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Learning Objectives 

Describe the nature of CPA firms, what 

they do, and their structure. 

Understand the role of the Public 

Company Accounting Oversight Board 

and the effects of the Sarbanes-Oxley Act 

on the CPA profession. 

Summarize the role of the Securities and 

Exchange Commission in accounting and 

auditing. 



2-3 

Learning Objectives 

Describe the functions performed by the 

AICPA. 

Understand the role of international 

auditing standards and their relation to U.S. 

auditing standards. 

Use U.S. auditing standards as a basis for 

further study. 

Identify quality control standards and 

practices within the accounting profession. 
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Certified Public Accounting Firms 
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Sarbanes-Oxley Act 

This Act is considered by many observers to 

be the most important legislation affecting 

the auditing profession since the 1930s. 

The provisions of the Act apply to publicly 

held companies and their audit firms. 
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Sarbanes-Oxley Act 

SEC 

PCAOB 

(Public Company 

Accounting 

Oversight Board) 



Understand the role of the PCAOB and 
the effects of the Sarbanes Oxley Act on 

the CPA profession 
 

 

 

•Because of the bankruptcies and alleged audit 
failures involving such companies as Enron and 
Worldcom, SOX is considered by many to be the 
most important legislation affecting the auditing 
profession since the 1933 & 1934 Securities Acts. 

• SOX established the Public Company Accounting 
Oversight Board (PCAOB), appointed and overseen 
by the Securities and Exchange commission (SEC). 

   



 PCAOB is doing the following: 

1. Provides oversight for auditors of public 
companies. 

2. Establishes auditing and quality control 
standards for public company audits. 

3. Performs inspections of the quality controls at 
audit firms performing those audits. 

• PCAOB conducts inspections of registered 
accounting firms to assess their compliance with 
the rules of the PCAOB and SEC, professional 
standards and each firm‘s own quality control 
policies. 



• PCAOB requires annual inspections of accounting 
firms that audit more than 100 issuers and 
inspections of other registered firms at least once 
every 3 years. 

•Any violations could result in disciplinary action 
by the PCAOB and be reported to the SEC and 
state accountancy boards.  



Summarize the role of the SEC in 
Accounting and Auditing  

•It is an agency of the federal government, 
assists in providing investors with reliable 
information upon which to make investment 
decisions. 

•The securities act of 1933 requires most 
companies planning to issue new securities to 
the public to submit a registration statement to 
the SEC for approval. 

•The securities act of 1934 provides additional 
protection by requiring public companies and 
others to file detailed annual reports with the 
commission. 

 



•The commission examines these statements for 
completeness and adequacy before permitting the 
company to sell its securities through the securities 
exchanges. 

•The securities acts of 1933 & 1934 require 
financial statements, accompanied by the opinion 
of an independent public accountant, as part of a 
registration statement and subsequent reports. 

• Of special interest to auditors are several specific 
reports that are subject to the reporting provisions 
of the securities acts. The most important of these 
are as follows: 

 



1. Form S-1: These forms apply to the securities 
act of 1933 and must be completed and 
registered with the SEC when a Co. plans to 
issue new securities to the public. It is a general 
form used when there is no specifically 
prescribed form. 

2. Form 8-K: this report is filed to report significant 
events that are of interest to public investors. 
Such events include the acquisition or sale of a 
subsidiary, a change in officers or directors, an 
addition of  a new product line, or a change in 
auditors.    



3. Form 10-K: This report must be filed annually 
within 60 to 90 days after the close of each fiscal 
year, depending on the size of the CO. Extensive 
detailed financial information, including audited 
financial statements, is contained in this report. 

4.Form 10-Q: This report must be filed quarterly 
for all publicly held companies. It contains certain 
financial information and requires auditor reviews 
of the financial statements before filing with the 
commission.  

  

 



• Most CPA firms have specialists who spend a 
large portion of their time ensuring that their 
clients satisfy all SEC requirements. 

• SEC has considerable influence in setting GAAP 
and disclosure requirements for financial 
statements as a result of its authority for 
specifying reporting requirements considered 
necessary for fair disclosure to investors. 

•The SEC has power to establish rules for any CPA 
associated with audited financial statements 
submitted to the commission.  

 



•The attitude of the SEC is generally considered in 
any major change proposed by the financial 
accounting standards board (FASB), the 
independent organization that establishes GAAP. 

 

 



Describe the key functions performed by 
AICPA  

•CPAs are licensed by the state in which they 
practice, but a significant influence on CPAs is 
exerted by their national professional 
organization, The American Institute of Certified 
Public Accountants (AICPA). 

•Membership in the AICPA is restricted to CPAs, 
but not all members are practicing as independent 
auditors. 

•AICPA membership is voluntary, so not all CPAs 
join. 



• The AICPA is doing the following: 

1. Sets professional requirements for CPAs. 

2. Conducts research and publishes materials on 
many different subjects related to accounting, 
auditing, attestation and assurance services, 
management consulting services and taxes. 

3. Promotes the accounting profession through 
organizing national advertising campaigns. 

4. Promoting new assurance services. 

5. Developing specialist certifications to help 
market and ensure the quality of services in 
specialized practice areas. 

6. Sets standards and rules that all members and 
other practicing CPAs must follow.     



•Four major areas in which the AICPA has authority to 
set standards and make rules are as follows: 

1. Auditing standards. The Auditing Standards Board 
(ASB) is responsible for issuing pronouncements on 
auditing matters in the U.S for all entities other than 
publicly traded companies. ASB pronouncements 
are called Statements on Auditing Standards (SASs).  

2. Compilation and review standards. The accounting 
and review services committee is responsible for 
issuing pronouncements of the CPA's 
responsibilities when a CPA is associated with 
financial statements of privately owned companies 
that are not audited. They are called Statements on 
Standards for Accounting and Review Services 
(SSARS) and they provide guidance for performing 
compilation and review services. 



•In a compilation service, the accountant helps 
the client prepare financial statements without 
providing any assurance. 

•In a review service, the accountant performs 
inquiry and analytical procedures that provide a 
reasonable basis for expressing limited assurance 
on the financial statements. 

3. Other attestation Standards. Statements on 
standards for attestation engagements provide a 
framework for the development of standards for 
attestation engagements. Detailed standards have 
been developed for specific types of attestation 
services, such as reports on prospective financial 
information in forecasts and projections. 



4. Code of Professional Conduct. The AICPA 
professional ethics executive committee sets rules 
of conduct that CPAs are required to meet.  

OTHER AICPA FUNCTIONS: 

•In addition to writing and grading the CPA 
examination, the AICPA performs many educational 
and other functions for CPAs. It also publishes a 
variety of materials, including journals.  
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Understand the role of 
international auditing 

standards and their relation to 
U.S. auditing standards    
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Statements on Auditing 
Standards 

 Classification of Statements on Auditing Standards 

 GAAS and Standards of Performance 
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International Standards 
on Auditing 

IFAC is the worldwide organization 

for the accountancy profession. 

The IAASB works to improve the 

uniformity of auditing practices and 

related services throughout the world. 



INTERNATIONAL AND U.S. AUDITING 
STANDARDS 

• Auditing standards are "general 
guidelines to aid auditors in fulfilling 
their professional responsibilities in the 
audit of historical financial statements". 

• They include consideration of professional 
qualities such as competence and 
independence, reporting requirements, and 
evidence.  



• The three main sets of auditing standards 
are:  

1. International Standards on Auditing 
(ISAs), 

2. U.S. Generally Accepted Auditing 
Standards (GAAS) OR ( AICPA auditing 
standards) for entities other than public 
companies, and 

3. PCAOB ( Public Company Accounting 
Oversight Board) Auditing Standards. 



International Standards on Auditing 
(ISAs) 

• They are issued by the International Auditing and 
Assurance Standards Board (IAASB) of the 
International Federation of Accountants (IFAC).  

• (IFAC) is the worldwide organization for the 
accountancy profession, with 159 member 
organizations in 124 countries, representing more 
than 2.5 million accountants throughout the world.  

• The IAASB works to improve the uniformity of 
auditing practices and related services throughout 
the world by issuing pronouncements on a variety 
of audit and attest functions and by promoting 
their acceptance worldwide. 



• ISAs do not override a country’s regulations 
governing the audit of financial or other 
information. 

• Most countries, including the United States, 
base their auditing standards on ISAs, modified 
as appropriate for each country’s regulatory 
environment and statutory (legal) requirements. 

• Therefore, U.S. standards are mostly consistent 
with international standards, except for certain 
requirements that reflect unique characteristics 
of the U.S. environment, such as legal and 
regulatory requirements. 



(AICPA) Auditing Standards OR 
(GAAS) 

• Auditing standards for private companies and 
other entities in the United States are 
established by the Auditing Standards Board 
(ASB) of the AICPA. These standards are 
referred to as Statements on Auditing 
Standards (SASs). 

• These Generally Accepted Auditing Standards 
(GAAS) are similar to the ISAs, although there 
are some differences. 



• When developing a new (SAS), the (ASB) uses 
the (ISA) as the base standard and then 
modifies that base standard only when 
modifications are appropriate for U.S. 
environment.  



PCAOB Auditing Standards 
• The PCAOB now has responsibility for auditing 

standards for U.S. public companies. 

• The PCAOB initially adopted existing auditing 
standards established by the ASB as interim audit 
standards.  

• In addition, the PCAOB considers international 
auditing standards when developing new standards. 
As a result, auditing standards for U.S. public and 
private companies are mostly similar. 

• Standards issued by the PCAOB are referred to as 
PCAOB Auditing Standards in the audit reports of 
public companies and apply only to the audits of 
public companies. 
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International Standards 
on Auditing 
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Use U.S. auditing standards as a basis for 
further study 
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GAAS 
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PCAOB Auditing 
Standards – United States 

General Standards 

1. Adequate training and proficiency 

 

2. Independence in mental attitude 

 

3. Due professional care 
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PCAOB Auditing 
Standards – United States 

Standards of Field Work 

1. Proper planning and supervision 

 

2. Understanding of the entity 

 

3. Sufficient appropriate evidence 
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PCAOB Auditing 
Standards – United States 

Standards of Reporting 

1. Statements prepared in accordance with GAAP 

 

2. Circumstances when GAAP not followed 

 

3. Adequacy of disclosures 

 

4. Expression of opinion on financial statements 
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Relationship Between ASB and 
PCAOB Auditing Standards 

 

PCAOB 
 

Public  

company  

audits 

 

ASB 

Private  

company  

audits 
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Statements on Auditing 
Standards 

The 10 generally accepted auditing standards 

are too general to provide meaningful guidance. 

SAS interpret the 10 generally accepted 

auditing standards and are the most 

authoritative references available to auditors. 
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Identify quality control standards and practices 
within the accounting profession. 
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QUALITY CONTROL 
• For a CPA firm, quality control comprises the 

methods used to ensure that the firm meets its 
professional responsibilities to clients and others. 

• These methods include the organizational structure 
of the CPA firm and the procedures the firm 
establishes. For example, a CPA firm might have an 
organizational structure that ensures the technical 
review of every engagement by a partner who has 
expertise in the client’s industry.  

• Auditing standards require each CPA firm to 
establish quality control policies and procedures. 
The standards recognize that a quality control 
system can provide only reasonable assurance, not 
a guarantee, that auditing standards are followed. 

 



2-41 

Elements of Quality Control 

 Leadership responsibilities for quality  

 Relevant ethical requirements 

 Acceptance and continuation of clients 

 and engagements 

 Human resources 

  Engagement performance 
 Monitoring 
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Relationships 
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Elements of Quality Control 
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CPAs Encouraged to Conduct 
Themselves at a High Level 

Auditing  

standards 

 

Continuing 

education 

requirements 

Legal 

liability 

Conduct of 

CPA firm 

personnel 
AICPA practice 

and quality 

centers 
Code of 

Professional 

Conduct 

PCAOB 

and SEC 

Peer 

review 

Quality 

control 

CPA 

examination 
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