 that a form entitled "Matters for
Further Consideration”™ be used to document matters that
indicate significant deficiencies in or compliance with the
firm's quality control policies and procedures.,

4. SEC Inspection of Reviewers' Workpapers

As previously reported, an agreement was reached
in 1980 permitting the SEC staff to inspect certain peer
review workpapers of firms that audit one or more SEC



clients; however, workpapers relating to audit engagements
are not made available to the SEC staff. The SEC staff
makes a random selection of workpapers it is to inspect.
Upon completion of the inspection process, the Board
reviews the procedures used by the SEC staff to assure that
the selections were randomly made. In -addition, as in
prior years, the SEC staff has access to the Board's
oversight workpapers on all peer reviews.

The SEC staff has substantxally completed its
inspection of selected workpapers of primary rev1ewers and
the Board's workpapers. SEC staff representatives have
indicated their satisfaction with the adequacy of peer
review standards, the performance of peer reviews, and the
effectiveness of the monitoring of the peer review process.

_ The Board understands the SEC's desire to have

=a basis for making its own obijective evaluation of the
adequacy of the peer review program. It is hoped, however,
that after this initial period, the SEC will rely solely
on inspection of the Board's workpapers for the oversight
of the program.

D, Role of the Quality Control Review Panel

The Board conducted a study in 1981 to evaluate
the cost effectiveness of the guality control review panel
in the peer review program during 1978, 1979, and 1980.

-

1. Background Information

During the initial stages of the peer review
program, the SEC insisted on additional procedures for
firm-on—-firm reviews. Thus, the section required that a
panel be appointed for each firm-on—firm review to issue a
separate report on the guality control system of the
reviewed firm. When the peer review committee approved
administration of peer reviews by associations of CPA
firms, it also required that a panel be appointed for each
such review. The procedures and the report of the panel
largely duplicate those of the reviewer.,

2. The Questiconnaire Study

Panels were appointed for 88 firm-on-firm and
association—-administered veviews during 1978, 1979, and
1680. The majority of firms complained about the added
expense and the Board decided to determine whether the
panel was necessary and cost effective. Questionnaires to
@licit information relevant to the effectiveness of panel
participation were sent to panel c¢hairmen, engagement
review partners, and managing partners of the reviewed firm
cn each of the 88 reviews in which a panel was involved.
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The questionnaires related specifically to the

‘panel's effect {1) on the scope of the review and compo-

sition of the review team, (2} on the reporting of the
review findings, and (3) in resolving differences between
reviewers and the reviewed firm. Generally, parallel
questions were asked of engagement partners and panel
chairmen to permit comparison of the views of the partici-
pants on the same peer review engagements.

Results indicate that, in general, panel partici-
pation is contributing little that is ngt already provided
by the oversight of the peer review committee, the staff of
the AICPA, and the sgtaff of the Board. Very few panels
caused a change in the composition of the review team,
scope of the review, or type of report issued. The primary
contribution of the panels has been consultation with the
engagement partner on how findings should be set forth in
the letter of comments.

3. Cost of Panel Involvement

The Board's study revealed that the cost of panel
involvement is significant both in terms of dollar amount
and in relation to the direct charges of the primary
reviewer., As might be expected, the cost of the panel as a
percentage of the cost of the primary reviewer was found to
increase as the size of the firm decreases, ranging from a
low of 3 percent to a high of 81 percent, with half the
firms paying 20 percent or more. Additional details are
shown in Exhibit G.

In addition to direct panel time and expense
charges, peer review cost was increased by the time spent
by the primary reviewers (and charged to the reviewed firm)
in responding to questions o©f, and consulting with, the
panel, This additional time generally ranged between
1 percent and 5 percent of total reviewers' time.

4, General Conclusions and Recommendations

The survey responses are consistent with the
impressions gained by the Board in monitoring the peerx
review program since its inception. The principal con-
tribution made by some panels was assisting the reviewer
in evaluating and reporting the results of the review.
Accordingly, the Board recommended that the panel be
eliminated. However, for a time, it appears desirable that
a preissuance review of the scope of the review and of the
report and attendant letter of comments be retained as part
of the peer review process, at least until the majority of
reviewers gain additional experience with the program. In
the Board's view, this preissuance review can be performed
effectively by either an independent reviewer or by a
member of the peer review committee.
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Not every review need be subjected to a preissu-
ance review. The Board concludes that the assignment of
a panel solely on the basis of the type of reviewer is
inappropriate and, thus, concludes that a preissuance
review need not be performed on each firm-on~firm and
association—administered review. Furthermore, the
reviewers' and the committee's experience over the past
four years, together with the effective oversight program
of the Board, permits the committee to require that
preissuance reviews be performed on a relatively low number
of reviews. -

The Chief Accountant of the SEC has indicated to
the Board that he would support the decision of the section
to eliminate the panel because he believes that the
benefits to the process attributable to the panel's actions
do not exceed its c¢ost. The section’s peer review and
executive committees have accepted and implemented the
Board's recommendation,

E. Changes in Administration of Program

1. Elimination of PCPS Administered Reviews

During the year the executive committee of the
section, in coniunction with its counterpart of the private
companies practice section, discontinued PCPS administra-
tion of reviews of firms that are members of both sections,
as recommended by the Board in its 1980-81 report. “The
practice, originated at the request of some firms that
belonged to both sections and on the assumption that the
private companies practice section would assign reviewers
more familiar with their guality control system, caused
significant delays in processing peer review reports. In
terminating the arrangement, the executive committees noted
that both sections assign reviewers from firms similar in
size and complexity to that of the reviewed firms,.

2. Information in the Public File

Annual reports of member firms, detailing size
and other characteristics of the practice, are placed in
the section's files available to the public. Peer review
findings and inguiries initiated or actions taken by the
committee regarding each member firm are also placed in the
public file, as well as information about the termination
0f a peer review, if applicable,.

An important change adopted by the committee at
the Board's suggestion is a reqguirement that the public
file of a resigned member be retained for three years and
that the file include details on the circumstances of
withdrawal. The change was precipitated by actions taken
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by two firms following their peer reviews. One firm
resigned rather than submit its peer review report and
letter. of comments to the committee for processing, and
another resigned rather than submit to an accelerated peer

review.

3. Timely Processing of Peer Reviews

The committee, disappointed at the pace at which
some reviews are processed, adopted new procedures intended
to accelerate the completion of peer rgviews. Vigorous
enforcement of the new deadlines for reviewers should
greatly improve the process in future years.

In addition, the Board suggests that member firms
be urged to have their reviews conducted during the summer
and fall months.

4, Training Course for Reviewers

The section (together with PCPS) annually
conducts peer reviewer training program$ for individuals
desiring to c¢onduct peer reviews. The 1982 programs
prepared by and presented in conjunction with the AICPA
continuing professional education division used excellent
course materials and were effectively presented. These
programs were subsidized equally by both sections, since
tuition from enrollments was not sufficient to cover all
costs.

The Board's staff joined the staff of instructors
at three of the 1981 training sites and also met with
representatives of the CPE division to offer suggestions
for improving the program in 1982.

F. Board Monitoring of Peer Reviews

1. Board Staff Oversight Procedures

In spite of the significant increase in the
number of reviews in 1981, the Board continued its policy
of monitoring each review and of visiting all firms with
five or more SEC clients during the course of the review,
Details are shown in Exhibit E.

The use of the report review program, which
consists of a review of reports and selected peer review
workpapers, was increased for firms with no S8EC clients
during 1981. This program now requires review of the
summary review memorandum and the resolution of matters
where the reviewers concluded that performance on an
engagement did not comply with professional standards.
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2. Questions Raised by Staff on Specific Reviews

Generally, peer reviews are being performed with
a high degree of compliance with the standards. However,
the Board's staff brought to the committee's attention
several reviews that seemed not to have been performed in
accordance with the standards. Most questions related to
incomplete or unclear documentation of peer review findings
involving newly adopted requirements for preparation of the
summary review memorandum and use of the "Matter for
Further Consideration®” form, All questions were resolved
to the satisfaction of the committee and the staff.

The staff again noted unevenness in reporting of
similar peer review findings by different reviewers. 1In a
few instances, the difficulty experienced by reviewers in
making reporting decisions {(modified versus unqualified,
adverse versus modifijed) suggests that reviewers would
benefit from further guidance. 1In cases where issuance of
an unqualified or a modified report became Jjudgmental, the
letter of comments adequately described the deficiencies
and the committee confirmed that the reviewed firm took
appropriate follow-~up action. The committee, with Beoard
staff participation, continues to seek and evaluate solu-
tions intended to produce more uniform reporting.

3. Matters Referred to Auditing Standards
Board for Consideration

o

Peer review findings may be indicative of matters
that should be addressed or clarified in new or revised
professional pronouncements. Representatives of the
committee meet periodically with representatives of the
auditing standards board to discuss peer review findings.
Foremost among the problems encountered by peer reviewers
is the absence of comprehensive audit workpaper documenta-
tion, making 1t difficult for reviewers to conclude that
performance was Iin accordance with generally accepted
auditing standards. In April 1982, the auditing standards
board issued a statement that revises existing literature.

IV, SPECIAL INVESTIGATIONS COMMITTEE

A. Responsibilities of the Committee

The special investigations committee considers
whether allegations of audit failures with respect to SEC
c¢lients of member firms indicate the need for corrective
measures by such firms, for changes 1in professional
standards, and/ /or for appropriate disciplinary measures.
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Member firms must report litigation against them
or their personnel, or a proceeding or investigation
publicly announced by a regulatory agency that involves-
clients or former clients that are or were SEC registrants
and that allege deficiencies in the conduct of an audit or
in reporting therecn in connection with any required filing
under the federal securities law. The committee scCreens
this and other information available and decides whether to
{1) monitor further developments, (2) conduct an investiga-
tion of the firm's quality control policies and procedures
or review other engagements performed by the personnel
involved or other engagements in the sam& industry as the
reported case (not an investigation of the specific alleged
audit failure), (3) request authority from the executive
committee to investigate the specific alleged audit
failure, or {4) close its files on the case.

The obijectives of an investigation of the firm
or the specific alleged audit failure are to determine
whether—-

e the firm's guality controls are adeguate, or

o there has been a material departure from
generally accepted auditing standards or a
material failure to comply with guality
control standards, or

e there is a need for reconsidering the adequacy
of certain generally accepted auditing
standards or guality control standards.

A member firm 1is required to furnish information
te the committee concerning an investigation unless the
firm can demonstrate (a) that there is a likelihood that
the firm’s interests in pending litigation or other pro-
ceeding or investigation will be unduly prejudiced by
providing the reguested information and {b) that the
committee's need for such information is not sufficient
to override the interest of the firm or individuals in
avoiding preijudice in such litigation or other proceeding
or investigation. Fallure to cooperate may be a basis for
the imposition of sanctions.

B. Major Developments

1. Guidelines Adopted by the Committee

The committee developed internal guidelines to be
applied in reviewing and forming consistent conclusions on
actions to take concerning reported litigation. The
guidelines provide a framework £or considering the merits
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