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Introduction[1] 
As we are nearing the end of the fiscal year for many reporting companies, it is important to remember that 

complete, accurate financial statements and credible audits are things we—investors, issuers, and regulators 

worldwide—all care about.  

The world’s capital markets are global, as are the world’s largest companies.[2]  Over the past decades, capital 

investment has increasingly flowed internationally, including to and from the United States.[3]  Moreover, both U.S.-

based and non-U.S.-based companies rely on the U.S. markets to raise capital and establish a reliable and consistent 

trading presence for their securities.[4]  While often taken for granted, it is difficult to overstate the value of this 

daily, multi-industry price transparency and liquidity to the economy—regionally, nationally, and globally. 

The bedrock of this capital market system is high quality, reliable financial statements.  This is 

indisputable.  Without high quality and reliable financial information, capital markets do not function well. 

In turn, confidence in the quality and reliability of financial statements is driven by a combination of quality audit 

services and regulatory oversight.  Effective audits and regulatory oversight require timely access to comprehensive 

information.  For U.S.-listed companies with international operations, this access must be multi-jurisdictional, and 

due to the size of our capital markets, U.S. regulators have a particularly significant responsibility to access audit-

related information relating to U.S.-listed companies on a global basis.  As context, we note that U.S.-listed 

companies accounted for approximately 40% of the market capitalization of global public companies in 2017.  We 

also recognize that for investors—both U.S. and non-U.S. investors—a U.S. listing carries with it the assumption 

that U.S. rules and regulatory oversight apply.[5]    

This level of international interconnectedness creates regulatory challenges, including that information reasonably 

necessary for regulatory oversight with respect to U.S.-listed companies does not always flow to U.S. capital 

markets regulators from foreign jurisdictions to the extent it should.  Barriers to information may come in various 

forms, including data protection, privacy, confidentiality, bank secrecy, state secrecy, or national security 

laws.  These laws, many of which have rational objectives unrelated to our capital markets, can restrict access to 
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oversight information, even though the subject companies agree to provide the information and avail themselves of 

the U.S. capital markets.    

Over the past decade, there has been substantial cooperation among international regulators to address these barriers 

and facilitate the timely flow of information reasonably necessary for capital markets regulators to carry out their 

oversight responsibilities.  For context, consider the following: 

 The SEC is one of over 120 signatories to the International Organization of Securities Commissions (IOSCO) 

Multilateral Memorandum of Understanding, which provides for enforcement consultation and cooperation, and 

the exchange of information.   

 The SEC has over 75 formal cooperative arrangements with foreign regulators and law enforcement agencies. 

 The PCAOB has conducted inspections of registered firms in 50 different non-U.S. jurisdictions. 

 The PCAOB has cooperative agreements with 23 foreign regulators as a result of which the PCAOB either 

conducts joint inspections or shares inspection findings with regulators in those jurisdictions. 

Although substantial progress has been made, issues relating to information access remain, and our experience leads 

us to expect that new access issues are likely to arise.  One of the most significant current issues relates to the ability 

of the PCAOB to inspect the audit work and practices of PCAOB-registered auditing firms in China (including 

Hong Kong-based audit firms, to the extent their audit clients have operations in mainland China) with respect to 

their audit work of U.S.-listed companies with operations in China.  The PCAOB has faced similar issues in the past 

with respect to other jurisdictions.[6]  

While the analysis of the quality of financial reporting is principally an issuer-specific exercise, on a collective basis, 

the size and scope of the current issue is meaningful.  For example, consider the following data points:[7] 

 There are 224 U.S-listed companies[8] (with $1.8 trillion in combined market capitalization)[9]where the PCAOB 

faces obstacles in inspecting the principal auditor’s work. 

 There are another 207 U.S.-listed companies[10] where the PCAOB can inspect some—although not all—of the 

auditor’s work. 

The efforts of the SEC and PCAOB to obtain access to this information have been significant and are 

ongoing.  Below, we discuss in more detail the roles of audit firms, the SEC, and the PCAOB in connection with the 

financial reporting and auditing of U.S.-listed companies and the need for international cooperation.  The following 

discussion also provides more detail on the current China-related information access issues. 

External Audits of Multinational Companies Require Global Coordination 

A multinational company must comply with financial reporting obligations in many of the countries in which it has 

operations and activities, and it must prepare consolidated financial statements that include its financial transactions 

and events worldwide.  Critical to a company’s compliance with these financial reporting obligations is the work of 

the company’s external auditor.  Accordingly, an external audit firm must be able to conduct or coordinate the 

delivery of its audit services on a worldwide basis.   

The largest of these audits are conducted or coordinated through global networks and other affiliations of individual 

firms.  The individual firms are subject to jurisdiction-based ownership, licensing, registration, and other regulatory 

requirements, even as they draw on, for example, globally common technologies, tools, methodologies, training, and 

quality assurance monitoring.[11]  

The auditor’s report for a company’s consolidated financial statements is typically signed by only one firm in the 

audit firm’s global network.  For U.S.-listed companies, publicly available disclosure forms filed with the PCAOB 

enable investors and others to identify whether other firms, including firms affiliated through a global network, 

participated in the audit and, when certain thresholds are met, the extent of their participation. 

Regulatory Oversight of International Financial Reporting and Auditing Requires Significant Cross-Border 

Regulatory Cooperation 
The reality of today’s global business and audit environment drives regulatory cooperation, in much the same way 

as it has driven jurisdiction-based audit firms to form networks and other affiliations.  In short, for oversight to be 

effective, regulators around the globe must work together.  This makes sense as the world’s securities and audit 

regulators share a common mission to protect investors and foster market integrity.  In the case of multinational 

companies, fulfilling this all-important function is not possible if the work of the principal regulators—typically the 

country or countries with the primary listings—is limited by national borders.  
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A regulator, confined to only a view from within its own national borders, can only see a portion, and oftentimes a 

small portion, of the activities and risks of a company or the work of its auditor.  To put the point starkly, consider a 

company with all or substantially all of its operations in country A that, through a listing and offering in country B, 

raises a substantial portion of its capital in country B.  It would not be satisfactory for the financial regulators in 

country B to limit their review of the company’s financial reporting solely to activities in country B.  Access to 

information in country A is essential to effective oversight.  Moreover, investors in country B’s markets would 

expect country B’s regulators to have such access.  Said more generally, review of a consolidated audit of a 

multinational company cannot be performed effectively in country-specific silos.  

The Approach of the Principal U.S. Capital Markets Regulators to International Financial Reporting and 

Auditing is Multifaceted 

Role and Approach of the SEC 

The SEC’s three-part mission is to protect investors, maintain fair, orderly, and efficient markets, and facilitate 

capital formation.  The SEC advances its mission by, among other responsibilities, administering and enforcing 

requirements for public companies, funds, and broker-dealers to provide audited financial statements to 

investors.  As the primary regulator of the world’s largest securities markets, administering and enforcing the 

requirements for reliable financial reporting requires the SEC to be engaged in many topics that extend beyond the 

U.S. borders.  Indeed, the flow of international capital investment presents challenges, not just for U.S.-listed 

companies and economic interests, but also for the SEC’s efforts to protect transparency and accountability in 

financial reporting globally.  Protecting transparency and accountability in financial reporting is vital.  

One way the SEC seeks to address these challenges is to engage in frequent communication with market regulators 

and law enforcement authorities in other jurisdictions, directly and through our participation in international 

organizations—such as IOSCO, the Monitoring Group, which provides monitoring of international audit and ethics 

standards, and the Monitoring Board, which provides monitoring of international accounting standards.  The SEC 

also works bilaterally and multi-laterally with foreign authorities, both on policy issues with a cross-border 

dimension, and on supervisory and enforcement issues.  

As noted above, the SEC makes extensive use of the IOSCO Multilateral Memorandum of Understanding, and also 

is party to cooperative arrangements with foreign regulators and law enforcement agencies.  These arrangements 

further facilitate the sharing of critical enforcement and supervisory information.[12]  Even with these cooperation 

agreements in place, the SEC’s ability to obtain access to some types of mission-critical information remains limited 

in both timing and scope of access.   

Role and Approach of the PCAOB 

The SEC oversees the PCAOB, which, in turn, is the principal U.S. regulator that oversees the audits of public 

companies and SEC-registered brokers and dealers.  The PCAOB is required by U.S. law to conduct regular 

inspections of all registered public accounting firms, both domestic and foreign, that issue such audit reports or play 

a substantial role in the preparation of them.  These inspections seek to protect investors in the U.S. public capital 

markets by ensuring that audit firms adhere to, among other things, PCAOB standards. 

The PCAOB conducts inspections of PCAOB-registered firms across the globe and has inspected PCAOB-

registered firms in 50 different non-U.S. jurisdictions.[13]  With respect to foreign-registered public accounting 

firms, the PCAOB cooperates closely with audit regulators outside the United States, and the scope of that 

cooperation is extensive.   

An example of this cross-border collaboration and cooperation is the PCAOB’s active membership in the 

International Forum of Independent Audit Regulators (IFIAR), which consists of 53 independent audit regulators 

from around the world.[14]  Created in 2006, IFIAR’s stated purpose is to enable independent audit regulators to 

share among each other their knowledge and experiences, with a focus on inspections of auditors and audit firms. 

The PCAOB also has cooperative agreements with 23 foreign regulators as a result of which the PCAOB either 

conducts joint inspections or shares inspection findings with regulators in those jurisdictions.[15]
  Under these 

cooperative agreements, the PCAOB has conducted international inspections, in many cases jointly, with the local 

regulator.  In joint inspections, each regulator not only learns from the other, but these inspections also have the 

potential to improve regulatory oversight globally.  

Addressing Country-Specific Restrictions on Access to Information and Auditor Inspections is a Complex 

Task that Requires Extensive Cooperation and Ongoing Attention 
An important issue affecting the oversight responsibilities of U.S. capital markets regulators involves foreign 

privacy and other data protection laws, which significantly impact cross-border information sharing.  Various 
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countries’ laws, including blocking statutes and data protection, privacy, confidentiality, bank secrecy, state secrecy, 

and national security laws, are designed to achieve national objectives.  But they also frequently create obstacles to 

cross-border flows of information between regulators and foreign-domiciled registrants, thus complicating, and in 

some instances impeding, the ability to carry out regulatory responsibilities.  

Some of these laws, for example, act to prohibit foreign-domiciled registrants in certain jurisdictions from 

responding directly to SEC requests for information and documents or doing so, in whole or in part, only after 

protracted delays in obtaining authorization.  Other laws can prevent the SEC from being able to conduct any type of 

examination, either onsite or by correspondence.  Accordingly, securities regulators around the world seek 

agreements with one another for access to business books and records or auditor documentation as part of regulatory 

efforts to enforce laws that protect investors.  This is particularly important in countries where records are required 

by domestic law to be maintained in the home country. 

Positions taken by some foreign authorities currently prevent or significantly impair the PCAOB’s ability to inspect 

non-U.S. audit firms in certain countries, even though these firms are registered with the PCAOB.  To facilitate the 

PCAOB’s ability to inspect registered non-U.S. audit firms, the PCAOB often enters into formal cooperative 

arrangements with foreign audit regulators.  In many cases, these cooperative arrangements permit the PCAOB to 

carry out inspections jointly with the home-country regulators.    

It is incumbent that we and our international counterparts continue to work through these issues, including as new 

issues arise such as those that may be posed by the recent, increased focus on data privacy.  We must do this while 

recognizing that we do not operate in a one-size-fits-all world and that there are, for good reason, significant 

differences across various markets, as well as regulatory regimes.  That said, in the case of public companies that 

have substantial operations in jurisdictions other than the listing jurisdiction, for many important reasons, including 

legal requirements, investor expectations and the inefficiencies and ineffectiveness of a country-specific, silo 

approach, deference is not appropriate.  Primary financial regulators must be able to supervise the entities and 

persons registered with them to the extent reasonably necessary to ensure compliance with the financial disclosure 

and other key securities laws in their jurisdiction.[16]  

We also expect audit firms to work with the SEC and the PCAOB in addressing the issues that affect them.  Any 

audit firm that registers with the PCAOB is legally obligated to cooperate and provide documents and testimony, if 

requested, in connection with inspections and investigations regardless of their locations.[17]  We note that a refusal 

to cooperate, either in an inspection or an investigation, could subject the firm to SEC or PCAOB sanctions and 

remedial measures. 

Restrictions on Access to Books and Records Maintained in China 

While international cooperation and coordination have increased significantly in many parts of the world in recent 

years, the SEC and PCAOB still face challenges from laws and practices that can impede strong regulation, 

supervision, and enforcement.  For example, both the SEC and the PCAOB currently face significant challenges in 

overseeing the financial reporting for U.S.-listed companies whose operations are based in China—a market where 

U.S. investors’ interest has increased and is significant.[18]  The business books and records related to transactions 

and events occurring within China are required by Chinese law to be kept and maintained there.  China also restricts 

the auditor’s documentation of work performed in the country from being transferred out of China.[19]  

China’s state security laws are invoked at times to limit U.S. regulators’ ability to oversee the financial reporting of 

U.S.-listed, China-based companies.  In particular, Chinese laws governing the protection of state secrets and 

national security have been invoked to limit foreign access to China-based business books and records and audit 

work papers.  As a result, for certain China-based companies listed on U.S. stock exchanges, the SEC and PCAOB 

have not had access to the books and records and audit work papers to an extent consistent with other jurisdictions 

both in scope and timing.  

Restrictions on PCAOB Audit Inspections 

Another significant challenge is with regard to PCAOB audit inspections and the related regulatory uses of the 

information.  The PCAOB is currently restricted from inspecting audit work and practices of PCAOB-registered 

firms in China (including Hong Kong, to the extent their audit clients have operations in China).  The PCAOB has 

worked to increase its access to China’s audit work papers, but progress has been slow and satisfactory resolution 

remains uncertain.  Where the PCAOB is not able to conduct inspections of audits of foreign-based companies listed 

in the U.S., investors in these companies do not receive the tangible, quality-enhancing benefits that can result from 

PCAOB inspections.[20]
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To better inform investors about the PCAOB’s inability to conduct inspections in certain jurisdictions, the PCAOB 

publishes on its website a list of companies whose auditors are located in jurisdictions where there are obstacles to 

PCAOB inspections.[21]
  The current list includes 224 unique issuers, and they represent a significant portion of the 

capital markets, with a combined market capitalization exceeding $1.8 trillion.[22]  Out of these 224 issuers, 213 

have auditors based in mainland China or Hong Kong, while the remaining 11 issuers have auditors based in 

Belgium. 

In addition to the list, the PCAOB also makes publicly available information in Form AP, Auditor Reporting of 

Certain Audit Participants, regarding how much of an audit was performed by audit firms in other jurisdictions, 

including jurisdictions in which the PCAOB cannot currently conduct inspections.  The information helps investors 

assess the level of audit risk stemming from a multi-jurisdiction engagement.  For Form APs filed with the PCAOB 

between June 30, 2017 and June 29, 2018, 207 are from auditors in China (and Hong Kong) or Belgium that 

participated in the audit (with a range of participation of 5% of audit hours or greater) but were not the company’s 

principal auditor. 

Efforts with Chinese Regulators to Improve Information Access and Audit Inspections are Ongoing but We 

Have Not Yet Made Satisfactory Progress   

While information barriers certainly continue to exist in multiple jurisdictions, we believe the resolution of these 

issues discussed above with China is of the most significance to investors.  The SEC and the PCAOB have sought 

constructive dialogues with Chinese officials and regulators over recent years, emphasizing the importance of 

investor protection and the quality of financial reporting and audit services.  Despite these efforts, we have not yet 

made satisfactory progress.  Our principal goal is to achieve a level of cooperation with the Chinese authorities that 

both (1) respects Chinese and U.S. sovereignty, and (2) enables the SEC and PCAOB to have timely access to the 

information necessary to conduct investigations or inspections.  

The inability to date to achieve this level of regulatory cooperation with Chinese authorities raises a number of 

investor protection and general oversight issues.      

The U.S. stock markets have long been attractive to foreign companies because of their efficiency and liquidity as 

well as the potential benefits offered in the form of brand-name enhancement and increased visibility.  Many China-

based companies, and companies that have significant operations in China, have sought these benefits.  The factors 

driving these benefits include the application of U.S. disclosure requirements as well as regulatory oversight and 

enforcement.[23] 

However, the barriers to information access discussed above may adversely affect investors in the U.S. markets and 

the interests they own in companies that are China-based or have significant operations in China, including because 

they reduce the certainty provided by U.S. law and oversight.  We note that this risk is present for a company and its 

investors even if the company’s financial statements are complete and accurate and the audit was appropriately 

conducted.  For example, when faced with increased uncertainty about the reliability of financial reports, investors 

may ―price protect‖ that risk by increasing the companies’ cost of capital.[24]   

While a reduction in oversight, and a related increase in uncertainty, may have broad market confidence-related 

effects, constraints on oversight also raise company-specific risk.  For example, information barriers that inhibit 

oversight may allow bad actors to more effectively hide fraud.  In addition, as we know all too well from our 

experiences with Enron, WorldCom, Adelphia and others, fraud in one company, or just a few companies, can 

undermine confidence more broadly.[25] 

We believe it also is important to recognize that PCAOB inspections and SEC regulatory activities not only help to 

improve audit quality for the inspected foreign auditors’ U.S. listed clients,[26] but also provide benefits that may 

spread to these auditors’ non-U.S.-listed foreign public clients.[27]
 Said another way, the PCAOB inspection process 

that focuses on audits of U.S.-listed companies may drive the subject audit firm to improve its work in respect of 

companies that are not U.S.-listed. 

 

Finally, we note that, depending on various facts and circumstances, including company-specific considerations, if 

significant information barriers persist, remedial actions involving U.S.-listed companies may be necessary or 

appropriate.  In the past, remedial measures have included, as examples, requiring affected companies to make 

additional disclosures and placing additional restrictions on new securities issuances.   

Conclusion 
This statement reflects our view that it is appropriate to bring the general issue of SEC and PCAOB access to 

information held outside the United States, and the current specific concerns discussed above, to the attention of 

investors in the U.S. capital markets. 
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[1] This statement represents the views of the Chairman and the Chief Accountant of the Securities and Exchange 

Commission (SEC).  It is not a rule, regulation, or statement of the SEC.  The Commission has neither approved nor 

disapproved its content. 

This statement also expresses the views of the Public Company Accounting Oversight Board (PCAOB) Chairman 

William D. Duhnke III and does not necessarily reflect the views of the PCAOB, other PCAOB board members, or 

PCAOB staff. 

[2] For example, the top ten companies on the 2018 Forbes Global 2000 list have combined sales revenues of $1.5 

trillion, and combined market capitalization of $3.482 trillion.  See The World’s Largest Public Companies, Forbes, 

at https://www.forbes.com/global2000/list/.  The operations of these companies, including their financing, supply 

and distribution chains, frequently span many borders.  The Forbes ranking is based on the global companies’ sales 

revenue, profits, assets, and market value. 

[3] U.S. holdings of foreign equities and debt as of December 31, 2017 were at $12.4 trillion, significantly higher 

than the $8.0 trillion as of December 2012.  See Exhibit 20 of U.S. Portfolio Holdings of Foreign Securities, 

available at http://ticdata.treasury.gov/Publish/shca2017_report.pdf.  In addition, foreign holdings of U.S. equities 

and debt have also increased significantly over the previous five years, from $13.3 trillion as of June 2012 to $18.4 

trillion as of June 2017.  See Table A7 of Foreign Portfolio Holdings of U.S. Securities, available 

at http://ticdata.treasury.gov/Publish/shla2017r.pdf. 

[4] Based on the analysis by Division of Economic and Risk Analysis at the Securities and Exchange Commission, 

in 2017, the total amount of new capital raised by U.S.-based and non-U.S.-based companies in U.S markets was 

$1.5 trillion through registered offerings, and over $3.0 trillion through private offering channels (non-registered 

offerings).  See Scott Bauguess et al., Capital Raising in the U.S.:  An Analysis of the Market for Unregistered 

Securities Offerings, 2009-2017, Aug. 2018, available 

at https://www.sec.gov/files/DERA%20white%20paper_Regulation%20D_082018.pdf.  

[5] See Market capitalization of listed domestic companies, The World Bank, available 

at https://data.worldbank.org/indicator/CM.MKT.LCAP.CD.  In 2017, total market capitalization for listed 

companies in the U.S. was $32.12 trillion, and total world market capitalization was $79.22 trillion. 

[6] Although the PCAOB is constrained currently with respect to inspection activities in Belgium, the PCAOB 

expects to conclude soon a final cooperative agreement with Belgian authorities. 

[7] The data does not include companies (or their external auditors) that are outside the SEC’s (or the PCAOB’s) 

jurisdiction but still might impact U.S. investors, such as those whose securities are included in foreign investment 

funds or indices available to U.S. investors.  The share of U.S. investor participation in foreign markets is substantial 

and increasing.  See note 3 above. 

The data also does not include U.S.-listed companies that are not reflected in the counts as a result of the annual 

reporting frequency and threshold of 5% in audit hours or greater.  See note 10 below. 

The data may or may not include companies that have been inspected by the PCAOB and the inspections did not 

involve, or no obstacles were raised to, review of audit work relating to a U.S.-listed company’s operations in China. 

[8] See Issuers that are Audit Clients of PCAOB-Registered Firms from Non-U.S. Jurisdictions where the PCAOB 

is Denied Access to Conduct Inspections (last updated on Sept. 10, 2018), available 

at https://pcaobus.org/International/Inspections/Pages/IssuerClientsWithoutAccess.aspx.  This list includes 241 

issuers, corresponding to 224 unique issuers because some issuers appeared in the list more than once.  For its part, 

the SEC typically requires risk factor disclosures by issuers that have operations in a jurisdiction in which there are 

obstacles to PCAOB inspections.  

[9] Since the PCAOB derived the current list from annual reports on Form 2 that registered public accounting firms 

filed with the PCAOB related to audit reports from April 1, 2016 to March 31, 2018, some issuers have since 

changed their listing or trading status. 

The $1.8 trillion reflects the market capitalization on September 26, 2018 of the 178 issuers that are currently traded 

and have publicly available market-capitalization information.  

Out of the full list of 224 companies, 46 companies do not have current market capitalization:  30 companies had 

filed a Form 15 (Certification and Notice of termination of registration under Section 12(g) of the Securities 
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Exchange Act of 1934 or suspension of duty to file reports under Sections 13 and 15(d) of the Securities Exchange 

Act of 1934) with the SEC prior to September 26, 2018; two companies had filed a Form 25 (Notification of 

removal from listing and/or registration under Section 12(b) of the Securities Exchange Act of 1934) with the SEC 

prior to September 26, 2018; and the remaining 14 companies had management or auditors that disclosed in their 

most recent Form 10-K or 10-Q that there was substantial doubt about the company’s ability to continue as a going 

concern.  

[10] The PCAOB also makes publicly available information in Form AP, Auditor Reporting of Certain Audit 

Participants, regarding how much of an audit was performed by audit firms in other jurisdictions, including 

jurisdictions in which the PCAOB cannot currently conduct inspections.  The information helps investors assess the 

level of audit risk stemming from a multi-jurisdiction engagement.  From the most recent Form APs filed with the 

PCAOB (filed between June 30, 2017 and June 29, 2018), 207 are from auditors in China (and Hong Kong) or 

Belgium that participated in the audit (with a range of participation of 5% of audit hours or greater) but were not the 

company’s principal auditor. 

[11] The global financial reporting architecture incorporates and benefits from the structure, supported also by high-

quality standard setting and standards for accounting, audit, ethics, and education used by professional accountants 

around the world.  For example, high quality international standards, firm network-level governance and 

management, and regulatory information sharing and cooperation promote symmetry across jurisdictions, while use 

of individual audit firms retains the capacity for market-based and regulatory discipline at a local level. 

[12] See SEC’s Cooperative Arrangements with Foreign Regulators (current as of November 29, 2018), available 

at https://www.sec.gov/about/offices/oia/oia_coopfactsheet.htm. 

[13] See Non-U.S. Jurisdictions Where the PCAOB has Conducted Inspections (current as of September 10, 2018), 

available at https://pcaobus.org/International/Pages/PCAOB-Inspections-of-Registered-Non-U-S--Firms.aspx. 

[14] See The International Forum of Independent Audit Regulators and Other International Organizations (current as 

of November 29, 2018), available at https://pcaobus.org/International/Pages/IFIAR-other-international-

organizations.aspx. 

[15] See PCAOB Cooperative Arrangements with Non-U.S. Regulators (current as of November 29, 2018), 

available at https://pcaobus.org/International/Pages/RegulatoryCooperation.aspx. 

[16] For example, the SEC is the primary regulator to nearly 1,000 foreign registered investment advisers, with over 

$11 trillion in assets under management, and a limited number of clearing agencies, broker-dealers, and transfer 

agents located in over 65 countries. 

[17] See, e.g., Staff Questions and Answers — Audits of Mainland China Issuers by Registered Firms Outside of 

Mainland China (Dec. 30, 2016), available 

at https://pcaobus.org/Inspections/Documents/PCAOB%20Staff%20QA%20on%20MOF%20rule.pdf. 

[18] Twelve of the top 100 global companies by market cap are China-based companies.  See Global Top 100 

Companies by Market Capitalization, PwC (Mar. 31, 2018), available at https://www.pwc.com/gx/en/audit-

services/assets/pdf/global-top-100-companies-2018-report.pdf. 

[19] China also requires control and maintenance over similar business books and records related to transactions and 

events occurring within Hong Kong and auditor’s documentation of work performed in Hong Kong.  While there is 

existing protocol for the SEC to request such documentation, we believe this protocol needs further refinement. 

[20] See Lamoreaux, Phillip, Does PCAOB inspection access improve audit quality?  An examination of foreign 

firms listed in the United States, 61 (2-3) Journal of Accounting & Economics 313-337 (2016).  This study finds 

that, relative to auditors not subject to PCAOB inspection access as a result of restrictions imposed by foreign 

governments, auditors subject to PCAOB inspection access provide higher-quality audits. 

[21] See note 8 above. 

[22] See note 9 above. 

[23] There is extensive evidence that these non-U.S. companies experienced reduced cost of capital, increased 

liquidity, and increased visibility after cross-listing in the United States.  One source of such benefits arises from 

these cross-listed companies subjecting themselves to the stricter U.S. legal environment and enhanced disclosure 

requirements to take advantage of the investor protection these systems provide.  For a review of the academic 

literature, see, e.g., Karolyi. G. A. The World of Cross-Listings and Cross-Listings of the World: Challenging 

Conventional Wisdom, 10 (1) Review of Finance 99-152 (2006). 

[24] There is extensive evidence on how the quality of accounting information affects a company’s cost of 

capital.  See, e.g., Botosan, C., M. Plumlee, and Y. Xie, The role of information precision in determining the cost of 

equity capital, 9 Review of Accounting Studies 233–59 (2004); Lambert, R., C. Leuz, and R. Verrecchia. 

Accounting information, disclosure, and the cost of capital, 45 Journal of Accounting Research 385–420 (2007).  It 
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also is possible that these effects could occur broadly, affecting a class of companies (such as China-based 

companies) , regardless of a specific company’s underlying financial strength, because of the lower level of 

confidence in the oversight of the financial reporting of those companies generally as well as the difficulty of 

distinguishing among the companies in the class. 

[25] Several studies have documented that fraud allegations for one China-based company (e.g., the 2011 Citron 

Research criticism of Harbin Electric Inc.) led to investors penalizing other China-based companies’ stock prices, 

resulting in a spillover effect.  See Beatty, Randolph, Hai Lu, and Wei Luo, Market failure and reemergence: A 

study of Chinese firms listed in the U.S.,  Research Collection School of Accountancy (2016) (unpublished working 

paper) available at: http://ink.library.smu.edu.sg/soa_research/1591; Darrough, Masako, Rong Huang, and Sha 

Zhao, Spillover Effects of Fraud Allegations and Investor Sentiment (2018) (unpublished working paper), available 

at https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2144483. 

[26] See Gu, Tracy, Dan Simunic, and Michael Stein, Does the PCAOB’s cross-border audit oversight affect the 

value of cross-listings? Evidence from a regulatory breakdown (2017) (unpublished working paper), available 

at https://af.polyu.edu.hk/media/6538/6_dan_a_simunic.pdf.  The authors document that when the PCAOB disclosed 

its inability to inspect the audits of companies in certain jurisdictions, these companies’ stock prices reacted 

negatively, and their bid-ask spreads increased. 

[27] See Simon Yu Kit Fung, Simon, K. Raman, and Xindong Zhu, Does the PCAOB international inspection 

program improve audit quality for non-US-listed foreign clients?, 64 Journal of Accounting and Economics 15-36 

(2017).  This study finds that PCAOB international inspection program improves audit quality for a sample of non-

US-listed foreign public client companies from 55 countries audited by foreign (i.e., non-US) auditors.  The finding 

suggests that PCAOB international inspections benefits foreign investors of non-US-listed foreign companies. 
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