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Audits With Deficiencies Increased in 2021,
According to New PCAOB Staff Report

Chair Williams sees troubling trend with 2022
comment forms also on the rise, tells firms to
“sharpen focus”

Washington, DC, Dec. 8, 2022

A new PCAOB staff report shows a year-over-year increase in the number of audits with
deficiencies at audit firms that the PCAOB inspected in 2021. The report, “Staff Update and
Preview of 2021 Inspection Observations " presents aggregate observations from the
PCAOB's inspections of 141 annually and triennially inspected audit firms in 2021.

According to the report, PCAOB staff expects approximately 33% of the audits reviewed will
have one or more deficiencies that will be discussed in Part LA of the individual audit firm's
inspection reports, up from 29% in 2020. Part I.A of the individual audit firm'’s inspection
report discusses deficiencies, if any, that were of such significance that PCAOB staff believes
the audit firm, at the time it issued its audit report(s), had not obtained sufficient appropriate
audit evidence to support its opinion on the public company’s financial statements and/or
internal control over financial reporting.

“Higher deficiency rates in 2021, coupled with the fact that the PCAOB is also seeing an
increase in comment forms for 2022, are a warning signal that the audit profession needs to
sharpen its focus on improving audit quality and protecting investors,” said PCAOB Chair
Erica Y. Williams. “The PCAOB will continue our work to increase audit quality by
modernizing our standards, enhancing our inspections, and strengthening our
enforcement.”



Comment forms are the initial communication to audit firms of potential observed
deficiencies from the PCAOB's inspections. Audit firms are allowed the opportunity to provide
a written response to the comment form.

The 2021 preview report also notes the following:

PCAOB staff continued to identify auditing deficiencies that have recurred for many
years.

PCAORB staff expects that approximately 40% of the audits reviewed will have one or
more deficiencies discussed in Part |.B of the individual firm's inspection reports, up
from 26% in 2020. In Part I.B of our inspection reports, the PCAOB's staff provide
observations regarding instances of noncompliance with PCAOB standards or rules
that do not relate directly to the sufficiency or appropriateness of evidence the audit
firm obtained to support its opinion(s), such as critical audit matters, Form AP, and
certain independence related deficiencies.

PCAOB staff noted that a significant portion of the increase in deficiencies was driven
by an increase in deficiencies related to critical audit matters (CAMs), particularly
among triennially inspected audit firms (those with fewer than 100 public company
audit clients). December 15, 2020 was the effective date for the requirements related
to CAMs for companies other than large accelerated filers, meaning that many firms
were complying with CAMs requirements for the first time. Among the CAMS-related
deficiencies, most were instances in which auditor procedures to determine CAMs did
not include every matter that should have been analyzed as a potential CAM. These
instances of non-compliance do not necessarily mean that other CAMs should have
been communicated in the auditor’s report.

Some audits have both Part |.LA and Part |.B deficiencies, and so PCAOB staff expects
that approximately 55% of the 690 audits the PCAOB reviewed in 2021 will have one or
more Part |.A and/or Part |.B deficiencies, up from 44% percent in 2020.

PCAORB staff also observed good practices that may be effective in enhancing audit
firms’ systems of quality control and audit quality generally, for example: making it
easier for audit firm employees to import information from their financial holdings
directly into the firm’s internal tracking systems as a safeguard against conflicts of
interest; the use (and proper integration) of specialists; robust risk assessment; and
proper/timely responses to audit supervision.

Inspections are critical to the PCAORB's fulfillment of its investor-protection mission, and
enhancing PCAOB inspections is a top strategic goal for the organization. This staff Spotlight
advances that strategic goal by helping investors and other stakeholders gain a better
understanding of the staff's findings from the 2021 inspection cycle.



Auditors may find this information useful as they continue to plan and perform their audits,
and audit committees may benefit from the use of this publication as a reference point when
engaging with their auditors. This information may help investors and other stakeholders
become better informed about the matters PCAOB staff finds in inspections.

The publication can be found at the Staff Publications page on the PCAOB website, along
with other resources on the PCAORB's activities and observations. Learn more about PCAOB
inspections on our Basics of Inspections page.

kokkkk

About the PCAOB

The PCAOB is a nonprofit corporation established by Congress to oversee the audits of public
companies in order to protect investors and further the public interest in the preparation of
informative, accurate, and independent audit reports. The PCAOB also oversees the audits of
brokers and dealers, including compliance reports filed pursuant to federal securities laws.
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