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Auditors examine and test the financial statements to provide objective and independent assurance that a company’s financial statements follow generally accepted accounting principles. To ensure the “sustainability of a strong and vibrant public company auditing profession,” the Department of the Treasury (Department) chartered the Advisory Committee on the Auditing Profession (Committee) to develop recommendations. 
The Public Company Accounting Oversight Board

The Department chartered this Committee almost five years after the passage of the Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley). Sarbanes-Oxley borne out of a crisis in confidence in financial reporting and auditing, replaced voluntary public company auditor self-regulation with a new independent oversight system: The Public Company Accounting Oversight Board (PCAOB). Sarbanes-Oxley provided the PCAOB with auditing, quality control, independence, and ethics standard setting authority. As of May 2008, the PCAOB had registered over 1853 auditing firms, 863 of which are domiciled outside the United States in eighty-five countries. It had also launched numerous formal investigations, taken disciplinary actions against twelve registered firms.
The PCAOB incorporated many of the AICPA’s existing standards and adopted or proposed a limited number of other new standards and rules, including those relating to audit documentations. Under its enforcement authority, the PCAOB could bar auditing firms from auditing public companies and levy fines up to $15 million per offense. 
The PCAOB has promulgated a rule to subject registered firms to annual and special reporting requirements, which requires annual reporting by auditing firms on items such as a public company audit client list and the percentage of the firms total fees attributable to public company audit clients for audit services, tax services, and non-audit services. The PCAOB rule also requires firms to file “special” reports triggered by events such as the initiation of certain criminal or civil governmental proceedings against the firm or its personnel. Beyond these disclosure requirements, registered auditing firms are subjected to PCAOB inspections. These inspections focus on registered auditing firms’ audit practices and compliance with auditing and professional standards and are staffed with accountants with an average of twenty-five years of experience for the largest auditing firm inspections and fourteen years of experience for all other firm inspections and receive the greatest amount of PCAOB resources.
After the completion of each firm’s inspection, the PCAOB issues a report of its key findings. Pursuant to Sarbanes-Oxley, the portions of the report focusing on criticisms and defects of the auditing firm’s quality control systems are nonpublic, unless the firm fails to address sufficiently these defects within twelve months of the inspection report’s issuance. 

Under Sarbanes-Oxley, the PCAOB oversees all firms which audit public companies in the United States, which include several auditing firms based in foreign jurisdictions. The PCAOB has entered or intends to enter into cooperative arrangements with foreign auditing regulators to inspect these foreign auditing firms. The PCAOB has also promulgated a rule that allows it to rely on the work of foreign auditing regulators at a degree dependent on the independence and rigor of the foreign auditing regulatory system. 
U.S. Auditing Firms

Big Four auditing firms – Deloitte & Touche, Ernst & Young, PricewaterhouseCoopers, and KPMG, originally incorporated in Europe and have been established for over a century – dominate today’s public company audit market in the United States. Mergers over the past thirty years and the dissolution of Arthur Anderson in 2002 have contributed to their dominance. Firm mergers occur because firms wish to serve large public and multinational companies, to have greater technical and industry-specific knowledge, and to enjoy the benefits from economies of scale. While the globalization of the capital markets and the increasing size of multinational companies keep the large public company audit market highly concentrated, the concentration among the smaller public companies has lightened since the implementation of Sarbanes-Oxley.

U.S. Governance

Most auditing firms in the United States are organized as partnerships under state law. State law and partnership agreements determine the governance of U.S.-based auditing firms. Most state laws require that certified public accountants have the majority of voting rights and ownership interests. Each of the largest six auditing firms in the United States – Big Four accounting firms, BDO Seidman, and Grant Thornton – has governing bodies consisting of eleven to twenty-one members who are mainly elected by fellow partners. The governing bodies have several authorities such as setting long-term business strategy, admitting new partners, allocating income to partners, determining the amount of required capital, undertaking major transactions such as acquisitions and mergers, and making borrowing decisions.
Global networks

The global networks were created in the early twentieth century. Because of globalization, there is an on-going need to accelerate the development of global networks for accounting profession. That development also helps multi-national companies to better comply regulations in different counties. 

The Big Four auditing firms of United States dominate the largest global networks. These four largest global networks had been doubling their revenue in the past five years. Other smaller auditing firms also belong to other networks, such as the network of Praxity – an international not-for-profit entity under Belgian Law. Even though firms under network share information and professionals, but, each firm within a network is independent. It means that firms are not responsible for other’s liability. Nevertheless, firms are integrated for global services under a shared controlling authority. 
Global Governance

Firms under the same network share the same governance. Different networks have their own global leadership structure. The global board of directors of each network is responsible for creating the network vision and strategy. The board also oversees the services quality, risk management, information, human resources and technology at the global level. 

The global governance enhances the networks become a better structural entity. Since the global governance oversees the firms from the global level, they can best allocate resources to those which need the most in the network.

Non-Audit Services

Most auditing firms offer a range of services beyond auditing work, including tax, consulting and advisory services. Starting from 2000, when the revenue from consulting services, both to audit and non-audit clients, began to decline, firms had begun to sell off their information services consulting practices, due to regulatory pressures and operational inefficiencies. Because of the partnership structure of auditing firms, the consulting arms were unable to seek outside capital and limited in their growth. 
In the late 1990s, SEC had undertaken a review of the accounting firms and independence and noted the potential for conflicts of interests between the auditing and consulting units. Some of the firms began to sell off these consulting services meanwhile since SEC considered restricting auditors’ offering to their clients’ financial information system design and implementation consulting. 
Under Sarbanes-Oxley, Congress addressed certain auditor independence issues. Sarbanes-Oxley prohibited the offering of nine non-audit services to public company audit clients, including financial information system design and implementation, bookkeeping, actuarial services, appraisal or valuation services, internal audit outsourcing services, and legal and expert services unrelated to the audit. Sarbanes-Oxley subjected auditors’ permitted services to a few safeguards: the audit committee must approve all services provided by the auditor; and the public company must disclose its pre-approval polices and its audit and non-audit fees paid to the auditor.
The demand for advisory and consulting services remains strong and auditing firms continue to provide a variety of such services, but principally to their non-audit clients. Since the auditing firms generally do not break out their U.S. revenue by their consulting practices, the revenue growth rate is unknown. Today, of the four largest firms, only Deloitte reports U.S. revenue for management consulting services. 
