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Ms. Pheebe W. Brown, Secretary

Office of the Seeretary

Public Company Aceounting Oversight Board
1886 K Street, N.W.

Washingten, D.C. 20008-2803

fRe: PCACB Ruilemaking Deocket Maiter No. 041, Concept Release on Audit Quality
Indicators, Release No. 2015-005

[Prai Medam Seeretary:

On brireif of the California Pubiic Emplyees’ Reliiement System (CaIPERS), thank you
or the epperiumity to pievide our comments on the content and possible uses of
pRiemial ‘eudit guality indivziens” (AQIR) in iesponse to the Pulblic Compainy Accounting
ONriSigt Borids (Beard, PCAOB) Corerpt Relrase on AQIs (Comcept Release).
CRIPERS agjiees with the 2008 Firal Repot of tihe Advisory Committee on tihe Auditing
Pieofresion (ACAR) that:

fiing fifms o dirciRee indiraiors off audit quality may enhance moit
il e ity off 2udits pievided hy sueh fims, huk 2iso tite atbility of
smlirs: auditing fimms t© comipete with lrigrr 2uditing fims, audior dhoice,
shaiehir droRiommaking rekied to natification of auditor selection, and
PCAOB avensigihi: off negjistered audiiing firms.
CRIMERS istie l%r@@mw%mm benefit prasion fund im the Writed Staies (US)
witin 2ppiodmeiely $301 billion im gjlbel sssets 2 We helieve that:

Efrclive finrneirl reputing drpends on high quality accouning stendands,
2 Welll 38 cuiRien appication, rigieus indkprerdntt audiitand
et drthese Sendrids. CRPERS ig a siiong adwecaie offnaform

| Advisory Committee on the Audltlng Profiession to the U.S, Depamnent of the Treasury, page
\(HIF1155 Qﬁﬁhﬁr% &Q& i/ IAAW R OV Bl it

% CAIPERS imvesinment fund values, Facts att a Glance, August 3, 2015.


http://www.calpers.ca.gov
http://www.treasury.gov/about/organizational-structure/offices/Documents/final-report.pdf
http://www.treasury.gov/about/organizational-structure/offices/Documents/final-report.pdf
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Ratienale for recommending the appeintment, reappointment or removal
of the external auditor including information on tendering frequency,
tenure, and any eontractual obligations that acted to restrict the choice of
external auditors.3

We believe the use of AQIs would provide audit committees additional decision points iin
their assessment of the external auditor, We continuously articulate the importance of
the coneepts of integrity, objectivity, independence, professional skepticism and
accountability.? We believe the AQIs could embody these concepts in both a
guantitative and qualitative manner and guide audit committees to better communicate
the reliionale for appointing or ie-appointing the external auditor.

i Ihis July 61 letiier to the PCAOB, Rabert Conway, retired Big Four audit partner,
mighlights the goed job the PCAOB does in articulating the benefits of AQIs, bbut he also
points oult a problem with the existing awdit firm business modiel.” impllementing AQls
iy very well disrupt the existing model and Ibring ahoutt improvements.

@dﬁ@&% iBrineiiples migitight the importance of shareholder ratification of the
2udinor amnvally. AQIs would 283ist Shareowners in the decision process in
%UI@h amnvial ratification.

In it necemt IRtter to the PCAOB, Comeash higilights, that for them:

AQI mrifies heliped to pioviide giesles transparency tihan previous
pieresses i the melwie of awdit, spediiicallly providing a thasis for
inieased dirllogue thak einforced euir edirs tihal we have Iheen receiving
high qulity zwdits 3

Ginen e High drgiee off posiiive inries fiom mest comers, iftis dissr it here is
pRIemMiR In the AQI pieiret. Imprmeniing AQIS could improve audit quality wiich would
b grieck o 2udit fimms, 2udik committees amd Shaieowners. We sugpant nmoving fonward
Sty with e AQI piojeet.

% CalPERS Gkl Govemance Rincipies, Wpdksted MWench 2015.

% CalPERS lnftar to Phostie Browm, Secnetany, FOXKOB om RulEmaking Ducket Wttt N, 034,
Mtﬁf%mwt%%m&@ffﬁm@u&m Mayz, a@m
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We have attached our iesponses to certain questions included in the Concept Release
to provide shareowner side input into the discussion. If you have any questions, please
de net hesitate to contact me at (916)795-9058 or James.Andrus@calpers.ca.qov.

Sineerely,

JAMES ANBRUS

Invesiment

Clebal Governance

¢e: Anhe Simpsen, Imvesiment Director, Global Governance

Altachment


mailto:James.Andrus@calpers.ca.qov

Coneept Release on Audit Quality Indicators

1. Is inereasing knewledge about, and use of, the audit quality indicators discussed in
this release kkely to provide insights about how to evaluate, and ultimately improve,
audit quality? If se, why? If net, why not?

Yes. currently, there are audit quality assessments, but investors have little insight
it what is being analyzed. AQls would create a more common kanguage when
diseussing avdit quality and eventually enhance transparency at the investor level.

2. Are the AQ| preject, and some mumiper of the 28 specific indicators described ibelow,
ikely to build a streng knowiedge base to enhance discussions off audits among those
imveived in the financial reperting process o otier users of AQIs?

Yes. Invesierns eurrently get very little infoimation egriding audit quality. Audit reports
e pass/iail. Audit commiitee reperts are boilerplate. Audit committees are tasked with
ATSRSSING Wik quality, but there is littie inflomation piovided negpiding whait awdii
commitiees aciually review. The AQI piejret it a defiinite move forward.

3. Can e deveippmrm of 2udik euality indicators, as described im this release, have
WHMRMRY contRguenees, aiher pesitive or trgative, for audit commitiees, awdil
fifms, itNesions, o audit o e reguiries? What aie they? Can amy meggeiive
CONERANRMEES e alirviated? How?

Theie ik he dharce hak oree inprmenied fiims brgin to flotus oo keemly am AQls
2 hrgim t© ORiIRRK impritant: things nektintuded im AQls. To prevent: this, AQIs
bR seircied canelivily. Some individual AQIS may indude unintemdied
CUMERAYIRNRS as Well. FFrexempie, am AQ! om timelly nepating offintemal
WRARSERS MRl Ivad @ N repuiting 2 weakarss attall. We showid nettindludie AQIS
Wi deing the gt thing lrads o am adierse AQI seoie. Tie issue cam e tie same,
ittt AQ) s b ferisrd om meking the: right: things happen. We agpee AQIS will
IR dRRUESIRMS Within auditcammitiees. Auditconmitiess evaluaie audiions.
W& 3 st haw the: melics used forr i evaluations, iffamy. AQBwilllmake itmne
likely, thak pritidprMs ale spraking the same langlrge.

4. ihattis the nalte Jithe cantextithaithese using AQR ass & brsis fior analysis amdi
dissaasim willl gpnrsially regiine to e alde to henefittfiom thattuse? |t tre infamatiom
recyired to ild thaicaniexdavailaip? s acesss to the nesassany cantosduall
infesmatinn frasite?

Wi agyee Witth the RECAQIB thattaudittapalify cam e viewmes fham sevaral perspecdtives;
fifisds, fresm & frll csummlirnre pesensstive withh regpicss to auditing steodndts amdi
anlicahiee lawss; secandlly, immesting the nessts offapiticasnpanys Sraemwrens
and thirdly, im fagiliteting thetimely andi effestine supy of finfesmatiom to thee




Concept Release on Audit Quality Indicators

eempany's audit eemmittee and public investors. We support the need for reporting
AQIs under all three perspectives.

From a shareowner's perspective, we would be interested in disclosure of AQIs
received for a speecific audit - engagement, we believe audit committees would be able
te ground their evaluations of audits in standards that flow from AQIs, and we would
alse benefit from aggregate information at a firm level. When compared, firms will try
to improve relative to their competition.

5. Sheuld any indicators be omitted from the list proposed in this release? Which
indicators? Why?

The 28 polential indicators as categorized in the three groups provide quantitative and
gualitative factors in assessing audit quality. One indicator that is not necessarily
useful to shareowners is AQ| #12, “Allocation of Audit Hiours to Phases of the Audit.”
This should be determined based on the auditor's and audit committee’s risk
assessment and disecussion. Although this information could e infionmative, it would
met meeessarily be valuable without the full context of imfiormation and work of the audit
committee and exiernal auditor.

8. Sheuld any indicators be added to the list? What are they? Wihy? How would they be
guantified?

Although, somewinat gualitative, it would seem hemeficial to add imdiicators with regards
to:

« Training and imspection concermns as it elaies to professional skepticism;

« Training doliars spent on siziff compared to the fees received for the audit;
Peicentage of nom-audit fees at the firm lrxel in comparison to statutory auidit
flees;

« Peiceniage of amnual conliacts that Iave limited liatillity cleuses ait the firm
Irvel.

7. Whieh indicators are likely to be the most useful in evaluating audit quality and
infRming discussions of audit auality? Why? The Rash ussfiul? Wiy?

We agfiee tinak many AQIS may e moie usseful intiallly 2nd ofivers mone wesefiul im [ter
years. We agjiee reducing e AQIS miglth piovidie indicatons tinat can the used
piudritly 2nd effeciively. Theie aie reasons o support alimost every imdicator.

We brlirve these indicziois would b mesit usefiul:
AQ="12 3 4, 5 6, 710, 13, 1, 15 16, 17, 18, 19, 24,22, 24, 25, 27

fPage 2 off 7



Cencept Release on Audit Quallity Indicators

12. Are there ene or mere indicators among the 28 that are superior to other indicators on
the list and eover the same subject oF subjects, so that one or more indicators are
uhhecessary for that reason? Please identify the redundant indicators and explain.

We de net see any duplieation in the AQIis and understand that different AQIs may
eover the same ground. Although we identified AQIls that we believe would be more
ugeful, it is very hard to easily weed out the other AQIs to an extent. Each seems to
cover areas that weuld add value and improve audit quality. Each could be used in a
particular eontext.

14 The ndicaters eperate at the engagement level, the firm level, or in most cases both.

a.) IFlew sheuld “engagement level” be defined in the case off a global audit in which
werk is referred to one oF more “other auditors” (winetier of mot the firm or firms
imvelved are part of the engagement firm's global network)? Who should make that
determination?

EngRgement IRvel ik the issuer point of view. When there is more than one awdiior and
miikipie sites, we suggest that engagement lvel approach analyze all participating in
an audit on brenrlff of a paiticulal issuer. The lkad auditor should campile the
inRmmatien. o the filmm audit, only the fim's inflommation would be included.

b.) Weuld ene o meie of the indicaiors e moie useful iffit 2iso operated ait an awdiit fimm's
‘office’ or ‘regionall lkvels, Mot meiely ait ‘engagrment!” amd “fimmwide” levels (So that,
9., e priceMage ofam ofite’s woik devoied 1 a Single Izige dirnt would e
kaum)? Which indicaier or indicaiois?

I ihe Cocep: Relrase, the POAOB higtighted that: tihere aie qualily diffierences att
e engrerRmRM eam, office and regjonal Irxels wilthin fimns. Ittis impantamtt to
yndRisiand hese differences. A comipamy cowid be using tine waonsit team, firom tine
Wi offiee, im the werisk regiom offa gresat: fiim. It weowld emremce avenalll awudilt quaity iff
SR 2 fifitn Wk adidiess the irsues and reike the quality lkvel offeach negjion, affice
and team. Ifiperm eams, ofices and regjons cam e identified ey thmough AQIS,
ik Qpriity Wil impieve e ime hecause fims will mone kel adithess tine issues.

&) el o o e offtie indiratenis he moie ussfiu iffittalso apenated aitt e el off
i aldiled RS iRty O ecIONIR SRR (80 tihat, @ g, indizatons fiuor e
audit ofra priticrr banik courd be compaied witin e avenage affindizatons fiar alll offzm
auditfinrms hring dirms)?

Cxiitaim AQ R Wil e mee relrvant: ffuresstaim indusinies. Cunpanizoms am the st
releMaHtAQ s Wl b heneficial.

Ragre 377



Concept Release on Audit Quality Indicators

20.Could the eellestion and evaluation costs of AQIs be a greater economic burden for
smmaller audit firms than larger audit firms? Could this burden disadvantage smaller
firms in eompeting for audit business if perceptions of quality are driven by the
indieaters?

Similar to CalPERS' strong belief that standards should apply to all listed issuers, we
alse believe the AQIs should apply to all audit firms. Within our letter, we cite the
IAASB's Framework for Audit Quality. It is important to point out that this framework
applies to all audit firms regardless of size, including audit firms that are part of a
network or association. !

22. For what class or classes of users would AQIs be most valuable? Would some AQIs
be more valuable than others to various classes of users?

We believe the AQIs will be inelpful to audit committees, but iinvestors will bemefit from
this information as well, especially iff AQIs liead to imcreased disclosures.

28. Should engrgement level AQ| data be made public in whole or part? Should firm llevel
AQ| data be made public in whole o part?

Ergrgrment lkvel AQ| data should be made availiable to the relizvant audit committee.
The audit commitiee should then communicate in its audit commitiee nepaort its review
offthe AQ| data. i level AQI data can ibe made available by firms by imciuding such
daita in the annval reports pieduced by the firms. The difference would be thait the
firmns would have to amalyze the same factors tihalt poiimt to awdil: quality natfher than
Imeesing winak they would like to hgiligiht on an amnual hasis.

31.Weuld it be useiul to piese in any ongoing AQI piaiect? Far example, should tive
piejrRet be volumtary for at Ikast some peried’? I phasing is a good idea, winst steps
sheuid the phesing inneNe? IHow should amy phasing off the project e monitored?

AQIR couid e adepied at the firm Ive fist with firms revealing tiheir assessments in
i 2ammeal repoits. Audik commitiees eould then seirct winait AQIS each it comcemed
wilth o a paiticilrl engrgement, and tnose AQIS could the nevirwed fior tinat: penticwlzr
engRERMEent.

"IRGSB, A Fremeweri forr Audit Quality, Key Elements tatt Create am Emdiamrenttfon Auwditt Quality,
Fretyriany 18, 2014.

Fragr4.ofi 77



Concept Release on Audit Quality Indicators

33. Should the Board consider steps to require audit firms to make engagement- and firm-
level AQI data available to audit committees? To investors?

ifthe Board adopts a set of AQIs as a standard way to determine audit quality, audit
eommitiees will have to consider those AQIs when determining audit quality for a
partieular engagement. It would not be enough for an audit committee to focus on
elements fully eutside what has been set out as indicators of audit quality or not
assess audit quality at all. Large firms already provide information on how they think
they are deing by narrative or through an examination of factors. Adding AQI data
would simply expand and make comparable a process that is taking place.

35. Should smaller audit firms be treated differently than lkarge ones in designing an AQI
project? What would small mean for this purpose? Having less than a certain mumber
of auditers? Auditing 100 or fewer public companies per year and not being part of a
global metwork of firms?

Ne, we believe AQIls should be iequired of all audit firms.

36. Sheuld the size off the audited company set a liimit on imitial application of an AQI
preject? What weuld an appropriate size be? Should the fact that a public company iis
mot a listed company affect the way AQIs apply to it?

No, C2IPERS dioes ek support differentiation in applying stamdiards to different size
audit firms. We brlieve the application of AQIs should be comparable for lamger and
ymlliesr awdit firms.

38. Weuld exciuding certain types of audits from an AQI| project distort the nesults off finm-
wide public company audit comparisons, or suggest that only imdustry-based
COMPRIsONS aie valid?

Yes, we believe excuding certain types of audits would skew amd or distiont resuils of
i AQls. Semdaids woilk [pest wihen appiied 1o all. Ifexceptions are available, tbo
iy Wil woilk 1o haid to qualifly fior those exceptions. This will weaken aving AQIls
im e firsk place.

44. Weould adidition of a crlilrtion off staffing lkverege indicatons tihat: messures tive natio
ot paither and meregRt s to tolall audit ouns e relpful?

Yes, siaffing IRverage indiczionrs would e helpiul to botih 2udit commitiees as well 2s
imeshors.

Rage 5aft7r



Ceneept Release on Audit Quality Indicators

§1.Sheuld training heurs be eomputed on a per-person basis, by personnel class, or as
an average by elass? Should the size of the firm involved make a difference in this
fegard?

We believe that training hours should be computed on a per-person basis.

61.What ether measures of independence, or independence issues, would be
apprepriate? Weuld infermation generated by this indicator be more meaningful if
meAsurements were stratified by personnel level?

Indrpendence is an underlying driver to the integrity of financial reporting. We view
this AG| as ene of the mest important indicators off the credibility of the financial
ieperting proeess. All issues that show a lleck of independence should be disclosed
iegRidiess of level. Our pieference is to have an indiependent audit.

64. Few sheuld imemal guality inspection findings ibe compared to or analyzed alongside
IPCACB imspection iesults in applying indicators 18 and 19?

IPCAOB imgpeetion fesults identify deficiencies at the engagement level and provide for
A meie speeifie st conversation with the audit committee. Such results should he
ysed to vevify the shandiards bring applied in the intermal reviews. Both are mecessary.

&5. What are the best melheds for measuring maghitude of resiaiemenis for emors? Is
one Mmethod supeiion o the otiners? Why?

O shudy, Quaniiative Measiuies ofthe Quality offimnenoial Reporing fied to idemify
QiRmifikbe Mreliies thak can tadk ihe absolute and nelliive quality of financial
iepRiting e time. The siudy used tihe meliics of e mumiber of ammoumoed fimancial
RpRING eSeiemems and maket value Insses fiom restriement 2s & pencentt off otz
MRl VRl offeqiily seedrities. The shudy flound tirel 30% offtihe top tem menket value
IRsaRs in 2000 weie fiom esiaiRmens on rexeiue necegition. The siudly stated it
IssRs anie Mmrsh Seveie vihen compainies Make nevemue necogmiion nesttttamatss 2
We woik supipoit e maghiude ofthe resiatement be measured im chenges im value
iR IRsRY.

% FeiEl Ressanein Faundation, Quantitative Measunes afftie Queitty aff Fivemaiii FReporting, sty witth
Wm_\\m aaﬁ‘:*hlb Qﬁiﬂjdﬁ%aitN@M/WlklﬂmmﬁitwsﬁﬁmeIQﬁMmm' zmm_ '
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